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C

anadian universities have a long history of successfully managing through relatively prosperous times as
well as through challenging financial periods. This has led many to believe that universities are resilient
and able to withstand the worst of times, and that their business model has neither weaknesses nor
vulnerabilities. Universities are one of the longest-existing institutions in society, which has served to reinforce
the notion that universities are “bulletproof” and will continue to exist far into the future. As our Australian
friends might say, “No worries.”
But is it true? Is it possible that the business model that has served so well in the past may be unable to sustain
us in the future? It may be argued that the economic downturn of the last five years has altered the financial
landscape for the long term. Provincial governments everywhere in Canada are under financial duress with high
per capita debt and other priorities, such as healthcare, taking precedence. Those governments are taking a hard
look at what they get in return for the operating and capital dollars they provide to universities. The result has
been more conditional funding and, often, less funding overall. Moreover, governments feel political pressure to
keep tuition levels low in order to ensure accessibility.
Limitations imposed on revenue sources have revealed two important sources of structural deficit at Canadian
universities: salaries increasing at a higher rate than funding sources (operating grants and tuition), and researchrelated costs (faculty time and indirect costs) that are not subsidized at adequate levels, creating constant pressure
on already-constrained budgets. The economic downturn also significantly reduced levels of investment income,
leading to significant pension deficits that will continue to affect universities in the long term.
Faced with limited funding, administrators must make critical choices, thereby exacerbating other financial
issues on campus; for example, deferred maintenance has been and continues to be top of mind for university
administrators.
It is true that none of these elements, on their own, are new. However in recent years, they have come together
to form a perfect storm, rocking the very foundation of universities’ financial sustainability.
It is within this complex and challenging context that CAUBO commissioned a study of the overall financial
sustainability of the present Canadian university business model. The attached report provides fact-based
evidence regarding the main elements of the university’s business model, and explores the underlying pressures
imposed on the model.
We expect that readers may disagree with some of the research, analysis, and arguments raised in the report. It
is not intended to be a definitive work. CAUBO’s objective in commissioning this report was to generate healthy
discussions, both off and on campus, based on a common understanding of the issues that underpin financial
sustainability in Canada. We think it is timely to do so at this point in the sector’s history, and we hope that it
provides a starting point for many fruitful and thought-provoking discussions at your institution.
CAUBO
March 2015
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Abstract

This discussion paper focuses on identifying and examining the cost
pressures and financial challenges that are an integral part of the Canadian higher education business model. The paper is intended to provide
sufficient information and analysis to stimulate discussion and focus
attention on fundamentals – key ingredients to ‘improving the odds’ for a
financially sustainable future.
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Executive Summary

anada’s universities are in the midst of
dealing with financial challenges that lead
some to question the financial sustainability
of the current business model. This discussion
paper examines the topic of financial sustainability
by reviewing the evolving roles and mandates of
Canadian universities, exploring the concept of
business models in academe, and developing a better
understanding of the cost pressures that underpin the
question. The intent is not to provide a prescription
– that is beyond the scope of the paper. Rather, the
objective is to provide sufficient information and
analysis to stimulate discussion about financial
challenges and the university business model(s), and
focus attention on fundamentals – key ingredients
to ‘improving the odds’ for a financially sustainable
future.
It is clear that a major part of the immediate financial
challenge emanates from external factors such as
government funding policy, funding levels, and
regulations, as well as demographics and pension
deficits. It is equally clear, however, that part of the
challenge has its origin in the practices, policies and
decisions of the universities themselves. Addressing
some of the external factors necessarily means
dealing with internal circumstances and that requires
a better understanding and recognition of cost
pressures, and a willingness to ask some fundamental
questions about university mandates, institutional
aspirations, and institutional policies. Only when
armed with a clear, realistic sense of mission and a
full understanding of costs and consequences will
the university community be in a position to ‘tell its
story’ externally in a compelling fashion.
To set the context, the paper begins by acknowledging
the tremendous diversity and accomplishments of
Canada’s universities and provides an overview
of the current situation. Attention then turns to
the topic of ‘business models’ and examines the
realities of the Canadian higher education model
where government controls over 90% of the
operating revenue (grants and tuition fees). While
the university ‘business model’ is built upon vested
degree granting authority, the concept of a single
higher education ‘business model’ is challenged
by the reality of today’s “multiversity” where the
basic functions of teaching, research and service
have evolved in an environment of mass education,
globalization, technological innovation, and high

levels of unionization. The result is a set of demands,
expectations, and conditions that are complex, costly,
and test governance and management structures and
practices.
In that milieu, understanding ‘costs’ and ‘cost
drivers’ takes on added importance. The paper
provides a review of key theories that help explain
the root causes of ‘cost pressure’ in academe – one
focusing on the labour intensive nature of academe
and the difficulty of realizing productivity gains to
fund real wage growth, another essentially arguing
that cost is a function of revenue, and others pointing
to factors such as too much or too little competition,
management challenges, and/or government
regulation/policies as the major cause(es). It is
also clear that the evolution of higher education in
Canada and the associated expanded mandates,
especially with regard to research, has resulted in a
fundamental structural imbalance that needs to be
recognized and addressed.
The review of ‘cost’ theories leads to a more detailed
review of Canadian university finances.
• At the aggregate level Operating revenue has
more than doubled over the period. After
adjusting for student assistance funded from
Operating revenue, income per weighted
full-time enrolment (WFT) kept pace with the
significant change in enrolment and general
inflation (CPI) from 2000 through 2012.
• Using a sector specific inflation index – an
illustrative Canada University Price Index
(CUPI) – income per WFT declined by an
estimated 7% with virtually all of the decline in
the latter half of the period.
• Buried in the revenue details are the realities of
earmarked grants, regulated tuition, mandated
expenditures, and shifts in the enrolment ‘mix’.
Consequently the aggregate revenue trend
provides a somewhat misleading picture of
the amount of ‘discretionary revenue’ to meet
basic operating costs.
Actual, actual less student assistance (adjusted for
CPI), Real per weighted FT student (CPI) and Real
per weighted student FT adjusted for sector specific
Canada University Price Index (CUPI)
• Over the same period Operating expenditures
more than doubled from $9.1 to over $19.9 billion.
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Figure 1: Operating Income – Indexed change in funding
Actual, actual less student assistance (adjusted for CPI), Real per weighted FT student (CPI) and Real per
weighted student FT adjusted for sector specific Canada University Price Index (CUPI)

• Approximately 85% of the increase was
allocated to compensation (salary increases,
more faculty and staff, and increased benefits).
• As a proportion of Operating expenditures,
compensation expenditures increased from
about 74% of operating expenditures to 75.4%
due to the increase in benefits expenditures.
Within the compensation category,
Benefits expenditures increased from 10%
		
of
operating expenditures to 13.4%,
reflecting an increase of over $1.7 billion a major portion due to increased pension
contributions.
Expenditure on ‘Academic Salaries’ (full
		
and part-time academic staff with rank),
declined as a proportion of Operating
expenditures, from 31.9% to 29.6%.
The category ‘Other Instruction and
		
Research Salaries’ increased from 4.3% of
Operating expenditures to 5.1% reflecting
the employment of more non-ranked
academic and non-academic staff engaged
in instruction (i.e., instructors, clinical
assistants, post-doctoral fellows) as well
6

as more teaching assistants which, in
turn, is related to increased graduate and
undergraduate enrolment.
Expenditure on ‘Other Salaries and Wages’
		
(support staff) declined from 27.8% to
27.3%.
• Of the remaining 15% expenditure increase,
approximately one-third ($600 million) was in
Scholarships and Student Aid and the remainder
was in other non-salary categories including
major increases in two specific areas (Interest,
and Building and Land Improvements) related
to a change in financing capital projects in some
provinces.
• By function, two areas are identified as
experiencing the greatest expenditure growth –
Administration (specifically Academic support
and External relations) and Student services.
• Other functional areas – Instruction & nonsponsored research, Library, Computing, and
Physical plant experienced expenditure growth
near or below the average.
• In a separate study CAUBO determined that
deferred maintenance increased dramatically
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over the period, now stands at over $8.4
billion, and looms as a key challenge to the
sustainability of mission-critical activities.
• CAUBO’s study on the Indirect Costs of
Research points to a number of issues regarding
the high cost of subsidizing indirect costs from
operating funds and the difficulties managing
this aspect of the research function.
• It is also important to note that, in provinces
that had not already done so, the abolition
of mandatory retirement had major cost
implications and contributed to cost pressures
over the period.
The preceding summary helps identify some of
the pressure points but does not do justice to the
fundamental financial tension inherent in the
‘multiversity’; generating sufficient revenue, in
real terms, to support the production of quality
teaching, research, and service. The revenue part of
the ‘business model’ is dependent on funding levels
set by government (grants and tuition) and may not
be sufficient to actually meet the associated costs of
expanded mandates and increased activity levels.
Further, there is evidence to indicate that sector
specific inflation is somewhat higher than CPI. And
there is also evidence to suggest that the funding
associated with enrolment growth in the STEM
disciplines and at the graduate level falls below the
actual costs.
Government operating funding tends to be seen as
attributable to the teaching ‘function’ in universities
and often directly related to enrolment. Yet the other
two components – research and service, particularly
professional and community service, – have taken
on added significance over the period in question,
fuelled by the ‘innovation agenda’ and an expectation
that universities will act as the social and economic
catalysts for a given region and the country as a whole.
The sustainability of the ‘business model’ to support
the increased emphasis on research and service
appears to have been relegated to the ‘back seat’ in
the initial euphoria of major federal and provincial
investments in research. Those investments clearly
improved research capacity and benefitted the
‘learning environment’ but did not address, or
adequately address, the on-going operating costs.
Faculty workloads shifted to accommodate the
research/service demands and that reality underpins
the sustainability challenge. As faculty workloads
shifted to spend more time on research, operating
resources were insufficient to fill the teaching

void with full-time faculty and to meet increasing
enrolments. Class sizes increased. The student to
full-time faculty ratio increased. More sessional,
part-time, and teaching-only faculty were employed.
Collective bargaining units multiplied. The impacts
of mass education on the learning environment, along
with institutional aspirations and external pressures
to ‘do more’, ultimately resulted in major increases
in academic support services and student services.
Costs and cost pressures increased markedly.
In a nutshell, the revenue part of the ‘business
model’ did not recognize the cost implications of the
shift in faculty workloads, the substantial indirect
and direct costs of research and community service,
nor the importance of accounting for sector specific
inflation. When coupled with major increases in
enrolment and changes in the composition of the
enrolment, universities experienced tremendous
growth and change on a number of fronts. Research
parks, satellite campuses, overseas ventures, and
major capital investments became the norm. Growth
became the mantra and, coupled with increased
government regulation, and heightened labour
relations activity, bred a new level of organizational
complexity. During a period of funding expansion
universities were able to mask the structural realities
but over the past several years, financial strains
emerged as the rate of expansion slowed and, in
some institutions, turned negative.
While steps have been taken to pursue greater
revenue diversification the preceding reality has
focused attention on the expenditure part of the
business model. In that context the question of
faculty productivity has come to ‘centre stage’.
As the key to the teaching, research, and service
‘production function’ improvements in financial
sustainability are seen, by some, as hinging on
improving productivity by bringing academic
salaries more in line with revenue increases and/
or re-adjusting faculty workloads; in a challenging
labour relations environment. Exploring the
academic salary challenge in more detail, in concert
with the work of Faculty Bargaining Services, leads
to the conclusion that market dynamics had a major
impact on academic salary levels and salary increase
demands. Fuelled by the innovation agenda and
enrolment demand, the ‘market’ for faculty ‘heated
up’ in the new Millennium just as the supply of
PhD’s declined. The results were predictable. The
cost pressure associated with faculty salaries is real
and for part of the period since 2000 was very much
related to competitive pressures for faculty – hiring
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and retaining the best in a tight market. Faculty
appear to have improved their relative position
between 2006 and 2011 suggesting that some of the
external competitive factors had abated somewhat
and the relative improvement was due to that factor
as well as internal factors within the higher education
community – competition among institutions,
the ‘lag’ associated with multi-year collective
agreements, salary parity provisions in collective
agreements, and the consequence of internal salary
policy changes. More recently, the ATB provisions
have been more in line with inflation although once
PTR is included the overall increase outpaces CPI
‘inflation’ increases in revenue.
As part of the review of expenditures the discussion
paper also tackles the topic of ‘administrative bloat’.
The findings point to a number of factors that help
explain the above average expenditure increase in the
categories classified, according to CAUBO Guidelines,
as ‘administration’. Most of the growth is linked to the
increase in size and complexity of the organization
in an era of increasing government intervention,
regulation, and institutional competition. But some
of the growth is related to internal factors including
more internal regulation, the expansion of collective
bargaining, and institutional interest in revenue
diversification that often carries with it significant

8

administrative overhead. Further, some of the new
and/or expanded activities tend to be in areas that
are more visible to faculty and may appear to be
‘heavy’ on process and regulation (e.g., research
administration and the administration of collective
agreements).
A number of other topics are referenced in the paper
(e.g., staff salaries, internationalization, learning
technologies, and deferred maintenance) in an
effort to help inform and spark discussion about the
financial future of Canadian higher education.
There are no easy solutions to reconciling cost
pressures with revenue realities. A multi-faceted
approach is required and will ultimately involve
discussion and partnerships with various external
stakeholders and members of the university
community and will lead to strategies that include
both revenue enhancement and expenditure
constraint measures. It necessarily begins, however,
with the need for a more in-depth understanding
of fundamental cost drivers in the institution and
a critical look at some of the key factors that have
shaped the financial aspects of Canadian higher
education in the new millennium.
March 2015
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Introduction

ince the turn of the Millennium the higher
education
community
has
experienced
dramatic changes fuelled by enrolment
demand, investments in research, and an expectation
that universities will serve as the catalyst for
local, regional, and national economic and social
development. Over the same period investments in
higher education have been significant in absolute
terms and in relative terms. Total income has
more than doubled to over $33.2 billion (2012-13)
representing an inflation adjusted increase of close
to 65%.The return on the preceding investment is
tremendous: access to university has improved and
full-time student enrolment has increased by over
350,000 (~60%) with commensurate increases in the
number of undergraduate and graduate degrees;
knowledge discovery and innovation have translated
directly into improving lives and livelihoods, and
Canadian universities have developed vibrant
partnerships that clearly signal major achievements
locally, nationally and increasingly, internationally.
There is much to celebrate!
For the past few years, however, a sense of unease
has gripped much of the sector.
The heady expansionism that started in the late 1990s
and carried through for almost a decade gave way to
the global financial crisis and demographic realities.
• The rate of increase in university operating
income slowed.
• The sorry state of public finance, straitened
by the downturn in 2008-09 and the resulting
debt accumulation, led governments to impose
public sector wage restraint, announce plans for
reductions in program expenditures, introduce
higher taxes and exert more regulatory control.
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• The financial market meltdown magnified
some of the vulnerabilities of pension funds
and university investment funds.
• Demographic realities slowed the growth in
post-secondary enrolment and in some parts
of the country institutions began struggling to
maintain domestic enrolment levels.
• By 2010 the ‘value’ of a university degree
came under media scrutiny in the face of
concerns about higher unemployment, stories
of university graduates returning home to
live with their parents, cries of skills shortages
from certain sectors, and a concerted push
by community colleges in some provinces to
expand their presence in the post-secondary
landscape.
• Commitments that appeared financially viable,
or at least manageable, in the first half of the
period became a source of on-going expenditure
concern.
• The full implications of structural changes
inherent in expanded mandates, institutional
aspirations, and the ‘innovation agenda’ began
to emerge and have become more acute in the
face of constrained provincial finances and
limited tuition increases.
This ‘perfect storm’ of circumstances coupled with the
prospect of continued fiscal restraint and enrolment
vulnerabilities poses a major challenge to the sector.
Faced with a multitude of on-going cost pressures
institutions are turning their attention to the question
of financial sustainability and wondering about the
‘business model’.
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Purpose and Overview

