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October 12, 2009 

THE REGENTS OF THE UNIVERSITY OF CALIFORNIA 

There have been a number of recent op-eds and articles in newspapers across the 
country, focusing on the funding challenges facing higher education. Many of the 
articles have referenced a white paper that I developed a few months back that calls 
for an expanded federal role in funding higher education, and I enclose a copy for 
your information. 

While I believe the federal government has done an excellent job of providing low­
income student access through federal financial aid, and of funding a robust 
national research enterprise, there is insufficient funding for the core activities that 
universities need to maintain capacity and quality. I believe it is time for a national 
dialogue to discuss the very future of public higher education. We need funding 
mechanisms that will sustain the core activities of American higher education 
institutions and shore up the overall quality of these national treasures. I hope my 
paper will begin that discussion. 

I would welcome any questions or comments you may have. 

With best wishes, I am, 

Sincerely yours, 

n~ 
Mark G. Yudof 
President 

Enclosure 

cc: Chancellors 
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Exploring a New Role for Federal Government in Higher Education 

* 
Even as developing nations embrace the 
California model, the state itself abandons 
it year by year. State funding in California is 
down 40% In the last 20 years, a trend that 
shows no sign of reversing. 

We mustfind creative ways to expand the 
federal commitment to research and access 
into a new category: The nuts-and-bolts 
corefunding that is vital to a robust 
university, allOWing it to hire quality 
professors, equip laboratories, expand the 
physical plant, and so 011. 

The answers to our problems don't lie beyond 
our reach. They exist in our laboratories 
and universities, in the imaginations ofour 
entrepreneurs and the pride of the hardest­
working people on Earth. 

- President Baraek Obama 

As America follows the president's call and begins CO work through its many challenges, 
higher education must be as much of a priority as health care, national security and alterna­
tive energy developmenc. As the president has suggested, it is the nation's collection of great 
universities that will produce the doers and dreamers - scientists and technicians, engineers 
and innovacors, theorists and poets - who will conceive and create the solutions needed co 
invigorate our economy, evolve technologies, bolster national defense and enrich society, nor 
only in this present moment of crisis, but for generations co come. 

It is incumbent on those who champion our institutions of higher learning co begin now, with 
urgency, co examine every aspen of these vital educational engines, co look with fresh eyes on 
how they are scruccured, operate and deliver their services CO students and society alike. Part 
of this effort, it seems clear, should be co explore the potential for a new role for the federal 
government in higher education. 

The federal government already does much. Its grant programs open doors for seudents from 
all levels of American life. Its support of research has been essential CO the development of 
everything from cancer drugs co national defense systems. Most recently, the American 
Recovery and Reinvestment Ace of 2009 CARRA) has sought co infuse universiCies with un­
precedented resources for both access and research. 

But these significant contributions more and more seem like ornaments hung on a cree that 
has begun co wither from lack of water. State supporc for higher education is in decline 
naCionwide California provides but one example. Its half-century-old model for public 
research universities has been duplicated across the land and around the globe. But even as 
developing nations embrace the California model, the state itself abandons it year by year. 
State funding in California is down 40 percent in the last 20 years, a trend that shows no sign 
of reversing. 

From Minnesota, New Hampshire, Ohio, Missouri, Pennsylvania, Colorado, Kansas, Iowa, 
Georgia and many more - the narrative details may vary a bit, but the bottom line remains 
the same. In the last decade, statehouse support for higher learning, as measured by constant 
dollars appropriated for each full-time-equivalent student, decreased in 30 of the nation's 
50 states. This grim roll call comes from a survey by the authoritative State Higher Education 
Executive Officers group, which also determined that in 11 states the slide in support aceually 
exceeded 20 percent. 

