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Editorial

As of this issue the Journal has a new title. For the first twelve Volumes the
Journal was published under the title of International Journal of Institutional Management
in Higher Education. The title was then changed to Higher Education Management and a
new series began with Volume No.1. We shall not be changing the numbering at
this change but the IMHE Directing Group and the Editorial Advisory Board have
accepted the recommendation to add the words and Policy to the title so that it is
now the Journal of Higher Education Management and Policy (HEMP). When I argued for
the change I did so on the basis that over the years both IMHE as a whole and the
articles published by the Journal have been concerned at least as much with policy
as with management per se. Indeed a look at any of the last few issues of the Journal
suggests that “policy” is a more dominant theme than “management” reflecting, I
think, a general trend in higher education where policy and management are much
more closely intertwined than may have been the case in the past.

However the change is not intended to be simply reactive but to indicate
positively my view, and that of the Board’s, that the Journal, like the IMHE Pro-
gramme itself, should become an important contributor to the discussion of policy
issues. There has never been a time when scholars did not write that higher edu-
cation was in an unprecedented period of change but the size and the costs of
modern higher education systems and their institutions, and the range of contri-
butions, economic, social and intellectual that they are now expected to make to
their societies, means that policy issues are a great deal more pressing (and con-
tested) than they were in the past. We shall look forward to publishing more arti-
cles that deal with policy matters in higher education, whether at an international
or national systems level or in respect to institutions. At the same time we shall be
keen to attract articles about management especially if they focus on the crucial
interfaces between management and policy.

The Journal offers a further change in that we have commissioned
David Palfreyman, Bursar and Fellow of New College, Oxford, to provide a digest of
books currently being published on higher education that are relevant to IMHE mem-
bers’ interests. We all know how difficult it is to keep up with publishing material,
especially bearing in mind the wide range of books and reports published interna-
tionally, so our intention is to provide a useful service. IMHE perhaps more than any
© OECD 2002
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higher education organisation has a diverse international membership and David
Palfreyman will find it impossible to maintain an appropriate international
breadth unless he is helped by colleagues alerting him to publications that they
are aware of in their own country. I should be grateful if you would write him on
items that you think should be covered in the digest.

The Editor
Michael Shattock
© OECD 2002
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There Are Mergers, and There Are Mergers: 
The Forms of Inter-institutional Combination

Daniel W. Lang,
University of Toronto, Canada

ABSTRACT

Mergers have for many years been a fact of life in the for-profit private sector. Recently
they have become more common in the public sector and in the not-for-profit private
sector. Estimates place the number of mergers among colleges and universities in the
last decade at approximately 500. Why do colleges and universities merge? When
they use the term “merger” what do they understand it to mean? How is a merger
alike or different from other forms of inter-institutional combination. This study
addresses those questions by examining the factors that motivate merger, and by
determining the extent to which these factors are unique to merger or motivate
other forms of inter-institutional co-operation as well. To do this, the study develops a
taxonomy of inter-institutional combination, and of the factors that induce institutional
behaviour towards co-operation.

WHY INTER-INSTITUTIONAL COMBINATION HAPPENS

They kept talking about merger, and we kept talking about a federation.
In the end what we got was an acquisition.

This paraphrased quotation is from a recently completed study of mergers
among Canadian colleges and universities. The quotation expresses the opinion
of a member of the board of the Technical University of Nova Scotia, which in 1997
merged with Dalhousie University (Eastman and Lang, 2001). The point of the
quotation is to demonstrate, first, that discussions of the various forms of inter-
institutional combination are often imprecise, as terms that seem different – and
indeed are different – are used interchangeably. Second, it suggests that mergers,
consortia, and various other forms of inter-institutional combination share in com-
mon a set of motivations, even if those motives in the end take somewhat differ-
ent directions. Third, it indicates that the various forms of inter-institutional
© OECD 2002



Higher Education Management and Policy

 12
combination are not so fundamentally different that they do not occupy a single
continuum that ranges from almost complete institutional autonomy to almost
complete loss of identity within a merger.

More often than not finance motivates mergers and defines what they can
achieve (Millett, 1976). The value of a merger or a consortium or a federation is, in
the first and often only instance, basically practical and in many cases measurable,
in expectations if not in outcome. One observer explained the value this way:

“[Institutional] co-operation is one of those concepts, which like a
teaspoon or an umbrella, but unlike an earthquake or a buttercup,
are definable primarily by the use or purpose which they serve.
Although there are persons for whom co-operation seems to have
inherent values as a desirable way of life, institutional co-operation
has merit only as it contributes to the purposes of the institutions
involved – if it makes them more efficient” (Stewart, 1961).

More recent studies have confirmed these findings that finance drives many
mergers in higher education (Geodegebuure, 1992). Even when financial concerns
do not motivate merger, they may still be important ingredients in the success or
failure of mergers.

Although the financial motivations for merger differ from case to case, certain
patterns are discernible. Moreover and equally important, the motivations often
can just as readily explain the formation of a consortium or a federation or some
other form of inter-institutional Co-operation. Further, in the case of public institu-
tions, these motives are often shared with governments, many of which actively
promote or at least smooth the way for mergers and Co-operation. What are some
of these motives?

The dynamics of size and specialisation

Several studies have observed that in mergers that comprise institutions of
different size, the smaller institution is usually under some degree of financial exi-
gency (Millett, 1976; Chambers, 1983; Geodegebuure, 1992). There is a certain
generic logic to this. In higher education, economy of scale favours larger institu-
tions (Sears, 1983; Brinkman and Leslie, 1986). There is, both in theory and in
practice, an upper limit to the inverse correlation between institutional size and
unit costs but the available evidence indicates that this upper limit is very high
(Schumacher, 1983). There is no history of mergers among very large institutions,
although some large institutions participate in consortia and federations. Indeed,
some of the world’s largest universities are federations, for examples, the Univer-
sity of London and the University of Toronto.

Why would the smaller institution in a merger be more likely to be in financial
difficulty? One answer is the unfavourable relationship between institutional size
© OECD 2002
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and unit costs: unit costs usually are higher in small institutions. In the public sec-
tor of higher education there is another answer which pertains to revenue instead
of expense. Public colleges and universities, especially in North America, are very
often funded under formulas that are sensitive to enrolment. Formulas by their
nature are linear; they inherently fund average institutions or average programs.
Institutions or programs that are on the statistical fringes of such formulas – that is,
they are significantly unlike the average – usually end up being inadequately
funded. This is a particular problem for institutions that are much smaller than the
average or are more specialised (in terms of their arrays of programs) than the
average. Specialisation usually results in lop-sided cost structures that enrolment-
sensitive funding formulas fail to recognise.

Size and specialisation may often be synonymous, but not always. Large insti-
tutions, too, may have some programs that are so specialised that they fail to
achieve the critical masses that funding formulas assume. In such cases the larger
institution may be as far on the fringes of the funding formulas’ algorithms as the
smaller institution. The key difference, then, between the smaller and the larger
institution is that the larger institution has more flexibility and opportunity to
cross-subsidise programs (Massy, 1996).

Some jurisdictions address this problem by organising institutions into sepa-
rate categories or “tiers” with putatively similar cost structures and, in turn, differ-
ent funding formulas. This approach is more effective in addressing institutional
size than specialisation.

Typical objectives of smaller institutions

Given the financial dynamics of size and specialisation, it is not surprising
that smaller and more specialised institutions, as participants in a merger, per-
ceive the merger differently from their larger, more comprehensive partners.
Numerous studies indicate that smaller colleges and universities typically seek to
merge for these reasons:

• Truly new revenue may be generated from new programs that could only be
offered through merger.

• They want to secure net new resources for their programs and services.
More often than not, the net gain is due to reduced unit costs than to addi-
tional revenue. Thus the “new” revenue is only notional; the real source of
financial gain is reallocated saving.

• They want to benefit financially from government incentives to merge with
larger institutions.

• Depending on the larger institution’s reasons for considering merger, the
larger institution may be prepared to direct additional resources to the
© OECD 2002
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smaller institution. Those resources usually will be budgetary allocations
but in some case they may involve access to better facilities and services
than the smaller institution could have afforded itself.

• In “tiered” jurisdictions, merger may relocate the smaller institution to a
more favourable location in a funding formula.

• They want to be less lop-sided in terms of program costs.

• They want to achieve critical mass in small areas of specialisation.

• Their accumulated debt may assumed by their partner in merger or by the
government.

Some of these reasons could, of course, apply to any merger, but they apply more
often to smaller more specialised institutions. They also could apply to consortia and
federations. In some cases in which merger is promoted or required by government,
merger as a matter of public policy has been directed expressly at institutions below a
specified size. This was the case in The Netherlands (Goedegebuure, 1992) and in
Australia, although in Australia institutional size was expressed in ranges of funding
units (Dawkins, 1988; Ramsey, 1989).

Typical objectives of larger institutions

Intuition suggests that the larger partner in a merger will be motivated less
than the smaller partner by financial considerations. In many cases this intuition
coincides with reality, but not always.

First, “large” and “small” are relative terms. While a college with 2 000 students
will appear small in comparison to a university with 5 000 students, the difference in
size between them might not be sufficiently significant to alter their unit costs of
instruction were they to merge. There is some evidence that significant economies
of scale do not begin until enrolment reaches about 20 000 (Layard, 1974).

Further to the point, the college with 2 000 students might have five different
faculties while the university with 5 000 students might have only two. In that case
the smaller institution is the more complex. Complexity may drive costs more than
absolute size (National Commission on the Cost of Higher Education, 1998), as it
often does in for-profit firms (Lawler and Mohrman, 1996).

Second, economy of scale is not infinite. There is a point at which size no
longer confers financial advantage, and beyond which size can be a financial liabil-
ity (Blau, 1994; Patterson, 1999).

Larger institutions in mergers share some objectives with their smaller partners:

• They may wish to benefit from government incentives that encourage merger.
Some government merger schemes offer more to larger “host” institutions.
© OECD 2002
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• They may have small, highly specialised programs that, on their own, are as
uneconomic as those in smaller institutions.

• They may gain additional revenue from new programs that merger either
makes possible at a lower marginal cost than the larger institution could
realise on its own.

There are some objectives that are more characteristic of larger institutions in
mergers, and in most other forms of inter-institutional co-operation as well:

• Larger institutions tend towards diversity and comprehensiveness. As they
do, they become concerned about balance and filling programmatic voids.
Merger is a means of filling a void at lower cost, especially capital cost. This
explains why a larger institution may be willing to assume the debt of a
smaller institution. In practical terms, the larger institution would be buying
additional programs for the cost of their debt. In certain cases that could be a
bargain.

• Because of the presumption of economy of scale, larger institutions assume
that they can offer the programs of the smaller institution at lower cost, thus
producing savings for reallocation. This is also the reason for governments’
extending stronger incentives to merge to larger institutions.

• They may gain access to highly specialised facilities, some of which might
be under-utilised.

Typical objectives of government

Formally and legally mergers, consortia, and federations are among institutions,
but in the case of publicly-funded colleges and universities government almost
always plays a role in merger. Sometimes the government’s role is extremely proac-
tive as when a government forces merger. Many mergers among public colleges and
universities are involuntary; they are the creations of government. In other cases
government may force merger but not determine who the partners should be. In
other case, government may establish strong incentives to merge. Those incentives
may be positive – financial inducements are offered – or they may be negative as
when financial penalties are imposed on institutions that choose to remain inde-
pendent. Finally, a government may stimulate merger by signalling that it would
approve a merger on certain terms, or by indicating that an institution in financial
stress will not be rescued by special government intervention.

In the case of federations, governments behave as they do toward mergers
but have to take the further step of legislatively modifying degree-granting legisla-
tion in order to allow individual institutions to transfer, share, or hold in abeyance
their legal authority to grant degrees.
© OECD 2002
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For mergers among public colleges and universities, then, it is not logically or
practically possible to set the objectives of government aside. Often governments
want the same things that the institutions – large or small – do:

• Governments want new programs and a relatively low marginal cost instead
of at an average cost. Here governments are victims of their own funding for-
mulas that inherently fund at the average. Merger can make the marginal
costs of new programs lower.

• Merger can especially reduce the capital costs of new programs as the sunk
costs of previous investments can be more efficiently utilised.

• Governments are driven towards economies of scale just as individual insti-
tutions are, and perhaps more so.

There are some objectives, however, that are of greater interest to government
than to public colleges and universities. These objectives are not necessarily anti-
thetical to the interests of the institutions, but they may be of less value to them.

• Systems of higher education, particularly in older jurisdictions, may not be
rational or efficient in terms of pubic policy because, in the first instance,
there may have been no public policy when some of the institutions that
make up the system were founded. Or public policy may have changed;
an example is the shift to mass higher education with very high rates of
participation.

• Demand may have shifted to the extent that certain institutions – typically
in under-populated areas – that were viable under conventional funding
formulas cease to be viable. Merger in these cases may be a more attractive
alternative than receivership or anomalous funding.

• While affordability is of concern at both the institutional level and the gov-
ernment level, the government perspective is different. In most jurisdic-
tions governments fund colleges and universities by block transfer grants;
that is, with a few exceptions, they do not specify how an institution should
spend the public funding that is made available to it. This causes govern-
ments, when faced with affordability problems, to tend to think in terms of
simple unit costs like funding per student. Their own funding formulas draw
them to such a perspective, draw them to thinking of merger as a way of
moving all institutions to an average unit cost.

• On self-reflection, some governments recognise that they may not have suf-
ficient time or sapience to make sound decisions about all of the public col-
leges and universities for which they are responsible, particularly smaller
and more specialised institutions. Merger seen from this perspective is an
organisational device for delegating or narrowing some responsibility to a
lower level, specifically to larger institutions that become hosts through
© OECD 2002
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merger to smaller, more specialised institutions (van Ravens, 1995; Ontario
Ministry of Agriculture, Food and Rural Affairs, 1996).

THE POLITICAL ECONOMY OF MERGER AND COMBINATION

Colleges and universities (as well as other not-for-profit and public institu-
tions) are attracted to inter-institutional co-operation in order to do things that
they cannot do individually, usually because of a lack of wherewithal. Throughout
the research literature about inter-institutional co-operation, including mergers,
the motivating theme is economy and efficiency. Burton Clark, in his study of
entrepreneurial universities, described the problem well with the succinct phrase,
“demand overload” (Clark, 1998). “Demand overload” describes conditions in
which the resources that support colleges and universities become more and
more limited while the services demanded of them and their concomitant costs
increase. Given the rapid expansion of knowledge and the diversification of schol-
arship, colleges and universities, institutions are suffering a kind of scholastic
inflation that, wholly apart from the larger economy, makes it more and more
expensive to maintain the status quo.

The value of inter-institutional co-operation, in broad terms, is basically prac-
tical and in many cases measurable, in expectations if not in outcomes. Where
adequate resources – whether financial, physical, or human – are available, inter-
institutional co-operation presumably would not be undertaken. This presump-
tion is not unreasonable. Colleges and universities traditionally aim to be distinct
and self-sufficient. Each college or university seeks to be complete in terms of its
own goals and standards. Moreover, that is how they tend to describe and market
themselves. Governments, for their part, when they can afford it, promote diver-
sity over homogeneity (Lang, 2000).

Knowledge, too, is organised in a form that coincidentally supports the tradi-
tion of institutional balance, identity, and completeness. For example, the arts
and sciences and many professional programs often are described as constituting
unitary and organic bodies of knowledge that cannot be diffused. According to this
tradition, indeed in some points of v iew a paradigm (Birnbaum, 1983;
Huisman 1998), the college or university is like an atom; it cannot be split without
utterly losing its very being. When colleges and universities do change, they
change by an institutional version of Darwinian natural selection.

Whether or not the tradition of the unitary college and university has been
realised and remains tenable in fact, the tradition and image remain and, as such,
are disincentives to formal, structural forms of co-operation. The tradition suggests
that colleges and universities are as inclined to compete with one another as to
co-operate with one another. Indeed, the former is the more basic impulse, and
for that reason is a major problem in virtually any attempt at inter-institutional
© OECD 2002



Higher Education Management and Policy

 18
co-operation. In other words, the first reaction to “demand overload” is more
likely in the direction of intensified competition than of co-operation. From these
observations it follows that co-operation among colleges and universities occurs
neither spontaneously nor naturally. It is, instead, the result of carefully consid-
ered, conscious, and deliberate choices. However, when institutions sufficiently
overcome the inertia of tradition and are able to consider co-operation with other
institutions, they are faced with an ineluctable question: what form should inter-
institutional co-operation take?

Answering that question requires two distinct understandings. The first can
be described as the institutional political economy that engenders an interest in
inter-institutional co-operation in the first place. The second is a lexicon or taxon-
omy of the forms that inter-institutional co-operation may take, and of the
attributes – pro and con – of those forms.

The political economy of the university or college, for the purposes of this
discussion, is relatively simple. The model, essentially, has four or five parts:

• Scale, which may be a matter of economies of scale or of the capabilities of
sound management.

• Breadth, which usually is construed as an array of academic disciplines fields
of study, but from the perspective of a publicly funded system of higher
education may represent the array of institutions within that system.

• Quality, which may be a matter of standards applied across an institution, or of
standards determined externally as would be the case whenever governments
or buffer agencies apply performance indicators.

• Distribution, which may entail modes of program delivery (full-time, part-time,
co-op, distance) or the geographical location of programs and campuses.

• Economy and Efficiency, which in practical terms represents the expense and
efficacy of delivering programs while balancing scale, breadth, quality, and
distribution.

In fact, one can argue that striking that balance is the essence of the political
economy of any college or university. One might argue further that inter-institutional
co-operation in one form or another is a means of calibrating the balance in ways that
would be either impossible or impractical for a college or university acting alone.

This description of the political economy of a college or university explains
why in public systems of higher education governments may be interested in
inter-institutional co-operation, including merger, even though it is essentially an
institutional phenomenon. Governments as well as individual colleges and univer-
sities seek to strike a balance among scale, breadth, quality, and distribution, and
then balance all of them against economy and efficiency. However this balance is
struck, two important facts may be discerned. First, the first four attributes – scale,
© OECD 2002
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breadth, quality, and distribution – would be expected to correlate positively with
cost, while the fifth – economy and efficiency – would correlate negatively. The
juxtaposition of the four attributes that correlate positively with cost and the one
attribute that does not, represents the fundamental problem in the political econ-
omy of higher education, whether at the system level or the institutional level. In
the absence of that correlation, the interest in inter-institutional co-operation as a
means of striking the balance grows.

An individual college or university must attempt to strike the same balances
among its programs. The graph in Figure 1 explains this political economy further,
specifically with regard to the problem of balancing cost and quality. In this graph,
two programs – Program C and Program F – are optimally situated on a line that
represents a balance between cost and quality. The fundamental problem is to
determine how or whether the remaining programs can be relocated to the line
that represents the optimal balance. It is obvious from the graph that some low
cost, low quality programs – like Program A – are in effect “cash cows” that benefit
programs of higher cost and higher quality like Programs E and F. Depending on
the distances between the current locations of the programs and the line of opti-
mal balance a college or university might find it highly difficult if not practically
impossible to move each program to an optimal position.

Understanding these attributes and relationships is central to understanding the
economic anatomy of co-operation, when it can make a difference and when it cannot.
By combining resources, co-operating institutions can alter the line of optimal balance
and change the relationships of different programs to that line. Through certain forms
of co-operation – a consortium, for example – it would even be possible to remove a
program from the matrix altogether. Successful co-operation depends not only on
understanding this but also on a prior assessment of each prospective co-operating
partner’s array of programs and cost structures.

Figure 1. Program cost and quality

Source:  Author.
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The five paradigms of co-operation: from consolidation to necessity

While the terms “co-operation” or “combination” are often loosely used to
subsume consortia, federation, affiliation, and even merger, they are in practical
fact different. An affiliation is not a federation. A federation is not a consortium,
and so on. The fact, however, that the various forms of inter-institutional co-operation
are different and far from inter-changeable does not mean that they do not occupy
a common theoretical continuum.

The first paradigm that explains co-operation defines such a continuum and
locates each form of inter-institutional co-operation on it. This paradigm was devel-
oped by Grant Harman (1989) to explain a large series of mergers that were insti-
gated as a matter of public policy by the government of Australia. Australia, one
should note in connection with Harman’s study, is a federal post-secondary system
with only one or two colleges and universities that could be classified as private or
independent. Harman’s continuum looks like this (Figure 2):

Harman’s model does not refer to affiliation as a form of inter-institutional
co-operation, but it is not difficult to locate it in his paradigm. “Voluntary
co-operation” doesn’t really explain affiliation, nor does it distinguish affilia-
tion from consortia or federation, both of which are also voluntary. Affiliation
would probably fit between federation and merger because it allows the least
autonomy (relative to consortia and federations) and is therefore closest to
merger, which radically changes the autonomy of at least one of the participating
institutions. Nor does the model refer to subsidiaries and ancillaries, the services
of which are often shared as generic “backrooms”.

Harman’s model, which may explain inter-institutional co-operation, especially
mergers, in Australian post-secondary education, and perhaps in the Netherlands
(Goedegebuure, 1992), also does not fully refer to the institutional motives for
co-operation. That it does not is neither surprising nor unexplainable. In Australia
and the Netherlands, the initial motivation for inter-institutional co-operation
came from government and was part of a broad scheme for rationalising and reor-
ganising post-secondary education. Absent government intervention and pres-
sure, few colleges and universities in those countries at that time would have had

Figure 2. Harman’s continuum of inter-institutional arrangements

Source:  Harman, 1989.
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much self-generated interest in co-operation, and even fewer would have extended
co-operation to include merger. But when there are institutionally generated
reasons for considering merger the model requires elaboration:

The paradigm, then, is in the first instance about inter-institutional
co-operation, and attempts to explain that behaviour as institutions consider various
forms that co-operation might take. Thus the paradigm is a continuum (Figure 3).
Among public colleges and universities, the tendency towards inter-institutional
co-operation, and the forms that it takes depends to a very significant extent on the
structure of the public system of post-secondary education of which they are a part.

While virtually every public system of post-secondary education is unique in
some fashion, it is possible to define four basic types of system. The charts shown in
Figures 4 to 7 describe them in outline. Note should be taken that for each nominal
system the array of social and economic demands is the same. The systems vary in
the way that they are structured in order to respond to those demands. Each has a
different centre of gravity. In the case of the laissez-faire system the centre of gravity
rests with the institutions. In the government co-ordination system it rests with the

Figure 3. An expanded continuum of inter-institutional co-operation

Source:  Author.
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Figure 4. Laissez-faire autonomy

Source: Author.
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government. The other two systems are in between. In the laissez-faire system inter-
institutional co-operation, and the form that it might take, would be largely a matter
of institutional choice, and would, for that reason, favour forms nearer to the auton-
omy end of the continuum. In the government co-ordination system, the extent and form
of inter-institutional co-operation would be largely a matter of ukase, with relatively
little attention paid to institutional autonomy and differentiation.

Figure 5. Co-operative autonomy

Source: Author.
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Figure 6. Provincial university system

Source: Author.
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The social and economic demands on colleges and universities call for
responses in terms of scale, breadth, quality, and distribution. When the need for
economy and efficiency are added to those demands, particularly when motivated
by cut-backs in public funding, the motivation towards inter-institutional co-oper-
ation becomes very forceful. In some systems, their scale and diversity are so
great that the system at large can respond to the demands “across the board” at
relatively low marginal, incremental cost. This would be particularly true in the
case of demands for increased access, in other words greater scale.

But in cases where a system is not large and diverse, or the system is saturated to
the point that every institution in it is at capacity, co-operation will soon arise as an
alternative means of responding to diverse social demand. Again, following Harman’s
paradigm, there is a clear incompatibility and “trade off” between co-operation and
autonomy. In fact, one could just as easily describe Harman’s model as an explanation
of autonomous behaviour as a model of co-operative behaviour; the only difference is
that they work in opposite directions in an inverse relationship.

Because on the continuum each institution gains or loses autonomy as it loses
or gains from the benefits of co-operation, any location on the continuum – for
example, a consortium – is proximate and the product of optimisation. The location
does not and cannot be construed as ideal or perfect. Instead it is an optimal bal-
ance of advantages and disadvantages. Presumably, the ideal would have been the
prior status quo, beginning with autonomy, had it not been judged to be untenable.

Inter-institutional co-operation seen from the point of view of this model, then, is
not a natural behaviour. It is a behaviour that is more the result of overcoming institu-

Figure 7. Government co-ordination

Source: Author.
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tional inertia than a response to institutional momentum. Its motivating factors are
mainly external.

Another paradigm explains inter-institutional co-operation in nearly opposite
terms. In attempting to explain diversity and differentiation among colleges and
universities, some scholars – principally Joseph Ben-David and Roger Geiger –
have identified autonomy and competition, not co-operation, as the factors that
most influence the forms that institutions take, including the various forms of
inter-institutional co-operation (Ben-David, 1972; Geiger, 1986). In other words,
institutions co-operate in order to gain competitive advantage in an educational
marketplace. That advantage might take the form of lower costs, new programs,
new modes of delivering programs, and opportunities for growth.

To this point the paradigms of inter-institutional co-operation have predomi-
nantly perceived the various forms of co-operation in practical terms from as con-
solidation. In this sense all forms of inter-institutional co-operation produce
similar results. Two important questions follow. Why do some colleges and univer-
sities, or the systems of which they are a part, decide that of all the available
options one or another is the only choice? Why is that choice sometimes viewed
and explained as a necessity?

Although autonomy is important to the paradigm of competition, just as it
is to the paradigm of the continuum that seeks to optimise autonomy and
co-operation, in the case of necessity autonomy has a somewhat different mean-
ing and plays a different role. In the paradigm of competition autonomy is not the
equivalent of having the discretion to resist various social demands and maintain
the status quo. Instead, autonomy represents the independence of institutional
authority to respond and adapt to the social and economic environments largely
without the intervention of government planning and regulation. The absence of
government planning and regulation should not be taken to mean an absence of
public policy. Recent studies of the reorganisation and restructuring of public sys-
tems of post-secondary education demonstrate the power of the competitive par-
adigm to produce as good a fit between systems of higher education and the
social and economic environment as is produced by prescriptive planning and
regulation (MacTaggart, 1996).

There are other paradigms. In terms of typologies of institutions and the
degrees of diversity which they represent, the paradigm of natural selection is
very powerful. Natural selection is essentially the application of a Darwinian
model of an ecological system to institutions of higher education, or more exactly
to groups of institutions just as there are multiple organisms in an ecosystem. The
most prominent proponent of the natural selection paradigm is Robert Birnbaum
who deployed it in his measurements of diversity in post-secondary education
(Birnbaum, 1983).
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How does the natural selection model explain inter-institutional co-operation?
co-operation may be a means, perhaps the only means, of institutional survival.
Survival is a necessity. Like any species in an ecosystem, colleges and universities
will seek to survive, and will choose change over the status quo in order to do so.
The complexity of ecosystems, perhaps like systems of post-secondary education,
can, on the one hand, be so great as to be less than comprehensible while, on the
other hand, reflect the essential role that specialisation and diversity play in
maintaining the health of the system. Seen from this perspective, any system of
higher education contains a plethora of unique niches that are constantly changing.
co -operation in this sense can be regarded as the institutional equivalent of genetic
variability. Each consortium or federation, and so, on represents a unique combina-
tion of institutional characteristics that together move the participating institutions
to fill a new niche by evolution.

But as in an ecological system not all species survive. Some fail to evolve and
die. Some evolve but disappear into merger. Moreover, not all that survive do so
by symbiosis. Some evolve without co-operation with others. But in those cases
that do involve formal co-operation, either in the biological sense or the organisa-
tional sense, the success of the co-operation depends on the compatibility of the
two institutions. Success in inter-institutional co-operation does not occur ran-
domly. Some institutions make a good fit together while others do not. Moreover,
the fit depends relatively little on a balance between autonomy and co-operation.
The fit might depend to some degree on competition, but not in a market or
entrepreneurial sense.

