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Executive Summary

Recent studies of Ontario’s economic future from a variety of perspectives suggest an emerging
consensus for setting an ambitious target of greater achievement in our university sector, supporting
proposds for agnificantly increased public funding. This paper looks at what results could be
accomplished by setting and meeting such atarget.

The paper examines the projected cost of a series of proposed improvements in the scope and quality
of univerdity education, including the commitments made by Premier Daton McGuinty in the padt. It
compares the totals with suggestions that provincia funding —which has dropped to last anong the 10
provinces — should rise at least to the nationa average (requiring $861 million more annudly) or to the
front of the pack (requiring at least $1.3 hillion). Becoming the firg-ranked province in Canada would
aso rase Ontario roughly to the levd of peer jurisdictionsin the United States for public funding of
universties.

After reviewing the needs for additional undergraduate and graduate spaces, smaler class szes, lower
tuition, improved student ad, better library resources and specid funds for Northern ingtitutions, the
study finds that strong results could be achieved by making Ontario universities the best-funded in
Canada, while settling for the nationd average would stop deterioration and dlow some improvements.

Consdering recent research on the economic impact of quality university education, the paper findsit
likely that substantialy increased public support would be amply repaid in benefits to the province and
to Ontarians.



Reaching for the Top:
What results could well-funded Ontario univer sities achieve?

Public discusson of Ontario university funding -- an issue dominated for many years by successve
crises of budget cuts, tuition increases and preparations for the double-cohort tidal wave -- appearsto
be entering an important and possibly fruitful new phase.

In recent months, studies of Ontario’s economic future from avariety of perspectives have dl made a
case for setting an ambitious target for achievement in our university sector. A consensus may even be
emerging for the merits of setting asmilarly ambitious target for public funding, both as atool for
building the provincid economy and as an investment that would be repaid directly in the tax coffers
and indirectly to the population through increased competitiveness and prosperity.

A review shows that severd different kinds of funding targets have been suggested, al in arange that
would permit red, positive change at universities that have been struggling in recent yearsto fight off
negative change. Here are some examples.

. The “Pand on the Role of Government in Ontario,” gppointed by Premier Mike Harris before
he | €eft office, issued its report in April 2004 saying the province “should increase the amount of
public money spent on university education until its spending is, on average, the highest per
capitain Canada on a per student basis.” This recommendation, which would cost well over $1
billion annudly, isdl the more striking sSince it was funding cuts under Harris that dropped
Ontario universties to the lowest per capitalevel in Canada

. The Ontario Alternative Budget, a project of the Canadian Centre for Policy Alternatives
bringing together labour, socid action, community and church groups, proposed in its 2004
edition that university spending should be increased by $1.7 hillion to sustain and improve
quality while coping with the gtill-expanding student demand.

. The province' s Task Force on Competitiveness, Productivity and Economic Progress, dso
gppointed by the Harris government, reported in November 2003 that public universitiesin
peer jurisdictions in the United States are able to spend more than twice as much asthelr
Ontario counterparts. The task force concluded that Ontarians are $965 per capita poorer asa
result of investing $425 per capitalessin universities each year than their neighbours. Closing
that gap completdy to match the Americans would imply increased investments of more than
$4 billion, which would have to come from both private and government sources.

. Before any of these sudies, current Premier Dalton McGuinty promised during the 1999
provincia campaign that he would raise postsecondary education funding to the nationd
average over the course of hisfirgt term in government. This would require an increase of more
than $850 million annudly.



Thisisnot to imply atota consensus here on postsecondary policy. To take the high-profile issue of
tuition, the competitiveness task force and the Panel on the Role of Government both favour higher
tuition, the Ontario Alternative Budget proposes cutting tuition and the McGuinty government has
dready ddivered on its promise to freeze college and university tuition, at least for the next two years.
But the growing harmony — among the otherwise discordant voices — on the question of increased
public funding for universitiesindicates thet the climate may be right to examine more closdy what
benefits might be expected from this kind of subgtantia investment.

