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The Higher Ed Funding
Rollercoaster: State Funding
of Higher Education During
Financial Crises

State funding for colleges and universities has been a rollercoaster ride for some time. Fiscal

year 2008 (FY08) was one of the country’s historical high points for state funding of higher
education. The Great Recession, which began in December 2007, caused significant restriction of
state funding for higher education during the recessionary years. In the recovery years after the
recession and before the onset of the COVID-19 pandemic, higher education funding improved
and, in fact, higher education funding recovered to pre-recessionary levels in some states. With
the pandemic, states once again restricted spending, and now, some states are finding ways to
strengthen higher education financial support, while others continue to struggle.

This brief provides an overview of state higher education funding during our recent history and
the magnitude of the effects the two aforementioned events had on state spending for higher
education. It also explores what is to come for higher education financing in the near future.

ECONOMIC MILESTONES AND HIGHER EDUCATION FUNDING

December 2007 marked the beginning of the Great Recession. States pulled back on overall
spending during the 19 months of the recession, and higher education budgets were slashed in
most states. Higher education spending was affected more than other spending areas because of
the notion that colleges and universities can derive revenues from other sources, whereas other
spending areas cannot.

Nationally, in FYO8, higher education institutions received $68.9 billion for operations—or $84.4
billion in FY20 dollars—which translates to $8,823 per full-time equivalent (FTE) student. In FY09,
higher education institutions experienced an average inflation-adjusted state revenue loss of
$646 per FTE student for institutional operations and an additional loss of $1,078 in FY10.! Over
the same period, state spending on other higher education activities, including state-supported
financial aid, also declined. In sum, inflation-adjusted state spending per student decreased in 44
states, on average more than $2,000 per FTE student, with some states’ appropriations decreasing
by more than $4,000 per FTE student, in just two years.>

! ASA Research analysis of U.S. Department of Education, IPEDS Institutional finance and enrollment data.
? ASA Research analysis of Illinois State University’s Grapevine data. Retrieved from education.illinoisstate.edu/grapevine/historical/.
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State economies recovered during the decade | nominal dollars, funding in 40 states recovered to FY08

following the recession, and some states funding levels. Per student and adjusted for inflation, only
increased spending on higher education. 18 states recovered.
In nominal dollars, FY20 higher education

appropriations were at higher levels than Total: Nominal $
FYO08 in 40 states, but adjusted for inflation,
only 24 states saw increases in their higher
education appropriations. Per student, only
18 states recovered to pre-recessionary levels
and spent the same or more per FTE student  Per FTE student: Inflation-adjusted $
in FY20 than FY08.? The result? Many states

increased tuition to replace the loss in state

funding. This cost-shifting to students and families resulted in affordability and accessibility
issues—particularly, for historically marginalized students—and created inequities.*

Total: Inflation-adjusted $ 21

State-by-State Trends

In the years between the

recession and just prior to the

pandemic, changes to state

funding varied across states.

Large increases in inflation-

adjusted appropriations per FTE

student were seen in Illinois

and Hawaii ($5,071 and $3,951,

respectively; see Figure 1). But, of

the 32 states that did not recover

to pre-recessionary levels by

FY20, the average inflation-

adjusted decline was $1,462 per FTE student, with some states losing more than $5,000 per FTE
student; for example, Louisiana spent $5,500 less per FTE student in FY20 than FYOS.

FY20: The Calm Before COVID-19

Although 32 states’ funding had not yet recovered to pre-recessionary levels, overall higher
education funding was on an upswing for the few years prior to the pandemic. Among the
positive effects:

1 State funding was improving in many cases, with funds earmarked to help control quickly
rising tuition by restricting increases or freezing tuition levels and boosting financial aid.

T The number of full-time faculty was on an upward trajectory.

1 Faculty purchasing power, which declined due to the high inflationary period during and
just after the 2008 Great Recession, recovered and rose above 2008 pre-recessionary levels

1 Faculty purchasing power was, on average, about $5,000 higher in 2019-2020 than 2012-
2013—the low point—which was a 6 percent improvement.’

* ASA Research analysis of Illinois State University Grapevine and U.S. Department of Education IPEDS data.

+Koch, J.V. “The Spiraling Costs of Higher Education.” The Impoverishment of the American Student, Washington, DC: Brookings Institution Press, 2019, 1-23. Retrieved from brookings.edu/
wp-content/uploads/2017/08/9780815732617_ch1.pdf.

