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The Underside of Overhead

s budgets get tight, tension builds up in research laboratories and university offices.

Professors and administrators, who should be working together, can get into bitter

disputes over matters such as overhead. In the last decade there is little doubt that
the overhead rate has increased faster than either research funding or inflation. This
produces faculty ire, because added overhead means fewer direct grants. It would be a
mistake, however, to assume that overhead increases simply because college presidents want
to accumulate more staff. Some of it is caused by accounting and regulation imposed by the
federal government, but that does not preclude the responsibility of universities for greater
efficiency. The complexities of overhead are too diverse to be fully debated here. But two
factors are of great importance and should be kept in mind as the debate intensifies.

Calculating the overhead at a university is never going to be easy because there is no
strict definition dividing the responsibility of the university from that of the federal
government. On one hand, it could be argued that the university has the responsibility to
train students, and therefore incorrectly depends on the federal government for training
funds. On the other hand, it could be argued that the federal government should set up its
own laboratories for research and hire its own investigators, and therefore incorrectly
depends on the university to recruit its personnel. In fact, of course, neither of these
extremes is the case, and it is a lucky thing that they are not. The universities get a bargain
in that the federal government supplies much of the money for facilities, stipends for
graduate students, supplies, and equipment, which would be impossible to obtain else-
where, given current university budgets. The federal government, in its turn, hires graduate
students at salaries slightly above the poverty line, enabling the students to do excellent
research in an atmosphere of creativity. In a society in which basic research is becoming
increasingly beneficial to the standard of living, the current arrangement is symbiotic, and
the vagueness of the dividing lines is not truly a deficiency.

Nonetheless, it is obvious that the present system could be improved greatly. One of
its worst features is that middle management currently has an incentive to increase staff.
Within the hierarchies of both the universities and the federal government, there is a general
principle that individuals get more pay if they supervise more people. To delegate to middle
management the responsibility for designing procedures for animal care, radiation safety,
accounting, and similar issues is to invite the temptation to devise complex protocols that
require additional personnel. Yet it is precisely that group to whom busy scientists and busy
presidents assign the job, and then complain about the outcome.

One solution, and probably the best one, is to have a national overhead rate. Such a rate
should be established at a generous level because it is to the benefit of the country and of
scientists that universities flourish. However, a system that allows each university to
manipulate numbers by creative financing can only lead to disaster. An individual rate is
unfair and leads to the temptation whereby University X administrators increase the rate to
compete with University Y for more federal funds and University Y scientists reduce the rate
so that individual professors will have a better chance in the competitive world of
grantsmanship. Minnesota needs more fuel in winter, Texas needs more air conditioning in
summer, and thus local conditions often tend to level out. Some reasonable number could
be calculated for average costs of renovation to modernize facilities, average overhead of
administrators, average depreciation rate of buildings, and average maintenance and
electrical bills for facilities. Once this is done a flat overhead could be given to each university
based on the directly awarded research funds and the national rate. A relief mechanism for
exceptions could be devised, but it should be exceptional and based on specific local
conditions, not, for example, a desire to have a different depreciation rate.

Such a program would not only reduce the needed national bureaucracy but also offer
incentives for individual efficiency. If a university could increase its efficiency by reducing
middle management personnel it would be rewarded with net savings to be applied
elsewhere. Inefficient universities would incur above-average costs. All universities and
faculties would share the incentive to raise the national rate if it sank too low or to lower it
if it became too high. Budgetary stringency in this case could lead to a reform offering great
advantages to all.—DANIEL E. KOSHLAND, JR.
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