| RM2005-4 |

KEDI-World Bank International Forum

2005 KEDI-World Bank =x| Z3 :
XIAP7 |8 A2 2)
IS0 HHE IS

Financing Reforms for
Tertiary Education in the
Knowledge Economy

2 Al (Dates)| 2005. 4. 6 (= - Wed) ~ 8 (2 - Fri)
Z A (Venue)| M & 82313|# - Seoul Education and Culture Center

Z Z| (Hosted by)|et=2uSi < (KEDI), MAI28 (World Bank)

= 2 (Sponsored by)| S QIXXHE (MOE&HRD), FHLATE (KDI)




J)

ol

oy

73 A

=]
=

)

of §lo]

=974
=

=2 G AAY s

Ao, &

s

2 a7

A% £3

<o

)

<+

o
e

04
)
—_

file]

World Bank®} 250 & “z] 4174k}
d& M3

L
s

FELE ol A

05

plo

Al = sy 12

3

Z

ARAELG AR & FA2 24

BERE
off o

Mg ekt B ohle)

L
J

Al

b AR B

9
pui

Ytk o] 7131 F3f Al

1

ol

ﬂ
1o
o
=
off
jroint

A

]_

o

T

o] World Bank, OECD #AA}, Axl=r 9 ke A=

=2 I El=
= 293

L oelye

i}

o] 28

o Az]ef

L
J

5}
YS!
=

—_—

=
ol
i

u

7

gl

A

[

2124 )

AA€]

=)
=

)

FAlo et

S

Aol 2

3

L=
T

3t

ER

20054 4%




Although the higher education of Korea is world-class, there exists a visible discrepancy
when it comes to the competitiveness of its higher education. Recognizing the important
role the competitiveness of higher education plays in enhancing national competitiveness,
the government of Korea has been pursuing a number of measures to restructure as well
as improve the quality of its higher education. But these measures require considerable
financial investment, and it would not be viable without an efficient financial management
system. Currently, the foremost and the biggest challenge of Korea’ s higher education
are to permanently increase its financial scale, to secure a source of stable funding, and

to come up with an institutional framework that will effectively utilize these funds.

Therefore, the Korean Educational Development Institute is hosting an international
forum, cosponsored by World Bank Group, on “Financing Reforms for Tertiary Education
in the Knowledge Economy.” We recognize the fact that securing funding for higher
education poses a major national challenge to not only Korea, but also to advanced and
developing countries worldwide. So through this forum, it is our goal to get to the root of
the problem by assessing the current finances of Korea’ s higher education and to come
up with a breakthrough in measures for acquiring funding and higher financial efficiency
for its higher education by exchanging the experiences of Korea and other major
countries in securing funding, dissemination, and management system of their higher

education.

Experts on higher education funding from Korea, the World Bank Group, OECD
officials, advanced and developing countries will be participating and debating in this
forum. We would like to invite you to discuss with us in improving Korea’ s higher
education in the area of competitiveness, funding and management system. All those
who are interested in advancing Korea' s higher education are welcome to attend and

share with us their invaluable opinions. Thank you.

Chong Jae Lee
President of KEDI
April 2005
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Opening Address:

KEDI - World Bank international forum on

tertiary education financing reforms

Jamil Salmi
Acting Director
Education Department, the World Bank

Dr. Nam-Soo Seo, Deputy Minister, Ministry of Education and Human Resources
Development, the Honorable Woo Yea Hwang, Chair of the Educational Committee of
the Korean Parliament, Dr. Chong Jae Lee, President of KEDI, the Korean Educational
Development Institute, Dr. Choongsoo Kim, President of KDI, the Korean Devel opment

Institute, dear colleagues, ladies and gentlemen,

It is an honor and a privilege to welcome you today to this international forum on
behalf of the World Bank. | would like to start by expressing my deep appreciation to
our Korean hosts for this initiative, for their guidance in the preparation of the event, and
for the generous financial support which has made it possible to invite many of you from
al corners of the world. It is my pleasure to recognize especially Dr. Lee, Chong Jae,
President of KEDI; the Korean Educationa Development Institute, Dr. Kim, Gwang-jo,
Director General of Human Resources Development at the Ministry of Education, and Dr.
Y u, Hyun-Sook, Director of the Higher Education Research Department of KEDI, who

have made this conference possible.

| would aso like to welcome the resource persons and the participants who have
traveled from far away to take part in the forum, including our colleagues from Ghana,
Palestine, Morocco, Georgia, Chile, China, Nepal, Sri Lanka, Bangladesh, Vietnam, the

1
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Philippines, Thailand and Malaysia. Findly, allow me to thank my World Bank

colleagues who have worked hard behind the scenes to make our participation possible.

Korea and the World Bank have been important partners for four decades. First,
Korea had a long history of Bank loans in many sectors to support its successful
development strategy. Of the 15 education loans financed by the Bank, 5 of them were
dedicated to support for tertiary education. Second, since it stopped borrowing from the
Bank in 1994, Korea has maintained close links with our institution as part of its
knowledge acquisition efforts to keep abreast of international trends. For example, in the
last three years, Korean policy analysts and researchers organized three international
conferences jointly with the World Bank, one on the knowledge economy, one on human
resources development, and one on the role of universities in regional development. This
week’s event is another milestone in the long list of joint endeavors, symbolic of the

exceptionally fruitful collaboration between the Republic of Korea and the World Bank.

This is only my fourth visit to Korea, and each time | learn to appreciate more the
richness and complexity of your society, the great achievements of the past three decades,
and the challenges you face each day. Above al, | have been impressed with the
continuous drive to learn from international experience and the constant efforts to reform
the education system and improve its contribution to the economic and socia

development of your country.

By creating a Ministry of Human Resources Development and designating its
Minister as Deputy Prime Minister, the Government of Korea has explicitly emphasized
the central role of education as a key driver of development. As Korea becomes one of
the most advanced knowledge-driven economies, the need to train graduates with
advanced skills who can contribute to technological innovation and productivity increases
isa major development priority. Investment in human resources development, therefore,
is a critical success factor and the availability of resources necessary to finance this
investment can be either a bottleneck or a favorable feature of the authorizing

environment.
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The Government of Korea recognizes the importance of funding as a critical issue
affecting, sometimes even constraining the development of a high quality tertiary
education system. Having sufficient resources, and deploying and using existing
resources in the most effective manner are two essentia dimensions of the performance
of the tertiary education system. Of course, Koreais not alone in facing this challenge—I
am sure that our colleagues from the other countries represented here will talk to us about
the resources gaps and challenges that they too face. Indeed, funding may be the one
single issue that all countries, rich or poor, large or smal, are struggling with, even
though the magnitude of the problem and needs may differ significantly from one country
to the other. Indeed, funding may be one of the most vexing political issues that
governments and tertiary education institutions have to deal with. | have yet to meet a
university president or rector who tells me that he/she has enough funding, and | have yet
to meet a Minister of Higher Education or head of the University Grants Council who

tells me that the universities are using their money wisely.

In this context, our forum purports to explore key dimensions concerning the
mobilization, allocation and utilization of resources for the development of tertiary
education by drawing on both national and international experience. Hopefully, the
results of our deliberations will enrich the current debate and provide some useful

guidance for all participants.

Let me conclude by thanking again Dr. Lee and his KEDI staff for coordinating and
organizing this event; and all the speakers, discussants and participants who, without any
doubt, will make this forum an outstanding experience. | know that collectively you have
the unique capacity to shape the intellectua landscape of the institutions that you lead or
where you work and, consequently, contribute to the technological, economic and social
development of your own country. To achieve that, we must remember that we are not
here to lecture each other, but to share information and insights so that we might all learn
from one other with an open mind. Whenever | take part in this kind of international
encounter, | am reminded of the words of the famous French writer, Marcd Proust, who

once said that “the true journey of exploration does not consist in visiting new countries
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but in looking at the world with new eyes’. So thank you all for giving us this unique

opportunity to look at the issues of financing with new eyes. “Gam-Sa-Ham-Ni-Da”
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The Honorable Jin-Pyo Kim, Deputy Prime Minister and Minister of
Education and Human Resources Devel opment;

The Honorable Woo Yea Hwang, Chair of the Educationa Committee of the
Korean Parliament;

Dr. Jamil Salmi, Acting Director of the World Bank;

Dr. Chong Jae Lee, the President of the Korea Educational Development
Institute;

Distinguished speakers,

L adies and Gentlemen,

On behalf of the Korea Development Institute, | would like to express my
honor and great pleasure in welcoming al of you who have gathered here to take
part in the KEDI-World Bank conference on “Financing Reforms for Tertiary
Education in the Knowledge Economy.” | would like to congratulate both

KEDI and the World Bank on successfully organizing this important conference.

Let me begin my remarks by saying a few words on how the Korea

Development Institute, known predominantly as an economic think tank, has in
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fact been involved in education and social policy issues.

It has been over three decades since KDI was established in 1971 as a
government-funded research institute to address the economic and social policy
needs of Korea. In the earlier stage of KDI’s evolution, the institute mainly
focused on economic policy issues, preparing and drafting the Five-Year
Economic Development Plans, which served as a basis for economic

management.

As Korea was undergoing its democratic transition in the 1980s, social issues
such as welfare and balanced regional growth came to the fore, and were
accorded greater weight in KDI's research agenda.  This shift in the institute’'s
focus was in line with KDI's mission of becoming a policy-oriented research

institution devoted to Korea's “ development” in the broad sense of the term.

Among the wide range of research carried out at KDI, education and human
resources development have been an important area of policy research. We
know that the accumulation of human capital is an essential ingredient for stable
economic growth. Thisis particularly the case for Korea, given the country’s lack
of natural resources. A strong and focused commitment to education therefore is
the crucial factor for success. As is widely acknowledged, Korea's rapid
economic growth to date has been achieved on the back of its abundant and well-

equipped labor force.

The issue of education, especialy tertiary education, is taking on greater
significance as Korea endeavors to transition from an input-driven to a
knowledge-based economy. In Korea's case, more than 80% of high school
graduates enter college or university. Quantity and accessibility in providing

higher education are not the problem. The issue therefore, concerns focusing on
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qualitative improvements in the education sector. Indeed, Korea faces a critical
juncture in its development, where the value of higher educational institutions as
providers of advanced knowledge and human resources, has become ever more

important in ensuring economic prosperity.

With the future changes in Korea's demographic structure expected to reduce
the number of students seeking a tertiary education, and tuition being the main
source of financing with limited government financial support, the impacts to the
bottom line for financing higher educational ingtitutions are expected to be
substantial. Not only will this affect the viability of some institutions, but
considerable structural changes in tertiary education will be brought about.
Faced with these challenges, careful and close consideration of reform measures

on tertiary education is urgently needed.

The first and critical step to a successful transformation of Korea's tertiary
education requires securing the necessary financial resources, which will then lay

the foundation for further reforms.

With the aim of disseminating new knowledge and stimulating discourse, the
organizers of this conference have set out a broad and ambitious range of topics
on financing reforms in tertiary education. One area of great importance that
will be covered addresses the issue of allocation mechanisms, since public
financial support for tertiary education requires efficiency in alocating funding.
And one of the ways to ensure efficiency in the alocation of public funds is by

monitoring and measuring the performance of institutions.

Also, the conference will focus on the importance of fostering an
environment, where institutions are able to secure financial resources on their

own. Lastly, since public support for education can take different forms,
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particularly, direct support to individual students, student loans will be examined

by sharing the experiences of various countries.

| firmly believe this conference will provide a tremendous opportunity to
gain knowledge and insight for all those participating, and serve as a stepping-
stone to Korea's successful transition to a more knowledge-based economy. Once
again, | would like to extend my warmest welcome to al the honorable

participants. | wish you all an informative and productive conference.

Thank you.
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financing questions

m resource mobilization
+ how much should be spent on tertiary
education? (macro-level)
¢ income generation at institutional level
+ who should pay, and what share?
¢ when and how?

< isit affordable? (student aid)

m resource utilization

+ how should public resources be
alocated?

& how efficient and effective are

institutions?

outline of the
presentation...

= key financing questions

= new financing challenges
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financing challengesfor
developing countries

m |ong-standing challenges

m emerging challenges

long-standing challenges

m financially sustainable
expansion
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Expenditure on tertiary education institutions by enroliment, 2001
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long-standing challenges

m financially sustainable
expansion

m equity in access

elusive equity

Mexico (2005)
¢ only 1% of 15-24 year old from
poorest quintile attend tertiary
education

& 32% from richest quintile
m USA: probability to access Ivy
League university is

48.3% for lowest quintile
#50% for richest quintile

m France: probability to access
Grande Ecoleis

& 6% for lowest quintile
¢ 15% for middle quintile
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long-standing challenges

m financially sustainable
expansion

m equity in access

m internal efficiency

internal efficiency

m proportion of enrolled students who never
finish their studies:
& 75%in Argentina
& 60% in Morocco

& 30%in Austraia

m proportion of students who graduate on
time:

& 13%in Itay
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long-standing challenges

m financially sustainable
expansion

m equity in access
m internal efficiency

m quality and relevance

new challenges

m shrinking student population

m education and training needs

m cost of ICT

m increased competition

10
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client needs

m knowledge-driven economic growth
(and aging population) requires
higher labor productivity, which
meansin turn

« increased demand for skilled workers

< changing education and training needs
(methodological skills and updating of
knowledge)

& more diverse clients (lifelong learning

perspective)

Changes in Job Task-Skill
Demands
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opportunity to tap
potential of ICT

increased competition

m public/ private

m new providers

+ |ong distance competition
« franchise universities
# corporate universities

& media companies, libraries, museums &
secondary schools

+ education brokers

m alliances and partnerships

12
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funding sour ces
(institutional level)

from

dependence on public
funding

to

diversified funding

|location mechanisms
(public funding)

from
direct funding
to
indirect funding

&
from
untied funding
to
performance-based funding
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student aid options

from
mortgage loans for students

to

income-contingent loans for
graduates

funding sour ces
(macro)

from
public funding

to

cost sharing
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Expenditure on tertiary education institutions, 2001
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who can pay?

m the State

>central / federal
government

»provincial / state gvt
»municipal gvt

m students/ families

m firms

m Society (taxes)
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rationale for
cost-sharing

m private benefits

m need for additional
revenues

m equity concerns

m efficiency promotion

cost-sharing

m living expenditures
» dormitories
» food
» transportation

m tuition fees

17
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fees

m for everybody / dual track
m undergraduate / postgraduate

m national policy / individua
institutions

m special category students
(repeaters, mature, part-time,
continuing ed, foreign, out
of state)

m one fee or program-linked?

m ceiling / freedom to set

optimal fees policy

m universal

m reasonable level (10to
30%)

m associated with student aid

m adjusted to cost of living
Index

18



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 1: Major dimensions of higher education financing — Jamil Salmi

political economy

m consultation and consensus
building

m decentralization /
autonomy

funding sour ces
(institutional level)

from

dependence on public
funding

to

diversified funding

19
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|location mechanisms
(public funding)

from
direct funding
to
indirect funding

&
from
untied funding
to
performance-based funding

direct funding to
institutions

m set guidelines

m negotiated budgets

20
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let us make adedl...

direct funding

formula funding

« input-based

« Output-based

= competitive funding

» benchmarking funding

= performance funding

= matching fund

= charge back

21
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indirect funding
i
I = vouchers
i
i
' holarshi
i = scholarships
1
i -
I = tax credits
i
1
i .
1 = matching grants
i
1
= student loans
» human capital contracts
Service
o and
e 1o R N s Imesimen
irect Fundin
Negotiated Budget X x x X X
I Formula Funding
I Input-based x X X
i
| ] Performance-based X X
: Competitive Funding X X X
I Benchmarking Funding X
I Performance Funding x x X X
: Matching Fund X X
| ] Charge Back x
i Indirect Funding
I Vouch: X
M ouchers
I Scholarships X X
Tax Credits X X
Matching Grants x X
Student Loans X X
Human Capital Contracts X
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Indirect Funding

Allocation Public Private
Mechanism
irect Fundin

Negotiated Budget x X
I Formula Funding
: Input-based X
] Performance-based X
: Competitive Funding x X
] Benchmarking Funding x
| Performance Funding X
: Matching Fund X
I Charge Back M
i
: Vouchers
| ] Scholarships x x
Tax Credits X M
Matching Grants x
Student Loans M X
Human Capital Contracts X

student aid options

from
mortgage loans for students

to

income-contingent loans for
graduates

23
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conclusion

themes of the forum

m allocation mechanisms at
the national level

m income generation at the
institutional level

m student aild mechanisms

m measuring performance

m buffer bodies
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3. Tertiary Education Finance
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1. Introduction

e Purpose of presentation:
— overview Kored s education finance system
— overview key issues
e Rapid expansion of education in Korea
— Primary and secondary education: Table 1
* HS students tripled from 1970 to 1990
* virtually 100% entrance rate to MS and HS
— Tertiary education: Table 2
» More rapid expansion
* entrance rate to TS increased from 40% to 84%
— 2002: 87%
* quality of education did not improve.

Table 1. Expansion of Primary and Secondary Education in Korea, 1970~2000

Elementary school Middle school High school

’s\ltl(jag:]ts Entrance rate gﬁagrf]ts Entrance rate gﬁagrf]ts Entrance rate
1970 5,749,301 66.1 1,318,808 70.1 590,382 40.2
1975 5,599,074 71.2 2,026,823 4.7 1,123,017 415
1980 5,658,002 95.8 2,471,997 845 1,696,792 39.2
1985 4,856,752 99.2 2,782,173 90.7 2,152,802 53.8
1990 4,868,520 99.8 2,275,751 95.7 2,283,806 47.2
1995 3,905,163 99.9 2,481,848 98.5 2,157,880 72.8
2000 4,019,991 99.9 1,860,539 99.5 2,071,468 83.9

Source: KEDI(2000)
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Table 2. Expansion of Tertiary Education in Korea, 1970~2000

Student-teacher

No. of schools Enrollment No. of Teachers ratio
1970 232 201,436 10,435 19
1975 286 238,719 13,981 17
1980 357 601,494 20,900 29
1985 456 1,277,825 33,895 38
1990 556 1,490,809 41,920 36
1995 754 2,343,984 58,977 40
2000 1,184 3,363,549 79,136 43

Source: Kim (2001).

1. Introduction - continued

e Rapid expansion implieslarger spending
— Educational Exp/GDP increased from 4.6% in 1977 to
around 8% in 2001.
e Compared to other OECD countries, Korea spend
more on education: Table 3
— Public spending is smaller but private spending is larger
mainly dueto alarge private expenditurein tertiary
education
e Expenditure on private tutoring isvery large and
guadrupled from 0.7% to 2.9% (1998)
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Table 3. Trend and Structure of Education Finance of Korea

Type of ) OEC
Level of Finance

educatio ) Korea D USA  |Jgpan
education  [method

n Avg

1977 11985 |1990 {1994 |1998 |2000 ({2001 |2001 (2001 |2001

Public  |All levels 460, 5.73| 4.86| 514| 6.84/ 7.1 82 56 73] 4.6
Public 2.44| 313 297 3.29| 432 43| 48 50 51 35
Private 2.16| 2.60| 1.89| 1.85( 252 28| 34| 0.7 23 12

0.00| 0.07| 0.09] 0.12| 0.15| 0.5/ 0.1 04 040 075
Pre-primary |Public 0.00| 0.02| 0.02| 0.03| 0.05
Private 0.00| 0.05| 0.07| 0.09| 0.10

3.82| 3.98| 3.44| 3.47| 421 4.0 46 38 4.1 3.03
Public 2.22| 259 247 273 337 33
Private 1.60| 1.39| 0.97| 0.74| 0.84) 0.7

Primary &

secondary

0.78| 1.68| 1.33] 1.55( 248 25 27 14 27 11
Tertiary Public 0.22| 0.52| 0.48| 0.53| 0.90 0.6 04/ 1.0 09 05
Private 0.56| 116/ 0.85 1.02| 158 19 23| 03 18 06

Private 0.70| 0.90] 1.20] 1.80[ 2.90

1. Introduction - continued

e Key characteristics of Korea s education system
— Primary and secondary education
« emphasis on equity: Korean are very egalitarian
« centralized finance and management system
* low autonomy and responsibility of school
* very limited school choice
— Tertiary education
» small government grants + large private spending
* rapid expansion since the early 1990s
* heavy reliance on private schools
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2. Primary and Secondary Education Finance

e The size of expenditure for primary and secondary
education in Korea (4.6%) is larger than OECD
average (3.8%).

— Implying that reform is more important than increasing the
amount
— Private (public) spending is larger than other OECD

e The central government financed 84% in 2000 and
73% in 2001
— general educational grants: equalizing grants 60%
» Very weak incentive for local gov’tsto finance education
— educational taxes 40%

Table 4. Finance for Primary and Secondary Education (unit: trillion won, %)
2000 2001

Total Expenditure 19.0 22.6
(100%) (100%)
Central Government 16.0 16.6
(84%) (73%)
Grants 9.1 13.0
Educational taxes 5.9 3.6
Local Government 1.1 4.9
(69%) (22%)
Grants 11 14
Educational taxes - 35
Tuition and Loca Gov't Bond 19 1.1
(10%) (8%)
Tuition 0.8 0.8
Loca Gov’'t Bond 1.1 0.3

Source: Ministry of Planning and Budget (2001).
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3. Tertiary Education Finance

e Rapid Expansion but poor condition

— Student per teacher increased from 20in 1970 to
over 40 in the early 2000

— Educational expanse per student relative to OECD
average is 66%, (primary and secondary: 78%)

Table 2. Expansion of Tertiary Education in Korea, 1970~2000

No. of schools Enrollment No. of Teachers rSEt‘tl:gmt-teacher
1970 232 201,436 10,435 19
1975 286 238,719 13,981 17
1980 357 601,494 20,900 29
1985 456 1,277,825 33,895 38
1990 556 1,490,809 41,920 36
1995 754 2,343,984 58,977 40
2000 1,184 3,363,549 79,136 43

Source: Kim (2001).
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Table 4. Educational expanse per student
(ppp-based US $, 2001)

Country Primary Secondary Tertiary
Australia 5,052 7,239 12,688
France 4,777 8,107 8,837
Germany 4,237 6,620 10,504
Japan 5771 6,534 11,164
Korea 3,714 (77%) 5,159 (79%) 6,618 (66%)
Sweden 6,295 6,482 15,188
Switzerland 6,889 10,916 20,230
UK 4,415 5,933 10,753
USK 7,560 8,779 22,234
OECD Average 4,850 6,510 10,052

Source: Education at a Glance, OECD (2004)

3. Tertiary Education Finance — cont.

e Compared to US and UK, Korea ... :
— small government support to tertiary education
— heavy reliance on private expenditure, i.e. tuition,
— very small scholarship and student loans

— coordination mechanism among various ministries
are lacking

— Korea system s closer to US than to UK system
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Table 5. Sources of Finance for Universities and Colleges

Korea(1999) USA(1995) United
Pulglic A Priyaie _ Public _ Priyate ) Kingdom(1999)
University |University |University |University
Government funds 575 4.8 51.0 16.4 53.3
Education 37.6 0.6 485
Research 134 15.9 4.7
Tuition fees 425 66.8 18.8 43 11.9
Privategifts, grants and contracts 9.0 4.1 9.1 10.7
Endowment income 1.2 0.6 5.2
Sales and services 21 22.2 21.0 17.0
Other sources 6.1 33 5.3 7.0

Table 6. Financia Support to Tertiary Education from the Central Government, Koreaand US
K orea(2000) USA(2000)
Amount | Share Amount | Share
(In 100 million P o
won, %) (Inmillion dollar, %)
Tota 31,558 100% |Totd 40,903 100%
M of Education & HRD 23,595 73% |Dept. of Education 16,524 40%
Operating costs for publicU | 12,747 36% Student financial assistance 9,363 23%
Research and others 10,848 31% Family Education Loan Program 4,031 10%
M of Science & Technology 3,030 9% |Dept. of Hedth and Human Services 10,210 25%
Operating costs for public U 885 3% |Dept. of Energy 3,945 10%
Research and others 2,145 6% [NSF 2,896 7%
M of Commerce, Ind & Ener 1,855 6% |Dept. of Defense 2,615 6%
Operating costs for public U. 30 0% |NASA 2,163 5%
Research and others 1,825 5% |Dept. of Veterans Affairs 1,143 3%
M of Labor 1,096 3% |Dept. of Agriculture 505 1%
Operating costs for publicU | 1,066 3% |Other agencies 902 2%
Research and others 30 0%
Other agencies 1,982 6%
Source: 1) Ministry of Planning and Budget, Budget, variousissues.
2) US Dept. of Education, Federal Support for Education Fiscd Years 1980 To 2000.

8
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3. Tertiary Education Finance - continued

e US system: market-based system

— no genera subsidy to private university + research grants to
individual researchers = efficiency in correcting
externality

— states schools, governmental scholarship = equity
— heavy reliance on sales and services

e UK system: less market-based system
— HEFC: general subsidy to schools
— research grants to institutions (not directly to researchers)

3. Tertiary Education Finance - continued

e Lee and Woo (2001) estimate that the Korean
government invested around 3.3 trillion won (2.5
billion dollars)

— M of Education and HRD: 2.4 trillion won = 1.3 for
operating cost of public schools+ 1.1 for research grants
and related expense

— Other ministries: 0.9 trillion won = 0.34 + 0.53
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4.1. Who Recelve Gov’'t Research Grants?

e Co-variates/ determinants of government research
grants using school-level data

— dependent variables: total outside research grants,
government research grants (total, M of Edu, other
ministries)

— independent variables: public school dummy, Seoul
metropolitan area, no. of students, no. of professor, no. of
years since establishment, no. of SCI article per professor

— 128 universities, figures in 2000.

Table 7. Summary Statistics, n=128.

Description of variable Notation [mean st. dev min max
Research grant recelved per professor TTPF  |1498 (2619 |0 264.17
Covernment research granisand reldled sbsiciesper—lgypr 1408 [17.25  [108  [123.39
B e e onbadiestromminSY of |egrpt 11099 |14.84 058 11945
Among them, genera programs EdG/Pf  |7.65 10.32 |0.58 95.53
Among them, special programs EdS/Pf  |3.34 7.36 0 65.99
e o Jso9_Jass |0 [
Dummy for public college/universities State 0.20 0.40 0 1
Dummy for Seoul metropolitan area Met 0.41 0.49 0 1
Number of student enrollment StEnr 10,175 (7,816 |122 33,472
Number of professor Pf 362 281 15 1482
Number of years since establishment Year 29 18 4 99
Number of SCI article per professor SCI 0.12 0.21 0 1.97

10
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4.1. Who Recelve Gov’'t Research Grants?

e Regression results

— research grantsfrom M of Edu is more concentrated on
public schools than that from other ministries and that from

the private sector
— thelocation of university in metro areais not significant
— large universities received larger grants

— SCl isvery strongly correlated with research grants:
research grants from the private sector> that from other
ministries > that from specia programs from M of Edu >
that from general programs from M of Edu

Table 8. Co-variates of Government Research Grants, 2000, OLS
0 2 ©) @ 5 (6)
IN(TT/Pf)  In(Gv/Pf) In(EA/Pf) In(EAG/Pf) In(EAS/Pf) In(OT/Pf)
Public university  0.510 1.059 1.117 0.962 1.182 0.529
(0.167)** (0.115)** (0.112)** (0.102)** (0.157)** (0.131)**
Metropolitan area 0.076 0.003 -0.021 0.063 -0.190 0.045
(0.139) (0.096) (0.094) (0.085) (0.131) (0.109)
Established year -0.005 -0.001 0.000 0.000 0.001 0.000
(0.005) (0.003) (0.003) (0.003) (0.004) (0.004)
Log (no. of student) 0.655 0.195 0.088 0.046 0.199 0.377
(0.077)** (0.053)** (0.052)+ (0.047) (0.072)** (0.060)**
SCI 2.349 1524 1.237 0.516 1.877 1.980
(0.306)** (0.209)** (0.205)** (0.186)** (0.287)** (0.239)**
Constant -3.898 0.283 1.012 1.247 -1.250 -2.696
(0.618)** (0.423) (0.415)* (0.375)** (0.579)* (0.482)**
Observations 128 128 128 128 128 128
Adjusted R-squared 0.648 0.638 0.600 0.487 0.571 0.630
Standard errorsin parentheses
+ significant at 10%; * significant at 5%; ** significant at 1%

11
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4.2. Do Resear ch Grants | mprove Perfor mance?

e Performance Measure: NCR per professor

— NCR=SCI+SSCI+AHCI

— Looking at Changesin NCR from 1998 (or 1995) to 2002
e Sample: 172 universitiesin Korea

— NCR: 0.08->0.18->0.29

e |Improved more in the following universities
— Universitiesin the Seoul Met areaimprove more

— Universities with better research environment perform
better: students per professor

— Public universities perform better: only sig at 10% level

Table 9. Summary statistics for performance regressions
Varigble Notation aum mean SH min mex
dev.

NCR per professor, 2002 NCRO2R - 029 0.70 0 6.72
NCR per professor, 1999 NCR9R - 018 046 0 414
NCR per professor, 1995 NCR%R - 008 028 0 314
Changein NCR per professor NCR0299 -l om| o3| -on 435
Dummy for public university D_Sae k3 020 040 0 1
Dummy for Seoul D Met 61| 035| 048 0 1
Dummy for general D_Gen 154 090 031 0 1
Dummy for industry university D Ind 18 010 031 0 1
No. of suderts SEr 1406344 | 8176 | 7527 28 33479
Sudert per profesor SuProf 205 | 1042 144 5215
No. of professor NoProf 47,427 275 278 7 1660
Fraction of professor, naturd science | NoProfA -| 1391 1274 0 8182
Fraction of professor, engineering NoProfB - B | 201 0 100
Fraction of professor, social science | NoProfC -| 4390 | 2452 0 100
Fraction of profeszor, at and ahlete | NoProfD -| 1229| 1651 0 100
Ceactionaf cuat fical MaDiafs czal 1c0o o azoz

12
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4.2 Do Resear ch Grants I mprove Performance? — cont.

e Programs positively correlated with performance
— M of Education: Sci & Tec from BK 21
— Other Department research grants
— KRF research grants
e But general institution-based research grants and
other programs are not correlated with performance
e Implying researcher- or team-based financing better
than institution-based financing

Table 11. Regressions for research performance regressions, for each program
@ @) ©) @

'02NCR '99NCR '02NCR '02NCR
-'99NCR ~9BNCR

M of Edu BK21 totdl, 2000 0009 0034 0.025 0.020
(0002)* (0.008)** (0005)** (0004**

M of Edu BK21 totd, 2001 0011 0038 0.027 0.023
(0002)* (0.008)** (0005)** (0004**

M of Edu BK21 totdl, 2002 oo1 0038 0.027 0.023
(0.002)** (0.006)** (0.005)** (0.004)**

BK 21- natural science, 2000 0013 0073 0.059 0.039
(0003)* (0.008)** (0005)** (0005)**

BK21-social and humenity, 2000 0008 0029 0.021 0.017
(0.004)+ (0.010)** (0.009)* (0.008)*

BK21-regiondl university, 2000 0002 -0018 -0020 -0007
(0003) (0.007)* (0.006)* (0.005)

BK21-core, 2000 0007 0036 0.029 0.014
(0.0m3)* (0.007)** (0.006)** (0.005)**

BK21-specialization, 2000 0.005 0.009 0.004 0.007
(0004 (0010 (0.008) (0.007)

13
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BRZICONE 2000 Uo7 U0 U0z o
(0.003)* (0007)** | (0006y* | (0005)**
BK21-specialization, 2000 0.005 0.009 0.004 0.007
(0004 (0.010) (0.008) (0.007)
KRF-general+spedidization, 2000 0.008 0023 0014 0016
(0003)** | (0.008)** (0.007)* (0.006)**
KRF-general+specidization, 2001 0.008 0.015 0.007 0.013
(0003 (0.009)+ (0.007) (0006
KRF-general+spedidization, 2002 0007 0023 0016 0017
(0.003)* (0.008)** (0.006)* (0.006)**
Excellent researcher 0013 0.028 0.016 0.023
(0oasy | (0008** (0007 (0006
Joint ressarch projects 0012 0026 0013 0021
(0003)** | (0.007)** (0.006)* (0.005)**
Base sdience 0.004 0.024 0.021 0.015
(0.003) (0007 | (000gy* | (0005
Protected science 0003 0009 0007 0005
(0.003) (0.008) (0.007) (0.006)
Regiond university -0.004 -0035 -0030 -0016
Graduate school 0.005 0.008 0.003 0.007
(0.004) (0010 (0.008) (0.007)
M of Edu -Diversity and spedialization, 2000 -0.008 -0.066 -0.059 -0036
(0.005) (0.012)** (0.010** (0.009)**
M of Edu—fecility for private universties 2000 -0.007 0.003 0.009 0.000
(0.004) (0010 (0.009) (0.008)
M of Edu—experiment facility for netional uni -0011 -0070 -0.059 -0039
(0.005)* (0.012)** (0.010** (0.009)**
M of Edu—researchinditute, 2001 0.004 0.016 0012 0.008
2001 (0.003) (0.007)* (0.006)* (0.005)+
M of Edu —performance pay to national uni, 2000 -0.013 -0.086 -0073 -0.047
(0.006)* (0.015)** (0.012)** (0011)**
M of Edu—specidization for regional uni, 2000 -0.002 -0.010 -0.008 -0004
(0.003) (0.007) (0.006) (0.005)
M of Edu —educational reform, 2000 0.002 0.016 0013 0.007
(0.003) (0.007)* (0.006)* (0.005)

14
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Table 11. Regressions for research performance regressions, for each program
@ @ (©) @
'02NCR '99NCR '02NCR '02NCR
-‘ONCR -95NCR
MOoST, designated research indtitute, 2000 0.007 0031 0024 0016
(0.003)* (0.008)** (0.007y** (0.006)**
MOST, designated research indtitute, 2001 0.009 0035 0026 0.020
(0.003)** (0.008)** (0.007y** (0.006)**
MOST, designated research inditute, 2002 0.006 0030 0024 0.016
(0.003)+ (0.008)** (0.007y** (0.006)**
MolC, research support, 2001 0.004 0.005 0001 0.004
(0.002)+ (0.005) (0.004) (0.004)
M of Heglth —research support, 2000 0012 0.036 0.024 0.022
(0.004)** (0.009)** (0.008)** (0.007y**
M of Heslth—reseerch support, 2001 0010 0033 0023 0019
(0.004)** (0.009)** (0.007y** (0.007y**
M of Heslth—reseerch support, 2002 0.009 0019 0010 0012
(0.003)** (0.008)* (0.006) (0.006)*

5. Issueson Tertiary Education Financein Korea

1) rapid expansion of tertiary education budget
— Poor condition + need to improve the
competitiveness of tertiary education system

= around 50% annual increases are planned from 1.2
billions in 2005, to 3.1 billionsin 2008

15
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5. Issueson Tertiary Education Financein Korea — cont.

2) restructuring of tertiary education finance
— Intense controversy on how to restructure finance

— Thisconferenceis held for very this reason

— Recent main program
* NURI (New University for Regional Innovation)
program
« the2nd stage BK 21 (Brain Korea 21 century) program

— Reasonably well performed: perhaps from long-
term (7 yrs), team-unit support (vs. university-unit),
interim evaluation

» Specidization Grants to colleges

5. Issueson Tertiary Education Finance in Korea — cont.

3) restructuring of universities and colleges
— no. of high-school graduates < no. of freshmen
—  Structural adjustment is necessary
— Role of government and MOE???
4) set-up of coordination mechanism for HRD-related
public finance
— Chaired by minister of M of E, consists of 8 ministries

— Closely tied to public finance reform
* Three main reforms in public finance: Performance-based budgeting;
Multi-year budget; Top-down system
— Committee for HRD becomes key budget coordination
mechanism for HRD budget under new top-down system

16
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6. Summary and Reform Agenda

e Knowledge-based economy needs

— primary and secondary education focusing more on
excellence, creativity, and diversity than on generality

— tertiary education that can provide competitive high-quality
education and research
e The paper
— documents education finance in Korea

— conducts comparative study among Korea, US, and UK
tertiary education finance system

— investigates allocation and effectiveness of government
research grants using school-level data

— Overview recent issuesin Korea

6. Summary and Reform Agenda - continued

e Tertiary education system needs
— Larger budget!
— Not supply-side, but demand-side finance: US system

— [demand-side financing for tertiary education I] scholarship
and student loans instead of general grantsto private
universities

* |ntroduction of Salli Mae —type loansis not urgent
« high default rate risk: education is a merit good in Korea
 general subsidy, better to have targeted support for low-income +
current interest-subsidy program
 not consistent with recent public finance reform: finance role of
government needs to be reduced.
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6. Summary and Reform Agenda - continued

— [demand-side financing for tertiary education I1]
research grants to individual researcher or research
team

* |peer-group review process
 government program for restructuring need to be very
cautious.

— [committee for HRD] coordination mechanisms for
supports from various ministries
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Abstract

The paper documents the evolution of the tertiary education finance system and review recent
policy issues in Korea. The Korean education system has successfully provided educated
workers necessary for the rapid industrialization of the past 40 years. However, confidence in
the education system has deteriorated rapidly since the mid-1990s, and deterioration of public
primary and secondary schools, and low competitiveness of colleges/universities has become a
serious social problem. We suggest that overall size of tertiary education budget needs to be
expanded. We also argue that demand-side financing, such as scholarship and research grants,
instead of supply-side financing, need to be expanded, and that a coordination mechanism for
government financing for human resource development from various ministries be set up.
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1. Introduction

We will review how human resource has developed in Korea during the last half
century, focusing on the role of the government. Forty years ago, Korea was one of the least
devel oped countries. Now Korea becomes a rare example of countries that successfully
transformed to developed countries. Behind this successful economic devel opment, human
resource devel opment has played the key role.

The Korean education system has successfully provided educated workers necessary
for therapid industrialization of the past 40 years. General education at the primary school level
supported by the Korean government played a great role.

Now Korea faces a new challenge to improve the quality of education. We need to
improve the quality of public primary and secondary schools, and competitiveness of
colleges/universities. Further decentralization of education finance, and introduction of aweak
form of school choice are argued to be the main elements of education reform for primary and
secondary education. For tertiary education, we suggest that scholarship and student loans and
research grants need to be expanded, and that a coordination mechanism for tertiary education
finance from various ministries be set up.

Korea achieved rapid expansion of education during the past 30 years. The number of
high school students tripled from 590,000 in 1970, to 2,100,000 in 2000, and the number of
students in post-secondary education increased from a mere 150,000 to 1,670,000 during the
same period. Nearly all elementary students have continued on to middle school since the early
1980s, and virtually all middle school students have advanced to high school since the early
1990s (Table 1). Expansion of tertiary education is even more remarkable. As of 2000, the
entrance ratio of general high school studentsto colleges and universitiesis 84%, which isthe
highest rate in the world. With the expansion of schooling, expenditure on education has
increased dramatically, especialy in the 1990s. The ratio of educational expenditure to GDP
increased by 2% in the 1990s; from 4.9% in 1990 to 6.8% in 1998. Except for Denmark, Korea
spends more money on education than any other OECD countries.
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Table 1. Expansion of Primary and Secondary Education in Korea, 1970~2000

Elementary school Middle school High school

ggdg;ts Entrance rate ggdg;ts Entrance rate ggdg;ts Entrance rate
1970 5,749,301 66.1 1,318,808 70.1 590,382 40.2
1975 5,599,074 77.2 2,026,823 74.7 1,123,017 41.5
1980 5,658,002 95.8 2,471,997 84.5 1,696,792 39.2
1985 4,856,752 99.2 2,782,173 90.7 2,152,802 53.8
1990 4,868,520 99.8 2,275,751 95.7 2,283,806 47.2
1995 3,905,163 99.9 2,481,848 98.5 2,157,880 72.8
2000 4,019,991 99.9 1,860,539 99.5 2,071,468 83.9

Source: KEDI(2000)

Table 2. Expansion of Tertiary Education in Korea, 1970~2000

No. of schools Enrollment No. of Teachers itlfgent-teacher
1970 232 201,436 10,435 19
1975 286 238,719 13,981 17
1980 357 601,494 20,900 29
1985 456 1,277,825 33,895 38
1990 556 1,490,809 41,920 36
1995 754 2,343,984 58,977 40
2000 1,184 3,363,549 79,136 43

Source: Kim (2001).

7%, which is 1.3% higher than the OECD average." Large private expenditure financing the

Koreainvests avast amount of resource on education. According to OECD’s
Education at a Glance 2001, the ratio of educationa expenditureto GDP of Koreain 1998 is

rapid expansion of tertiary education has been the main factor that makes Korea a country

spending alarge sum on education.

! Since the definition of education in OECD(2001) is more broad, the ratio in OECD(2001) is higher than
KEDI(1998).
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Table 3. Trend and Structure of Education Finance of Korea

Type of .
. |Level of Finance OECD
<ra]ducat|o education | method Korea Avg USA |Japan

1977 (1985 |1990 (1994 (1998 |1998 (2000 (1998 (1998 |1998
Public |All levels 4.60| 5.73| 4.86| 5.14| 6.84/ 7.03] 7.1| 566| 643 4.72

Private | 0.00| 0.05| 0.07] 0.09| 0.10 0.32

382| 398 344| 347 421| 395] 40| 371 374] 303

Primary & 15 ) 222| 259 247 2.73| 337] 3.15| 33| 347 340 278
secondary IC )

Private 0.70| 0.90| 1.20[ 1.80| 2.90

Source: KEDI(1977), KEDI(1982), KEDI(1985), KEDI(1900), KEDI(1994), KEDI(1998), OECD(2001).

For primary and secondary education, with aim to achieve equity and generadity, a
heavily centralized system was established in Korea. Local units of the education system were
established under the Ministry of education and HRD, not closely linked to local governments.
Local governments provide less than 10% of the budget for primary and secondary education.
Primary and secondary schools, responsible to deliver a standard, general education, were not
independent institutes with responsibility and autonomy, but alower unit of the Ministry of
education and HRD without autonomy.

Two main functions of college/universities education and research have an externality
problem. Without internalizing this externality, there would be less college/university education
and research than the optimal amount. To correct this externality related to university education
and to promote equity, governments of many countries provide subsidiesto private schools,
either adirect subsidy to a school based on the number of students, asin the UK , or indirect
subsidies through government scholarships and student loans. In addition to these types of
subsidy to university education, governments of many countries also subsidize university
research.

In Korea, private colleges/universities play a significant role in education and research.
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Private colleges/universities educate three fourths of students and perform around half of
government supported research. However, government subsidies for education at private
universities, and government scholarships and student |oans have been very small. As aresult,
private universities are heavily dependent on tuition for their revenue and some face financial
difficulties. There exists near consensus as to the need for expansion of government finance for
universities, but the specific form of government support is very controversial. The choice of the
specific from general, grants, scholarships, or student loansis critical in determining the future
of the tertiary education system.

As society transitions from industrial mass production to a knowledge-base, demand
for education also changes from standard, general education; to education emphasizing quality,
creativity, and diversity. This transition to a knowledge-based economy increases the importance
of tertiary education institutions because they are the leading institutions for generating and
disseminating new ideas, knowledge, and information. Unfortunately, the education system of
Koreais not currently making a smooth transition, and we can frequently read news articles
about the public education crisis. It is il true, though, that K orea’s education system
successfully supplied human capital for the modernization of Korea, and that a centralized
education system emphasizing a genera, standard education is more effective for growth and
prosperity in the early period of industrialization. Thisinertia of the current education system to
new demand caused by vested interests and lack of human capital necessary for the new
ingtitutions (Lanyi and Lee, 2001; Lim 2001).

Therest of the paper is organized as follows. In Section 2, we document education
finance for primary and secondary education. In Section 3, we overview education finance for
tertiary education in Koreaand compare it with the US and the UK. In Section 4, we report
summary of preliminary research on allocation of research grants and the effect of government
supports. Section 5, we discuss recent government reform efforts on human resource
development in Korea. In Section 6, we summarize and discuss policy options.

2. Financefor Primary and Secondary Education in Korea

The size of expenditure for primary and secondary education in Korea is comparable
to those of other OECD countries. Public (private) share of expenditureis relatively smaller
(larger) in Koreathan in other OECD countries. Smaller public expenditure for primary and
secondary education, and relatively poor school facility/equipment environment imply a need
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for increasing public investment for primary and secondary education. It should be noted,
however, that education reform improving efficacy of public spending is much more critical

than ssimply increasing public spending.

Table 4. Finance for Primary and Secondary Education

(unit: trillion won, %)

2000 2001
Total Expenditure 19.0 22.6
(100%) (100%)
Central Government 16.0 16.6
(84%) (73%)
Grants 9.1 13.0
Educational taxes 5.9 3.6
Loca Government 11 49
(6%) (22%)
Grants 1.1 14
Educational taxes - 35
Tuition and Loca Gov’'t Bond 1.9 11
(10%) (8%)
Tuition 0.8 0.8
Local Gov't Bond 11 0.3

Source: Ministry of Planning and Budget (2001).

The key characterigtic of primary and secondary education system in Koreaisthat it
is highly centralized. More than 80% of the budget for primary and secondary education was
financed by the central government in 2000. Local governments provided only 6% of the
budget; the rest comes from tuition and others. Around 60% of the central government’s budget
for primary and secondary education is general educational grants which are transferred to local
education units. The education grants have increased from 11.8% of internal taxes® to 13% in
2001. Basically, educational grants are equalizing grants, though equalization of expense per
pupil occurs partially due to the fact that the total amount of the grantsis fixed at 13% of
internal taxes. The remaining 40% of the central government’s budget for primary and
secondary education is from educational taxes. Educational taxes take the form of surtaxes on
liquor, aspecia excise tax, registration, property, etc. In 2001, around half of centrally
administrated educational taxes were delegated to local governments, providing the initial step
for decentralization. Actual decentralization to local governments, however, will not occur until
the linkage between local governments and local education units are strengthened. Not only do
local governments provide insignificant amount of finance to schoals, but also they are not

2 |nternal taxesisall national taxes excluding customs duties and ear-marked taxes such as transportation
tax, education tax, and special tax for rural development. Internal taxes include income tax, corporate tax,
inheritance tax, gift tax, valued added tax, etc.
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tightly linked to local education units. Loca educational units are semi-independent entitiesin
charge of primary and secondary education in their locality. From consideration of political
independence and specialization, local education units are not tightly linked to local
governments, and local governments provide minimum amount of finance to education, usually
only up to the amount of legal obligation. Considering that education isalocal public good,
strengthening the linkage between local education units and local government is essential, and
local governments need to take greater responsibility in providing at least in facility and
equipment.

3. Tertiary Education Finance of Korea

Financial support for tertiary education from the government has been relatively small,
and private expenditure, mainly tuition, has been the main financing source for arapid
expansion of tertiary education in Korea. Table 5 documents the structure of tertiary education
finance for Korea, the US, and the UK. In Korea, more than half of the finance for public
colleges/universities is accounted for by government support, while less than 5% of finance for
private schoolsis accounted for by government support. In the United States, public finance of
colleges/universities' heavily depend on government support, around half of the financeis
accounted for by government grants. Private colleges/universitiesin the US a so receive
considerable financial support from the government. Note, however, that virtually all the
financial support for private schoolsisin the form of research grants, not general grants. Unlike
the US, the UK government provides a genera subsidy to universities using a formula based on
the number of students, subject-related factors, student-related factors, and institution-related
factors (HEFCE, 2000).> Both in the US and the UK, colleges/universities finance around 20%
of their income from affiliated enterprises and hospitals.

In Koreg, tertiary education finance from the government has not been systematic, and
even basic statistics regarding the amount and composition are not readily available. Lee and
Woo (2001) estimate that the government invested around 3.3 trillion won, or 2.5 billion dollars,
for tertiary education in 2000. The Ministry of education and HRD invested around 2.4 trillion
won, 73% of the total amount. The Ministry of education and HRD provides not only operating
costs to public colleges/universities (1.3 trillion won), but aso research grants and related
expenses to public and private colleges/universities (1.1 trillion won).* Other ministries also
provide 0.9 trillion won, or 27% of the total government finance for tertiary education.

% The United Kingdom maintains a very centralized government finance system for tertiary education.

* This research grants and related expensesinclude not only research grants but also subsidies for
facilities and equipment. We are forced to use this combined item since many government programs have
research grant element and subsidies for facilities and equipment at the same time.
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Interestingly, other ministries not only provide research grants and related expenses to
colleges/universities, but also have colleges/universities under them and provide considerable
amount of financing to the colleges/universities.

Thisinvolvement of anumber of ministriesin financing tertiary education can be also
observed in the United States. The US government financing of tertiary education, however, is
more systematic, and an areafor each agency is much more clearly established. Table 6
compares government education finance for tertiary education in Korea and the US by the
related ministry/agency. As mentioned earlier, both Korea and the US, unlike the UK have a
diversified system and several ministries/agencies are financing tertiary education. However,
scrutiny reveals severa distinctions. First, the Ministry of education and HRD of us does not
provide research grants, and ailmost al expenditure is scholarships and student loans. The
Ministry of education and HRD delegated research finance to an independent agency, the
National Science Foundation. Second, most recipients of research grantsin the US are
individual researchers, while the government of Korea provides research grants to universities
or research ingtitutes.

Table 5. Sources of Finance for Universities and Colleges

K orea(1999) USA(1995) United
Pubic  [Privaie  [Public  [Privae | nodom(1999)
University |University |University |University
Government funds 57.5 4.8 51.0 16.4 53.3
Education 37.6 0.6 485
Research 134 15.9 4.7
Tuition fees 42.5 66.8 18.8 43 119
Private gifts, grants, and contracts 9.0 4.1 9.1 10.7
Endowment income 11.2 0.6 5.2
Sales and services 21 222 210 17.0
Other sources 6.1 33 5.3 7.0
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Table 6. Financial Support to Tertiary Education from the Central Government, Koreaand US

K orea(2000) USA(2000)
Amount |Share Amount  |Share
(In 100 million - 0
won, %) (In million dollars, %)
Total 31,558 |100% Total 40,903 [100%
M of Education & HRD 23,595 |73% Department of Education 16,524 140%
Operating costs for public U 12,747 |36% Student financial assistance 9,363 23%
Research and related expense | 10,848 |31% Family Education Loan Program 4,031 [10%
M of Science & Technology 3,030 |9% Department of Health and Human 10210 25%
Services
) ) Department of Energy 3,945 10%
Operating costs for public U 885 |3%
Research and related expense 2,145 6%
NSF 2,896 7%
M of Commerce, Ind & Eng 1,855 |6% Department of Defense 2,615 6%
) . NASA 2,163 B%
Operating costs for public U 30 |0%
Research and related expense 1,825 5%
Department of Veterans Affairs 1,143 3%
M of Labor 1,096 |3% Department of Agriculture 505 1%
) ) Other agencies 902 2%
Operating costs for public U 1,066 |3%
Research and related expense 30 0%
Other agencies 1,982 (6%

Source: 1) Ministry of Planning and Budget, Budget, various issues.

2) US Dept. of Education, Federal Support for Education Fiscal Years 1980 To 2000.
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4, Allocation and effectiveness of Gover nment Research Grants

In this section, we examine how well government research grants are allocated and
how effective these government grants are in encouraging better performance in university
research, using university-level data. The analysisin this section is an example of research-
based reform approach.

4.1 Allocation of research grants

In this section, we investigate co-variates/determinants of government research grants
in Korea. We are interested in which, and to what extent, characteristics of auniversity are
associated with the amount of research grants from the government. Characteristics examined
are ownership (dummy for public universities), location (dummy for universitiesin Seoul
metropolitan ared), school age, school size (proxied by the number of students), and research
performance (proxied by the number of SCI articles per professor). The dependent variables are
the total amount of external research grants from both government and the private sector, the
amount of total government research grants and related expenses, and the amount of
government grants and related expenses by the Ministry of education and HRD, and that by
other ministries.

The unit of observation in our analysisisthe university, and the sample year is 2000.
After dropping observations with missing values for any of the variables used in the analysis,
we end up with 128 universities. This sample covers almost al large 4-year universities and
around 75% of total government research grants and related expenses. Table 7 reports basic
summary statistics for variables. The average amount of total research grants per professor from
government and the private sector is 15 million won with a standard deviation of 26 million
won. The average amount of government research grants and related subsidies per professor is
14 million won with a standard deviation of 17 million won. As mentioned earlier, government
research grants and related expense include general grants for facilities and equipment, which
are not included in government research grants in the balance sheet of universities. Around 70%
of government research grants and related expenses come from the Ministry of education and
HRD. Among the 128 universities in the sample, 25 universities are public, and 52 are located in
the Seoul metropolitan area. On average, 360 professors teach around 10,000 students. The
number of SCI articles per professor in 1997 was 0.12 with variation from 0 to 1.97.

10



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 2: The Korean Situation (evolution and Challenges) — Young Lee

Table 7. Summary Statistics, n=128.