From a na[ional perspeccive, this trend is perilous. We mus[ find creative ways [Q expand [he
 
federal commitment to research and access into a new category: The nuts-and-bol[s core
 
funding thar IS vital co a robUSt university, allowing it to hire quality professors, equip laboraw­

ries, expand the physical plant and so on.
 

continued 
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There never has been an imegra[ed na[ional srra[egy in [his coumry For higher educa[ion. 
There needs w be one now. The mission is simply wo imporram w leave w scare govern­
menrs [hac seem disinclined or unable w pursue ir. In ocher parrs of [he world, parricularly in 
Asia, higher educa[ion has been embraced as a na[ional responsibili[y. America should do [he 
same. To pur i[ plainly, [he hiswric federal role of access crea[ion, research funding and regula­
[ion no longer is enough w ensure rhe quali[y needed w produce a vibram economy and an 
enriched, inclusive socie[y and w mainrain a vigorous na[ional defense. 
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* 
The race today involves genomes and stem 
cells and climate models and microchips, 
but the goal has not changed Keep 
America strong in a competing world and 
stable and prosperous at home. And the 
staging ground for success also remains the 
same - the laboratories and lecture halls 
of the American university. 

The Path Is Not Unprecedented. 

Higher education and the federal government do not come to one another as strangers. 
At pivotal moments, the federal government has acted in ways that profoundly inAuenced 
the universities and the nation as a whole: 

The Morrill Act of 1862 (expanded In 1890 and 1994) paid for a system of land-grant 
institutions, one In each state, to advance agriculture, mining and engineering. This act 
put a young nation on the trail toward becoming a global power. 

The GI Bill of 1944 provided grants and higher education opportunities for veterans 
returning home from World War II, and along the way remade American universities, 
invigorated the labor force and created the post-war middle class, which so dramatically 
changed the landscape of American liFe. 

The National Defense Education Act of 1958, initiated in the chill of the Cold War and 
the shadow of Sputnik, dispensed aid to public and private education that made 
America competitive in science, math, technical education and modern foreign languages. 
This national investment helped catapult some of the most prominent research universities 
in the country, including the University of CaliFornia system, to new levels of achievement 
and acclaim. 

The Pell Grant program, Included in the Higher Education Act of 1965, recognized that, 
beyond our veterans, access to higher education by students with finanCial need would 
advance the ideals of opportunity and democratic fairness that animated the Great 
Society and Civil Rights era. 

In each of these historic turns, our leaders discerned a compelling national interest in support­
ing higher education. The global financial crisis and Fragile national security status we confront 
today cries out for similar bold action. In 1958, we were chasing the Soviets into space; satel­
lites and Atlas rockets were the tools of the trade. ·The race today involves genomes and stem 
cells and climate models and microchips, but the goal has not changed: Keep America strong 
in a competing world and stable and prosperous at home. And the staging ground for success 
also remains the same - the laboratories and lecture halls of the American university. 



Exploring a New Role for Federal Government in Higher Education 

* 
The United States once led the world in the 
proportion of20 - 29 year aids who were 
college educated-It now ranks 14th. 

The Assaoatlon of Public and Land-grant 
Universities (APLU) estimates that the 
production of bachelor and assooate de­
grees in this country would need to increase 
from 2.1 million in 2007-08 to 3 million in 
2025 in order to match the proportion 
ofyoung adults (25 to 34 years old) with 
similar degrees in Canada and Japan. 

The Need for a National Strategy Is Clear. 

The scale of rhe mission and demands of rhe momem call our for an Imegrared narional 
srraregy. Ir musr be one rhar provides rhe insriru(lons of higher educarion wirh a more reliable 
funding srream - a prerequisire for educaring more srudems and expanding rhe research rhar 
will see us rhrough rhe 21sr cenrury. 

Some background is in order. The old model for higher educarion - in parrlcular as ir perrains 
ro public research unlverslries - is being sreadily abandoned. For a hosr of polirical and socieral 
reasons, srares now find rhemselves wirh shrinking pools of funds available for so-called discre­
rio nary programs. This includes higher educarion. 

