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Tapping into
the Fountain
The Impact of
the University of
Texas System

Smite the rocks with the rod of knowl-
edge, and fountains of unstinted wealth
will gush forth.

        --- Ashbel Smith
            First chairman, Board of Regents
            University of Texas

The State of Texas invests in higher
education in order to develop the

human capital of the state. These investments
result in long-term economic benefits
including: increased productivity, earnings
gains of an educated workforce, new
knowledge creation, market entry of products
and services as a byproduct of research
and development, a supply of skilled
professionals to meet labor market demands,
and improvement in the general quality of
life.  Within each region served by a
University of Texas System component,
local businesses benefit from easy access
to a large pool of part-time and full-time
workers. These benefits are particularly
important when unemployment rates are
low and labor markets tight. Companies
and agencies—particularly high-tech and
information-based companies—that depend
on highly specialized skills often cluster
around universities. The university outreach
and service units supply valuable services
to local businesses, government, and
households.  Further, the university often
makes available cultural and educational
programs and facilities to the general public,
thereby providing intangible benefits to the
host region by improving local residents’
quality of life. These multifaceted economic

gains affect the state as well as the local
areas served by the fifteen components of
the University of Texas System.

Those regions with a university “in their
backyard” receive multiple benefits, including
short-run economic benefits, on a yearly
basis. Universities purchase goods and
services from businesses, which in turn
employ more citizens and purchase goods
and services from other local businesses.
These expenditures represent the multiplier
effect of the university’s expenditures.
University spending on construction and
capital improvements, as well as the expen-
ditures of faculty, staff, and students on
local goods and services, also reflect this
multiplier effect. On this basis, University
of Texas institutions boosted local econo-
mies by at least $12.8 billion in FY2004.1

What are some of the other benefits of
having a University of Texas institution in
your backyard? Three major areas of
additional impact include the health services
of the institutions, university research and
development, and the earnings gains of
graduates of these institutions.

UT Health Centers

UT health institutions both educate
people to serve in a wide range of medical
professions and provide health care services
to Texans—in some cases, serving those
who would not receive care elsewhere
due to the nature of the procedure or the
inability to pay.  A  March 2005 study of
UT System economic impacts by the
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When considering just
the expenditures made
by these institutions,
UT Health components
added $7.7 billion and
112,171 jobs into their
local regions (including
the multiplier effects)
in fiscal year 2004, or
approximately 60
percent of the total
UT System economic
impact and slightly
more than half of the
overall job impacts.

Institute for Economic Development at the
University of Texas at San Antonio found
that when considering just the expenditures
made by these institutions, UT Health
components added $7.7 billion and 112,171
jobs into their local regions (including the
multiplier effects) in fiscal year 2004, or
approximately 60 percent of the total UT
System economic impact and slightly more
than half of the overall job impacts.

The value of services provided is not
always accounted for in the expenditure
data, however.  The total value of medical
care in FY 2004 (compensated, reim-
bursed, and uncompensated hospital and
clinic inpatient, outpatient, and physician
services) was $5.8 billion in FY2004.2

These services were provided primarily to
citizens living in metropolitan areas served
by UT institutions (Houston-Galveston,
Dallas-Ft. Worth, San Antonio, and Tyler).
However, University of Texas components
also serve the Lower Rio Grande Valley,
Laredo, and other communities through
partnerships with local institutions and the
development of such programs as the
Regional Academic Health Center and an
extension campus in Laredo. In addition,
specialized health programs, such as M. D.
Anderson Cancer Center, attract patients
from throughout Texas and the world.

Research and Development

Although the health services provided by
University of Texas institutions are criti-
cally important to the well-being of Texans,
research also continues to play a very
important role for these components. The
research provided by the health care
institutions is critical to the development of
new cures for diseases as well as to the
development of the biotechnology and
medical device industries.

However, research is not limited to the
health care institutions. Indeed, all universi-
ties are tasked with creating new ideas and
developing old ones. In fact, as noted in the
December 1989 issue of American Economic
Review, “a state that improves its university
research system will increase local innova-
tion both by attracting industrial research and
development and augmenting its productivity.”

Knowledge and technology transfer are
fundamental to the university mission.
Research and development (R&D)
investments translate directly and indirectly
into the development of industry clusters
and the overall betterment of local econo-
mies.  Knowledge transfers to industry not
only as graduates enter the workforce, but
also as university faculties interact with
industries and communities through lectures,
consulting work, conferences, and volun-
teer projects. Universities also formally
transfer technology through the incubation
of new firms and the licensing of technol-
ogy developed by university research.

