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Chart 1. Health Care Services Budget 
as a Percentage of Total Budget
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A. Preface
The fundamental purpose of University ex-

penditures is to implement its basic missions of
teaching and scholarship. It is generally recog-
nized that in order to do this the University must
allocate funds for activities and services that are
not used directly for the support of instruction
or research. In principle, at least, these exist to
enhance our basic missions.

The Faculty Senate Committee on Adminis-
tration adopts the obvious principle that the bal-
ance between expenditures for direct support of
the academic mission and those for the ancil-
lary functions must maximize the excellence of
our teaching and scholarship. All budgets, at
every level of budgetary responsibility, should
be continually examined in the light of this prin-
ciple.

The report we present here is an examina-
tion of University budgets for the past eighteen
years in an effort to understand the evolution of
the current budgetary allocations and their im-
pact on the academic mission of the University.

B. Background
It is no secret that the University of Pennsyl-

vania has been undergoing massive changes.
These are the result of changing societal expec-
tations, financial pressures and our growth over
the past decade. The administration, both at the
University and school levels, has taken, and con-
tinues to take, important and far reaching steps
to meet the challenges arising from these chang-
ing conditions. The Faculty Senate applauds and
supports those administrative initiatives that de-
crease expenses, increase revenues and stream-
line our operations so as to enhance the excel-
lence of our academic missions.

But the faculty has a special responsibility
that goes beyond supporting what we deem ap-
propriate and criticizing or ignoring the rest. The
faculty has the ultimate responsibility for the
creation and transmission of knowledge which
is the essence of the University mission. It is
inevitable that administrative policies and prac-
tices have a strong impact on that mission.
While we recognize that the administration
shares our goals of academic excellence, the
faculty is the most appropriate group to repre-
sent the fundamental mission of the University
in the creation and implementation of academic

strategy and policy. To that end, the Senate Com-
mittee on Administration has been given the
charge to examine cost containment efforts as
well as the relative proportion of funding allo-
cated to direct academic functions and to other
activities of the University.

Based on the general sense of the Commit-
tee, and on an earlier study by the Senate, it is
clear that the current structure of budgetary al-
locations has long historical roots and that it is
necessary to examine the evolution of these al-
locations. Accordingly, the Senate Committee
on Administration appointed a Subcommittee on
Cost Containment which analyzed University
budgets for years ranging from 1980 to 1998
and developed some parameters that it believes
illuminate the nature of the changes that have
taken place since 1980. Our work is based on
University figures, definitions and nomenclature
given in the projected University budgets pre-
pared for approval of the Board of Trustees.

This analysis shows that large scale shifts in
the relative allocation of funds have taken place
over the past eighteen years that occurred as a
result of the accumulation of a series of rela-
tively small annual changes. The effect of these
changes has dramatically altered the allocation
of resources with the result that there has been
the equivalent of a major strategic shift in Uni-
versity activities. As a consequence, the schools
now have a significantly larger financial bur-
den and find it much more difficult to maintain
or improve their academic quality while trying
to balance their budgets. This burden is struc-
tural and built into the budget.

The overall impact of the changes is that,
relative to 1980, a smaller fraction of Univer-
sity expenditures is now allocated to direct aca-
demic activities. In this regard, it is encourag-
ing to note that projections for the 1998 budget
show a reversal of at least some of these trends.

C. Categories of Concern
A number of issues and concerns emerged

from this analysis that need to be examined from
a strategic viewpoint:

1. Health care services have grown rapidly
until they currently account for more than half
of the University budget.  These include hospi-
tals owned by the University, the Clinical Prac-
tices of the Unnversity of Pennsylvania (CPUP),

and Associated Medical Practices.  As shown in
Chart 1, in 1980, 28% of the total University
expenditures were for health care services.  By
1997, this had grown to over 49% and is pro-
jected to be 52% in 1998. This amounts to a
health services budget of $1.35 billion. It must
be stressed that these figures refer to health ser-
vices only and do not include any academic ac-
tivities of the School of Medicine, or medical
research or the dental practice in the School of
Dental Medicine. Also, they do not include the
recent acquisitions of Pennsylvania and Phoe-
nixville hospitals. We are all proud of the qual-
ity of health care that is available at Penn and
recognize that it has generally been financially
sound to date. Nevertheless, the great increase
in health care services needs to be examined in
the light of the strategic objectives of the Uni-
versity. Accordingly, we raise the following
questions:

a. What is the risk that changes in govern-
mental or insurance companies policies will erode
health care revenues? What would be the impact
of health care deficits on the rest of the Univer-
sity?

b. What are the appropriate health care ser-
vices that are required to guarantee the contin-
ued excellence of medical education and research
at the University?
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4. The ratio of faculty salaries to University
budgets has been decreasing and is now small
by all measures. The total for academic salaries
in 1998 is $224 million, which is only 17.8% of
the total for academic expenditures. As shown
in Chart 4 this is down from 22.3% 1980. This
downward trend is even more pronounced if
expenditures for the health care budget are in-
cluded; academic salaries went from 16% of the
total budget in 1980 to only 8.6% in 1998. If the
unrestricted salary expense is examined, it is
found to be $128 million, which is less than 5%
of the total University budget for 1998.  This is
an astonishing figure since it represents the al-
location of funds not committed for special pur-
poses such as grants or endowments.  These fig-
ures raise a serious issue concerning the shift of
resources away from direct academic activities.

5. Unrestricted administrative/clerical sala-
ries have become higher than those for faculty.
Whereas unrestricted academic salaries were
15% higher than unrestricted administrative/
clerical salaries in 1980, they decreased to 20%
lower in the decade of the nineties. Unrestricted
budgetary figures are significant because the
unrestricted funds are those for which free allo-
cation choices can be made. They do not include
designated funds from endowments or research
grants. Accordingly, the downward shift shown
in Chart 5 is another manifestation of the change
of resource allocation away from direct aca-
demic activities. It is gratifying to note that in
the 1998 budget there is a reversal of this trend
with the ratio climbing back up from 0.81 to
0.85. This may be the result of recent cost con-
tainment measures or outsourcing being imple-
mented by the University  administration al-
though the unrestricted funds allocated to ad-
ministrative/clerical salaries is still $150 million.

6. Allocated costs have become much larger
than the subvention. The difference between al-
located costs and subvention is of major impor-
tance for school budgets.  The allocated costs
are charges to the schools for support of Uni-
versity administration, services and resource
centers. The subvention contains the central
University contribution to school budgets. As
shown in Chart 6, allocated costs have increased
more rapidly than the subvention.  In 1980, the
difference was only $9 million, but this gap grew

2. The unrestricted budget for undergradu-
ate student aid has grown dramatically as shown
in Chart 2. In 1998, the total tuition revenues
will be $366 million and student financial aid
will be 38% of this or $141 million. The need
for substantial student aid is unquestioned. At
the same time, it must be recognized that,
whereas in 1980  44% of our student aid was on
unrestricted budgets, it is now 68%. These are
funds that do not come from endowments or
grants, but are charged directly to the schools
as a cost and in 1998 amount to $96 million.
Unless some other way is found to finance stu-
dent aid, such as through endowments, the
schools will continue to bear this burden. This
will make it ever more difficult for the schools
to improve academic excellence and still bal-
ance their budgets.