The rrend in parr is a byproducr of mouming levels of mandarory spending, mo~;r nocably 
Medicaid. According ro rhe auchors of "The Growing Imbalance: Recem Trends in U.S. Poscsec­
ondary Educarlon Finance," becween 1987 and 2006 Medicaid nacionwide more chan doubled 
ics share of scace budgec expendicures, from 10.2 percem ro 21.5 percenr. 

Wirhin che same window of (Ime, supporc for higher learnlllg across che councry fell from 
12.3 percem of scace budgecs ro lOA percem; in California rhe drop was even more dramacic, 
from 15.2 percem co 11.5 percem, according co numbers drawn from rhe Nacional Associacion 
of Srace Budgec Officers' Scare Expendicure Reporrs. 

Inevicab/y, as scaces have raccheced down cheir invescmem in higher educarion, scudems have 
been required co pick up an increaslllgly larger porcion of che check. The ofc-Iamemed increases 
in cuirion and fees link direccly ro dwindling scace Invescmem - and nOC co increases in che 
acrual cosc of educacing a scudenc, a figure which has been essemially Aar. 

From 1998 ro 2005, according co che Oelca Cosc ProJecr (OCP), educacional spending for a full­
rime-equivalem scudem, adjusced for inAar;on, rose by only cwo-remhs of 1 percenc ar public 
research inscicucions. And yec, srrikingly, cuirion rose by more chan one-chiI'd, 34.6 percenr. These 
higher bills paid by scudenrs, che OCP invescigacors noced, "primarily replaced losr scare appropriacions." 

The crunch placed on scudems is noc unlike whar befalls workers when chelr employers swiech 
ro less-generous healch plans. The cosc of producing a prescripcion drug mighc scay che same, 
buc che pacienc's co-paymem goes up. Thac's whac is happening co American ulliversicy scudems, 
and ic appears co be having an Impacr on enrollmenr. 

The Uniced Scaces once led che world in che proporcion of 20-29 year olds who were college educaced. 

Ic now ranks 14ch. 

The Associarion of Public and Land-gram UniverSICles (APLU) esc;maces chac che produCClon of 
bachelor and associace degrees in chis coumry would need co increase from 2.1 million in 2007­
08 co 3 million in 2025 in order co macch rhe proporrion of young adulcs (25 CO 34 years old) 
wich Similar degrees in Canada and Japan. 

continued 
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* 
A recent McKinsey and Company report, 
"The EconomIc Impact of the Achievement 
Gap In Amenca's Schools," descnbed the true 
cost of the Untted States' under-investmg In 
human capItal as "lower earnings, poorer 
health and hIgher rates of Incarceration." 

The educational gaps between the US and 
competIng mdustnal natIons, the study 
found, "impose the equivalent ofa perma­
nent national reccsslon. ... The gross domes­
tic product m 2008 could have been $1.3 to 
$2.3 trillion hIgher (9% to 16% ofGOP)" if the 
nation's academic achievement levels were 
equal to those of FInland or Korea. 

Exploring a New RoleJor Federal Government in Higher Education 

Those cwo coumries scand as world leaders, wich abouc 55 percem of chelr young adulcs earning 
college degrees. The race in che Uniced Scaces lags ac 41.6 percenc. For che councry co cacch up by 
2025, che APLU escimaces, undergraduace enrollmenc musc grow by abouc 42 percenc, climbing 
In less chan cwo decades From 8.9 million FTE seudencs co 12.6 million. An expansion of chis scale 
would require an addicional $40.2 bdllon in higher educacion spending. To apply perspeccive, 
chac's an increase of more chan half of che $77 billIon invescmem In higher learning made by all 
SCaCes combined in 2006 

The sad irony is chac chis coumry was once considered che world leader in che developmenc of 
higher educaclon. In California, we pioneered che model of scace-funded, accessible, excellenc 
educacion for all eligible cicizens, an approach which che Republic of Korea, Saudi ArabIa, Singa­
pore and many ocher mcions are now crying CO emulace even as we walk away from Ie. 