These assessments form part of the context for atask force, headed by former Premier Bob Rage, which
the Ontario government has asked to conduct a comprehensive review of postsecondary education and
make recommendations for a* sustainable funding framework” in time for next year’ s provincia budget.
It was outside the range of the efforts cited above to get specific about how significant new funding
might be spent or why. This paper attempts to take on that task, analysing the available information to
look at what positive outcomes could be achieved with anew level of resources. Governments are
understandably weary of having success measured by how much something costs, rather than actud
results. Here we look for ways to answer the question: What improvements and achievements
could we expect from setting and meeting an ambitioustarget for Ontario’sinvestment in
university education?

How much money are we talking about?

Ontario hasfdlen far enough behind other jurisdictions that it would take subgtantial new government
investment to catch up with best practices € sewhere, and even more to reach the front of the pack.
According to the most recent satistics, the province provides roughly $2 billion in operating grants,
which is about half of the universities total operating expenses.! (Capita spending, whichis more
difficult to compare across jurisdictions, is discussed separately below).

Moving Ontario to the nationa average in operating grants per capitawould require $861 millionin
new funding.? Reaching the national average in operating grants as a proportion of provincia persond
income would take $1.13 billion.® Achieving the target set by the Pandl on the Role of Government —
making Ontario the leader in public investments in university education —would mean $1.3 billionin

! Coundil of Ontario Universities, Compendium of Statistical and Financiad Information, May
2004.

2 COU Resource Document, 2002, Table 2.4.

3 COU Resource Document 2002, Table 2.5.
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new spending.* By moving to the front of the pack in Canada, Ontario would aso catch up with the
average of the North American peer jurisdictions examined by the competitiveness task force.

In the next section of this paper, as we examine what positive change these levels of new investment
could buy, we will see that thiswould by no means solve dl the money chdlenges of Ontario
univerdities. This stands to reason — Ontario would smply be catching up to the level of universties
e sawhere, which themsdlves are facing wdll-publicized struggles to meet the escalating demands of
today’ s economy and society. On the other hand, there is more evidence emerging dl thetimeto
uggest that when mgor investments in universty education are made, the benefits to the society, the
economy and even directly to government revenues are measurable and substantial.

Thiscaseisdso outlined in the Liberd 2003 dection platform, which states. “ The benefits of higher
educetion are clear: the more you learn, the more you earn. And the more you learn, the more
productive Ontario becomes.” The platform presented its postsecondary plan appropriately as part of
Leader Daton McGuinty’s vision for the province' s economy.® In the course of examining the potential
vaue of mgor new university investments, this paper will also look a how Liberd dection promisesin
the area can be fulfilled, and at the expected short-term and long-term benefits to the province.

What arethe priorities?

Add 33,000 under graduate spaces

The much-heralded “double cohort” that graduated from Ontario secondary schoolsin 2003 is clearly
the beginning, not the end, of a period of postsecondary expanson. The demographic bulge of the
“baby boom echo” generation is coinciding with steedy increases in the proportion of young people
who want to enral in colleges and univergties. The Ontario Liberd eection platform recognized this
redlity by committing to making room for 50,000 new students over five years. Roughly one-third of
these would likely attend colleges, two-thirds universties. If anything, it would be sound public policy to
encourage still more students to get more education past high school. Premier McGuinty clearly agrees,
noting recently: “Fifty per cent of the students who begin Grade 9 either do not graduate from Grade 12
or stop their education after Grade 12 -- despite estimates that 60 per cent of new jobswill go to
people who study beyond high school .”®

