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Foreword 
 
This paper concerns Australia’s future and the wellbeing of the Australian community.   
 
The Group of Eight is heartened by the renewed, bipartisan interest in higher education.  Both 
sides of politics at the Federal level have recognised that the Dawkins era of a common 
national system of higher education can no longer underpin an internationally competitive 
Australia.  Both sides are looking more to market mechanisms to shape a responsive and 
diverse system of high quality and high standards.  Both sides see a role for private providers 
and for public universities. Both sides see income-contingent loans underpinning equity of 
access. Both sides recognise the significance of the international higher education industry. 
Both sides aim to ensure Australia can enhance its place at the international heights of 
research performance. 
 
This convergence of views on fundamental tenets of policy is a rare historical opportunity, 
after 35 years of disagreement, to achieve a coherent policy outcome for Australia.  We feel 
obliged to test the possibilities of this opportunity.  
 
The political parties differ on a number of substantive points and are likely to continue to do 
so, and this paper does not deal with those issues.  However, there are some areas of apparent 
difference that largely reflect the complexity of managing transitions from centrally-
controlled to market-oriented systems.  These complexities pose challenges to governments 
of diverse political persuasions around the world.  The areas include: 
 

• the balance between planning the scale and structure of provision and letting it be 
shaped in response to changes in learner demand;  

• the balance between student demand and labour market needs; 
• the balance between institutional competition and collaboration;  
• encouraging excellence and sustaining equity of opportunity; 
• nurturing national capacity to undertake long-term basic research; 
• safeguarding public interests in competitive markets; 
• effective mechanisms for steering the system without fettering its development; 
• the appropriate forms of national regulation for an internationalising industry 

involving public and private provider institutions and public-private partnerships;  
• the most cost-effective methods of financing for institutions and students; and 
• effective quality assurance and consumer protection.  

 
A considered process of transition management will find redundant at various stages not only 
particular settings on the policy instruments in place but also the instruments themselves.   A 
tipping point is reached eventually when the redundancy of the instruments requires a new 
policy paradigm.  We believe that point has been reached. 
 
We see the opportunity to replace the existing centrally controlled supply model with a more 
dynamic model of ‘balanced incentives’ to steer the future development of a diverse, high 
quality sector.  
The purpose of this paper is to share our understanding of the challenges we face and the 
options that we have to consider.  In this statement we outline our vision for a new policy 
framework for the way ahead for Australian higher education and university research. 
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The health of the nation’s leading universities is symptomatic of Australia’s capacity and 
readiness to progress in the future.  
 
We trust that this policy paper stimulates discussion about Australia’s international position 
in higher education and university research, and serves well Australia’s interests. 
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1. Executive summary 
 
This paper sets out for discussion a new policy design for higher education and university 
research in Australia.   
 
We are issuing this paper now for three main reasons.   
 
First, there are fundamental problems with the current policy architecture that was designed 
many decades ago.  Despite incremental improvements, including significant advances 
announced in the 2007 Budget, the overarching policy design no longer suits contemporary 
circumstances.  It will not serve Australia well into the future.  Australia’s higher education 
system remains under-resourced and over-regulated yet under-planned and, hence, 
insufficiently differentiated to cater for changing needs. 
 
Second, there are signs of unprecedented political bipartisanship on a number of fundamental 
policy issues, with the Government and the Opposition searching for a way through new 
complexities that confound higher education policy makers around the world.  We have a 
responsibility to offer our best advice in these circumstances.     
 
Third, there are great opportunities to be seized by designing a new policy framework that 
will unleash Australia’s intellectual potential in the globalising knowledge society.  Ideas, 
information, capital and people can move now across the boundaries that in the past defined 
our policy conceptions.  Australia’s future competitiveness requires a wider vision of our 
possibilities and less constraint of our capabilities.   
 
Purposes & principles 

We see the opportunity to replace the existing centrally controlled supply model of higher 
education financing and regulation with a more dynamic model of ‘balanced incentives’ to 
steer the future development of a diverse, high quality higher education sector.  Our approach 
reflects the following principles: 
 
Clarity of purpose – The purpose of higher education policy is to enable individuals to learn 
to the best of their potential and to enable universities to perform at their best in meeting the 
needs of the society.  Research universities provide the fundamentals of the basic research 
system that underpins the creation of new knowledge, the application of existing knowledge 
and the training of highly skilled labour in a global knowledge economy. 
 