Lec's linger for a momem on whac che Republic of Korea has been doing. Since che mid-1990s, 
che Korean governmenc has shiFced ics nacional prioricies co improve and diversify universicies. 
For inscance, in 2009 alone, according CO che Korean Miniscry of Educacion, Science and Technol­
ogy (MEST), IC will allocace 5.2 crillion won (approxlmacely $4.1 billion) for higher educacion 
Funding - an increase of 14.2 percenc over che previous year. Lasc year che Republic of Korea 
launched an Educacional Capaocy Enhancemenc Projecc, which chrough grancs seeks co ensure 
chac campuses can meec induscnal demands For a high qualicy work force. And ics Brain Korea 21 
Projecc, ins(}(uced in che lace 1990s, concinues co pursue improvemems in research inFrascruccure 
and graduace-Ievel craining. 

Comrasc chis push co che conclusions in a recem McKinsey & Co. reporc, "The Economic Impacc 
of che Achievemenc Gap in Amerrca's Schools," which described che Crue cosc of che Uniced 
Scaces' under-invescing In human capical as "lower earnings, poorer hea!ch and higher races of 
incarceracion." 

The educacional gaps becween che Uniced Scaces and compecing induscrial mcions, che scudy 
found, "impose che equivalem of a permanenc nacional recession .... The gross domeSCIC producc 
In 2008 could have been $1.3 co $2.3 crillion higher (9 percem co 16 percenc of GDP)" IF che na­
cion's academic achievemenc levels were equal co chose of Finland or Souch Korea. 

Roben Reich, former U.S. secrecary of labor and currem UC Berkeley professor, makes a 
compelling argumem chac CO accracc jobs and capical, mcions and scaces face cwo, quice differenc 
choices: Budd a low-cax, low-wage, highly deregulaced economy (i.e., a smokescack, warehouse 
economy); or, levy higher caxes and impose more regulacion, buc invesc in che human caplcal 
developmem necessary CO suscain a highly produccive labor force. 

"The only resource uniquely roaced in a nacional economy:' Reich says, "IS ics people - cheir
 
skdls, insighcs, capacicies co collaborace, and che cransporcaCion and communicacion syscems chac
 
link chem cogecher. Public invescmenc IS che key co accraccing long-cerm prrvace invescmem so
 
chac a nacion's people can prosper."
 

Ac presenc, chough, America flnds Icself playing cacch-up. There are needs on many froms.
 
Pinpoiming one key compeciCive Indlcacor, che Lumina FoundaCion For Educacion has adopced a
 
"Big Goal" co increase che percemage of Americans wich quallcy cwo- or four-year degrees co
 
60 percem by 2025.
 

continued 
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* 
The APLU paper notes that public research 
universities also are a main pathway oj 
opportunityJor low-income and minority 
students. In 2006, the last year measured 
in its study, more than 26% ojstudents 
enrolled at public research institutions 
received Pell grants, compared to 15% at 
private research universities. 

Similarly, a recent study by che Public Policy Inscituce of California projeccs a shortage of 1 million 
college graduaces chac will be needed co maintain che scace's 2025 work force. Unless policy changes 
are made, only 35% of working-age adulcs in chac year will hold a four-year degree, while 41 percent 
of che jobs will require one. 

Opening che cap co creace more college graduaces, however, is noc a simple cask. Among ocher 
enhancements, ic will require more qualified faculcy, which in cum will crigger a need for more 
graduace students. The growing demand for che research chac is [he province of our greac 
universicies also will noc be easily mee. Buc ic muse. 

Virtually all che research conducced by induscrial research laboracories In che 1960s now cakes 
place ac major universicies. As John Wiley, chancellor emeritus ac che Universicy of Wisconsin, has 
observed: "The future cechnologies our economy will depend on are being born in our universicy 
research labs." 