Yet another paradigm is resource dependence. Resource dependence is, at
least superficially, similar to the paradigm of natural selection: the fundamental
objective of the organisation is to survive. The resource dependence paradigm
ties survival, however, to a single factor: resources or money (Birnbaum, 1983:
Goedegebuure, 1992). That factor includes as well the authority or franchise to
raise or claim money (Goedegebuure, 1992). It should not be surprising then that
in the case of public colleges and universities the role and posture of government
is paramount because government is the source of the majority of funding on
which the institutions depend.

Nor should it be surprising that the taxonomy of inter-institutional co-operation
seen from the perspective of the resource dependence borrows from the idiom of
monopolies. For example, a merger that involves institutions that operate in a
similar field and offer similar programs (or “products”) might be described as
“horizontal” while a merger that involves institutions in a similar field but which
offer different products might be described as “vertical” (Steiner, 1975). The anal-
ogy to economic monopolies of course is not perfect. But that is not the point. The
point is that the motivation to form monopolies through merger is to secure and
control resources, and, once they are secured, to protect them from competition.
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So, while the competition paradigm and the resource dependence paradigm
share a common ground in the marketplace, they explain the phenomenon of
inter-institutional co-operation quite differently. One depends on the marketplace
to determine how institutions change and adapt through co-operation while the
other seeks to insulate institutions from the marketplace, and in particular from
the possible loss of resources to the marketplace.

The final paradigm for merger might not be a paradigm at all, but it is impor-
tant, particularly in juxtaposition with the other paradigms, and it is more a matter
of necessity than consolidation. A conundrum that confronts several of the other
paradigms that attempt to explain institutional differentiation and varying pos-
tures towards co -operation in higher education is that the shape and composition
of the political jurisdictions in which post-secondary educational systems function
are not themselves the product of, for example, natural selection or competition.
History, culture, language, and geography are far more frequent determinants of
political jurisdictions. Any one of these factors can explain certain circumstances
that might lead to inter-institutional co-operation or discourage it – for example
colleges and universities in remote under-populated areas or, conversely, a con-
gestion of institutions in other areas – while other paradigms cannot explain those
circumstances. Inter-institutional co-operation under this paradigm is to a very
large extent determined by government policy, and is virtually synonymous with
reorganisation and restructuring by government fiat. These circumstances tend to
lead more often to merger than to other forms of inter-institutional co-operation.

DEVELOPING A TAXONOMY OF INTER-INSTITUTIONAL COMBINATION

The taxonomy of inter-institutional combination is sufficiently large to allow a
number of permutations and combinations, and to engender confusion. For example,
there is sometimes uncertainty about what “merger” really comprises and from where
it really came. The confusion is real and recent. For example, Paul Temple and Celia
Whitchurch (1994), in their study of mergers, interchange some federations with merg-
ers as if there were no differences between them (Martin and Samels, 1994). For
another example, when Dalhousie University and the Technical University of Nova
Scotia, in Canada, began to consider the possibility of merger, some of the principal
participants thought that that amalgamation was more like a federation than a
merger (Eastman and Lang, 2001). In some cases, various forms of inter-institutional
co-operation are regarded as synonymous, and no attempt at all has been made to
differentiate among them (Goedegebuure, 1992). So, it is important to define terms.
Taking the modified Harman continuum as the point of reference, we shall begin
with the form of inter-institutional combination that cedes the least institutional
autonomy – the consortium – and end with the one that cedes the most – a true
merger.
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Consortia

The modern usage of the term “consortium” began late in the 19th century
when it was used to describe a particular form of banking partnership in which the
banks of two or more nations formed an association to aid another nation financially.
The term is still used in the world of business, often in connection with sports fran-
chises, but more recently has been applied to co-operative organisations among
colleges, universities, and academic libraries.

While earlier examples of colleges and universities co-operating with one
another can be found, the idea of a formal consortium in post-secondary educa-
tion was applied first in the United States in the 1930s and became relatively com-
mon and popular there after World War II. Since then consortia have been formed
to provide research laboratories, computer facilities, libraries, faculty and student
exchanges, programs abroad, conservatories, specialised research centres, and
even broadcast facilities. Thus the concept of the consortium is as broad as it is
popular – so broad that its specific connotation as a form of institutional combina-
tion has become blurred. For example, depending on the scope of a consortium, it
could look very much like a merger.

So, what indeed are consortia? Consortia, first, are formal organisations that
exist apart from, although because of, the institutions that constitute their mem-
berships. Consortia are separately incorporated, have assets (and liabilities),
boards of directors, and by-laws number one – as would any separate and inde-
pendent organisation. Members of the boards of directors of consortia, however,
are appointed by the constituent membership of the consortia.

Consortia, unlike other forms of inter-institutional co-operation, are institu-
tion – rather than function – centred in that they are operational organisations that
can be turned to serve a variety of institutional purposes. Because of the relative
permanence and informal structure of the consortium, colleges and universities
that participate in one may change themselves individually because of their
involvement with the consortium, as well as taking advantage of whatever services
the consortium might provide.

Consortia are typically one-dimensional. Each consortium provides only one
service or program. Moreover and perhaps more significant in terms of fundamen-
tal differences and similarities, participation in a consortium leads to institutional
change of a very particular sort: each participating institution stops doing some-
thing. An example would be the joint sponsorship of an academic department
through a consortium from which would follow each sponsor’s elimination of that
department in organisational terms but not curricular terms. What remains in each
sponsoring institution is as unchanged as if the member college or university were
not really part of the consortium. That observation might be qualified by the pos-
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sibility that savings realised by participation in the consortium may be applied to
other programs. Such savings, however, would be entirely fungible.

The provision of integrated programs and services is an important character-
istic of the consortium in contrast to other forms of inter-institutional co-operation.
Most other forms of inter-institutional co-operation do not have this integrative
effect.

From the institution centred and voluntary aspects of the consortium another
descriptive characteristic of the consortium can be inferred which distinguishes it
from other forms of inter-institutional co-operation. The consortium is a definitely
circumscribed entity that has an identity separate from the colleges and universi-
ties that constitute its membership. The relationship of the consortium to its
member institutions is of basically two types: the “association” and the “centre”.
(Messersmith, 1965). The “association” model comprises colleges and universities
that share similar natures and purposes. The “centre” arrangement, on the other
hand, brings together dissimilar institutions, for example several small colleges
and a large university in geographic proximity to one another.

The characteristic of institutional separation can be elaborated one step further
in defining the consortium. Institutions, whether similar or dissimilar, may form a
consortium to provide programs or services that are in the first instance common to
none of them, and which are conducted away from their campuses as, for example,
in the case of programs abroad. Relatively similar institutions – at least, in terms of
students and academic standards – may form a consortium that integrates their
respective campuses by means of faculty or student exchanges. Thus the consor-
tium can have one of two loci of activity. In the former (the program abroad) the con-
sortium itself has a campus. In the latter (the exchange program) the consortium is a
corporate entity that occupies the campuses of its constituent members.

Here again the consortium and other forms of inter-institutional co-operation,
particularly merger, are different. The Twelve College Exchange Program is a case
in point. Founded in 1970, the Twelve College Exchange is a consortium of col-
leges in the north-eastern United States which at the time of the consortium’s
founding shared a number of characteristics: small, liberal arts, prestigious, pri-
vate, non-sectarian, and in most cases either all female or all male. Those that
were all female or all male were under varying degrees of pressure to become
co-educational. Co-education at the time, however, was not popular with alumni
(on whom this type of institution depended heavily) and with some students, espe-
cially those who had expressly chosen not to attend a co-educational institution in the
first place. Their collective prognosis for recruitment was problematic.

The Twelve College Exchange was formed in its practical effect to avoid and
externalise change. The exchange consortium made co-education available on the
campuses of the member institutions but outside of all of them. That could not have
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happened through any other form of inter-institutional co-operation. Internally, the
status quo was preserved while a new educational opportunity was provided externally.

The separate and corporate nature of the consortium suggests two other ele-
ments of its definition. The consortium has its own staff (even if it is a staff of one)
and controls its own budget, including the direct receipt of revenue. Most consor-
tia are directed by a board comprising the presidents (or their delegates) or the
member institutions. The board usually appoints an executive director, co-ordinator,
or in some cases president of the consortium. That person is officially an
employee of the consortium, not of the board or of the member institutions.

Proponents of a powerful executive for the consortium argue that centralised
control is necessary to co-ordinate activities which, given the nature of most consor-
tia, are varied and dispersed. The larger and more heterogeneous the membership
of a consortium, the greater is the need for strong leadership and quick, firm deci-
sion-making. A position counter-poised to this is that communication and dispersal
of power are necessary for effective and genuine sharing and co-operation. There-
fore, management of the consortium should be highly participative, especially in the
actual delivery of programs or services. An example would be a faculty exchange
program that would be best managed by the faculties or departments involved.

Regardless of which of the competing views of the managerial structure of the
consortium one favours, both indicate a fundamental difference between the con-
sortium and merger, and explain why, in terms of a continuum, merger instead of
consortium occupies one pole on the axis. It may be that a consortium, regardless of
the scope of authority afforded to its chief executive officer, cannot harness all of the
resources and divergent roles, purposes, and objectives of the participating institu-
tions. In that case, merger may be a more effective course of action than formation of
a consortium.

Perhaps the most fundamental and practical difference that explains the con-
sortium’s location on the continuum is that one can leave a consortium, but it is
usually impossible to leave a merger, once consummated. In practice, individual
institutions join and leave large consortia (for example, the Centre for Research
Libraries, in Chicago, which has approximately 80 members) with considerable fre-
quency, but this is not the case with respect to small consortia. Members of small
consortia tend to become very dependent on them for the functions they perform.
When a member of such a consortium does leave, its departure may threaten the
consortium’s viability. Departures from small consortia are therefore relatively
infrequent and, when they do occur, are often associated with the demise of the
consortium. Although the frequency and consequences of departures from consor-
tia differ depending on the latter’s size, departure is an option for a consortium
member.
© OECD 2002



Higher Education Management and Policy

 30
The final item in this definition of the consortium has to do with composition of
membership. There are consortia with homogeneous memberships and there are
those with memberships so heterogeneous that they include secondary schools and
corporations as well as colleges and universities. The range of these variations not-
withstanding, the membership of a consortium always is institutional. Consortia are
not formed among parts of institutions. Regional compacts between governments are
not consortia, neither are joint committees or conferences that comprise different
associations, groups, or persons.

A summary of the definition of the consortium includes these characteris-
tics: corporate identity, voluntary membership, a permanent staff, fiscal auton-
omy, and membership at the institutional level. The only two of these characteristics
that a consortium might conceivably share with other forms of inter-institutional
co-operation are voluntary membership and membership at the institutional
level.

Affiliation

In some recent cases, affiliation is regarded as a financial arrangement within
a merger (Martin and Samels, 1994). Within higher education, especially Canadian
higher education, there are numerous forms of formal affiliations among institu-
tions. In a number of jurisdictions that deny or limit public funding for sectarian
institutions, affiliation is a frequent means of bridging the gap between secular
public institutions and sectarian private institutions.

Affiliations are not consortia because they are typically bilateral, involving
only two institutions, although any given institution may be part of more than one
affiliation. Nor are affiliations mergers. Affiliations do not affect the autonomy of
participating institutions, nor do they involve any reallocation of resources, either
physical or financial.

Perhaps the best way to understand how an affiliation functions is to regard it as
a division of specialised labour among two institutions to deliver a particular pro-
gram or service. In the case of the Ontario Institute for Studies in Education and the
University of Toronto, in Canada, prior to their merger, OISE functioned as the uni-
versity ’s graduate program in education. In the university’s official calendar or cata-
logue OISE was identified as the Graduate Department of Educational Theory. The
university nowhere else offered graduate programs in education. But, with the
exception of a few shared registrarial services, OISE and the university were entirely
separate in terms of finances, resources, physical plant, personnel, and in fact all
assets and liabilities. In other words, the affiliation was blind to utility functions and
did not generally seek to capture any of the advantages of consolidation.

What the institute gained in return from the university was academic standing
and degree-granting status. The government, in establishing OISE, did not give it
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the authority to grant degrees in its own right. To give its students access to
degrees, the institute needed a partner – or more particularly an affiliate – that
could attest to the academic quality of its faculty, students, and programs, and
ultimately award degrees.

Up to a point, affiliation might seem like federation. But in the case of federa-
tion the participating institutions all have authority to grant degrees, which all but
one of them holds in abeyance. In other words institutions give up something, albeit
temporarily, to gain certain economies and efficiencies in offering programs and ser-
vices. In an affiliation, nothing is given up or held in abeyance. Each institution, in
effect, remains as it was prior to affiliation, and something is added to it.

Affiliations are often found in two particular areas: public systems of post-
secondary education that strictly control the right to grant degrees, and health sci-
ence centres. In the case of control of degree-granting status, public systems
deploy affiliation as a means of promoting and allowing diversity through special-
ised institutions. Instead of creating the large organisational and regulatory struc-
tures necessary to manage the specialised institutions, ensure their quality, and
regulate their relations with other institutions (for example, in the transfer of aca-
demic credits), the government limits the status of the specialised institutions
and relies on affiliation with full-status degree-granting institutions. In practical
effect, the jurisdiction is enabled through affiliation to create an organisational
pyramid.

This application of affiliation has the public policy advantage of being able to
accommodate public and private institutions, and sectarian and non-sectarian
institutions within a single publicly determined design. It is quite arguable that
what was described as a series of mergers in Australian post-secondary in
the 1990s might have been regarded as affiliations in other jurisdictions.

Among academic health science centres affiliation plays a somewhat different
role. Health science faculties – especially medicine, dentistry, and nursing –
depend on affiliations with hospitals in order to provide clinical instruction and
conduct research. Hospitals, in turn, need affiliation with universities in order to
qualify for certain forms of research funding, attract supplementary operating
funding, increase their professional status, and gain access to specialised labora-
tories. Faculty and medical staff are often cross-appointed between universities
and hospitals under affiliation agreements. In some cases affiliation extends the
M.D. program into post-graduate internships and residencies for students.

Affiliation, then, is an arrangement that falls somewhere between the federa-
tion and the consortium, but it clearly is not a merger. It is like a federation in the
sense that the host institution is accountable for certain aspects – usually stan-
dards of quality – of the partner institutions’ performance. But unlike a federation,
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an affiliation involves institutions that do not begin with equivalent status, and
have no legal or practical means of gaining such status.

Like a consortium, an affiliation involves institutions in the delivery of a
specialised program or service without compromising either institution’s auton-
omy or franchise, each institution contributing in its own way and having equal
access to the benefits of co-operation. Unlike a consortium, however, an affiliation
does not lead to the creation of a new, separate corporate entity, nor does it lead
to a participating institution’s ceasing to offer a program or service in deference to
the consortium.

Management by contract

A relatively new approach to inter-organisational arrangements among colleges
and universities in the public sector is management by contract. Examples of man-
agement by contract can be found in Finland, the United States, Canada, and in a
de facto sense in Australia (Rekila, 1995; University of Guelph, 1996; Henry, 1994).
Here are two examples, one from Canada and one from the United States.

In Ontario, in Canada, there is one university – the University of Guelph – that
offers the province’s only degree programs in agricultural science and veterinary
medicine. The University of Guelph is a publicly funded institution under the
aegis of the Ministry of Training, Colleges, and Universities. There are also in the
province four agricultural colleges that offer various sub-baccalaureate diplomas.
The colleges are sponsored primarily by the Ministry of Agriculture, Food, and
Rural Affairs. The colleges are small and are dispersed across the province. Under
and agreement signed in 1996, the University of Guelph manages the four agricul-
tural colleges on behalf of the ministry of agriculture. In the United States, the Los
Alamos National Laboratory, which is in New Mexico, is managed for the federal
government by the University of California.

What management by contract entails in the first instance is the desire by gov-
ernment to delegate direct responsibility for a college or university, usually a small,
highly specialised institution. The responsibility may include various areas in which
government lacks relevant expertise: management, strategic policy direction, and
sometimes budget allocation. It does not involve, however, the discontinuation of
public funding, but it does include accountability for funding and in some cases the
distribution of the funding. In other words, the first step in management by contract
is the detachment of government.

The next step is the government’s engagement of another, usually larger and
comprehensive, institution to manage the smaller institution on its behalf, hence
the term management contract. Sometimes this occurs by government force majeure,
as some mergers have occurred in Australia and the Netherlands in order to accom-
plish large-scale reorganisation of entire systems of post-secondary education. Man-
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agement by contract is a step or two short of either a consortium or a merger.
Institutional identity is not lost. Usually, the same degree of local autonomy is
retained, but accountability shifts from a government agency to the larger “host” or
“manager” university. In the face of complete merger or loss of eligibility for public
funding, some institutions voluntarily seek a management by contract relationship
as a more attractive (or, at least, less threatening) alternative. The relationship may
also be more attractive if the smaller institution is suffering from benign neglect and
lack of informed, expert direction from government. It can, as well, insulate the
smaller institution from unwanted government influence (Tuinman, 1995).

In terms of system organisation, management by contract looks a lot like
merger because, from a government’s perspective, it can achieve many of the
same objectives. From an institution’s perspective, management by contract looks
something like an affiliation that is limited to certain management prerogatives,
usually fiduciary. In the private industrial or service sector, the equivalent of man-
agement by contract might be the sale of an operationally separate, free-standing
division by the parent or holding company to another company within which the
division would remain free-standing and separate with no changes in local man-
agement or product lines. The division would, however, be dealing with a new and
different board of directors.

Federation

Of the various forms of inter-institutional organisation and co-operation, fed-
eration has the longest history. Some federations over time have become de facto
mergers. The English universities at Oxford and Cambridge are federations, as is
the University of London. In Canada, the University of Toronto became federated
in the middle of the 19th century.

The federation of all-male and all-female colleges was common in the
United States, until a new wave of interest in co-education occurred in the 1970’s
(for examples, Brown University and Pembroke College; Tufts University and
Jackson College; and Harvard University and Radcliffe College).

In federations, each participating institution remains autonomous. It retains its
assets and is fully responsible for its liabilities. Its board of governors remains in
place. It retains its authority to make academic appointments, admit students, and
offer employment. Its faculty may compete for and receive research grants directly.
It may be a member of national associations (like the Association of Universities and
Colleges of Canada) in its own right. None of these characteristics of institutional
independence are normally associated with merger.

In federations each institution retains its authority to grant degrees; all but
one holds its authority in abeyance in deference to an institution-wide degree.
This arrangement, which is uniquely characteristic of federations, makes possible
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a large degree of inter-institutional co-operation in offering academic programs as
students may take courses in any of the participating institutions. This results in a
very significant expansion of academic diversity at relatively low cost. Access to
libraries across the federated university also leads to academic diversity, and
reduces costs by allowing for specialisation in collection development. In
exchange for these advantages, the subordinate participating institutions do not
confer degrees (although they retain their legal authority to do so) and the host
university assumes a broader responsibility for academic accountability. In public
systems of higher education, the principal or host university in a federation is the
sole contact with government, is accountable to government for all of the institu-
tions within the federation, and is the conduit for whatever public funds may flow
to the constituent institutions.

Although in a federation each participating institution retains the right to
appoint and employ faculty, and indeed does so, the appointments must be
mutually acceptable. There is a real and distinct difference between appointment
and employment. Tenure, pension rights and benefits, and compensation attach
to employment and reside in each participating institution respectively. These cir-
cumstances often pose problems. They pose problems for the process of merger
too, but they are ultimately obviated by the merger, thus further distinguishing a
federation from a merger.

Appointment has to do with scholarly qualifications and credentials. These
represent academic standards that must obtain uniformly across the entire mem-
bership of the federation. They are primarily the responsibility of the principal
institution. In practical effect, each faculty member in a federated university holds
two appointments: one in the university and one in a member college or subordi-
nate university. While by fortunate coincidence the institutions participating in a
federation may share a view of academic standards, the formalities of federation are
more definitive and hierarchical. The standards of the principal or host university
take precedence, in which case at least one key aspect of institutional autonomy is
limited for the subordinate institutions.

Federations, depending on the size and variety of their constituent member-
ship, can be difficult to manage. There are a number of particular problems that,
compared to other forms of inter-institutional co-operation, appear to be endemic
to federations:

Academic freedom. Some federations comprise sectarian and non-sectarian
institutions. In fact, federation is especially attractive to sectarian institutions as a
means of broadening their curricula into the natural and physical sciences. It also
explains governments’ tolerance of federations: they are a means of incorporating
sectarian institutions in public systems of post-secondary education without actually
funding them directly. Academic freedom, however, is a concept about which sectar-
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ian and non-sectarian institutions often disagree root and branch. Guaranteeing aca-
demic freedom and resolving disputes about it are complex and onerous
responsibilities that fall to the principal university.

Supporting minimum standards. Not all members of federations are created
financially equal. Indeed, for the less wealthy institutions the paucity of resources
may have been the predominant reason for joining the federation. In this respect
federations and mergers share a similar motivation. Since the principal university
in a federation sets and enforces academic standards, it cannot always avoid at
least some financial responsibility for providing the resources necessary for meet-
ing those standards. Some federations, in consequence, have various schemes for
pooling and redistributing income, a complication that would not be present in a
merger. The principal university in a federation may also be responsible and
accountable for accreditation. As such, the host university is an intermediary
between the accrediting agency and the member institutions of the federation.
The role of intermediary may involve resources as well as academic standards and
curricular requirements.

Harmonisation of fees. In many federations member institutions retain the
authority to set and collect tuition fees and fees for various services. This can be
confusing to students and to student financial aid programs as they take edu-
cational costs into account. Federations, therefore, are often under practical
pressure to harmonise fees and set an institution-wide fee schedule.

A final distinguishing feature of the federation is that it can be partial. Federa-
tions usually are formed around academic programs and academic services. While
an institution may become a member of a federation with regard to academic pro-
grams and academic services, it may continue to operate services and activities on
their own and apart from the federation. This is most often the case for student
residences, food services, and sometimes libraries. Although institutions in a fed-
eration usually share information systems in common, many of them will continue
to maintain their own local or “shadow” systems, especially for finance. In this
respect federations usually produce fewer cost savings than mergers. To the
extent that federations make heavier demands for management, they can in some
circumstances result in additional costs.

Federations are not mergers. Mergers and federations, even if pursued for the
same reasons, produce different results. In certain respects – for example, the
degree of integration among institutions – federations fall short of mergers in the
sense that not all institutional activities are actually encompassed by the federa-
tion as they would be in a merger. In other respects, however, federations can
amount to more than mergers in the sense that under federations all programs
and services remain intact while new programs or services are added by dint of
federation. Those programs and services may be literally new in the sense that no
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participating institution offered them previously. They may also be new in the
sense that students in some of the participating institutions have access to them
while in the absence of federation they did not.

Federations offer relatively few opportunities to make large-scale reductions
in costs. Indeed, in the sense that federation imposes managerial complexity on
the host institution, if not all of the participating institutions, federation may often
entail increased, instead of decreased, costs in some areas, mainly administration.
In the end, a decision to federate may turn on opportunity costs as the value of
the new or enhanced programs and services that federation may make possible is
compared to the implicitly negative value of the cost of managing the federation.
Because federations can be dissolved, there is a natural reluctance on the part of
the participants to make long term capital investments in them.

Thus, the most successful federations are those in which the participating
institutions were relatively secure to begin with. In other words, where other forms
of inter-institutional co-operation sometimes build on weakness or deficiency,
federations tend to build on strength (Lang, 1975).

Subsidiaries and ancillaries

Many colleges and universities have subsidiary operations. In Canada these
operations are usually college ancillaries. In the United States they are typically
called auxiliaries. University presses and bookstores are usually operated as ancil-
laries. So are conference centres, student residences, and inter-collegiate athletic
programs. Less common, but somewhat more relevant to inter-institutional
co-operation, is the status of museums, art galleries, and conservatories of music
within college and university systems. They often are treated as ancillaries, and in
generic terms often closely resemble consortia or federations.

An ancillary is, in effect, a wholly-owned subsidiary of its host or parent
institution. It may have a separate board of directors appointed by the host
institution. In some cases, employees of an ancillary are members of separate
collective bargaining units and separate pension plans. The wage and salary
scales in ancillary options may also be different from those of the host institu-
tion. The deployment of different wage and salary scales recognises what in
some cases are roles that are unique within the host institution. An example is
the hierarchical pay scale frequently used by conservatories of music to com-
pensate performance instructors. This description, when viewed generically,
could just as easily describe a consortium as an ancillary.

Ancillary or subsidiary status as a form of inter-institutional co-operation can
pose very significant challenges for management. The first challenge is inherent in
ancillary status: ancillary operations are usually by definition small, highly distinc-
tive, and different from main business of their host institutions. If they were cen-
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tral to the host institutions’ missions they would not be regarded as ancillaries
and probably would not be the subject of inter-institutional co-operation. But
because the smaller operation is so different, management of the host institution
may have no expertise or experience in dealing with it, which, in practical effect,
adds to the complexity and diversity of the host institution, and presents a strong
case the formation of a specialised consortium.

The second challenge is debt. The legal status of debt is relatively clear in most
forms of inter-institutional co-operation. The usual rule in mergers is that one part-
ner assumes all of the assets and liabilities of the other institutions. In federations,
each member institution retains and remains responsible for its own assets and liabil-
ities. Legally, consortia are separate corporations, and as such hold their own assets
and liabilities. But in practical business terms, the status if debt in inter-institutional
co -operation is less clear. Particularly in the case of ancillaries and subsidiaries that
take the form of consortia or federations, the capability to manage their financial
affairs on a self-funded basis may depend on their being able to raise capital by incur-
ring debt and the risks that go with it. Often, indeed frequently, the host institution is
the banker for the ancillary or subsidiary. For example, one of the oldest and largest
library consortia in the United States, the Centre for Research Libraries, is financed,
but not funded, almost entirely by the University of Chicago, of which it was once a
part. In other cases, the host institutions are the guarantors or co-signers of real loans.
This is a form of financial management with which few colleges and universities have
experience or expertise.

In an opposite direction: when merger won’t work

The motivating theme of inter-institutional co-operation and combination in
higher education is more often than not economy and efficiency. Even when mergers
or consortia or federations are motivated by educational objectives, the case for
co-operation finally rests on less costly means of realising those objectives.

In public systems of post-secondary education, an alternative to inter-institu-
tional co-operation can at the same time be more simple and more radical: close
an institution or, more probable, close a program and reassign responsibility to
another institution. A plausible case can be made that a number of mergers in The
Netherlands and Australia were of this ilk (Harman, 1989; Goedegebuure, 1992). In
both jurisdictions the government’s official position was that institutions of a cer-
tain scale or less were not forced to merge, but if they did not, their funding would
be withdrawn or cut-back (Dawkins, 1988, 1989; Deetman, 1983).

In addition to indicating the true nature of the putative co-operation, the
emphasis on institutional size confirms an underlying concern about economy and
efficiency. When that concern is applied to services, as opposed to academic pro-
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grams, offered by colleges and universities another alternative to co-operation
merges: privatisation, devolution by sale or separate incorporation.

Most colleges and universities offer a variety of services as ancillaries. Exam-
ples of ancillaries include bookstores, student residences, athletic programs, food
services, parking services, scholarly presses, and library information systems.
Ancillary operations typically fall into three categories: production of net revenue,
break even, and subsidised. In each category, the ancillary operation is managed
on a “full cost” business basis. “Full cost” means that indirect and overhead costs
are charged to the ancillary.

The track record of colleges and universities managing services as businesses
is at best chequered. Sometimes large losses are incurred and must be written off.
In other cases temporary subsidies become virtually permanent. And in still other
cases, start-up costs are never recovered.

