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After having the privilege of listening and participating in the recent conference on the future financing of Australian higher education (September 11-12, 2002) I would like to share a few further reflections.

The title of Minister Brendan Nelson’s project --Higher Education at a Crossroads -- seems most apt and timely.  Australian higher education is at a crossroads – a situation shared by a number of other developed countries – and decisions on financing will be key in determining the future success and effectiveness of the sector.

The Current Financing Structure

I would summarize the current financing structure for Australian higher education as follows.  Australian universities depend principally on three sources of funds for their basic operations: 1) government commonwealth support of institutions, 2) the student contributions that flow through the Higher Education Contribution Scheme (HECS), and 3) the fees collected from domestic students in non-government funded seats and the growing number of foreign students enrolling in Australian institutions (an estimated 15 percent of all students).  The fees charged to students in non-government funded seats are collected directly by the institutions.  In contrast, the HECS contributions are funded initially by the government and flow through the commonwealth, where they become commingled with government funds that are not designated as HECS.

Students in government funded seats and thus participating in HECS can either prepay the government after they complete their education at a 25 percent discount from the stated rates or over time on an income contingent basis.  This discount means that students who repay on an income contingent basis are effectively charged a rate of interest.  Students in non-government funded seats may have access to more traditional student loans (PELS) to help pay their education-related expenses.  

Strengths and Weaknesses of the Current Financing Structure

In meeting the challenges it faces, Australian higher education has one large factor in its favor: the HECS repayment system that allows students in government funded seats to pay their share of higher education costs on an income contingent basis.  HECS is perhaps the best, or at least very near the top, of student cost recovery systems in the world.  The changes to HECS enacted in 1997 that reduced the level of government subsidies and focused them more on low income borrowers during repayment strengthened what was already a premier system of student finance.

At the same time, the current financing structure suffers from at least three weaknesses that are likely to inhibit the success of any future reforms: 1) how commonwealth funds are distributed, 2) how HECS fees are set and distributed to institutions, 3) the lack of a strategy for achieving greater equity.

The Distribution of Commonwealth Funds. The process for allocating government funds to institutions in Australia seems particularly weak and in need of reform.  It is largely non transparent, based on institutional cost profiles a decade and a half old, too centered in the government bureaucracy, and not flexible enough to respond to changing national needs and requirements for the higher education sector.  Complicating matters is the fact that states maintain ownership of institutional assets and control their governance structure while the federal government since the 1970s has provided the vast bulk of government funding of the sector.

The Setting and Distribution of HECS Contribution Rates.  While the repayment regimen under HECS is one of the strongest in the world, the structure of how those contributions are set and distributed to institutions is rather weak because they are neither set nor retained by the institution.  Instead, these HECS funds are funneled to the institutions through the same inflexible, non transparent allocation mechanism used to distribute the roughly 75 percent of government support that is designated as part of the HECS system.

The Lack of an Equity Strategy.  Although as Peter Shergold noted in his keynote remarks that improving equity is a key goal of the Crossroads Strategy, there seems to be very little in the way of policy designed to meet this objective. One of the key issues raised at the conference was whether the introduction of HECS had had negative effects on the ability of students from lower socioeconomic circumstances to enroll.  Bruce Chapman presented data that appears to confirm that lower income students have not lost ground. He makes the case that the participation rates of low income students have increased since the introduction of HECS in the late 1980s, allaying fears that HECS ‘fees’ would reduce the ability of low income students to enroll.

But, by the same token, the data that Chapman presents indicates that the gap in participation between low income and higher income students has not narrowed over the past several decades.  In this respect, Australia shares the situation with many other developed countries in which equity gaps remain large despite overall gains in participation in recent decades.    The troubling consideration for Australia is that there doesn’t seem to be any strategy for closing these gaps beyond the discussions on reforming the terms and conditions of HECS repayment.  The problem is that any increase in HECS or other fees may not be accompanied by a large enough increase in student aid that offsets the effect of those fees increases.  This discussion also largely ignores the question of whether the current financing structure can be expected to improve the chances of these students to enroll and complete a higher education.

Recommendations for Reform

The irony of the conference, which I commented upon in the final session, is that almost all of the discussion was on modifying the HECS repayment features and in deregulating the HECS fee structure to be more similar to the system used to set fees for non-government funded seats.  Very little attention was devoted to how government funds are distributed despite acknowledged difficulties.  While HECS repayment features could certainly be improved and giving institutions the authority to set fees would be an improvement over the current practice of having the government unilaterally set these fee levels, it strikes me as odd and unfortunate that so little attention was paid to the question of how government funds - HECS and tuition subsidies - are distributed.

It is also ironic that discussions of fee levels and repayment schedules are highly politically charged issues, whereas debates about how government funds are distributed are typically much less political in nature.  Thus, the Crossroads debate has become very politically charged and visible while the principal problems with the financing structure could be best addressed through a much less political discussion.

In sum, the two key problems with the current financing structure are that: 1) the way in which government funds are distributed to institutions is archaic and inflexible and 2) that funds designated as HECS contributions are also distributed through this ineffective system.  To address these problems, I would suggest the following be considered as part of the Crossroads review:

First, that how the government distributes tuition subsidies could be revised.  These revisions might include:

· splitting the funding of research from the funding of teaching;

· funding teaching on the basis of average or normative costs calculated on a current basis and annually revised on a transparent basis;

· reintroducing a buffer body that was truly an intermediary between the government and the institutions, unlike the two previous buffer bodies that were perceived to favor either the government or the institutions

· determining funding priorities that would flow out of a national discussion of needs.  These priorities might be certain fields of study or they could include paying institutions more for the disadvantaged students they enroll.  It would be very difficult to adjust the current funding structure to accommodate such prioritizations.

Second, if the government continues to set HECS contribution rates, these contributions could be distributed directly to institutions on a different basis than how government funds are distributed.  This alternative distribution need not be on the basis of the pattern of contribution by students.  The key point is that the roughly $2 billion in HECS contributions really could be distributed on any basis – they need not be distributed in proportion to the students whose costs they in part cover.