T

his discussion paper focuses on identifying
and examining the cost pressures and
financial challenges that are an integral part
of the Canadian higher education business model.
The intent is not to provide a prescription – that is
beyond the scope of the paper. Rather, the objective
is to provide sufficient information and analysis to
stimulate discussion about financial challenges and
the university business model(s), and focus attention
on fundamentals.
Key cost pressures will be identified, reviewed, and
discussed including the impact of expanded mandates
and increased government regulation, along with
the need for competitive compensation, increasing
student services and financial assistance, and the
cost and cost pressures associated with expanding
the business model to include fund-raising, multicampus operations and the introduction/expansion
of international initiatives. Attention will be
devoted to exploring topics such as the perception
of ‘administrative bloat’, salary levels for highly
qualified personnel (faculty and staff) and the impact
of sector specific inflation on the ‘purchasing power’
of university income.
The paper will note both the similarities and the
diversity within the Canadian university sector –
similarities associated with a common commitment
to higher education and diversity shaped by
institutional history, mission, circumstance and
provincial jurisdiction. While it is anticipated that a
set of cost pressures and topics will be identified, it
is recognized that the importance and relevance of
a particular cost pressure will vary by institution.
For example, some institutions may have to focus on
pension costs while others may be more concerned
with compensation demands or revenue pressures
related to softening enrolment demand and / or
provincial financial positions.

higher education in Canada. The financial aspects of
the ‘Canadian model’ are characterized by a reliance
on public finance, a regulated environment, and a
necessity to reconcile those realities with cost pressures
emanating from increased activity, an increasingly
complex organization dependent on highly qualified
personnel in a labour intensive industry that is an
integral part of the broader ‘knowledge economy’,
and physical assets that require considerable ongoing investment. The review of business models
is followed by a brief overview of cost ‘theories and
explanations’ that may help establish a reference
framework for considering the many factors that
influence costs and cost pressures.
Part II focuses on Canadian higher education with an
emphasis on ‘just-the-facts’ income and expenditure
financial information. That review of financial trends
is followed by sub-sections that address the key
topics of faculty and staff salaries, administrative
‘bloat’, research, faculty workloads, and deferred
maintenance. The final section, Part III ‘Discussion
/ Considerations’ offers a brief overview of newer
initiatives that are seen as potential drivers of
‘business model’ change in the coming years and
offers a few concluding comments.
The discussion paper draws on information from
a variety of public sources – notably the “CAUBO
Report” (Statistics Canada / CAUBO, Financial
Information of Universities and Colleges) and Statistics
Canada enrolment information. Unless otherwise
specified in the paper the financial terminology and
related definitions are from the “CAUBO Report”.
Appendix D provides more information about the
data sources and related data

Part I, ‘Setting the Context’, begins with a review
and discussion of ‘business models’ to identify key
components and determine the applicability to
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Part I: Setting the Context
Business Models and
Universities
Key messages
The term ‘business model’ is loosely defined and subject to
various interpretations and misinterpretations.
While some components of the classic business model
concept may apply to Canadian higher education, other
components are not applicable.
Universities have examples of successful business models
within their institutions. But a key challenge is adapting
the business model approach at the institutional level to
recognize the multiple and varied goals and activities of
the university.
So what is the Canadian higher education business model?
It is probably best to think about the term in the plural
since it will vary somewhat by institution and there will
be multiple business models within a given institution.
One could argue that the amalgam is the real University
business model with degree-granting authority as
the ‘glue’. University degree granting authority is a
government sanctioned monopoly and the basic business
model flows from that reality.
The revenue stream component of the business model in
Canadian universities has been to rely on the public purse
to provide operating and capital subsidies, have the federal
government take the lead in research support, and have
students share a portion of the cost, with due regard for
affordability and a strong emphasis on access.
The other side of the equation, managing costs, is seen as the
university’s role as steward under the fiduciary oversight
of the board. Institutions have attempted to manage costs
and they have attempted to diversify their revenue streams;
but revenue generation often trumps cost management in
the university world and the wholesale pursuit of revenue
may blur the distinction between “gross revenue” and
“net revenue”.

1

 he lack of precision in the use of the term “business
T
model” is resulting in gross generalizations, sloppy
thinking, and unrealistic expectations about the nature
and future of the business model of higher education.
This allows others – others outside of higher education
– to drive the conversation, with little rigor and even
less familiarity with the history and nature of higher
education let alone its future.
	Eric Denna, “The Business Model of Higher
Education”, Viewpoints, EDUCAUSE Review
March/April 2014 (Denna is CIO, Utah System
of Higher Education)

B

___________________

usiness models exist to support the
development, enhancement, assessment and
delivery of a product(s) to the user or consumer.
The development and delivery of successful products
or services is deemed to be contingent on1
• identifying the ‘market’ – who wants the
product or service,
• developing the value proposition or
comparative advantage the institution has that
will appeal to the potential customers,
• determining the best ways to market products/
services,
• developing and cultivating relationships,
• establishing revenue streams via the delivery
of value,
• assembling key assets to deliver the products/
services,
• focusing on key activities,
• focusing on key networks and partnerships,
• recognizing the interaction of cost-driven and
value driven cost structures and striking the
right balance.

At one level the various components of a business
model appear applicable to Canadian higher
education institutions.
• The ‘core product’ is education; defined
as teaching and learning or knowledge
transmission and knowledge discovery.
• The concept of ‘markets’ is familiar – though
generally limited to various aspects of

 ew England Board of Higher Education,” In Search of a Common Language: Understanding Higher Education Business Models”, Research Whitepaper,
N
March 2014. (This paper provides a framework based on two key pieces of business model literature (Wirtz, 2011 and Osterwalder and Pigneur 2010).
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enrolment management – and comparative
advantage and the value proposition are often
spoken of in terms of campus culture and
branding.
• Developing and cultivating relationships
is increasingly seen as a key activity in a
variety of areas (alumni relations, fundraising,
government relations, research development,
internationalization).
• Assembling assets to deliver the products and
services is a management task that university
administrators (academic and non-academic)
can relate to.
• Arguably, institutions do pay attention, or
try to pay attention to the interaction of costdriven and value-driven cost structures,
though in reality they tend to market ‘valuedriven’ (a premium learning experience worth
a premium) but deliver a product that is
fairly generic. There are exceptions, of course,
by institution and by program within an
institution.
Other aspects of the business model concept may not
be quite as applicable to higher education in Canada.
• The fundamental activities of teaching and
research have quite different funding realities,
resulting in considerable cross-subsidization
and complicating the ‘business model’
approach to service / product delivery.
• Provincial governments effectively control
over 90% of Operating Fund revenues (grants
and fees) and have a major role to play in
key policy areas such as program approvals,
minimum quality standards, admission
standards, and planning emphasis (i.e., roles
and mandates, internationalization, focus on
under-represented groups); various aspects of
the business model are affected by government
action/legislation.
• Institutional focus on key activities (teaching,
research, service) can be broadly defined and
thus many activities, ideas, and initiatives
‘fit’ into the key activities… somewhere. And
given the mandates that many institutions
have assumed there is an expectation that the
institution will be involved in a host of activities
that ‘fit’ into a broad interpretation of the ‘work
of the university’.
• Key networks/partnerships are clearly of some
benefit but the competitive / collaborative
tension that exists among institutions makes
sector collaboration more challenging than

one might surmise – especially during times
of real and/or perceived constraint. After all,
institutions compete for students, faculty,
capital projects, research projects, and private
donations. Striking the right balance between
collaboration and competition is a key strategic
issue at the institutional and sector level.
• Similarly partnerships with the private
sector can be extraordinarily beneficial to an
institution and may enhance the learning
environment in many ways. But, it is also the
case that the ground rules for the establishment
of such partnerships may be quite different
than if both parties were private sector entities.
The preceding is not intended to discount the key
concepts associated with business models but rather
to point to some aspects that need to be considered
when thinking about the higher education sector as
a whole, or an individual institution. Certain aspects
of the business model schema should be or could
be standard practice in any case – for example, the
implementation of rigourous review processes for
new or expanded program offerings and services.
Universities have many examples of internal business
models that work and are sustainable. They operate
ancillary enterprises with $2 billion in revenue and
in many cases the ancillaries contribute directly to
the ‘bottom line’ in support of teaching and research.
While some might argue that campus monopolies
make ancillary enterprises a ‘no brainer’ the fact is
each and every ancillary service is characterized by a
unique set of circumstances focused on the customer
– in this case often faculty, students and staff. And
incorporating an ancillary service into being an
integral part of the learning experience and broader
learning environment is no easy task! Similarly some
professional schools have managed quite well by
adopting a ‘business model’ approach and there are
examples of research institutes and specific niche
facilities and services that also qualify as examples of
successful business models.
The very success of the preceding entities, however,
has been contingent on some measure of revenue
flexibility and an ability to create or take advantage
of demand for their products. In the case of many
Business schools, for example, the reality of strong
student interest and demand at the undergraduate
level, coupled with innovative program offerings,
and a commitment to, and track record of graduate
employment, allowed many schools to introduce
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differential tuition at the undergraduate and
graduate level (MBAs) and establish a set of ‘quasimarket’ revenue streams – despite a regulated
environment. And many, if not all, Business schools
managed to ‘make the case’ internally to keep all or
a major portion of the increased revenue. On the cost
side of the equation the schools clearly offer a value
driven cost structure oriented to the student, focused
on the classroom, and informed by research. But it is
not resource-intensive research and it does not incur
the level of indirect costs associated with research in
the sciences, applied sciences and health sciences.
Is the Business school ’business model’ replicable
in other parts of a campus? Maybe. There may be
new or expanded markets for professional graduate
degrees as the baccalaureate becomes more of a basic
qualification. But the very success of some Business
schools has been driven by a number of factors that
may be quite unique to the discipline and dependent
on a set of conditions that may not present themselves
as readily in the future. It is not at all clear that other
disciplines will garner the interest or have the savvy,
commitment, and start-up funding to make the
necessary investment.
Moreover, it is not clear that universities should be
trying to replicate the Business school success in other
disciplines. While some schools certainly appear to
be very successful there are significant challenges to
sustaining the Business school ‘business model’.2
Another example of a successful evolution of the
business model in higher education is the role of the
Library and specifically cost containment directly
associated with technological innovation and
collaborative partnerships. Library expenditures,
as we will see later, have declined as a proportion
of total expenditures yet there appears to be
widespread agreement among librarians, faculty,
and students that services and service levels have
been enhanced. In the Library ‘story’ the shift in the
‘business model’ was directly due to the creative
utilization of technology, a collaborative culture, the
availability of significant new funding to leverage
investment, commitment and demand from multiple
stakeholders, and acknowledged widespread
benefits.
The preceding examples demonstrate that
universities as organizations are not oblivious

to the basic concept of a ‘business model’ or the
components of a ‘business model’. A major challenge,
however, is refining or adapting the business model
concept to support the many and varied goals
and activities of the university. Over the past few
decades institutional mandates have mushroomed
– and taken on new life bolstered by considerable
investment spurred on by renewed interest in
access, faith in universities as instruments of social
mobility, a new found recognition of globalization
and interest in internationalization, and a conviction
that universities are the regional / national catalyst
for economic growth and prosperity.
The past fifty years have witnessed major changes in
the relatively simple purpose of the university. Brock
University3, for example, was established with the
objects and purpose focused on
(a)	The advancement of learning and the
dissemination of knowledge; and
(b)	The intellectual, social, moral and physical
developments of its members and betterment
of society.
Many other universities have a similar statement of
‘objects and purpose’ embedded in their founding
Acts or have a list of sweeping ‘objects and purpose’
that provide enabling directives (i.e., “to establish and
maintain such colleges, faculties, schools, institutes,
departments, chairs and courses of instruction as
the board considers appropriate”4) with the primary
goal of supporting teaching and research. The
‘public good’ was essentially taken for granted,
pretty much left in the hands of the President (and
the Senate) with the Board providing public interest
oversight and a fiduciary role. Before long, however,
the interpretation of the ‘public good’ was firmly in
the hands of government and manifested itself in
many aspects of the university from tuition fees to
minimum admission standards.
Since the 1980s universities have assumed another
role as regional economic catalysts – witness the
emergence of research parks, intellectual property
issues and commercialization – and assumed a key
role in R&D with particular emphasis in the sciences,
applied sciences and health sciences. In more recent
years the economic catalyst argument has been
broadened to include higher education as an export
industry selling its services to international students
here and abroad.