° National Education Association (March 2022). “Collateral Damage: The Effects of the Pandemic on Academe” NEA Higher Education Faculty Salary Analysis 2020-21. 40 (1), 1-23. Retrieved
from nea.org/sites/default/files/2022-03/NEA20HE20Salary20Report202022_0.pdf.
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THEN ALONG CAME COVID-19

The COVID-19 pandemic struck in the middle of FY20. It sent colleges and universities into
emergency mode as they quickly and drastically shifted delivery of education and student
services from in-person to virtual. Institutions incurred new and unforeseen expenses, and
some students called for reimbursements of fees. Some institutions announced furloughs and
temporary layoffs, cut salaries, and suspended capital projects to mitigate financial losses.

Early in 2020, most states were developing their FY21 budget proposals. As noted, 32 states had yet
to recover to pre-recessionary funding levels in inflation-adjusted dollars. Anticipating significant
loss of revenues due to pandemic shutdowns—such as loss of sales tax, tourism, and gas tax—most
states slashed their budgets. Nationally, state appropriations for higher education operations and
activities were $3.6 billion less in FY21 than FY20, a 4 percent loss.

Inflation-adjusted appropriations declined in 37 states between FY20 and FY21 (see Figure 2),
and the magnitude of the cuts represented an average of 6 percent of the FY20 higher education
budgets in these states:

1 California cut higher education funding by $1.7 billion, and the FY21 budget was 10 percent
less than FY20.

1 Colorado cut $527 million, or 47 percent of their FY20 higher education appropriation level.

1 Nevada higher education institutions experienced a one-year funding cut of $142 million, or
20 percent.

Only 13 states increased FY21 Figure 2. Percent in inflation adjusted appropriations, FY20 to FY21
higher education spending,

but most increases were small.

A few states experienced large

increases, including Vermont

(25 percent), Michigan

(10 percent), and Washington

(9 percent).

It isimportant to note that

enrollment data for FY21

are not yet available, so

appropriations per FTE student

cannot yet be computed. Given

the enrollment declines that

occurred during the 2020-2021 academic year, examining funding levels on a per-student basis
could provide a very different picture.

WHAT HAPPENED WITH FY22 BUDGETS?

FY22 budgets were a mixed bag. They were developed in late 2020 and early 2021 in the height of
the pandemic and before vaccines were widely available. Some states’ budget proposals restored
allocations to pre-pandemic levels or higher; however, many proposed budgets were cut during
the legislative process. Even though some states’ higher education budgets returned to pre-
pandemic levels, institutions were unable to keep up due to the high pandemic-era inflation.
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Figures 3a and 3b display a comparison of the change in nominal state appropriations compared
with inflation-adjusted appropriations between FY21 and FY22. In nominal dollars, state funding
decreased in only five states (Wyoming, 10 percent; Hawaii, 5 percent; Vermont, 3 percent; New
Hampshire, 1 percent; and New York, 1 percent), and most states are in the “green zone” with state
appropriation increases.

The picture changes when dollars are adjusted for inflation. Assuming a conservative inflation
rate estimate of 5 percent for FY22, more states are in the “pink zone” or “red zone,” with declining
appropriations (See Figure 3b). With inflation increasing throughout FY22, the constant dollar
value of state appropriations will continue to diminish. Correcting for estimated inflation, 25
states’ appropriations declined and 24 increased in FY22. (Note: Texas data was not provided in
time for this analysis.)

Figure 3a. Percent change in nominal state appropriations, FY21to FY22 Figure 3b. Percent change in constant dollar state appropriations, FY21to F22

THE FUTURE? HESITANTLY OPTIMISTIC FOR FY23

What does the future hold for college and university funding? In most states, FY23 startsin July
2022. Many states’ revenue streams have made strong recoveries in recent months.®’” Additionally,
the Higher Education Emergency Relief Fund (HEERF) financially helped colleges and universities
through the pandemic even as state spending was restricted. HEERF authorized $77 billion of
emergency funding for higher education institutions. For FY23, “Early indicators [from governors’
budget proposals] show that [higher education] funding and finance will remain a priority in state
budgets, legislation, and other education policy.”® But high inflation may erode funding gains.

What Are Budget Increases Funding?

While the spending targets vary by state, quite a few governors have proposed the following in
FY23 budgets:’

T Increased operational spending for universities

1 Increased tuition assistance and financial aid

T Investments in state attainment goals

T Unprecedented funding in proposed budgets for assistance with food, housing, child care,
and transportation (e.g., short-term emergency grants that would help students overcome

hurdles that could force them to temporarily or permanently leave their education, like loss
of child care or car trouble)

¢ MacKellar, E. (March 2, 2022). “FY 2022 State Budget Update.” National Conference of State Legislatures. Retrieved from ncsl.org/research/fiscal-policy/fy-2022-state-budget-update.aspx.

7 See National Association of State Budget Offices (Spring, 2022). “Fiscal Survey of States.” Retrieved from nasbo.org/mainsite/reports-data/fiscal-survey-of-states.