To the extent that concerns about economy and efficiency are caused by
losses in ancillary operations or subsidies to them, merger or other forms of inter-
institutional co-operation might be less effective solutions than turning the ancil-
lary services over to the private sector, by either sale, franchise, or separate incor-
poration. This has been done in the case of scholarly presses, testing services,
health services, information systems, library cataloguing, and student residences.
These are not examples of “out-sourcing” (although out-sourcing can apply to
them too). These are examples of colleges and universities selling or transferring
assets (and liabilities) to third parties, some of which the colleges and universities
created for the express purpose of “spinning off” the ancillary operation.

Instead of merging institutions or forming consortia to realise economies of scale
or implement better management practices, some colleges and universities have cho-
sen to get out of certain businesses altogether and rely on third parties. Those
third parties are not always in the private sector. For example, larger universities
may operate services that have a capacity for beyond their own needs. Those services
are “backrooms” for other colleges and universities. A number of student information
systems and library cataloguing systems operate on this basis.

What is the logic of devolution as an alternative to co-operation? In some
cases, sound operation of an ancillary service demands a level of specialised
managerial expertise that no college or university could reasonably expect to
have, and therefore could not be realised by any form of inter-institutional
co-operation. In other cases, an ancillary service requires such large scale capi-
tal formation that it would be a liability that would discourage co-operation.
And in other cases, while economies of scale are possible, they cannot be rea-
lised except by scales of operation larger than, for example, even a separate
consortium would make possible.
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This raises a further question about consortia. Are consortia different from
third party or “outsourced” services in any ways other than their not-for-profit sta-
tus? To place this query in clear relief, consider Atticus Bookstores, which special-
ises in operating academic bookstores on or adjacent to university campuses
throughout the United States. Other than its for-profit status and the absence of
direct college or university participation in its management (as would be the case
in a consortium), Atticus looks like a consortium in the form of a holding company
specialising in bookstores.

There are numerous for-profit sector counterparts of this arrangement. An
especially apt example is OmniTrax, which is large American firm that specialises
in purchasing and then managing short-haul railway lines that are financially
unable to operate successfully on their own. OmniTrax does not acquire the lines
in order to merge them with other lines, or to strip their assets, or to eliminate
them as competitors. Instead, they are largely left in place but managed more
expertly, and with access to more working capital and a wider network of potential
markets.

True merger

Here we come to that form of inter-institutional co-operation or combination
that most extensively subordinates institutional identity and independence. As a
matter of legal fact, prior institutional entities disappear into merger. It is useful,
therefore, to remind ourselves about a literal definition of merger.

“A merger in higher education is the combination of two or more
separate institutions into a single new organisational entity, in
which control rests with a single governing body and a single chief
executive body, and whereby all assets, liabilities and responsibilities
of the former institutions are transferred to the single new institution”
(Goedegebuure, 1992).

This definition and the concept that the continuum represents go part of the way
towards narrowing the meaning of merger. A key factor is missing from both: under a
merger at least one of the participating institutions ceases to exist as a legal entity.
Institutional autonomy is lost. For all practical purposes, it is gone forever. That fact,
more than any other, explains why merger is at one end of the continuum. Merger is
total and irreversible. That fact also suggests that while consolidation might explain
the theoretical attraction of merger, it is evolution that brings institutions to the brink
of merger and necessity that takes them over that brink.

Just as inter-institutional co-operation and combination take more than one
form – on of which is merger – merger itself can take more than one form. Not all
mergers are alike. Another step must therefore be taken to complete a definition
of merger.
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One way of classifying mergers is in terms of the relationships that they form
between the activities they bring together. As in the corporate sector, higher edu-
cation mergers take place within and across fields of study (industries) and types
of programs (product lines). A horizontal merger involves higher education institutions
in the same field which provide similar offerings (for example, a merger of two den-
tal schools). A vertical merger involves institutions that are in the same field but pro-
vide different offerings (for example, a merger of a degree-granting engineering
school with a college that trains engineering technologists).

A diversification merger is one between institutions that are in different fields of
study but which offer similar types of programs. A merger of institutions providing
different offerings in different fields would be a conglomerate merger (Goedegebuure,
1992).

A second way of classifying mergers is in terms of their organisational out-
comes or, in other words, of how the former institutions were fitted together to
form a new one. There are several possible outcomes: consolidation, transforma-
tion, pure acquisition, and semi-autonomous acquisition. From this perspective,
the most fundamental distinction between mergers is whether the outcome is a
new institution or the absorption of one of the partners by the other.

Consolidation

The joining together of Institution A and Institution B to form a new Institution C
is known as consolidation. Both parties to such a merger cease to exist in their former
incarnations. The outcome is a melding of their features with new ones to form a
genuinely new entity. When members of merged institutions say, as have some
(Eastman and Lang, 2001), “This wasn’t a merger, it was a take-over!”, they are
equating merger with consolidation.

There is sometimes a tendency to take a romantic view of consolidations – to
regard them as “marriages of equals” that bring forward the “best of both” and
allow “two to live as cheaply as one”. That is one possible outcome of consolida-
tion, provided that there are high levels of commonality of purpose, mutual
understanding and good will between the parties and sustained and effective
communication throughout the process. Just as often, however, consolidation
mergers give rise to confusion and conflict. Precisely because no party dominates,
issues may proliferate, fester and remain unresolved. Depending on the cost
structures and markets of the merging institutions, two might not be able to live as
cheaply as one, and the costs of management may rise as the new institution is
more complex but not necessarily cheaper to run.

A study of the financial services industry by the American Bankers Association
and Ernst and Whinney (Buono and Bowditch, 1989) found that cultural blending
strategies associated with mergers of putative equals often precipitated severe
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conflict between merger partners. Buono and Bowditch illustrated what can hap-
pen with reference to the case of two law firms.

“[T]he two firms initially appeared initially to be a model for law-firm
combinations. The union was friendly, a managing partner was
assigned as a mediator to help resolve internal disputes and each
firm’s partners admitted that the time had come to “inculcate some
new values”. Within a year after the merger, however, instead of
“blending together”, postcombination interactions were described as
tension laden and confrontational. As a result, the billing system
broke down, the managing partner who was supposed to resolve
internal disputes quit, a number of other partners left the firm, taking
millions of dollars’ worth of clients with them, and long-term clients
began using other law firms. Ironically, it seems that many of the prob-
lems were related to the cultural blending strategy: since neither firm
emerged as dominant after the merger, virtually everything – from pay
scales and whose clerks and secretaries would be dismissed to which
associates would be asked to leave – had to be negotiated. Instead of
exchanging values and selecting the best features of each firm, the
process broke down as the cultures repeatedly clashed with each
other” (Buono and Bowditch, 1989).

Pure acquisition

Whereas consolidation consists of the “combination of two or more institutions to
form a new institution an acquisition occurs when one institution absorbs another
without being substantially affected in the process. For example, the absorption of
specialist institutions for agriculture, law or medicine into a major university could be
described as acquisitions, whereas combination of two or more colleges of advanced
education to form a new institution would be a consolidation”. (Harman, 1991)

Pure acquisitions take many different forms. They can be characterised by the
extent to which the acquired organisation is integrated into the acquiring organisa-
tion – that is, by how it comes to share structure, systems, resources and culture of
the acquiring institution. In cases of pure acquisition, the aim is complete integra-
tion: the acquired organisation will become a unit like any other of the acquiring
institution, for example, by becoming a new faculty within a multi-faculty university.
The acquiring institution emerges, increased in size or breadth, but fundamentally
unchanged.

Transformative acquisition

Acquisition can, however, change the acquiring institution as well as that
which is acquired. In transformative acquisition processes, one partner absorbs the
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other but changes substantially as a result. It seizes upon the merger as an oppor-
tunity to bring about internal change and its structure, policies, processes and cul-
ture change, albeit to a lesser extent than those of the subordinate partner.

In Lynn Meek’s assessment, the most successful cross-sectoral (that is, univer-
sity/college mergers) are of this nature. With respect to cross-sectoral mergers in
the United Kingdom, he wrote:

“In cross-sectoral university/college mergers, the outcome of merger is
always a university. Since the university is usually the most powerful
partner in a merger, the success of a university/college merger largely
depends on the attitudes adopted by university personnel. Warwick,
Exeter and Loughborough have produced successful mergers because
university leaders believed in the potential benefits of the merger and
saw that the acquisition of a college would give them the opportunity to
pursue activities otherwise closed to the university” (Meek, 1988).

Semi-autonomous combinations and acquisitions within mergers

Clearly, when counterpoised to other forms of inter-institutional combination,
a defining characteristic of merger is that it involves a loss of autonomy for at least
one of the participating institutions. But within mergers there are various organisa-
tional arrangements that can allow for considerable degrees of local autonomy for
the previously independent institutions. This is particularly relevant when the
merger involves institutions of significantly different sizes or when one institution
becomes a faculty or college of a university with many faculties and colleges.

Geography plays a large role in this context. Where the merged institutions
were geographically separate and remain so after merger there is a de facto semi-
autonomy or even federation due to the very fact of the distance that separates
the two institutions. This was characteristic of some of the mergers in Australia,
where the distances between merged institutions was very large, for example
between the University of Western Australia in Perth and the Kalgoorlie School of
Mines in Kalgoorlie, a distance of about 900 kilometres.

Within the last decade several major universities in the United States and
Canada have adopted Responsibility Centre Budgeting (RCB). RCB is also called
Responsibility Centre Management (Toronto, UCLA, and Indiana), Value Centred
Management (Michigan), Incentive Based Budgeting (Ohio State), Mission
Focussed Budgeting (Illinois),and Revenue Centred Management (USC). However
RCB is defined, it has a strong incentive towards decentralisation and a local
autonomy, both of which should be of interest to institutions that either are plan-
ning either to merge or enter a consortium or federation (Lang, 1999).

The first and most important element of the RCB methodology is the calculation
of all revenue generated by an academic unit, usually a college or faculty (which
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could have been a previously autonomous institution in the case of certain types
of merger). This calculation includes, obviously, revenue from tuition fees and
endowments earmarked for the college or faculty. In addition and perhaps less
obviously, it may also include a share of unrestricted endowment and other gifts, a
share of undifferentiated operating grants from government, a share of proceeds
from the sale and development of institutional assets (some of which may have
been the dowry in a merger), and a share of net revenue generated by ancillary or
auxiliary operations (some of which may also have been part of the dowry). These
calculations are recalibrated annually.

The next and equally important step is the assignment of centrally budgeted
indirect and overhead costs to the college or faculty. These include the costs of all
administrative and support services, for examples, libraries, payroll, research
administration, physical plant, and so on. Each cost centre is broken down and
attributed to individual colleges and faculties on the basis of an allocative macha-
nism appropriate to the individual cost centre. For examples, financial management
costs are assigned on the basis of gross expense budgets, student service costs on
the basis of student population, and human resources on the basis of faculty and
staff population.

These calculations result in a revenue base and a cost base for each college
and faculty. Any net difference accrues to the college or faculty. Very significantly,
because the allocation of indirect and overhead costs is transparent and system-
atic, the colleges and faculties can make changes in their operations in order to
reduce those costs. Just as significantly, colleges and faculties receive the full and
immediate benefit of any steps that they take to generate additional revenue.

In summary, Responsibility Centre Budgeting rests on a few basic principles:

• All costs and income generated by each college, faculty, or other academic
unit are attributed to that unit, appear in its budget, and are under its control.

• Incentives are created and monopolistic barriers removed to allow each
academic unit to increase income and reduce expense according to its own
plans and priorities.

• All costs of administrative and service units are “grossed up” and attributed
to academic units. No costs are left unattributed, and the attributed costs
themselves include overheads and indirect costs (for example, the attributed
costs of the payroll department include its occupancy costs).

• Decisions about prices (tuition fees) and volume (enrolment) are devolved
to the academic units.

• Decisions about optimal balances between expense and revenue are made
by the academic units. They set priorities. They link plans and budgets.
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• Restrictions on line-by-line budgets are relaxed or eliminated. Each academic
unit allocates the global revenue base available to it.

These characteristics of Responsibility Centre Budgeting are relevant to mergers
in which at least one partner wishes to retain some degree of local or pre-merger
autonomy or, in other words, construct a merger that behaves like a federation.

Relationships with governments, even when they are not direct parties to
mergers, federations or affiliations, can result in semi-autonomy. For example,
when the Osgoode Hall School of Law merged with York University in Ontario, the
government continued to provide an operating grant earmarked for the school as
if the school were still autonomous. Also in Ontario, the affiliated campuses of
Laurentian University, a small institution in the province’s relatively unpopulated
north, receive separate earmarked funding but are academically accountable to
their host university.

Co-operation and co-ordination among libraries: a special case

When cases are put forward in favour of mergers, consortia, federations and
other forms of inter-institutional co-operation libraries are often cited as prime
examples. While it is true that libraries can indeed benefit from co-ordination
and rationalisation they do not fall easily into any one of the usual categories of
inter-institutional co-operation.

From the perspective of mergers, libraries are obviously included in mergers
but are not affected much by them. Unless the institutions that are merging are
very similar, the opportunity to cull overlapping collections is limited. Other
library services will be in the same demand after merger as before merger.
Because library administrations are relatively flat organisationally to begin with,
the savings engendered by merger are relatively small. Where merger could pro-
duce economies of scale and other savings is in various library technologies, espe-
cially electronic subscriptions and site licensing. Merger is probably the only form
of inter-institutional that can reduce the costs of electronic subscriptions and site
license. For all other forms of inter-institutional co-operation, the vendors of site
licenses and electronic subscriptions would continue to view the participating
institutions as separate sites requiring separate licenses and subscriptions.

The consortium appears to be an especially attractive format for co-operation
among libraries. There are two basic forms of library consortia. The more common
form involves the pooling and joint administration of existing libraries. This
amounts to more than a highly formalised arrangement for inter-library loans.
There is a single administration and, perhaps most importantly, a single collection
development and acquisition strategy. Given the cost structure of academic librar-
ies, the key to economy and efficiency through inter-institutional co-operation is
the removal of duplication among collections, both monographs and serials. The
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unit costs of acquiring monographs and serials can only rarely be reduced through
inter-institutional co-operation. Even in the absence of formal inter-institutional
co-operation, those unit costs do not vary significantly according to institutional
size, which indicates further that the principle of economy of scale does not apply
to library acquisitions.

Once a book is acquired, catalogued and shelved, its cost to maintain is
very low, almost negligible. Where are there savings in library costs through
inter-institutional co-operation? There can be savings at the front-end, where deci-
sions to purchase new books are made and opportunities to rationalise collections
and avoid duplication present themselves (Raffel and Shisko, 1969). Although unit
costs do not vary significantly on the basis of economy of scale, cost/benefit ratios do.
Through co-operation those ratios can improve significantly in terms of rates of use.

While mergers generate relatively small savings in library costs because, usu-
ally, only two institutions are involved, library consortia can be very large. Some
comprise as many as 20 members. Moreover, the membership of library consortia
can be highly varied, thus adding significant variety to joint collections without much
duplication. In this form of library consortia the majority of collections do not move.
Integration mainly takes place in administrative organisation and collection plan-
ning and development. Catalogues are “unionised.” When collections do move, it is
often to form off-campus “warehouses” of holdings that are infrequently in demand.

In the other basic form of library consortia collections do move, and a sepa-
rate large library formed. Sometimes collections are split: some stay with the
member institution and some move to the new separate library. In this case the
collections that remain with the member institution are not part of the consortium.
The second form of consortium often has very large membership, sometimes as
many as 80 to 100, obviously far more than would ever participate in a merger. In
addition to contributing collections to this form of consortium, members also pay
an annual subscription fee. Subscription fee schedules are usually based on insti-
tutional size. Fees may range as high as USD 80 000 annually. Institutions may
joint these consortia without contributing to their collections. A unique character-
istic of this type of library consortium is that membership can ebb and flow. This
characteristic decidedly cannot apply to mergers, and would be awkward to apply
to federations and other forms of consortia.

CONCLUSION: THE FUTURE OF INTER-INSTITUTIONAL COMBINATION

We now understand three things about inter-institutional co-operation and
combination:

• The factors that motivate an interest in, for example, mergers also motivate
interests in other forms of inter-institutional combination. They share a purpose
in common.
© OECD 2002



Higher Education Management and Policy

 46
• The several forms of inter-institutional combination, including merger,
occupy a continuum in common. They differ more in terms of emphasis than
in terms of fundamental concept.

• While merger may be the predominant form that the recent expansion of
inter-institutional combination has taken, it is not a unique or independent
form. It shares a number of fundamental characteristics with other forms of
combination and evolved from those forms.

If one takes the perspective of the model of consolidation, one should expect
the future of inter-institutional combination to have an outer, finite limit. There is a
point at which the returns from efficiency will begin to diminish as institutional
scale reaches optimal levels. This suggests, first, that the prospect of inter-institutional
combination will remain significant for smaller and more specialised institutions.
Second, it suggests that the small, specialised colleges and universities that
decide to pursue formal inter-institutional co-operation, including merger, will be
more likely to seek larger, more comprehensive partners than to seek partners among
institutions like themselves. The reverse is also likely to be the case: in the future
larger institutions that consider inter-institutional combination will be more interested
in gaining curricular specialisation and variety than in realising economies of scale.

The model of necessity suggests perhaps a different future for inter-institutional
combination. First, to the extent that some mergers have been imposed by govern-
ment as part of the rationalisation of systems of higher education, the model of con-
solidation also plays a role. In forcing merger as part of such rationalisation,
governments often assume that merger will lead to greater efficiency and productiv-
ity. Whether or not governments have known enough about costs and institutional
management to make such an assumption reliably, it too is a principle that produces
fewer returns as systems become more rationalised through merger, voluntary or
involuntary. Given the already great extent of mergers that were either required or
motivated by the reorganisation of systems of higher education, there may simply be
little room left either for more mergers or for other form of inter-institutional combina-
tion. But, even if there is some room remaining to realise productivity gains by
deploying inter-institutional combination as a means of rationalising systems of higher
education, governments may still postulate greater gains than co-operation can
deliver (Skodvin, 1999).

The model of necessity is essentially defined by the tension between institu-
tional autonomy and independence on the one hand and public policy demands for
accountability and system structure on the other. This model applies more often to
forced co-operation in the public higher educational sector. Although autonomy and
independence have obviously been of greater concern to institutions than to govern-
ments in considering various alternatives for inter-institutional combination, they have
been of at least some concern to governments too. Inter-institutional combination and
© OECD 2002



There Are Mergers, and There Are Mergers: The Forms of Inter-institutional Combination

 47
co-operation can lead to more standardisation and less diversity in the delivery of
public higher education. Governments have believed that the potential savings that
rationalisation could deliver were so great that intrusions on institutional autonomy
and system-wide diversity were justified. Perhaps they were right in that judgement.
But as the returns from economy of scale diminish, and as demands for diversity
among programs, types of institutions, and modes of program delivery grow, govern-
ments’ interest in formal inter-institutional co-operation, especially forced mergers,
may abate.
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in Higher Education: A Comparative Study
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ABSTRACT

Recent comparative education policy studies discover that even though there seems to
have been similar trends in higher education reforms in East Asian societies, the
recently initiated higher education reforms have really had diverse agendas. Thus, the
considerable convergence of policy rhetoric and general policy objectives may not satis-
factorily explain the complicated process of changes and the dynamic interactions
between global-regional-local forces that shape education policy-making in individual
countries. The present paper reflects upon the impact of the global marketization forces
on higher education policy, with particular reference to how the higher education sector
in Hong Kong and Taiwan has transformed under the global tide of marektization.
The core of this paper is to examine the ways and strategies that the governments
of Hong Kong and Taiwan have adopted to reform their higher education systems
in response to the changing local socio-economic-political context and regional-global
environments, with a particular focus on provision, financing and regulation.

INTRODUCTION

In recent years a widespread interest in changing modes of governance has
emerged within public policy, public administration and management. The shift from
“government” to “governance” has been widely debated both in the West, where the
debate originated, and in the Asia-Pacific, where it is a strong emergent theme. In the
West, early work concentrated on problems of government failure in the realms of reg-
ulation, welfare and development. This developed into a focus on the increasingly
complex challenges facing modern states. By the mid-1990s, bodies such as the
Organisation for Economic co-operation and Development (OECD) were devoting
considerable attention to issues affecting “governance in transition”. At this time, the
United Nations Development Programme (UNDP) issued its first discussion paper
on governance. This emphasized the importance of bringing together the realms of
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governance, namely civil society, the state and the private sector. Central to the
debate of changing governance is what is generally taken to refer to the process
whereby traditional modes of centralized, bureaucratic government have been
decentralized and opened up to non-state actors. Meanwhile, the “new public
management” model (NPM) is argued to be a global trend in public administration
and management, with the use of the economic market as a pervasive model for
political and administrative relationships (Baltodano, 1997; Flynn, 1997; Kogan
and Hanney, 2000). Moreover, it is even suggested that there has been a similar
trend in the goals pursued and the technologies utilized by governments around
the globe, while administrative measures like performance-based contracting,
competition, market incentives and deregulation are generally adopted to
improve public sector management (Kaboolian, 1998).

This paper is set out in such a conceptual context to discuss how the mar-
ketization process has affected the higher education governance in Hong Kong (China)
and Taiwan by examining the origins and driving forces for changing governance in
these two Asian Tigers’ higher education systems. More specifically, the paper exam-
ines the changes in the role of the state in terms of three major aspects, namely, provi-
sion, financing and regulation in higher education, reflecting upon whether and how
the recent higher education developments in Hong Kong (China) and Taiwan have fol-
lowed a similar administrative paradigm shift towards the “social-political governance”
model. Unless otherwise specified, the materials reported and discussed in the paper
were generated from field visits and field interviews conducted in Hong Kong (China)
and Taiwan in 1999, 2000 and 2001.*

THE IMPACT OF GLOBALIZATION 
AND THE CHANGING PHILOSOPHY IN GOVERNANCE

Over the past few decades, people have begun to talk about the impact of
globalization on economic, social, political and cultural fronts (see, for example,
Sklair, 1995; Giddens, 1990; Hirst and Thompson, 1999). When talking about
“globalization”, sociologists refer to a complex set of processes which “result from

* This paper is based upon our on-going research projects related to higher education
developments in Hong Kong (China). For the Taiwan materials, we have conducted field
visits and field interviews in 1999, 2000 and 2001. By using the purposive sampling
method, we have been able to interview more than 25 persons in Taiwan (including both
officials from Ministry of Education and scholars who work in the university sector)
from 1999 to 2001. As this research has adopted a qualitative approach, there is no inten-
tion to claim that the findings reported in the paper can fully represent the opinion of
the public or academics in Taiwan. Nonetheless, the intensive literature review, coupled
with a comprehensive document analysis and the first-hand materials generated from
field interviews in Taiwan, would have enabled us to have better understanding of the
most recent transformations in Taiwan’s higher education.
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social interaction on a world scale, such as the development of an increasingly inte-
grated global economy and the explosion of worldwide telecommunications” (Sklair,
1999, p. 321). As Giddens rightly observes, “globalization is restructuring the ways in
which we live, and in a very profound manner” (1999, p. 4). One of the major impacts
of the process of globalization is related to the fundamental change in the philoso-
phy of governance and the way the public sector is managed. Central to the debates
of changing governance are these questions: Whether the nation state has the abil-
ity or capacity to continue monopolizing public service provision? Can the state
carry out its functions effectively and efficiently? Is the nation state still viable? Who
is really in control of the global economies? At the same time, it is even argued that
national/local politics and policy developments are increasingly influenced/shaped
by regional, international or supranational organisations such as World Bank, OECD,
UN, WTO, IMF, etc. (Cooper, 1996; Hobsbawm, 1994; Smith, 1995; Held et al., 1999).

Living in the era of globalization, individual states have to change their roles and
their constitutions in order to accommodate, and not just adapt to, the demands and
pressures generated from external environments. In order to improve the efficiency
and effectiveness of public service delivery, transforming the state from “big govern-
ment, small individual” to the trend of “small government, big individual” has become
an increasingly popular global trend (Flynn, 1997). As modern states are very much
concerned with better performance in the public sector, fashionable terms such as
“excellence”, “increasing competitiveness”, “efficiency”, “accountability” and “devolu-
tion” have been introduced and different strategies such as internal audits, quality
assurance, performance pledges, management-by-objectives have been adopted to
try to improve the efficiency and effectiveness of public services (Mok, 1999). Despite
the fact that different countries have chosen different ways to respond to the global
trend, it is clear that globalization impacts in several ways on the public administra-
tion and management of individual countries. Baltodano (1997, pp. 623-626) rightly
points out that this has been achieved “through the institutionalization of the global
economy; through imposition by the international organisations; by increasing inter-
connection, both formally and informally; by changing the values of both bureaucrats
and policy makers. Selection of management practices is shaped increasingly by
globalization, trans-nationalisation of the nation as apparatus”.

In addition, globalization has also altered the conventional relationship
between the state and governance. Unlike past practices, the new vision of gover-
nance conceives modern states as “facilitators” instead of “service providers”, this
is particularly true when the “welfare state” is now turned into a “competitive
state”. Jones suggests that globalization promotes a distinct “New World Order”
where “much of the globalization process came to be dependent on the adoption of
reduced roles for government, not only as a regulator but also a provider of public
services” (1998, p. 1). This “New World Order” is characterized by governments which
revamp the role of a government and cut back the scope of their work; while the
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notion of “social good” is replaced by the rhetoric of “economic rationalism” whereby
customer choice and the three Es, namely, economy, efficiency and effectiveness are
emphasized (Welch, 1996).

FROM GOVERNMENT TO GOVERNANCE: A NEW DISCOURSE 
IN PUBLIC ADMINISTRATION

There are many important strands to the governance debate. At its heart is the
contention that the mode of government associated with Weber’s classic ideal type
of bureaucracy is in the process of being deconstructed. In its place are emerging
forms of governance that bring both state and non-state actors into the public pro-
cess, and transfer control to bodies operating either on the margins of the state or
outside its boundaries altogether. Much of this change has been driven by state
actors, but there is also a strong strand of unintended consequence to the debate.
As policy networks become established alongside or below the structures of the
central state, and as the actors in them gain power and resources, so the central
state itself loses the ability to impose overall coherence on the policy process. Loss
of steering capacity is a major theme of the literature on governance. Loss of
accountability is a linked theme. Power relationships in which managers endeavour
to maintain or enhance their dominance over other stakeholders in governance
partnerships is another (Rhodes, 1997; Osborne and Gaebler, 1993).

In short, the most essential part of the discourse of changing governance of mod-
ern states is related to the role of the state in relation to provision, subsidy and regu-
lation in the public sector. More significantly, the call for the changes in governance
has to do with the reduced state capacity and the change in governance philosophy
(Prosser, 1995; Mok, 2000). In order to make the public sector management more effi-
cient, effective and economic, the ideas and practices of “new public management” or
“managerialism” have become increasingly popular in reforming and transforming the
ways that public sector are managed across the globe (Baltodano, 1997; Hood, 1991;
Flynn, 1997). Kaboolian (1998, p. 190) has even identified a few common trends that
have affected public sector management.

The use of the economic market as a model for political and administrative
relationships means:

• a similarity in the goals pursued and the technologies utilized by each
reform movement; and

• the use of administrative technologies such as customer service, performance-
based contracting, competition, market incentives and deregulation.

Such an administrative paradigm shift has pointed out the fundamental change in
the role of the state in public sector management. More specifically, the welfare crisis
has turned governments from “primarily hierarchical decommodifying agents” into
“primarily market-based commodifying agents” (Cenry, 1996, p. 256). Not surprisingly,
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the reorientation of the welfare state by the “competitive state” has also transformed
the state from a primary concern with maximizing general welfare to maximizing
returns on investment, leading to greater stress on managerialism in the public ser-
vice. Nowadays, the public sector is not about the delivery of public values but about
the management of scarce resources.