In a drafc paper enticled "Expanding Undergraduace Educacion co Meec Nacional Goals: The Role 
of Research Universicies," che APLU echoes Wiley's assessment and assercs chac public research 
universicies in parcicular musc lead che charge co expand capacicy for learning: "The areas of 
scudy chey offer correspond wich nacional needs... including over half of all u.s. bachelor's de­
grees in natural resources, conservaCion and engineering." 

The APLU paper noces chac public research universicies also are a main pachway of opportunicy 
for low-income and minoricy students. In 2006, che lasc year measured in ics study, more chan 
26 percent of students enrolled a[ public research inscitucions received Pell grams, compared co 
15 percent ac private research universicies. 

This leads co a larger poine. The nacion's Interesc in qualicy higher educacion is noc limiced CO 

defense, economics and cechnology. Ic resides as well in che sofcer qualicies chac are engrained and 
absorbed on a campus, craics necessary co preserve and nourish a greac sociecy - opportunicy, 
diversicy, cicizenship, a culcivated fascinacion wich che march of ideas, an appreciacion for che grace 
noces of life, like a fine painting or a subcle poem. 



8 

* 
An expanded federal role - one that in­
cludes support for operating and infrastruc­
ture costs .~ could reduce the seemingly 
endless pressure on universities to raise 
tUition and fees, makmg education more 
accessible to lower-and middle-income 
students. It also could increase the capacity 
ofinstitutions to accommodate a higher 
percentage of the population. 

A supplement could be added to federal 
research awards and dedicated to the 
expansion ofgraduate programs to train the 
faculty and researchers of the future. This 
would not only introduce countless research 
solutions to societal Issues, but also enhance 
a university's capability to keep future gradu­
ate students flowing through the pipeline. 

Exploring a New Rolefor Federal Government in Higher Education 

Here Are Some Pathways to Explore. 

And so the stakes are high and the need is clear. What's left now is co determine how the federal 
government might expand its role In higher education while respecelng the sovereignty of states 
and the boundaries of academic freedom. Again, the federal government IS involved already. It is 
the nature of that involvement this paper seeks co address. 

At present, federal grants and loans help offset the cost of education for students and families, 
but they do not generate additional funding for core operating expenses for colleges and 
universities. And broadening access into universities that have been forced co cut faculty, 
reduce enrollment and cancel programs can be seen as a hollow vic cory. Similarly, federal 
research grants in science or engineering spark discovery and innovation, but do not help pay 
for new faculty recruitment and associated start-up costs, which can run inco the hundreds of 
thousands of dollars. 

An expanded federal role - one that includes support for operating and infrastructure costs 
- could reduce the seemingly endless pressure on universities co raise tuition and fees, mak­
ing education more accessible CO lower-and middle-income students. It also could increase 
the capaCity of institutions co accommodate a higher percentage of the population. 

We don't come co this conversation with an exact formula for transforming the federal 
relationship, but we do have some ideas. All of them, it should be noted, antiCipate that the 
president and Congress, in establishing an integrated plan for higher education, would set forth 
strategically targeted priorities and then provide incentives co push universities co respond 

Moreover, any program formed under the plan should include a state maintenance-of-effort 
requirement. Even If they involve direct payments co universities, federal infusions under the 
plan should be conditioned upon consistent state support for higher education and not 
seen at the statehouse level as potential budget offsets. Given the fiscal dilemma many states 
now face, a reasonable base year could be established, pegging state contributions co what is 
expected co be a time of improved economic health. 

That said, here are a few ideas that could be considered as part of an overall strategy: 

The Pell Grant approach: New federal financial support for core university services could be 
molded from the current Pell Grant concept, rewarding the institutions that enroll the needi­
est students. Pell funding, newly expanded under the ARRA ace, now will exceed $25 billion in 
2009-10. Thus, an increase in federal investment of 10 percent would provide approximately 
$2.5 billion for university core operations. 

