The Lessons of Deregulation

By GORDON DAVIES


As state support for higher education diminishes, public universities and their advocates in several states are asking for greater autonomy from government oversight in exchange for less money. But before states proceed too far, they might do well to examine the doleful experience of New Zealand, which has been on that path for more than a decade.


Colorado, South Carolina, Virginia, Washington, West Virginia, and others have been lured by the call of the open market. Some of those states, like Virginia, have wisely made institutional deregulation conditional upon fulfilling a public agenda that meets the needs of their residents.  Legislation enacted in Virginia last year, for instance, frees colleges from some regulations in construction and renovation, for example, and in setting tuition rates. But the institutions get that freedom only through a complicated process by which they must demonstrate a commitment to provide greater access regardless of student income, to improve retention and completion rates, to increase research support, to create partnerships with schools, and to be actively involved in economic development. 


The experience in New Zealand demonstrates the wisdom of Virginia's approach. As the investigative reporter Sandra Coney wrote in Into the Fire (Tandem Press New Zealand, 1997), "New Zealand is being used as a trial for the transformation of the state into the purest kind of market-led society." States in America ought to learn from the Kiwi experience before deregulating their systems. New Zealand’s higher-education system which includes public universities, technical institutes similar to our community colleges, wananga (institutions that focus on Maori culture), and private institutions, both for-profit and not, has been subject to a market experiment gone bad.


Since 1989, under both a conservative National government and a liberal Labor government, higher-education support other than for research has been primarily based on the number of students enrolled. A 5-percent annual cap on enrollment growth kept the system fairly stable until 1998, when, as Auckland's Sunday Star Times reports, a National government "eager to encourage even more consumer choice" took it off. No one seems to have predicted that sub-degree programs -- what we in America would call non-degree and certificate programs would boom. In 2000, as the growth cap was coming off, the amount the government gave to non-degree-level education was only a little more than half of what it gave to degree-granting institutions; in 2003 the two amounts were roughly the same.


Finally alarmed, a Labor government applied a new cap on enrollment growth in2003, but it was so high (15 percent per year) as to be meaningless. All told, from 1993 to 2003, sub-degree enrollments increased "from 165,000 to a staggering 750,000," according to a press report.


In New Zealand as in America, it is important to increase higher education participation significantly for the well-being of people and to ensure that the nation is globally competitive. But there are few rules to govern how institutions behave, whether the education that they offer is of good quality or useful in the economy. It has been simply a matter of putting "bums on seats" and collecting government dollars per full-time-equivalent student. The result has been a "massive blowout in areas widely considered to be of low educational value," in the words of the head of the association of polytechnics. More than 300 tertiary education organizations, including more than 250 private providers now receive government dollars for their enrollments.


It is difficult to compare financial investments across nations, especially given cultural factors, but, on the whole, New Zealand seems to support higher education fairly well. It has a population of about four million, roughly the same as Kentucky. It spends around $2.3-billion on higher education, according to news reports, while Kentucky spends close to $1.6-billion, including federal funds. Virginia, with a population of more than seven million, spends about as much as Kentucky, again, including federal funds.


But the money in New Zealand is now spread out over so many institutions and so many programs of questionable value that support for important but high-cost programs -- like those in medicine, computer science, and engineering – is unrealistically low. The public universities and technical institutes cry constantly for more money. The government responds with gimmicks of marginal importance, such as proposing to base a small portion of its support on the results of student-satisfaction surveys. The process lurches toward political embarrassment and fiscal meltdown.


The result is not a system but a non-system. One observer recently likened it to a pack of dogs gone feral. It has fostered competition that does not lead to better services for the people of New Zealand but to unnecessary proliferation, duplication, and many providers and programs of dubious quality.


The examples are numerous and would be funny if you didn't count the costs. A wananga grew from 2,000 students to more than 20,000 in just two years, partly by giving away 16,000 free cell phones to students who enrolled in an employment-skills program. Its support from the government exploded from about $3-million to $170-million between 1999 and 2004. According to local news coverage, the leaders of the same institution have been accused of funneling millions of dollars to family members and friends for educational programs and of buying several million dollars' worth of property through subsidiary companies. It just received a $14-million loan to keep it from collapsing, and it is being put into what amounts to receivership.


Then there's the Christchurch Polytechnic Institute of Technology, which offered a "distance learning" computer-science program (called "Cool IT") that amounted to giving students a CD to study from at home. It received government support of more than $9 million for the enrollment. (It eventually agreed to give the money back.)


The universities try to maintain the appearance of decorum. But with inadequate support for their high-cost programs, they and the technical institutes are tempted to offer low-cost, low-value programs to subsidize legitimate offerings.  (Wellington's Dominion Post reported that one institute of technology reportedly got $1.7 million for "Maori sing-along courses"; some polytechnics get support for "golf studies".) Like many American colleges, they are jacking up student fees for additional revenue. According to the Educational Policy Institute, a nonprofit, nonpartisan group, New Zealand higher education is among the most expensive in the world, considering student expenses in the context of relatively low incomes. Saddled with debt, many graduates leave the country for Australia, where incomes are about 30 percent higher, or other countries.


What can we learn from all of this? First, that "let the buyer beware" does not work well in the marketplace of intangibles and complex investments like higher education. Too many naïve young people will opt for the offer of a free cell phone or for a "fun" program like surfing rather than select the institution that can give them the education that they truly need.


Given the difficulty people have in making wise consumer choices, bad education will drive out good. Students who lack experienced advisers can be lured into the wrong institutions and into choosing programs that do not prepare them to be economically self-sufficient, productive members of society. Regional and specialized accreditation in America, for all its faults, offers a lot more protection against academic and financial fraud and abuse.


Second, any financial-support scheme will elicit the behavior it rewards. Enrollment-driven support without enrollment planning, without controls on program proliferation and quality, and without regard for student persistence and completion, will yield the mess that now plagues New Zealand's higher education.


Third, and most important, deregulation without adequate safeguards to ensure that providers contribute to important public needs is a serious mistake. The key lesson to be learned: simply letting institutions compete among themselves for shares of a market will lead to waste, fraud, and abuse and will encourage self-serving behavior on the part of those responsible for institutions. A clearly stated public agenda should frame all discussions of governance and institutional support.


New Zealand now seems to recognize that consumers have to be protected in an open market. The Tertiary Education Commission has begun a review of all vocational courses with the intention of denying support to those that have poor employment prospects or poor retention rates, according to newspaper accounts.  Hobby and lifestyle courses are under scrutiny. But it may be some time before any changes take effect.


And cutting the support for inexpensive programs of doubtful value places legitimate programs at risk. The chief executive of one polytechnic says that her institution offers low-cost community courses like "dog husbandry" to support training programs for the skilled trades.  They receive so little government support that the polytechnic runs them at a loss that can only be made up with revenue from distance-learning courses.


In short, there is probably enough money in the system, but it is being spent on courses and programs of doubtful quality and value, while legitimate courses and programs suffer. The politics of straightening the situation out will be complicated. It is hard to kennel dogs gone feral. 


But we in America have the chance to learn from New Zealand's mistakes. Virginia and several other states have set public agendas. They now have to ensure that colleges pay attention by rewarding the behavior they want and refusing to support self-serving actions by institutions. In the end, the primary purpose of state higher-education governance is not just the allocation of resources and the avoidance of unnecessary duplication. It is to establish, manage, and maintain the public agenda.  For if no one cares for the agenda, as New Zealand's experience has demonstrated, it will be lost.
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