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1. INTRODUCTION

1.1 Overview of Higher Education in Austria

Austria has a population of about 8.5 million. As a federal state (Bund), it consists of nine
autonomous states (Lander), with the federal state assuming most responsibilities in higher
education politics. Austria was chosen for this study as a representative of a Western European
country with a dominant public sector and with an economic performance in the upper third of
the EU member states.

The present Austrian higher education system consists of three main types of institutions:
universities, universities of applied science (hereinafter Fachhochschulen) and university
colleges of teacher education (Padagogische Hochschulen). The latter were upgraded from post-
secondary to tertiary institutions in 2007. In the academic year of 2009/2010 there were a total of
320,000 enrolments in Austrian higher education institutions (HEIs)."

There are 22 full universities in the public sector of Austrian higher education, in which roughly
274,000 students were enrolled in 2009/2010. Since the early 2000s the approach to regulating
the higher education system has changed. In particular, direct public control of universities was
replaced by a governance approach based on giving incentives, setting standards and monitoring,
while at the same time encouraging universities to make full use of the autonomy granted to
them by law in 2002. The state, represented by the Ministry of Science and Research, has
retained a statutory supervisory role, while operation is the responsibility of the universities. The
Universities Act of 2002 transferred the former governmental accounting system to a commercial
accounting system and gave universities the authority to decide on budgetary matters
independently, to make investments and to establish companies. In addition, new university staff
are no longer civil servants but are employed directly by the university. This is, however, not the
case for pre-existing contracts, where the staff remained civil servants and their employment
conditions subject to federal law. The Universities Act of 2002 was considered a milestone in the
change of the Austrian university system, away from direct ministerial steering and towards a
decentralised and deregulated mode of governance (Lanzendorf 2006).

The Universities of Applied Science (Fachhochschulen) were established in 1994 and began
offering Bachelor and Master courses in 2003. They are not authorized to offer doctoral degree
programmes. There are currently 21 institutions offering Fachhochschul-study programmes,
most of which were founded or supported by their respective Land as a regional political
measure. Each Land has at least one Fachhochschule, with the bigger Lander having 3 (Tirol), 4
(Lower Austria) and 6 (Vienna), respectively. The total number of students enrolled in Austrian
Fachhochschulen was 36,900 in 2009/2010, which is around 11% of all students (Statistik
Austria, 2011).

! The number of students in the system is somewhat smaller because students enrolled in more than one programme
are counted several times.
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In contrast to universities, degree programmes at Fachhochschulen have a stronger regional basis
with a more vocational focus. Many of the programmes can also be studied while working at the
same time. The official status of Fachhochschulen is that of organisations under private law, and
they may be run by public or private entities.? Their programmes have been accredited since
2004 by the Austrian Fachhochschul-Council (FHR). In 2012, the FHR was merged with the
Agency for Quality Assurance and Accreditation Austria, an organisation which is also in charge
of accrediting private HEIs.

The Fachhochschulen are financed by a mixed system based on federal funding for study places
and the funding of capital and other expenses by either the providing body of the HEI or regional
entities. Since 2001, Fachhochschulen have been allowed to charge tuition fees, but only at the
level set by the Federal government. The maximum fee is 363 euros per semester for students
with Austrian or other EU citizenship. Five Fachhochschulen did not charge tuition fees in 2014.
Together they enrol about one third of all Austrian Fachhochschul-students. Recently,
Fachhochschulen have gained access to public research funding. This has caused business
representatives to begin lobbying for a new type of HEI, which has a closer focus on
vocationally-orientated training.

There are nine public university colleges of teacher education, which focus only on teacher
training and are supervised directly by the Ministry of Education, Arts and Culture. Additionally
there are five private colleges of teacher education, and three religious institutions which train
teachers. In total, 15,783 students were enrolled in university colleges of teacher education in
2009/2010.

Private universities have existed since 2000. In 2012, there were 12 accredited private
universities, covering a variety of disciplines such as management, health, psychotherapy, peace
studies and the creative industries. Over 6,000 students were enrolled in these HEIs in
2010/2011. Their size varies from 70 students at the European Peace University (accredited in
2010/2011) to 1,500 students at the Private University of Health Sciences, Medical Informatics
and Technology (UMIT) in Hall, Tyrol. Private HEIs must be accredited by the independent
Agency for Quality Assurance and Accreditation Austria. Private HEIs may not receive federal
funding, but can receive public funding from the regional government.

All HEIs are obliged by law to set up an internal quality assurance system: public universities
through the Universities Act of 2002; Fachhochschulen by the Fachhochschulen Studies Act of
1993; private universities by the University Accreditation Act of 1999, and university colleges of
teacher education by the Higher Education Act of 2005.

In a study on university autonomy conducted by the European University Association (EUA),
Austrian universities are rated as highly autonomous in terms of internal organisation and
staffing (EUA, n.d.-a). Concerning admission, the study notes that autonomy is restricted by
universities’ inability to determine student numbers and admission procedures at Bachelor level.

2 Even though Fachhochschulen are organisations under private law, they are treated as public HEIs in this report
because their funders / providers are overwhelmingly public entities. The same goes for colleges of teacher
education: Although some of them are owned by the Catholic church, the main funding body for all of these colleges
is the state.
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Where financial autonomy is concerned, a sharp difference is observable between autonomy in
internal financial management, which is rated high, and autonomy to generate private funds,
which is rated low due to the prohibition of tuition fees (EUA, n.d.-a).

Austria is of particular interest to this study insofar as it saw two major discontinuities in cost-
sharing policy in the period of investigation: The introduction of general tuition fees in the
university sector in 2001, and their withdrawal in 2009. Both of these junctures will be
investigated concerning their effects on the institutional and the student dimension of cost-
sharing.

1.2 Key Higher Education Stakeholders

The Federal Ministry of Science and Research (Bundesministerium fiir Wissenschaft und
Forschung, BMWEF) has the oversight over universities and Fachhochschulen. Besides
legislative responsibility, the BMWF cooperates with the universities compiling individual
performance agreements between each university and the ministry, accounting for financial core
funding and evaluating the outcomes. In the same vein, the BMWF also supervises
Fachhochschulen, and establishes regulatory and structural policies in sector plans.> The BMWF
cooperates with the Federal Ministry for Education, the Arts and Culture (Bundesministerium fur
Unterricht, Kunst und Kultur, BMUKK), which supervises secondary education as well as the
university colleges of teacher education.

The national chamber of commerce (Wirtschaftskammer Osterreich, WKO) is a corporate body
that monitors the actions of the nine autonomous chambers of commerce of the states. The WKO
is funded through obligatory contributions paid by every company and funds several
Fachhochschulen in cooperation with regional chambers of commerce. The Vienna Chamber of
Commerce and the local Fund of Vienna merchants (Fonds der Wiener Kaufmannschaft)
cooperate as funders of one of the bigger Fachhochschulen in Austria, the Fachhochschule of
Vienna (2,400 enrolments in 2013). The Fachhochschule Salzburg (2,200 enrolments in 2013) is
owned by the regional chamber of commerce (of Salzburg) and the chamber of employees
(Arbeiterkammer Salzburg).

The central authority for quality assurance is the Agency for Quality Assurance and
Accreditation Austria, which was established in 2012, integrating the three existing agencies
responsible for quality assurance in different sectors: the Austrian Accreditation Council, which
was responsible for quality assurance in the private sector; the FH Council, which was
responsible for quality assurance in the Fachhochschul-sector; and the Austrian Agency for
Quality Assurance (AQA), an independent institution for quality assurance, evaluation and
certification for the entire higher education sector.

The different sectors are represented by the University Rectors’ Conference Universities Austria
(uniko), the Association of Universities of Applied Sciences in Austria (FHK), the Rectors’

%3 An example would be the Programme for Fachhochschulen 2010/11 - 2012/13 aiming to consolidate the sector
and to set general priorities, see Osterreichischer Wissenschaftsrat (2012)
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Conference of Austrian Universities of Education (ROPH) and the Austrian Private University
Conference (OPUK), respectively.

The Austrian Study Support Authority (Studienbeihilfebehérde), a service facility of the BMWEF,
provides study aid based on socio-economic criteria (such as revenues of students’ parents,
number of siblings and marital status) and students’ performance.

The Austrian National Union of Students (Osterreichische Hochschiilerinnen- und
Hochschiilerschaft, OH) represents all students in public universities, Fachhochschulen (since
2007) and colleges of teacher education. It is the general students' representative body in Austria
and serves as the students' government by federal law. Its function is thus comparable to that of
the Austrian Economic Chamber for the Austrian business community. Membership in the OH is
compulsory for every student in the public higher education sector in Austria, including PhD
candidates. The OH has the legal responsibility to support aspiring students in choosing a study
programme and during the application phase (BMWF, 2011, p.179).

1.3 How Governments Fund Institutions

Universities

Up until the Universities act of 2002 (implemented in 2004), university funding was based on
input-oriented line-item budgeting. Since gaining autonomy in 2004, public universities receive
three year global grants to cover their main costs, representing around 80% of the public
university budget. The budget is allocated based on target and performance agreements between
the Ministry for Science and Research and the individual universities. These agreements identify
individual targets and determine scopes and deadlines for goal achievement as well as measures
to be taken if goals are not achieved. The budget reflects institutions’ individual cost structures,
which are influenced among other things by the share of staff with pre-existing civil service
contracts, and building rental costs, both of which were direct costs to the ministry prior to 2002.

Until 2012, the formula-based part of the budget made up 20% of the federal institutional
funding and was allocated based on performance on eleven different indicators in the areas of
teaching and learning, research and societal goals. A recent evaluation of the formula-based
budget (Unger, Diinser, Thaler, & Laimer, 2011, cit. after Osterreichischer Rechnungshof, 2012)
judged it to be ineffective as a steering instrument, since the effect of performance on individual
indicators to the total budget was lacking in transparency for most universities.

For the budgeting period 2013-2015, the overall budget of Austrian universities was augmented
by nearly one billion euros. Approximately one third of these funds are being used to increase
institutional core funding, and almost half is allocated based on universities’ performance in
teaching, and, to a lesser degree, in research. An amount of 63 million euros is set aside to
incentivise cooperation among universities and between universities and other organisations,
including business and industry. The BMWEF acts as a co-funder, contributing up to one third of
the cost of cooperative projects.
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With the change of government in 2000 the coalition of the Austrian People's Party
(Osterreichische Volkspartei, OVP) and the Freedom Party of Austria (Freiheitliche Partei
Osterreichs, FPO) introduced tuition fees of 363 euros per semester for universities, with no
distinction between study programmes. The regulation of who pays fees was changed in the late
2000s, as described below. Tuition fees were collected by all Austrian universities from 2001 to
2009. Fachhochschulen have been allowed to decide autonomously whether to charge tuition
fees (of 363 euros per semester) or not since 2001. University colleges of teacher education do
not charge fees.

In summary, the reforms to university funding since the early 2000s have had the aim of
changing the balance between state supervision and funding, on the one hand, and encouraging
‘entrepreneurial’ behaviour of universities, on the other. However, this change was tempered by
an ongoing state control.

Fachhochschulen

A mixed-funding system applies to Fachhochschulen: Normed costs for study places are defined
by field of study, and the numbers of study places is negotiated between the Fachhochschule and
the BMWEF. The Federal State then funds 90% of the cost so defined. The remaining funds must
be provided from elsewhere. At the outset, business and industry, as the main employers of
graduates of Fachhochschulen, were envisaged as contributors, but in reality it is mainly the
regions and municipalities that provide the additional funding (see Osterreichischer
Wissenschaftsrat, 2012, p. 34). As a result, the regions and municipalities have established
themselves as actors in the Austrian HEI system through their responsibilities for the
Fachhochschul-sector. Fachhochschulen are not limited in the number of students they can
accept, but capacities beyond what is negotiated with the BMWEF or study programmes without
accreditation must be self-financing.

The precise financing structure of Fachhochschulen in Austria varies due to regional differences
and variation in the cost structures of different study programmes. A report from 2010 by the
Austrian Court of Audit (Osterreichischer Rechnungshof, 2010, p. 149) showed that the standard
study costs for the academic year 2005/2006 covered much less than 90% of the actual costs in
many cases, and in all cases for technical study programmes. On the basis of this information,
the Austrian Court of Audit recommended an increase to the normed costs for subsequent years.
One of the problems, which also affects this report, is that there is no unified financial
monitoring system for the Fachhochschulen, which leads to incomplete data on their exact costs.

1.4 History of Cost-Sharing

Tuition fee policy
The two main political parties in Austria, the Austrian People's Party (Osterreichische

Volkspartei, OVP) and the Social Democratic Party (Sozialdemokratische Partei Osterreichs,
SPO), have different positions on tuition fee policy.
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With a change of government in 2000 the coalition of the OVP and the Freedom Party of Austria
(Freiheitliche Partei Osterreichs, FPO) introduced tuition fees of 363 euros per semester for
universities with no distinction by study programmes.* This standard tuition fee was doubled for
non-EEA students, with exemptions for students from certain countries. The official policy goals
were to reduce drop-out rates and time to completion. However, the overriding aim in the first
two years was to reduce public expenditures during a time of fiscal restraint; hence the fees
collected were passed on to the Federal Ministry of Finance for the first two years. Beginning in
2003, universities retained the fees as part of their total income. The spending procedure
specified in the University Act of 2002 determined that the university senate make a list of
proposals on how fees should be spent in each academic year, and that subsequently students
vote for one proposal. Improvements in teaching and learning conditions were usually among the
primary measures chosen.

Following a political change to the leadership of government in 2007, the Social Democratic
Party became involved in a debate on the abolition of tuition fees. The result was that the new
regulation waived fees for most students (only around 15% of students still paid fees). The
groups who were still required to pay fees were students from outside the EU and those who had
remained students for longer than the prescribed duration plus two tolerance semesters, unless
certain additional criteria (such as exceeding a certain income threshold, supervision of children,
iliness) were fulfilled. Given the devolution of many responsibilities to the universities, the
question of whether the Federal state had the jurisdiction to make and enforce this policy
emerged. Therefore, following complaints of unconstitutionality, some universities reintroduced
tuition fees of 363 euros per semester in 2013. In July 2013, the Austrian Constitutional Court
decided that these ‘autonomous’ fees (as they were called) were unconstitutional. As a
consequence, the universities concerned were forced to return these fees to their students.

In contrast to the universities, Fachhochschulen could independently decide whether to charge
fees subsequent to a resolution of the Austrian National Parliament in 2000. In practice the
decision about whether to charge fees is made by the provider, i.e. mostly the states in which the
Fachhochschulen are located. The abolition of fees in 2008 concerned only universities, not
Fachhochschulen.

If either universities or Fachhochschulen offer continuing education courses in specialist areas
(e.g. international mining engineer, generic management or migration management), the costs for
these courses must be self-financed. A report by the Austrian Court of Audit showed that
participation in such courses had been growing (5% of all students in 2006, 6% in 2010) and that
the three universities covered by the audit managed to earn a small surplus for their courses
(Osterreichischer Rechnungshof, 2011).0ne expert interviewed for this study on the topic of
continuing education commented that although a general trend towards more such programmes
was visible in Austria, it was unlikely that any Austrian university was going to invest into this
segment in order to generate additional revenues with which to support other activities.
According to the expert, a more realistic financial goal for those fee-paying programmes was to
organise them in a way that makes them financially self-sustaining.

* Fees had to be paid only once per student, even if he/she was enrolled in several study programmes.
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Study aid policy

The financial support provided by the Ministry of Science and Research (BMWF) can be divided
in direct and indirect payments. Direct payments are provided to the students themselves and
include study grants, travel allowances, support of study periods abroad, and other types of
support. The key agency providing direct support is the Austrian Study Support Authority
(Studienbeihilfenbehdrde). Indirect payments, on the other hand, are allocated to students’
parents or third parties and cover family allowances, students’ health and accident insurance or
come in the form of subsidies to university cafeterias and student accommodation. This support
system has been in existence since the early 1960s, but has been consolidated and harmonised in
the 1990s.

According to the Student Support Act public grants provided by the BMWEF can be claimed by
all Bachelor, Master and Diploma students at both public and private universities and
Fachhochschulen. The grants are tax-free. The recipients of study support are selected based on a
combination of means testing (parent and student income) and merit (student performance,
complying with minimum legal study periods). Applicants generally have to be younger than 30
on commencements of their studies. In 2008/2009, 17.6% of all students received public
financial aid or a scholarship from the Federal State.

There were several reforms of the Student Support Act after it was first introduced in 1992. As a
first step the Student Support Act increased the individual amount of financial support for the
student by about 12%. The following reform aimed to widen the group of recipients of benefits.
Both measures led to an increase in financial support for students especially at Fachhochschulen.
In 2008/2009, those students that received grants at universities received an average amount of
4,281 euros of public support per year; at Fachhochschulen the average amount was 4,554 euros.

Another aim of the reformed Student Support Act was to improve the support for students with
special needs and with children. Whilst some disabled students received 366 euros of additional
support per semester in 2007/2008, the amount rose to 417 euros in 2008/2009, an increase of
13.9%. In the same period of time the additional support handed out to students with children
increased by 7.1% from 1,650 to 1,774 euros per semester (BMWF, 2010, p.19).

Students in the final stage of their degree course may apply for an end-of-studies grant of an
amount between 600 and 1,040 euros a month for a maximum period of eighteen months,
awarded by the Austrian Study Grant Authority. A total of around 300 end-of-studies grants are
granted annually.

Students paying tuition fees can apply for a bank loan for which the BMWEF covers a part of the
interest rate. The loan is only supposed to cover tuition fees and is available to all students who
are under 35 years of age before they start their first studies. Take-up was low from the start in
2001.°. In 2009, only 437 students benefited from the BMWF taking on a part of the interest rate
for such private bank loans (BMWF 2010, p. 14).

® Social Survey 2002 (p. 198) reports that in 2002 only 0.5% of students made use of this option.
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Another attempt by the Federal State to lift financial burdens for students is to provide tax
benefits to students’ parents. If a student leaves his or her home in order to pursue studies in a
different location, the parents are entitled to a tax allowance of 110 euros per month (provided
that there is no alternative training facility in the vicinity within a radius of 80 kilometres or the
time spent traveling in one direction is not more than one hour).

Policies designed to increase private investment in higher education

In the Austrian higher education system, an important change aiming at higher shares of private
investments was the establishment of the Fachhochschul-sector starting in 1994.
Fachhochschulen were designed to be funded partly by private business and industry. Equally
relevant was the passing of the New Universities Act in 2002, which opened new opportunities
for external fundraising and sponsoring in public universities.

Another cost-sharing-related reform was the passing of the Danube University Act (DUK-
Gesetz) in 2004, making the Danube University Krems, formerly a ‘university centre’, equal to a
full university with the right to appoint professors autonomously. The peculiarity of the Danube
University Krems is that it specialises in continuing education, and that all teaching programmes
are fully financed through tuition fees — a financing mode completely different from other public
universities in Austria.

In the realm of university research, there have been several national funding programmes
through which cooperation with private enterprises have been supported during the period of
investigation. A particularly active authority in this area is the Austrian Research Promotion
Agency (Osterreichische Forschungsfordergesellschaft, FFG), an organisation supervised by the
Federal Ministry for Economic Affairs. The Agency administrates several lines of funding in
which cooperative projects between public research institutions and private business and industry
are promoted. One important programme in the past was called Kplus (1998-2011). This
programme “has played a decisive role in shaping Austria's R&D community in the 1990ies and
beyond” according to ERAWATCH (ERAWATCH, n.d.). Its successor, the COMET
programme (Competence Centers for Excellence Technologies), was launched in 2012.

A novel type of research institution was founded in 2009: the Institute of Science and
Technology Austria (IST Austria) situated north of Vienna. The institute’s mission is to conduct
internationally excellent research in a variety of subjects, mostly connected to science,
technology, engineering, mathematics (STEM) and life sciences. The institute only offers
teaching programmes for doctoral candidates. The IST is relevant in terms of cost-sharing
because, although its institutional funding is public, it has been performing well in attracting
private funds via donations (IST Austria, n.d.).

In 2012, a new programme called ‘Higher Education Area Structural Fund’
(Hochschulraumstrukturmittel) was launched by the federal government. It aims to foster
cooperation between HEIs, but also between individual HEIs and the business sector, mostly by
providing public matching funds for contributions acquired from private stakeholders (e.g.
donors, funders of research projects). The programme has a limited duration (2013-2015).
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1.5 History of Enrolment

Regulation of enrolment

The enrolment procedure in Austria’s higher education system has been discussed for many
years, since its openness makes the size of the system difficult to control. While
Fachhochschulen and university colleges of teacher education may select students, universities
are constitutionally obliged to accept every student having achieved the formal academic
qualification from upper secondary schooling called the Matura. This applies to Bachelor and
Master programmes. It means that, in most cases, aspiring students can simply register for a
study programme at the start of the semester. Only a limited number of study programmes are
able to set formal capacity constraints to the number of students, which demand an entrance
examination from applicants. These programmes tend to be in the fields of arts, sports, medicine
or psychology, which often set an entrance examination (Eurydice, 2009).

The principle of open access has fuelled a large increase in the number of students and has led to
questions of how to maintain quality of provision in such a system (Dobert, Débrich, von Kopp,
& Mitter, 2001).

A recent attempt to regulate the size of the higher education system has been the introduction of
an induction and orientation phase in the first year of university studies (STEOP) in 2011. This
phase has the purpose of assuring both the motivation and the academic ability of a student.
Students that fail to accumulate the relevant credit points in their first year of studies have to
leave their programme and cannot re-register for this specific programme at the university again.
STEOP has been criticized by student representatives for causing unreasonable stress on students
and being an unfair method of selecting students ((Osterreichische Hochschiilerinnenschatft,
2012). In yet another attempt to regulate access, universities were allowed to conduct entrance
examinations for some subjects (among them architecture, biology, computer science, pharmacy
and business studies) for the first time in the winter semester 2013/2014.

Figure 1.1 shows total enrolment in Austrian HEIs from 1995 to 2011. The overall number of
enrolments in Austrian HEIs increased from 216,820 in 1995 to 343,166 in 2011. The majority
of students were enrolled in public universities (272,000), and a smaller number were enrolled in
Fachhochschulen (39,300) and private universities (7,000) in 2011.

Since the first private universities in Austria were accredited in 2000, enrolment in private
universities is only recorded from 2003 onwards. University colleges of teacher education were
upgraded to become tertiary institutions in 2007.

Figure 1.1 also shows that overall enrollment in Austrian HEIs increased until 2000 but declined
to 182,000 in 2001. This was mainly due to a decrease in enrolments in public universities, while
the number of enrolment at Fachhochschulen and other HEIs remained stable or grew. The drop
in enrolment numbers in universities can be linked to the introduction of tuition fees after a
change of government in 2000, but it only partially reflects a real decrease in participation (inter
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Figure 1.1: Total enrolments in Austrian HEIls (1995-2011)
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Source: Statistik Austria®.

alia this was a purging of inactive students from the statistics — more on this in Chapter 4).
Enrolments increased again in the years after 2001.

Paralleling the data from Figure 1.1, Figure 1.2 shows a drop in transition rates from secondary
school to public universities from 2000 to 2001, followed by a swift recovery in the year after. In
contradistinction to this, Fachhochschulen have continuously increased their share of new
entrants, and have accommodated the larger part of the enrolment growth observed in our period
of investigation.

Across the period of investigation, there is an increase in participation rates among secondary
school graduates with HEI entrance qualifications of about 8%. A discontinuous pattern until
2001 is followed by a constant growth.

® Statistical online service, available at http://www.statistik.at/web_en/statistics/index.html.
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Figure 1.2: Transition rates from secondary school (1995-2010)
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entered higher education at a later point in their lives. Domestic students only. Values for 2008-2010 are
predictions.

Source: Landler (2009, p. 19).

Figure 1.3 investigates participation against the background of demographic changes by relating
it to the total population in the age group of best-four-years, i.e. all students in the four age-years
with the highest participation rates in higher education.

We see that participation increased throughout the years 2003-2010, with a marked increase
between 2008 and 2010. While the increase in participation up to 2006 is an actual effect of
increased overall participation, the additional increase in the years after 2006 coincides with a
decrease in the best-four-years population: Fewer people in Austria could have been studying.
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Figure 1.3: Participation in best four years (2003-2010)

450,000
400,000 -ocoooooooooooo. //
350,000
300,000 —
250,000
200,000
150,000
100,000
50,000
0 T T | | | | |
3 3 8 g 5 . . 5
o o o S =) g 2 2
o o o < Q S S 2
students - #z2e® population participation (right axis)

30%

25%

20%

15%

10%

5%

0%

Note: Best four years are ages 20-23 in 2003-2004 and 21-24 in 2005-2010.
Source: Statistik Austria / own calculations.

1l4|Page




National Report for Austria

2. HYPOTHESIS A: As PRIVATE FUNDING INCREASES,
INSTITUTIONAL REVENUE INCREASES

This chapter looks at data relevant to Hypothesis A, which states that as private funding

increases, institutional revenue increases, but only if public funding remains constant. That

means that it will examine whether:

e there has been an increase in private funding

e there has been a concurrent change to public funding

e there has been a total increase in funding and how this is related to changes in private and
public revenues.

Changes in institutional funding will be considered both in terms of total institutional revenue
and relative to the number of students.

2.1 Changes in Institutional Revenues over Time

Figure 2.1 shows that the government was the main source of funding for HEIs between 1995
and 2009, constantly providing more than 80% of financial support. Nevertheless the portion of
public funding decreased from 96.1% in 1995 to 87.7% in 2009. A significant drop in relative
funding by the Federal State is visible in 2002 and again in 2006.
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Figure 2.1: Share of HEI revenue from three main sources of funding (1995-2009)
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Source: OECD Education at a Glance (2005 - 2012).

The following more detailed account will focus on public HEIs, and will differentiate between
public universities and Fachhochschulen, the financing structure of the two types of institutions
being quite different (see Section 1.2).

Figure 2.2 shows funding for public universities from six different sources between 2004 and
2012. Global budgets were introduced when the new Universities Act came into effect in 2004.
Global budgets are provided to public universities in three-year cycles. The smaller amount of
formula based funding (see Section 1.4) is included in the global budget in Figure 2.2. Since
2004, global budgets for public universities increased from 1.9 billion euros in 2004 to 3.1
billion euros in 2012.

The graph also reflects the abolition of general tuition fees in 2009 which were substituted by
federal funding from 2010 onwards. However, it should be noted that this compensation is set at
a fixed level and is not expected to vary according to student numbers. If this arrangement
remains in place the source will decline in relative value over time, especially in the event of
growing student numbers.
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Figure 2.2: Amounts of funding from different sources for public universities
(2004-2012)
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The amount of funding through fees for continuing education remained stable from 2004 to
2012. It is the smallest funding source with less than 1% of the overall amount of funding. Figure
2.3 below represents the data from Figure 2.2 in relative amounts.

The figure shows a decline of the share of fees after the abolition of general fees in 2009. The
loss of fees appears to have been fully compensated for by the state after 2010. Figure 2.3 also
shows that although the debate about tuition fees was very prominent in Austria in the 2000s, the
actual contribution of tuition fees to university funding was fairly limited.
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Figure 2.3: Relative amounts of funding of public universities by source (2004-
2012)
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Figure 2.4 presents funding to public universities from different sources as a percentage of
Austria’s GDP. It shows an overall growth in spending per GDP over time, with a peak in 2009,
mainly due to a drop in GDP performance in that year, and an increase after 2010 due to growing
shares of research income and global budgets.
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Figure 2.4: Funding of public universities by source as a percentage of GDP
(2004-2012)
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Fachhochschulen
The financial evolution of the Fachhochschul-sector as a whole between 2000 and 2011 is

represented in Figure 2.5 below. The figure shows increasing federal expenditures and fairly
constant contributions by the regions.
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Figure 2.5: Public funding to Fachhochschulen (2000-2011)
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Private contributions to Fachhochschulen differ greatly between institutions depending on
whether tuition fees are charged and how business and industry are involved. Table 2.1 gives an
overview of the shares of private funding to seven Fachhochschulen in the academic year
2006/07 (Fachhochschule Salzburg: 2005/06). The share of private funding to public
Fachhochschulen varies between 2% (Fachhochschule Oberdsterreich) and 20%
(Fachhochschule Wien of the Economic Chamber of Vienna).
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Table 2.1: Private funding to Fachhochschulen as shares of total funding

(academic year 2006/07)

Institution Tuition fees Other private
Oberdsterreich 0% 2%

Salzburg 6% 13%

Karnten 4% 2%

Krems 7% 9%

Wiener Neustadt 7% 7%’

MCI Innsbruck 9% 8%

Wien 11% 9%

Note: Data for Fachhochschule Salzburg refer to academic year 2005/06.
Source: Osterreichischer Rechnungshof (2010, pp. 154-156) / own calculations.

2.2 Institutional Expenditures

Figure 2.6 shows institutions’ average income per student from government appropriations and

from tuition fees (only universities) over time.

Public per-student funding in universities decreased by about 13% between 2004 and 2010. This
downward trend was only stopped in 2009, when special government compensations for lost fees
were allocated to universities. It can also be seen that income from tuition fees was minor when
compared to income from public sources (about 3%-4% of the total amount). Public per-student
income in Fachhochschulen is more wavering, with a high in 2005 and a subsequent decrease

until 2008 (data on tuition fee income in Fachhochschulen was not available).

" The Fachhochschule Wiener Neustadt has outsourced its applied research into a subsidiary — the data for other

private income are therefore likely to be underestimated.
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Figure 2.6: Income per student from public funding and fees at public HEIs
(2004-2010)
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own calculations.

Figure 2.7 shows the student-staff ratio at public and private universities and Fachhochschulen
between 2004 and 2010. Public universities show the highest ratio of these three HEI types with
a relatively constant number of 10 to 11 students per staff (only the rates in colleges of teacher
education are higher, reaching up to 17 students per teacher in 2010).
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Figure 2.7: Students per academic staff (2004-2010)
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Implemented in 2004, the Universities Act of 2002 awarded universities with more autonomy not
just in financial matters but also concerning internal affairs and personnel policies. As the
Austrian Court of Audit reports, this did not lead to changes in the student-teacher-ratio at two of
the country’s biggest universities, Vienna University (Universitdt Wien) and Vienna University
of Economics and Business (Wirtschaftsuniversitat Wien) (Osterreichischer Rechnungshof,
2010a).

2.3 Evaluation

In the period of investigation, private funding for Austrian universities was mainly discussed in
the context of tuition fees, which were introduced in 2001 and abolished and replaced by state
compensations in 2009. In the first two years after their introduction, revenues from fees were
transferred from the universities to the federal budget, so that there was no direct connection
between the amount of fees an HEI secured and its (additional) budget, and not even clarity
about whether the fee income was fully reinvested in the higher education sector. Later fees were
kept by the universities, and private income of institutions did increase. Several interviewed
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experts noted that this change in regulation had been preceded by public budget cuts or freezes.
Such behaviour contradicts Hypothesis A, and also provides an interesting contrast with
Germany, Austria’s neighbouring country, where the introduction of fees did not result in budget
cuts. Unfortunately, the available statistical data on HEI funding do not reach back far enough to
be able to test the experts’ statements to this effect. Data on universities from the years 2004 to
2009 do show that there was a continuing decrease in public funding during the time when
tuition fees were being charged. This decrease outsized the additional income through fees on a
per-student basis. All in all, the history of tuition fees in Austria does not support Hypothesis A.

A contextual phenomenon with a potential to influence the cost-sharing balance was the
development of university autonomy, heralded by the Universities Act 2002. As one interviewed
expert commented, this change did result in universities seeking more third-party funds, public
as well as private, but these funds are tied to specific research-related purposes and thus do not
benefit the institution as a whole. In fact, the expert noted that the increasing focus on third-party
funds for research even had negative effects on the area of teaching and learning as the increased
concentration on research resulted in teaching becoming less of a priority.

Most Fachhochschulen charge fees in the same range as universities did. Few detailed financial
data from Fachhochschulen are available, making it difficult to test Hypothesis A with respect to
this type of HEI. With regard to cost-sharing, it is interesting to note that a mixed public-private
financing model was envisaged for Fachhochschulen but never came into effect: In most cases, it
was local public authorities (municipalities and regions) that assumed financial responsibilities
instead of private business. According to one interviewed expert, this was not only due to the
reluctance on the part of the business sector, but also to the political will of the regions to ensure
their influence on higher education through engagements in the financing of Fachhochschulen.

Another expert pointed out that a similar process can be observed with regard to private
universities: Private universities were envisaged to be self-sustaining institutions, but now many
of them are financially supported by regional bodies to maintain their financial sustainability.
The same expert stated that attempts by the Austrian federal state to shift costs towards private
contributors had repeatedly led to financial interventions by other (sub-federal) public entities
instead of private bodies.
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3. HYPOTHESIS B: AS THE INCENTIVES TO EARN
PRIVATE FUNDING INCREASE, INSTITUTIONS BECOME
MORE RESPONSIVE TO USER DEMAND

This chapter looks at data relevant to Hypothesis B, which states that as incentives to earn
private funding increase, institutions become more responsive to user demand. However, this
expected effect is conditional on the attractiveness of these private revenues and whether
increasing these revenues has trade-off effects for the overall behaviour or prestige of HEISs.

Various aspects of responsiveness will be examined, including changes to provision, enrolment
and the connection between HEIS and users. If no changes to responsiveness are visible, this is
likely related to the incentive structure present in the higher education system, which might
favour other behaviours such as the maximisation of public over private funding.

3.1 Enrolment by Discipline

Figure 3.1 below shows relatively stable enrolment patterns at universities, with a slight decrease
in health and welfare subjects after 2005 and an increase in educational sciences. The decrease in
health and welfare is not due to changes in demand, but to access restrictions in these subjects
newly introduced in 2005. The hike in health and welfare in Fachhochschulen after 2005 visible
in Figure 3.2 is due to the establishment of a number of new programmes for midwifery and
medical-technical assistance in the higher education sector.
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Figure 3.1: Relative distribution of enrolment by field of study in public
universities (2001-2010)
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While Fachhochschulen and universities are similar with respect to enrolment in social science,
business and law, other subjects differ more depending the type of HEI: Whereas
Fachhochschulen feature a high level of enrolment in engineering, manufacturing and
construction, universities show higher enrolment rates in humanities, arts and STEM-subjects.

® Higher education data warehouse of the Federal Ministry of Science and Research, available at
http://www.bmwfw.gv.at/unidata.
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Figure 3.2: Distribution of enrolment by field of study in Fachhochschulen (2002-
2010)
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3.2 Enrolment Patterns by Mode

Part-time study programmes

No information was available on the distribution and evolution of the number of full- and part-
time students in the period of investigation. Austria does not have an official part-time student
status. At the same time, a large share of Fachhochschul-students study alongside working,
meaning that a rise in the number of students in this sector equates to a rise in the number of
‘part-time’ students.
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3.3 Enrolment Composition

Since public universities account for the majority of enrolments in absolute terms, the number of
international students at universities is naturally higher than at Fachhochschulen. In relative
terms, 24% of all students enrolled at public universities were not born in Austria in 2011, while
Fachhochschulen had a share of 9% international students in the same year. Private universities
seem to be particularly attractive to international students: This group makes up 30% and more
of total enrolments at private universities.

Figure 3.3 shows a more or less linear increase in the enrolment of international students by 10
percentage points between 1995 and 2011 at public universities. This suggests that the
introduction of general tuition fees in 2001 did not deter international students from coming to
Austria. On the contrary, the years 2001-2003 were the ones with the strongest growth in the
shares of international students (note that the number of domestic university students was also on
the rise in the same period).

The share of international students at Fachhochschulen was 3% in 1995, remaining constant until
the early 2000s, when a steady increase began. In 2010, the share of international students at
Fachhochschulen was 13%. The influence of tuition fees on the inflow of international students
cannot be evaluated on the system level, given that some Fachhochschulen charge tuition fees
while others don’t. Overall, though, the trend visible for Fachhochschulen in the 2000s does not
suggest a major deterrent effect from tuition fees.
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Figure 3.3: International student enrolment as a percentage of total headcount
per sector (1995-2010)
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In the academic year 2010/2011, the largest group of international students were German (38%),
followed by students from eastern European countries (17%), former Yugoslavia (11%) and
from outside the EU (11%) (see Zaussinger, Grabher, Diinser, Laimer, & Unger, 2011, p. 11).

3.4 Diversity of Provision

Changes in the number of HEIs

The expansion of Austrian HEIs between 1995 and 2011 is visible in Figure 3.4. There were 31
public HEIs and no private HEIs in 1995 and 56 public and 12 private HEIs in 2010. The first
private HEI, the Catholic-Theological Private University in Linz (Katholisch-Theologische
Privatuniversitat Linz) was accredited in 2000.
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Figure 3.4: Number of HEIls by sector (1995-2010)
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Although the private university sector in Austria has grown consistently since the first private
HEI was founded, it must be noted that in terms of student numbers it is still small, serving less
than 2% of all students.

Figure 3.4 also shows a disproportional increase of public HEIs between 2006 and 2007, when
the number of institutions grew from 41 to 56. This can be linked to the establishment of colleges
of teacher education as a new branch of the higher education system in 2007 and a further
expansion of the Fachhochschul-sector.

Figure 3.5 shows the size of HEIs based on the number of enrolled students. It shows a rather
linear pattern for the size of Fachhochschulen, as one would expect in a newly established
sector. On average, they enrol 2,000 students. The private HEIs are very much smaller. The
pattern in universities is rather discontinuous, with a stepwise decrease in size in the early 2000s.
The drop in 2001/2002 is due to a decrease in total student numbers, and likewise the increase
since 2004 is due to increasing numbers of students in the system. The decrease in 2004 is due to
the outsourcing of medical faculties into medical universities.

The dip in the number of students at public universities at the introduction of tuition fees in
2001 which was exclusively a result of purging non-active students from the records according

° European university data collection, available at http:/datahub.io/dataset/eumida.
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to estimations made by Pechar & Wroblewski (2002, p.19) — resulted in a decrease in average
size of public universities and not to the closure of institutions. However, this dip was
compensated and the average public university size returned to around 12,000 students.™

Figure 3.5: Average size of HEIs (hnumber of enrolled students) by type of HEI
(1995-2011)
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3.5 Outreach Practices

Marketing budgets

Concrete figures on the amounts of and changes in HEIs’ marketing budgets could not be
obtained. According to the experts interviewed, questions of university marketing came to the
forefront in the wake of the Universities Act of 2002 with its emphasis on institutional
autonomy. Since then universities have made efforts to reach out to potential users more actively
than before. As in Germany, which has a system similar to the Austrian one in many respects, it
appears that increased marketing efforts are not only an effect of attempts to maximise private
income, but also of a changing self-image of HEIs and, in the case of Austria, of a shift in
responsibilities: Whereas before 2002 it was mainly the Ministry that was responsible for
assuring HEIs’ public visibility, this task was transferred to the institutions themselves when they
were made autonomous. One interviewed expert observed that marketing in Austrian HEIs plays
an important role particularly where fee-based further education study programmes are

19 The variation in size is considerable, ranging from 1,100 students (University of Arts and Industrial Design Linz)
to 88,000 (University of Vienna). 10 of the 21 public universities enrol fewer than 5,000 students.
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concerned, which shows that opportunities to generate private revenue can give a boost to
marketing activities.

Composition of governance and advisory boards

Since the enactment of the Universities Act 2002, Austrian universities have had university
councils consisting exclusively of external stakeholders from science, culture and business. Half
of the council members are nominated by the university, the other half by the ministry. The
councils have far-reaching competencies in terms of governance according to the law. One
expert commented that although each university council is different, the councils usually do not
influence a university’s funding structure, but rather see themselves as lobbyists for the
university.

Relationship with employers

Concerning the relationship between HEIs and employers, one interviewed expert observed that
a process of mutual learning has taken place during the period of investigation: While business
and industry have come to endorse a new concept of employability based on universal, ‘soft’
skills typically acquired in higher education, HEIs have become more attentive to the demands of
business and industry. This process has affected universities and Fachhochschulen alike. As an
example of an organisation mediating the demands of HEIs and business and industry, the expert
named the chambers of commerce.

Another expert with insights into the Fachhochschul-sector described awareness of user demand
as a central element of the mission of Fachhochschulen specified by the law, stating that private
income was not necessary for Fachhochschulen to strive for responsiveness towards user
demand. In support of this statement, the expert referred to obligatory needs analyses carried out
in the preparation of new study programmes as well as to permanent contacts with employers
from the business sector, particularly small and medium-size enterprises. A direct influence of
cost-sharing on the described developments was not obvious.

Entrance policies

Even though the question of how university entrance should be regulated has been a key issue in
higher education politics in Austria, the topic has not been discussed in the context of cost-
sharing. The rather modest fee levels at public HEIs would appear too insignificant for HEIs to
compete for students because of expected fee income. Quite the opposite, Austrian universities
have been seeking ways to limit enrolments to avoid overcrowding - see Section 1.6. In this vein,
one national expert commented that public HEIs in Austria are more focussed on establishing
effective admission restrictions than on the subject of tuition fees, since their ultimate goal is to
provide adequate teaching and learning conditions for the students they serve, and there is little
hope among university managers that cost-sharing could be developed in a such a way as to
balance the enrolment growth seen in recent years.
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3.6 Quality and Relevance

The aim of this section is to investigate whether changes in cost-sharing lead to changes in
student, graduate and employer satisfaction. Little such information could be obtained for
Austria. One reason why no such studies exist in Austria is presumably the fact that
unemployment rates among higher education graduates are very low, indicating that there is a
smooth transition from higher education into the labour market and, therefore, little political
pressure to monitor graduate or employer satisfaction.

A one-time graduate-survey is the ARUFA study (Schomburg, Fléther, Wolf, Kolb, &
Guggenberger, 2010). Persons who graduated from Austrian HEIs between 2004 and 2010 were
surveyed for various aspects of their present employment and retrospective evaluation of their
educational experience. There is a general tendency of improvement in satisfaction within this
seven year span. The share of graduates being (very) satisfied with their studies increased
continually from 65% (2004) to 75% (2010) (Schomburg, Fl6ther, Wolf, Kolb, & Guggenberger,
2010, p. 141). The share of respondents reporting that they would choose the same subject again
rose from 71% to 77% in the same period (ibid., p. 141). A positive trend is also visible
concerning judgements on practical relevance, although from a low base: 33% of the 2010
graduates agree that the employment-related elements of their studies prepared them well for the
labour market, as opposed to 23% in 2004 (ibid., p. 136). Different aspects of counselling and
support through teaching staff were also judged increasingly favourable over time, while
judgements on equipment and infrastructure improved for all aspects except availability of
literature in libraries (ibid., p. 132f.). The possible influence of tuition fees on these judgements
is acknowledged in the study (ibid., p. 241 fn. 22) but not investigated any further. The studying
period of almost all of the surveyed graduates fell in the period of time during which general fees
were charged at Austrian universities at a constant level, making it impossible to draw
conclusions regarding the effects of fees on study conditions. The increases we see in different
aspects of graduate satisfaction merely show that perceived study conditions did not deteriorate
after general fees were introduced in the Austrian system.

3.7 Evaluation

The hypothesis tested in this chapter was that institutions become more responsive to user
demand once the incentives to earn private funding increase. The central event with respect to
increases in private funding was the introduction of general tuition fees in 2001. Although this
was a much-debated decision, student contributions to higher education through fees remained
rather low in relative terms, as was demonstrated in Chapter 2. This is true from the institutional
point of view relevant to this chapter (but to some degree also from the point of view of
individual students, as will be elaborated in the next chapter). It is therefore questionable whether
HEIs would have taken fees as a reason to increase their user responsiveness in a significant
manner. Accordingly, the available data on provision of programmes and enrolment composition
do not point in this direction. In this context, one interviewed expert commented that the
introduction of tuition fees in Austria had no other goal than to make up for cuts in government
funding, i.e. making institutions more responsive was not a political aim at all. Furthermore, the
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expert stated that the very fact that income from fees had to be used to compensate for budgetary
cuts was damaging to the notion of universities responding more directly to student demand,
because the revenues from fees could not actually be used to implement specific measures to
improve study conditions. According to the expert, this makes the situation in Austria different
from that in Germany, where income from fees was assigned to the improvement of study
conditions and was not accompanied by budget cuts.

In a similar vein, one expert noted that he did not perceive any differences in the degree of user
orientation in Fachhochschulen with and without tuition fees, stating that user orientation is to a
certain extent part of the mission of all Fachhochschulen and thus, not tied to the collection of
tuition fees. As an illustration of user orientation, the expert explained that every study
programme in Fachhochschulen is obligatorily accompanied by an analysis of job market-
demand for future graduates.

Another interviewed expert took a different view, commenting that the introduction of tuition
fees in 2001 did lead to a new perception of students as customers and thus also to a new kind of
relationship between teachers, students and the HEI as an organisation. One expert called the
very idea of HEIs becoming more responsive as a consequence (or precondition) of increasing
private funds into question. From his point of view, HEIs should strive for external sponsoring of
activities in which the relation is not that of a direct quid pro quo (contract research for private
funds, or education for fees), but rather that of philanthropy or image improvements through
collaboration.

Another expert addressed responsiveness to user demand in the context of graduate
employability, stating that employability of graduates could be ascertained if HEIs developed
clear employment profiles for each of their study programmes. Such measures would not depend
on cost-sharing for their realisation, but rather on the motivation of the academics concerned
with study programme planning and implementation.

A policy change that was not directly cost-sharing related but nevertheless played a role for the
topic of this study was the strengthening of university autonomy through the Universities Act
2002. The removal of direct governmental steering and the establishment of autonomy are what
gives institutions the freedom to become responsive in the first place. The investigation of
changes in outreach practices suggests that as Austrian HEIs received more autonomy, they
became more sensitive to user demands, but not as a result of changing financing structures.
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4. HYPOTHESIS C: INCREASING PRIVATE FUNDING HAS
A NEGATIVE EFFECT ON PARTICIPATION

This chapter looks at data relevant to Hypothesis C, which states that as private funding
increases, costs increase to students and their families, which in turn may have an impact on
quantitative student demand and on the composition of the student body.

In order to assess this, it is important to look at:

e the real costs to students, including direct and indirect support provided by the state, which
may discount the gross costs

e how tuition fees are organised: Who pays and who does not pay? When do you pay — as a
student or as a ‘successful’ graduate (with a well-earning job)?

e the overall trend of participation rates in the country in question, i.e. expanding, stable or
contracting?

In Section 1.6 it has been shown that the introduction of general tuition fees in 2001 had an
effect on both enrolment numbers and transition rates: Enrolment numbers dropped by 17% in
the winter semester of 2001/2002, following (and predating) years of constant enrolment growth
(see Figure 1.1). Transition rates from secondary school to university dropped by 9% in the same
year (Figure 1.2). This suggests that the increase in cost-sharing deterred a significant number of
students and university entrance qualification holders from studying. The observations below
investigate in more detail the interrelation between student cost, student support and
participation.

4.1 Students’ Costs for Higher Education

Student fees

This chapter begins with a look at how student fees affect students’ budgets on average. Figure
4.1 represents the incidence of tuition fees as well as the average annual expenditure on tuition
fees of fee-paying students. The share of students exempt from paying fees was low during the
time in which general fees were charged in Austria — 88.4% of all students were reported to be
fee-paying in Social Survey (2002), and 96.7% in Social Survey (2006)."* After the abolition of
general fees in 2009, the share of fee-paying students dropped to 22% (Social Survey 2009,
likewise in 2011) - these were students at fee-charging Fachhochschulen, non EU/EEA
international students, and students studying beyond the stipulated period of study.

1 But all students receiving means-tested grants were repaid the fees - see below.
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The graph shows that between 2002 and 2011, the average fee level decreases from about 870 to
about 730 constant euros. This is solely an effect of inflation: Fees have been kept constant in
nominal values since 2001, whereas Figure 4.1 uses constant prices.

Figure 4.1: Average annual amount of student fees and share of fee-paying
students at public HEIs (2002-2011)
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Note: Average fee levels refer only to the share of fee-paying students. Data for 2009 refer to the summer
semester 2009, when fees for most domestic students had been abolished. Constant consumer prices (2011).