8 Whitford, E. (February 4, 2022). “States Seek to Boost Higher Ed Budgets.” Inside Higher Ed. Retrieved from insidehighered.com/news/2022/02/04/public-higher-ed-could-see-windfall-fiscal-2023.
° Ibid.
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But legislatures still have their turn with the budgets, and they may cut them back in the
coming months.

Will Previously Financially Restricted States Recover in FY23?

Five states experienced severe budget cuts in FY22: Wyoming, Vermont, New York, New
Hampshire, and Hawaii. FY23 budget discussions in these states are a mixed bag, but they do
appear to be trying to recover:"°

e The University of Wyoming’s proposed budget is near the requested amount, and $224
million is proposed for the seven community colleges.

e Vermont proposed $10 million of additional support to the University of Vermont and $5
million of additional support to Vermont state colleges—in both cases, to help lower tuition.

e In New York, the proposal is to increase higher education spending by $619 million, which
is 8.3 percent over FY22. They also propose to hire additional full-time faculty at two- and
four-year institutions, increase operating funds by reimbursing $108.4 million of “TAP Gap”
tuition credits, and raise the community college funding floor.

o New Hampshire’s proposal is for both the university and community college budgets to remain
steady but add $9 million for health programs, $1.5 million to support dual enrollment moves
to the community colleges, and $6 million to the Governor’s Scholarship Fund.

e Hawaii’s proposed budget restores cuts to the FY22 budget, adds funding for programs in
alignment with the governor’s platform regarding the labor force and funds for most capital
improvements requested.

States to Watch in FY23

Some states are exploring promising budget proposals for higher education:"

Arkansas Four-year institutions: $12.2 million increase

Two-year colleges: $800,000 increase

Technical schools: $129,000 decrease

California UC, CSU: 5 percent increase in base funding for five years

UC: $307.3 million increase in ongoing funding; CSU: $304.1 million

University of California’s President Drake noted, “This sustained commitment will enable UC to make critical
long-term investments, particularly in areas that directly support our students.”

lllinois Higher education: $2.2 billion; $208 million increase over FY22

Universities/community colleges: 5 percent increase

Grants for students: additional $122 million

Prepaid tuition program: $230 million to pay down unpaid balance

Maryland Operating budget for public universities: 17 percent increase, $299.5 million
Community colleges: $349.4 million increase

Capital improvement: $185 million for historically Black colleges and universities; $67 million for community
colleges; $601 million for other projects in higher education

South Carolina | State's nursing shortage, salaries of faculty, and financial aid for students in health programs: $20 million investment
Deferred maintenance at institutions: $183 million
Tuition freeze support: $20 million

1 Eavis, V. (January 10, 2022). “State Legislators Prepare to Tackle Wyoming Budget”” The Sheridan Press. Retrieved from thesheridanpress.com/news/regional-news/state-legislators-prepare-to-tackle-
wyoming-budget/article_eb310ac0-7244-11ec-807b-ab4867f0e8e0.html.

--. (nd). FY 2023 Executive Budget Briefing Book: Higher Education (New York). Retrieved from budget.ny.gov/pubs/archive/fy23/ex/book/highereducation.pdf.

McQuiston, T. (January 18, 2022). “Scott Budget Address: ‘Stand Together’ as ‘Economic Future Is in Our Hands?’ Vermont Biz. Retrieved from vermontbiz.com/news/2022/january/18/scott-budget-address-
stand-together-economic-future-our-hands.

New Hampshire Fiscal Policy Institute. (August 17, 2022). “The State Budget for Fiscal Years 2022 and 2023 Retrieved from nhfpi.org/resource/the-state-budget-for-fiscal-years-2022-and-2023/.
Young, K. (December 12, 2021). “UH Budget Looks Forward, Seeks Restoration as Legislative Session Nears.” University of Hawai'i News. Retrieved from hawaii.edu/news/2021/12/20/uh-budget-
proposed-by-gov-2022/.

! Whitford, E. (February 4, 2022). “States Seek to Boost Higher Ed Budgets.” Inside Higher Ed. Retrieved from insidehighered.com/news/2022/02/04/public-higher-ed-could-see-windfall-fiscal-2023.
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Although some states appear to be trying to recover and budget proposals are strong in others,
other states continue to struggle to financially support their colleges and universities.

For example, Florida Governor Ron DeSantis’s proposal “outlined $1.3 billion for state colleges and
$2.7 billion for state universities, reflecting a $100 million decrease in funding for the universities.”'?

State legislatures finalized FY23 budgets in spring 2022. Future analysis of these budgets along
with states’ enrollment data—while also considering the high inflation rates—will allow for
identifying which states are able to strongly fund and prioritize higher education.

Note
NEA Research would like to thank ASA Research for preparing this brief.
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