Scale & scope – The overall size of the higher education sector should be driven primarily by 
student demand and choice.  Australia’s public investment in research should be 
commensurate with internationally competitive levels. 
 
Concentration – Investment in basic research capability should be allocated on the basis of 
research strength, with performance verified through international scholarly assessments.  
Targeted investment should enable some Australian universities to take a place among the 
leading universities of the world. 
 
Access & equity – The opportunity for higher education should be fairly distributed among 
the Australian population.  There should be no up-front financial barriers to participation. 
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Choice – Students should be able to undertake courses that interest them in the institutions of 
their choice.  Their learning options should not be limited by provider interests. 
 
Diversity – Higher education policy and funding arrangements should encourage 
differentiation in the role and operations of institutions.  Diversity should be reflected in 
learning options and methods, costs and prices, service quality, and outcome standards. 
 

Quality – All Australian higher education qualifications should testify to at least a minimum 
acceptable standard of learning outcomes.  Australia’s highest standards of educational 
attainment should be benchmarked against international comparators. 

 

Responsiveness – Universities should have the scope and flexibility to respond to changing 
circumstances in competitive markets.  Industry regulation, while protecting consumers and 
ensuring probity, should not stifle innovation unless it is anti-competitive or harmful to the 
community. 
 
Fitness for purpose – Higher education policy should be about educational purposes not a 
proxy for immigration or fiscal policy objectives.  Regulatory policy should be about 
educational outcome standards and regulatory measures should be proportional to risk. 
 
Autonomy – Policies should recognise the academic autonomy of universities regarding 
selection of students, curriculum and pedagogy, accreditation of awards, research and 
publication, academic freedom of expression according to scholarly norms and operational 
autonomy through self-governance.  
 

Key Proposal 1: An Australian Tertiary Education Commission  
 
We propose the establishment of an Australian Tertiary Education Commission (ATEC) 
under Commonwealth legislation, with joint Commonwealth-State/Territory appointments to 
oversee future development on a coherent basis.   
 
ATEC would function as an independent, intermediary agency between government and 
tertiary education institutions.  It would be responsible to a joint Ministerial Council.  ATEC 
would be responsible for planning, resource allocation and regulation in respect of post-
school education throughout Australia.   
 
ATEC would have a Board and two Councils: a Higher Education Council and a Vocational 
Education and Training Council.  Accountable to the Board would be an Australian Student 
Financing Service responsible for administering the allocation of scholarships, loans, income 
support for students and the associated distribution of information and advice to students and 
prospective students. 
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We propose a new Australian Universities Funding Act of the Commonwealth which would 
give the Higher Education Council of ATEC responsibility for the allocation of block grants 
to universities and the negotiation of agreements with universities in relation to the use of 
those funds and performance accountabilities. 
 
ATEC should be asked at an early stage to review all current legislation and regulatory 
machinery affecting the provision of tertiary education and the operation of tertiary education 
institutions. Its first task should be to make recommendations to the Ministerial Council and 
the Council of Australian Governments for rationalising administrative and funding 
arrangements as far as possible, consistent with contemporary approaches to industry 
regulation. 
 

Key Proposal 2: Student-driven higher education 
 
The fundamental reform we propose is to make stronger use of demand-side incentives in 
steering the development of the tertiary system.  Student access to undergraduate and 
graduate courses should be aided via a universal entitlement to an income-contingent loan 
and, for meritorious and needy students, via national tuition scholarships.  
 

Universal entitlement to tertiary education loans  

For higher education, the current provisions of FEE-HELP should be available on request to 
all people who are accepted into a course of study leading to a higher education award.  We 
envisage the loan component of HECS-HELP being integrated with FEE-HELP into a single 
loan, the Tertiary Education Loan Scheme (TELS).  
 