See for example, Starkey, K., and Tiratsoo, N., The Business School and the Bottom Line, Cambridge University Press, 2007
An Act to Incorporate Brock University, Statutes of Ontario, 1964.
4
Government of Manitoba, University of Winnipeg Act, (Retrieved, September 15, 2014) http://web2.gov.mb.ca/laws/statutes/ccsm/u070e.php
2
3
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So what is the Canadian university business model?
It is probably best to think about the term in the
plural since it will vary somewhat by institution and
there may well be multiple business models within a
given institution. One could argue that the amalgam
is the real University business model with degreegranting authority as the ‘glue’. The financial aspects
of the model are characterized by a reliance on public
finance, operating in a regulated environment,
and a necessity to reconcile those realities with
cost pressures emanating from an increasingly
complex organization dependent on highly qualified
personnel in a labour intensive industry that is an
integral part of the broader ‘knowledge economy’.
University degree granting authority is essentially
a government authorized monopoly (some might
argue an oligopoly). The basic business model flows
from that reality; the key product is the degree
and all that it entails. As the inventor and steward
of the degree, the university can, and does, sell its
educational products in a regulated market; the quid
pro quo for the government’s sanction.
The regulated nature of the ‘market’ means that a
number of aspects common to the business model
concept need to be considered. While universities
often define their own market for their educational
product, the size of the market is influenced by
government policy (e.g., minimum admission
standards, programs for under-represented groups,
secondary school curriculum, alternative PSE
pathways) and the ability to attract students is
a function of a number of factors including ‘the
student experience’, program availability, and cost
– the latter two factors dependent on government
regulation and/or funding (program approvals,
tuition / student assistance).
The university produces multiple products
(emanating from its degree production capacity),
but the ‘value’ (cost versus benefit) of each is not
easily measured. Moreover, there is a dependency
between the products; university teaching and
research are linked. One could attempt to establish
‘business models’ for each branch of the organization
(teaching, research, service) but the key ingredient in
the development and delivery of the product(s) is
the faculty member. Ultimately the work of faculty
does not easily fit into a ‘business model’. Basic
research, for example, may or may not have any
5

immediate market value yet is critical to discovery
and innovation. There may be no obvious ‘need’ or
market for the research and little or no prospect of
commercializing the research; hence the rationale for
a public subsidy in the first place.
Further, in the case of research, the research revenue
stream simply does not fully cover indirect costs or
direct costs associated with faculty time for most
faculty. And, since faculty time is finite, increased
activity/time on research necessarily means
decreased faculty activity/time on the other main
product – teaching. Universities have adapted to that
reality, as well as increased enrolment, by ramping
up class sizes, employing adjuncts and teachingonly faculty, and expanding academic support and
student services.
A university can attempt to improve productivity
by having faculty members produce more - more
students/degrees per faculty member, and/or more
research per faculty member. And that has happened
across the country. Information technology as well
as better planning, space utilization, curriculum
development, and research support services are
examples of initiatives that can be implemented,
and have been implemented, to improve faculty
output. There are costs, of course, both financial
and non-financial and it is clear that there are limits
to the ‘productivity’. A faculty member can only
teach so many classes, supervise so many students,
and conduct so much research before any increase
reduces productivity – the level and quality of inputs,
processes, outputs and outcomes is affected.
In the higher education business model, the market
for the degree is largely defined by the traditional
postsecondary age groups – often regarded as the
17-29 age group with subsets for undergraduate
and graduate students. The demand for the degree
is affected by the underlying demography in some
provinces and by participation rates. In some regions
the size of the traditional 18-24 or 17-29 age groups
has decreased and is forecast to remain below
historical highs for some time.5 In other regions those
traditional PSE age-groups have just peaked. In all
regions participation rates have increased markedly.
The results have been quite mixed by province with
some institutions experiencing no growth or declines
over the past few years while others have continued
to experience strong enrolment growth. In every

 ango D., and de Broucker, P.,” Postsecondary Enrolment Trends to 2031: Three Scenarios”, Culture, Tourism and the Centre for Education Statistics
H
Division, Statistics Canada,
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province international student enrolments have
increased markedly.
While basic demographics suggest reduced demand
for post-secondary in the future in most provinces,
the fact is participation rates are a function of other
factors including the perceived value of a university
degree. AUCC in its own projections suggests that a
major factor contributing to the growth in enrolment
has been and will continue to be participation rates,
fuelled by “demand for a highly skilled and educated
labour force.”6 The AUCC report is instructive
because it moves far beyond basic demographics to
explore a variety factors that have major impacts on
participation rates and future enrolment levels.
The revenue stream component of the business
model in Canadian universities has been to rely on
the public purse to provide operating and capital
subsidies, have the federal government take the
lead in research support, and have students share a
portion of the cost, with due regard for affordability7
and a strong emphasis on access. In more recent
times various efforts to diversify the revenue base
have taken on greater importance.8 The other side
of the equation, managing costs, was seen as the
university’s role as good stewards under the fiduciary
role of the board. Institutions have attempted to
manage costs and they have attempted to diversify
their revenue streams; but revenue generation often
trumps cost management in the university world
and the wholesale pursuit of revenue may blur
the distinction between “gross revenue” and “net
revenue”.

University costs: theories
and explanations
Key messages
There are various explanations that attempt to shed light
on why university costs outpace inflation.
• Baumol’s ‘cost disease’ – highly skilled, labour
intensive industry with little room for productivity
improvement yet must provide competitive
compensation.
• Bowen’s Law – revenue determines cost.

• Competitive forces – the quest for the best (students,
faculty) drives costs.
• Lack of competitive forces – monopoly means limited
need to be efficient.
• Weak management – limited cost control, poor
management practices.
• Government regulation – cost of compliance as a key
cost driver.
The emergence of the Canadian “multiversity” reflects
expanded mandates, size, and complexity with a penchant
for revenue diversification – a ‘perfect storm’ for cost
escalation.

U

__________________

niversities have a mismatch between various
cost pressures and revenue increases that
tends to cause considerable angst and anxiety
internally and externally. University cost pressures
invariably outpace the general increase in inflation
and reining in costs is seen as a diminution of quality
and / or an attack on faculty and staff. Arguing for
more revenue (tuition and grants) is seen as potentially
compromising access or simply as whining to
government. Attempts to diversify revenue streams
and increase revenue in non-traditional areas are
seen as threats to academe (corporatization) and
/ or carry their own risks, complexities, and costs.
The need to better understand the root causes of
the mismatch between cost pressures and revenue
leads to a review of the key ‘cost’ theories in higher
education.
Over the past fifty years, two theories have often
been cited in the discussion of cost increases in higher
education. The Baumol Effect9, sometimes referred to
as the “cost disease”, argued that cost increases in
labour intensive sectors are an inevitable result of
productivity gains elsewhere in the economy; that is
in order to ensure that highly skilled labour is not
drawn away to other sectors of the economy where
productivity gains finance real compensation growth,
the labour intensive industry must pay attention to
competitive compensation yet has limited influence
over productivity. A little more than a decade later
Howard Bowen argued that costs were simply a

 tatistics Canada, Population Projections for Canada, Provinces and Territories, 2009-2036.
S
http://www.statcan.gc.ca/pub/91-520-x/91-520-x2010001-eng.pdf
Association of Universities and Colleges of Canada (AUCC), Trends in Higher Education, Vol. 1, Enrolment, 2011 p.5
7
Due regard for affordability and access translates into a federal / provincial responsibility for student aid, a shift towards universities bearing a portion
of the cost, and tuition regulation.
8
“The prospect of new revenue is a powerful temptation that can easily lead decent people into unwise compromises….” Derek Bok, Universities in the
Marketplace: The Commercialization of Higher Education, p.185
9
Baumol, W.J., and Bowen, W.G., Performing Arts: the Economic Dilemma, New York, 1966.
6
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function of revenue and summarized what became
known as Bowen’s Law10 in the following manner.
1. The dominant goals of the institutions are
educational excellence, prestige, and influence.
2. In quest of excellence, prestige, and influence,
there is virtually no limit to the amount of
money an institution could spend for seemingly
fruitful educational needs.
3. Each institution raises all the money it can.
4. Each institution spends all it raises.
5. The cumulative effect of the preceding four
laws is toward ever increasing expenditure.
Baumol’s and Bowen’s theories are not the only
explanations that have been offered but they tend to
be the dominant theories.11 A number of economists
have argued that competition among institutions for
students and faculty drives up costs as institutions
increase the level of service / quality in an attempt
to attract more and/or better students and increase
salaries in the pursuit of the ‘best’ faculty. A variation
of the ‘competitive market driving up costs’ is related
to an argument that changing student preferences
for more expensive programs (i.e., science-based)
affects costs and cost increases. Yet another variation
suggests that faculty and administrators, in the
quest to heighten institutional (and their own)
status, drive up costs by establishing practices that
are more costly than necessary – e.g., smaller class
sizes than necessary, higher admission standards,
more scholarship funding, more emphasis on
research, building enhancements etc. The validity
of the competitive market argument is directly
related to the existence, or perceived existence, of
a competitive market within the higher education
sector. The antithesis of the competitive market
view is that universities have sufficient control over
degree granting that they can pass on cost increases
to students and/or taxpayers even if service levels
and/or quality remain constant or decline.
Two other explanations for higher education cost
increases have also emerged over the years: first, the
quality of management and decision-making or the
‘weak management view’; and second, ‘government
regulation as the major culprit’ explanation. The
‘weak management view’ is aimed at university
presidents and appears to apply equally to internal
appointments (who are seen as having limited

management experience and limited management
skills) and external appointments who simply “fail
for lack of experience in higher education”.12 Weak
management, it is argued, contributes to cost inflation
because costs are not managed properly.
The ‘government regulation as the major culprit’
argument focuses on the plethora of added
regulatory requirements that invariably drive up
costs – compliance, reporting, systems etc. Over
time the increased regulatory requirements, whether
general requirements applicable to all industries and
sectors (i.e., minimum wage laws) or specific to the
higher education sector (i.e., animal research, tuition
fee regulations, research reporting), place added
costs on the institution that are seen as mandatory.
Taken together the preceding ‘cost explanations’
represent a reasonably comprehensive set that, with
various overlaps, tend to cover the range of possible
explanations as to why universities tend to be under
constant cost pressure. The explanations should not
be seen as mutually exclusive.
In reflecting on the preceding explanations in the
context of developments in Canadian universities,
one is struck by the applicability of the Baumol and
Bowen theories and resonance with some of the other
explanations as well. Certainly intense competition
among institutions for faculty had a major bearing on
faculty costs for some (but not all) of the period from
the latter part of the 1990s to today. And competition
for students has also led to increased student
assistance, student services, facilities and new
programs. The ‘weak management’ argument aligns
with the views of some critics inside and outside the
university, but tends to be more institutional specific
than endemic to the sector.
At the same time it is difficult to ignore the impact
of government regulation, in all its guises, as a major
cost driver although it could be argued that many
segments of Canadian society (public and private)
have had to cope with the regulatory cost driver as
well. What may make it uniquely more taxing in the
higher education sector is specific regulatory aspects
associated with sponsored research and the degree
of regulation / intervention regarding program
development, program approval, labour force
planning, and tuition fees.

Bowen, H.R., The Costs of Higher Education, Jossey-Bass, San Francisco, 1980 pp.19-20
 lotfelter, C., Ehrenberg, R., Getz, M., and Siegfried, J., Costs and Productivity in American Colleges and Universities, 1991, National Bureau for Economic
C
Research (NBER).
12
Getz, M., and Seigfried, J., ‘Cost Inflation’ in Ibid., p. 266.
10
11
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It is also the case that the funding of research is
quite different than in the United States where the
preceding theories and explanations originate.
In the United States the full direct and indirect
costs of sponsored research are funded via the
sponsoring agency and direct costs include faculty
time. In contrast, the Canadian practice relies on a
combination of mechanisms to fund research activity
– operating revenues to fund a portion of faculty time
and a portion of indirect costs, special grants (some
federal, some provincial) to fund part of the indirect
costs, restricted grants to fund non-faculty direct costs
and restricted grants to fund specific research faculty.
Capital funding tends to require contributions from
multiple sources including the institution. Significant
investments in the ‘innovation agenda’ resulted in
matching requirements, increased indirect costs,
and shifts in academic workloads that were not
well understood in the late 1990s but had major cost
implications – factors that will be examined in more
detail later in the paper.
Further, as mentioned previously, an emphasis on
revenue generation over the past decade or so tended
to downplay the very important distinction between
“gross” and “net” revenue. As long as total revenue
scampered upwards institutions were able to manage
the internal subsidies associated with revenue
generating ventures but as revenue growth slowed
structural deficiencies emerged. The emergence
of new initiatives and new activities to ‘generate
revenue’ and/or to improve competitiveness, also
generated costs.

13

Finally, the present day Canadian university is
different from the Canadian university of the 1960s
and 1970s. The term “multiversity” was first used
over 50 years ago and applied, at the time, to a
handful of research based universities in the United
States.13 Today the term ‘multiversity’ applies to
many institutions in Canada. And it carries with it a
complexity that is difficult to fathom for individuals
outside academe. Managing the complexity is a task
unto itself; managing it during a period of austerity
and retrenchment requires a clear understanding of
cost pressures and cost drivers including the cost of
complexity.
__________________
At this juncture, it may be useful to remind readers
that the current financial circumstance is not new.
Universities have experienced ‘boom and bust’ cycles
in the past. The contextual differences today, are
fourfold: demographic realities, especially in some
regions; the implications of an essentially ‘unfunded’
expansion of mandates regarding research and
service; the major impact of pension deficits, and
greater complexity associated with a suite of factors
ranging from size and rates of growth, through
regulation and high levels of unionization, to the
‘knowledge explosion’ and knowledge economy. But
at the core, the ‘work of the university’ is the same.

 lark Kerr coined the term “multiversity” to try to capture the reality of large universities that had evolved to be a ”whole series of communities
C
and activities held together by a common name, a common governing board and related purposes”. Kerr is acknowledged as one of the architects of
the modern public university – and, in particular, the American research university. He served as Chancellor of Berkeley and then President of the
University of California (1958-1967) and was instrumental in the development of the California ‘Master Plan’ – a plan that recognized the distinct roles
of community colleges, state universities and the ‘flagship’ University of California system.
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Part II.
Cost Pressures and Cost Drivers
Income overview
Key messages
Just the facts – CPI adjusted income has kept pace with
the increase in enrolment since 2000 but the ‘raw’ figure
does not capture the sector specific ‘inflation’ that affects
universities. If sector specific inflation is taken into
account it is clear that funding per student has declined
from about 2006 onwards.
Earmarked grants, mandated student assistance, changes
in the funding of capital facilities, and student expectations
regarding the use of higher fees combine to reduce the
true level of discretionary income available to meet core
requirements.
The revenue picture continues to deteriorate and constraint
will continue in most provinces in the short to medium
term.
____________

A

ny study of Canadian universities has to
acknowledge from the outset that there
is tremendous diversity among Canada’s
institutions reflecting differences in history, local
circumstances and provincial approaches to the
provision of higher education.14 Those differences
influence Canada’s universities in many ways,
from mission to program ‘mix’, admission policy
to graduation rates, governance to government
relations, funding arrangements to financial
accountability, composition of the student body to
‘town / gown’ relations, and in their student mobility
relationships with other parts of the post-secondary
sector. Diversity is a strength of Canada’s higher
education sector but also serves as a reminder that
sweeping generalizations based on national statistics
(enrolment, finance, faculty, research) may simply
not be applicable to a given province nor applicable
to individual institutions within a province.15
Table 1 turns attention to the income of Canadian
universities since 2000-01. Key changes to note are
the above average increase in the Operating fund
and the real, or CPI inflation adjusted, change of 76%
14
15

from 2000 to 2012. While Sponsored Research has
also increased markedly over the period, research
income in ‘entities not consolidated’ (essentially
hospital based research) is responsible for a major
component, particularly in the last several years.
The increase in total income is calculated at 109%
- meaning that total income more than doubled in
absolute terms over the period. Once CPI inflation
is taken into account the real change in total income
is 64%.
Restrictions on the use of funds (hence the use of fund
accounting) makes the total income figure somewhat
misleading as a measure of available funding for
’core’ teaching, research and service. For that measure
one needs to turn to the General Operating fund and,
in particular, a measure of income per unit – in this
case Operating income per full-time student.
The data indicates that after adjusting for CPI
measured inflation, income per full-time student
increased by 11% (5% per weighted full-time student)
over the period. If student assistance in the Operating
fund is removed from the equation (since part of it is
mandated and arguably the expenditure is not being
used to support teaching, research and service) the
funding per full-time student increased by 10% over
the period (4% per weighted full-time student).
On the surface, then, it appears that since the new
Millennium operating income, on average, more than
kept pace with CPI inflation on a per student basis.
Interestingly, though, virtually all of that increase
occurred in the period 2000-01 to about 2006-07 –
that is in the first half of the period. From 2006-07
onward there has been little change in real income
(CPI) per student.
The CPI measure of inflation does not reflect a
university’s ‘basket of goods’ where 75% of the
expenditures are salaries and benefits and nonsalary expenditures range from library acquisitions,
to utilities, to student assistance. The bottom part
of Table 1 illustrates what happens to funding per
student if a more sector specific price index is applied.