3. The contribution of faculty activity to Uni-
versity revenues has increased substantially
since 1980 and is $680 million for 1998. Exclu-
sive of health care, University revenues in 1998
are projected to be $1.1 billion and revenues
from teaching and research provide  62% of this
income. Clearly, faculty centered activities are
the major source of University revenues (exclu-
sive of health care services). Chart 3 shows the
ratio of teaching and research revenues to aca-
demic salaries which, in 1997, was at the im-
pressive level of 3.29.  (This is a commonly used
measure of revenue generating efficiency in pro-
fessional firms, for which this ratio is generally
less than three.) These figures do not include
the Clinical Practices of the University of Penn-
sylvania (CPUP) faculty. This ratio is quite high
and has been essentially constant in recent years.
While this testifies to the excellence and com-
mitment of the faculty, our concern is that it may
not be possible to increase or even maintain such
a ratio in the future and in fact it is projected to
fall to 3.04 in fiscal 1998.  It is likely that an
increase in revenues generated through teach-
ing and research cannot be expected if the size
of the faculty (exclusive of CPUP) is held con-
stant. In addition to this financial concern, there
is the question of the extent to which the use of
adjunct and part-time faculty have contributed
to the high value of this ratio and of the possible
consequences of this for the quality of educa-
tion.

Chart 4. Academic Salaries:  
Percentage of  Academic Budget
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Chart 6. Ratio of Allocated 
Costs to Subvention
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Chart 2. Percentage of Student 
Financial Aid From Unrestricted 

Funds
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Chart 3. Ratio of Faculty Generated 
Revenues to Academic Salary
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Chart 5.  Academic Salaries as 
a Percentage of Administrative/
Clerical Salaries-(Unrestricted)
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E. Recommendations
In view of the importance of the issues pre-

sented in this report to the academic health of
the University, the Committee makes the fol-
lowing recommendations:

1. The Faculty Senate Committee on Admin-
istration keep cost containment and resource al-
location as a continuing part of its agenda with
a permanent subcommittee for this purpose.

2. The issue of health care services and its
relation to the rest of the University is complex
as well as important. We  recommend that the
Faculty Senate form a separate committee to
analyze and make specific recommendations on
this issue.

3. We recommend that the University con-
sider whether it should adopt  the following stra-
tegic objectives:

(a) Establish a development objective for
student financial aid that would result in the
fraction of student aid charged to unrestricted
school budgets being reduced to one-half
over a five year period, and ultimately to
zero.

(b) Decrease the gap between allocated
costs and subvention by 50% over the next
five years and to zero over the next ten years.

(c) Shift the allocation of resources so that
the unrestricted administrative/clerical sala-
ries become lower than those for faculty.
4. We recommend that the Academic Plan-

ning and Budget Committee form a Subcom-
mittee on University Budget Objectives. The
purpose of this subcommittee would be to rec-
ommend specific budgetary strategic objectives
and continually examine University budgets to
assess the extent to which these objectives are
met. The faculty members on the Academic
Planning and Budget Committee should be
members of this subcommittee. The results of
this sub-committee’s work should be reported
annually to the Senate and the Board of Trust-
ees, as well as to the University Central Admin-
istration.

It may be that there were compelling reasons
for at least some portion of the evolution of the
budgetary structure. Nevertheless, it is clear that
there has been a real shift of resources away from
direct academic activities over the past two de-
cades and that this needs to be corrected.

Prepared by the
Subcommittee on Cost Containment

Solomon R. Pollack (bioengineering), Chair
Abba Krieger (statistics)
Louis A. Girifalco (materials sci & engr)

Approved by the
Senate Committee on Administration

Louis A. Girifalco (mat'ls sci & engr), Chair
Frank Goodman (law)
Abba M. Krieger (statistics)
Joan Mollman (neurology/med)
Cynthia Scalzi (nursing)
Henry Teune (political science)
Jerry Wind (marketing)
ex officio
Senate Chair Vivian C. Seltzer (social work)
Senate Chair-elect John C. Keene

(city & reg plng)

While this shift occurred incrementally over
two decades, it now has the appearance of a de
facto strategic change in the mission of the Uni-
versity.  The largest change has been in the size
of health care services which has the effect of
making the academic functions of the Univer-
sity an ever-decreasing fraction of our total ef-
fort. Independently of budgetary factors, the
question of the extent to which the University
should be dispensing health care, relative to its
basic mission of education and scholarship,
needs to be examined.