National scholarships for higher education courses 

Commonwealth Grants Scheme payments, together with the funding for various other 
scholarships, would be integrated into a new scheme, Australian Higher Education 
Scholarships (AHES).   
 
Two national order of merit lists would be produced each year, one for school leavers and the 
other for non-school leavers.   
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The number of scholarships to be awarded each year would be determined by the 
Commonwealth Minister, on advice from ATEC about the division of scholarships between 
the two lists.   
 
Australian Higher Education Scholarships would be awarded to individuals who merit them. 
Payment would be made to the institution at which the student enrols. Scholarships would 
normally have a duration limit of seven years and be available at any level of higher 
education awards on the Australian Qualifications Framework up to and including Master’s 
Degree. 
 
Higher education institutions would be free to set their own prices for the courses they offer, 
up to caps set by ATEC.  They would be free to include or not include service packages (e.g. 
access to health & fitness facilities) as well as tuition in their offerings.  Maximum allowable 
prices for tuition would be set by ATEC in relation to particular broad fields of education.  
We envisage that these upper price points would represent a margin of some 25 per cent on 
the indicative cost of a course determined on advice from the Productivity Commission.  
 
Australian Higher Education Scholarships would carry a value according to the indicative 
cost by field as advised by ATEC each year.  The value of a scholarship to an individual 
would vary according to the course into which he or she is accepted.  Where the scholarship 
value is lower than the course price the student would be able to borrow all or part of the gap 
through the Tertiary Education Loans Scheme.  Higher education institutions may offer price 
discounts to students on merit and equity grounds. 
 
The Government would have the ability to influence the shape of student demand by 
determining the number of scholarships to be awarded each year and the division of 
scholarships between school leavers and non-school leavers.  Additionally, the Government 
may determine to put higher value weightings on some scholarships to encourage increased 
commencements into occupations of labour market shortage or to encourage the participation 
of under-represented groups (e.g. Indigenous students).   
 
Enhanced student income support 

For too many students, the quality of the higher education experience is adversely affected 
by their need to support themselves financially while studying.  Mobility options are 
constrained by the low rates of income support available under Youth Allowance and 
AUSTUDY. 
 
We propose that ATEC undertake a review of student income support arrangements to 
identify policy options for enhancing participation in higher education by students from low 
socio-economic backgrounds.  
 

Key Proposal 3: Mission-based block funding of universities 
 

A major policy challenge is to recognise differences of mission and capability among 
universities and encourage each to focus on what it can do best.  We propose that a variant of 
the “community service” and “innovative activities” components of the Opposition’s 
compacts be developed as a broad block funding line for public universities.  ATEC should 
be the negotiating agency for government in relation to this new funding line, which we 
suggest be known as University-Community Partnerships.   
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ATEC should be able to provide places for designated ‘public interest’ courses for which the 
Government pays a community service obligation retainer when student numbers are 
insufficient to sustain worthwhile scholarship. 
 

Key Proposal 4: National investment in university research 
 
The dual system of competitive grants and block funding for research should continue. 
 
National competitive peer-reviewed grants for research 

We propose an increase in funding in the out-years beyond BAA2 for competitive grants 
through ARC and NHMRC. We envisage increases to both the Discovery and Linkage 
schemes of the ARC such that by 2012 the amount of annual funding would be double its 
present value.  By 2012 we see all major competitive research funding schemes covering the 
full costs of sponsored research. 
 
Adequate investment in research infrastructure 

Research Infrastructure Block Grants (RIBG) should rise progressively over five years to 50 
cents in the dollar. 
 
National research hub & spokes arrangements 

A flexible program to provide Australian academics with access to research universities 
combined with support for the host universities would build a series of hub and spokes 
networks around Australia.  
 
International engagement of Australian university research 

Australian researchers must be able to participate in large-scale international research 
platforms and networks.   
 
The Prime Minister’s Science, Engineering and Innovation Council should initiate a series of 
investigations of the potential for Australian R&D collaboration with other countries and 
country groups.  We envisage those investigations leading to the formation of national 
investment and internal co-investment strategies for research infrastructure, to guide 
expenditure priorities for usage of the Higher Education Endowment Fund. 
 