Description of variable Notation |mean st. dev min max

Research grant received per professor
(including private and public sources) TT/PF - 114.98 26.19 0 264.17

Government research grants and related subsidies per

professor GviPf  |14.08 |17.25 |1.08 123.39

Research grants and related subsidies from ministry of
clraation and HRD per professor EJPf 1099 (1484 (058  |119.45

Among them, general programs EdG/Pf |7.65 10.32 |0.58 95.53
Among them, special programs EdSPf  |3.34 7.36 0 65.99
Cths the miniay of saucsion g HRD per profecor TP 309 (449 [0 13456

Dummy for public college/universities State 0.20 0.40 0 1
Dummy for Seoul metropolitan area Met 0.41 0.49 0 1
Number of student enrollment StEnr 10,175 |7,816 (122 33,472
Number of professor Pf 362 281 15 1482
Number of years since establishment Year 29 18 4 99
Number of SCI article per professor SCI 0.12 0.21 0 1.97

Table 8 reports OL S regression results of research grants on various characteristics of
school. In general, the public university dummy, school size, and SCI are estimated to be
significant in regressions. Comparison of regression results reveals several interesting patterns
about differences among various types of research grants. First, research grants and related
expenses from the Ministry of education and HRD are more concentrated on public schools than
that from other ministries and that from the private sector.® Second, once we control for other
characteristics, the location of a university in the Seoul metropolitan areais not significantly
associated with the amount of research grants. Third, large universitiestend to receive larger
grants, perhaps indicating that several large universities are developing into aresearch
university. Fourth, school research performance as represented by SCI per professor is strongly
associated with the amount research grants. This tendency is stronger in the order of research
grants from the private sector, research grants and related expense from other ministries, those
from special programs of Ministry of education and HRD, and those from general programs of
Ministry of education and HRD. This order is exactly what we expected.

® One can infer the coefficient for the private sector by comparing the coefficient for the total amount
from the government and the private sector in column (1) and the amount from the government in column

11



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 2: The Korean Situation (evolution and Challenges) — Young Lee

Table 8. Co-variates of Government Research Grants, 2000, OLS

(1) ) ©) (4) ) (6)
In(TT/PE)  In(Gv/Pf) In(Ed/Pf)  In(EAG/Pf) In(EAS/PF) In(OT/PY)

Public university  0.510 1.059 1117 0.962 1.182 0.529
(0.167)** (0.115)** (0.112)** (0.102)** (0.157)** (0.131)**

Metropolitanarea  0.076 0.003 -0.021 0.063 -0.190 0.045
(0.139) (0.096) (0.094) (0.085) (0.131) (0.109)
Established year -0.005 -0.001 0.000 0.000 0.001 0.000
(0.005) (0.003) (0.003) (0.003) (0.004) (0.004)
Log (no. of student) 0.655 0.195 0.088 0.046 0.199 0.377
(0.077)**  (0.053)**  (0.052)+ (0.047) (0.072**  (0.060)**
SCl 2.349 1.524 1.237 0.516 1.877 1.980
(0.306)**  (0.209)**  (0.205)**  (0.186)**  (0.287)**  (0.239)**
Constant -3.898 0.283 1.012 1.247 -1.250 -2.696
(0.618)**  (0.423) (0.415) (0.375)**  (0.579)* (0.482)**
Observations 128 128 128 128 128 128

Adjusted R-squared 0.648 0.638 0.600 0.487 0.571 0.630

Standard errors in parentheses
+ significant at 10%; * significant at 5%; ** significant at 1%

4.2 effectiveness of research grants

Ultimate goal of research grantsto universitiesis to encourage researchersin
universities to improve their research performance. In this section, we empirically examine how
research performance measured by the number of publicationsin academic journasis
correlated with government research grants. Note that some government grants have multiple
purposes better education, occupational training, industry-university cooperation as well as
research.

We examine how changes in research performance from 1999 to 2002 as measured by
the number of NCR publication per professor is correlated with government grantsin 2000.
Datalimitation forces us to use government grants in 2000, instead of 1999. Note that we
examine the changes in research performance not the level of performance to disentangle the
effect of government grants. NCR is an combined measure of SCI for engineering and natural
science, SSCI for social science, and AHCI for humanity.

As independent variables, in addition to the amount of government grants we include
various school characteristics: location of university, dummy for public university, type of
university, student per professor, size of school represented by (the log of) the number of student.
Summary statistics are reported in table 9. The dependent variable, the number of NCR per
professor, increased dramatically from 0.08 in 1995, 0.18 in 1999, to 0.29 in 2002. The variation

Q.

12
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in NCR per professor across schools are very large. Main regression resultsin tables 10 and 11
can be summarized asfollows. First, universities in the Seoul Metropolitan areaimproved their
research performance more than others. Second, universities with better research environment in
terms of students per professor perform better. Third, public universitiesimproved more, though
significant only at 10%. Finally, some programs are positively correlated with improvement in
performance, while others not. Natural science support program of BK 21, KRF research grants,
and research grantsfrom other ministries are positively correlated with changesin research
performance. General institution-based research grants and other programs are not correlated
with performance improvement, implying resear cher-based financing better than
institution-based financing.

13
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Table 9. Summary statistics for performance regressions

Vaiddle Notation um mean S min max
dev.
NCR per professor, 2002 NCROZ2R - 0.29 0.70 0 6.72
NCR per professor, 1999 NCRI9R - 0.18 0.46 0 414
NCR per professor, 1995 NCR95R - 0.08 0.28 0 314
Changein NCR per professor NCR0299 - 011 03| -011 435
Dummy for public university D Sae 35 0.20 0.40 0 1
Dummy for Seoul D M« 61 0.35 048 0 1
Dummy for genera D_Gen 14 0.90 031 0 1
Dummy for indudtry university D _Ind 18 0.10 031 0 1
No. of gudents SEnr 1406344 | 8176 | 7,527 28 33479
Studertt per professor SuProf 2059 | 1042 144 5215
No. of professor NoProf 47427 275 278 7 1,660
Fraction of professor, naturd science | NoProfA -] 1391| 1274 0 8182
Fraction of professor, engineering NoProfB -] 2811| 29 0 100
Fraction of professor, socid science | NoProfC -| 4390 2452 0 100
Fraction of professor, at and athlete | NoProfD -] 1229| 1651 0 100
Fraction of professor, medica NoProfE - 6.78 | 1507 0 97.87
M of Edu, BK21, 2000 Ed30 00 195186 | 1135 | 7,332 0 94,700
M of Edu, BK21, 2001 Ed30 01 164,487 956 | 5126 0 64,800
M of Edu, BK21, 2002 Ed30 02 130,312 758 | 3300 0 39,500
M of Edu, BK21 —natura . Ed302_00 11,000 64 269 0 2,040
M of Edu, BK21 —fadility Ed303 00 86,952 506 | 3440 0 42,200
M of Edu, BK21 —socid & hum Ed304 00 50,000 201 | 3812 0 50,000
M of Edu, BK21 —regiond univ. Ed305 00 10,000 58 308 0 2520
M of Edu, BK21 —coreresearch Ed306_00 48234 280 692 0 3313
M of Edu, BK21 — specidization Ed301 00 37,94 221 583 0 3870
M of Edu, KRF, 2000 Ed11l 00 110,251 641 | 1317 0 8,107
M of Edu, KRF, 2001 Ed11 01 150,878 877 | 8575 0| 113000
M of Edu, KRF, 2002 Ed11 02 169,559 986 | 2113 0 17,300
Excdlent reszarch, 2002 Ed113 02 25,185 146 290 0 2271
Joint research, 2002 Ed114 02 36,600 213 412 0 2,226
Base stience, 2002 Ed115 02 .84 551 | 1,248 0 10,800
Protected ci, 2002 Ed116 02 4,684 27 54 0 442
Regiond uni, 2002 Ed117 02 3,233 19 33 0 277
Graduate school, 2002 Ed118 02 10,958 64 274 0 2,020
Diversty and specidization, 2000 Ed12 00 41,449 241 274 0 1,400
Facility for private uni, 2000 Ed13 00 72427 421 486 0 2,000
Nationa uni, experiment Ed14 00 101,706 501 | 1667 0 10,900
University ressarch indtitute Ed22 01 14,850 86 237 0 2,170
Performance pay to netiona uni Ed25 00 18,005 105 304 0 2,239
Specidization for regiond uni Ed27 00 14,475 3 211 0 900
Educationd reform Ed28 00 14,650 85 225 0 780
MOST, desgnated resins, 2000 ST17 00 16,760 97 392 0 3,758
MOST, desgnated resins, 2001 ST17 01 26,548 154 641 0 6,039
MOST, desgnated resins, 2002 ST17 02 2244 130 576 0 6,446
MOIC, research support, 2001 IC15 01 47,951 279 458 0 2,275
MoH, research support, 2000 HM14 00 26,506 154 717 0 7,743
MoH, research support, 2001 HM14 01 35,024 204 938 0 10,800
MoH, research support, 2002 HM14 02 30,173 175 723 0 7,770
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Table 10. Basdline regressions for research performance regressions

Dependent variableis ... ‘ NCR2002- | NCR 2002 ‘ NCR 1999 ‘ NCR 1995 ‘ NCR2002-
NCR1999 NCR1995

| Dummy for public university | 0033 | o008 | 0055 | 0026 | 0062 |

| | 0019+ | (0048+ | (00400 | (0029 | (0035)+ |

| Dummy for Seoul metro | 0027 | 0083 | 0056 | 0023 | 0060 |

| | @05+ | (0037 | (003)+ | (002 | (0027 |

| Dummy for general university | 004 | 0127 | 0073 | 00 | 0088 |
| | (002 | (©oe2* [ (0052 | (0038 [ (004 |
| Log(students) | 0005 | o007 | 0072 | o004 | 0027 |

| | (0008) | (0020p** | (0O17** | (0012** | (0015+ |

| Student per professor | -002 | 002 | -0010 | -0007 | -0006 |

| | (©oon+ | (0003** | (0002** | (0002** | (0.002** |

| Fraction of professor, enginesring | 0000 | 0000 | 0000 | 0000 | 0000 |
| | ooy | (o002 | (©ooy | (0001 | (0001 |
| Fraction of professor, sodid sdience | -0002 | -0004 | -0008 | -0001 | -0003 |
| | (0o0p** | (0002** | (000D)* | (0001) | (0.000)** |
| Fraction of professor, atandathlte | -0002 | 0005 | 004 | -0002 | -0003 |

| | (0oon* | (0002** | (0001)* | (000L)+ | (0.000)** |

| Fraction of professor, medical | o000 | 0003 | -0008 | -0002 | -0001 |
| | ©o0y) | (0 | (0 | (000n* | (0001) |
| Congtant | o1m1 | o045 | -0065 | -002 | 0137 |
| | (082 | (@©2) | ©172 | (0124 | (0151 |
| No. of obs | 172 | 12 | 12 | 12 | 172 |
| R-suared | 0277 | o043 | 039 | 029 | 031 |
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Table 11. Regressions for research performance regressions, for each program

@ ¢ ©) @

'02NCR '9ONCR '02NCR '02NCR
-'99NCR -95NCR

M of Edu BK21 totd, 2000 0.009 0034 0.025 0.020
(0.002)** (0.006)** (0.005)** (0.004)**

M of EduBK 21 totd, 2001 0.011 0.038 0.027 0.023
(0.002)** (0.006)** (0.005)** (0.004)**

M of Edu BK21 totd, 2002 0.011 0.038 0.027 0.023
(0.002)** (0.006)** (0.005)** (0.004)**

BK 21- natural stience, 2000 0.013 0.073 0.059 0.039
(0.003)** (0.006)** (0.005)** (0.005)**

BK21-socid and humanity, 2000 0.008 0.029 0.021 0.017
(0.004)+ (0.010)** (0.009)* (0.008)*

BK21-regiond universty, 2000 0.002 -0.018 -0.020 -0.007
(0.003) (0.007)* (0.006)** (0.005)

BK21-core, 2000 0.007 0.036 0.029 0.014
(0.003)* (0.007)** (0.006)** (0.005)**

BK21-specidization, 2000 0.005 0.009 0.004 0.007
(0.004) (0.010) (0.008) (0.007)

K RFgenerd +gpecidization, 2000 0.008 0.023 0014 0.016
(0.003)** (0.008)** (0.007)* (0.006)**

K RF-generd +specidization, 2001 0.008 0.015 0.007 0.013
(0.003)* (0.009)+ (0.007) (0.006)*

K RF-generd +gpecidization, 2002 0.007 0.023 0.016 0.017
(0.003)* (0.008)** (0.006)* (0.006)**

Excdlent resear cher 0.013 0.028 0.016 0.023
(0.003)** (0.008)** (0.007)* (0.006)**

Joint research projects 0.012 0.026 0.013 0.021
(0.003)** (0.007)** (0.006)* (0.005)**

Base stience 0.004 0.024 0.021 0.015
(0.003) (0.007)** (0.006)** (0.005)**

Protected stience 0.003 0.009 0.007 0.005
(0.003) (0.008) (0.007) (0.006)

Regiond universty -0.004 -0.035 -0.030 -0.016
(0.004) (0.009)** (0.008)** (0.007)*

Graduate school 0.005 0.008 0.003 0.007
(0.004) (0.010) (0.008) (0.007)

M of Edu -Diver Sty and specialization, 2000 -0.008 -0.066 -0.059 -0.036
(0.005) (0.012)** (0.020)** (0.009)**

M of Edu—fadility for private univergties, 2000 -0.007 0.003 0.009 0.000

(0.004) (0.010) (0.009) (0.008)

M of Edu— experiment facility for nationd uni -0.011 -0.070 -0.059 -0.039
(0.005)* (0.012)** (0.020)** (0.009)**

M of Edu—research ingtitute, 2001 0.004 0.016 0.012 0.008
2001 (0.003) (0.007)* (0.006)* (0.005)+

M of Edu —performance pay to national uni, 2000 -0.013 -0.086 -0.073 -0.047
(0.006)* (0.015)** (0.012)** (0.011)**

M of Edu— specidizationfor regiond uni, 2000 -0.002 -0.010 -0.008 -0.004

(0.003) (0.007) (0.006) (0.005)

M of Edu —educational reform, 2000 0.002 0.016 0.013 0.007

(0.003) (0.007)* (0.006)* (0.005)
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Table 11. Regressions for research performance regressions, for each program

) ¢ ©) @
'02NCR 'PONCR '02NCR '02NCR
-'99NCR -95NCR
MOoST, designated reseerch ingtitute, 2000 0.007 0031 0.024 0.016
(0.003)* (0.008)** (0.007)** (0.006)**
MOoST, designated research inditute, 2001 0.009 0.035 0.026 0.020
(0.003)** (0.008)** (0.007)** (0.006)**
M oST, designated resear ch inditute, 2002 0.006 0.030 0.024 0.016
(0.003)+ (0.008)** (0.007)** (0.006)**
Mol C, research support, 2001 0.004 0.005 0.001 0.004
(0.002)+ (0.005) (0.004) (0.004)
M of Health —research support, 2000 0.012 0.036 0.024 0.022
(0.004)** (0.009)** (0.008)** (0.007)**
M of Hedlth—research support, 2001 0.010 0.033 0.023 0.019
(0.004)** (0.009)** (0.007)** (0.007)**
M of Hedlth—research support, 2002 0.009 0.019 0.010 0012
(0.003)** (0.008)* (0.006) (0.006)*

5. Recent Key Policy Issueson Tertiary Education Financein Korea

5.1 rapid expansion of tertiary education budget

Recognizing poor condition of tertiary education relative to primary and secondary

education and the need to enhance the competitiveness of tertiary education system, the central

government recently has increased the tertiary education budget. A very rapid expansion of

tertiary education budget for the next 4 yearsis aso proposed by Ministry of Education and
HRD. The budget is planned to increase from 1.2 billions in 2005, to 1.8 billionsin 2006, 2.3
billionsin 2007, 3.1 hillions in 2008, implying around 50% annual increases.

5.2 restructuring of tertiary education finance

Thisvery conference isinitiated from government’s keen interest in restructuring

tertiary education finance in Korea. Asthe total budget allocation to tertiary education increases,

there has been intense debate on where the budget should be used. Recent main programs

include NURI (New University for Regional Innovation) program for regiona universities, the

second-stage BK 21 (Brain Korea 21 century) program for supporting HRD in the area of

science and technology in leading universities, grants to colleges for encouraging specialization,

and alarge increase in student loans and scholarship including new student assistance to

engineering students. The first-stage BK 21 program, ending this year, appears to be reasonably

successful from the following reasons. The BK 21 program provides support to team instead of

university, which makes it easier to specify the goa of the program and to measure the
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performance. The program is along-term program, which encourages long-term perspective of
the selected teams. Interim evaluations also provide incentives to the selected teams to perform
better.

Asdiscussed in section 3, tertiary education finance system in Korea takes a mixed
form of the US and the UK system. We think that Korea should position itself more toward the
US system. Contrary to our this expectation, the Ministry of Education and HRD considersto
set up research evaluation unit similar to UK’s RAE(Research Assessment Exercise).

The Korean government plans to introduce a large-scale Salli Mae — type student |oans
program. We have some reservations about this plan, worrying about a possible very high
default rates and limitation of general subsidy (relative to programs targeted to low- and middle-
income families).

5.3 regtructuring of universities and colleges

Asthe number of high-school graduates becomes smaller than the official number of
freshmen, closing of less competent universities and colleges becomes inevitable in Korea. To
induce restructuring of universities the government plansto provide financial incentives to
university merge. There still exists controversy about what is the best way to induce
restructuring without causing too much inefficiency from government involvementsin the
process.

5.4 set-up of coordination mechanism for HRD-related public finance

In 2000, coordination committee for human resource development (Committee for
HRD) was formed. This committee is chaired by minister of ministry education and human
resource development, and consists of ministers of eight human resource development
ministries.

Thisformation of coordination committed is tightly connected to public finance
reforms. Three magjor components of public finance reformsin process are performance-based
public finance, multi-year budgeting, and top-down system. Top-down system decentralizes
budgeting to each ministry or a coordination committee from the central budget ministry. At the
same time it strengthen the responsibility of ministry. Along thisline, coordination of HRD
budget across ministries becomes a responsibility of Committee for HRD. Committee for HRD
should be strengthened to become a coordination body for HRD budget in Korea.

18



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 2: The Korean Situation (evolution and Challenges) — Young Lee

6. Summary and Reform Agenda

As acountry transitions from a mass-production economy to a knowledge-based
economy, the education system also needs to transforms itself accordingly. Knowledge-based
economy demands that primary and secondary education focus more on excellence and
creativity than on generality, and that tertiary education provide competitive high-quality
education and research. In this overview article, we document education financein Koreaand
perform a comparative study on the tertiary education finance system in Korea, the US, and the
UK.

Policy recommendations for tertiary education can be summarized in the following
four points. The perspective we take in deriving the policy recommendationsis that the market-
based university finance system in the US works better than the UK system where the
government plays an active role in all ocating funds among universities.

The first recommendation is public funding for tertiary education should be increased.
Theratio of public expenditure on tertiary education to GDP in Koreais significantly lower than
other OECD countries. We need more competitive universities/colleges to survive international
competition in knowledge-based economy. Recent plan to increase tertiary education budget
dramatically by 2008 is encouraging in this sense.

Second, the scholarship and student loan program needs to be expanded. We think that
expanding the current ‘interest-subsidized’ student loans and scholarship targeted to low- and
middle-income families would be a better option than introducing Salli Mae — type student
loans. Anna Kim will present a paper in the conference dealing with student loans.

Third, research grants to individual researchers and research teamsinstead of school-
unit funding should be used to finance research in universities. Recent reforms are somewhat
mixed in this respect.

Fourth, a coordination mechanism for tertiary education finance from various
ministries needs to be set up. In Korea, tertiary education finance coordination among various
ministries has been poor. A coordination mechanism, called Committee for Human Resource
Development (CHRD), was set up two year ago. CHRD is chaired by vice prime minister and
encompass al ministries.
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Discussion 1:

Tertiary Education Finance in Korea:

Achievements and New Challenge(discussion note)

Jhungsoo Park
National Assembly Budget Office,

Korea

Professor Lee summarized the achievement and challenges of tertiary
education finance in Korea and almost all points he mentioned I have same
position. We have similar perspectives toward challenges of our current
system.

1. Over centralized education system cause the inertia to new demand by
diverse interest and lack of human capital necessary for the new challenges
of institutions.

2. Tertiary education finance from the government has not been systematic
and even basic statistics regarding the amount and composition are not readily
available.

3. Through empirical work, he showed us that general institution based
research grants and other programs are not correlated with performance

improvement.

There are 4 key policy issues for further discussion.

1. A very rapid expansion of tertiary education for the next 4 vyears is
planned by MOE and MPB, which is very desirable. But the financial
investment planned amount in his paper, such as 1.2 billions in 2005, 1.8 in
2006, 2.3 in 2007, 3.1 in 2008 and he mentioned as these data imply around
50% annual increase should be re—checked. In MTEF(midium term expenditure
framework) the numbers should be updated as 1.8 in 2005, 1.9 in 2006, 2.1 in
2007, 2.3 in 2008, 2.5 in 2009 and annual increases 8.5%, higher than that of
primary and secondary education increase of 7.8%.

Public funding for tertiary education should be increased, especially for the
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graduate level and it is recommended to selected and focused funding for
excellent performance. The crisis of graduate level education and research is
getting serious and large portion of the graduate students are only reservoirs

for getting job cohort not next generation for academy.

2. There has been intense debate on where the budget should be used in the
government and government vs congress. As he evaluated, the BK21 program
provides support to individual researcher or team instead of university or
college and the program 1is a long—term, which encourage long—term
perspective of the selected team and it performs better. I agree with professor
Lee's evaluation about the preference to the US research granting system
rather than that of the UK.

The scholarship and student loan program needs to be expanded. Especially
the interest subsidized student loans and scholarship targeted to low income
families would be better option than new Sal/li Mae type loan program, as Dr.
Lee argues. It needs some more cautious approach to change policy instrument
for performance and outcome measure in supporting student.

Post BK21, following BK21 program, should keep the same approach such as
focused on the selected team instead of institution based funding. Performance

management is corner stone for funding university research.

3. Government driven restructuring of universities and colleges policy
reminds us the 1980s' government driven heavy and chemical industry M&A
policy, which brought big trouble to our economy. We need to utilize more
market oriented approach to this policy. For this purpose, market signal should
not be distorted and there is government role for monitoring and abiding by
generally accepted accountability rule in opening and exit of the institutions.

Similarity of policy environment of tertiary education in Korea with the US
rather than UK, which heavily depends on private sector, derives more market

based university finance system working better.

4. Coordination committee for human resource development, which consists of
ministers of 8 related ministries works together with the commission of
national science and technology. Professor Lee recommend that committee for
HRD should be strengthened to become a coordination body for HRD budget.
However, we have to consider the duplication area for R&D with the Science

and Technology budget. Newly introduced system of the Science and
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Technology Innovation Agency and KISTEP have the authority to assess the
R&D budget. Therefore we need to realignment with HRD and R&D budget
allocation process.

Enhancing the coordination level of tertiary education finance among various
ministries 1s urgent mission to the current government. R&D investment
including private business R&D in Korea is not that small size comparing to
that of OECD countries. However, MOE&HRD does not orchestra with the
other funding sources. Transparency in the university research fund accounting
need to be enhanced and monitored by independent accountant and financial

information should be open publicly.
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Allocation mechanisms: formula funding
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0 What is a formula?

0 Some examples:

0 Key issues
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The policy context

0 The cost of providing higher education represents
a significant share of public expenditure

0 Health care, pensions and other concerns are
competing for funding

0 But knowledge is recognised as a key to growth

o In most countries Government funds are the main
source of institutional income

0 The growing importance of higher education has
focussed attention on its efficiency and its quality

o Calls for public accountability for the use of funds
are therefore growing

The institutional context

0 Higher education institutions operate in multiple
markets: national, international and local

0 They have multiple missions: undergraduate
teaching, postgraduate teaching, research, lifelong
learning, ‘service’

0 Public funding provides only a part of their income

O Institutions are, willingly or unwillingly, obliged to
compete with each other

0 They are increasingly free to manage their own
affairs
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What is a formula?

0 A tool for distributing money to
institutions

0 Based on an agreed set of rules which
allocate value to different cost elements

0 Applied to all institutions in a system in
the same way

0 Can be described as ‘input-based’ or
‘output-based’ but the main determinant
is the number of students in different
disciplines

Some factors that can be taken into account in a
formula

0 The cost of teaching
« Differentiated by discipline group

0 The length of the course

0 The facilities required

0O Learning support - libraries and other services

0 An allowance for research

0 Adjustments to reflect specific circumstances

0 Adjustments to reflect specific policy objectives
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An example of non-formula funding
United States - Washington State

0 State Appropriations account for 36% on average
of the income of the seven higher education
institutions. The range is from 17% to 57%.

0 The great majority of this funding is in a lump sum

0 The allocation assumes a certain level of student
enrolment - if this is not reached money can be
withdrawn

0 The level of funding is not determined by formula,
but by cost of instruction’ which is itself
determined from past institutional cost

An input-based formula associated with a negotiation
France

0 Ministry of Education determines how resources
should be allocated to each institution using a
model (SANREMO - Systeme ANalytique de la
REpartition des MOyens)

0 The primary resource is not money, but teaching
and non-teaching staff

0 Student numbers, doctoral degrees, buildings
taken into account

0 Additional funding reflects difference between
theoretical and actual number of staff
0 Detailed negotiation between each institution and

the Ministry to establish a ‘contract’ for funding
additional projects




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 3: Formula funding — Richard Yelland

A combination input/output formula
The Netherlands

0 Block grant from the Ministry of Education,
Science and Culture provides the bulk of
institutional funding

0 Three elements taken into account:
o Number of students graduating
« Number of students enrolled
« Fixed allocation to institutions independent of above
factors
0 Three categories of graduate are recognised with
different price loadings
« Arts, humanities, law, social science, languages
« Science, engineering, agriculture
« Medicine

A negotiated block grant
Australia

0 The 39 Australian Universities receive public
funds in the form of a block operating grant for a
specified number of student places

0 Each institution negotiates an Educational Profile
with the Department of Education, science and
Training

0 For each institution the amount of funding is
historically based

0 Five groups for funding undergraduate teaching

0 Accountability based on compliance not on
outcomes
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Output-based funding using a ‘buffer body’
England

0 Government decides overall allocation and policy
objectives
0 HEFCE distributes money to institutions

0 The main factors on which the allocation is based
are the number of students in different discipline
groups, and an estimate of the unit cost of
providing tuition

0 The legal basis is a financial memorandum, which is
effectively a contract

0 The methodology is transparent

0 The money comes as a block grant, and institutions
are theoretically free to use it as they wish

Key issues I: Devising the formula

0 How important are historic costs in devising the
formula?

o Is it primarily based on inputs or on outputs?
0 Does it cover capital investment and/or research?
0 How detailed and subtle is the formula?

0 How much scope is there for individual negotiation
and special cases?
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Key issues 11: Applying the formula

O Is the budget allocated as a block grant, or line-
by-line?

0 How much of the budget does the formula cover?
0 How transparent is the allocation process?

0 How is the formula related to the achievement of
policy objectives?

0 What accountability/feedback mechanisms are
applied?

Key issues 111: the effect of the formula

0 What explicit and implicit incentives towards
specific behaviours are contained in the formula?

O Is the total adequate to achieve policy objectives?

0 What relation is there between the formula and
the longer-term trends in higher education in the
country?

o Is the financial health if institutions being
adequately monitored and supported?
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FOR MALAYSIAN PUBLIC
INSTITUTIONS OF HIGHER LEARNING

By

Dato’ Prof. Dr. Hassan Said
Director General (Higher Education)
Ministry of Higher Education Malaysia

2005 KEDI-World bank Forum : Financing Reforms
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FUNDING GUIDING PRINCIPLES

EQUITY

- equal funding for similar programs
FLEXIBILITY

- accommodative to policy and changes
ACCOUNTABILITY

- transparent, responsibility lines, auditing
EFFICIENCY

- optimal usage, well managed
QUALITY

- goals and objectives, improvement

1
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TYPES OF FUNDING FORMULA

BUREAUCRATIC BASED

- federal control at micro level

- approval for all types of expenditure
CONTRACTUAL BASED

- service provider, client-based pricing

- market based or regulated
PERFORMANCE BASED

- external assessment
STRATEGIC BASED

- enhancing national strategic goals

- minority interest and intervention policy

TYPES OF FUNDING FORMULA

NEGOTIATION BASED
- previous indicators, perception based
- personality
FORMULA BASED
- computation based on relevant inputs (types
of programs, enrolment, output, quality)
OUTPUT BASED
- production of graduates
OUTCOME BASED
- enhancing quality
- needs to develop criteria
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CURRENT STATUS IN MALAYSIA

e 17 Public Universities + 290,000 students
e 26 Private Universities + 90,000 students
* Funding to the public universities only

* Public University receives almost 90% of its
operational budget from the government

- undergraduate fees centrally controlled
- postgraduate fees is decentralised
- university allows to own companies

* Development budgets allocated during the
country’s 5 year plan

CURRENT STATUS IN MALAYSIA

* Government’s spending on Public Universities
has been increasing

Operational (RM Billion)
2.75in 2001, 3.84 (2002), 4.01 (2003),
4.41(2004)

Development (RM Billion)
2.19 (1991-1995), 3.88 (1996-2000)
possibly > 7.0 in 2001-2005

» Percentage of operating expenditure for the
public universities as compared to total federal
operating expenditure

5.7% in 2000 and 6.3% in 2003
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CURRENT FUNDING FORMULA

MODIFIED BUDGETING SYSTEM (MBYS)
 Key component of a negotiated system

» Allocation for Current Year = Existing Programs
+ New Programs + New One-Off Programs

» Existing Programs based on previous year

* New programs for the approval of the Ministry Of
Finance

* One-off programs are new non-recurring
programs

CURRENT FUNDING FORMULA

The Weaknesses of MBS

* Long budgeting cycle and tedious budget
documentation preparation

» Capability of different universities in preparing
the budget documents affects their allocations

 Lack of evaluation to reward excellence

* No basis to ensure that faculties offering the
same courses receive similar funding

e Lack of incentives to resource their own funds
for fear of losing current funding
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THE NEED FOR A NEW FUNDING FORMULA

* Ministry of Higher Education has these strategies
- 500,000 students in public universities in 2010
- 3 or 4 public universities will be upgraded to
become Research Universities
- 2 more public universities before 2010

* We need about RM10 Billion for operating budget
in 2010 to meet these strategies

- too expansive and too bureaucratic

* A study on the New Funding Formula has been
conducted in 2004 (supported by the World Bank)

THE NEW FUNDING FORMULA

New Formula = Output + Performance +
Strategic

e Output Formula

- distribution based on a predetermined
formula (student or program cost)

- targeted to fund knowledge dissemination,
knowledge creation and institutional
linkages

- value chain

- largest portion of the funding allocation

5
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THE NEW FUNDING FORMULA

 Performance Formula
- competitive model
- fund to universities that are able to contribute
to new knowledge/research

e Strategic Formula
- discretionary mechanism that allows desired
areas to be targeted for the long term needs
of the country

THE NEW FUNDING FORMULA

FUNDING
ETHODOLOGY

Statistics Audit
\| FUNDING COUNCIL |/

Performance Quality
Appraisa Accreditation Assessment
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NEXT STEPS
Technical Committee Approved
Vice-Chancellor Committee Approved
Cabinet Paper
Legd — L Fep
Economic ——— \\ N
Planning Unit | Minister of Higher Education Ministry of
Finance
Cabinet
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Discussion 2:

Allocation Mechanisms

Jung-min Kim
Ministry of Planning and Budget

Korea

1. Discussion Points on the "Allocation mechanisms: formula funding" presented
by Richard Yelland.

The presented case of allocation formula uses simple factors such as the
number of students and facilities required. This method seems to be applicable
when the government provides financial support such as facility costs and
currents operating expenses to public national universities. How can we find
the elements to promote competition between universities in theses factors? In
particular, in the case of Washington State, a non—formular funding system,
that is, a lump sum allocation method is applied. This method provides support
regardless of the performance of the university. This can lead to imprudent
budget spending and does not provide motives for improving the quality of

university education.

Among OECD countries, what is the percentage of government support for
particular R&D projects which are provided through competition among
universities including private universities? Also, what is the formula that is

applied in such cases?

When the OECD countries provide project—based support to universities based

on competition, is a central supporting system, through which a particular
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ministry provides centralized support, applied? or do several ministries provide

decentralized support?

In Korea, the Ministry of Education and Human Resources Development
finances most (about 67%) of personnel expenses for professors, facility costs
and operating expenses for public national universities. There are also many
programs which provide financial support for R&D and research facilities to
universities including private universities, through competition. These programs
are implemented in a decentralized manner by several government ministries
(Ministry of Education and Human Resources Development, Ministry of Science
and Technology, Ministry of Commerce, Industry and Energy, Ministry of
Information and Communication). The Ministry of FEducation and Human
Resources Development has the largest number of programs as well as the

highest level of funding.

The size public financial support that are provided by the government
ministries through competition among universities is larger than the total
amount of government funding in personnel expenses, facility costs, and
operating expenses provided to public universities. In these programs, the
criteria with the highest priority is whether the area receiving financial support
in a specific university can offer a characteristic development program and
create new knowledge in comparison with other competing universities. It can
be said that this method is similar to the new funding formula of Malaysia

presented by Dr. Hassan.

The competitiveness of a university is directly related to the competitiveness
of a country. Therefore, the restructuring of universities is a topic that is
being seriously discussed in Korea, to improve the quality and efficiency of
university education. In addition, it is the basic principle of the budget
authority that fiscal support for universities should be provided in linkage with

the improvement of the competitiveness of universities.

On the other hand, due to the decentralized support system, problems
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regarding public accountability such as the similarity of programs between

ministries, and the overlapping benefits for some professors, have surfaced.

To resolve such problems arising from the support system, the government is
planning to establish a consolidated database for R&D funding to universities
provided by several ministries, and enact and implement strict research fund

management guidelines.

Lastly, In the case of Korea, the government provides financial support for
most of public universities' personnel expenses for professors, facility costs,
and operating expenses based on the requests from the universities. However,
a performance—based budget support system has yet to be established. Does a
differentiated budget support system for universities based on performance
exist in OECD countries? If so, what are the factors that are considered in

performance evaluation?

2. Discussion Points on the "New funding formular for Malaysian public

institutions of higher learning" presented by Dr. Hassan

Malaysia's new funding formula has many similarities with the formula that is
being applied in Korea. In the case of Malaysia's university support program,
1s it a multi—year program which provides support over a number of years, or

1s the program yearly implemented?

In Korea, we operate a mix of yearly support programs and multi—year
support programs. Between these programs, multi—year support programs are

larger in size and considered more important.

In Malaysia, how do the ministries which operate multi—year university

support programs receive stable budgetary allocations from the Ministry of
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Finance?

In Korea, a 5—year National Fiscal Management Plan is formulated in advance,
before the formulation of the government budget. Based on this medium—term
plan, the yearly ministerial ceilings are set, and the line ministries formulate
detailed budgetary programs within the predetermined ceilings. This allows the

ministries to operate university support programs in a more stable manner.
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Presentation 5:

Possible Uses of Vouchersin
Higher Education

Presentation by Arthur M. Hauptman

Financing Reforms for Tertiary Education in the
Knowledge Economy

Seoul, Korea
6-8 April 2005

Vouchersasa public policy tool

 Voucher debates are much more common in
basic education and some other government
functions such as public support of housing
than as a means of paying for higher education

» Butinall public functions, the purpose of
adopting voucher policiesis basically the
same: to promote greater competition among
providers of a good or service by providing
public support indirectly through the
consumers rather than directly to providers
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What constitutes a voucher
in higher education?

« A number of definitions could be used to
describe vouchers in higher education

e A narrow definition would include;

— students and/or families receive a coupon (voucher)
which represents a certain amount of money to be used
exclusively for higher education related expenses

— students carry the voucher to the institution in which
they enroll, and the institution then redeems the value
of the coupon from the government

» A broader definition would include:

— any policy in which public funds for higher education
follow the student, not the institution

The question of vouchers should be
seen in the broader context of higher
education financing mechanisms

» Asthefollowing chart indicates, of the four
principal ways public support is provided for
higher education - funding of recurrent expenses,
investment and specific purposes; university-based
research; and financial aid to students and families
- two may involve the use of vouchers

* In both those cases, vouchers represent the more
student oriented part of the financing spectrumin
contrast to the more direct support of institutions
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Public Support of
Higher Education for:

Institutional Capital University Financial Aid
Recurrent Investments|  |Based to Students
Expenses & Specific Research and Families
Purposes
Negotiated |-|Formula | Demand Grants & Student || Tax
Budgets | |Funding | |Side Scholarships | |Loans | |Benefits
Vouchers
Staff Costs| |Enrollments| | Student-Based Administered | |Student Aid
& Other & Cost per || Allocations (Supply by Institutions | {Vouchers
Inputs Student Side Vouchers

Thus, vouchers can be used in two
principal waysin supporting higher
education activities

» First, asameans of defraying all or a
portion of the recurrent expenses of
institutions, particularly at public
institutions which by definition rely
primarily on public funding to fund their
operations

 Second, as a means of providing financial
aid to students and their families
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In developing both kinds of vouchersfor
higher education, policymakers must

consider and resolve a number of key issues
» Do vouchers cover the full cost of education, or will tuition fees
be used to pay some of the costs?

» Do vouchers cover the full public cost of higher education, or is
there amix between supply side and demand side approaches?

« Arevouchersavailableto all students, or only to specific groups
of students?

» Arethe vouchersthe same amount for all students, or do
students from disadvantaged families receive more?

» Arestudents at private institutions eligible to use the vouchers,
or are they restricted to those at public institutions?

* How are seats allocated to voucher holders at institutions that are
oversubscribed?

|. Vouchersasaway of paying for

recurrent expenses

* Inmost countries, paying for the recurrent expenses of
public institutions is the primary role of governmentsin
the support of higher education

» The range of the financing mechanisms used around the
world to accomplish this goal is shown in the following
chart, which show arange of policiesincluding:

» centralized, regulatory approaches compared to decentralized,
market-based policies

* institution-oriented/supply side policies compared to more
decentralized, student-oriented policies

* Input-based funding compared to performance-based approaches
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MEANS OF PAYING FOR
RECURRENT EXPENSES

MORE TRADITIONAL
APPROACHES INPUT ORIENTED
CENTRALLY PLANNED
HIGHLY REGULATED

[NEGOTIATED BUDGETS |

‘FORMULAS BASED ON STAFF LEVELS & COSTS /STUDENT

FORMULAS BASED ON ENROLLMENT
LEVELS & OTHER INPUTS ‘

FORMULAS BASED ON STUDENT

PERFORMANCE CHARACTERISTICS (SUPPLY SIDE
SUPPLY SIDE CONTRACTS VOUCHERS) | DEMAND-DRIVE!
INSTITUTIONAL f(f.f;é@;ﬁ?g STUDENTS TAKE COUPONS TO STUDENT
ORIENTATION : INSTS WHICH REDEEM THEM ORIENTATION
PERFORMANCE SET ASIDES (DEMAND SIDE VOUCHERS)
(INSTS COMPETE FOR FUNDS)

PAYMENTS BASED ON STUDENT
PERFORMANCE AND OUTCOMES

OUTPUT ORIENTED MORE INNOVATIVE
DECENTRALIZED APPROACHES
MARKET-BASED

V ouchers can be seen in the context of
different ways to pay for recurrent expenses,
including:

* Negotiated budgets - government and institutional
officials negotiate over the amount of funding

* Formulafunding - now the most frequent type of
financing mechanism, funding formulas range
from those based on inputs such as staff costs to
ones which are based on performance measures

» Demand side vouchers - represent the most
demand-oriented, market-based way of paying for
recurrent expenses
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Demand side vouchers are so innovative
that there are few examples of countries
that use them to pay for recurrent expenses

» Colorado isin the process of implementing a
voucher scheme to pay for a portion of the recurrent
expenses of undergraduates

» Colorado will complement the undergraduate
vouchers with two other policy interventions that
are shown on the previous chart

— Payments for student performance and outcomesin
which insts will be paid for the number of graduate and
professional school students they enroll and graduate

— Performance contracts - regulatory agreements between
the insts and state government

Comparing demand-side vouchersto
mor e traditional ways of funding

recurrent expenses
» Strengths P

— Introduces more competition among insts into the funding of
recurrent expenses, thus increasing system efficiency

— Expands choice of students, thus encouraging greater access
and private sector development

— If differentiated by income, can help improve equity
» Weaknesses
— More difficult to administer than traditional approaches, thus
possibly adding to system inefficiency
— Not well suited for dealing with nontraditional groups of
students including older students and distance learners
— If not differentiated by income, vouchers can decrease equity

6
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Student-based for mula allocations
(supply side vouchers) represent an
alternative to demand side vouchers

» Demand side vouchers are an alternative to the
traditional approach of using enroll ment-based
funding formulasto pay for recurrent expenses

» Supply side vouchers represent another alternative
to traditional enrollment-based funding formulas
— they occur when al or a portion of formula funds are
allocated to institutions based on individual student
characteristics or performance rather than the number
of students enrolled

Aswith demand side vouchers, thereare
relatively few examplesin which supply
side voucher s have been implemented or
even seriously proposed
» England pays apremiuminits funding
formulafor students from postal codes with
high concentrations of low income students

 Jordan and the Palestinian National Authority
have proposed or are considering allocation
schemes based on student characteristics

— These funds might then be targeted for use as
grants or loans for targeted groups of students
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Strengths and weaknesses of supply-
side vouchers compar ed to demand
side vouchers

 Strengths of supply side vouchers
— Easier to administer than demand side vouchers

— Easier to adjust prices paid to institutions for seats to
encourage greater relevance

— Can also be used to pay institutions more for student
performance, thereby encouraging greater throughput

» Weaknesses of supply side vouchers

— Are not good in encouraging private sector development and
lifelong learning, including distance education

— Do not create as much of a sense of student choice and
competition for funds as demand side vouchers

1. Student aid vouchers

« Another way in which vouchers can be used to
fund higher education is as a means of
providing financial aid to students and families

 Inthisregard, vouchers can be contrasted with
more centralized student aid programsin
which students apply directly to government
once enrolled in an institution,or that use
Institutions to administer funds, usually within
government guidelines

» The range of student aid administration options
are shown in the following chart

8
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METHODS FOR SUPPORTING STUDENTS AND FAMILIES

MORE TRADITIONAL CENTRALLY PLANNED
APPROACHES HIGHLY REGULATED
STUDENTS APPLY TO GOVT

INSTS ADMINISTER
AID PROGRAMS
ACCORDING TO

AGENCIES FOR FINANCIAL
AID ONCE THEY ADMITTED
TO AN INSTITUTION

GOVT RULES
SUPPLY SIDE DEMAND-DRIVEN
INSTITUTIONAL STUDENT
ORIENTATION TAX BENEFITS FORHE | oR|ENTATION
CURRENT EXPENSES

STUDENT AID ELIGIBILITY AND SAVINGS

LINKED TO FUNDING

FORMULAS BASED ON AID PROVIDED TO STUDENTS

STUDENT CHARACTERISTICS OR FAMILIES IN THE FORM OF

STUDENT AID VOUCHERS

DECENTRALIZED MORE INNOVATIVE
MARKET-BASED APPROACHES

Examples of countrieswhere student
aid is provided asvouchers

« US.

— Pell Grant program - students receive need-based vouchers
on the basis of centrally calculated financial assessment

— GI Bill - student aid provided on basis of military service

* France

— Students at public and state private insts eligible for social
grants based on student’ s and parents’ income

 Similar voucher systems used in some Francophile countries

 Denmark

— All students receive up to 70 monthly vouchers to cover
living expenses related to higher education attendance

— Students can save vouchers and ‘ double up’ near graduation

9
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Conditions for Success of
Student Aid Vouchers

 Student aid vouchers require strong
governmental structures to succeed

— Administrative requirements are high

» Good quality assurance procedures must be
in place to prevent the proliferation of low
guality institutions in response to vouchers

» Good information systems must be in place
to allow students to take advantage of real
choices afforded by vouchers

Comparing Student Aid Vouchersto
| nstitutionally Administered Aid Programs

» Strengths of Student Aid Vouchers

— promote competition for funds as student aid funds
follow the student not the institution

— therefore provides students with greater choice of
institution
» Weaknesses of Student Aid Vouchers

— Vouchers tend to entail higher administrative costs than
decentralized programs that institutions administer

— Student aid vouchers tend to be more complicated to
administer than ingtitutionally administered aid

10
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Concluding Remarks

 For both the funding of recurrent expenses and
the provision of student aid, vouchers represent
apromising way of introduce more competition
into the financing of higher education

 Both types of vouchers have the potential of
improving equity and efficiency of higher
education systems

 Strong governmental structures, adequate
systems of quality assurance and sufficient
student information are essential to the success
of both kinds of vouchers

11
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Presentation 6:

Stipends & Fee-For-Service Contracts:
Reinventing Higher Education Financing

Rick O’'Donnell
Executive Director
Colorado Commission on Higher Education

April 6, 2005

Higher Education in U.S. and Colorado

Colorado Rank
Colorado United States Among 50
States

Population 4,601,403 293,655,404 22nd

With bachelors degree or higher 35% 27% 2nd

% of 18-24 yr olds in college 31% 34% 15th
Average Cost of Attendance

Community Colleges $2,188 $2,324 22nd

Four-year colleges $2,453 $4,545 43rd

Research Universities $4,461 $5,724 33rd
Total Public Dollars Spent Annually  $592 million $63 billion 34th
on Higher Education (state spending)
(excluding capital construction)
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State and Local Expenditures for
Higher Education

Per $1000 of Personal

Per Capita
Income

Colorado Rank us ICoIorado Rank us
$562.30| 13 $450.57|$19.24 28 | $16.65

As a Share of Total Expenditures

Colorado Rank us
11.4% 11 8.8%

Colorado Higher Education System

Community  Four-year Research TOTAL /
Colleges Colleges Universities AVERAGE

Number of Public

Institutions 15 5 9 29

Resident Enrollment 50,028 24,850 67,065 141,945

Average Resident

Tuition $2,188  $2,453 $4,461 $3,034
Avg. Tax Dollars Per
Student $2,410 $3,675 $4,055 $3,380

Avg. Tax Dollars +

Student Contribution ~ $4,598  $6,128 $8,516 $6,414
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Public vs. Private

Public Institutions Private Institutions
# Total Enrollment # Total Enrollment
u.S. 1,688 12.8 million (76%) 2,386 3.9 million (23%)
Colorado 29 165,658 (78%) 47 45,975 (21%)

Non-residents Attending Public Colorado Colleges and Universities

Enrollment

Average Tuition

22,472

$12,882

78% of American college students are enrolled in public colleges and universities,
institutions created by and financially dependent upon state governments.

States provide 46% of the financial support for public colleges and universities and

approximately 29% of the total support for all
universities.

State financial aid for students at public and private colleges and universities

exceeds $3 billion annually.

public and private colleges and

Colorado Higher Education Total
Enrollment Growth

80,000 |

70,000 —

60,000 T

50,000 ’_M//*

40,000

30,000 —x=Research
S

NOTE: Colorado’s population grew more

2000. During that time, resident FTE enroliment in undergraduate

education rose 9.6%.

than 30% from 1990 to

3
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Funding Model

Old Model
A GovDel:s(l;:ent l.\\ > Tuiti O
) Funding “CoLLEGE] sren :
7 “/\u —
A — wil i
T S
New Model

Indirect Gov't

R 3 Spensy, o iR
q ——l —l i
4] i,
Indnrect& & 4”\”%

Funding via
Fee-for-Service Contracts

Higher Education
Commlssmn

What is a Stipend?

B A stipend is a voucher that can only be used to pay for an
undergraduate education at eligible universities; no cash actually
touches students’ hands.

B $2,400 per year at public institutions

B $1,200 per year for low-income students attending private
institutions

B Stipends used for up to 145 credit hours

® 30 credit hours above 145 if already have BA/BS—worker
retraining

F In-state undergraduate students eligible for stipends

B Degree-seeking, non-degree, and teacher licensure
undergraduate students eligible

B Age, income and financial aid eligibility are irrelevant to qualify

5
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What is a Fee-for-Service Contract?

# General Fund dollars appropriated to CCHE to negotiate
purchase of services from institutions

B Fee-for-service contracts will include services such as:

— Graduate school
— Educational services in rural areas
— Basic skills courses

— Economic development services, such as career development and
retraining

— Services under the postsecondary enrollment options act—dual
enrollment programs for high school students

— Specialized services for professional degrees: dentistry, medicine,
veterinary medicine, nursing, law, forestry, and engineering

B Masters degree at CU-Boulder: $30,200; CU-Denver:
$12,500; Mesa State College: $9,300

How the numbers work...

Full-Time, Resident Undergraduate Tuition Rates

Student’s Student’s
Total Share of Mandatory Share of
In-State Stipend Student Tuition Plus
o In-State
Tuition o Fees Mandatory
Tuition
Fees
Research $5,784 - $2,400 = $3,384 + $861 = $4,245
Universities
Four-year $4,463 - $2,400 = $2,063 + $661 = $2,724
Colleges
Community |$2,202 - $1,200 = $1,002 + Varies = $1002
Colleges + Fees
(15 Credits Hours)
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State Budget Redefined

Before After
FY 2004 FY 2005 (held harmless first year)
TOTAL Stipend TOTAL
Gov’t Funds (enroliment x $2,400) Fee-for-Service Gov’t Funds
Research
Universities | 150,672,841 66,606,480 84,066,361 150,672,841
Four-year
Colleges 15,775,165 10,127,280 5,647,885 15,775,165
Community
Colleges 106,279,979 90,816,052 15,463,927 106,279,979

New Funding Model Challenges

E Students can't finish degrees in 145 credit hours
E No new funding

B Siphons money from public sector to private
sector

® Why not have all private schools participate?

® Too much control at Commission for graduate
programs

® Why not stipend for graduate programs?
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New Funding Model Benefits

B Puts the money in front of students
v’ Students’ financial options are headlines rather than fine print
v Economic power in the hands of students

v' Students can apply early in high school — useful college access marketing
tool

v’ Colleges compete for state dollars

v’ Break automatic increase in costs

v' Way to protect future higher education budget cuts
B Break automatic increase in costs

B Way to protect future higher education budget costs
B Eliminates politically-driven subsidies to one institution over another

B Makes it much more difficult to cut higher education funding in state
budget

Colorado Commission
on Higher Education

www.state.co.us/cche/
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Discussion 3:

Questioning Voucher
for Korean
Universities

Se Yeoung Chun
Professor of Education
Chungnam National University
http://sychun.cnu.ac.kr E-mail: sychun@cnu.ac.kr

Financial Situation in Korean

Universities
m Student enrolling mostly in private
schools

m Individual cost more than institutional
cost

m Private burden with little public support

m Still investing in capital expenditure for
basic infra-structure

m Huge drain of local resource to Seoul
area

Se yeoung Chun
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1. Students enrolled in public and private institutions

(A
Governnent-
Public dependent Independent
) Private
Private
4-year Korea 2.7 - 71.3
University  |OECD Average 79.0 10.3 11.4
Korea 14.2 - 8.9
2-year College
OECD Average 68.6 19.1 13.7

source: OECD,EAG 2004

2. Financial Sturcture |
table 2-1. Relative proportions of public and private expenditure on educational institutions

(%
private sources
public sources  |Household Expenditure of other |,
: ) y All private souces
expenditure private entities
Korea 159 3.1 5.0 8.1
OECD Average 8.2 17.1 9.7 2.8

source: OECD,EAG 2004
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table 2-2. Size and proportion of public and private expenditure on educational institutions

5, %
Total Public money (%) Private money (%)
Total 2,80, 32,617 67L027666 | BT 2,18L,34%l 165
2year college |Public 67,239,453 08330 9.3 21,386,153 40.M%

Private 2,786,123 14 BLIAX0 | 2. 21898718 1.3
Total 040825 4156050 DT 63926715 605
4year university |Public 2,23,599,049 LA%M678| 64 TBARL 5.
Private 8,20,39,166 2005872 .M 5503544 67.3%
source: KEDI(2000),

table 2-3. Annual expenditure on educational institutions per student

)
Direct cost
To " nubic Dilae Opporuy cos
expendiure |evpenditre
2 ear college 146 500 301 L% 200
4 year universiy (159 813 57138 2% 346

source: KEDI(00),
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3. Financial Structure II by purposes

U
Percentage of tofal expendure Petcentage of current expendire
corent (capil  |compensadon |compensadon |conpenston of -
Expendire |evpendire [ofteachers  |ofotherstaf [al staf
Korea 195 205 %2 11 LY, o
OECD Average 85 15 Q4 21 ol 29
source: OECDEAG 2014
4. Seoul-Regional Resource Drain
(§)
Current Expenditure  {Housing Cost Total
SR() 945,079,000 79,065,000 1,(04,164000
R-5() 196,369,000 172,900 3649,279.000
Gap(H) - QLMD |- LEBEBI0 |- 26511500

S: seoul / R: provincial regions
S-R: resource move from Seoul to Province
R-S: resource move from Province to Seoul

Source: recent stucy by Seyeoung Chun(2006)(in publishing)
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Positive view for voucher in Korea

m Overcoming inefficiency particularly in public
university caused by rigid regulation by the
government budget system

= Uniformed control: number of professors and
salary scales, number of students and admission
policy, budgeting and accounting, etc.

m Controlled investment of building and facilities

m Maybe starting from supply side voucher

m At least efficiency of spending money by
autonomous budgeting and executing through
formula funding instead of present line item
budgeting

Negative view for voucher in
Korea

= Most of universities/colleges not prepared for competition in the market
= Inequality in the starting conditions

= Inequality caused by government policy, quite true

= Becoming political / social issue beyond educational development, moving
into arena of political protest and bargaining

m  Most probably resulting in inequality in the opportunity distribution

= money will go; 1) to the big universities in Seoul area by students drain from

province, 2)to those who are relatively rich in those big universities
m  Not so successful stories of Colorado type service contract in these
years

= Korean cases: BK21, NURI and many other items of government project
initiated by ‘selection and concentration policy’, so called

= Money eaten by ‘the beautiful proposal documents’

»  Spending for Infra-structure preferred by the recipients rather than for the
direct purposes of education, which are being argued by the donor
government for doing “wrong behavior” differently from the documents and
contracts, sometime accusing the moral hazard of intellectual society
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One of Compromises: Mixed
approach

m Supply side voucher through formula funding

m Restructuring governing system of public university into
independent organization from the government organ

m Some possible formula element: head-count student number,
disadvantaged student, regional disparity
m Loan/aids type demand side voucher
m Both for public and private schools
m Building social trust for the future human capital by inviting
private capital to the public investment
m Special project setting for capital investment needs
of university (new proposal of BTL(build-transfer-
lease) project)
= Improving the basic infrastructure of universities/colleges
m Reducing tax-money burden

Another question: “Why not integrate university research
and institutional research ?”