4 COU Resource Document 2002, Table 2.4.
® Ontario Liberad Party, “Achieving Our Potentid,” 2003, pp. 8-10.

¢ “McGuinty Commits Government to Reach Excellence for Students,” Premier’s Office News
Release, April 22, 2004. http://www.premier.gov.on.calenglish/news/L iteracy042204.asp
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Funding this expanson under the current formulas used by the government would cost gpproximeately
$240 million. The formulas, of course, are inadequate: that premise underlies this entire paper. If new
funding only addresses new spaces, the new students will pay ever-rising tuition (once the current freeze
islifted) and get only glimpses of their professors from the back of large and decaying lecture hdls. But
this paper will address those affordability and qudity issuesin other sections, and use $240 million as
the base for the cost of the new undergraduate spaces.

| ncr ease graduate enr ollment by 30.000

A task force of the Council of Ontario Universitiesissued areport in November 2003 on the future
needs of graduate education in our province. The task force examined the likely pressure over the next
decade, from the labour market, from demography and from the ever-increasing demands of the
knowledge economy. “More and more students will be demanding access to graduate education; and
the benefits to them asindividuas, and to society as awhole, are readily gpparent,” the report said.

The COU task force recommended that Ontario increase its capacity to over 64,000, dmost double
the current full-time equivaent enrollment of 34,410. Even this dramatic expansion would only mean
that Ontario’s production of PhDs per capitawould catch up to where its neighbours in the United
States are today. Studies by the province s Task Force on Competitiveness, Productivity and
Economic Progress have identified the shortfdl in graduate degrees as a Sgnificant factor in the
“prosperity gap” between Ontario and its peer jurisdictions.

Graduate education is sgnificantly more expensgve than undergraduate study. The COU’ s estimate for
the cost of this recommendation is $406 million.

Reduce class sizes

Asfunding available to Ontario universties has been squeezed in recent years, the ratio of sudentsto
faculty has steedily increased, to alevel now estimated as high as 24-1, up from approximately 15-1 as
recently as 1988. The inevitable result has been inflated class Szes, especidly in the first two years of
university, but increasingly in the third and fourth years aswell.” Research has made clear that
interaction with highly qudified faculty, both ingde the classroom and out, is centrd to public
perceptions of aquality university education.®

" Michadl J. Doucet, “Ontario Universities, the Double Cohort, and the Maclean’s Rankings:
The Legacy of the HarrigEves Y ears, 1995-2003" OCUFA Research Report, March 2004.

8 See for example Ekos Research Associates, Public Perceptions on Quality, report for the
Council of Ontario Universties, February 2003.
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OCUFA, inits “Benchmarks, a Prescription for a Hedthy Public Univeraty System,” has set agod of
reducing the student-faculty ratio to 18-1, which would bring Ontario much closer to the level of mgor
public universtiesin the United States. Thiswould require adding about 4,000 full-time professors & a
cost of about $420 million. This additiona hiring would be in addition to the anticipated need to
replace 6,700 tenure-stream faculty in line to retire by 2010.

The Liberd government has promised to hire unspecified “thousands’ of new faculty as part of its
expangon of the system, and aso committed to a Faculty Recruitment Fund “to help our colleges and
universities attract up to 800 of the world's best teaching minds.” Without question, it will be necessary
for Ontario faculty sdaries to be competitive in what is an international market for scholarsiif any of this
paper’ s gods are to be achieved, but it remains uncertain whether a dedicated fund is the best meansto
that end. The Libera platform did not specify how much money would be committed to the Faculty
Recruitment Fund, or how it would work.

Reduce tuition

Tuition fees, dong with other cogts of attending university, more than doubled in the past decade as
government support declined. The share of the burden of university expenses now borne by the
sudentsis at about 40 percent, an al-time high. While overdl participation rates have continued to
climb, there is no question the high cost of university education has made an increasing impact on public
opinion. A survey by Ekos Research Associates found an overwheming 89 percent agreed with the
gatement “the cogt of atending university in Ontario is becoming too expensive for most parents and
students today.” Polling for OCUFA by Feedback Research Corporation found that 77 percent of
Ontario parents were concerned their children might not be able to attend university, even if they were
quaified and motivated, and that 51 percent of those concerned parents identified higher tuition and
costs as the reason. At atime when more than half of new jobs require postsecondary education, thisis
an unacceptable Stuation.