Source: Social Survey 2002/2006/2009/2011.

Fees are related to other student costs in Table 4.1. It shows that student costs increased
significantly between 1998 and 2002 (plus 15%) and decreased again between 2006 and 2009
(minus 11%). These changes were clearly influenced by the introduction and subsequent
abolition of fees (2001/2009). However, fees only accounted for about two thirds of the cost
increase: Costs for housing and travel also increased. Similarly, the cost decrease between 2006
and 2009 was not only caused by the abolition of general fees at universities (fees for long-term
students and international students remained), but also by all other costs except housing
decreasing.

Overall, fees accounted for around 8% of total student cost during the period of general tuition
fees.
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Table 4.1: Annual student costs (1998-2011)

I;:::z:ir;gl Housing Food Transport | Clothing Fees Total
1998 790 2,920 2,580 1,010 790 - 8,090
2002 800 3,320 2,400 1,220 800 780 9,320
2006 1,000 3,440 2,380 1,000 720 790 9,340
2009 850 3,540 2,320 900 640 160 8,410
2011 790 3,550 2,310 950 620 160 8,380

Note: Includes only national students. Constant consumer prices (2011).
Source: Social Survey 2009/2006/2002 / IHS-project reports / own calculations.

Student grants

In 2008/2009, 17.6% of all students received public financial aid or a scholarship through the
Federal State, the average amount being 4,357 euros (BMWEF, 2010, p. 18). In 2009 the BMWF
spent a total of 190 million euros on public support in form of direct and indirect payments. 2009
marked the first year since 2004 in which expenditure on student support did not increase in
comparison to the year before. This is due to the fact that student support in Austria included the
refunding of tuition fees (Studienzuschuss), and after the abolition of fees at universities in 2008,
this type of support was no longer needed for most students.

Figure 4.2 represents both the change of public expenditure on student support and numbers of
public study grants issued over time. An upwards trend in the provision of grants to university
students is visible starting in 2002, a year after general tuition fees were introduced. This is
partly due to the fact that, as mentioned above, the means-tested grants come with the option of
having tuition fees refunded (witness also the drop after 2008). At the same time, the general
eligibility criteria for study grants were adapted after the introduction of general fees: Parental
income thresholds were lowered, resulting in an extended group of grant recipients. According to
one national expert, this was a way of making tuition fees palatable to middle class families.

The number of grants provided to students at Fachhochschulen increased after 2002, in a more
linear fashion. The value of grants issued is roughly parallel to the number of grants to university
students (this being by far the largest group of students). It shows that the average value of grants
issued to students remained relatively stable throughout the years, except for a discrepant
progression in the mid-2000s, when the number of grants was still rising while their overall value
went down. The parallel patterns in numbers of grants for university students and value of grants
is most likely due to the fact that most students in Austria are university students.
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Figure 4.2: Number of study grants by type of HEl and value of all grants (1999-
2010)
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Note: Constant prices (2011).
Source: BMWEF / IHS (Materialien zur sozialen Lage der Studierenden 2003/2007/2012).

Indirect assistance

Figure 4.3 below charts student support other than grants, such as payments to parents which
come in the form of child benefits for parents of studying children. Since parents are required by
law to assure the livelihood of their children as long as they are in education, child benefits are
one way of indirect support to students. The graph shows that public expenditure on child
benefits for parents of students increased between 2003 and 2010, from 229 to 267 million euros,
due to an increase in student numbers. In comparison, subsidies for room, board and transport are
less significant. Both declined over time, in particular subsidies for room and board, which
dropped significantly between 2001 and 2002.%

12 An indirect subsidy not shown in Figure 4.3 (because it is not surveyed or provided by statistics) is indirect
benefits through reductions in health insurance and transport for recipients of child benefits.
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Figure 4.3: Indirect student support (1999-2010)
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Source: BMWF / IHS (Materialien zur sozialen Lage der Studierenden 2003/2007/2012).

Student loans

Except for a small number of bank loans offered to students under special conditions, there is no
student loan system in Austria comparable to what one finds in e.g. England or Canada, neither
for living expenses nor for tuition fees.

Total student cost

Figure 4.4 graphs average annual costs for Austrian students between 2002 and 2011. Looking at
the average student, we see that payments to parents of studying children in the form of child
benefits are more important than grants. The former amount to between 7% and 8% of total
student costs of living, whereas the latter amount to between 12% and 13%. Considering student
costs minus state grants, it becomes apparent that the change in student grants (average paid per
student) parallels that of student cost). Figure 4.4 also shows that on the aggregate level, public
support to students is more comprehensive in monetary terms than tuition fees. Overall, though,
the student cost of living is predominantly borne by students themselves: Taken together, the two
most important sources of state support, grants and child benefit, amount to between 16% and
21% of total student costs in 2006/2009.

39|Page



National Report for Austria

Figure 4.4: Annual student costs per average student (2002-2009)
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Source: Social Survey 2002/2006/2009 / own calculations.

Relative earnings

To assess whether higher education is a favourable investment in the face of changing private
costs, this study uses UOE data to represent relative earnings of persons with a tertiary degree as
opposed to the average relative earnings of persons with an upper secondary or post-secondary
non-tertiary education, see Figure 4.5.

We see a relatively constant curve with only few oscillations between an indexed 149 (2005) and
159 (2008). Overall, the relative earnings of Austrian graduates are fairly close to the average
levels of the EU21 area.
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Figure 4.5: Relative earnings of persons with a higher education degree (2005-
2011)
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Source: OECD Education at a Glance 2013.

Debt levels

No data on debt levels of Austrian students / graduates were available across the period of
investigation. According to a recent survey commissioned by the Austrian Union of Students
(Thaler & Unger, 2013, p.7), 16% of Austrian university students are in debt, of which more than
half attribute their debts to study-related expenditures.”* A common cause of debt are study-
related stays abroad. 36.7% of students report to be in financial difficulty (Thaler & Unger, 2013,

p. 7).

3 This includes international students with loan debts, e.g. German students taking out loans from the public
German loan system BAf6G. Among national students, the share of students with debt is 14%, 46% of whom
attribute their debt to study-related causes.
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4.2 Participation Rates

Figure 4.6 shows student costs of living as represented in Figure 4.4 in comparison with entry
and transition rates. Tuition fees (as the average across the entire student population) are also
included.

We see that entry rates increased from 29% to 43% between 2002 and 2009. In the same period,
transition rates from secondary school increased by about 8%. Most of this increase took place
between 2002 and 2006. Student costs remained rather constant in that period. In the time during
which student costs decreased, partly as a result of the abolition of fees, entry rates continued to
grow rapidly, from 32% in 2006 to 43% in 2009. In summary, a correlation between student cost
and participation is not observable across the years investigated here.
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Figure 4.6: Student costs and participation (2002-2009)
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Source: Social Survey 2009/2006/2002 / Statistik Austria / own calculations.

The introduction of general tuition fees in 2001, arguably the central event with respect to cost-
sharing in the period considered here, lies before the time when the various data on student costs
displayed in Figure 4.6 were available. A study that sheds some light on this episode is Pechar
and Wroblewski (2002). The authors compare national enrolment data before and after the winter
semester 2001/2002, when general tuition fees were introduced, presuming that any changes can
primarily be attributed to the increase in student costs via fees. What complicates matters in the
case of Austria is that before the introduction of fees there was an exceedingly high number of
enrolled students in the records that were inactive, i.e. they were counted as students but were
not actively working towards their final exams. To fix this, Pechar and Wrobleswki (2002) relate
data on exams gathered from the universities to the decrease in enrolments after the introduction
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of fees and conclude that the decrease in enrolments (-21% between the winter semester
2000/2001 and 2001/2002) can be entirely explained by the elimination of inactive students,
which they estimate at 25% of total enrolment. If this is correct, then active Austrian students
were rather not deterred by tuition fees.

4.3 Composition of the Student Body

Figure 4.7 shows the social background of the Austrian student body as specified in the national
student survey. The graph shows a constant increase for the group of students from medium-to-
high backgrounds (from 28% to 33%), whereas the group of students from high backgrounds
remains fairly constant in relative size (around 18%) except for a peak in 2006. The group of
students from medium backgrounds is more volatile in size, with a growing trend (26% to 30%)
from 2006 to 2011. The clearest trend in Figure 4.6 is the constant decrease in enrolments of
students from lower social backgrounds, from 26% in 1998 to below 18% in 2011. Although
various sources point out that the introduction of tuition fees might have deterrent effects
particularly on students from lower social backgrounds (see literature review of the main report),
the constancy with which the proportion of students from lower social backgrounds decreases
shown in Figure 4.7 makes it seem unlikely that the introduction of tuition fees in 2001 was a
major driver of this trend. Two other possible explanations for the trend the figure shows would
be a general bias with respect to access to higher education (not necessarily related to fees or
cost-sharing), or the educational / professional upgrading of the parent generation. That the latter
had an effect is suggested by Figure 4.8, which shows highest educational attainments of the
total population over time. Although the indexes used in Figures 4.7 and 4.8 are not identical (the
Social Survey takes into account the occupation of the parents in defining social backgrounds), a
shift towards higher educational degrees across the population is evident.
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Figure 4.7: Social background of student body (1998-2011)
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Figure 4.8: Highest educational attainment in total population (1991-2011)
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4.4 Completion Rates

There are no national studies on completion and retention in Austria. The OECD’s ‘Education at
a Glance’ includes data on completion / ‘survival’ rates in tertiary education at irregular
intervals. The rates are calculated by dividing the number of graduates by the number of entrants
in the typical year of entry. The results are summarised below:
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Table 4.2: Completion rates in tertiary education (2000-2008)

‘Education at a Glance’ year(s) of reference for .
. . . completion rate
issue university entrants
2007 not specified 65%
2009 2000-2003 71%
2010 2002-2005 64%
2013 2006-2008 65%

Note: Calculation methods may differ between years.
Source: OECD Education at a Glance.

The informative value of these data was called into question by national Austrian experts on the
grounds that the time after entry at which completion is surveyed is inadequately short for the
Austrian system: Since many Austrian students study longer than the predetermined period
(usually three years), the share of dropouts, defined as the percentage of the cohort not having
obtained a degree, is overestimated. Due to these reservations, the above data will not be
correlated to financing issues here.

4.5 Evaluation

This chapter investigated whether and how changes in cost-sharing impact participation in higher
education. The two key events, the introduction (2001) and abolition (2009) of general tuition
fees, were found to have affected participation, showing that changing levels of cost-sharing may
influence demand for higher education, even though the effects were only temporary in this case.

Data on both enrolment numbers and transition rates from secondary school show that the
introduction of general tuition fees in 2001 was accompanied by an abrupt drop in participation
in universities (transition rates: -9%; enrolments: -21%). The significance of these data is
difficult to judge given the problem of distinguishing active from non-active students in the
statistics (see Section 4.2). While Pechar and Wroblewski (2002) attribute the decrease in
participation entirely to the sub-group of inactive students, Landler (2009) takes a slightly
different perspective: He observes that the decrease in transition rates to university in 2001 is
similar to an earlier drop, which took place between 1995 and 1997 (also visible in Figure 1.2).
According to Landler the two events have a common trait which is a preceding increase in
private costs to students: by way of cuts in public support to students in the earlier case,** and by
way of introducing fees in the more recent case. Landler concludes from this that “new entrants
to universities react relatively sensitively to social measures” (by which he means changes in
cost-sharing in the present terminology). Landler’s conclusion points to a more substantial link

 Landler (2009, p. 19) names cuts in transportation subsidies and restrictions in the allocation of child benefits.
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between participation and student cost, and would tend to verify Hypothesis C, with the
qualifications made. Unfortunately, the data gathered for the present study does not reach back
far enough in time to shed more light on this issue.

What is somewhat unexpected on both Pechar and Wroblewski’s and Landler’s accounts is that
in the years after the introduction of tuition fees, transition rates (as well as total enrolments)
recovered in a continual manner, and in 2006 enrolments outstripped the numbers of the years
before 2001 and have continued to grow ever since. This makes it appear like there was an
initial, short-term deterrent effect of tuition fees on secondary school graduates, which then
vanished. This pattern might be taken to suggest that the adverse effects on participation could
have been mitigated by a smoother preparation and communication strategy on the side of the
government. The above investigation of the financial impact on the student purse showed that
fees amounted to about 8% of the cost of living for the average student, while state support for
national students (direct and indirect) averaged over twice that amount. Tuition fees were
reimbursed to students from lower-income backgrounds, and in the wake of the introduction of
fees, the needs-based grant system was altered so as to include a larger group of students.

The abolition of general tuition fees in 2009 resulted in an abrupt 14% increase in enrolments.
Several interviewed experts reported that numerous students that had dropped out of university
during the tuition fee period resumed their studies once fees had been abolished, which would go
some way towards explaining this change. Another possible explanation advanced by national
experts is the global economic crisis of 2007 onwards, which may have motivated many young
people to enrol in university for lack of an immediate employment perspective, particularly in an
admission-free and tuition-free system.
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5. HYPOTHESIS D: INCREASING PRIVATE FUNDING
AFFECTS STUDENT CHOICE OF HOW OR WHAT TO
STUDY

This chapter looks at data relevant to Hypothesis D, which states that as private funding
increases, costs increase to students and their families, which in turn will have an impact on
students’ choice of how and what to study. Accordingly, this section looks at these topics: have
student age, location or field of study and time to completion changed over time in relation to
cost-sharing?

5.1 Student Study Patterns

This section investigates whether and how study patterns change as a result of changes in cost-
sharing. One relevant pattern might be changes in student age. For instance, students might
choose to delay higher education to earn savings allowing them to pay for higher costs, or more
mature students might enrol due to their more secure financial status. Figure 5.1 gives an
overview of student age in Austria over time, differentiated by type of HEI.

Figure 5.1 shows that students at universities tend to be younger than students at
Fachhochschulen. Fachhochschulen enrol more students with a secondary school vocational
certificate (Berufsreifepriifung), an HEI entrance qualification acquired while working. In
contrast, universities have higher shares of students with the ‘regular’ maturity certificate
(Reifezeugnis/Matura), hence the difference in average age. On the other hand, clear shifts in
student age which could be related to changes in cost-sharing, such as the introduction of tuition
fees in 2001, cannot be deduced from Figure 5.1. After the introduction of fees in 2001, student
age tended to increase in universities, while it decreased slightly in Fachhochschulen. The latter
tendency is most probably due to the fact that policymakers gave the provision of full-time
programmes (favoured by younger students) preference over programmes for students who work
while studying
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Figure 5.1: Average age of students by type of HEI (1995-2010)
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Source: Austrian Statistical Central Office (1995-2003) / Ministry of Education, Science and Culture (2004-20010) /
Statistik Austria.

5.2 Location of Study

Considering the fact that all public HEIs had the same fee levels (2001-2009), changes in the
location of study would not have saved students money, at least not as long as they stayed in
Austria to study. In the Fachhochschul-sector, there is some variation as certain institutions
charge the standard fee of 363 euros per semester while others do not. However, as one expert
noted, the range of programmes and the admission criteria are rather diverse across regions, so
that tuition fees are unlikely to play an important role in location choice.

5.3 Field of Study

The topic of this section relates to that of Section 3.1, where changes in the provision of
programmes were discussed. From the student point of view relevant to the present chapter,
changes in field of study or level of education may result from changes in cost-sharing because
students are pursuing less expensive programmes or selecting programmes with more direct
relevance to employment. Figures 5.2/5.3 give an overview of enrolment numbers in different
disciplines.
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Both graphs show a strong increase in social sciences, business and law, which turns into a
decrease only in universities after 2009. Universities also witnessed a growing number of
enrolments in humanities and arts in the first half of the 2000s, which turned into a slight
decrease in the beginning of 2010. Moreover, both universities and Fachhochschulen saw
increases in enrolments in engineering, manufacturing and construction. Figure 5.3 shows that
this field has become a clear focus of Fachhochschulen besides social sciences, business and
law.

Figure 5.2: Number of new entrants in universities by field of study (2001-2010)
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Figure 5.3: Number of new entrants in Fachhochschulen by field of study
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Unfortunately, no figures were available for the years before 2001, so that a comparison between
enrolment behaviour before and after the introduction of tuition fees is impossible. Two experts
were interviewed on the question of whether changes in choice of study programmes had been
observable as an effect of the introduction of tuition fees, and reported that they were not aware
of any such changes, both pointing to the relatively low level of fees in Austria. Pechar and
Wroblewski (2002, p. 19f.) investigate enrolment numbers in universities and Fachhochschulen
and - finding an increase in enrolments in Fachhochschulen and in fields of study with a clear
professional orientation in universities - suggest that this could be an effect of the introduction of
tuition fees. The trend towards increases in enrolments in Fachhochschulen is verified for the
years after 2002 by Figure 5.3. A trend towards more enrolments in subjects with a direct
relationship to the labour market (Pechar and Wroblewski are not explicit about which subjects
they have in mind) cannot be verified by Figure 5.2. For instance, both a decrease in engineering,
manufacturing and construction (which tends to be more directly linked to the labour market)
and an increase in arts and humanities (often less directly linked to the labour market) can be
observed. It is true, however, that Fachhochschulen are unable to satisfy the demand for study
places in this sector: Fachhochschulrat (2011, Appendix 13) shows that there are on average
three applicants for every study place at a Fachhochschule; in health science, there are 7.7
applicants per place. Consequently, the figures on new entrants in Figure 5.3 reflect supply, not
demand. The strong demand for study places in Fachhochschulen is not necessarily an effect of
cost-sharing, since Fachhochschulrat (2011, Appendix 10) also shows that applicant numbers for
study places at Fachhochschulen have greatly exceeded supply since as early as 1998, before
tuition fees were even introduced into the Austrian system. According to Social Survey (2002, p.
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200), 8% of first-year students report to have chosen a study programme with favourable job
opportunities because of the existence of tuition fees.

5.4 Time-to-Completion

Since no statistical data were available on time-to-completion, this topic was dealt with in expert
interviews. Several experts agreed that the introduction of fees in 2001 caused many students
who for various reasons had delayed their final exams to sign in for these exams, obviously to
avoid additional costs. Moreover, a certain number of students who were officially enrolled but
did not study actively de-registered after fees were introduced. Both of these phenomena led to
shorter average times-to-completion in the years after the introduction of fees. A general, long-
term effect in terms of shorter duration of studies incentivised by fees cannot be deduced from
this.

One expert was more positive that even relatively low fee levels cause students to study more
efficiently, benefitting both the individual student and the institution. According to the expert,
such effects could be observed in Austria during the period of general tuition fees (2001-2009).

Another expert commented that it must be borne in mind that the introduction of tuition fees in
Austria coincided with study reforms aiming at shorter programme durations. Any empirical
observations about shorter study times could therefore not simply be interpreted as an outcome
of the fee regime.

Social Survey (2002) surveyed students concerning their reaction to the introduction of tuition
fees in 2001. 56% reported that they were going to finish their studies as quickly as possible to
save costs as a consequence of the obligation to pay fees. This was the most frequently given
answer when asked about reactions to the introduction of fees. 28% answered that they were
going to attend only classes that were directly relevant to achieving their degree to safe time, and
6% answered that they were going to invest less time in paid work to be able to finish their
studies more quickly. This shows that a shorter time to completion was a major concern for
students after the introduction of tuition fees.

5.5 Evaluation

The aim of this chapter was to investigate whether increasing private funding changes student
choice of what or how to study. In Austria, the most tangible event with respect to changing the
share of private contributions was the introduction of tuition fees (amounting to around 730
euros per year) in 2001 and their subsequent abolition in 2009. The available data revealed few
effects in terms of study behaviour.

One obvious explanation for this result is that tuition fees were simply not high enough to cause
students to change their study behaviour. Several interviewed experts took this view. One of
them commented that effects of fees on study behaviour as such were conceivable, e.g. in terms
of students seeking subjects or programmes with favourable rates of return in professional life,
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but that in the case of Austria, fees were not high enough for most students to engage in such
considerations. Another expert noted that fees at the level stipulated in Austria may cause
students to change the ‘how’, i.e. study more quickly and efficiently, but much less likely the
‘what’ (i.e. choice of programme). This judgement tends to be confirmed by data from the Social
Survey (2002) which showed that students were most concerned about shorter times to
completion after the introduction of tuition fees, but less with the choice of programme.
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6. CONCLUSION

The results of this country report are similar to that of the German report in many ways: In
Austria as in Germany, the central event with respect to cost-sharing was the introduction of
tuition fees, whereas other types of private contributions to HEI financing turned out to be more
difficult to assess. Similar to Germany, tuition fees in Austria were relatively moderate compared
to the real cost of higher education, but their introduction was nevertheless accompanied by an
intense political debate. The champions and critics of tuition fees were divided into two
comprehensive political camps, with the conservatives more in favour of fees and the social-
democrats and greens opposing them. In both countries the introduction as well as abolition of
tuition fees was brought about by changes in government — a fact which caused several
interviewed experts from both countries to comment on the evidential versus party-political basis
of the underlying decisions about the implementation and organisation of tuition fee systems.

As was shown in Chapter 2, higher education in Austria is to a very large degree publicly
funded. There is evidence that the introduction of fees resulted in a decline in public funding,
although this is difficult to show with the available statistical data. Several experts affirmed that
there were political intentions to use tuition fees to compensate earlier cuts in public funding.
This refutes Hypothesis A: Overall institutional funding does not increase as private funding
increases. However, the data also show that although per-student funding from public sources
has been waning, the quantitative expansion of the Austrian higher education system is still
primarily financed through public funds. Looking at the facts it is hardly conceivable that the fee
system in Austria could have developed in such a way as to cover the additional cost caused by
this expansion.

Chapter 3 investigated changes in institutional responsiveness targeted by Hypothesis B and
found that - again paralleling findings from the case study on Germany - although changes
towards more responsiveness can be observed in individual aspects, they do not relate directly to
changes in cost-sharing. In Austria, too, the topic of responsiveness to user demand seems to be
embedded in the larger context of institutional autonomy, accountability and changing self-
images and public images of HEIs, and less in the cost-sharing debate.

The introduction of tuition fees had momentary but clear effects on participation patterns
(Hypothesis C). The exact circumstances of this development could not be clarified here, but the
Austrian university sector provides evidence that the introduction of tuition fees may have
negative effects on participation, and vice versa: participation spiked in 2009, when fees were
scrapped for most students. What is intriguing about the Austrian case is that the observed
negative effects of the introduction of fees on participation were neutralised very quickly after
the intervention. It is difficult to see what conclusion to draw from this.

Few effects on study behaviour could be detected (Hypothesis D), a result which can most
plausibly be linked to the comparatively low fee level. It was shown that tuition fees only
accounted for 8% of students’ total cost on average and, furthermore, that a relatively large
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number of students was exempted from paying fees not de jure but de facto by being returned the
fees through the grant system.
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APPENDIX: LIST OF INTERVIEWED EXPERTS

Name Position / Affiliation Interviewed

Christoph Badelt Formerly: President of Austrian rectors’ June 2013
conference (UNIKO)

At present: Rector of the Vienna University
for Economics and Business

Friedrich Faulhammer Formerly: Secretary general at the Federal June 2013
Ministry of Science and Research (BMWF)
At present: Rector of the Danube University
Krems

Kurt Koleznik Secretary general June 2013
Association of Austrian Universities of
Applied Sciences (FHK)

Michael Landertshammer Formerly: Rector of the University of August 2013
Applied Sciences for Management &
Communication (FH Wien)

At present: Head of the department on
education policy

Austrian federal chamber of commerce
(WKO)

Sigrid Maurer Formerly: President of the Austrian June 2013
Students’ Union (OH)

At present: Member of federal parliament
(Nationalrat, Green Party)

Hans Pechar Director June 2013
Department ‘Higher Education Institutions
in the Knowledgebase Society’

Institute of Science Communication and
Higher Education Research, University of
Klagenfurt

Kurt Sohm Formerly: Director June 2013
Fachhochschulrat (predecessor of AQ

Austria)
At present: Head of department for quality
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management
Fachhochschule Technikum Wien

Werner Tessmar-Pfohl Formerly: University council member June 2013
University of Graz

At present: Chairman of the supervisory
board
Sattler Group
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CANADA
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1. INTRODUCTION

1.1 Overview of Higher Education in Canada

Historically, the Canadian education system has been shaped by the division of the country into a
French speaking and an English speaking part, dating back to the time of colonisation. The
essence of the bargain which permitted a federal state to come into existence in 1867 was that the
English Protestant-dominated colonies would be able to run a federal government provided that
education would remain the responsibility of the provincial governments so that French Catholic
Quebec could stay in control of its own education system. As a result, Canada has not one
system of higher education but ten (thirteen if one counts the tiny, one-institution systems in
place in the three northern territories). They are distinguished from one another mainly in the
role assigned to the community colleges.

In nine provinces, higher education starts after 12 years (plus kindergarten) of compulsory
schooling (i.e. at age 18). At this point, a student may choose between a Bachelor degree
programme (mainly but not exclusively delivered at universities) and a set of sub-degree
credentials (diplomas or certificates) offered mainly by public community colleges. Quebec
operates under a different system; there, 11 years of compulsory schooling is followed by two
years at a College d’Enseignement General et Professionel (CEGEP), at which one may either
obtain a vocational certificate or Diplome d’Education Collegial (DEC) which permits access to
one of the province’s universities. Bachelor’s degrees in Quebec are mostly of three-year’s
duration; in the rest of Canada they are mainly of four years’ duration, meaning that across the
country 16 years of schooling to a Bachelor degree is the standard.

As noted above, universities deliver most Bachelors — that is, ISCED 5A — degrees. However,
over the past two decades, community colleges in the five westernmost provinces have begun
issuing degrees as well. In some cases, this has been a prelude to a college being turned into a
university (this has occurred in seven institutions in Alberta and British Columbia); more
recently, the kinds of degrees being given out are what are called ‘applied Bachelor degrees’;
that is, more vocationally-oriented 5A certifications reminiscent of what one sees at German
Fachochschulen or Finnish polytechnics. But this is the exception rather than the rule; more
generally, Canadian community colleges help students obtain short-duration (3 years or less)
terminal professional certifications which are classified as 5B under ISCED and which would
normally go under the title of ‘further education’.

Private higher education in Canada comes in two varieties: the first are what are known as
‘career colleges’ which tend to offer very short-term (usually one year or less) professional
education in a wide variety of areas like office administration, music production, pet grooming
etc. These are structurally very similar to for-profit institutions in the United States except they
offer much shorter programmes. There are several hundred such institutions in Canada teaching
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somewhere between 130,000 and 170,000 students per year, but we do not consider these in this
paper. The second are private, non-profit degree-granting institutions, of which there are about a
dozen in Canada. With the exception of Quest University in British Columbia, all of these are
religiously-affiliated institutions, very few have enrolments over 500 students and their share of
national enrolment is less than 2%.% By convention, they are not analysed as a separate category
and are just lumped with university/Bachelor-level education.

Part of the reason that Canada does not have a larger private sector in education is that various
regulatory regimes have essentially prohibited them until quite recently. But mostly, it is simply
that Canada’s public sector-universities (including the private institutions which have chosen to
accept public funding and hence public regulation) and its system of community colleges are by
international standards extremely well-funded and are capable of delivering quality education in
virtually all fields. In consequence, there has simply never been much of a need or a niche for
private higher education. In fact, the reverse is the case — over the course of the twentieth
century, many private universities such as McGill, Queen’s and Laval began accepting public
funding and became indistinguishable from public universities themselves. Around the world,
private higher education tends to succeed because it can offer things at a reasonable price that the
public sector — usually because of insufficient funding — cannot. In Canada, the public system is
sufficiently well-funded that there are very few programmes it cannot provide. As a result,
private institutions have almost no niche in which to thrive.

One consequence of having a well-funded, fully public system is that Canada’s system of
external quality assurance regime lags those of other countries, and not just because it’s
constitutional set-up prevents it from having a single national regulator. Canadian public
universities, which until the late 90s held a monopoly over the granting of degrees in Canada,
had an extremely good name both domestically and internationally, even in the absence of any
serious external quality assurance. It was the desire of some governments to inject some
competition in the system and open the door both to colleges offering Bachelor-level
programmes and to private-sector providers (which in the event never really panned out), that
created the impetus for the creation of quality assurance agencies as some means was needed to
ensure that people believed that these new degrees were ‘equal’ to degrees offered in existing
universities. At the time of writing, eight provinces have some form of external quality
assurance.

1.2 Key Higher Education Stakeholders

The Federal Government does not play a direct role in education. However, the department of
Employment and Social Development Canada runs the Canada Student Loans Program, which is
of importance to institutional funding, and the department of Industry Canada oversees the work

1> There are a large number of Canadian institutions in the eastern part of the country — Laval, McGill, Queen’s, etc.
— which are technically private in the sense that they were not created by acts of the legislatures and their Boards of
Governors are entirely selected by the university community itself. However, because they accept public funding
and the rules that go with them, they are always referred to as ‘public’ institutions; the OECD’s appellation
‘publicly-funded private institution’ would be more accurate, but it has simply never caught on. By convention,
these are included with ‘public universities.’
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of the three research granting councils (the Social Science and Humanities Research Council, the
National Science and Engineering Research Council and the Canadian Institutes of Health
Research) as well as the Canada Foundation for Innovation, which funds research infrastructure.
A variety of other departments, such as Health, Agriculture, Fisheries and Oceans, etc., also
provide some limited science and technology funding to institutions.

At the provincial level, each of the ten provinces has a ministry devoted to higher education. In
most provinces, education and higher education are separate ministries; though this can change
from time to time (governments can combine or separate these ministries at will). If higher
education is separate from education, it is sometimes combined with other portfolios (most often
Labour or Employment). Provinces each have their own study aid system; Quebec’s study aid
system is separate from the federal programme (though it receives compensatory opt-out
money), while the other nine provinces have programmes that are integrated - not always
comfortably — with the federal programme.

In most provinces, governments fund institutions directly without intermediary bodies (Manitoba
and New Brunswick are the exceptions). Ontario has a higher education ‘quality council” which
‘advises’ on funding matters but in practice works more like a government think-tank.

Despite the relatively limited levels of power held by the federal government in Ottawa, most of
the ‘apex’ stakeholder organisations are in this city the Association of Universities and Colleges
of Canada (AUCC), the Association of Canadian Community Colleges (ACCC), the Canadian
Association of University Teachers (CAUT), the Canadian Federation of Students (CFS) and the
Canadian Alliance of Student Associations (CASA). In the larger provinces, these different
stakeholder groups will have provincial equivalents, but in many provinces, institutions or
student unions simply represent themselves without a federation.

1.3 How Governments Fund Institutions

As noted above, the Government of Canada has no role in funding institutional operations
(though it does fund the national military college in Kingston). It does, however, make a variety
of transfer payments to the provinces which are more or less unconditional. The first, called
‘Equalisation’ is a transfer which is given to provinces with below-median levels of income so
that they can provide services at a level comparable to those in richer provinces. There are two
other major transfers that are made from the federal to provincial governments on the basis of
population: the Canada Health Transfer and the Canada Social Transfer. One-quarter of the latter
— roughly 3 billion dollars - is considered to be ‘for’ post-secondary education though there are
no formal accountability measures with respect to this money; it simply goes into provincial
consolidated revenue funds.

The Government of Canada has two other means of funding higher education. The first is
through research; despite the prohibition on being involved in ‘education’, the government has
since the 1950s carved out a niche in terms of funding science. For the most part, this has
involved granting councils providing funds to individual researchers through a standard peer-
review mechanism. Since 1997, this has been accompanied by a dedicated fund for campus
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research infrastructure via an intermediary body known as the Canada Foundation for
Innovation. The second is student assistance. In nine provinces and one territory, the federal and
provincial governments share responsibility for student assistance; for most students, the
eligibility and need criteria are harmonised, meaning that although students receive loans from
both federal and provincial government, the process is managed through a single application. In
the remaining province (Quebec) and two territories, the province/territory has exclusive
jurisdiction and receive compensation from the federal government for having opted-out.

Provincial governments have a variety of ways of funding institutions. In Nova Scotia, Quebec,
Ontario, and Alberta, the primary method of delivering funding to institutions is formula
funding. The formulas differ from one jurisdiction to another, but in the main, they are
enrolment-based, with weights applied for different fields and levels of study. In British
Columbia, Manitoba, Prince Edward Island, and Newfoundland and Labrador, governments use
what are usually referred to as ‘historical’ funding formulas — that is, a lump sum which is
usually a function of what was received the previous year (e.g. previous year’s allocation plus
5%, or minus 2%, etc.). Two provinces — New Brunswick and Saskatchewan — use a mix of the
two, though the former is predominantly formula-based and the latter historically-based. Quebec,
Ontario and Alberta all have small performance-based funding envelopes, but they account for
less than 2% of all spending; Ontario, Saskatchewan, Alberta and British Columbia all reserve a
certain portion of funding for implementation of strategic initiatives.

Over the past twenty years there have been very few changes to these models. The biggest
change was in Nova Scotia, which in 1999 switched from the historical model to a formula
model. Quebec, Ontario and Alberta all added their performance elements in the mid-1990s but
these were relatively small. There have occasionally been schemes — particularly in Ontario in
the latter half of the 2000s — to increase graduate student enrolments. But for the bulk of the
period, for institutions serving a majority of students in the country, the main financial incentive
was simply to increase enrolments.

1.4 History of Cost-Sharing

Apart from a brief period in Newfoundland in the 1960s, tuition fees have always been a part of
the funding equation in Canadian higher education. With very rare exceptions (primarily relating
to professional Masters degrees in business/administration) fees are formally or informally
regulated by provincial governments. In general undergraduate programmes, costs will vary
slightly from institution to institution and programme to programme; fee variation is more
pronounced in graduate and professional programmes. Most governments make decisions on fees
on an annual basis. Canadian fee policy is thus characterised by a series of very gradual
adjustments rather than episodic, major adjustments on the recent UK model. The exception is
where a province has had a long-standing fee-freeze in place, such as British Columbia in 2001,
or when a significant increase is proposed after a long period of small increases, as in Quebec in
2012.

During the post-war period, tuition fees were relatively high (that is, close to their current levels,
in real dollars). Throughout the late 60s and 70s, average tuition tended to fall in real terms as
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nominal tuition was either frozen or increased at below the rate of inflation. Through the 1980s,
tuition more or less ran even with inflation.

However, at the start of the 1990s, Canada’s federal and provincial governments faced fiscal
challenge of the scale of those currently facing Europe. This resulted in a significant contraction
of the public sector, including transfers to institutions. To compensate, governments in most
provinces allowed institutions to raise tuition significantly. This caused a relatively significant
shift in operating grant funding in the 1990s. Initially, student assistance systems expanded their
loan portfolios to help students pay for the new tuition fees. In the late 1990s, however, as
economic conditions improved and fears grew about the amount of debt students were taking on,
more need-based non-repayable funds entered the system. There was also a very significant
increase in the amount of tax credits available for education. Since about 2000, average tuition
has risen faster than inflation, increases in study aid and tax credits have offset a substantial
portion of these increases, meaning the actual increase in net tuition is significantly lower than
the increase in the posted price.

Over time, provincial policies on fees have led to an ever-widening spread between the least- and
most-expensive provinces. As of 2013, the province with the highest fees (Ontario) has fees
approximately three times as high as those in the lowest-fee province (Quebec).

This paper will make use of ‘laboratory federalism’ and the diversity of provincial policy
responses to examine the effects of different tuition policies within the same broad economic and
social framework. Specifically, we will be focusing on four specific provinces which have
followed quite different fee policies:

e Ontario, which has allowed fees to climb steadily throughout the last 20 years.

e British Columbia, which saw frozen fees in the late 90s, followed by a large and rapid
increase in fees (roughly 55%) in 2001-2003 but kept fees relatively steady in real terms
thereafter.

e Quebec, which kept fees more or less frozen in real terms after 1992 (the policy varied
between a complete freeze and a policy of keeping up with inflation),

e Newfoundland allowed fees to rise throughout the 1990s, but then rolled back fees 5%
per year for four years in 2000, since which time tuition has been kept frozen in nominal
terms.

There have been no real developments or innovations with respect to forms of cost-sharing other
than tuition. Universities in Canada have — and have always had — almost complete autonomy
over institutional financing, especially with respect to the use of dollars earned through
fundraising and other self-financing activities.

Student assistance is another key element of cost-sharing. As noted earlier, it is an area of shared
jurisdiction between federal and provincial governments, and so the system looks slightly
different in each province. The general principles, however, are the same everywhere: aid is
based on ‘assessed need’, which is equal to ‘assessed costs’ minus ‘assessed resources’. Only
about 40% of students receive aid in any given year; over the course of a degree, the figure rises
to about 55%. In all provinces, there has always been a mix of loans and grants, though the
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composition of such aid varies by province and over time. Generally speaking, loans are more
used than grants. Until about 2005, students in most provinces had to have need of 6,000 dollars
or more before they were eligible for grants (the first 6,000 dollars or so being met through
loans). The threshold in Quebec was noticeably lower, but the need assessment criteria were also
stricter, meaning it was harder to have assessed need.

Due to fiscal pressures, many provincial governments cut back their grant schemes in the early-
to-mid-1990s. As this occurred at about the same time that funds to institutions were also cut
back and tuition was allowed to rise, debt levels rose quite quickly in this period. By the late
1990s, both levels of governments felt the policy pendulum had swung too far in one direction
and began offering more grants through a variety of mechanisms. For most of the 2000s, the ratio
of loans issued to non-repayable aid issues was between 2.5 and 3 to 1.

Loan repayment in Canada is usually described as being ‘mortgage-style’ as opposed to income-
contingent. And it is certainly true that Canada has not made use of the tax system to collect
loans as countries like Australia have done. However, the Canadian system has been adding
income-contingent elements for some time, first through its interest relief system, then its
income-based repayment system and finally through the Repayment Assistance Plan. Eligibility
for post-graduation assistance is based on a complicated and generally badly-communicated
formula, but in practice, students with average levels of debt neither pay interest nor principalif
their incomes are below about 23,000 dollars per year; above that level, they may pay partial
amounts of their loans, with government covering the rest.

Another peculiar aspect of cost-sharing in Canada is the practice of providing educational tax
credits. These began in the 1960s as tax deductions, and were seen as a way for the federal
government to provide aid to students without crossing the constitutional barrier regarding
education (this was prior to the introduction of Canada Student Loans); because of the way the
tax system then worked, offering deductions at the federal level also impacted provincial taxes as
well, meaning students (or their families, since the benefit was transferable) got a break on both
sets of taxes. There were two sets of deductions — one for the value of tuition, and the other an
‘education amount’, a set amount per month of study in respect of general education costs.

In the early 1990s, the deductions were converted to credits so they were no longer regressive. In
the late 1990s, the Government of Canada began increasing the value of both credits
significantly; the tuition fee credit was amended to include all ancillary fees and the education
amount moved up in size in stages from 60 dollars per month in 1995 to 400 dollars per month in
2000. By this time, provincial tax systems were partially de-coupled from federal ones, so this
increase did not entirely carry over to the provincial tax system, though some provinces (notably
Ontario and Alberta) actually increased their credits more than did the federal governments. In
the early 2000s, some smaller provinces that were increasingly desperate to retain young people
began offering graduates rebates on tuition fees already paid through the tax system (i.e. they
could offset their taxes with credits for tuition previously paid).
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1.5 History of Enrolment

In Canada, students apply directly to the institutions they wish to attend, and institutions have the
right to accept or reject whom they wish. Apart from Alberta, there is no secondary school
matriculation exam, and there are no national or institutional entrance exams either; admission is
based solely on secondary school exams. Depending on their level of prestige (which is usually a
function of research-intensiveness), institutions can be more or less selective. At top institutions,
it is difficult to obtain entry with secondary school marks below 85%; but as long as one’s marks
are above 70, there are almost always alternatives nearby which are relatively easy to enter.
Below those kinds of marks, community colleges are for the most part open access (that is, they
will admit anyone, subject to availability of places), though as demand rises for their Bachelor
programmes and certain specialty diploma programmes, selective applications are being
introduced in some areas.

As Figure 1.1 shows, Bachelor level enrolment has been rising steadily since about 2000, with
total enrolments being roughly 50 per cent higher in 2010 than they were twelve years earlier.
Some of the initial rise was thought to have been temporary, as Ontario shifted from a 13-year
primary-secondary system to a 12-year one in 2002-3, thus creating a ‘double-cohort’ of students
entering the system. However, enrolments continued increasing even after that one-off event. To
a very limited extent, in British Columbia and Alberta, the increases in universities enrolments
reflect a change in status of a certain number of institutions from colleges to universities. But as
the figure clearly shows, university enrolment growth has not been at the expense of the colleges.

Figure 1.1: Total undergraduate enrolment (1995-2010)
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Figures 1.2 and 1.3 deconstruct the university enrolment figures somewhat to provide a more
nuanced look at full and part-time enrolments.’® As Figure 1.2 demonstrates, full-time students
make up the bulk of the undergraduate student body, and the trend if anything is towards full-
time study. The percentage of the undergraduate student body that was part-time fell from 25%
in 1992 (it was actually reached an all-time high of about 30% in the late 1980s) to just 15% in
2003 before recovering slightly at the end of the decade.

A note should be made here with respect to the notion of ‘full-time equivalent’ (FTE) students.
There is not a standard definition of full-time equivalency across the country. It tends not to be
used by provincial governments for funding formula because they prefer to use actual credit
hours as a basis for funding formulae. What is used here is the Statistics Canada definition,
which posits that 3.5 part-time students = 1 full-time student. How close this definition is to
reality at any given point in time is difficult to say; it is, however, a standard definition which has
consistently been used by a major pan-Canadian authority, and so we continue its use here.

Figure 1.2: Full-time, part-time and FTE undergraduate students (1992-2010)
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Source: Post-Secondary Student Information System.

In the previous section it was noted that over the course of this paper we would provide more
intensive coverage of changes in four specific provinces selected because of their differing
policy choices over the years: British Columbia, Ontario, Quebec and Newfoundland. Figure 1.3
looks at enrolments in these four provinces. The changes are indexed because the vast
differences in the size of the provinces in question make it difficult to portray changes in
absolute numbers; (Ontario has over 300,000 students; Newfoundland under 20,000). Here, we
see that the changes in enrolment were not consistent across provinces. In British Columbia, FTE
enrolment grew by 90%, though this in part was due to the conversion of several institutions
from college to university status. In Ontario, enrolment was up just over 60%. In the two
provinces where tuition was frozen or declined, enrolment gains were much smaller — just 20%
in Quebec and 0% in Newfoundland.

1® The definition of full-time and part-time can vary somewhat from institution to institution and is not a nationally
consistent definition. Generally speaking though, ‘full-time’ means 80% or more of a full course load, which usually
means 12 or more hours of class/lab-time per week.
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Figure 1.3: Indexed change in FTE university enrolment, Select Provinces (1992-
2010)
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Figure 1.4 shows the participation rate among university students aged 18-21 in Canada. These
roughly show the same story as does Figure 1.1: rates were stable through the 1990s, and then
increased quickly after 1999.

Figure 1.4: University participation rates of 18-21 year-olds (1992-2010)

30%
25% //

20% R

15%

10%

5%

0% T T T T T T T T T T T T T T T T T 1
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: Post-Secondary Student information Systems, Statistics Canada post-censal population estimates.

Figure 1.5 shows the same story for the four sample provinces. Here we use slightly different age
ranges in order to ensure effective comparability across provinces because 18-21 was not the
‘best four years’ (that is, the age-years for which they have the highest participation) in all
provinces in all years in this period. In Newfoundland and British Columbia, the ‘best four years’
was always 18-21. In Quebec, it was always 19-22 because of the extra year of College
d’Enseignement General et Professionel (CEGEP) before starting university. In Ontario, the best
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four years changed over the course of the period in question as a result of the elimination of
Ontario Academic Credits and what was in effect for many students a seventh year of secondary
school. Prior to 2004, the best four years were 19-22, after that it became the same 18-21 seen in
the rest of the country outside Quebec.

As Figure 1.5 shows, different provinces have very different participation profiles. The gap
between Ontario and British Columbia, for example, is thirteen or fourteen percentage points
more or less right through the entire period. All provincial participation rates rose, but some went
up more than others. British Columbia, Newfoundland and Ontario all saw increases in the 8-10
percentage point range over the period, while Quebec’s rose by about 5 percentage points. The
rise in Newfoundland is probably the one that needs most explaining, given that Figure 1.2
shows no increase whatsoever in FTE enrolments. Two points explain the discrepancy. The first
is that the province saw an enormous decline in its population over the 1990s and 2000s due to
adverse economic conditions — so staying level in enrolments in fact represents a substantial
improvement in access as a percentage of the youth population. The second is that some of the
increase (or maintenance of current enrolment levels, depending on how one chooses to look at)
is a substitution effect. For many years, it was quite common for Newfoundland students to go
away to Nova Scotia or other maritime provinces for university). By the middle of the 2000s,
that flow had mostly dried up as the cost differential between Nova Scotia and Newfoundland
became so wide that more and more Newfoundlanders stayed at home. So to some extent, the
increasing participation rate is actually an increase in the participation rates of Newfoundland
students at Newfoundland institutions, rather than an increase in participation in any university-
level education.

Figure 1.5: University participation rates, Selected Provinces (1992-2010)
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Source: Post-Secondary Student information Systems, Statistics Canada post-censal population estimates.
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Is there a reason why increases in enrolments started around 2000? One key policy factor seems
to be the arrival of substantial new money. The 1990s were an era of budget restraint; the 2000s
were a period of improving public finances and (as we shall see in Chapter 2) improving
university finances. Put simply: money for expansion was there in the 2000s in a way that it was
not in the 1990s. Since institutions have control of their own admissions policies, a freeze on
new admissions would have been a rational way to contain costs during an era of austerity.

If this were true, one might suspect that there was a lot of unmet demand for university places in
the 1990s, and that a lot of the growth in the 2000s was really this demand that had not been
fulfilled in the 1990s. Unfortunately, this is not a testable proposition. To test it, one would need
data on the number of unduplicated applicants and the number of new enrolments. Canada does
not have the former because each institution runs its own application system and there is no way
to eliminate duplicate applications; and it does not have the latter because ‘new enrolments’ are
not centrally tracked by any authority.
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2. HYPOTHESIS A: AS PRIVATE FUNDING INCREASES,
INSTITUTIONAL REVENUE INCREASES

This chapter looks at data relevant to Hypothesis A, which states that as private funding

increases, institutional revenue increases, but only if public funding remains constant. That

means that it will examine whether:

o there has been an increase in private funding

e there has been a concurrent change to public funding

e there has been a total increase in funding and how this is related to changes in private and
public revenues.

Changes in institutional funding will be considered both in terms of total institutional revenue
and relative to the number of students.

2.1 Changes in Institutional Revenues over Time

Data on university expenditures are easily obtained in Canada. Since the early 1980s, Statistics
Canada and the Canadian Association of University Business Officers have conducted an annual
survey of institutions on income and expenditure by type and category. This permits an easy
examination of trends over time.

As noted above, in the mid-1990s, Canadian universities underwent some difficult times.
Revenues from government declined in real dollars; however, tuition fees were permitted to rise
substantially to compensate. Between 1992 and 1997, total university revenues stayed more or
less constant at around 15 billion dollars in real terms, but the share coming from governments
(both federal and provincial, both for operating funds and research) dropped from about 65% to
55%. Income from student fees rose from 14% of the total to 20% over the period, while ‘other
income’ — which includes all of institutions’ self-generated income from ancillary enterprises and
endowment income — rose from 20% to 25%.

