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Declines in Spending on Public Higher Education in Wisconsin:
An Analysis of the University of Wisconsin System Budget

KEY FINDINGS

1. The percentage of the UW
System'’s total budget from state
appropriations has been declining
while the percentage funded
through tuition revenue and
federal funds has been increasing.

2. Adjusted for inflation, state
appropriations to the UW System
declined in five of the last six
years while enrollment at system
institutions increased.

3. Funding for the UW System
from sources other than tuition
revenue and state appropriations
is generally restricted to

uses other than instruction.

This makes it difficult for the
system to maintain funding for
student instruction when state
appropriations decline.
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Summary

The University of Wisconsin System is the main provider of public higher education
in Wisconsin and aims to educate and train Wisconsin students. In addition to their
focus on instruction, UW System institutions also perform research and engage

in public service activities that benefit all Wisconsin citizens. Recognizing the role
of public higher education as beneficial to the economic growth of the state, the
Governor’s budget instructions for 2007-2009 allowed the UW System, unlike other
state agencies, to submit requests for increased state general purpose revenue for
activities related to economic development.'

Though a significant portion of the UW System’s budget comes from the state—
paralleling the pattern found in other states—in recent years, the UW System has
received a relatively smaller percentage
of its funding from the state and a
relatively greater percentage from other
sources. Adjusting for inflation, state
appropriations to the UW System have

In recent years, the

actually declined since 2000. If the U\ System haS received
recent trend continues, state support
will decline in the future. a relatlvely Smal Ier

As the legislature determines future f . f d .
funding levels for the UW System, state percentage Of Its Tundin g

policymakers should be cognizant of this

funding history. They should examine the frO m th e state...
relative contribution of different revenue

sources, not just the systems total budget,

and should be sure to accurately gauge

the purchasing power of the system by examining funding in both nominal and inflation-
adjusted dollars. Failing to do so presents an inaccurate picture of the fiscal standing of
the UW System and could lead to misinformed policy decisions.

The Relative Contributions of Revenue Sources are Changing

In fiscal year 2006-2007, the budget for the UW System totaled $4.3 billion.> As
illustrated in Figure 1 (see p. 2), the UW System receives revenue from a number of
sources; the state, though the largest, is only one of these sources. In addition to state
appropriations, the system receives revenue from the federal government, academic
student fees (tuition), gifts and trusts, and various auxiliary enterprises, which are
mainly self-funded operations like food service and student housing. The system
receives federal funds in the form of indirect cost reimbursement to cover overhead
costs associated with research, research contract funding, and loan and grant
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funding for students. Funding from auxiliaries,
hospitals, and other receipts includes revenue
from self-funded auxiliary operations, hospitals,
and athletics. Remaining funding for the system
comes from gift and trust revenue and tuition.

In fiscal year 2006-2007, the UW System received
approximately $1 billion in state general purpose
revenue (GPR), which represents approximately
8% of all state GPR expenditures.’ Of this
amount, the legislature restricted the use of
approximately $284 million dollars for the State
Lab of Hygiene, distinguished professorships, and
funding for debt service and energy costs.! The
UW System has more flexibility in appropriating
the remaining unrestricted GPR for instruction-
related expenditures. The majority of the UW
System’s other funding sources are restricted

in their use as well. In fiscal year 2006-2007, of
the UW System’s $4.3 billion budget, only $1.67
billion could be used for educating students; the
rest was restricted for other uses.'

Though the overall size of the UW System
budget has remained fairly steady in real terms
since 2000, the relative contributions of different
revenue sources has changed in recent years. The
percentage of the overall budget coming from
state appropriations has declined. As displayed

Figure 1
UW System Revenue Source Categories, FY 2006-2007
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in Figure 2, in inflation-adjusted dollars, state
appropriations to the UW System have actually
declined in five of the past six years. In this policy
brief, dollars are adjusted for inflation using

the Higher Education Price Index (HEPI), an
inflation index maintained by the Commonfund
Institute that is specific to the expenditures made
by institutions of higher education. It is important
to use the HEPI and not another price index, like
the Bureau of Labor Statistics’ Consumer Price
Index (CPI), because of the nature of purchases
made by institutions of higher education. The CPI

Figure 2
Percentage Change in State Appropriations to UW System in Previous Fiscal Year
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The UW System has
closed some of its funding
gap through increased

tuition revenue...
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measures price changes over
time of a basket of goods
and services purchased by
household consumers. These
goods and services include
food and beverages, housing,
apparel, and transportation.*
Institutions of higher
education, however, spend
the majority of their money
on personnel, so the CPI is
not necessarily an accurate
gauge of changes in price levels facing institutions
of higher education.” As the HEPI measures price
changes over time in salaries and fringe benefits,
utilities, and contracted services such as data
processing and transportation, adjusting the UW
System budget for inflation using the HEPI more
accurately presents the changing purchasing
power of the UW System.®