A primary example of the interaction
between university research and industry
needed to develop and strengthen knowl-
edge-based industry clusters, the University
of Texas at Dallas was originally developed
as a graduate institution to support the
development of talent for Texas Instru-
ments. Years before the term “knowledge
economy” was coined, the founders of
UTD stated, “To grow industrially, the
region must grow academically; it must
provide the intellectual atmosphere, which
will allow it to compete in the new industries
dependent on highly trained and creative
minds.” The University of Texas at Dallas
was an important part of technology in Texas
as well as in the Telecom Corridor.!3

In a national study of private and public
university R&D expenditures, six UT
components ranked in the top 100 in each
year between 1998 and 2002.4  Only two
other Texas institutions numbered on this
list in 2002—Texas A&M and Baylor
College of Medicine—and only one other
university system, the University of
California, had more institutions ranked
within the top 100 in research expenditures
in that year. Eight institutions within the UC
System ranked among the top 100, with
five UC components listing among the top
twenty in absolute level of expenditures. In
FY2004, according to its accountability and
performance report, the UT System spent
$1.54 billion for research. Health-related
components generated more than $1 billion,
or two-thirds, of this activity, and academic
components produced approximately $500
million in research. In the long run, these
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New invention disclo-
sures in 2002 totaled 474,
with 101 new patents
issued by the U.S.
Patent and Trademark
Office. Among univer-
sities, the UT system
ranked fifth in terms of
new patents issued in
2002, behind the Uni-
versity of California,
MIT, California Institute
of Technology, and
Stanford.

investments represent potential new earnings
brought about by increased productivity
and savings from new scientific discoveries.

From a fiscal perspective, state invest-
ments in research and development are a
critical, though small, component of
attracting additional research dollars.  For
every $1 in state support in FY2004,
another $6.34 came from federal or private
resources. State expenditures for R&D
represent a small proportion of this total
activity, covering only 15 percent of the
academic components' research costs, and
only 14 percent of the health-related
components’ research costs in recent
years. Federal research support to the UT
System grew from $626.4 million in 2000,
to more than $975.8 million in FY2004.5

Universities can assist entrepreneurial
development through the spin-off of
technologies to small firms and/or the
creation of new ones. In addition, universi-
ties support entrepreneurial development

through outreach programs such as Small
Business Development Centers, incuba-
tors, and other small business assistance
programs. Although certainly not a total
measure of entrepreneurial development,
technology transfer-related statistics show
the impact of university-based research on
the economy of Texas. Nine University of
Texas institutions support technology
transfer offices and actively pursue the
licensing of technology developed through
university-related research. As shown in
table 1, new invention disclosures in 2002
totaled 474, with 101 new patents issued
by the U.S. Patent and Trademark Office6

Among universities, the UT System ranked
fifth in terms of new patents issued in
2002, behind the University of California,
MIT, California Institute of Technology,
and Stanford. Licenses and options
executed for technology transfers into the
private sector totaled 97, with sixteen
associated start-up companies, also in 2002.

Table 1
Technology Transfers, University of Texas System, 2002

Source: Technology Development and Transfer, FY 2001-2002, Texas Higher Education Coordi-
nating Board, Division of Finance, Campus Planning, and Research, November, 2002,
www.thecb.state.tx.us/research.
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An estimate of the UT
System’s aggregate
incremental earnings
impact from its 34,897
degrees awarded in
FY2004 alone would
be $44.6 billion, with
approximately $38.4
million remaining in
Texas. In contrast to the
total UT System state
appropriations for
FY2004 of $1.6 billion,
this gain in productivity
for the graduating
class’s lifetime repre-
sents a return to Texas
exceeding 24 to 1.

 These impacts are best seen in the
variety of applications of UT-developed
technologies, including:
• Patented technologies from the Univer-

sity of Texas at Austin used in a glucose
monitoring device marketed by
Therasense, Inc. of Alameda, California.

• A patent granted on behalf of the
University of Texas Health Science
Center at Houston for use in the
infection-fighting protein lactoferrin to
prevent the onset of sepsis, the leading
cause of death in noncoronary intensive
care units. The university has licensed
the patented technology to FerroDynamics.