Between 1997 and 2010, university revenues doubled in real dollars, while the distribution of
funding by source remained almost exactly as it was thirteen years earlier (54% government,
21% students and 25% ‘other private’). The only significant change in the intervening years was
a one-year aberration in 2008 when ‘other’ revenue plummeted as investment returns went
sharply negative during the opening phases of the Global Financial Crisis.
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Figure 2.1: Total university revenue by source, in billions of dollars’
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Source: CAUBO/Statistics Canada Financial Information of Universities and Colleges (FIUC) Survey

Figures 2.2 through 2.5 portray the same data for each of our four test provinces. The stories they
tell are not exactly the same. Ontario saw a real decline in government funding in the 1990s
which was mostly offset by increases in private funding; this was followed by a decade in which
growth came quite evenly from all sources of funding. Newfoundland had a similar experience to
Ontario’s in the 1990s, but while public funding increased in the 2000s, private funding did not
(due to a provincial tuition freeze and a stable student population). Quebec’s pattern was similar
to Newfoundland’s, only with a larger fall in funding in the 1990s, and a much weaker growth in
public funding in the 2000s. British Columbia is the outlier, the only province where income
from government never fell during the period in question. What is invariably true across all four
provinces, is that universities tended to get less money in the 1990s when public finances were in
trouble, and got a tremendous amount of new money from about 1999 onwards, when the
economy improved.

7 Note: all figures in this paper are in Canadian dollars. Exchange rates have fluctuated over time, but as of October
2013, the exchange rate is 1 Canadian dollar = 0.713 euros.
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Figure 2.2: Total university revenue by source, Ontario, in dollars
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Source: CAUBO/Statistics Canada Financial Information of Universities and Colleges (FIUC) Survey

Figure 2.3: Total university revenue by source, Newfoundland, in dollars
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Figure 2.4: Total university revenue by source, Quebec, in dollars
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Figure 2.5: Total university revenue by source, British Columbia, in dollars
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Figures 2.6 through 2.8 compare how funding by source changed across each jurisdiction over
time. Figure 2.6 examines how income from government changed as a proportion of all
spending. In all jurisdictions, the government proportion of total university income fell between
1992 and 1999. In Quebec, it fell only seven percentage points; in Ontario, it fell by 17
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percentage points. But since 1999, the share has barely changed in any jurisdiction, even though
(as was demonstrated above), public expenditure increased dramatically in this period.

Figure 2.6: Proportion of income from governments as a share of total revenue,
by Province (1992-2010)
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Figure 2.7 shows how the share of income from student fees changed over time. Nationally, the
share of total revenue coming from fees rose from 14 to 21% over the period in question;
however, there was significant diversity of policy strategies between provinces. In Ontario,
income from student fees rose fairly steadily throughout the period. In Quebec, it stayed
relatively flat. In British Columbia, it stayed flat until the 1990s and then rose quickly thereafter,
whereas in Newfoundland it rose at rates similar to those in Ontario in the 1990s before
plummeting in the period after 2000.
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Figure 2.7: Proportion of income from student fees as a share of total revenue,

by Province (1992-2010)
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Figure 2.8 shows what happened to the revenue from ‘other sources’. Though provinces started

from different bases, the share of income from this source rose in the 1990s and stayed more or

less constant throughout the 2000s, with the exception of the exceptional 2008 year, when the

Global Financial Crisis made investment returns briefly but sharply negative.

Figure 2.8: Proportion of income from other private sources as a share of total

revenue, by Province (1992-2010)
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To date, we have a complex picture. During the 1990s, the amount of money universities were
receiving from public and private sources was clearly negatively-correlated. However, in the
2000s, the increases were positively correlated; that is, increases in income from private and
public sources went hand-in-hand. So much so, in fact, that the relative shares contributed by the
three main sources remained almost unchanged despite total income more or less doubling.
Private contributions to universities in Canada have not simply replaced public ones, though
there have been times when this was the case.

Another way of examining contributions to education is as a percentage of gross national
product. Figure 2.9 shows this at a national level. The graph looks somewhat different to 2.1,
which ostensibly is showing the same thing. Here, total spending appears to fall in the mid-90s
instead of remain stable; this is because Canada’s 1990s fiscal problems were to some degree
solved counter-cyclically, with many of the cuts and freezes coming after the worst of the 90-93
recession. Hence, the effects of funding reductions in this period are magnified, with government
funding falling from 0.99% of GDP in 1992 to 0.74% of GDP in 1997. Thereafter, government
funding slowly recovers until by 2009 it is slightly over 1% of GDP. This is a much smaller
increase than one would surmise from simply looking at Figure 2.1; what this means is that most
of the increase one sees was due to economic recovery and only part can be explained through an
increasing government commitment as a fraction of the overall economy

Meanwhile, income from students and ‘other sources’ both increase steadily throughout the
period, with the former going from 0.21% to 0.40% and the latter going from 0.29% to 0.45%.
Aside from the events of 2008, swings of the economic pendulum made very little difference to
the size of the contribution made by either of these sources: both increased by roughly 0.01% of
GDP per year right through the period.

Figure 2.9: University income by source as a percentage of GDP
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Finally, we can look at expenditures in terms of income per student. In figure 2.10, we see that
the number of dollars per student increased by about 40% over our period, from 23,000 dollars
per student to about 34,000 dollars per student (all figures in constant 2012 dollars). As in
previous graphs, we see a familiar pattern: income from student fees and other revenue increased
steadily throughout the period, while revenues from Government fell in the 1990s before
recovering and surpassing previous highs.

Figure 2.10: Income per student, in dollars (1992-2010)
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There can be no doubt there was significantly more money in Canadian universities in 2010 than
there was in 1992. Whether we look in nominal dollars, real dollars, real dollars per student or as
a percentage of GDP, the answer is the same: income from each of the three principal sources
has increased and hence total income has increased dramatically.

2.2 |Institutional Expenditures

In the previous section we found that institutional income rose. In this section we explore how
that revenue was used.

In Figure 2.11, we see both changes in income per FTE student (on the left-hand side) and
changes in the students-per-academic staff ratio. Somewhat counter-intuitively, both lines rise
over time. The students-per-academic staff ratio rose fairly steadily from 1992 to 2003 from 18:1
to 22:1. In the period to 1998, the rise in the ratio was due to a fall of about 8% in the number of
full-time professors (from 37,000 to 33,500) *® while student numbers stayed constant. One of

'8 There is no centralised count of part-time, casual or adjunct faculty in Canada (and indeed, institutions themselves
count these faculty in different ways). The faculty figures shown here are full-time figures only. We have chosen to
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the methods used to cope with funding problems in this period was for institutions to freeze
hiring and allow staff numbers to fall via attrition. From 1998 to 2003, professor numbers
recovered their earlier numbers, but the rise in student numbers was even faster. After 2003,
student and professor numbers increased more or less in tandem, resulting in a stabilisation of the
students-per-academic staff ratio at around 21.5 to 1.

Figure2.11: Income per FTE student and students-per-academic staff ratio
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In the period to 1998, the rise in the students-per-academic staff ratio was accompanied by stable
per-student budgets; this was the period of declining government investment and rising private
contributions. But from 1998 to 2003, the ratio continued rising even as vast new amounts of
money continued pouring into the system; in other words, the number of students per academic
staff member is rising even while income per student is rising; from 1998 to 2003, dollars per
student increased by 25% (most of this increase occurred from 1998 to 1999, since by 1999 all
provinces were now increasing their funding) and students-per-academic staff ratios increased by
roughly 10%. After that, while students-per-academic staff ratios more or less stayed constant,
income per student continued to rise, albeit at a much slower pace, with the exception of the drop
in 2008 when the financial crisis caused a decline in endowment funds, .

To the extent that low students-per-academic staff ratios are indicative of a quality learning
environment, this is an odd result as it implies that learning conditions were getting worse even
as income was rising. The explanation for this seems to be that a substantial amount of the new
money going into universities were entering for purposes other than teaching. Figure 2.12 shows
total university income by fund. The key finding in this graph is the fact that research funds

include faculty with senior administrative duties; some of whom teach (albeit usually with a reduced load) and some
of whom do not. As a percentage of the overall teaching population, this group varies from between about 20-25%
of the overall professoriate

82|Page



National Report for Canada

increased much more quickly than operating funds, particularly in the period from about 1998 to
2003. Overall, operating funds were up 82% in real dollars, while research funds rose 178% and
total funds rose 112%. In other words, the increase in the amount of money available to the
teaching enterprise was not quite as large as the headline figure might suggest. Still, the increase
in operating funds per FTE student was almost 58% over the period in question; the fact that
students-per-academic staff ratios nevertheless increased by 26% over the same period suggests
that most of this extra money went to things like increasing capital intensiveness, salary
increases and added administration.

Figure 2.12: Income by fund, in dollars (1992-2010)
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Figure 2.12 begs the question: what happened to operating funds? The answer, more or less, is
that all the major categories of expenditure increased, but some increased substantially more than
others. As Figure 2.13 shows, academic salary stayed constant in real dollars through the 1990s
and then began to rise fairly quickly — by 49% overall, in real terms, which is partly a function of
greater numbers and partly a function of increased salaries. ‘Other salaries” — meaning non-
academic salaries - grew faster in our period, but not wildly so (56% vs. 49% in the period 2000
— 2010). The really large increases came in two smaller categories — benefits (which double) and
scholarships (which increased seven-fold), most of which went towards supporting graduate
students.

83|Page



National Report for Canada

Figure 2.13: Operating fund expenditures (in thousands of dollars) by type
(1992-2010)
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For the most part, then, the evidence does not suggest that there was a major system change. It
simply suggests that the system became more expensive, more focused on research, and less
focused on undergraduate teaching.

2.3 Evaluation

The best way to evaluate the data we have seen here is to divide the period into three eras: one of
austerity (1993-1998), one of growth (1998-2005) and one of consolidation (2004-2010).

During the eras of austerity, increased income from private sources was for the most part
replacing government money which was being withdrawn from the system. However, in the
subsequent two eras, private money continued to flow in even as public investment increased
significantly. One might therefore say that flows of private income were independent of flows of
public income; they increased regardless of what was happening to public finances. The answer
to the question “Has cost-sharing increased total funding?” is yes, with an acknowledgement that
this was not consistently the case across the period.

The answer to the question: “how were additional dollars spent”? seems to be: “not primarily on
the function of undergraduate teaching”. The most obvious sign of this is that government funds
for sponsored research were such a major portion of the new monies. But even allowing for the
fact that new money in the periods of growth and consolidation came disproportionately outside
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the operating grant, it was certainly possible for universities to have kept students-per-academic
staff ratios lower than they did. They could have spent less money on administration, or hired
more academic staff at lower cost. That they did not suggests that other functions were simply
given higher priority. Undergraduates are now paying more to be a lower priority.
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3. HYPOTHESIS B: AS THE INCENTIVES TO EARN
PRIVATE FUNDING INCREASE, INSTITUTIONS BECOME
MORE RESPONSIVE TO STUDENT DEMAND

This chapter looks at data relevant to Hypothesis B, which states that as incentives to earn
private funding increase, institutions become more responsive to user demand. However, this
expected effect is conditional on the attractiveness of these private revenues and whether
increasing these revenues has trade-off effects for the overall behaviour or prestige of HEIs.

Various aspects of responsiveness will be examined, including changes to provision, enrolment
and the connection between HEIs and users. If no changes to responsiveness are visible, this is
likely related to the incentive structure present in the higher education system, which might
favour other behaviours such as the maximisation of public over private funding.

In this section, we look at how institutions have responded to increases in private funding.
Generally speaking, Canadian institutions are allowed to be quite entrepreneurial. Apart from
controls on undergraduate and graduate tuition fees (as described earlier), there are few
governmental restrictions on the actions they may take to raise money for themselves. Many, for
instance, are active in continuing education, where fee regulation tends to be less strict. Outside
of fee income, there are no circumstances where an attempt to increase private revenue would be
clawed back.

3.1 Enrolment by Discipline

One hypothesis about the effects of fees is that they make institutions desirous of increasing
revenues by focusing on programmes which are popular or lower-cost courses (these tend to be
‘soft’ disciplines, paper and pencil subject-areas). This may lead to overall changes in the
discipline profile of a national higher education system.

The data from Canada do not show much in the way of evidence to confirm such a hypothesis.
Enrolment by field of study has stayed fairly consistent over time, even as overall enrolments
increased. Only the field of education has seen a significant and permanent decline in its share of
enrolment, and this is likely a function of larger demographic trends (primary-secondary
enrolments were increasing in the 1990s due to the Baby Boom ‘echo’, but by the 2000s, the
primary-secondary population was shrinking and so there was less demand for teachers).
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Figure 3.1: Shares of enrolment by field of study, select years
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3.2 Enrolment Patterns by Mode

As noted earlier in section 1, part-time enrolment fell substantially in the 1990s before
recovering somewhat towards the end of the 2000s. The best explanation for this phenomenon
comes from O’Heron and Drewes (1999), who noted that the surge in part-time students that
lasted into the early 1990s was largely made up of older (35+ women), many of whom were in
occupations (e.g. nursing and teaching) that were being professionalised in the 1980s and 1990s
and requiring incumbents to upgrade their skills by acquiring bachelor’s degrees if they had not
already got them. Once that processed played itself out, part-time numbers fell and did not rise
again for well over a decade.

Generally speaking, Canadian universities do not have much incentive to enrol part-time students
over full-time students. Because fees are usually charged on a per-credit basis, the financial
benefit to the institution is roughly the same. Changes in part-time student number are therefore
mostly a function of student demand for such provision, rather than a case of institutions
‘chasing dollars’ because more money can be made from them.
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Figure 3.2: Part-time students as a percentage of total headcount (1992-2010)
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3.3 Enrolment Composition

As noted earlier, all students at Canadian public universities are charged fees and for the most
part, the fees students pay are roughly proportional to the number of credits they take. Fees do
vary among first-entry undergraduate programmes but the more expensive courses (e.g.
engineering) also tend to be the ones that are more costly to provide. The real ‘money-making’
programmes tend to be professional masters’ degrees, not first-entry programmes.*® Among first-
entry programmes, the only way institutions can make more money is to enrol a greater number
of international students.

International student tuition has always been set at levels between 2-3 times higher than tuition
for domestic students. Some programme fees were de-regulated in the late 1990s, though this
mostly affected graduate-level programmes which we do not examine here. Throughout our
period, tuition for international students rose at a rate substantially higher than inflation, roughly
doubling from 9,000 to 18,000 dollars over our period.

During the austerity years of our period (1992-98), international student numbers did not grow at
all. It is not clear why this should have been so as presumably these were years in which
additional revenue would have been welcomed. However, since 1998, undergraduate numbers
have essentially tripled, and international students have now doubled their share of enrolment in
Canadian universities from 6 to 12% even as overall enrolment has surged.

9 As in American universities, there is some cross-subsidization between undergraduate programmes and research
graduate programmes. This in effect happens because the former pay fees, which pays for professors’ time, which is
very often spent with graduates rather than undergraduates. There is thus an incentive for institutions to take on
more undergraduates in order to support more graduate students, at least up to the point where physical constraints
mean that marginal costs exceed average ones. Cheap undergraduate programmes in the Arts and Sciences can
therefore also be ‘money-making’ programmes, though they tend to do so because of economies of scale rather than
because high fees are charged.
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Figure 3.3: International undergraduate tuition in dollars and international
enrolment as a percentage of total headcount (1992-2010)
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3.4 Diversity of Provision

It is difficult to quantify changes in the diversity of provision of higher education in Canada.
There is no centralised count of programmes offered either at the federal or the provincial level.
Neither is there a centralised count of institutions — or, for that matter, a consistent pan-Canadian
definition of what constitutes either a university or a college. Still, it is possible to examine the
issue to some extent.

The closest thing that exists to a nationally-accepted definition of a university is membership in
the Association of Universities and Colleges of Canada, since the association requires
prospective members to submit to something not unlike an accreditation procedure in order to
join. Between 1992 and 2010, 15 institutions joined the association while one institution (the
Technical University of Nova Scotia) left as it was absorbed into Dalhousie University. All of
the institutions which were accepted into membership had formerly been public community
colleges or institutes.

As noted earlier, Canada has no real tradition of private degree-granting universities other than a
very small sector of religious colleges. These number only a dozen or so and for the most part
have very low enrolments. The largest — Trinity Western University in Fort Langley, British
Columbia — has an enrolment of just 3,500. Combined, these institutions enrol fewer than
15,000. There was both some expansion of these institutions in our period — the Mennonite
University in Manitoba was added in the 1990s — and some consolidation as Augustana
University College ran into financial problems and was absorbed by the University of Alberta.
Changes in enrolment in these institutions were roughly in line with those of the country as a
whole.
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Where there has been some increased diversity of provision has been in the emergence of new
‘polytechnic’ institutions with in the public sectors. These are community colleges that have
been given the right, on a limited scale, to provide bachelor’s degrees in certain field. From the
European perspective they are best thought of as Universities of Applied Sciences in embryo.
These are creatures of provincial experimentation (not all provinces have them), particularly in
Ontario, Alberta and British Columbia. Their evolution, however, is not materially connected to
changes in fee policies.

In terms of actual private college provision there has been very little. A couple of foreign
providers have tried to enter the market with very little success (the American Farleigh
Dickinson University tried to establish a school in British Columbia which later folded; the
Australian Charles Sturt has had more success providing teacher training in Ontario). A couple
of institutions focused specifically on distance education tried to establish themselves in New
Brunswick, where regulation was slightly laxer than elsewhere. The most notable of these was
Meritus University, a subsidiary of the American Apollo Group (owners of the University of
Phoenix), and which tried to establish itself via several major ad campaigns. It began in 2008 but
had closed by 2011.

There has been one notable attempt to try to create a private, secular college in Canada on the
model of an American liberal arts college, and that is Quest University in British Columbia. It
admitted its first class in 2007, but recruitment has proved somewhat slow and in 2010, the
school had fewer than 500 students.

3.5 “Outreach” Practices

Key informants interview indicated their belief that institutions were spending more money on
advertising and outreach, and cited ‘competition’ as the main reason for doing so. This is not
necessarily because they want to attract more students (though this may be the case), but rather
because they wish to compete for a better type of student. The investment is at least as much for
purposes of prestige as it is for revenue.

Another driver of increased expenditure on outreach and advertising is competition. It is a cliché
among Canada's universities to talk about ‘increased competition’, but it is worthwhile being
sceptical regarding how generalised this is. Competition — in the sense of institutions genuinely
competing for masses of students — is fairly rare in Canada. Nova Scotia has a large number of
schools competing for a relatively small population. Southern Ontario has a large number of
large institutions (many of them quite research-intensive) which compete for top students if
nothing else. As for the rest of the country, institutions are usually operating local monopolies or
duopolies. Very few students leave their province of origin in order to study (the proportion has
been steady at 8-10% for decades) and the circulation is disproportionately between the three
tightly-packed maritime provinces (Nova Scotia, New Brunswick and Prince Edward Island) and
between British Columbia and Alberta.

As a result, there are a large number of institutions which aren’t really competing for students in
a significant sense. The two universities in Saskatchewan ‘compete’ for students from that
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province, but it’s easy enough to draw a line through the middle of the province and say that
above the line they almost all go to the University of Saskatchewan and below the line they go to
the University of Regina; such competition as there is involves persuading the brighter students
in their catchment areas not to head west to one of the Alberta universities. To the extent that the
arrival of brighter students is correlated with or reflective of prestige, we see again here that
much of the domestic ‘competition’ is really about institutional prestige rather than income.

Where outreach and competition have been more related to income is in areas with problematic
demographics. There was a small demographic boom for the 18-21 demographic from about
1997 to 2008 — what is known in Canada as the Baby Boom ‘Echo’ (i.e. the children of the post-
war ‘Baby Boom’ generation. However, this ‘Echo’ was not evenly distributed; east of the
Ontario-Quebec border, it essentially did not happen and to the west it was concentrated in the
urban areas around Toronto, Calgary and Vancouver, in much of the rest of the country the size
of the youth population is declining. Thus, for most of our period, Canada has effectively faced
two demographic challenges: in certain major urban areas, the challenge has been to
accommodate a bulge in the youth population, while in other parts of the country the challenge
has been to deal with stable or declining populations. In the latter areas, there have been two
coping mechanisms. The first is to try to increase enrolments from the local population; the
second is to try to increase enrolments from areas outside the region. In large part, this has meant
searching for international students.

One type of outreach which has seen a significant change is outreach to First Nations and other
Aboriginal peoples.?’ This has increased significantly over the past two decades, and nearly all
universities in Northern Ontario and Western Canada have staff members who are dedicated to
outreach to Aboriginal communities and young people. Partly, this is concern for simple justice:
Aboriginal peoples have long been discriminated against in various ways, gaining access to
quality education at all levels has been difficult and their participation rates have been
substantially lower than those of mainstream Canadians. But in part, too, this is simple good
business sense. In Manitoba and Saskatchewan, between a quarter and a third of the youth
population is First Nation or Métis, and elsewhere in the region they make up an increasing
portion of the population. Not reaching out to these groups would likely, over the medium-term,
lead to significantly lower enrolments.

With respect to entrance policies, it is difficult to tell whether or not standards have changed. It is
certainly true that a greater proportion of high school completers are now admitted to higher
education; however, because there are no national matriculation exams (and no provincial ones
either, apart from in Alberta), it is difficult to tell whether standards are increasing or decreasing.
Universities base their entrance decisions on high school grades.

2 A note on nomenclature: First Nations are those people who previously would have been described as ‘Indians’.
In addition to First Nations, there are the Inuit peoples of Nunavut, the Northwest Territories, Labrador and Quebec,
and there are the Métis, people of mixed European-Aboriginal heritage who have their own distinct heritage. Some
First Nations peoples are sometimes described in terms of being ‘Status’ and ‘non-Status’; under the Indian Act,
only people ‘with status’ — meaning people who can prove Indian Ancestry — are granted the rights and privileges
due to Status Indians under the various treaties with the Crown. They are also sometimes described as being either
‘on-reserve’ or ‘off-reserve’, which is a distinction with respect to whether they live in First Nations territory or not.
These are overlapping identities; Status Indians are as likely to live off-reserve as on.
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On the whole, the evidence of increasing participation rates and declining demographics would
lead one to suspect that minimum standards may be trending downwards somewhat, although
this cannot be determined from statistics.

Outreach to International Students

Certainly, with respect to international recruitment, outreach expenditures are up enormously as
international students are an enormously valuable source of revenue. This is the case virtually
across Canadian academia. As noted earlier, international enrolments at Canadian universities
essentially tripled between 1998 and 2010. However, not all institutions have done this at the
same pace. Institutions in areas of declining demographics have been quicker to embrace
international students since they are the only way they can keep their student numbers up.
Institutions in major urban areas which still face enrolment pressure due to favourable local
demographics have faced less pressure to obtain foreign students. Bluntly, the alternative to a
foreign student in the former case is “nothing”. In the latter, the alternative is a domestic student.
Even though international students can be charged higher fees, the difference between foreign
fees (minus the cost of recruitment) on the one hand and domestic fees plus the public funding
that goes with a domestic student on the other is relatively small. Thus, at institutions which have
no trouble filling domestic places, one is likelier to find heavier concentrations of international
students at the graduate level rather than the undergraduate level (i.e. students who are there to
improve research output rather than to improve an institution’s bottom line).

Outreach in Governance

In terms of governance structure, very little in Canada has changed over the past twenty years.
Institutions each have their own governing tradition. The most common governance arrangement
is a bicameral®! one, with a Faculty-dominated body known variously as ‘Senate’ or ‘Academic
Council’ of ‘General Faculties Council’ in charge of academic affairs and a Board of Governors
charged with maintaining the financial health of the institution. Both Boards and Senate, by law
and/or custom, have student representation usually constituting 10-15% of the total membership.
Boards by custom or law also have faculty representation, but they always have a majority of
their membership drafted from the community ‘at-large’. Depending on the province and
institution, the provincial government may or may not have a say in determining at least a
portion of the Board’s membership (as a rule of thumb, the older the university, the less likely
the government has any say over Board membership). Community Board members are not
always from the business community, but Boards tend to prefer to appoint people who can be
‘champions’ for the institution, especially with respect to fund-raising, so businessmen and
women are usually fairly prominent on Boards. However, apart from their role in appointing the
institution’s President (equivalent to a Vice-Chancellor or Rector), Boards are forbidden to deal
with internal academic matters, so this prominence does not really have much effect on
educational offerings.

%! The second-most common governance arrangement is a tri-cameral one, in which the community-relations and
public-facing aspects of the Board are hived-off into a separate organization named ‘University Council” or
(confusingly) ‘Senate’ (in those instances, the academic senate has another name like ‘General Faculty Council’).
One institution — the University of Toronto — has a unicameral system, in which a single body of roughly 50 people
deals with both academic and business affairs.
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No institution of which we are aware has had a fundamental change in governing structure in that
period. Even among new institutions — ones which have shifted to university status from a
previous college status — the tendency has been not to create any radical new departures in
governance, but to adapt as quickly as possible to existing norms.

3.6 Quality and Relevance

Another posited development related to fees is that institutions will be of higher quality and
relevance to students because the consequence of dissatisfaction (losing potential clients) is
greater.

One way in which changes in quality and relevance of higher education can be assessed is by
using satisfaction measures from students, graduates and employers. In Canada, graduate surveys
are numerous, but tend to be run by provincial governments for accountability purposes and have
different kinds of questions, making a national examination impossible. Ontario has a survey of
graduate employers, but only for graduates of college programmes. There is a national survey of
graduates, but it tends to be focused on issues relating to post-graduate activities, employment
and income. However, the Canadian Undergraduate Survey Consortium does perform a triennial
survey of students which asks a question about overall satisfaction with education received, and
the data go back to 1999. The response to that question, as Figure 3.4 shows, has always resulted
in 85-90% saying they were satisfied. However, in the late 2000s, there was a major jump in the
proportion saying they were ‘very satisfied’. It is unclear what caused this shift.

Figure 3.4: Satisfaction with overall quality of undergraduate education, in
Percent
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3.7 Evaluation

The broad hypotheses that we tested in this section was “have institutional strategies changed to
maximise revenue from private sources”. We did this by looking at six sub-hypotheses, which
we will briefly review here before attempting to assess whether there was an overall effect.

The first sub-hypothesis relates to whether the discipline profile of HEIs in a country changed
(e.g., increasing offers in paper-and-pencil subjects and fewer provisions in expensive lab-based
areas, or focus on more popular subjects) in response to a change in cross-sharing policies. The
evidence here appears to be “no”. In fact, despite a considerable increase in fees, there have been
no notable shifts in enrolment from one field of study to another.

The second sub-hypothesis relates to whether there has been any change in modes of study, such
as an increase in part-time provision, with the aim of increasing private revenue. However,
because of the way tuition is normally assessed in Canada, this question does not arise the way it
does in other countries in this study. In any case, the trend in part-time studies was downward or
stable for most of the period in question, though there has of late been something of a surge in
these enrolments.

The third sub-hypothesis has to do with institutions changing in enrolment composition to
maximise revenue, such as by recruiting more international (non-domestic) students paying
international student fees. Here, fairly clearly, the answer is yes; in some ways, the surprise is
why the large increase in enrolment didn’t happen sooner (the rise in international enrolments
didn’t occur until after the worst of the funding crunch of the mid/late 90s was over). We have
noted, however, that for some institutions, increasing demand for international students has been
a function of demographic change as much as simple policy incentives.

The fourth sub-hypothesis was related to any change that had occurred in the degree of diversity
in higher education providers, such as more private institutions, or more programmes offered by
public institutions. This is a difficult question to address in the Canadian context because the
ability of private institutions to operate is highly restricted by legislation and regulation. Most of
the increase in diversity in provision came from within the public sector as colleges evolved in
various ways. They were responding to market needs in many ways, but they were still public
sector actors. Some very limited private sector activity did occur, notably in New Brunswick and
at Quest University, but it had little noticeable impact on the sector overall.

The fifth sub-hypothesis had to do with institutions becoming more open-access and market-
focused in order to increase income. Informants agreed that considerably more money was being
spent on marketing, though in some cases the search for dollars in the short-term was less
important than the search for prestige in the long-term. This is not necessarily just a case of
chasing tuition dollars, though, since in many provinces public dollars also follow enrolments.
There is no real evidence of institutions engaging in outreach to the business community via
changes in governance structure. And while there is no evidence of institutions deliberately
lowering entrance standards, the vast influx of new students since about 1998 makes it unlikely
that the median student is as prepared for university as they were in the early 1990s.
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The sixth and final sub-hypothesis has to do with quality and relevance. Did students and
graduates become more satisfied with the options available to them? Did graduates become
satisfied with their employment outcomes? And were employers satisfied with quality of recent
graduates? The answer to this question must de tentative because of such a lack of evidence. We
have no data whatsoever on employers and the data on graduates are not usable in this context
because of inter-provincial differences. Among students, 85-90% consistently report that they are
satisfied with the overall quality of their education, but there has been a recent spike in the
proportion saying they are very satisfied.

And so, to the summative question: have institutional strategies changed to maximise revenue
from private sources? The answer to this is yes, but it is an incomplete answer. The fact is that
many of the public sources of money have depended on increased enrolment as well. The likelier
interpretation of the data is simply that institutions have become adept at maximizing all forms
of revenue, not merely private revenue. To the extent this has been occurring at the student level,
most of the most notable changes have come through increasing revenue by increasing enrolment
of international students; and to a lesser extent, Aboriginal enrolments. Much of what is seen
from the outside as ‘competitive’ behaviour is in fact competition for institutional prestige rather
than dollars (though over the longer term prestige and income are presumably correlated). And
the change in outreach activities did not extend to the issue of governance; here, community and
business leaders have always had a major say in the governance of institutions, though this
influence tends not to be felt at the level of academic programming.
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4. HYPOTHESIS C: INCREASING PRIVATE FUNDING HAS
A NEGATIVE EFFECT ON PARTICIPATION

This chapter looks at data relevant to Hypothesis C, which states that as private funding
increases, costs increase to students and their families, which in turn may have an impact on
quantitative student demand and on the composition of the student body.

In order to assess this, it is important to look at:

e the real costs to students, including direct and indirect support provided by the state, which
may discount the gross costs

e how tuition fees are organised: Who pays and who does not pay? When do you pay — as a
student or as a ‘successful” graduate (with a well-earning job)?

e the overall trend of participation rates in the country in question, i.e. expanding, stable or
contracting?

4.1 Students’ Costs for Higher Education

This section focuses on the impact an increase in private costs has on students. It will begin with
a recap of the key policy changes with respect to student fees and describe trends over time with
respect to student fees and other costs. The discussion will then move to the types of assistance
available to students and the resulting net costs to students for their education.

Student Expenditures

Students in Canada pay both tuition fees, which are meant to cover (at least in part) instructional
costs, and what are known as ‘ancillary fees’, which include dedicated funds for student services,
student union dues, special facilities fees and the like. Since both sets of fees are mandatory, we
report both of them together in the charts that follow. This produces a figure which is higher than
what is usually claimed for Canadian tuition (ancillary fees have averaged around 500-700
dollars for the past few years, or equal to between 10 and 15% of tuition), but the resulting figure
IS a more accurate portrayal of student costs. .

As Figure 4.1 shows, during the period of austerity, tuition fees rose by an average of about 7%
per year in real terms. However, after the year 2000, the pace of tuition fee increases slowed
considerably, to just 2% per year. This was the result of a series of quite deliberate policy moves
that occurred in different provinces once the challenge of the austerity years had passed. The
Ontario government, which had permitted annual tuition increases of 20% in the late 90s,
suddenly limited increases to 2% per year above inflation. Manitoba froze tuition fees.
Newfoundland rolled fees back 5% per year for four years and then froze them. British Columbia
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was the only province to make decisive moves in the other direction: in 2001, with a change in
government, fees, which has been frozen for most of the 1990s under the previous government,
were allowed to rise by 55% over two years before bringing them back into line with national
practices and allowing increases more in line with inflation. In a more limited way, the same
thing happened in Quebec, with a new government allowing modest fee increases after it
replaced a pro-freeze government in 2003. Across the country, mandatory tuition and fees rose
by 82% in constant dollars over the period in question.

Figure 4.1: Average annual tuition and mandatory fees (1993-2010), in dollars
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Source: TLAC.

Of course, tuition fees are not the only cost facing students. In addition to these costs are
expenses such as books, housing, food, etc. In Canada there is no ‘official’ source for such data.
In 2001-2 and 2003-4, the Canada Millennium Scholarship commissioned a market research
company (Ekos research) to perform a survey. In the period 2010-2012, Higher Education
Strategy Associates asked a less detailed set of annual questions which permit some estimation
of the same costs. The results are shown in Table 4.1.
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Table 4.1: Total student costs, in dollars (2001-2012)

2001 2003 2010 2012
Student fees 4,941 5,338 5,941 6,350
Books, etc. n/a 401 951 1,211
Housing 1,919 2,331 3,276 3,317
Food 1,454 1,262
Travel 760 667
Other 6,394 4,744 3,170 2,468
Total 13,255 12,814 15,551 15,275

Note: In Canadian dollars. Constant prices (2012).
Source: TLAC, EKOS Student Income/Expenditure Surveys (2001, 2003), HESA CanEd Student panel (2010-2012).

The data in table 4.1 shows relative stability. Over a decade, most of the increase in total student
costs comes from changes in the fees. The only other change has been in housing; and this is as
much due to an increasing percentage of students surveyed living away from home as it is an
increasing in the actual housing cost.

Student Assistance in Canada

Canadian study aid is relatively simple in theory but is greatly complicated by the fact that the
federal and provincial governments have overlapping jurisdiction and that provincial study aid
strategies differ significantly from one another. In this section we will briefly describe both the
country’s system of need-based assistance and its relatively unique system of non-need-based
assistance as well.

Need-Based Aid

Canadian governments collectively provide their students with roughly 4 billion dollars per year
in loans and grants, nearly all of which is distributed on the basis of need, where need is defined
as ‘assessed costs’ minus ‘assessed resources’ (as distinct from a system which is simply based
on individual or family income). In nine provinces and Yukon Territory, the federal Canada
Student Loans Programme (CSLP) operates in a more-or-less integrated fashion with a
provincial student assistance programme; two separate systems provide the student with money,
but they mostly work on the same system of need assessment and the student need only fill out a
single form in order to obtain aid. Quebec and the Northwest Territories have ‘opted out’ of the
federal system, and offer their own unique integrated programmes while receiving direct federal
compensation.

The amount of aid available to students can vary significantly from province to province and
depending on one’s student status. The amount students receive is based on ‘assessed need’,
which is equal to ‘assessed costs’ minus ‘assessed resources’. Assessed costs include tuition, a
set of living expenses adjusted to the costs of living in each province and dependent upon
whether the student lives with his/her parents or not, and —if applicable — the costs of supporting
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dependent travel. The definition of assessed resources changes slightly depending on the
student’s situation. For students who are considered ‘independent’ (which in most provinces
means being more than four years out from secondary school or having two years continuous
experience in the labour market), it is a simple assessment of the student’s own income and
assets. If they are married, their deemed contribution will also be a function of their spouse’s
income. If they are considered dependent, parental income is also assessed. An aid package will
be equal to assessed need up to a maximum which may vary according to student category but
which is normally 350 dollars per week of study (roughly 12,000 dollars per year), but can be
higher if the student has children. The loan/grant mix within that aid package can vary
significantly between provinces depending on the generosity and ability of the local government

to pay.

In every province, students have access both to loans, which are interest-free during the study
period and must be repaid (typically beginning six months after the end of the study period and
lasting for 10-15 years), and some form of non-repayable aid. This aid, made up of grants or loan
remission payments, works in one of three basic ways: 1) ‘Upfront’ grants, which are disbursed
before loans and any remaining financial need is met with loans up to the aid maximum; 2)
Certain provincial grant programmes (e.g., the New Brunswick Bursaries) provide additional
support over and above student loan maximums to students with ‘unmet need’ (i.e. need levels
above the 350 dollars/week maximums; and 3) Loan remission (e.g., the Ontario Student
Opportunities Grants) which consist of payments made at the end of a successful academic year
to reduce the amount a student has already borrowed.

Figure 4.2 shows the evolution of grants in Canada over time.?? The number of grants issued®
increased enormously between 1999 and 2010. There were a number of reasons for this: the
introduction of a federal programme called the Canada Millennium Scholarship Programme
(which despite its name was mostly involved in the delivery of need-based aid) was one;
increased provincial investment in study aid was another. It was also around this time that the
value of the average grant fell precipitously, from around 7,000 to 3,500 dollars. This was partly
due to the fact that nearly all the new grants were under 3,000 dollars in value, but it was also
due to a shift in the way provinces delivered their loan remission programmes; prior to 1998 or
so, they were usually delivered at the end of a degree rather than the end of a year and so the
individual amounts were correspondingly larger.

22 Note that these figures include recipients from both universities and colleges.

% What are reported here are ‘grants’ rather than ‘grant recipients.” It is possible in many provinces to receive more
than one grant and there is no way given existing data sources to obtain an unduplicated count of recipients. A best
guess for an unduplicated count of recipients would likely be around 350,000.
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Figure 4.2: Number and average size of grants (1993-2010), in dollars
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Figure 4.3 shows the evolution of loans to university and college students over time. This graph
iIs somewhat more straightforward than the previous one. The number of loans issued increased
significantly during the recession of the mid-90s, then fell off again in the late 90s as improved
economic conditions and the effects of new regulations making it more difficult for students at
private career colleges to obtain aid took effect. Loan recipient numbers spiked again with the

onset of the most recent recession.
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Figure 4.3: Total number of loans and average loans (1993-2009), in dollars
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Figure 4.4 shows the balance of aid between loans and grants over time. The 1999 shift towards
more grants shown in Figure 4.2 clearly altered the balance of loans and grants within the
Canadian system. Prior to 1999, no more than 20% of aid was ever grant-based; after it, it has
never been lower than 25% and recently it seems to have stabilised at between 30 and 35%.

Figure 4.4: Percentage of need-based study aid that is non-repayable (1993-
2010)
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Of course, as noted above, the loan/grant mix does vary significantly by province. As Figure 4.5
shows, the degree to which aid is repayable can vary widely from one province to another. For
2010-11, in New Brunswick and Nova Scotia, the percentage is a mere 20%; in Quebec, it is
48%.

Figure 4.5: Percent of non-repayable aid (2010-11)
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Note: BC = British Columbia; AB = Alberta; SK = Saskatchewan; MB = Manitoba; ON = Ontario; QC = Quebec; NB =
New Brunswick; NS = Nova Scotia; NL = Newfoundland and Labrador; PE = Prince Edward Island.
Source: State of Study aid Database.

Non-Need-Based Aid

In addition to need-based aid, there are a number of other sources of government aid that are
available to all. There is first of all, an extensive series of merit scholarships available, most of
which are available to graduate students. Second, there are a series of savings-related
instruments, the most important of which are Canada Education Savings Grants (CESG), which
provides a payment that matches 20% of a family’s contribution to a Registered Education
Savings Plan up to 400 dollars per year (additional top-up grants for middle- and low-income
families are available). The RESP programme also acts as a kind of a tax shelter, as interest
earned on the savings are not taxed until withdrawals are made, they are taxed in the name of the
student (who will typically have low earnings and therefore owe little or no tax). The federal
government’s Canada Learning Bond acts like a CESG worth 500 dollars for low-income
families, except it does not require families to make a contribution to a RESP. Payments under
both the CESG and the CLB are provided to pre-17-year-old youth, i.e., prior to the study period.
As a result, we do not include monies spent on these programmes in our look at affordability; it
should simply be borne in mind that these programmes collectively cost government more than a
billion dollars a year — almost as much as need-based grants.
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The largest form of non-need based aid, worth well over 2 billion dollars per year, are various
forms of tax assistance. Virtually all tax assistance in Canada comes in the form of non-
refundable tax-credits which may be transferred or carried forward from year to year. A tax
credit differs from a deduction in that its value is the same for all tax-filers — it increases one’s
threshold exemption for tax, rather than reducing taxable income (the latter being significantly
more valuable to wealthier tax-filers than to poorer ones). They are non-refundable in that they
cannot be used to reduce tax burden below zero and create a refund; however, if one’s taxable
income in a given year is too low to use the value of a credit, it either be carried forward for use
in a future year or transferred to a parent or spouse.

In Canada, there are two main types of tax credits. The first is with respect to tuition: students
receive a credit for all their tuition and ancillary fees (student union fees excepted). The second
is a time-based credit which provides a certain amount of credit per month of study. This amount
varies by mode of study: the amount is 465 dollars/month for full-time students and $140/month
for part-time students. Different provinces, which each have their own tax-system, offer a variety
of similar time-based tax credits, ranging from 200 to 500 dollars per month for full-time
students. The value of these credits is equal to the amount of the credit times the lowest marginal
tax rate in each jurisdiction: these range from 21 to 36% across the country: for full-time
university students, the effective value of the tax relief is roughly 2,000 dollars. Credits are
issued directly to students who can claim them themselves in the current tax year, carry them
forward to a future tax year, or pass them on to a parent or spouse.

Governments do not ‘spend’ on tax assistance; rather, the cost of these measures is calculated in
terms of income foregone by government. The technical term for this money not collected by
government is ‘tax expenditure.” The total amount spent each year by both levels of government
is just under 2.4 billion and the average value of this tax relief, across all students (university and
college, full-time and part-time) is around 1,300 dollars. The big increase in the value of these
credits came in the period from 1996 to 2001. In this very short period, the federal monthly
credit for full-time students increased in value from 60 to 400 dollars a month, the credit for part-
time students was introduced and ancillary fees were included in the tuition fee credit.
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Figure 4.6: Tax expenditures (1993-2009), in dollars
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Note: In Canadian dollars. Constant prices (2012).
Source: State of Study aid Database.

Net Costs to Students

As should be evident from the descriptions of various study aid programmes above, the rise in
tuition fees over the past two decades has to some considerable degree been offset by increases
in various sources of subsidies. Figure 4.7 shows that while average tuition and fees have
increased by 2,622 dollars in real dollars since 1993, the net amount actually payable (i.e.
average tuition minus average grants and tax expenditures) has increased by just 580 dollars, and
that the figure is essentially unchanged since 1999. A similar story exists for the amount
students, on average, pay out of their own pockets in the short-term (that is, taking loans into
account as well): this is up only 645 dollars since 1993, and most of that change happened in the
mid-to-late 1990s.
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Figure 4.7: Various net costs, in dollars (1993-2009)
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Figures 4.8 through 4.11 portray the same data from the point of view of each of the four
provinces we have selected for closer examination. In both Quebec and Newfoundland, average
net tuition fees after grants and tax credits are considered essentially zero currently. Quebec’s
fees have been largely unchanged for the full two-decade period (though net fees after tax
expenditures did drop significantly as a result of federal policy innovations) while in
Newfoundland there has been a precipitous fall in cost. In Ontario, net fees of all type have
essentially been flat since 2000; in British Columbia, the large hike in tuition of 2001-03 has
similarly been followed by an era of flat net fees.
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Figure 4.8: Various net Costs, Quebec (1993-2009)
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Figure 4.9: Various net costs, Newfoundland (1993-2009)**
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2 Data on loans for university students are not reliable for Newfoundland prior to about 2002. Therefore Net Fees
after TE and Loans is not portrayed in this graph.
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Figure 4.10: Various net costs, Ontario (1993-2009)

8 000
e
6000 .
4 000 -‘""""""""""".'".'...,."a"o"-""""""""""'" """" 00000 s ’_ """ ”“ """ - — - - @
- em s oD oo - -
2 000 T .t R
- - S em . am .« - W=
O T T T T T T T -~ I. T T T T T T T T T 1
~ .. ~ . Pd ’
-2 000 R I
-4 000
F NI SIS SIS FFFTE S F S
NN DT T DT DT AT DT DT AT AT DT AR A A D D
eecece Net Fees == == NetFeesafterTE = - =Net Fees after TE and Loans

Note: Canadian dollars. Constant prices (2011).
Source: State of Study aid Database

Figure 4.11: Various net costs, British Columbia (1993-2009)
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Student Debt
One further measure of affordability that is sometimes used is that of student debt. Average

student debt in Canada is somewhat difficult to calculate because loans (even the federal ones)
are administered provincially, and not all provinces publish statistics on debt. As a result, the two
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most common methods of calculating debt are based on student estimates of their own debt,
rather than administrative sources. The first source is the National Graduate Survey, which is
conducted every 5-6 years by Statistics Canada and involves interviews with 50,000 or so
graduates 24 months after the end of their studies. The second is a triennial survey of students in
their final year of study. The former is thought to be significantly more accurate than the latter,
but given survey design and processing time it takes almost 48 months for results to come out
whereas with the latter the lag is about 6 months.

Figure 4.12: Average student debt (1982-2012)
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What Figure 4.12 shows is more or less a reflection of what we have already seen with respect to
study aid. As loan aid ballooned in the mid-1990s, so too did average debt, which more or less
doubled in the 90s. However, since then, the rise of various forms of aid (both need-based and
non-need based) has stabilised debt levels, which are now essentially exactly where they were in
2000. The fact that the large rises in participation happened after the large increase in debt may
suggest that debt is not exactly a deterrent in terms of participation.

Return on Investment

A final issue is how changing net costs have affected Return on Investment over time. Figure
4.13 shows the relative earnings of Tertiary graduates relative to secondary school graduates.
Canada has long been known as one of the countries with lower levels of returns on investment;
however, the level of return has remained very stable over time, meaning that changes in returns
are unlikely to have been a major factor in changing enrolment levels.
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Figure 4.13: Relative earnings of higher education graduates (1997-2010)
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4.2 Participation Rates

A key question to address in our research is whether the changes in cost-sharing have had an
impact on overall participation rates. This will necessarily be a correlational examination
because we do not have access to micro-data that would allow us to look at individual reactions
to individual prices.

Figure 4.14 shows that participation rates stayed more or less flat as nominal tuition rose and
began to rise rapidly once the rate of increase in nominal tuition started to even out. There seems
to be less of a relationship between participation and net tuition minus tax expenditures (either
with or without loans) — these were relatively steady throughout the period and so have little to
offer in the way of explaining a major increase in participation.
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Figure 4.14: Participation vs. various cost indices, in dollars (1993-2009)
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Figure 4.14 could be interpreted as saying that a return of stability in nominal tuition fees drove
the increase in participation. This is not, however, the common interpretation in Canada. Recall
from earlier sections the periods from 1998 onwards was not just the period when tuition
increases started to moderate — it was also the period when operating budgets began to rise
sharply. One could therefore equally posit that the increase in operating grants — which in turn
permitted the hiring of new professors, acquisition of new space capable of sustaining higher
enrolment — was what increased participation.

The other piece of evidence suggesting that it was not nominal tuition that was the prime factor
at work is that the results by province tell a slightly different story, as is shown by Figures 4.15
through 4.18. Here we see a significantly less coherent set of stories. In British Columbia, the
participation rate moves steadily upward throughout our period regardless of what is happening
to costs. In Newfoundland, participation rates rise along with tuition in the 90s, continue rising in
the early 2000s as fees fell, and then hit a plateau of 29% as tuition was frozen (but fell in real
terms). Participation patterns for Ontario and Quebec are similar — stable in the 1990s followed
by a jump in the 2000s — though the two provinces’ fee experiences were quite different.

Put simply, what Figures 4.15 through 4.18 tend to show is that all provinces followed relatively

similar paths in terms of participation, even though their experiences in terms of both absolute
amounts of fees charged and changes in fees charged were quite different.
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Figure 4.15: Participation vs. various cost indices, British Columbia (1993-2011)
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Figure 4.16: Participation vs. various cost indices, Newfoundland (1993-2011)
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Figure 4.17: Participation vs. various cost indices, Ontario (1993-2011)
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Figure 4.18: Participation vs. various cost indices, Quebec (1993-2011)
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It is worth examining what some of the literature says at this point. Johnson and Rahman (2005)
and Johnson (2008) both used provincial-level tuition fee data to look at changes in enrolment.

The latter, which used both changes in tuition and ‘tuition minus tax expenditures’ as

independent variables, found no relationship with either access rates or persistence rates on the
students covered by the longitudinal Youth in Transition Survey. The 2005 piece did seem to
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show that higher tuition fees in the 1990s did cause a reduction in enrolment relative to long-
term enrolment trends, but it did not control for government grants to institutions (which, as we
have seen, may be a major confounding variable since tuition increases were often correlated
with decreases in public funding during that period).

4.3 Composition of the Student Body

In this section we will look at available data on the composition of the student body over time to
see if any changes have occurred that might be linked to changes in cost-sharing.