Beyond the issue of health care, there have
been changes that were made at the expense of
the direct support of academic programs. These
included increases in the direct charges for stu-
dent aid to the unrestricted school budgets, the
decreasing fraction of the budget allocated to
academic salaries, the large increases in allo-
cated costs relative to the subvention and the
increasing expenditures for administrative/cleri-
cal salaries. A measure of the resulting burden
to the schools is the sum of the unrestricted stu-
dent financial aid and the difference between al-
located costs and subvention. This currently adds
up to approximately $160 million and amounts
to a structural deficit built into the school bud-
gets. It is worthwhile to stress the magnitude of
this number since it is over 23.5% of the total
revenues from teaching and instruction.

A major conclusion of this study is that each
of the categories of concern given above needs
to be examined from a strategic standpoint rela-
tive to the basic University mission of educa-
tion and scholarship. It is the opinion of this
Committee that the historical shifts displayed
here have not favored this mission. It is impor-
tant to determine the extent to which this is true,
and the effect that the past history should have
on future strategy and budgetary policy. Given
the current University efforts on cost contain-
ment, and the reversal of at least some of the
trends given above, now would be a most op-
portune time to do this. For the future, the Uni-
versity should not be in a position that allows
long-term incremental budgetary decisions to
produce fundamental changes without an ex-
plicit budgetary strategy. A critically important
point is that neither faculty-generated revenues
nor income from gifts and investments can be
expected to contribute significantly higher per-
centages to the academic budgets in the near fu-
ture.  Consideration of strategic budgetary real-
locations is therefore essential.

The Agenda for Excellence as articulated for
the University and the individual schools pro-
vides a guide for specific school action to a-
chieve academic strategic objectives. The issues
presented in this report, on the other hand, are
general in that they do not address specific aca-
demic programs or issues in specific schools.
Rather, they address the broader University stra-
tegic budgetary framework within which the
schools must structure their activities. It is im-
perative that they be dealt with in such a way as
to insure the continuing growth in quality of
education and scholarship.

Chart 7.  Academic Investment and 
Gift Income as a Percentage 

of Academic Budget  
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to $69 million by 1997. The ability of the schools
to improve academic excellence while bearing
this burden is seriously diminished. The rever-
sal of this trend in the 1998 budget is most wel-
come.

7.  Academic return on endowment invest-
ment and gift income is not increasing as a per-
centage of the academic budget. From 1980 to
1997, University revenues from gifts and invest-
ments grew from $30 million to $114 million.
This was a remarkable achievement. But the
University budget grew so rapidly that the per-
centage contribution of investments and gifts ac-
tually went down slightly from 10.9% to 10.4%
as shown in Chart 7. If investment and gift in-
come remain a constant fraction of University
budgets and if growth of revenues from faculty
productivity gains is not likely to occur, then
what will be the source of increased revenue to
fund the academic challenges of the next cen-
tury?

D. Summary and Conclusions
An analysis of the University budgets over

the past eighteen years reveals a major shift in
the relative allocation of resources away from
the support of direct academic programs to other
activities.  This shift is summarized in the Table
below which gives the values for the parameters
from 1980 and 1998, which are defined and dis-
played in the Charts 1 through 7 above.

Table: Summary of Changes in Selected
Budgetary Parameters from 1980 to 1998

Parameter 1980 1998     Chart No.
% Health Care 27.8 51.7 1
% Student Aid From 46.2 68.1 2
  Unrestricted Funds
Ratio Academic Revenues 2.6 3.0 3
  to Academic Salaries
% Academic Salaries  22.3 17.8 4
   of Academic Budget
% Academic Salaries 114.7 85.3 5
  of Admin./Clerical
Ratio of allocated Costs 1.3 1.6 6
  to Subvention
% Investments Plus Gifts 10.9 10.4 7
  of Academic Budget

A response to this report starts on Almanac page 7.