Based on available fiscal data, as state
appropriations have declined, the overall UW
System budget has continued to grow because

of two main sources of funds: federal funds and
tuition revenue. The UW System, unlike many
other state agencies, has a large revenue source
other than state funding in the form of tuition.
Though economic theory suggests that individuals

may eventually refuse to purchase a good or
service above a certain price, demand for higher
education is considered to be inelastic (demand
for a UW System education will not decrease
substantially despite a higher price), so the UW
System has some flexibility to raise tuition.
Tuition at UW-Madison (the UW System’s
flagship), though rising, is comparatively low
among Big Ten universities. As long as demand
for postsecondary education is inelastic enough,
the UW System can raise tuition and fees and
still raise revenue. Thus, as state appropriations
decline, the UW System has closed some of its
funding gap through increased tuition revenue.

As the percentage of the total UW System budget
funded from state GPR revenue declined from
33% in 2000-2001 to 24% in 2006-2007, the share
from tuition and fees rose from 17% to 21% and
the share from the federal government rose from
20% to 24% (see Figure 3).% Tuition increases

are unpopular among legislators and students.
Recent evidence suggests that tuition increases
for nonresidents, who pay the total cost of their
instruction and subsidize the cost of instruction
for resident students, was causing declines in
nonresident enrollment. This led to nonresident
tuition decreases at system campuses other than
UW-Madison.’

Fiscal Years

Figure 3
Changes in Revenue Sources of UW System Budget, FY 2000-2001 to FY 2006-2007
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Note.

In addition, federal funds are less fungible than
both tuition revenue and state unrestricted GPR.
The UW System largely receives federal funds for
specific research projects and for student aid, and
these funds cannot be redirected for instructional
purposes.’® Though the state continues to be a
large financial supporter of the UW System, the
system has increasingly relied on other sources
of revenue, potentially putting pressure on the
system to shift focus from state priorities to the
priorities of other entities that provide funding to
the system."

The Changing UW System Budget

In nominal terms (not adjusted for inflation),
the total UW System budget has increased each
year. However, if adjusted for inflation using

the HEPI, the UW System budget increased by
much smaller percentages and, in fact, decreased
between the 2005-2006 and 2006-2007 fiscal
years. As Figure 4 demonstrates, while the
nominal budget of the UW System grew by 38%
between fiscal years 2000-2001 and 2006-2007,
in 2000 dollars, the increase over this period was

Figure 4

only 8%. At the same time, enrollment at UW
System institutions continued to increase. In
2000-2001, full-time equivalent (FTE) enrollment
at all UW System institutions totaled 135,205 and
grew to 144,814 FTE by 2006-2007." Thus, from
2000-2001 to 2006-2007, FTE enrollment grew 7%,
while the UW System budget grew 8% in real terms.

A pattern of declining state funding becomes
apparent by examining the portion of the UW
System budget that comes from the state. In
nominal terms, state appropriations to the system
increased by $10 million (0.96 percent) between
fiscal years 2000-2001 to 2006-2007. But in real
terms, state appropriations decreased by $223
million (a 22% decline) over this period.

Figure 5 (see p. 5) suggests that in real terms, state
appropriations for the UW System have been
declining since 2000. Increases in enrollment over
this period, and the fact that state appropriations
are a significant source of funding for instruction,
makes this decline in appropriations even more
challenging for system institutions.

Total UW System Budget in Nominal and Real Dollars, FY 2000-2001 to FY 2006-2007
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Figure 5
Unrestricted State Appropriations to UW System in Nominal and Real Dollars, FY 2000-2001 to FY 2006-2007
$1,200
$1.05B
> '\
$1,000 | = —— > - > g
" $1.04B \
S ——
s $800 - il = |
=3
g & $817M
< & .
£ = $600 Nominal Dollars
& E —ll— Real Dollars
= =
£ $400 |
2
=
$200 -
$0
2000-2001 2001-2002 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007
Fiscal Years
Note. Author’s calculations using fiscal data from the University of Wisconsin System?’
Conclusions
Analysis of the UW System budget presents than state GPR, it will be difficult for the UW
vastly different results depending on whether one System to increase revenue for instruction from
focuses on the total system budget or only the non-state sources should state appropriations
portion of revenues that are appropriated to the continue to decline. To maintain a high-quality
system by the state. Similarly divergent patterns university system committed to the priorities
develop when examining funding in nominal of the state, Wisconsin policymakers should be
versus inflation-adjusted terms. Though the UW careful to analyze the whole picture when making
System’s total budget is generally increasing, the fiscal decisions affecting the UW System and

relative proportion of the system budget funded by  should pay attention to trends in funding sources
state appropriations has been declining. Given the  and the purchasing power of the system before
restricted nature of many funding sources other determining appropriate funding levels.
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