Jones, G.A., Higher Education in Canada: Different systems, different perspectives, Garland Publishing, 1997.
Appendix A provides a snapshot of key information that highlights some of the provincial differences across Canada.

Canada’s Universities: Cost Pressures, Business Models And Financial Sustainability

19

Table 1: Income by Fund and Income per Full-time Student (2000-01 to 2012-13)

Details of the constructed price index are in Appendix
B. Funding per weighted student excluding student
assistance actually declines over the period (-7%).
Figure 1 provides a graphical illustration of the
preceding points. Actual Operating income increased
by 124% (index 224). After deducting student
assistance expenditures in the Operating Fund and
adjusting for CPI inflation, the increase is about
74% (index 174). Dividing that figure by a measure
of weighted enrolment translates into an increase of
4% (index 104). Applying the sector specific inflation
measure (CUPI)* results in a decrease in funding
(-7%), most noticeable from 2006 onwards.

20

Details of the income component changes point to
factors that reduce the level of discretionary income
available for ‘core’ requirements such as general
inflation.
• Increases in tuition and fees outpaced increases
in Operating grants over the period in most
provinces. A portion of the tuition increase
in more than one province, however, was
mandated by government to be allocated to
student aid (accounted for in the preceding
data/graph).
• Part of the tuition increase was expected to
be used for quality improvements rather than
simply offset inflation.
• In the case of increases in Operating grants,
throughout the period there has been a
tendency for government to ‘earmark’ specific
grants, thus limiting institutional discretion in
the use of such funds.

Canada’s Universities: Cost Pressures, Business Models And Financial Sustainability

Figure 1: Operating Income – Indexed change in funding
Actual, actual less student assistance (adjusted for CPI), real per weighted FT student (CPI) and real per
weighted student FT adjusted for sector specific Canadian University Price Index (CUPI)

*Note: The Canadian University Price Index (CUPI) has been constructed to illustrate the impact of a sector
specific inflation measure. See Appendix B.

As a consequence of the preceding points, the
‘calculated’ change in inflation adjusted income
per student does not translate into a change in
discretionary funding. Moreover, it does not fully
account for shifts in enrolment from ‘less expensive’
disciplines (humanities, social sciences) to more
expensive disciplines (applied sciences, health
sciences, and business) although the ‘weighting’
factors attempt to acknowledge differential changes
in the ‘level’ of enrolments - with the growth in
graduate enrolments outpacing undergraduate
enrolments over the period. The ‘per student’
measure also masks the increase in the diversity of
the student population and the incremental costs
associated with providing instruction and services to
greater numbers of students from under-represented
groups.

The preceding information is current to 2012-13 and
readers will be familiar with their current institutional
and provincial situations. In general, however, it is
fair to say that the revenue picture has continued
to deteriorate and constraint will continue in most
provinces in the short to medium term. Against the
preceding overview it becomes easier to understand
the sense of unease that keeps some university
administrators awake at night and the interest in
an examination of some of the basic constructs that
underpin higher education and the higher education
‘business model’ in Canada.
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Expense by type and
function

the average. Student services and Administration
experienced greater than average increases.

Key messages
Just the facts – Operating expenditures more than doubled
since 2000 but the variation by function is notable.
Instruction and non-sponsored research (academic
units) doubled and almost kept pace with the overall
rate of increase. The increase in Library expenditures
was far below the overall increase while Physical plant
expenditures also registered an increase below the average.
Student services and Administration (particularly the
sub-categories Academic support and External relations)
experienced greater than average increases.

In the case of Student services the increase was
fuelled by growth in Scholarships and Student Aid
expenditures and growth in student services reflecting
increased enrolment, the changing composition
and diversity of the student body, and institutional
programs aimed at improving various aspects of
student life and student learning. Determining the
extent of ‘cost pressure’ is complicated by the fact
that some part of the Student services function is
generally funded from ‘other fees’ and therefore not
necessarily a claim on core or discretionary operating
revenues. We will return to the examination of
Student service expenditures in more detail later.

Academic salary expenditures as a proportion of Operating
expenditures decreased in most provinces.
Benefits expenditures have increased nationally from 10%
to over 13% of Operating expenditures – by far the single
greatest shift in expenditures.
Funding levels set by government (grants and tuition)
are not sufficient to meet the associated costs of increased
activity levels and evidence indicates that sector specific
inflation is somewhat higher than CPI.

T

____________

he following information provides a picture
of expenditure changes by expense type
and by major function to help improve our
understanding of cost pressures and cost challenges.
The comparability of the data, over time, is affected
somewhat by the addition of new universities over
the period in British Columbia, Alberta and Ontario.
Focusing on the proportion of funding devoted to
certain expenditure items and/or functions helps
address some of the data comparability issues.
Table 2 provides a national level summary of
General Operating expenditures by function. Actual
expenditures more than doubled over the period
(119%) but the variation by function is notable.
Instruction and non-sponsored research (academic
units) doubled and almost kept pace with the overall
rate of increase. The increase in Library expenditures
was far below the overall increase while Physical
plant expenditures also registered an increase below

In the case of Administration, readers should note
that the CAUBO defined functional area ‘External
relations’ was part of the Administration function in
2000-01 and separately reported as of 2003-04. In that
year the External relations figure was almost $190
million. If a portion of that figure is deducted from
the 2000-01 stand-alone Administration figure, the
increase in Administration expenditures would be
considerably higher, hence the decision to show the
Sub-total for Administration and External relations.16
We will examine the Administration expenditures in
more detail later as well.
It is also important to note at this juncture that the
while the CAUBO Report provides a categorization
of expenditure by type and function, there are
acknowledged limitations in the consistency and
comparability of the information. For example,
differences in organizational structure and
management approaches to service delivery17
(i.e. centralized / decentralized) are part of the
Canadian higher education landscape and affect the
comparability of information. At the aggregate level,
however, the information is useful for identifying
major trends in income and spending.
Table 3 focuses on Operating Fund expenditures
associated with the largest expenditure item
in the universities (Academic salaries) and the
primary functional area, Instruction and nonsponsored research, which is basically all operating
expenditures in faculties and schools. The data

 eaders should also keep in mind that the External Relations expenditure figure does not reflect the ‘net’ expenditure after donations are taken into
R
account. Over the period, donations from all sources – as reported in the CAUBO report – increased from approximately $900 million annually to $1.2
billion, with increased donations from individuals and not-for-profits.
17
In some institutions, for example, Student services would be provided ‘centrally’ as well as in specific Faculties and Schools. The latter expenditures may
be recorded as a Faculty/School expenditure and reflected in the CAUBO Report functional area ‘Instruction and non-sponsored research’ rather than
in the Student services function.
16
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Table 2: Operating Expenditures by Function 2000-01 to 2012-13

Figure 2: % Change in Operating Expenditures by Function 2000-01 to 2012-13
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Table 3: Operating Expenditures by Jurisdiction
Expense Type - Academic Salaries Function - Instruction & non-sp research (2000-01, 2006-07, 2012-13)

indicates that while the absolute level of expenditure
has increased over the period through 2012-13, the
proportion for academic salaries has decreased in six
provinces, remained the same in two provinces, and
increased in Manitoba and New Brunswick. In terms
of the functional area, Instruction and non-sponsored
research, the proportion decreased in almost every
province over the period although in a few provinces
the proportion actually increased in the latter part of
the period from 2006-07 to 2012-13.

24

Table 4 focuses on Operating Fund expenditures by
expense type. Readers should keep in mind that every
percentage point shift on a base of approximately $20
billion represents $200 million. The ‘expense by type’
data tells the following story:
• Expenditure on Academic Salaries (full
and part-time academic staff with rank), as
just noted, declined as a proportion of total
Operating expenditures.
• The category ‘Other Instruction and Research
Salaries’ has increased reflecting the
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Table 4: Operating Expenditures by Expense Type ($000) 2000-01 and 2012-13

employment of more non-ranked academic and
non-academic staff engaged in instruction (i.e.,
instructors, clinical assistants, post-doctoral
fellows) as well as more teaching assistants
which in turn is related to both increased
graduate and undergraduate enrolment.
• Expenditure on ‘Other Salaries and Wages’
(support staff) has remained relatively steady.
Since the proportion of academic salaries has
declined the ratio of Other Salaries and Wages
to Academic Salaries has increased slightly.
• Benefits
expenditures
have
increased
nationally from 10% to over 13% of Operating
expenditures – by far the single greatest
shift in expenditures. More detailed data for
Ontario18 indicates that pension contribution
expenditures increased by almost $550 million
– close to ten-fold over the period. In 2000-01
pension contributions represented about 20%
18

of benefits expenditures; by 2012-13 that figure
had increased to over 50%.
• Salaries and Benefits combined, represent
about 75% of total Operating expenditure and
have increased by 1.3 percentage points, largely
on the strength of the increase in Benefits
expenditures.
• In terms of non-salary expenditures the notable
changes in the proportion of expenditure are
the decreases in Library Acquisitions, Materials
and Supplies, and Utilities, and the increases
in Scholarships and Student Aid, and Other
Operational Expenses.
• Two other categories are worth noting – Interest,
and Buildings and Land Improvement – since
the combined increase represents almost a
1 percentage point shift and reflects a change
in capital financing policy/practice over the
period.

Committee of Finance Officers – Universities of Ontario, Financial Report of Ontario Universities, select years, Table 13.a
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In sum, university expenditures by type are actually
reasonably stable over a decade or more with the
exception of Benefit expenditures where increased
pension contributions have clearly had a marked
impact. At the same time, shifts in government
and institutional policy in student aid and capital
financing have had an impact on Operating
expenditures. Nevertheless, the general level of
proportional expenditure stability underscores
the apparent ‘fixed cost’ nature of the university
enterprise and may suggest that marginal cost, over
time, essentially becomes average cost, a topic worth
further study.19

Compensation – cost
pressure

Coupled with the overview of expenditure trends
by function, the preceding information helps
inform a better understanding of where universities
have spent their money but it does not specifically
identify the nature and extent of the underlying cost
pressures. Clearly increased activity – enrolment,
research – is a cost driver but in the case of enrolment,
the various provincial funding arrangements tend
to acknowledge at least some part of the costs of
enrolment change and in most provinces tuition has
kept pace with or exceeded CPI inflation. In the case
of sponsored research the direct project costs are
often funded (excluding faculty time) and there is
some acknowledgement of indirect costs. It may well
be the case that the funding levels set by government
(grants and tuition) are not sufficient to actually
meet the associated costs of increased activity levels.
And there is evidence to indicate that sector specific
inflation is somewhat higher than CPI in any case.
There is also evidence to suggest that the incremental
funding associated with enrolment growth in the
STEM disciplines and at the graduate level is, in fact,
less than the actual costs.20

Canadian faculty salary levels, on average, are generally
competitive with U.S. salary levels in public doctoral
universities. The Associate Professor average salary is
somewhat higher than in the U.S., perhaps reflecting
differences in the virtually ‘automatic’ nature of PTR in
Canada.

The preceding leads to a more detailed examination
of cost pressures and specific factors that contribute
to the mismatch between revenue and expenditures.

iven that approximately 75% of Operating
expenditures are allocated to salaries and
benefits, cost pressures in those expenditure
categories will have a marked impact on institutional
finances. Benefits have been noted previously and
the specific pressure associated with pensions. This
section of the paper examines salary expenditures
with special attention to academic salaries in an
attempt to develop a better understanding of the
associated cost pressures.21

Key messages
From the late 1990s through to about 2006-07 or so the
increase in salary levels reflected a premium attributed to
‘knowledge workers’ in general and a tight labour market
for faculty.
On average, faculty are in the top 5% of wage earners
in the country and many full professors, and senior
administrators, would be near or over the threshold of the
top 1% of wage earners.

The increase in Canadian full-time faculty has not kept
pace with the increase in enrolment, thus resulting in
higher student to faculty ratios and pressure for more
faculty.
Staff salary levels have been affected by the general increase
in the market for ‘knowledge workers’ and the increase in
the number of professional staff in Academic Support,
Student Services and External Relations.
Over the past few years there has been a general slowdown
in the rate of salary increase as the market for faculty
weakened and governments introduced a variety of
measures to slow the rate of increase.