Various mechanisms could be developed co distribute the additional funds. Universities 
educating Pel I-eligible students might receive supplemental support for core operations as an 
add-on percentage. This not only would give universities a strong incentive co enroll addi­
tlonallower-income students, but also provide the resources required CO bolster instructional 
and support services and help ensure that those students succeed. In addition, as Chancellor 
Charlie Reed of the California State University system has suggested, a minimum enrollment 
percentage of Pel I-eligible students could be established as a requirement of participation in 
the add-on plan. 

continued 



Exploring a New Rolefor Federal Government in Higher Education 

* 
We can watch from the sidelines CIS the 
new injormatlon-based economy is led by 
nations which value investment in human 
capital. Or we can find new ways to meet 
the challenges - a course, it seems apparent, 
that will require a reshaped jederal role in 

higher education. 

The research connection: Under chis approach, a supplemene could be added [0 federal 
research awards and dedicaced co che expansion of graduace programs [0 crain che faculcy and 
researchers of che future. Curremly, colleges and universlcies spend $30.4 billion worch of federal 
research and developmem funds each year. An addicionallO percem devoced [0 increasing 
che supporr for graduace programs ac chese inscicucions would generace an addicional $3 billion 
a year. This would noc only imroduce coumless research solurions [0 sociecal issues, buc also 
enhance a universicy's capabilicy [0 keep future graduace studems Aowing chrough che pipeline. 

Funding could be governed in a manner consiscem wich ocher federal assiscance programs, 
which require scace or non-federal macching requiremems, ranging from dollar-for-dollar [0 

25 percene of adminiscracion coscs. 

The Race to the Top model: The Deparrmem of Educacion will conduce a nacional compeci­
cion [0 allocace $4.35 billion in "Race co che Top" funds co improve educacion qualicy in K-12 
school discrices across America. The Race [0 che Top fund will supporr programs chac are 
making dramacic progress on meecing reform goals idemined by che Obama adminimacion. 

A parmer program for public colleges and universicies could be crafced co allow inscitucions 
of higher learning co compece for federal funds based on any number of scracegic measure­
menes, such as consiscem enrollmem of Pell recipiems, addicional inscitucional supporc for 
low- and middle-income studems, cargeced graduacion races and low loan defaulc races. 

A theater of competition: Presidem Obama already has proposed funding of $25 billion over 
nve years for a new competicive gram program chac will reward creacive scace efforrs co 
improve college complecion races for low-income studems. Insmucions should also be al­
lowed co compece for similar grams chac would direce funds coward humanicies educacion ac 
research-imensive inscitucions and ocher disciplines wich less access co federal research dollars. 

The Build America Bonds model: The Build America Bond program, which provides a 35 
percem subsidy on caxable bonds, has opened up new markecs for governmemal borrowers 
and saved millions of dollars in imeresc coscs. The federal governmem could offer a similar 
program for pension obligacion bonds or OPEB bonds issued by local and scace governmemal 
auchoricies. This effeceively would provide subscamial savings for public universicies - savings 
chac could be harnessed co cake pressure off operacing budgecs. 

A Challenge. 

No doubc chere are many addicional ideas co be explored, bur che poine is chac r:he conversar:ion 
musc be scarred now. The Uniced Scaces has no imegraced nacional scracegy on higher educacion. 
There has never been one. The hiscoric federal roles of access creacion, research funding and 
regulacion will noc ensure a robusc economy in che 21sc century. We are ac a crossroads. 

continued 
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We can either regain the prominence and leadership role we once held and 'lnvest in our 
citizens and our future, or we can become accustomed to mediocrity. We can watch from 
the sidelines as the new information-based economy is led by nations which value investment 
in human capital. Or we can find new ways to meet the challenges - a course, it seems 
apparent, that will require a reshaped federal role in higher education. 

As G. K. Chesterton once observed, "Education is simply the soul of a society as it passes from 
one generation to anmher." 

Let us work together to ensure safe passage. 