In order to reduce the burden of the state in the public sector, actors other than
the state are revitalized to engage in the delivery of social and public policies/
services. According to Rhodes (1997), the distinction between state and civil society,
between public, private and voluntary sectors, and even between government and
market, is becoming increasingly blurred. Similarly, Rosenau also argues that “given a
world where governance is increasingly operative without government, where
lines of authority are increasingly more informal than formal, where legitimacy is
increasingly marked by ambiguity, citizens are increasingly capable of holding
their own by knowing when, where, and how to engage in collective action”
(1992, p. 291). Kooiman, like Rhodes and Rosenau, conceptualizes the problems
of governability in the post-welfare-state Western democracies by the notion of
“social-political governance”. Kooiman (1993, p. 3) states that it means exploring:

“The possibilities of developing conceptual frameworks for analysis and
(practical) applications of new ways of interaction between government
and society in terms of patterns of governance and governing. Interac-
tive social-political governance means setting the tone; creating the
social-political conditions for the development of new models of
interactive governing in terms of co-management, co-steering and
co-guidance. Social-political governance and governing are not prima-
rily looked upon as acts of governments, but as more or less continuous
processes of interaction between social actors, groups and forces and
public or semi public organisations, institutions or authorities.”

In addition, Kooiman (1993) sees such new forms of governance as a “third
way” between conventional systems of government which have reached the limits of
their political and administrative capacities, and those changes are intended to play
down the need for governing (i.e. de-regulation) or shifting such need (e.g. by privati-
zation and marketization). As Cheung (2000) suggested, such changes signify a para-
digm shift from unilateral (government or society separately) to an interactionist focus
(government with society), with a growing realization of inter-dependencies. As a
society becomes more dynamic, volatile and complex, the conventional notion of
government in terms of using force, taking command and imposing order, regula-
tion and control are rendered inappropriate. Instead, the identification of force
shaping policy change or “collibration” and managing the forces causing imbal-
ance (isotasy) are called for. Central to the idea of “collibration” is “to identify, in
any area of interest, what antagonistic forces already operate, what isotasy or
stand-off configuration presently obtains, and what intervention would help to
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create a more desirable position… government with a minimum use of power
and resources may shift a little weight, and in time-honoured and ubiquitous but
surprisingly untheorized way, steer the equilibrium” (Dunsire, 1993, p. 34).

Similarly, one of the most fashionable political ideologies in the United Kingdom
and the United States of America is “Third Way Politics”. Central to “Third Way Politics”
is an attempt to occupy a middle ground between top-down socialism and free-
market philosophy. In response to the impact of globalization and the rise of the
knowledge economy, “Third Way Politics” is concerned with restructuring social demo-
cratic doctrines to run modern states, emphasizing the core importance of active gov-
ernment and the public sphere (Giddens, 2000; Wilson, 2000). Realizing the modern
states could not bear the excessive welfare burden of the “classical welfare state”,
supporters of “Third Way Politics” believe that the state continues to have a funda-
mental role to play in both economic sphere and in other areas. According to Giddens,
“It [the state] cannot replace either markets or civil society, but needs to intervene in
each. Government should seek to create macro-economic stability, promote invest-
ment in education and infrastructure, contain inequality and guarantee opportunities
for individual self-realization” (2000, p. 164). At the same time, it is a mistake to coun-
terpose the state to markets because a stable civil society incorporating norms of trust
and social decency can facilitate economic growth and promote democracy. Hence,
politicians who support the ideas of the “Third Way Politics” have attempted to move
beyond the left and the right to come to the middle-way and strongly urge for a recon-
nection of the three key players, namely the state, markets and the civil society in
searching for more resources and diversity in social welfare provision and public
policy (Ross, 2000; Giddens, 1998; Halpern and Mikos, 1998).

All these developments have pointed to the new governance model in modern
states, particularly showing the importance of societal embedded-ness, i.e. about
the social-political interaction and networking in governance. As the capacity of
modern states is declining, there is a strong need to re-connect the domestic soci-
ety to governance. It is also in such a wider socio-ideological context that the demands
of “structural adjustment”, that is the diminution of the public sector and the expan-
sion of the private sector, have become increasingly keen in contemporary society.
Translated into concrete policy terms, different ways and measures along the line of
“privatization” and “marketization” have been introduced and implemented with the
intention to lessen the financial burden on the state and to improve the performance
of the public sector (Flynn, 1997; Prosser, 1995; Hood, 1995).

MARKETIZATION, CORPORATIZATION AND ACADEMIC CAPITALIZATION 
OF HIGHER EDUCATION

Education, being one of the major public policies, is not immune from the
paradigm shift from government to governance. It is particularly true when in
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times of economic constraints, people began to question the taken for granted
belief that the government should monopolize education [i.e. acting the role as
the sole provider of education] (Dale, 1997). Unlike the good old days in the “wel-
fare state”, universities nowadays experience pressures from governments, the
main providers of higher education, to demonstrate maximum outputs from the
financial inputs they are given. What has become increasingly popular in higher
education governance is corporate models and market-oriented approach. By
“corporate model”, we refer to turning universities into “corporations” or “entre-
preneurial universities” under which organisational structuring and functioning is
altered in the light of the popular belief that education should serve economic pur-
poses (Slaughter and Leslie, 1997). Amidst the pressure for management efficiency
in the face of widened access and reduced resources, the use of market or economic
principles is seen as a disciplinary mechanism to make the higher education sector
and its people work harder, more efficiently and effectively (Ball, 1990). Such a new
governance model has been supported and promulgated by certain supranational
organisations like the World Bank and the Organization for Economic co-operation
and Development (World Bank, 1994; OECD, 1995).

In response to calls for “cost-effectiveness” and “value for money”, new mana-
gerial doctrines have been adopted and management-dominated type of decision
making has become common practice in the university sector. An entrepreneurial
competitive culture has emerged and become the new ethos in the university sec-
tor. In order to become more competitive, universities have changed the ways
they manage themselves. “Terms of new discourse” have emerged such as mission
statements, system outputs, appraisal, audit, strategic plans, cost centres, and
public relations (Duke, 1992). In addition, the success of higher education reforms
is merely measured by the lesser degree of state intervention, while increased
management autonomy and market-oriented instruments are playing a far more
significant role in such review exercises (World Bank, 1994). Under the strong tide
of managerialism, universities have become more managerialist and bureaucratic
in nature (Currie, 1998). The global tide of managerialism has accelerated the move-
ment of faculty and universities toward the market, which can clearly be reflected by
the ideology of “the market knows best”, business practices, performance indica-
tors, corporate managerialism and line management, commercialization of research
as well as commodification of knowledge (Currie, 1997, pp. 4-5). Observing the
fundamental changes in the university sector, Slaughter and Leslie propose that:

“To maintain or expand resources, faculty had to compete increasingly
for external dollars that were tied to market-related research, which was
referred to variously as applied, commercial, strategic, and targeted
research, whether these moneys were in the form of research grants and
contracts, service contracts, partnerships with industry and government,
technology transfer, or the recruitment of more and higher fee-paying
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students. We call institutional and professional market or marketlike
efforts to secure external moneys academic capitalism” (Slaughter and
Leslie, 1997, p. 8).

Based upon the idea of “academic capitalism” proposed by Slaughter and Leslie,
we would argue that what has been taking place in the university sector both globally
and locally in Hong Kong and Taiwan is a process of “academic capitalization”. When
talking about how the university sector has been affected by the notions and prac-
tices of managerialism and marketization forces, we must understand that these are
processes of “-ization” rather than static situations. By the process of “academic capi-
talization”, we refer to the scenario in which professors and academics, like other
professionals, have gradually become involved in the market. When talking about
“marketization” and “corporatization” of higher education, we refer to the popular
trends in adopting market principles and values, as well as markets practices and
strategies to run higher education. No matter how and in what ways academic staff
and universities are incorporated into the market, we can easily observe that profes-
sional and academic work has been patterned in line with a “market-driven”
approach. It is against such a wider policy context that education has become a tool
to accomplish an integrated world system along market lines as Ball (1998) rightly
suggests. This paper is set out in such a wider conceptual context to examine how
higher education developments in Hong Kong and Taiwan are affected by the global
trend of changing governance model, especially discussing the interactions
between the global and local factors driving for changes and transformations in
these two Tigers’ higher education sector.

THE POLICY CONTEXT ON HONG KONG HIGHER EDUCATION

Since the 1990s, higher education in Hong Kong (China) has gone through sev-
eral reforms. One of the major transformations taking place in Hong Kong’s higher
education is the rapid expansion of participation in undergraduate degree pro-
gramme from 8% in 1989 to 18% in 1994. When Mr. Tung Chee-hwa came to his office
as Chief Executive of the Government of the Hong Kong Special Administrative
Region (HKSAR), he commissioned the Education Commission (EC) to conduct a
comprehensive review of Hong Kong’ education systems. After the review, the EC
published the Review of Education System Proposal in 2000, making it very clear that
“with the political, economic and cultural changes taking place in Hong Kong and
around the world, we are witnessing a trend towards globalization, a knowledge-
based economy and cultural diversity. To meet the challenges ahead, there is an
urgent need to provide opportunities and an environment for the people of
Hong Kong to develop their potential and to upgrade themselves to build a culturally
diverse, democratic and civilized society with a global outlook, to strengthen
Hong Kong’s competitive edge”(Education Commission, 2000). Hence, the invest-
ment in education, especially the expansion of higher education, is the strategy
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adopted by EC to respond to the globalization challenges. In response to the EC’s
recommendations, the Chief Executive directly addressed the issue raised by the
EC in his 2000 Policy Address, asserting that “Hong Kong is ready for the global eco-
nomic competition” so that a “holistic reform of education for the challenge is
needed” (Chief Executive, 2000). On the higher education front, the HKSAR believes
that more graduates with higher education training would foster the HKSAR’s future
social and economic development. Therefore, the HKSAR has recently proposed in
May 2001 to start another round of higher education expansion by doubling the
sub-degree programmes by 2010 (Ming Pao, 14 June 2001).

In addition to the massification of higher education, a better understanding of
higher education reforms in Hong Kong should be connected to the wider public
sector reform started in the territory since 1989. Since the late 1980s, Hong Kong
Government has been very aware of the global trend of public sector reengineering
along the line of managerialism. In order to improve the efficiency and effectiveness
of the public sector, the government has adopted the ideas and practices of mana-
gerialism to run the public sector. Central to the notion of managerialism is the intro-
duction of “competition” to the public sector to promote better performance. The
strong belief in market principles and practices has caused a fundamental adminis-
trative paradigm shift towards a more market-oriented approach in public sector
management (Mok, 2001). Higher education, being one of the major public policies,
is not immune from the tidal wave of managerialism and has been affected by the
fundamental administrative paradigm shift and the changing governance in the
HKSAR Government. Let us now turn to how the three major aspects of higher educa-
tion governance, namely provision, financing and regulation have changed in the
recent years.

CHANGING GOVERNANCE IN HONG KONG’S HIGHER EDUCATION

Provision

Higher education in HK is undergoing the process of massification in the
recent decades. Figure 1 shows that the percentage of relevant age group enrolled
in HEIs increased dramatically in the 1980s and the 1990s from 3% to 6% and to
18% respectively. As discussed earlier, further massification of higher education is
proposed by the Chief Executive, so that in the next ten years their enrolment rate
to HEIs would reach 60% (Tung, 2000).

The rationale for the increasing higher education enrolment is, according to
the 2000 Policy Address, to catch up with the pace of higher education expansion
in the neighbouring major cities in Asia and the developed countries in order not
to “fail to meet the needs of a knowledge-based economy” (Chief Executive,
2000). However, how to expand the enrolment nearly two times in ten years is the
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problem faced by the HKSAR. One of the proposed policy strategies is to diversify
higher education delivery in the SAR. According to Tung:

“In achieving this target, the Government will facilitate tertiary insti-
tutions, private enterprises and other organisations to provide
options other than the traditional sixth form education, such as pro-
fessional diploma courses and sub-degree courses. We will consult
these organisations, examine the demand and allocate more
resources by providing land and one-off loans to those institutions
interested in offering such courses.” (Chief Executive, 2000, p. 26)

Echoing the view of Mr. Tung, the EC proposed to have three major components
in future higher education system in the Review of Education System Proposal (2000b),
namely, i) Universities – degree-awarding educational institutions; ii) Post-secondary
colleges – institutions which offer courses above secondary school level;
iii) Continuing education institutions – those continuing education institutions
which provide different types of courses above the secondary school level. The
HKSAR Government also seriously considers the establishment of Community Col-
leges and has openly encouraged the launch of private universities in the territory
(Education Commission, 2000; Ming Pao, 15 March 2001; Ming Pao, 17 May 2001).
Such a proposal has clearly shown that a process of diversification is started in the
higher education sector. It is believed that a variety of non-state sectors and actors

Figure 1. Enrolment rates in higher education

Source: University Grants Committee, 2000 (Internet Source).
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other than the government will be involved in future higher education expansion.
More importantly, the mobilization of additional agents or new forces in higher
education provision would be primarily market-driven. Hence, the expansion of
sub-degree programs will be guided by the “education market” and the HKSAR
Government has not fully committed to finance all these programs as discussed
above. Interestingly, the government is prepared to adopt a self-financing princi-
ple to run these associate degrees by committing only 2 billions HKD in the next
ten years in form of loans but not direct “investment” into higher education.
A billion would be used as low-interest loans to the students and another billion
would be loaned to the HEIs for renting premises and facilities building (Ming Pao,
31 May, 2001). The HKSAR also proposes to diversify the potential providers of
associate degrees by involving not only the local HEIs but also overseas HEIs. More-
over, some potential local higher educational institutes would be chosen or encour-
aged to provide higher education programmes. Seen in this light, the recent
proposal for higher education provision reveals the Government’s policy to diversify
higher education provision by mobilizing not only local publicly-run higher education
institutions but also other sectors and actors (including the market or the private
sector) to engage in higher education provision.

Financing

Despite the fact that the HKSAR is very keen to create more higher education
opportunities for its citizens, the government realizes depending financially upon the
HKSAR alone can never satisfy the pressing demands for higher education. Therefore,
the HKSAR has initiated a new funding methodology to support the further expansion
of associate degree programmes by offering subsidies to higher education institutions
for renting or identifying suitable premises, or establishing facilities appropriate for
growing teaching needs, and grants and loans to individual students who intend to
enrol associate degree programmes (Ming Pao, 31 May 2001). Ironically enough,
although the HKSAR is very much concerned with higher education development in
the territory, the government continues to reduce the financial resources to the locally
publicly-funded higher education institutions (HEIs) in the recent budget triennium.
Table 1 shows 10% and 4% funding cuts in the two recent budget trienniums. Although
there is a need to create more higher education opportunities, the Hong Kong’s

Table 1. The University funding by UGC in the recent triennium

Source: Hong Kong Standards, 24 February 2001.

University funding Reduction rate

Triennium 1998-2001 $48.37 billion 10%
Triennium 2002-2005 $46.48 billion 4%
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HEIs have to search for other financial resources to run their institutions either by
multiplying funding channels or adopting more stringent budget control.

In response to the budget cut, local HEIs in Hong Kong have to search for
additional financial resources through other channels. On the one hand, the HEIs
have been seriously looking for additional funding by the adoption of user-pay
principle, commercialisation of research, and revenue generation from the third
sector. On the other hand, more stringent and conservative budget strategies are
adopted to cut cost.

Revenue generation strategies

The adoption of the user-pay principle

The UGC makes its position very clear that “all education in all countries is
expensive and occupies a substantial part of national budgets. But higher educa-
tion is particular costly”. The policy of raising fees has been adopted by the UGC
while the HKSAR Government has set the minimum fee level in subsidised HEIs
to recover 18% of costs from 1997 onwards. In addition to the increase in tuition
fees, another noticeable change is the reform in the grants/loans system. Under
the new scheme, no more grants will be offered; while loans will carry a proposed
5% interest to any applicant without a means-test (UGC, 1996). In line with the
“fee-charging” principle, local HEIs have started different kinds of “self-financing”
programmes/courses to attract students in order to generate additional income.
Distance courses, conversion courses co-run by local and overseas universities
and continuing education programmes are becoming far more popular. More
taught postgraduate programmes such as Master of Business Administration
(MBA) and Law courses are offered by local HEIs on a self-financing basis. In addi-
tion, continuing education is considered as one of the major sources of additional
education funding. For instance, there are over 100 courses offered by the School
of Continuing and Professional Education (SCOPE) in City University of Hong Kong.
Most of them are related to the enhancement of professional qualification and
these programmes are able to attract a large number of “customers” (SCOPE, 2001).
Adding the self-financing associate degree programmes as discussed above, we
may well argue that the “user-pays” principle is becoming more prominent in
Hong Kong’s higher education sector, the practice of which clearly illustrates that the
market forces do operate well among HEIs in the territory.

Commercialization of research

The “user-pay” principle is, in fact, one form of commercialization practices in
higher education. Programmes/courses that have market values are “commercialized”
to make profits for the HEIs. It is note-worthy that not only programmes/courses
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that could be commercialized but a number of research outputs could bear high mar-
ket values as well. Commercialization of research takes two forms: either by “selling”
research outputs to the market directly or by establishing closer links or by engaging
HEIs in collaboration with the business and industrial fields. Commercializing, or sell-
ing, research outputs is becoming more fashionable in Hong Kong’s HEIs as an addi-
tional revenue generation strategy (Hong Kong Economic Times, 2 May 2001). Since 1993,
Hong Kong University of Science and Technology (HKUST) has established the Rand
Corporation Limited to develop research projects that have market values. The out-
puts generated from such projects are put into the open market place. Besides
HKUST, City University of Hong Kong has also successfully developed the TeleEye
Long Distance Monitoring System from one of those its numerous technological
research and the system is undergoing wide scope of commercial advertising to the
market. Similarly, Hong Kong Polytechnic University (HKPU) has established the
Enterprise Development Center to promote more cooperation between HKPU and
the medium and small-sized enterprises in Hong Kong. Commercialized research out-
put is one of those core objectives of the Center. The examples discussed earlier are
only the corner of the iceberg since many projects with “applied” or “practical”
values are undertaken with the intention to obtain economic rewards from the mar-
kets. Such practices, when put into the perspective of the proposed framework out-
lined above, clearly suggest that HEIs in Hong Kong have been experiencing the
processes of marketization and academic capitalization.

Revenue generation from the third sector

In recent years, other than the financial resources from the government and
the market, the role of the “third sector” such as the non-governmental organisa-
tions (NGOs), social organisations and individuals are becoming increasingly
important in providing funding resources to local HEIs in Hong Kong. In his
2000 Policy Address, the Chief Executive made his position very clear that the
HKSAR Government is very keen to mobilize the third sector in social provision
(Chief Executive, 2000). Similarly, the Education Commission has reinforced the
view of the Chief Executive by pointing out that:

“In view of the high proportion of public expenditure currently devoted
to education and the implementation of the committed new initiatives,
which will also require a considerable amount of additional resources,
we need proper strategies for making effective use of public resources
and the community’s resources. To realize the education reform, all sectors of society,
in particular the learners themselves, must be prepared to make greater contributions.”
(Education Commission, 2000, italics added by the authors)

The resources derived from society constitute the valuable supplement to
the reduced state budget on HEIs and the unstable market returns. Nowadays,
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every university has established a “Committee of Donation” to raise fund. The
works of the committee are not minimal but influential in the sense that many of
the HEIs’ campus facilities are financially supported by the third sector. For
instance, the new student hostels in City University of Hong Kong are fully spon-
sored by the Hong Kong Jockey Club and Hong Kong Shanghai Banking Corpora-
tion. In this regard, we should not underestimate the role of the third sector in
financing HEIs, especially in time of budget cuts and financial constraints.

Cost recovery measures

Enhanced productivity (doing more with less)

Approximately 4% (about 46.68 billion HKD) will be reduced in the whole
higher education budget in Hong Kong in the triennium 2002-2005. However, the
reduction of budget is not accompanied with reduced student intake but rather
the UGC expects the HEIs to increase student intakes and research activities. This
so-called “enhanced productivity” strategy introduced in the higher education
sector in recent years is, in fact, part of the wider public sector reengineering
project in the HKSAR. Notions such as “doing more with less”, “doing it smarter”
and “value of money” are becoming dominant theme in public sector manage-
ment in Hong Kong, with expectations that productivity gains in the public sector
will turn out higher quality of services with limited resources. Central to the
“Enhanced Productivity Programme (EPP)” is:

“designed to achieve both short-term quantified productivity gains
and a lasting improvement in public sector productivity. It will do
this by a combination of reduced growth in baseline expenditure,
reviews of major spending areas, and changes in the management
framework intended to secure a more proactive resource management
culture.” (Efficiency Unit, 1998)

Similar to the other public policies in Hong Kong, the reduction of govern-
ment’s funding to the HEIs aims “to reduce the baseline expenditure (on govern-
ment department) by 5% by 2002-03” (Efficiency Unit, 1998). Admittedly, such a
“doing more with less” principle is the recent trend of the public sector in
Hong Kong, the proposed cut in HEIs’ financial resources is a vivid illustration of the
general climate of the public sector management in Hong Kong.

Voluntary retirement scheme

In order to cut cost and enhance the saving ability of the institutions, a number
of local HEIs have begun to implement the Voluntary Retirement Scheme by
“buying off” the under-performing or unperforming staff for early retirement.
Moreover, staff remuneration for both teaching staff and non-teaching staff is one
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of the biggest expenditures in local HEIs. In order to cut cost, HKUST is eager to
prompt the voluntary retirement scheme on the non-teaching staff (Ming Pao,
12 April 2001), while Chinese University of Hong Kong (HKCU) is by far the one which
implements most the scheme on teaching staff (Sing Tao Jih Pao, 15 May 1999). How-
ever, faced with budget cut and limited resources, more and more HEIs in Hong King
are considering such schemes or other similar schemes for staff cost cutting purposes.
For instance, the salary starting points of the newly recruited teaching faculty to CityU
are largely rescaled to lower salary points. Putting such developments into perspec-
tive, we may argue that HEIs in Hong Kong are becoming increasingly cost-conscious;
they are certainly influenced by the ideology of “economic rationalism” (Mok, 2001).

Regulation

 Hong Kong (China) is the first among East Asian societies to impose quality
measures to monitoring the higher education sector (Mok, 2000). While recogniz-
ing that individual HEIs in Hong Kong (China) may have different roles, missions,
and characteristics and that they offer a great variety of programs and various
styles of teaching, the UGC believes that there is a strong need to promote and
assure higher quality education, especially in an era of rapid expansion of higher edu-
cation. Three major quality assurance activities were implemented, namely,
Research Assessment Exercises (RAEs), Teaching and Learning Quality Process
Review (TLQPR), and Management Reviews (MRs). Since the 1990s, three Research
Assessment Exercises (RAEs) were conducted in 1994, 1996 and 1999 to assure
research quality. One Teaching and Learning Quality Process Review was conducted
in 1997 to evaluate if HEIs had properly institutionalized self-monitoring and self-
evaluation. Management Reviews (MRs) have been conducted to examine the
roles, missions, academic objectives, resource allocation, planning, and financial
process mechanisms of individual HEIs (French, 1999; Mok, 2000).

RAEs have significant impact on funding since resource allocation is linked with
research performance of individual HEIs. In these exercises, those faculty members
whose research outputs are identified as above the threshold set by the UGC are
considered as “active researchers”. The more active researchers a “cost centre” has,
the more funding will be allocated to the “cost centre”. Exercises of this type inevi-
tably bring adverse consequence to the HEIs, as research becomes dominant in uni-
versity life but less recognition is given to teaching activities. A “publish or perish”
syndrome has evolved in the higher education sector and it is effectively reflected
by appointment, substantiation and promotion of academics (Cheng, 1995; Mok,
2000). In addition to RAEs, the UGC also initiated TLQPR to examine whether all
UGC funded HEIs have institutionalized mechanisms and systems that can assure
quality teaching and learning. The reviews focus on “five aspects of each institution’s
teaching and learning, namely curriculum design, pedagogical design, implementa-
tion quality, outcome assessment and resource provision” (UGC, 1999; Mok and Lee,
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2000). Although the original purpose of the review was to remind HEIs to emphasize
teaching, nonetheless the top management in local HEIs perceived the review as
another set of parameter for resource allocation. In this regard, the HEIs in the terri-
tory have established their own “Internal Audit” before the UGCs reviews in order to
ensure that mechanisms and system are already in place for promoting teaching
excellence. For examples, HKU and CityU have already established their own “Inter-
nal Audit Unit” to promote teaching and learning and such practice is identified by the
UGC as “good practice” (UGC Secretariat, 1996, 1996a). It is anticipated that another
round of TLQPR will start in 2002 (TLQPR Review Team, 1999). MRs are to evaluate the
effectiveness of individual HEIs’ management. In fact, MRs are seen as a “value-
for-money” audit, although MRs assess neither institutional management efficiency
nor cost-effectiveness (French, 1999a; Mok and Lee, 2000). However, the review will
still affect the funding and resource allocated to individual HEIs, particularly when the
government has made further budget cut to higher education.

Putting the above review exercises in perspective, we can easily observe that
three major aspects of “effectiveness”, “efficiency” and “economy” are adopted as
the primary criteria for assessment. Under the rubric of managerialism ideologies
are the rationale behind all the reviews discussed above and therefore local HEIs
have become more conscious about cost recovery and value for money. One of the
most noticeable results of this review is that some “under-performing research
centers are demoted to a lower tier as chastisement or are even closed down
(UGC Secretariat, 1999a). All these quality assurance exercises have successfully
induced an “internal competition” in the higher education sector. Local HEIs,
under such a regulatory framework, should have become more cost-conscious, striv-
ing to become efficient in the use of resources, effective on delivering teaching and
learning, doing more research with less resources, to establish self-monitoring or
accountable units, and economic rational for survival purposes. With the regula-
tory framework outlined above, the HKSAR Government adopts the “supervisory
governance model” to monitoring the HEIs instead of directly intervening into
every aspect of higher education governance. Putting the management reforms in
higher education initiated by the HKSAR Government together with the adoption
of market principles and practices and the mobilization of the third sector in pro-
viding and financing the HEIs, it is clear that the higher education governance
model in Hong Kong has changed to a “corporate governance model”, whereby
the government has become the educational service co-ordinator and facilitator
instead of monopolizing the service provider role.

THE POLICY CONTEXT ON TAIWAN HIGHER EDUCATION

The most recent changes and transformations taking place in Taiwan’s higher
education sector are closely related to both external and internal forces. Externally,
the changing socio-economic context and the growing impact of globalization have
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inevitably created the pressure for policy changes resulting from democratization
since 1987 in Taiwan. Internally, the changing socio-political and socio-economic
contexts on the island-state have undoubtedly been the most determining factors
for education restructuring in Taiwan (Chiu, 1993; Law, 1998; Weng, 1999). Other
localized factors such as the change in the philosophy of governance and the
socio-economic changes resulting from the earthquake in 1999, and the massifica-
tion of higher education in Taiwan have undoubtedly created additional forces for
the recent higher education reform and education restructuring (Mok, 2001a).

Realizing the socio-political context changed after the democratization
project was started about a decade ago, Prof. Guo Weifan, the former Minister of
Education, openly declared that the “democratization” of higher education should
go hand in hand with Taiwan’s political development, in 1993. Announcing that the
Government was prepared to adopt a decentralization policy in the higher educa-
tion sector, he promised that the state would gradually devolve powers to higher
education in four major aspects: personnel management, academic freedom,
finance and curriculum (Gao Fiao Fian Xun, 10 June 1993). Since the post-martial law
society has become more open, the Taiwan Government has initiated a series of
reforms to make its education system more open and innovative. One major idea,
song-bang (i.e. releasing strings or liberalization) was introduced and advocated by
the Review Commission on Education Reform (RCER, hereafter), a special com-
mission led by Dr. Y.T. Lee, a Nobelist and the President of the Academic Sinica,
in 1994. Scholars and academics in Taiwan now enjoy far more autonomy and flexi-
bility in running their educational institutions. University academics have success-
fully formed their own professional associations at both the university and the
inter-university level as political platforms to discuss higher education policy. At
the inter-university level, the Committee for Promoting University Reform (CPUR)
was set up on a voluntary basis to comment on higher education policies and offer
alternative views to the official ones (Law 1996a, 2001).