Gender

In 1981, total female enrolments surpassed male enrolments for the first time and since then the
gap has steadily widened. As Figure 4.19 shows, this is due mainly to a very strong and steady
increase in full-time female enrolments over the past three decades, from 45% of total
enrolments to 1980, to about 58% in 2008. The major change really occurred in the 1980s and
1990s (with full-time female enrolment surpassing full-time male enrolment in 1989); since
2000, male enrolments have been growing at the same pace as female enrolments and so the
female share of enrolments has been essentially unchanged since 2001. Among part-time
students, women have consistently made up 60% of enrolments since the mid-1980s (although a
decline in part-time enrolments starting in 1992 means that this 60% has since represented a
lower absolute number of students). These figures hold true more or less across the country, with
very little variation from province to province; Prince Edward Island has the highest proportion
of female enrolment (64%) while Saskatchewan has the lowest (57%).
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Figure 4.19: University enrolments by gender and enrolment status (1980-2009)
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In theory, cost-sharing might be thought to affect women more than men. We know from various
Labour Force Surveys that women tend to earn less from summer and part-time jobs than men
(Marshall, 2010); they also tend to receive less in transfers from their parents (Junor & Usher,
2004). This makes them more likely to borrow but also slightly less likely to go away for higher
education, which drives down costs. However, as the figure above makes plain, this does not
seem to have in any way stalled a long-term increase in access rates for women.

Socio-economic Status

Unsurprisingly, participation in Canadian higher education is positively associated with parental
income. As portrayed in Figure 4.20, students from the three lowest income quartiles have
roughly similar university participation rates (among students 18-21) of between 23 and 25%.
However, for the top quartile, the rate jumps to almost 40%. College participation rates work
slightly differently, rising steadily from the fourth to the second quartiles before falling again for
the top quartile. Overall, post-secondary participation rates among 18-21 year-olds vary from just
over 40% among the lowest income quartile to just over 61% in the top income quartile.
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Figure 4.20: Participation rates by socio-economic group, 2008
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Showing trends over time in participation rates by socio-economic group is somewhat difficult
because different researchers have used very different survey techniques to try to get at the
question. However, as near as can be said, socio-economic patterns in participation have changed
little since the early 1990s. Looking at participation rate data for 18 to 24-year olds from the
Survey of Labour and Income Dynamics, Berger, Motte and Parkin (2009) found that post-
secondary participation among individuals with family incomes of more than 100,000 dollars per
year hovered around three-quarters from 1993 to 2006 (the figure is higher than that shown in
figure 4.20 because it includes a slightly larger age-range), while participation from families
earnings less than 25,000 dollars has floated around one-half. The gap between the two groups
has been about 25 percentage points since the late 1990s. Berger, Motte and Parkin (2008) found
that the gap in university participation was particularly pronounced — individuals from families
earning 100,000 dollars or more a year were consistently more than twice as likely to go to
university as were those from families earning 25,000 dollars or less.

As for the reasons for the disparity, probably the most definitive work is a 2007 study from Marc
Frenette entitled Why Are Youth From Lower Income Families Less Likely to Attend University,
which used the Youth in Transition Survey to try to understand the difference in participation
rates by income quartile. According to Frenette, 84% of the differences in participation rates
between the top and bottom income quartile can be explained by observable characteristics such
as differences in PISA scores at age 15, school marks at age 15, parental influences and school
quality. Financial constraints, at most, accounted for 12% of the difference.

Visible Minorities
There is no national system of administrative statistics that captures race or ethnicity of students.

However, the Canadian Undergraduate Survey Consortium does ask students if they belong to a
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visible minority. Great care needs to be taken in terms of not putting too much weight on
changes over time in CUSC data because the institutional membership of the consortium changes
from survey to survey and this matters doubly in the case of a question like visible minorities
since they are not distributed equally across the country (they are concentrated to a significant
degree in a few major cities, most notably Toronto and Vancouver). That said, over the course of
the 2000s, the proportion of respondents saying they were visible minorities rose from 14% in
2002 (compared to 16% of all youth 15-24 considered visible minorities by the census) to 24% in
2011 (compared to 21% of the 2011 census population). A significant part of the increase is no
doubt due to the influx of international students in recent years; nevertheless, it seems likely that
the proportion of domestic students coming from visible minority students has at least kept pace
with overall demographic trends.

Many Canadians consider the category of ‘visible minority’ to be of little use when analysing
things like participation rates, because of the way it lumps people with very different
backgrounds together. Though there is very little solid data in Canada that examines life chances
by ethnicity, it is generally believed that certain visible minorities (notably Chinese and Koreans)
tend to succeed at a much higher rate than immigrants from the Caribbean. Still, one intriguing
survey by Finnie and Mueller (2009) estimated that in fact virtually all immigrant communities
had a better chance of attending university than did native-born Canadians. Chinese and other
east-Asian immigrants had the highest chances, followed by immigrants from Africa.

Aboriginal Students

Generally speaking, Canadian governments and institutions do not report enrolment statistics on
demographic characteristics such as ethnicity, disability or Aboriginal status. Unlike in the
United States, Australia, or New Zealand, in Canada it is neither mandatory for institutions in
most jurisdictions to collect and report this data, nor are approaches to identifying Aboriginal
students standardised across jurisdictions or institutions (Educational Policy Institute, 2008).

Since institutions generally do not collect data on ethnicity or Aboriginal status at the time of
enrolment, we are left with two possible sources of data if we wish to examine the issue of
Aboriginal participation in Canadian post-secondary education. The first — surveys of students
done after enrolment through various means — is somewhat problematic because these kinds of
surveys tend not to have terribly high response rates and the potential for survey bias exists.
There is also the issue of self-identification; some Aboriginal or First Nations students appear to
be reluctant to self-identify in such instruments, meaning that counts from these sources are
always somewhat incomplete. The second — administrative data from Indian and Northern
Affairs Canada (INAC) on the number of students receiving funding through INAC via their
band council — is a consistent source of data but unfortunately an incomplete one, as it excludes
the large numbers of Métis, Inuit, and non-Status Indians studying in Canada, as well as Status
Indians who do not use INAC funding in order to pursue post-secondary education. Ultimately,
many institutions have only a hazy idea of how many Aboriginal students are attending, and
there is therefore no comprehensive national data source that tracks Aboriginal enrolments in
post-secondary.

In 2011, however, Higher Education Strategy Associates did manage to go institution by
institution and obtain relatively good estimates of aboriginal populations for both colleges and
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universities®™. These are shown below in Figure 4.21. According to these statistics — which, it
should be noted are all ultimately based on voluntary self-reporting (or estimates derived from
these), we estimate that 32,000 Aboriginal students attended universities in Canada in 2008-
2009. For comparison, the total Aboriginal population in Canada in 2006 was just under
1,173,000, while the number of Aboriginals aged 15-25 was 212,010. We do not know — because
the institutional statistics on which our estimate is based tend not to display the data in this
manner — what proportion of these students are First Nations vs. other Aboriginal, nor do we
know whether the students are full-time or part-time.

Not surprisingly, Aboriginal enrolments are concentrated close to the major centres of
Aboriginal population — primarily Northern Ontario and the four western provinces. In terms of
Aboriginal students as a percentage of the total university population, estimates range from
nearly 22% in Saskatchewan to 0% in Prince Edward Island (University of Prince Edward Island
being one of the few universities that does not keep track of the number of Aboriginal students
on campus). Nationally, the percentage is 3%, which, while not far off Aboriginal peoples’ share
of the entire population (3.8%), is lower than their share of the population aged 15-25 (5.0%).
Figure 4.13 shows the distribution of Aboriginal enrolments by province.

% Notes about the quality of Aboriginal data: The quality of data and methods of estimation vary greatly from
institution to institution. Some institutions have been tracking Aboriginal enrolment numbers for years, and are
reasonably confident that most of their Aboriginal population chooses to self-identify. In some cases, an institution’s
numbers are not based on application data, but rather on voluntary surveys, or on the local Aboriginal student
centre’s records of the number of students who used its services. While such sources may seem to obviously
understate Aboriginal enrolments, some institutions extrapolate from this data to obtain an estimate of their total
Aboriginal enrolments which may also lead to an overstatement of Aboriginal students on campus. Many
universities also only report their Aboriginal enrolment data as ranges because of the degree of uncertainty that such
data collection methods entail. (For the purposes of this exercise, when faced with ranges we have used the
midpoint.) A further complication is that different provinces and institutions employ different ways of counting
Aboriginal students: some report a snapshot of students registered at a particular date in the fall, others report all
enrolments over the course of a full academic year, yet others employ estimation methods that are not quite a
snapshot or a year-round count. As an example, for institutions covered by the British Columbia Post-Secondary
Central Data Warehouse, for which both types of counts are available, the year-round count yields a number that is
2.3 times as large as the snapshot. Where possible, snapshot-style data has been used; however, as the Aboriginal
enrolment estimates presented in this section are based on a variety of methods of counting students, caution should
be used when comparing results between provinces.
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Figure 4.21: Aboriginal enrolments in Canadian universities, by province, 2008
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4.4 Completion Rates

Data on completion is difficult to obtain in Canada because switching programmes and
institutions inside a programme is relatively common phenomenon, and therefore calculating
participation rates requires cohort data that crosses institutions. In theory the main Canadian
student data system, the Post-Secondary Student Information System (PSIS), should be able to
do this reasonably easily; however, no real data of this kind has yet been obtained from the
system.

However, it is possible to use the Labour Force Survey data to estimate trends in system-wide
drop-out rates among recent post-secondary students stretching back to 1980. A general estimate
of the percentage of recent post-secondary students who did not complete their postsecondary
programme can be obtained by dividing the number of Canadians aged 25 to 34 whose highest
level of education was ‘some post-secondary education’ by the number with some post-
secondary education or higher, and excluding anyone who is still currently in school. This avoids
issues related to students switching institutions by providing a picture of completion rates for the
system as a whole, and somewhat mitigates issues related to stop-outs (that is, students who
leave school for a period of time and then recommence) by considering people who are at least
seven years older than the typical post-secondary entrance age. The main drawback to this
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approach is that because of the way the Labour Force Survey is constructed, one cannot
distinguish between levels of completion in the university and non-university systems — they can
only be examined at a combined systems level.

The data in figure 4.22 shows that the percentage of former post-secondary students in the 25-34
year old population who dropped out of their course has declined steadily over the past three
decades, reaching an all-time low of 9.4% in 2010. This is almost a 50% decline from the 1990
value of 17.1%. While a change in data reporting by Statistics Canada means that pre-1990 data
is not directly comparable to post-1990 data (hence the permanent downward shift in the series
between 1989 and 1990, indicated by a dotted line in Figure 4.14), it appears that the decline
began sometime around 1986 — prior to that date, the drop-out rate hovered fairly steadily at just
under 25%.

Figure 4.22: Canadians aged 25-34 in the labour force with an uncompleted
post-secondary education (1980-2010)
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Source: Statistics Canada, Labour Force Survey.

The reason for this long-term change is unclear. It may be the case that as tuition rises, the
phenomenon of ‘sunk costs’ is making it more psychologically costly for them to leave; whereas
in an era of cheaper tuition, students might have decided to abandon their studies, now students
think they need to protect their investment by ‘sticking it out.” Another possibility is the job
requirements have increased so that a post-secondary education is required more often now than
it was in the past. This is mostly speculation; all we can say for certain here is that rising tuition
is not being accompanied by rising levels of drop-outs.

4.5 Evaluation

Our evaluation here consists of answering four separate sets of questions.
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First, how have increases in private funding changed costs to students? This is not a
straightforward question, partly because Canada is a diverse federal country where provincial
governments have adopted multiple strategies, and partly because an array of subsidies blunts the
effects of tuition fees.

If we look simply at the sticker price of education, it has more or less doubled in real dollars
across our period. Most of this increase occurred during the period of austerity in the 1990s, up
to about 1999; after that, tuition continued to increase, but at a rate much closer to that of
inflation. However, changes in policy to increase the number of grants and to vastly expand the
amount of tax credits available to students meant that the effects of these tuition increases were
mitigated to some extent; indeed, in some parts of the country, net tuition has not actually
increased at all over our period and nationally, after tax expenditures are taken into account, the
real increase in fees is less than 25% since 1993. Although few in Canada realise it, the apparent
massive change in cost-sharing which has taken place over the last 20 years has in fact mostly
been a mirage — what government took with one hand, it mostly gave back with another. To put
this another way: although fees have increased, ‘cost-sharing” has not really changed.

Our second question here is: what effect does an increase in private funding have on
participation rates? The answer here, seemingly, is “not very much”. Participation rates were flat
in the era of austerity, but rose by roughly 50% in the 2000s. One could try to tell a story from
this that rates remain stable when tuition rises and increase when tuition increases are more
moderate, but this is not a particularly satisfying explanation. First of all, it assumes that what
deters students are rates of increases in tuition rather than its absolute amounts. Second, it
ignores the provincial evidence that seems to show increases in participation regardless of
provincial strategies on tuition. A more straightforward reading of the data would note the
correlation between total funding — regardless of whether it is private or public - and
participation rates. When one rose, so did the other, because more money is ultimately how
extra spaces are created.

A third question is “how have increases in private funding affected the composition of the
student body”? Rigorously, we cannot answer this question very well, since Canadian data
systems at the time that tuition was rising quickly were not very well developed. Most of our best
data comes from the period when tuition increases were moderating and increasing amounts of
subsidies were being put into the system. However, what we can say with some assurance is that
increasing costs did not affect gender participation rates (these continued to increasingly favour
women over the long term regardless of what was happening to fees), and that the participation
gap between the top and bottom income quartiles did not get any worse over our period.

With respect to student success, it would appear that completion rates have been increasing even
as tuition rose. It is unclear why this is so. There is no data on which to base any conclusions
with respect to time-to-completion.

In sum, tuition increased substantially over our period, mostly in the 1990s. Participation also
increased in our period, mostly in the 2000s. As far as can be ascertained, the higher tuition fees
that took hold in the 1990s seemingly did not prevent a rise in participation, nor did they change
the composition of the student body, nor did they prompt an increase in the rate of drop-outs
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(quite the opposite, actually). However, it should be noted that because of an increase in various
subsidies, real net tuition rose considerably more slowly than did ‘sticker price’ tuition. The best
way to summarise this is that i) net tuition increases have been less significant than advertised,
and i) Canada’s system of student assistance has been very effective in reducing any
disadvantageous effects of such increases as they have happened.
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5. HYPOTHESIS D: INCREASING PRIVATE FUNDING
AFFECTS STUDENT CHOICE OF HOW OR WHAT TO
STUDY

This chapter looks at data relevant to Hypothesis D, which states that as private funding
increases, costs increase to students and their families, which in turn will have an impact on
students’ choice of how and what to study (but not necessarily on the share of students studying).
Accordingly, this section looks at these topics: have student age, location or field of study and
time to completion changed over time in relation to cost-sharing?

5.1 Student Study Patterns

In this section, we look at whether or not the increase in private funding — specifically, an
increase in tuition fees — changes the pattern of studies and specifically whether it changes the
mode of study (full-time v. part-time) or the pattern of entry into post-secondary (specifically,
whether students delay entry)

We have previously examined the issue of full-time versus part-time students in Canadian higher
education (see Figure 1.2, above). The proportion of part-time students fell drastically in the
1990s and stayed low until the later 2000s when their numbers began to rise again.

As noted previously, while the timing of the initial fall in part-time enrolments does coincide
somewhat with the onset of much higher tuition fees, the generally-accepted explanation for this
had to do with the end of a period where various professional organizations were retroactively
requiring their members to obtain bachelor’s degrees. There does not appear to have been any
change in study patterns (i.e. study full-time vs. study part-time) that can be attributed to changes
in tuition fees. Since fees are more or less proportional to course load, there is very little reason
to prefer one mode of study over another.

In terms of delayed entry, Canada does not keep statistics on this, for the simple reason that its
national statistical system cannot identify first-time students in the system. However, the
Canadian Undergraduate Survey Consortium has been publishing a triennial survey of entering
students for the past fifteen years or so. In 2001, they began asking a question about the student’s
activities in the year prior to entering post-secondary education. The answer then was that 25%
of entering students had not been enrolled in any kind of school (secondary or CEGEP) in the
previous year. In 2010, the most recent year for which data is available, the proportion had fallen
to 20%.The CUSC’s consortium members change somewhat from year to year, and so this
should not be read too definitively as evidence of a fall in the proportion of students taking gap-
years. What one can say, though, is that there is no evidence delayed entry to higher education is
more common than it used to be..

122 |Page



National Report for Canada

5.2 Location of Study

One hypothesis about the effects of tuition is that they make it more difficult for students to
study away from home. As costs rise, so the theory goes, less money is available for other living
costs and so students become likelier to stay at home in order to economise.

Canada has no time-series data on the proportion of students who live ‘away from home’. There
are, however, statistics on students who leave their home province to study elsewhere. These
numbers have risen somewhat in recent years. Among domestic students, the proportion studying
out-of-province rose from 7.7% to 9.4% between 1992 and 2008.

The reason for this increase is unclear, but it is not a nationwide-phenomenon. Two provinces in
particular are driving this phenomenon: Ontario and British Columbia, where outbound mobility
has doubled over the course of our period. The former students have tended to leave either for
Nova Scotia, Quebec or British Columbia, while the latter have primarily gone to Alberta and
Ontario. Among the other eight provinces, only Alberta has seen any rise in outbound mobility —
for the other seven, the figures have remained essentially static for the duration of the period.

Figure 5.1: Number of domestic students studying outside their home province
(1992-2008)
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Figure 5.2: Outbound students by Province (1992-2008)
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As far as changes in international study destinations are concerned, Canada does not keep track
of students who leave the country. The only available data for this is data from UNESCO
institute of statistics, whose international student counts have been known to suffer somewhat
from inconsistent reporting and varying international standards in counting international
students. However, just looking at the period from 2000 to 2010, where the reporting is for the
most part consistent, it seems that the number of Canadians studying abroad has risen from
29,303 to 44,290, an increase of 51%. The US is by far the number one destination, making up
63% of out-going students in 2010; however, this is down substantially from 74% in 2000. The
country that seems to have gained the most in terms of new Canadian students is the United
Kingdom, up 60% from 3,000 to 5,000 students. It is unknown how many of these students are
studying at the undergraduate level and how many are studying at the graduate level.
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5.3 Field of Study

One hypothesis that is frequently advanced about the impact of fees is that to the extent that fees
vary across fields of study, they may induce students to move towards ‘cheaper’ subjects and
away from (potentially) more valuable subjects that happen to be more expensive.

We have already seen (see Figure 3.1) that there has been very little shifting of students between
major fields of study. But since the gap in tuition fees by field of study at the first-degree level
has not widened at all in the past twenty years, this should not be considered a surprise.

Where Canada has had particular spikes in tuition at the disciplinary level has been for law and
medicine, which for the most part are second-entry programmes.?® In the late 1990s, during a
brief experimentation with de-regulation, many provinces allowed fees in these disciplines, along
with dentistry degrees and MBAs, to rise sharply to the 15-20,000 dollar range. A number of
studies tried to examine the effects of these changes, but most were beset by serious
methodological problems.?” The best of these was a paper by then-Statistics Canada analyst Marc
Frenette (2005) entitled The Impact of Tuition Fees on University Access: Evidence From Large-
Scale Price De-regulation in Professional Programmes. It concluded, based on data from the
National Graduate Survey showing which graduates went back for further study in law and
medicine within two years of finishing an undergraduate degree, that students from both high-
income and low-income families had seen their participation rates in de-regulated programmes
rise, but those of students from middle-income families had fallen.

Frenette’s explanation for this result was that the increase in grants in the late 1990s (which were
ostensibly directed at low-income students) might have levelled the playing field for the poor but
not the middle-class. This, however, is unlikely since second-entry students are all considered
‘independent’ and hence parental income is not a factor in their student assistance calculation.
We can therefore note that there was a change in participation patterns, but it was not entirely in
the expected direction (didn’t affect the poorest) and that the explanation for the change is not
Clear.

5.4 Time-to-Completion

Time-to-completion is not something that has been of sufficient policy concern to have required
tracking over time. Because institution-switching is relatively common, accurate tracking of
times-to-completion cannot be done at the institutional level; only system-wide unit-level data-
bases would be able to achieve this. British Columbia, Alberta and Quebec possess such
databases, but to our knowledge have never published data on this issue.

%% In Quebec, a certain number of seats in both law and medical school are reserved for students entering directly
from CEGEP. Apart from that, entry into most law and medicine are essentially restricted to students who have
completed an undergraduate degree although a few exceptionally talented students are accepted each year after just
two or three years of undergraduate study.

27 It is significantly more difficult to gather data on social background of students in second-entry programmes than
it is for first-entry programme. Things like postal-code data of applicants is much harder to interpret from students in
their mid-20s than from students at age 18 (when they are presumably living with their parents).
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Some data is available with respect to students who both started and finished their degree at the
same institution. According to Junor and Usher (2004), average time to completion for degrees
was approximately one year longer than the ‘expected’ time to degree; that is, 4 years for 3-year
degrees, 5 years for 4-year degrees and 6 years for 5-year degrees (such as Engineering). There is
no reason to believe that this has changed a great deal over time.

5.5 Evaluation

Hypothesis D suggested that rather than an having an absolute effect on the level of participation,
the liquidity issues that stem from increased tuition levels may lead to students switching to a
different mode of delivery that enables them to study whilst working and earning income, or
delay participation to work to save money before entering higher education. Specifically, we had
four sub-hypotheses about the potential impact of higher tuition, which we now examine:

First, with respect to ‘how’ students study, we have hypothesised that increases in private
funding might lead to changes in study mode (part-time versus full-time study) and delays in
entry. There is very little evidence to suggest that this is the case. In the case of part-time
students, these numbers dropped substantially as tuition was increasing the fastest, and generally
remained low for much of our period. In the case of delays of study, we have only a few partial
observations but what data there is suggests that students are not delaying participation in higher
education in order to work and save money for their studies.

Second, with respect to whether increases in private funding have affected students’ choice of
study location either in terms of where within a country they choose to study or whether it has
affected plans to study internationally, the evidence suggests few if any effects of tuition.
Although no data exists to examine the likelihood of students leaving home to attend school,
there does appear to have been an increase in the number of students switching provinces. There
also appears to have been an increase in international mobility, though not as a way to avoid high
tuition since the main destinations were the US and the UK.

Third, with respect to whether increases in tuition have affected what students study, as we noted
earlier, there does not appear to have been many significant changes in the main fields of study
enrolment over our period, so it is difficult to conclude that tuition has caused any changes.
Where there have been very radical changes in tuition — second entry programmes such as law,
medicine and dentistry — there have been increases in participation from both upper- and lower-
income families, with middle-income families losing out. The reason for this somewhat counter-
intuitive result is not immediately obvious.

Fourth, with respect to increases in fees making students more efficient and taking less time to
complete their education, there is no data available on which to test this proposition.

In sum, though the data is admittedly limited, the rise in tuition fees in Canada appear not to have
had any adverse effects on study mode, study timing or choice of field of study, at least as far as
first-entry programmes are concerned. There is some evidence that tuition de-regulation in
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second-entry programmes has had an adverse effect on middle-income students but not low-
income ones. The reason for this counter-intuitive result is something of a mystery.
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6. CONCLUSION

Our study of Canada divides itself roughly into two periods. Prior to 1999, public investment
was falling, tuition and other private contributions were rising and participation rates were flat.
After 1999, public investment rose more quickly, tuition and other private contributions
continued to rise, and participation rates jumped sharply.

With respect to Hypothesis A, we can say that cost-sharing most certainly increased total
funding, but this was not consistently the case across the period. Moreover, even though
significant sums of money came into universities in the years after 1999, much of this was
steered towards purposes other than undergraduate instruction and even though funding per
student rose significantly, this was not enough to prevent deterioration in students-per-academic
staff ratios.

With respect to Hypothesis B, we can say that institutional strategies changed to maximise
revenue from private sources, but they also changed to maximise revenue from public sources as
well. Perhaps the most significant areas of change occurred in the pursuit of international
students; much of what is seen from the outside as ‘competitive’ behaviour between institutions
appears to have been competition for prestige rather than dollars (though over the longer term
prestige and income are presumably correlated). Changes in governance over our period have
been minor to non-existent; in Canada, community and business leaders have always had a major
say in the governance of institutions, though this influence tends not to be felt at the level of
academic programming.

With respect to Hypothesis C, tuition increased substantially over our period, mostly in the
1990s, while participation also increased, mostly in the 2000s. Higher tuition fees did not prevent
a rise in participation, nor did they change the composition of the student body, nor did they
prompt an increase in the rate of drop-outs (quite the opposite, actually). However, because of an
increase in subsidies, real net tuition rose considerably more slowly than did ‘sticker price’
tuition. An analysis of different provincial systems suggests that there is no obvious relationship
between net costs and participation; additionally, it would seem that Canada’s student assistance
system played a role in mitigating the negative effects of such changes have happened. The only
place where there do seem to have been some effects is in the tuition de-regulation of second-
entry programmes; however, the negative effects seem to have been on middle-income students
rather than low-income ones.

Finally, with respect to Hypothesis D, though the data is admittedly limited, the rise in tuition

fees in Canada appear not to have had an adverse effects on study mode, study timing or choice
of field of study, at least as far as first-entry programmes are concerned.
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1. INTRODUCTION

1.1 Overview of Higher Education in England

England is one of the four countries forming the United Kingdom (UK), the other three being
Wales, Scotland and Northern Ireland. According to the 2011 census, the UK’s total population
is 63 million, of which 53 million live in England, 5 million in Scotland, 3 million in Wales and
just under 2 million in Northern Ireland. Though all four countries of the UK share a head of
state and send Members of Parliament to Westminster, three of the four countries (Wales,
Scotland, and Northern Ireland) also have their own parliaments. Higher Education is one of the
policy areas that has been devolved to regional parliaments. Higher Education in Wales,
Scotland and Northern Ireland are therefore under the jurisdiction of Cardiff, Edinburgh and
Belfast, respectively. England does not have its own Parliament, so policy there is made by the
Union government at Westminster.

As a result, the UK in effect has four separate systems of higher education, albeit with many
shared characteristics. The largest of these — the English one, which contains about 85% of UK
students — has seen some very significant experimentation over the past fifteen years. For that
reason, this case study will focus as far as possible on the English portion of the system. On
occasion, other countries’ systems and their results will be used to highlight the effects of
changes in the English system, since in a sense they form natural control groups to the
‘experiments’ in higher education funding implemented in England (see below).

In England, prior to entering higher education, students flow through a system known as ‘16-19
secondary education’. After completing their General Certificate of Secondary Education
(GCSE) at age 16, students may continue in secondary school, or attend other institutions known
as sixth-form colleges or further education colleges. The landscape of providers varies according
to local arrangements, but all areas provide young people with a wide choice of programmes
leading to general/academic, pre-vocational or vocational qualifications. Qualifications are
provided by centrally regulated awarding organisations, external to the school or college within a
qualifications system common to England, Wales and Northern Ireland. Students wishing to
continue on to higher education must pass a set of exams called the General Certificate of
Education, Advanced Level (known as A-levels).

Since the Further and Higher Education Act of 1992 ended the 'binary divide' between
universities and polytechnics, England has had a unitary higher education system where
professional institutes such as polytechnics and Fachhochschulen that are seen on the continent
are merged into the university sector. Higher Education Institutions (HEIS) in England are
autonomous self-governing bodies. They receive funds from a variety of sources; state funds
presently form a very low proportion of overall funds, though this was not always the case.
Access to the title of university is controlled by Government on a UK-wide basis. Though
individual institutions have wide latitude in developing curriculum, all institutions structure their
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programmes along broadly similar lines within a three cycle framework, which conforms to the
European Higher Education Area (EHEA) qualifications framework.

In addition to the 130public HEIs in England, the term university has also been granted to three
private institutions that have passed the relevant quality assessment tests as well: the University
of Buckingham which is a comprehensive arts and science university dating from the 1980s, and
two institutions that specialise in professional (mainly legal) studies: BPP University college and
the University of Law. Private providers receive no direct government funding, but their students
may be eligible for public financial support. Data for private institutions are not usually collected
or reported separately from that of public institutions; therefore, unlike several of the other
chapters in this volume, data for the private sector will not be reported separately here.

England was one of the first countries in Europe to introduce substantial fees, first for
international students, then professional Master students and finally in 1998 for undergraduates
as well. It has followed a punctuated equilibrium model for increasing fees; after their
introduction in 1998, they were held constant in nominal value for eight years, and then tripled.
Six years later they were essentially tripled again. Since 2012, public universities have had the
freedom to increase tuition fees to up to 9000 British pounds® a year, and a majority of them
have raised tuition to this limit. The government does provide certain incentives for institutions
to keep tuition below 7000 pounds, but few institutions do.

1.2 Key Higher Education Stakeholders

Since 2009, the Government Ministry responsible for higher education has been the Department
of Business, Industry and Skills; prior to that, it was integrated with the Department of
Education. There is a Minister of Business Industry and Skills, as well as a more junior minister
specifically for Higher Education.

The government does not distribute funds directly to educational institutions. This happens
through the Higher Education Funding Council for England (HEFCE), an arms-length body
responsible for the distribution of public funds for teaching and research infrastructure across
UK institutions. Six other sectoral research councils (Economic and Social Research Council,
Arts and Humanities Research Council, Biotechnology and Biological Sciences Research
Council, Natural Environment Research Council, Engineering and Physical Sciences Research
Council, Medical Research Council) distribute funds on a competitive basis to individual
researchers; a seventh, the Science and Technology Facilities Council, distributes funding for
scientific infrastructure.

The Quality Assurance Agency (QAA) is an independent, non-profit body that oversees
standards in higher education in England. It sets out expectations in relation to academic
standards, quality, and the provision of information and then reviews institutions periodically to
ensure that these standards are being upheld. Its board members are drawn from the university

%8 As of April 2014, 1 British pound = 1.21 euros.
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sector, and in particular from executive heads. It is not itself an accrediting agency. The
government itself retains the power to accredit institutions, but the QAA makes
recommendations to the Department on issues relating to the award of degree-granting powers.

The university sector itself has a number of representative bodies. Universities UK (UUK) is the
apex body that represents the sector as a whole; however, there are also a number of other
representative groupings of institutions based on their profile. The most research-intensive
universities (which also tend to be the older universities) are regrouped in the Russell Group of
Institutions. A slightly less research-intensive (and generally younger) group of institutions is the
‘1994 group’. The newest institutions are represented either by ‘Million +’°, or by ‘Guild HE’
(the latter containing a large number of specialist colleges). Student unions from across the
country are collectively represented by the National Union of Students.

1.3 How Governments Fund Institutions

The funding formula for higher education in England since 1986 has been primarily based on a
weighed student enrolment formula. That is to say, while there are numerous funding envelopes
available to institutions (see below), the majority of the money provided to institutions by
government (and delivered through HEFCE) came through a system that provided institutions
with cash based on the number of undergraduates they enrolled in various fields of study.

In the HEFCE system, fields of study are divided into four categories. Group A contains clinical
medicine, dentistry and veterinary science. Group B contains laboratory-based subjects such as
Science, Engineering and Technology. Group C is what is known as ‘intensive teaching, studio
and fieldwork’, which includes Art, Design and Mathematics. And Group D includes
Humanities, Social Sciences, Law and Business. At different times, students in each of these
groups have been worth a different amount to universities. If we think of Group D as being the
base, Group A has usually been worth about 5 times Group D, Group B has been worth twice
Group B and Groups C has been worth 1.3 to 1.5 Group D. However, after the changes in
2012/13 and the introduction of much higher fees following the Browne report, students enrolled
in groups C and D no longer carry any public subsidy at all, Group C students carry a subsidy of
1,500 pounds and Group A carry a subsidy of 10,000 pounds.

1.4 History of Cost-Sharing®

Prior to the 1990s, funding of higher education in England (which consists almost exclusively of
public institutions) was entirely public; domestic undergraduate students were not charged
tuition and, if they came from a low-income household, were eligible to receive grants from
Government to cover living costs. The Thatcher government introduced non-income-assessed
mortgage-style student loans, rather than grants, to provide additional resources to students in
1990, and this initiated an accelerated transition from grant-financing of students’ living costs to

2 The main author of this section is Alison Johnston.
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loan-financing (Pennell & West, 2005). Nevertheless, tuition fees remained at zero until 1998.%
The transition of the British higher education from an elite sector, where roughly 5% of school
leavers entered university in the 1960s, to one where 30% of school leavers entered university by
the 1990s placed considerable financial strain on higher education institutions (HEIs). Between
1980/81 and 1999/00, real funding per student was halved due to rising student numbers and
insufficient growth in public funding (Greenaway & Haynes, 2003). The merger of 40
polytechnics, which were previously funded through the Polytechnics and Colleges Funding
Council, into the university sector in 1992 by the Major government, was a particular shock to a
system that had already witnessed steady declines in student funding. Greenaway and Haynes
(2003) and Barr (2004) outline that these funding pressures placed strain on student/faculty ratios
and remuneration, recruitment and retention of faculty, which threatened the UK’s research
capacity.

Despite increasing student numbers and declines in funding, universities across England and the
United Kingdom were unable to charge tuition fees. The power to levy tuition fees in England
ultimately requires an act of Parliament. Given the political unpopularity of levying fees in
England and across the UK, where public opinion firmly supported public funding for university
education, politicians were wary of introducing fees to a public debate, especially around
election periods. Consequently, cost-sharing instruments for domestic students remain largely
outside of the hands of British universities, although universities have long had the capacity to
charge fees for international students and British post-graduate students in Master courses (see
below).

Acknowledging the significant funding problems of British universities, John Major’s
Conservative government established a National Committee of Inquiry into Higher Education
(the Dearing Commission) in 1996 to discuss alternative funding streams. Fearing possible
political backlash from the discussion of the introduction of tuition fees — the next general
election was to be held in May of 1997 — the Committee was given a broad remit to consider the
state of British higher education in general and was scheduled to present its findings in summer
1997, ensuring that higher education finance was off the election agenda (Barr & Crawford,
1998). The report was wide-sweeping, establishing recommendations on widening participation,
faculty retention and quality assurance, among other things. Among its most controversial
components, however, was a shift in funding towards components that were ruled by ‘student
choice’, or fees, although the Dearing Report specified that student contributions should be
income-contingent based on the graduate’s salary after leaving university (Dearing Committee,
1997). Realising the political difficulty of introducing fees, even after the election, the report, in
line with a growing policy consensus within the country, supported fees only if contributions
were supported by income-contingent loans (Barr & Crawford, 1998). This recommendation
would shape the political landscape of all future tuition fee rises in England; in 2006 and 2012
when tuition-fee caps for public institutions were increased to 3,000 pounds and 9,000 pounds
per annum, respectively, income-contingent loan assistance for tuition fees was matched on a 1-
to-1 basis, regardless of a student’s household income.

% For better readability, the term “(tuition) fees’ refers to fees for undergraduate domestic students in this section
unless otherwise noted.
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Tuition fees were introduced in England (and - albeit only for a short period in the case of
Scotland - the other countries of the UK) in the 1998 Higher Education Act. Given policy-
makers’ concern for how fees would influence access, fees were applied on a means-tested basis;
incoming-students from households whose annual income was below 20,000 pounds were
completely exempt from the 1,000 pound per annum fee, while students from households with
annual incomes between 20,000 pounds and 30,000 pounds were subject to a reduced fee
(Goodman & Kaplan, 2003). Realising that a conditional 1,000 pounds per annum contribution
from undergraduates would not quell funding gaps within the higher education sector,
universities continued to lobby Government for an increase in student contributions. After the
2001 general election, the Labour Government launched a White Paper examining the further
increase of tuition fees. After a tumultuous vote in the House of Commons, the 2004 Higher
Education Act introduced a universal 3,000 pounds fee cap. Unlike the previous system, no
student was exempt from the fee level based upon his/her household income. Under the new
system, introduced in 2006, universities could charge up to 3,000 pounds per student. All
students would be eligible to receive income-contingent student loans from the Student Loans
Company to cover tuition and a loan for a portion of living costs from the government. Upon
graduation, students’ loan repayment was a function of their income; students would repay 9% of
income above 15,000 pounds (hence, graduates with low annual earnings paid nothing), were
charged a zero real rate of interest on all loans, and had 25 years to repay their loan debt (any
remaining debt after 25 years was forgiven by the Treasury) — see Table 1.

Though the 2006 system shifted the funding of higher education onto students, increasing cost-
sharing in the English higher education sector in principle, in practice, the state continued to
heavily subsidise student borrowing. Estimates of the loan subsidy, stemming from the zero real
interest rate and the debt write-off, ranged from 25% to 30%, indicating that roughly a quarter to
a third of all lending is not repaid (Johnston & Barr, 2013). In 2007/08, the zero real interest rate
and 25-year write-off cost approximately 1 billion pounds, out of total lending to students in
England of 3.9 billion pounds, over a tenth of public spending (7.24 billion pounds) on English
higher education (HEFCE, 2008).

It was agreed that Government would reconsider the level of the fees cap, but a decision on the
matter was postponed until after the May, 2010 general election. The Independent Review of
Higher Education Funding and Student Finance (the Browne Review) was initiated in late 2009,
in order to collect evidence for wide-ranging changes to higher education funding in England,
specifically examining the placement of the fees cap and changes to student support and financial
assistance. Even before the release of the Browne Review, it was apparent that tuition fees would
increase as austerity in government finances began in reaction to the global financial crisis.
Government announced in the Treasury’s (October) 2010 Spending Review that the overall
resource budget for higher education would decline by 40%, from 7.1 billion pounds in 2010 to
4.2 billion pounds by 2014-15, with all of this reduction being achieved in the HEFCE teaching
grant (HM Treasury, 2010). Funding of the more expensive science and technology subjects
(Groups A and B) was partially preserved, arts, humanities, social sciences and other subjects
falling into Groups C and D would witness the complete elimination of their bloc-teaching grants
by 2014/15. In order to compensate for this funding short-fall, fees were expected to rise.
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In December, 2010, Parliament agreed, by a 323 to 302 vote, to set a maximum cap for
university fees of 9,000 pounds per year. Government created a core reduction mechanism
whereby universities charging fees over 6,000 pounds would have their student number
allocations reduced by up to 8%. One feature of both this reform and the 2006 reform was the
idea that setting a maximum tuition fee and allowing institutions freedom to charge what they
wished below this level would create a competitive market. In fact, in neither instance did this
turn out to be the case. In 2006, 94% of universities in England chose to charge the full 3,000
pounds; as of mid-2013, roughly three-quarters of English Universities were charging the full
9,000 pounds permitted by the new law. As a result of the increase in the tuition fees cap, the UK
Government made several important changes to study aid, mostly in the form of student loan
design. Three new tuition loan expansions took place in the 2012/13 academic year: i) part-time
students became eligible for publically subsidised tuition fee loans, for up to 6,750 pounds per
annum; ii) full-time students studying at private institutions witnessed an increase in the annual
tuition loan they were eligible for, from a maximum of 3,375 pounds per annum to a maximum
of 6,000 pounds per annum, and; iii) full-time students studying at public institutions witnessed
an increase in the annual tuition loan they were eligible for, from a maximum of 3,375 pounds
per annum to a maximum of 9,000 pounds per annum. Repayment terms for tuition and
maintenance loans taken out by students entering university in 2012/13 (or later) have also
witnessed changes, relative to the 2006 system (see Table 1). Though the 2012 reforms have
significantly transferred the costs of higher education onto the graduate and away from the state,
the latter continues to substantially subsidise student lending.

It is worth noticing that the fee regime described here only applies to ‘home’ students (i.e. UK
and EU/EEA students). International students are charged much higher fees.
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Table 1.1: England’s system of federal financial aid for full-time undergraduates

The 1998 system

The 2006 system

The 2012 system

Tuition Fees for UK
and EU students

1,000 pounds p.a. for
students with family
income above 30,000
pounds. Partially waived for
students with household
incomes between 20,000-
30,000,pounds fully waived
below 20,000 pounds

3,000 pounds p.a.
maximum

No exemptions

9,000 pounds p.a.
maximum

No exemptions

Loan Amount for
fees for UK and EU
students

No loans for fees

Up to 3,000 pounds p.a.
for (new) full time
students

Up to 9,000 pounds p.a.
for (new) full time
students

Maintenance
Grant (UK
residence
conditions apply)

Up to 1,000 pounds p.a.
(grant system was
suspended between 1999
and 2004)

Up to 2,900 pounds
p.a., contingent on
household income

Similar to 2006 system
(increasing with inflation)

Maintenance
Loan’" (UK
residence
conditions apply)

Up to 3,905 pounds for
maintenance, if low-income

Similar to 1998 system
(increasing with
inflation)

Similar as the 1998
system (increasing with
inflation)

Loan Interest Rate

0% in-study, 0% in
repayment

linked to inflation in-
study, linked to
inflation in repayment

3% in-study, 0-3% in
repayment, based on
income.

Repayment
Threshold*

10,000 pounds

15,000 pounds

Non-indexed before
2012. Annually with
inflation from 2012

21,000 pounds

Annually with earnings
from 2016

25 years
Repayment Rate 9% 9% 9%
(above threshold)
Repayment Period | Life 25 years 30 years

— after which loan
is forgiven

Source: Chowdry, Dearden, & Wyness, 2010; Goodman & Kaplan, 2003.

1 Amounts depend on whether the student lives away from home or not and whether the student lives in London or

not.

% Graduates only have to start repayment once they have an annual income above this threshold.
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1.5 History of Enrolment

Enrolment in English universities has been rising steadily during our period of investigation.
Full-time enrolment rose by over 50%, from roughly 900,000 students to 1.4 million. Part-time
enrolment rose more slowly, from 550,000 in 1995 to 780,000 in 2006. After the 2006 reforms,
part-time enrolment began declining, falling to just under 700,000 in 2011.

Figurel.1l: English university enrolment over time (1995-2011)
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Source: Higher Education Statistics Agency.

Figure 1.2 looks at participation by students in the four age-years with the highest participation
rates in higher education. This can differ somewhat by country, but in England it is the 18-21
year-old age group, which make up roughly 60% of the entire student population (890,000 in
total in 2011-2012). Available data on students by age reach back only to 2001, so the data
presented here are for a more limited period than in the previous graph. In the period running up
to the 2006 reforms, participation rates were relatively steady at 26-27%. What happened after
the 2006 reforms, which substantially increased the cost of education to most students, was that
participation began to increase, up to 30% in 2009 and then to 32% in 2011. Some of the
increase in 2011 may however have something of a double-cohort effect as students who used to
take ‘gap years’ (that is a year off after finishing school and before entering higher education,
usually spent travelling or working) chose to forego it in order to get in a year of higher
education before the planned rise in tuition in 2012.
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Figurel.2: Participation rates 18-21 (2001-2011)
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Source: Higher Education Statistics Agency, Office of National Statistics.
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2. HYPOTHESIS A: AS PRIVATE FUNDING INCREASES,
INSTITUTIONAL REVENUE INCREASES

This chapter looks at data relevant to Hypothesis A, which states that as private funding

increases, institutional revenue increases, but only if public funding remains constant. That

means that it will examine whether:

e there has been an increase in private funding

e there has been a concurrent change to public funding

e there has been a total increase in funding and how this is related to changes in private and
public revenues.

Changes in institutional funding will be considered both in terms of total institutional revenue
and relative to the number of students.

2.1 Changes in Institutional Revenues over Time

Figure 2.1 portrays the funding to universities by source. Prior to 1995, tuition was free for
domestic students. However, this did not mean that — as in Scandinavia — the state was bearing
the entire burden of supporting education. Not only did universities earn a substantial portion of
their funding from private sources such as the sale of goods and services, they were earning
substantial amounts from international student fees and fees associated with professional Master
courses. Thus, even when tuition was ‘free’ for domestic students, 23% of total funds still came
from students in one way or another.

What is intriguing about Figure 2.1 is the way that the introduction of tuition fees in 1998
appears to have barely affected university income. The trend from 1994 to 2009 was a very
gentle increase in income from all sources, from 11.6 billion pounds in 1994 just under 24 billion
pounds in 2010, when the public spending review reduced the amount of public money available
by about a billion.
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Figure 2.1: Funding to universities, in millions of 2011 pounds
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Source: Higher Education Statistics Agency.

Figure 2.2 shows the proportion of total funding by source and demonstrates how the sources of
university income have changes over time. Essentially, prior to 1997, public income was falling
gently as a share of total income while ‘other’ income was rising. After 1997, the public share
rose again very slightly, mostly at the expense of tuition income (as noted above, this was
somewhat remarkable because it occurred at the same time as the introduction of tuition fees).
Thereafter, the government share stayed relatively constant at around 55% of total expenditures
until 2006 and the second tuition fee reform. From that point on, though the absolute amount that
government was spending was growing in real terms, it grew more slowly than fee income. This
resulted in a fairly significant shift over the period from 2005 to 2011 — the state share of total
funding fell from 53% to 44% while the share from student fees rose from 24% to 36%.
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Figure 2.2: Proportion of total funding by source (1994-2011)
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Source: Higher Education Statistics Agency.

Another way of looking at investments in higher education is to look at spending as a percentage
of GDP*. This is shown below in Figure 2.3. As it turns out, total spending did fall in the mid-
1990s, from 1.58% of GDP to 1.39% in 1999, not so much because investments were decreasing,
but because the economy was growing so quickly. Spending as a percentage of GDP rose from
2000 to 2008, when it reached its peak at 1.65%. But by 2011, stagnation in overall spending
combined with even the small amounts of economic growth that have been possible in the wake
of the financial crisis meant that higher education as a percentage of GDP slid back down again
to 1.51%.

¥ The UK does not normally provide GDP figures by constituent country. There is, however, an alternative measure
known as ‘Gross Value Added’. Over the past 20 years, England’s GV A has consistently been within a couple of
percentage points of 85% of that of the UK as a whole. In order to derive ‘English” GDP, we have therefore simply
multiplied UK GDP by 0.85.
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Figure 2.3: Higher education funding by source as a % of GDP (1994-2011)

1,8%

1,6% | —

14%

1,2% : Tili

- W
0,8% , 1]

0,6%
0,4%
0,2%

0,0%
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

W Government I Students = Other Private

Source: Higher Education Statistics Agency.

Yet another way that expenditures in higher education can be measured is through spending per
student. This tells a slightly different story again. As we saw in Figure 1.1, above, student
numbers were growing fairly steadily throughout the period of investigation. But as Figure 2.4
shows, funding per full-time equivalent (FTE) student increased even more:* funding per
student increased by just over 35% between 1995 and 2008. The figure per student begins to fall
away sharply after that, partially because money becomes less available (see Figure 2.1) but also
because enrolment was growing strongly.

Figure 2.4: Funds per FTE student by source in real 2011 pounds (1995-2011)
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Source: Higher Education Statistics Agency.

* Full time equivalent students have been calculated by multiplying each part-time student by 0.3 and adding to the
number of full-time students. If one were to change assumptions, and assume that a PT student is re worth more than
0.3 FT students, then the per-student funding figure would decline slightly.
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2.2 |Institutional Expenditures

As we have seen, per-student institutional income over our period rose and then levelled off or
even fell slightly towards the end. However, the fact that institutional income has been rising in
our period does not mean that it has necessarily been invested to the benefit of students. Money
might be invested in non-instructional missions that might lead students to question whether they
are getting value for their money and thus undermine the case for cost-sharing.

One way to examine this is to look at changes in students-per-academic staff ratios and relate
them to changes in funding. Figure 2.5 shows the ratio of FTE students to full-time academic
staff* in England from 2003 onwards.*® Though this figure does not cover our entire period, it
does cover the critical period on either side of the 2006 reforms which brought about both a
major increase in total income and a shift in the cost-burden towards students.

What Figure 2.5 shows is that while total income was rising in the period 2007-2008, students-
per-academic staff ratios were staying absolutely flat (that is to say, as far as student-faculty
interaction is concerned, students were paying more for the same). Once the rise in fees was
over, and total income per-student started to fall because of growing enrolments and the
problems caused by the recession, students-per-academic staff ratios started to rise (or, to put it
another way, students were paying the same and getting slightly less).