= University research: research being done mainly by university
professors and graduate students, founded in U.S model of
research university system
m Institutional research: research being done mainly by full-time
researchers of the independent either from university or from
government, but both by the contracted money mainly with
government, founded in Korean model of government support
research institute(ex. Daeduck Science Valley)
m Are they differ in terms of research itself ? How are they
comparable in terms of research output ?
= Why not to integrate each other ?
m Research personnel would be professors of the university
m Research funds and facilities be utilized by the university

m Young scholars/students of graduate schools would be active
research workers
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Supply/demand side financing:
Dichotomy or continuum?

' Demand-side:
Supply-side: N
- Competitive Through students
Historical or funding Viastu—dent
formula based . :
core funding to Performance- f_l nancial )
ingtitutions based funding assistance an
- vouchers
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........the case of Chile

Chilean tertiary education —a
forerunner in LAC

Investment in higher

T ehealon®hof GOR200L - chite of| ocates 2.2% of
20%- ) GDPto TE, whichisthe
< 196 | highest in LAC
% . * Chilefeatures one of the
strongest markets for
o.s%( H tertiary education in the
o | region
PP D Y N A&\& -
T Ll €5

| O Public sbsidies O Private souroes @ Tota|

Source: OECD (2002), World Bank (2003)
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Chile' s public financing of TE

w) | Chile, 1990-2003 to 25 traditional public and
private universities

* |ndirect public support

improvement — all tertiary
ingtitutions are eligible for

- (AFI) of public and private
< - institutions linked to a best-
& SumrmmAs student formula
§ » Competitivefund
g @ (MECESUP) for quality

MECESP

0 support

« o Student financial assistance
& — scholarships and aloan

P system for students enrolled

in traditional universities

T T T T T T T T T T T T T |
1990 1991 192 1988 1994 19965 1996 1997 1998 19090 2000 2001 202 2008

Source: MINEDUC 2004

Strong demand-side financing has
Increased equitable participation

Enrollment in TE by income

* Between 1997 and 2003

0% - public support for student
oo I L financial assistance increased
70% - 87 percent in real termsto 31
el [ B B O B percent of public spending on
50% . tertiary education
w1 L LU e ¢ Thegovernment operates a
30% 7 1 - B scholarship program targeting
0 LT H H HH O indigenous students
o=l « A new proposed law will

. . open financial assistance to
> S & & .
< @“"Oo\&’&z@ oi\@ & F students attending all
© © accredited tertiary ingtitutions

‘ @ QV/2 (Low income) @ Q3 O Q4 O Q5 (High income) ‘

Source: World Bank (2002), Del Bello (2002) and Delannoy (2000)
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AFI — Best-student voucher
..an incentive for quality supply?

Allocation of indirect public

support, 2003 o All universities that offer

tertiary opportunities are
eligible for AFI

» AFl isdistributed according
to institutions ability to
attract the 27,500 highest
scoring students in the
university admission exam
(PAA)

» AFI amplifiesinequities as
PAA achievement is closely
linked to the ability to pay
for quality basic education

IPsand CTFs 1%

Private
universities
17%

25 traditional
universities
82%

Insufficient accountability and transparency
of direct public support (AFD)

1,600 | * 95% of core funding for
traditional universitiesis
140097 provided based on
1200 ] historical precedence and
: ) political negotiation
£ 1000//|| |7 * Full autonomy in
S traditional universities
2 800 n has not been adequately
& balanced with
> 6001 accountability for results
400 4 » Largeinter-institutional
variation in per student
200 1 funding that is not rooted
HHHHH in differencesin
0 performance

Universities

Source: Universidad de |a Frontera
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Competitive Fundsin Chile

e Competitive fund under MECE-SUP

Promote quality and relevance (through yearly competitions for
matching grants) for:

Technical training institutionsin fields of higher demand from the
productive sectors

Undergraduate programs in priority fields
Graduate programs

e Competitive fund under CONICYT

— Improving Chile’'s ST&| system by financing technical assistance and
capacity building measures

— Strengthening Chil€’s science base via 3 competitive programs for
excellence in science, advanced human capital and improve the
research infrastructure

— Enhancing public-private linkages through cooperative research
consortti1a, researchersin industry and international cooperationin
researc

Flexible funding between
supply and demand
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Principles behind competitive funding

 aflexible mechanism for allocating funds as it
can target avariety of sector issues

* isan output-oriented funding mechanism, which
Increase cost-effectiveness and can enhance
guality and relevance

* institutions compete for investment funds on the
basis of their own strategic planning and choices

« stimulate the good forces through the selection of
best projects based on potential, performance and
track record... , not all wins every time

» fundamental is transparent objectives, eligibility
and selection criteria

Weaknesses to competitive funding

* requires aculture of fair competition, peer
evaluation etc.

» demands central capacity to set rules of the
game —€ligibility, selection and
implementation criteria

e institutional capacity for supervision of
internal, decentralized managerial freedom and
accountability
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Principles behind performance agreements

* provide incentives for institutions to perform

* encourage institutionsto clarify their mission and
strategy, and engage in medium term planning

« cater for complex indicators of impact and
success tallored to institutional characteristics and
needs

 areflexible and are periodically renegotiated to
reflect changes in macro environment

Weaknesses to performance agreements

* places high demand on the capacity of
supervisory authorities to negotiate and supervise
agreements

* presupposes a strong central capacity to collect
and validate data

« offer less predictability than formula funding
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Targeting competitive
funding in Chile

From traditional investments to systemic
reforms

* the current fund has supported quality enhancement
by provided grants for equipment, libraries, labs and
buildings for study programs in technical training
Institutions, and undergraduate and graduate
university programsin priority fields

* the new fund will support systemic change by
providing grantsin areas such as degree structure and
curricular innovation, transfer of academic credits,
secondary to tertiary transition, inclusion of
marginalized groups, and the teaching profession
through out the educational sector
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Performance agreements
In Chile

Negotiations and the make out of
performance agreements in Chile

« Each agreement will be negotiated between the institution and the
Ministry of Education

» Details of the agreement will be discussed between the institution
and a panel appointed by the Ministry

« The agreements would run for a period of 3 yearsand contain;
funding commitments for the first year by costing proposed
objectives, funding projections for subsequent years of agreement,
agreed targets and indicators to monitor progress

* Thedirector of the Higher Education Division and the rector of each
university would sign the completed agreement

« Eachingtitution covered by a performance agreement would publish
an annual performance report

« At theend of the agreement period, each participating institution
propc;sl;)elz anew agreement with refined indicators, targets and
timetables
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Introduction of performance agreementsin
Chilean TE

The first agreements will have two lines:

1. Strengthem ng the institution’ s management capacity
development of human resource management systems
« transparent financial management
« auditing and procurement systems
» systemsfor internal quality assurance
* ingtitutional leadership

2. Improvement of institutional performancein critical areas
e quality improvement
* improvements to the relevance of tertiary programs
« enhancement of equity
« efficiency gains
« strengthened vertical and horizontal articulation

Performance agreementsin Chile
arerolled out in two phases

e Phasel

— Performance agreements would be piloted in a
small number of public universities currently
receiving core funding from the government

e Phase 2

— Scale up performance-based funding to all the 25
traditional universities (16 public and 9 private) by
tying increases in core funding to performance
agreements

10
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Selecting institutions for the pilot

Academic performance

A B < e Institutions would be
A selected based on their
P pre-proposals. The

Ingfitutional salection will reflect

B Capacity different levels of
academic complexity in

Assessment order to test the

C instrument in as

different circumstances

aspossible

aouew.oped ArpNpl4

Conclusion
... keep it Ssimple”

11
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Building the required capacity for
competitive and performance funding

« many countries have little or no tradition for writing
proposals and evaluate these against set criteria, relative few
people have experience from peer review processes

» thereforeit is advisable to use trials and pilots which can
train proposers, evaluators and managers

» most countries lack areliable national information system
with standardized statistics

* in Chile the capacity will be strengthened by establishing a
National Observatory along with the introduction of
performance agreements

 the National Observatory would support existing reporting
structures and use OECD manuals as a reference point to
ensure international comparability

1982

1998

2006

Utilize the strengths and minimize the
weaknesses of each funding mechanism

Demand-side:

Through students
via student

financial assistance
and vouchers

Demand-side:

Through students
via student
financial assistance
and vouchers

Competitive
funding

Demand-side:
Competitive
funding

Through students
via student
inancial assistance
and vouchers

Performance agreements

12
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Thank You

Lauritz B. Holm-Nielsen
Iholmnielsen@worldbank.org
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INTRODUCTION

Chile is rapidly moving to a mass tertiary education system. Over the past decade enrollment
in Chilean higher education expanded significantly from about 250,000 students in 1990 to
more than 500,000 in 2003. Nearly all of the expansion was financed by private sources,
reflecting a policy of cost-recovery and growth in private provision of tertiary education.
Today, Chile is among the countries in Latin America that allocate the least public funding to
higher education relative to GDP. Yet, due to sizable private spending, Chile features the
highest share of GDP allocated to higher education in the region.

Significant private contributions to the financing of tertiary education provide an
opportunity for the Chilean government to strategically reorient resources to core public
sector responsibilities. By prioritizing public resources and focusing on value for money,
Chile may address pressing sector issues such as inequities, insufficient supply of doctoral
graduates and lack of coherence and flexibility between tertiary learning settings.

The Government of Chile has already begun a process of reprioritizing public resources by
significantly scaling up support for student loan programs. In addition, about 7 percent of
public financing for tertiary education is tied to a best-student formula and 5 percent of the
base funding for the 25 traditional universities is allocated according to performance criteria.
Nonetheless, unrealized potential remains for tying funding to desired educational outcomes.
Almost half of all public subsidies for tertiary education are allocated based on historical
precedence and there is no system for collecting reliable, standardized information on the
performance of tertiary institutions.

This paper profiles international experiences and discusses strengths and weaknesses in
approaches to results-based funding of tertiary education in order to identify finance reform
options for Chile. The structure of the paper reflects the phases involved in designing a
results-based funding system. The first section briefly describes the Chilean public financing
system of tertiary education. Section two discusses the need for establishing data collection
structures and identifies steps involved in selecting performance criteria. Section three
outlines strengths and weaknesses of design options drawing on examples of results-based
funding systems in Africa, Europe, Latin America and North America. With a complete
evaluation model in place, section four reflects on how resources can be tied to selected
indicators. Section five discusses implementation issues when introducing a results-based
funding system. Finally, section six outlines possible finance reform options for Chilean
tertiary education in light of international experiences.



1. CHILEAN PUBLIC FINANCING SYSTEM OF TERTIARY EDUCATION

The Chilean tertiary education system was changed profoundly during the 1980s following
the most radical reforms to university education ever attempted in the region. The reforms
aimed at improving efficiency by deregulating the sector and stimulating private provision.
Moreover, the reforms sought to alleviate the finance burden of the state by charging tuition
to students and encouraging higher education institutions to diversify their funding sources.
As a result, Chile today features one of the strongest markets for tertiary education in the
region.

The Chilean tertiary education system is comprised by three types of institutions:
Universities offer undergraduate first-degree and postgraduate programs. They are the only
institutions authorized to award bachelor, master and doctoral academic degrees in Chile.
Moreover, universities are the only institutions authorized to award professional certificates
in 17 professional fields (engineering, medicine, law, psychology, architecture, etc.).
Professional institutes (IP) deliver four-year programs and are authorized to award
professional certificates in any field, excluding the 17 fields that are the prerogative of
universities. Technical Training Centers (CTF) offer two-year technical vocational
programs which lead to a Higher Technical Level Certificate.

Table 1. The Chilean Tertiary Educational System, 2002

Institutions Enrollment
Council of Rectors Universities 25 243,593
Private Universities 38 125,740
Professional institutes 51 91,153
Technical Training Centers 115 61,123
Total 229 521,609

Source: MINEDUC (2003)

Tertiary institutions are subjected to a statuary regime according to which they are located in
one out of four categories, full autonomy, accredited, examined and supervised. Institutions
with full autonomy have substantial freedom to plan and organize programs, designate
personnel and administer the budget. The 25 traditional council of rectors universities were
declared autonomous by definition. Chile has been a regional forerunner in quality assurance
of tertiary education institutions and their course programs. Since 1999, provisionary
national accreditation commissions have set standards and granted formal recognition to
programs at the graduate and undergraduate level based on self-assessments and external
peer-review processes.

To administer admissions, traditional universities set up, more than 30 years ago, the
Academic Aptitude Test (PAA) comprising skills centered exams on math and language and
more specific knowledge centered tests on various subjects. The PAA is designed and scored
in accordance with international assessment standards. Access to traditional universities is
highly competitive, with a few institutions concentrating most of the applicants.

Levels and mechanisms of funding

Chile allocates a total of 2.2 percent of GDP to tertiary education, which is the highest
percentage in the Latin American region (Graph 1). Due to the aforementioned policy of
cost-recovery, most resources come from private sources. This reflects high private rates of
return for tertiary graduates in the labor market and a political decision to target public
resources to basic education and other social priorities.

2.



Graph 1. Investments in higher education in percentage of GDP (2001)
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Public sector funding of tertiary education comprises only 0.6 percent of GDP. This
translates into one of the lowest public expenditure per tertiary student in Latin America.
Moreover, spending on tertiary education is well balanced against the primary and secondary
level. Primary education is currently averaging about 64 percent of annual funds allocated to
education, secondary 20 percent and higher education only 16 percent (MINEDUC 2004).

Decreto Fuerza de Iey no. 4 from 1981 regulates public financing of Chilean tertiary education.
Funding is allocated through four mechanisms: (i) direct public support (AFD) to the 25
traditional public and private universities; (i) indirect public support (AFI) of public and
private institutions linked to a best-student formula; (iii) funding for institutional
development and quality improvement; and (iv) student financial assistance in the
form of scholarships and a loan system for students enrolled in traditional universities based
on an income contingent repayment scheme”.

Graph 2 shows the evolution and composition of public expenditures in tertiary education.
Public expenditures for tertiary education more than doubled in real terms between 1980
and 2003. Notably, public subsidies for student financial support, direct public support
(AFD) and funds for institutional quality improvement projects increased (MECESUP).
Meanwhile, indirect public support (AFI) has remained stable. In 1990, AFI represented 18
percent of total public expenditures on tertiary education; in 2003, it was reduced to 7
percent.

2 A project law is currently under review in the Chilean legislature, which would open up financial
assistance to students attending other tertiary institutions than the traditional 25 universities.
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Graph 2. Public subsidies for tertiary education in Chile, 1990-2003
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Direct public support

One of the most contentious issues regarding tertiary education in Chile is the direct
financial support given to the 16 public and 9 private universities that existed before tertiary
education was reformed in the early 1980s. AFD comprises about 50 percent of total public
spending on tertiary education. Yet, Chile’s 38 non-traditional private universities, 51
professional institutes and 115 technical training centers have no access to AFD.

95 percent of AFD is allocated to universities based on historical precedence and a process
of political negotiation without systematic reference to obtained results. This allocation
process maintains a highly uneven distribution of AFD funds between traditional
institutions. As revealed in Graph 3, per student AFD funds vary from more than 1,400
USD per student for the University of Talca to about 150 USD per student for the Catholic

University of Temuco.

Graph 3. Direct public support per student and distribution of results-based funding, 2003
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Five percent of AFD is allocated to universities based on input, process and output criteria.
These funds are allocated according to the relative scoring of each university on five
weighted indicators: (i) critical mass obtained in each career measured by the number of
undergraduate enrollees per program; (ii) internal efficiency measured by student-teacher
ratios; (iii) quality measured by the number of faculty holding advanced degrees; (iv)
scientific quality measured by the number of research projects per full time equivalent
scholar; and (v) scientific production measured by the number of publications per
researcher. High weights are placed on quality and scientific activities (84 percent) and low
weights are given to efficiency and, particularly, enrollees per program.

Graph 3 reveals that performance funding does not mirror the distribution of AFD.
Institutions that receive the least funding per student are all well above the default five
percent results-based funding. In absolute terms University of Arturo Prat and Austral
University, for example, obtained almost the same amount of performance funding in 2003,
while total AFD funding per student was almost three times higher at the Austral University.

Results-based funding provides AFD universities an incentive to perform, especially in
regard to the quality of staff and scientific activity. However, due to its structure and size, the
mechanism has had limited impact in the sector. Moreover, problems have been
encountered in the operation of the mechanism, which reduce its positive implications on
transparency in the Chilean university system. Notably, the lack of a national information
system with reliable, standardized statistics and unambiguous baselines has given way to
errors and inconsistencies in the reporting from universities.

A bill is currently under review in the Chilean Congress that would write national
accreditation of tertiary institutions into law and mandate the establishment of a national
information system for post-secondary education. As a minimum, institutions would be
required to provide statistics related to students, faculty, resources, infrastructure and
learning outcomes. Collected information would be validated by the Ministry of Education
and published annually (MINUDUC 2003). Consultations have begun between the Ministry
of Education and key universities on definitions and criteria, but a final design is yet to be
agreed upon.

Indirect public support

All institutions offering tertiary learning opportunities in Chile are eligible for indirect public
support. The AFI is distributed to institutions according to their ability to attract the 27,500
highest scoring students in the university admission exam (PAA). In 2003, the distribution of
AFI between institutions was: 82 percent for the 25 traditional universities, 17 percent for
private universities and 1 percent for IPs and CFTs.



Graph 4. Relationship between the highest PAA achievers and student economic background (2000)
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Indirect public funding has been successful in providing tertiary institutions — public and
private — a strong incentive to respond to student needs and provide learning opportunities
of high quality and relevance. As such, the AFI has been an important example of
performance funding in Chilean tertiary education. Nonetheless, potential exists for
improving the mechanism, particularly in regard to equity. As Graph 4 shows, PAA
achievement — and hence AFI allocations — is closely linked to the ability to pay for quality
basic education (Bernasconi and Rojas 2004). An alternative approach to AFI would be to tie
the capitation grant to the best students from the lowest three income quintiles.

Funds for institutional development

In 1998 a decision was taken to gradually phase out the Institutional Development Fund due
to criticism that political criteria dominated the allocation of funds. These shortcomings
were challenged by the creation of a competitive fund for quality improvement (MECESUP)
under which all tertiary institutions are eligible for support.

Designed to accelerate processes of institutional modernization, the MECESUP fund
supports projects developed and proposed by tertiary institutions. Committees of peers
review and select proposals according to transparent procedures and criteria. Thus far,
supported areas include: (i) technical training programs; (i) undergraduate programs in the
hard sciences; (iii) graduate programs in all areas; and (iv) curricula redesign (World Bank

1998).

Setting the stage for reform

With only five percent of AFD allocated on a true performance basis, significant potential
exists for increasing transparency and tying incentives to key sector priorities by rescaling
and reforming existing public funding structures. Despite good intentions and a decade long
debate, no action has so far been taken to supplement demand side financing with changes
to the public funding regime for tertiary education established in the eatly 1980s. This may
be for good reason. Results-based funding systems are difficult to design and may be met
with considerable resistance from key stakeholders. It is against this background that the
following sections discuss preconditions, design options, tradeoffs and strategies to be
considered when tying funding to results.

2. FUNDING HIGHER EDUCATION INSTITUTIONS BASED ON RESULTS

Results-based funding can be defined as the allocation of resources contingent on achieved
rather than promised results. Tying funding to results departs from traditional considerations
in tertiary education of line item expenditures and inflationary increases. These constitute
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input factors and disregard results, such as graduation rates, learning outcomes and the
contribution of university research to society (Fielding 1999).

Performance management rests on the assumption that effective government cannot be
achieved within a classic bureaucratic framework of tight regulatory control of sources and
methods of production. The relationship between the government and public tertiary
education institutions can be described within the context of the principal-agent model. The
providers of higher education have more information about education processes than the
government. The government (the principal) therefore delegates part of the decision-
authority to the institutions (the agents). However, the information asymmetries between the
government and the institutions can create agency problems: institutions can exploit their
information advantages to pursue other goals. These agency problems typically arise when
funding is based on inputs or on historical patterns. As the government cannot observe the
effort of university staff, the system may preserve inefficiencies and ineffective programs.

A way to overcome such agency problems is to redesign funding systems, so that incentives
of the principal and the agents converge. This is the essence behind the idea of results-based
funding. Governments should be tight on setting goals for tertiary institutions and assessing
results and provide flexibility on the methods used to achieve these ends. Thus, decision
makers would assume a ‘stimulative and facilitative’ role centered on incentive-induced-
change rather than control and prescribe actions at the decentralized level (Windham and
Peng 1997).

Building systems for results-based funding

Higher education systems are of high complexity and cater to multiple objectives. Hence,
building a funding system without perverse incentives or unintended consequences requires
careful consideration of design options. Perfection is unlikely to be ensured in the design
phase and progtress is often based on trial and error during implementation.

The impact of incentive driven institutional change is contingent on the tailoring of
components to fit national and systemic characteristics. Even when an administrative culture
has become obsolete or dysfunctional it remains necessary to understand its institutional
roots to secure durable improvements. Equally important, administrative capacity limitations
and other institutional constraints must be taken into account when designing funding
systems (Schiavo-Campo 1999).

Kusek and Rist (2002) propose adjusting the complexity and ambition of a results-based
funding system based on a ‘readiness assessment’. Performing such an assessment gives
reforming agencies an understanding of what institutional capacity they do or do not have
and what resource can be drawn upon to initiative reform. A ‘readiness assessment’ can also
help to clarify where within a government reforms might begin, under the auspices of who
and what demand exists for the use of collected information.

Information systems

As governments begin to address the challenges of results-based funding, they face the need
to document performance with valid and reliable information. Allocating resources based on
institutional performance presupposes credible and timely national and institutional statistics
on a wide range of indicators. Without a good information system no basis exists for
evaluating institutional performance. When reliable data are lacking, the priority must be to
build a data and monitoring capability before considering the introduction of results-based
funding (Schiavo-Campo 1999).



Box 1. University Information System (SIU) in Argentina
Initiated in 1994 under the Programa de Reforma de la Educacion Superior (PRES) the Argentine
Government has led the design and operation of an internet-based management information and
statistical data system that integrates various existing modules needed for decision-making at the
ministerial and decentralized level and provides adequate data and system compatibility with
statistical systems of public universities.

The SIU consists of five main software modules: (i) accounting and budget; (ii) staff management;
(i) university statistics; (iv) library management and (v) student management. All modules are
merged into a single platform and are available through the Internet for all participants. Close
consultation with end-users in the development phase has ensured that modules are easy-to-use
and compile data of high relevance.

Source: World Bank 2004 (ICR)

Establishing structures for data collection often involves designing computer systems that
standardize information and reduce the administrative burden of handling large quantities of
data. Some of the elements that need to be addressed are responsibilities for data collection,
reporting and evaluation of collected information. Since institutions will be funded based on
collected information, systems need build in safeguards and structures for external validation
of data. National auditing agencies are often well-positioned and sufficiently independent to
carry out this task.

Given the complexity of getting reporting structures right it may improve changes of success
if performance reporting precedes results-based funding. Requiring tertiary institutions to
present periodic reports on priority indicators prior to the introduction of results-based
funding familiarizes institutions with data collection and establishes a reliable baseline from
which institutional performance can be assessed.

Selecting indicators

The process of identifying indicators goes to the heart of designing a results-based funding
system. As pointed out by Burke (2001a) “what gets measured is often what gets valued, and
what gets funded is even more prized”.

Indicators are most effective when they mirror the government’s strategy for change in the
higher education sector. A strategy implies the movement of the sector from its current stage
to a desirable but uncertain future stage. Because the sector has never been to this future
position, its intended pathway involves a series of linked hypotheses. In the Chilean Science
for the Knowledge Economy Project, prioritizing outcomes and making key hypotheses
explicit was an important first step in selecting indicators (Box 2). Ideally, indicators should
reflect the aspects of the higher education sector that, if improved, are presumed to result in
the achievement of general goals such as equity, efficiency and quality (Niven 2002).



Box 2. Theory of change: Science for the Knowledge Economy Project in Chile

The 2003 Science for the Knowledge Economy Project in Chile supports the country’s transition to a

knowledge-based economy by investing in the innovation system and the stock of human capital. To

determine where to monitor progress, a causality tree was drawn to display how activities and goals

interlink. For each arrow in the model an indicator was selected.
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The pool of indicators provides the project management timely management information on the
project’s theory of change. Identified weak links permit evidence-based improvements during
implementation.

Source: World Bank (2003b)

Indicators come in four types: Inputs involve the human, financial and physical resources
received to support programs, activities and services, such as funding, enrollments and
staffing. The performance criterion corresponding to inputs is ecnomy, ie., the timely
acquisition of quality inputs at the lowest possible cost. Processes are the manner in which
inputs are procured and the means by which results are delivered. Processes are internal to
an institution and include teaching methods, the use of technology and procurement.
Process indicators can be useful proxies for performance when output or outcomes cannot

be defined with clarity.

Outputs reflect the quantity of products produced such as the number of graduates or the
number of research articles published. The performance criterion corresponding to outputs
is efficiency, i.e., maximizing the quantity of outputs in relation to a given total amount of
inputs. Outcomes cover the quality and societal impact of the products produced. Outcome
indicators include learning results, job placements and user satisfaction. The performance
criterion corresponding to outcomes is ¢ffectzveness, i.e., maximizing outcomes in relation to
the outputs produced (Schiavo-Compo 1999).



Box 3. Indicators in US university results-based funding systems
Most states in the US use some form of performance funding or reporting based on different
indicators reflecting the preferences of policy makers in different states. Burke and Minassians
(2002b) have made a survey of the indicators used to evaluate performance in US higher
education. Some of the most commonly used indicators include:

o Administrative/academic costs/staff (input)

e Tuition and fees (input)

e Financial aid (input)

e Research sponsored by external sources (input)
e Technology/ distance learning (process)

e Student transfers (output)

e Time-to-degree (output)

e Graduation/ retention rate (output)

® Job placement (outcome)
Source: Burke et al. (2002¢)

Each type of indicator reflects a tradeoff between accountability and measurability. Focusing
exclusively on inputs and processes facilitates the monitoring of what and how means are
used but neglects the purposes for which resources are obtained. Output indicators are
relatively simple to observe and quantify but may be only vaguely associated with societal
impact. Outcome indicators are generally more relevant, but also less useful for assigning
responsibilities. For most purposes it is preferable to rely on a combination of indicators
rather than focusing on any single measure. Yet, an abundance of data adds complexity, and
risks making the performance system unwieldy and difficult to understand. Hence, most
results-based funding systems attempt to strike a balance between manageability and
comprehensiveness.

An indicator should preferably meet the following requirements: (i) easy to calculate; (ii)
difficult to manipulate; (iii) give a reliable estimate of the institution’s value added and (iv)
not be subject to noise. First, it should be transparent for institutions and their employees
how their performance is evaluated. If people do not know how to influence their
performance, results-based funding is unlikely to work. Second, the indicator must be
difficult to manipulate. For instance, test scores can be manipulated in several ways, such as
teaching-to-the-exam and keeping marginal students out of the pool of tested students.
Third, students learn inside and outside tertiary institutions. The indicator should measure
the performance of the institution, correcting for external influences. Finally, random factors
should not have a major impact on selected indicators.

Several OECD countries have experimented with establishing distinctive indicator sub-
systems for the funding of tertiary education. Separating e.g. indicators for teaching and
research, as in the United Kingdom, may reduce complexity and allows evaluation criteria
and follow-up processes to be closely tailored to each sub-system (Box 4). Nonetheless, de-
coupling indicator sub-systems adds to the challenge of creating incentives that support a
balanced approach to institutional improvement (Jongbloed 2001).
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Box 4. Separate set of indicators for teaching and research in the UK funding system
In the United Kingdom the allocation of funding for higher education is based on two separate
sets of indicators, one for teaching and one for research. Categorizing indicators cater for high
specificity in the choice of indicators and allow unique follow-up procedures to be established for
each set of indicators.

Teaching grant

Funding for teaching is based on several indicators such as number of students, length of courses,
size of the institution, location, level of specialization and the number of disadvantaged students.
The indicators have built in flexibility in order to give recognition to differing institutional
circumstances.

Research grant
The calculation of funding for research is based on indicators such as the number of qualified
researchers, published research documents, the number of research students and external research
income. The assessment process and the allocation of funding is not solely based on the
quantitative scoring on each indicator. In the so-called research assessment exercise (RAE),
committees of peers evaluate the overall quality of research activities in each institution.

Source: HEFCE 2003

3. DESIGN OPTIONS — INTERNATIONAL CASES

Significant variety exists between countries in the methods and processes applied to select
the criteria by which tertiary institutions are evaluated. Although all contain idiosyncratic
details, systems can be classified into two categories: Systenr-wide fixed set of indicators where
little change is introduced over time on the criteria used to evaluate institutions and fixed-termz
performance contracts with explicit evaluation criteria, periodically negotiated between the
supervising agency and each tertiary institution.

Fixed set of indicators

For performance systems with a fixed set of indicators, a distinction can be made between
simple criteria systems where institutions are evaluated based on one or two indicators and
multiple criteria systems with several indicators. France, Denmark and the Netherlands are
examples of countries basing a significant part of institutional funding on a simple criteria
system. Countries operating a funding system with multiple performance criteria include the
United States and South Africa. In the Latin American region, Argentina is an example of a
country that has — on a small scale — experimented with multiple criteria funding of higher
education.

Stmple criteria systems

The French tertiary education system receives about 50 percent of its funding based on a
simple input formula. Funding is tied to the number of students enrolled while adjusting for
variance in expenses per students in different careers. Calculated funding is allocated to
institutions as a lump-sum, which provides tertiary institutions with significant budgetary
autonomy.
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Box 5. Funding model for French universities
The basis for calculating funding is the number of students enrolled. The compensation that
universities receive is tied to the level and type of program that the individual student is enrolled
in. All programs are categorized in a grid that serves as a weighting device. Funding per student is
determined using four criteria:

e Teaching staff not funded by the central government
e Compensation for non-academic staff
e Technical requirements and equipment

® Teaching facilities
Source: CDUS 2002 and CHEPS 2001b

The main advantage of the French system is the simplicity of the funding criterion. As
pointed out, input indicators make it relatively unproblematic for decision makers to track
spending and allocate funding. The drawback, however, is weak incentives for universities to
provide quality education and ensure efficiency by avoiding delays in student completion.

The Danish taximeter model uses a simple output criterion to determine the level of
funding for tertiary institutions. Depending on their research activities, institutions receive
between 30 and 50 percent of their funding based on their educational production. For each
student who passes an exam an amount of money is paid to the university. The total of these
“active” students determines the available funding in a particular year. Universities do not
receive compensation for students who fail their exams or do not take exams.

Box 6. The Danish taximeter-model
The Danish tertiary education funding tariff paid per passed exam, the “taximeter tariff”, varies
according to the field of study, and has three components:

e A tariff for the costs of education and equipment
e A tariff for joint costs (e.g. administration, buildings)
® A tariff for expenses for experimental sciences and practical training (e.g. in medicine and
physics)
Source: CPH and CHEPS (2001)

The taximeter model promotes efficiency in the tertiary system by highlighting the need for
students to complete their coursework and progress in the system. Hence, historically
determined budgetary slack is dealt away with as institutions are only rewarded for their
incremental “production”. In theory, the taximeter model also facilitates student mobility
between institutions since funding is tied to the student and not the institution. However,
the model as implemented in Denmark is not a real voucher since students cannot use the
taximeter to buy services from private providers. The risk associated with the taximeter
model is the incentive of institutions to artificially increase pass rates to receive more
resources. To avoid decreasing educational quality, the model depends on the existence of a
strong quality assurance mechanism and deep-rooted professional standards among
university staff.

The Dutch funding system allocates about 50 percent of public funding for university
teaching based on an output criterion. Whereas the focus in Denmark is exams passed, the
Dutch system rewards student degree completion. To avoid unintended fluctuations in
funding, resources are allocated based on two-year averages of the number of graduates. An
important feature of the Dutch system is that the macro-budget for the university sector is
determined before deciding on the distribution of resources to individual institutions. Hence,
the formula does not imperil budget stability.
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Box 7. Funding model for Dutch universities
The distribution of resources to individual institutions is constrained by a fixed macro-budget for
the university sector. The allocation of the budget is based on the number of students who
completed their program multiplied by the normative study duration (4.5 years) plus the number
of students who drop out multiplied by an administratively set study duration of these dropouts
(1.35 years). The total amount of funding is then calculated by multiplying calculated graduation
numbers by a fixed reimbursement per student (i.e. 4,477 euro for Engineering students and 3,461
euro for students in other programs in 2001).

Sonrce: CPH & CHEPS 2001

The Dutch funding system provides a strong incentive to dismiss incapable students as soon
as possible and to assist talented students in graduating without delay. The simple
performance criterion makes it transparent to institutions how they will be evaluated and
thereby facilitates the adoption of long-term strategies to reduce university dropouts.
However, as is the case in the Danish and French tertiary funding system, the evaluation
criterion does not by itself cater multiple objectives such as quality, relevance and equity.

Multiple criteria systems

The US state of Tennessee applies multiple performance criteria to about 6 percent of the
core budget for higher education. The funding system consists of four standards and ten
indicators, each given a certain weight. Built into the system are provisions that allow
institutions to be evaluated differently based on the type and duration of their degrees. An
important characteristic of the funding system is that universities are competing against their
own record. Hence, a university is not advantaged by the poor performance of another
institution. The system is revised every five years and each revision gives the state as well as
the universities a chance to decide on new policies and changes in the nature and number of
indicators (Bogue 2002).

Box 8. Performance indicators used in the Tennessee funding formula

The scorecard represents the weight assigned to each indicator and hence the relative priority given
to the goal.

Indicator 2-year 4-year
campuses campuses
Standard 1 — Academic Testing and Program Review
° Foundation Testing of General Education Outcomes 15 15
. Pilot Evaluations of Other General Education Outcome Measures 5 5
e  Program Accountability
1. Program Review 5 10
2. Program Accreditation 10 15
3. Major Field Testing 15 15
Standard 2 — Satisfaction Studies
e  Student/Alumni/Employer Sutveys 10 10
o  Transfer and Articulation N/A 5
Standard 3 — Planning and Collaboration
e  Mission Distinctive Institutional Goals 5 5
e  State Strategic Plan Goals 5 5

Standard 4 — Student Outcomes and Implementation
e  Output Attainment

1. Retention/Persistence 5 5

2. Job Placement 15 N/A

3. Assessment Implementation 10 10
Total Points 100 100

Source: Bogne (2002)

The implementation of the Tennessee model has been assured through the involvement of
institutional and government officials in the funding procedure, thereby giving all levels a
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sense of ownership to the system. In the 1997-2002 cycle, campuses were for instance
permitted to choose two performance indicators, one related to their own educational
interests and one directed to the State’s strategic goals. Yet, the system has been criticized
for involving too many people and using an excessive amount of resources on calculating
indicators that are of limited use in tertiary institution internal decision-making (Bogue
2002).

The Argentine resource allocation model for tertiary education is designed to close gaps
between the real budget need in ideal quality and efficiency conditions and the actual budget
allocated based on historical criteria. Based on three criteria, the model matches the
estimated minimum necessary resources to finance the current level of scientific, academic
and administrative activities.

Box 9. The Argentine AR-model
Allocation of funding through the AR-model (Asignacion de Recursos) is based on the ‘objective’
budget. The calculation of this budget draws on the following criteria:
e Number of effective students

e Pedagogically adequate teacher per student ratios

e Teachers' salary scales
Source: World Bank (2003b)

Rather than targeting existing base funding of Argentine tertiary institutions, the model is
applied to increases in public subsidies for tertiary education. Due to Argentina’s economic
crisis, the model currently only comprises about 4 percent of the public budget for tertiary
education.

The South African funding model — applied to 89 percent of the core budget for higher
education — is another example of a multi-criteria approach. Block grants for public tertiary
education are divided into four categories reflecting teaching, research and specific
institutional issues. The Ministry of Education publishes an annual statement, which
determines how performance criteria will be calculated and weighted. This provides clarity to
institutions on how they will be evaluated while ensuring a degree of flexibility despite the
use of pre-selected indicators.

Box 10. Performance based grants in South Africa

The funding formula is based on four input and output weightings:

1. Teaching inputs: Total number of enrolled second year students is passed through a
grid, placing enrollees into four study categories, which are weighted according to a)
course material, b) course level and ¢) instruction-delivery mode.

2. Teaching outputs: Number of enrolled students multiplied by graduation benchmarks.
Benchmarks are approved by the Minister of Education on a rolling three-year basis.

3. Research outputs: Actual totals of doctoral and post-doctoral graduates and research
publication units for a specific year compared to a normative total according to national
benchmarks.

4. Institutional factors: (a) grants for institutions with latge proportions of disadvantaged
students and (b) grants related to the size of institutions based on the number of enrolled
students.

Source: Ministry of Education, South Africa (2004) and Government Gazette (2003)

An interesting feature of the South African model is the operation of a competitive fund for
institutional development to supplement the multi-criteria funding system. Critics of results-
based funding often charge correctly that removing resources from institutions with poor
performance will only make improvement more difficult, if not impossible. In South Africa,
under-performing institutions are not necessarily destined to declining budgets. By gaining
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access to earmarked competitive funding, these institutions have an opportunity to improve
themselves by financing institutional restructuring. Another option would be to place funds
not earned by poor performing institutions in escrow and releasing them when these
institutions submit acceptable improvement plans for remediation (Burke 2001a).

Multiple-criteria funding can cater multiple objectives and can consequently be used as a
driver for specific, high-priority tertiary education policy components. In contrast to simple
indicator systems, multiple criteria make it easier for policy makers to ensure a balanced
sector development and avoid unintended consequences. However, multiple criteria
formulas may result in a complex and opaque funding system. When providing incentives to
the decentralized level, simplicity may sometimes provide the greatest benefits.

Performance contracts

Results-based funding based on performance contracts is a flexible design where evaluation
criteria are negotiated between the supervising agency and each tertiary institution.
Performance contracts are institution specific rather than system-wide in their content and
application. They typically cover a period of 3-4 years.

Performance contracts have been used in France since 1989 — in addition to the
aforementioned simple input formula — where government adopted a system of university
funding through performance-centered budget dialogues. These dialogues lead to four-year
contracts between the government and universities.

Universities are asked to provide a self-assessment, and to present their plans for the next
four years. These plans form the basis for discussions with the Ministry of Education. In this
dialogue, goals and evaluation criteria are identified and agreement is reached on how public
funding will be tied to results. The contracts are not legally binding documents but
“reciprocal commitments”, which serve as a reference to make decisions within the
university system. In 2000, 188 institutions representing 75 percent of total tertiary
enrollment were involved in contract funding (CHEPS 2001b).

Box 11. Results-based contracts in French tertiary education
Results-based contracts in French tertiary education consist of a base and a strategic part. The base
part targets long-term investments in buildings, equipment and facilities. The strategic part is an
agreement on the financing of priority projects including new technology, student life and libraries.

Projects suggested under the contractual budget have to be new initiatives that cannot be financed
through the recurrent budget. To avoid that contractual budgets are used to fill gaps in university
budgets, objectives and indicators are made very clear and the contracts tailored to each
institution. The state thereby hopes to stimulate the link between objectives and resources and
provide an incentive for universities to achieve agreed results.

Source: CDUS (2002)

The contractual budget comprises on average about a third of total public subsidies for
tertiary education. The impact on decision-making processes has been substantial. Notably,
the contract regime has prompted the development of tools for expenditure analysis and
management information systems to support institutional improvement processes and
planning (Musselin and Mignot-Gerad 2002).

Performance contracts have been met with some resistance from within French universities.
In part, this reflects a lack of performance dialogue with heads of faculties and departments
that are responsible for delivering agreed results. Performance contracts are agreements
between university presidents and the Ministry of Education (Musselin 2002). As Burke and
Minassians (2002a) point out — drawing on experience from the United States — a key
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problem is that performance criteria tend to become increasingly invisible on campuses
below the level of vice presidents, because of the failure to extend performance funding and
reporting to internal academic units.

Finland has prioritized consultation in the contract negotiation phase through an intensive
budget dialogue involving lower management levels and regular reporting between
universities and the Ministry of Education during the contract period.

Prior to performance contract negotiations, universities send in proposals including an
activity and a finance plan for a three-year period. This launches a process of consultation
where the Ministry of Education and universities identify targets and evaluation criteria.
Ministry officials and university staff, zuter alia, interact in unofficial seminars and meetings in
order to take account of institutional and disciplinary views and ensure transparency and
predictability in the negotiation process (Holttd and Rekila 2003).

The Finnish performance contracts include both general goals for the tertiary education
system such as quality, impact of education and total number of offered degrees as well as
specific goals for the individual institution.

Box 12. Finnish performance contracting
Finnish performance contracts are made up of three parts: core funding, performance funding and
funding for specific initiatives. Deliverables for all three types of funding are agreed in the
contract. The core funding remains stable during the tree-year contract period, whereas
performance funding (approximately 3-5 percent of operational expenditure) is tied to results on a
number of agreed indicators. Examples of indicators include:

e Funding for research from external sources
e Assessed learning achievement
e Provision of adult education
e Graduation time
e Participation in international cooperation
To calculate the amount of performance funding, target figures are multiplied by a field-specific

cost factor, which is also agreed for the three-year contract period.
Source: Holtta and Rekild 2003

Funding based on performance contracts gives wide room for political maneuverability and
prioritization of high profile government policy. While this impairs institutional planning
beyond the contract period, it caters for political necessities and ensures system endurance.
Performance contracts offer a significant degree of flexibility to take account of idiosyncratic
characteristics and needs when tertiary institutions are few and differences between them are
large. If the tertiary education landscape is fairly homogenous and composed of a high
number of providers, contracts may not be efficient.

A notable feature of performance contracts is the high demand they place on the capacity of
supervisory authorities to engage in an evidence-based dialogue with institutions. Without a
strong counterpart, information asymmetries may lead to under-performance, as institutions
are able to press for undemanding targets. Hence, if sufficient steering capacity at the central
level does not exist, funding tied to a fixed set of system-wide criteria is likely to be more
effective than contracts in driving institutional improvement.

4. REWARDING INSTITUTIONS BASED ON PERFORMANCE

In addition to agreeing on the criteria that will be used to assess institutional performance, a
need exists to decide how and what proportion of resources will be tied to results. In
considering how institutions should be rewarded or penalized based on their performance,
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Burke and Minassians (2002a) have introduced a useful distinction between performance
funding and performance informed budgeting.

Performance funding ties public funding directly and tightly to the performance of tertiary
institutions on one or more predefined indicators. The tie is automatic and formula-based. If
a university achieves a set target on an indicator, it receives a specific amount of
performance funding. By contrast, performance informed budgeting allows policy makers and
administrators to consider institutional achievement on performance indicators as a guiding
factor in determining resource allocations. The link in performance informed budgeting is
loose and discretionary (Burke and Minassians 2002a).

Performance funding and performance informed budgeting each has strengths and
weaknesses. Performance funding offers a high degree of predictability and provides high
power incentives for institutions to perform. Funded institutions know precisely how their
performance will be evaluated and which aspects of their institution need to be strengthened
in order to obtain additional resources. Hence, performance funding allows long-time
planning and creates a stable environment in which institutions can improve. Performance
informed budgeting, on the other hand, provides weaker incentives to perform since
achieved results are only considered indirectly in the resource allocation process.

Box 13. Performance funding and performance budgeting in US states
In 2001 there was a total of 37 US states with either performance funding (19), performance
informed budgeting (27) or a mixture of the two models (9).

Performance funding has proven relatively easy to introduce but often difficult to implement and
maintain. Many states have experimented with performance funding, but in recent years the trend
has been towards performance informed budgeting, which has proven to be more flexible and
sustainable.

In many cases performance informed budgeting models began as performance funding initiatives.
Missouti, for example, introduced a performance funding system based on indicators. The funding
model turned out to be too costly and the State ultimately decided to use indicators merely as an
input to budgeting and the earmarking of funds.

Nine US states have chosen a dual system with elements of both performance funding and
performance budgeting, allowing the benefits of each approach to be combined.
Source: Burke (2002b)

The profiled strengths and weaknesses are reversed when considering system endurance.
Performance funding does not allow discretionary policy decisions to be made in light of
budget constraints or political necessities. With budget shortfall and high institutional
performance, the system may not endure as decision makers would not be in a position to
reward institutions according to the agreed formula. By contrast, performance informed
budgeting provides more flexibility to control aggregate spending and maintain the funding
system despite changes in economic or political circumstances. A loose tie between funding
and performance appropriately reflects that budgeting is inherently political, and legislators
are often reluctant to cede their budgetary discretion to a “rational” performance-based
budgeting system (Moynihan 2003).

The described funding types are not mutually exclusive. Designing a system with elements of
both performance funding and performance budgeting allows the tertiary education system
to achieve the benefits and counter some of the problems of each approach. In the United
Kingdom, for example, teaching and research are evaluated based on a fixed set of
indicators. Yet, the process of determining the scoring on each indicator — and in turn
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funding — is not entirely quantitative and mechanistic. Qualitative peer review processes
allow issues such as extra cost of providing for certain types of students and the quality of
research to be factored in when assigning resources to tertiary institutions (HEFCE 2003).

Tying government subsidies to indicators

There are generally three methods by which performance funding can be determined based
on predefined indicators. First, institutions can be awarded a predetermined amount of
tunding for each unit delivered. Examples of production units include enrollees and tertiary
graduates. Production unit allocations can be designed to compensate for differences in the
cost structure of tertiary programs. However, unit-cost mechanisms are rarely able to take
account of changes in the marginal cost that accompany fluctuations in enrollment (Brown
and Camber 2002). Second, funding can be tied to the degree an institution reaches agreed targets.
Full goal achievement triggers a predetermined ceiling amount whereas results below the
targets are rewarded with a fraction of this amount. Tying funding to target achievement rely
on a strong capacity at the level of the Ministry of Education to set ambitious, but realistic
targets. Finally, funding can be allocated according to infer-institutional benchmarking where
institutions are funded according to their relative scoring on selected indicators. On each
indicator, the institution that performs the best determines the target. A predetermined cap
amount is tied to the best achievement, and a fraction of this amount will be allocated to
institutions according to their relative goal attainment.

Per production unit and degree of target achievement performance allocations install strong
incentives for performance that are easy to communicate to internal stakeholders. However,
they presuppose reliable and timely baseline data. Funding tied to #nfer-institutional
benchmarking creates an element of competition between public institutions and introduces
flexibility into institutional funding systems. Nonetheless, benchmarking does not allow for
institution specific indicators and makes it less transparent for institutions what will trigger
additional resources.

Weighing indicators

Results can be ranked by assigning weights to indicators. This allows supervising authorities
to promote specific institutional objectives while placing less emphasis on others. Hence,
weights offer flexibility since they permit political priorities to be reflected in the allocation
of funding. Weights may also accommodate for changing priorities without opening
discussions on evaluation criteria.

While being politically attractive, weights risk undermining the importance of certain goals as
institutions focus their efforts on indicators with greater weights (Serban 1998). Moreover,
weights may disproportionately favor institutions that have already achieved high
performance on some indicators. Assigning equal, or almost equal, weights to all indicators is
likely to be less contentious, but may trigger frequent changes to the battery of indicators.

Levels of results-based funding

Allocating all resources on a performance basis may lead to significant variation in
institutional funding from one year to another. Budget instability is likely to work to the
detriment of improvement processes, as tertiary institutions would need to make dramatic
adjustments to fixed and variable cost structures in order to match the level of funding each
year. Adjustments imply the hiring of faculty and staff in years where performance is
positive, and massive layoffs in years when performance does not meet expectations. To
avoid such fluctuations, most countries limit performance funding to a predefined fraction
of public subsidies for tertiary education. This need not reduce incentives to perform, as the
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— in most cases — discretionary nature of results-based funding gives tertiary institutions an
incentive to pursue it (Brown and Gamber 2002).

Concern about budget stability often leads government to tie performance funding to
additional money, that is, funding that comes on top of the base budget tertiary institutions
would receive in any given year. As demonstrated by the aforementioned move to introduce
performance funding in Argentina, this approach is vulnerable to budget cuts, as alternative
funding programs are often the first to be suspended. Introducing results-based funding as a
fraction of institutional base budgets likely increases the impact on institutional performance
and reduces the system’s vulnerability to budget cuts. Nonetheless, performance driven cuts
to base budgets — as pointed out — may require painful adjustments to cost structures from
year to year. Also, this approach may be met with strong resistance in the design and
implementation phase, as more stakeholders stand to lose from low institutional
performance (Serban 1998).

5. IMPLEMENTATION

Implementing a performance-based funding system goes beyond technicalities. Even a
carefully tailored design may fail if it does not rest on some degree of support from key
stakeholders. Tertiary institutions are generally populated with well-articulated individuals,
some of which stand to lose from changes in funding structures. Hence, developing an
implementation strategy with explicit assumptions and contingency plans increases the
likelihood of success.

Three methods exist for initiating results-based funding: (a) legislation mandates the system
and specifies evaluation criteria; (b) legislation mandates the system and establishes the
framework for decision-makers and institutional management to agree on indicators and
reward mechanisms; and (c) supervisory authorities in collaboration with institutional
management voluntarily agree on and adopt a new results-based funding system (Burke and
Minassians 2002a).

Mandated systems provide clarity and commit policy makers to systemic changes. While
mandated systems institute a system on paper, they risk undermining program sustainability
if they are imposed from above and ignore the importance on consulting stakeholders. No
consultation generally means no consent and ownership at the decentralized level to results-

based funding.
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Box 14. UNAM’s failed move to raise tuition
A 10-month-long student strike during 1999 and 2000 over a move to increase tuition at Mexico’s
largest university, Universidad Nacional Autinoma de México (UNAM), illustrates the complexity of
implementing finance reforms.

In March 1999, the University’s governing council passed a general bylaw on payments, thereby
breaking a tradition of virtually no tuition for the institution’s student body of roughly 300,000. By
April, UNAM found itself paralyzed by a student strike, and some strikes in solidarity had spread
to other tertiary institutions in Mexico.

Students denounced the tuition effort as authoritarian and attacked the approval process as lacking
in transparency. Of particular controversy was the fact that the Council had met off campus for
the first time ever when making the decision. Of the 35 members not present at the meeting, 28
were student representatives. In the end, the university administration gave in to student demands
by making new tuition voluntary.

Although less contentious than cost recovery, the painful and lengthy confrontation at UNAM
illustrates a need to consider the political economy when tying funding to performance. Legitimate
decision-making implies a complex dynamic of university politics in which a broad range of
interests and academic perspectives are openly expressed and taken into account.

Sonrce: Levy et al. (1999) and Ordorika (2002)

Resistance can be expected from groups that stand to lose from reform. Notably, the success
of changes to the financing of higher education depends on the incentive system and the
way incentives are shared. Financing reforms are generally most successful when members
of the dominant, or powerful group are convinced that they will benefit and those who are
adversely affected are less influential (Varghese 2004).

Resistance may also arise from those that will be better off as a result of the reform. Perhaps
this group is not well informed, or dislikes change and uncertainties. Thus, information and
actions to demystifying suggested changes to institutional funding is important in the
preparatory phase. One strategy to build consensus is to offer financial compensation. When
groups that tend to lose from the reform receive some form of compensation, they might be
willing to give up their resistance. This strategy is often used in practice, but naturally lowers
the efficiency gains from the reform. Another approach to garner institutional support is to
introduce performance funding, at least for the first few years, as additional funding for
tertiary education.

Prior to nation-wide introduction, results-based funding models can often be improved
through small-scale experiments. Pilots and phased implementation create opportunities for
further refinement and adaptation of the mechanism and scaling up based on evidence and
lessons learned. Specialized training in data collection, reporting and analysis may be needed
in tertiary institutions and ministries prior to implementation. Also, management structures
may need to be updated to operate the system. Careful specification and a common
understanding of all elements of the system are key to success. Clearly defined
responsibilities make it apparent to everyone involved what, when, how and by whom
performance data will be collected and reported to supervisory authorities.
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6. CONCLUSION - OPTIONS FOR CHILE

The critical importance of tertiary education in a knowledge-based society suggests a need
for strengthening linkages between the funding of institutions and achieved results in
Chilean tertiary education. First, results-based funding would provide Chilean policymakers
with an opportunity to balance increased accountability with institutional improvement.
Second, funding by results may increase the efficiency and transparency of the market for
tertiary education in Chile. Finally, tying incentives to political priorities would serve as an
effective driver for addressing key sector issues.