Furthermore, the recent higher education reform is also affected by the
changing governance philosophy in Taiwan. The reformers have adopted a neo-
classical approach to public management, believing that the state should not
intervene too much in the public domain but create a conducive infrastructure for
the market economy. Such a belief should have affected educational governance
on the island-state (Field Interview, December 1999, Taipei). With the changing
socio-political context, together with the changing governance philosophy, what is
the most crucial issue in Taiwan’s education sector is to redefine the state-education
relationship, especially when the Taiwan Government is considering the policy of
“privatization” in education (United News, 28 December 1999). As more Taiwan
citizens have become affluent, they are willing and have the ability to pay for
quality education. While the state has encountered difficulties in financing all
education institutions, the market, family and individuals are revitalized to diver-
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sify educational financing and provision. Despite the fact that the role of the state
is vital in higher education, it does not mean that the state should monopolize
education and prohibit the operation of universities by private individuals and
organisations. To the Taiwan Government, the revitalization of the private sector
and the mobilization of other non-state sources to run education not only can gen-
erate more income/revenue but also can reduce the pressure on the state to meet
the pressing needs for higher education (Field Interview, April 2000, Taipei).

In addition to domestic socio-economic-political changes, the growing impact
of globalization has also influenced Taiwan’s higher educational development.
Like Tung Chee-hwa, the Chief Executive in HKSAR, Chen Shuibian, the newly
elected President of Taiwan, strongly believes that “university education would be
the key-factor of a nation’s competitiveness in the knowledge-based economy era”
(Chen, 2000). In response to the globalization forces, the Ministry of Education of
Taiwan (MOE, hereafter) organized an in-depth discussion forum to set out
“Higher Education Blueprint” in May 2001 (MOE, 2001). The following will discuss
how higher education governance has changed in Taiwan, with particular attention
given to issues related to provision, financing and regulation.

CHANGING GOVERNANCE IN TAIWAN’S HIGHER EDUCATION

Provision

The number of private HEIs has grown tremendously since the late 1980s. In
the academic year 1999-2000, there were 59 private HEIs out of a total 105 HEIs in
Taiwan (MOE, 2000). It represents an expansion of private HEIs by almost seven
folds since the 1950s (MOE, 1999). As stipulated in the Overall Proposal on Education
Reform in 1994 and the recently revised University Law, the Taiwan Government
openly recognizes the important role of the private sector in higher education pro-
vision (Education Reform Council, 1994; University Law Drafting Unit, 2001). Fur-
thermore, the newly revised Private Education Institutes Law and Implementation
Plan of Cooperation between Social Organizations and Educational Institutes have
clearly spelt out all sorts of procedures and regulations in regard to running pri-
vate HEIs. With such a legal framework, the interests of different stakeholders such
as the government, social organisations, private organisations and students are
taken into serious consideration.

Financing

Before the comprehensive review of higher education in Taiwan in the mid-1990s,
all national universities were primarily funded by the government (Education Reform
Council, 1994b). After the review, the RCER believe that the proportion of government
funding to national universities was too high. Having a deeper reflection and critical
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evaluation of the conventional funding methodology, the RCER therefore recom-
mended a new funding policy in the higher education sector. Acknowledging that
inducing a considerable extent of pressure in the higher education sector could moti-
vate all national and private universities to perform well, the Taiwan Government
therefore has adopted a new funding policy by cutting about 20-25% of the state finan-
cial resources from the national universities. With the budget cut, all national universi-
ties now have to search for the remaining 20-25% of funding. In addition, the RCER has
introduced “internal competition” to all national and private universities, thus
linking resource allocation with performance of individual HEIs, to improve the overall
performance of the higher education sector (Education Reform Council, 1994b).

Under the new funding policy framework, individual national HEIs in Taiwan
have to search for money from different channels. The resources from the non-
state sector and the user-pay principle are now encouraged by Taiwan Govern-
ment. Table 2 shows that the proportion of the non-state financial resources has
increased, especially when the Taiwan Government has decided to turn the status
of all national universities to that of independent legal bodies (Mok, 2000).
Becoming independent legal entities, universities would have far more flexibility
and autonomy to decide their operation, including management, financing and
other development plans, therefore, financing from multiple channels of non-state

Table 2.  Source of funding in selected universities in Taiwan in 1996-1998

Source:  Ministry of Education (2000), Internet Source.

National Ching Hua 
University

National Taiwan 
University

National Cheung 
Kung University

National Chiao Tung 
University

Tuition fee 96 168 262 647 451 463 293 221 535
97 173 030 697 405 460 440 222 141
98 206 100 772 410 490 671 256 197

Co-operation 
with other sectors 96 470 579 11 06 252 663 150 322 723

97 662 434 1 909 121 950 872 570 098
98 777 409 2 125 089 1 165 279 737 843

Interest 96 8 422 14 671 23 848 29 856
97 29 204 52 317 85 460 59 514
98 57 769 144 904 157 172 79 232

Donation 96 713 3 431 1 660 2 485
97 587 57 924 3 000 2 502
98 22 654 46 238 7 900 10 330

Education 
Promotion 96 6 977 70 962 6 881 27 377

97 13 640 55 316 105 843 45 772
98 129 606 70 544 129 606 57 243
© OECD 2002



Higher Education Management and Policy

 70
sector resources are thus allowed. For instance, National Normal University has
begun to restructure its programs, shifting from a merely normal university to a
comprehensive university by offering more programs and courses that can meet
the needs of students and employers. Prof. Chien Maw-fa, President of the
National Normal University, shared with the author that the university had encour-
aged students to enroll in programs with double-majors and believed that such
policies could make their graduates more “marketable and competitive” in the
open labor market (Field Interview, April 2000, Taipei).

The reduction in the state’s financial support to the national universities can
enable the state to offer partial financial support to private universities. Starting
from the academic year 1999-2000, 20% of the regular income of private HEIs came
from the state in form of “reward, subsidies and assistance”, so that the financial
ability of the private HEIs is enhanced (MOE, 2000). When private higher educa-
tion institutions receive partial financial support from the government, they are
held accountable to the public and must provide assurance about their academic
standards. In order to further promote the private HEIs’ competitiveness, the
restrictions on both private and public HEIs’ tuition fees are loosened. There are no
more restrictions on the private HEI’s tuition fees and 30% of flexibility on public
HEIs tuition charge is allowed (Education Reform Council, 1994b). Such an attempt
does activate the market forces in higher education; the privilege the public HEIs
had by receiving direct state funding, is eliminated; competition is enhanced.
Hence, all such developments have shown the state’s deliberate efforts to mobilize
the non-state sectors to finance higher education (Mok, 2001; Weng, 2001).

In addition to the changing state funding formula for higher education, the
user-pay principle is adopted by the Taiwan Government to relieve its financial
over burden on the state alone. On various occasions, government officials have
repeatedly announced that the Taiwan Government is going to increase students’
tuition fees. Prof. Yamg Kuo-Chih, Vice-Minister of the MOE, and Huang Kuo-tuan,
Minister of Higher Education, openly expressed the view that “higher education is
not free education so user-charges for the higher education institution would be
adopted” (China Times, 1 September 1999, 28 December 1999). It is further projected
that the tuition fees of both national universities and private universities will
increase not more than 5% and 5.5% respectively each year (MOE of Taiwan, 1999).
As the figures in Table 3 suggest, the tuition fees for both types of universities have
been increased by 5% and 3.5% respectively in a year’s time.

Recognizing the fact that some newly established national universities may
have difficulties in fund-raising, the MOE has established measures appropriate
for setting aside additional grants to support them. After the new President came
to office, he has promoted the new idea of “the middle way” politics, attempting
to change the governance model by mobilizing the market and other non-state
sectors to engage in education provision and financing (Chen, 2000). The new
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Table 3. Charging standard of selected national and private universities in Taiwan in 1998-1999

Medical Engineering
Faculty of Science/

Business Arts/Law
Tuition 

increased 
by

1998 1999 1998 1999 %

0 18 990 19 930 18 700 19 630 5
0 n.a. n.a. 18 700 19 360 5
0 19 000 n.a. 18 710 19 500 5
0 19 000 n.a. 18 710 19 500 5

0 41 250 42 690 40 620 42 020 3.5
0 41 440 42 880 40 810 40 620 3.5
0 41 150 48 810 40 520 41 740 3
. 41 250 43 310 40 620 42 650 5
 71

2002

Source: Ministry of Education (2000) [Internet Source].

Agriculture

1998 1999 1998 1999 1998 1999

Public University
National Taiwan University 29 310 30 770 21 870 22 950 217 000 22 77
National Normal University n.a. n.a. 21 870 22 950 21 770 22 77
National Cheng Kung University 29 330 30 790 19 000 22 930 21 700 22 90
National Ching Hwa University n.a. n.a. n.a. 22 900 21 700 22 90

Private University
Tung Ng University n.a. n.a. n.a. 49 150 n.a. 48 74
Tung Hoi University n.a. n.a. 47 320 49 380 47 720 48 96
Fu Yab University n.a. n.a. 46 980 48 810 47 380 48 40
Yuan-ze University n.a. n.a. n.a. 49 680 47 490 n.a
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government also believes that with the effective supervising/monitoring mecha-
nisms institutionalized in the higher education sector, both quantity and quality of
Taiwan’s higher education could be ensured (Field Interview, June 2001). In short,
the discussion above clearly indicates that the Taiwan Government has attempted
to mobilize different financial sources to support higher education, hence suggest-
ing that the government has begun to shift from being the sole fund provider to
the role of facilitator by inviting and coordinating other non-state actors/sectors to
be involved in financing higher education in Taiwan.

Regulation

Various drastic changes with regard to regulation in higher education in Taiwan
followed the revocation of martial law in 1987. The following highlights several
reforms that reflect academics in Taiwan nowadays enjoy far more autonomy and
they are held responsible for university governance.

Empowerment of academics in university governance

In the previous decades, the MOE tightly controlled matters regarding selection,
appointment, and dismissal of university presidents in tertiary institutions by
issuing regulations governing qualification of university professors. The revised
University Law stipulates that presidents of universities and colleges should be
selected and elected by each university or college concerned. In so doing, each
university or college should organize its own search or recruitment committee for
setting its own rules and criteria for its president recruitment exercise (Tsai, 1996).
Another indicator of empowerment of university academics is to entrust and
devolve more responsibilities to individual faculties to run their businesses. At
the institutional level, faculty members in public and private tertiary institutions
are allowed to elect two or three candidates for university president and for dean-
ships and to refer these names for final selection and appointment to the MOE
and university presidents respectively. Although final control over appointments
still lies with the highest authorities, the election exercise has broadened the
legitimacy of university leadership (MOE, 1995). Moreover, the Government has
granted faculty members the power to negotiate as a body with university authori-
ties. In accordance with the new University Law, tertiary institutions can establish
their own university faculty councils to deal with the recruitment, promotion, and
dismissal of teachers. Such provisions again suggest that academics and scholars
now enjoy more autonomy in Taiwan (MOE of Taiwan, 1997, 1997a).

Self-accreditation: an indicator of self autonomy

The self-accreditation system of universities and colleges was introduced as the
second type of mechanism to protect institutional autonomy in the 1990s. Previously,
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the MOE held absolute power to assess faculty qualifications and publications in
matters of recruitment and promotion. The old system could also be seen as a
screening process to reject academics and censor research or publications
deemed inappropriate by the leadership of the ruling party. Since 1991, the MOE
has gradually devolved the power of self-accreditation to universities and colleges.
By 1996-97, 15 universities were granted such a power. At the moment of writing,
23 universities have already received the self-accreditation status while another
16 universities have applied for it (MOE of Taiwan, 1997, 1997a).

In order to gain full self-accreditation status, tertiary institutions must pass
through three stages. In the preparation stage, tertiary institutions must satisfy the
minimum levels set by the ministry for passing rates for faculty publications in the
preceding four years (70% for institutions with over 50 teachers who have submitted
their publications for evaluation, and 90% for those with fewer than 20 teachers sub-
mitting publications). In the second stage, the MOE sends inspection teams to
review the self-assessment processes of those universities that meet the minimum
criteria. In particular, the teams check to see whether university faculty councils have
been set up and are functioning properly. If institutions pass the on-site inspections,
they proceed to the third stage – a three-year confirmation period, during which
they are temporarily granted the power of self-assessment. At the end of this
period, they are again reviewed. If they pass, full self-accreditation status is granted.
Nevertheless, qualified universities and colleges are still required to send the
results of their self-assessments to the ministry for filing, while the others are
required to continue submitting their publications for assessment (Law, 1996, 2000).

Autonomy in curriculum design

The increase in university autonomy is also reflected in the lifting of controls over
“forbidden” disciplines that were formerly banned or exclusively offered by public
tertiary institutions. These disciplines included religious education, teacher educa-
tion, art education, and sports education, which were seen by the ruling party as pos-
sible threats to its leadership and the country’s centrally prescribed value system.
Religious education had been one such forbidden area. Private universities spon-
sored by religious bodies – such as Fu Jen Catholic University and Chung Yuan Chris-
tian University – were not allowed to offer a religious curriculum or establish divinity
schools. In 1997, the Private Education Law was revised to permit individuals, private
entities, and the community to establish educational institutions of every type except
for military and police academies (Law, 1996; MOE of Taiwan, 1997a).

The revised Private Education Law also formally recognizes a broader range of
teacher education institutions. Previously, training for primary and secondary school
teachers could be offered only in publicly funded teacher training institutions –
three normal universities and nine teacher colleges. This monopoly was broken after
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the enactment of the Teacher Training Act in 1994. Since then, non-normal education
institutions have been allowed to offer teacher training programs. In 1995-96, a total
of 2 190 places were given, on a trial basis, to 22 non-normal universities and col-
leges, including Ching Hua University and Taiwan Institute of Technology. After rigor-
ous reviews, seven public universities and three private universities were approved
by the Ministry of Education to offer postgraduate courses for pre-service teachers,
starting in 1997-98 (MOE of Taiwan, 1998a).

Internal and external evaluating systems

According to the Act 26 and 46 of the recently revised University Law, the evalua-
tion systems on the individual HEIs and teaching staff are specified (University Law
Drafting Unit, 2001). Such an internal evaluating system aims to assure the higher edu-
cation quality on both teaching and research, especially since the conventional moni-
toring system by the MOE is now replaced by the empowerment of individual HEIs to
set up their own internal quality assurance systems. Even though there is still no
external quality assurance systems such as the “Research Assessment Exercises” or
Teaching Audit in the Hong Kong counterparts so far, there have already been internal
monitoring systems within the HEIs mandated by the University Law (Mok and Lo,
2001). For instance, the research outputs like the journal publications are now counted
as individual contribution when considering the promotion of academics in Taiwan
HEIs (Field interview, 8 June 2001, Taipei). In this sense, the internal evaluating sys-
tems do serve the purposes of quality assurance in the HEIs. However, it should be
noted that the Taiwan Government has also set up an external review system by invit-
ing panels of experts to conduct comprehensive reviews of individual HEIs even
though the practices of such have not been regulated as review exercises as in
Hong Kong. All in all, both the internal and external evaluation systems already insti-
tutionalized in higher education sector, and the University Law keep the HEIs in Taiwan
under regulations and evaluation. But, such regulations are no longer direct control on
every aspect of the HEIs, instead, monitoring and facilitating the betterment of the
HEIs are the new ways of management in the higher education sector.

DISCUSSION

Marketization of higher education in Hong Kong (China) and Taiwan

Putting our above observations into perspective, we see that many of the
changes taking place in the higher education sector in Hong Kong and Taiwan,
such as decentralization, marketization and privatization practices are common to
these two Asian Tigers and elsewhere, thus suggesting that higher education
developments in these two selected societies have been affected by similar trends
of globalization. Nonetheless, a close scrutiny of the policy changes in these two
places suggests that while educational paradigms and ideas take on a global charac-
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ter, the variables that shape educational policies are essentially national in charac-
ter. Taking the Hong Kong case for instance, the above discussion shows that there
is a co-existence of decentralization, marketization and recentralization processes
taking place in the higher education sector and how the ex-colony’s higher educa-
tion development has been significantly affected by the legacy of the colonial gov-
ernment, i.e. the management-oriented governance approach.

Working in a policy context in which the quest for quality, efficiency and effec-
tiveness is emphasized, educational practitioners and academics in Hong Kong
have found themselves caught up in the processes of marketization and academic
capitalization. Despite becoming a special administrative region within the People’s
Republic of China, the ways that Hong Kong adopted to manage its public sector
retain a strong association with the ideology and practices of its former sovereign
state, the United Kingdom. As Mok (1999) argues elsewhere, the HKSAR is commit-
ted to the theory of public choice, the philosophical basis of managerialism, in
reforming the provision of public services. The SAR status does not necessarily
mean the elimination of mechanisms, practices and traditions of the former colonial
government. Conceptualizing the recent higher education reforms in Hong Kong, we
can well argue that this sector is permeated with the spirit of corporate managerial-
ism and market forces. Such practices and beliefs do indeed reflect the influence of
both the colonial state and other developed countries like Australia and the United
States. Thus, although Hong Kong is no longer ruled by the British, management
practices adopted in the public sector are modeled after the United Kingdom,
reflecting the extended and prolonged influence of the former colonial power (Mok
and Lee, 2000). Our discussion above also suggests that academics in Hong Kong
are affected by the academic capitalization process, particularly now when universi-
ties are under more serious financial constraints resulting from the government’s
budget cut. In order to search for additional revenue, both the universities and indi-
vidual academics have become more conscious about the possibility to marketize
their teaching programs or research outputs. Such developments again show how
the higher education sector in Hong Kong has been significantly shaped by the
marketization process (Mok, 1999; Chan and Mok, 2001; Mok, 2001 a).

In the case of Taiwan, the changes indicate not only processes of denational-
ization, autonomization and marketization taking place in the university sector but
also the changing governance model that redefines the state-society relationship
in educational governance. By “denationalization”, we mean that the state has
begun to forsake its monopoly on higher education, hence allowing the non-state
sector and even the market to engage in higher education provision. By “decen-
tralization”, we refer to the shift from the “state control model” to the “state super-
vision model”, whereby educational governance is decentralized from educational
bureaucracies to create in their place devolved systems of schooling or universi-
ties, entailing significant degrees of institutional autonomy and a variety of forms
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of university-based management and administration. As for “autonomization”, we
mean that university academics now have more academic autonomy and they are
empowered to do research of any kind and have far more discretion to manage
and operate their institutions (Mok, 2001).

All national universities in Taiwan now have to find additional financing
resources. Different revenue generation activities are adopted, such as offering
courses that can appeal to emerging market needs, establishing more research
projects and collaboration with the industrial and business sectors, strengthening
alumni associations to raise funds, and renting out facilities or amenities for profit-
making purposes. Not surprisingly, academic departments which are able to offer
market-oriented programs/courses have additional resources; while the less com-
petitive units have to face cut in financial resources and university presidents are
now more concerned about whether their programs/courses are “marketable”.
Applied research is highly encouraged, as well as other strategies like contracting
out canteens or restaurants or opening other facilities on campus, consultancy
work for profit making, which are even considered effective ways of financing edu-
cation. Likewise, other market-related strategies are adopted such as the increase
of student tuition fees, the reduction in state’s budget in higher education, the
strengthening of the relationship between the university sector and the industrial
and business sectors, and encouraging universities and academics to engage in
business and market-like activities to generate more income, as well as designing
more market-oriented programs and courses to attract more students (Mok, 2000b;
Mok and Lee, 2001). In short, the reduction of the role of the state in provision, financ-
ing and regulation are clear indicators of denationalization and decentralization in
education; while the market-driven activities discussed above have clearly indicated
that Taiwan’s higher education is experiencing a process of “marketization”.

Changing higher education governance in Hong Kong and Taiwan

Another major insight that we can draw from the above two case studies is
closely related the redefinition of the role of the state and society in education
governance. Despite the fact that the HKSAR remains the most important higher
education funding provider, the call for the second wave of higher education
expansion has inevitably caused the government to diversify higher education
provision and multiply channels to finance further higher education growth. As
discussed earlier, the HKSAR has begun to mobilize the non-state sectors and the
market to engage in higher education provision in order to satisfy the rising expec-
tations for higher education. Similarly, Taiwan’s higher education has shifted from
the highly nationalized mode to a far more marketized one, undergoing in particu-
lar a fundamental administrative paradigm shift to the “social-political gover-
nance” model. To compensate for the reduced state involvement in higher
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education, the Taiwan Government has tried to mobilize actors and forces other
than the state to engage in education provision and governance.

Conceptualizing the “social-political governance” model as a “third way”
between conventional systems of government which have reached the limits of
their political and administrative capacities, and those perspectives/prescriptions
which play down the need for governing (i.e. de-regulation) or shift such need
(e.g. by privatization and marketization), we may argue that the recent higher edu-
cation transformations in Hong Kong and Taiwan signify a paradigm shift from uni-
lateral (government or society separately) to an interactionist focus (government with
society), with a growing awareness of inter-dependencies. Analyzing these higher
education developments and transformations from a public policy perspective,
we find that the higher education reforms of the island-state have been pursued
within the context of managing state-building (or government-capacity) and eco-
nomic growth in a state-directed (or government-directed) paradigm of gover-
nance rather than to de-power the state/government. Such move is confirmed in
Taiwan by the new Government led by President Chen Shuibian who openly urges
for mobilizing non-state sectors (including the third sector and the market) to
engage in social provision (Chen, 2000). As for Hong Kong, similar developments
are confirmed by the new initiatives and governance mode as proposed by Tung
Chee-hwa. Hence, the introduction of reforms in higher education in these Asian
Tigers can be interpreted as the strategies adopted by both governments to cope
with problems of political and bureaucratic governance (particularly in response
to the liberated socio-political context and the need to make the public sector
management more efficient and effective) instead of purely problems of severe
economic and social difficulties.

Nonetheless, one point that deserves attention is that the change in gover-
nance model does not necessarily mean the state has entirely loosened its control
and regulation in the higher education sector. At the time of writing this paper,
both of the HKSAR and the Taiwan Government are still the most important actors
in financing public higher education institutions in Hong Kong and national uni-
versities in Taiwan. More importantly, the proposed reforms should not be under-
stood as a total withdrawal of the state and a total deregulation in higher
education. Instead, we must note that the range of models for the governance of
education is very wide. The above comparative study shows that even though pol-
icies of decentralization and denationalization have been adopted, the state’s
role as a regulator and overall service coordinator has been strengthened rather
than weakened. It is note-worthy that on the one hand both Governments have
granted individual higher education institutions more autonomy and flexibility to
manage and run their institutions, on the other hand they have also tried to reas-
sert control over the university sector by establishing systems and mechanisms to
control quality in teaching, research and management. Hence, the idea of song-
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bang (releasing strings) in Taiwan or the policy of decentralization in Hong Kong
should not be understood as the total withdrawal/deregulation of the state in the
education domain. Instead, we can argue that a process of “centralized decentrali-
zation” has started in the higher education sector in these two Asian Tigers, char-
acterized by the coexistence of both decentralizing and centralizing trends.
Hence, the adherence to the ideas of neo-liberalism has not necessarily meant
that the state will lose control over the public domain. On the contrary, it is argued
that the free market does not take into account structural disadvantages caused
by the process of “marketization” and, as a consequence, the state is forced to
become increasingly coercive to assert the rule of law or to tighten its regulation
(Faulks, 2000). Therefore, we must not treat the decentralization and marketization
project in Hong Kong and the denationalization and marketization project in Tai-
wan higher education simply as an undifferentiated trend of decentralization.
Instead, such changes must be understood as far more dynamic and complex pro-
cesses and interactions of various trends and forces that shape education policy of
these two Tiger economies.

CONCLUSION

In conclusion, the above comparative study has indicated how Hong Kong
and Taiwan Governments have attempted to change their governance model by
mobilizing the non-state sectors and actors to engage in public service and social
policy provision, hence showing the administrative shift towards the “social-political
governance” model with more weight attached to the market and civil society. More
importantly, our discussion above seems to suggest the policy change in Hong Kong
and Taiwan higher education has been considerably affected by global forces; what
really determines the recent reforms and transformations to higher education in
both Tigers is driven by the drastic domestic socio-economic and socio-political
changes. Actual policy changes look likely to be caused by a complex combination
of both internal and external factors. Our observations and findings generated from
such comparisons have even suggested that the Taiwan Government has attempted
to make use of the globalization discourse to justify its recent reform in the higher
education system. The call to make Taiwan society more cosmopolitan in general
and the academic community more international in particular can be understood as
the need generated from the local environment to internationalize Taiwan instead of
purely the result of the global impact. In Hong Kong, the recent reforms in the
higher education sector should be understood as part of the larger local public sec-
tor management reforms. Seen in this light, the nation-state is able to shape the local
political and policy agenda by the globalization package (Mok, 2000b). Therefore,
when we search for similarities and convergence in universities in different countries
within the context of globalization, we should not underestimate the significant
influence generated by local factors.
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ABSTRACT

The aim of this study is to examine the rationale for, and methods of, funding private
universities with public money in Japan. In the mid-1970s, the National Parliament
passed the first law in its history that permitted the allocation of taxpayers’ money to
private colleges and universities. Lawmakers justified this action on the premise that
over 75% of Japanese students were attending private institutions and that these
institutions were facing great financial difficulties. However, the passing of the law
created a whole new series of controversies and arguments among scholars and edu-
cators with regard to the mechanisms of funding, accountability, and autonomy of
higher education institutions that received taxpayer money.

INTRODUCTION

The allocation of taxpayers’ money to private universities involved not only
financial issues but also ideological and operational issues because it could influ-
ence academic subject matter, the hiring of professors, the responsibilities of
administrators and ultimately the autonomy of an institution. Therefore, it was
understandable that the lawmakers of Japan thought about creating a buffer organ-
isation, like the UGC of England in the early stages of public funding, in order to
protect the autonomy of academic institutions that received public money.

However, most Japanese private institutions were in financial crisis in the
mid-1960s. They could not raise enough revenue from tuition fees, which were the
only substantial source of income, to cover their exceedingly high operating bud-
gets. As a result of salary and cost inflation, institutions had to raise tuition fees
accordingly on a regular basis. This was serious in that repeated tuition fee
increases created a feeling of unrest among students and administrators, and the
situation worsened over time. This predicament eventually led to general strikes
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by students at many traditional private universities such as Keio and Waseda Uni-
versities. As a result of the deteriorating climate in higher education institutions, a
series of Parliamentary hearings were conducted to explore solutions to this prob-
lem. Thus, Japanese politicians seriously started thinking about putting taxpayers’
money into private institutions for the first time.

At a Parliament hearing held on February 17, 1967, Mr K. Aichi, the Minister of
Education responded to a question on how to justify this by stating: “The urgency
of providing public funds can be justified by the fact that graduates of private col-
leges and universities make significant contributions to their family life and to the
progress of science, culture and arts of various fields. Private colleges have been
an integral part of the higher education system of our country” (Editorial Board,
1983). The Minister of Education went on to say that a national consensus on the
role of private institutions would evolve in the following two years through
extensive discussions among educators, scholars and business leaders. This was
a turning point for Japanese higher education in terms of the public financial
involvement in private institutions.

Therefore the fundamental issue facing Japanese higher education was to find
a system that could maintain a balance between the power of state funding and
the fundamental principle of financial autonomy that universities had historically
held sacred. Two major areas of disagreement came to light when the debate on
public funding was held during that period, notably:

• Are special channels or buffer organisations needed through which funding
could be implemented in order to protect the autonomy of private institutions?

• What standards or criteria are needed in order to allocate money fairly and
effectively? Was it based on needs and cost factors, that is, input methods,
or, upon the results and performance, in other words, output methods?