% Academic staff includes all staff member whose academic employment function is either teaching only or
teaching and research (see HESA definition at: http://www.hesa.ac.uk/content/view/2937).

% Some pre-2003 data on full-time professor numbers are available, but they appear not to be compatible with the
post-2003 data.
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Figure 2.5: Per-student income, in 2011 pounds, vs. students-per-academic staff
ratio (2003-2011)
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Source: Higher Education Statistics Agency.

That said, an examination of English universities’ expenditure by activity shows remarkably
little change over time. The portion of total income that goes to academic salaries does fall
slightly, from 43% to 39.5%, and administration rises from 12% to 15%, but apart from that
there is very little change over time — see Figure 2.6.

Figure 2.6: Shares of total expenditure by activity, select years
(1995/96-2011/12)
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2.3 Evaluation

The questions posed at the outset of these papers with respect to cost-sharing were as follows:
‘Has cost-sharing increased total funding?’ and ‘how was additional money spent’?

With respect to the first question, the answer is much more complicated than it first appears. The
first major change in cost-sharing in 1998, which created a series of means-tested 1000 pounds
tuition fees, was momentous in the sense that it created a precedent for domestic students to pay
tuition fees for a first undergraduate programme. But in terms of overall cost-sharing it meant
almost nothing; the sums raised compared to the sums available from international students and
other fee-paying domestic students were tiny and government investment was increasing so
quickly at the time that the overall student share of funding actually fell after the introduction of
fees. The 2006 change was clearly additive; income from students increased strongly at a time
when government was increasing its investments considerably. Finally, the 2012 changes were
clearly and deliberately designed with a view to making student fees replace public investment.
So, at different times, fee policy has had different effects with respect to total funding. As of
2012, one can say without contradiction that over the entire period student fees have proved
entirely additional and have not displaced public funds. With the current rapid cutback in
government funding, it is not clear if this will continue to be the case past 2015.

As for how the money was spent, such details as are available on institutional spending suggest
that there has not been a very large shift in actual spending patterns, though such change as there
has been has been away from academic departments. It can be confirmed that the influx of new
money did not lead to a better students-per academic staff ratio; in fact it has deteriorated slightly
over the last ten years. It would therefore be difficult to argue that the extra investment by
students and government have led to significant improvements in students’ educational
experiences, in so far as the students-per-academic staff ratio can be taken as an indicator of the
quality of students’ experiences. That said, one should probably not overstate the degree of
deterioration, either.
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3. HYPOTHESIS B: AS THE INCENTIVES TO EARN
PRIVATE FUNDING INCREASE, INSTITUTIONS BECOME
MORE RESPONSIVE TO STUDENT DEMAND

This chapter looks at data relevant to Hypothesis B, which states that as incentives to earn
private funding increase, institutions become more responsive to user demand. However, this
expected effect is conditional on the attractiveness of these private revenues and whether
increasing these revenues has trade-off effects for the overall behaviour or prestige of HEIs.

Various aspects of responsiveness will be examined, including changes to provision, enrolment
and the connection between HEIS and users. If no changes to responsiveness are visible, this is
likely related to the incentive structure present in the higher education system, which might
favour other behaviours such as the maximisation of public over private funding.

3.1 Enrolment by Discipline

One hypothesis about the effects of fees is that they make institutions desirous of increasing
revenues by focusing on programmes that are popular or lower-cost to deliver (these tend to be
‘soft” disciplines, paper and pencil subjects-areas). This may lead to overall changes in the
discipline profile of a national higher education system.

As Figure 3.1 shows, there is almost no evidence of this in England. In fact, the opposite is the
case — despite enrolment rising by 50%, there has been very little change in the distribution of
students by field of study. Basically, engineering has fallen from about 13% of enrolments to 9%
while health studies, sciences and humanities have all gained between one and one-and-a-half
percentage points. It should be noted, though, that most of engineering’s decline happened prior
to 2000 — the large increases in tuition in 2006 had essentially no effect at all on enrolment.
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Figure 3.1: Distribution of enrolment (FT & PT) by field of study (various years
1994-2009)
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Source: Higher Education Statistics Agency.

3.2 Enrolment Patterns by Mode

In some countries the fee structure may make it advantageous for institutions to increase the
number of part-time students. This is not the case in the UK, where since 1998 the part-time
student fee has been set proportionately to those of full-time students. There is therefore not a
particularly good financial reason why part-time students should have been favoured or
disfavoured during these years. And yet, even in the absence of policy stimulus, there has been
significant change in the student profile over our period. As shown in Figure 2.3, from 1995
through to 2001, the percentage of total students studying part-time®’ rose from 31% to 41%.
From there until 2006, it began to slide back towards 39%. Then, in 2006, at the same time as the
second major change in tuition fees, the part-time proportion fell significantly and has continued
falling ever since; down to less that 33% in 2011.

One way to interpret this data would be to note that Human Capital Theory (Becker, 1962) does
in fact predict that tuition increases will be likelier to dissuade older students than younger ones
from study because older ones have less time in which to make back their investments through
higher earnings. To the extent that part-time students are older than full-time ones,* this might
therefore to be expected. In addition, part-time students were not eligible for any study aid to
offset their tuition prior to 2012. On the other hand, these figures are percentages, and the

%" Here, part-time includes students recorded as studying part-time, or studying full-time on courses lasting less than
24 weeks, on block release, or studying during the evenings only. (see definition by HESA, available at:
http://www.hesa.ac.uk/content/view/1902/#mode)

% |n 2008 (the most recent year of data freely available), 64% of first-year part-time undergraduates were over 30.
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denominator here includes both full-and part-time students. In absolute terms, there were only
30,000 fewer part-time students in 2011 than there were in 2001; what caused the percentage
drop was mainly the addition of roughly 350,000 students on the full-time side.

Figure 3.2: Part-time students as a percentage of total headcount (1995-2011)
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Source: Higher Education Statistics Agency.

3.3 Enrolment Composition

Another possible avenue through which institutions might choose to increase revenue is by
attracting international students, who may be charged fees for full-time studies in ways that
domestic students cannot.

Universities in England have been permitted to charge full fees to international students since
1981. As was noted earlier, even when tuition was free for domestic students, fees made up a
significant portion of the higher education budget, and these for the most part came from
international students. The arrival of fees for domestic students should not have changed the
equation for international students too much as they continued to be significantly more valuable
to universities than domestic students. As Figure 3.3 shows, the proportion of the student body
coming from outside the EU rose steadily from about 12% in 1994 to 17% in 2011.

Another factor to consider from about 2004 onwards is the increasing influence of university
rankings and, in particular, the rise of Global Rankings such as the Times Higher Education,
which awarded points based on the proportion of international students an institution enrolled.
The quest for international students may thus have been as much about prestige as about income.
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Figure 3.3: International student enrolment as a percentage of total headcount
(1995-2011)
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Of note is the fact that tuition for international students increased fairly steadily throughout this
period. Authorities in England do not track international student tuition directly; however,
dividing the total amount of fees earned from international students can give one an average fee
paid per international student, though by necessity this eliminates the distinction between
undergraduate and graduate fees. The evolution of fees is shown in Figure 3.4.

Figure 3.4: Average international student fees in 2011 pounds (1995-2011)
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3.4 Diversity of Provision

Another hypothesis regarding the effects of cost-sharing is an increase in the diversity of
provision, either in the number of institutions or the number of programmes offered. Figure 3.5
shows the number of universities in England from 1995 to 2011. The decline in the number in
the 1990s is largely due to institutional mergers which occurred in the wake of the mass
conversion of former polytechnics in 1992. Since then, the number has stayed fairly constant,
settling at 130 in 2011. Since then (not shown on the graph), two private institutions — the
University of Law and BPP Universities — have been granted the right to use the term
‘university’.

Figure 3.5: Number of universities in England (1995-2011)
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There is no reason to link the decline in numbers in the 1990s with changes in fee policy as the
decline started well before the Dearing Commission. The introduction of two new private
universities in 2012-3 is, however, quite clearly part of a government’s plan to try to open up
provision of higher education to the private sector. The present Government’s current white
paper makes it relatively clear that the elimination of public funding for many fields of study
(and the concomitant rise of fees) is about ‘levelling the playing field’ for public and private
providers.

Figure 3.6 shows the number of undergraduate degree programmes offered in England from
1994 to 2011. Apart from a one-year spike in 1996/97 (cause unknown), the total number of
degree programmes rose slowly but steadily from 30,000 to 40,000 between 1994 and 2004,
where it plateaued for four years. At about the time of the financial crisis, when it became
evident that the sector’s funding would not continue increasing indefinitely, there was a strong
push to rationalise programme offerings and reduce them in areas where enrolments were low
enough to be thought unsustainable. By 2011/12, the number of programmes had been reduced to
35,000.
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Figure 3.6: Number of first degree programmes offered (1994/95-2011/12)
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Source: Higher Education Statistics Agency.

3.5 “Outreach” Practices

One significant change in outreach practices in the United Kingdom has been the spread of US-
style marketing, particularly in the run-up to the major changes in 2012. Though there are little
long-term data about marketing budgets, we know that marketing budgets increased by just over
30% between 2009 and 2013, from 19 pounds per applicant to 25 pounds per applicant
(O’Reilly, 2013). A survey conducted by the Times Higher Education Supplement in 2012
(Matthews, 2013) suggested that institutions averaged about 450,000 pounds in marketing
expenditures in the 2011-12 recruitment cycle; however, these figures vary widely between
institutions. At the top end of the prestige scale, Oxford and Cambridge spent nothing, while the
London Business School spent almost 2% of its total budget on marketing (Matthews, 2012) (for
reference, US private for-profit institutions spend about 20% of their income on marketing);
however, apart from these extremes the study found little to substantially inversely correlate
spending with prestige.

Without comparative data from earlier tuition fee changes, it is not entirely clear what meaning
one can draw from this. Twenty-five pounds per applicant is still not very much, and is certainly
lower than comparable institutions in the US would spend (even public institutions, which charge
considerably less than the UK institutions now charge)®. Still, it would seem to be clear
evidence that institutions are changing their behaviour to attract more students, even if this
expenditure does not in any way change the actual student experience.

% The average across average published tuition fees at public HEIs of all states for four-year courses was 8,521 US-
dollars (roughly 6,150 euros) in 2012/2013 according to CollegeBoard US (http://trends.collegeboard.org/college-
pricing/figures-tables/tuition-and-fees-sector-and-state-over-time).
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More evidence from along these lines comes from the ‘clearing’ experience. ‘Clearing’ is a
uniquely UK process which bears some explanation. Students apply to universities through a
centralised clearing service known as the University and College Application Service (UCAS).
Not all students are accepted to any of their preferred universities in the spring application
period; equally, many institutions have unfilled places come the summer. ‘Clearing’ is a process
that matches un-selected students with institutions with unfilled places. Traditionally, clearing
was seen as something in which only second- and third-tier universities would participate as the
pool of students in clearing were not seen as being of sufficiently high quality as to be worth
bothering to recruit. However, post 2012 rule changes not only made students more valuable in
terms of the fees they bring in, but some students (those with particularly high A-level marks)
effectively counted double because they could be accepted without their counting against the
enrolment cap. While most students of this calibre would have been selected in the spring base
on their expected A-level results, a few who did much better than expected might still be
available come clearing time. The result was that the number of institutions participating in this
process jumped from 24 to 124, including many of the selective Russell Group universities.
Clearly, this was the result of changed behaviour due to fee policy changes - however, they were
due not solely to rules about fees but also rules about student caps (that is to say, they were as
much about a reaction to the quasi-market as to the market).

3.6 Quality and Relevance

Unlike many countries in our survey, there are a number of measures about educational quality
and relevance that may be used to evaluate the impact of cost-sharing. This section begins with
the views of students themselves. Since 2005 — just before the introduction of the second major
fee reform — English universities have been conducting a survey called the National Student
Survey, which is meant to measure the quality of services provided on campus as well as the
degree of student engagement. This is useful because it means there are data from all three
tuition regimes (the post-Dearing, post 2006 and post-Browne eras). Since 2006, it has also been
administered across Scotland as well.* This allows us to use Scotland as something of a control
group. Figure 3.7 shows the percentage of students in each country reporting that they either
‘definitely’ or ‘mostly’ agreed with the statement ‘overall, I am satisfied with the quality of my
course’.

“® In point of fact, it was administered at two Scottish universities in 2005 as well, but their results are excluded here
because of non-representativeness.

156 |Page



National Report for Finland

Figure 3.7: Percentage of students indicating agreement with statement
‘Overall, | am satisfied with the quality of my course’
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Source: National Student Survey.

Throughout the period in question, satisfaction among Scotish students is higher than that for
English students, which might suggest that lower fees make students happy. But what is
particularly intersesting about the results in figure 3.7 is the way in which English results
continue to improve throughout the period, even though average tuition fees rose more than
twelvefold in real terms. It is not entirely clear how one should interpret this result, but it may be
that English universities have been making efforts to improve the student experience over the
past eight years and these efforts have borne at least some fruit.

There is less information with respect to employers. Though there are employer satisfaction
surveys carried out by Ipsos-MORI on behalf of the Confederation of British Industry (note the
survey is a UK survey, and not an English one), they have not been going on for long enough to
really understand how fees might have changed employers views. Table 3.1, below, shows how a
selection of industry respondents (the numbers vary between 540 and 700) rate graduates skills
in a variety of areas. The percentages shown in the boxes indicate the proportion of employers
saying they were ‘very satisfied’ or ‘satisfied’ with the skills graduates possess. To the extent
that there is a trend in these findings, it is downward; that is, industry is expressing decreasing
satisfaction with graduates, notably in problem-solving, team-work, self-management and
customer awareness. However, most of the drop happened in a single year, 2010, with very little
change thereafter. It is unclear why this should be the case.
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Table 3.1: Proportion of employers reporting they are ‘satisfied’ or ‘very
satisfied’ with graduate skill

2009 2010 2011 2012
IT Skills 98 91 95 94
Numeracy Skills 92 91 90 90
Positive Attitude 80 85 82
Use of English/ Communication 87 86 83 85
Problem Solving 89 76 81 77
Team-work 90 81 80 75
Self-Management 80 74 75 69
Work Experience 61 58 63
International /Cultural awareness 60 57 59
Customer awareness 65 54 56 53
Foreign Language Skills 44 40 46

Note: Percentages indicate the proportion of employers saying they were ‘very satisfied’ or ‘satisfied” with the
skills graduates possess.

Source: Ipsose-Mori/CBI.

3.7 Evaluation

The broad hypothesis which was tested in this section was ‘have institutional strategies changed
to maximise revenue from private sources’. This has been done by looking at six sub-hypotheses,
which will be briefly reviewed here before attempting to assess whether there was an overall
effect.

The first sub-hypothesis related to whether the discipline profile of HEIs in the country changed
(e.g., increasing offers in paper-and-pencil subjects and fewer provisions in expensive lab-based
areas, or focus on more popular subjects). The answer here is essentially no. Despite a massive
increase in student numbers and massive changes in tuition policy, they stayed spread across a
wide variety of disciplines. The share for engineering was the only one to drop significantly, but
science was one of the disciplines that gained share.

The second sub-hypothesis related to whether there had been any change in the modes of study,
such as an increase in part-time provision, with the aim of increasing private revenue. Here,
judgement is somewhat more difficult. Part-time enrolments first rose then fell over our period,
despite fees only moving in one direction. They fell sharply as a proportion of total enrolments
after 2006, though this was due more to an increase in the number of full-time students than a
decrease in the number of part-timers. The fall after 2006 may have been due to a significant
increase in costs without any concomitant ability to borrow; if so, we may see a reversal of this
trend after 2012, as these students are now permitted to access study aid.
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The third sub-hypothesis has to do with institutions changing their enrolment composition to
maximise revenue, such as by recruiting more international (non-domestic) students paying
international student fees. Here the answer is pretty clear: English universities have long been
aggressive about courting fee-paying international students. Changes to domestic tuition fee
schedules have not altered this at all, and even as overall enrolments grew, the proportion of the
student body coming from outside the EU grew even faster, and the fees international students
were charged rose faster still.

The fourth sub-hypothesis relates to any change that had occurred in the degree of diversity in
higher education providers, such as more private institutions, or more programmes offered by
public institutions. Here the answer is mixed. A very small private sector has come into existence
but it is too soon to evaluate its effects on overall provision. The number of public institutions
declined, but this was due more to consolidation after the major reform of 1992 than anything to
do with tuition. The number of programmes at public universities rose and then fell, but the fall
was fairly clearly due to anticipated declines in overall funding.

The fifth sub-hypothesis had to do with institutions becoming more open-access and market-
focused in order to chase income. There is some evidence of this with respect to increasing
marketing budgets and increased popularity among institutions in the clearing process.

The sixth and final sub-hypothesis has to do with quality and relevance. Did students and
graduates become more satisfied with the options available to them? Did graduates become
satisfied with their employment outcomes? And were employers satisfied with quality of recent
graduates? There are quite a bit of data concerning this question. With respect to students, we
can see that after the 2006 reform and continuing until after the 2012 reform, the percentage of
students indicating satisfaction with their courses slowly but steadily increased while —
intriguingly — those of students in Scotland remained constant (albeit at a slightly higher level).
With respect to employers, only a fairly brief time series is available so it is difficult to see many
effects from cost-sharing. Looking at the data which are available, however, employer
satisfaction levels seem generally high, though they are falling in specific areas such as problem-
solving, self-management and customer awareness.

And so, to the summative question: have institutional strategies changed to maximise revenue
from private sources? The answer to this is almost certainly yes, with very few qualifications.
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4. HYPOTHESIS C: INCREASING PRIVATE FUNDING HAS
A NEGATIVE EFFECT ON PARTICIPATION

This chapter looks at data relevant to Hypothesis C, which states that as private funding
increases, costs increase to students and their families, which in turn may have an impact on
quantitative student demand and on the composition of the student body.

In order to assess this, it is important to look at:

e the real costs to students, including direct and indirect support provided by the state, which
may discount the gross costs

e how tuition fees are organised: Who pays and who does not pay? When do you pay — as a
student or as a ‘successful” graduate (with a well-earning job)?

e the overall trend of participation rates in the country in question, i.e. expanding, stable or
contracting?

4.1 Students’ Costs for Higher Education

Prior to 1997, tuition at English universities was free for domestic undergraduate students.
Following the publication of the Dearing Report, fees were raised to 1000 pounds, with partial
fee waivers available for students from families earning less than 30,000 pounds p.a. and full
ones for students from families earning less than 20,000 pounds p.a. After 2006, maximum fees
went up to 3,000 pounds p.a. (and thereafter adjusted for inflation); most institutions took full
advantage of the freedom to set fees and set fees at the maximum. In 2012, after the Browne
Report, maximum tuition rose to 9,000 pounds and as in 2006, many institutions took full
advantage to raise fees as far as possible. Seemingly taken aback by the fact that so few
institutions tried to compete on price, the government belatedly created incentives for institutions
to keep prices below 7,000 pounds which some chose to take up. As a result, the final average
tuition fee for 2012-3 was roughly 8,400 pounds. Part-time fees, since the 2006 report, have been
roughly half those of the full-time fee — see Figure 4.1.
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Figure 4.1: Student fees over time (1995-2012)
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Source: Student Loan Company and Parliamentary Briefing Papers.

Of course, tuition is not the only source of costs in higher education. Regular surveys conducted
as part of the EUROSTUDENT programme can help to highlight changes in such costs over
time. We can see from Table 4.1 that students in England*' faced a substantial escalation in non-
tuition costs over the thirteen years from 1998, primarily from the cost of housing.

Table 4.1: Student living expenses, in 2011 pounds (1998/99-2011/12)

Full-time Part-time
Participation Participation,
pation, . . books, child care . .
books, child care Housing Living and Housing Living
and transportation transportation
1998-99* 1,172 1,936 6,189 1,792 2,985 8,421
2002-03% 1,204 1,606 5,837 n/a n/a n/a
2004-05 2,416 2,778 7,164 1,970 3,712 11,052
2007-08 3,599 2,804 7,420 2,159 3,721 12,019
2011-12 3,973 3,002 6,705 2,420 3,995 11,534

Note: *1998/99 includes all students not just English domiciled; other years restricted to English domiciled;

+t2002/03 covered only full-time single childless students under 25 in England and Wales; full sample used in later
years.

Source: UK Student income and expenditure surveys.

* Technically, this survey covers England and Wales. The 2002 sample covered only full-time students under the
age of 25; other years covered the entire student population.
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It is sometimes asserted that higher tuition fees will encourage students to work and as a result
possibly neglect their studies. This does not appear to be the case in England, where the
percentage of students working actually decreased somewhat over time. Employment outcomes
are shown in Table 4.2. Earnings, however, have increased substantially over time, which
suggests that hours worked have increased. Hence, though fewer students may be working, those
that choose to do so may be working longer hours.

Table 4.2 Select statistics on student employment, in 2011 pounds (1998-2011,
various years)

Average annual earnings (in £2011) % of total income % of students working
1998 898 12 62%
2004 2,222 22 56%
2007 2,408 20 53%
2011 1,662 15 52%

Source: UK Student Income and Expenditure Surveys.

Grants

Currently in England, there are only two types of grant — those for maintenance (means-tested
awards for living expenses), and those for students with disabilities. The precursor of the
maintenance grant was called ‘Higher Education Grant” (2004/05-2005/06). It awarded students
of up to 1,000 pounds to help defray the costs of participation. Grants are non-taxable income.

Because of the significant changes in programmes and reporting over the years, we do not have a
full picture of grants prior to 2005 (mainly because recipient numbers are missing). However, as
Figure 4.2 shows, average grant size stayed comparatively constant between 2005 and 2011 in
real terms, staying within a small band around 2,400 pounds. The number of grants, however,
increased quickly following the re-introduction of maintenance grants in 2006, and rose from
around 400,000 (about 35% of students) in the last year of the post-Dearing tuition phase, to
about 650,000 (about 46 % of students) in 2010 and then back down again to 600,000 in 2011
(about 40 % of students).
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Figure 4.2: Number and average size of grants over time (2005-2011)
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Source: Student Loan Company.
Loans

Student loans were first offered in England in 1992, and were designed to cover part of living or
‘maintenance’ costs. After the introduction of fees in 1998, maintenance became an entirely
loan-based affair. In 2006, when higher fees were introduced, a new ‘Tuition Fee Loan’ was
introduced. Unlike the maintenance loan, it was universal rather than need-based, thus permitting
the government to say that education remained ‘free at the point of delivery’ because universal
availability meant that no students would have to pay a cent out of his or her pocket. Due to
changes in reporting, it has not been possible to obtain a consistent sample of the maintenance
loans before 2001. Such data as are available are presented below in Figure 4.3
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Figure 4.3: Number and average size of loans over time (2001-2011)
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Tax Expenditures

The UK has only one small form of tax-based assistance for students; namely, a tax exemption
for income from scholarships. Since this income is taxable in the year it is used and students do
tend not to earn very much money, the value of this tax exemption is relatively low, and we do
not include it in our calculations of net cost in this report.

Student Debt

Until comparatively recently, there were no ‘official’ figures for student debt at completion of
studies. It was known, for instance, that between 80% and 90% of graduates held debt, but the
actual consolidated amount was not known. Different banks — first Barclay’s and then Natwest —
conducted regular surveys of graduates, with somewhat differing results. Only in 2006 did the
Student Loan Company begin publishing its own annual estimates of consolidated debt. As
shown in Figure 4.4, debt rose steadily even before the introduction of fees in 1998. From there
until 2006 debt rose steadily before levelling off at just above 20,000 pounds.
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Figure 4.4: Estimated average debt of graduates over time, in 2011 pounds
(1994-2011)
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Source: Student Loan Company; Barclay’s Bank Survey; Natwest Bank Survey.

Net Costs

In this section net costs are defined as average tuition fees minus average subsidies (i.e. grants
and loans). Figure 4.5 looks at average fees paid, net fees (i.e., average fees minus average
grants*?) and net fees after loans. At the start of the period for which data are available (2001),
the average fee in constant 2011 pounds was just under 800 pounds. Grants were relatively
scarce and so only brought down the net fee by about 200 pounds. Loans, however, were over
2,500 pounds, and so the average student was able to cover fees and have roughly 2,000 pounds
left over for their living expenses. There was, obviously, a significant one-time change in costs
when the 2006 tuition-fee regime changed. On a net fee-basis, this was partially offset by an
increase in average grants, which rose to about 1000 pounds per student and so reduced net cost
by about a third. But with an even larger increase in the size of average loans, the out-of-pocket
cost (that is, net fees minus loans) actually remained virtually unchanged at minus 2,000 pounds.
At a day-to-day level, then, the reforms did not leave English students out of pocket at the time
they were studying — the consequence of this, though, was much higher debt.

“2 Average grants equal total grants divided by the number of full-time students; since not all students receive grants,
this figure will be lower than net cost for students who did not receive a grant, and higher than net cost for those
who did. The Loan average is similarly distributed across all students rather than just those with loans, though since
over 80% of students receive loans in any given year, this number is much closer to what students who were
awarded loans actually received.
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Figure 4.5: Net fees, in 2011 pounds (2001-2011)
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Source: Student Loans Company.

There are no statistics yet that would permit to see the full effects of the 2012 changes. It is clear
that average tuition rose by roughly 4,500 pounds to just under 8000 pounds. If the remainder of
the changes occurred as expected, we would expect net tuition to increase by an equivalent 4,500
pounds, because the tuition increase was not accompanied by an increase in grants. However,
because the tuition increase was accompanied by an equivalent increase in loans, one would
expect that net tuition minus loans would not change substantially even after the reform: but that
debt levels will rise even further.

Relative Earnings

One important factor to consider is how relative earnings of graduates have changed over time. If
rising costs are accompanied by rising graduate earnings then the latter should to some extent
offset the former in terms of the return on investment. Figure 4.6 shows the evolution of higher
education earnings premiums over time.
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Figure 4.6: Relative earnings of higher education graduates (1997-2011)
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Figure 4.7 shows that returns changed relatively little over the period in question. Since actual
net cost increased roughly five-fold (albeit from quite a low base) over the decade in question, it
must be the case that the financial advantage potential students can expect from pursuing higher
education has in fact been falling. This might be expected to make higher education less
attractive as an investment and to have had a negative impact on enrolment. The fact that it has
not suggests that in fact demand still significantly exceeds supply in English higher education.
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Figure 4.7: Relative earnings of higher education graduates vs. net costs of

higher education (2001-2011)
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4.2 Participation Rates

A key question to address in this research is whether changes in cost-sharing have had an impact
on transition rates from secondary education and on overall participation rates.

If we simply answer the question with reference to participation rates, the data available on this
needs some careful interpretation, because the answer differs by age range. Normally, when we
talk about participation rates, we talk about the rates among ‘traditional’ age students. In these
case studies, a ‘best 4 years’ approach has been used, which looks at rates in the four years with
the highest student participation rates. Here, the evidence is unequivocal that rapidly rising
tuition rates have had no detectable effect on access. Indeed; quite the opposite — following the
2006 tuition fee rise, when institutions suddenly had access to much more money, they expanded
places and participation rates rose. The same should not be expected of the 2012 fee rise, as the
government has explicitly limited the number of places available; until that policy changes, any
increase in participation rates post-2012 are going to come from declines in the youth population
base rather than increases in student numbers.*?

8 According to the 2011 census, the 20-24 age band in England had 3.59 million people, the 15-19 band 3.34
million and the 10-14 band 3.08 million. This means that provided domestic student numbers stay stable, the
participation rate will increase significantly
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Figure 4.8: Participation vs. various cost indices, in 2011 pounds (2001-2011)
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Figure 4.8 suggests that even major tuition fee increases have had no effect on participation rates
of traditional age students. But this is not entirely the case, as a closer examination of the more
recent (and much larger) tuition-fee increase shows. Participation rates can be slow to change in
the face of sudden policy changes because they contain data on several cohorts simultaneously.
A more sensitive look at demand would look directly at applications from new students. This is
shown below in Figure 4.9. In fact, applications fell across the UK in 2012. As expected, they
fell by the most in England (9%), but they also fell in Scotland (2%) and in Wales (0.5%). This
suggests that the introduction of tuition fees did in fact have an effect on demand. That said,
preliminary data from UCAS for the 2012 reporting period suggest that applications have
rebounded somewhat, rising 3% in England.
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Figure 4.9: University application rates, indexed to 2007 (2007-2012)
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It is important to point out, though, that these reductions in demand were not equally distributed
across age groups, as is shown in Figure 4.10. It was of some interest that ‘traditional” entry-aged
students — that is 18 year-olds, only recorded a 2% drop in applications in 2012; among older age
groups, the decline was between 6-10%. The most precipitous and worrying drops were among
19 and 20 year-olds. Among older students, the decline in applications in 2012 was slightly
milder, and was actually part of a larger trend that began in 2010. These were the age groups that
seemingly benefitted the most from the post-2006 expansion of access (applications for 30-39
year-olds grew by 30% between 2007 and 2009), so even after three years of decline, their
application numbers were still substantially above where they had been in 2007.

Figure 4.10: University application rates by age, indexed to 2007 (2007-2012)
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Another important piece of evidence concerns people who do not attend higher education and
their reasons for not doing so; it may well be that some important effects show up in terms of the
percentage of students who say they are excluded involuntarily, or an increase in the number of
young people with no interest in attending higher education. There is one interesting time series
on this, thanks to the Sutton Trust, which conducted a series of surveys of 11-16 year-olds,
asking them about higher education. These results are shown in Table 4.3. The percentage who
said they were somewhat or very unlikely to attend higher education fell from 14 to 7 percent
between 2003 and 2010, which suggests again that the 2006 reform did not act as a deterrent to
young people. Among those who did indicate that it was unlikely they would attend higher
education, we do not see many important, sustained trends in the reasons for why they are
unlikely to go to university. Wanting to do something practical and wanting to make money are
the two most common responses across the entire period. The percentage saying they were
worried about going into debt did rise somewhat, but it is clear that finances were not a major
factor in students thinking it unlikely they would attend university.

Table 4.3 Reasons for not planning to attend higher education, 11-16 year olds
(2003-2010)

2003 2004 2005 2006 2007 2008 2010
Percent claiming to be unlikely to go
into HE 14% 12% 12% 9% 12% 9% 7%
Of those who claim to be unlikely to go to HE, % who agree with each statement below:
| prefer to do something practical
rather than studying from books. 39 49 45 48 52 52 45
| want to start earning money. 40 40 48 43 49 50 45
I'm not clever enough. 28 25 26 32 29 22 38
| can get a well-paid job without a
degree. 31 25 35 30 34 30 33
| won't get good enough exam
results to get in. 29 29 26 31 24 20 31
| don't know enough about it. 16 15 15 16 16 16 25
| do not need a degree for the job(s)
| am considering. 32 25 30 21 27 25 25
| do not enjoy learning. 29 31 29 32 30 25 24
I'm worried about getting into debt
as a student. 14 18 17 15 20 13 20
My family can't afford to pay for me
to be a student. 9 7 10 7 11 7 13

Source: Sutton Trust.
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4.3 Composition of the Student Body

Of course, the issue of accessibility cannot be measured by aggregate numbers alone. Increasing
the share of private funding may affect the composition of the student body, by changing
participation by age, gender, socio-economic status, or other under-represented groups. These
possibilities are examined in the sections that follow.

Gender

Though there is gender inequality in higher education in England and the UK (as in most of the
OECD, females outnumber males substantially), there is little indication that tuition fees have
had any influence on this. Figure 4.11 shows the percentage of males and females aged 18
applying for university places from 2004 to 2012, thus covering both the major tuition fee
increase incidents. The gap between female and male entry rates stayed constant at seven
percentage points throughout the period; the gap in application rates actually grew slightly, from
seven to ten points between 2004 and 2007. In both 2005-6 and 2011-12 we see a similar pattern
across all four categories — a rise in the year prior to the tuition increase followed by a drop the
year of the change. But the effect is the same regardless of gender.

Figure 4.11: University application and entry rates by gender, indexed to 2007
(2004-2012)
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Socio-Economic Status

Since the introduction of tuition fees, there has been considerable effort expended in collecting
data on participation from students from low-income backgrounds in England and throughout the
UK. The most consistent measure is the data collected by the Higher Education Statistics Agency
on the percentage of the student body that comes from lower social classes.

Before discussing the data, it is worth noting how the data are collected and what it means. When
students apply for higher education, they are asked on their forms about parental occupation and
ethnicity. As a result, it is possible to answer questions at any given time such as ‘what
percentage of the student body is from lower social classes’? What it is not possible to do — at
least not without considerable manipulation of census data which is beyond the scope of this
exercise - is to look at participation rates from each social class. This is because we do not know
the size of the underlying population (e.g. total number of children whose parents are in lower-
supervisory or technical occupations), and hence cannot produce the denominator required to
create a true rate.

Figure 4.12 shows the proportion of new entrants to higher education which comes from the four
lowest classes on the National Statistics — Socio-Economic Classification. Small employers and
own account workers (Class 4), lower supervisory and technical occupations (Class 5), semi-
routine occupations (Class 6), and routine occupations (Class 7). These groups are considered the
‘traditionally under-represented’ in UK higher education.

Figure 4.12: Proportion of new entrants from four lowest socio-economic groups
(2002-2011)

35%

30%

25%

20% T T T T T T T T T 1
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Note: Data for all UK countries.
Source: Higher Education Statistics Agency.

Clearly, the data shown in Figure 4.12 are somewhat prone to swings, but the overall trend
shown is unmistakable — even as total student numbers have increased significantly, an
increasing share of enrolments is from students who are from underrepresented groups. This is
not incontrovertible evidence of improving access — conceivably, the proportion of all young
people coming from under-represented social classes might be increasing as well. But it is
likelier than not that it implies an improvement in access, despite an increase in tuition fees over
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this period from 0-500 pounds (most students from these backgrounds would have benefitted
from fee waivers in the pre-2005 period) to 3000 pounds.

Unfortunately, the data shown in Figure 4.12 only go up to 2011, and so do not show the impact
of the 2012 tuition fee change. However, a different set of data, collected by the University and
College Application Service (UCAS), suggests something similar. UCAS routinely publishes
application rates by income quintile. Application rates are of course not access rates — some
people who apply are not accepted. But they are an indicator of demand and if tuition were
deterring participation it would do so by dampening demand and hence diminishing the number
of applications. These data are shown below in Figure 4.13.

Figure 4.13: Application rates from the lowest income quintile, England, Wales
and Scotland (2007-2013)
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Source: Universities and Colleges Application Service.

Figure 4.13 shows two things. First, that application rates from the lowest quintile were
significantly higher in England than they were in neighbouring Scotland where tuition is free
throughout the 2007-2013 period,. This implies that the absolute level of tuition may not have a
very important effect on demand. Second, the introduction of tuition fees did seem to cause a
temporary break in the upward trend in applications from the lowest-quintile youth. But within a
year, the upward trend had resumed, so that application rates from lowest-quintile youth for the
2013-14 year were the highest ever at just over 19%.
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It therefore seems relatively safe to say that the introduction of very significant tuition fees has
not had a noticeable effect on participation of lower-income students, and while significant gaps
in participation remain, youth from lower-income/lower socio-economic class seem to not be
decreasing their share of the total student population.

Ethnic Minorities

The Higher Education Statistics Agency (HESA) provides data on the percentage of the student
body which is both UK-domiciled (i.e. excluding international students) and non-white. This
data are shown below in Figure 4.14. As with the data on lower socio-economic classes, what is
being portrayed here is not an increasing rate of participation but an increasing share of
participation. Again, some of this increase could be related to a rise in the share of the youth
population which is non-white but it seems unlikely that this would account for all of it.

Figure 4.14: Proportion of new enrolees who are visible minorities (1994-2011)
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Source: Higher Education Statistics Agency.

The HESA data show that the non-white share of domestic enrolments has increased by nearly
half, from just over twelve per cent to just over eighteen. Interestingly, the percentage did not
start increasing in a sustainable way until after tuition fees began to rise. Since then, the rise has
been relatively steady, suggesting that neither the 1998 nor the 2006 tuition fee increases
affected access for students from non-white backgrounds very much, if at all.

Unfortunately, the data in Figure 4.14 end just before the major reform of 2012. However, we
can examine this question by looking at applications rather than enrolments, as the central
enrolment service UCAS provides breakdowns of the number of applications by ethnicity back
to 2007. Figure 4.15 shows these figures, indexed to 2007. Application numbers for all ethnic
groups rose steadily during the first few years of the post-2006 period. Application numbers
peaked for whites in 2010 and for other ethnicities in 2011. In the year of the major tuition
reform, we see a dip in applications across all ethnic groups. However, the drop was stronger for
Whites (9%) than for either Blacks (3%) or Asians (4%). And in all cases, application numbers
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remained much stronger in 2012 than they had been six years earlier when tuition had been 5-
6000 pounds cheaper.

Figure 4.15: University applications by race, indexed to 2007 (2007-2012)

200

180

160

140

120

100 -

80

60

2007 2008 2009 2010 2011 2012

e \\/hite eeeeece Black === Asian

Note: Data for all UK countries.
Source: Universities and Colleges Application Service.

4.4 Completion Rates

The UK does not systematically trace completion or continuation rates. However, it does track
the proportion of full-time, first-year degree entrants who go on to start the following year. These
statistics are shown below in Figure 4.16. The figure requires little comment. To the extent
continuation rates changed, they improved and there is no obvious connection between the
improvements and changes in tuition rates.
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Figure 4.16: First-to-second year attrition rates of full-time students (2001-2010)
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4.5 Evaluation

The following evaluation consists of answering four separate sets of questions.

First, how have increases in private funding changed costs to students? The answer is that the
changes in England were very substantial indeed. Annual tuition for domestic students rose from
zero to roughly 7,800 pounds. An increase in grants meant that this was offset by about 1000
pounds. It is true that an extremely generous loan scheme means that most students in fact are
not paying anything out of pocket — indeed loans are still substantially larger than net tuition. But
without a doubt the change in students costs in England are by far the largest of any of the nine
countries in our study; indeed, the scale of the fee increase in 2012 is literally unprecedented in
the history of higher education.

The second question here is: what effect does an increase in private funding have on
participation rates? The answer is that the impact it is surprisingly slight. Unequivocally,
participation rose after both the 1998 and 2006 tuition fee increases — a sign in fact that higher
fees can increase participation if growth in study places is constrained due to restricted
availability of public funds and fees are used to expand capacity. The 2012 increase, on the other
hand, clearly did have a negative effect on demand, with applications falling by roughly 9% in
the year of the increase. However, early indications from 2013 suggest that some of this loss will
be regained in 2013, and indeed that applications from the traditional 18 year-old applicants may
have completely recovered their 2011 heights. Even if not, application and participation rates
now are still much above levels seen when domestic tuition was free.

A third question is ‘how have changes in private funding affected the composition of the student
body’? The answer would appear to be ‘very little’. The general trends in participation are
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towards greater participation from women, students from low-income or lower socio-economic
classes, and visible minorities. Neither the 2006 nor the 2012 tuition fee increases appear to have
had the slightest impact on any of these trends. The only way in which the composition of the
student body appears to have been affected is with respect to age — applications from older
students appear to have been particularly hard-hit by the latest of the tuition fee increases.

A fourth question is ‘how have changes in private funding affected time-to-completion’? This
question cannot be answered directly because of a lack of statistics. But what can be confirmed is
that attrition rates from first-to-second year have been falling steadily over the last decade, and
that the 2006 increase in fees had no obvious effect on it.

In sum, there were three major tuition increases in our period. There are little data to measure the
effects of the first one, which was the smallest of the three. With respect to the 2006 increase,
virtually all participation indicators were better after the increase than before it. This suggests
that a tuition increase which is accompanied by an increase in grants and loans, and an increase
in public funding for institutions, can significantly improve access. With respect to the 2012
increase, it is too soon to tell what the effects have been. The initial results seem to be negative,
but not especially so — that is, applications have declined, but only back to about the levels of
2010 (which was still among the best years ever for participation and applications). It is worth
noting that unlike 2006, the 2012 fee increase was accompanied by a drop in public funding and
no increase in grants.
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5. HYPOTHESIS D: INCREASING PRIVATE FUNDING
AFFECTS STUDENT CHOICE OF HOW OR WHAT TO
STUDY

This chapter looks at data relevant to Hypothesis D, which states that as private funding
increases, costs increase to students and their families, which in turn will have an impact on
students’ choice of how and what to study (but not necessarily on the share of students studying).
Accordingly, this section looks at these topics: have student age, location or field of study and
time to completion changed over time in relation to cost-sharing?

5.1 Student Study Patterns

One hypothesis with respect to the effects of fees is that students will be tempted to choose a
cheaper mode of study. For most of the period under study, this was not possible in the UK.
Tuition fees did not vary across institutions until 2012 and part-time study fees were roughly
proportional to full-time ones, meaning that they conferred no real cost-saving. And, as we have
seen, part-time students declined as a percentage of the overall student body even before the
tuition increases of 2006.

Post-2012, the situation changes somewhat, and more price variation occurred between
institutions. The data seem to indicate that not only did students not flock to cheaper alternatives,
but that falls in applications and acceptances were more pronounced at HEIs charging less than
9,000 pounds than at those that charged the maximum amount.
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Figure 5.1: Application and entry rate changes (2012)
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5.2 Location of Study

It has always been a tradition in the United Kingdom for students to move away from home to go
to university. Much more so than in other countries, this is seen as a key rite of passage to
adulthood. Historically, two different bodies have tracked data on students living arrangements —
the Local Education Authorities, who played a major role in student support prior to 1998, and
the Higher Education Statistics Agency. Data from both sources are shown below in Figure 5.2.
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Figure 5.2: Percentage of students living away from home (1994-2009)
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Figure 5.2 shows that there has been a long and steady decline in the percentage of students who
leave home to study; however, the start of this decline significantly predates the introduction of
tuition fees. Indeed, over the period 1994-2009, when rates of living away from home fell from
88% to 77%, more than half the decrease occurred prior to the Dearing reforms. Fees may have
had something to do with the decrease after 1998, but given the prior trends it seems unlikely
that they were the decisive factor.

A final possibility to investigate here is whether changes in cost-sharing resulted in an increasing
number of students leaving the country to study for reasons of cost. Certainly there have been
news stories to this effect in the wake of the 2012 increase in fees. For instance, Maastricht
University in the Netherlands, which performs much of its teaching in English and has targeted
English students in the wake of the fee hike, published a study which suggested that head
teachers at prestigious English secondary schools were considerably more likely to recommend
to their students that they consider studying abroad (Jobbins, 2013). Similarly, a number of top
US universities said they had experienced an uptick of about ten percent in their enrolments from
the UK in 2012 when the new regime was announced (Danby, 2013). These are plausible stories;
as fees for ‘standard’ English universities increase, the gap between these universities and
competitors such as US Ivy League schools decline. The American options still cost more, but
the price differential is smaller and based on a ‘value-for-money’ perspective, they may now
look more attractive. Still, these numbers are very small overall — a 10% increase in English
students in top US universities still only barely amounts to 1,000 students, so while it is correct
to acknowledge the existence of this phenomenon, one should not overstate its importance,
either.
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5.3 Field of Study

Another hypothesis with respect to the effects of cost-sharing is that students will be attracted to
less costly fields of study. However, as noted in Chapter 3, there has been almost no change in
the distribution of fields of study in the period to 2011, which suggests that there was little in the
way of major changes brought about by either the 1998 or 2006 tuition changes. However, the
UCAS 2012 end-of-year report noted an interesting pattern. It took the 2012 tuition fee by
institution and programme and projected it backwards into the past, to see if students were more
or less likely in 2012 to be taking less expensive programmes. The results are shown in Figure
5.3.

Figure 5.3: Average fee of English accepted applicants (2004-2012)
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Figure 5.3 requires some explanation. Obviously, English students were not paying 8,500 pounds
in 2004. What they were doing was studying in programmes which in 2012 would cost that
much. Thus, what the figure shows is that there has been a trend towards studying in ‘cheaper’
disciplines, but that this trend pre-dates the 2012 tuition change. Indeed, in 2012 itself, the trend
actually reversed itself very slightly.

One reason why there may not be much of a shift in terms of study patterns among students is
that there has not been much a of shift in terms of employment prospects between disciplines. As
Figure 5.4 shows, with the exception of health, most fields of study have had similar (2-4%)
negative shocks to employment rates from the 2008 financial crisis. Since all fields are being
affected roughly similarly by economic change, there is no obvious reason to expect students to
be switching fields.
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Figure 5.4: Graduate employment rates six months after graduation, by field of
study (2002-2010)
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Source: Higher Education Statistics Agency.

5.4 Time-to-Completion

A final hypothesis with respect to the effects of cost-sharing is that students will complete their
studies more quickly to reduce their costs. No data with respect to these rates were available.
However, to the extent that first-to-second year attrition (see Figure 4.15) rates are indicative of
faster completion rates (which they may well be — students who leave may come back but have
longer times-to-completion as a result), then perhaps there is an effect. But it would seem to be a
relatively minor one.

5.5 Evaluation

Hypothesis D suggested that rather than having an absolute effect on the level of participation,
the liquidity issues that stem from increased tuition levels may lead to students switching to a
different mode of delivery that enables them to study whilst working and earning income, or
delay participation to work to save money before entering higher education. Specifically, four
sub-hypotheses about the potential impact of higher tuition were examined:

First, with respect to ‘how’ students study, it was hypothesised that increases in private funding

might lead to changes in study mode (part-time versus full-time study) and delays in entry. As
there was no financial advantage to part-time study, this was not the case.
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Second, with respect to whether increases in fees have affected students’ choice of study
location, there are several factors at work. Students do appear to be less likely to live away from
home than they did twenty years ago, but since much of the decline happened prior to the
introduction of tuition, it seems unlikely that cost-sharing has had much to do with this. With
respect to choosing an actual institution, it seems that fees may have the opposite effect to what
might be expected since in 2012 declines in number of applications and acceptances were greater
at institutions which did not charge the maximum fee than at those which did.

Third, with respect to whether increases in tuition have affected what students study, as noted in
Chapter 3, there has in fact been very little change in study profiles in our study period. There
has been a subtle shift towards ‘cheaper’ programmes in recent years, but again this trend long
pre-dates a significant change in tuition policy. One possible reason for the lack of shift is that no
field of study has increased much in relative value in recent years, and that relative economic
benefits are not shifting in a way that would make students rethink their study preferences.

Fourth, with respect to increases in fees making students more efficient and taking less time to
complete their education, there are little data available on which to test this proposition. It can be
seen that first-to-second year attrition rates are decreasing, but it is difficult to infer much from
this.

In sum, it is very difficult to see an impact of changes in cost-sharing on these various forms of
student behaviour. One plausible explanation for a lack of impact is that despite higher fees
students have not in fact seen any diminution in liquidity. Because of the massive expansion in
loan programmes that accompanied every tuition reform, net costs after loans remain below zero,
very close to where they were in the period just after Dearing. Thus even though they are racking
up fairly significant amounts of debt, because students do not feel cash-poor they are not altering
their behaviour significantly.
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6. CONCLUSION

Our study of England really revolves around three major reforms — the introduction of tuition
fees in 1998 following the Dearing Report, the rise in tuition fees to 3000 pounds in 2006, and
the final truly massive increase which was introduced in 2012 following the Browne report. Most
of the important evidence here relates to the post-2006 period. It was a more significant reform
than the 1998 reform, which in many ways was quite minor in terms of creating new cost-sharing
streams, and there are better data on the post-2006 reform than we do for the more recent major
reform.

With respect to Hypothesis A, it can be said that the cost exercises of 1998 and 2006 most
certainly increased total funding. In both instances, public contributions rose at the same time as
private ones. The 2012 reform was, however, a deliberate exercise in substituting private funds
for public ones.

With respect to Hypothesis B, it can be asserted with near-absolute confidence that institutional
strategies were designed to maximise revenue from private sources, but this should not
necessarily be taken as a change from a prior period as UK universities had for some time been
market-driven with respect to taught Master and foreign students. Diversity of programming did
increase at first, but then was pruned in anticipation of serious budget cuts after 2011. But there
was no major shift of students across fields of study. There is also some evidence that English
institutions have been paying more attention at ‘customer satisfaction’.