The educational sector is no stranger to transparency and evaluation. Chile has a long
tradition of openness about learning outcomes and responsiveness to comparative evidence
from abroad. In tertiary education, a mechanism was recently established to fill information
gaps on the labor market outcomes of graduates. In addition, accreditation processes have
provided tertiary institutions with important diagnostic tools and a small fraction of direct
public support (AFD) is tied to performance. Hence, Chile is in a favorable position to take
the next step toward funding by results.

The current concentration of public subsidies and student loans in traditional universities
can be understood in historical terms. Yet, it is important to evolve the funding system
toward a system that relates public subsidies more closely with results. When considering
design options, Chile would be able to draw on a rich base of international experiences and
good practices in results-based funding.

One of the main prerequisites for funding by results is the existence of a system for
collecting and reporting performance information. Although universities and the Ministry of
Education collect some statistics, significant effort would need to go into building necessary
information structures with build-in verification procedures and safeguards. The proposed
law on accreditation would provide a clear mandate to commence this task.

A simple taximeter design does not suffice. Chile is faced with several sector issues that
concern more than efficiency and dropouts. Multifaceted sector issues require complex
responses, which should be mirrored by the incentive structure established by the funding
system. Multiple-criteria funding can be used to drive the implementation of reforms, e.g.
pertaining to equity and curricula reform.

Any funding methodology will need to recognize that there are major differences between
Chilean tertiary institutions in terms of size, offered degrees and cost structure. The
University of Chile, for example, has the responsibility for the National Seismology Center.
The financing of such a center should not be based on the educational performance of the
Department of Geology.

Given the heterogenic nature of Chilean tertiary education, a contract design may be most
effective and manageable. Performance contracts, with periodic adjustments, can be tailored
closely to institutional specifics and linked to sector priorities. However, contracts would
require capacity building in the Ministry of Education — beyond the current capacity in the
Higher Education Division — for analyzing data and effectively negotiating evaluation criteria
and targets.

Results-based funding may strike hard in institutions far from the frontier of knowledge.
Maintaining a competitive fund for tertiary education with rigorous review processes would
allow underperforming institutions to improve themselves by obtaining time-limited funding
for institutional restructuring.
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To build consensus for reform, performance funding could initially have an element of
additional funding for tertiary education. However, a lasting impact in the sector requires
that results-based funding be applied to a significant proportion of the base budget. Hence,
the success of performance funding in Chilean tertiary education is closely tied to a reform
of direct public support (AFD).

Adopting a model of performance funding — rather than performance informed budgeting —
would mark an important change in the funding for tertiary education in Chile. Tying
funding directly and tightly to performance provides transparency and predictability.
Reaching agreement beforehand on a fixed macro-budget would ensure stability in the
budget for tertiary education.

Changes in the funding of the traditional universities would likely meet resistance from both
political interests and students. Therefore, a pragmatic approach, building the case for
legislative action slowly and on the basis of results rather than more radical immediate
reforms, may be the only way to ensure a real impact in the university system.

Piloting agreed designs in a few tertiary institutions with reliable statistics would allow the
system to be refined and improved before being applied to the entire sector. Particularly, it
could be tested how best to encourage institutions to establish internal structures of
accountability. That way agreed performance criteria and targets would be visible and have
an impact below the level of top university management.
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= BK21 project

> Government funding project for
developing world class graduate
u schools and nurturing R&D Manpower

> Invest $1.2 B for 7 years ( '99-05)

Background
.

O Low output of research and development
e 16th in SCl-level publications in '98
(3.9% of USA's and 15.5% of Japan’s)
O Low competitiveness in higher education

e Less than 1/4 or 1/20 of annual educational expenditure
per student at major universities compared with world's
- leading universities

Q Deepening reliance of education & research
on foreign countries (Deficit : $ 700M)

O Need to strengthen creative education
system in K-12 schools
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= History

'98.4 ~'99.5:Basic planning, Public hearing

'99.6: 1st Announcement for the Project(2":'99.10)
'99.7 ~ 8: 1st Selection of teams(2"4:'99.10)

'00.6 ~ 8: 1st year Annual Review

'01.5: Built Comprehensive Management System
'01.6 ~ 8: 2"d year Annual Review

'02.4~ : Mid-term Review

'05: End of the first phase

'06.2: The Second phase of the BK21 Project start

0O0O0000O0OO0Od

= Purposes

U Developing world class graduate schools

and nurturing R&D manpower

e Nurture 1,300 doctorates in each year in natural
- sciences and engineering fields after 2005

e Promote supported sectors toward world top-10
graduate schools after 2005
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Purposes
|

0O Enhancing research capability through
supporting future R&D manpower financially

e Invest over 70% of total funding for graduate
students and post-doctorates, contracting
- researchers to exert their efforts solely on
research and study

» Leap into world top-10 nation in SCI-level
publications after 2005(17t% in 1998 - 14t in 2001)

= Purposes

a Nurturing specialized regional universities
and strengthening industry-university
ties

- e Establishment of independent system through
raising matching-fund from industry and local

government and support for merchandizing

research outputs

 Collaborative operation of curricula and
projects to nurture human resources relevant
to industry
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= Purposes

O Reforming university system to nurture
creative human resources

- » Diversifying admission system, widening
enrolment units, etc.
e Building central management system of
research funding, universalizing professor
performance review system

= Funding Principles

a More funding for advanced applied fields

a University reform as a prerequisite to
funding

- Q “Selection and concentration”

a Over 50% of investment to graduate
students

Q Strengthen Industry-university ties
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= Sub projects

O Develop world-class graduate schools

e Science and Technology($70M/Year)
: Develop world-class R&D manpower and
- research capability in basic sciences and
strategic fields

e Humanities and Social
Science($7.7M/Year)

: Develop high-qualified researchers in
strategic humanities and social science fields
for advanced society

= Sub projects

U Infra-structure for developing
graduate school

($38M/Year, $266M/7 Year)

- U Developing Leading Regional
Universities
($38M/Year, $266M/7 Year)
* Develop manpower to meet the need of
regional industries cooperating with local
governments
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= Sub projects

a Enhance Research Capability of Graduate
Schools ($127M, 5 Year)

e Professional Graduate schools($8.5M/Year)

: Develop human resources in the fields
- related to high-value-added industries
(Design, Oriental medicine, Film, etc.)
e Small Research Groups($30M/Year)

: Nurture researchers in all fields to develop
research capability (Arts, Medical science,
Humanities, etc.)

Selected Research
“ Teams

Q Science and Technology
e 26 Primary Project Teams (11 Universities)
(22 Secondary Project Teams associated with
PPT)
0O Humanities and Social Sciences
- e 18 PPT (11 Universities) (2 SPT)
O Leading Regional Universities
e 13 PPT and 29 SPT (38 Universities)
0 Professional Graduate Schools
e 11 Professional Graduate Schools
(11Universities)
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= Operation System

Ministry of Education Korea Research
& HRD Foundation
\ Support and Mgn.

Committee for BK21

- Bureau for Univ.

Policy

Review Panel for
Project Sectors

Academic & Research Management and
Affairs Division Support Team for BK21

_
o Committee on O Review Panels
Support and
Management
e Vice ministerial * Under CSMBK21
- advisory committee
e Deliberate major e Annual and mid-term
Issues evaluation
e Composed of 11
members, ) « 85 members in 5
representing academic
society, industry, groups
press,” etc.
_
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Main Performances

O The Creation of research centered
environments in universities

O Higher Research outputs

e The number of SCI-level publications of
professors participating in the BK21 rose
from 2.67 per professor in the first year to
4.25 per professor in the fifth year

The participants of Bk21 project accounted
for 42 % of all SCl-level publication(7,470
out of 17,785)

Main Performances

a Empirical Research by Prof. Young Lee

e Among the various government financed
projects, Bk21 was the most important factor
for the improvement in research performances
(coefficient = 0.009)
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= Main performances

O Nurture high-qualified R&D manpower

Over the last 5years('99-2003)

-  Financial support to 56,681 graduate
students in their masters and doctorate
programs
e Support to 5,511 Researchers or Post
doctoral students

= Main performances

a Number of students & researchers supported
by BK21 project

1999 2000 2001 2002 2003 Total

MA. PH.D | g 414 | 12083 | 11,403 | 11,808 | 13173 | 56,681
candidates
Researchers | 47,4 1,136 1,218 11,277 1,406 5,511
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Main performances

O International Patents

» 288 publications before BK21 - 624
publications in 2001

- » 1.1 publications per participating professor
before BK21

- 2.3 publications in 2001

= Main performances

0O Upgrade in educational and research
through international exchange and
collaboration

- » Equipping with global mindsets through
supporting short-term (12,751) and long-term
(510) overseas training for graduate students
for three years
« Inviting 431 distinguished foreign scholars and

implanting state-of-the-art research and
education
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= Future Task

aQ To simplify the goals

e The multiple goals(university admission reform,
- University Education Reform, Nurture Highly
Skilled Human Resources, Cultivate Research
universities etc.) and funding to the diverse
fields(science and technology, humanities and
social sciences, regional universities) have led
to the reduced efficiency of the project

= Future Tasks

Q To concentrate on the nurturing graduate
schools and supporting research for the
Post Bk21 Project

* The post Bk21 projects will be implemented

next year and rather than maintain the same
- goals as the BK21 project, it is necessary to

come up with frame work to cultivate research
centered universities and to increase research
capacities

e The cultivation of Regional universities will be
implement under the newly established NURI
project.
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= Future Tasks

0O To improve research environments

e Increasing research motivations for professors
- e Improving the use of researches within
universities
e Raising the management system efficiency for
research funding
e Securing research funding through industry-
university ties

= Future Tasks

0 To Strengthen the autonomy and
accountability of project participants
» Flexible management is needed
- e Autonomy in the utilization of overseas advisory
body is required
e The role of the government should be limited to
building the overall framework of the system

13



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 8: Brain Korea 21 project —Hyunsook Yu

= Future tasks

Q It is necessary to avoid uniform
application of regulations towards
participants, especially since humanities

- and social sciences are different from

science and technology.

= Future tasks

O To have fair selection and evaluation
based on performance

e Putting more weight on the performances
rather than the implementation of reform

- measures

e Evaluation indicators should be continually
developed

» Establishing peer group review

14
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Future tasks

QO To increase the Transparency and
efficiency in budget management

» A central management system for university
funding has to be implemented

* Reducing administration costs

Future Tasks

QO A steady Exit

« After the government budgetary support is
complemented, universities should be able to
develop and grow on its own.

« Patents imports or corporate contributions,
profit from founding new enterprises are
evaluated as not being viable.

15
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= Future Tasks

e It is necessary to implement measures to
annually heighten the encouragement of
industry-university ties, a requisite for self-
supportive research environment after the

- termination of government support

e Measured should be examined so that
universities and participants are financially
equipped after the termination of government
support

= [hank you

Korean Educational Development Institute
http://www.kedi.re.kr

vhs@kedi.re.kr

16
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i
1 NURI Project

- Government-financed Project for
Strengthening the Innovation Capacity of Universities
located outside Seoul, Incheon and Kyunggi-do

(2004-2008)

e

A. Why NURI?

Urgent Need to Enhance the Competitiveness of Universities
for National and Regional Development

- Low Contribution of Univ. Educ. to Econ. Development:
59/60(IMD, 2004)
- Public Expenditure to H.E.: 0.49% of GDP (1/2 of OECD ave.)

Need for Capacity Building of Univ. in Regions outside
Seoul, Incheon, and Kyunggi-do

- Newly Emerging National Policy Agenda

- Concentration to Seoul Metropolitan Area and its Vicinities
- Reluctance to Attend Univ. in other Regions than Seoul Area
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o
B. Purposes of NURI
To Specialize Univ. PGMs and Improve Univ. Competitiveness
- Developing Univ. Programs by Specialty Area
closely linked to Regional Economy

- Improving Educ. Condition
(Faculty Secure Rate 61.2% in 2004 - 80% in 2008)

To Promote Regional Development through Training High Quality

Manpower

- Increasing Employability of Students by Providing Various
Effective Programs reflecting Labor Market Needs

- Increasing Employment Rate (58.1% in 2004 — 70% in 2008)
and Improving Quality of Employment

To Prepare Infra for Regional Innovation System
- Building RIS which consists of Univ., Local Gov't, Research
Institutes, Enterprises, etc.

o

: High Quality

I

1
' Innovation | |
! of " 1 _HRD/ =
: Regional | 1 R&D Capacity |
y Industry 1 Building 1
e e m 1 !_ In Region 1|
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i)
=

C. Implementation Strategies of NURI Project

Planning & Implementing the Project in Region-led, Decentralized,
Bottom-up Manner

- Project Team consisting of Various Stakeholders in Region

- Review of Project Plan by ‘Regional Innovation Council’

Pursuing Balanced Regional Development and Support
on the basis of ‘Selection and Concentration’ Principle together

Distributing Fund in Lump-sum Base and
Maintaining the Stability of Financial Support (5 years)

Managing the Project through Performance-based Mgt. System
- Evaluating Key Performance Indicators set by Project Team

" TS s ot o e (115 |
7

&

D. NURI Funding Plan (2004-2008)

(unit; billion won)

Year 2004 | 2005 | 2006 | 2007 | 2008 | Total

Amount 220 240 240 300 400 | 1400
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o
E. Types of Project
(unit: billion won)
Funding Composition
Type Objectives Range po: Conditions
- Ratio
per Project
. . Participation of
Large- | for Developing Local Govt and
chle Strategic IndEst?ies 35 50% Industry
in Redion (20% Matching Fund
9 by Local Gov't)
HRD in Areas like Participation of
Medium- Engineering, 1-3 30% Local Gov't or Industry
Scale Natural and Social 0 (5% Matching Fund
Sciences for by Local Gov't)
Small- Economic Participation of
Development in less than 1 20% one or more
Scale . L
Region institutes
9
=
F. Project Team
Center Univ.: 4-year Univ.
Cooperating Univ. and Coll.: 4-yr Univ. and
2-yr Junior Colleges
Cooperating Institutes: Local Gov't, Firms, Research Inst.,
Local Office of Educations and Labor,
NGOs, etc.
10
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G. Evaluation & Selection Process
4 B
o

Regional |
Cou

11

i
H. Evaluation Factors
0 Common Factors

Educational Conditions
Results of Proposal Review by ‘Regional Innovation Council’

1 Project Factors

Purposes of Project
- Necessity of HRD in Project Area
- Previous Efforts of Univ. to Specialize Project Area

Project Team

- Appropriateness of Project Team Organization
- Capability of Project Team

- Suitability of Mgt. System of the Project Team

12
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1 Contents of Project
Creativity of Project
Consistency of Detailed Plans
Excellency in Educ. Plans of Participating Univ. & Colleges
Specialization Strategies of Participating Univ. & Colleges
Exchange & Cooperation among Participating Institutions

Appropriateness of Budget Plan

13

" g
[ Project Performance

Effectiveness expected from Reinforcing Innovation Capability
of Participating Univ. & Colleges

- Expectation towards Long-term Development of Univ.

- Expectation towards Increasing Competitiveness of Univ.

- Expectation towards Regional Development

Appropriateness of Performance Indicators
- Validity of KPI
- Feasibility of KPI

14
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&

A. Principles of NURI Funding

Promoting Balanced Regional Development
- Allocate Fund based on Equity among Regions

Efficient Distribution of Fund within Region
- Apply 'Selection and Concentration' Approach to
Competitive Areas

Enhancing Performance through Lump-sum based Funding
and Stable Financial Support
- Provide Project Budget for 5 years

_

&

B. Process of NURI Funding
1) First, Distribute NURI Fund to each Region
on the basis of Allocation Standards
designed to reflect Characteristics of the Region,
and

2) Select Project Teams and Support them within Region

* Region: 13 Metropolitan & Provincial Areas
outside Seoul,Incheon, and Kyunggi-do
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C. Allocation Standards of NURI Fund to each Region

1 Principles

Allocate NURI Fund on the bases of the Distribution of
Beneficiaries in each Region

Consider Equity among Regions

- Give more Weight to Less-developed Regions

17

<
O Allocation Standards

Basic Allocation: 5% (Total Amount of Fund x 0.05)/13

Allocation by Proportional Ratio

- Number of Students in Univ. and Colleges: 40%
- Population: 20%

- Univ. Indicator: 20%

Allocation by Equity Indicator: 15%

* Univ. Indicator: Weighted Number of Univ. & Colleges, reflecting
Educational Conditions

* Equity Indicator: Calculated by applying change rate of youth population,

number of 500 big enterprises, R&D budget ratio,
financial independency of local Gov't, etc.

18
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i)
-

D. Allocation Standards within Region

1 Divide 50% of the Fund allocated to Region to Large-scale
Project, 30% to Medium-scale and 20% to Small-scale.

1 Allocate Fund to Project Teams which rank the 1st
at each Category (from Large to Medium and to Small)
- Providing as much Budget as requested

1 Allocate the rest of Fund to Project Teams which rank the 2nd
and the 3@ and ...

O Summing Up the rest of Fund and Allocate to Project Teams
which rank next at each Category

[ By using 'Fund for Adjustment’, Provide Project Team selected
last with Budget needed to Implement the Project

19

ol
A. Selection Results
Total Large Medium | Small
# of Project Team 112 25 25 62
Selection Ratio(%) 25.0% 51.0% 18.2% 23.1%
Funding Amount per 2135 103.2 60.4 49.9
year(bil. won) (48.3%) | (28.3%) | (23.4%)
Average Fund per Project| ) go53 | 41281 | 2,414.3 | 804.8
Team
Univ./Coll. 113 79 55 66

Other Cooperating

Lt 1,000 388 290 322
Institutions

20
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i

W
B. Project Team and Financial Support by Region
(unit: million won)
Region # ofr:;?i]ed ';lg?ot: Project Team in Regional Strategic Industry Area
Busan 12 25,213 Harbor Distribution Industry, Film IT
Taegu/ 21 41192 Electronic Information App!iance(B), New Materials
Kyungbuk ’ Components, Culture/Tourism
Kwangju/ 16 32393 Optical Electronics Industw,'lnformat'ion Hpme Appliance,
Jeonnam ! Car/Component, New Materials Ship Building
Taejeon 6 13,723 Information Communication
Woolsan 4 6,480 Car
Kangwon 9 15,618 Bio, Medical Appliance, New Materials
Chungbuk 10 15,265 Bio, Semiconductor
Chungnam 10 21,453 Electronic Information Appliance, Car/Component
Jeonbuk 10 17,339 Car/Machinery, Culture/Tourism
Kyungnam 9 17,180 Knowledge-based Machinery, Robot
Cheju 5 7,646 Environment Agriculture
Total 112 213,500 25 Project Teams 21

1 Matching Fund
(unit: billion won)

Gov't Budget 213.5

Matching Fund 63.1 (100.0%)
Local Gov't 18.2 (28.9%)
Industry 16.4 (26.0%)
University 28.5 (45.1%)

Total 276.6

22

11
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7

&

0 New Way of Gov't Financial Support to Higher Education

Past: Financial Support mainly to H.E.l.s

NURI: Financial Support to Programs

- Program-based Funding

Z

&

[ Evaluation of the First year of NURI Project
Tool early to evaluate the Effectiveness of the Project

Positive Aspects

- Positioning Univ. as a Center for Regional Development

- Pursuing Balanced Improvement of Univ. Education
across country

Further Considerations
- Maintaining Consistency in Monitoring & Evaluation of
Project Team

12
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Presentation 10:

Performance-Based Funding in
Higher Education

Presentation by Arthur M. Hauptman

Financing Reforms for Tertiary Education in the
Knowledge Economy

Seoul, Korea
6-8 April 2005

Perfor mance-based funding represents
one of the principal innovationsin higher
education financing in recent decades

» Higher education institutions and systems in most
countries are funded through traditional methodologies
that focus on input or student measures in the form of:

— negotiated budgets, or
— formulas based on:
« staff levels or other inputs, or
* the number of students enrolled multiplied by costs per student

» By funding outputs or outcomes rather than inputs or
students, performance funding represents areal break
from traditional funding approaches
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The characteristics of performance funding
mechanisms which differentiate them from
other financing mechanismsinclude:
 rewarding institutions for actual not promised

performance

* linking funding to the quantity of outputs or the
guality of outcomes rather than inputs

 using performance indicators that reflect public
policy objectives rather than institutional needs

 designing incentives for institutional
improvement, not just maintaining status quo

The advantages of Performance-Based
Funding relative to other more traditional
financing mechanisms include:

» Tendsto be more transparent than many other
financing mechanismsif performance indicators
are publicly developed and readily available

» Allowsfor greater linkage between funding and
public policy objectives
» Encourages greater accountability in the

expenditure of public funds by linking resultsto
funding levels
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The disadvantages of Performance-
Based Funding relative to other
financing mechanisms include:

» Tendsto be moreinflexiblein its application

» Can lead to greater year-to-year variation in
funding if performance results vary

» May discourage institutional diversity if many
insts collectively pursue similar incentives

» Often linked to reduced institutional autonomy

in the expenditure of public and private funds
relative to other financing methods

The conditions for success of
performance-based funding include:

* [nstitutions must have sufficient
management capacity and autonomy to
respond to the incentives and mandates
included in performance-based funding

» There must be performance indicators that
can be reliably tracked and calculated

» Adequate quality assurance mechanisms
must be in place

o Careful planning should be undertaken to
avoid or reduce unforeseen consequences




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowiedge Economy

Presentation 10: Perfor mance-Based Funding — Art Hauptman

| ssues in Designing Performance-
Based Funding systemsinclude:

» What proportion of public funds should be
based on outputs or outcomes rather than
more traditional measures such as numbers of
staff or students, or costs per student?

* How many and which measures should be
used to allocate performance-based funding?

 Should poor performing institutions be
punished or encouraged to do better?

Threetypes of financing approaches might
be consider ed performance-based funding:

» Performance set asides - aportion of public funding
for higher education is set aside to pay on the basis of
various performance measures

» Performance contracts - governments enter into
regulatory agreements with institutions to set mutual
performance-based objectives

» Paymentsfor results - output or outcome measures
are used to determine all or a portion of funding
formula, or insts are paid for the number of students
they graduate in certain fields of study or with
specific skills
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|. Perfor mance Contracts -

Characteristics

 Performance contracts typically are regulatory
agreements more than legally binding documents

— Performance-based evaluation criteria are negotiated
between govts and institutions

— The agreements may be with entire systems of institutions or
individual institutions
* A portion of overall funding may be based on whether
Institutions meet the requirements in the contracts

— The agreements can be prospectively funded or reviewed
and acted upon retrospectively

» The contracts are more often punitive than incentives
— failure to meet goals may result in reduced funding

Examples of Performance Contracts

—France -
* since 1989 has devoted 1/3 to 1/2 of recurrent
budget to 4 year performance contracts
—Finland -
» has contracts that set out general goals for
system as well as specific goals for inst
—Colorado (U.S)) -

* setting up performance contracts that would
penalize institutions that don’t meet standards
as part of broader reform effort that includes
demand-side vouchers and fee for services
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|1. Performance Set Asides -
Characteristics

» A portion of funding for recurrent expensesis set
aside to be allocated on the basis of a number of
performance measures

— % set aside varies from less than 5% to in some
cases nearly 100 percent of recurrent funding

— number of indicators varies from single to
multiple (as much as twelve or more)

» Performance measures are typically decided
through negotiations between govt and insts

» Allocation of fundsis not done on aformulabasis

Examples of Countriesthat Use
Performance Set Asides

* Morethan adozen statesin the U.S. have used
performance set asides over the past decade

— Tennessee - 6 % of funds set aside based on multiple
criteria - four standards and ten indicators - each given a
certain weights - insts compete against their own record,

— South Carolina set aside most of its recurrent budget to
performance funding - funding decisions were based on a
large number of performance criteria

» South Africa sets aside most of its core budget for
teaching, research, and other services based on
multiple performance measures

— Performance funding supplemented by a competitive fund
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I11. Paymentsfor Results-
Characteristics

» Two waysin which countries pay for results

— 1) use some set of performance measures to
calculate institutional eligibility for al or part of
their formula funding of recurrent expenses

— 2) when governments or private entities agree to pay
institutions for each student enrolled or degree
recipient in certain fields of study or with specific
skills

Countriesthat Pay for Results - Examples

1) Build Performanceinto Their Funding Formulas
— England - recurrent expenses formulais paid on the basis of
the number of students who complete each year of study

— Denmark - taximeter model in which 30% to 50% of
recurrent funds paid for each student who passes exams

— Netherlands - Half of recurrent funding based on number of
degrees awarded

» 2) Payment for Services

— Colorado (U.S)) is about to establish afee for service for
postbaccalaureate study to complement demand-side
vouchers

— Many community collegesin U.S. contract with private firms
to train employees
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Comparing Different Performance-
Based Approaches

* Performance Contracts
— Most regulatory performance-based approach
— Difficult to enforce or to use for incentives
* Performance Set Asides
— sets up acompetition for funds among insts
— what % to set aside for performance is an important
decision
— have to be careful not to use too many indicators
« Paymentsfor Results
— most market-based performance approach

— haveto be careful not to create incentives that would
reduce quality

Concluding Remarks

» Various kinds of performance-based funding
mechanisms have the potential to be an effective
financing tool in a number of countries, although so
far relatively few countries have adopted this kind
of approach

» Limited experience with performance-based
funding thus far suggests program design issues are
important in ensuring successful implementation

» Deciding which kind of performance-based funding
to use may be the most important decision that will
determine success
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Discussion 4:
Discussion on Financing Higher Education

: Allocation Mechanism

Myung-soo Kim
Korea National University of Education

There is close correlation between securing enough educational finance to
support educational activities and efficiency of educational finance which deals
with quality of education. Although total amount of educational finance has
increased steadily, the fund shortage is not solved since education opportunity
expanded rapidly. Compare to developed countries, social educational expenses
per one student is pretty low in Korea. Huge parts of educational expenses
are relying upon students’ tuition. Therefore, we have difficulties and
limitations securing educational finance. Low level of public educational
finance increases portion of labor cost, which is inflexible, but decreases
operating expenses and facility expenses. These given situations are very
hard to pursuit the efficiency of operating educational finance directly related to
the quality of education.

Inadequate investment of educational finance was not a big problem during the
period of development based on quantity rather than quality of

education. Quality of education was not a social issue at that time. However,
knowledge-based society in 21st century, role of higher education is
indispensable to secure human resources able to produce high value

added. Role accomplishment of higher education is possible through securing
and investing educational finance for raising quality level not quantity level of
education. International statistics shows low quality level of Korean
universities. The result points out lack of effort securing financial resources
for good educational qualities. Despite efforts to secure educational finance,
small amount of investment is the problem. The other problem is poor
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university foundation forms too small sized economy to raise quality of higher
education.

Investment into right category to increase the efficiency of financial operation
with limited financial resources must be considered as another key point. Itis
true that majors, lined up like a goods in department store, against market
theory and shortage of professors made Korean universities struggle to survive
without any competitiveness. Fulfilling social demands for higher education
was imminent to government, but same time government was not free from
universities’ claim of enforcing financial allocation policy focused on
maintaining the present status and focused on balanced development. Also,
majority of universities chose financial allocation focused on balanced
development among majors rather than investing specific major with
competitiveness. Above two situations prevented Korean universities from
becoming competitive.

Undoubtedly, there are some great outcomes of government’s effort to foster
universities with global standard. These achievements are accomplished by
reinforce competition between majors and also universities through financial
support by BK 21 project in 1999 and NURI project in 2004. But small amount
of financial investment to cover nationwide universities is still the

problem. For example, during IMF crisis more than 6 trillion was used to save
Hana bank. Compare to that 1.4 trillion was invested during 7 years for BK 21
project. This number is not enough to foster universities with global
competitiveness.

Plenty of budgets make allocation effective regardless of endless desire and
insufficient process and standard. Shortage of budgets makes intense
competition, and strict process and standard are needed to allocate

budgets. However, it has a trend to allocate financial resources to large
number not concentrating to few, for that reason, maybe allocated financial
resources are not enough to achieve expected result - global
competitiveness. Allocate financial resources to few outstanding schools or
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majors to equip them with global competitiveness and set them as a role model
for others could be better way to build international

competitiveness. Therefore, allocating deficit financial resources should occur
by certain standard oriented by predictable outcome of past, present and future.
Four earlier speeches for today are meaningful as they mentioned allocation
mechanism by product. Actually, our projects to develop high quality human
resources, such as BK 21 project and NURI project, seem to be on the same
line with competitive funding and performance-based funding. Financial
support based upon single present performance or present performance plus
expectation for future will be the only difference. Important thing is no matter
how execute the financial support, it must be future aimed and promoting
reform of higher education to equip international competitiveness. To attain
this allocate, less resources to more receiver is not the best answer. Allocate
more resources to few outstanding groups should be considered and examined
thoroughly
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Panel presentation 1:

A Strategic Plan for Higher
Education In Bangladesh

The distinguished members of the Strategic Planing Committee
(SPC) and Convener of expert groups and representatives of
the World Bank, my colleagues in the Ministry of Education,,
ladies and gentleman, Asalamu Alaikum and good afternoon.

As you know the Government of Bangladesh has decided to
formulate a 10 year (2005-2015) strategic plan with the help
and support of the World Bank. You have been entrusted with
the responsibility of formulating the strategic plan for higher
education in Bangladesh.
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Higher Education Scenario

e From 6 in 1971 today total number of universities
increased to 79. There are 26 public and 53 private
universities now.

* More than 700 thousand students are studying in the
tertiary sector.
— 32 percent of them are women.
— More than 500 thousand students are studying at the degree
colleges under national universities.
— More than 400 thousand students are studying in different
courses at the Bangladesh Open University.

Higher Education Scenario (Cont.)

e There are several levels for provision of degrees
— Degrees from public universities

Degrees from degree colleges under national university

Degrees from private universities

Degree,diploma and certificates from Bangladesh Open
University

Degrees from Madrashas
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Higher Education Scenario con,

* Many changes are taking place in the higher education
sector recently

— Number of private universities increased from 16 to 53 within last
3to 4 years.

— New and revised Private University Act is also awaiting
parliament endorsement.

— A number of new science and technology universities were
established since 2000.

— All 4 institutes of technology (BITs) were transformed into
universities

— Recently Government is converting two of its large colleges as
degree providing universities.

— Three more totally new public universities will begin their
academic work within a couple of years.

Issues Confronted By The Universities

*Public Universities:

sLack of sufficient allocation for their comprehensive and
sustained development;

sthe deterioration of standard and quality in higher education;
*lack of proper scientific laboratories and library facilities;
*lack of higher educational research and teachers’ training;
*session jam and student unrest in the campus; and

slack of need based, updated and appropriate course content.
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Problems Confronted By The Universities

(Cont.)

*Private Universities:

sLack of sufficient physical and academic facilities for the
students;

=Lack of library, laboratory and other teaching tools;
=Exhorbitant tuition fees and other charges;
=Serves the purpose of mainly richer class of students;

sLack of proper academic planning and financial
management; and

=Shortage of full time quality trained teachers.

Issues

» There are some deeper issues in higher
education

— Quality of education is a big concern, more so in
some new private universities and degree colleges
under national universities.

— Absence of nation wide accreditation system
— Poor quality or lack of research
— Poor quality of class room teaching

— Poor quality of English leads to lack of access to modern
resources

— Outdated reference support
— Governance in public universities and higher
education colleges.
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ISSues con

— Recruitment, retention and offer of adequate _
professional development opportunities to academic
staff.

— Low allocation of funds
— Most funds are allocated for salaries
— Less funds for equipment and research
— Lack of funds for modern computer, books and journals
— Over dependency of the universities upon Government funds.
— Absence of national strategy for research and
understanding of university’s place in undertaking
research and implementation.

— Co-ordination between public and private sectors.

— Response to the labor market needs especially for
most of the public universities and colleges.

— Political and partisan influence on university
education

Need for a Strategic Plan

* There is an urgent need for leaders,
managers, innovators, and technical
experts in every sector.

 Increased enrollments at the primary and
secondary levels will put pressure on the
tertiary system.

* The importance of developing a quality
tertiary system to ensure sustainable
economic growth and the country’s
competativeness in the global economy.
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Need for A Strategic Plan

* The strategic planning exercise should suggest the
options for resolving some of the current policy
concerns:

— The governance and management of the sector, may
look into the current legal framework, if necessary.

— Strengthening the quality and relevance of provision
across the board.

— The role of university research in meeting the nation’s
economic and social development needs.

— Encouraging incomes for institutions from non-public
sources.

— Mechanisms for promoting and strengthening the
effectiveness and efficiency of the system.

Participation In The Planning
Exercise
* The strategic planning exercise will be

undertaken with extensive consultation
with all relevant stakeholders.

 The exercise should be free from all
narrow political influences.
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Setting Up A National Structure For
The Planning Process

Establishment of a three member ministerial steering
committee.

Establishment of a strategic planning committee (SPC).
Establishment of six expert groups.

Establishment of a three—person fulltime secretariat at
the UGC

Establishment of an international advisory group (IAG)

Terms of Reference For The Expert
Groups

e Group A. Vision, Size and Shape Group, which will
discuss the role of higher education, growth scenarios
for the future and the respective roles in that growth of
public and private universities and the colleges.

* Group B. Quality Group, which will develop long term
strategies for ensuring a culture of quality enhancement
at all levels, (building on the parallel work during 2005 to
legislate for and establish a National Accreditation
Council).

e Group C. Governance and Management Group, which
will review current legislation, including that relating to
private universities, and the way the sector is governed
and managed — at national and institutional levels.
Topics would include autonomy and accountability and
the scale of regulation and reporting.




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Panel presentation 1: A Strategic plan for higher education in Bangladesh

Terms Of Reference For The Expert

Groups (Cont.)
* Group D: Future Funding Group, which will take
the growth scenarios from Group A and explore ways in
which the public sector part of that growth could be
financed. Options to be reviewed will include the
principle of shared costs, tuition fees, incentives for
income generation and scholarships or loans for needy
students.
* Group E: University Research Group, which will
explore the objectives of university research and the
strategies required to upgrade the research capacity of
the sector, including strengthening international
partnerships and linkage schemes.
e Group F: ICT in Higher Education Group, which
will develop a strategy for closing the digital divide with
developed countries and strengthening the capacity of
institutions to regain access to the knowledge and
resources in global academic networks.

Development of The Strategic Plan

» The expert group for vision, size and shape will identify
strategic options and draft a report which will then be
sent to a wide range of stakeholders throughout the
country for consultation and comment. The report will
be reviewed by the IAG and will be submitted to SPC for
their endorsement.

» Other 5 expert groups will prepare reports in their
specific areas and submit to SPC for their review.

» The final strategic plan will be prepared by the SPC with
the support of secretariat incorporating the input from
the expert groups, comments and input provided by the
ministry and the steering committee, and results of
public consultation.
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Output

* OQOutputs during the development of strategic plan: six
reports to be prepared by the expert groups in the areas
of: (A) vision, size and shape; (B) quality; (C)
governance and management; (D) future funding; (E)
university research; and (F) ICT in higher education.

* Interim output: a draft strategic plan for higher
education which will provide the basis for extensive
national consultation prior to finalization.

» Final output: final ten-year strategic plan for higher
education in Bangladesh.

* Dissemination of strategic plan:

— MOE will publish and launch the final strategic plan for higher
education in Bangladesh at a national workshop.

Time Frame

» March 2005:strategic planning committee (SPC)
members and expert groups are appointed by the
Minister

» April 2005:SPC meets and agrees expert groups’ TORs
at the initial planning meeting

» April 2005: Expert groups start work

» July- August 2005: Group A reports and its report is sent
out for public consultation

» August-September 2005: SPC endorses group A report
in the light of consultation
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Time Frame (cont)

* August-September 2005 : other groups (B-F) report to
SPC

» September-October 2005: Secretariat integrates and
edits all the expert group reports into a draft strategic
plan

* November 2005: SPC reviews the final draft and sends it
to the Minister and the steering committee.

» December 2005: Secretariat amends the plan and sends
it out for national consultation

e January 2006: Secretariat produces the final version
after consultation

* MOE publishes and launches the final version.

Mission of the Strategic Planning

+ Vision, mission, objectives and targets of the strategic
plan in our socio-cultural perspectives.

» Standard quality and excellence in higher education.

» Consolidation and strengthening of existing universities.

» Emphasis on science and technology education with
special reference to English, computer science, business
studies, textile engineering and teachers training.

« Rationalization of enroliment among various disciplines.

» Provision of sufficient laboratory equipment, books and
journals and other necessary teaching tools.

10
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Mission of the Strategic Planning

» Enforcing accountability and transparency in financial,
administrative academic management of the universities.

» Further strengthening of the UGC for efficient and
effective supervision, coordination and management of
the university affairs.

» Formulation and updating of proper, appropriate and
need based course content.

» Formation of accreditation council for continuous
monitoring and evaluation of performance of the
universities with special reference to private universities.

* Linkages with the foreign universities and higher
educational research institutes.

11
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Panel Presentation 2:

Financing Higher Education
in the Public Universities of Bangladesh:

The Present Scenario

Mahfuzul Huq
Member

University Grants Commission of Bangladesh

A. Introduction: Existing State of Higher Education

In Bangladesh there was a time when higher education used to be considered a luxury in a
society of mass illiteracy. However, towards the turn of the last century the need for highly
skilled manpower started to be acutely felt in every sphere of the society for self-sustained
development and poverty alleviation. Highly trained manpower not only contributes towards
human resource development of a society through supplying teachers, instructors,
researchers and scholars in the feeder institutions like schools, colleges, technical institutes
and universities, they are also instrumental in bringing about technological revolution in the
field of agriculture, industry, business and commerce, medicine, engineering, transport and
communication etc. in policy making, bureaucracy diplomacy and foreign affairs, in research,
politics, economics, invention and discovery, in promoting civilization, culture, heritage,
literature and world civilization and last but not the least, the creation of civil society.

Higher education in the public sector is a legacy of the British education system in teaching
students’ evaluation as well as in financing. At present these are 79 universities in
Bangladesh of which 53 are private and 26 (including 3 under construction) are public
universities. Of the public universities ten are general universities, five are engineering, three
agricultural, five science and technology, one is university of arts and culture, one affiliating
and one offering education only on distance mode. The number of students in the public
universities is around 92000 excluding those in the affiliating National University and Open
University offering distance mode. The number of students in the latter two were 800000 and
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437500 respectively in the year 2004-2005. Thus, at the moment above 1.3 million of
population receive higher education in Bangladesh. About 74.8 percent of the students in
public universities were male and 25.2 percent were female students in the same year. The
percentages of male-female students were 75.7% and 24.3% respectively in the year 2001.
Thus there has been a slight rise in the enrolment of female students in the recent years. In
the national university number of male and female students were 495000 and 165000, the
male-female ratio being 75:25 in the year 2002. It is estimated that only 3% of the population

are highly educated in the country at any point of time.

Higher education facilities of the public universities are spread over the entire country, so that
students of different regions can receive higher education without going very far from their
familiar environment at home. Thus, there is at least one public university in all the
administrative divisions of the country. Besides, under the National University there are more
than 1400 affiliated public and private colleges, spread all over the country offering Degree
(pass) Programs. Of these affiliated colleges 150 offer Degree (Hon's), 74 offer Honours and
Masters programs both and 63 offer legal education.

B. Financing Higher Education: Sources of Finance

The private universities’ financial issues are outside the purview of the present paper for,
these are financed by the Board of Trustees of the respective universities. The Boards in turn
derive their finances out of the tuition and other fees realised from their enrollees. Although
the Trustess are not supposed to, yet they earn a huge profit over costs in running the private
universities through charging exorbitant tuition fees and other charges which are often
comparable to those in the universities of affluent countries. Naturally, only a handful of
fortunate students from high-income families can afford to avail the facilities of higher

education in these institutions.

However, qualitatively speaking, public universities mainly bear the torch of higher education
and research in Bangladesh. Smooth operation of these institutions to a large extent depends
on adequate and timely financing of these. Of the 26 public universities the National University
is financially independent of the Government and very solvent. It derives its entire fund from
students’ registration and examination entry fees. The Open University of Bangladesh can
cover about 30% of its revenue expenses from the fees collected from its enrollees and the
rest is financed by the Government through the University Grants Commission of Bangladesh.
The other public universities meet their financial needs in the following ways:
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Students Tuition Fees and other fees:

The public universities cater the educational needs of the thousands of meritorious
students at a nominal cost of Tk. 12 (about 20 U. S. cents) per month which has
remained static for about the last 75 years. Thus, it goes without saying that this sum
does not even cover the cost of collection and maintenance of records. Other incidental
fees such as registration fees, sports, students union fees and examination entry fees
have, however increased to a large extent over the years so as to cover the cost and
even generate some income for the universities.

But the tuition fees can not be enhanced even by one taka due to strong pressure from
students union and opposition political parties. Neither the university administration nor
the government is keen on taking serious steps to increase the tuition fees simply
because of the fear of students’ unrest and opening up a new front for political
opposition. In the past attempts were made by some older universities to enhance tuition
fees, but due to strong opposition from students’ leadership and lack of co-operation from
government (though the later often insists on the university authorities to generate

internal resources) the move failed.

Government Funding:

In the face of the above vis-a-vis a huge rise in costs of university administration the
government has to spend a large amount of money for the public universities from the
public exchequer every year. About 95% per cent of the fund for higher education is
provided by the government while a maximum of 5 percent on average are procured by
the universities from their own resources. Table 1 shows public expenditure on revenue
account per student per year in some selected universities for the first three years of the

present century.
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Table-1
Per Capita Public Expenditure for Students in Four Leading General, Agricultural, Engineering
an Medical Universities in 2000-2002 (in taka)

Universities 2000 2001 2002
Dhaka (general) 31027 37496 34413
(24559) (22616) | (22683)
Bangladesh Agricultural 83123 87761 77359
(5001) (5172) (5596)
Bangladesh Engineering & 34317 36007 35515
Technology (7215) (7278) (7501)
Medical University n.a 161111 | 154430
(522) (553)

Notes: Figures in parentheses are the total number of students in the relevant years

The table indicates that expenditure per head varies from year to year and types of public
universities. Thus, average expenditure for medical students and agricultural scientists has
been the highest (Tk. 154430 and Tk. 87761 respectively) particularly because of fewer
number of students vis-a-vis high fixed costs while for general universities the average
expenditure is rather low (as low as Tk. 31027 for one general university in the year 2000).
Against the per head tuition fees of less then tk. 150 (about 2.5 U. S dollars) per year released
from the students this sum of public expenditure appears to be colossal in the backdrop of a

poor country like Bangladesh.

Yet, tertiary education receives inadequate importance in the public budget. This is true for
both revenue and development allocations. While education of all types has received the
highest priority in the budget allocation (around 10-11% of total revenue budget), funding for
university/higher education has never reached even 1% of total revenue budget allocation
during the last 10 years (This is possibly due to the interest of the donor agencies like the
World Bank in primary and secondary sub-sectors of education alone). It ranged between 7-
8% of total revenue budget allocated for education and has been declining in recent years.
This can be seen from table 2.

Fund allocation for development budget also depicts a similar dismal scenario. This can be
seen from Table-3. It is evident from the table that budget allocation (in percentage term) for
the development of education sector is even poorer than the revenue budget. Thus, while
share of universities in national revenue budget was around 1%, it was only around 0.65% of
national development budget and has remained almost static like those of the revenue budget
except for some odd years. The percentage share of higher education in education
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development budget could not be accurately ascertained due to the conglomeration of
education and religion budget together. The same information have been graphically

presented in figures 1 and 2.

Table-2

Revenue Allocation for Education and Higher Education in the National Budget for the last 10
years
(crores of taka)

Financial year | National Allocation for | Allocation for | Share of Share of
Budget Education Universities percentage of | Universities in
University in national
Education Budget
Budget
1995-1996 21627.61 2149.37 171.39 7.97% 0.79%
1996-1997 21015.61 2295.54 181.70 7.92% 0.86%
1997-1998 23994.19 2695.74 196.16 7.28% 0.82%
1998-1999 28949.82 2975.70 217.76 7.32% 0.75%
1999-2000 30218.71 3256.76 255.57 7.85% 0.85%
2000-2001 34597.00 3587.46 288.67 8.05% 0.83%
2001-2002 35479.29 3738.97 293.57 7.85% 0.75%
2002-2003 39945.54 3960.39 323.53 8.17% 0.81%
2003-2004 46263.62 4474.80 389.85 8.71% 0.84%
2004-2005 50069.36 4608.85 409.11 8.88% 0.82%
(Original)

Source: University Grants Commission of Bangladesh, 2005

One striking fact about revenue expenditure on education is that about 71% of the fund
allocated for education was spent on teachers’ salaries, pension and fringe benefits, 16% on
general contingency and the rest 13% only was available for education contingency in 2002-
2003. The picture is not much different in the following year (2003-04) either. This can seen
for table 4. Yet more surprising is the fact that only a tiny percentage of fund is allocated for
research. Thus, in the financial year 2001-'02 only 2.9 million taka out of 3773 million taka
(i.e .000765/%) was earmarked for research whereas in the developed countries over 1% of

total expenditure on education is spent on research.

Table 4
ltemwise Expenditure on Education, 2002-03 and 2003-04 (in percentage)

2002-2003 | 2003-2004
Salary 60.9 62.2
Pension 9.7 10.1
a) General Contingency 15.9 15.0
b) Education Contingency 13.5 12.7

Source: UGC Annual Report,2003
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Yet, public universities are the first and foremost choice of the majority students seeking
higher education. This is for various reasons. First, these universities offer a wide range of
subjects in Science, Commerce, Liberal Arts, Humanities, Engineering and Technology, Law,
Education and Medicine disciplines. Second, public universities attract the best brains and
researchers as teachers although monetary compensation for them is anything far from
attractive. Third, library, laboratory, internet and research facilities are much better there than
anywhere else in the country. Fourth, seminars, symposiums, workshops and debates,
exhibitions and visiting teachers’ lecture series are often held in these institutions with a wide
scope for national and international exposures for promising young knowledge-seekers. Fifth,
residential and boarding facilities at low cost/subsidized rates are available in these public
universities. Sixth, corporate life, facilities for extra curricular activities like games & sports,
sight-seeing tours & visits, gymnasiums, scouting, musical, drama and cultural and literary
activities, painting and photographic exhibitions etc. are regularly held so that the students
have opportunities for inculcating the inner qualities among them side by side academic
pursuits. Last but not the least, cost of higher education in the public universities is the least
so that poor but meritorious students are not deprived of the opportunities for higher education
because of poverty.

However, since the close of the last century the public universities started facing huge amount
of deficit in revenue budget. Thus, in the year 2002-'03 it was observed that the eleven older
universities in the public sector had an estimated deficit of around taka 100 crores. Most part
of this deficit is accountable to inadequate release of fund in the revenue budget by the
government vis-a-vis the demand by the universities to the Government (placed through the
University Grants Commission). There has constantly been a reduction in the gap over the
years. This can be seen from table 5. Besides, indiscriminate recruitment of teachers and
staffs from the pro-regime political parties irrespective of fund provision in the budget. Lenient
upgradation and promotion rules, insufficient provision of pension fund, enhanced rates of
examination remuneration, enhanced price of electricity and gas, wastage in transport,
electricity, gas and telephone etc. also are no less important in the budget imbalance.

On the other hand, student tuition fees and other dues could not be adjusted upward due to
the vehement opposition from the pressure groups. To make up this deficit ad-hoc
arrangements were made in the form of spending from teachers and staffs provident fund,
development fund and borrowing from banks. As a result much-needed development works,
repair and regular maintenance suffered. To mitigate this difficulties the Government has
granted a sum of Tk. 60 crores payable over a period of three years (from 2003-4 upto 2005-
6). Meanwhile, the government has been discouraging the universities against unabated
proliferation of appointments without budget provision while encouraging the reduction of
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wastage of fund and mobilization of internal resources.

Table -5

Difference Between University Grants Commission Demand of Recurring Fund for

Universities and Govt. Allocation During the Last one Decade (taka in crores and in %).

i)

Year UGC Govt. Allocation as%
Demand Allocation of Demand
1994-95 190.68 151.75 79.58
1995-96 190.00 169.73 89.33
1996-97 210.00 180.00 85.71
1997-98 222.59 194.28 87.28
1998-99 240.64 215.86 89.70
1999-00 275.27 253.51 92.10
2000-01 309.30 286.54 92.64
2001-02 319.41 288.83 90.43
2002-03 342.46 320.24 93.51
2003-04 360.78 340.59 94.40

Source: UGC Annual Report, 2003

Trust Fund:

The older and also some relatively newer universities receive trust fund from benevolent
elite members of the public. Usually these funds are donated for particular purposes. e.
g for awarding scholarships/research grants or medals for distinct performance in
academic fields etc. in the name of some near and dear ones and hence can not be
utilized by the recipient universities for other purposes e. g infrastructural development
or defraying particular expenses that may be urgently required. Yet, these funds to
some extent meet the educational and research needs of a small section of meritorious

scholars and researchers in higher education.

Other Incomes

Some bigger universities have a few additional sources of income e.g rental income
from immobile properties (as residential houses, shops and leased lands), income from
forestry, fisheries, orchards and dairy. However, these incomes are often negligible and

hence are not shown in the budget.

Now a brief account of the budgeting procedure for the public universities are in order in
the next section
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C. Modus Operandi of Budgeting Tertiary Education

Several stages are involved in the budget preparation for funding the tertiary education sector.
The focal points of budgeting are three, i,e The University Grants Commission, the respective
universities and the Ministries concerned (i,e the Ministry of Education and the Ministry of

Finance)

Generally, the Education Ministry asks the University Grants Commission (UGC) to submit a
provisional budget on the basis of expenditure for 3 months (July, August & September of the
current year) by the 31th October of each year. Accordingly, the respective universities are
notified by the UGC. These universities, on the basis of demands for appropriation by each
academic faculty/department, institutes and administrative offices, prepare a provisional
budget for the following year and a revised budget for the current year and submit the same to
the University Grants Commission of Bangladesh which is statutorily obliged to handle all
financial matters of the public universities with the government. The UGC aggregates all the
university budgets itemwise, then submits these to the Ministry of Education aggregatively
and individually for all universities with a marginal upward adjustment of 10% to 15% of the

previous year's budget.

Again in February-March the university budgets are finalised by the UGC on the basis of
previous 6 months’ expenditure pattern of each university. Scrutinising of individual budget
through visit to the university at this stage are made by the UGC accounts officials in order to
check the accounts and verify the authenticity of claim for appropriation. In the process
necessary amendments/cuts in the budget are made. The UGC then negotiates with the
Ministry of education on behalf of the universities. The budget is ultimately finalized in March-
April in a joint meeting of the Ministry of Education and the Ministry of Finance. On receipt of
the aggregate sanction by the Ministry the UGC apportions this among individual universities
on the basis of its (UGC's) subjective evaluation of each university’s needs. The universities
are informed by the UGC by the end of May each year about the amount of revised current
budget and following year’s allocation. The allocated sum of each university is distributed to
the latter in four equal instalments on the basis of government order issued by the Ministry of
Education. This practice of budget preparation has been in operation until very recently when
some departure in periodicity and modality has been proposed. This is outlined in the next

section.
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D. Recent Move towards Reforms in Financial Management and Budgetary Practices

As a departure from traditional budgeting the Ministry of Finance, Government of
Bangladesh has proposed what is known as Forward Budget Estimates. This is a
Medium Term Expenditure Framework (MTEF) to be effective for three years between
2005/6 to 2007/8 initially for four Ministries of which the Ministry of Education (MOE) is
one. The sectoral components of the MTEF have been piloted during the period January
to July,2004 in the Ministry of Education. The key aim has been to develop a medium
term (for three years) expenditure strategy for the Ministry which would ensure that
public expenditure administered by the Ministry would be allocated in ways which would
reflect the objectives and policy priorities for education outlined by the Poverty
Reduction Strategy (PRSP) process. The MTEF will involve all sub-sectors of education
including tertiary education.

The major objectives of the MTEF are:

i) Improving the levels of and use of public resources for all types of education;

i)  Promoting access with equity;

ii)  Improving the quality of education;

iv)  Promoting vocational, technical and science education ;

v)  Improving education governance.
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In order to attain the objectives the major policies with respect to all types of education to be
pursued are:
a) Increase resources to education commensurate with comparable countries and
growth and poverty reduction targets;
b) strategic allocation of resources according to programs of priorities and reforms
agreed with Ministry of Finance;
c) Development of institutional framework for public-private partnerships;
d) Review stipend and scholarship programs for poverty and access orientation;
e) Improve quality of education through increased and more efficient use of inputs
and better governance;
f) Improve accountability, transparency and performance for public funds;
g) Increased enrolment in technical, science and professional education;
h)  Restructuring of the vocational education system;
i) Decentralization of education management and performance based system of

financial subsidy.