G

____________

 or more detail about average versus marginal cost see Gross, F. (1979) Formula Budgeting and the Financing of Public Higher Education: Panacea or
F
Nemesis for the 1980s? and Brinkman, P.T., and Allen, R.H., (1986) Concepts of Cost and Cost Analysis for Higher Education.
20
This assertion is based on a review of cost-based program weights in several U.S. jurisdictions.
21
Much of the information and analyses associated with academic salaries reflects the author’s work with a project for the Council of Ontario
Universities – ‘Academic Salaries: Just the Facts’ (2012) – with updates as appropriate.
19
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Figure 4: Doctoral degrees granted – Canada (1992-2010)

Academic Salaries
Given the relative size of the expense by type category
‘Academic Salaries’ the annual increase in faculty
salaries is a key source of cost pressure. There is no
question that salary levels for full-time faculty have
increased markedly since the latter part of the 1990s.
Fuelled by the general increase in student demand
and the ‘innovation agenda’ the demand for faculty
increased from the latter part of the 1990s onwards
just at a time when the supply of doctoral graduates
was in decline. Basic supply and demand principles
came into play.
Starting salaries were ‘bid up’ resulting in salary
compression problems. Institutions responded with
market adjustments and/or anomaly funds. Before
long the increase in starting salaries translated into
major salary pressures fuelled by several other
factors.
• The introduction of the Canada Research Chairs
(CRC) program resulted in added demand for
new faculty and contributed to salary escalation
22
23

at both ends of the faculty spectrum – adding to
salary compression problems at the junior end
and salary ‘gap’ problems at the upper end.
• The CRC program also resulted in a number
of interventions by institutions to retain and
recognize mid-career and senior faculty;
interventions that had a ‘ripple-effect’ in the
institution affecting salary levels and teaching
loads.
• In some disciplines such as Law and Business,
tuition deregulation, very strong competition
in academe and elsewhere, and world-class
aspirations combined to influence salary levels.
• Early on in the ‘innovation agenda’ special
funding was provided by the Alberta
government to improve the climate for faculty
recruitment and retention through increased
salaries.22
• Some have argued that the Public Sector
Salary Disclosure Act in Ontario (1996) had
an inflationary impact on faculty salaries.23
Beginning in April 1997 salary data was made

Alberta Learning, “Report of the Working Group on Faculty Attraction and Retention”, Alberta, May 2002
Gomez, R., and Wald, S., “When public-sector salaries become public knowledge: Academic salaries and Ontario’s Public Sector Salary Disclosure Act”,
Canadian Public Administration, Volume 53, No.1 March 2010, (107–126).
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public for all individuals paid $100,000 or
more employed in public sector organizations
including universities.
• Expectations of ‘catch-up’ to account for wage
restraints in the mid-1990s.
The increase in salary levels for faculty in the period
from the late 1990s through to the latter half of the
next decade was, in fact, similar to increases for other
individuals in the “knowledge economy”. Looking
back over a quarter century of earnings (1980-2005)
Statistics Canada24 reported that
• Earnings of full-time full year earners rose for
those at the top of the earnings distribution,
stagnated for those in the middle and declined
for those at the bottom.
• The more rapid growth at the top of the
earnings distribution has led to an increase in
the proportion of high earners over the past
quarter century. In 1980, 3.4% of full-time fullyear earners received $100,000 or more. By
2005, this proportion had almost doubled to
6.5%.
• Likewise, about 2.2% of full-time full year
earners received $150,000 or more in 2005, up
from 1.0% in 1980.
• The majority of these high earners were highly
educated. Even though they represented no
more than a quarter of full-time full year
earners, individuals with a university degree
accounted for 57.0% of those who received at
least $100,000 in 2005, and 65.3% of those who
earned at least $150,000.
It can be argued that from the late 1990s through
to about 2006-07 or so, the increase in salary levels
reflected a premium attributed to knowledge
workers in general and a tight labour market for
faculty. In the 2006 Census the salaries of faculty
with earned doctorates, on average, mapped closely
with individuals with doctorates in other parts of the
labour force – public and private. The 2011 Household
Survey suggests that in the intervening years (20052010) faculty experienced gains in their relative
position at all age levels. Some part of that relative
gain may be due to a less robust market outside
academe. Nevertheless, the end result appears to be
a relative improvement in faculty salaries.

It is worth noting that, on average, faculty are in the
top 5% of wage earners in the country and many full
professors and senior administrators would be near
or over the threshold of the top 1% of wage earners.
For reference purposes, Statistics Canada reported
that in the National Household Survey (2011) the
threshold level (2010 reported incomes) for the top
10% was $80,400, the top 5% $102,300 and the top 1%
$191,100.
In sum, the significant increase in salary levels that
characterized the period from the latter part of the
1990s through to a major part of the next decade
could be explained by market factors – both internal
to academe and external. The salary adjustments
were facilitated by the general availability of funding
in the period prior to the economic downturn in
2008; one could argue that both Baumol and Bowen
were right!
As the decade drew to a close, however, internal
markets had changed somewhat. By the middle of the
decade the number of doctoral graduates surpassed
the previous peaks of the mid-1990s promising a
respite on the supply side of the equation, delayed
a bit by the need for post-doctoral experience but,
perhaps, reflected in the somewhat lower rate of
salary escalation outside academe. The extension
of the abolition of mandatory retirement across the
country25 dampened demand in some provinces as
some faculty decided to continue working beyond
age 65.26 Demand was also affected by a slowing
in the rate of enrolment growth in some provinces
and the deteriorating financial situation. The impact
on recruitment was telling; the absolute number of
Assistant Professors declined in 2008-09 versus the
previous year and according to Statistics Canada the
numbers declined in 2010-11 relative to the previous
year.27
The financial crisis in 2008/09 changed the financial
situation markedly and exacerbated the ‘pension
problem’ in a number of institutions. The ‘pension
abyss’28 had a number of impacts of its own – putting
added pressure on institutional finances, adding
a major new issue to the bargaining table in some
instances, and affecting individual’s retirement
planning.

Statistics Canada, Earnings and Incomes of Canadians Over the Past Quarter Century, 2006 Census, Minister of Industry, Ottawa, 2008.
Manitoba (1983) and Quebec (1982) had abolished mandatory retirement previously.
26
CAUT Almanac, 2013-14 “…the proportion of full-time university teachers …employed beyond the common retirement age of 65 more than quadrupled
between 2001 and 2011 to 5.1%....” p.6
27
Statistics Canada, Salaries and Salary Scales of Full-time Teaching Staff at Canadian Universities, 2010-11 Final Report, Culture Tourism and the Centre for
Education Statistics: Research Papers 2011. Data from the OCAV-DE in Ontario tells a similar story; the number of Assistant Professors has declined
each year from 2008-09.
28
James Bradshaw, “Universities facing service cuts to climb out of ‘pension abyss’”, Globe and Mail, November 28, 2010.
24
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By 2011 Across-the-Board (ATB) increases started
to reflect austerity and provincial legislated wage
restraint in some jurisdictions. According to data
compiled by Faculty Bargaining Services (FBS) the
average ATB increase declined by over one full
percentage point relative to the 2009 and 2010 period
– more in line with CPI inflation. Nevertheless, the
addition of Progress-Through-the-Ranks (PTR)
costs, in the absence of sufficient turnover to finance
PTR, pushes the annual increase requirement into a
range that outpaces whatever CPI related inflation
provisions may be provided in operating grants and/
or tuition increases. The result, of course, is a constant
pressure that is then exacerbated by additional cost
requirements such as a need for greater pension
contributions. Further, there is evidence that changes
in salary policy and the potentially unintended
consequences of changes in policy (e.g., anomaly
adjustments, starting salaries, progress-throughthe-ranks regimes, equity adjustments, and market
adjustments) have on-going cost implications that
only point in one direction and, again, add to the
financial pressure.
International comparisons
Salaries for Canadian faculty are often reported to be
among the highest in the world.29 Full-time faculty
are faring reasonably well and have improved
their relative position. But are Canadian faculty
really the highest paid in the world? The assertion
about Canada’s relative standing originated from
a study by the Center for International Higher
Education at Boston College in the United States.
A detailed look at the methodology uncovered a
number of shortcomings that essentially rendered
the comparisons relatively meaningless but the story
garnered headlines. For a more detailed review of the
Boston College methodology please see Appendix C.
The need to pay attention to international salaries
is driven by an argument about the global market
for faculty and the need to raise Canada’s profile
internationally. But there is also an element of
‘Buying the Best’.30 Accordingly, it is instructive
to examine faculty salaries in the United States
as a benchmark for the situation in Canada. The
following table provides salary information by rank
for public and private doctoral institutions in select

U.S. states. The U.S. states were selected by virtue
of their inclusion in various reports of the Ontario
Institute for Competitiveness and Prosperity.
The table focuses on doctoral institutions31 in the
United States and uses the most recent data (201213) from the province of Ontario as the comparator.
The United States information is based on reported
9 month full-time salaries; in some disciplines (e.g.,
business, health sciences, engineering, natural
sciences) the salaries would be supplemented for
some faculty. It is recognized that Ontario salaries are
among the highest in Canada, along with Alberta and
Saskatchewan and therefore the Ontario ‘average’
is not representative of salary levels in many other
provinces. Based on a study using 2008-09 Statistics
Canada (UCASS) salary data the Ontario salary
levels averaged close to 10% above the national
norm excluding Ontario.32 In Ontario the majority
of institutions would qualify as ‘doctoral’ and that
group represents roughly 90% of the total faculty
in the province. Comparisons using other Carnegie
categories could be constructed to help shed
more light on the topic of Canada’s relative salary
position but the intent here is to simply provide an
overview of the relative position. To provide an idea
of the importance of institutional ‘type’ to academic
salaries in the U.S. the following table also references
Master’s universities – essentially regional state
universities.
The data illustrate a few key points:
• the range of salaries by state reflects major
differences across the United States – a
phenomenon similar to the range in salaries
across the provinces in Canada;
• there is a marked difference between average
salary levels in the Public institutions and the
Not-for-profit (private) institutions;
• once adjustments are made for purchasing
power Ontario’s average salaries by rank
appear to be higher relative to the public
institutions in the United States but, on balance,
lower than the private institutions;
• discounting the Ontario figures by 10% (the
national norm excluding Ontario) the average
salaries are close to faculty salaries in the public
institutions in the United States;

29 Dehaas, J., “The world’s highest paid professors – a surprisingly good deal”, Maclean’s April 12, 2012 and “Canadian profs: the world’s highest paid”,
March 22, 2012
http://www.macleans.ca/education/uniandcollege/the-worlds-highest-paid-professors-a-surprisingly-good-deal/
http://www.macleans.ca/education/uniandcollege/canadian-profs-the-worlds-highest-paid/
30
Clotfelter, C. Buying the Best: Cost Escalation in Elite Higher Education, Princeton University Press, 1996
31
Carnegie Classifications – see http://classifications.carnegiefoundation.org/
32
Council of Ontario Universities, “Academic Salaries – Just the Facts”, Working Paper, 2012.
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Table 5: Average Salaries for Full-time Faculty
(2012-13, Doctoral universities, Public and Not-for-Profit, by Jurisdiction, 9 month contracts in the U.S.)

Sources: U
 .S. Doctoral universities and Master’s universities, United States, National Center for Education Statistics (NCES) Table 316.5, Integrated
Postsecondary Education Data System (IPEDS), Spring 2013, Human Resources component, Salaries section.
Association of American University Professors (AAUP), The Annual Report on the Economic Status of the Profession 2012-13, Survey Report
Table 4. (http://www.aaup.org/sites/default/files/files/aaup-survey-table-04a.pdf)
Ontario, National Faculty Data Pool (NFDP), ad hoc report, Excl. faculty with senior administrative duties.

• Associate Professor salaries, in general, tend
to be relatively higher in Canada. That reality
may be related to a tendency in the United
States for greater merit differentiation and
different policies/practices regarding ProgressThrough-the-Ranks increments for long-term
Associate Professors; and
• Salaries at Master’s ‘type’ institutions in the
U.S. are considerably lower than Doctoral ‘type’
institutions reflecting differences in program
‘mix’ (more professional programs and
graduate programs at Doctoral universities)
and the relative differences in research activity
and funding support for research.
The information suggests that, on average, Canadian
faculty salary levels are similar to U.S. salary levels
30

but it is important to reiterate that the U.S. salary
information understates the salary for some faculty,
particularly faculty members in professional schools
and in disciplines that attract significant research
funding.
In sum, the cost pressure associated with faculty
salaries is real and for part of the period since 2000
was very much related to competitive pressures
for faculty – hiring and retaining the best in a tight
market. The fact that faculty in Canada appear
to have improved their relative position between
2006 and 2011 suggests that some of the external
competitive factors had abated somewhat and the
relative improvement was due to that factor as
well as internal factors within the higher education
community – competition among institutions,
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Table 6: Staff Salary Expenditures ($000) by Function 2000-01 to 2012-13
(Staff Salaries = Other Salaries and Wages)

the ‘lag’ associated with multi-year collective
agreements, salary parity provisions in collective
agreements, and the consequence of internal salary
policy changes.33 More recently, the ATB provisions
have been more in line with inflation although once
PTR is factored in the overall increase outpaces CPI
‘inflation’ increases in revenue.

faculty, adjunct /sessional, and allowing larger class
sizes. But the impact on the quality of the learning
experience and learning environment, along with
a more demanding student body,34 has spawned a
new and/or expanded set of Academic Support and
Student Services – one element to consider as we
turn to an examination of Staff Salaries.