Any significant rollback in tuition cogts, however, will aso be expengve for the public purse.
Universties collect more than $1.5 billion from studentsin tuition fees. In the early 1990s, the Ontario
Consarvative Party proposed pegging tuition at 25 percent of the cost of a university education. To
achieve that god now, after more than a decade of exploding tuition, would require at least $550 million
in additionad government funding. A more modest god, proposed in the Ontario Alternative Budge,
would cut exigting tuition rates by 10 percent, a a cost of approximately $150 million. This could be
included in a package of overd| qudity improvements and be seen as an interim step toward amore
sgnificant eventud reduction at atime when greater resources become available.

The Libera Party, which supported a 10 percent tuition cut in 1999, later changed to a different

goproach, promising awaiver covering haf the cost of tuition for the “neediest” 10 percent of students.
Thisissueis discussed further in the “student aid” section of this paper.
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Libraries

As Ontario’ s universities expand thelr undergraduate and graduate programs, it will become even more
chdlenging for the university libraries to Say up-to-date, both in their collections and in the newest
technologies for accessing scholarly materids and research archives.

Library expenses currently make up an average of 6.1 percent of operating expenses by Ontario
Universities, with acquisitions aone consuming 2.6 percent.® If libraries receive 6.1 percent of the
increased funding being considered in this paper, it would mean an increase of up to $90 million to
their current budgets.

Northern universties

The OCUFA Research Report on Ontario’s Northern Universities (April 2002) demonstrates that
those indtitutions manage with sgnificantly less funding per sudent in basic grants than their southern
counterparts. The Northern schools aso have more difficulty attracting research dollars and private
funding of dl kinds, leaving them even more dependent on tuition, even though they serve a population
that often faces greeater barriers to pursuing university education In the context of raising Ontario’s
public funding to new levels, it would be possible to sat aside a specia Northern fund of $20 million —
in addition to the increases that would flow to those universties through the regular formula—to help
address those longstanding issues.

Student aid

There is near-totd agreement that Ontario’s student aid program is overdue for a serious overhaul.
Under the Conservative government, debt loads increased to crushing levels for many students, while
many others were made indigible for loans by a tightening of the rules. Top priority should go to
reingtating a broad program of needs-based grants, but a thorough review of the existing program
must adso ded with loan forgiveness, interest relief, targeted assistance for students with specid needs,
work-study opportunities as well as the redlities of persond living expenses and what can be expected
in parenta contributions. Aswdll, the god of doubling graduate student enrollment can only be achieved
with substantia increases in student support.

The McGuinty government has committed to expand student loan digihbility, indtitute a tuition waiver for
the neediest students and improve graduate scholarships at an estimated cost of $170 million at full
implementation. Other estimates of the cost of sudent aid reforms are in the same range.

°2001-02, COU Compendium, Tables F-11 and F-12.
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Capital invesment

Annua operating expenses, while a crucid measure of how Ontario compares to other jurisdictions, by
no means cover the entire financid picture for universities. Capital expenditure budgets are more
variable from year to year, and more difficult to compare. This has been especidly true recently, as
universities have scrambled to get ready for the “ double cohort” of students through the Conservative
government’ s “ SuperBuild” fund, which required private co-sponsors for building projectsin away that
has been demonstrated to twist academic priorities.!® Even though provision for capitd invesment is
outside the scope of this studly, it isimportant to note the urgent need to dedl with at least $1.5 hillionin
deferred maintenance, before the deterioration of buildings and physica plant causes a hedlth and safety
crigs on university campuses. The Libera government’s new Minigtry of Public Infrastructure Renewd
has sgnaled a commitment to improving the quaity of university physica infrastructure and engaged in
extensve consultations, but has not yet disclosed its plans.