This expenditure strategy:

a) Lists the main policies and expenditure programmes;

b) compiles a consolidated expenditure analysis;

c) considers some of the key policy and public expenditure issues that will influence
the future allocation of resources;

d) Sets out key issues and the policy agenda, expenditure priorities for the 2004-8
period, the implications for funding, and monitorable indicators of programme
performance, finally, provides a modality to demonstrate how programme level
budgets can be projected on the basis of the Ministry’'s medium term resource

envelope.

In the absence of a comprehensive policy statement for MOE the 1-PRSP was used as the

main source of information of policies for MOE.

The programmes for the expenditure strategy has been defined by looking at international
norms and by the existing organizational and budget structure within the Ministry of
Education. The MOE programmes used for the MTEF period with respect to tertiary education

is to cover graduate and postgraduate levels including accreditation and standards.

10
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The salient features of MTEF as distinguished from traditional budgeting are mainly:
Budgeting for a period of three years instead of an annual budget, the sanctioning of fund to
UGC/Universities directly by the MOE (rather than by the Ministry of Finance) and instead of
conventional approach of disaggregating the education sector by tier or level on to a
programme basis. The apparent advantages of the MTEF are that the availability of fund
would be higher and the recipients would be able to plan, assess and estimate the needs for a
longer-term period than in the conventional budget. The monitoring and evaluation of fund
utilization would also be more effective and efficient. The MTEF is still at the formative stage.
On its successful completion it is expected to improve the use and volume of public fund for
tertiary (and all) education, promote equity and justice as per PRSP, improve quality and
governance of higher education in Bangladesh.

E. Strateqgic plan for Higher Education in Bangladesh

The Government of Bangladesh has decided to formulate a 10 year (2005-2015) strategic
plan with the help and support of the World Bank. In the past World Bank’s interest in
Bangladesh education sector as a donor and policy prescriber was confined to all sub-sectors
but tertiary education. Hence the fund allocation to tertiary sub-sector showed remarkable
stagnation vis-a-vis other sub-sectors. In the last few decades the demand for tertiary
education in Bangladesh has increased tremendously. World Bank’s recent interest in our
tertiary education sector is perhaps an indication of its appreciation of this reality and the
possibility of additional resource mobilization in this sub-sector. In the face of a changed
scenario of higher education, development of science and technology-based education and
an urgent need for improvement in quality of higher education in Bangladesh this appears to
be a right move at the Bank's end. (Details of the outline of the proposed strategic plan for

Higher Education is available from the author as a separate document).

F. Recent Strateqy for Financing Higher Education in the Public Sector

The Government of Bangladesh has recently embarked on experimenting the establishing of
universities on a self-financing/cost sharing basis. The idea is to entirety financing building of
the infrastructure of the university and other development expenses as well as support the
recurring expenditure if needed, for the initial 5 years. After 5 years the university will be self-
financing scheme based on its income from students’ fees and other incomes. According to
one estimate, in this self-financing scheme each student will have to pay a tuition fee of 4 U.S.
dollars equivalent per month (instead of the prevailing 0.20 U.S. dollar per month in most
public universities). If this programme is successful all the future public universities will be built

on the same model.

11
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However, the particular proposed university (i.e The Jagannath University) under the new
programme is at the moment a very large college (to be upgraded to a university) having
(Jagannath University) over 30000 students so that students tuition fees of mere 4 dollars per
month would be enough for self-financing. But for a newer (and smaller) university just
beginning from scrap it will be difficult to finance itself from internal resources which would be
negligible only.

G. A Few Recommendations

In view of the resource constraints of the government the universities have no alternative but
to bank more and more on its own internal resources. In recent days the government is more
and more thinking of funding tertiary education on cost-sharing basis. Other possibilities for
generation of internal resources may also be examined. We have few suggestions in this
respect as follows:

a) Students tuition fees should be adjusted upward from its nominal 10/15 taka per month
to a reasonable minimum of taka 200 or more. Some newly established universities
have done this successfully by charging fees on the basis of credit hours rather than
per month. Political and social opposition may have to be encountered. But this is
expected to be mitigated by a vigorous campaign in mass media explaining the
justification for enhancing tuition fees so that a favourable social consensus in this
respect is developed. If necessary, the matter of updating fees for tertiary education

may be brought in the parliament for discussion and enactment.

b) Every year the public universities collect a huge sum of money (to the tune of 5-20
million taka each) by way of selling admission forms to the undergraduate admission
seekers. But this money is never reflected in the income portfolios of the universities.
Some universities have provision for depositing 10-20% of the sale proceeds of forms
to the university fund. But most universities/faculties practically avoid doing this-rather
the lion’'s share of this money is shown as cost of holding admission tests. The
admission committees distribute the same among the teachers, officers and staffs as
honorarium. This appears to be against financial discipline. If properly and judiciously
monitored, this fund could be an important source of internal resource generation for

the universities.
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Likewise, there appears to have serious lack of accountability in the use of the funds of
the students halls of residence. Monthly seat rent in these halls are amazingly low, less
then the cost of a cup of coffee in a high street restaurant. This has remained static for
decades. There are good justifications towards an upward revision of residential hall
seat rents. Besides, the halls collect various dues every year from the resident and
non-resident students to which the university authorities have no access. Nor these
funds are ever audited. The universities may probe into the hall funds and extract the
excess and deposit it in the university account.

A major source of misuse and wastage of fund is the maintenance of transport vehicles
and consumption of fuel. An unholy alliance between the garage/fuel pumps and a
section of drivers and university officers is responsible for the drainage of a huge
amount of money from the university coffer every year. Perhaps at least the bigger
universities can stop this drainage by establishing their own automobile garage cum
fuel pump. If located at suitable location the latter can also serve as a source of extra
earning for the universities through servicing private vehicles.

Each public university maintains a school-cum-college for the children of the teachers,
officers and other employees. This running cost is of this institution is escalating every
year and hence putting extra pressure on university budget. In order to reduce the
financial involvement of the universities these institutions may be included in the
M.P.O. or the Education Ministry may be requested for separate allocation for this
schools/colleges. Meanwhile, these institutions should also strive hard to make
themselves self-supporting as far as possible.

One of the greatest sources of wastage in electricity sector is the use of heaters in
residential halls of the universities. The university authorities may provide common gas
cooker at some convenient corners in each floor of the halls to discourage the use of
electric heaters. The present practice of providing electricity at subsidized rates to

teachers/officers should also be discontinued.

Indiscriminate recruitment, upgradation and promotion irrespective of necessary fund
provision should be stopped. The University Grants Commission’s rules in this respect
should be strictly followed. Otherwise, the latter may hold the university concerned

responsible for the extra fund required for this purpose.

Receipt of voluntary endowment fund from the generous section of the affluent public
can be a source of internal finance for tertiary education. The public universities can
initiate this type of moves. If necessary, the university statutes may be revised in order

to incorporate the acceptance of endowment funds.
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i) Lastly, the university authorities may make provisions for sanctioning loans to poor but
meritorious students on production of adequate collaterals for repayment in later
period, i.e when they enter into professional careers. The schedule banks may also
provide education loans on easy terms and conditions. Some multinational banks
already have started such a programme, although not at a sufficient scale. The
domestic public banks may come forward to help the eligible and deserving students.

The horizon of higher education has vastly widen during the recent years due to the
establishment of a number of new universities in the public and private sectors. However, the
lack of adequate public expenditure in the revenue account for higher education and research
is one of the serious bottlenecks for qualitative improvement in this sector. Although education
has received top priority among all national agendas allocation for higher education is still less
than 1% of total budget. This focuses a bleak prospect for the development of quality higher
education commensurating to the needs of the global society of the new century. The
realization of the gravity of the issue at the concerned quarters, both at home and abroad,

though belated, may justifiably be a cause great relief for all of us.
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e
TERTIARY EDUCATION IN CHILE
4 CONTEXT

um

e Chile: 15.5 million inhabitants
e 8 Universities (1980). 229 Institutions of TE (2004)

m 64 Universities: 25 Traditional with State funding (16 are
State and 9 private)

m 48 Professional Institutes
m 117 Technical Training Centers
m 594.297undergraduate students. 15.181 postgraduate
m 42% Traditional universities
m 30% New private universities
= 18-24 years coverage: 37.5%
= All students pay tuition&fees. US$ 1.000-5.000 /year
= Scholarships and loan systems in place
= Expected TE students by 2012: >800.000. Coverage: 50%
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N
s REFORM GOALS
"I" TOWARDS 2010; THE BICENTENARY

= More than 800.000 students in HE. 18-24 years
coverage: 50% (2012)

= TE Information Observatory in place
= TE institution accreditation processes at length

= Under-graduate education better tuned with world
curricula modernization. Student centered

= More Ph.D. graduates for enhanced E&S&T&I
capacity

= TE system articulated from technical training to
post-graduate education. Credit transfer system

Nuestra MECESUP PROGRAM
P INVESTMENT IN QUALITY
1999-2004

Advanced human capital

= Academic staff renewal at Ph.D. Level

= Support to Ph.D. programs: S&T&l

Academic infrastructure

= Works with student impact

= Equipment for teaching-learning improvement
= Scientific instruments for R&D
Teaching-learning processes

= Curriculare-design. IT's and information
management. New laboratories

Capacity Building. Quality assurance
= Self-regulation and accreditation
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N
sy MAIN INSTRUMENT
"I" COMPETITIVE FUND

um

= Quality improvement through investment in
academic infrastructure: advanced human capital,
consulting, ITR"s, goods & works

= Open annual calls: equal opportunities,
transparency and external peer reviewing

» Results-based multiannual projects (3 years
maximum). Introduction of peformance indicators:
accountability

N
Ruers MAIN INSTRUMENT
4 COMPETITIVE FUND

um

= Projects coherent with institutional strategic
planning and priorities

= Presentations limited in number to favor
institutional priorization and improvements in
management

= Descentralized project implementation. Individual
special bank accounts

= World Bank procurement rules; ex-post
verification. Erros are paid by beneficiaries
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N
s COMPETITIVE FUND
"I" ELEGIBILITY

= Coverage: technical training, under-graduate and
post-graduate education

= Eligibility in technical training: private and public;
non-profit and profit; in licensing process

= Eligibility in universities: 25 traditional public (16)
and private institutions (9) with State support

ot
4 COMPETITIVE FUND
1999-2004 CALLS

= 948 projects presented
= 400 projects approved (40% approval)
= 205 in under-graduate education
= 74in post-graduate programs
= 23in management improvement
= 67in technical training programs
» Resources allocated: US$ 225 million

= 70% of projects and resources allocated in
regions. Average funding: US$ 600.000
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ivess
o COMPETITIVE FUND
AREAS OF SUPPORT

» Academic staff strengthening, international
cooperation, postgraduate scholarships and
research visits

= Library modernization

* Integration of TI's in teaching-learning
= New undergraduate laboratories

= Curricula modernization and redesign
= Major scientific equipment

= Works for better student services

ot
4 COMPETITIVE FUND
MAJOR ACHIEVEMENTS

= Change from historical-based to competitive
result-based project funding

» Introduction of accountability
* Improved management of competitive projects

» Introduction of performance indicators and
better M&E

» Staff strenghtening. Important upgrade of
teaching-learning support and student facilities

» Take-off for doctorate programs. Increased
enrollment, productivity and graduation
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ivess
o COMPETITIVE FUND
MAJOR WEAKNESSES

= Insufficient as only instrument for incremental
funding allocation, investment in infrastructure
and introduction of accountability

= Equal opportunity principle difficult to apply to a
universe of very heterogeneous institutions; for
example, weaker regional State universities

= Slow for institutional management improvement

N
Riqueza HIGHER EDUCATION
4 NEW CHALLENGES

arnam

» Increased advanced human capital needed for
better capacities in education, research, doctoral
programs, development and innovation for a
transition to a knowledge-based economy

= Curricula re-design to “tune” with Chilean
development needs and internationalization

= Quality assurance at all levels

= Management improvements to enhance efficiency
and effectiveness of State support in HE
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Riaera PROGRAM MECESUP 2
o 2005-2011

= Staff renewal, curricular redesign, academic
innovation and management improvement

= Focus on results and performance: accountability

= Focalization of investments will favor actions of
national and world class quality

= Competitive Fund for academic innovation

» Performance-based agreements for institutional
academic and management improvement. Pilot

» Quality assurance: eligibility requirement

iera

FURTHER INFORMATION

http://www.mineduc.cl

http://www.cse.cl

http://www.mecesup.cl
http://www.mecesup/infor mativo
http://www.cnap.cl
http://www.conicyt.cl/becas/acr editacion-conap.htmi
http://www.futurolaboral.cl
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Panel presentation 3:

Higher Education in Chile: Aiming for Quality

Division of Higher Education Ministry of Education, Chile
Santiago, Chile, March, 2005

Ricardo Reich
MECESUP, Chile

Organizational Structure

Higher Education in Chile! is a diversified system that offers three types of
ingtitutions to secondary education graduates: universities, professional learning institutes
and technical training centers. They are recognized by the state under Article 29 of the
Consgtitutional Organic Law of Education No. 18.962 (usually referred to as LOCE) enacted
in 1990.

Universities provide the highest degree of learning, combining teaching, research
and outreach activities. Universities teach licentiate degree programs, award academic
degrees, and they are the only institutions authorized to grant professional degrees for the
seventeen university programs listed in the LOCE for which a licentiate degree is a

prerequisite.

Professional learning institutes are in charge of granting professional degrees other
than those awarded by universities, and they are aso authorized to grant higher education

technical degreesin areasin which thisis required.

Technical training centers are intended to train higher level technicians equipped
with the competencies and skills needed to respond to the needs of industry in the public
and private sector involving goods and services.

! http://www.mineduc.cl/
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Higher education establishments (see Table 1) can be divided into traditional
ingtitutions (those that existed prior to 1980) and derive from the Universidad de Chile,
Universidad de Santiago de Chile and Pontificia Universidad Catdlica de Chile (created as
of 1980) —all with partial funding from the state (approximately 30 percent) and non-
traditional, private universities (established as of 1980, with no state financial support).

Traditional establishments consist of 25 fully autonomous universities coordinated
by the Council of Chancellors of Chilean Universities (CRUCH). They employ a single
admission process: the University Selection Test (PSU). This group of universities
includes the 16 state universities created by law and 9 universities with independent legal
status, 6 of which obtained official recognition by means of specia laws, while the three
remaining ones derive from the Pontificia Universidad Catélica de Chile.

The three traditional and oldest institutions are the Universidad de Chile, founded in
1842, the Pontificia Universidad Catdlica de Chile, founded in 1888, and the Universidad
de Concepcion, founded in 1919.

The higher education system is currently formed by 229 institutions: 64 universities
(38 licensed, autonomous universities), 48 professional learning institutes (11 of which are
autonomous) and 117 technical training centers (6 of which are autonomous) . Overal, the
higher education system, based on enrollment rates for 2004 (see Table 2), served a
population of 594.247 undergraduate students and 15.181 graduate students (1.978 Ph.D.
students at CRUCH universities).

Tota undergraduate enrollment can be broken down as follows:

Traditiona universities: 246.286
Private universities: 177.271
Professional learning institutes 101,674 (2003)
Technical training centers: 63.932
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Together with the above, there is official recognition for higher education
establishments run by the Armed Forced which are linked to the state through the Ministry
of Defense.

Thisinstitutional diversity is part of the reality of higher education in Chileand it is
therefore dealt with through different mechanisms and tools.

Legal Framework

Among other things, the LOCE includes the regulations for the officia
acknowledgement of higher education establishments. It states that the latter are authorized
to grant technical degrees, professional degrees and academic degrees (licentiate, masters

degrees and doctorates) as applicable.

Higher Education Reform

Globalization and inter-dependency have been made possible thanks to the huge
scientific and technological changes that took place in the past decades. Therefore, future
progress in the countries will be increasingly determined by the development of skills to
manage, spread, use and create knowledge. This task is performed by higher education
institutions through their two main functions:

e Training higher level technicians: graduates, professionals and postgraduates.

e Contributing to Chile s scientific and technological development.

Specificaly, this means that Chile has to implement a higher education reform to
enableit to:

e FEducate increasing segments of the population in different stages of life.

e Increase full-time teaching staff with doctorates at universities prepared to
conduct research and high level postgraduate studies.
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e Perform deep changes in undergraduate teaching to bring it into line with the
renovation in postsecondary education throughout the world, which involves
abandoning rigid curricula for study programs in favor of a more open and

flexible training, centered on students and due consideration for the users.

e Deliver general and transversal competencies which are essential for 21%.
century professionals, such as the ability to manage information, familiarity
with information technology, and communications and mastery of English as a
foreign language.

e Agree upon a transferable and cumulative credit system based on a real work
load for students, to replace the current credit system based on class-room

presence.
Extending Coverage

In 1990 220,000 young people were enrolled in higher education and in 2003, more
than half a million youths are enrolled in undergraduate programs in universities,
professional learning institutes and technica training centers, showing an increasing trend

in access to postgraduate studies.

In 2003, one out of every three youths in the 18 to 24 age group were enrolled in
higher education, technical training or university education center. Coverage for this age

group amounts to 37.5 percent (see Table 3).

Based on population projections prepared by international organizations, by 2012
Chile will have a population of around 17.4 million people, 2 million of which will be aged
between 18 to 24 years old. According to such projections, the country can expect to have
at least one million students in higher education by the year 2012. Thisinvolves a coverage
close to 50 percent of the 18 to 24 age group, increasing requirements in terms of resources
and a considerable challenge regarding quality assurance for this supply in order to actively

participate in learning societies and economies.
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Equity in Access. Correcting I nequality

Coverage for young people from lower income sectors has risen from 4 percent to
15 percent in a period of 13 years (see Table 4). Thirteen years ago, coverage reached 40
percent among higher income sectors while it now amounts to 70 percent and more. In the

upper quintile, coverage has gone from 5to 7 for every 10 youngsters.

Y oung people enrolled in higher education usually belong to families from middle
to low income, and this trend will increase in the coming years. The country will have to
make greater financial efforts to meet its commitment to guarantee all gifted young people
with the right to have access to higher education.

The inequalities that currently characterize Chilean society must be dealt with
through different support tools which —at the same time— need to form a consistent and
equitable system of student grants that will effectively serve to help the ones that need them
the most.

The National Student Funding System —currently being developed— shall consist
of three subsystems that will operate in coordination. Its purpose is to guarantee, through
loans and scholarships, the financial support needed to fund, either fully or in part, the fees
that young people need and —for the needier sectors— to also deliver help to cover their

basic expenses. The system consists of:

e The National Scholarship Fund for the needier students
e The subsystem of Solidary Credit for Students enrolled in Universities that are
part of the Council of Chancellors (CRUCH).

e Bursaries for students in both autonomous and accredited institutions

(universities, professional learning institutes and technical training centers).

Scholarships covering fees and tuition for the needier students and solidary credits
for students enrolled at universities that belong to the CRUCH are the bases of the current
system of student aid operating in Chile. The new integrated method and instruments
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described above will make it possible to deliver aid to students at all levels of higher

education in addition to improving the amount and coverage of the aid granted.

Renewal of Study Programs

The university system has significant deficiencies in terms of the organization of
studies. Using the same approach as the European countries when higher education became
a massive phenomenon, faced with increasing enrollment, Chilean universities reacted by
increasing vacancies in the early years and included hard to pass courses as a way to filter
the number of students who go on to further studies that have a limited number of vacancies.
Another option has been to extend study programs so that licentiate degrees or others
planned to take four or five years, now last six or seven years (see Table 5). Drop-outs in
the first years must be added to the above so that graduation rates are particularly low (see
Table 6). A preliminary study shows that only 50 percent of young people who enter
higher education manage to graduate in the appropriate time. It is essential to make
profound changes to undergraduate teaching, to bring it more into line with the renewal that

postsecondary training is experiencing the world over.

Chilean higher education cannot subtract itself from the process that is taking place
in Europe, North America and other developed countries and it is therefore necessary to
prepare a common response, as a national system, defining how Chile will participate in the

global concert.

In order to advance to a knowledge-based economy Chile needs to have advanced
human capital in sufficient amounts and it must have people capable of carrying out
competitive research and innovation on a world scale. This calls for scholars, scientists,
and engineers in adequate amounts to properly handle information, generate profitable
flows of knowledge who are capable of moving effectively throughout the world. It is
therefore essential to synchronize Chilean educational supply with that of its trade partners
which calls for making study programs flexible to ensure appropriate employability and

guarantee lifelong education, centering training on students and their learning, achieving
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curricular programs designed on the basis of competencies which take the end users into

account. Effective mechanisms for student and professional mobility also need to be found.

The Chilean university system and the Chilean government have recognized early
on the progress achieved by America, Australia and Europe through the Bologna Process,
and they have learned with great interest of the activities and results of the Tuning Project®.
As a curricular renewa model, geared to student and professional mobility to generate a

space for higher education in Europe, it will be an important point of reference for change.

In the Chilean case, a political framework such as the Bologna Process is still not
available to define and guide this process. Therefore, a design from the bottom up will
mainly set the bases for curricular renewal and future projections. It is believed that in this
process, recent international experiences will prove essential to motivate and train national
specialists, guide the methodologies to be adopted, encourage networks of collaboration

and enable comparative assessments.

The MECESUP Program

The Program to Improve Quality and Equity in Higher Education (MECESUP®) is
the policy and development instrument that the Chilean government has been using in the
past five years to address the challenges created by the reform of higher education. To this
end and pursuant to a partial 1oan from the World Bank (BIRF 4404-CH), since 1999 it has
awarded a total of 369 academic development and improvement projects in higher
education for an amount close to US$ 225 million. Simultaneoudly, it has implemented, on
a trial basis, a quality assurance system based on self-regulation and accreditation for
programs and institutions, the definite law for which is currently being processed by the

National Congress. Moreover, it has favored the improvement of management at all levels.

The MECESUP Program will end, as an incremental development resource

allocation mechanism, in 2005.

2 http://www.uni deusto.org/tuning/
3 http://www.mecesup.cl; http://www.mecesup.cl/informativo/




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Panel presentation 3: Higher Education in Chile - Ricardo Reich

The most recent announcement of opportunities for its Competitive Fund, posted in
2004, focused on curricular renewal as the pilot strategy to initiate a broader process of
synchronization and modernization of nationa university supply and its coordination with
other levels of higher education. Through this special announcement, awards were recently
made for an amount of US$ 4.5 million to 16 pilot projects in the field of design of
professional profiles and competencies in 11 disciplines (Medicine, Nursing, Pharmacy,
Veterinary Medicine, Engineering, Education, Business Administration, Aquaculture,
Philosophy and Art, Social Work, and Architecture), to determine generic competencies
and for the analysis of a system of transferable and cumulative credits for student mobility
in Chile. These activities shall be integrated, as far as possible with the Latin America
Tuning Project* which, with the support of the European Commission Alfa Program and
the Tuning Project, was launched recently to begin looking for elements of similarity and

collaboration in curricular renewal in both continents.

As part of the ongoing character of the MECESUP Program, the Chilean
Government is currently preparing, together with the World Bank, a second stage called
MECESUP Two to ensure its continuity, targeted to academic and curricular renewal, and
to explore new resource allocation instruments (based on performance agreements) to thus
ensure support for the postgraduate doctorate being offered in Chile. The implementation

phase is expected to begin in the second half of 2005.

General Competenciesfor Professionalsin the 21%. Century

Certain transversal competencies shall prove essentia in the 21%. century for
professionals to be effective and successful in this budding world. Mastery of the English
language and the skills to navigate in the realm of computers are a clear example of the

competencies required. The new generations of Chilean professionals will have to master

4 http://www.uni deusto.org/tuning/tuningal/
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English as a second language to be able to communicate in the globalized world. Chile
needs to set itself the goa —as a country— to have a significant proportion of its
professionals by the 2010 Bicentennia of its Independence to be bilingual in English and
Spanish.

Improving Technical and Professional Training

A mature education system includes different training levels that form an articulate
and flexible network. Thisis not currently the case with Chilean higher education, where
the ratio of professionals to technicians is reversed (6:1) to the one prevailing in devel oped

countries and the public view of techniciansis negative.

The scholarships and study loans system has favored university education over
technical study courses. Access to loans by students from technical training centers and

professional learning institutes will make it possible to revert this trend.

In a society where higher education is perceived as the best tool to overcome
poverty and inequality, technical training centers and professional learning institutes are an
essential contribution for many young people. The possibility of offering them quality
education, duly accredited and facilitating the possibility of going on with their studies later
onin life are the challenges currently faced by professional and technical education.

Quality Assurance

Higher education in Chile is supplied by a large variety of institutions: traditional
and new, public and private, universities, professiona learning institutes and technical
training centers. Post-secondary education institutions have different inclinations. teaching
and research, specialized in certain disciplines both in teaching as well as in research,
dedicated to the regions, targeted to undergraduate and postgraduate studies, and so forth.
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It is advisable to maintain and strengthen this diversity while preserving the quality
of studies and the transparency of the different options, and at the same time establish a
system with different levels to offer young people and adults different training

opportunities throughout their lives.

In a higher education system it is essential for programs and institutions to
guarantee quality so that the courses taken at various institutions can have equivalences on
a national and internationa level. Chile has decided to implement quality assurance in
higher education through self-regulation and the accreditation of programs and institutions.
The latter has been put into action in an experimental manner through the National
Undergraduate Accreditation Commission (CNAP®) and the National Postgraduate
Accreditation Commission (CONAP?).

Sustained quality assurance in higher education is the goal of the Quality Assurance
Bill for Higher Education Institutions currently being discussed by the National Congress.
This bill establishes a series of regulations whereby the state publicly guarantees the

training of technicians and professionalsin the country. The bill considers five functions:

e Accreditation of undergraduate study programs
e Accreditation of postgraduate study programs
e Institutional accreditation

e Licensing of new institutions

e |Information system

There is consensus on the need to improve available information on the supply in
higher education. The Bill on Quality Assurance establishes the obligation to deliver

prompt, accurate and pertinent information.

5 http://www.cnap.cl: http://www.conicyt.cl/becas/acreditaci on-conap.html
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The creation of greater abilities to gather, process, validate and publish information
at the Ministry of Education and at the institutions is a work in progress that can be
implemented as soon as the law is enacted. Thereis a plan to establish a Higher Education

Observatory for this purpose.

For future students and their families it is essential to make informed decisions.
This is made easier if they know their possibilities of employability and the potential
income offered by the different academic alternatives. The Employment Observatory © has
revealed important data on the employability and income of professionals and technicians
but the data is still not broken down and does not cover al specific study programs and
ingtitutions. This is a challenge that needs to be addressed for young people to be able to
choose freely among the opportunities they face when they complete their secondary
education.

A Big Boost for the Development of Science and Technology

The weakest link in Chile' s involvement in the knowledge society is its insufficient
development in terms of its scientific and technological capacity. This also applies to the

production of goods and services and to innovation.

Chile requires a modern national science and technology policy that establishes
priorities, guidelines and strategies consistent with the set of instruments and programs that

contribute to scientific devel opment at present.

The country has a bias toward research in basic science due mainly to the fact that
funding sources are geared to financing the supply of researchers who frequently do not
coincide with the nationa needs of production development. Raising technological
development is essential to increase the value of our exports of natural products and of
services in order to move forward to a knowledge-based society. Among the main

purposes, the following are favored:

8 http://www.futurol aboral .cl/Futurolaboral/i ndex.html

11



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Panel presentation 3: Higher Education in Chile - Ricardo Reich

e Public and private investment in science and technol ogy.
e Research teams and their links with the production sector

e Postgraduate training and its insertion in the business sector

Establishing national and international research and development networks to create

acritical massin the different areas.

The Chilean Government recently signed a Project for Investment in Science and
Technology ” in the amount of US$100 million the purpose of which is precisely to
materialize the proposed challenges. On the other hand, the MECESUP Program has been
providing significant support to the improvement and development of the doctora
programs that are being offered in Chile, aiming for athree-fold increase in enrollment and
graduation by 2010, the year of Chile's Bicentennial Anniversary of its Independence.

Conclusion

The Chilean Government has made a commitment to reform higher education so as
to alow the country to have at hand the advanced human capital needed to advance towards
a knowledge-based economy and take advantage to the fullest of the opportunities offered
by globaization. This is viewed as fundamental to achieve economic and social

development.

7 http://www.coni cyt.cl/bancomundial/index.html
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Number of Higher Education Institutions, Country Total, by Type &
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Category
Years
| Type/Category 1990 1992 1994 1996 1998 2000 2003
Insti with direct state contribution 22 25 25 25 25 25 25
Universities 20 23 25 25 25 25 25|
State 14 14 16 16 16 16 16}
Privately owned, public univ. 6 9 9 9 9 9 9|
Professional institutes 2 2 o] 0 0 0 0
In Institutions with no direct state contril 280 261 256 238 226 215 204]
Universities 40 44 45 43 41 39 39
Professional institutes 79 74 76 69 66 60 48
Technical Training Centers 161 143 135 126 119 116 117}
| Total Higher Education System 302 286 281 263 251 240 229
Universities 60 67 70 68 66 64 64
Professional institutes 81 76 76 69 66 60 48
Technical Training Centers 161 143 135 126 119 116 117}
Includes all officially acknowledged institutions
Table 2. Enrollment in 2003
Studentsin Higher Education by Type of I nstitution
(Enroliment and Per centages)
CRUCH Private Professional Technical Total
Universities Universities Ingtitutes [ Training Centers
Enroliment 230,174 148,662 101,674 62,070 542,580
Share 43% 2% 19% 11% 100%
25 39 48 117 229
Table 3. Coverage Ages 18-24
Fohertar s P aoEn supsnor 159590 & 0
[ 1 B
4004 1.5
1.5
74 .3
Fa
Fidi4 iR 17 ‘ \ ‘ \
oo+ | | ' ‘ | ' ' ' ' '
1541 194 19 LSRG 1508 21 2
Table 6. Undergraduate Graduating 2003
Institution Type Graduating | Graduating Total
Males Females | Graduates
Council of Chancellors Univ. 13,834 13,722 27,556
Private Univ. 5,726 5,830 11,556
Professional Institutes 5,175 4,262 9,437
Technical Training Centers 4,155 5,856 10,011
Total 28,890 29,670 58,560
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Table 4. Social Coverage
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Table5. Timeto Graduation

Study programs Theoretical| Actual Length| Actual length
Length over theoretical
Architecture 5.80, 6.80] 1.18}
Law 5.00, 6.90, 1.39)
Civil Engineering 6.00] 7.80] 1.31
Medicine 6.80] 7.70, 1.14]
Elementary School 4.20 5.20] 1.23]
Teacher
Agricultural science 5.00 6.90 1.38]
Business admin. 5.00, 6.10, 1.23]
Journalism| 5.00 5.80 1.16]
Average 5.40 6.90 1.27|
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Income Generation
Strategies

Financing Reforms for Tertiary
Education in the Knowledge
Economy
Seoul, 6-8 April 2005

o AT

outline of the
presentation...

= the need for income
diversification

= the range of income
generation sources

= the challenges ahead
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outline of the
presentation...

= the need for income
diversification

reasons to seek
additional resources

m shrinking public budgets

m desire to reduce dependence
m increased competition

m entrepreneurial culture

m implementation of strategic
plan
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outline of the
presentation...

= the need for income
diversification

= the range of income
generation sources

Source of income
Governme
nt
(national, | student | industry | Atmniand | nternationa
state, sand and other /
Category of income municipal) | famities | services | phitanthropists | cooperation
Budgetary contribution
General budget x
Dedicated taes (lottery, tax on liquor sales, tax on
contracts) x
Payrolltax x
Tuition fees
Degree programs x
Non-degree programs X x
Advance payments X
geback x
Other fees (registration, labs) x
Afflation fees (colleges) x
Productive activities
Sale of services
Consuting x x x
Research X X x X
Laboratory tests X X
Patent royaltes, share of spin-off profits,
monetized patent royaltes deal x x
‘Operation of service enterprises (television,
hotel,retirement homes, malk, parking) x
Financial products (endowment funds, shares) X
Production of goods
Agricultural products x
Industrial products X
Rental of facilties (and, classrooms, dormitories, X x
laboratories, ballrooms, drive through, concert halls,
mortuary space)
Sale of assets (iand, residential housing) x x
Fund raising
Direct donations
Monetary grants x x x
Equipment X X
Land and bui x X
Scholarships and student loans X x X x
Indirect donations (credit card, percentage of gas
sales. percentage of stock exchange trade) X x
Tied donations (access to patens, share of spin-off
profits) x
Concessions (products sold on campus, names)
Lotteries and auctions x
Loans
Regular bank loans. x x x
Bond issues X
Source: Compiled by Jamil Salmi




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 11: Review of income gener ation strategies — Jamil Salmi

main categories of
revenues

m budget

m tuition fees

m productive activities
m fund raising

m loans

tuition fees

m degree / non degree programs

m clients
—in state / out of state
— domestic / foreign

m timing
— discounted advance payments
— charge back payments
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University of Leicester
income from fees
(£37m)

Home Int'l parttime  Digtance
qudents  gudents  qudents  learning

Source: John Fielden

A. J Mejoramiento y Ampiacién

de la Infraestructura

paraa Docenca D
R pow, W

Apoyo a Actividades -

Estudiantiles =
Mejoramiento de as Condiciones
chlaielumiema de de Estudioy de Trabajo
los Servicios
W ibictecaros 2%

CYotas?

Infraestructurg de Computo 21%
yConexion aRed Internet Mejoramiento de

3 ‘69
Os con

En el periodo de Junio de 1997 4 junio de 1998, tus custas estudianties se trans‘ormaron
en avances y mejoras en infraestructura académica

Se invirtieron $ 8'054,535.75 que fueron distribuidos de la siguiente mancra:

Infraestructura de Computo  § 552,526.10 Mejoramiento de las $1'793,932.59
it it Condiciones de Estudio y de

Mejoramiento de $ 168081187
i I

$694,378.23

Estudiantiles
$562,689.50

Mejoramiento y ampliaci

$2'760,197.46
de la infraestructura para la Contus cuotas
O e rmencctore avanzamos juntos....

iCumplamos juntos!

inicio en 199
se analiza parasu ftura oplication.
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GACETA &
ittt UNISON i
Aplicacién de Recursos de Cuotas
al 31 de Mayo de 1998

e

FORTALECIMIENTO DE LA RED DE BIBLIOTECAS

cuotas
avanzamos
juntos...

MEIORAMENTO DE LA
..... ICIONES DE TRABAJQ ¥ ESTUDIO

' ;Cumpfambs juni:os!
ESPECIAL

productive activities

m Financial Products (endowment
funds, shares)

m Services
— Consulting
— Research
— Laboratory Tests
— Patent Royalties

— Operation of Service Enterprises
(hotel, retirement home, mall,
parking, driving school)

m Financial Products

m Production of Goods (agricultural &
industrial products)

m Themed Merchandises

m Rental of Facilities (land, buildings,
laboratories, dorms, driving-through,
mortuaries)

m Sale of Assets
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fund raising

m direct
— monetary grants
— equipment
— land & buildings
— Scholarships

m indirect (credit card, gas sales, % of stock
exchange trade)

m tied (access to patents)

m concessions, franchising, licensing,
sponsorship & partnerships

m |otteries and auctions

A e s

L

s ) sl 1 rianls con oo ook <+
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toll university

loans
m [oans from commercial banks
m loans from development banks

m bond issues
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Scope
m fees: 10-30%

m other revenues: 10-50%

— USA (public institutions 25%,
private institutions 50%o)

Sources of Revenues, Public 4-year Institutions in USA

Year 2000
4.0%
@ Government budget
21.3% 32.2%
W Tuition and fees
O Research contracts,
0,
1.3% rants and donations
O Endow ment income
19.4% B Sales and services
21.7%
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University of Leicester
income in 2003

H % of £155m.
BUK

4
Govt Grants ~ Fees Research Other

Source: John Fielden

outline of the
presentation...

= the need for income
diversification

= the range of income
generation sources

= the challenges ahead
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the challenges ahead

m favorable regulatory
environment

m enhancement of academic
mission

m adequate management

m level-playing competition

favorable regulatory
environment

m budget incentives
m tax advantages for donations
m flexible financial procedures

m legal status

11



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 11: Review of income gener ation strategies — Jamil Salmi

preserving the
academic mission

m insufficient alignment with
institutional and academic
mission

m teaching staff too busy to teach
or do untied research

m |oss of institutional control

m ethical dimensions

management
requirements

m generation of new net
returns

m clear and transparent income
distribution rules (and related
human resources incentives)

m fund raising professionals

m investment specialists

m cash-flow management

m contingent planning

12
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unfair competition?

m public institutions using
public subsidies

m private institutions indirectly
subsidized by public
institutions

conclusion

13
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what isthe best
method?

it depends...

14
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Alicein Wonderland
Lewis Carroll

Alice

Would you please tell me
which way | ought to go
from here?

Cheshire Cat

That depends on where you
want to get to.

it depends...

m country / local circumstances
m type of institution

m promising fields

m strategic or ad-hoc?

m linked to academic orientation

15
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Fundraising
as

Institutional Advancement

Kai-ming Cheng
Chair Professor of Education
Senior Advisor to the Vice-Chancellor
Bernadette W.S. Tsui
Director, Development and Alumni Affairs Office

University of Hong Kong

Types of New Money

-Competitive Government Grants
»Research/Consultancy Projects
~Student Fees
»Corporate Collaborations
»Donations
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-Fundraising in Hong Kong
Then and Now ...

Background ...

Then: “Fundraising?”
« There is no such a culture!

» There are many rich people, but they don't
give to universities!

» They'd rather donate to rural villages!

» They would say: “This is government
business!”

» They would say: “Universities are filthy rich!
Why should | give money to universities?”
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It all started ....

~ 1996 started the Foundation

» 1998 started the Development Office

» 1999 started visiting US institutions

2001 started idea of a campaign

»2002 UGC $625,000 for fundraising set-up
»2003 Gov't Matching Fund $120M

» 2004 achieved $100M in a year

(US major campaign $2.5B for 5 years)

Track-record

~ before 2002
—about $12M p.a. >> max $1.5M
«in 2003
—$100M >> max $6.3M 4,500 donors
«in 2004
—$70M >> max $12M
«in 2005
-77? >>max $120M
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Higher Education: Social Expectations

Creation of Knowledge:
Research
Construction of Knowledge:
Learning
Commitment to the Community:
Services
Integrity & Humanity:
Moral Leadership

Higher Education: Public Good

Its mission and contributions
are shared & endorsed
by
the Community.
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Higher Education: Public Good

Hence, donation
IS @ matter
of
Partnership

Philanthropy ...

»Everywhere, there are people who are
ready to give.

» The issue is whether or not you are on
their “shopping list”
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Philanthropy ...

» Giving makes sense

« Giving is God’s will

« Giving is good business

« Giving is fun

« Giving feels good

« Giving in return

» Giving as a family tradition

The From R.A. Prince & K.M. File (1994)
The seven faces of philanthropy. Jossey-Bass.

Stories

»Bank borrowing
»Primary school children
«An old woman

»2060!
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Stories

«University of Toronto
»Medical Faculty, HKU

» Exchange students
-15% >>20%

«A new funding game ...
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« Then
—Planning according to funding
+No0 money, no plan
«New

—Funding according to plans and vision
+New plans, new money
+NO vision, no money

The Old Pie
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The New Pie

New Money...
For what?

» For new level of academic capacity
~ For long-term development

NOT
» Compensation for budget cut
» FOr more petty cash
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Therefore

“Institutional Advancement™

That is

University fundraising

Is partnership for excellence
(not charity)

10
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+How to do It.....

11
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Organization & Infrastructure

Example
«Target Goal

e.g. 1.2B 4 years

12
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Organization & Infrastructure

The Classic Fundraising Pyramid: Gift Profile

No of Donors Amount of Donations

1 Leadership Gifts 10%

10 Major Gifts & Sponsorships 40%
Corporations Foundations Individuals
100 40%
Premium Annual Giving
1000+ 10%
Annual Giving

International reference

13
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Pyramid: gdown

Amount$'K  Min. No. Max. No. Min. Sum ($'K) Max. Sum ($'K)
100,000 2 3 200,000 300,000
30,000 14 18 420,000 540,000
10,000 22 25 220,000 250,000

5,000 25 32 125,000 160,000
2,000 70 80 140,000 160,000
500 65,000 75,000
30,000 40,000

3,000 5,000

6,000 10,000

1,209,000 1,540,000

Schedule: an example

+»Year 1 (Quiet Phase) 350M

«Year 2 250M
«Year 3 300M
rYear 4 300M

«EXxtension(?)

14
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Organization & Infrastructure

«Donors
—Mapping
—Cultivation
—Renewal
—Stewardship

15
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«Donors
— Alumni
— Individuals
— Foundations
— Trust Funds
— Corporations
— Staff & Students (Careful!)
— Referrals
— Government (Grants, Matching, ...)

Organization & Infrastructure

16
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~Products
—ldentification (Areas of Excellence)
—Packaging & Presentation
—Ways of giving
—Recognition

~Ways of glvmg (by order of difficulties)
—“Brick & Mortar”

—Other named endeavours
~Centres, Programs, Rooms, Chairs, Lanes, ....

—Scholarships
—Endowed Professorship
—Annual giving

17
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»Ways of giving (con't)
—Planned giving
~Bequests
»Insurance policies
—Non-cash gifts
«Estates

»Jewelry/Painting
»Stocks

»Ways of giving (cont)
—Reunion gifts
—Challenging grants
—Innovations

18
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Organization & Infrastructure

«Activities
— Anniversaries
— Launching ceremonies
— Gala Premier
— Alumni reunion dinners
— Golf Tournament
— Dining and Wining
— Donor negotiations

19
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«Activities
—Mentorship Programme
—“Reunion at the Races”
—“Mustard Seed Action”
—Faculty Presentation/Tour
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Organization & Infrastructure

«Infrastructure
—Director of Institutional Advancement
—Development Office
—Faculty Capacities
—Liaison Committee
— Data-base/ Intelligence

21
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Organization & Infrastructure

+Investment
—-5% to 15%

—e.g. Harvard Development Offices
+Endowment: Over 30B
+5 yr Campaign: 2.1B (ending 2.6B)
«Central: 220 people
~Each school: 30-40 people

22
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New Challenges ...

«“Sold out™!!!
~Unrestricted donations
« Endowments

» INVestment incomes

«What we have learnt ...

23
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What we have learnt .....

»Money is everywhere, but why you?

»Big money comes forth only when you
think big!

What we have learnt .....

«» There is always a gap between reality and
perceptions.

» One piece of bad news could cost a whole
campaign!
We have to manage perceptions:
Presentation!

24
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What we have learnt .....

» Government matching works miracles

»Private challenging grant is equally
good

Fundraising is comprehensive ...

~Daily performance is as important as
grand events

-Everybody is a Fundraiser

25
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Fundraising is a Mission,
and is Successful
Only for a Mission!

Thank you!

26
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Discussion 6:

Income Generation at the Institutional Level

Young-chul Kim

Korean Educational Development Institute

Korea 1is just starting very rigorous university reform programmes, and
exploring additional income sources for carrying out the programmes
successfully. In this regard, the topic on 'income generation at the institutional
level’ at this time is quite appropriate. I'd like to summarize the presentation of
Dr. Jamil Salmi and professor Kai-ming Cheng and draw some discussion issues

for the income generation strategies for Korean higher education.

Summaries of the Presentations

Dr. Jamil Salmi presented the income generation strategies for tertiary
education, from the perspective of the income diversification. Necessities to seek
additional financial resources come from the changing circumstance of
universities such as shrinking public budgets, pressure of reducing dependence,
increased competition, entrepreneurial culture, and implementation of strategic
plan. Hence, he suggested that universities have to diversify income sources, in
order to seek additional financial resources.

As he explained, the main categories of revenues for higher education are
government budget, tuition fees, productive activities, donation and loans. He
also explained the challenges ahead, such as favorable regulatory environment,
enhancement of academic mission, adequate management and level-playing
competition. Finally, he concluded that income generation strategies are depended
on such situations as country/local circumstances, types of institution, and

promising fields.
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Professor Cheng presented fund raising strategies as one of income generation
strategies. Especially, he explained fund raising procedures and methods from
setting target goal to investment.

Dr. Salmi’s conceptual framework is very helpful to understand the income
generation structure of higher education in general. Especially, it gives us
meaningful implications to develop the income generation strategies for the
development of higher education in Korea. Professor Chen’s fund raising
procedure model is very useful to develop fund raising strategies at the

institutional level.

University Income Generation Policies in Korea

Student demand for higher education in Korea has been very high, so that the
enrollment rate is recorded as one of the highest in the world. However, with
respect to quality, Korean higher education is not very competitive, comparing
with that of advanced countries. Furthermore, industries are not satisfied with
the quality of the university graduates.

In order to raise the competitiveness of university, the Ministry of Education
and Human Resources Development(MOE) has pushing ahead the university
reform projects, including university structural reform, Brain Korea(BK) 21, New
University for Regional Innovation(NURI), and so on. The MOE also proposed a
rigorous plan to increase greatly university revenue for the university reform
from the next year. According to the MOE plan, governmental budget for higher
education reform programmes will be increased two and half times during the
next three years, from 1.3 trillion won in 2005 to 3.2 trillion won in 2008.

Until now, governmental financial support for higher education was not
sufficient. The scale of financial support from the government is 0.4% of GDP.
It is far below the average of OECD countries(1.0% of GDP).

Comparing with the composition of revenue sources in advanced countries,
such as the United States, Korea is heavily depended on tuition fees. Major
income sources of the national and public universities are subsidy from the
government and tuition fees from students. Private universities depend on tuition

fees more heavily than the national and public universities, and 2-year private
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colleges depend on tuition fees more heavily than 4-year private universities.

<Table 1> MOE’s Budget for Higher Education Reform Programmes in Korea

(Unit: billion won)

projects 2005 2006 2007 2008
university structural reform 80 300 300 300
spec1ahzat19n of.r.netropohtan 60 80 100 200
universities
improvement of university curriculum 4 5 10 20
BK 21 (second stage) 185 400 400 400
rpangower gducahon for growth. B 100 150 400
engine industries for next generation
subsidy for academic research 305 320 350 400
NURI 240 240 300 400
specialization of technical colleges 168 168 200 250
promotion .of ngnd private B B 300 300
universities
other projects 252 267 240 500
total 1,294 1,880 2,350 3,170

SOURCE: Chosun-Ilbo. 25 March 2005.

<Table 2> Revenue Sources of Private Higher Education Institutions in Korea

(2004) (Unit: %)
classification 4-year 2-year

tuition fees 62.2 76.6
transfer 8.5 2.2
endowment 10.7 1.1
government support 2.0 1.6
administrative fees 2.1 1.7
interest and others 3.4 2.9
capital and debt incomes 7.6 4.7
transfer from the last year 3.5 9.3

SOURCES: MOE - KEDI(2004). Statistical Yearbook of Education 2004.
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As shown in Table 3, revenue sources of higher education in the United
States are diverse. There is also a difference in the revenue sources between
public and private and between the 4-year and 2-year degree—granting
institutions in the United States. Private universities receive considerable amount
of financial support from the federal government. The percentage of financial
support from the federal government given to the private universities is higher

than the public universities.

<Table 3> Revenue Sources of Higher Education Institutions in the US
(2000-2001)

(Unit: %)
classification public private
total |4-year | 2-year | total 4-year | 2-year
student tuition fees 18.1 17.8 195 38.1 38.0 53.1
federal government 11.2 12.4 55 16.3 16.3 9.8
state government 35.6 33.7 445 14 14 3.2
local government 4.0 0.6 195 0.6 0.6 0.9
private gifts and grants 5.1 5.9 1.2 19.3 194 11.6

endowment earnings

(investment return in private) 08 09 01 a4 44 35
educational activities 2.8 3.3 0.7 4.2 4.2 2.6
auxiliary enterprises 9.3 10.2 54 10.6 10.7 6.5

hospitals 9.5 115 0.0 8.7 8.7 0.1
other current income 3.7 3.7 3.6 51 5.1 8.6

SOURCES: National Center for Educational Statistics.

In order to secure financial resources for Korean higher education, revenue
sources at the institutional level should be diversified. In this regard, the MOE
formulated a plan to secure the financial resources for higher education through
the various channels. Legal grant system for the higher education is considered
in the central government level. The government also tries to switch the R&D
budget supporting method to be linked to the manpower education of

universities. In the local level, local government will be induced to invest more
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into the local universities.

The MOE also pushed ahead the university investment-inducing system from
the private sector, as one of university income generation strategies. In order to
induce financial resources from the private sector, the government will allow
company or person to establish and operate university facilities, such as
dormitory, restaurant/cafeteria, health facilities, culture center and parking lot in
the private universities. Especially, universities, whether national or private, can
expand their facilities by the BTL(Build-Transfer-Lease) method, which is a
new private capital-inducing system into public sector, by allowing to build the
public facilities by private sector and transfer and lease it to the public sector.
The government also considers reduction and exemption of tax, when the
companies give donations to the universities for the purpose of manpower

education.

Further Discussions

There are three issues for further discussion.

A bill was laid on the agenda before the National Assembly, to legalize the
grant system for the higher education as one of university income generation
strategies. According to the bill, 76% of internal tax will be allocated
automatically for the budget of higher education. Actually, most of financial
resources for the primary and secondary education in Korea are secured by the
legal grant system, such as Law on Financial Grant for Local Education.
Needless to say, such a legal regulation system will be helpful to secure the
stable financial resources for the higher education. However, it also has a
possibility to increase rigidity of educational budget system.

As one of university income generation strategies at the institutional level,
several universities have suggested an university donation system linked to
student admission, so called 'admission system through donation’. Meanwhile,
the MOE has prohibited the system due to unfairness of university entrance.
The basic position of the MOE is that university admission should be decided
on the basis of students achievement, not on the economic background of

students. However, the controversy will be continued, as far as university
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income generation issues are raised and discussed.

In general, prestigious universities can utilize multi dimensional income
generation strategies. For example, they can generate revenue through
productive activities, donations, and so on, in addition to securement of the
stable income through the tuition fees. Meanwhile, less prestigious universities,
most of which are small-sized, have short history, and located in rural areas,
have many constraints to secure the revenue sources. Recently, many Iless
prestigious universities have to worry about decrease of tuition fee income, due

to recent rapid decrease of university enrollments.
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Prospects in the long-run
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Japanese national universities underwent a drastic change in Aprill of 2004 by becoming
National University Corporations (NUCs hereafter). While the reform was implemented in a wave of
initiatives for restructuring government activities, it reflected long-standing debates for granting greater
degree of autonomy to national universities. How will it affect the financial structure, the organization
and the behavior of national universities? In this is paper, I shall outline the construct of the NUC
scheme (section 1) and, by contrasting a Japanese national university and a British university which had
already undergone similar reforms, speculate on how it will alter the financial aspects (Section 2 )and

organizational aspects (section 3) of national universities.

1.Recent Reform — Incorporation of National Universities

The Japanese attempt of reform can be set in the context of global tide of changes in higher education,

but it has to be set in the particular context of Japanese higher education and the society.

Japanese National University as a State Facility Model

At the outset of analysis, it will be useful to set forward a simple classification of the relation
between government and university. | argue that there are three major types of university from the
historical backgrounds presented in Figure 1.

1) State Facility Model, which comprises German universities and most of the university
system in the Continent.  Taking after the Humboldtian tradition this type of university, with respect to
the organization and physical infrastructure, belong to the government organization. At the same time,
the university is a guild of proffesoriate and allows a wide range of academic participation in

management.
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2) Private University Model, which comprises private institutions of higher education in the
U.S. and some other countries. Its starts with the endowed colleges in Oxford and Cambridge, and
then introduced to the U.S. to create the Yale Corporation model, where a Board of Trustees with a
trusted fund owns and manages the university by appointing president (Durea 2000).  This scheme was
recognized through the Dartmouth Case.

3) Government-Commissioned Model, which comprises the American State Universities and
the British universities. They are distinctively separated from the Government in their governance,
which dependent heavily on government subsidies. The State Universities in the U.S. are controlled by
the Board of Governors or Trustees, in a similar arrangement to the Private Model: but usually the
government sends a majority of its members. In the British case, the post 1992 universities (former
Polytechnics) employ similar governance structure to the American State institutions. The traditional
universities are now governed by Councils, with representations from the academic as well as lay
members.

Figure 1. Historical Development of Higher Education and

Three Major Types of University

Germanv France/ ltalv UK. u.s.
Proto-
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Paris, Bologna
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Japanese higher education system comprises both public (national and local public) and

private sectors. National universities, 80 in number, account for only one-fourth of under graduate
enrollment in four-year institutions, but for one-half of graduate enrollment. They are the main actors
in academic research, even though there are a few private institutions prominent in research.

The national universities in Japan constitute, together with German and other universities in
the Continent, what | call the State Facility Model. Universities of the State Facility model are

established by the state as a facility of the government — even though the universities are not exactly one
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of the arms of government bureaucracy, they are in fact a part of the government organization. Their
activities are therefore defined as the function of the government, and have to be fully supported by the
government. On the other hand, the academics are highly autonomous al least with decisions
involving academic matters, based on the membership principle that, in spirit, inherit the tradition of
medieval Guild. This structure, and the underlying idea, was established with the creation of Berlin
University in 1810.

The essence of the new scheme can be summarized in three points, i.e., the legal status of the

incorporated university and its governance, the relation with government, and financial mechanism.