The ‘rates’ part of the academic salaries equation
tells part of the story about cost pressure but there is
also a ‘numbers’ part; that is the unrelenting demand
for more faculty – to meet increased enrolment
demands, generate sponsored research, improve
the student to faculty ratio, develop new programs
and areas of expertise, and strengthen existing areas
of expertise. The knowledge ‘explosion’ regularly
creates new areas of discovery without necessarily
shedding old areas. Previously, Table 4 indicated that
the expenditure on academic salaries had declined
as a proportion of Operating Fund expenditures –
meaning that academic salary expenditures increased
at a pace that was below the average increase in
operating expenditures. The inevitable trade-off of
‘rates versus numbers’ has meant that the student to
faculty ratio has increased nationally and in virtually
every province. Moreover full-time faculty are
spending more time on research now than they were
before the ‘innovation agenda’. Universities have
adapted somewhat by employing more teaching-only

Staff Salaries
Financial Information from the CAUBO report
indicates that as a proportion of Operating
expenditure staff salaries decreased by about 0.5
percentage points over the period – not as much as
academic salaries, however, and therefore the ratio of
staff salaries to academic salaries increased slightly.
A more detailed review of staff salaries by function
points to specific areas of above average increase that
may reflect ‘cost pressures’ – both demand for more
staff and demand for higher salaries. Specifically,
as evidenced in the following table, expenditure on
staff salaries increased by more than the average in
Non-credit instruction, Computing, Administration
and External relations, and Student services.
Combining Non-Credit with the category Instruction
& non-sponsored research brings the total increase
in the ‘academic area’ below the average. The above
average increase in Non-credit instruction is not
unexpected given institutional attempts to generate
new revenue streams; at least some of the increase is

 nother possible explanation is the change in Census methodology between the 2006 Census and the 2011 Household Survey. While the 2011 dataset
A
appears robust enough for comparison purposes, no attempt has been made to statistically test or examine the two datasets in detail.
34
The ‘more demanding student body’ is both a function of the entitlement/accountability associated with paying higher tuition, in some provinces,
increased demands generated by parents, and the consequence of media rankings that pay attention to university ‘learning environments’ (Maclean’s,
33
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likely related to non-credit executive and professional
development programs in Schools of Business and
other professional areas.
The increase in Computing is perhaps explained by
the ubiquitous nature of information technology
in general and, more specifically, the introduction
of enterprise administrative systems during the
timespan. While such systems may have improved
efficiency and/or improved functionality, the
required expertise and resource to maintain and
operate such systems has been an on-going concern
in many institutions; specific expertise carries a price
tag.
For purposes of this analysis the functions of
Administration and External relations have been
combined. As noted previously, the functional
category External relations was introduced as
a separate CAUBO reporting function in 200304. In prior years the activities were included in
‘Administration and general’. The increase in the
combined functions suggests an increase driven by
activity and not simply salary pressure – although
the acknowledged areas of growth – external
relations, advancement/alumni affairs, research
administration, and academic support tend to require
more professional staff with commensurate salary
expectations in a reasonably competitive market. It
is also worthwhile pointing out that some part of
the increased salary bill is related to the addition
of senior academic administrators who generally
receive compensation increases similar to faculty
and have their academic salary supplemented with
an administrative stipend. The preceding tells part of
the story about ‘Administration’ but a bit more detail
will be provided in the section that deals with the
topic of ‘Administrative bloat’.
The significant increase in salary expenditures in the
Student services is consistent with the introduction
and / or expansion of services. Some part of that
expansion is simply related to the overall increase in
enrolment but it is also evident that institutions have
had to ‘staff up’ to deal with
• the impact of larger class sizes and less faculty/
student engagement,
• the arrival of the Millennials (and ‘helicopter’
parents),
• increased numbers of students with disabilities
and students requiring accommodation,
• increased numbers of students from underrepresented groups, and
• greater emphasis on student mobility.
32

Many staff associated with the service increases
would be in professional categories thus adding to
the growth in the salary mass and adding additional
salary pressure in line with other ‘knowledge
workers’. While it is clear that the Student services
function has experienced considerable growth since
2000 the extent of its contribution to the general
‘cost pressure’ in the Operating fund is more of an
open question. Clearly some portion of the demand
for new services or expanded services is funded
from general operating revenues – predominantly
operating grants and tuition, and sometimes
earmarked by government. But ‘Other fees’ have
increased markedly over the period and some part
of the increase is related to the support of specific
student services.
Salary levels for many staff are often affected by local
markets. In theory, institutions could rationalize the
difference between salary increases for faculty and
staff by virtue of the differences in those markets but it
is not clear from the data if that is the case. Moreover,
a variety of factors tend to push institutions to a more
common ATB increase – often similar to the increase
for faculty. In some cases staff in specialist positions
(management, information technology, advancement
/ fund-raising) may be affected by professional
sub-markets and ‘knowledge workers’, generally,
experienced above inflation salary increases for much
of the period in question. The ‘professionalization’ of
the non-academic staff has undoubtedly contributed
to the growth in the salary mass and a requirement
to pay more attention to sub-markets. However,
outside academe, salary increases began to moderate
part way through the decade as a result of the impact
of the global financial crisis.
The preceding information points to some plausible
explanations for the general increase in salary
expenditures and the more specific cost pressures
associated with salary increases and an expressed
need for more faculty and staff. Interestingly the
rates part of the equation has received greater
attention than the numbers part of the equation but
both contribute to the cost pressure. In a knowledge
economy the salary increase pressure has emanated
from competitive external markets but that has
changed somewhat in the wake of the global
financial crisis and subsequent economic downturn.
The various measures that provincial governments
have used to slow the rate of compensation increase
in the Broader Public Sector may have helped change
ATB expectations but, no doubt, will fuel a pent-up
demand for catch-up of some sort. As noted in the
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Drummond Report “history shows that wage freezes
are often followed by wage catch-up periods.”35
Before leaving the topic of staff salaries, the
Library deserves a comment since the increase in
salaries expenditure is far below the ‘average’. As
noted previously university libraries have been
transformed by technology in many ways. And
university libraries are characterized by a cadre of
professional and technical staff that tend to work
collaboratively across functional and institutional
lines. Whether some of the experience in ‘the Library’
can be gainfully used elsewhere to contain costs
while maintaining and perhaps improving service is
a question that deserves further study.

Administrative ‘bloat’?
Key messages
Several factors help explain the increase in ‘administration’
– the impact of significant increases in enrolment and
research, the shift in faculty workloads, new initiatives
in the pursuit of revenue, profile, and prestige, and/or
external pressure related to accountability, regulatory
initiatives, and competition.
Most of the growth is linked to the increase in size and
complexity of the organization in an era of increasing
government intervention / regulation and competition.
But some of the growth is related to internal factors –
the need for more internal regulation, and the expansion
of collective bargaining – and a penchant for revenue
diversification that often carries with it administrative
overhead.
The new and/or expanded activities tend to be in areas that
are more visible to faculty (Academic Support) and also
may appear to be ‘heavy’ on process and regulation.

I

n the best of times administrators ‘take it on the
chin’ in academe – even academic administrators.
The general argument against ‘administration’
has focused on both rates and numbers; salaries and
numbers seen as too high. Administrators in general,
and academic administrators in particular, have
prospered over much of the period since the latter
part of the 1990s. Their salaries have kept pace with
adjustments in academe, generally, and the advent of
greater mobility and publication of individual salary
data has created a competitive market of its own.

35

The apparent increase in ‘administration’ is a function
of five main factors – separate and yet intertwined.
• First, as noted earlier, is the increase in academic
support services and student services, driven
by a variety of factors including increased
enrolment and the effects, at least in some
institutions, of large class sizes and higher
student to full-time faculty ratios and the use
of more adjunct/sessional appointments.
• Second is the growing complexity of the
institutions and the expanded mandate.
• Third is the general increase in regulations –
some external, some internal, and the need for
compliance and reporting.
• Fourth is an emphasis on the term
‘accountability’ and the link to marketing,
communications, reporting, and raising profile.
• And fifth is related to the general pursuit of
new revenue and new initiatives – the latter
often seen as a competitive imperative.
Each of the preceding points deserves further
comment.
The functional area ‘Administration and general’ in
the CAUBO Report includes a long list of activity
areas ranging from Audit fees to the Office of the
President and includes executive offices as well as line
departments such as finance, procurement, human
resources and the registrar. The aggregate level of
expenditure makes it difficult to determine whether
there are specific areas within the general category
that have grown faster than others. The COFO-UO
Report in Ontario provides a level of disaggregation
by separating Academic Support expenditures from
the Administration and general category and the
data is available from 2000-01 onwards.
Using the COFO-UO data, Academic Support
expenditures increased from about $150 million to
almost $425 million – an increase of about 280%.
The amount spent on salaries in the category more
than tripled over the period. ‘Administration and
general’ expenditures increased by about 215%
with the salary component increasing by 220%.
The average increase in Operating expenditures in
Ontario during the period was almost 230%. The
data suggests, then, that a major component of the
increase in what is often seen as ‘administration’ has
been in Academic Support – those activities that are
directly supporting Instruction & Research and likely
more visible to individual faculty members. What

 ommission on the Reform of Ontario’s Public Services, Public Services for Ontarians: A Path to Sustainability and Excellence, (Drummond Commission)
C
Queen’s Printer for Ontario, 2012. p.367
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are those activities? The COFO-UO categorization
includes the following:
• Central animal services
• Central shops for instruction and research
(machine shop, glass blowing, electronics shop)
• Co-op program administration
• Faculty and instructional support services
• Vice-president Academic (Provost’s Office)
• Vice-president
Research
and
research
administration
• Registrar’s Office
• Distance education support
• Audio-visual support
• Class scheduling
The drivers behind the growth in the Academic
Support function are tied to a number of factors
including enrolment increases and increases in
research but also greater institutional interest in
demonstrating a commitment to ‘teaching’ and
‘research’ even though the number of full-time
faculty has not kept pace with the increase in
student demand. That involves, among other things,
supporting alternative or complementary academic
program delivery systems, providing administrative
support to the research enterprise, and being seen to
support internationalization.
Responsibility for the development of partnerships
with communities, businesses, colleges and other
universities, and other public institutions/agencies
tends to fall somewhere in the category of Academic
Support as does at least some of the responsibility
and expense of satellite campuses. At the same time
in a ‘Provost model’ of university administration, the
day to day operation of the university is reflected in
this particular portfolio via the Office of the Provost.
It is also the case that the Academic Support area
tends to be the locus of quality reviews; a linchpin
for quality improvement.
Many of the activities in the Academic Support
are ‘new’ or have taken on added importance over
the past decade or so often prompted by external
developments (e.g., program reviews, innovation
agenda) and/or increased interest in new ‘markets’ –
often with revenue generation in mind (e.g., distance
education, internationalization, satellite campuses).
As noted earlier the new and/or expanded activities
tend to be in areas that are more visible to faculty
and also may appear to be ‘heavy’ on process and
regulation – i.e., the administration of research
grants.
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The complexity of the modern university is a topic
that was touched on earlier but deserves a revisit
in light of the topic of ‘administrative bloat’. As
institutions have grown in size one would expect
an increase in the number of managerial staff and
changes in organizational structure. One might also
expect that, over time, policies and processes would
be instituted to manage the increased level of activity.
What stands out in higher education, however, is
the significant growth in the more traditional areas
(academic programs36 and research) and significant
growth in new areas – academic program support,
student services, and external relations.
The impact on the organization needs to be seen as
a cumulative effect – the growth creating its own
complexities, adding to the complexity inherent in
expanded mandates, and the complexity associated
with a more regulated society. The complexity factor
may, in fact, be one component in helping to explain
why the expansion of enrolment and research activity
is not a marginal cost proposition.
The increase in regulations and/or the pervasiveness
of a regulatory environment are an on-going legacy
of many governments over the past twenty years.
In addition to legislation related to all sectors of
the economy (i.e., tax changes, environmental
regulations, safety standards,) as part of the Broader
Public Sector (BPS) higher education has been subject
to legislation and regulation pertaining specifically
to the public sector (e.g., procurement, salary
restraint). And higher education has also be subject
to legislation/regulation specific to the sector.
Looking inwards, universities have also been
subject to greater ‘regulation’ in the form of internal
processes, procedures and policies.
• Some part of the internal pressure for more
formal policy is no doubt related to the increase
in size of the institutions and diversity of
faculty, staff and students.
• Another part is related to collective bargaining,
the more formal rubric associated with
agreements, the general increase in the number
of bargaining units over the period, and
the (usually) unforeseen time requirement
associated with contract administration.
• And some part is no doubt related to a relatively
new found interest in risk management.

I n more decentralized environments the claims of ‘administrative bloat’ may also be associated with increased complements (academic administrators
and professional staff) in dean’s offices – again, more visible to faculty members.
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Regardless of the rationale, an increase in the
regulatory environment tends to generate work and
a requirement for more staff – often professional
staff. And professional staff, by the very nature of
their training, tend to provide a rigour to the job that
requires or encourages a more formal ‘regulatory’
environment.
Accountability is treated as a separate factor because
over the past quarter century it has taken on a life of
its own and has had a major impact on institutional
costs. While regulatory requirements under the
guise of accountability are part of the institutional
environment the advent of rankings and public
disclosure about institutional performance has
created its own industry inside institutions (and
outside as well).
Finally, in the quest for new revenue and/or
expanded revenue opportunities universities have
taken on added ‘business ventures’ that invariably
require more administrative time, organization, and
cost. Satellite campuses, research parks, international
campuses, and technology transfer offices are
examples of ventures where the prospect of ‘more’
(more students, more research) is equated with more
revenue, more profile, more presence, and more
prestige – a clear “win win”. Except it requires a lot
of work and very often generates considerably less
revenue and a lot more problems than expected.
Each of the preceding has a set of sub-topics
worthy of further investigation and discussion
papers of their own37, but the key point is that
much of the growth that is perceived by some to be
‘Administrative bloat’ can be traced to the impact
of significant increases in enrolment and research,
the shift in faculty workloads, increased emphasis
on labour relations, new initiatives in the pursuit
of revenue, profile, and prestige and/or external
pressure related to accountability, regulatory
initiatives, and competition. It is worth noting that
while the term ‘Administrative bloat’ is used to
describe the expansion of administration in general
(relative to the Instruction and Research function)
in the minds and eyes of faculty it is the expansion
of senior administration that seems to generate the
most disparaging comments.
But just as “the faculty” has a limited understanding
of the various aspects of administration and the
37

underlying pressure points, many university
stakeholders – governments, students, alumni,
non-academic staff and funders – have limited
understanding of ‘research’ except to note that it
seems to be part of the cost structure.

Research
Key messages
Research is an integral part of a university’s activities.
The ‘innovation agenda’ sparked a marked increase in the
amount of research activity and a shift in faculty workloads.
But the ‘shift’ in faculty workloads was not acknowledged
via the hiring of sufficient faculty to deal with increased
enrolment and increased research. Nor were the indirect
costs appropriately funded.
The preceding costs are real and largely ‘funded’ from
Operating revenues via larger class sizes, the use of more
part-time or teaching only faculty, and more cost pressure
on Operating revenues.