In the end, Japan chose to form a buffer organisation, the Private School Promo-
tion Foundation (PSPF). This is a quasi-governmental organisation that performs a
dual function: formulating allocation criteria and also implementing the payment of
funds. An earlier study pointed out that there were two ways of allocating the grants:
the input model and output model (Albrecht and Ziderman, 1992). The input model
breaks down the amount of grant funding according to types of expenditure, or allo-
cates the grant to an entity such as a faculty or department. It also multiplies the
registered number of staff and students by a unit cost after separating research and
education. On the other hand, the output model is based on the performance of
each university, and it is usually called a result-based system of payment. A univer-
sity demonstrating a high-caliber performance would get more funding than the
average university. Needless to say, the Japanese allocation system was based
upon input factors instead of output, simply because there was not enough expe-
rience and sophistication to implement the output model at that time. However, a
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recent study has shown that the funding formula has changed from the input to the
output model in Europe in recent years. It has also meant that the parameters for
allocating grants have changed accordingly, from input to output (Weiler, 2000).

CONTROVERSIES AND NEW DIRECTIONS

Despite the fact that the majority of the nation’s private colleges were in
deep financial trouble and that the urgency of rescuing those institutions from
financial crisis was widely recognized, funding private colleges with public money
did not go smoothly. The controversy continued until new directions were later
established.

One of the major controversies was caused by the lack of ideological under-
standing of the role of private institutions. Despite the fact that the private sector
took the initiative in accommodating increased enrollment in the 1960s, it failed to
win the support of the public at large. The old notion of public supremacy over
private institutions was still present in the minds of many people who were
strongly in favor of national universities over private ones. In fact, a key figure of
the ruling party was bold enough to point out his position that the prevailing dis-
parity between private and public institutions should be maintained because the
very purpose of public institutions was to provide educational opportunities for
talented youths with fewer financial resources and that this function should not be
compromised. Opponents contended that the discrepancy in quality between
public and private institutions should be narrowed because higher education was
universal regardless of the founding authority.

The gap in quality between public and private institutions became so wide
that eventually the Japanese public started to question the validity of maintaining
the status quo and initiated a move to improve the status of private institutions.
Finally, the idea of state support for private institutions gained momentum, which
led the public to think that legislation was needed to improve the quality of pri-
vate higher education.

It was in the mid-1960s that the Commission for Promoting Private Schools
was formed within the Ministry of Education to help in this task. The Commission
members were politicians, university professors, both private and public, busi-
ness leaders and bureaucrats. The Commission’s report, which came out in 1967,
made the following recommendations:

• Meeting the increasing demands of higher education through the private
sector is of critical national interest. Therefore, helping private schools
should not be left to the private sector alone; we must seriously consider
public funding of private schools.

• Set key guidelines, i.e. public funding should be limited to operational
assistance and not interfere with the autonomy of private schools.
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• Focus funding in the areas of medicine, pharmacy, technology and engi-
neering because these fields of study were more in demand as Japan devel-
oped into a highly industrialized nation.

THE RATIONALE

The fundamental reason for granting taxpayers’ money to private colleges was
that the private colleges were just as important as public institutions to the nation
and that improving the quality of education in private colleges was of key national
interest. Over the last 50 years, public opinion on higher education has changed
significantly. In general, people in Japan have become disposed to consider
higher education more as a means of achieving individual rather than national
goals and of producing national leaders. As this feeling became more prevalent,
the Japanese public became ever more inclined to entertain the idea of public
funding. They also recognized the fact that in higher education institutions, private
colleges had seen enrollment increases over the last few decades. By 1970, enroll-
ment in, and the number of, private colleges and universities exceeded those of
national institutions. It was evident from these facts that private institutions
deserved more attention. Thus it became a logical conclusion that public funding
of private colleges and universities was not just a rescue attempt to save them
from financial disaster, but a strong message of support for the emerging new con-
cept of higher education.

Another critical reason for granting public funding to private institutions was
to prepare for huge enrollment increases in coming years, which were based
mainly on the expansion of the Japanese economy and also on the opening up of
educational opportunity. It was more practical and more feasible to use private
rather than public institutions to deal with this surge in demand. The public insti-
tutions were simply too bureaucratic and cumbersome to move quickly enough to
take up the slack. The structure of national colleges and universities were not
designed to deal with such change in a short period of time. It was highly unlikely
that they could implement the change from small, seminar type learning to “mass-
production” lecture methods to meet enrollment requirements. There was exces-
sive bureaucracy within public institutions and the decision-making process was
too slow to accommodate the necessary change in a timely fashion. It was obvious
that public institutions could not accommodate enrollment demands, and private
colleges were seen as a viable option because most of them were not as rigid as
public ones and had rather loose structures.

For private colleges, bending the admission rules and admitting extra stu-
dents had been routine practice. By and large, private colleges and universities
accepted far more students than stated in their official prospectuses, even double
this number. In the end, however, this practice was considered a lesser evil and an
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acceptable alternative to missing the enrollment challenge. It was apparent that,
in preparing for huge enrollment increases, private colleges were an indispens-
able option, and having liberal admission policies was a hidden rationale for private
funding, seldom acknowledged in public discussion.

THE BUFFER ORGANISATION – THE PSPF

In 1975, the Private Schools Promotion Foundation Law was passed by the
National Parliament. It was a buffer organisation created to handle the allocation
of national grants to private colleges and universities. In adopting the Law, the
lawmakers cited the following guidelines:

• Since public funds were to be used for the operation of private institutions,
then the latter’s own initiative and judgement were to be respected in
order to avoid undue interference from external influence.

• A neutral executive body was to be formed to implement the allocation of
funds. The lawmakers indicated that the administration of funding would be
far more extensive than the Ministry of Education could handle, and that it
was therefore appropriate to form an agency outside the Ministry to handle
executive functions.

• The management board of the agency was to include representatives of private
institutions to reflect their positions and ideas.

• The agency was to exercise dual functions which were defined as follows:

– To establish standards and criteria for allocating money; and

– To administer the distribution and evaluate the results.

In the following year, the formation of the National Foundation for Promoting
Private Schools, a quasi-governmental organisation, was authorized by the Japa-
nese legislature. The Foundation soon engaged in the allocation of funds and for-
mulated various criteria and standards. Below are some of the criteria and indices
set by the Foundation to show how to allocate money to individual institutions.
The grant is calculated by multiplying, for example: a) the number of staff and the
number of students by b) a subsidy rate and also c) a unit cost.

Amount of grant =

The type of subsidy and the percentage of subsidy are fixed by law as follows:
1) professors’ salaries: 50%; 2) lecturers’ salaries: 40%; 3) fringe benefits: 40%;
4) teaching skills and materials: 50%; 5) student life: 50%; 6) research: 50%; 7) foreign
student aid: 50%. The unit cost per student differs according to the faculty or field
and according to undergraduate and graduate programs.

∑
=

7
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FUNDING FORMULA AND CONTROL SYSTEM

The Foundation was aware of some of the drawbacks of its funding procedures. In
particular, there was room for cheating by schools that applied for funding since all
subsidies were based on the numbers of students, which could be doctored. One of
the serious issues was, for example, the excess number of students admitted solely
for increasing funding. In effect, private schools routinely admitted far too many stu-
dents, well beyond their capacities, and the funding system rewarded them with
money. Therefore, the Foundation was given the responsibility for checking admission
policies and practices to make sure there was no malpractice in this regard.

The system developed was as follows.

Safeguard-A

Indices were set to grade the degrees of over-and under-admission from 30%
to 130%.

If enrollment exceeded the norm then the institution received less money,
because classes would be overcrowded and the teaching situation would not con-
sidered to be as good. And if it was lower than the norm, the institution was given
less money, because it would be under-utilizing its teaching staff and facilities.

Safeguard-B

The second check was the student to teacher ratio (STR). Obviously, a smaller
ratio was considered more desirable, and excessively large STR ratios were
regarded as a negative indicator of poor quality teaching and thus a reason for
reducing the amount of subsidy. Again, the scale was from 30% to 130%.

Safeguard-C

The third concern was the percentage of revenue spent for the improvement
of teaching material and facilities. The higher the percentage, the more funding an
institution would receive. The range was from 20% to 130%.

The Foundation also weighted the relative value of these categories in the
following way: A = 30%, B = 20%, C = 50%. These weightings were then used for
making an overall published evaluation of the funding application. Adjustment
scales differ according to faculty or field. For example, the Faculty of Law of a cer-
tain university applied for a total of one million dollars in governmental aid. The
Foundation then made the following global evaluation.

Regarding safeguard-A, the Faculty was found to be 20% in excess of the enroll-
ment capacity, so their index was 80, which meant the score was 24 points (30 × 0.8).
Under safeguard-B, STR was found to be 30%, so their index was 90, which gave
18 points (20 × 0.9). Safeguard-C was found to be 45%, so the index was 90, which gave
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Table 1.  Adjustment scales in the case of a Faculty of Law in 1999

ula of Public Funding of Private Universities in Japan, pp. 36 and 40.

Adjustment 
scale value

A(130) B(120) C(110) D(100) E(90) F(80) G(70) H(60) I(50) J(40) K(30) L(20)

21-127
79-70

128-135
69-60

136-144
59-50

145-153
–

1 54- –

35-38 39-42 43-46 47-50 51- –

39-37 36-34 33-31 30-28 27-25 24-
 89

2002

Source: Association for Promotion/Mutual Aid of Private Schools in Japan (2000), Guideline and Funding Form

A. Percentage 
of over- and 
under-admission

30
100-101 102-103

99-98
104-106
97-96

107-110
95-93

111-114
92-88

115-120
87-80

1

B. Student/teacher 
ratio(STR)

20 –17 18-20 21-23 24-26 27-30 31-34

C. Percentage 
of revenue spent 
for improvement 
of teaching 
and facilities

50 –59 58-55 54-51 50-47 46-43 42-40
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a score of 45 (50 × 0.9) (see Table 1). These scores were then added together
(A = 30% = 24; B = 20% = 18; C = 50% = 45), giving a global evaluation of 87 (%), which
meant the Faculty was entitled to receive USD 870 000 instead of USD 1 million.

The most notable feature of this method of allocating general grant funds lies in
the global evaluation. Why was this global evaluation introduced? Because the grant
aimed to improve the learning/research situation of private universities by allocat-
ing the funds efficiently. The policy of the Foundation was to allocate sufficient
funds to any institution that improved the learning/research situation for students
and produced excellent educational results. On the other hand, it allocates less
money to an institution which is not expected to produce good results, and even to
allocate no funds at all to an institution which produces poor educational results.

Therefore the allocation method of general grant funds was not only based upon
fundamental indicators such as number of staff and students, but also on another
aspect, that is, evaluating the learning/research situation of a university and its faculty.
The three elements of A, B and C are called “leading stars” in which the Foundation
indicated a certain target level of performance for universities to achieve. They asked
universities to conform to these figures and to implement qualitative improvement
according to the evaluation. So, if a university demonstrates high-level achievement
according to the Foundation standards or certain other criteria such as the University
Establishment Standards set by the Ministry of Education, it can obtain much more
funding than other, less effective institutions. As a result, the Foundation can control
the learning/research standard of universities by handling the figures which show the
level of performance among universities and awarding funding accordingly.

TARGETED FUNDING

In addition to general funding, which was primarily linked to the operational
budget, the Foundation later established targeted funding, designed to assist
specific fields and institutions of strategic importance. In 2000, there were five
focus points upon which the funding was concentrated:

• Basic research at the postgraduate level.

• Information technology.

• International relations and aid to foreign students.

• Lifelong study projects.

• University reform projects.

This targeted funding reflected current social needs and the future requirements
of the nation, and the amount of money distributed was based on an institution’s out-
put and results. In these respects, targeted funding was different from general fund-
ing. When the Foundation calculated the amount of grants for education/research
projects, it asked a third party to evaluate the projects and judge their pros or cons.
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When it calculated grants for graduate programs and research, it evaluated
the university’s performance in education and research and linked the results to
grant funding. The performance indicators in the case of new technology develop-
ment projects were the following: details of the project (10 points), prospects of
success of the new technology (3 points), the amount of donations (2 points), the
number of patents obtained by the faculty (1 point) and college rules related with
them (1 point), and establishment of the TLO or the Liaison Office (1 point). The eval-
uation was divided into six categories based on the total number of points. Each cate-
gory has its own particular adjustment rates. The lowest category has no
supplementary grant (see Table 2). The total amount of money given to private insti-
tutions in 2000 under this category was USD 800 million compared to USD 2 billion in
general funding.

CONCLUSIONS

To summarize this review of the rationale behind public funding of private
universities in Japan, a number of conclusions can be drawn:

• Public funding of private institutions started as a rescue attempt to save
them from financial collapse, but actually turned out to be a positive step
towards the improvement of Japanese colleges and universities. Conse-
quently, the social status and recognition of private institutions has been
significantly enhanced since public funding commenced.

• Improvement in the financial condition of private institutions has been evi-
dent. The peak in public funding of private colleges and universities
was 1980, in which nearly 30% of the entire operational budget of private
institutions was subsidized by public money, and then the percentage grad-
ually declined to 13%. However, today, the majority of private institutions
are financially far better off than they were 30 years ago.

• One of the by-products of public funding is the ironical consequence of
stronger governmental involvement and control over private institutions.

Table 2.  Adjustment scales in the case of new technology 
development projects

Source: Association for Promotion/Mutual Aid of Private Schools in Japan (2000), Allocation
Indicators of Supplementary Grants to Private Universities in Japan, p. 5.

Points Adjustment scales %

17-18 130
15-16 115
12-14 100
9-11 85
7-8 70

Below 6 0
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The formation of the PSPF was designed to minimize government interfer-
ence, but events did not turn out exactly as the lawmakers intended.

• The Foundation has become more like an accreditation agency than a buffer
organisation for dispensing public funds because of its authority and power.
It can both reward as well as punish private institutions by controlling the
amount of the incentives, that is, the public funds.

• The funding formula and parameters of allocation had a strong impact on
the everyday management of schools, moving them towards the standard-
ization of institutional operations. One of the factors used to calculate fund-
ing, for example, was that the teaching staff work at least six classes a week,
which deeply affected the management of each university.

• The Japanese formula uses an incentive system which tacitly includes the
function of accreditation in the funding procedure. Thus, the allocation
method of the Foundation belongs not only to the input model, but also to
the output model. It can be called a comprehensive method.
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ABSTRACT

This article suggests some simple, low-cost methods that may help directors of
higher education facilities to visualise their school’s position on the international
market. The approach draws on examples from some fifty management schools
throughout France.

INTRODUCTION

In France the internationalisation of management programmes is a recurring
topic of discussion, based on tangible evidence such as the steady increase in the
number of students on work experience abroad, widespread language courses,
and joint teaching and research initiatives with institutions in other countries.
Many higher education facilities are giving their general programmes of study an
international dimension and preparing their students for jobs in export and inter-
national careers. They are also launching customised training programmes and
marketing their services abroad (Kameoka, 1996; Lazuech, 1998). Some are even
making strategic international moves by merging with other facilities to achieve
greater visibility and critical mass, joining European-wide networks, and imposing
accreditation procedures to keep their potential competitors in check. More gen-
erally, many management training schools cite their international dynamism as
proof of their leading-edge programmes in the same way as they develop their
competitive advantage in computing and new methods of teaching and research.
This is particularly noticeable in the keenly competitive network of business
schools run by regional chambers of commerce in France (“écoles consulaires”).
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Against this kind of background, directors need to see how successful their
efforts are and many are resorting to in-depth audits. These are very costly, how-
ever, and not always affordable (Mottis and Thévenet, 1999). The purpose of this
article is to suggest some simple, inexpensive methods that may help manage-
ment-school heads to visualise how their institutions are placed on the interna-
tional market. Our work is based on responses from a survey of 46 institutions in
France, 26 of them belonging to universities and 20 to major management schools,
most of which come under area chambers of commerce (Échevin and Ray, 1998).
This paper focuses more specifically on the findings relating to France’s grandes
écoles de commerce or élite business schools, markedly more internationalised than
their university counterparts. It is divided into three sections; the first identifies
indicators to measure the internationalisation of individual programmes of study,
while the second looks at the institutional structures, partnership and network
agreements supporting those programmes, and the third at how to measure inter-
national outreach. The conclusion, as a counterpoint to this approach, describes
an accreditation procedure applying to management programmes.

INTERNATIONALISATION INDICATORS FOR INDIVIDUAL PROGRAMMES

An economic approach

The international dimension of an institution’s programmes can be measured
from a variety of angles, including resource use in lectures and practical work,
course content, the programme’s geographical profile (France/abroad), institu-
tional support for exchanges, and practical work experience (internships) in firms.

In line with the proposals put forward by Cova (CNGE – Comité national pour
le développement des grandes écoles, 1995), the practical approach is to sepa-
rate all of this information into categories, based on the three ways in which
schools internationalise their programmes, i.e. enrolment flows, the teaching pro-
cess and resource allocation. This economic approach to education, which views
programmes as a process that transforms students, can be visualised as follows.

Figure 1. An economic approach to educational programmes

Source: Authors.
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Internationalisation via enrolment

The more non-French students are enrolled, the more international the pro-
gramme. Two indicators can give a simple picture of this form of internationalisation:
the proportion of foreign students on a given pathway, and the percentage of first
jobs abroad.

Internationalisation via the teaching process

The more students “travel”, move away from their own culture and come into
contact with other ways of life and forms of work, the more international the teach-
ing process will be Cova distinguishes between three types of travel:

• “Armchair” travel: i.e. without physically leaving the school. This includes in-
depth language studies, courses on multicultural relations and an introduc-
tion to international business.

• Virtual travel, using distance-learning techniques such as joint lectures,
video-conferencing and on-line teaching sessions. This kind of travel calls
for stronger links with foreign institutions, for instance by pooling teaching
and research projects.

• Real travel abroad as part of integrated pathways (double or joint diplomas),
internships, laboratory experience, etc.

Internationalisation via resources

Three types of resources can be given a more international dimension:

• Human resources: in particular faculty staff, with or without tenure, some of
whom may be foreign.

• Teaching goods and services: (case studies, business games, role-play, publications),
an increasingly global market.

• Location of programmes and possibly campuses in France and/or abroad.

A practical example

In France, internationally-oriented programmes in management schools and
universities fall into three main categories:

• Basic, 2- to 3-year management training programmes, targeted mainly at
young people selected by competitive examination or on their educational
record. Usually these programmes have just a basic international component.

• MBA-type programmes (Master of Business Administration) to train those who
have already experienced the world of work. Most are delivered in English and
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last from one to two years, depending on whether they are full- or part-time.
They usually target people qualified in areas other than management.

• Specialised Masters diplomas. These courses often prepare students for a
specific international activity such as international commerce or interna-
tional finance; in many cases they provide qualified managers with addi-
tional training in a specialist area. Some Masters courses, however, have
just a basic international component; the DEA (Diplôme d’Études approfondies en
gestion), for instance, a higher management diploma preparing students for
research, is usually conducted in an international (and particularly Anglo-
Saxon) learning environment. So of all the Masters courses available, those
which stand out are the International Masters degrees (MAI), Masters on a
specifically international theme, and general Masters (MAG) with a basic
international component.

From the survey findings, the average situation regarding programmes in the
major business schools can be described as follows.

These findings suggest that each type of programme develops its own inter-
national resource structure.

The strategy based on internationalisation via enrolment is more common on shorter
programmes, in particular MBAs which are partly taught in English, than on general
two- or three-year programmes. There is a correlation between a student’s national-
ity and the location of his/her first job, since most foreign students return home to
work. In the very hierarchical system of France’s grandes écoles where students are
selected by competitive examination, foreign student enrolment requires changes
to the entrance exam and an active marketing policy abroad.

With regard to the teaching process, it is usual for international and/or multi-
cultural issues to be addressed on MBA programmes and Masters courses special-
ising in international affairs. As for foreign languages, while they are taught
fairly intensively on general programmes (the entrance examinations for cham-
ber of commerce management schools test proficiency in two foreign lan-
guages), their use is far more intensive on MBA programmes where both
English- and French-speaking staff teach in English. Languages are often part
of a multiple-option curriculum that allows students to tailor their course to
future career opportunities and be more self-sufficient. Joint lectures and new
technologies are common on general programmes. There are relatively more
joint initiatives with foreign schools than with other institutions in France,
where competition is keen.

Sending students abroad to study is a determining factor on MBA and basic
programmes, with many students studying abroad for at least one semester. Simi-
larly, work experience abroad or in some cases as part of alternating classroom/
workplace training is compulsory in most schools. Firms interested in alternating
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Table 1. Internationalisation of programmes in major French business schools

Note: Estimation. * Estimate.
Source: The authors, based on data from the survey presented in Échevin and Ray, 1998.

Basic course
%

MBA
%

International 
Master (MAI)

%

Master with 
an international 

component 
(MAG) %

Internationalisation via enrolment
% of foreign students 13 25 21 10
% of graduates taking up 
first job abroad 21 47 33 12

Internationalisation 
via the educational process

– “Armchair” travel
% of hours officially given over 
to international or multicultural 
issues 27 68 72 17
% of hours taught in a foreign 
language (excluding foreign 
language/civilisation courses) 21 67 36 16
Number of compulsory languages 
to obtain the qualification 2.2 1.9 1.4 1.1
Does the qualification require 
proficiency in at least one foreign 
language? (% of schools) Yes for 32% Yes for 55% Yes for 20% Yes for 14%

– “Virtual” travel
Joint lectures with foreign 
institutions via Internet or 
videoconferencing (excluding 
work-experience tutoring) 
(% of schools) Yes for 74% Yes for 60% Yes for 60% Yes for 23%
Joint lectures with French 
institutions via Internet or 
videoconferencing (% of schools) Yes for 42% Yes for 10% Yes for 20% Yes for 15%

– Real travel
% of students who have spent 
at least one semester studying 
abroad 32 59 8 5
% of students who have spent 
more than one month in a firm 
abroad on work experience 55 38 45 12

Internationalisation via resources
% of hours taught by foreign staff 20* 40* 25* 15*
% of educational goods and 
services sourced from abroad Unknown Unknown Unknown Unknown
Location France France or abroad France France
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training usually belong to international groups. Future managers are sent to train
in several of the firm’s subsidiaries to make them more receptive to other cultures
(Cerdin, 1998).

With regard to resources, the recruitment of foreign faculty staff is a specific and
in general highly appreciated way of internationalising institutions. Many schools
believe that to attract “good” foreign teaching staff to France, they must be able to
offer them world-class research facilities. This is one reason why the internationali-
sation strategies of French management schools include substantial development
in terms of staff research; this in itself is quite an innovation in some schools,
where corporate experience has traditionally been viewed on a par with academic
qualifications.

Some schools may have institutions of their own abroad or, more commonly,
have exchange agreements with foreign schools. Requiring substantial investment
capacity, this is the “fast track” to internationalisation, since it creates a mix of
French nationals and foreigners and thus promotes cultural interpenetration.

INTERNATIONALISATION SUPPORT STRUCTURES: 
PARTNERSHIPS AND NETWORKS

To internationalise their programmes, institutions sign partnership agreements
and join networks.

Partnerships are signed to establish bilateral relations between educational
institutions. A partnership can be simply a student exchange in what the part-
ners consider to be equivalent cycles, with reciprocal arrangements to validate
study time abroad. Many French institutions prefer setting up partnerships that
award double or better still joint degrees. While single-degree partnership
agreements are found worldwide, double or joint degree arrangements are usu-
ally with countries in the developed world and more specifically North America,
the United Kingdom and Germany. Most management schools tend to limit the
number of single-degree partnerships, which hold little attraction for their stu-
dents. Many factors curb the development of wide-ranging partnerships, includ-
ing Anglo-Saxon predominance in the field of management, qualification
rigidities, the problem of balanced exchanges, and the cost of setting up joint
teaching and research initiatives.

The support of a network is also one way of boosting an institution’s international
development. A network is formed whenever an agreement links more than two
institutions. Such agreements will have one or more common aims, and so networks
may have an extremely wide range of objectives. Some focus on exchanging human
resources (students, teaching staff and researchers), and others on information
(e.g. to facilitate the organisation of entrance examinations) or promotion (to attain
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critical mass, develop research/teaching or obtain funding). In the field of man-
agement many networks have at least some partners abroad.

Management schools may belong to longstanding general networks, which are
often confined to student exchanges (e.g. the International Federation of Catholic
Universities) and take the form of informal exchange networks with multiple part-
ners. They may also be interested in more structured networks where they can wield
real influence and which they themselves may well have helped to set up with the
support of the European Union [e.g. the Multi-Regional International Business Pro-
gram (MIBP), the Community of European Management Schools (CEMS) or the
Association of Management Schools in European Capitals (AMSEC)]. 80% of these
networks award joint or double degrees.

Table 2.  Partnerships and networks in the major French management schools

Source: The authors, based on data from the survey presented in Échevin and Ray, 1998.

PARTNERSHIPS

Simple exchange partnership The number of single-degree 
partnerships in management 
schools is on the decline

Many of these are not “active” 
partnerships, as some countries 
hold little attraction for 
management students

Leading to a double degree May concern a handful 
of students or up to several 
hundred per institution

These agreements result 
in relatively little collaboration 
in terms of teaching and research

Leading to a joint degree Each institution sends or 
receives around 30 students

Many of these agreements receive 
very substantial funding under 
European Union programmes, 
and strengthen the links between 
partners

NETWORKS

General networks Over half of the schools These networks are basically 
support structures for student 
exchanges

Structured networks Two-thirds of the schools More recent than general 
networks, these foster greater 
collaboration in terms of teaching 
and research; exchanges usually 
receive funding from France’s 
regional authorities or the 
European Union. The networks 
generally award joint or double 
degrees. They often serve 
to promote the school 
internationally
© OECD 2002



Higher Education Management and Policy

 102
POSITIONING THE SCHOOL ON THE INTERNATIONAL MARKET

Internationalisation strategies: diploma courses and customised initiatives

Internationalisation in a particular school cannot be measured by looking at
diploma courses alone. Account also needs to be taken of training programmes tai-
lored to the “international market” and specific needs (those of an individual com-
pany, for instance). These customised programmes, whether in France or abroad, can
be seen as a “business” or “trading activity” of the institutions concerned. They may or
may not award qualifications and their content usually has to be tailored to local
needs. In many cases the school is also a provider of pedagogical goods and services.

Certain indicators can give a picture of this international business or trading.
A distinction is made between courses held mainly in France and courses abroad.

Developing international business is more popular in France’s network of
grandes écoles, which are private or semi-public, than in its universities, which are
public. Universities, on the other hand, focus closely on providing supplementary,
specialist courses with an international dimension.

Level of internationalisation in individual institutions

Gauging an institution’s aggregate level of internationalisation is useful when the
director seeks to position it vis-à-vis a benchmark group or obtain an overview of the
school’s development. This overview, of course, can only be based on a measurement
of how international its programmes are and there is no failsafe method of comparing
programmes from various angles. One simple approach is to take the average value
for each criterion in the benchmark group.

Table 3. Features of “international business activities” in major French management schools

Source: The authors, based on data from the survey presented in Échevin and Ray, 1998.

Customised courses in France Customised courses abroad

Main partner country
Western Europe (50%), 
North America (50%) 

Eastern Europe (40%), 
Western Europe (20%), Asia (10%)

Average number of participants 30 26
Average length of course (days) 25 30
Number of student/days 749 858
% of course conducted in France 75 9

Target group
People in employment (40%), 

students (60%)
People in employment, 

and other categories
Diploma course Never Yes in 50% of cases
% of school revenue 

from customised courses 35 29
Main location France Abroad
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For instance, the percentage of foreign teaching staff is a criterion used to gauge
how international a degree programme is. The average figure is 25% for MBA
programmes in the major management schools (see Table 1). The method used
here to assess a particular programme in terms of that criterion is to give the
course a score of 1 if the percentage of foreign teachers is higher than the sam-
ple average and 0 if it is lower. When the variable is dichotomous (yes/no), 1 is
given for yes and 0 for No. The international dimension of a degree programme
is measured by adding together all the 0s or 1s scored for each criterion.