Legal Status and Governance

Each NUC constitutes a legal person under Civil Law. As a legal person it is able to sue
other legal entities and can possibly sued by others. It owns its own assets, which is called the capital
of the corporation, mainly in the form building and land that were contributed from the government at
the time of incorporation.  In principle, it is supposed to be able to borrow funds, issue bonds or

invest on other entities, but the government maintained strict conditions and restrictions.

Figure 2. Governance Structure of National University Corporation
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By stipulations of the Law, each national university corporation has a President, an Executive
Board, an Academic Senate, a Management Council and Auditors (Figure 1). The relation among these
bodies are presented in Figure 1. In this scheme, the President is the ultimate body for decision-making
and execution, while important decisions have to go through deliberation of the Executive board, the
Academic Council, upon request by the President, deliberates on academic matters and report to the
Executive Council and the President. On the other hand, the Management Council, more than half of

the member of which should be selected from outside the university, gives advice to the President.
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The auditors are selected by the university, but appointed by the Minister of Education and reports to
the Minister directly.

The President, who used to be elected by the Academic Senate in the old system, is now
elected by the Committee for Selection of President. The committee consists of the same numbers of
representatives from the Management Council and the Academic Senate; the President and the members
of the Executive Board may join as the member. The elected is appointed by the Minister of
Education. The length of term and the exact procedure taken for election are to be decided by each
university. The Committee also has the power to relieve the president of duty through a similar

procedure to election.
Relation with the Government

The relation between each NUC, which is legally independent from the government, and the
government is mainly regulated by Mid-term (six-year) Goal and corresponding Mid-Term Plan, which
function in effect as contracts between the two.

As the Law stipulates, the Ministry of Education assigns each NUC with a Mid-Term Goal
that specifies the goals to achieve within the period of six-years in improving the level of education and
research, in improving efficiency in management of the institution, and in other areas. Based on this
Goal, the university should prepare Mid-Term Plan to achieve the specified goals, which should be
approved by the government.  Reflecting the criticism that this clause will give the government an
overwhelming power over the NUCs, both Houses passed attached resolutions that required the
government to respect autonomy of NUCs. In practice, the Ministry of Education asked each NUC
to draft its Mid-Term Goals, and then approved it without substantive change.

Towards the end of the six-year period, the newly established Council for Evaluation of
National University Corporations (“Evaluation Council” hereafter) will evaluate the levels of
achievement of the goals with the assistance of National Institute for Academic Degrees. The law
states that, depending on the results of evaluation, the government examines the needs for continuation
of the institution and necessary actions to be taken to the institutions. The last clause implies that the
results may be related to government subsidy to the institution. The attached resolutions of both
Houses again draw attention to the possibility that this mechanism may lead to encroachment of
academic freedom, and require request the government to take cautions. Further details in either the
method of evaluation or the consequences of evaluation are not worked out yet.

As stated above each NUC is in principle an independent organization under the Public Law,
implying that the finances are completely separated from the government even though it may receive
subsidies from the government.

With the enactment of the NUC Law, the government contributed most of the facilities, land

and buildings to the NUCs.  The evaluated prices of those facilities constitute the capital fund of
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each NUC. While in the old system, the budget for a fiscal year had to be executed in the designated
year and accounted for within the fiscal year, the NUCs are now allowed to carry the balance to the next
accounting period. Within a limit, each university may make investment: it can borrow money either
from government or from commercial banks: it also can issue a bond with the permission of the
government.

At the same time, the NUC Law stipulates that the finances of NUCs will be accounted for
based on the NUC Accounting Standards, which are similar to the accounting standards required for
business corporations. In the old system the budget was given in line-items, and the accounting
procedure simply implied keeping track of spending the budget in each item on time.  In the new
system accounting takes the form of double-entry book-keeping.  The financial report should include

Balance Sheet, Profit-Loss Statement, Cash Flow Statement and other necessary statements.

Figure 3. Mid-Term Goals and Plan Cycle
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Then what is the logic underlying the design of NUC? The answer lies in the concept that
gained influences in last two decades in the name of New Public Management or Institutional
Economics — the “principal” and the *“agent” and the explicit contract between the two. The scheme of
Independent Administrative Institution is built on this concept: the government as the principal
commissions an Independent Administrative Agency to achieve a public purpose. The terms are
specified in the Mid-Term Goals and Plan; subsequently the level of achievement will be evaluated, and

the result of which will lead to consequences including financial rewards or punishment, or even
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discontinuation of the contract.

It is argued that by separating the principal and agent, the agent will gain efficiency. The
agent, free from the strict and minute control by the government, is able to exploit local knowledge and
initiate innovations.  Moreover, it is given an incentive to gain efficiency through explicit goals. The
government, on the other hand, can become more accountable in bringing about the services that it
provides.

It is important to note that in this construct, it is absolutely necessary for the government to
produce the expected levels of services. In order to ensure that, the contract should be clearly stated
and respected. It is then necessary for the contract to be struck between the government and the chief
executive of the institution, although the institution as a whole functions as an agent for the government.
The chief executive then directs the whole organization towards achievement of the set goal, and the
member s of executive board assist the chief executive. From this perspective it is natural that the

president has to be given an unusually strong power in the NUC model.

2. Potential Changes in Financial Structure

Given the new scheme, how will the national universities change? While it is too early to
evaluate the consequences, it is worthwhile to speculate on the direction of the change, particularly in
their financial aspects. As a step to approaching the issue, | chose to compare the present status of the

Japanese national universities with British universities that has undergone similar reforms.

Bench-Marking the University of Tokyo with Oxford University

In the conceptual model that | described in the outset of this paper, British universities
belonged to the “State Commissioned” model. Historically, the universities in the UK were created as
independent corporations from the government. On the other hand, it became critically dependent on
government funding after World War 1. This particular combination between governance and finance
made a unique model. Moreover, with the increasing dependence of the government funding, they
came closer to the State Facility model in many significant aspects. This construct, however, had to
change under fiscal pressures under the Thatcher administration in the early 1980s. Since then the
British universities has undergone a series of radical and steady reforms. The present scheme of
governance and finance is radically different from that of twenty years ago (Williams 1997).

The British case therefore provides a very interesting means to speculate on how the Japanese
national universities will change after incorporation. From this perspective, | will compare the present

status of the University of Tokyo and that of Oxford Universities.

Before attempting systematic bench-marking, it will be useful to summarize basic figures. Looking

at total students numbers, the University of Tokyo has a larger number (about 28,000) than Oxford
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(16,000). When it comes to graduate students, the University of Tokyo has 10,000, which is far more
than the other Oxford. Oxford has less graduate students than other first class universities in the world,
something it is trying to change by increasing its number of graduate students. As for overseas students,
Oxford has an especially high ratio with approximately one quarter of its students being non-British. It
also has quite a lot of overseas students at the departmental level, unlike the University of Tokyo.
Comparing the budget size of the three universities by looking at their total expenses (calculated at a
rate of 1 pound = 234 yen), expenditures in Oxford’s are 100 billion yen, while the University of Tokyo
has significantly larger expenses of 210 billion yen. This figure for the University of Tokyo, however,
includes the expense of its hospital, unlike the numbers from the two British universities. Not including
this hospital-related expense, the total expense of the University of Tokyo still amounts to 170 billion
yen. One of the main reasons for the University of Tokyo’s huge expense amount is that it also includes
the cost of running its attached research institutes. Although the two British universities also have
research centers and other affiliated organizations, their sizes are far smaller than those of the University

of Tokyo.

Composition of the Budget

Table 1 gives a breakdown of the financial resources of the three universities. The balance sheets for the
two British universities are for a period of one year ended July 2001, and the balance sheet for the
University of Tokyo is for fiscal year 2001. Resources are broadly divided into institution support from
the government, income from tuition fees, income from research aid and contract research, income
from donations and foundations, and others. The balance sheet amounts for each university are given

and also expressed as a percentage of the university’s total income.
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Table 1. Composition of Revenue by Source— University of Tokyo and Oxford University

U.Tokyo, 2001 Oxford U., 2001
Combined with
College
- 100 million - 100 million 100 million
(Million £ Yen) (Million £ Yen) Yen)
Institutional support 449 1050 128 301 301
Tuition & Fees 60 140 42 99 223
Government Contribution - - 1 2 2
Domestic Student - - 26 61 61
Overseas Student - - 16 36 36
Changes in College - - - - 124
Reseach Grants/Contracts 182 426 142 333 342
Research Council 97 227 46 109 108
Non-Governmental 39 90 48 113 122
Others 46 109 48 112 112
Donations - - 58 136 253
Others 30 71 36 85 87
Total 721 1687 408 954 1212
College
Donation/Endowment 50 117
Fees 93 218
Goernment 6 14
Others 1 2
Total 150 351
Composition
Institutional support 62.3% 31.5% 24.8%
Tuition & Fees 8.3% 10.4% 18.4%
Government Contribution - 0.2% 0.1%
Domestic Student - 6.4% 5.1%
Overseas Student - 3.8% 3.0%
Chanages in College - - 10.2%
Reseach Grants/Contracts 25.2% 34.9% 28.2%
Research Council 13.4% 11.4% 8.9%
Non-Governmental 5.4% 11.8% 10.0%
Others 6.4% 11.7% 9.3%
Donations - 14.2% 20.8%
Others 4.2% 8.9% 7.1%
Total 100.0% 100.0% 100.0%
College
Donation/Endowment 33.3%
Fees 62.0%
Goernment 4.0%
Others 0.7%
Total 851 1992 100.0%
Total Including Attached Hospitals al 981 2.296
Notes:

Annual amounts for Oxford University are for year ended July 31, 2001. Balance sheet amounts of University of
Tokyo for fiscal year 2001. Amounts for Oxford do not include hospitals.

College boarding fees for Oxford are estimated by subtracting the college fee replacement (until 1998, the direct
grant from the government to the college, calculated arbitrarily from financial resources from HEFCE education
grants etc.) estimated at 40 million pounds, from boarding and tuition fees for colleges.

In addition to research grants and contract research for Oxford, including contact research and joint research
from companies. (Most is funding from other organizations.)

For University of Tokyo, in addition to research grants and contract research, industry research grants also
included, but most is public funding. Support from private organizations includes aid from companies as well as
scholarship grants. Income from donations is included in scholarship grant income. Regarding institution aid,
annual expense items (attached hospitals and research institutes) are excluded from total university income (=
expense) while tuition fees and entrance examination fees, scholarship grants, contract research income, etc, are
automatically excluded.
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1 pound = 234 yen (OECD purchasing power normal price in 2001)

The categories are simplified here, but in fact the financial systems of universities in Japan and the UK
are different, as are the classification methods of financial resources. As a result, there are more than a
few problems in directly comparing universities in these two countries. As described in detail in the
notes, the financial resource items of the University of Tokyo have been reconstructed according to the
British classification of financial resources (although even the breakdown of research grants and
contract research are also very different). In addition, Oxford is a very special case even as British
university, because its colleges are financially independent from the university. There is no need to
itemize the simply combined financial resources of the university and colleges, but here we have
reconstructed the breakdown for the purpose of comparison. In the figure, the amounts in the section
of “University and college” for Oxford are based on estimates. For example, college boarding fees are
estimated by subtracting the college fee replacement (until 1998, the direct grant from the government
to the college, calculated arbitrarily from the financial resources of HEFCE education grants etc.),
which is estimated at 40 million pounds, from boarding fees and tuitions fees for colleges. In addition,
we compared the amounts for the three universities after excluding hospitals (and attached research

institutes in the case of the University of Tokyo).

Based on the above estimates, | divided the component ratios of financial resources of the
three universities into (1) institution support from HEFCE, (2) income from tuition fees, (3) income
from contract research, (4) donations and foundations, and (5) others. This can be illustrated as in Figure
4,
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Figure 4. Composition of Revenue by Source
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Note: In the case of University of Oxford B, total income including colleges.

(1) Institution grants from government

The largest financial source for all three universities is an institution grant from the government. In the
UK, grants are awarded by the Higher Education Funding Council for England (HEFCE), while in
Japan, there is an institution grant for national universities. Furthermore, income obtained from
Japanese students such as tuition fees becomes revenue of the national treasury instead of income of
the individual university. As shown in Figure 3-3, to calculate the income of the University of Tokyo,
that is the institution support from government, we subtracted the university’s tuition fee income from
its direct grant. This institution support from the government makes up 24.8% in the University of
Oxford and 62.3% in the University of Tokyo. Here we see a significant difference among the three
universities in terms of the percentage of their total financial resources that is made up by institution

grants from their governments.

(2) Breakdown of research grants and contract research

The second biggest financial source of all three universities in terms of percentage of total income is
income from research grants and contract research. The percentages of total income are 28.2% for the
University of Oxford and 25.2% for the University of Tokyo.

This income can be broken down roughly into research grants from a research council

10
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(divided into several research fields), or in Japan, subsidiary aid for science research expenses; support
from private research funding organizations; funds from companies (contact research, donations); and
research funding from other government bodies. However, it is difficult to provide an accurate
breakdown.

For now, looking at the common category of research grants (or science research expenses)
from a research council, the percentages to total income are 8.9% for f Oxford and 13.4% for the
University of Tokyo. In terms of the composition of the total income from research grants, contract
research, and so on, comes from government research grants, contract research, etc, compared with
31.5% for the University of Oxford and 53.3% for the University of Tokyo. Among these three
universities, therefore, the University of Tokyo has the highest dependency on research grants (science
research expenses) from its government’s research council.

Oxford has the highest ratio of research aid from private foundations to total income, 10.0%
compared with 5.4% for the University of Tokyo. The University of Tokyo's 5.4% is made up of
“scholarship donations”, little of which comes from private foundations, most being company funding.
It is in fact noticeable how little aid the University of Tokyo receives from private foundations.

In the UK, funding from companies is included in “other income” under income from
research grants and contract research, and the ratio of this to total income is 9.3% in the University of
Oxford. However, because this “other income™ includes a significant amount of income from various
ministries and government offices (apart from the research council), we can imagine that the funding
both universities receive from companies is in fact considerably less than 10%. In the case of the
University of Tokyo, on the other hand, what we can call company funding comes under scholarship
donations (just under 80% of the University of Tokyo’s “industry-university joint research expenses”
under “other income” is government funding based on a capital system) which make up 5.4% of total
income. However, this percentage also includes research grants from private funding organizations, and
the actual funding from companies probably dips below 5%. As such, it seems that the University of
Tokyo has much less funding from companies compared with Oxford, although even Oxford seems to
receive less than 10% of their overall income in this way. On the whole, company funding is
unexpectedly low in the

(3) Income from tuition fees, etc.

Although one part of private funding (that is, non-government funding) is from companies,
as described above, another important part is income from tuition fees and so on. A simple comparison
shows that the two British universities have higher rates of tuition fee income to total income; 18.4% in
Oxford compared with 8.3% in the University of Tokyo. However, this does not mean that there is a
high level of dependency on students at the British universities. It is a well-known fact that domestic
students in the UK only bear tuition fees of around 1,000 pounds (something over 200,000 yen), which

is quite low. In fact, income from tuition fees paid by domestic students does not vary between the two

11
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universities, being 5.1% in the University of Oxford and 8.3% in the University of Tokyo. Looking at
different kinds of tuition fee income, income from overseas student tuition fees stands out, being 3.0%
in the University of Oxford. Meanwhile, income from what should be described as college boarding fees
in the University of Oxford is over 10%, which is significant. (However, these college boarding fees are
considered as lodging fees, the income they provide cannot be compared with the tuition income of
other universities.)

In terms of the dependency on tuition fees paid by domestic students, then, Oxford does not
necessarily differ much from the University of Tokyo.

(4) Dependence on government funds

It is difficult to accurately show the ratio of government funds to total financial resources.
Based on the above discussion, however, we can estimate this ratio to be: 33.7% for f Oxford (including
grants from government bodies and from the research council) + a (research grants and contract
research from institutes other than the research council, several %); and 82.1% for the University of
Tokyo (including grants from government bodies, science research expenses and industry-university
joint research expenses) — a (purely private sector contract research within industry-university joint
research expenses, less than 1%). Clearly the University of Tokyo is extremely reliant on government
funding.

(5) Income from donations and foundations

We have seen that there is a big difference among the three universities in terms of
dependency on government funding, but, as mentioned earlier, there is not much difference in terms of
non-government funding such as company funding and income from tuition fees (although there are
various ways of itemizing income from tuition fees). Another significant difference is in the ratio of
income from donations and foundations, 20.8% in the University of Oxford, with almost no
corresponding item for the University of Tokyo. Moreover, as we saw earlier, for research grants and
contract research too, Oxford’s 10% is significantly higher in terms of support from private funding
organizations.

From the above discussion, the first point is that the University of Tokyo is significantly more
dependent on government funding compared Oxford. Secondly, within government funding in
particular, the University of Tokyo depends more strongly on grants from government funding bodies
compared with Oxford. Thirdly, the University of Tokyo is more reliant on the research council for
research grants and contract research compared with Oxford. The fourth point is that, although
Oxford depends less on government funding than the University of Tokyo, they do not really depend
largely on domestic students to pay fees or on company funding; on this point they are not so different
from the University of Tokyo. The largest item making up for the lower level of government funding
for Oxford is income from donations and foundations, a point which differs greatly from the University

of Tokyo where there is no such income. This income is a self-earned financial resource rather than

12
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external funding, and provides Oxford with a significant degree of financial independence.

In this way, Oxford has diverse overall financial resources, since it does not depend solely on
government but also have significant resources in the form of income from donations and foundations.
Their income from tuition fees is diversified too, as is their income from research grants and contract
research. There are also more than a few channels of government funding apart from institution
support. Moreover, in the case of Oxford, the existence of colleges diversifies its financial resources
(such as donations and income from college boarding). The diversity of financial resources of the

University of Tokyo is therefore exceeded by that of Oxford.
Resource allocation within the university

(1) Distribution formula of institution support

The biggest problem of resource allocation within the university is how to distribute the
institution support from the government, which constitutes a large proportion of total financial
resources, but in of Oxford, a formula for internal distribution has been developed based on the
formula used by the Higher Education Funding Council for England (HEFCE) to determine the size of
institution support. Roughly speaking, the formula used by HEFCE calculates education grants by
multiplying the unit price of expenses per student by the number of students. The amount of research
grants also depends on research evaluation, but this total amount is allocated to each university in blocks.
The universities have the freedom to distribute the research grant internally, but in fact Oxford has
adopted their own formulae which are revisions of the one used by HEFCE. We do not know the
details, but the formula used by the University of Oxford is almost the same as the original HEFCE
formula

The University of Tokyo, on the other hand, distributes the budget allocated to the university
by first subtracting central expenses (shared expenses) and then distributing the budget according to the
same formula used by the Ministry of Education, Culture, Sports, Science and Technology for the
purpose of budget estimation. Like the British universities, therefore, the University of Tokyo allocates
resources internally by adopting the formula used for allocating the budget to the university.

(2) Responsible body for internal allocation

The responsible body for internal allocation is the organization that decides the expenses for
activities for the whole university, and determines policies on financial resource allocation to internal
bodies such as departments and so on. Oxford has a Planning and Resource Allocation Committee
placed directly under Council which, as its name implies, is responsible for determining policy on
financial resource allocation within the university. This is the so-called RAM, or Resource Allocation
Method (Figure 5). The University of Tokyo has established a Financial Planning Committee, but it is
difficult to say whether it is the responsible body for internal allocation because such allocation is at

present performed automatically.

13
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Based on such a responsible body for internal allocation, each university has, in addition to a
budget distributed to its various internal bodies, what we can call central expenses to be spent on the
whole university. In Oxford, 14% of the total university income (not including colleges) is withheld as a
top slice (501,000 pounds in fiscal 2002-3). However, the major portion of this top slice comes from
college fee replacement (348,000 pounds). As described earlier, government subsidies for college fees
granted directly to colleges in Oxford were abolished, and the same amount shifted to the education
grants and so on that the university receives from HEFCE. As a result, the university still receives an
amount equivalent to the old college fees within education grants, which it handles as the top slice in its

financial resources, so there has been no significant change in allocation to colleges. The University of

Presentation 13: Financial implications of the autonomy reform — Motohisa Kaneko

Tokyo, meanwhile, withholds about 8% for central expenses.

Oxford University

Figure 5.
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(3) Funding units

The responsible body for internal allocation is not necessarily involved in allocating resources
to the extremities of the university structure. As a matter of fact, there are intermediate bodies that
function as the basic funding units. That is to say, the responsible body for internal allocation only
distributes resources to departments or funding units, and responsibility for actual distribution and
spending within the university is borne by the funding units. (The head of a basic funding unit is called
budget holder.) Previously in the UK, departments, with their focus on professional education, already
had considerable power. In recent years, a number of them have been formed into bigger units that are
the basic funding units responsible for allocation and spending.  In Oxford, there are five bodies called
divisions which are divided by academic field. The colleges of the University of Oxford used to have a
high degree of financial independence, but now, due to the financial reasons described previously, their
finances tend to be included in those of the university as a whole. As for the University of Tokyo,

faculties and research institutes, twenty in number, constitute the basic funding unit.

3. Organization

How are these differences in financial structure related with the make-up of the organization? We

focus here on the employment status of academic and support staff.
Faculty Members

Teaching Staff

A rigorous comparison of teaching staff numbers is impossible due to the differences in the systems,
but the following points can be used as indicators for now. First, looking at the number of teaching staff
at the level of lecturer or higher (Figure 1-3), the University of Tokyo has 2,400, significantly more than
the two UK universities because it has many attached research institutes. This is also a reflection of its
higher ratio of permanent teaching staff. As for the total number of teaching/resarch staff, the
Oxford has about 3,500, the most among the three universities, although not much more than the

University of Tokyo
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Figure 6. Membership Status and Funding of Academic Staff
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Administrative and Support Staff

3,700 or so people work for Oxford University. The numbers at Oxford might appear to be
almost the same as the approximately 3,500 employees at the University of Tokyo. However, the figure
for the University of Tokyo includes medical-related employees in its affiliated hospital. Not including
such medical-related staff, the University of Tokyo in fact only employs 2,400 people, which is less than
two-thirds of the total number of people working at the University of Oxford. In terms of the total
student and teaching staff numbers, the University of Tokyo is the biggest among the three universities.
However, it is also If we take a closer look at the differences among these three universities (as shown in
Figure 1-1), it is very clear that the University of Oxford has a relatively smaller number of
administration and clerical-related employees compared with the University of Tokyo. On the other
hand, the above figure for the University of Tokyo includes mostly government civil servants, in other
words officially-hired employees, while in fact there are many other different types of employees in the
university. In particular, there are many administration-related employees hired depending on the

administration expense budget who are not included in the total number of employees.
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Figure 7. Number of Support Staff by Field and the Form of Contract/Funding
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Conclusions

The discussion above demonstrated that there are significant differences in financial
structure and organization between the University of Tokyo and Oxford University. It is indicative of
the possible changes to be expected at the University of Tokyo after incorporation. Some of the
salient points can be summarized as below.

First, the revenue sources will have to be diversified significantly. Obviously, the degree of
diversification is largely dependent on the levels of government subsidy in the future. The creation of
NUC was enacted under the assumption of stable, if not increasing, levels of funds given to NUC for a
reasonable duration of time. In fact, in order for the construct of NUC scheme to function, the level
of subsidy should remain the same for a mid-term period. There are, however, possibilities that this

assumption may not hold in near future.
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Second, the increasing gap between the financial needs and the government subsidy will have
to be filled by increased revenue from other sources. One of the most significant sources is the
competitive research funding provided by the government. British government shifted a significant
proportion of institutional aids into research grants in the 1990s. In Japan, one of the significant
moves rose from the Council for Comprehensive Policies on Science and Technology, a body under the
Prime Minister’s Office with the mandate to oversee investment on Science and Research from various
branches of government. In 2004, it published a proposal to transfer a significant proportion of
institutional subsidy, including the government subsidy to NUCs and subsidies to private institutions, to
the fund for competition-based research projects. Underlying this new project is the idea that the
present institutional aid is less efficient than direct aid to research projects under a system of
competition. Even though this initiative did not materialize for FY 2005, it may gain some support in
the future.

On the other hand, one has to be careful about the potential of private giving as a revenue
source. Even though private giving comprises a large proportion of revenue for Oxford, a substantial
proportion of the funds derived in fact from government sources. Moreover, the proportion is much
smaller in other British universities. It does not imply that private giving will be unimportant; but it is
dubious that it will compensate the increasing revenue gap to a significant degree. This raises caution
against attempting a financial model after American institutions. They appear to benefit from private
contributions to a greater extent., but it is made possible only in the unique historical context of the U.S.
and tax regime.

Then the most realistic option will be raising tuition fees. The data used in this analysis
showed similar and small proportion of tuition as a revenue source in both universities. This may
change soon. The British government has recently proposed to allow the universities to increase tuition
fees substantially. It is likely that many universities will raise tuition. In Japan, the Ministry of
Finance has announced to withdraw an amount of government subsidy which is equivalent to the
amount to be earned if the past trend of tuition increase continued. In other words, each national
university corporation will be faced with reduced revenue if it did not raise tuition. Under these
circumstances, most of the national universities increased the level of tuition. In both countries, the
universities were given the freedom to decide tuition increased by themselves.

The third important point is the consequences of the shift in revenue structure on the
organization of the university. The increased dependence on competitive funding creased a large
number of researchers with limited privileges as academic staff.  Similar trend is already found at the
University of Tokyo. This change will affect the climate of the academy and the behavior of the
academics..  The scheme for internal allocation of the resources will also have to change. This will
also affect the organizational culture.

The discussion above indicates that the increased autonomy, which was the dream of
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academics, will bring about a series of difficult and nasty questions to the universities. It will not be a
dream world. In this world, each of the academics will be questioned on what they wished to achieve

by being in the University.
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Table 1. The Share of Private Institutionsin Tertiary
Education (2003)

(Unit; insitutions; persons, %)
Numboer of Insitttions Nurmber of Sudents
Toie(A) | Private(B) | BIA Toid(A) | PrivateB) | BIA
Total i1 3 &2 3615 2634069 T7AL

Junor Colege | 1602 47 N7 900,568 %1820 %7

University 21 175 192 231609 150932 664

Graduate Schod 216918 1296 697
3

Table 2. The Composition of Operating Income - Private
Institutions for Tertiary Education

(unit; %)
Transfer & Endowment Income Edu_cglon-r_elaed Non-education Income
Administrative Fee
Tution Transfer | Endowment | Naiond Sub- Entrance B Sub- Interest Qb Totd
Income | Income subsidy totd | totd totd

19% | 692 | na na na. 233 na 21 na 54 100
1997 | 69 na. na na. 23 na 21 na 5.9 100
1998 | 689 | na na na. 204 na 2.3 na 74 100
199 | 684 [ 96 9 48 234 12 21 55 6.1 100
200 ([ 71 79 9.6 44 219 12 2.3 42 48 100
2000 [ 729 | 68 81 5.3 202 13 2.3 38 46 100
2002 [ 729 | 68 89 48 2.6 11 24 31 41 100
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The structure of operating
Income- All Institutions

e Tuition accounted for about 70%
— The share of tuition tends to increase
o From 69.2% in 1996 to 72.9% in 2002
e Transfer and endowments: 20.6% in 2002
— The share went down from 23.4% in 1999

— The share(s) of
o transfer: 9.7%(1999) -~ 6.8%(2003)
« endowment and subsidy: stable

Table 3. The Composition of Operating Income - Private

Universities
(unit; %)
Transfer & Endowment Income Eduglon-rdaed Non-education Income
N Administrative Fee
Tuition Transfer | Endowment | Nationd Quib- Entrance Beam b Interest Ub- Totd
Income | Income | Subsidy totd 1 totd totd

19% | 692 | na na. n.a. 2.2 n.a. 21 na. 54 100
1997 | 685 | na na. na. 234 na. 21 na. 6 100
1998 | 686 | na na. n.a 216 na 24 na. 75 100
199 | 681 | 97 9.2 47 236 12 22 5.6 6.2 100
2000 | 708 | 8 9.8 42 2 12 23 43 49 100
2001 | 696 [ 85 104 44 2.3 12 24 38 48 100
2002 | 696 [ 86 113 39 238 11 27 3 39 100
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The structure of operating
Income- Universities

e The share(s) of
— tuition remained stable
— transfer income: 9.7%(‘99)
- 8.0%(*02)
— endowment: 9.2%('99) - 11.3%( 02)
— subsidy: 4.7%('99) - 3.9%(‘02)
— Admin. Fee: 2.2%(‘99) - 2.7%('02)

Figure 1. The Share of Tuition in Operating Income- Private
Universities
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Figure 2. The Level of Tuition per Student - Private
Universities
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Tuition

e Distribution of the share of tuition
— In the range of 7.17-84.3%
— A half of the institutions: 65-85%
— A quarter of them: below 25%

e Distribution of the tuition/student
— Average 5.34 mil. won, about %2 of GDP per
capita
— It ranges from 2.88 mil to 6.82mil won

— 50% of them are in the range of 4.5 mil-5.5 mil
won
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Figure 3. The Share of Endowment Income - Private
Universities
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Endowment income

e The share of endowment income is
less than 15% in most of the
institutions.

e In 2001-2003, only in 9 institutions
endowments accounted for more
than 20% of operating income.

— 3 of them are theological schools.

12
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Table 4. Growth Rate of Operating Income - Private

Universities
(unit: %)
Opeding| __ .. | Endowment | Nationd Educetllc.Jn-reI.ated Non-Education
Tuition . Administrdive
Income Income Subsidy Income
Income
201 | 165 | 1021 3293 221 1491 97
002 | 947 | 958 3146 2697 922 -17.93
03| 74 917 1.74 804 1083 2102
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Summary- the structure of
Income

e The tertiary education in Korea
depends heavily on tuition.
— The share of tuition tends to increase.
® In universities,

— The shares of endowment and the
administrative fee went up.

— The share of tuition remained stable.

14
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Do private institutions
generate enough income?

e To compare the level of expenditure
on educational institutions with those
of other countries

e To compare the operating income
with the operating expense

15

The level of expenditure

® Preconceptions

— Heavy dependency on tuition - low
level of expenditure
— There is also a factor to increase
expenditure
o Relatively large demand for capital expense

e The share of capital expenditure in total
expenditure was 27.8% in 2000.
— The largest one in OECD countries.
— OECD country mean was 11.7%.

16




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 14: The Korean experience with income generation — Jong-seok An

Table 5. Expenditure of Institutions for Tertiary
Education(2000)

(unit: US Dollar, %)

Expenciture per | GDP per capita AB

Student (A) (B)
Korea(C) 6,118 15901 3848
OECD Country Mean(D) 9587 23631 4057
CD 6381 67.29 9.9

Note: GDP per capitaconverted in USdollars using PPP(Purchasing Power Parity) estimated by OECD
Source: OECD, Education at a Glance, 2003

17

The level of expenditure

e Expenditure per student was 6,118
dollars in 2000.

- 63.8% of OECD country mean, 9,587
dollars

— 22nd among 29 countries: Czech Rep.
Poland, Portugal, Slovak Rep. Turkey
spent less than in Korea

18
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The level of expenditure

e Comparing the level of expenditure
with GDP,

— Expenditure per student was 38.5% of
GDP per capita,

— Similar to the OECD country mean,
40.6%

— 15 out of 29 countries.

19

Operating Expense vs.
Operating Income

e Question
— Is operating income enough to cover
operating expense?
e The index: OR
— OR=(operating expense)/ (operating
iIncome)

— If the ratio is greater than 100%, it
means that the institution spends more
than its income.

20
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Figure 4. The Ratio of Operating Expense to Operating
Income -Private Universitiesin 2003
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Operating Expense vs.
Operating Income

e The OR of private universities was 76.54%
on average in 2003.

— The largest was 99.78%, the lowest was
48.76%.

— A half of the institutions are in the range of
68.38-88.01%

— Some of the institutions spent less than 60% of
income for operating purpose

e Those institutions seem to spend too much on capital
expenditure.

22
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Summary — the level of
Income

e Considering the level of GDP, the level of
expenditure on tertiary education is not low.

— But not enough to improve the quality of
education to the most advanced level in the
world.

e Private institutions’ operating income is
enough to cover operating expense.

— No institution with more expense than the
income.

23

Summary — the level of
Income

e How could they generate enough
income?

— The price was determined by the
suppliers until recently.

e But the demand is decreasing sharply.
— Demanders power becomes stronger.
— Institutions will face difficulties in
generating income.

24
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Effects of income structure on
employment of university graduates

e Model

— Dependent variable: the employment &
advancement ratio of university graduates

— Independent variables:
« total expenditures, transfers, endowments, national
subsidy: per student
o the year of establishment, number of students,
location of institutions, student/faculty ratio, average
grades of the entrance exam

25
Table 6. Estimation Results for
Employment & Advancement Ratio
Model Model Model
-0.335] 0.701] 0.802
Constant oz S o
Transfer Income per Student O'Ol? 0.007 O'O%I'
197 0.75 213
0.003| 0.021] -0.015
Endowment Income per Student 03 129 096
: : 0.017| 0.038| 0.03
National Subsidy per Student 1o PPy 141
: -0.005] -0.045] -0.004
Operating Expense per Student 015 074 o1
" 0.001
The Y f Establish t
e Year Of iIshmen 0.@
Nurrber of Students 0022 -0.03 -0.023
-221 -2.09 =244
I . -0.018] -0.03] -0.023
Dummy Indicating Outside o8 09 101
. -0.039 -0.014 -0.035
Students/Faculty Ratio 137 029 107
Average Score of SAT(Humanities and 0.056
Social Sciences) 0.61
Average Score of SAT(Natural Sciences 0.012
and Engineering) 0.28
=3 0.408 0.137, 0.452
Note: Natural log of independent variables except for 'the year of establishment’ and
* significance level 10%, ** 5%, *** 1%
26
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Effects of income structure on
employment of university graduates

e Income structure affect the
employment & advancement ratio

— Institutions with more transfers from the
foundations showed higher E&A ratio.

— National subsidy also have a positive
effect on E&A ratio.

e Number of students have a negative
effect on E&A ratio.

27

Equation for NEER

e The new entrants enrollment ratio

— NEER(%) = (Number of new entrants
enrolled for the school year) / (maximum
limit of new entrants allowed)

e The NEER is expected to respond to
the structure of income, expense, the
results of education, and other
characteristics of institutions.

28
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Table 8. Estimation Results of the New Entrants Enrolment Ratio

Model Model Model Model Model

Constant -486.636 112.011] -364.612 -510.194] -353.065

.18 0.3 -0.99) -1.95| -1.33

. -71.946| -29.127 -9.571
Tuition per Student - T

P -6.11 -4.16 -1.03

Transfer Income per Student 0.017| -0.105 0.598 0.043 0.266

0.0 -0.06] 0.33] 0.04} 0.23

-2.087| 5.174 -4.527| -2.146 -1.507

Endowment per Student 095 2T 146 098 073

National Subsidy per -4.657| -3.099

Student -1.11] -1.28

Operating BExpense per -9.722| -2.839 6.874 -10.196| 2.884

Student -1.21] -0.4] 0.67 -1.29 0.35

: 0.162| 0.211] 0.233] 0.171] 0.133

The Year of Establishment 145 141 136 159 119

Number of Students 8'0?? 1512?? 8’%{3.2 7'6%5 4'2:1'.2

203 384 3.02 201 213

Dummy Indication Outside 0.387| -18.171] -19.339 0.261 -4.864

of Seoul Metropolitan Area 0.09 448" 408" 0.06 -12

: -6.905| -1.031 3.099 -7.338 0.564

Students/Faculty Ratio 113 044l 0.39) 123 009

Average Score of 60.864| 62.176) 40.983

SAT(Humanities and Social 475" 506" 369"
Average Score of 3.648| 9.55] 15.444]
SAT(Natural Sciences and 0.4 1.44] 101

R 0.555) 0.653] 0.4 0.561 0.474

Note: Natural log of independent variables except for ‘the year of establishment' and the dummy

* significance level 10%, ** 5%, *** 1%
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Equation for NEER

e |nstitutions with larger tuition have less
new entrants enrolled.

e Transfers, endowments, and national
subsidy do not seem to have significant
effects on NEER.

e Students prefer
— larger institutions,

— those in Seoul metropolitan area,
— and those having students with higher scores in
the entrance examination

30
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Summary and Implications

e Heavy dependency on tuition has
merits and demerits

— Merits: market mechanism works.

« Demanders control the price, quantity, and
the quality.

o Cost-efficient supply of education

e Being inefficient if demand exceeded supply.

31

Summary and Implications

— Demerits

e The externality of education is disregarded
— Insufficient supply in certain areas where private
benefits are small but the external effects are
large.
« We cannot cope with the market failure
appropriately.
— uncertainty of results, imperfect capital market
o It is difficult to correspond to the changes in
social and economic environments.

32
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Summary and Implications

e In Korea, suppliers determined the price
until recently,

e But demanders are getting more power in
pricing of tertiary education.

e Therefore, it is becoming more difficult for
institutions to raise income from tuition.

e They are trying to raise income in various
other ways.
— The share of endowment and other income

went up recently.

33

Summary and Implications

e In the future, institutions with good
reputation may raise tuition, get more
endowments and other income.

e Others will face difficulties in generating
iIncome enough to operate institutions.

e The government should look at the results
of these changes seriously, especially their
effects on the externality of education.

34
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Summary and Implications

e The method to generate income

— Until recently, institutions in Korea can
generate income relatively easily through
tuition.

— It becomes more difficult.

e They are trying to find out other ways to
generate income.

e EX., government support to students,
endowment from the third party,
administrative fees, etc.

35
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Discussion 7:
Department of Educationd Human Resources Director

of the Department of Human Resources

Jonggab Lee

MOE&HRD, Korea

[ ] Current Policy Conditions
o The quantitative growth of higher education, and the competition for quality rates compared to
a highly developed country

— The higher education entrance percentage is 81.3%, and is therefore rated as being

among the highest in the world
- However, competition for quality, compared to advanced countries, is fairly low
% At least 2 universities in Japan, Taiwan, Singapore, and China have entered into the world’s
top 100 Universities (04, England, The Times)
o Lack of field compatibility in higher education
— There is a shortage of actual needed manpower in the industrial field

¥ Ranked 13 for 17,785 SCI dissertations, however, the average actual use of these

dissertations is 0.22, which ranks as 34" place
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3¢ Correspondence of field demand in university education: Corporation CEO evaluation

60%(Education Department Policy Research, '04)

[ Financial Information for Higher Education Compared to OECD Countries

{uaat UB Dllar, %4
Ependtreper | COPper catal) AR
Shucknt (4) (B
Kore(C) 6112 15901 3348
OHCD Camtry Mean(Dj 9587 Ti631 4057
o fi3.2l 6729 299

Hate: GDP percapit corated mUS ddlas wsog FPH Frclesme Posrer Panty) est mrated by COECT
Sonee: CECD, Bdratmat o Eorwe, 0

% Data : OECD, Education at Glance, 2004, statistics based on the year 2001(average is the

average of the country)

o Investment towards higher education is at a shortage compared to OECD countries

—  Compared to the average 1.0% of OECD, the educational costs from public financial
resources towards higher education organizations which are in preparation for GDP 1s
scarce, marking 0.4%

—  The educational cost per student in a higher education institution is an average of

$10,052 a year, 2/3 of the average for OECD which is $6,618

o A continuous expansion of investments nto higher education is needed for the expansion of

competition in higher education
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[] Structure of Financial Revenue for Private Universities

[ %50
[ M
199 | &2 na. . . B3 na. 21 ma. by 100
1997 i na. Tea. g = na. 21 na. 9 100}
1005 B Ta. TLa. TLa. 214 Ta. 23 ma. T4 10
1000 Lo 9.6 o 48 LR 12 21 5.5 &, 1 100
2 71 79 25 4.4 no 12 23 42 48 107
2001 TG G2 &1 3% N2 13 23 33 &1 100
Qoo | 7o 63 e 4% A6 11 24 31 ] 100}

o The gravity placed on tuition in private universities is very high, while the subsidiaries from the

National Treasure are very low

¢ Ratio of National Treasury Subsidiaries in Private Universities

o There is a need for an increase in income through other means, as a result of the difficulty in

Increase in income through tuition

] Plan for Expansion of Financial Resources for Higher Education

o A need for the amplification of support from the National Treasury for the upliftng of

competition in higher education
> A change in the method of support to form a connection between the government’'s R&D
budget and human power training

% Only 14.3%(1.1 hillion won) of the government’'s R&D investments(05, 7.8 billion won)

invested in Universities
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o The expansion of mvestments made by local governments towards the human power

training which is in connection with regional industrial development

¢ Provide incentives to cities like Seoul and Kyungi, which have financial surplus, so that

they will invest in strategic universities which are located in reformation area clusters

o Expansion of nvestment in university faciliies(dormitories, etc.) through allurement of

private funds

- Admission of an extra 35000 students(percentage of admissions 11%—20%) in

‘05~"08 through the BTL method(Build—Transfer-Lease) in Public Universities

— Inducement of private funds through various methods including BTL in Private

Universities

o The plan for the promotion of the expansion of incentives provided on the terms of
mvestment made by corporations by the acknowledgment of donations made by
corporations to universities, which are in connection with man power training, to be, not a

50% pecuniary loss, but a 100% pecurniary loss

¥ Taking mto account the excessive amount of money spent on the traning of new
employees n big corporations, inducing the corporations to donate the money spent on
training to universities so that students will be cultivated according to the corporation’s

requirements

¥ The Committee for the Strengthening of Competition recommending that a scholarship
called “Invest in the Future” be made under the civil section for university majoring ins

the Sciences, so that it will be tax deduction will be possible

o The Expansion of Financial Resources through labor of Universities
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- Following the policy of the educational-industrial laws, Universities should take interest
in and promote their institutions with regards to the foundation of the educational—

industrial group and educational organization

¢ Universities possess 75% of expert research manpower

[ Insurance of Financial Outsourcing

o There is a critical indication of the effectiveness of the government’s University’s Financial

Support Operations

= The construction of a post evaluation system to prevent moral hazards, and will secure
financial outsourcing and make a collection of donations if in case a contract or result is

not carried out
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Presentation 15:

Income Related L oans for Higher Education:

Conceptual basisand implications

Bruce Chapman
Economics Program
Research School of Social Sciences
The Australian National University
Canberra ACT 0200
(Bruce.Chapman@anu.edu.au)

Financing Reformsfor Higher Education and Lifelong Learning
An International forum
Seoul, 6-8 April 2005
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4 The Problemswith Government Guaranteed Bank L oans
5 The Costsand Benefits of Income Related L oans
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1 The Shared Inter national Challenge

. unmet demand for places
. inequitable access

. shortage of finances

. inefficient resource use

2 Costs and Benefitsfor Students

costs: foregone earnings (+ tuition)

benefits: additional earnings

summary: Figures 1 and 2

costs mean financial assistance is necessary

net benefits imply the case for a charge
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Figurel
Typical Female Age-Earnings Profiles: 2001
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Typical Male Age-Earnings Profiles: 2001
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2 Costs and Benefitsfor Students

costs: foregone earnings (+ tuition)

benefits: additional earnings

summary: Figures 1 and 2

costs mean financial assistanceis required

an implication of the data: high private rates of return to HE

low tuition charges are socially inequitable

3 Loans: The Need for Government
| ntervention

human capital investment is very uncertain for lenders
and for borrowers — completion

human capital investment is very uncertain for lenders
and for borrowers — ability

human capital investment is very uncertain for lenders
and for borrowers — the future labor market

uncertainty |eads to default
the problem for banks: no saleable collateral
the problem for students. no accessto loans

government intervention is required
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4 The Problems with Gover nment
Guaranteed Bank L oans

the usual solution: government guaranteed commercial bank
loans

benefit 1: solves the lender default problem

benefit 2: provides commercial finance simply

BUT cost 1 - defaults expensive for taxpayers

cost 2 - some hardship when repaying (no consumption
smoothing)

cost 3 - some credit risk of default (no insurance)
cost 4 - collection can be administratively expensive

cost 5 - collection can be administratively expensive

5 The Costs and Benefits of | ncome Related
L oans

« describing an unusual but growing solution: income related loans

« benefit 1: avoids repayment hardships (consumption smoothing, see below)
« benefit 2: fixes the student default problem (insurance)

« benefit 3: if universal no family sharing issues

* cost 1: some students avoid payment if don't participate

* cost 2: collection requirements can be complex




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 15: Overview of student loan mechanisms— Bruce Chapman

6 An IRL Case Study: Australia sHECS
1989-2004

* HECS charges described: $3,000-$6,000 pa, different by course. A typical
debt is $16,000.

« HECS in operation: recording the tuition debt with the Tax Office
« HECS collection parameters: Table 1

« HECStypical repayments: Figures 3 and 4

Table 1
HECS Income Thresholds and Repayment Rates: 2004/05
HECS repayment incomes Per cent of income
in the range: (A$) per year applied to repayment
Below $35,000 Nil
$35,001-$38,987 4
$38,988-$42,972 4.5
$42,973-$45,232 5
$45,233-$48,621 55
$48,622—$52,657 6
$52,658—$55,429 6.5
$55,430-$60,971 7
$60,972—$64,999 7.5
$65,000 and above 8
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Dollars

Figure 3. Typical male repayments: Full time graduates
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Figure 4. Typical female repayments: Full time graduates
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Figure5
Bank loan repayments compared to HECS : Full time graduates
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| llustrating the benefits of income
contingent loans compared to bank loans:
consumption smoothing

Compare bank loans of same amount with HECS

Assume graduate is unemployed from age 24 to 27

Assume graduate is in part-time work from 28 to 32

Showing consumption smoothing: Figures 6 and 7
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Figure 6
Bank loan repayments compared to HECS:
Unemployed and Part time graduates
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Figure7
Bank loan repayments compared to HECS as a proportion of income;
(females, same as males)
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 Theeffect of HECS on revenue:

Figure8
Actual and Projected HECS Revenue: 1989-2005 (A%)
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 Theeffect of HECS on domestic student numbers:
an increase of 45-50 %

» Theeffect of HECS on access:

Figure9
Proportion of 18 year olds Undertaking a Degree by Family Wealth

% ‘ H Lowest quartile OMiddle quartiles OTop quartild

00,
OU70

a

No,
/0

0 r—t

O

I
D

0,

w
(a0
I~

N

[e5)
<

I~

H
[r]
=

1988 1998

Source: Chapman and Ryan (2002).

10



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 15: Overview of student loan mechanisms— Bruce Chapman

7 TheCritical Role of Collection

Minimum Requirementsin Summary:

* areliable, preferably universal, system of unique identifiers;

* accurate record-keeping of the liabilities of students (while
studying);

ea collection mechanism with a sound and, if possible, a
computerised record-keeping system; and

 an efficient way of determining with accuracy, over time, the
actual incomes of former students.

8 Changes Internationally Towards IRL

Yale (1970s) (failed)

Sweden (mid-1980s) (blunt form)

Australia (1989) (first Tax Office)

New Zealand (1991)

Chile (1994)

the US (1994)

South Africa (1996)

the UK (1997, expanded considerably in 2005)

Recommended, not (yet) adopted: Papua New Guinea, Malaysia,
Rwanda, Ethiopia and Thailand.

Under consideration: Hungary, Germany and Mexico, maybe
Colombia

11
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9 Conclusions
the economically and socially advantaged derive large benefits
from higher education

thus, charging low or no tuition is socialy inequitable: lower
government services, or higher taxes

tuition revenue can provide extra finances for higher education
efficiency and growth (or assisting other areas of education)

IRL provide an equitable system: only pay when you are able
Thus IRL provides default insurance and consumption smoothing
IRL can be used for income support as well astuition
nmoagnalylcountri es currently have adopted or are adopting IRL, but

BUT: the collection mechanism of IRL is critical to success and it can‘t
be used in some countries

Thank you

12
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Presentation 16:

udent Loans Schemes in Korea

Financing Reforms for Higher Education
& Lifelong Learning

6-8 April, 2005

Anna Kim
(Ewha Womans University)

Overview

Policy background and objectives of
student loans schemes

Development of student loans schemes
and loan conditions

Limits of the current loans schemes
Policy effect of an alternative loan scheme

Policy issues of student loans schemes

Student Loans Schemes in Korea
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I Policy background andobjectives of studentloans schemes
_
—

1) Policy background

a. Social demand for higher education is tremendous.
(Transition ratio is almost 80%o)

b. Emphasis of public educational finance is on primary/secondary education

c. Private financing accounts for two thirds of the direct costs on
higher education.
-Private institutions are over 70%.
-Tuition fee is the major resource of funding for higher education
institutions (76.6%, cf. OECD average is 21.4%).

d. Government’s direct student support is only 6.9%.
(cf. OECD average is 16.4%)

e. Student supports for college students are trivial.
-Grants for students are 13% of university income through tuition fees.
(Need-based grants is only 1%)

f. Current economic difficulty and restructuring of Korea increases
the burden of the poor to receive higher education.

I Policy background and objectives of studentloans schemes
—

2) Policy objectives

a. Social objective: to expand educational opportunity of the poor

b. Manpower needs: to meet specific manpower needs
for natural science & engineering students

c. Parent/student assistance: to ease financial difficulties during study

cf. Budgetary objectives to generate income in response to reduction
in overall government expenditures and to reallocation of public
educational budgets or to generate additional revenues to finance
expansion of public and private university.

Student Loans Schemes in Korea
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I Development of student loans schemes and loan conditions
—

1) Loan size
a. The total amount of the government subsidized student loans
amounts to about 1.6 trillion won in 2004.

b. The MOE&HRD loan is the largest, accounting for 50% of the total.

c. The recipients are about 593,000(25% of 4-year university students).
(cf. 45% in case of the U.S.)

d. The average loan amount per student is around 2,760,000 won.
(covers tuition fees)

Student Loans Schemes in Korea

I Development of student loans schemes and loan conditions

—
<Table 1> Government supported student loans schemes in Korea (in 2004)

Classification MOE&HRD MOE&HRD KRF MOL KTP GEPC KLWC

;rggr'eme"ted 1975 2003 1999 1995 1976 1067 1087

Main target Poor Poor Poor Industrial Teachers Government  Industrial
Engineering  and Employee and their employees  accident

competent children and their victims
children

Distribution & Commercial Commercial KRF Commercial Commercial Commercial Commercial

Collection bank bank bank bank bank bank

Funding Bank Bank KRF Employment Government Government Industrial

source insurance annuity fund accident

fund compensation
insurance fund

Size of new loan

(billion wan) 821.2 100.0 8.6 72.6 73.2 504.0 8.7

Number of

Recipients 280.0 44.0 3.7 30.1 28.0 205.5 1.5

(thousand

person)

*MOE&HRD: Ministry of Education and Human Resources Development
*KRF: Korea Research Foundation *MOL: Ministry of Labor *KTP: Korea Teachers' Pension
*GEPC: Government Employees Pension Corporation *KLWC: Korea Labour Welfare Corporation
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I Development of student loans schemes and loan conditions
d

2) Repayment conditions

a. Nominal interest rates vary from 0% to 5.75% (4.5% in 2004).
b. The typical repayment period is 4 years.

c. The MOE&HRD loan with the highest interest rate has the lowest
hidden-grant, 19%.

d. The average of the hidden-grant rate, weighting by loan size, is 33%.
(similar to the rates of UK, USA, Norway and Quebec,
reported in Albrecht and Ziderman,1991).

Student Loans Schemes in Korea

I Development of student loans schemes and loan conditions
—
<Table 2> Repayment conditions and government subsidy (in 2000)
Sum or
Programme MOE&HRD  KRF GEPC KTP MOL KLWC  Weighted
average
Nominal interest rate
) 5.75% 0.0%  0.0% 0.0% 1.0% 3.0% 2.2%
Real interest rate
) 3.45% -2.3% -23% -23% -1.3% 0.7% -0.1%
Maximum repayment
period (vear) 7 8 4 4 4 4 5.5
Government interest . . . .
subsidy (% of loan) 19% 49% 45% 45% 41% 23% 33%
Student Loans Schemes in Korea
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I Development of student loans schemes and loan conditions

—
3) Financial burden for the government

a. The level of cost recovery in Korea is comparable to that of developed
countries and much lower than that of most developing countries.

b. The interest subsidy is 0.033% of GDP and 0.13% of the government
budget (in 2000).
(cf. The comparable figures for the USA are estimated to be 0.21% and
1.11% respectively.)

c. It is feasible to increase the government budget for student loans.

Student Loans Schemes in Korea

I Development of student loans schemes and loan conditions

—

<Table 3> Comparison of six loans schemes in recovery ratio (in 2000)
Sum or
Programme MOE&HRD KRF GEPC KTP MOL KLWC  Weighted
average
Default rate
(% of standing loan) 10% 14% 10% 10% 10% 10% 10%
Real interest rate
(%) 3.45% -23% -2.3% -2.3% -1.3% 0.7% 0.4%
Government interest . . .
subsidy (% of loan) 19% 49% 45% 45% 41% 23% 32.7%
Government interest
subsidy + default 27% 56% 51% 51% 47% 30% 39.7%
(% of loan)
Government interest
subsidy+default+adm. 36% 67% 60% 60% 56% 37% 48.8%
(% of loan)

Student Loans Schemes in Korea
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I Development of student loans schemes and loan conditions

d
<Table 4> Burden of student loans schemes to the government (in 2000)
(unit: billion won)
Programme MOE&HRD KRF  GEPC KTP MOL KLWC  Sum

Government average current
interest—subsidy cost
(share to total burden)

44.9 9.0 922 150 7.7 02  169.0
(27%)  (5%) (55%) (9%) (5%) (0.1%) (100%)

Government average current

. . 67.6 11.2 113.3 18.4 9.7 0.3 220.4
interest-subsidy + default cost

Government average current
interest—subsidy + default + 78.3 12.1 123.5 20.1 10.6 0.3 2449
administration cost

Student Loans Schemes in Korea

Limits of the current loans schemes

1) Difficulties to expand loan schemes

a. The interest-subsidized loans are feasible and sustainable,
but loan coverage is limited in terms of the recipient number
and lending amount per person.

b. Government budget for interest subsidy is accumulatively
increasing and irrecoverable.

c. Loan coverage is decided by the government’s budget,
not by the demand for student loans.