R

____________

esearch is an integral part of the academy
and mission. It is an integral part of being
a full-time faculty member. The growth in
research activity, especially since the latter part of
the 1990s, has been significant and the associated
funding has benefitted Canadian universities
in many ways. Through initiatives such as the
Canada Foundation for Innovation (CFI), CRCs,
the Knowledge Infrastructure Program (KIP) and
tri-council investments, Canadian universities have
considerably better research facilities, and more
faculty to expand research activity and benefit the
learning environment. The various measures over
the past fifteen years or so have increased Canada’s
R&D capacity and provided living laboratories to
enrich the educational product.
Building the capacity, however, is a far cry from
supporting the full costs of research on an on-going
sustainable basis. It is increasingly evident that
funding levels and funding mechanisms utilized to
support research in Canadian universities38 are not
covering the full direct and indirect costs of research
at the institutional level.

 he “high level of unionization in the university sector is an important contextual feature of the nature of the environment in which academic work is
T
performed and developed.” (Gopaul et al., 2012) In a labour intensive ‘business’, the ‘contextual feature’ looms over discussions about all key aspects of
the academy from workload, salaries, and sustainability, to planning, programs and governance. The topic deserves careful examination to understand
the factors that have contributed to the current state and determine ways to improve the labour relations environment.
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The results of CAUBO’s survey on the Indirect
Costs of Research is a sobering read. It is evident
that institutions are incurring real costs in excess
of indirect cost recoveries and, one can infer that
institutions are subsidizing the research enterprise.
That finding by itself is not new. But the general
tenor of the report suggests ‘Research Will be the
Death of Universities’ unless major steps are taken
to address the variety of funding issues associated
with indirect costs. While the report makes it clear
that part of the challenge rests with the private and
public funders of research in Canada it is equally
clear that the university community has work to do
internally and externally raising awareness of the
indirect costs of research, accounting for the indirect
costs of research, and addressing the exemptions and
practices regarding the charging of indirect costs.
The financial challenges associated with research
extend far beyond the issues associated with indirect
costs. The fundamental challenge is that faculty time
is not adequately recognized in the research funding
equation. Some faculty are paid from research funds
(i.e. Canada Research Chairs) but the vast majority
of faculty are actually ‘funded’ from operating
funds. The shift in time towards research for those
faculty, has not been fully recognized in the funding
equation.39 At one level the funding of research is
simply one component of the on-going federal/
provincial debate about funding levels, jurisdiction,
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and accountability. The federal government claims to
have addressed its responsibility through the Canada
Social Transfer (CST) and the myriad programs/
investments of the tri-councils, and related agencies
(CFI, CRCs, CERCs, etc.). The universities, for the
most part, deal with the federal government directly
in the hope of a receptive ear and further investment.
The provinces see the federal investment as either
meddling in the post-secondary arena and/or
distorting provincial priorities – hence the steps by
some provinces to carve out a research agenda of
their own.
While the federal government suggests that the CST
provides sufficient funding to recognize the basic
research component of faculty time imbedded in
PSE funding, the fact is few provinces are openly
accountable with respect to the CST and choose to
treat it as part of the general revenue stream. The
CAUBO survey makes it very clear that universities
need to be developing their own estimates of
research costs to help inform the debate. There is little
question that the challenges associated with research
funding are pressing and are a main contributor to
the overall question about the sustainability of the
current business model. And inextricably linked
to the discussion about research ‘funding’ and
sustainability are the questions about faculty time
and workloads.

In contrast to funding approaches in other jurisdictions (e.g., United Kingdom, United States).
Some will argue that the funding requirement is recognized via the grant funding associated with graduate enrolment, which has an implicit research
component imbedded in the program weight (in jurisdictions with program weights). That argument assumes the current program weights and funding
values actually approximate the cost of graduate education – an assumption worthy of further examination.
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Faculty workloads
Key messages
There has been a ‘shift’ in workloads largely associated
with increased graduate enrolment and research.
The ‘workload’ associated with ‘research’ has increased
in concert with the competition for external funding,
graduate supervision and the necessity of securing
support, and increased emphasis on the dissemination of
results and technology transfer.
At one time there was considerable variation by institution
in the nominal amount of time allocated to research
depending on discipline ‘mix’ and institutional size. In
more recent times many institutions have adopted a 4040-20 attribution.
Since a major part of the sponsored research funding is in
the sciences, applied sciences and health sciences, the actual
amount of time allocated to research in large institutions
with those disciplines is somewhat higher than 40%.
Faculty members in Canada consistently report working
50+ hour weeks, on average, and comparative data
suggests the level of ‘time spent’ is greater than in other
jurisdictions.
s noted previously there has been a shift
in faculty workloads over the period from
teaching to research and service. On average
full-time faculty teach fewer undergraduate courses,
although not necessarily fewer students, and
spend more time on graduate student courses and
supervision than in the past. Faculty also spend more
time on research, now, than in the past, and there is
some evidence that more time is spent on ‘community
service’ activities associated with technology transfer,
partnership building, fund-raising and profile
building. The proportion of time devoted to each of
the preceding varies from individual to individual
within an institution.40 While institution’s will have
policies that govern faculty workloads, the actual
‘mix’ of work assignments – teaching, research,
and service – are usually the result of a blend of
departmental requirements (for example, breadth
and depth of programs at the undergraduate and
graduate levels, numbers of students, majors, courses,
and representation on university governance bodies,
etc.) and individual circumstance, with the latter
affected by factors such as the number of graduate

A

 ask Force on Resource Allocation, “The Structure of Academic Work’, Ontario Council on University Affairs, August 1994, p.15.
T
See footnote 21. Some of the data points and text is from “Academic Salaries: Just the Facts”.
42
Ontario Council on University Affairs, (1994) Sustaining Quality in Changing Times: Funding Ontario Universities. p.40
43
Task Force on Resource Allocation, (1994) “An Analysis of the Costs of Teaching, Research and Community Service”, Ontario Council on University
Affairs, August 1994, p. 12. It was recognized, that the allocation of faculty time would differ by institution according to mission and disciplinary mix.
40
41
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Table 7: Faculty Time Coefficients for Research

Figure 3: Distribution of faculty time - weekly average46

students, external research awards, commitments
to disciplinary service (for example, editor of a
journal) and membership on various administrative
/ governance bodies (for example Senate or Senate
committees, Governing Board, Faculty Boards,
departmental committees etc.) and engagement in
community service.41
To put the preceding in context, it may be useful to
examine ‘workloads’ over time, keeping in mind
that the underlying survey instruments often have
methodology challenges of their own. The now

defunct Ontario Council on University Affairs
(OCUA) provided an analysis of various workload
studies as part of its review of university funding
in 1994 and the findings at the time suggested the
following:
• Across the four major activity categories of
teaching, research, external community service,
and internal administration governance,
there were “basic commonalities across
jurisdictions.”
• …on an institutional basis academic work
is generally organized in much the same

 ask Force on Resource Allocation, (1994) “The Structure of Academic Work”, p. 18 (the “percentage of time allocated to research is highest among faculty
T
in the agricultural and biological sciences, and in mathematics and physical science.”)
45
Gopaul, B., Jones, G.A., and Weinrib, J., The Changing Academic Profession Canada: Perceptions of Canadian University Faculty on Research and
Teaching, Paper presentation, Canadian Society for the Study of Higher Education, May 2012.
44
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way across publicly funded universities in
North America. The proportion of faculty
time allocated to the universities’ three main
activities (teaching, research and service) is
roughly the same in all universities with similar
missions.
• …there is significant variation in the amount
of time individual faculty members devote
to each activity, particularly to teaching and
research.42
OCUA’s Task Force determined the average allocation
of faculty time across the four main activities as
follows: teaching 40%, research 35%, community
service 13% and administrative support 12%.43
In 2001, as part of its effort to develop estimates
of Higher Education Research and Development
(HERD), Statistics Canada commissioned a survey
of faculty to update estimates of time devoted to
research. The Statistics Canada survey indicated there
are differences in the distribution of faculty research
time by size of institution – which, perhaps, could
be interpreted as differences in institutional role and
mission. The Statistics Canada survey also suggests
there are major differences by discipline with the
‘Sciences’ faculty (engineering, health professions,
biological and physical sciences) generally reporting
more time in research activities than their colleagues
in the Humanities, Fine Arts, Education and Social
Sciences – a finding also reported in the earlier
OCUA effort.44 Table 7 is an excerpt from the Statistics
Canada publication.
Findings from the more recent Changing Academic
Profession45 (CAP) survey (2007-08) indicated that
faculty continue to spend the majority of their time
on teaching and research with more time devoted to
teaching and related responsibilities when classes
are in session and more time devoted to research
when classes are not in session. Other parts of the
‘workload” – administrative duties, service and other
academic related activities appear to be relatively
similar throughout the year.
Most recently (August, 2014) the Ontario Council
of Academic Vice-Presidents reported on a project

entitled ‘Faculty at Work’ that is based on the
premise that faculty, on average, devote 40% of the
work effort to teaching, 40% to research, and 20% to
service – where service includes service to internal
and external communities.47
The OCUA study and the CAP survey also provide
an indication of the total amount of time that faculty
devote to fulfilling their responsibilities. OCUA’s
Task Force noted that
	“One of the striking features of these estimates
of the total hours worked is their stability across
institutional types and over time. On average,
faculty report that they work between 50-60
hours per week during a teaching term…”48
Findings from the CAP survey indicated that, on
average, faculty in Canada reported working a little
over 50 hours per week during the ‘teaching term’
and close to that when classes were not in-session.
International results from the Changing Academic
Profession project indicated that there are similarities
in the proportion of allocated time of Canadian faculty
and their counterparts in the United States and the
United Kingdom. The same comparisons suggest
that Canadian faculty worked more hours per week
than their counterparts in the other two countries.49
What to conclude from the ‘workload’ information?
Twenty years ago the teaching, research, service
attribution was roughly 40-35-25 and the various
surveys and studies indicated there was considerable
variation by institution depending on discipline ‘mix’
and institutional size. In more recent times many
institutions have adopted a 40-40-20 attribution and
the fact that it now appears to apply to a broader
range of institutions is of significance and may help
focus attention on the costs and cost pressures of
research in smaller to medium size institutions.
Moreover, it could be argued that since a major part of
the sponsored research funding is in the sciences and
health sciences, the actual amount of time allocated
to research in large institutions with those disciplines
is somewhat higher than 40%. Given the underlying
financial construct discussed in the preceding
section on research, it becomes even clearer why
research funding challenges are a main contributor

 cience, Innovation and Electronic Information Division (SIEID), Estimation of Higher Education Research and Development Estimates, 2005/2006,
S
Science and Technology Surveys Section, Statistics Canada
Ontario Council of Academic Vice-Presidents, Faculty at Work, Council of Ontario Universities, August, 2014.
http://www.cou.on.ca/publications/reports/pdfs/ocav_facultywork_august26
48
Task Force on Resource Allocation, p. 6.
49
Research Institute for Higher Education (RIHE), “The Changing Academic Profession over 1992-2007: International, Comparative and Quantitative
Perspectives”, Report of the International Conference on the Changing Academic Profession Project, 2009, RIHE International Seminar Reports,
Number 13, September 2009, Hiroshima University, Hiroshima, Japan.
50
The study defined “deferred maintenance as any building needs that are past due or coming due in the next 5 year window.” (p.7) Building needs
focused on maintenance/repair and life cycle needs and excluded items such as modernization, grounds infrastructure and utility distribution
infrastructure.
46
47
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Part III: Discussion / Considerations

T

he sustainability of higher education is a topic
that generates considerable interest. Pundits
and critics inside and outside the academy
spend enormous amounts of time pointing out the
problems of higher education and cover a vast array
of topics from overpaid and underworked faculty to
administrative bloat. And they often offer up their
own versions of higher education efficiencies – more
teaching-only staff, fewer tenured faculty, more
three-year degrees and fewer specializations, more
prescribed programs and less breadth and depth of
course offerings, more teaching oriented institutions
and fewer research intensive institutions. The list
goes on. Many of the prescriptions are based on
assertions rather than facts but nevertheless seem to
have a ‘life of their own’ often because they play to
perceptions fuelled by half-truths and anecdotes.
In more recent times three areas have emerged that
have garnered attention because they are seen as
having, among other things, major impacts on higher
education and the higher education cost/revenue
equation;
• faculty workloads,
• internationalization, and
• revamping program delivery using technology.
The preceding section on Faculty Workloads, explored
some of the intricacies and challenges associated
with workloads and, to a lesser extent, productivity
in academe. It is evident that many institutions have
adopted various strategies to address the workload
realities on the ‘teaching side’. Part-time faculty,
teaching-only faculty, and curriculum revamping are
but a few of the strategies employed. The full cost
implications and quality implications are less well
understood but ultimately of critical importance to
the institution and the sector. For that reason the
recent initiative by the Ontario Council of Academic
Vice-Presidents, cited previously, to shed some
light on faculty workloads is a major step forward
in developing a better understanding of the cost,
complexity, and contributions of faculty work.

Internationalization

Internationalization efforts have been underway for
some time in many Canadian universities, but the
topic has taken on greater urgency because it is now
seen as a public policy priority with considerable
economic benefits. Over the past decade international
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enrolment in universities has tripled to over 100,000
full-time students – roughly 10% of total enrolment.
The greater reliance on international enrolment and
the various partnership enrolment and research
arrangements with institutions and governments
abroad clearly brings benefits – revenue, profile,
partnerships – but also brings costs and a heightened
degree of risk. Yet it is very unclear whether
Canadian universities have recognized the full costs
of internationalization and/or have the capacity to
manage and mitigate the risk.
The underlying motivation for internationalization
helps establish the cost parameters and risk/
reward trade-off. If institutions are pursuing
‘internationalization’
primarily
for
revenue
enhancement then the emphasis will naturally shift
to the revenue reward, by definition, because it is
easy to measure. In that environment institutions
may well ignore or downplay ‘costs’. And they might
assume greater ‘risks’ financial and otherwise, by, for
example, placing recruitment efforts (and reputation)
in the hands of agents, or developing new services
or emphasizing services such as immigration
counselling.
Internationalization represents a shift in various
components of the business model – a new market,
and/or service if it emphasizes students going
abroad, and it may involve satellite campuses and
/ or more reliance on on-line learning. Mitigating
the risks, at the very least, requires institution
to focus on quality considerations first and
foremost, be clear about their own motivation and
commitment, exercise due diligence in their pursuit
of internationalization, international students, and
international partnerships, and pay attention to costs
not just revenue.

Learning Technologies

Another component of the business model that will
continue to evolve is the program/course delivery
system(s). Earlier it was noted that universities
employ more adjunct / sessional faculty than they
did at the start of the new Millennium. That reality
reflects the evolution of the delivery model that,
for the most part, hinged on the lecture/seminar
provided by a full-time faculty member. But it is an
evolution not a revolution. The revolution, if one
believes the higher education futurists, promises
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to be in the adoption of technology to ‘deliver’
enriched course content to students. That is already
happening via blended learning on-campus and
considerably more investment in on-line learning offcampus and on-campus. But whether it represents a
better learning experience and encourages or allows
greater student-to-faculty engagement is still to be
determined. And, of course, there is the cost.51
The PSE landscape is littered with the debris of online distance education ‘solutions’ – solutions to
access and solutions to cost. There is a market for online education and some institutions will continue to
integrate technology and on-line learning into their
educational offerings in very creative ways. But there
is no evidence it is less expensive to the institution.
Rather, there is considerable evidence that the
continuous development and on-going support
systems represent significant investments in capital,
software development and support, and highly
skilled personnel, in addition to faculty members. If
the program / course can be ‘scaled up’ appropriately
it could have the potential of being sustainable. The
evidence to date suggests ‘scaling-up’ is difficult for
a variety of reasons that are beyond the scope of this
paper. The interest in on-line programs / courses,
however, does speak to a potential market that
existing institutions may be missing – deliberately
or accidentally. What drives existing students and
prospective students, to an on-line model elsewhere
in the first place? And institutions should be thinking
about the cost – in this case foregone revenue.
There is one other area that deserves a brief
comment – the interest in new resource allocation
models. Institutions should pay attention to their
own resource allocation models and that means
paying attention to revenues and costs. How an
institution then decides to allocate its resources is a
function of many factors specific to the institution.
Revenue and cost attribution approaches (e.g.,
Activity Based Budgetting, Responsibility Centred
Management) will help institutions develop a better
understanding of institutional costs and cost drivers.
And the adoption of a more decentralized approach

51

or ‘each-tub-on-its-own bottom approach’ may help
optimize revenue generation and encourage some
units to explore new revenue generating initiatives.
But it should not be oversold as a solution for
sustainability; it is just one ‘tool’ in the ‘tool-box’.