Thus if c(i,j) is the score for the general programme in institution j for criterion i,
the programme’s level of internationalisation in institution j is

n(j) = Σc(i,j),

or, reducing all the averages to 1:

n’(j) = Σc(i,j)/aver(c(i,j))

This gives us a level of internationalisation for the institution as a whole. We
have thought it better to consider general programmes and supplementary
Master-type courses separately. 

The school’s overall “business” ratio is obtained by taking into account the
number of customised programmes, the number of student/days and the per-
centage of the school’s training revenue which comes from this activity. 

Using management school data for three types of programme: general, sup-
plementary (MBA, MAI and MAG) and “business”or “trading” activities, the schools
can be ranked by programme. Of the relatively more active institutions, only 15%

Table 4.  Preferred international strategies in major French schools of management

Source: The authors, based on data from the survey presented in Échevin and Ray, 1998.

Policies
% 

of management 
schools

Combined policy in three sectors 15

Combined policy in two sectors

General and supplementary programmes 0

General programmes and business activities 15

Supplementary programmes and business activities 25
Policy focusing on one sector 30

Institution with little international 
outreach 15
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have well-balanced internationalisation strategies, efficiently covering all three
sectors. 25% of institutions have a policy combining supplementary programmes
with business activities, whereas 30% focus on a single sector.

A study of the correlations between different types of management school
courses and the structures supporting internationalisation has failed to produce any
convincing findings. Clearly, however, programme internationalisation is increasingly
based on joint-degree agreements and structured networks. This is obvious from the
comparison, in Table 5, of the survey data on the two sub-sets: management schools
and university institutions, the latter having noticeably less international outreach.

Geographical profile of the institution

The last of the leading factors in any study of an institution’s international dimen-
sion is its geographical profile. Trends can be identified with some simple criteria
such as the origin of foreign students and faculty staff, the destinations chosen by
French teaching staff for study and research trips, the areas targeted for customised
courses, and the areas covered by the agreements and networks that promote inter-
nationalisation. Table 6 gives examples of trends in a sample of major management
schools. The main trend is towards links with Western Europe and North America, with
the exception of “business” activities where many programmes target Eastern Europe.

Some institutions develop their international business mainly in Western
Europe, while others look much further afield. Both strategies reflect specific
modes of development with their own keys to success (promoting joint diplomas,
for instance, rather than marketing customised courses).

CONCLUSION

The work described in this paper will enable management school directors to
gauge the success of their drive to give their institutions an international dimen-
sion. The indicators we suggest have the merit of being simple. Their use on a
sample of French institutions shows that they do not require substantial resources
and can be handled by the school’s own administration department. In theory

Table 5.  Support structures in universities and major management schools

Source: The authors, based on data from the survey presented in Échevin and Ray, 1998.

Universities (%) Management schools (%)

Structured networks and joint degree 4 35
Joint degree only 1 20
Structured networks only 12 30
No joint degree or structured network 65 15
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these suggestions are transposable to areas of education other than management
(CNGE, 1995; CEFI, Comité d’études des formations d’ingénieurs, 1995).

However, the work does have numerous limitations. First, it does not cover
many of the activities carried out by these institutions, such as research – only
mentioned in passing with no reference to publications or staff participation in
international conferences – as well as on-line training courses, consulting and edu-
cational engineering. Second, the largely quantitative approach we have taken can
give only a broad profile. It cannot replace fuller assessments such as that of the
European Foundation for Management Development, which looks at internation-
alisation as part of its in-depth audit of the organisational process. In our view, the
fact that EFMD’s work goes further than this paper warrants its inclusion in Table 7,
as counterpoint to our own approach. 

Table 6.  Criteria for an institution’s geographical profile: 
trends in major management schools

Source: The authors, based on data from the survey presented in Échevin and Ray, 1998.

Origin of foreign students on diploma courses Most students are from Western Europe, regardless 
of whether the programme is general or 
supplementary. There are quite a few students 
from Africa, except on MBA programmes where 
Asian enrolment is high.

Areas covered by agreements or networks Consistent with the findings on enrolment, most 
agreements and networks involve Western Europe, 
except for partnerships leading to joint degrees 
which are usually with North American institutions. 
A number of agreements involve Eastern Europe; 
there are virtually no institutional links 
with the other continents, even Asia. 

Origin of foreign tenured staff Tenured staff come mainly from Canada, 
the United States or Western Europe.

Destinations chosen by tenured staff for study 
trips and seminars

Usually North America and Western Europe

Areas targeted by customised courses 
in France or abroad 

Prime target Courses in France are mainly targeted at Western 
Europe, while those abroad target Eastern Europe

Secondary target A number of customised courses target Canada 
and Asia
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Table 7.  Principal features of the EFMD accreditation procedure

Domains for assessment Requirements Detailed requirements Audit focus

Context and mission Working environment 
and target group are well 
defined

The institution’s working 
environment is clearly 
perceived. Its mission 
is openly specified and 
subject to regular review

International co-operation 
policy, alliances and 
networks, availability of 
student accommodation

Students Programme’s educational 
targets are clear

Student selection 
processes and standards 
are well suited to the 
programme’s mission and 
objectives; the staff are 
able to undertake 
selection

Methods used to select 
students, particularly 
from abroad

Teaching methods allow 
students to study under 
proper conditions and 
gain work experience. 
Career placement and 
support available.

International student 
association; support in 
finding both work 
experience (internships) 
and jobs abroad

Programme quality Programme is of high 
quality

Right balance between 
theory and practice, 
course content based on 
local and national as well 
as international practices

Curriculum details

Programme management 
processes are identified

Programmes designed 
with the help of students 
and employers. Academic 
and administrative 
responsibilities are 
specified. Programme 
aims and objectives are 
clearly stated

Student exchanges with 
schools abroad, joint 
programmes with schools 
abroad, international 
programmes, contracts 
with foreign 
organisations; sale of 
teaching materials 
abroad, student 
exchanges

Personal development 
should prepare students 
for management posts

Business languages 
taught; level of 
intercultural 
development; exchanges 
and participation in 
international activities, 
faculty includes 
professionals; practical 
work important

Faculty Faculty size and quality 
are commensurate with 
its international mission

Member of staff 
responsible for 
international relations; 
institution’s officials 
participate in 
international work; 
visiting teaching staff 
includes foreigners; 
intercultural teams.
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Table 7.  Principal features of the EFMD accreditation procedure (cont.)

Source: The authors, using data from the European Foundation for Management Development (EFMD).

Domains for assessment Requirements Detailed requirements Audit focus

Research 
and Development

Research is seen as a 
means of providing staff 
with skills

Participation in 
international networks; 
jointly developed 
research programmes, 
funding from foreign 
organisations

Innovation capacity 
in every area

New programmes, 
pedagogical 
development, 
introduction of 
information and 
communication(s) 
technologies, etc.

Contribution 
to the community 

The school has links 
with the international 
but also local and 
national environment

Debating fora, external 
relations, socio-economic 
contribution, extra-
curricular activities and 
services to education: 
commissions, assemblies

Resources Resource availability 
meets the school’s 
mission and standards

Details of financial 
management, premises 
and equipment, library 
and research facilities, 
new technology 
infrastructures, support 
facilities.

Scope for further 
language training; library 
access to foreign press 
and publications; 
accommodation service 
for foreigners (students, 
visiting staff), information 
and welcome service, 
academic support for 
foreign students

Connections 
with the corporate 
world

Links with potential 
employers

Employers play a 
genuine role in all the 
aspects of institutional 
life covered above 
(mission, students, etc.)

Links with international 
firms; support from 
foreign firms
© OECD 2002



Measuring Internationalisation in Educational Institutions

 108
References

CEFI (Comité d’Études des formations d’ingénieurs) (1995), 
“L’ouverture internationale des établissements de formation d’ingénieurs”, research
report, French Ministry of Foreign Affairs, mimeo, 25 pages, December.

CERDIN, J.L. (1998), 
“L’adaptabilité des cadres français expatriés”, Gestion 2000, Vol. 15, No. 5, September
(57-70).

CNGE (Comité National pour le Développement des Grandes Écoles) (1995),
Les grandes écoles et la formation aux responsabilités internationales, working party “Formation à
l’international”, 31 pp.

ÉCHEVIN, C. and RAY, D. (1998), 
L’internationalisation des activités des établissements français de formation au management. Situation
actuelle et analyse prospective, FNEGE (Fondation Nationale pour l’Enseignement de la
Gestion des Entreprises) colloquium, Grenoble, 69 pages.

EUROPEAN FOUNDATION FOR MANAGEMENT DEVELOPMENT (EFMD) (1998), 
The dynamic model for quality development. Guidance note on the EQUIS Quality criteria, EFMD,
Brussels.

KAMEOKA, Y. (1996), 
“The Internationalisation of Higher Education”, OECD Observer, No. 202, October-
November (34-35).

LAZUECH, G. (1998), 
“Le processus d’internationalisation des grandes écoles françaises”, Actes de la recherche
en sciences sociales, No. 121-122, pp. 66-76, March.

MOTTIS, N. and THEVENET, M. (1999), 
“Accréditation et enseignement supérieur, Certifier un service comme les autres”, Gérer
et Comprendre, No. 58 (24-34).
© OECD 2002



 109

Higher Education Management and Policy Vol. 14, No. 1
 

Coping with the New Challenges in Managing 
a Russian University
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ABSTRACT

All over the world governments withdraw from full funding of their universities.
Nowhere this world-wide trend is illustrated more sharply than in Russia. The
share of higher education in the gross domestic product has declined drastically.
This has led to a dramatic reduction of the higher education budget in real terms.
A consequence is the growing share of non-governmental money in the yearly
budgets of the higher education sector.

The basic sources for this new funding are national, international and private. They
come as well from foundations as from multinationals. Their distribution over the insti-
tutions and, within the institutions, over the different departments seems extremely
unequal. Therefore old academic traditions only survive in fewer and fewer schools and,
within these schools, in fewer and fewer centres of excellence. For a great number of
institutions the basic educational subsidy does not permit a decent remuneration of
their academic staff. This forces a majority of them to look for a second and even a third
job outside the university. This again weakens the institution and leads to a widening
range of quality of institutions and, within each of them, of departments and centres.
At the same time the field is wide open for the development of private schools, which
often only select types of educational activities which are remunerative in the market.

Structural reorganisations in Russian universities not only face these financial difficul-
ties but they also have to be achieved in a globalising world with new and strong private
competition, with blurred boundaries in the knowledge chain, with mass education and
with student expectations which do not always match what universities want to offer.

In order to cope which such challenges, a deliberate policy is necessary. At Kazan
State University therefore, a strategic management exercise has been organised
using the technique of change management as used in the business world. The
main features are explained.
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INTRODUCTION

In today’s knowledge society, creation and dissemination of ever-new
knowledge is undoubtedly a crucial factor in the socio-economic development
of any nation. It is therefore surprising to see that, almost everywhere in the
world, governments appear unwilling, but in fact also unable, to pick up the
full bill for their increasingly expensive systems of higher education. This
growing reluctance of government towards their universities is a world-wide
phenomenon. Governments no longer consider universities as their prime
responsibility. Their priorities have shifted towards other goals, such as eco-
nomic transformation, social security, crime prevention, monetary equilibrium
and environmental pollution. As a consequence, universities are losing their
status of public providers of public goods paid for by public money and work-
ing for the benefit of society. Therefore universities are more and more referred
to as “hybrid institutions”: because governments loosen their reins, universities
and colleges enjoy more institutional autonomy; at the same time however, they
have to accept more individual responsibility and in their fight for success and
survival, they are now forced to broaden their activities in order to increase and
diversify their sources of income.

Looking at modern higher education, governments easily find reasons for
this course of action. Knowledge has become so important for the economic
wellbeing of individuals, firms, non-profit organisations and even government
agencies, that educational products have increasingly been moving into the
realm of markets. Whenever there is a perspective of economic gain for the
beneficiaries, privatisation becomes attractive and charging fees a possibility.
Consequently, many consider knowledge historically the exclusive product of
universities, too important to leave it there. They behave as critical stakeholders
and are ready to take over wherever universities do not deliver what the society
expects.

These phenomena have probably gone nowhere in the world as far as in
Russia, not in the least because of the socio-economic reforms in general and
of the financial crisis of August 1998 in particular. One of the largest and most
developed systems of education, rich in achievements and traditions, is losing
its dominant position very fast and is approaching the point of irreversible
degradation. In this article, a picture is first drawn of the dramatic changes in
the funding of Russian higher education, then attention is given to the new
challenge for university governance, and finally the strategic management
approach at Kazan State University (KSU) is commented upon. KSU is a traditional
research university with an impressive scientific record mainly in the exact
sciences.
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THE CHANGING PATTERN OF HIGHER EDUCATION FUNDING 
IN THE RUSSIAN FEDERATION

Table 1 draws the evolution of Higher Education Expenditures (HE) in relation
to the Gross Domestic Product (GDP) of the Russian Federation.

The figures of Table 2 speak for themselves: a fast and permanent decrease of
state funding has taken place. In the period under consideration, real GDP was
shrinking at a yearly rate of 5.8%. Expenditures for higher education over the same
period fell at a dramatic yearly rate of 19.6%. As a consequence, in 1998 they
barely reached 0.4% of GDP. In comparison with 1992 and in real terms, Higher
Education had to work with 72.1% less resources.

To grasp the full implications of this drastic decline, it is instructive to com-
pare these data with what has happened to the number of faculty members and
the number of students in the same period (Table 2).

Despite the dramatic drop in funding, the number of institutions has grown
steadily throughout the whole period. In 1998 it reached a total of 580. After a signifi-
cant decline from 1991 to 1993, caused by political collision and the disintegration
of the USSR, the same has been true for student enrolment.

Table 1. Higher education (HE) as a percentage of gross domestic product (GDP) 
in the Russian Federation

Source: European Bank for Reconstruction and Development, Report 1998.

1992 1993 1994 1995 1996 1997 1998

HE as a percentage of GDP 1.21 0.76 0.87 0.52 0.48 0.59 0.40
GDP (1992 = 100)corrected for inflation 100.0 91.3 79.7 76.4 72.8 73.4 69.7
HE (1992 = 100)corrected for inflation 100.0 61.2 60.3 39.7 34.9 43.3 27.9

Table 2. State institutions of higher learning, their students and their staff 
in the Russian Federation 

1991-1998

Source: S.B. Avdoshev, A.Z. Astapovich, D.A. Belayev and others, “The Review of Economic Policy in Russia for 1998”,
Bureau for Economic Development – Moscow ROSSPEN, 1999, pp. 629.

1991 1994 1995 1996 1997 1998

Number of institutions 519 553 569 573 578 580
Number of students (1 000) 2 763 2 534 2 655 2 802 3 046 3 347

(100%) (91.7%) (96.1%) (101.4%) (110.2%) (121.1%)
Number of faculty members (1 000) 220 233 239 243 257

(100%) (105.9%) (108.6%) (110.5%) (116.8%) –
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Most surprising however is the complete absence of an exodus of academic
staff. On the contrary, the number of faculty members kept on growing at an average
annual rate of 2.6%. In 1997 the higher education sector employed 16.8% more
people than in 1991 (FTE).

Table 3 shows to what extent, already in 1998 institutions of higher education
had already diversified their sources of income. In that year the share of the state
budget, had decreased to 64%. Student fees accounted for as much as 11.8% and
even more came from renting and commercial use of capital assets (12.2%). This
last situation has much to do with available excess capacity in highly specialised
institutes for which interest and enrolment have fallen to historically low levels.

The good functioning of the higher education system of any nation depends to a
large extent on the way the so-called flagship universities are able to fulfil their lead-
ing and direction finding role. Therefore, in Table 4 an analysis is made of the financial
resources of Kazan State University. KSU is one of the oldest classic universities in the
Russian Federation with a most respectable scientific history.

From 1991 to 1999, within the total university income, the direct state subsidy for
the basic functions of KSU fell from a comfortable 77.3% in 1991 to a 51.4% in 1999. This
implies that the university had to earn nearly half of its resources through selling its
services and through competing in the educational marketplace. Such funds come to
the university in the form of grants, research contract, teaching contract and so on.
Income from other activities, which was nearly non-existent in 1991, had grown to an
astonishing 33.1% in 1999. “Other” refers mainly to paying students, normal programs,
continuing education and new study programs for professional skills. For KSU only a
small percentage came from renting unused facilities.

Table 3. Financing the system of higher professional education 
in the Russian Federation, 1998

Millions of Russian roubles

Source: S.B. Avdoshev a.o., o.c.

Millions Russian roubles Percentage

Federal Budget 9 000 64

Out of Budget Sources: 5 051 36
Companies 890 6.3
Student fees 1 653 11.8
Education source 413 2.9
Non-educational services 100 0.7
Rent and commercial use 

of capital assets 1 695 12.1
Sponsoring 300 2.1

Total 14 051 100.0
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It is particularly revealing that the university can no longer count on a stable
source of uncommitted research money. Whereas, in 1991 this income still repre-
sented 19.9% of the budget, it had fallen to a meagre 5.3% by 1999. Judging from
these figures, institutional support for university research is no longer on the state
priority list. This view is reinforced by the figures for the research institutes which
function under the direct supervision of the Russian Academy of Sciences.

Looking at the total research budget of the university, research contract is
becoming by far the most important source. Again, this illustrates the change in
funding methods from institutional financing to competitive bidding and network-
ing with other institutions, foundations and private enterprises, national as well as
international.

Table 4. Financial resources of Kazan State University (1991-1999)
Millions of Russian roubles

* Estimation based on results of third quarter.
Source: KSU Financial Reports.

1991 1994 1995 1996 1997 1998 1999*

Total university income 49.64 17 759 37 714 50 393 96 162 88 378 99 172
State budget 

for basic research 7.56 1 480 1 783 2 041 3 335 2 548 2 548
Research grants 7.64 567 1 841 1 139 4 675 5 127 5 438
Research contracts 3.23 1 164 4 009 12 014 13 639 10 506 9 948
Non-research state 

budget 30.82 13 875 24 186 22 808 52 831 45 628 46 847
Other incomes 0.39 673 5 896 12 391 21 672 24 569 32 850

Total state subsidy 38.38 15 355 25 969 24 849 56 176 48 176 50 936
Total research 18.44 3 211 7 633 15 194 21 659 18 181 19 475

Table 4 bis. Financial resources of Kazan State University as percentage 
of total university income

1991-1999

* Estimation based on results third quarter.
Source: KSU financial reports.

1991 1994 1995 1996 1997 1998 1999*

Total university income 100.0 100.0 100.0 100.0 100.0 100.0 100.0
State budget for basic research 15.2 8.3 4.7 4.1 3.4 2.8 4.1
Research grants 15.4 3.2 4.9 2.3 4.8 5.8 5.4
Research contracts 6.5 6.6 10.6 23.8 14.0 11.9 10.3
Non-research state budget 62.1 78.1 64.1 45.3 54.4 51.6 47.2
Other incomes 0.8 3.7 15.6 24.6 22.3 27.8 33.1

Total state subsidy 77.3 86.5 68.8 49.3 57.8 54.5 51.4
Total research 37.1 18.1 20.2 30.2 22.3 20.6 19.6
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Of course, changing sources of income also means changing patterns of activi-
ties. The mission of KSU is still to be a leader in basic research for the exact sci-
ences. However, its unconditional funding is difficult. KSU has learned how to earn
additional income, but it does so mostly through expanding paid educational ser-
vices and not through research activities. This shows that even leading universi-
ties face the need to make explicit choices. A first alternative is that they passively
slide into becoming institutions of mass education with little room for interna-
tional competitive research. A second alternative is to deliberately choose an
active strategic management aimed at the full exploitation of the new opportuni-
ties inherent in today’s knowledge society. This last course of action is becoming
increasingly popular in Western Europe, where traditional universities broaden
their mission by explicitly stating that the socio-economic valorisation of their sci-
entific expertise is part of their primary task. It turns universities into complex con-
glomerates which manage a wide range of different activities ranging from
business schools, science parks, industrial incubator centres, spin-off firms, con-
tract research to patent policies. In principle, all these activities allow cross-sub-
sidisation from applied or commercial activities towards basic research and less
market oriented fields. This is desirable because after all, it remains true that it is
basic research on the untrodden paths of new knowledge which is the solid foun-
dation for successful applied research and up -to-date teaching programs. As a
consequence, it might also be very true that these new activities are easier for the
old leading research schools than for average universities or colleges.

Taking into account the general economic situation in Russia, it can also
be assumed with a high degree of probability that it will only be in the leading
universities that academic staff will find decent working conditions and be
able to hope for a decent remuneration. Tables 5 and 6 provide information on
these matters.

In Table 5, non-degree staff refers to junior staff and assistants without a doc-
torate, candidates to associate professors and doctors to professors.

Table 5.  Average monthly salaries of academic staff at Kazan State University 
1995-1999

Russian roubles

Source: KSU department for Planning and Financing.

1995 1996 1997 1998 1999

Non-degree 235 280 580 608 730
Candidates of Science 570 688 1 443 1 366 1 655
Doctors of Science 915 1 099 2 199 2 060 2 508
Researchers 152 231 591 494 1 248
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The figures in Table 5 show a distressing picture of the official state remunera-
tion. The nominal rise from 1995 to 1999 is more than wiped out by the inflation of that
period. In dollar terms, state salaries for professors declined from USD 350 in 1997 to
USD 85-90 at present. However for a university such as KSU, this is happily not the
complete picture. Indeed, nothing has been said yet about the possibility of earn-
ing additional income from more diversified activities. Table 6 gives the data
about the so-called wage funds for faculty, for researchers and for “out of budget”
activities. These additional incomes are not only growing fast, but they also might
even surpass the official state salary. The number of academics who are paid from
the corresponding funds, is given between brackets.

Apparently the payments from out-of-budget wage funds are only available
for less than half the number of academics in the university. Such additional sala-
ries may on average range from RUR 25 000 to RUR 40 000 per year. Academic staff
members, who successfully combine education with participation in competitive
projects, contract expertise, consulting or paid educational service, can earn three to
four times their state salary, sometimes more. In the interpretation of these figures,
it should be taken into account that KSU enjoys the status of “Cultural Heritage of
the Peoples of Russia”. For the University this scientific recognition means a bonus
of 50% above the normal state salary. In the entire Russian Federation only six insti-
tutions for higher education benefit from this. This widens the wage gap in favour of
KSU, but it still does not suffice to bring them near the West-European average.

The financial state of affairs as depicted in the tables above, must unavoidably
change the nature of academic life in Russian Higher Education. Four main
consequences are worth mentioning.

Firstly, for a great number of university teachers working in average institu-
tions of higher education, remuneration on state subsidies have fallen to dramati-
cally low levels. By accepting these considerable salary reductions, it is this
academic staff who actually has paid for maintaining a basic academic hardcore in
the higher education system of Russia.

Table 6.  Wage funds and number of involved academic staff, 1995-1999
Thousands of Russian roubles

Source: KSU department for Planning and Financing.

1995 1996 1997 1998 1999

Faculty 5 947 (929) 7 049 (907) 14 754 (913) 14 305 (927) 17 619 (942)
Researchers 961 (528) 1 163 (419) 2 453 (346) 1 872 (316) 4 060 (271)
Out-of-budget 

(additional) 
activity 1 989 (138) 1 085 (179) 10 362 (377) 11 800 (446) 21 194 (533)
© OECD 2002



Higher Education Management and Policy

 116
In many Russian State Institutions, the situation is so bad that discontent with
their financial situations forces personnel to look for a second and even a third job
outside their institution. This unavoidably leads to neglecting their main duties and
lowering academic standards. They find another job often in the private educational
sector, in consulting and part-time contracts in different companies.

Secondly, by simple financial hardship, top Russian universities are forced to
broaden their outlook and follow at an increasing speed their Western European
counterparts in their movement towards a concept of the university as a conglom-
erate of very different activities, and working in a complicated network for a wid-
ening range of stakeholders. However, in pursuing this policy, many universities
do not pay enough attention to maintaining a climate of basic research. It is this
basic research which constitutes the comparative advantage for universities and is
a precondition for long-lasting success.

Thirdly, a second and third job for teachers means private institutions can
constitute a basis for setting up competing study programs in new fields. Such
highly paid study programs could as well have been organised equally well within
and to the benefit of the universities themselves.

A fourth consequence might very well be a widening quality range of institu-
tions. Quality competition, which is inherent for project funding, tends to concen-
trate funds and talent in fewer and fewer institutions. Moreover, what happens
among individual universities is also true within each institution: increasingly, it is
by their centres of excellence that they survive.

REORGANISATION: DIFFICULT CHANGE PROCESS

A changing external environment

Structural reorganisations in Russian universities not only face the financial
difficulties discussed above, they also have to be done within the wider context of
a globalising world. For higher education this context is highly turbulent. Because
of the economic importance of knowledge, a whole range of new competitors has
appeared and succeeded in reducing the market share of the official teaching sys-
tem. In the knowledge chain the clear boundaries between the basic research and
the subsequent stages of applied research, product development, production and
marketing, have disappeared (Gibbons, 1995). They have weakened the previous
privilege of basic research in universities. The following should also be men-
tioned: mass education, the great but expensive possibilities of telematics for
increasing the efficiency of the learning process and the urgent expectation from
society that subsidised organisations should be active for the economic and social
valorisation of their findings.
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Internal impediments to change

Knowledge society has apparently brought a broad range of new opportunities.
One would have expected that universities would have jumped on the opportunity
to flourish and to expand. Generally it has not been the case. Especially in Europe,
many succumb under the weight of the new challenges. A series of reasons can be
put forward to explain this phenomenon.

Mastering knowledge through super-specialisation

In the university world individual academic freedom in a decentralised setting
has always been a driving principle. Hence, in order to master any expanding field of
knowledge, the common practice in universities has always been further specialisa-
tion and narrower and narrower subdivision of scientific disciplines.

The danger of this approach is of course the multiplication of self-centred and
closed units, each with its own scientific approach, its own paradigms and even its
own periodicals and scientific prima donna’s. Loyalty and sense of belonging are
geared more to like-minded colleagues wherever in the world than to the authori-
ties of their own university. In such a setting developing a university wide common
strategy is extremely difficult. Everyone continues to defend his/her own turf. This
is the case even when it is increasingly evident that no university in the world is
rich enough to ascertain a minimal critical mass for each possible subdiscipline.
Insufficient quality and overworked professors are very often then a common out-
come. And again, interdisciplinary and problem-orientation in teaching and research
are left to the newcomers.

The research based teaching concept

Traditional universities easily oversee their “Humboltian” research-based teach-
ing concept. To organise this kind of teaching university-wide is however becoming
increasingly difficult. Moreover, it can also be argued that a great majority of the kind
of graduates the labour market requires today, might be better off with another kind of
training. Hence it should not come as a surprise that in many countries universities
lose against the non-university sector of higher education and of course also against
the commercially organised newcomers. Very often universities fall short in giving
their students a problem-solving attitude, interdisciplinarity, communicative skills
and an aptitude for teamwork and flexible decision making.

Teaching versus learning

It can be expected that the discipline oriented organisation of universities
easily leads to a “professor-centred teaching bias” with a lot of ex-cathedra transfer of
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masses of coded knowledge instead of fostering the individual learning process.
Again, universities might turn out the wrong kind of graduates for society.

Organisational structures unfit for change

In many countries an important obstacle for the renewal of the university sys-
tem, is their deficient organisational structure. In continental Europe, including
Russia, the university governance is still strongly embedded in a culture of gov-
ernment bureaucracy. In a fast changing world, it is increasingly evident that life
has become too complicated to be steered from a far away capital and by an
equalising nation-wide set of regulations.