The ARC should support International Centres of Excellence, enabling Australian researchers 
to access a larger pool of expertise, new fields of research and new practices and models of 
research.  ARC postdoctoral fellowships should be extended to four years with one year spent 
overseas.   
 

 

 

Key Proposal 5: Performance-based block funding for research 
 
We propose a new research funding program to be allocated on a block funding basis to 
universities in accordance with their mission and according to their research performance.  
This new program would be very tightly targeted, and would reflect a mix of national 
priorities and institutional strengths.  Funding would be provided over seven year cycles, 
subject to rigorous cyclical evaluations. 
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Key Proposal 6: Research quality evaluation  
 
The Group of Eight has consistently supported the introduction of an efficient, cost-effective, 
research quality assessment mechanism, capable of identifying and rewarding the best 
publicly funded research, wherever it occurs.   
 
The best option is a validated metrics-based approach to the assessment of research quality 
and its broader societal benefits.  Indicators of research quality and income (national 
competitive grant income, publication impact, consultancy and contract income etc), agreed 
as valid by disciplinary experts, would be reported for research groups and validated, as 
necessary, by peer review.   
 
Research funding agencies should periodically publish reports on the benefits to the 
community obtained through their funding programs. 
 

Key Proposal 7: A dual system of assistance for research students 
 

A gradual expansion of research training places should be funded with the goal of raising the 
total number of domestic research degree students from some 22,000 to some 30,000 over 
five years.  The length of funding support for PhD students should be extended to 4.5 years in 
acknowledgement of field work requirements and permitting coursework components for the 
broader development of graduates.   
 
Students undertaking higher degree programs by research should be able to choose among the 
highest quality research training environments.  We propose the development of nationally 
portable research scholarships as a complement to the allocation of research training places to 
universities.   
 
Allocation of research training places to universities 

We envisage some 25,000 of the 30,000 places being allocated to universities according to 
their strengths in particular fields of research.  The Research Training Scheme (RTS) formula 
should be replaced, over time, with a formula based on performance in the national 
competitive research grant schemes and success in winning research funding from the private 
sector.  
 

Allocation of research training scholarships to students 

We see the need to provide, over the next four years, some 2000 new HDR scholarships with 
stipends, additional to the places allocated to universities.  The individual value of a 
scholarship would vary according to the high or low cost weighting for the student’s choice 
of research field. 
 
Up to 25 per cent of the new scholarships should be available for attracting talented 
international research students as a means of building personal networks internationally for 
Australia into the future.  The scholarships would be allocated to universities on a 
competitive basis. Each university would make its own international student selections.  
 
The other 1500 research training scholarships with stipends would be awarded to individual 
students either through a national merit ranking of applicants annually, or through the 
provision of additional scholarships through the Australian Postgraduate Awards Scheme, for 
students new to an institution.   
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Key Proposal 8: Managing the transitions 

 
We envisage universities retaining core funding for teaching related purposes over the 
transition in order to continue providing services to enrolled students and for making 
adjustments to changing functions.  The Government’s recent Budget initiatives provide such 
a funding guarantee for university teaching activities.  During the transition period we 
envisage each university retaining its research funding at close to present levels, through 
performance-based block grants. They should be able to use those funds as required to 
develop new activities to advance their missions.    
 

Vision 
 
In summary, we see higher education and university research helping Australia to build an 
internationally engaged competitive economy and a cohesive society.   
 
Our vision is for an Australia where access to higher education is based on intellectual 
ability, not ability to pay and where capable students are not deterred from participating by 
up-front costs.  Students choose where and what they study, are provided with accurate and 
timely information to guide their choices, have access to second-chance learning 
opportunities and appropriate recognition for their prior learning. 
 
We envisage Australia with a high quality higher education sector of diverse institutions 
playing to their strengths in responding to changes in student demand and labour market 
requirements.  Australian higher education qualifications testify to standards of learning 
outcomes that enable graduates to gain employment in their fields anywhere in the world. 
 
We see our research universities performing at the highest international standards while 
providing service of value to their local communities.  Australian researchers have access to 
state-of-the art research facilities and centres of expertise.  There is proper accountability for 
research training.  Early and mid-career researchers are developing as the next generation of 
leaders.  
 