Tosum up:

Add undergraduate spaces $240 million
Double graduate enrollment $406 million
Reduce class sizes $420 million
Reduce tuition $150 million
Libraries $90 million
Northern universities $20 million
Student aid $170 million
Total $1.496 billion

10 Heather-jane Robertson, David McGrane and Erika Shaker, “For Cash and Future
Congderations. Ontario Universities and Public-Private Partnerships,” Canadian Centre for Policy
Alternatives, http://www.ocufa.on.ca/cash.pdf
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What positive results could Ontario expect from this commitment?

Asthisandyss shows, moving Ontario to the nationd average in university funding, with $850 millionin
increased annud funding, would enable us to move barely hadfway to the targets outlined above. This
would clearly be asignificant improvement over the status quo, and would stanch the deterioration with
which our universities have been contending. But it's just as clear that full achievement of excellent
results would require Ontario to move beyond the “ Canadian average’ to assert aleadership role on
this continent in university education. Increasing operating grants by nearly $1.5 billion, to achieve fully
the gods set out here, would put Ontario solidly in the first rank among provinces. The costs of such a
commitment, even if phased in over many years, would be substantid. But more and more evidence is
emerging to show that the benefits from this investment would be even greeter.

Different studies of the economic impact of postsecondary education have examined the effectsin very
different ways, while reaching broadly smilar conclusions. The Ontario government’s Task Force on
Competitiveness, Productivity and Economic Progress, cited above, concluded that by investing $450
per capita more in universties than Ontario does, our “peer group” of 14 U.S. states plus Quebec
produces $965 per capita more in GDP at purchasing power parity prices— the statistic the task force
used to represent standard of living. By implication, if Ontario increased its investment in univergties by
$1 hillion, the province s GDP should increase, eventudly, by more than $2 hillion.**

A dudy for the Council of Ontario Universtiesin 2001 looked in greater detail at the connections
between Ontario’s expenditures on universities and the payback to the provincid treasury. Based on
1998 data, it found the province investing atotd of $2.1 billion annualy and regping $3.2 billion in
direct and indirect returns. This study examined innovation benefits, the earning power of university
degree holders, expenditures in the economy by out-of-province students and by the universities
themsalves, and codts the province avoids because of the greater propendty of univeraty graduates to
give to charities and do volunteer work.*?

1 “Investing for prosperity,” Second Annual Report, Task Force on Competitiveness,
Productivity and Economic Progress, November 2003.
http://www.competeprosper.caltask/ar2003.pdf

Enterprise Canada, “The Economic Impact of Ontario’s Universities,” January 2001.
http://www.cou.on.ca
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Inagmilar vein, the Association of Colleges of Applied Arts and Technology of Ontario released a
study in January 2004 finding that public investments in Ontario colleges repay the taxpayer a an annud
rate of 12.7 percent, counting the additiona earnings of college graduates as well asimproved hedth,
reduced welfare, unemployment and crime.

Looking at both colleges and universities, W. Craig Riddell, in a2003 paper prepared for the Panel on
the Role of Government in Ontario, reviewed the extengve literature, epecidly in the United States, on
the socid benefits of higher education. He concluded that ared return to society of 7 to 10 percent
annudly on the investment “is arguably a consarvative esimate.” Riddell noted that such benefits can
extend asfar as better hedlth and lower crime rates among the children of educated parents. He dso
examined U.S. research that has been able to distinguish between benefits actudly deriving from
university education and pogitive outcomes associated with other qudities of those individuas more
likely to get university educations

Looking at al the research, Ontarians can be very confident that if they muster the resources to increase
their investment in universities, the benefits to our province will be significant and long-lasting.

13 Kjel A. Christopherson and M.Henry Hobison, “The Socioeconomic Benefits Generated by
24 Colleges of Applied Arts and Technology in Ontario,” January 2004, http://www.acaato.on.calnew/

1%W.Craig Riddell, “The Role of Government in Post-Secondary Education in Ontario,”
Background Paper for the Pand on the Role of Government in Ontario, August 2003,
http:/Aww.law-lib.utoronto.calinvesting/reports/rp29.pdf
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