Moreover, also internally within the university, one could question the rele-
vance of the still widely accepted theory of H. Mintzberg (1983) which classifies
universities in the group of professional bureaucracies. It is stated that in such
institutions the expertise is not found at the top in the rectorate, but below in the
hierarchy, with the academics in their classrooms and their laboratories. If the
expertise is there, so should be the power to decide. Of course this is true, and it
has been the justification for a far-reaching decentralisation in most universities.
The question is whether this model still fits the new university environment of
today where opportunities are endless, but capacities to exploit them limited.
These limitations concern the availability of financial means as well as the neces-
sary talent still interested in an academic career and the shortage of interdiscipli-
nary coherence. Because of this enormous tension between supply and demand,
more than ever before, universities must be able to make serious choices with
university wide implications. It is not evident that the bureaucratic model can pro-
vide that. Successful universities therefore seem to switch to the governance model
of the innovative high-tech industry. In this organisation model, the rigid organisa-
tional subdivision is broken up. Internal collaboration structures are problem ori-
ented. Moreover, they can grow spontaneously and also disappear in the same way.
Open information networks are the rule and extend far beyond the boundaries of
their own institution. Freedom for individual creativity is stimulated. It is however
also recognised that a stronger central authority should guide this freedom by pro-
moting a coherent and shared institutional vision, a goal-oriented reward structure
and a serious quality control.

Universities unable and unwilling to reward performance

Increasingly, universities have difficulties in recruiting and keeping top talent.
An egalitarian salary structure taken from government administration, does not allow
for rewarding scientific performance. This is a problem that universities which want
to engage in diversification and development towards market activities will have to
solve in one way or another. As has been discussed before, the wage fund system at
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KSU might be a good example (Table 6). Of course, for many years, private consulting
or a second outside job have been a way out. It is however clear that a university
should not be used to serve private interests in the first place. As a solution therefore,
some universities have tried the “internalisation” of extra-curricular activities. Anyway,
at least some sort of internal regulation is needed to avoid negligence of the proper
university tasks. Of course the tenure system still compensates to some extent the
less advantageous features of the academic career. Still, tenure seems under fire
because once it is obtained, tenure runs counter to the principle of “reward according
to performance”. In this respect one could put forward that the present trend towards
generalised internal evaluation and quality control helps to mitigate the above
mentioned deficiencies of early tenure. Somehow an even balance has to be found.

The threats of a new hierarchy of universities

When considering the position of an individual university, attention should
also be paid to a new trend which is beginning to emerge and which follows
directly from the increasing privatisation of academic activities. A most probable
outcome of autonomously working institutions might indeed very well be a
sharper hierarchy of universities (O’Leary, 1996). As in the United States, and also
on the European continent, a new “Ivy league” seems to be in the making (Geuna,
1998). At the top it has a few excellent institutions which are growing stronger
every year and at the bottom, an increasing number of schools, which are rele-
gated to a simple role of post-secondary education and conduct some research
with little societal value. Apparently what is going on is a self-enforcing and cumula-
tive process by which talent and resources from all over the world, concentrate in
the same institutions. Having proven their quality, they become even more attrac-
tive for new resources, minds and sponsors. Their competence base and their scien-
tific climate keep on growing. Hence their comparative advantage continues to
increase. To this mechanism should be added the enormous advantage of belong-
ing to a world network of top schools interacting with each other, which brings
refreshing exchanges of new findings, renewing paradigms and collaborating with
talented academics and brilliant fellows.

STRATEGIC CHANGE MANAGEMENT AT KAZAN STATE UNIVERSITY

At Kazan State University, over the last years a strategic management exercise
has been organised to get the change process into motion. A main change agent
has undoubtedly been the seminar for strategic management in universities. It
emanated from a Tempus project and over the years it has gained increasingly in
official status and support from the rector and the vice rectors. An important starting
point for the exercise was that, although the university is in no way a shoe factory
(Times Higher Education Supplement, 1998), it can benefit much from the strategic manage-
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ment techniques used in business (Tavernier, 1991). The adopted sequence was: a
thorough study of the socio-economic and scientific environment, the development of
an explicit university mission statement, writing out for each main activity a clarify-
ing policy statement, transparent budget making, organisational change and quality
control of teaching and research, and its feedback.

From the beginning it was strongly felt that a successful change process needs
the collaboration and the mental approval of the broader academic community.
Support from the stronger research departments is especially necessary. There-
fore, by means of an extensive questionnaire, a broad consultations has been
organised to identify the main strengths, weaknesses, opportunities and threats
(SWOT analysis) for Kazan State University. At the same time, suggestions for
major and minor changes were requested. In addition, a series of parallel brain-
storming workshops have proven to be a useful approach for mobilising the aca-
demic and managing staff. A major internal two-day conference attended by sixty
of the most important decision makers and chaired by the rector did a lot to
increase the coherence of the project and the support of a wider audience for the
new administrative organisation. This new organisation opts for a clear delineation
of the administrative and academic functions and a more professional attitude to
management.

Universities are inherently conservative in their structures. Therefore, more
than in other organisations, the process of change requires a strong leadership with
an outspoken sense of purpose for what one wants to achieve. However, without the
academic heartland (Clark, 1998) little will be realised. Even when these two condi-
tions are met, a change process should be carefully managed: setting milestones,
organising open communication and working on the organisational climate to make
change self-evident. When decision-making structures are too rigid, outreach offices
which can work outside of normal hierarchical structures have proven to be helpful
(Clark, 1998). A high performance international service or problem-focussed inter-
disciplinary institutes, such as Ecology, are workable examples.

A university is a complex sociological entity where any change movement
unavoidably goes together with, sometimes, bitter struggle between different inter-
est groups each with its own agenda. Therefore it is considered to be of the utmost
importance to search for “system decisions” which should combine the objective of
maintaining and fostering the interest of the existing academic community with the
necessity of creating a structure able to exploit the new opportunities of the new
environment.

In the recent literature on higher education no author has provided a better
view on the crucial elements for a successful transition of universities than Burton
Clark. It is his scheme that we will use to look at the achievements and problems
related to change at Kazan University in somewhat more in detail.
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Strengthening the core of management

In order to manage the administrative and organisational affairs in a more effi-
cient and effective way, a separate “administrative council” has been installed. It is
presided by the rector, with deans and directors of research institutes being the main
participants. This has been done in order to involve the heads of major units in taking
and implementing university-wide decisions. This will most surely strengthen the
managerial backbone of the institution and improve executive discipline.

A “study and planning unit” is also to be organised to provide management with
the necessary intellectual support. It will be assigned the task of working out a system
of management information indicators, an evaluation system, as well as accumulating
data and translating them into recommendations for the management body.

Furthermore, work is being done to set up our own system of skills upgrading
for university managerial staff.

At the same time the atmosphere of creative and open discussion of the
University’s problems plays an important role. The afore mentioned seminar on
strategic university management started at Kazan University three years ago; its
discussion of relevant issues and the material published has provided a lot of
support for the transition process.

However, several objective and subjective problems have recently emerged
that affect the transformation process at the university in a negative way. Here one
should mention the lack of young energetic executives, the generation gap and
the fact that passive people frightened by change and who do not believe the sit-
uation may improve, predominate in the administrative bodies of the university.
This in turn makes traditional administrative bodies and officials of the university
passive. As Kotler puts it, even a strong and determined rector today cannot move
“old elephants” who block the way. It seems that just a gradual renewal of mana-
gerial staff and persistence in introducing new approaches may help to create a
truly strengthened management body.

We should also mention here that today, the university governance cannot
really choose its priorities openly and thoughtfully. The flexibility of management
is impeded by such factors as traditional bias towards some disciplines, e.g. those
of natural sciences, by the powerful formal and informal influence of senior profes-
sors in these fields and by the relative decrease in interest of younger people to
pursue such careers.

In addition one not should not forget that the years of reforms in Russia have
brought serious social and economic turbulence to the university community.
Indeed, the university has become not just a workplace for those working in it but a
guardian and a guarantee for their survival. That is why imposing measures in an
authoritative way, measures which seem obvious for the removal of blocking
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constraints or for redistributing university resources towards more rewarding and
future-oriented activities, are not feasible and might cause a social explosion.
Therefore, for quite some time the university is doomed to a smooth and a gradual
approach. Incremental change is the message, avoiding hard-line managerialism,
massive dismissals and forced transfers to part-time positions.

Expanding the scope of development

In spite of all the hardships in the 1990s, universities have gained more rights
in their scope of development. Thus, the range of infrastructure and the adminis-
tration of academic activity is developing fast and in a more diversified way. The
following departments and units have been organised: the Department of Contin-
uous Education and Information Management, Technological Park (unfortunately,
now virtually inactive), International Office, Regional Centre for International
Co-operation, Fund for Economic and Social Development and Centre for Out-of-
budget (business) and Investment Activity. More and more academics are shifting
to entrepreneurial ideas but this process is rather slow. A good example of a fac-
ulty with a large development scope is Ecology. Our geologists have organised
several laboratories together with the local oil industry (e.g. laboratories of water
quality analysis, geophysical and other methods of oil and gas deposits investiga-
tion). Other faculties concentrate on educational and consulting networks. Some of
them have their own technical and vocational schools.

A major problem in organising the scope of development at the university
remains in our opinion the backward regulatory and legal basis for innovations.
This makes many things unclear and unsettled, while stereotypes of public psy-
chology prevailing at the university prevent finding the solution to these prob-
lems. These stereotypes, in turn, cause problems for the transfer to the matrix
model of the organisation of research institutions and teaching programs. The
desire to “institutionalise oneself”, to consolidate one’s positions in the univer-
sity’s structure and, for leaders, to get a more stable administrative status are
common things that may be characteristic of newly emerging units of the univer-
sity scope of development. Clearly, the roots of collectivism and egalitarian princi-
ples are still strong in our hearts. Here we should mention again the role of the
social guarantee that the university plays for its employees.

Stimulating the academic heart of the university

The stimulation of the academic heart of the university is quite a serious problem
for Kazan University. It is not only a question of mentality but also of unequal funding
within the university. Happily, the internal taxation of the additional incomes brings
the overheads from research money (10-15%) and centralised funds get approximately
40% of tuition fees. In this way urgent problems are solved: maintaining the library,
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developing Internet access and new information technologies in research and educa-
tion, supporting the all-university infrastructure and protecting it from inevitable
degradation. This can be considered as a mechanism for the partial redistribution
of income.

Even during the most difficult times the university leadership tried to find
funds to support interesting projects and innovation, to stimulate young scholars
and well-known academic schools. It is worth mentioning here that retired profes-
sors of Kazan University receive a small allowance in addition to their small pen-
sions. The entrepreneurial activity of the university discussed above pays for this
noble and humanitarian act.

The measures stimulating the academic heart of the university as shown
above are largely socially or personally oriented. They are not problem-oriented.
Naturally, it is easier to solve the problem of publishing a book by a history pro-
fessor than to bring history at the university to a new level. The latter is much
more expensive. That is why the necessity to choose is inevitable when the uni-
versity has almost no support from the state for the development of its laboratory,
informational and infrastructure basis. The ever-increasing necessity to make
choices is the main problem which is not completely understood yet, neither by
the university community nor by its leadership.

The diversified funding base

From the tables commented upon in this article, it is clear that the dramatic
decline of the basic subsidy has forced the university to look for new sources of
income. With new income however come also new activities which force the very
daily life of the university in the direction of a fundamental transformation. The
official permission to organise paid educational services has proven to be a vital
step in the transformation process. Equally important is the switch from institu-
tional funding towards competitive research projects. Especially in the case of
Kazan one should mention the success in attracting money from international
foundations, the EU and the World Bank.

The efforts to involve the industry in funding applied research, in corporate
training or staff retraining have been less successful. This is mainly so because of the
near insolvency of many major enterprises in Russia. The new private firms have not
yet found the way to the universities. Also, the current deficient and contradictory
tax laws are not very favourable for this kind of industry-university collaboration.

The integrated entrepreneurial culture

Observing a tremendously fast changing world, with a wide range of most
diverse opportunities popping up everywhere, Clark expresses the need for an
innovative and entrepreneurial spirit at all levels of the university as an essential
© OECD 2002



Higher Education Management and Policy

 124
factor for institutional success. It requires a widespread conviction throughout the
institution that relying on central decisions will not do and that each individual
academic should be an entrepreneur. Each should look for new ways of working,
new networking, new fields of action, new funding, new ways of selling university
services.

For a Russian university like Kazan it might also be too early to speak about
such a generalised entrepreneurial spirit. This is a major problem. It is true that
today most academics have resigned themselves to the thought that the university
is making money. It is no longer felt as a shameful action alien to academic values,
but it is still not considered to be a noble worthy business. At Kazan it is often
argued: we are a classical research university, how can we possibly fit in this new
concept of academic activity? But, what is meant by “classical” and what is meant by
“research”? Everyone understands “classical” in its own way but there is no general
interpretation of the notion “research”. As long as this statement reflects the sub-
conscious desire to stand out, a desire for self-identification, it is all right. It is wrong
when the academic élite uses it to turn away from tough down-to-earth problems.

Furthermore, stereotypes of the recent Soviet era are unfortunately still alive.
The entrepreneurial style at universities often causes suspicion and jealousy of
the passive majority of academics and is often thought to be an attempt to break
with moral and academic traditions. Some academics still live with the conviction
that “good old times” will come back, and that the government will “change its
mind” and start financing higher education fully. With such a perception why
should we change?

In spite of all this, we are convinced that ultimately this new approach to aca-
demic activity will become an “institutional idea”. However it will be painstaking
and laborious work. To do so we need to stimulate various and complex people at
the university who are part of a sometimes tired, uncertain and cynical community.
Only an inspired strengthened management can do this. It will take a long time to
develop a new up-to-date organisational culture at the university. We should
develop a new generation of educational programs using modern methodology
and technological infrastructure. We should create an intellectual critical mass,
i.e. a new generation of scholars armed with international experience who have
built up their own research achievements (and who are not just tied to well-known
historical research schools). Finally, we have to develop a new generation of
administrators capable not only of daily routine management but who can think
strategically, share and support the feeling of a corporate unity, form a new culture
within their organisation and act in an entrepreneurial way.

No matter how contradictory the situation in Russian higher education might
be, the old vision of academics is breached and as our ex-President M. Gorbachev
put it “the process is underway”. First, it was the transfer to a more discretionary
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funding base that allowed the support of the material and technical condition of the
university during hard times and people started to understand that this was their
chance for survival. Second, there is the strong polarisation of second and third
income sources for a few faculties, departments and their personnel. This is the best
advertising for an active entrepreneurial stand. With it comes the polarisation of
material and financial opportunities for these departments and their subunits.
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Book Review

David Palfreyman*

New College, Oxford, United Kingdom

The material for this review article can usefully be divided into two areas:
firstly, two books on access; and, secondly, four on governance and management.

ACCESS

The first book is about access, but, sadly, great chunks of it will be inaccessi-
ble to the non-sociologist unfamiliar with the jargon (for example, economism, periph-
erality, problematise, etc.). Whole sentences defy comprehension: “Structuralist
thought differs from feminist poststructuralism in that it sees the subject as
socially constructed but static. The recognition of the ongoing nature of the consti-
tution of self and of the non-unitary nature of self distinguishes poststructuralist
theory from theory which is purely structuralist or social constructionist.” Thus,
Stretching the Academy: the Politics and Practice of Widening Participation in Higher
Education, edited by Jane Thompson, has little useful to add to any intelligent
debate about access. The book’s saving-grace, however, is that the entirely valid
point is well made: “Working supportively with non-traditional students… is a teacher-
and resource-intensive business. The requirement is significantly more in terms of
face-to-face contact with individual students, marking, personal tutoring and
coaching… universities need to accept that access for non-traditional students does
not end at the point of entry; account needs to be taken of necessary changes in
assessment, curriculum and student support. Failure to appreciate this fundamental
fact will mean that the probability of academic failure for non-traditional students will
be higher than it should or needs to be.”

* David Palfreyman, with David Warner, is also Joint Editor of the Managing Universities and
Colleges: Guides to Good Practice, series published by the Open University Press. Please
write David Palfreyman directly, at Kate.Hunter@new.ox.ac.uk, on items that you think
should be covered in the book reviews.
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Hence it is, of course, perverse that, in the United Kingdom at least, the
politician’s demand for wider participation is accompanied by a halving over
the last decade in the “unit of resource” as the annual amount of Government
funding per undergraduate: “… the trend in HE towards greater efficiency
through reducing teaching costs per student militates against the very changes
in practices that we have argued for here.” Moreover, it is indeed strange that
now the relatively well-financed “elite” universities are being bribed to admit
working-class students from the deprived post-code areas while the universi-
ties with the better access record and historically poorer funding get nothing
extra!

Yet will anything ever shift the percentage of “lower socio-economic groups”
beyond the 15% participation in higher education at which it is stubbornly stuck in
most higher education systems? Should politicians expect the universities to
make up for deficiencies in the schools and in the wider society? In fact, do some
countries accept such a state of affairs as pretty well inevitable: surely, the mid-
dle-class kids always will disproportionately colonise not only the entire higher
education system but also whichever in any particular system count as the best
universities? Why beat oneself up about it – c’est la vie! – providing the system
offers opportunities later in life and gives the same financial support to those
young people learning a trade at Coketown Technical College (such as plumber,
hairdresser or electrician) as is made available to those “reading” medicine, law or
engineering at Oxford and media studies, hospitality management or golf studies
at Poppleton University.

But, if the politicians just must get to the 50% target set by Prime Minister
Blair for those UK citizens under 30 who should have been through higher edu-
cation by 2010 (and assuming this political hostage to fortune can’t be
achieved simply by renaming all technical colleges as universities and award-
ing degrees in gas-fitting), then the mid-1960’s study by R.N. Morris might use-
fully be revisited (The Sixth Form and College Entrance). The book could have
been written yesterday rather than some thirty years ago, and hence deserves
this belated review! It is a detailed study of a cohort of school-children in dif-
ferent types of school, drawn from differing social backgrounds and living in
various parts of the country. The key variable with respect to access back
in 1965 or so was, and still is, parental/social background within the cohort,
although, once the individual made it past the major hurdle of staying on at
school post-sixteen, the working-class young adult then has become a self-
motivator (and largely because “the grammar school has played an important
role for our sample, before the sixth-form stage, in weakening the influence of
family background on future plans”). Whether an under-resourced modern area
comprehensive school in a socially deprived post-code can achieve the same
is debatable.
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GOVERNANCE AND MANAGEMENT

First we have University Leadership: The Role of the Chief Executive by
Catherine Bargh, Jean Bocock, Peter Scott, and David Smith, which is all about UK
vice-chancellors. They identify much continuity, including the unchanging profile
of middle-aged white males (even if now post-Dearing a little less Oxbridge than
in the Robbins era) and that decision-making in universities remains predomi-
nantly collective and collegial. But the four authors also see change in the shape
of vice-chancellors feeling they should be more “chief executive”, even if they are
not quite sure how to be so: “… vice-chancellors define their role as predomi-
nantly strategic while spending most of their time on routine management.”

So, just what do vice-chancellors do? Well, inter alia, they work very long hours
during a fragmented and messy working day, and tend to get over-involved in rou-
tine detail at the expense of strategic vision while trying to be “both a conduit and
a filter between the institution and the wider community and state”, and while
attempting to balance “the various constituencies of power and interest repre-
sented by the executive (management), the professionals (academics) and the
accountable body (council or board of governors) – the three ringed circus’, as one
vice-chancellor described it”. In this working environment the UK Vice-Chancellor
is converging in management style with his US President counter-part, and espe-
cially in sharing a growing distaste for slow-moving and over-cautious ivory-tower
cloistered academics.

Thus, as the authors put it, the key question is: “whether the traditional
organisational leadership and culture which has delineated universities hitherto is
now in decline and being replaced by a more permanent and professional mana-
gerial system and culture.” They answer their own question in the negative: “it is
suggested that the vice-chancellor is not a manager or chief executive in the clas-
sical sense… The role, in formal terms, remains opaque and relies on a set of
implicit and negotiated powers.”

Thus, like all good academics, they conclude with a plea for more research: “If
we are right in this conclusion, and there is compelling research-based evidence
to support it, then it suggests that an adequate theory of management and/or
leadership in academic institutions has yet to be developed and needs to be
firmly grounded in the specific features of the higher education context.” And their
conclusions do not justify the steep climb in vice-chancellor salaries allegedly
needed to recruit and retain top class chaps to do a tough management job:
“At present, however, this analysis casts doubt on the thesis that vice-chancellors have
become chief executives in the classic sense and suggests that the new managerialist
thesis about higher education needs to be interpreted with caution.”

Bargh et al. would, then, probably have some difficulty with our second book
on governance and management: The Enterprise University: Power, Governance and
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Reinvention in Australia. Here 17 case studies of Australian universities (grouped
as Sandstones, Redbricks, Gumtrees, Unitechs, and New Universities) lead the authors to
conclude that executive power is in the ascendancy over old style collegiality
or 1960’s academic democracy: “The book finds that a revolution is well under way.
Forms of university governance and academic work that survived previous restruc-
tures are now under more direct assault.” Yet, if (supposedly) better managed, the
Australian university is not necessarily a more effective institution: “This then is
our central discovery and core argument: universities now seem less sure of them-
selves… They are constantly being reinvented, yet are less capable of genuine
self-production than before… The decline in robust, indigenous cultures and
inventive forms of self-governance suggests a brash but brittle lurch into the world
of enterprise. In becoming the Enterprise University, the university seems at risk
of losing sight of its own distinctive features and achievements. In fact it might be
losing control over the very means by which its own identity is formed.”

Thus, vice-chancellors become not just “Chief Executives” but “Presidents”:
“vice-chancellors, too, now flourish a Napoleonic ‘president’ on the business card,
with its fleeting images of modernism, power, strategic verve and international
reach. Of course the process of modernisation which is implied in new titles may
also be a means to obliterate the very cultural specificity which made the institu-
tion strong in its previous form.” Moreover, while their British opposite numbers
are impotently frustrated by collegiality, the Australian university leader simply
reshapes it to his own ends: “In reworking collegiality, an artful management
deploys external factors in its favour… ‘collegiality’ – sometimes stretched to
include consultation with external stake-holders – is translated into feedback, con-
sultation, and in one vice-chancellor’s lexicon, ‘guided collegiality’…”

But, sadly, “for all their nimble footwork and clever communication, reformers
[have] yet to find a replacement for the power of collegial cultures to mobilise a
more widely shared sense of collective identity or institutional purpose”. Thus,
Marginson and Considine see the model of the Enterprise University as having
major limitations: “too often the Enterprise University works around and against
academic cultures rather than through them… in the Enterprise University, the
internal institutional community has been thinned out… the Enterprise University
is associated with an undermining of identity, a narrow capacity for organisational
innovation and a weaker capacity for educational innovation. It faces not just a
decline in public funding, it faces a crisis of purpose.”

In short, they call for the University to rediscover its identity, integrity, inde-
pendence, and academic purpose; for the University to re-invent itself for the
21st century with a clear and robust “mission” and “vision” which is more than the
present drift into a shallow corporatism but which takes the academic community
safely beyond a mere nostalgic return to a producer-oriented narrow collegiality.
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Their analysis of Australian universities may well be equally applicable to other
higher education systems…

I fear, therefore, that Marginson and Considine will have mixed feelings about
the managerial recipe in our third governance and management book, Adaptive
University Structures: An Analysis of Adaptation to Socio-economic Environments of
US and European Universities. Introductory chapters explore “the changing nature
of the university environment” and “theories of organisational and higher educa-
tion adaptation”, before Chapter 3 describes “the methodology of the empirical
study of six universities in the United States, Italy, Switzerland, and Austria”. Then
the range of institutions are detailed one by one in terms of their varying strategic
and managerial responses to the challenges they face (New York University, the
University of Michigan, the University of California at Berkeley, Universita Com-
merciale Luigi Bocconi, Universität St Gallen, Wirtschaftsuniversität Wien). Sporn
concludes by attempting “to develop from the case studies and prior theoretical
work a more comprehensive theory of adaptation in higher education”, and by
considering “the implications for university management”. She identifies the gen-
eral need for more professional management, an entrepreneurial spirit, a collegial
governance structure able to garner support amongst the academics, sound lead-
ership committed to managing change, a matrix or highly differentiated organisa-
tional structure to provide scope for a wide range of responses to the changing
external environment. It helps also to see external demands as opportunity rather
than threat, to have clear mission statements and goals, and a diversified funding
base.

Yet are all the managerial recipes set out in these books on university gover-
nance and management merely gimmicks, whims and crazes as desperate vice-
chancellors jump on any passing bandwagon labelled “strategic management”?
This is the thesis of our final book, Robert Birnbaum’s Management Fads in Higher
Education: Where they Come From, What They Do, Why They Fail. Birnbaum is a
practitioner (former vice-chancellor at the City University of New York, Chancellor
of the University of Wisconsin…) and a theorist (professor of higher education,
Teachers College, Columbia University, and now at the University of Maryland…).
He begins by defining “fad” as any higher education management practice or
interest followed for a time with exaggerated zeal; there will be widespread adop-
tion and then abandonment, high-hopes become busted-dreams. He provides a
depressingly familiar list of one-time panaceas, what he calls “the Bestiary of Aca-
demic Fads”. The timescale is the 1960s to the present, each management fad
being described and then its take-up within higher education explored before the
chapter ends with “Whatever happened to…”.

He sees a five stage process in “the life-cycle of academic management fads”.
Fads are created beyond HE and then imported (Birnbaum asserts that it is never
the other way around). A major problem is HE’s lack of confidence in itself:
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“The assumption that higher education is poorly managed is frequently accepted as
a matter of faith.” While, for example, UK Higher Education may well have had
its scandals of misgovernance and mismanagement (Cardiff, Huddersfield,
Portsmouth, Thames Valley…), they are trivial alongside private sector manage-
ment fiascos (Marconi, Barings, Independent Insurance, Railtrack). Another key
problem is that managers feel they just must always “do something” (or at least be
seen to do something), that they have to be innovative (even if only “as a means
of escaping the boredom of routine”), that they need to adopt a fad so as to feed
their “illusion of control”, and that they are not able to lose face by admitting the
fad has failed.

But what harm can a little over-indulgence in management fads really do?
Should not the academic rank-and-file just relax and let their academic leaders
have their fun? Birnbaum lists several damaging effects of fads: they give an “illu-
sion of certainty”, “the ephemeral is made to seem concrete”, they “distort reality”,
they reduce managerial competence when managers come to rely on quick fixes
and “received formulas”, they make the led cynical about their leaders, they centr-
alise power, and, above all, “Fads are not value free, and the values they espouse
either implicitly or explicitly are frequently those of the marketplace of com-
merce rather than the marketplace of ideas”. That said, fads can be useful if used
critically: they help keep the university alert to the possibility of change, they
emphasise alternative organisational values, they offer variety to over-conservative
institutions.

Birnbaum concludes by stressing that universities are just not businesses; the
former have far more complexity (“multiple and conflicting goals and intangible
outcomes”). Higher education is not merely another service industry; students are
not customers, clients or products; academics profess rather than co-ordinate or
facilitate learning; utilitarian business norms are inadequate to shape the pur-
poses of the university as a social institution. The university is itself a proven
organisational model; the universities do not need to copy the company model,
but, in uncritically picking up management fads from commerce, universities are
weakened as institutions and academic governance within them is impaired:
“Proposing that universities strengthen themselves by replacing internal values,
missions, and goals with those more consistent with the desires of outsiders is a
recipe for institutional disaster.”

It is sad then that, arguably, the modern university lacks a clear self-awareness
and a robust self-confidence, and hence the academic community, or “university
leadership” (Bargh et al.) acting uncertainly on its behalf, sells its institutional and
professional birth-right and integrity cheaply in a slavish pursuit of “management
fads” (Birnbaum) and in attempting to be misguidedly “entrepreneurial” (Marginson
and Considine) or overly “adaptive” (even if that is not how Sporn would view it!).
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