Student Loans Schemes in Korea
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Limits of the current loans schemes

2) Difficulties to mobilize private lender’s participation

a. Commercial banks should take the risk from repayment default.
b. It is difficult to expect stable supply of long-term lending
at socially desirable level.
3) Difficulties to provide diverse loan programs
a. Short-term capital turnover of banks makes it difficult to diversify

loan conditions(target, period, coverage), depending on students’
needs.

Student Loans Schemes in Korea

Limits of the current loans schemes

—
<Table 5> University enroliment rates by income level
Income level 1998 1999 2000 2002 2003 1232::;:3
1 63% 59% 75% 65% 73% 67%
2 66% 60% 78% 68% 66% 68%
3 51% 57% 70% 71% 73% 64%
4 55% 48% 72% 68% 75% 63%
5 43% 52% 69% 70% 79% 62%
6 43% 43% 85% 90% 69% 66%
7 60% 65% 86% 67% 77% 71%
8 53% 62% 88% 82% 78% 73%
9 66% 59% 86% 77% 79% 73%
10 68% 69% 82% 80% 81% 76%
f’llg 'l‘:;‘\’,‘:;'l 2% 4% 8% 12% 11% 7%

Differences in university enrollment rates between income levels
of households have sharply increased since the late 1990s.
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Policy effect of an alternative loan scheme

1) Credit guaranteed student loan securitization
a. To expect to benefit more students
b. To decrease burdens on the government
c. To facilitate private investment in higher education

through the government’s guarantee for credit risk.
cf. Sallie Mae in the USA

Student Loans Schemes in Korea

Policy effect of alternative loan scheme

2) Policy effect of Credit Guarantee & Securitization on studentloans

<Table 6> Comparison of policy effects of two loan schemes
Expenditures for student Interest Subsidy Credit Guarantee & Securitization B/A
loans (for 20 years) A) B)
Interest subsidized (a) 46,597 -
Government Contribution (b) - 5,788
Loss Compensation (c) - 14,614
Guarantee Fees (d) - 6,620
Total expenditure (a+b+c-d) 46,597 13,782 30%
Net expenditure (a+c-d) 46,597 7,994 17%
Leverage 4.3 14.5 3.4
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Policy issues of student loans schemes

1) Targeting

-Grant or loan for the poor?

2) Moral hazard of private lenders and individuals

-Government guarantee or interest subsidy?

3) Excessive expansion of higher education

-High unemployment rate of college graduates

4) Priorities of Public finance

-Investment in basic education or higher education?

Student Loans Schemes in Korea
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Presentation 17:

Student Loans and Higher
Education Opportunity in China

Li, Wenli (Graduate School of Education, Peking University)

2005 KEDI-World Bank International Forum:

Financing Reforms for Tertiary Education in the Knowledge
Economy

Seoul, 6-8 April 2005

| Clue for the presentation

m Backgrounds: why does new policy of student
loans scheme appear?

m New policy on student aid — student loans
scheme — the government subsidizes the
interest to promote the access opportunity of
poor students.

m Student survey on access and aid
m Results and conclusion
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Backgrounds

Figurel Total Enrolment Number in Regular Higher
Education Institutions (1978 — 2004, 10 thousand)
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Figure2 Annual Enrolment Number in Regular Higher
Education Institutions (1978 — 2004, 10 thousand)

= Higher Education
has expanded
quickly.

= From 1998 to 2004,
the annual enrolment
number was
quadrupled.

= So does the total
enrolment number in
the tertiary education
institutions.
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—e—government budgetary
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m According to my investigation, in the following
years, more governmental funding will go to
the compulsory education to balance the
expenditure disparity between different areas.

m Meantime, in the field of higher education
financing, the key point for government funding
IS to construct world class universities. Such
public financing as earmarked funds are
allocating to high-level research universities.
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‘ The average tuition of undergraduate education is
increasing.

Figure 5 The annmal merease vate of tion (%)
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Figure6 the comparison of tuition to income per capita
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Most of rural residents can not afford for their higher
learning.

Figure 7 Pecentage of hubion to meome per resident since 199G (%) -
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The Lorenz Curve shows higher education opportunity is
becoming more and more equal from 1996-2000.
Figure8 The Lorenz Curve of higher education opportunity
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The lowest income quintile is still in a significant
disadvantageous status. ]
Figure9 The comparative advantage and disadvantage status

of different income family children in higher education access
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m The two figures of 8 and 9 did not show the

access opportunity condition of students from
rural areas.

15

A new government-subsidized student
loans scheme has been implemented since

1999 to improve access opportunity
further.

16
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\ What is the government-subsidized
student loans scheme?

m The principal is from commercial banking
system and the government subsidized 50%
interest.

m The government-subsidized student loans
scheme is aiming at the following goals
including opportunity equality.

17

\ The goals of the student loans scheme in
China

1. Helping students recover their educational costs
through the form of deferred user charge.

2. Helping needed students to enter higher education
institutions to improve the access equality.

3. Helping merit students to enter institutions to
maintain educational efficiency.

4. Higher education is a merit good and has positive
externality to produce great social benefits.
Student loans is a kind of means to finance higher
education, which attracting both public financing
and private investment.

18
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‘ Developmental Stages of the Government-
subsidized Student Loans Scheme

1. Startup stage: May — December of 1999, a pilot
mortgage student loans scheme was implemented.

2. Adjustive stage: December of 1999 — June of 2000:
mortgage student loans scheme was changed to a
credit loans scheme.

3. Pervasive stage: June-December of 2000: the
scheme expanded areas from eight cities to the
whole country, extending objective students from
only undergraduate students to including graduate
students, canceling the responsibility of other
persons such as parents and no guarantees at all
since then.

19

4. Further pervasive stage: January of 2001 to August
of 2003. The scheme was developing further. Such
regulations were made to improve the progress of
the loans scheme, as releasing banks’ responsibility
of loan defaults, exempting sales tax of interest
income of student loans of banks.

5. Frustrate stage: August of 2003 to June of 2004.
Banks made regulations of not distributing loans to
institutions whose default rate is higher than 20%.
The default rates in most of institutions are higher
than 20%, so most of new enrolment students can
not get any loans because of this regulation. The
loans scheme met with a plight.

20
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6. New Regulations since June 2004

o Extending repayment length from 4 years to 6 years after
graduation.

o The government subsidizes 100% interest while students
are learning and individual student borrower should pay
100% interest after their graduation.

o Changing appointed banks to invite public bidding of all
commercial banks.

o Establishing risk compensation system. The risk ceiling
rate is 15%, and banks bid for the risk rate. After the risk
rate was confirmed, the government and education
institutions respectively would share 50% of the rate.

o Enhancing follow-up management to repayment, setting
up student records system of borrowing and repaying,
tracing the new address of graduate borrowers.

21

7. New actions since February 2005:

o The government will help student borrowers who
works at poor districts and state-needed
disadvantaged industries after graduation pay all
the loans and interest back to the banking system.

o The government will take out 10% of tuition to
make a special funds to guarantee the risk share
by the institutions.

o The government will give 150RMB yuan per
student each month to 5% students from the
lowest income families.

22
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‘ Figurel0 The change of total loan amount from
2001 to 2003 (100million RMB yuan)

S bl

end of | June of | end of | June of |October
2001 2002 2002 2003 | of 2003
O total 24.35 | 30.03 | 44.71 | 52.67 | 57.29
W local institutions 1213 | 13.84 | 21.99 | 27.04 | 29.93
O national institutions| 12.22 | 16.19 | 22.72 | 25.63 | 27.36
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‘ Figurell The student borrower number from 2001

to 2003
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| A student survey conducted in 2004

m Samples: 10 national higher education
institutions, 8 local higher education
institutions

m Cases: 15,450 valid cases (total 18,000
questionnaires had been distributed)

25
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proportion of each aid to the total amount
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‘ Target groups: receivers to applicants

0
¢ 0.6 g2t
‘© 0 0.5 |
O
L § 0.4
0.291
tEO'B I 0.188
S 20.2 '
£go0.1 |
gx 0
o yes in no
process
whether getting student loans

29

\ Target groups: receivers from different
income family
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The access equality has been improved: the proportion of
students from county and rural areas increase annually.
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\ The proportion of students from low
income families is increasing annually.
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\ What policy suggestions and ideas of our
research appeared in the policy?

m Establishing risk sharing system of student
loans scheme

m Further establishing individual credit system

m Extending the grace period and extending the
repayment length

m Instituting special policies of waiving and
exempting loan repayment, for example,
waiving loan repayment of borrowers who
works at poor areas and state-needed
industry after graduation.

33

\ What could be done furthermore to
improve the student loans in China?

m Change the repayment structure: the
repayment should gradually increasing from
the lowest proportion to higher and higher
ones. The first repayment should be the lowest.

= Improve the multiple student aid system.

m Provide financial consultation to students in
high schools and higher education institutions.

34
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Discussion 8: Student Loans(l) - Discussion — Jaekyoung Yi

& Kookmin university Higher Education Financing

Discussion 8:
Requirements for a Successful
Higher Education Financing
System

2005. 4. 8

Jaekyung Yi, Ph.d
Professor of Accounting

Kookmin University

|. Purpose of Higher Education Financing  Higher Education Financing

l Kookmin university

+ Equal Opportunity to Higher Education

Regardless of Students’ Economic
Purpose from

Education Profession’'s
View Point # Supply of High Quality Human
Resource to Strategic Area Such as

Background

Science and Engineering
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Discussion 8: Student Loans(l) - Discussion — Jaekyoung Yi

&

Kookmin university I. Purpose of Higher Education Financing - 2

Higher Education Financing

Not
Mentioned
overtly

Purpose from
Economic
Profession’s View
Point

Student Loan Program

- Loan by collateralizing future income

+ Transition to Credit Society by Settling Down

¢ Maintaining Equilibrium of Supply for and
Demand of High Quality Human Resources

- Encourage Intelligent Students and Discourage

Unintelligent Students for College Education

&

Kookmin university Il. Key Success Factor Requirements

Higher Education Financing

Efficient System
Selecting Right
Students

# How to Prevent Adverse Selection ?
- If screening is no good, Adverse Selection
will happen. (Salary workers are always in
disadvantage compared to Self—employed.)
- Role of Financial Aid Office in Univ.
#+ How to Select Only Those Who Are Willing
to Pay Back?

— Compilation and Analysis of Historical data of

Universities/ Colleges/ Major are important.
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B Kookmin university I1. Key Success Factor sRequirements - 2 Higher Education Financing
# Education of Borrowers to prevent
intentional or unintentional Default.
- Will reduce Moral Hazard by borrowers.
# Auditing Due Diligence of Lending Banks
Reducing Loan - Example of the US FSA's reduction of default rate
Default Rate from 20% in 1990 to less than 5% in 2004
+ Cooperation among Government and other
public sectors
— Tax Authority, Credit Bureau, Real Estate
Registration Office
+ Deferment of Loan Payment
—4-
& Kookmin university 1. What to Do? Higher Education Financing
« Projection of Governmental Budget Needed for Student Loans
v Target Default Rate
v' Estimate education cost, interest rate, number of students for loans
v’ Projection of Budget based on simulation
< Build-up National Student Loan Data Base
v Build a NSLDB that will provide information to Colleges, Lenders
and Guarantors
+« Education of University Financial Aid Office
% Supervising Organization for Lenders’ Due Diligence
_5-
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Panel presentation 1: The New Zealand Student Loan
Scheme

KEDI-World Bank International Forum
Financing Reforms for Tertiary Education in
the Knowledge Economy

Seoul, Republic of Korea

6-8 April 2005

Norman LaRocque
nlarocque@nzbr.org.nz

If a man empties his purse into his head, no man can
take it away from him. An investment in knowledge
always pays the best interest.

-- Benjamin Franklin
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New Zealand Tertiary Education: Pre 1990

Dual system - universities and
polytechnics regulated differently:

« Universities - considerable
autonomy, UGC funded

* Polytechnics — input funded, little
autonomy.

“Free” tertiary education - very low fees
Full student full allowances

University Grants Committee funding for
universities/Input-based funding for
polytechnics.

Small private sector.

Low tertiary participation.

Tertiary Education Reforms: 1990 - 1999

General policy trends during 1990s:

« Continued move from ‘elite’ to
mass tertiary education

« Central decision-making to
institutional self-management

» ‘Free’ education to cost-sharing

* Student allowances to student
loans

« Generalised to targeted student aid
« Regulation to deregulation.

Changes mirrored those in other
government sectors.
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Tertiary Education Reforms: 1990s

Introduction of tuition fees - flat, Proposed capital charge

differentiated Financial monitoring of

Income contingent student loan institutions

scheme National Qualifications
Targeted student allowances Framework

Demand-driven, formula-based Subsidies for private

funding (EFTS, course costs) providers - near equality
Per-student subsidies cut from between public and private by
100% to around 75% of “costs” late 1990s

More than doubled number of “Unified” sector

EFTS in system - financed by Institutional autonomy — fee
subsidy cuts setting, staffing, operations,

revenue generation

Tertiary Education Reforms: 2000 - Present

Some backtracking in policy reforms since late 1999:
» increasing generosity of student loan scheme/increased eligibility for student allowances
* Increased per-student subsidies to tertiary education
* Reductions in per-student subsidies to private institutions
» Centralisation of some funding decisions
« Favouring public over private institutions
» Tuition fee controls.
Despite changes since late 1999, much of the 1990s policy architecture remains in
place — fees, loans, targeting, subsidies to private institutions, although changes —in
some cases significant, in others less so.
Other changes as well since 2000:
« Establishment of Tertiary Education Commission — institutional profiles, ‘steering’
* Introduction of Performance Based Research Funding
* More information on labour market
* Increased focus on industry training.
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Student Loan Schemes

Rationale

Various rationales for government intervention in tertiary education —
externalities, agency costs, capital market imperfections and equity.

Student loans generally justified on grounds that capital market imperfections
mean that the private market will provide less than the ‘right’ amount of
lending to students to finance investment in tertiary education. Hence, under-
investment in tertiary education.

Capital market imperfections may arise for two reasons:

* investments in people’s skills and knowledge cannot be used as security in the same
way as physical assets; and

« difficulties in judging the likely success and future income of at least some students.
Improve equity of access to tertiary education a second key rationale for
student loans.

Student loans are a financing mechanism, not a mechanism to deliver
subsidies.
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Student Loans in International Context

Student loans used in wide range of developed and developing countries:
* New Zealand, Australia, Canada, United States, UK, Netherlands, Sweden
¢ Hungary, Ghana, The Philippines, China.

Two types of student loan schemes in operation around the world:
* Mortgage-type loan schemes. Loan is for a defined period, with a fixed schedule
of repayments. Repayments unrelated to individual’s income.
* Income-contingent loan schemes. Repayment amount is linked to borrower’s
income. Hence, loan repayment period varies with income and size of loan.

Student-loan scheme designs may vary in a number of other ways, including:
» Eligibility criteria
* Loan entitlements
* Interest rate setting mechanisms
* Repayment rates.

Student loan schemes can operate nationwide or be institution-based.

International Example: The Higher Education
Contribution Scheme in Australia

Introduced in 1989.
Key elements of HECS:

Tuition fee/student loan scheme combined

Students can borrow only for tuition fees

Students can pay discounted fees up front or defer payment until after graduation
Fees vary with type of course - $A3,521 to $A5870

Income contingent repayments through the tax system

Repayments contingent on income

Repayment rate varies from 3% to 6%

No explicit interest rate charged — but implicit rate

Applies only to higher education institutions (not TAFEs — training institutes).

Full fee paying domestic students allowed.
$A1.8 billion in HECS liabilities.
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International Example: The Student Loan Scheme in
Ghana

Ghana has had a student loan scheme since the early 1970s.

Key elements of existing scheme (2000):
« open to full time students in public institutions
* institutions must be “approved” for their students to have access to student loans
» students can borrow up to Cedis 1 million per year to cover expenses such as
boarding, books, etc
» interest rate of 10% (30 pct points below Treasury Bill rates); and
* repayments made after graduation through SSNIT (national insurance scheme).

47,000 borrowers.

1% repayment rate.

International Example: Study Now Pay Later Scheme in
the Philippines

Introduced 1970s.

Key elements:
« Loans cover tuition fees and other charges for students studying at the
higher education level
« Public and private students are eligible
« Loans must be repaid two years after finding employment
* Interest rate can't exceed 6%.

P26 million disbursed to 2000 recipients in 2000/01.

2.4% repayment rate over 1988/89-1993/94 period. Variation in
repayments (53% from mid-1970s to mid-1980s when operated
by Government Financial Institutions).
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International Example: Mongolian Education and
Training Fund

Introduced early 1990s.

Key elements:

* Four types of assistance available: tuition loans, tuition grants, tuition scholarships
and state tuition financing

* Mix of assistance types: repayable and non-repayable assistance, targeted and
non-targeted, tuition only and tuition/living costs

* Repayment requirements vary with type of assistance — work in lieu, 5 years or 10
years

e 6 year interest grace period, then interest set at .5% above commercial bank rate.

MNT11.8 million in loans and 40,000 recipients in 2004 (around 40% of
students)

9.7% of borrowers repaying and 2% of loan amount repaid (1993-2002).

Repayment Rates, Mongolian Education and Training
Fund, 1994-2002

16

14 4

12 4

10 4

Percent
©

1994 1995 1996 1997 1998 1999 2000 2001 2002

—Proportion of Borrowers Repaying = Proportion of Loan Amount Repaid
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The New Zealand Student Loan Scheme:
Description

Context

Taxpayers provide a range
of tertiary assistance —
subsidies, loan, allowances,
other spending.

In 2004/05, tertiary
spending = $3 billion — over
1/3 of education budget.

Taxpayer spending on
tuition subsidies, loans and
allowances = $11,000+ in
2003/04.

Government pays 70%-+
of direct costs of tertiary
education.

Tertiary subsidies higher
than other levels of
education (5 X ECE and
2.3 X schools).

Tertiary spending in New
Zealand = approximately
OECD average.
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Tertiary Spending relative to GDP, OECD, 1998
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Key Features of Student Loan Scheme

Introduced in 1992 by the
National Government - followed
the introduction of flat tuition fees

Comprehensive assistance —
students can borrow to cover:
e Tuition (full amount of fees for

in 1990 and accompanied the students in public institu-
deregulation of tuition fees in tions/maximum allowable fee
1992. level for students at private

, institutions)
Key part c_’f New Zealar.‘d S « Living costs ($150 per week)
student aid system, which also + Course-related costs ($1,000
includes income-targeted grants. per year)

» Administration fee ($50)

Loans are direct from «  Student association fees.

government — no private sector
intermediation. Loans available to students at

S public and private institutions.
‘Open’ eligibility — not means-
tested, no time limit, no link to
academic performance.
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The New Zealand Student Loan Scheme: Interest Rates

Interest rate made Up of Student Loan Interest Rates, 1992/93-2004/05
‘base’ rate and ‘inflation i
adjustment’ rate.

Current ‘posted’ interest
rate is 7%, but the effective
rate is 3.5% when interest
write-offs are taken into
account.

Percent

In general, student loan
interest rates have been at
or above the government
borrowing rate and below
mortgage rates/rates for
unsecured borrowing.

1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01 2001/02 200203 2003/04 2004/05

mBase Interest Rate M nflation Adjustment Rate

Student Loan Interest Rate Versus Comparative Interest
Rates, 1992/93-2002/03

204
Credit e
Card
Interest
15 Rate
First SLS
Mortgage Interest
e Rate \ Rate
10 4 /
m
59 /
90 Day Bill
Rate
0

1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03

= Student Loan Interest Rate =90 Day Bill Rate First Mortgage Rate Credit CardRate
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Annual Value of Student Loan Interest Write-offs,
1994-2004

Interest \N_rite'OﬁS: . Interest Write-offs, 1994-2004
» Full interest write-off for

students with incomes =0

below $26,140 in 2003/04
« Partial write-off of interest
for graduates with low 20
incomes after graduation
* Base interest reduction —
50% of payment credited 1
to principal.

$ Millions

Full write-off of loan for
bankrupts, those who die with
an outstanding loan balance
and small balances.

100

Write-off of interest while
studying forecast to add 33%
to outstanding debt and o
double scheme cost.

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Student Loan Scheme Debt Outstanding, Pre and Post
1999 Policy

25000

20000 -

15000 1

$ Millions

10000

5000 -

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Year

@ Pre-1999 Policy B Post-1999 Policy
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The New Zealand Student Loan Scheme: Repayments

Repayment Threshold, 1992/93-2002/03
Graduates repay 10 cents on
every dollar earned above the
repayment threshold ($16,172 in L6000
2004/05).

Repayments made through tax
system. Voluntary repayments 1200
can be made to tax department.

18,000

14,000

10,000

No incentives to repay early.

$NZ

50 percent of borrower’s o

repayment in any given year is
credited to principal.

6,000

. 4,000
Non-resident borrowers must

negotiate repayment schedule 2000
with IRD before leaving country.

1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05

% of Repayments Via Employer Deductions and
Borrower Voluntary Repayments, 1993-2004

47%

53%

@ Employer Deductions B Borrower Voluntary Repayments
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The New Zealand Student Loan Scheme: Administration

Administrative responsibility for the student loan scheme:
* The Ministry of Education is responsible for policy development with
respect to the scheme.
* The Ministry of Social Development is responsible for loan advances.
« The Inland Revenue Department is responsible for collecting
repayments.

Administrative costs of $23.1 million in 2003/04. Equal to 3.3% of
annual debt transferred to IRD.

Small administrative fee is charged to students. Covers about one-
third of total administrative costs.

Student Loan Administration Costs and Administrative
Efficiency, 1997/98-2003/04

60 10.00

50 T

40 T

30 T

$ Millions
Percent

20 T

10 T

1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04

= Administration Costs —s— Admin Costs/Annual Borrowings

13



<2000 KEDI-Worla bank International Forum: Financing reformstor lertiary eaucation in the Knowiedge Economy

Panel presentation 1: Student loans - NewZealand — Norman LoRocque

Experience with the New Zealand Student Loan

Scheme

Student Loan Uptake

In 2003, 60% of eligible
students borrowed under
the student loan scheme —
up from 50% in 1999.

Growth in uptake from
1999-2003 reflects in part
the introduction of an
interest write-off for
students.

Uptake expected to drop
because of the expansion
of loan scheme coverage
to more part-time students,
who have a lower
tendency to borrow.

Percent

Student Loan Uptake Rate (Proportion of Eligible Students), 1999-2004

dHh

1999 2000 2001 2002 2003 2004 (Est.)
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Annual Number of Student Loan Borrowers, 1992-2003
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Annual Average Student Loan Balance, 1995-2004
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$Millions

Student Loan Debt Outstanding, 1995-2004

7,000

6,000

5,000 A

4,000

3,000

2,000

1,000

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Student Loan Borrowing by Type of Borrowing, 2003

Key difference between
New Zealand and other
schemes (eg Australian) is
that students can borrow
for living costs.

Living cost entitlement is
not targeted on income.

In 2003, approximately
52% of borrowing was for
tuition fees and 27% was
for living costs.

5%

6%

52%

@ Course Fee MLiving Costs O Course-related Costs O Administration M Interest B Repaid
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Borrowing by Income Group, Ethnicity and Debt Level

Median Income in 2000 for Those Who Borrowed in 1997, by Ethnicity and Debt Level
Amount borrowed under

student loan scheme is 40000

related to income and ]
. 35000 —

ethnicity.

Median income for those who 30000 — m

borrowed in 1997was higher
for Asians and Europeans
than for other groups among
all borrowing bands.

25000 — —

20000 — =

$Income

L . 15000 — —
Not surprising result given

that Maori tend to have lower
incomes (and hence would

10000 — —

receive grant assistance) and 5000 [ —
that Maori tend to take lower
cost courses. 0

0-84,999 $5,000-514,999 $15,000-$24,999 $25,000+

@ European B Maori O Pasifika O Asian

Annual Loan Repayments and Number of Loans Repaid,
1993-2004

500 25000
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Average Loan Repayment Period, by Gender and
Ethnicity (in Years)

Ministry of Education
calculates estimated time
that students will take to
repay student loans.

Males Females Overall

European 6.6 10.3 8.7
Most recent data show
th_at, on average, students Maori 73 105 92
will take 9.3 years to
repay their loans. other 8.9 12.7 1
Figures are higher for
females and Maori. Total 7.2 10.8 9.3

Selected Issues

18
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Growth in Level of Tuition Fees...

Tuition fees introduced in New
Zealand in 1990 - flat fee of
$1,250

Flexible fees introduced in
1992

‘Fee freeze’ introduced in 2001

Fee maxima (price controls)
policy introduced in 2004

Average fee in 1999 = $3,501

Has since declined to around
$2,600 (2003).

Per-student Tuition Subsidies and Tuition Fees,
1991-1999
$ 6,000
@ Average Tuition subsidy B Average Tuition Fee
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Private Financing of Tertiary Education: International
Trends

Increasing private share of - -
tertiary education financing in m

New Zealand mirrors Tuition Fees
international trends Avarags undargradiuate cotion fass

in Conada are wp 1 30% snos | 900
Focharal fursding i way' dowen!

Increased cost-sharing takes

many forms:
« introducing or increasing tuition
fees
« increased private tertiary
education provision
« increased use of student loans
* less use of student grants

Private Financing of Tertiary Education: International
Trends

Private tertiary share
up by >20% in 7 out 17
OECD countries from
1995 - 1998

Increasing private
share in developed and

developing countries:
¢ Canada, US
¢ Australia
¢ Austria, Italy, UK
¢ China, Philippines

West, Dearing, MCG all
proposed higher private
contribution

20
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Increasing Tuition Fees and Growth in Tertiary Education
Participation...

Tertiary participation has grown considerably in New Zealand since
the mid-1980s - the number of students in tertiary education grew
from around 140,000 in the mid-1980s to around 400,000 in 2003.

This growth continued even after the introduction of tuition fees and

the student loan scheme. For example:
* The number of equivalent full time students (EFTS) in tertiary education grew by
nearly 120,000 between 1989 and 2001 and has continued to increase
* The number of post-graduate EFTS grew from 7,900 in 1992 to 14,500 in 1999
* The tertiary participation rate grew from 8.3% in 1994 to 13.4% in 2004.

Entry rates into tertiary education are among the highest in the OECD
for both Type A and Type B tertiary programmes, despite the lowest
unemployment rate in the OECD.

Growth in Number of Equivalent Full Time Students,
1984-2001

250,000

200,000 —

150,000+ =

100,000

50,000

1984 1986 1988 1990 1992 1994 1996 1998 2000
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Equity

Significant increases in tertiary
education participation among
disadvantaged.

Tertiary participation among
school leavers in low-income
areas in New Zealand increased

The number of Maori in tertiary between 1997 and 2000.

il 0,
ed:c;ct)lgg grew by 46% between 1994 Enrolments of female students in
an ' tertiary education grew by 20%
The proportion of Maori among tertiary between 1994 and 2000 — more
students increased from 10.7% to than 4 times the increase for
13.9% between 1994 and 2000. males.
The number of Maori completing tertiary Consistent with evidence from
qualifications almost doubled between Chapman and Ryan (2002) and
1997 and 2001. the Council of Ontario

Universities.

Lessons from New Zealand

Wide range of possible student loan scheme designs — much scope for
designing a scheme to suit local circumstances.

Student loans’ role is that of finance mechanism, not a mechanism for
delivering subsidies to students.

Recognise that we are comparing imperfect alternatives — not comparing one
‘perfect’ system against an ‘imperfect’ one — income contingent versus
mortgage loans/‘market’ versus ‘non-market’ reforms.

Student loan scheme design is critical — hard to get right, but easy to mess up —
Ghana, Philippines, Mongolia, New Zealand post-1999 reforms.

New Zealand student loan scheme one of best in world and has been extremely
successful in assisting the expansion of tertiary education in New Zealand.

Post-1999 reforms have been expensive and have done little to achieve public
policy goals — should be reversed. Consider targeting living cost component.

22
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Lessons from New Zealand (Cont'd)

New Zealand reforms very much in line with the general trends in tertiary policy
— private contribution, targeting, loans, autonomy.

For income contingent loans to be successful, need for robust administrative
systems — ability to measure income, collect taxes, track individuals and
monitor payment.

Fees/loans should not just be seen as a revenue measure — access/quality
improvement necessary quid pro quo.

Political support for student loans important.

Market reforms can advance equity if focus on targeting assistance to those
from disadvantaged backgrounds. But market reforms cannot address all
issues of equity — need other policies and focus on earlier levels of education.

Educa ffﬂh

%Fc:rf"um

nlarocque@nzbr.org.nz
www.educationforum.org.nz
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The Current State of Thailand’s
$hcome Contingent and Allowance
Loan (TICAL) Scheme

By Medhi Krongkaew, Ph. D.
Professor of Economics
NIDA, Bangkok, Thailand

What is the TICAL Scheme?

@ TICAL stands for Thailand’s Income
Contingent and Allowance Loan
Scheme. lItis a new financing system
for higher education in Thailand that is
currently being prepared by the Thai
government to be operational in
Educational Year 2006 starting in June
2006.
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|. Three Basic Problems
Leading to TICAL Scheme

@(1) Public subsidies to
university students too high

@(2) Increase In tuition fee too
difficult

@(3) Normal student loans too
stringent

1. High Public Subsidies

@ On average, Thai students only pay about
20% of the total costs of operation, which
were financed by general taxation.

® Majority of public university students are from
middle-income and high-income families.

® Poor students end up paying more at private
universities.

@ Attention of students low; quality of education
also low.
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2. Difficulties in Tuition Fee Increase

@ As the present tuition fees are, in
general, very low, any realistic increase
is likely to generate widespread protest.

® Appropriate fees for high-cost subjects
such as medicine are out of reach of
most students.

@ State-provision of higher education as
public goods still expected.

3. Deficiencies of Typical Student Loan
Programs

@ Risks of default of typical student loan
programs consist of:
- success or failure in completion of
university courses;
- success or failure of finding jobs after
graduation;
- usefulness of completed courses after
graduation.
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3. Deficiencies of Typical Student Loan
Programs (cont.)

@ Debt repayment starts too soon,
causing burden on recent graduates.

® Repayment timetables are too strict.

® Total amount of debts until graduation is
too daunting for many students to
decide to borrow.

® Banks do not have ‘bankable’
collaterals on borrowing students.

ll. Basic Structure of the TICAL
Scheme

@® 1. Follows Australian HECS System
e (a) Cost-recovery tuition fees

e (b) Repayment only after sufficient
future income is received, through the
country’s tax system

e (c) Gradual and realistic burden on
students
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ll. Basic Structure of the TICAL
Scheme (cont.)

@ 2. Additional Features in the Thai Case

e (@) Existence of different types of public
higher education institutions

e (b) Existence of numerous private higher
education institutions

e (c) Existence of junior vocational colleges

e (d) Existence of the Student Loan
Program

lll. Issues to be Considered

&(1) What are appropriate tuition
fees?

&(2) What are appropriate
Interest rates?

®(3) What are the threshold
Income?
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Classification of University Courses

@ Follows the International Standard of
Classification of Education (ISCED) into
10 groups, namely, : (1) Education and
Teacher’s Training; (2) Humanities and
Religious Studies; (3) Fine Arts and
Allied Subjects; (4) Law and Legal
Studies;

Classification of University Courses
(cont.)

@ (5) Social Sciences, including behavioural
sciences, business administration, commerce
and management, mass communications,
and home economics; (6) Natural Sciences
including mathematics and computer
sciences; (7) Medical Sciences and Health-
Related Subjects; (8) Engineering, including
architecture; (9) Agriculture, Fisheries, and
Forestry; and (10) Others Not Specified
Above
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Appropriate Levels of State Subsidies

® The current suggested level of state-student
share of the cost of higher education is 50:50.

® The current suggested rate of interest for
TICAL Scheme is zero per cent but adjusted
by annual consumer price index.

@ No time limit for debts repayment; no debts
after death.

® No payment when earning is disrupted.

Threshold Income for Debt Repayment

@® The proposed threshold income is
10,000 baht per month before tax
(about USD250 at the current rate of
exchange). This is expected to be
starting salary of a typical public servant
with a bachelor degree in 2008.

® The repayment rate of 1% is suggested.
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V. The Political Economy of the TICAL
Scheme

® (1) The Australian beginning and Australian
continued participation;

® (2) Superficial interest in Thailand at first

® (3) The TICAL Scheme as a breakthrough in
Thali university finance

@ (4) Support from the academic circles
@ (5) Support from the government and cabinet

® (6) The setting up of Office of the TICAL
Scheme and plans of action

V. What Else Needs to be Done?

® New budgetary allocation rules required

@® Quality control and assurance of higher
education performance and outcomes
installed and observed,;

® Overall development of balanced higher
education envisioned and enforced;

® Treatments of private universities
constantly monitored and adjusted,;
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Qand A

@® Can Thai experience be applicable to
other countries?

@® Thai as a unique case under the
present government

@ Preconditions for application elsewhere.
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TEACHING & LEARNING INNOVATION
FUND (TALIF)

Presentation by

PAUL EFFAH
EXECUTIVE SECRETARY

National Council For Tertiary Education

Accra — Ghana
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Te
.+ Whatis TALIF?

- TALIF is a pool of financial
* resources available to tertiary
¥ Institutions to carry out new
% initiatives or undertake

“ innovations in teaching,
research, learning and

K‘ ! management.

Why TALIF?

Innovation Fund approach:

= encourages creativity, visioning, and
innovation in addressing the problem of
tertiary education quality;

= Affords individuals, groups or
departments/Faculties to submit

k ~ proposals for funding;

i
L
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= is a flexible approach which allows
for competition and yet supports
proposals which reach a certain
minimum standard,;

: = links proposals to institutional
+ strategic plans thereby;
4 1) enhancing strategic
leadership
&,_ | 2) building capacity in strategic
il planning
TN
Y 3) encouraging sharing of
(84 successful innovations

* = encourages collaboration and
f 5 accountability through such
4

mechanisms as performance
agreements.
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T'e
¥ Objectives of TALIF

. Specific objectives include:
* 1) Improving the quality of teaching
|

and learning.

‘.,,ﬂ 2) Sharpening the relevance and skills
: content of polytechnic education.

4 . - L
3) Improving the efficiency with which
tertiary institutions manage
k | academic programmes.

Expanding access to strategically
Important postgraduate programmes

* 5) Tackling the problem of HIV/AIDS
r

| 6) Broadening Access especially to the
disadvantaged
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Te
.+ TALIF Windows

General Windows
r ."ﬁ 1) Polytechnic programmes leading to
4

HND and Degrees
2) University postgraduate programmes
3) Institutional leadership and

k management

4) HIV/AIDS prevention and support
policies and activities

~ 5) Capacity building in tertiary
distance education

Special Windows

6) Capacity building in tertiary
supervisory bodies (NCTE, NAB,

k NAPBTEX)

~ 7) Strengthening the University for
Development Studies
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TALIF WINDOWS

KEY

1 - Poly programmes to
HND& Degrees

2 - University postgraduate
programmes

3 - Institutional leadership &
Mgt

4 - HIVIAIDS prevention &
support policies & activities

5 - Capacity building in
tertiary distance education
6 — Capacity building in
tertiary supervisory bodies
(NCTE, NAB, NAPBTEX)

7 - Strengthening the
University for Development

w 1N
¥ Eligibility Criteria
1) a. Public Tertiary Institutions

b. Private tertiary institutions with
not less than 3 years
ar continuous accreditation from
‘i NAB and collaborative
1 ventures with public tertiary
institutions;

kx 2) Timely submission of externally
audited institutional accounts
during the life of the project;
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3) Strategic Plan approved by
Governing Council of institutions;

4) Written agreement to abide by the
procurement and financial
management arrangements
associated with the Education
Sector Project

v
..
P

Structures

# TALIF Executive Committee within
National Council for Tertiary Education

#* Proposal Review Committees (PRCs)

# Chairmen and TALIF Co-ordinators

k; . # Academic and Non Academic Review
Panels

R
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# f # Performance agreements to be signed by
J- originator of Proposal, chairman of PRC and

Executive Secretary of NCTE.

# Website developed — www.ncteghana.org

#* Yearly Allocations
Y: 20%

Y. 28%
Ys 27%
i Y., 25%
k' Ys 05%

100 %

g

. » Proposals

| # Small — up to $20

# Regular — $20 to $200,000

#* Institutional Ceilings for small proposals

* Small (2000 students or less) - $40,000
* Medium (2000 - 10,000) - $60,000

=

1 * Large (over 10,000) - $100,000
e B * University for Development Studies —
il | $100,000
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*
e

Results of 15t Call of Proposals
# Over 200 proposals were received

#* Regular proposals approved
* Universities (Public) - 22
* Polytechnics - 9
* Private Tertiary Institutions - _3

# Proposals received amounted to about $17
million as against the year’s allocation of $6.7
million.

# About 40% of proposals received were
approved.

General Observations:

# Little attention paid to true innovation in
some proposals.

#'\.
|
& ~ # Lack of justification of some of the proposals.
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TR

R Emphasis on equipment acquisition with
¢ little explanation of how it was to be

1 used to address specific teaching/

learning problems

_ #* Mismatch between budgets and
& objectives of proposals

4
# Emphasis on pure research with little or
no involvement of students or explicit
©  linkages to identified shortcomings in
- teaching and learning activities

# |nitial difficult of getting tertiary institutions to
understand the novelty of TALIF

i # Need to deepen proposal writing skills of
' institutions to meet demands of TALIF

# Demands of new procurement Act and IDA
requirements slowed down the disbursement

=
k , process

#* The question of incentives.

10
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%
:

.

Conclusion

3 key ingredients of a successful
innovation funding scheme:

#* Development of an operational manual
to guide the process

#* Constant training and re-training

# |dentification of a few committed
“champions” to drive the process.

THANK YOUN!

11
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Presentation 18:

Constructing and Using
Performance Indicators

John Fielden
CHEMS Consulting, UK

Agenda

e Three levels of indicator

e Level Two: indicators used for resource
allocation and monitoring

* Newspaper rankings/league tables

* Level Three: indicators used for
Institutional management

e Conclusions

KEDI-World Bank Forum. 2005
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Three levels of indicator

» System level; eg: OECD’s “Education at a
Glance”, World Bank, UNESCO statistics

» National level indicators about institutions;
reported to MOE by institution, and by
newspapers in ranking tables.

* Institution level indicators; reported within
institution for governance and management
purposes

KEDI-World Bank Forum. 2005

Focus of this paper

We focus on levels two and three and ask
the questions:

* How is institutional performance
measured?

* How are indicators used?

» Are there any lessons at each of the two
levels?

KEDI-World Bank Forum. 2005
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Factors influencing institutional
performance

» National higher education policies and strategic
guidelines

» National social, welfare and employment
legislation

* Institution’s own strategy and past “footprint” or
tradition

* Regional and community needs and policies.

Do institutions have to perform well on all
these?

KEDI-World Bank Forum. 2005

A current model — New Zealand

* The body overseeing higher education (TEC)
sets a national vision for HE and policy targets.

» Each university produces a Charter (or strategy)
to achieve these targets and agrees it with the
TEC.

* The university then prepares a three year plan
(Profile) with objectives and suggested Key
Performance Indicators for seven areas.

KEDI-World Bank Forum. 2005
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The seven areas that are

measured
» Teaching and » Equity and equal
Learning opportunity
* Research » Treaty of Waitangi

(Maori affairs)

« Community Service
 Governance and

» Consulting and management

commercial activity

KEDI-World Bank Forum. 2005

Hong Kong SAR is similar

* 10% of funding is now related to “Performance
and Role”

» Each institution agrees what its distinctive role
should be and prepares plans

» A panel of peers (60% international) assessed
each university’s plans and approved the
performance indicators they have suggested
to measure their performance.

* These cover six common areas: strategy,
teaching and student achievement, advanced
scholarship, community involvement,
administration and partnership working.

KEDI-World Bank Forum. 2005
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Individual performance targets

* One approach (HEFCE) is to set individual
benchmarks or targets for performance in some
policy areas, eg: percentage of new students
from state schools or low socio- economic
backgrounds. Strategy for achieving this is
negotiated with an Office for Fair Access.

» Otherwise institutions are free to set their own
indicators and KPIs (although government will
calculate and publish some from common
statistics).

KEDI-World Bank Forum. 2005

Level Two indicators - findings

» A growing trend is for governments to require
indicators that measure the achievement of
national policy goals.

» Governments often let universities decide how
they wish to be measured against their own
strategic objectives.

» Data flows from institutions to a variety of
intermediate sources — national agencies, press
etc — which then calculate and publish some
national indicators.

KEDI-World Bank Forum. 2005
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Times International league table

» Ranking of the world’s Top 200
universities

» Uses four indicators: peer review (50% of
the score), research impact from
Thomson-1SI statistics (20%),
faculty/student ratio (20%), numbers of
international staff and students (10%).

» Shortage of reliable international data (as
the SJTU survey found).

KEDI-World Bank Forum. 2005

US News

» Uses a standard data set for collecting data from
participating institutions

» Groups institutions in four categories (based on
Carnegie classification).

» Peer assessment is a major element in score.

» Other elements include: acceptance rates, class
sizes, faculty pay, spend per student, graduation
performance, retention and graduation rates, %
of alumni giving.

KEDI-World Bank Forum. 2005
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Macleans (Canada)

» Groups 93 universities and colleges into three
clusters (mostly UG, comprehensive, univs with
medical/doctoral schools).

» All the data is obtained direct from universities.

 Information published on 23 sub headings
(grouped into six heads).

» Greatest weight given to Reputation (based on
responses to survey of 7,200 people).

KEDI-World Bank Forum. 2005

Newspaper league tables

» What is their purpose — Sell newspapers or
inform stakeholders?

» Function is to compare performance in a few
measurable areas, then sum up to produce a
ranking.

» Performance areas chosen may not match
Institutional strategies.

» They only cover what is measurable.

» Widely criticised (but still quoted by those who
score well!)

KEDI-World Bank Forum. 2005
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University performance

Indicators (Level 3)

e Indicators core aim is to assess whether a
university’s strategic objectives are being
achieved.

» They often attempt to measure things that
government does not measure (eg. staff or
student satisfaction, scale of staff
development).

» Usually serve both governance and
management purposes.

KEDI-World Bank Forum. 2005

Origins of Level 3 performance
Indicators - 1

* Internally calculated to national standards
(eg. Employment of graduates after six
months).

* Internally derived for own purposes — eg.
efficiency ratios or trends, locally managed
surveys, use of e-learning.

» Externally derived (eg. national quality
audit scores, research rankings).

* Newspaper rankings and league tables.

KEDI-World Bank Forum. 2005
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Types of Performance Indicator - 2

* Based on inputs (students, staff, funding
etc)

» Based on processes and operations
(efficiency ratios, retention rates, usage
statistics, graduate satisfaction)

» Based on outputs (degrees/credits
awarded, research activity)

» Based on overall qualitative peer review

KEDI-World Bank Forum. 2005

Some indicators in use

Students * Research

» Composition of » Scores on national
student intake quality rankings

» Applications for each ¢ Rise in income from
place research grants

* Percentage retained * Increase in
after one year commercial spin outs

« Percentage in and royalty income
employment 6 months < Rise in numbers of

after leaving research students

KEDI-World Bank Forum. 2005
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More indicators

Regional development < Academic staff

* % of students from  Staff turnover
the region « Numbers attending

* Numbers of regional staff development
partnerships events

* % of purchases with * Numbers on fixed
regional suppliers term contracts

* Proportion of women

KEDI-World Bank Forum. 2005

Some financial and efficiency
Indicators

* % of income from non-government sources

» Financial health efficiency ratios (current assets
to current liabilities, financial reserves and
solvency)

* Administrative costs as % of academic costs
* Maintenance expenditure as % of building value
 Room utilisation %.

* % Overhead recovery from external research
contracts.

KEDI-World Bank Forum. 2005

10
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Presentation of indicators

» Selection of Key Performance Indicators
for the Board to review (cf Toronto).

» Selection in a Balanced Scorecard with
four perspectives; organisational, financial,
stakeholder and “internal business” (cf
Edinburgh).

« Shown as trends over time.

« Shown against similar scores from peer
Institutions.

KEDI-World Bank Forum. 2005

Conclusions

» Health warnings are essential when reviewing or using PIs. They
must be taken in context and not used to make naive comparisons.

« Critics say they can be: misleading, simplistic, capable of fiddling
and too quantitative.

* New Zealand TEC insists they must be SMART (Specific,
Measurable, Auditable, Realistic, Time bound).

+ Inevitably very few assess the quality of universities’ outcomes and
still too many are based on things that are easy to measure such as
costs and inputs.

« BUT some aid to review is needed and they are the best we have.

« Value added by each institution is the best PI, but is extremely hard
to measure cost-effectively.

KEDI-World Bank Forum. 2005

11
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Presentation 19:

Monitoring and Evaluation: Higher
Education Funding in Korea

8 April 2005

Taejong Kim (KDI School)
Samho Lee (KDI)

1. Overview:
Why Measuring and Monitoring?

* Necessary in the absence of market responses
» Market responses in higher education:
- students, donors, employers, etc.
» Market responses relatively more important in Korea
- tuition and other private sources account for 80%
» Measuring and monitoring still important in Korea
- national universities account for 30% of the student body

- research support and other public funding has been
increasing for both public and private universities
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1. Overview

* Both process monitoring and impact evaluation
are important.

— Process monitoring is rather well-established;
impact evaluation needs development.

— Evaluation is difficult; just beginning in Korea

* Responses of stakeholders are an important
source of information in evaluation.

1. Overview: Government Funding
for Higher Education

2003 MEHRD Budget
(100 million Won)

Indirect Support 5,763
Support for Students 1,105
Support for Individual Researchers 3,876
contribution 453
Support for Univ. hospital 1,174
Direct Support for Nat’'l Univ. 16,738
Total 28,888

Source: Education Budget Statistics, MEHRD

Other Ministries (MST, MHW) also have research
support programs funding higher education.
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1. Overview

» Direct and indirect supports to institutions
dominant in the funding structure

» Individualized subsidies to students and
researchers relatively small

- nheeds and merit are easier to
evaluate for the latter

- impact is also easier to evaluate

2. Effectiveness of Government
Funding (1)

Job Placement (1 ee Jang, and An)

Graduates

Military Further Job Seeking (J)

Service | Schooling
(M) (S) Employed | Unemployed

(E) }]J)
* Performance measured as Job Placement Ratio
(JPR=E/J)
* Performance measured as Job Placement and
Further Schooling Ratio (JPFSR=(E+S)/(J+S))

* Using Sample of 4-year Private Universities

* Other variables controlled

— Transfer from mother foundation, Donation, Education
Expenditure, Location, Size (# of students), History of
Institution, # of Students per Faculty, Average SAT
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2. Job Placement

* Government funding positively correlated with job
placement and advancement for further schooling

» Causal interpretation is not warranted.
— multiple causality
— job placement self-reported
— quality of jobs ignored
* Further efforts needed
— systematic data collection
— more careful empirical strategy desired

3. Effectiveness of Government
Funding (Il)
Impact on Research Output

» Total research output has grown remarkably.
» Quality of research has held steady.

* In some areas of engineering and science, Korea
is doing more than its share in the world’s
research output.
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3. Effectiveness of Government
Funding (II)
Impact on Research Output

» Total research output has been growing
remarkably.

Ameal Dutpud in Science

[T

3. Effectiveness of Government
Funding (Il)
Impact on Research Output

* Quality of research output has held steady.

Sguth Karea’s Aelstive impacd i Feur Top Fieids |

N L e
[

...........
|||||




2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 19: Analyzing effectiveness of higher education funding in Korea — Taejong Kim & Sam ho Lee

3. Effectiveness of Government
Funding (II)
Impact on Research Output

Seudh Komea's Ressarch Culped by Fieid
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3. Effectiveness of Government
Funding (Il):
Research Output (Lee)

» Measuring Performance with research output (NCR
index)
— NCR index : combination of SCI, SSCI, AHCI

» Effect of government funding in 2000 on the
change of research output between 1999 and
2002

» Cross-sectional analysis
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3. Effectiveness of Government
Funding (l):
Research Output

» Other explanatory variables: Location (capital area
or not), Private institution or not, # of students
per faculty, Size (# of students), Composition of

faculty members (according to their majors)

(1) () (3) (4)
BK21, 2000 0.009 (0.002)** | 0.034 (0.006)** | 0.025 (0.005)** | 0.020 (0.004)**
BK21, 2001 0.011 (0.002)** | 0.038 (0.006)** | 0.027 (0.005)** | 0.023 (0.004)**
BK21, 2002 0.011 (0.002)** | 0.038 (0.006)** | 0.027 (0.005)** | 0.023 (0.004)**
Science of Tech, BK21, 2000 | 0.013 (0.003)** | 0.073 (0.006)** | 0.059 (0.005)** | 0.039 (0.005)**
Humanities and Social 0.008 (0.004)+ | 0.029 (0.010)** | 0.021 (0.009)* | 0.017 (0.008)*

Science,BK 21,2000

Local Univ., BK21, 2000

0.002 (0.003)

-0.018 (0.007)*

-0.020
(0.006)**

-0.007 (0.005)

Core, BK21, 2000

0.007 (0.003)*

0.036 (0.007)**

0.029 (0.006)**

0.014 (0.005)**

Specialization, BK21, 2000

0.005 (0.004)

0.009 (0.010)

0.004 (0.008)

0.007 (0.007)

Research Promotion, 2000

0.008 (0.003)**

0.023 (0.008)**

0.014 (0.007)*

0.016 (0.006)**

Research Promotion, 2001

0.008 (0.003)*

0.015 (0.009)+

0.007 (0.007)

0.013 (0.006)*

Research Promotion, 2002

0.007 (0.003)*

0.023 (0.008)**

0.016 (0.006)*

0.017 (0.006)**

Researcher Support, RP, 2002

0.013 (0.003)**

0.028 (0.008)**

0.016 (0.007)*

0.023 (0.006)**

Cooperative Project Support,

0.012 (0.003)**

0.026 (0.007)**

0.013 (0.006)*

0.021 (0.005)**

RP, ‘02
Fundamental Studies Support,

0.004 (0.003)

0.024 (0.007)**

0.021 (0.006)**

0.015 (0.005)**

RP, 2002
Protected Studies Support, RP,

2002

0.003 (0.003)

0.009 (0.008)

0.007 (0.007)

0.005 (0.006)

Local University, RP, 2002

-0.004 (0.004)

-0.035
(0.009)**

-0.030
(0.008)**

-0.016 (0.007)*

Strengthening Graduate
Studies, RP, 2002

0.005 (0.004)

0.008 (0.010)

0.003 (0.008)

0.007 (0.007)
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[€Y) @ (©) 4
"02NCR - , . "02NCR -
'99NCR 02 NCR 99 NCR '95NCR
University Support, MEHRD, 2000 | -0.008 (0.005) (0‘ %‘1026)3* (0' gfos)i* (0‘ %'(?93)3*

National and Public Univ. Facility,

-0.007 (0.004)

0.003 (0.010)

0.009 (0.009)

0.000 (0.008)

MEHRD, 2000
National Univ. Equipment, _ " -0.070 -0.059 -0.039
MEHRD, 2000 0.011 (0.005) (0.012)** (0.010)** (0.009)**

univ. Researc;ogi“te“ MEHRD, | 004 (0.003) | 0.016 (0.007)* | 0.012 (0.006)* | 0.008 (0.005)+
National Univ. Faculty, MEHRD, _ " -0.086 -0.073 -0.047
2000 0.013 (0.006) (0.015)** (0.012)** (0.011)**
Local Univ. Specialization,
MEHRD, 2000 -0.002 (0.003) | -0.010 (0.007) | -0.008 (0.006) | -0.004 (0.005)
univ. Educa“ogoﬁgfmm’ MEHRD, | 4002 (0.003) | 0.016 (0.007)* | 0.013 (0.006)* | 0.007 (0.005)

Standard Errors in parentheses.

+ significant at 10%; * significant at 5%; ** significant

at 1%

3. Effectiveness of Government

Funding (Il)

» Caveat: causal interpretation still difficult
» The effects seem different depending on

programs.

* Individual-based funding tends to be more

effective while institution-based funding is less
effective or even counter-effective.

* Possible reasons: easy to monitor, easy to
establish accountability.
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4. Donations and Governance of
Private Universities in Korea

+ Donations can serve as an indicator of
universities’ performance evaluated by the market.
» Peculiar governance of private universities in
Korea
— non-profit by law with non-distribution restrictions;
yet they have de facto owners

* How governance affects amount of donation
received

4. Donations and Governance

» Owners’ contributions positively correlated with
third-party donations.
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4. Donations and Governance

* Entrenchment negatively correlated with third-
party donations.