With respect to Hypothesis C, the answer is mostly negative. Since tuition was introduced,
participation is up sharply, gender mixes have not changed, and the proportion of students who
are either non-white and/or from lower socio-economic strata have increased. The 2012 reform
does however seem to have put at least a pause on those gains. Applications fell — more strongly
among whites than other races, and much more strongly among older students. However, even
with this change, application and participation of all groups remain well above where they were
in 2006.

Finally, with respect to Hypothesis D, the answer again is mostly negative. To the extent that
students are changing their institution, they are moving slightly towards the more expensive
institutions. There has been a reduction in the proportion of students leaving home, but this trend
started well before increases in fees became a reality and the two phenomena may not be
causally related.
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1. INTRODUCTION

1.1 Overview of Higher Education in Finland

Finland has a population of roughly 5.4 million. Higher education has an important place in
Finnish society: According to Eurostat measures, Finland has one of the highest higher education
graduation rates in Europe. In 2012, 45.8% of the population aged 30-34 had a higher education
degree.

The Finnish higher education system is divided into two sectors: universities (Finnish yliopisto)
on the one hand and polytechnics (also called universities of applied sciences, Finnish
ammattikorkeakoulu, AMK for short) on the other hand. The country’s 14 universities provide
research-based academic education in (three year) Bachelor, (two year) Master and (four years)
doctoral degree programmes.** 12 universities are public corporations, and two are foundations.
Finland’s largest university is the University of Helsinki with around 36,000 enrolled students.
The smallest universities are the Hanken School of Economics and the University of the Arts
(both Helsinki) with around 2,000 students each. Finland also has two Swedish-language
universities, the Abo Akademi University at Turku, and the Hanken School of Economics. The
University of Helsinki is bilingual (Swedish and Finnish) by law. Many universities offer some
of their courses in English. The average size of Finnish universities is around 11,000 students.

The first polytechnics began to operate on a trial basis in 1991 and were made permanent
institutions in 1996. Most polytechnics were non-tertiary vocational education institutions before
that time. In 2013, there were 25 polytechnics in Finland. Six are run by local authorities, seven
by municipal education consortia and 13 by private organisations. The government authorises
their study programmes, student numbers and location. It also acts as the main funding body.
Institutional funding for polytechnics is based on core funding for teaching, project funding and
performance-based funding. Polytechnics provide vocational education on an advanced level and
promote applied research in Bachelor programmes (3.5 to 4 years duration) and, since 2005,
programmes for polytechnic graduates (1.5 to 2 years duration), equivalent to a Master’s degree.
In order to apply for a graduate programme at a polytechnic, holders of a polytechnic Bachelor
degree have to acquire at least three years of work experience after graduation. These
polytechnic graduate programmes are much fewer in number than the Bachelor programmes: In
2010, less than 5% of all polytechnic students were enrolled in such programmes. Like in the
university sector, there are Swedish-language polytechnics in Finland, the largest of which is the
Novia University of Applied Sciences. The average student number at Finnish polytechnics is
below 5,000, i.e. less than half the size of universities.

* The standard degree at universities is the Master degree. The Bachelor/Master distinction is more or less a
formality introduced to align with the two-cycle Bologna system.
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Applicants for universities and polytechnics are often required to take entrance examinations.
Universities use a numerus clausus in order to restrict entry to study programmes. Bachelor
graduates of polytechnics are eligible to apply for a Master course at a university.

After the rapid development of the polytechnic sector in the 1990s, both universities and
polytechnics are now almost equal in terms of enrolment capacity: In 2009, 144,000 students
were enrolled in universities (including 41,000 Master students), and 138,000 in polytechnics.

The Universities Act of 2009, implemented in the Finnish university sector in 2010, made
universities independent corporations under public law or foundations under private law. As a
result, some universities merged, such as the Helsinki University of Technology, the Helsinki
School of Economics and the University of Art and Design, which jointly became the Aalto
University. Such mergers were additionally encouraged by government policy in the years
following the new law.

In terms of the development of new approaches to cost-sharing, the University Act of 2009
encouraged universities to compete for international research funding and donations and to
increase revenues from business ventures in order to diversify their funding base. Although this
change of policy led towards greater financial autonomy for universities, charging general tuition
fees is still not an option. However, the legislative reforms made it possible to charge tuition fees
on a trial basis to students from countries outside the EU/EEA who are taking English-language
Master programmes, provided a scholarship scheme is included.

A comparative study by the European University Association (EUA) rates Finnish higher
education institutions’ (HEIs’) autonomy as high in the areas of internal organisational affairs,
staffing and student admission. In contrast to this, their financial autonomy is classified as
‘medium low’ in comparison with other European systems: Although HEIs are subject to few
restrictions on how to spend the money allocated by the government and are allowed to borrow
money and keep surplus, the prohibition of tuition fees in all but a small number of programmes
is judged to obviate financial autonomy (EUA, n.d.-c).

1.2 Key Higher Education Stakeholders

The Finnish Ministry of Education and Culture (Opetus- ja kulttuuriministerio, OKM) is
responsible for developing the general educational and scientific policies and is the main
financier of HEIs.** Funding is provided for a period of three years (four years from 2013
onwards) based on the resources required and operational and qualitative targets agreed between
the Ministry and each university individually. The agreements also define how these targets are
monitored and evaluated. An important element of the agreements concerns the fields of
education and the study programmes a HEI provides.

*® The National Defence University in Helsinki is supervised by the Ministry of Defence.
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The Finnish National Board of Education (Opetushallitus, OPH) is a national agency subordinate
to the Ministry of Education and Culture. The Board is in charge of the implementation and
monitoring of the pre-primary to upper secondary education sector but also plays a role in
Finnish higher education. For instance, it decides on the eligibility of foreign qualifications on
the Finnish labour market (but not, for instance, on the eligibility of foreign academic
qualifications for further studies in Finland). The OPH can advise HEIs on questions relating to
academic recognition upon request.

During their studies, Finnish students and permanent residents of Finland are eligible to apply for
financial support from Kela, the Social Insurance Institution of Finland (actually a tax-funded
organisation despite its designation) that cooperates directly with the education institution
concerned. Study aid is mainly provided in the form of study grants and housing supplements.

Founded in 1996, the Finnish Higher Education Evaluation Council (Korkeakoulujen
arviointineuvosto, KKA) consists of twelve members. It is funded by the Ministry of Education
and Culture but is an independent expert body assisting higher educational institutions in matters
of evaluation. The members of the KKA represent universities, polytechnics and students. The
KKA aims to improve the quality assurance systems of HEIs, e.g. by providing audit manuals at
the beginning of each new audit term.

The Academy of Finland (Suomen Akatemia) is the primary funding agency for research in
Finland. The Academy is under the administrative control of the Ministry of Education; it
distributed 317 million euros of aid money in 2013. The funding is provided for scientific
research at universities and research institutions and also for the development of international
research networks. Individuals interested in taking advantage of funding opportunities apply
directly to the Academy.

The second major public research funding agency is Tekes (Finnish Funding Agency for
Technology and Innovation). Tekes is part of the Finnish Ministry of Employment and the
Economy and specializes in financing research in the areas of technology, services, design,
business, and social innovations. In 2013, the budget appropriation for Tekes was 542 million
euros, which Tekes distributed to private enterprise projects, HEIs and public research
institutions.

The Centre for International Mobility (CIMO) is a governmental agency operating under the
Ministry of Education and Culture and offers various services in internationalisation and
fostering cross-cultural communication. The CIMO administers exchange programmes and
scholarships, it is responsible for implementing EU education programmes at the national level
and promotes and organises international trainee exchanges. In the wake of the Bologna reform
the CIMO collaborated with the Ministry of Education and Culture on the implementation of
Diploma Supplements and the European Credit Transfer System (ECTS).

The National Union of University Students in Finland (Suomen ylioppilaskuntien liitto, SYL),

founded in 1921, is the student’s representative body. Membership in the SYL is compulsory for
all students studying for a full degree at a Finnish university. The membership fee varies from 30
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to 100 euros per year; in return students receive reduced price meals, health care services and
other social benefits. The SYL participates in the Finnish Higher Education Evaluation Council
and the Ministry of Education and Culture to improve students’ rights, financial support and
equality. SYL also takes part in the Student Research Foundation (Otus) that was founded in
1989 to foster independent research on higher education and students’ environment. The
polytechnic sector has its own student union called SAMOK (Union of Students in Finnish
Universities of Applied Sciences).

1.3 How Governments Fund Institutions

Universities

After a long period of applying incremental, line-item budgeting procedures for funding, the
government changed its policy in the beginning of the 1990s and adopted a block grant (lump
sum) allocation model which included minor performance-based incentives. The majority of the
funding was, however, still allocated on the basis of inputs necessary for the on-going operations
of institutions. When it turned out that this model did not provide sufficient incentives for
universities to follow the performance objectives set by the ministry, a new funding model was
sought. Thus, the late 1990s and early 2000s witnessed the gradual introduction of more output-
and performance-driven funding models.”® The objective of the new funding approach was to
secure accountability by offering universities incentives to increase efficiency, effectiveness, and
quality of education and research.

The policy of the Ministry of Education and Culture has been to adjust the university funding
model every three years, which was the standard lifespan of performance agreements between
the Ministry and universities throughout the period 1995-2011. As a part of these adjustments,
new indicators were introduced and old ones removed, and weightings of indicators were altered.
Nevertheless, in general, these changes have been quite moderate so as to provide stability and
predictability for universities.

Across the funding periods from 2001-2012, between 70% and 90% of state funding to
universities was based on indicators.*” The indicators were mostly aimed at four different areas:
facilities and staff, teaching (e.g. number of Master degrees), research (including number of
doctoral degrees and amount of external funding), and other activities, such as contributions to
national tasks and societal services. The models included a mixture of input- and output-related
indicators. Usually, both targeted and realised values were appraised. There were no formal
sanctions in case targets were not met, but past target achievement is taken into account in future
negotiations. Teaching-related indicators always represented the most important field of
performance in the models, followed by research, which was introduced to the funding model as
a special field in 2004. The proportion of state budgets not included in the indicator-based model

% In 1998, only 15% of the state funding was allocated by applying the model. The model became 100% effective in
2003.

*" The remaining shares were distributed for special projects and programmes, and institutions contributions to
national tasks.
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was allocated to specific purposes, such as support for specific policy programmes launched by
the government, including measures to improve the quality of teaching and research, strategic
development, or further performance-based funding.

Polytechnics

Compared to universities, funding for polytechnics is more complex, but at the same time more
stable. During the period 1995-2011, there were only few and relatively small changes in the
funding models.

The providers of polytechnic education (local authorities, joint municipal bodies or foundations)
received core funding from the state. Under the Polytechnics Act, the government provided
roughly 57% of the core funding and local authorities the remaining 43% up to the year 2007.
From 2008 onwards, the respective funding shares have been roughly 42% and 58%. The state
government share is recorded in the state budget as a net amount. The local authorities' share of
the financing also goes through the state government. If the education provider is a local
authority, its own financing share is deducted from the amount allocated, whereas joint
municipal boards and private educational providers receive their entire core funding from the
government. Throughout the period of investigation, funding has been provided in the form of
block grants.

Polytechnics receive three types of state funding: core funding, project funding and performance-
based funding.

e Core funding: The system of core funding includes both statutory aid and subsidies for
running costs and new projects. Core funding is provided on the basis of targeted
graduate numbers, weighted by field of study. After 2006, the average number of
awarded degrees (both Bachelor and Master) was included in the calculation of unit costs
with a 30% weighting.

e Project funding: Project funding has been targeted to support national policy programmes
as well as policies and projects of individual polytechnics.

e Performance-based funding: The criteria for awarding performance funding have varied
and grown throughout the period of investigation. Whereas, in 1998, the criteria
comprised only four performance indicators related to internationalisation, employability
of graduates, professional development of teachers and completion rates, the number of
indicators in the period 2007-2009 was no less than 26.

Input-oriented core funding has been the most important category of funding, accounting for
approximately 80%-90% of all state government funding. According to Raty et al. (2008, cited in
Opetus- ja kulttuuriministeriod, 2010, p. 9/19), the role of project and performance-based funding
has been rather insignificant in providing operational incentives for polytechnics.
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1.4 History of Cost-Sharing

Tuition fees

In Finland, higher education leading to Bachelor, Master and doctoral degrees is free of charge
for domestic and EU/EEA students. The most common argument for tuition-free higher
education is that it ensures social inclusiveness and equality of opportunities. In 2010, the
government allowed HEIs to charge upfront tuition fees from non-EU/EEA students in selected
Master programmes on an experimental basis during a trial period from 2010 to 2014. In these
programmes, both universities and polytechnics can freely set their fee level, but at the same
time, they are required by the legislation to provide some sort of scholarship schemes for the
student group from which fees are collected. The design of these scholarship schemes is not
specified in the legislation. The average amount of fees collected from students in the pilot phase
is 8,000 euros per year.

Study aid policy

Finland has a comprehensive public study aid system for different types of expenses. Most
important are study grants (opintoraha), which cover (or partly cover) students’ cost of living,
and housing supplements (asumislisda). Even though the system includes some needs-based
differentiations, e.g. living with one’s parents or away from home, age and marital status, most
students receive the same amount of assistance. Student loans are offered by banks, with the
government providing a loan guarantee. The most important changes in the period 1995-2010 are
listed below.

e 1997: The maximum study aid period was extended for students in certain fields of study,
and for a number of special reasons.

e 2000: The coverage of housing supplements was raised from 67% to 80% of the defined
maximum rent.

e 2000-2007: Meal subsidies were increased by 42% (from 1.18 to 1.67 euros per meal).

e 2005: The calculation of maximum time period for a student to receive study aid was
adjusted. Effects on the actual length of the study aid period were minor.

e 2005: Student loan tax deductions were introduced (effective for students enrolled in the
academic year 2005-2006 or later). Eligibility for loan tax deduction requires that a
student completes his/her degree within a set time period and at the end of the semester in
which a student completes his/her degree, he/she has more than 2,500 euros in
outstanding student loan debt taken out during the studies. The deduction is equal to 30%
of qualifying debt exceeding 2,500 euros.

e 2005: The amount of government guarantee for a student loan was raised by 36%, from
220 euros to 300 euros per month.

e 2005: The defined maximum rent used for calculating the value of housing supplements
was raised by 38 euros (from 214 to 252 euros). As of 2013, housing supplement covers
80% of the rent for amounts of up to 252 euros per month. If the rent exceeds 252 euros,
the student still receives 80% of this maximum amount.
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e 2008: The amount of other income a student can have without affecting the availability of
the study grant and housing supplement was raised by 30%. In 2013, for each month a
student receives the study grant or the housing supplement, the exempt amount is on
average 660 euros, and for each aid-free month 1,970 euros. Assuming that a student
received aid for nine months, he/she would be allowed to have up to 11,850 euros a year
in other income,

e 2008: The amount of the study grant was adjusted, resulting in a monthly increase per
student of roughly 40 euros. As of 2013, the standard monthly grant is 298 euros.

Policies designed to increase private investment in higher education

In the political discussion concerning higher education funding, increasing the share of private
revenue for HEIs (from sources other than tuition) has been considered desirable by most parties
in the period 1995-2010. Nonetheless, before passing the new Universities Act which became
effective in January 2010, government policies encouraging the generation of private revenue
were minor or non-existent. The new Universities Act made universities independent legal and
economic entities. This change was at least partly motivated by the expectation that, being more
independent in legal and economic terms, universities would be better equipped to generate
private revenue.

Funding models for both universities and polytechnics have offered minor incentives to increase
the share of ‘external’ or ‘service-based’ (i.e. not necessarily private) funding from research
and/or education. In the case of universities, such incentives were first made part of the
performance-based funding models in the periods 2001-2006. In the case of polytechnics the
share of revenues from services was made a performance indicator in the period 2007-2009, and
again in the period 2010-2012, in which the share of revenue from domestic/foreign companies
and from EU programmes was introduced as an additional performance indicator.

In 2007, a new law which specified the property rights of patents and inventions made in HEIs
became effective. The law classified research activities at HEIs as ‘contract research’ or ‘open
research’. If research involves third parties financing, it is considered ‘contract research’. In this
case, HEIs are entitled to claim property rights in inventions made in this research, enabling
them to generate profits from it.

There is a weak culture of private donations in Finland, which according to one of the
interviewed experts can be linked to Finland’s strong welfare state tradition. In the years 1995-
2007, there were no significant changes in policies related to donations. The new Universities
Act marked a clear policy change in promoting private donations for HEIs. These changes are
specified below:

2008: The maximum sum of tax-deductible donations of private foundations and companies
is raised from 25,000 euros to 250,000 euros.

2009: Donations of individuals worth 850 - 250,000 euros are made tax-deductible.
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2010-2011: The government promotes donations for HEIs from individuals and private
foundations and companies by establishing a temporary matching-fund scheme in which
the government offers to pay universities 250% of the amount they receive from private
donations.

In 2008, a new passage was inserted into both the Universities Act and the Polytechnics Act
stating that a university may arrange degree education geared to groups of non-EEA students
which has been commissioned and is paid by the Finnish government, another state, an
international organisation, a public or private corporation, or a foundation. This arrangement is
called ‘made-to-order education’, and it is required that universities engaging in this kind of
activity must charge fees covering at least the costs incurring from it. Made-to-order education is
an opportunity for Finnish HEIs to generate private revenues by ‘exporting’ their services to
recipients outside the EEA.

1.5 History of Enrolment

National policies affecting admission

Even though Finnish HEIs are autonomous in many respects, the basic educational mission of
each institution must be agreed with the Ministry of Education and Culture. Universities are thus
not allowed to initiate degree-based training in new disciplinary fields (e.g. engineering, medical
science or law) without prior approval of the Ministry. The purpose of this restriction is to ensure
national coordination and the quality of the programmes within the scope of the institutions’
educational responsibilities and the (public) resources available to them. According to expert
statements, this policy choice is grounded in a welfare state-influenced perspective in which
forecasting labour market demands plays an important role. This is particularly the case for
(public) professions for which university degrees have traditionally served as a screening device.
These forecasts of labour market needs, adjusted to reflect policy targets, form the basis for the
national six-year Development Plans of Education and Research providing the framework for
education supply. The development plans also provide the framework for negotiations between
the Ministry and individual HEIs.

Once an HEI has reached an agreement with the Ministry concerning which fields of education,
subjects or programmes leading to a degree it will offer, the institution can decide freely on how
to handle admission. Both universities and polytechnics apply a numerus clausus for most
subjects, which can be fleshed out in different ways: It can focus on matriculation grades,
previous experience, various types of entrance examinations, or a mixture thereof. Depending on
the popularity of a programme, this system produces long waiting times and relatively high
rejection rates, forcing many prospective students to delay entry into higher education.®® This is
especially true for the university sector, for which there is no centralised application platform.

*8 Leitner, Ecker and Steindl (2011, p. 89) report that rejection rates in recent years have been between 40% and
55%, and that depending on the subjects students wait between one and three years before they receive their study
place.
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Discussions about how to mitigate this situation are on-going, and a new centralised application
platform for both polytechnics and universities is scheduled to be launched in 2014.

In the years 1995-2010, there were no significant legislative changes affecting admission policies
for HEIs. Below is a description of how enrolment is handled in universities and polytechnics.

Enrolment in universities

Finland’s university admission system is highly decentralized. Finnish universities and
individual departments within them are free to establish their own criteria for the admission of
students.* University applicants are typically admitted based on an entrance examination and
matriculation examination results. In the majority of cases entrance examinations differ from one
university to another. One reason for the growth of various forms of entrance examinations has
been the belief that success in general upper secondary school does not necessarily predict
success in higher education studies. Separate examinations have also served as a part of ‘second
chance’ policies, especially in those fields where the number of adult applicants is relatively
high. Therefore, nearly all programmes have a quota where admittance is based solely on the
entrance exam. The quota gives a second chance to students who fared badly in their
matriculation exam or only have a vocational upper secondary school diploma.

Enrolment in polytechnics

Polytechnics are also authorised to establish their own criteria for the admission of students.
Matriculation results are typically one admission criterion, and interviews, tests of aptitude or
suitability may also be used. In contrast to the university sector, the government has established a
joint application system for polytechnic institutions.

Figure 1.1 shows enrolment in universities and polytechnics during the period of investigation.
We see that there was a strong increase in enrolment between 1995 and 2000, which was mainly
due to a rapid growth of enrolments in polytechnics. To some degree, this development is
connected with the re-classification of formerly non-tertiary vocational institutions into
polytechnics, i.e. higher education institutions. In the 2000s the growth slowed down, with a
slight decline in 2008. Overall, the number of enrolled students more than doubled in the sixteen
years under consideration here.

* HEIs are however not free to choose how many students they admit — this is a matter of negotiation between
institutions and the Ministry of Education and Culture
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Figure 1.1: Enrolment in higher education by type of HEI (1995-2010)
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Finland.

Figure 1.2 presents an approximation of the rate of transition from upper secondary to higher

education. This rate was highest in the early 2000s (2001: 78%) and decreased to 72% in 2010.

*® Online service, maintained by the Ministry of Education and Culture, offers statistical data on universities and
fields of education from 1981 to 2010 (https://kotaplus.csc.fi/online/Etusivu.do).

*! statistical services maintained by the Ministry of Education and Culture (http://vipunen.csc.fi/fi-

fi/ohjeet/Pages/default.aspx).
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Figure 1.2: Transition rates from upper secondary school (1998 - 2010)
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Note: The transition rate is approximated as the ratio of new entrants in higher education in each year to the
number of upper secondary-school leavers with a higher education entrance qualification in the same year.

Source: KOTA/ Vipunen / Ministry of Education and Culture (2009) / own calculations.

Finally, Figure 1.3 represents higher education participation in the group of ‘best four years’, i.e.
participation by students in the four age-years with the highest participation rates in higher
education. For Finland, this is the group of persons aged 21-24. The figure shows that
participation in the best four years remained relatively stable at around 42% after an increase in
the years 1998-2001, and dropped to slightly below 40% in 2009/2010. The same pattern is also
visible for the best four years-students in absolute numbers. The entire population in the best four
years remained relatively stable with minor ups and downs that did not influence student
numbers. This means that the slight increase in participation is not due to a decline in the group
of potential students, but actually an effect of educational upward mobility.
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Figure 1.3: Students, population and higher education participation in age group
of ‘best four years’ (1998 - 2010)
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Note: Best four years: Age 20-23 in 1998, age 21-24 in 1999-2010. Best four years accounts for 39% of all students.
Source: OECD statistics / Statistics Finland™

Figure 1.3 also shows that the increase in enrolment numbers in the 2000s (Figure 1.1) was not
due to the group of best-four-years students. The statistics show that it was rather the group of
mature students that drove to this growth. The number of enrolments of students aged 40+ grew
by 62% in the years 1998-2010. In 2010, this group accounted for 12% of Finnish students.

*2 Available at http://www.stat.fi/index.html.
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2. HYPOTHESIS A: AS PRIVATE FUNDING INCREASES,
INSTITUTIONAL REVENUE INCREASES

This chapter looks at data relevant to Hypothesis A, which argues that as private funding
increases, institutional revenue increases, but only if public funding remains constant. That
means that it will look at whether:
e there has been an increase in private funding
e there has been a concurrent change to public funding
e there has been a total increase in funding and whether this is related to changes in private
and public revenues.

Changes in institutional funding will be considered both in terms of total institutional revenue
and relative to the number of students.

2.1 Changes in Institutional Revenues over Time

This section compares the absolute and relative amounts of funding to Finnish HEIs from
different sources. Universities and polytechnics will be represented separately in Figures 2.1 and
2.2 below. For universities, the category ‘public funding’ subsumes institutional core funding
from the government, public third-party funding and EU funding. Private funding includes
funding from domestic and foreign business. The category ‘other funding’ subsumes various
funding sources that cannot be clearly classified as public or private: Included are additional
funds from public sources (e.g. municipalities or ministries other than the Ministry for
Education) and private sources (e.g. foundations and trusts) as well income from foreign sources
whose public/private status cannot be determined.

For polytechnics, a two-fold distinction will be made between public funds - defined as the sum
of government funding, funding from the maintenance body and other state funding - and other
funds. The latter category cannot be differentiated according to either public or private sources. It
includes revenues from the sale of goods and services, charges, donations, sponsorships,
revenues from interest and invested equity, etc.

Both graphs clearly show that Finnish higher education is predominantly publicly funded. For
universities, the share of private funding oscillates between a low of 5.9% (in 2009) and a high
of 7.6% (in 2002).

In polytechnics, the exact amount of private funding cannot be determined due to the way data

are reported. Figure 2.2 demonstrates, however, that the private contribution to funding of
polytechnics must be below 18% (this is the maximum share of the category ‘other’ in 2006).
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Figure 2.1: Relative amounts of funding to universities from different sources

[STODZRNE R | | | S—] ] | (S—

(1999-2009)
100% —

=||
=l

=l

{0 L7 R 1 | | — ] ] | [S—

70% 4 S B B B . B B

B0% |-

T et St St e et B S

T et S et S S S

30% et et e |

20% et

10% i S e S B B e Bl S e e e

O% T T T T T T T T T T 1

1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

public [ other & private

Note: Constant prices (2011).
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Figure 2.2: Relative amounts of funding to polytechnics from different sources
(1999-2010)
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Note: Constant prices (2011).
Source: KOTA / Ministry for Education and Culture / National Board of Education / own calculations.

The absolute amount of funding per source is shown in Figure 2.3, for universities, and in Figure
2.4 for polytechnics. The figures show that public funding to both universities and polytechnics
increased markedly. In the university sector, institutional core funding almost doubled between
1995 and 2009, and income from public third-party funders (not displayed separately above)
increased by a factor of 6. For polytechnics, too, institutional core funding is by far the most
important source of income. It nearly tripled in the years between 1999 and 2010, from 319
million euros in 1999 to 882 million euros in 2010. This strong increase is related to a concurrent
growth of the entire polytechnics sector. The second most important income for polytechnics are
charges for services. Revenues from this source increased from 77 million euros in 1999 to 132
million euros in 2010. This growth progressed linearly except for a short decline in 2008/09,
presumably as a consequence of the global economic crisis.
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Figure 2.3: Funding to universities from different sources (1999-2009)
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Note: Category ‘other (non-assignable)’ includes funding from public authorities other than the Ministry of
Education and Culture (e.g. municipalities, other ministries) as well as private bodies not listed as companies
(foundations, funds/trusts etc.). Constant prices (2011).

Source: KOTA.

*% Finland introduced the euro as a currency in 2002. Before, the national currency was the Finnish markka. Its
currency rate was fixed: 1 euro equals 5.94573 Finnish markka. All calculations in this report are based on this
equivalence for the years up to and including 2001.
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Figure 2.4: Funding to polytechnics from different sources (1999-2010)
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Note: Category ‘other (non-assignable)’ includes public and private revenue from educational and other services,
EU-funding, business incubator revenues, farming and foresting revenues, revenues from research, development
and innovation activities, from sold goods and equipment, from charges for utilities and rents, donations and
grants/subsidies, from learning materials sold to students, sponsorship revenue and fees collected from students
(open university courses, specialization courses). Constant prices (2011).

Source: Finnish National Board of Education / Statistics Finland.

Summarising the results so far, both the Finnish university and polytechnics sectors are to a large
degree funded by public sources. Moreover, no direct correlations between the levels and shares
of public and private funding could be observed. The expansion of the Finnish higher education
system appears to have been financed primarily by increases in public funding to both
universities and polytechnics.

To see how higher education financing is linked to Finland’s economic development, Figure 2.5
shows spending on higher education (universities and polytechnics combined) by source in
relation to the country’s GDP. The figure shows that private funding to HEIs as a percentage of
GDP remained relatively stable throughout the years 1999-2009, whereas that of public funding
was more volatile. Having increased until 2004, the proportion declined between 2004 and 2007,
and continued to increase thereafter due to a decrease in GDP performance.
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Figure 2.5: Higher education funding by source as a percentage of GDP (1999-
2009)
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Note: Excludes all income not clearly attributable to either public or private sources. Constant prices (2011).
Source: KOTA / National Board of Education / OECD statistics (GDP).

2.2 |Institutional Expenditure

This section focusses on how changes in overall income of HEIs affect spending on students.
Therefore it is assumed that institutional core funding is equal to the portion of the budget that
covers teaching costs. Hence, for Figure 2.6, income per student has been defined as institutional
core funding divided by total number of students. As the graph shows, income per student
increased for both types of institutions. Income per student in universities increased by a factor
of 1.28 (1995-2009). The progression of the line is roughly as one would expect from the
enrolment figures (Figure 1.1): Slightly downward-pointing in times of increasing demand and
stabilising simultaneous with the consolidation of enrolment numbers. The sharp increase in
2008 was due to a drop in student numbers combined with a simultaneous increase in funding.>*
In polytechnics, funding increased by a factor of 1.65 (1999-2010).

*The drop in student numbers is most likely due to the end of the transition period to the two
cycle degree structure: Many students who had not completed their studies within the transition
period ending in 2008 left university.
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Figure 2.6: Institutional income from core funding per student by HEI type
(1995-2010)
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Note: Constant prices (2011).
Source: KOTA / Vipunen / Ministry of Education and Culture: Higher Education Report (2009).

A more indirect way of investigating the influence of changes in higher education funding on
studying conditions is to look at student-staff-ratios, which are shown in Figure 2.7. The graph
shows a clear difference between universities and polytechnics: Whereas the student-staff-ratio
remained relatively constant in universities, the pattern in polytechnics is marked by a steep
increase in students per staff in the years between 1997 and 2000, when the number of students
enrolled at polytechnics increased strongly but staff numbers did not. This is in contrast with the
pattern in Figure 2.6, which shows an increase in per-student funding. A national expert who was
interviewed on this commented that the additional funds for polytechnics were mostly spent on
increases in salaries and other personnel related costs of academic staff, increased costs in
administration and facilities as well as increased research and development tasks of polytechnics.
This could explain why increased per-student funding did not result in smaller student-per-staff
ratios during that period. After 2000, student and staff numbers increased simultaneously.

Where the university sector is concerned, it can be seen that the growth of funding to institutions
kept up with the growth of student numbers both in terms of funding per student and in terms of
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academic staff per student. The student-per-staff ratio even decreased over time, from a little
over 10 in 1995 to 7.8 in 2010.

Figure 2.7: Students per academic staff (1995-2010)
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Note: Research staff is included in calculation.

Source: KOTA / Ministry of Education and Culture: Higher Education Report (2007/2009/2011) / Finnish Board of
Education / Vipunen / own calculation.

2.3 Evaluation

This chapter showed first of all that Finnish HEIs are to a very large degree publicly funded. In
the absence of tuition fees, the major source of private funding is through third-party funds for
university research and, particularly in the case of polytechnics, diverse other services offered,
partly to private customers. The precise amount of private funding to HEIs could not be specified
due to the way data are reported. Even so, the figures reveal that private third-party funding plays
a minor role when compared to public institutional core funding and public project funding. In
fact, there has been no increase in the share of private revenues for either universities or
polytechnics. This means that Hypothesis A cannot be verified or falsified in the Finnish case.

Nevertheless it is interesting that the Finnish higher education system expanded at the same time
as other countries’ higher education systems, such as Canada’s or Germany’s — also examined in
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this study — yet Finland managed this expansion without introducing tuition fees. In fact, public
per-student spending increased continually even at times when total student numbers were
increasing. The notion of higher education as a public good seems to be entrenched in Finnish
society to such a degree that even a considerable expansion of the higher education sector has not
resulted in an increase in the use of private financing sources. Changes in the status of
universities and polytechnics enforced through legislative reforms are to some extent aimed at
encouraging HEIs to better exploit private funding sources, but the data gathered for this study
do not show any clear effects in this regard.

210|Page



National Report for Finland

3. HYPOTHESIS B: AS THE INCENTIVES TO EARN
PRIVATE FUNDING INCREASE, INSTITUTIONS
BECOME MORE RESPONSIVE TO USER DEMAND

This chapter looks at data relevant to Hypothesis B, which states that as incentives to earn
private funding increase, institutions become more responsive to user demand. However, this
expected effect is conditional on the attractiveness of these private revenues and whether
increasing these revenues has trade-off effects for the overall behaviour or prestige of HEIs.

Various aspects of responsiveness will be examined, including changes to provision, enrolment
and the connection between HEIS and users. If no changes to responsiveness are visible, this is
likely related to the incentive structure present in the higher education system, which might
favour other behaviours such as the maximisation of public over private funding.

In Finland, higher education funding relies to a large degree on public contributions, as was
shown in the preceding chapter. In in this chapter, it will be shown that this also influences the
way responsiveness of institutions works: It is in many cases mediated by governmental
interventions rather than directly stimulated by private income.

3.1 Enrolment by Discipline

The aim of section 3.1 is to examine whether HEIs changed their provision of study
programmes, and whether any such changes can be related to cost-sharing considerations. As a
proxy for changes in provision, enrolment patterns of new entrants will be used. The results are
presented in Figures 3.1 and 3.2. A distinction is made between universities and polytechnics
because the two types of HEIs differ considerably in the range of programmes offered. For
universities, subjects were categorised based on OECD (2002, p.67). For polytechnics, the
original categorisation from the national data source was used.

The figures show relatively stable patterns for both universities and polytechnics. Fluctuations on
a minor scale are visible for social sciences, business and administration as well as social
services, health and sports in polytechnics. Overall, the expansion of the polytechnics sector does
not seem to have had drastic effects on the profile of the university sector in terms of the
importance of different fields of study. In any case, it should be kept in mind that in Finland the
provision of higher education is not primarily a matter of direct reaction to student demand, but
is organised in coordination with the Ministry of Education and Culture and its higher education
planning strategy (see Section 1.6). From the perspective of HEIs, the provision of study
programmes is primarily a matter of reaching an agreement with the Ministry. These agreements
include multi-annual funding arrangements securing financial stability for institutions (see
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Section 1.4). Issues of student demand have a more indirect bearing in this system, e.g. in the
sense that the number of degrees an HEI confers influences the amount of state funding.

Figure 3.1: Distribution of enrolment by field of study in universities (1995-

2010)
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Source: Ministry of Education / Vipunen / Statistics Finland /KOTA / own calculations.
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Figure 3.2: Distribution of enrolment by field of study in polytechnics (1995-
2010)
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3.2 Enrolment Patterns by Mode

In the absence of tuition fees, Finnish HEIs have no opportunities to maximize revenues by
promoting more profitable modes of study over others. Moreover, there is no official status
distinction between full-time and part-time students in Finland. Survey data (2000-2009) show
that the share of part-time students in Finland is around 20%-25% in universities and 8%-16% in
polytechnics. The figures are based on students’ own understanding of ‘full-time/part-time’. The
issue of full versus part-time will be taken up in more detail in Section 5.2, where changes in
study behaviour are discussed.

3.3 Enrolment Composition

The aim of this section is to investigate changes in enrolment composition as a consequence of
HEIs attracting specific groups of students. Since Finnish HEIs did not charge tuition fees at all
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in the period of investigation, any changes in enrolment cannot be directly related to cost-
sharing. Since autumn 2010, Finnish HEIs have been allowed to collect tuition fees from non-
EU/EEA students in English-language Master programmes. Tuition varies between 2,500 euros
and 12,000 euros per year, the average amount being 8,000 euros. In 2011, no more than 110 fee-
paying students from non EU/EEA countries were enrolled in Finnish HEIs.

Although international students are not a source of additional income through fees for Finnish
HEIs, international student numbers increased quite steadily in the period of investigation, and
particularly in the latter half of the 2000s, as Figure 3.3 shows:

Figure 3.3: International student enrolment as a percentage of total student
population (1995-2009)
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Source: KOTA.

3.4 Diversity of Provision

This section deals with changes in the number of study programmes and the number of
institutions. While no data on the number of programmes were available for Finland, the most
significant change in terms institutional diversity was certainly the development and subsequent
consolidation of the polytechnic sector. Figure 3.4 shows the number of universities and
polytechnics (1995-2009).
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Figure 3.4: Number of higher education institutions by type (1995-2011)
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Source: Ministry of Education and Culture.

The missions of Finnish universities and polytechnics are in many ways complementary:
Universities conduct scientific research and deliver research-based education. Polytechnics
provide professional training with an eye on labour market demands, and have strong regional
ties. They, too, conduct research, but with a closer orientation towards regional development and
non-university working life.

Figure 3.5 below shows how the growth of the Finnish higher education system influenced the
size of institutions, measured by average student number. The figures show that the expansion of
the system caused an increase in both number and average size of institutions. Polytechnics grew
rapidly in size in the years up to 2001; concurrently there was an increase in the number of
institutions.
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Figure 3.5: Average size of institutions in student numbers, by HEI type (1995-
2010)
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Source: Ministry of Education and Culture: Higher Education Report (2009/2011) / KOTA / own calculations.

Finland has no private HEIs in the sense of institutions held by private entities financing
themselves primarily through student fees and other private income. Some polytechnics are
administered by private entities, but their funding structure does not differ substantially from
public HElISs, i.e. they receive most of their funds from the state.

3.5 Outreach Practices

In the interviews carried out with national experts, representatives from several HEIs reported
that in recent years, an increased emphasis on fostering alumni networks and collaboration with
partners from business and industry — resulting in a number of sponsored professorships and
cooperative programming of courses — was observable. This information, albeit selectively
gathered, conforms to trends observed in other country reports of this research. In Finland as in
most other countries, it is difficult to find reflections of these changes in the sort of aggregate
data this study uses.

The same expert was also asked about changes in HEI governance and reported that recent

reforms based on the University Act of 2009 have led to restrictions in the competencies of both
staff and student representatives, favouring a more managerial and professional leadership
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approach. This means that an increased focus on user demand is not reflected in terms of
organisational participation.

3.6 Quality and Relevance

In the interview series conducted for this report, several experts were asked to comment on the
changing role of quality and relevance considerations for Finnish higher education. On
relevance, one interviewee commented that increased awareness of user demand was
incentivised by introducing employability as a criterion in the indicator-based allocation models
to universities, and that this stimulated HEIs” motivation to take into account the needs of the
labour market and (prospective) students. The same expert also noted the government’s
incentives for HEIs to acquire donations (see Section 1.5) as a starting point for institutions to
direct more attention towards business and industry as well as alumni.

An interviewed expert from a major university stated that the institution systematically collects
feedback from graduates, and from employers offering internships for students, and makes use of
this information in the development of study programmes.

National student satisfaction measures are only available for polytechnics, for which the Ministry
of Education and Culture runs the feedback system OPALA (see Karelia-University of Applied
Sciences, 2013). Figure 3.6 charts student satisfaction judgements and relevance measures using
the two following question items: “The education provided by the polytechnic was competent
and of a high quality” for satisfaction, and “In your place of work after graduation, you will
make use of your Polytechnic studies” for (prospective) relevance. Answers counted in each case
are “I (strongly) agree” as opposed to “I (strongly) disagree” on a four-tiered scale.

The graph shows consistently high levels of student satisfaction (86%-87%). An upwards trend is
visible regarding judgements of relevance between 2007 and 2011: from 73% in 2007 to about
77% in 2011. There does not appear to be a correlation between satisfaction / relevance
judgements and funding per student / student-teacher-rations (see Figures 2.6 / 2.7).
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Figure 3.6: Student satisfaction with education and judgements on relevance of
education at polytechnics (2003/04-2009)
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Note: Satisfaction is the percentage of students who agree / strongly agree that ‘the education provided by the
polytechnic was competent and of a high quality”. Relevance is the percentage that agrees / strongly agrees that
“in your place of work after graduation, you will make use of your polytechnic studies”.

Source: OPALA student survey.

It is worth repeating here that due to the absence of tuition fees in the Finnish system, there can
be no immediate correlation between student satisfaction / judgements of relevance and
institutions’ financial goals. However, as was described in Section 1.4, state funding is partly
based on number of students/graduates, which gives HEIs an incentive to be an attractive
location of study, a reputation which can be earned through high quality in teaching. Some
indicators in the performance-based funding component refer directly to measures of student
satisfaction and employability. As a consequence, institutions do have an incentive to attain high
student satisfaction and educational relevance in order to maximise revenues, although the
process is mediated by the state. Experts interviewed for this study were not unanimous as to
whether the relevant incentives provided by the government are actually strong enough to trigger
lasting changes in HEIs’ behaviour.
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3.7 Evaluation

This chapter investigated whether institutions adapt their behaviour to external incentives to earn
private funding. Since no unambiguous evidence could be found that such incentives are in force
for Finnish HEIs, the results are provided as a control case for those countries in which such
incentives exist. For Finland, it was found that the discipline structure of Finnish HEIs has not
changed drastically in the period of investigation. No significant changes in mode of study could
be determined, either. Changes in diversity in the Finnish higher education sector were obviously
caused by the expansion of the polytechnics sector, but not by a rising degree of privatisation.
Where polytechnics are concerned, student views on relevance and particularly on educational
quality are consistently high and do not seem to be directly influenced by changes in financing
such as those described in section Chapter 2.

Overall, responsiveness to user demand in Finnish higher education does not appear to come
about through a direct type of coordination of demand and supply, as in systems in which
institutions are dependent on income through student fees for their economic subsistence. Rather,
institutions negotiate with the Ministry regarding their choice of programmes and number of
study places, and are funded accordingly. Efficiency in the provision of higher education is taken
care of to some degree by the state funding models, which take into account output-related
measures like number of degrees awarded. This is a sort of ‘market emulation’ that can also be
found in other countries, such as Germany and Austria. One interviewed expert commented that
this funding structure has actually led to competition between institutions for ‘good’ students, i.e.
students who will be likely to graduate and thus support institutions’ claims for funds in the
negotiations with the Ministry.

Although Finnish HEIs are often described as autonomous organisations, some interviewed
experts pointed to certain restrictions which make it difficult for HEIs to increase their
responsiveness to user demand: Institutions are regulated with respect to their educational
responsibilities / educational profiles, the types of programmes they may offer, the duration of
the programmes, the language in which these programmes are taught, and their fee policy.
Another interviewed expert took a different view, stating that despite these restrictions, HEIs still
have sufficient freedom to react to user demand.

Finally, it should be pointed out that responsiveness to user demand is not only brought about by
financing measures. The Finnish higher education system is very flexible in terms of students
interrupting their studies between and within study programmes to gain work experience, be it
through internships or regular jobs. This naturally leads to a certain permeability between higher
education and professional life benefiting the interlinkage between the sectors even though it is
not realised through direct financial contributions to HElIs.
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4. HYPOTHESIS C: INCREASING PRIVATE FUNDING
HAS A NEGATIVE EFFECT ON PARTICIPATION

This chapter looks at data relevant to Hypothesis C, which states that as private funding
increases, costs increase to students and their families, which in turn may have an impact on
quantitative student demand and on the composition of the student body.

In order to assess this, it is important to look at:

e the real costs to students, including direct and indirect support provided by the state, which
may discount the gross costs

e how tuition fees are organised: Who pays and who does not pay? When do you pay — as a
student or as a ‘successful” graduate (with a well-earning job)?

e the overall trend of participation rates in the country in question, i.e. expanding, stable or
contracting?

Despite the fact that no tuition fees are charged in Finland, it is possible to investigate the effects
of changes to net costs.

4.1 Students’ Costs for Higher Education

Like Hypothesis A, Hypothesis C presupposes that private funding has increased, which could
not be confirmed for Finland, as discussed in Chapter 2. As stated before, the findings presented
in this chapter will help to provide a baseline where students do not share directly in covering the
cost of education.

Student fees and student costs

This section focuses on changes in private costs to students. Table 4.1 gives an overview. Tuition
fees, a large cost item in other countries, were not relevant for students in Finland in the period
of investigation. Table 4.1 shows that costs of living for students have increased considerably
over a ten year period due to rising costs of accommodation, food and clothing. The overall
increase in costs between 2000 and 2009 is 20% in constant 2011 euros.
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Table 4.1: Annual student costs in euros, by cost category (2000-2009)

Relative
Accomm- ) change
odation Books Clothing | Transport |Food Other Total from period
before
2000 3370 240 490 670 1580 1640 7990
2003 3530 270 690 690 2060 1910 9150 +14.5%
2006 3830 270 670 670 1880 2550 9870 +7.8%
2009 4010 130 750 630 2510 1590 9620 -1.5%

Note: Student cost is differentiated by sector (university vs. polytechnic) for 2000 in source data. The data given
here represent the arithmetic mean. Constant prices (2011).

Source: Opiskelijatutkimus (National student survey) 2000-2009 / own calculations.

In the next two sub-sections it will be investigated how public student grant and loan systems
developed in the period of investigation.

Student Financial Assistance

Student assistance in Finland consists of six components: study grants, housing supplements,
meal subsidies, interest subsidies for study loans, tax deductions related to student loans and
government guarantees for student loans. All of these are administered by Kela.
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Study grants are provided to cover study-related costs of active students. There is a
standard amount of 298 euros per month (2013). For students living with their parents,
the amount is lower (122 euros basic amount plus potentially parental income-related
increments in 2013) (Kela, n.d.), but since the vast majority of students live away from
their parents this only applies to a small group. The grants are subject to means-testing:
Students with income beyond a certain threshold are not eligible, nor are students beyond
the standard period of study. Grants of 170 euros or more are subject to income taxation
for students who have other sources of income besides the grant.

Housing supplements are granted to students living in rented or right-of-occupancy
accommodation. Their share is fixed at 80% of the rent, with a maximum monthly
amount of 202 euros.

Meal discounts are also granted by Kela. Student restaurants offer meals at full price and
discount price. Kela refunds the difference between the full price and the discount price
to the operators of student restaurants.

Assistance with loan interests is an income-related subsidy. A graduate’s gross income
must not exceed 1,195 euros per month in order to be eligible for this type of financial aid
(the amount is higher for persons having dependent children).

Tax deductions on student loans are provided for graduates with a debt exceeding 2,500
euros at the time of obtaining a degree. It is conditional on graduating in the regular
period of study. The deduction is equal to 30% of the qualifying debt that exceeds 2,500
euros. This type of assistance was introduced in 2005.
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e Government guarantees for student loans (issued by a third party): The government
guarantees the refunding of loans (of up to 300 euros per month) to the loan issuer even if
the client will be insolvent. Every recipient of a student grant is eligible for this guarantee
unless there is a record of previous loan defaults.

Non-repayable Assistance

Figure 4.1 shows the amount of public expenditure for each of these types of assistance (except
expenditures on defaulted loan repayments). Figure 4.2 shows the numbers of individuals
benefitting from grants and subsidised room and board.

Figure 4.1 shows that public expenditure on student financial support increased in the period of
investigation. The most rapid growth took place between 1998 and 2001, caused primarily by an
increase in expenditure on student grants. After that, the growth slowed with almost no change
from 2003 to 2006. There was a decline between 2006 and 2008, followed by a recovery in the
years 2009-2010. Most of the time, study grants accounted for about 60% of expenditure on
student support, and housing subsidies for another 20%. The number of recipients of grants and
housing subsidies (shown in Figure 4.2) roughly parallels the pattern in Figure 4.1.
Approximately two thirds of all students receive grants, and one in two receives housing
supplements.
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Figure 4.1: Public expenditure on non-repayable student assistance (1998-2010)
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Report on deductions (Opintolainavidhennyksen arviointi) (study loan repayments, tax deductions) / own

calculations.

% Statistical data base provided by Kela is abailable at http://www.kela.fi/web/en/statistics
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Figure 4.2: Number of student grant and housing subsidy recipients (1998-2010)
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Source: Kela / own calculations.

Loans

Data on the amounts of student loans paid and their incidence are not available from issuers of
loans. However, Kela provides data on the incidence and amounts of student loan debts at
graduation. These can be used as a proxy for the incidence of loans among Finnish students.