• GrassRoots Pharmaceuticals, spun-off
from research at the University of
Texas Health Science Center in Houston.

• Fifteen current public and private
companies developed as a result of
cancer research conducted at M. D.
Anderson Cancer Center in Houston.
These companies have introduced or
are in the clinical development phase of
new cancer therapies.

• EZ-IO, a medical device designed for
trauma care, developed by the Univer-
sity of Texas Health Science Center at
San Antonio and commercialized by
VidaCare Corporation.

• A biodegradable fiber for time-con-
trolled release of drugs, proteins,
viruses, and other therapeutic agents
developed at the University of Texas at
Arlington and being commercialized by
TissueGen, Inc. and the Arlington
Technology Incubator.

Student  Benefits

Increased life and career prospects are
the primary reasons most students and
their families invest their time, talents, and
resources in pursuit of their higher educa-
tion. These are also legitimate reasons for
public sector support of universities. As
stated in its mission statement, the UT
System seeks to provide opportunities “for
the enhancement of the human resources
of Texas, the nation, and the world through
intellectual and personal growth.”

Census data show a positive correlation
between higher earnings and educational

attainment. A report prepared for the U.S.
Department of Commerce in July 2002
determined “synthetic” estimates of work-
life earnings from the “working population’s
1-year annual earnings and summing their
age-specific average earnings for people ages
25 to 64 years. The resulting totals represent
what individuals with the same educational
level could expect to earn, on average, in 1999
dollars during a hypothetical 40-year working
life.” They defined a typical “working life”
as the period from age 25 through age 64.
The report acknowledges that some people
stop working at ages other than 64, or start
working before age 25, but the authors
believe that this 40-year range provides a
reasonable benchmark for many people.7

As shown in table 2, an estimate of the UT
System’s aggregate incremental earnings
impact from its 34,897 degrees awarded in
FY 2004 alone would be $44.6 billion, with
approximately $38.4 million remaining in
Texas. In contrast to the total UT System
state appropriations for FY2004 of $1.6
billion, this gain in productivity for the
graduating class’s lifetime represents a
return to Texas exceeding 24 to 1. In other
words, every $1 in the state invests in UT
higher education acts as a catalyst for, and
ultimately results in, an additional $24 of
gross, work-life incremental earnings that
go into the Texas economy.

Looking at this investment from an
individual standpoint, the incremental lifetime
earnings for a bachelor’s degree recipient
would typically add more than $1 million
beyond the baseline average for a high
school degree only. The College Board
estimates that, on average, total expenses
(e.g., tuition and fees) per year at a public
four-year institution were $14,600 for
resident students in FY2004. If taken as an
approximation of a family’s investment in a
bachelor’s degree, the investment would be
$58,600 for a degree completed in four
years; $73,200 for completion in five years;
and $87,800 for completion in six years.
Although these figures vary, depending upon
the types of financial aid, the region,
opportunity cost, and many other factors, the
total investment is still comparatively small
compared with a college graduate’s
lifetime benefit in earnings.
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In addition to greater
earnings potential,
graduates benefit from
quality-of-life enhance-
ments, which tend to
improve fulfillment
levels of students on a
number of personal
growth dimensions.

In addition to greater earnings potential,
graduates benefit from quality-of-life
enhancements, which tend to improve
fulfillment levels of students on a number
of personal growth dimensions. Table 3
shows several comparisons of quality-of-
life enhancements accruing to college
graduates overall.

Conclusion

It is difficult to quantify all of the
economic benefits of a university.  Tradi-
tional economic impact models can only
go so far in measuring impacts to local
communities and inevitably leave out some
of the impacts that are not as easy to
quantify.  The primary mission of the
University of Texas System is to educate
the next generation of teachers, scientists,
engineers, lawyers, and doctors, but in
fulfilling this purpose, the UT system also
provides many other near-term and long-
term impacts to the Texas economy.
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Table 2
Aggregate Incremental Earnings Impact of

UT System Graduates

*All figures in present 2004 dollars.
+ Incremental earnings are additive to a typical high school graduate lifetimes earnings of
$1,364,326 in present terms.
Source: A Study of the Economic Impact of the University of Texas System, Institute for Economic
Development at the University of Texas at San Antonio, March 2005, www.iedtexas.org.
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Table 3
Comparisons of Selected Quality of Life Measures,

 High School (Only) and College Graduates
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