4. Donations and Governance

e Lessons

— Governance structure significantly affects the
donations received

— Government support should take governance
structure into account for private universities.

10



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

Presentation 19: Analyzing effectiveness of higher education funding in Korea — Taejong Kim & Sam ho Lee

5. Concluding remarks

* Impact evaluation still rudimentary

— Evaluation for institution-based supports still
more so

— Can serve as a useful gauge to check for
possible signs of gross inefficiency

— Information should be provided to nurture
educated market responses

11
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Discussion 10:

Commentson
“Constructing and using performanceindicators’

Kiyong Byun
OECD/IMHE

There is pressing need to make good use of performance indicators for planning,
management and monitoring. It seems using performance indicators to promote policy

development has already become quite common in many OECD countries.

As Dr. Fielden indicated, performance indicators (€.g. trends in various input, process,
and output measures and other statistics, and comparisons of these measures to other
institutions) will be helpful to decision makers as they try to assess the health of their institution.
The danger arises, however, when decision makers place too much faith in certain measures as
indicators of their desired outcomes, and arbitrarily set targets for these measures. In this regard,
I would like to provide a rather critical appraisal of whether indicators can be used to evaluate
the performance of higher education institutions, in particular in connection with allocating

government money to these institutions.

My discussion will begin by highlighting two main reasons why the performance
indicator model is more difficult to apply to higher education than to the corporate world and

why institutions have struggled in their attempt to define meaningful performance indicators.

First of all, higher education institutions pursue multiple goals and the outcomes are not
easily measurable. Consequently, any set of measurable outcomes will be incomplete and

subject to criticism.

For instance, the amount of sponsored research money is one of the most commonly

used research performance indicators. However, there is no evidence that the level of sponsored
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research funds is related to the quality of research produced. More importantly, these measures
tend to neglect non-sponsored research, which is central to many disciplines in the social
sciences, arts, and humanities. Likewise, output measures such as the number of degrees

awarded may or may not be directly related to the ultimate goals of the institution.

The presence of multiple goals also introduces the possibility that one policy which may
lead to meeting some goals could in turn make it more difficult for the institution to achieve

other goals.

In fact, we have a tendency to talk about academic quality or institutional performance
as if it were a one-dimensional concept, and as if there were a common understanding and
agreement about its meaning. But in reality academic quality is very complex and multi-
dimensional. And, the interested parties do not have a common understanding of it. In this sense,
dealing with performance indicators is not only a technical activity, but it has a much more

important political dimension.

Secondly, colleges and universities do not have complete control over what inputs and
the process they will use to try and reach their goals. For instance, tenure system reduces an
institution’s flexibility to respond changes in demand or to meet different goals and objectives.
Decision makers need to be aware that when they use measures such as graduation rates and
reputation scores as institutional targets, these measures can be influenced by a wide range of
factors, many of which are difficult for the institution to control and may be changing

simultaneously.

These two inherent problems (lack of control over the inputs and process and
insufficient measures of goals and outcomes) place important limitations on the success of the

performance indicator system in the higher education sector.

My second point is regarding the possible negative impact of performance indicators on
the strategic planning as a future-oriented tool. As Dr. Fielden implies, strategic planning can be
an important foundation for the performance indicator system. As manifested in New Zealand
and in Hong Kong, basing the performance indicator system on some form of strategic planning
makes the system more realistic for use by the executive management because performance

information measures the achievement of established goals. However, using strategic planning
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in this way may reduce its utility for long-range, visionary thinking about the best solutions to
identified problems. Its format may become less future- or change-oriented and more focused on
what is achievable within current resources, so it may be limited as a tool to envision the best

solutions.

When it comes to using performance indicators in the Korean context, the autonomy
of individual institutions is one of the main concerns. Institutional autonomy is indeed a pre-
requisite for constructing a meaningful performance indicator system because where there is no
autonomy, it makes little sense to assess institutional performance and to require accountability
from the institution. But, as far as I know, Korea has so far been one of the countries where

institutional autonomy is very limited in many areas of university operation.

Also, in the Korean context, the importance of independent assessment of data and
measures cannot be overly emphasized. Based on experience in many OECD countries,
independent assessment appears to increase stakeholder’s confidence in performance
information; and to also foster decisionmaker’s trust in the information products of performance
funding. In this regard, involving an independent evaluation entity that has acknowledged
expertise in the measurement and evaluation process is very important. A well-developed data
collecting system is also a key to make a performance indicator system more successful as

witnessed in many OECD countries.

In summary, performance indicators have some value as supporting information for
decision making, but at the same time we need to acknowledge the limitations of most current
indicators as measures of performance for higher education institutions and thus temper
expectations of what can be learned from such measures. Also, these limitations need to be
understood and explained to various stakeholders who might have less knowledge about the
goals of higher education and, as a result, set unrealistic prospects about the value of applying

performance indicator systems to higher education institutions.

After all, the primary purpose of using performance indicators should be to help identify

questions rather than to provide all the answers.
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Table 3.1 Extent of autonomy experienced by universities'

Institutions are free to:

(6] (2) Borrow | (3) “ (5) Employ | (6) (N ®)
Own their | funds Spend Set and Set Decide Decide
buildings budgets to | academic dismiss salaries size of level of
and achieve structure/c | academic student tuition fees
equip-ment the.lr ' ourse staff enr013-
objectives content ment
Netherlands L] (] (] « ° ° ° «
Poland o L ° o o « ° «
Australia ° « L o o . « «
Ireland ° « . . ° « ° «
United ° « ° ° ° ° « «
Kingdom
Mexico ° « . . . « ° °
Denmark « . ° « ° « ° «
Sweden « « . ° ° ° «
Finland « ° « ° ° «
Norway « . ° ° « °
Austria « ° ° . °
Korea « « « °
(national —
public univ.)
Turkey « « «
Japan (national « «
— public univ.)
Legend: Aspects in which institutions:
® have autonomy
« have autonomy in some respects (see the Appendix for details).
Notes:
l. Data in Table 3.1 are based on responses to a 2003 survey of university governance by

members of the OECD’s Institutional Management in Higher Education (IMHE) programme.
Participation in the survey was voluntary, responses were not received from institutions in all OECD
countries, and the IMHE members do not necessarily represent the full range of higher education
institutions in the countries concerned. Institutional responses were cross-checked for consistency against
each other, and published sources and national experts were consulted in preparing the table. However,
the table shows a simplified picture, and countries vary in many detailed respects, as described in the
Appendix. Non-university institutions are not included except where specifically mentioned in the
Appendix. Countries are ranked in order of the number of areas in which universities reported autonomy.

2 “Employ and dismiss academic staff” (column 5) and “Set salaries” (column 6) include cases
where any legal requirements for minimum qualifications and minimum salaries have to be met.

3. “Decide size of student enrolment” (column 7) includes cases where some departments or study fields have
limits on the number of students able to enrol.
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Presentation 20:

The Role of Buffer Bodies

John Fielden

Agenda

What are buffer bodies?
The role of the State and who should do it

Case histories: New Zealand, Hong Kong,
South Africa, UK

Advantages of buffer bodies
Disadvantages and risks
Conclusions

KEDI-World Bank Forum. 2005
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What is a buffer body?

* An agency that is given statutory powers
to fund and manage higher education
Institutions within a country.

* It is usually governed by a Board with
members appointed by the Minister from
both public and private sectors.

* It is accountable to the MOE for its
performance and will receive policy
directives from government.

KEDI-World Bank Forum. 2005

The Role of the State

MOE retains Usual buffer body role
« Setting overall policy for  Allocating funds to
Higher Education universities
» Agreeing the size and « Monitoring their
shape of the system performance

» Policy on designating
new public and private
universities

* Tuition fee levels
» Total funding decisions

» Accountability for
public funds

* Implementing special
policy guidelines

KEDI-World Bank Forum. 2005
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Options for who does what

Buffer |Other |Council of
body |agency |Presidents
Quiality Sometimes
assurance * * Q. E.
Collecting
statistics * * *
ICT Networks * * *
Policy research * *
Accreditation KEDI-Wbrld Bank Forum. 3005 *

Case Study - New Zealand

Tertiary Education Commission

» Created in 2002 as an independent “crown
entity”, reporting to the MOE.

» 8 commissioners include 3 senior academic staff
(not VCs), 4 from industry and a student
representative. Chair is an academic.

* Roles are to:

— Implement the Govt’s Tertiary Education Strategy

— Allocate over NZ$2 bn annually.

— Build the sector’s capacity to achieve national goals

— Advise Govt on policies, priorities and sector
performance.

KEDI-World Bank Forum. 2005
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Case Study — Hong Kong UGC

* Inherited from British administration

* 10 members are international academics, 5 HK
academics, 2 from public sector and 5 from private
sector

* UGC has neither statutory nor executive powers, but
“acts as a buffer safeguarding the academic freedom
and institutional autonomy of the institutions”.

Roles are to:
— Offer impartial advice on development and funding

— Determine precise grant allocations (within budget made
available) and student number allocations.

— Assists institutions in quality assurance

KEDI-World Bank Forum. 2005

Case Study — South Africa

Commission on Higher Education
* Independent statutory body created in 1998.

» 12 voting members include 5 from academia, 2
from industry, 2 NGOs, 1 trade unionist and 2
from civil society. Chair is from industry.

* Roles are:
— To advise the Minister on higher education policy
issues
— To have executive responsibility for quality assurance
and institutional/programme accreditation

— There is NO funding role at all.

KEDI-World Bank Forum. 2005
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Case Study — England - 1
Higher Education Funding Council for England

» Created in 1992 as a “non departmental public
body”, not part of MOE. Successor to long
established University Grants Committee.

* Managed by a Board of 13 members including 5
VCs, 1 academic and 7 from private and public
sectors. Chair is from private sector.

» Similar bodies in Scotland and Wales.

* Receives an annual letter with national policy
guidelines from DfES/MOE.

KEDI-World Bank Forum. 2005

Case Study — England - 2

» Roles of HEFCE are to:

— Ensure accountability for proper use of public
money and allocate US$ 12bn annually.

— Provide independent advice to government on
the funding needs of higher education

— Identify and disseminate good practice
— Contribute to policy development

— Ensure that quality of teaching and learning is
assessed

KEDI-World Bank Forum. 2005
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Key issues

» Relationship of the buffer body to the MOE
— can its advice be ignored?

» Extent to which the buffer body contributes
to policy formulation.

 Clarity of the policy framework within
which the buffer body works.

» What powers, if any, the Minister retains
over individual institutions (Can he dismiss
a Board or a President?)

KEDI-World Bank Forum. 2005

Who intervenes if..

» Students riot and kill a person.

» University Board pays the President a
performance bonus of US $500,000.

» Construction project is awarded to a
company owned by a university Board
member.

 University always fails to meet its own
targets agreed with the buffer body.

KEDI-World Bank Forum. 2005
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Advantages of a buffer body

« It allows MOE to focus on policy and not get
involved in detailed management.

* Its independence saves MOE from charges of
interference in institutional affairs; university
autonomy can be protected.

« It can accumulate extensive professional
expertise in its staff (not all from the central civil
service) — a valuable resource for advice.

* The Board can be used to get views of industry.

* The MOE will no longer be lobbied by individual
institutions or Presidents.

KEDI-World Bank Forum. 2005

Disadvantages and Risks

» The Minister and the Chair of the buffer body
must agree on policy; if they do not, the Minister
may want to overrule the buffer body and
intervene directly.

» Ministers sometimes resent the powers (of
information and funding) that the buffer body
has.

* The buffer body may become too much a
creature of the MOE and lose its independence.

KEDI-World Bank Forum. 2005
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Conclusions

 The MOE is supreme in the end and can
clip the powers of the buffer body.

» Buffer bodies can be abolished (Australia)
or become powerless.

* Their roles may be limited (South Africa)
and their advice ignored.

» Getting the right balance of power
between the MOE and the buffer body can
be difficult.

KEDI-World Bank Forum. 2005
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|. Current Status of Higher Education Evaluation

1. Organization in Charge

O In order to enhance professionalism and autonomy, evaluations of
universities and academic fields are conducted by a council of university
presidents
- With required budgets provided by the Ministry of Education and
Resources Development (MoE)

O In order to ensure objectivity and fairness, evaluations of financial aid
projects is either executed by the MoE, or commissioned to an external

agency

2. Operational Status of University Evaluation and Academic Fields
Evaluation

[ Comprehensive Evaluation of Universities: evaluation of existing and new
universities once every 6 or 7 years
[l Academic Fields Evaluation: Evaluation of 8 academic fields per year out
of 40 categories
(] Problems of the University Evaluation and Academic Fields Evaluation
O Indistinct Set of Priorities
— Multiple and inconsistent goals including academic excellence are
pursued simultaneously without a pre—determined set of priorities
O Inadequate Evaluation Methods and Criteria
— Evaluation criteria and indices are not good enough to take unigue
characteristics of individual universities and fields into account.
Furthermore, as current evaluation is focused on inputs, quality
evaluation is left much to be desired
— As current evaluation criteria are developed on an exclusive basis of local
conditions, international accreditation and comparisons are difficult
— The evaluations are mainly focused on outward aspects because they are
mostly based on the superficial onsite and paper evaluations
O Lack of Professionalism of Evaluation Agencies
— Because there are no professional evaluation agencies, evaluation results
are viewed less reliable and objective by society and universities, failing
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to acquire international credibility and recognition

O Lack of the Linking between Evaluations(Agencies)

— Lack of the linking between different evaluations and evaluation agencies
leads to an overlapping of evaluation activities and an overload of
evaluation burden on universities

O Insufficient Utilization and Contribution of the Results

— As the results are not sufficiently open to the public nor properly
delivered to the consumers, they are not used as much as expected

— As such, the results are not contributing much to the improvement of the
university's academic excellency and international competitiveness

3. Operational Status of Evaluating Financial Aid Projects

[ Evaluation of financial aid projects: Direct Responsibility of the MoE

— Specialization projects for universities in and around Seoul: Around 25
universities are funded and evaluated

— Specialization projects for junior colleges: 197 colleges are funded and
evaluated

(] Problems of the Evaluation of Financial Aid Projects

— There is a considerable amount of overlapping with university evaluation to
entail an excessive burden of the target universities as well as a waste of
human and resources of the universities

— The uniform set of evaluation indices can hamper development plans
created by universities
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I[I.  Necessity for the |Institute for Higher Education
Evaluation

[1 Enhance the competitiveness of the higher education sector through
supporting an evaluation—induced innovation in Universities
O The quality of higher education is relatively worse than those of elementary
and secondary education in Korea
¥ TIMMS('03): Korea is ranked 2nd place in math, and 3rd in science
¥ PISA('03): Korea is ranked 1st place in problem—solving ability, 2nd in
reading, 3rd in math, and 4th in science
¥ IMD report(’ 04): Korea is ranked 59th place in the assessment of
university education's meeting the needs of a competitive economy

O Through the introduction of international evaluation criteria and the
alliances with international evaluation agencies

— Offer information and consulting services in order for universities to
identify their current status to formulate development plans and
strategies aiming at the improvement of education and academic
research

O Through the linking of university evaluation results and financial aid
projects, offer practical support in voluntary innovation efforts of
universities

O Encourage continuous check and improvement efforts based on
evaluation results to improve the quality of universities

(1 Centralization and coordination improve the efficiency of higher
education evaluation
O Through the centralization and coordination of higher education evaluation
activities
— Eliminate the inefficiency resulting from overlapping evaluation activities
across various evaluation agencies
— Minimize the cost and burden of universities by developing and utilizing
objective and credible evaluation methods

[l Provide information on service quality and ways to make higher
education institutions more public—spirited
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O By specializing in university evaluation and conducting objective and
credible evaluations

Help universities to improve transparency and publicness in operation

— Help students and parents to make decisions on the selection of
universities and majors by providing objective information on each
university's educational quality

— Provide the basis for determining the quality of human resources with

college degrees to government and companies

[ ] Set up a Foundation for Attracting more Foreign Students
O As the exchange of students are expanding in the global higher
education, the economic aspect of educational services gets more
important
¥ Australia: Educational services are ranked 3rd among the nation's
export business(6.8 billion dollars of tuition fees and living expenses,
creating around 42,000 jobs). AUQA(Australian Universities Quality
Agency) is in charge of quality assurance and information provision

O To attract a large number of foreign students requires not only such
outward—-looking merits as relatively cheap tuition fees and the "Korean

boom," but also continuous quality assurance and implementation of
objective evaluation with international recognition

% In 2004 the number of foreign students studying in Korea is up 36.6%
compared to 2003 (12,314 —16,832) In particular, the number of
Chinese students has been increased by 54% (5,607 — 8,677). Given
China's low supply of higher education(19% enrollment rate for higher
education institutions), the enrollment of Chinese students in Koran

universities is expected to further increase.

[ Measures to cope with the opening of domestic higher education
market
O With ongoing discussions about education and services at WTO and FTA,
it is required to provide objective and credible information on higher
education in Korea
¥ WTO: Relevant negotiations are expected to end at the end of
December, 2005
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FTA : As of the end of 2004, Korea had concluded FTAs with Chile,
Singapore, and was in the review process with Japan, ASEAN, EFTA, etc.
With expanding international supply of higher education, it is required to
improve university evaluation in accordance with international standards,
and to strengthen alliances with overseas evaluation agencies
UNESCO/OECD has issued a 3rd draft guideline on quality assurance in
international higher education which defines the preparation of the
framework for higher education evaluation and international information
exchange as government responsibility

Bologna Process: It aims to ensure the higher education quality in
Europe, in order for mutual-recognition of degrees earned from
European higher education institutions.
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lll. Cases of Selected Foreign Countries

] USA

— CHEA (Council of Higher Education Accreditation), a nation—wide council
for quality assurance and accreditation in higher education, is a
nonprofit, nongovernmental organization that has the overall responsibility
for evaluation and evaluates accrediting organizations

- CHEA is commissioned to conduct evaluation activities with the
authorization of Secretary of Education

— Evaluation outcomes are disclosed as the basis for the improvement of
university quality, as well as the eligibility criteria of student scholarship
for the federal government

] UK

— There is a national quality assurance agency for higher education
institutions called QAA and it is operated as an incorporated foundation
¥ QAA : The Quality Assurance Agency for Higher Education

— Funded by subscriptions from universities and colleges and by the Higher
Education Funding Council

— Evaluation outcomes are disclosed as to such consumers as students
and companies, and as basic information for the Higher Education
Funding Council

(] Japan

— There is a national agency responsible for university evaluation called
NIAD-UE

% NIAD-UE : National Institution for Academic Degrees and University

Evaluation

— It is an executive agency established and operated under the School
Education Law and the Regulations concerning the Establishment of
National Schools

— Introduce a self-evaluation, in order to promote self—diagnosis and
improvement efforts, and offer relevant information to students and
companies
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L] Australia

— There is a nation—wide agency responsible for evaluating the quality of
higher education institutions called AQUA

% AQUA: Australian University Quality Agency

- A nonprofit organization with an independent board of directors,
established by the council of ministers in charge of education, training
and juvenile-related affairs

— Conduct quality—audits of accrediting agencies under state and regional
governments and self-accrediting higher education institutions(e.g.
universities) once every 5 years

— Determine and judge the quality assurance process of the Australian
higher education system on the world scale
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V. Conception for a New Institute

1. Organization and Function

Comprehenswe
Evaluation

Eualailitgﬂl %’%am ——— Strategic Man Evaluation

Basic Condition
Evaluation

&ffiliated/Attached
Facilities Evaluation
Board of

Directors

— Frogram &cadernic Fields
Evaluation Team Evaluation (8 teams)

Director of the
Institute
niversity Support

[ Project Bvaluation
Project Graduste School
Evaluation Team — SUI%EJE{E;{JDAEET
LIniversity
Evalustion
Sl | Junior College Support

Project Evaluation

— Hanning and Coordinging

Su%vpaéﬁat_i_%gm —— External Cooperation

— Informmation Technology
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2. Governance and Operation

[1 the Board of Directors, Director of the Institute, and the University

O

O

Evaluation Committee

The board of directors will be charged with deliberation and
decision—making on such major issues as plans, budgets, and
settlements of accounts in relation to university evaluation projects. It will
consist of those who are recommended by government agencies,
industrial and academic worlds.

Director of the institute will be charged with acting on the decisions made
by the board of directors. S/he should be elected by the board of
directors among those civilian experts at university education and
administration who are recommended by a director recommendation
committee.

The university evaluation committee will consist of university education
experts and those from related industries to advise the director of the
institute concerning evaluation (form and operate subcommittees by target
by category)

] Composition and Operation of Working—level Organizations

O

The new institue consists of the evaluation department for universities and
higher education institutions, the program evaluation department, the
project evaluation department and the evaluation support department

O As for the three evaluation departments, each will consist of a department

chief, evaluation teams by target and by area, and a working—level
support team
Department chiefs will be elected among experts from the academic
sphere, and/or evaluation experts through public announcements at
home and abroad
As for evaluation teams, an expert pool is to be formed at the
recommendation of universities, academies, and industries to work as
evaluation team members at the time of evaluation. Some from the
expert pool, however, are to serve as a permanent researcher in order
to ensure continuity and professionalism in evaluation

10
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Presentation 21: The Role of Korea Higher Education Evaluation Center - Shin-bok Kim

3. Evaluation Types & Characteristics and Support Activities
L] Institution Evaluation
O Comprehensive Evaluation
— Evaluate overall conditions including conditions for education/research,
management of educational affairs, quality and achievement of
education/research, university operations, etc. as a basis of accreditation
O Strategic Plan Evaluation
— Evaluate strategic and development plans created by individual
universities, with explicti consideration of their sizes and types, etc
— Evaluate the performance and results with respect to own strategic and
development plans for diversification and specialization.
O Basic Conditions Evaluation
— Build a D/B focusing on indices for the overall operational status of
individual universities including educational atmosphere and financial
status through a continuous information gathering, and disclose relevant
information
- Set up minimum-level standards for universities and colleges and
enhance them in accordance with global standards
O Affiliated/Attached Facilities Evaluation
— Comparisons of universities regarding affiliated/attached facilities such as
libraries, information(IT) centers, lifelong education centers, and language
education centers
— Status of human and physical resources and operational outcomes of the
organization are evaluated regularly
[] Academic Fields Evaluation
— FEvaluate each academic field in terms of curricula, contents,
accomplishments, etc. Actual evaluation should be committed to
professional (evaluation) agencies and/or academic associations
— Assess the evaluation capacity and the reliability of the professional
(evaluation) agencies and academic associations in charge
— Evaluate through a combined set of indices including the
performance—-oriented and qualitative ones for curricula and researches
as well as input—centered quantitative ones
— Encourage the introduction of international evaluation criteria by category
to promote better international recognition of local degrees and
certificates

11
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Presentation 21: The Role of Korea Higher Education Evaluation Center - Shin-bok Kim

L] Project Evaluation

— Evaluate individual business plans and outcomes of individual educational
institutions e.g. universities, graduate schools, and junior colleges, and
use the evaluation results as the basis for differential government aid

— Preclude overlapping aids through a comprehensive management of the
evaluations of financial aid projects, and improve the validity and
efficiency of financial aid projects by strengthening the linking between
separate projects

L] Support Activities

O Support for research, planing and administration support for higher
education evaluation

O Develop information, materials and D/B for better evaluation

O Interchange and cooperation activities with related local and overseas
organizations

12
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Wrap Up : Preliminary L essons — Jamil Salmi

Wrap Up :

preliminary lessons

international forum on tertiary education
financing reforms and innovations

Jamil Salmi

Seoul, 6-8 April 2005

themes

e which allocation instrument is better?
® private tertiary education institutions?
e link to quality assurance?
® revenue supplementation

® political economy dimensions
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Wrap Up : Preliminary L essons — Jamil Salmi

which allocation instrument is
better?

e |ocal circumstances

e reform for what?

® time dimension

principles of an appropriate
allocation instrument

* linked to performance / policy
* transparent
* flexibility

e compatibility




2005 KEDI-World Bank International Forum: Financing Reformsfor Tertiary Education in the Knowl edge Economy

Wrap Up : Preliminary L essons — Jamil Salmi

role and place of private institutions

e eligible or not?

® a more appropriate approach
— purpose
— proportion of private sharing
— quality, relevance and effectiveness

link to quality assurance

® real or false homogeneity?

* linking or not linking?
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Wrap Up : Preliminary L essons — Jamil Salmi

revenue supplementation

e compatible with institutional culture and
values

* does not divert from teaching and
research

e contributes towards general, reallocable
revenues

political economy dimensions

e controversial topics
— tuition fees
— student loans
— private institutions

® dealing with the politics

® not an excuse




2005 KEDI-World Bank International Forum: Financing Reformsfor Tertiary Education in the Knowl edge Economy

Wrap Up : Preliminary L essons — Jamil Salmi

conclusion

® the pessimist

— More than any other time in history, mankind
faces a crossroads. One path leads to despair
and utter hopelessness. The other to total
extinction. Let us pray we have the wisdom
to choose correctly.

Woody Allen

conclusion

® the optimist
— My center is giving way. My right is falling
back. The situation is excellent. | attack.
Marshall Ferdinand Foch
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Wrap Up : Preliminary L essons — Jamil Salmi

conclusion

® the pessimist
— More than any other time in history, mankind faces a crossroads.
One path leads to despair and utter hopelessness. The other to
total extinction. Let us pray we have the wisdom to choose
correctly.

Woody Allen

® the optimist

— My center is giving way. My right is falling back. The situation
s excellent. | attack.
Marshall Ferdinand Foch
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Presentation 1: Major Dimensions of Financing Reforms

1STSAY F2

— Jamil Saimi(MAI2d W{Znt /2

P2 Sl AlESS MRl THeH SA WE

SIACE.

50 s
et 22 =XOEE, it Sale| ZdEolgt= Ml 7HK| Aol =2

] x
- (HAIH xHgollM) S S0l ol= Fxo| Aol X| = ofof 5H=T}?
(F12RFA0IN) AR 2t E M2k A

- 7t &2 X[=5t0{of stod, O{EH gEstofol st=Tt?

- M, OEA X[HSH=7F?

M
=

5]
zZAol A, O E(Grande Ecole)RStES %[5 20% NMAEESES 6%, =
20% DASFT2 15%UCt AW Ql, HF, E2tEe FARoME IswFe| {27

A9l 2 319l 20% 2STERIC] X7} of

fo
12



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

a

ol

oK

to A=dl ol

5}

g 27

My

S

O|Ef2[0K(13%)

MH|&:
lof| A o C}

=

o

), o StEX}

=]

7|2t XA HHo|

7H AL

(30%).
He

.I

XA
A

1

F

-

zo| MEHl tfs
JHgel TSTSA

7
ol 2fof|

7
Klo

ol

70
pelll
K

H Mol A Blo{Lt, OfA|

(Long distance competition,

SA=E

Mz2

-
4

4

Q
o

2%

ol
~
U
jol

-
4

, tHSoH A,

L

=
-

71 e

L

=
-

T XFO|= CH

Y

or

=
B

P

SuSME 74

X|golLl FHE, X|
THA|

=
L

=]
o T,

x|

tod)

o

(ME2 &

k=1

|AF, At

=1

O HAIA 2HEolAM H
=

ol

oy, FTFEHONEH S, S8

st2l

TLt/Dual Track, SH5/CH

—
- T

pade’ .
SA2

.

| Zofl ot

=1

o
T

L

=

Aol At

I

—
o

A4

o

PAMEE/
ol oA A

9

|

=

o

4|

S
-

Z(10 ~ 30%),

A
M

Ko

=ZHFH

Aol M2 7| =ty

&7l #4 At

Mo

1ol

Kl

afof| 7

[s2|
=

D 7tol=Ekel MY,

|
L-O-

.|

A

PNPS|
=

|, Charge Back

C
o

I
il

)H

3z

o

=)

(CH

E
—

—_1
]

=, Al

S
=

1, &

o
T

t

H

|-
o

=N
Kl
~



2005 KEDI-World Bank International Forum: Financing Reforms for Tertiary Education in the Knowledge Economy

22
Presentation 2: Tertiary Education Finance and Reform in
Korea: Achievement and New Challenges
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(EH2l: U.S$, PPP 2Hatol)

=714 ESSAES S e ALSUWS
= 5,052 7,239 12,688
ZEA 4,777 8,107 8,837
= 4,237 6,620 10,504
4= 5,771 6,534 11,164
Bh= 3,714 (77%) 5,159 (79%) 6,618 (66%)
29l 6,295 6,482 15,188
ARA 6,889 10,916 20,230
gd= 4,415 5,933 10,753
ol= 7,560 8,779 22,234
OECD H# 4,850 6,510 10,052

XlZ: OECD, Education at a Glance, 2004.
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Presentation 3: Allocation Mechanism: Formula Funding
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Presentation 5: Possible Uses of Vouchers in Higher Education
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Presentation 6: Stipends & Fee—For—Service Contracts:
Reinventing Higher Education Financing
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Panel Presentation 2: The Current State of Thailand's Income

2 o

Contingent and Allowance Loan (TICAL)

Scheme
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Panel Presentation 3: Teaching and Learning Innovation Fund
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Session X

Presentation 18: Constructing and Using Performance Indicators
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— John Fielden(M|H|23H)
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Presentation 19: Monitoring and Evaluation: Higher Education

Funding in Korea
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Presentation 20: The Role of Buffer Bodies
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— John Fielden(M|H|23H)
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Bucheon-si, Gyeonggi-do ,
Korea
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Department of CTL 307, 56-1 Seoul National
42  Korea Hun Ho Kim Edgcation Seoul National University | University Sillim-dong, Gwanak- Seoul 151-010 kimhh@snu.ac.kr
gqu
International Korean Educational 92-6, Korea Educational
43 Korea Hye Eun Lee cooperation team | Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 lavender725@hanmail.net
Program specialist , Korean Educational 92-6, Korea Educational
44  Korea Hye Young Park Internano_nal Development Institute Development Institute Umyeon- |Seoul 137-791 hypark@kedi.re.kr
cooperation team dong
. . . Hyundae Villa 201 743-5 , .
45 Korea Hyoung Il Kim Educational Policy KFTA Banpo-dong, Seocho-gu Seoul 137-040 hikim@kfta.or.kr
. Department of . . .. |Seoul National University Sillim-
46  Korea Hyun Kee Lim Budget Seoul National University dong 56-1, Gwanak-gu Seoul 151-749
Korean Educational 92-6, Korea Educational
47 Korea Hyun Sook Yu Research fellow Development Institute Development Institute Umyeon- Seoul 137-791 yhs@kedi.re.kr
dong, Seocho-gu
. . Section Chief of . Hyechun College, 333,Boksu- . .
48 Korea Hyung Pil Kim General Affairs Hyechon Foundation Daejeon 302-715 |hpkim@hcc.ac.kr

dong, Seo-gu
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49 Korea Ik Hyun Shin E\?:Ii;ttir?)im of MOE&HRD 77-6, Sejongno, Jongno-gu Seoul 110-760 shinih@moe.go.kr
General Planning . .
50 Korea Il Kon Kim Division Office of  Silla Univ Silla Univ. Gwaebeop-dong, g, 617-736 ikkim@silla.ac.kr
. . Sasang-gu
Strategic Planning
Chif of Human
51 Korea Il Yong Jung Resources MOE&HRD 77-6, Sejongno, Jongno-gu Seoul 110-760 |jycheong@moe.go.kr
Development ’ ’ e
Bureau
. 77-6, Sejongno, Jongno-gu, . .
52 Korea Jae Eun Chae Director MOE&HRD Seoul 110-760 chaeja@kedi.re.kr
Seoul, Korea
53 Korea Jae Kyoung Lee Professor Kookmin University 861-1Jeongeung-dong. Seoul 136-702 jkyi@kookmin.ac.kr
Songbk-gu
. . . 92-6, Korea Educational
Chief, International |Korean Educational ; . . .
54 Korea Jae seok Kwak cooperation team | Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 | kjs@kedi.re.kr
Int'l Studies . . .
55 | Korea Janette Han KRIVET 77-6, Sejongno, Jongno-gu Seoul 135-949 |jchan@krivet.re.kr

&cooperation Team
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General Planning KCUE, 27-2 Korea Teachers
56 Korea Jeung Yun Choi Division Office of  KCUE Pension Bldg 12F. Yeouido- Seoul 150-010 |jchoi@hcue.or.kr
Strategic Planning dong, Yeongdeungpo-gu
Dept. of Early . .
. i Kyungbok Univ. Sinbuk- - _ .
57 Korea Ji Yong Chun Chllldhgod Kyung Bok College myeon131, Pocheon-si Gyeonggi-do |487-910 |jhchun@kyungbok.ac.kr
Education
58  Korea Jin-Pyo Kim af’n”i;'grp”me MOE&HRD 77-6, Sejongno, Jongno-gu  Seoul 110-760
103-122, Eddum gosiwon,
Department of . . . . A . . .
59 Korea Jong Chul Lee ) Seoul National University |Seoul National University , Seoul 151-012 |jc207@hanmail.net
Education -
Sillim2dong, Gwanak-gu
Chief of Human
60 |Korea Jong Ga Lee Resources MOE&HRD 77-6, Sejongno, Jongno-gu Seoul 110-760 jklll@moe.ac.kr
g p Management » Sejongno, gno-g ) o
Bureau
General Planning Gyeongsang National Gyeongsang National University, Gyeongsangn
61 Korea Jong Gook Back DIVISIOF! Office pf University Gajwa—dong 900, Jinju-si am-do 660-701 jgback@gsnu.ac.kr
Strategic Planning
KRIVET 15-1
62 Korea Jong Ho Jeon e-Learning center KRIVET Cheongdam2dong, Gangnam- Seoul 135-102 mubit@krivet

gu
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Senior Research KIPF, 79-6 Garak-dong, . .
63 Korea Jong Seok An Fellow KIPF Songpa-gu, Seoul .Korea Seoul 138-774 |jsan@kipf.re.kr
Research assistant Samsung Economic Samsung Economic Research
64 Korea Joon Goo Han Human Resources g . Institute, 191, Hangang-ro 2ga, Seoul 140-702 joongoo@samsung.com
o Research Institute
Organization Dept. Yongsan-gu
International Korean Educational 92-6, Korea Educational
65 Korea Ju hee Park cooperation team  Development Institute gsxglopment Institute Umyeon- Seoul 137-791 |juhee9202@hanmail.net
International Korean Educational 92-6, Korea Educational
66 Korea Jun Hyuk Jin cooperation team | Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 jun@kedi.re.kr
Department of - .
67 Korea Jun Min Lee Education College  Younsei Univ Yonsei Univ. 134 Sinchon- Seoul 120-749
. dong, Seodaemun-gu
of Education
Department of
68 |Korea Jung Hyun Kim Education, College Seoul National University 193-8 Nonhyeon-dong, Seoul 135-010 ilpni@snu.ac.kr
. Gangham-gu
of Education
520-3 the Ministry of Planning
69 Korea Jung Min Kim Director of MPB MPB and Budget Banpo-dong, Seoul 137-756 |jungkim@mpb.go.kr

Seocho-gu
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Chief of Budget . National Assembly Yeouido- .
70 | Korea Jung Soo Park management Korea Parliament dong 1bunzi, Yeongdeungpo-gu Seoul 150-701 |jpark@nabo.go.kr
71 Korea Jung Sup Ryu Director MOE&HRD 77-6, Sejongno, Jongno-gu Seoul 110-760 |yoojs@moe.go.kr
General Planning Dongduk Women's Univ, 23-1,
72 Korea Keuk Ryoul Yoo Division Office of Dongduk Women's Univ ' Hawolgok-dong, Seongbuk-gu, Seoul 136-130 kryoo@dongduk.ac.kr
Strategic Planning Seoul ,Korea
Corea sy or K2 e o Tecoioy
73 Korea Kwang Sun Kim Professor Technology and ! J Chungcheon 330-708 |kskim@kut.ac.kr
) Byeongcheon-myeon,
Education - gham-do
Cheonan-si
General Planning Chungnam University Gung-
74  Korea Kyoo Wan Cho Division Office of ~ Chungnam University 9 y 9 Daejeon 305-764 |kwcho@cnu.ac.kr
. . dong 220, Yuseong-gu
Strategic Planning
75 |Korea Kyung Seok Hyun Dept. of Education Hanseo University Hanseo Univ. Haemi- Chungcheon oo oo ks4531@hanseo.ac.kr
yung y pt. myeon360, Seosan-si gnam-do T
Research Division of Korean Educational 92-6, Korea Educational
76 |Korea Mi Hwa Kwon Development Institute Umyeon-  Seoul 137-791 'mhkwon@kedi.re.kr

Educational Policy | Development Institute

dong
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Research Division of Korean Educational 92-6, Korea Educational
77  Korea Mi Hwa Park Educational Policy | Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 rooky@kedi.re.kr
. . . 1501-1 Daewoo Bldg. Naesu- .
78 |Korea Mi Ja Kim Bench of Seoul Busan City Hall dong, Jongno-gu Seoul 110-719 |dujbus6791@yahoo.co.kr
General Planning
79 | Korea Mi Seon Lee Division Office of  |KISE 723-1 Bono-dong, Sangnok- Gyeonggi-do |426-180 'miseon@kise.go.kr
. . gu, Ansan-si
Strategic Planning
Korean Educational 92-6, Korea Educational
80 Korea M|n]ung Kang Photogragher Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 mjkang4l6@hotmail.com
. KNUE, Darak-ri7, Gangnae- Chungcheon
81 Korea Myung Soo Kim Professor KNUE myeon, Cheongwon—gun gbuk-do 363-791 'mooah@knue.ac.kr
Human Resources KRIVET 15-1
82  Korea Nam Chul Lee Development KRIVET Cheongdam2dong, Gangnam- Seoul 135-102 |nclee@krivet
Center gu
83 Korea Namsoo Seo Deputy Minister MOE&HRD 77-6, Sejongno, Jongno-gu Seoul 110-760 nsseo@moe.go.kr
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Department of 56-1 Seoul National University

84 Korea Qiuli Kong Edgcation Seoul National University |9, 202-3 Sillim-dong, Gwanak- Seoul 151-748 giulikong@yahoo.com.cn

gu
Korea Development 207-41, KDI, Cheongnyangni- _ .

85 Korea Sam ho Lee Research fellow Institute dong, Dongdaemun-gu Seoul 137-791 samho@kdi.re.kr
Department of Jeonbuk National Univ.

86 Korea Sang Jin Ban Education College | Chonbuk University Deokjindong 1-ga 664-14 , Jeollabuk-do 561-756 |sjban@moak.chonbuk.ac.kr
of Education Deokjin-gu, Jeonju-sil
General Planning Sungkyunkwan Univ. 53

87 Korea Sang Soo Shin Division Office of  Sungkyukwan University 9Ky T Seoul 110-745 'sss@speed.skku.ac.kr

. . Myeongnyun-dong 3-ga

Strategic Planning
ieﬁgatlmf’;t S?f 200- 2110, Seoul National

88 Korea Se Yeon Moon Vgcational Seoul National University University Sillim-dong 56-1, Seoul 151-748 98514-011@hanmail.net

: Gwanak-gu

Education

89 Korea SeY Ch Professor Chungnam Universit Chungnam University Gung- Daejeon 305-764 |sychun@cnu.ac.kr

€ Young un 9 y dong 220, Yuseong-gu ) 4 T
National Assembly Budget
20 Korea Seon Joo Lee Evaluator/Program |National Assembly Office, Korea Investment Trust Seoul 150-745 leesj@nabo.go.kr

Evaluation Bureau

Budget Office

Co. Bldg 18F. 27-1 Yeouido-
dong, Yeongdeungpo-gu
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. . Kyonggi Institute of Technology,
91 Korea Seong Ho Lee Executive officer _llfé/gaggllolnsmute of 2121-3, Jeongwang-dong, Gyeonggi-do |429-450 |leesh@kinst.ac.kr
9y Siheung-si
Pukyong national Pukyong national University, _

92 Korea Seong Kwae Park Professor University 599-1 Daeyeon3dong, Nam-gu Busan 608-737 skpark@pknu.ac.kr
General Planning .

93 Korea Seoung no Lee Division Office of Inha Technical College Inha Technical College, 253 Incheon snlee@inhatc.ac.kr

. . Yonghyeon-dong, Nam-gu

Strategic Planning
General Planning Hankuk Aviation Univ. 200-1

94 Korea Seung Chang Lee Division Office of Hankuk Aviation Univ Hwajeon-dong, Deokyang-gu, Gyeonggi-do 412-791 |leesc@hau.ac.kr
Strategic Planning Goyang-si
Department of Seoul National University Sillim-

95 Korea Seung Moo Lee Education College | Seoul National University y Seoul 151-749

. dong 56-1, Gwanak-gu
of Education
. . . . .. 56-1, Seoul National University, .

96 Korea Shin Bok Kim Professor Seoul National University Sillim-dong, Gwanak-gu Seoul 151-748 |sbkiml@snu.ac.kr
Research Division of Korean Educational 810- 1505, Sibeomdanyi

97 Korea Shin Won Yoon Hanyang Apt. Seohyeon-dong, Gyeonggi-do 463-050 wonnyl221@kedi.re.kr

Educational Policy | Development Institute

Bundang-gu, Seongnam-si
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Research Fellow, Korean Educational 92-6, Korea Educational
98 Korea So Young Park Research Division of . Development Institute Umyeon- Seoul 137-791 syoungpark@hotmail.com
. Development Institute
School Education dong, Seocho-gu
Seowon Univ. Mochung-dong Chunacheon
99 |Korea Moon Ho Shon Dean Seowon University 231 , Heungdeok-gu, 9 361-742 mhsohn@seowon.ac.kr
S gbuk-do
Cheongju-si
Department of 919-0, 719, Seoul National
100 Korea Ssang Chul Lee Edgcation Seoul National University \University domitory, 56-1, Seoul 151-748 |alfred33@hanmail.net
Sillim-dong, Gwanak-gu
Duksan Building 2F, 5-92
101 Korea Su Sun Park Press UNEWS Changjeon-dong, Mapo-gu Seoul 121-190 'susun@unews.co.kr
Korea National College Korea National College of
102 Korea Suck Min Chang President of Rehabilitation & Rehabilitation & Welfare, 5-3 Gyeonggi-do |459-070 smchang@hanrw.ac.kr
Welfare Jangan-dong, Pyeongtaek-si
Researcher, Korean Educational 92-6, Korea Educational songsunO@kedi.re.kr
103 Korea Sun Young Song Researgh D|V|S|9n of Development Institute Development Institute Umyeon- |Seoul 137-791 songsun0@hotmail.com
Educational Policy dong
General Planning Dongseoul College Bokjeong-
104 Korea Sung Hyun Song Division Office of Dong Seoul College dong, 423 Sujeong-gu, Gyeonggi-do |461-741 songsh@dsc.ac.kr

Strategic Planning

Seongnam-si
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Research KRIVET 15-1
105 Korea Sung Jun Baik Development KRIVET Cheongdam2dong, Gangnam- Seoul 135-949 white@krivet.re.kr
Division gu
Yonsei School of Yonsei Univ. 134 Sinchon- .
106 Korea Sung Kyu Sohn Professor Business dong, Seodaemun-gu Seoul 120-749 sksohn@yonsei.ac.kr
. Korea Development 207-41, KDI, Cheongnyangni- o .
107 Korea Tae Jong Kim Research fellow Institute dong, Dongdaemun—gu Seoul 137-791 tjikim@kdischool.ac.kr
Research Fellow, Korean Educational 92-6, Korea Educational
108 |Korea Tae sang Lee Research Division of . Development Institute Umyeon- Seoul 137-791 tsleeiowa@kedi.re.kr
. . Development Institute
Educational Policy dong, Seocho-gu
International Korean Educational 92-6, Korea Educational
109 Korea Tae Won Shin cooperation team  Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 kulala97@naver.com
Department of 1201-1502 Hyundae
110 |Korea Tae Young Kim EdEcation Seoul National University Hometown, Gwangjang-dong, | Seoul 143-210 icecream98@lycos.co.kr
Gwangjin-gu
National Academy of -ls-zieer’:lilsons:aAS;?ce?nyoofrea
111 Korea Won Jun Ryu Executive office Sciences, Republic of » R€p ’ Seoul 137-044 | rwjun@nas.go.kr

Korea

94-4 Banpo 4 dong, Seocho-
gqu
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. Dean of Planning . Inha Technical College, 253 L
112 Korea Won Keun Choi Department Inha Technical College Yonghyeon-dong, Nam-gu Incheon 402-752 |wkchoi@inhatc.ac.kr
. Educational Committee National Assembly Yeouido- .
113 Korea Woo Yea Hwang Chair of the Korean Parliament dong 1bunzi, Yeongdeungpo-gu Seoul 150-701  hwangwygrace@orgio.net
Department of Hankuk Aviation 200-1 Hankuk Aviation Univ.
114 Korea Woon Hong Yeo International Affairs Universit Hwajeon-dong, Deokyang-gu, Gyeonggi-do 421-791 whyeo@hau.ac.kr
and planning y Goyang-si
General Planning Donavana Technical Dongyang Technical College,
115 |Korea Yang Han Ju Division Office of Collgye 9 62-160 Gocheok-dong, Guro- |Seoul 152-080 | hjyang@mail.dongyang.ac.kr
Strategic Planning 9 gu
department of Daegu University of Daegu University of Education,
116 Korea Youn Jeong Choi general affairs Education 1797-6, Daemyeong2dong, Daegu 705-715 |yjchoi@dnue.ac.kr
Nam-gu
117 Korea Youn Sil Kim Associate Professor /Ansan College Z?é;lrl]l:giong, Sangnok-gu, Gyeonggi-do |426-701 |yskim@ansan.ac.kr
Assistant Professor
Division of . . 17 Hanyang Univ, Haengdang- _
118 Korea Young Lee Economics and Hanyang University dong, Seongdong-gu Seoul 133-791 younglee@hanyang.ac.kr
Finance
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Korean Educational 92-6, Korea Educational
119 Korea Young Chul Kim Research fellow Development Institute gsxglopment Institute Umyeon- | Seoul 137-791 chul@kedi.re.kr
Korean Educational 92-6, Korea Educational
120 Korea Young Ha Cho Research fellow Development Institute gsxglopment Institute Umyeon- |Seoul 137-791 youcho@kedi.re.kr
Korean Educational 92-6, Korea Educational
121 Korea Young Ran Hong Research fellow Development Institute gsxglopment Institute Umyeon- Seoul 137-791 hyr@kedi.re.kr
. Department of . . .. 1301-704, Daewoo 3rd APT 117 .
122 Korea Yun Ho Kim Education Seoul National University Munjeong-dong, Songpa-gu Seoul 138-200 |president66@naver.com
. Director DEPT.of Minnistry of Higher .
123 Malaysia Hassan SAID Higher Education  Education Malaysia Level3.Block E 9 Parcel E Putojaya 62505 hassan@mohe.gov.my
124 Malaysia Shamsiah Dahaban Director Economic Planning Unit ggrr;’(:dMFlrolztrer s Department Putrajaya 62505 shamsiah@epu.jpm.my
Ministry of National
; Director of Education, Higher .
. Ait el . S i .P. . .
125 'Morocco Lhoucine . Evaluation and Education, Exective E:zslgzss Al Akabar B.P.4500 Rabat mahjoub@enssup.ac.ma
mahjoub Prospective Training and Scientific

Research
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Vice president de . . .
126 'Morocco Otmane Bouab I'Universite Cadi luniversite Cade Ayad-  UCA Avenue Prince Moulay Marrakech bouab@ucam.gov.ma
Marrakech Abdellah
Ayad-Marrakech
. . University Grant
127 Nepal Bidur Prasad |Upadhya Chairman Commitiee Kathmandu ugc@ntc.net.np
128 |Nepal Gita Bhakta Joshi Registrar Tribuvah Univ T.U. Kirtipur Kathmandu vcoffice@hpl.healthnet.org
. . Ministry of Education . .
129 Nepal Lava Prasad Tnpathee Joint Secretary and Sports Keshar Mahal Kathmandu tripatheelaba@hotmail.com
. . . Sr. Education The World Bank, Nepal Yak& Yeti Complex, Durbar S
130 Nepal Rajendra Dhoj |Joshi Specialist Country Office Marg P.O. Box 798 Kathmandu rjoshi@worldbank.org
131 New zealand Norman LaRocque Policy Advisor Education Forum PO Box 10-539 Wellington 6036 nlarocque@nzbr.org.nz
132 |Palestine Hani H M Nigim President él;?azhar University- P.0.Box:1277 Gaza hnigim@birzeit.edu
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133 Palestine Nabeel Kassis President Birzeit University 1 AI-MARJ ST. Birzeit President@birzeit.edu
I Dean, Graduate Colegio de San Juan de .
134 Philippines Emely Abagat School Letran—Calamba Bo. Bucal Calamba City 4027 emelyabagat@yahoo.com
Commission on Higher
Education-Office of .
S . . . C HED-OPPRI 2F Jollibee Blgo . .
135 Philippines Jean Tayag Director Policy, Planning, San Migual Ave Oletigaz Center Paseg City jctayag@chod.gov.ph
Research and
Information
University Ministry of Higher
136 |Sri lanka Colin Peiris Professor/ Quality y 9 #354/2, Elvitigala MW. Colombo 05 Colinpeiris@yahoo.co.uk
.~ .. |Education, Sri lanka
Assurance specialist
137 Sri lanka Lakshman Ratnayake Vice Chairman gglr\;e%sig)sligr:ants 20 Ward Place Colombo 07 vicechairman@ugc.ac.lk
Deputy Coordinator, |Policy Planning &
138 |Sri lanka Nayani Melegoda Policy Planning &  Development Unit, 354/2, Elvitigala Mawatha Colomgo 05 nayani@irque.lk
Implementation Ministry of Education
, Ubayakula . Senior Assistant University Grants
139 Sri lanka Ranaweera Arachchillage Accountant Commission - Sri Lanka #20, Ward Place Colombo 07 ranaweera@ugc.ac.lk
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Bﬁgggr(Administrati Southeast Asian Mom Luang Pin Malakul

140 |Thailand Chantavit Sujatanond on and Minsiters of Education |Centenary Building 920 Bangkok 10110 secretariat@seameo.org

N Secretariat Sukhumvit Road

Communication)

141 Thailand Medhi Krongkaew Interim Director Office of Tical Scheme commission Higher Education, Bangkok 10400 m_krongkaew@yahoo.com

328 Sri Ayutthaya Road - ’

142 | Thailand Pavich Tongroach Secretary-General (E:dotT:g]tliisr:m on Higher 328 Sri Ayutthaya Road Bangkok 10400 pavich@mua.go.th

143 UK John Fielden Director CHEMS Consulting Poland House, Odiham Hook RG29 1JJ Johnfieldenl@btopenworld.com

144 USA Adriana Jaramillo :gzg;lfsciucat'o” The World Bank 1818 H St. N.W. \S""(‘:Sh'”gton 20007 ajaramillo@worldbank.org
Public policy .

145 USA Arthur Hauptman consultant The World Bank 2701 N. Upshur Street Arlington,VA 22207 Hauptman_a@yahoo.com

146 |USA Benoit MILLOT Lead Education The World Bank 9606 Page Ave Bethesda 20814 bmillot@worldbank.org

Specialist
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Sr.Operations Washington

147 |USA Dingyong Hou Officer/Education | The World Bank 1818 H St. N.W. D.C 9 20433 Dhoul@worldbank.org
Specialist o
Lead Education

148 USA Hena Mukherjee ~ SPecialist. SOUth oo \yorid Bank 1818 H St. N.W Washington 56,33 hmukherjee@worldbank.org
Asia Human I D.C :
Development Unit
Acting Director, Washington

149 USA Jamil Salmi Education The World Bank 1818 H St. N.W. D.C 9 20433  |jsalmi@worldbank.org
Department :

. . Lead Higher Washington. .

150 USA Lauritz B. Holm-Nielsen Education Specialist The World Bank 1818 H St. N.W. D.C 20433 Iholmnielsen@worldbank.org

151 USA Omporn Regel Sr._Operanons The World Bank 1818 H St. N.W. Washington 20433 oregel@worldbank.org
Officer D.C

. . . . Colorade Commission 1380 Lawrence Street, .

152 |USA Rick O'Donnell Executive Director  ~ Higher Education Suite1200 Denver, Co 80204 ro'donnell@state.co.us
Director of Center | The National Institute for

153 Vietham Huong Thanh Vuong for Education Education Strategy and 106 Tran Hung Dao street Hanoi Vthuong_nied@yahoo.com

Information Curriculum Development
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Dept. of Higher
. . . Education, Ministry of . . .
154 Vietnam Thi Le Huong Nguyen Senior Expert Education and 49 Dai Co Viet str. Hanoi ntlhuong@moet.edu.vn
Training(MOET)
. Head, Training Hanoi National 207 Duong Giai Phong, Quan .
185 |Vietnam Tho Dat Tran Department Economics University hai Ba, Hanoi, Vietham Hanoi Tran_dat_98@hn.vnn.vn
Director General of | . . .
156 West Band- Fahoum Shalabi Development and Ministry of Education P.O,box 17360, Jerusalem Ramallah Falshalabi@mohe.gov.ps

Palestine and Higher Education

Scientific Research
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