Figure 4.3 shows an increase in average debt at graduation for both universities and polytechnics.
The increase started after 2006 in polytechnics and in 2008 in universities. The share of
graduates with debt does not show this pattern: The shares in university graduates decreased by
about 6% between 2002 and 2007 (from 42% to 36%) and increased again by approximately the
same amount between 2008 and 2011. The share of polytechnic graduates with loan debts ranged
from 42.8% (2002) to 38.7% (2010), showing a moderate decrease.
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Figure 4.3: Average amount and incidence of student loan debt at graduation
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Taking out loans appears to be a much more common way of financing studies in Finland than in
other countries, such as Austria or Portugal, where the share of students making use of loans is
marginal. While student costs have increased (see Table 4.1), the incidence of borrowing has
declined, although the average amount of debt at graduation has increased for those who do
borrow.

Total student costs

Figure 4.4 summarises findings of the above sections by comparing student costs before and
after the subtraction of student grants. Costs minus loans are approximated by dividing debts at
graduation (Figure 4.3) by the average duration of studies in years (Figure 5.4). The graph shows
an overall increase in student costs, with a maximum in 2006. Between 2000 and 2009, average
student cost rose by 19.7% (17.5% when student assistance is subtracted). The pattern for costs
minus grants and loans follow that of student costs closely. In all four years represented in the
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chart, student assistance accounted, on average, for between 17% and 18% of total student cost.
This also means that the public-private cost-sharing balance barely shifted with respect to student
costs. Student loans covered another 13%-16% of total costs for university students and 18%-
22% for polytechnic students.

Figure 4.4: Average annual student costs (2000-2009)

12,000
8,000
7, - ey
o Y T T X T TN e -,
5 6,000 T T A L P TS
] eoe®
4,000
2,000
0 T T T 1
o o (o] (o))
o o o o
o o o o
(o] (a\] (a\] (a\]
e— student cost minus grants eeeeee minus loans polytechnic == «= minus loans university
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Source: Kela / own calculations.

Relative earnings

Increasing cost is a potential incentive against choosing higher education, but can be
counterbalanced by increasing earnings after graduation. The OECD’s ‘Education at Glance’
series specifies relative earnings of populations with income. The reference case (=value 100) are
the earnings from employed persons with a secondary or post-secondary, non-tertiary education.
Figure 4.5 shows the results for employed persons with tertiary education. The graph shows that
the differences in average income between persons with a tertiary degree and persons with an
upper secondary degree narrowed between 1999 and 2003: The relative advantage of a tertiary
degree holder was 153 in 1999 and 148 in 2003 (100 being the average earnings of a person with
an upper secondary qualification). After 2003 the difference became more stable, it narrowed
again in 2006-2008 and increased in 2009. Despite a slight overall downward trend, the
differences in earnings between persons with and without a degree are still considerable. It thus
appears unlikely that university entrance qualification holders will be discouraged from higher
education based on the pattern displayed in Figure 4.5, even when the price increases shown in
Figure 4.4 are taken into account.
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Figure 4.5: Relative earnings of persons with a tertiary education (1999-2009)
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Note: Data indexed to earnings of a person with secondary and post-secondary, non-tertiary education (=100).
Comparison based on 25-64 year-old employed persons.

Source: OECD Education at a Glance.

4.2 Participation Rates

A key question addressed in this research is whether changes in cost-sharing have had an impact
on transition rates from secondary education and on overall participation rates. In the Finnish
case, the issue is whether the rising cost of living for students as documented in Figure 4.4 has
had a negative impaction on participation. Figure 4.6 maps these rising costs against
participation rates (repeated from Figure 1.2). The data show that there is no clear correlation
between the cost to students and higher education participation: The values in both dimensions
increased between 2000 and 2003 and decreased between 2006 and 2009, while an inverse
relationship is visible between 2003 and 2006. It can thus not be concluded that rising costs of
living for students led to declining participation in higher education in Finland or vice versa
based on these data.
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Figure 4.6: Participation in higher education vs. annual student cost of living
(2000-2009)
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4.3 Composition of the Student Body

Figures 4.7 and 4.8 graph the social composition of Finnish students. They use the highest
educational degree of a student’s father as an indicator of social status. At first sight, both
Figures 4.7 and 4.8 show a tendency to increasing social selectivity and decreasing social
mobility in higher education, since the share of students whose father has not attained tertiary
education is decreasing. The data show that in universities, there is a shift from lower to higher
social background in the student population, which for the most part took place between 2000
and 2003. In those years, the share of students from lower social backgrounds (father with no
secondary education degree) decreased by 6%, while the share of students from higher social
backgrounds (father with a tertiary degree) increased by the same amount. The share of students
from intermediary backgrounds (father with a secondary but no tertiary degree) decreased
between 2000 and 2003 but increased again thereafter.

In polytechnics, the trend is the same, but it is more marked than in universities. Between 2000
and 2010, the share of students from lower social backgrounds (father with no secondary degree)
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decreased from 39% to 23%, while the share of students from higher backgrounds increased
from 12% to 25%.
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Figure 4.7: Social composition of Finnish university students by educational
background of father (2000-2010)
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Note: 2000: No data for category “other”.
Source: Ministry for Education and culture: National Student Surveys 2000 / 2003 / 2006 / 2010.
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Figure 4.8: Social composition of Finnish polytechnic students by educational
background of father (2000-2010)
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Note: 2000: No data for category “other”.
Source: Ministry for Education and Culture: National Student Surveys 2000 / 2003 / 2006 / 2010.

In order to test the assumption of increasing selectivity in HEIs, one can relate the shares of
students of different social groups to the social composition of the overall population. The latter
is shown in Figure 4.9 below. Most importantly, we see that the educational status of the
population aged 25-64, which includes most parents of students in our period of investigation,
advanced between 2000 and 2010. The decline in persons with no secondary school leaving
certificate (10 percentage points between 2000 and 2010) was compensated in roughly equal
proportions by growing shares of persons with a secondary, non-tertiary degree and persons with
a tertiary degree. The decline in the share of persons with no secondary degree is faster in the
total population than among fathers of university students, but slower than among fathers of
polytechnic students. This means that selectivity in polytechnics was higher than in universities.
The causes of this development cannot be investigated further here.
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Figure 4.9: Social composition of Finnish population aged 25-64, in percentages
of total population (1995-2010)
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Source: OECD Education at a Glance / Eurostat (data before 2000).

Issues of equity of the Finnish higher education system are also discussed in Davies et al. (2009),
where it is asserted that “large inequalities in access to tertiary education by social origin still
persist in Finland“. According to the Ministry of Education (2005, p. 50), chances of
participating in higher education were ten times as high for young persons (aged 20-24) from
academic homes than for persons from non-academic backgrounds throughout the 1980s and
1990s, and the gap had narrowed to a relative advantage of seven-fold in 2000. These numbers
show clearly that free higher education does not make social equity in the student population a
matter of course: “Overall, as regards the family background of the 20-to-24-year-olds, the
situation still is that the offspring of fathers with tertiary education go to university, while the
offspring of untrained fathers find fulltime jobs or seek other training” (Ministry of Education
Finland, 2005, p. 50).

4.4 Completion Rates

Figure 4.10 shows completion rates by sector. In polytechnics, completion rates are fairly stable,
ranging from a low of 58% in 2004 to a high of 61% in 2007. In universities, completion rates
are generally lower (51% on average), and a downward trend is visible between 2008 and 2011.
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Figure 4.10: Completion rates by sector (2004-2011)
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Note: For universities the figures specify the percentage of students who have completed their studies within
seven years after enrolling. For polytechnics the figures specify the percentage of students who have completed
their studies within five years after enrolling.

Source: Ministry of Education and Culture.

4.5 Evaluation

The aim of this chapter was to investigate whether increasing private funding has a negative
effect on participation. In the case of Finland, the premise of Hypothesis C, i.e. that private
funding has increased is true only with respect to student cost of living (hot with respect to
tuition itself).

Gross costs to students increased by 20% between 2000 and 2009, although this change did not
influence the public/private cost-sharing balance, because public student assistance increased in
parallel with student costs. The increase in student costs was not due to the introduction or
increase of tuition fees, but due to increases in spending on accommodation, food and clothing. If
the available data on student loans are taken into account, students’ out-of-pocket costs were
only slightly higher in 2009 than in 2003.The available data on participation did not reveal a
negative correlation between rising studying costs and propensity to enrol at an HEI. Transition
rates increased in times when student costs went up and decreased in times when student costs
went down.
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Changes in the composition of the student body were investigated using information on the
educational background of the father. It was shown that the social composition of the student
body changed towards larger shares of students from higher social backgrounds, and that this
change is mirrored by changing levels of educational attainment in the larger population. The
literature suggests that the selectivity of the Finnish (higher) education system reduced in the
period of investigation, but it is still clearly visible when looking at the likelihood of children
from (non-)academic backgrounds going to university or not.

The relatively short periods of time for which data on completion rates are available make it
impossible to relate them to changes in student costs. The stability in completion rates for
polytechnics students (2004-2011) make it seem unlikely that the recent drop in completion rates
for university students (2008-2011) is connected to cost-related factors.

Concluding this chapter, it can be said that changing costs for students in Finland did not appear
to have strong effects in the dimensions investigated under Hypothesis C.
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5. HYPOTHESIS D: INCREASING PRIVATE FUNDING
AFFECTS STUDENT CHOICE OF HOW OR WHAT TO
STUDY

This chapter looks at data relevant to Hypothesis D, which states that as private funding
increases, costs increase to students and their families, which in turn will have an impact on
students’ choice of how and what to study (but not necessarily on the share of students studying).
Accordingly, this section looks at these topics: have student age, location or field of study and
time to completion changed over time in relation to cost-sharing?

Once again, Finland, which did not undergo many changes related to cost-sharing in the period
of investigation, will be looked at as a reference case for other jurisdictions which developed
more dynamically in this respect.

5.1 Student Study Patterns

This section investigates changes in study patterns. Two aspects are studied here: Full-time
versus part-time studying and age at entry into higher education.

Full-time and part-time students

While there is no official full- / part-time student status distinction in Finland, the national
student surveys ask students about their self-assessed status as full- or part-time. This
information is summarised in Figure 5.1 below. The data show that the share of full-time versus
part-time students remains relatively constant between 2000 and 2009. The decrease in the share
of part-time students is mostly due to the introduction of the category ‘other’ (not classified) in
2003.

235|Page



National Report for Finland

Figure 5.1: Distribution of full-time vs. part-time students (2000-2009)
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Source: Ministry of Education and Culture: National Student Survey 2000/2003/2006/2009.

Distribution of students by age

The following graph shows changes in the ‘best four years’ student group, i.e. the age group of
students in which there are most enrolments. In Finland this is the group of students aged 21-24.
The graph shows that the best four years-group changed its composition somewhat over the
years: While the share of younger students (age 21 and 22) declined slightly (particularly in the
early 2000s), the share of older students (age 23 and 24) increased slightly. Overall, this change

is not very salient, however.
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Figure 5.2: Distribution of students in ‘best four years’ (1998-2010)
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Of note is the fact that mature students represent a relatively large share of the Finnish student
population. Data from the national statistical office show that around 30% of all students are 30
or older. The group of students aged 40 and older grew quickly in the period of investigation,
from 22,000 in 1998 to over 35,000 in 2010, making up 11.6% of all students in 2010 (1998:
8.7%).

5.2 Location of Study

This section investigates mobility behaviour. The available data pertain to the number of Finnish
students going abroad to study while receiving study assistance.”® Figure 5.3 shows a downward
trend in the number of students studying abroad until about 2004, then a leveling off until about
2007at which point the percentage of students studying abroad began to increase. One may

*® Finnish students studying abroad are eligible for study grants if they spent at least two years in Finland in the five
year period preceding their studies.
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conclude from this that rising student costs (see Section 4.1) did not cause Finnish students to go
abroad — which of course must be considered against the backdrop of a tuition-free country. In
addition, as was shown in Chapter 3, accessibility and diversity of provision in Finland appear to
have kept up with the ever-rising student demand, so that these structural features do not act as
‘push’ factors, either.

Figure 5.3: Share of Finnish students studying abroad (1998-2010)
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Source: Kela / own calculations.

To get an idea of mobility behaviour inside Finland, one can look at the share of students living
with their parents. This number is very low in Finland. In the EUROSTUDENT I-1V data sets,
Finland has consistently been the country with the lowest share of students living with their
parents (6% in 2000 and down to 4% in 2011). This is certainly related in parts to the relatively
generous public housing supplements. The EUROSTUDENT data further show that increasing
costs of living (see Chapter 4) did not result in a decline in student mobility, i.e., for Finnish
students staying with their parents has not been a popular scheme to save costs.

5.3 Field of Study

This section investigates changes in field of study from the student perspective. To do this, it is
helpful to consider not only actual enrolment, but also application data. In Finland, HEIs handle
admission autonomously (see Section 1.6). For universities, data on numbers of applications are
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available and will be used because they are more indicative of actual student demand. For
polytechnics, no such data are available, and enrolment data will be used (repeated from section

3.1).

Figure 5.4 shows that in the university sector, a decline in demand for humanities is visible,
which is for the most part to the benefit of social sciences. Natural sciences first gained then lost
some popularity, whereas there seems to be a recent trend in favour of engineering.

Figure 5.4: Shares of applications by field of study, universities (1995-2009)
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In polytechnics, shown in Figure 5.5, technology,
services, health, sports; and social sciences, business and administration together account for
about three quarters of all enrolments, highlighting the different orientations of universities and
polytechnics. Social services, health and sports as well as social sciences, business and
administration gained in importance in recent years, whereas no clear tendency is visible for the

other fields.
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Figure 5.5: Enrolments by field of study, polytechnics (1997-2010)
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5.4 Time-to-Completion

The aim of this section is to consider whether changes in cost-sharing have an impact on times to
completion. Figure 5.6 shows the average time to degree for universities and polytechnics. While
average time to completion for polytechnics was level throughout the years 1998 to 2010, the
average for university students increased by one year between 2005 and 2008 and then
declined.”” The drop is presumably due to the end of the transition period to the new Bachelor-
Master-system. The actual effect may be overestimated as the source data only specifies time-to-
degree in half-year increments.

*" The Bologna study reforms are not reflected in this graph due to the fact that the Master degree is de facto still the
basic degree in university education, whereas the Bachelor degree is not widely regarded as a degree with which one
can enter the labour market. Polytechnic education was focussed on basic degree programmes before and after the
Bologna reform.
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Figure 5.6: Average time-to-degree in Master programmes (universities) and
undergraduate programmes (polytechnics) (1995-2010)
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5.5 Evaluation

The aim of this chapter was to investigate whether increasing private funding has effects on
study behaviour in several different dimensions. As was shown in Chapter 4, there is evidence
that student costs went up in the period of investigation, particularly in the years 2000-2006.

Study patterns did not appear to have changed as far as the full- / part-time division is concerned.
About 80% of Finnish students study full-time, the remaining share studies part-time or do not
see themselves as belonging to either one of these categories.

There was no indication of Finnish students leaving the country to avoid rising costs, either. On
the contrary, the share of Finnish students studying abroad clearly decreased between 1998 and
2010. Available data do not show a tendency for more students to live with their parents in order
to save costs — an observation which must be assessed with the well-established system of public
housing subsidies in mind.
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Enrolment by field turned out to be relatively stable, with no clear indications of students
switching to more ‘profitable’ subjects as a result of rising study costs. Changes in study
behaviour due to differential programme costs are not a relevant aspect in Finland due to the
absence of tuition fees.

The question of whether time-to-completion changes as a result of increasing private funding
could not be answered positively based on the available data: For polytechnics, time-to-
completion remained constant between 1998 and 2010, whereas in universities, no correlation
can be discerned between changes in student costs and changes in time-to-completion.

In summary, it can be stated that student behaviour in the dimensions investigated in this chapter
is marked by stability rather than change.
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6. CONCLUSION

As was pointed out in Chapter 1, the Finnish higher education system saw an expansion not
unlike that of other countries studied in this project. However, in the Finnish case this expansion
was not answered with an increase in the share of private funding, but with increases in public
funding. As was shown in Chapter 2, there is evidence that even funding per unit increased
concurrently with the growth of the system as a whole. However, the largest part of the
enrolment growth of the 1990s was accommodated by the polytechnic sector, and, as Chapter 2
has shown, education in this sector is less costly than in universities. Thus, in some sense, an
important element in Finland’s answer to the massive expansion of higher education was not
cost-sharing, but cost containment. That said, institutions did receive minor incentives to
increase private funding in state funding models. There have been reforms to give HEIs more
autonomy. However, they did not result in important increases in private revenues, but appear to
be more connected to governance and academic programming. Accordingly, it was found that
responsiveness of Finnish HEIs is not primarily a matter of direct reactions to user demand.
Rather, it is mediated by bilateral negotiations with the Ministry of Education, which is
responsible for higher education planning, including investigations into labour market demands.

Student costs did increase in the period of investigation. However, these costs are largely general
living costs not specific to students. Also, state assistance to students increased in parallel with
rising living costs, leaving the cost-sharing balance unchanged in this area. No direct evidence
was found that rising student costs deter (potential) students from studying.

No clear indications could be found that students have changed their study behaviour in terms of
choice of programme, mode of study, time-to-completion or mobility as a result of changes in
private costs.

Summing up this report, the Finnish higher education system has coupled expansion of the
system with increasing public investment, and with the establishment of a binary system as a
landmark decision. Within this context, increasing private revenue has not been considered a
policy option of top priority. The Finnish policy setting prefers to invest directly in students and
recoup costs through income tax for all taxpayers.
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APPENDIX: LIST OF INTERVIEWED EXPERTS

Name Position / Affiliation Interviewed

Marita Aho Senior advisor August 2013
The Confederation of Finnish Industries (EK)

Esa Hamaldinen Director of Administration September 2013
University of Helsinki

Seppo Holtta Professor of Higher Education Administration and Economy October 2013
School of Management
University of Tampere

Jarmo Kallunki Education policy officer August 2013
The National Union of University Students in Finland

Helka Kekaldinen Secretary General September 2013
Finnish Higher Education Evaluation Council

Harri Melin Vice Rector for Education and International Affairs October 2013
University of Tampere

Hannu Sirén Director General August 2013
Department for Higher Education and Science Policy
Ministry for Education and Culture

Tapio Varmola Rector September 2013
Seindjoki University of Applied Sciences
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1. INTRODUCTION

1.1 Overview of Higher Education in Germany

The Federal Republic of Germany has a population of roughly 80.2 million. The republic is a
federation of sixteen states, called Lander (singular Land), five of which were joined to the
Federal Republic after the breakdown of the German Democratic Republic in 1990. Education
policies are placed under the responsibility of the L&ander; consequently, all public higher
education institutions (HEISs) are owned by the Lander.

The federal government’s influence on matters of higher education has changed over the years.
In 2006, an amendment to the country's Basic Law (its constitution) was passed limiting federal
state support for HEIs to include only scientific projects and research. Consequentially, the new
amendment explicitly excluded permanent institutional funding. Nevertheless federal funding
does play a role in supporting German higher education and so the federal government has
retained some influence on the higher education system as a whole.

The German HE system is dominated by the public sector. A basic distinction can be made
between general / technical universities (Universitaten / Technische Universitaten) on the one
hand and universities of applied sciences (Fachhochschulen) on the other hand. Presently, there
are 88 public general/technical universities and 104 public Fachhochschulen. While the former
have the authority to award Ph.D. degrees and a stronger research focus, the latter do not award
Ph.D. degrees, and have a stronger focus on teaching and applied research. Academies of the arts
(Kunst- und Musikhochschulen) and theological colleges (Philosophisch-theologische
Hochschulen) are usually considered part of the university sector. This is also the case for the
few separate teacher training colleges (Padagogische Hochschulen). Therefore, these three types
of HEIs will be subsumed under the university sector in the statistics below.

Traditionally, the German higher education landscape has been characterized by a high level of
homogeneity. A university degree has typically been regarded as having equal value regardless
of the institution from which it was obtained. A stronger degree of institutional differentiation
has been a recent policy goal, and a number of initiatives have been launched in recent years
with the explicit aim of giving individual HEIs more distinctive profiles.

Up until the onset of the Bologna reform, the most common university degrees were the Diplom
(mostly for programmes in natural science, engineering and social sciences), the Magister Artium
(for degrees in arts and humanities), professional degrees with state examinations (Staatsexamen
— for degrees in medicine, pharmacy, law and teaching professions) and the doctorates. The
Bologna reform was embraced by all states beginning in the early 2000s, and study programmes
were progressively altered to align with the unified Bachelor and Master system (except for the
Staatsexamen). In 2010 60% of students were studying in a Bachelor or Master programme
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(Hochschulrektorenkonferenz, 2011, p.21), and 81% of all study programmes were Bachelor or
Master programmes (Winter, 2011, p. 233).

There are presently about 40 Church-maintained and 100 private HEIs in Germany. Although the
private sector has been increasing over the last twenty years, the private HEIs operating in 2009
only accommodated about 3.9% of all German students (Werner & Steiner, 2010, p. 484). The
distribution of private HEIs across Lander is uneven: North Rhine-Westphalia, Berlin and
Hamburg are examples of Lander with a high share of private institutions, whereas eastern
Lander such as Thuringia and Mecklenburg-Vorpommern have a low share. Reasons for this are
geographical conditions as well as differences in legislation concerning the operation of private
HEIs.

Further education programmes are offered as part-time (for people in employment), and full-time
programmes by both public and private HEIs. Some of them offer regular degrees (mostly
Master degrees), others do not.

Germany also has an important non-university research sector organized in a number of
institutional networks funded conjointly by the federal government and the Lander.”® These
institutions conduct both basic and application-oriented research. They will not be further
considered in this report.

A survey by the European University Association (EUA) shows that the Lander differ with
respect to the financial autonomy granted to HEIs: There were differences with respect to fee
policies, but also with respect to whether HEIs are allowed to borrow money or keep surplus, and
with respect to the length of funding cycles.®® The survey, which studies HEI autonomy in the
four dimensions of organisational, financial, staffing and academic affairs, looks at three German
Lander and shows that financial autonomy is relatively the least developed dimension of
autonomy.

1.2 Key Higher Education Stakeholders

Due to the country’s federal structure, governance structures in German higher education are
fairly complex. The principal actors of higher education policies at the state level are the
ministries for science, research and higher education of the Lander. They are responsible for
higher education planning and development, for the negotiation of funds and for the legal and
administrative supervision of HEIs.

*® The four major networks are the Max Planck Society, the Helmholtz Association, the Fraunhofer Society and the
Leibniz Association.

% Three Lander were surveyed by the EUA: Brandenburg (http://www.university-
autonomy.eu/countries/brandenburg/), Hesse (http://www.university-autonomy.eu/countries/hesse/) and North
Rhine-Westphalia (http://www.university-autonomy.eu/countries/north-rhine-westphalia/) (last viewed 13.10.2013).
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The heads of the ministries for education assemble regularly in the Standing Conference of the
Ministers of Education (Kultusministerkonferenz, KMK) for coordinating purposes. The
Conference aims to create and preserve comparative standards and practices across all Lander,
and it represents the interests of the Lander vis-a-vis other stakeholders such as the central
government.

Another key actor in higher education policies is the Federal Ministry of Education and Research
(Bundesministerium fur Bildung und Forschung, BMBF). The ministry offers a host of
programmes in support of research activities involving HEIs and other institutions. Recently it
has also supported the provision of higher education directly, for instance by providing co-
funding for additional study places in a multi-year programme called the Higher Education Pact
2020 (Hochschulpakt 2020) running from 2007 until 2015.

The Joint Scientific Conference (Gemeinsame Wissenschaftskonferenz, GWK, formerly Bund-
Lander-Konferenz, BLK) is an assembly in which both the ministries of finance and science of
the Federal state and the Lander gather to coordinate nationally significant political matters
regarding research and education. The Conference’s work focuses on strategic aspects of the
higher education and research system. Its authority is derived from 891b of the Basic Law, in
which the possibility of agreements between the federal state and the Lander concerning the
promotion of science is stated.

The heads of German universities are organized in the German Rectors’ Conference
(Hochschulrektorenkonferenz, HRK). It represents 268 universities (2013). The Conference
publishes policy papers on various matters of the HEI system, in which it tries to define common
positions represented by the diverse set of member HEIs. The Conference also runs a set of
projects pertaining to the reform of German higher education.

The state-funded Science Council (Wissenschaftsrat) is the key advisory body to both Lander
and federal actors in matters of higher education. It is composed of members from the scientific
community as well as political representatives. The Council makes recommendations on the
development of the German science and higher education system, and it conducts accreditations
of scientific institutions.

The German Research Foundation (Deutsche Forschungsgemeinschaft, DFG) is the single most
important provider of third-party funds for university research.®® The DFG is organised as a
registered society and almost entirely publicly funded. In 2010, it had a total budget of 2.31
billion euros (Deutsche Forschungsgesellschaft, 2010) and provided 34.1% of HEI’s total third-
party funds for research.®* The DFG offers funding for individuals, groups and networks on a
competitive basis.

% The term ‘third-party’ is used in this report to refer to all kinds of funds which are provided for specific purposes
(usually research projects), and which are not part of the recurrent funding routines between the governments and
the HEIs. This definition is based on the use of the term ‘third-party funds’ in Germany, and is more comprehensive
than what one finds in other jurisdictions, where ‘third-party funding” would exclude funds from organisations such
as the DFG.

%1 Source: Destatis.
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The German Studentenwerk (DSW) is a network of local public institution that offer local
student services and lobby centrally for students’ needs in economic and social matters. It is
responsible for the administration of the most important public study aid system, BAf6G, and
other study aid programmes. The local Studentenwerke also provide subsidised food and housing
for students and offer various sorts of counselling.

The Freier Zusammenschluss von Studentinnenschaften (‘Free Association of Student
Representative Bodies’, fzs) is the German umbrella organisation of local student representative
bodies. Student representative bodies from about 80 HEIs voluntarily delegate members to this
organisation. The fzs represents the collective interests of German students in political, social,
economic and cultural terms.

1.3 How Governments Fund Institutions

Due to the fact that HEI funding is a responsibility of the L&nder, there is a great deal of
variation between funding mechanisms in the German higher education sector. This section
outlines commonalities and differences across the Lander in a brief description.

The traditional form of HEI funding in Germany is line-item budgeting, a process in which the
budgets of HEIs are calculated annually based on detailed listings of expenditure categories.
Funds are earmarked to the types of tasks and periods of time they are appropriated for, leaving
HEIs little independence in terms of financial management.

During the 1990s, the concept of New Public Management began to take hold in German
university governance. More autonomy for HEIs and more competition between HEIs were two
central tenets of this approach which had direct consequences for matters of financing. In order
to increase financial autonomy, several Lander loosened existing rules of line-item budgeting
over time. The complete abolition of line-item budgeting resulted in global budgets, i.e., lump
sums handed out to universities with no or limited provisions on how to spend the money.
According to In der Smitten and Jaeger (2012, p. 40), a majority of the Lander now use bilateral
target and performance agreements between the respective ministry and HEI to influence the
expenditure of recurrent core funding. Some L&ander (presently Brandenburg, Hesse, Schleswig-
Holstein and Thuringia) also use indicators to determine HEIs’ recurrent core budgets; the
number of students within their standard period of study® is the most common indicator used.

In addition, a performance-based component has been introduced into the HEI core funding,
typically accounting for between 5% and 15% of the total state grant. Rhineland-Palatinate and
North Rhine-Westphalia were the first Lander to introduce a performance-based component into
their HEI funding schemes in 1991 and 1993, respectively. Since then, most Lander have

82 The standard period of study is a certain number of semesters which is defined in each programme’s official
description, e.g. six semesters for a typical Bachelor programme.
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adopted performance-based funding schemes.®® Each scheme is composed of a set of different
indicators for past performance in research, teaching and sometimes gender mainstreaming and
internationalisation. With the exception of Schleswig-Holstein, teaching and learning is the most
important area of performance, accounting for 50% or more of the allocated funds in all models
(status as of 2010). The two most common indicators for teaching performance are number of
students within their standard period of study, and number of graduates. With very few
exceptions, these schemes provide the basis for the funding of HEIs depending on their relative
performance compared with other public HEIs of the same Land. Performance is measured
annually, sometimes using averages spanning several past years. Universities and faculties have
partially adopted similar schemes for their internal budgeting.

Over the period observed, third-party funding for HEIs from public sources has also increased
and led to a higher level of financial differentiation between HEISs.

1.4 History of Cost-Sharing

Tuition fee policy

Tuition fees (known at the time as Horgeld, literally ‘money for lecture attendance’) were
common in the Federal Republic of Germany up until 1970, when, following a resolution of the
Standing  Conference of the Ministers of Education and Cultural Affairs
(Kultusministerkonferenz), public HEIs in Germany were not allowed to collect tuition fees any
more. This situation remained stable for 35 years. In 2005, six Lander led by Christian-Democrat
governments successfully filed a lawsuit against the general prohibition of tuition fees with the
Federal Constitutional Court (Bundesverfassungsgericht). The Court ruled that a general
prohibition on tuition fees was illegitimate and that it was up to the Lander to decide whether or
not tuition fees should be charged or not. Following this decision, the governments of North
Rhine-Westphalia, Lower Saxony (both in the winter semester 2006/07), Bavaria, Baden-
Warttemberg, Hamburg (all summer semester 2007), the Saarland, and Hesse (both winter
semester 2007/08) resolved to introduce tuition fees for all students. The nine remaining Lander
did not introduce general fees.** An upper limit of 500 euros per student per semester for first-
time students within their standard period of study is/was in place in all jurisdictions. In most, the
exact amount to be charged was determined by the government of the corresponding Land. In
Bavaria and North Rhine-Westphalia, universities were free to set the fee level with an upper
limit of 500 euros. These fees come/came on top of obligatory administrational fees, which vary
between Lander and even HEIs, but which are/were never as high as the regular tuition fees (the
range of administrative fees is between around 40 and 280 euros).®® In all Lander tuition fees
are/were required to be used for the improvement of studying conditions; universities are/were

% As of 2013, only Bremen and the Saarland have no such schemes. The scheme is on hiatus in Bremen, and the
government of the Saarland includes performance-related elements in its periodical target agreements with HEISs.
®Note on terminology: The term ‘general (tuition) fees’ will be used here to refer to fees that are regularly charged
from most students, i.e. not only certain groups such as non-domestic students or students in certain programmes.
® The latter is the approximate amount students pay at Berlin HEIs, public transport included.
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given certain liberties as to how they implement this requirement. According to the 19th
HIS/DSW Social Survey (p. 274), in the summer semester of 2009 59% of students were
enrolled in a fee-charging HEIL International students both from EU/EEA and non-EU/EEA
countries are not treated differently to domestic students in existing fee schemes.®®

A capacity regulation has been in place since the early 1970s, which seeks to assure a balance of
staffing and student numbers in individual HEIs (see Section 1.6 below). One consequence of
this regulation is that increasing HEIs’ central revenue may lead to the requirement of the HEIs
to enrol more students. Importantly, revenues from tuition fees are/were excluded from this
regulation in all Lander and as such do not require HEIs to enrol additional students. This was
done to enable HEIs to realise quality improvements through this new revenue source.

As far as the exact procedures through which tuition fees are/were set are concerned, there is
variation across Lander:

In Baden-Wirttemberg, there was a general tuition fee of 500 euros. In 2009, the law was
changed so that students with two or more siblings paying fees were exempt from fees.
This led to a considerable reduction in income through fees at HEIs.

In Bavaria, the ministry set lower and upper limits for tuition fees (between 300 and 500
euros per semester for universities, and between 100 and 500 euros for
Fachhochschulen). In fact, most universities charge 500 euros or close to this, whereas
the sum varies between 300 and 500 euros in Fachhochschulen. Some students are
exempt from fees, such as students with children under the age of 18 or certain groups of
foreign students. No predefined upper limits exist for fees charged in further education
degree programmes.

In Hamburg, general fees of 500 euros per semester were charged for three semesters; after
that time (starting in the winter semester 2008/09), the fee was lowered to 375 euros per
semester, and a new financing model was adopted: Students did not need to pay the fees
directly, but could delay payment until their annual income exceeds 30,000 euros per
year. Hamburg was the only German Land in which this model was implemented.

In Lower Saxony, tuition fees of 600 to 800 euros per semester for students beyond their
standard period of study existed before the introduction of general tuition fees in 2007.
General tuition fees were fixed at 500 euros per semester for all HEIs. Students of minor
age (under 18) and students with children below the age of 14 are exempt from fees.

In North Rhine-Westphalia, tuition fees for long-term students were introduced in 2004. A
law passed in 2006 allowed public HEIs to charge general tuition fees of up to 500 euros
per semester. Most HEIs chose to charge the maximum or nearly maximum fee; only few
institutions set their fees at a level below 400 euros, and fewer still charged no fees at all.

There is no consensus on the utility or even lawfulness of tuition fees across political camps in
Germany. Tuition fees in the 2000s were all introduced by Lander led by the Christian
Democratic Union (mostly in a coalition with the Free Democratic Party). The Social Democrats,
the Greens as well as the Left Party all tend to oppose general tuition fees. Consequently, tuition

% A minor exception is Saxonia, where the law now allows HEIs to charge fees from non-EU/EEA students, see
Section 3.3 for more information.
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fees were abolished in several Lander after coalitions of Social-Democrats and the Greens came
to power in the last few years: North Rhine-Westphalia abolished general fees in the winter
semester 2011/12; Hamburg in the winter semester 2012/13; and Baden-Wirttemberg in the
summer semester 2012. The new government of Lower Saxony, which has come to power in
2013, has confirmed plans to scrap general tuition fees in the winter semester 2014/2015. Hesse
abolished general fees in the winter semester 2008/09, after only one year of fees, based on an
initiative of the political parties opposing fees. The Saarland scrapped general fees in the summer
semester 2010 after the Greens joined the government. In Bavaria, the governing Christian-
Democrat-liberal coalition has recently resolved to abolish tuition fees in the winter semester
2013/14. In the fall of 2014 there will be no Land charging general tuition fees in Germany. The
most common argument employed by governments abolishing fees is that they may cause a
decline in the propensity to study and disadvantage socially vulnerable groups.

In summary, by 2014 general tuition fees will have been a relatively short-lived phenomenon in
recent German higher education policies. The maximum period of time in which tuition fees
were charged will have been Lower Saxony and Bavaria, each charging fees for about seven
consecutive years. Most governments under which fees were abolished have guaranteed to HEIs
to pay compensations for the loss of tuition fee-based revenue. These compensations are based
on number of enrolled students, and like the fees they replace, their use is earmarked for the
improvement of studying conditions. This will mean a net growth in state budget appropriations
to HEIs, provided that no budget cuts are realised elsewhere.

The situation with respect to the introduction and abolition of general tuition fees and the
amounts charged in the German Lander is summarised in Table 1.1 below:

Table 1.1: Tuition fees in German Lénder

Land introduction of fees abolition of fees amount per semester
Baden- summer semester summer semester 500 euros
Wirttemberg 2007 2012
Bavaria summer semester winter semester 100-300 euros in Fachhochschulen;
2007 2013/2014 300-500 euros in universities
(institutions set the exact fee)
Hamburg summer semester winter semester 500 euros until summer semester
2007 2012/2013 2008, 375 euros from winter
semester 2008/2009
Hesse winter semester winter semester 500 euros per semester
2007/2008 2008/2009
Lower Saxony winter semester planned 2014 500 euros
2006/2007 (for new
entrants); summer
semester 2007 (all
students)
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Land introduction of fees abolition of fees amount per semester
North Rhine- winter semester winter semester up to 500 euros
Westphalia 2006/2007 (for new 2011/2012
entrants); summer
semester 2007 (all
students)
Saarland winter semester summer semester 500 euros
2007/2008 2010
Source: Authors.
Study aid policy

The situation with respect to public aid to students in Germany is marked by a “tremendously

large

spectrum” (Schwarzenberger & Gwosc, 2008, p. 67). Schwarzenberger and Gwos¢

distinguish between direct and indirect sources of student support. Figures show that the two

most

important direct support systems are the Federal Training and Education Assistance Act

(Bundesausbildungsforderungsgesetz, BAfoG) and benefits from non-contributory statutory
health insurance; by far the most important category of indirect support are child benefits for
parents of students. These three components will be explained in more detail below:

BAfGG support: The principal aim of BAf6G support is to guarantee equality of
opportunities by assuring equal living conditions for all students. BAf6G is a mixed
grant/loan system: In the standard case, half of the sum a student receives is a non-
repayable grant, whereas the other half must be repaid starting five years after the end of
the support. The loan is interest-free, and in 2001 a rule was introduced cutting the
accumulated loan debt at 10,000 euros. The BAfOG system was established in 1971 with
the aim of promoting equal opportunities for potential students, in particular by supporting
students from low-income families. BAfOG provides means-tested benefits, where the
exact amount is related to family income. As a result, how much money a student is
entitled to receive through BAfOG is based not only on his/her personal financial situation,
but also on that of his/her parents. This is because parents are legally required to provide
for their studying children within the standard period of study. The maximum monthly
amount a student may receive via BAf6G was originally supposed to cover the average
cost of living of a student; the actual amounts have varied over time. About 29% of all
regular students received BAf6G support in 2009; the average support per month was 376
euros (19th HIS/DSW Social Survey, p.194). As of 2013, the maximum BAf6G support is
670 euros per month. Not considering numerous special regulations, eligible BAf6G
recipients must not be older than 30 (35 for master students). In the period of investigation,
BAfoG support covered between 11% and 15% of a regular student’s income (19th
HIS/DSW Social Survey, p.201) on average. The most important reforms in the period
under investigation took place in 2001, when access to BAf6G support was facilitated
(mostly by changing the calculation of parental income thresholds) and the maximum
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amount of repayable loans was reduced, resulting in a sharp increase in the number of
BAfGG-supported students. The support is financed 65% by the federal state and 35% by
the Lander. Students at both public and private HEIs are eligible for BAf6G support.
BAFfOG is non-taxable income.

e Benefits from non-contributory statutory health insurance: Children of parents in the
statutory health insurance system are insured on a non-contributory basis under certain
conditions. For persons in education, including students, the non-contributory status is
prolonged until the age of 25. Students older than 25 may still benefit from a special,
relatively inexpensive statutory insurance up until the age of 30 (or up to their fourteenth
semester).

e Child benefits for parents of students: This is characterised as an ‘indirect’ type of support
by Schwarzenberger & Gwosc (2008) because the money goes not to the students but to
the parents, who are obligated to assure the livelihood of their studying children. Child
benefits for the first child were introduced in 1975. In that year, the amount varied between
the equivalent of 25.56 euros per month for the first child, 35.79 euros for the second child
and 61.36 euros for third and every further child (in non-adjusted prices). Parents could
claim child benefit until the age of 18 but were obligated to credit it against their taxable
income. For children above the age of 18, child benefits can be extended up to the age of
27 if the child is in a secondary, tertiary or professional education phase. Previously
applicable income thresholds limiting eligibility were rescinded in 2012. Over time child
benefit rates have been raised several times. In 2010, parents received 184 euros for the
first and second child, 190 euros for the third child and 215 euros for every further child.

Schwarzenberger & Gwosc (2008) present calculations for 2004 according to which roughly
4.5% of total public expenditure on higher education in Germany is distributed through BAf6G
support, roughly 9.5% through benefits from non-contributory or reduced statutory health
insurance, and 11.4% through child benefits. (The largest part of the expenditure — 58.5% — is
teaching allocations to HEIs, which is not part of the study aid system considered in this section).
The authors list more than twenty other, smaller direct and indirect categories of student support
which together add up to over 16% of the total expenditure.

Considering a typical student’s overall cost of living, income from private sources is more
important than income from public sources. As shown in the 19th HIS/DSW Social Survey,
money received from parents is by far the most important source of student income, amounting
to about 50% of the total income.®” Second most important is income through work (between
24% and 31% in the investigation period), followed by BAf6G (see above) and then various
other sources (between 9% and 11%). Consequently, with regard to the wider definition of cost-
sharing applied in this study, private sources compensate for the larger part of the student side of
higher education cost.

% Part of this income is ‘indirectly public’, because it includes child benefits. The average parental support to
students is however more than twice as much as the standard child benefit rate.
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Policies designed to increase private investment in higher education

Given the dominance of public universities in the German HEI sector, governmental budget
allocations are the most important financing source for higher education. Nevertheless, private
revenues play a role in the financing of HEIs, in particular with respect to research activities. An
important general trend visible in the period of investigation concerns an increased support of
large, longer-term clusters between academic and industrial partners as opposed to individual
projects. This development is supported by the Federal Ministry of Education and Research as
well as the incumbent ministries of the Lander (Wissenschaftsrat, 2007, p. 62/64), but, as noted
in (Knie & Simon, 2010, p. 32), the business sector itself has assumed an important role in
creating sustainable and more direct forms of collaboration between academia and industry since
the end of the 1990s. A large programme launched by the Federal Ministry of Education and
Research in 2007 is the ‘Leading-Edge Cluster’ competition (Spitzencluster-Wettbewerb), in
which innovative forms of regional academic-industrial partnerships are stimulated through
public co-funding of up to 40 million euros for a period of five years. As of 2013, there are
fifteen such clusters.

Another federal initiative that has turned out important for academic-industrial cooperation is the
Programme by the German Federal and State Governments to Promote Top-level Research at
Universities, better known as the ‘Excellence Initiative’ (2006-2017). The initiative funds five-
year projects in top-level research, where cooperation and clustering are important selection
criteria. Although co-funding through private project partners is not obligatory, it is argued that
the initiative has helped catalyse cross-sectoral collaboration (see T. Knie & Braun-Thirmann,
2008)

One more instrument designed to reduce barriers to working with industry is the ‘Research
Premium’ (Forschungspramie). Introduced by the Federal Ministry of Education and Research in
2007, it grants 25% of total project costs to HEIs collaborating with small and medium-size
enterprises. The Lander have also placed a strategic emphasis on supporting innovation clusters
since the beginning of the 2000s, and have given special support to technological focus areas in
which public research institutions are frequently involved.

Two recent amendments to federal law reveal the heightened political expectations concerning
the interaction between HEIs and the private sector:

e Firstly, earnings from licensing or selling patents were made a possible source of
revenue for HEIs in 2002, when a law was passed which obliges professors to report
technological inventions to the HElI management. The management can then decide
whether to patent and commercialise the invention or not. Before that time,
professors were allowed to patent their inventions without involving their employer.
Schmoch (2007) shows that the new law has led to a visible increase in patents filed
by HEIs in the years after 2002.

e Secondly, the 2007 amendment of the federal Framework Act for Higher Education
(Hochschulrahmengesetz) introduced knowledge and technology transfer as a basic
mission of German HEIs besides research, teaching and training of young researchers
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— a principle which most Lander adopted in their higher education laws. Although
one may not expect direct quantifiable effects from this legal amendment, it shows
that political stakeholders have recognised the creation of links with the private
sector as an elementary task of HEIs.

A recently introduced instrument with a potential to intensify the relationship between HEIs and
the private sector is the Germany Scholarship (Deutschlandstipendium) established in 2010. It
awards grants of 300 euros per month to gifted students; half of the money is covered by the
federal state, the other half by private sponsors, which must be sought by the HEI. The Germany
Scholarship represents a new mode of cost-sharing in which the state, HEIs, students and
business are all involved in different roles.

1.5 History of Enrolment

Regulation of enrolment

Paragraph 12 of the German Basic Law states that “[a]ll Germans shall have the right freely to
choose their occupation or profession, their place of work and their place of training.” The latter
point has direct implications for the admittance to public universities: It means that in principle
public HEIs must admit all German holders of a suitable university entrance qualification
wishing to take up studies at that university. From a student’s perspective this means that any
holder of a suitable entrance qualification has complete freedom to choose his/her place of study.
This restricts HEIs’ ability to choose students autonomously.

HEIs do have certain competencies in choosing their students in cases when demand for study
places exceeds an institution’s teaching capacity. In order to be able to determine an HEI’s
capacity, the ‘Capacity Regulation’ (Kapazitatsverordnung) was adopted by all Lander of the
Federal Republic in 1977. This regulation stipulates a general method of calculating how many
students a faculty can assume based on the number of its teaching personnel and the support
required for each student in a particular programme up to his/her degree, based on a pre-defined
standard period of study. The Capacity Regulation was inspired by a desire to keep conditions
for studying comparable across all Lander in the face of the rapid educational expansion of the
time. Universities were obligated to enrol the maximum of students they were able to serve in
admission-limited programmes, leaving them little room to control their own supply of study
places.

The Capacity Regulation has been criticised on the grounds that it is at odds both with the
deregulation approach practised in many other areas of university governance in Germany and
with the present structure of study programmes. In 2006, the Standing Conference of Education
Ministers decided that each Land should have a choice between three options:

e The incumbent ministry can choose to adhere to the calculation of study places based
on the Capacity Regulation in its original version.
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e The ministry can adhere to the principles of the Capacity Regulation, but define
upper and lower margins of teaching load, so that variation in the student-professor
ratios become possible.

e The ministry can negotiate the number of study places directly with the HEI.

In order to coordinate admission to degree programmes in which the demand for places is
notoriously higher than the national supply, the Central Office for the Allocation of Study Places
(Zentralstelle fir die Vergabe von Studienpléatzen, ZVS) was founded in 1972. The most
important criterion for determining admittance to programmes in great demand was the high
school graduation (Abitur) grade. Particular grade limits were set for each study programme
under the responsibility of the ZVS. Applicants could specify several preferred places of study
ranked by priority and depending on their relative position in the pool of co-applicants, were
admitted to one of their preferred HEIs, or to another HEI, or else put on a waiting list. The
procedure was later amended so as to provide for different entrance grade limits to different
HEIs, and since 2005, HEIs have even been able to specify individual criteria for admitting
students to programmes handled by the ZVS, thus giving them a certain degree of autonomy in
terms of admittance. The range of programmes dealt with by the ZVS has been varied over time
as a function of changing demand-supply-ratios. As of 2014, admission to four degree
programmes is regulated on a national level: Medicine, veterinary sciences, dentistry and
pharmacy. In 2010, the ZVS was turned from an institution under public law into a foundation of
public law and named Foundation for University Admissions (Stiftung fir Hochschulzulassung).

For degree programmes in which the demand does not regularly exceed the supply on a national
level, universities can either keep their programmes completely free, or install local admission
procedures not overseen by the ZVS. In the latter case, the responsible university departments
establish charters specifying criteria of admission. The contents of these charters must obey the
university laws or regulations of the respective Land, which must in turn respect regulations of
the more general federal Framework Act for Higher Education (Hochschulrahmengesetz). Not
only the average Abitur grade may be applicable here, but also more specific factors, like high
school performance in certain subject areas relevant to the study programme in question, or
particular abilities. For the admission to Master programmes, the previous completion of a
suitable Bachelor degree is most relevant, but other criteria, such as an account of the applicant’s
personal motivation or the provision of certain performance records, are also used. Bogumil,
Heinze, & Gerber (2011) report national survey data according to which 88.3% of the surveyed
universities have degree programmes in which students are picked in an institutional-level
selection procedure. Survey data from Willich, Buck, Heine, & Sommer (2011, p. 126) show that
between 2000/01 and 2009/10, the share of first-time first-year students applying through the
ZVS has decreased (32% in 2000/01 as compared to 20% in 2009/10), whereas the share of
students applying directly at universities (48% in 2000/01 as compared to 70% in 2009/10) has
increased. Nevertheless, as per 2009/10, only 14% of all respondents reported that their
application procedure involved aspects other than the general university entrance qualification or
the high school graduation grade (Willich et al., 2011, p. 131). Although the figure is still small,
it doubled in ten years (2000/01: 7%).
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As of 2013, about 50% of all Bachelor programmes and about 37% of all Master programmes
have restricted admission.®® Although the Bachelor degree was initially supposed to be the
regular degree with which graduates enter the job market, most Bachelor degree holders have
chosen to take up Master studies after obtaining their Bachelor degree. Heine (2012) reports that
nearly 75% of all Bachelor graduates take up consecutive Master studies. It is yet uncertain how
this development will affect the regulation of admission to Master study places in the medium
and long term.