Concluding Comments

A major part of the immediate financial challenge
facing Canadian universities emanates from external
factors such as government funding policy, funding
levels, regulations, and demographics. Part of the
challenge, however, has its origin in the practices,
policies and decisions of the universities themselves.
This discussion paper set out to provide sufficient
information and analysis to stimulate discussion and
focus attention on fundamentals as key ingredients
to ‘improving the odds’ for a financially sustainable
future.
There are no easy solutions to reconciling cost
pressures with revenue realities. A multi-faceted
approach is required and will ultimately involve
discussion and partnerships with various external
stakeholders and members of the university
community and will lead to strategies that include
both revenue enhancement and expenditure
constraint measures. It necessarily begins, however,
with the need for a more in-depth understanding
of fundamental cost drivers in the institution and
a critical look at some of the key factors that have
shaped the financial aspects of Canadian higher
education in the new millennium.
Many topics touched on in the paper deserve more
attention and, no doubt, there are topics that deserve
less. And it may be the case that some important
financial topics have been missed altogether (e.g.,
capital financing, credit rating methodologies,
resource allocation). Nevertheless, to the extent the
discussion paper sheds some light on key topics and
helps inform and spark discussion about the financial
future of Canadian higher education, it will have met
its objectives.

 or a review of various curricular and program innovations see S. Mintz, The Future of Higher Education,
F
https://www.insidehighered.com/users/steven-mintz
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Appendix A: Selected reference
information by province

ppendix A provides a snapshot of key
information that provides a useful reference
at the provincial level to help underscore
the diversity mentioned previously. Each of the
columns illustrates the diversity across the provinces
and reference will be made to the data in various
parts of the paper. The level of government debt
financing costs is important to developing a better
understanding of possible ‘futures’ for higher
education. University finances are affected by
provincial finances. And for the short to medium
term provincial finances in most provinces will
be constrained by debt financing obligations. In
Quebec, for example, the debt financing cost is
estimated to be over 11% of the provincial budget;

in Ontario the figure is over 9%. A few provinces
have somewhat smaller debt financing obligations
thereby providing greater potential for sustaining
program spending. Since Canada’s universities rely
heavily on government investment, questions about
sustainability invariably involve government finance
and the priority associated with higher education.
Turning to the university sector there are major
differences provinces in the role of tuition (e.g.,
13% of Operating revenue in Newfoundland and
49% in Ontario) and differences in the emphasis on
Operating funds versus other ‘funds’. Differences in
changes in enrolment are also noticeable, signaling
major expansion in British Columbia, Alberta and

Table 1: Selected reference information by jurisdiction – Canada
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Ontario, and relative stability in Newfoundland
and New Brunswick. The enrolment information
is somewhat dated and it is clear that the Atlantic
Provinces are experiencing current enrolment
challenges.
Aggregate changes in operating
revenue are also of interest because there is a
significant variance across the country, partly due
to the inclusion of new institutions and partly due
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to differences in provincial funding policies and
priorities. Finally the information on the number
of full-time faculty is of interest because it helps set
the context for jurisdictional perspectives on funding
and workloads. Newfoundland, for example, would
appear to be in a considerably different situation
than provinces where the number of full-time faculty
have not kept pace with the increase in enrolment.
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Appendix B: Inflation in Academe:
Constructing a Canadian Universities’
Price Index (CUPI)
Costs increase for a number of reasons.
• Changes in the volume of activities– more
students, more research and more ‘community
service’;
• Changes in the ‘mix’ of students (program,
level, and student profiles);
• Changes in research emphasis as a result of
new knowledge and new priorities;
• Continual interest in improving the overall
learning experience;
• Changes in accreditation or certification
requirements;
• Government regulation;
• Government policy changes – e.g., capital
financing, student assistance;
• New government initiatives ( e.g., increased
access) without full costing;
• Technological advances affecting all aspects
of technology requirements including the
required infrastructure of people, space,
utilities, peripheral devices, software etc.;

• Institutional changes in workloads, shifts in
emphasis – teaching, research, service;
• Compensation increases due to ‘market’ and/
or policy changes; and
• Inflation or ‘price changes’.
The preceding list is not intended to be exhaustive
but it helps to illustrate that the source of the cost
increases can be external and internal and can involve
changes in volume, policy, technology, and price. The
‘price’ component is of particular importance when
attempts are made to illustrate expenditures over
time and adjust for price changes or ‘inflation’.
Given the basic construct of expenditures in academe
with roughly 75% of the expenditures allocated to
salaries and benefits, and the remainder to non-salary
items, the commonly used CPI is not representative
of a university’s ‘basket of goods’. There is no higher
education price index in Canada. There are various
components that could be included in a sector

Figure 1: Components of a Canadian Universities Price Index
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Figure 2: Indexed Change in Operating Income per Weighted FT Student
(CPI and “CUPI” relative to 2000-01)

specific price index to better reflect ‘price changes’
in higher education. The following is intended to
illustrate the two main components (salary and nonsalary expenditures) at an aggregate level.
• Develop a salaries and benefits component
by creating a labour price index from StatCan
data focused on four categories – the overall
aggregate change in average hourly earnings,
and changes in three specific sub-category
classifications – education, health and social
assistance, and public administration. The latter
three areas are intended to be representative of
the ‘broader public sector’ while the ‘aggregate’
represents the average earnings in the economy
as a whole.52
• Each of the four areas contributes ¼ to a
composite ‘labour’ index which in turn is
weighted by 75% representing the salary/
benefits part of the ‘basket of goods’.
• Use the existing CPI and weight it by 25%
representing the non-salary part of the ‘basket
of goods’.

52

Various refinements could be made to the preceding
approach. Figure 1 illustrates the indexed change in
the various components before the application of any
‘weights’. Clearly the ‘labour components’ outpace
CPI over the period.
The results of the preceding are illustrated in Figure
2 as applied to the Operating income per weighted
FT student referenced in the main discussion paper.
By acknowledging the cost increases in the labour
component (faculty and staff) the ‘real’ value of
the operating income per weighted FT student is
considerably less than the CPI adjusted figure –
averaging roughly 1% per year.
The constructed “CUPI” has its limitations. While it
captures the impact of salary changes in the broader
public sector it does not necessarily reflect the unique
circumstances of sub-markets (e.g., faculty versus
staff). Nor does it capture the impact of benefits’ cost
increase other than to link benefits costs to increases
in salaries. Nevertheless, even as a rough proxy for
‘price change’ it illustrates why universities require

 tatistics Canada, Survey of Employment, Payrolls and Hours Fixed weighted index of average hourly earnings for all employees (SEPH), monthly Table
S
281-0039.
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income increases that are different than the CPI
measure of inflation to simply maintain existing
purchasing power.
The concept of a sector specific price index is not
new.53 There are examples of higher education price
indexes in the United States – basically reflecting
the concepts noted earlier. The Higher Education
Price Index (HEPI) reflects changes in aggregate
non-salary costs by using a number of specific price
indices from the U.S. Consumer Price Index and
Producer Price Index. The HEPI tracks changes in
faculty salaries using the American Association of
University Professors (AAUP) annual survey and
changes in staff salaries using information collected
by the College and University Personnel Association
(CUPA). Information collected by the Bureau of
Labor Statistics is also part of the HEPI exercise.
The major criticism of HEPI focuses on the “selfreferential” nature of the measurement of changes
in faculty salaries.54 To address that shortcoming the
State Higher Education Executive Officers (SHEEO)
developed the Higher Education Cost Adjustment
(HECA) that uses two measures – the Employment

Cost Index (ECI) and the Implicit Price Deflator
(IPD) - to estimate price changes for the higher
education sector. The HECA approach weights
the ECI at 75%, representing the ‘basket’ of labour
related expenditures in higher education, and the
IPD at 25% representing the ‘basket’ of other noncompensation goods and services. HECA assumes
that the composition of expenditures in each ‘basket’
is similar to the economy as a whole. A criticism of
HECA is that the ECI may not adequately capture
a major shift in faculty labour market(s) or specific
staff markets.
As Canadian universities come to grips with cost
increases, revenue constraints, and the resulting cost
pressures, it will be important to illustrate the impact
of sector specific inflation on the ‘purchasing power’
of university expenditures.
Moreover, by accounting for sector specific price
changes separately, greater attention could be
devoted to examining the cost implications of other
cost drivers such as volume changes, policy changes,
regulatory changes, changes in program ‘mix, and
new initiatives.

 he Council of Ontario Universities has an older methodology in place to compute a Non-salary price index. The need for a Canadian higher education
T
price index has been acknowledged by various agencies and organizations.
54
See, “Appendix III, Rationale for Preference for the Higher Education Cost Adjustment (HECA)” in National Association of State Universities and Land
Grant Colleges, University Tuition, Consumer Choice and Affordability, November 2008
53
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Appendix C: International Salary
Comparisons: the Boston College
Methodology

T

he Boston College report used average salary
data based on the American Association of
University Professors (AAUP) survey. The
AAUP information is based on 9 month salaries
for public and private institutions in the United
States. The salary data is provided, by rank, by
institutional category type (I Doctoral, IIA Masters,
IIB Baccalaureate, III Associate, and IV Associate
without rank). The methodology for the Boston
College international comparison focuses on the
public institution data, derives an average salary
by rank by computing a simple average of the
institutional categories that have academic ranks
(categories I, IIA, IIB, and III), and then divides each
of rank averages by 12 to arrive at a monthly salary.
The methodology is subject to some criticism because
of the following factors:
• the use of a simple average – that is the average
salary of professors in Categories I, IIA, IIB
and III is summed and then divided by four
– understates the average salary given that
50% of the faculty are in Category I, where the
average salary is considerably higher in each
rank;
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• salary levels in the private institutions and
are notably higher - therefore the focus on the
public universities understates the level of
average salary for faculty;
• the division of the 9 month salary by 12 to reflect
an annual monthly salary ignores the fact that
a proportion of the faculty are actually on 11
or 12 month contracts and some faculty receive
salary supplements from summer teaching
and/or research; and
• the OECD produces a variety of PPP ratios
including one focused on private individual
consumption and that figure in 2012 was $1.24
for Canada relative to the United States.
The Boston College comparison underscores the
importance of examining international comparisons
very carefully to fully understand the methodology
and the implications of specific methodology
decisions. Accordingly one must proceed with
considerable caution in making comparisons between
Canadian average salaries and average salaries from
elsewhere.
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Appendix D: A few words about data….

A

perennial problem in Canadian higher
education is trying to establish a consistent,
comparable set of information that can be
used to help paint a picture of Canadian universities
nationally, by province, and by type of institution,
over time. While individual universities are the
source of the key financial, student, and faculty
data that constitute the basic components of the
higher education data sets, the fact is there are major
operational differences – sometimes dictated by the
institutions themselves, sometimes dictated by the
provincial government, and sometimes dictated by
external agencies – that affect financial and enrolment
reporting practices and protocols. This Appendix
provides an overview of the national data referenced
in the discussion paper.
In terms of financial data the CAUBO/Statistics
Canada Financial Information of Universities
and Colleges (FIUC) provides a good source of
institutional, provincial and national financial data
about Canadian universities. And it is clear that
CAUBO’s efforts over the past decade have helped
improve the consistency and comparability of the
information over time.
In terms of student information Statistics Canada
does collect information on an annual basis and the
detailed data files are useful, especially for trend
analysis. However, the student information has
its shortcomings largely due to the absence of a
common definition of “full-time student” across the
country and the absence of a common methodology
to convert full-time and part-time student ‘counts’
into “full-time equivalent students”. Accordingly
establishing an estimate of enrolment, nationally, is
exactly that – an estimate.
In the case of faculty data the termination of the
Statistics Canada, University and College Academic
Staff System (UCASS) is a loss, largely because it
allowed for the public availability of information that
helped establish a better understanding of trends in
faculty hiring, salary levels, and salary scales. Some
aspects of the UCASS can be replaced with Statistics
Canada Labour Force Survey (LFS) information and
the National Faculty Data Pool (NFDP) initiative
but there are limitations regarding the availability
of the latter dataset and the granularity of the LFS
information.

There is a set of general concerns about postsecondary information that focuses on the timeliness
of the data collection, compilation and release.
Universities necessarily want to use the information
to help with planning the future, yet the actual
information is often one to three years out-of-date
or simply not available. That reality may not be a
significant a problem when trends are moving in a
general direction but can be more challenging when
the trend line is on the cusp of change – as it is now.
For this discussion paper the parameters were set
at the national level and emphasis was placed on
determining ‘trends’ – enrolment, financial and
faculty. The problem, as noted previously, is if the
‘trend’ is about to be disrupted by recent events/
data. And it is clear that ‘national’ level data and
trends may mask regional and institutional realities
that are somewhat different than the national trends.

Major data sources for the
discussion paper:
Financial

	Canadian Association of University Business
Officers and Statistics Canada, Financial
Information of Universities and Colleges, various
years.
	Committee of Finance Officers-Universities of
Ontario, Financial Report of Ontario Universities,
various years.

Student Enrolment

	Statistics Canada, Table 477-0033 Postsecondary
enrolments, by program type, credential type,
age groups, registration status and sex, annual
(number)

Student Degree
Information

	Statistics Canada, Table 477-0020 Postsecondary
graduates,
by
Pan-Canadian
Standard
Classification
of
Education
(PCSCE),
Classification of Instructional Programs, Primary
Grouping (CIP_PG), sex and immigration status,
annual (number)
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Faculty Information
	Statistics Canada, University
Academic Staff System (UCASS)

and

College

	Canadian Association of University Teachers,
Almanac, using Statistics Canada data (UCASS
and Labour Force Survey) as well as the Canadian
Universities’ National Faculty Data Pool (NFDP).
	U.S. Doctoral universities and Master’s
universities, United States, National Center
for Education Statistics (NCES) Table 316.5,
Integrated Postsecondary Education Data
System (IPEDS), Spring 2013, Human Resources
component, Salaries section.
	Association of American University Professors
(AAUP), The Annual Report on the Economic
Status of the Profession 2012-13, Survey Report
Table 4. (http://www.aaup.org/sites/default/
files/files/aaup-survey-table-04a.pdf)
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