The situation of student admission in Germany can be summarised as follows: Historically,
public HEIs have had relatively little freedom to choose which and how many students they
admit. Admission to HEIs is to a large degree regulated by federal and provincial laws and
institutions. However, since the mid-2000s, a tendency to give HEIs more influence in deciding
which and, to a lesser degree, how many students to admit has become visible. This also means
that students may need to pass through interviews or present performance records in order to
obtain their preferred study place, and, as may be the case, make compromises concerning the
HEI at which they enrol.

Figure 1.1 shows enrolment in HEIs from 1995 to 2010. The expansion of the German higher
education sector is clearly documented by the growth in new entrants from about 260,000 in
1995 to over 440,000 in 2010, an increase of over 69%. A decrease in new entrants is observable
between 2003 and 2006, followed by a steep increase in the years thereafter. Both universities
and Fachhochschulen expanded capacities to meet increasing demand, with the
Fachhochschulen accommodating a slightly higher share of the additional demand despite the
sector being smaller in absolute terms.

%8 Calculations based on information from the on-line database Hochschulkompass (www.hochschulkompass.de).
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Figure 1.1: New entrants in universities and Fachhochschulen (1995-2010)
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Source: Federal Statistical Office of Germany (Destatis).

The number of students enrolling at private and religious HEIs has also increased markedly, but
still remains at a relatively low level when compared to the public sector, as Figure 1.2 shows:
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Figure 1.2: New entrants in public and private (including Church-maintained)
HEIs (1995-2010)
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Source: Destatis.

This shows that in absolute terms, the largest part of the enrolment increases is accommodated
by public HEIs.

Figure 1.3 represents transition rates of secondary school graduates with an HEI entrance
qualification (Abitur). The lower line shows the percentage share of pupils obtaining the Abitur
among the entire cohort of 18-20 year-old school leavers. It highlights the fact that the share of
HEI entrance qualification holders is lower in Germany than in most European countries.®
Paralleling the data from Figure 1.1, the graph shows a decrease in participation between 2003
and 2006, with a recovery in the years after. The data for the years 2008 and 2010 are taken from
a HIS-HF panel study which surveys secondary school graduates with university entrance
qualifications. The figures (72% transition in 2008 and 2010) are the sum of those respondents
who specified that they have already enrolled at an HEI or have definite plans to enrol. To
provide some context, the lower line specifies the share of HEI entrance qualification holders
among each cohort of school-leavers. It has been growing but is still clearly below European
average.

% According to the OECD’s ‘Education at a Glance’ ( 2011 issue, Table A2.1), the percentage of pupils graduating
from secondary school with a university entrance qualification (ISCED type 5A) was 62% in the EU21-area in 20009.
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Figure 1.3: Transition rates among secondary-school graduates with HEI
entrance qualifications (1995 to 2009)
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Source: Autorengruppe Bildungsberichterstattung (2012) / HIS-Survey of secondary school graduates with HEI
entrance qualifications six months after their secondary school graduation (2008, 2010) / Destatis (share of

university entrance qualification holders).

Figure 1.4 focusses on higher education participation by students in the four age-years with the
highest participation rates in higher education (‘best four years’). The overall population in the
best four years grew by 13% within ten years, while the student population grew by 49% in the
same period. As a result, participation rates rose by 7% (21% to 28%) over time, with only one
small drop in 2007. Consequently, the increase in enrolments we see in Figures 1.1/1.2 is for the

most part due to increased participation, and to a lesser extent to demographic developments.
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Figure 1.4: Higher education participation in age group of best four years (2000-
2011)
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Note: Best four years are 21-24. Domestic students only. The group covers between 37% and 43% of all students.
Source: BMBF data portal / own calculations.
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2. HYPOTHESIS A: As PRIVATE FUNDING INCREASES,
INSTITUTIONAL REVENUE INCREASES

This chapter looks at data relevant to Hypothesis A, which states that as private funding
increases, institutional revenue increases, but only if public funding remains constant. That
means that it will examine whether:

e there has been an increase in private funding

e there has been a concurrent change to public funding

e there has been a total increase in funding and how this is related to changes in private and
public revenues.

Changes in institutional funding will be considered both in terms of total institutional revenue
and relative to the number of students.

2.1 Changes in Institutional Revenues over Time

In order to test Hypothesis A, it is necessary to make a distinction between public and private
revenues of HEIs. This is a difficult task in the German case, because the data reporting systems
are not geared toward this distinction. As will be explained in more detail below, the official
statistics focus on what HEIs receive funds for rather than where they come from. Accordingly,
they distinguish between recurrent core funding (provided for the operation of core tasks in
teaching and research, the amount of which is specified as described in Section 1.4),
administrative revenues of HEIs (revenues of assets and revenues of services delivered by HElIs,
excluding research) and third-party funding provided on top of institutional funding, usually for
research projects. A figure which can be derived from official statistics is total income of HElISs,
specified here as the sum of recurrent core funding, income from assets and economic activities,
third-party funding and tuition fees.” This can be used to obtain an approximation of the general
financial situation of the German HEI sector over time.”

The data, presented in Figure 2.1, show an overall increase of 47% in 15 years, from 14.1 billion
euros in 1995 to 20.7 billion euros in 2010. This means that the consequent of Hypothesis A is
fulfilled: Institutional revenues have increased, even markedly. The question is now whether and
to what degree this increase is attributable to the private sector.

" Funds provided for capital expenditure are excluded from calculations regarding income because they are only
specified as a category of expenditure, not income, in the official statistics.

™ In this and all ensuing figures and data on HEI financing, university hospitals and clinics are excluded as these
costs are not directly related to research and teaching expenditure and are unevenly spread between the Lénder and
individual HEIs.
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Figure 2.1: Income of HEls (1995-2010)>
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Note: Income rendered as the sum of recurrent core funding and income from fees, third-party funds, assets and
economic activities. Private HEIls include Church-maintained institutions. University hospitals and clinics are
excluded. Constant prices (2011).

Source: Destatis / own calculations.

As noted before, the answer to this is complicated by the structure of the available administrative
data. An additional difficulty is that while on the side of the recipients, the data do distinguish
between the public and private HEI sector, it is impossible to specify the cost-sharing ratio in
private HEIs. Although private HEIs are for the most part financed through tuition fees, some
Lander contribute to the institutional funding of private HEIs, and private HEIs may moreover
receive public third-party funds and benefit from federal funding programmes (see
Wissenschaftsrat, 2012). According to a study published by the Stifterverband flir die deutsche
Wissenschaft (Frank, Hieronimus, Killius, & Meyer-Guckel, 2010), the average income structure
of a private German HEI includes 4% third-party funds from public sources and 12%
institutional core funding, which may include public contributions. The exact share of public
funds to private HEIs cannot be determined using available data.

Figure 2.2 represents percentage shares of total HEI income as defined in Figure 2.1 above for
the private and public sector separately.

2 Germany introduced the euro as a currency in 2002. Before that time, the national currency was the Deutsche
Mark. Its currency rate was fixed as follows: 1 euro equals 1.95583 Deutsche Mark. All calculations in this report
are based on this equivalence for the years up to and including 2001.
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Figure 2.2: Shares of total HEl income by sector (1995-2010)
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Source: Destatis / own calculations.

These data support the observations from Chapter 1 that quantitatively speaking, the private HEI
sector still plays a marginal role in the German HEI landscape despite a significant growth
through the years. In view of the fact that Germany was chosen for this project as an instance of
a country in which higher education is predominantly provided by public institutions (i.e., private
funding of private institutions is not substantial), the following analysis of financial data will
only consider the public sector. This avoids the problem of assigning income of private HEIs to
public or private sources, although it should be borne in mind that the actual share of private
higher education funding in Germany will remain underestimated through the exclusion of
private HEIs.

What the available data on the funding of public HEIs can provide is an approximate distinction
between private and public third-party funds, and the income through tuition fees (since 2006),
which will also be counted as private contributions. This will be done next. Before looking at the
data, the following comments are in order:

e The problem of assigning administrative revenues remains unsolved. An example of

this source of funding would be if an HEI lets rooms to an external organisation.
Depending on whether that organisation is public or private, the income would have
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to be counted as coming from public or private sources. Since this information is not
available, administrative revenues will be treated as a distinct element that cannot be
assigned to public or private.

e Tuition fees are only recorded as a separate source of income from 2006 onwards.
The category is officially called ‘student contributions’ and it includes administrative
fees. Before 2006, fees (for special programmes or for students beyond their
stipulated period of study) were included in the category of ‘administrative
revenues’. Since no Land had general tuition fees before 2006, this change does not
distort the data too much. From 2006 onwards, student contributions are factored out
of administrative revenues in the presentation below.

e The official statistics include ‘revenues from foundations’ as a separate category.
However, it cannot be determined whether these funds are public or private. The
most important German science foundation, the Volkswagen Foundation
(Volkswagenstiftung), received its funding capital from revenues of selling a state-
owned automobile firm. The stock company providing the foundation capital is partly
owned by the public and partly by private investors. The Volkswagenstiftung is
legally speaking a charitable foundation established under private law. A clear
classification of the funds it provides as either public or private is not obvious. It is
conceivable that similar problems would arise for the assignment of other
foundations, too. Therefore, funds from foundations will be represented as a separate
category, too.

e The statistics, moreover, include a category for third-party funds from ‘international
organisations’. Since it cannot be determined whether these organisations are public
or private, this category is excluded from the figures below.

Applying these restrictions, Figure 2.3 results. We see that regardless of the assignment of
administrative revenues, the public HEI system in Germany is to a large degree publicly funded.
Nonetheless, a trend towards more private funding is visible: If private third-party funds and
tuition fees are grouped together as private contributions, their share of public HEIs’ income
increased from 2.8% in 1995 to 8.3% in 2010 (maximum of private: 9.4% in 2008). From 2005
onwards, the share of income from public sources decreased as the share of income from fees
increased.
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Figure 2.3: Relative amounts of income of public HEIs from different sources
(1995-2010)
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Note: Total public funding rendered as the sum of recurrent core funding and third-party funding from public
sources. Income from student contributions includes tuition fees, administrative fees and examination fees. Other

income includes revenue from economic activities and assets. University hospitals and clinics are excluded.

Source: Destatis / own calculations.

Looking at the absolute amounts of funding, one sees that all sources discussed above
contributed to the growth of the system. In particular, with regard to Hypothesis A it can be
stated that the growth of public funding to HEIs is not negatively correlated with private funding

to HEIs:
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Figure 2.4: Absolute amounts of income of public HEIs from different sources
(1995-2010)
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Source: Destatis / own calculations.

Third-party funds

Official statistics do not distinguish between third-party funds for research and for teaching. It
can be assumed that the largest part of third-party funds is provided for research purposes.”® The
term ‘third-party funds’ is sometimes also applied to tuition fees (‘third-party funds for
teaching’), but this usage will not be adopted here, i.e., tuition fees will be regarded as a separate
source of income of HEIs. The increase in the amount of private third-party funds is a salient
feature of Figure 2.4. Concerning public third-party funds, an even stronger increase can be
determined: The importance of this income source trebled in the period of investigation. The
figures show that the absolute amount and the share of both public and private third-party
funding increased sharply.

" But cf. Konegen-Grenier & Winde, 2011 for an investigation into the business sector’s financial contributions to
HEI teaching and learning.
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Third-party funding and tuition fees are the two major elements through which changes in the
cost-sharing balance can result, given that institutional core funding is by definition provided by
public sources for public HEIs. What is important in the German case is that increasing third-
party funds from the business sector have not caused a significant shift in the overall cost-sharing
balance, because third-party funds from public sources have increased as well, even more so than
private funds. This becomes visible when looking at the shares of third-party funders. The
category ‘public funds’ in Figure 2.5 below includes that part of funding from public sources
which is not allocated in the way of institutional core funding.

Figure 2.5: Percentage of third-party revenue of public HEIs from public and
private sources and foundations (1995-2010)
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Note: Public third-party funds are the sum of contributions from the following funders of the official statistics: the
federal state, the Federal Employment Agency, the Lédnder (excluding institutional core funding), the communities,
‘other public sources’, the German Research Foundation (DFG), and the European Union. Funds from private
sources include societies for the promotion of higher education institutions and funds from the business economy.
Funds from ‘international organisations’ were excluded because they could not be assigned to either public or
private. University hospitals and clinics are excluded.

Source: Destatis / own calculations.

The three most important third-party contributors are the German Research foundation (DFG),
the federal state, and private business. In 2009, 34.1% of all third-party funds to HEIs were
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provided by the DFG, 22.1% by the federal state and 21.1% by business. Both the DFG and the
federal state have increased their share of the overall third-party funds to HEIs, while no such
tendency is observable for the business sector. In absolute terms however, all third-party
contributors greatly increased their funding levels in the period of investigation: In constant
prices (2011), the public sector increased its third-party funds from 1.05 billion euros to 3.3
billion euros (equalling an increase by a factor of 3.1), and business increased its funds from 0.35
billion to 0.95 billion (a factor of 2.7).

There is variation concerning the role of private contributors to HEI funding: Bavaria has the
highest share of private third-party funding, with an average of 32% of all third-party funds. In
the city states, the share is clearly smaller (about 15%).

Tuition fees

In Germany, private income through student contributions increased in significance in
2006/2007, when general tuition fees were introduced to the public HEIs of some Lander. Since
this type of revenue was relevant for only some Lander, it makes sense to consider them
separately.

Figure 2.6 shows the tuition fees in euros per student for five Lander which charged fees from
2007 until 2010. The figures are an approximation because the student numbers are specified for
each winter semester, whereas the income figures are per calendar year. The figure shows that
the average amount of income per student was between 600 and 700 euros a year. The income
per student was highest in Lower Saxony in 2009 and 2011. The Land had the lowest ratio of
exemptions (see Section 4.1). The decrease in Baden-Wurttemberg after 2007 is partly due to a
new regulation which exempted students with two or more fee-paying sibling from paying fees.
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Figure 2.6: Euros per student from tuition fees in public HEIs of five Ldnder
(2007-2011)
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Figure 2.7 displays the share of tuition fees as a percentage of total income for those seven
Lander which had or still have general tuition fees. The graph shows that in most Lander,
income through fees amounted to between 6% and 8% of the income of HEIs for most of the
time. Hesse (2008) and the Saarland (2010) abolished fees in the period of investigation, which
is why their curves drop to near zero in the graph (administrative fees and fees from special
study programmes remained). In the other Lander with the exception of Bavaria and Lower
Saxony, the percentage of income obtained through fees diminishes after 2007, an effect which is
mostly due to a stronger increase in other sources of income.
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Figure 2.7: Tuition fees as a percentage of total income of public HEIs in seven
Lédnder (2007-2011)
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Also worth mentioning is the fact that for Fachhochschulen, fees had a stronger financial impact
than for universities. This is mainly because Fachhochschulen have smaller research budgets
than universities. As a consequence, income through tuition fees accounted for a greater
percentage of the total income of Fachhochschulen than of universities. In Hamburg for
example, Fachhochschulen received 19% of their total income through fees in 2007, whereas it
was only 6% for the universities in the same year. The following graph shows the differences
between universities and Fachhochschulen:
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Figure 2.8: Tuition fees as a percentage of total income of public universities
(left) and Fachhochschulen (right) in seven Lédnder (2007-2011)
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Note: Income specified as the sum of recurrent core funding and other income excluding funds for investment.
University hospitals and clinics are excluded.
Source: Destatis / own calculations.

Looking at the country as a whole, public Fachhochschulen received 6.9% of their total income
through fees on average between 2007 and 2010, whereas the figure for universities is 3.9%."

In all Lander, tuition fees are/were earmarked for the improvement of studying conditions (see
Section 1.5), and all governments affirmed that tuition fees were going to be additional funds for
HEIs. This has two important implications:
Income through tuition fees is not used to finance the quantitative expansion of the system.
Income through tuition fees is not accompanied by cuts in other budgetary components.

™ These figures include fees for long-term students and for special fee-based programmes (e.g. in further education).
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Different experts interviewed for this report verified these propositions. Therefore, the
assumption can be made that tuition fees in Germany shifted the cost-sharing balance towards a
greater contribution from private stakeholders, but under a special condition: The additional
private funds were used for qualitative improvements in a specific area of HEI performance. The
principal rationale behind this was to create a direct link between what students contribute and
what HEIs offer them in return for that contribution.”

As was noted earlier, fees have been or will be abolished in all seven Lénder pointed out above,
and all of them have established or are going to establish compensational funds which are/will be
provided by the government. This implies that the cost-sharing balance will shift towards the
opposite direction for this type of expenditure, i.e. the public shares will increase.

To see how spending on the HEI sector has changed compared to the country’s economic
development, Figure 2.8 displays the contribution of the three most important sources of funding
represented in Figure 2.4 as a percentage of the country’s (deflated) GDP.

Figure 2.9: Contributions to funding of public HEIs from different sources as a
percentage of GDP (1995-2010)
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Source: Destatis / own calculations.

" The comparative report of this research shows that this is use of tuition fees is common but not universal, as some
jurisdictions chose to invest tuition fees in e.g. creating additional study places or raising salaries.
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The graph shows a total increase in spending on public HEIs from both public and private
sources in relation to GDP. However, the financial growth of the higher education sector shown
in Figure 2.1 diminishes considerably when relativised to GDP. Moreover, Germany’s total
spending on the tertiary education sector has been below OECD average according to ‘Education
at a Glance’ throughout the period of investigation: The OECD average spending on tertiary
education institutions is between 1.3% and 1.5% of GDP according to ‘Education at a Glance’,
whereas the German spending was at 1.1% between 1998 and 2007 (2001: 1.0%), and only
started to rise to 1.2% and 1.3% in 2008 and 2009, respectively.”® From this perspective, the
recent growth in income of HEIs can presumably be interpreted as a narrowing of the gap with
respect to the OECD average.

2.2 Institutional Expenditures

This section focusses on how changes in overall income of HEIs affect the student experience. In
order to do this, a decision must be made about how to deal with the main funding categories
discussed in Section 2.1: Institutional core funding, third-party funding, and tuition fees.

Recurrent institutional core funding comprises funds for the core tasks of HEIs: teaching and
research, including funds for administration, equipment etc. The providers of the funds do not
distinguish between funds for research and funds for teaching. Professors at universities have an
average teaching load of about 8-9 hours of courses per week during the semester (for professors
at Fachhochschulen, it is about twice that amount). At the universities, professors are also
required to do research, but this is not quantified directly by law, as it is the case in teaching.
Therefore, in the following calculations recurrent core funding will be included as a whole in the
calculation of funds per student.”” Tuition fees will be included as well, because they are
exclusively spent on teaching due to legal regulations. Third-party funds as defined earlier will
be excluded, because they are primarily provided for research purposes. The graph in Figure 2.10
is the result of these calculations: It shows a slightly increasing curve for income per student/year
through the period of investigation. For both universities and Fachhochschulen, income per
student increased by about 500 euros between 1995 and 2011, but not in a linear fashion.

"® Source: Federal Ministry of Education and Research (http://www.datenportal.bmbf.de/portal/de/Tabelle-
2.1.5.html, 24.07.2013).

" Some data sets differentiate between expenses on teaching and on research by stipulating a normative factor
which specifies the amount of teaching and the amount of research a professor usually does. This method will not be
applied here.
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Figure 2.10: Income per student per year from recurrent core funding and
tuition fees in public HEIs (1995-2011)
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It should be added that these figures do not take into account the influence of any extra
programmes connected to the financing of study places, such as the Higher Education Pact. In
the first phase of the pact (2007-2010), additional funds from the federal state and the Lander
were provided to finance 91,000 additional study places. The programme was later extended for
a second phase (2011-2015). The federal government will have spent 7 billion euros on this
programme by 2015 (Bundesministerium fir Bildung und Forschung (BMBF), n.d.-b). The
agreement between the federal state and the Lander specified that for each additional student, the
programme was going to provide 22,000 euros in the first phase and 26,000 euros in the second
phase (Gemeinsame Wissenschaftskonferenz, n.d.). The impact of this programme cannot be
factored in to the above chart because the relevant statistics do not specify it separately.

The relative stability of the income per student is interesting when considering the steep increase
of total student numbers (see Figure 1.1): It entails that total expenditure on higher education
must have increased.

To examine whether fee-charging Lander differ from non-fee-charging Lander in terms of
spending per student, the following graph differentiates Figure 2.10:
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Figure 2.11: Income per student per year from recurrent core funding and
tuition fees in fee-charging and non-fee-charging Lénder (2005-2011; 2005 = 1)
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Source: Destatis / own calculations.

The figure shows that with the exception of Fachhochschulen in fee-charging Lander in 2008,
spending per student increased by a similar amount in fee-charging and non-fee-charging Lander
throughout the period in which fees were charged (from 2007 onwards). This means that Lander
without fees apparently managed to increase spending per student out of public funds. A
noteworthy pattern highlighted by Figure 2.11 is the growing difference between
Fachhochschulen in fee-charging and non-fee-charging L&nder between 2008 and 2011.
However, this pattern is only partially linked to increasing private income through fees: The
greater part of the gap between the two groups of Fachhochschulen was caused by a stronger
increase in recurrent core funding in fee-charging Lander than in non-fee charging Lander. An
exception is Hamburg (not shown separately in Figure 2.11), where institutional funding was
reduced between 2005 and 2010 but Fachhochschulen realised an overall increase in funding
through fees.

Total spending by other private contributors per student cannot be specified using available
statistics. A study that investigates spending on students from the perspective of business and
industry (but not HEIs) is Konegen-Grenier & Winde (2011). For the year 2009, the authors
calculate that business invested 1.539 billion euros in the academic education of individuals
(Konegen-Grenier & Winde, 2011, p.7). Out of that, 675 million euros were spent on financing
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students in dual study programmes, 535 on internships, 286 on financing higher education, 41 on
grants, and 2 on other activities.

Another, more indirect way of assessing how changes in institutional revenue affect teaching is
to look at the student/teacher ratio. The assumption is that higher spending per student will lead
to a lower students-to-teacher ratio. For Germany, official statistics do not clearly distinguish
teaching personnel inside the group of academic staff; this is because the standard case for
academic staff is to be active in both research and teaching. Figure 2.12 results from dividing
the number of students at all HEIs by the number of academic staff. The graph shows a relatively
stable progression with a slight decrease after 2006 for HEIs as a whole. Most noticeable is the
increase in students per staff in the Fachhochschulen in the 2000s. This mirrors the decrease in
funding per student at Fachhochschulen taking place in the same period (see Figure 2.10).

Figure 2.12: Students per academic staff (1995-2011)
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Also of interest in this context is a look at how fee-charging Lander invested additional funds
from fees. In Lower Saxony, the percentage of income through fees spent on additional
personnel increased steadily, from 20.9% in 2006 to 55.6 % in 2009 (NMWK, 2010).This means
that roughly 53 million euros were spent on employing additional personnel in 2009 in Lower
Saxony. In Baden-Wirttemberg, 46.5% (64 million euros) of the fees were spent on additional
teaching staff in 2009/2010 (Monitoringbeirat, 2011, p. 27). In the same year, Bavarian
universities spent 47.2% of their income through tuition fees (28.8 million euros) on additional
academic staff with teaching obligations (Fachhochschulen: 6.9 million euros, equalling 38.9%;
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see Gensch & Raller, 2011, p. 86). The sources do not state how many staff members were
employed through these funds, making it impossible to analyse this change directly in terms of
student/teacher ratios. However, the federal statistical office publishes student/staff ratios
differentiated by Lander. Figure 2.13 illustrates changes in this ratio in five Lander charging fees
from 2007 until 2011. The graph shows that the student/staff ratio decreased in all five Lander
between 2007 and 2011. However, with the exception of Hamburg, this appears to be a tendency
that started before the introduction of fees. Moreover, the data show the same pattern for the non-
fee-charging Lander, so that it can be assumed that tuition fees were not the (sole) driver of
lower student/staff ratios.

Figure 2.13: Students per academic staff in five fee-charging Lédnder (all HEls,
2005-2011)
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2.3 Evaluation

The evidence amassed in this chapter suggests that the German case supports Hypothesis A
insofar as public revenues of HEIs in fee-charging Lander did not decrease as private revenues
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increased. However, some qualifications concerning the role of private and public funding
streams for the HEI system are in order.

Across all Lander, recurrent core funding for public HEIs rose by 19% in real terms in the period
of investigation, whereas third-party funding for public HEIs rose by 139%. This means that the
absolute financial growth was mainly caused by an increase in third-party funds from both
private and public sources. This observation is in line with that of several interviewed experts
who stressed that the most important change in the income structure of HEIs was the growing
importance of third-party funds.

Although third-party contributions from the private sector steadily increased in the period of
investigation, their share of overall third-party contributions did not, because public third-party
funds increased even more. This growth is mainly due to an expansion of the funding activities
of the public German Research Foundation (DFG) as well as the federal state. In recent years, the
country’s ‘Research Excellence Initiative’, launched in 2006 cooperatively by the federal state
and the Lander, provided HEIs with several billion euros of additional funds, mainly for research
projects (see DFG, n.d.).

While third-party funding is spent for the most part on research, tuition fees have been spent
exclusively on teaching and teaching-related activities, due to political regulations. As the
analysis showed, in Lander charging fees after 2006, the share of fees to HEIs’ total income was
mostly in the range between 6% and 8%. Importantly, fees were used to improve study
conditions, not to create new study places or finance non-teaching-related measures in all Lander
concerned. The experts’ view and the literature both suggest that these measures were indeed
effective. One expert reported his observation that fee-charging Lander were under pressure not
to cut government funds to HEIs because stakeholders had become alert to the importance of
adequate HEI funding after the introduction of fees.

In Germany, tuition fees were not used to finance the quantitative expansion of the system, and,
according to one expert, this has never even been up for discussion in Germany. The recent
increase in student numbers was instead financed by a growth in institutional funding and
additionally by a programme launched cooperatively by the federal state and the Lander in 2007:
the Higher Education Pact 2020. In other words, the expansion of the system was financed by
public funds except for the small but growing contribution of the private sector. Besides
increasing institutional core funding for HEISs, in recent years (2007 onwards) additional public
funds have also been invested in improving the quality of teaching: The Quality Pact for
Teaching (Qualitatspakt Lehre) makes available 2 billion euros between 2011-2020 for measures
to improve the quality of HEI teaching, for instance by employing additional personnel
(Bundesministerium fir Bildung und Forschung (BMBF), n.d.-a). The extra funds are provided
by the federal state; the Lander agreed to provide adequate institutional core funding in return.

The precise amount of contributions of the business sector to the HEI system could not be
quantified. This is partly a consequence of the official statistical data grids, which do not always
distinguish between private and public sources; and partly due to the way in which HEIs benefit
financially from contributions of the business sector. Contributions in terms of equipment,
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lectureships or sponsorships, to name a few activities, have a tangible financial value, but are
insufficiently captured by the statistics.

After the demise of general tuition fees in Germany, the current debate about higher education
funding has been less focussed on how costs should be shared between public and private parties,
but rather between the Lander on the one hand and the central state on the other hand. An
emerging majority of stakeholders advocates a stronger engagement of the federal state in higher
education funding to relieve the Lander from their increasing financial constraints. Ways to
make this scheme compatible with existing legal restrictions have yet to be found.
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3. HYPOTHESIS B: AS THE INCENTIVES TO EARN
PRIVATE FUNDING INCREASE, INSTITUTIONS BECOME
MORE RESPONSIVE TO USER DEMAND

This chapter looks at data relevant to Hypothesis B, which states that as incentives to earn
private funding increase, institutions become more responsive to user demand. However, this
expected effect is conditional on the attractiveness of these private revenues and whether
increasing these revenues has trade-off effects for the overall behaviour or prestige of HEIS.

Various aspects of responsiveness will be examined, including changes to provision, enrolment
and the connection between HEIS and users. If no changes to responsiveness are visible, this is
likely related to the incentive structure present in the higher education system, which might
favour other behaviours such as the maximisation of public over private funding. As will become
clear in the course of this chapter, Germany is an example of a country in which incentives to
increase responsiveness remained limited in the period of investigation, making it a difficult case
with which to test Hypothesis B.

3.1 Enrolment by Discipline

The aim of this section is to examine whether HEIs change their provision of study programmes
as a result of changes in cost-sharing.

According to expert opinion, the introduction of fees in Germany was not linked to plans to
change the range of existing programmes. Such changes could rather be expected from the
Higher Education Pact 2020, because the Pact explicitly aims to enable the Lander to “set
priorities”, which might involve priorities in terms of fields of study.

Nevertheless, depending on the degree of freedom an HEI has to close and establish study
programmes it is conceivable that HEIs in fee-charging Lander attempt to attract more students
for low-cost programmes (within the limits set by their governments) in order to obtain the best
possible ‘profit’ from the unitary tuition fee.’®

To see whether such an effect is visible, enrolment patterns were investigated as a proxy for
changes in the supply of programmes. Figure 3.1 represents the changes in enrolment for the

"8 In the period of investigation, the situation in Germany was marked by a growing autonomy of HEIs’ ability to
decide on the establishment of study programmes. Most ministries merely confirm the establishment of study
programmes, and accreditation is carried out by independent agencies. In some Lénder (e.g. Bavaria and Lower
Saxony), the establishment of study programmes is dealt with in target agreements between the HEIs and the
ministry, which is in charge of higher education planning for the Land; see Winter (2011, pp. 246-248).
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country as a whole. The graph shows relatively stable enrolment patterns, with a slight increase
in the subjects of science, mathematics and computing during the 2000s (+2.7% percentage
points between 1999 and 2007). Enrolments in Engineering, Manufacturing and Construction
decreased by roughly the same amount in the late 1990s but recovered in the 2000s.

Figure 3.1: Enrolment in HEls by field of study (1995-2010)
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To see whether the introduction of tuition fees had effects on enrolment behaviour, Figures 3.2-
3.4 display the situation in three fee-charging Lander from 2004 onwards.

The decisive stretch of time for all of these three Lander would be the years 2007-2010, since
2007 was the time when all three of these Lander introduced tuition fees. Changes in enrolment
patterns as a consequence of the introduction of fees might concern increases in study
programmes that allow more flexibility than others (giving students the opportunity to work in
part-time employment parallel to their studies), or programmes associated with better rates of
return; or decreases in programmes for which it is more difficult to enter the job market directly
after graduation (in Germany, this is mainly the case for humanities - see Briedis, Fabian, Kerst,
& Schaeper, 2008). Overall, the enrolment patterns in fee-charging Lander do not show a clear
sensitivity to tuition fees. The changes observable after 2006/07 appear to be within the natural
range of fluctuation taking place throughout the period of investigation in fee-charging and non-
fee-charging Lé&nder. Changes such as the relative increase of entrants in engineering,
manufacturing and construction in Bavaria (+3 percentage points) appear to continue
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developments that had already begun earlier. The other fee-charging Lander not represented in
the charts below do not show significant changes in enrolment patterns after the introduction of
tuition fees, either.

Figure 3.2: Enrolment in Bavarian HEls by field of study (new entrants 2004/5-
2010/11)
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Figure 3.3: Enrolment in Hamburg HEls by field of study (new entrants 2004/5-

2010/11)
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Figure 3.4: Enrolment in Lower Saxony HEls by field of study (new entrants
2004/5-2010/11)
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3.2 Enrolment Patterns by Mode

Part-time study programmes
This section is about the provision of part-time study programmes, i.e., programmes specifically

designed to be executed in part-time by way of an extended standard period of study. Changes in
actual time budgets spent on studying will be discussed in Chapter 4.
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The official statistics do not take into account part-time study programmes; they only distinguish
between basic study programmes and further education. The HIS/DSW Social Survey does
however include data on the number of part-time study programmes, which are derived from
statistics administered by the German Rectors’ Conference. Based on this source, the number of
basic part-time study programmes (excluding part-time further education programmes) between
2004 and 2014 is shown in Table 3.1:

Table 3.1: Part-time basic study programmes (2004-2014)

Number of part-time programmes Percentage of all study programmes
2004 119 ~1
2007 217 2.5
2009 224 2.5
2012 505 5.4
2014 732 7.6

Source: 16th to 19th HIS/DSW Social Survey / German Rectors’ Conference via Hochschulkompass (2014).

The figures show a clear overall increase in basic part-time programmes. In addition to this,
HEIs can allow for certain regular programmes to be studied part-time by lengthening the
deadlines for courses to be taken, examinations to be passed, etc.”® Such offers are not included
in the above figures, which only count dedicated part-time programmes.

The growth of part-time study programmes in Germany cannot be directly related to cost-sharing
considerations: no additional fees are/were charged for part-time student status as such. In fee-
charging Lander, the usual procedure was/is to reduce fees for part-time students proportionally
to their use of services. Consequently, an expansion of part-time programmes to raise additional
private revenue could only be expected from HEIs in fee-charging Lander, where every student
is a source of additional revenue. As data on the provision of part-time programmes
differentiated by Lander are not available, no statements can be made to this effect. In the
literature on the topic, the increase in part-time students and programmes is taken to be indicative
of a more pronounced service orientation of HEIs: Institutions are trying to better accommodate
to a change in demand, and in the case of part-time study programmes, demand from persons
with young children appears to be just as important as demand from professionally active
persons (see Kibler, 2011).

Further education programmes

What appears to be more important in terms of modes of study than basic part-time study
programmes is the provision of further education programmes. These programmes are
specifically designed for persons who have gone through formal education and have gathered
professional experience. The programmes build upon and extend professional experiences,

™ An example of an HEI providing this service is the University of Potsdam:
http://www.uni-potsdam.de/studium/konkret/studienorganisation/teilzeitstudium.html (09.07.2013).
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usually with a scientific orientation. They can, but need not conclude with a scientific degree.
The following table presents data on the number of further education programmes at German
HEIs over time. It only includes Master programmes, which are the standard form of further
education programmes in Germany. Table 3.2 shows that further education programmes are a
rapidly growing segment in both the public and the private sector: The number of ‘non-
consecutive Master programmes’ (i.e., Master programmes building on learning outcomes of a
particular professional activity) increased more than three-fold in both public and private HEIs
within seven years. However, in the private sector further education is clearly more relevant: In
2014, almost one in two Master programmes offered by private HEIs was non-consecutive,
whereas the share was 13% in the case of public HEIs. This demonstrates that private HEIs
specialise in offers that are not focussed on as much by public HEIs (a point which will be
elaborated in Section 3.4 below).

Table 3.2: Further education study programmes by sector (only Master
programmes, 2007-2014)

Public HEls Private HEls
Numbe.r LT Share of all Master Numbe.r UL Share of all Master
consecutive Master consecutive Master
programmes programmes
programmes programmes
2007 160 6.3% 39 22.2%
2008 298 8.0% 68 27.0%
2009 395 9.0% 81 28.7%
2010 447 8.7% 112 31.9%
2014 639 13.1% 128 49.0%

Source: German Rectors’ Conference / own calculations.

The cost-sharing regulations with respect to further education programmes vary between Lander,
but in general public HEIs in Germany are allowed to charge fees for further education
programmes so as to at least cover the cost of their provision. This means that unlike basic study
programmes, further education programmes are a potential source of private income from
students for public HEIs. According to several interviewed experts, public HEIs have been
reluctant in making use of this source of private income. Two experts commented that many
HEIs simply do not see it as part of their core mission to provide further education. This would
be in contrast to the position of the Standing Conference of Education Ministers, who appealed
to HEIs to acknowledge further education as one of their core tasks (Kultusministerkonferenz,
2001), respecting the Framework Act for Higher Education. Since Hypothesis B assumes that
HEIs not only have the opportunity, but also the incentive to earn private funds, it has to be
determined first whether such incentives actually exist for (public) HEIs in the realm of further
education programmes, and whether there are other incentives thwarting them.
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Investigating this issue, Weiland (2006) finds that by international comparison, German HEIs are
not very active in the area of further education, and suggests that aside from the demand-side
causes, this might have to do with the high degree of competition in the field of further
education, with many non-HEI providers competing in the most sought-after professional fields.
The Deutsche Gesellschaft fir wissenschaftliche Weiterbildung und Fernstudium e.V. (Deutsche
Gesellschaft fur wissenschaftliche Weiterbildung und Fernstudium, 2005) observes that many
public HEIs lack the possibility to determine the actual cost of their further education
programmes and are therefore not in a position to fix realistic prices despite legal requirements
to do so. In addition, as noted by Witte & von Stuckrad (2007, p. 92), the provision of further
education programmes does not affect an HEI’s stipulated capacity, i.e., students in further
education programmes do not ‘count’ in the ministry’s calculation of staff appropriattions.80 This
might make it disadvantageous for an HEI to engage in further education, at least as long as there
IS no unused capacity at the institution.

Summing up the evidence, the reluctance of public HEIs to generate private income through
further education programmes appears to be caused by a mixture of a general lack of
entrepreneurial drive in such activities on the one hand, and structural conditions that make
competing for students in further education unattractive on the other hand.

3.3 Enrolment Composition

The aim of this section is to investigate whether enrolment composition changes as a result of
HEIs changing their offer to more profitable areas of study, where private revenues are high.

The general situation with respect to tuition fees in German Lander is such that there is no single
group of students that has to pay a higher amount of fees than any other. Therefore,
maximisation of private income, if at all a goal of public HEIs, cannot be reached by way of
attracting (or crowding out) certain groups of students. As a result, any changes to enrolment
composition at German HEIs cannot be linked to cost-sharing considerations. A recent and novel
development concerns Saxony: in 2013, the Saxonian Parliament passed a law allowing HEIs to
charge fees from non-EU international students, if the HEI establishes a concomitant grant
scheme for this group (Die Staatsministerin fiir Wissenschaft und Kunst, 2013). The music
college in Leipzig (HMT Leipzig) is the first Saxonian HEI to make use of this option: It charges
non-EU international students 1,800 euros per semester (Hochschule fur Musik und Theater,
n.d.). It is too early to say whether and how this changes enrolment composition at the
institution.

8 An exception is Schleswig-Holstein, where HEIs can reserve up to 10% of their total teaching capacity for further
education.
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3.4 Diversity of Provision

Changes in the number of HEIs

Figure 3.5 shows the number of public and private institutions by sector. While the number of
institutions remained relatively stable in the public sector, there was a strong increase in the
number of institutions in the private sector, particularly in the 2000s. The number of private
Fachhochschulen increased from 69 in 2000 to 130 in 2011.

Figure 3.5: Number of public and private HEIs by sector (1995-2011)
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Private HEIs are for the most part financed through tuition fees, which leads to the assumption
that they have a high demand-orientation (see Werner & Steiner, 2010, p. 483). In 2013, more
than half of all study programmes offered by private HEIs are in business studies, and in 2010
60% of all students at private HEIs were enrolled in a programme with a business-related focus.
The second largest group was health and welfare (20% of all programmes). Private HEIs are on
average much smaller than public HEIs: The average total student number in private HEIs is
roughly 1,000, as opposed to about 8,000 in public HEIs. A typology of private HEIs in
Germany is developed in Frank et al. (2010). The most popular types of private HEIs according
to this study are, firstly, institutions which offer academic education for professions that were
formerly trained exclusively in the non-tertiary sector (mostly health, IT, business, media and
design and crafts); secondly, institutions offering flexible programmes, which are attractive to
persons who are employed parallel to their studies; and thirdly institutions that offer tightly-
organised basic-degree programmes with a focus on a rapid labour-market entry. The authors
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stress that only a minority of private HEIs in Germany seek to train elites, and that on the
contrary many private HEIs make offers to students to whom public HEIs do not appeal and who
otherwise would not have considered higher education at all (Frank et al., 2010, p.7). From this
perspective, private HEIs certainly contribute to the diversity of provision in the German HEI
landscape. However, as the authors also note, public HEIs have begun to embrace what used to
be distinctive features of private HEIs — e.g. a focus on applicability of learning outcomes and a
strong service orientation —, thus increasing competition for private HEIs. As Figure 3.5 shows,
in the period of investigation the private sector apparently succeeded in bearing up against this
competition.

The average size of public and private institutions as measured by enrolment numbers is
represented in Figure 3.6. The figure shows great differences between universities and
Fachhochschulen, and between the public and private sector. Public universities are by far the
largest institutions, with about 17,000 enrolled students on average. Public Fachhochschulen are
much smaller with around 4,000 students on average in the latter half of the 1990s and an
increase to below 6,000 in 2010. The private sector has much smaller institutions, with an
average of about 1,000 students in both universities and Fachhochschulen.

Figure 3.6: Average size of public and private HEIs by sector (1995-2011)
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3.5 “Outreach” Practices

Marketing budgets

In the interviews, several experts were asked about HEIs’ changing outreach practices. They
agreed that in the period of investigation, there has been a tendency for HEIs to increase
investments in marketing. One informant observed that some HEIs intensify marketing activities
in order to attract more students, but that this could not be linked to cost-sharing considerations.
Rather, in all Lander a part of the funds received by HEIs is directly linked to how many
students are enrolled. This in turn creates an incentive to attract more students, but not because of
additional private revenue.

Another expert commented that ‘his’ institution was trying to focus its marketing activities on
special groups of students, but again not because of cost-sharing considerations, but rather in
order to attract those students that fit the institution’s profile particularly well. Examples of such
target groups would be students with high academic achievement for an HEI with a high quality
orientation, or international students for an HEI with an international profile.

Composition of governance and advisory boards

The most prominent advisory boards involving external stakeholders are the ‘university councils’
(Hochschulrate). University councils were successively introduced in the organisation of HEIs in
all Lander beginning in 1995 (Lange, 2010, p. 349). Their function is in some ways comparable
to that of supervisory groups of stock companies. In some Lander, university councils advise the
HEI management; in other Lander, they have decision-making power. Their basic domain is in
the area of strategy-building. University councils marked a turning away from the idea of
academic self-administration, because they are for the most part staffed by representatives of
external stakeholders from business, politics, religious and cultural organisations etc. One
interviewed expert commented that the establishment of university councils is indeed a sign of
increased involvement of external stakeholders in HEI governance, but is not related to cost-
sharing in the sense that possible or actual funders are specifically chosen as members of
university councils. Contrary to this standpoint, Nienhtiser (2012) found that HEIs with above-
average third-party funds from business also have an above-average share of business
representatives in their university councils. Nienhlser proposes that this is because HEIs with a
high share of private third-party funds are more dependent on reliable relationships with business
and industry partners. The appointment of top-level managers of private enterprises in university
councils signals to other businesses that the HEI is an attractive cooperation partner, which in
turn helps to sustain these relationships. Consequently, according to this research, a stronger
involvement of business and industry in university governance can be both a cause and an effect
of increased cost-sharing.
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Relationship with employers

Concerning outreach to employers, one expert commented that there is a growing tendency
towards strategic partnerships between business enterprises and HEIs.®! The parties strive to
establish long-lasting collaborations based on the matching profiles of both sides. According to
the expert, such collaborations are initiated by the enterprises at least as much as by the HEIs.
They pertain to joint projects in research, but at the same time to aspects of teaching and learning
(provision of internships, dual study programmes etc.), and hence also involve the business
partner in its function as an employer.

Another expert commented that a qualitative change in relationships with employers is not
observable from her perspective, and that if relationships with employers have become more
important for HEIs in the period of investigation, it is rather due to policy goals (cf.
‘employability’ as a central aspect of the Bologna reforms) than to cost-sharing considerations.

Entrance policies

There is no evidence from either the literature or the interviews that HEIs have changed their
entrance policies out of cost-sharing considerations. In fact, such changes can hardly be expected
given the framework conditions in Germany: The number of students a public HEI can enrol is
state-regulated. Regarding private HEIs, one interviewed expert noted that in general, private
HEIs in Germany behave more flexibly with respect to entrance criteria than public HEIs (e.g. in
terms of performance records required from applicants to be allowed into a given programme)
and linked this to private HEI’s greater dependency on income from tuition fees. Empirical
research on this issue was not found to be available. A problem in comparing admission
standards of public and private HEI is that private HEIs regularly apply admission procedures
that are different in type from those of public HEIs (e.g. interviews and screening tests instead of
Abitur grades).

3.6 Quality and Relevance

Student satisfaction with study programme and support services

For the years from 2007 onwards, a pertinent source of information about quality measured in
terms of student satisfaction is the ‘Study Quality Monitor’ (Studienqualitatsmonitor), a survey
operated by DZHW. In Heine and Quast (2011), the authors discuss whether judgements
regarding student satisfaction differ in fee-charging and non-fee-charging Lander. Their
conclusion for the period 2007-2009 is that students judge study conditions more positively over
time, but not only in fee-charging Lander, but also in Lander without fees. They conclude that
improvements in perceived quality cannot be traced to the introduction / use of fees, but are

8 This observation is corroborated by (Wissenschaftsrat, 2007, p. 92).
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rather a result of general efforts of HEIs to improve their services (Heine & Quast, 2011, p. 75).
The authors also point out that students at HEIs in Eastern German Lander are generally more
satisfied with their study conditions than those in Western Germany, although no Eastern
German Land ever charged fees in the period of investigation. According to Autorengruppe
Studienqualitatsmonitor (2012, p. 124), this effect can be explained at least partly by lower use
of capacity and thus better student/teacher ratios in Eastern German HEIs. Moreover, the authors
of this study conclude that in fee-charging Lander, measures financed out of fee income
contribute significantly to the improvement of perceived quality in teaching.

Using data from the same survey, Hauschildt, Jaeger, & Quast (2013) find that in Lower Saxony,
a fee-charging Land, student satisfaction increased between 2007 and 2011 (in particular in 2010
and 2011), and apply a multivariate regression analysis to show that this change can actually be
linked to the improvements of study conditions financed through tuition fees (Hauschildt, Jaeger,
& Quast, 2013, p. 29).

Rehn, Brandt, Fabian, & Briedis (2011) present survey data on graduates for the period 1989-
2009 which includes information on graduates’ opinion on various quality related aspects of their
degree programme. The data shows that, overall, according to the perception of graduates the
quality of higher education programmes has improved throughout the period of investigation.
However, the authors do not relate these findings to cost-sharing issues in any way.

Graduate satisfaction with employment outcomes

The survey data presented in Rehn, Brandt, Fabian, & Briedis (2011) includes information on
graduate satisfaction concerning various aspects of their employment outcome. Overall,
satisfaction has increased over the period of investigation (1989-2009); it is particularly high
with regards to the content of tasks performed by graduates as well as their working conditions.
Furthermore, graduates report that their degrees have become increasingly valuable in terms of
fuelling their professional career: The share of graduates reporting that their degree was highly
valuable in this respect increased by around 15 percentage points for university graduates (1989:
42%, 2009: 57%-58% depending on degree type) and 22 percentage points for Fachhochschul-
graduates (1989: 52%, 2009: 73%-75% depending on degree type).Employer satisfaction with
labour market supply

Changes in employer satisfaction over time can be used as an indication of a change in relevance
of educational services. In Germany, there is no national survey pertaining to employer
satisfaction with HEI graduates, and no studies are known in which employer satisfaction is
correlated with cost-sharing issues. A much stronger focus in research on employability in the
last decade was on the effects of the Bologna reforms, particularly of the new degree types
(Bachelor / Master), see e.g. the survey by Konegen-Grenier, Placke, & Stangel (2011).

With respect to the more general issue of labour-market demand for graduates of HEI

programmes, one interviewed expert elaborated that public HEIs wishing to introduce a new
programme need to establish that there is a labour-market demand for future graduates of this
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programme. But, as the expert also noted, there is no requirement to support this criterion by
needs analyses (such as surveys with potential employers), and in recent years accreditation
agencies have seldom refused an accreditation based on this criterion.

3.7 Evaluation

Summarising the results of this chapter, a tendency towards stronger consideration of user
demand is visible in Germany; however, the main cause of this tendency does not appear to be
stronger incentives to increase private revenues, as Hypothesis B suggests.

There is no clear indication that institutional behaviour has changed to maximise private revenue.
This result must be contextualised by the framework conditions under which public HEIs in
Germany operate. Firstly, HEIs have limited opportunities to act in such a way as to maximise
private revenues: Charging general tuition fees has not been an option for most of the period of
investigation due to legal and political regulations. Even when general fees were introduced in
some L&nder, they were tightly regulated in terms of the amounts and other settings. The fact
that there was no differentiation between fields of study and thus, actual costs of provision,
shows that fees were not introduced to allow HEIs to cover their actual costs, but rather to
conduct quite specific measures aimed at improving the conditions of teaching and