We see too a properly regulated and well-governed sector that is adequately resourced, 
providing institutions with the discretion and flexibility they need to sustain quality and 
international competitiveness. 



Seizing the opportunities: A Group of Eight policy discussion paper, 6 June 2007 

Page 12 

 

2. The importance of university teaching, research and 
 scholarship 
 
This paper addresses policies for higher education and university research.  It argues from the 
following premises: 
 

• the role of education is to prepare people for life, work and further learning, and 
higher education helps people to develop advanced intellectual skills;  

• the more a population is well educated the more likely it is that it will be a well-
functioning and prosperous community of achieving individuals;   

• it is recognised internationally that university education and research underpin 
national productivity, innovation and competitiveness in the global knowledge 
economy;1   

• a tertiary qualification has become the entry ticket to the knowledge economy;2   
• solutions to the world’s major problems are underpinned by scholarly analysis and 

creativity.3 

 
3.  The importance of research universities 
 

3.1 Characteristics of Group of Eight universities 
The Group of Eight universities are intensive in research and comprehensive in general and 
professional education.  They can be distinguished in the following ways: 
 

• student selection – more than 50 per cent of Group of Eight commencing students are 
admitted direct from school and the student intake is drawn from the top quartile of 
eligible applicants; 

• academic appointment – Group of Eight staff are highly qualified, esteemed by 
national peers and internationally recognised;  

• facilities – many of Australia’s leading research infrastructure capacities are found at 
Group of Eight universities; 

• research excellence – Group of Eight universities produce a high volume of highly 
cited research and scholarship of high output quality and account for 70 per cent of 
competitive research income in Australia; 

• industry links – Group of Eight universities account for 69 per cent of industry 
funding for research; 

                                                
1 Econtech estimates the impact of publicly supported R&D on the economy at $9,116 million per annum (or a 

net permanent increase in GDP of 1.02 per cent).  Econtech estimates impact on living standards (as measured 

by private consumption) at $3,648 million per annum (or a permanent increase of 0.70 per cent per annum). 

(Econtech Pty Ltd (2006), Economic Impact of R&D Activity in Australia, Department of Education, Science 

and Training. Canberra). 
2 In virtually all industrialised countries, the relative prospects of those who are well educated have risen, 
whereas we are seeing declining living standards for those individuals and nations that struggle with the 

transition to the new economy.  Ischinger, B. (2007), “Higher Education in Federations”, Address at the Post-

Secondary Education Challenges Ahead Conference, Ottawa, 14-16 January. 
3 The world is now facing complex new problems demanding new solutions, including climate change, rapid 

urbanisation, water scarcity, pandemics, geo-political tensions and terrorism.   Through research, scholarship 

and the training of graduates, universities help to define the problems, identify the causes and find the solutions. 
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• quality research training environment – Group of Eight universities account for half 
of Australia’s HDR completions and offer team-based supervision and cross-
disciplinary research opportunities; 

• educational standards – Group of Eight universities offer learning experiences 
informed by the latest research and involving leading researchers.  Graduates of 
Group of Eight universities are highly regarded in Australia and internationally and 
gain quality jobs; and 

• brand reputation – Group of Eight universities attract high achieving students and 
staff.  Group of Eight universities are highly placed in international league ladders 
and are the preferred partners of leading international institutions. 

 

3.2 The importance of publicly-funded basic research 
The Productivity Commission has recently reminded us that “universities’ core role remains 
the provision of teaching and the generation of high quality, openly disseminated, basic 
research.”4  This is a corrective message to an over-emphasis on fast commercial use of 
research through patents, business start ups and other entrepreneurial spin-offs.  It is a 
message to universities to focus on what they do best. 
 
Basic research is a source of new ideas, opportunities, methods and, most importantly, trained 
problem solvers – an investment in society’s learning capabilities.5    
 
Basic research is often an evolutionary process where results build on each other in 
unpredictable ways to create the core knowledge needed to understand the way things are.   
 
It is the knowledge obtained from basic research that makes practical applications possible.  
Practical problems can also give rise to basic research questions.  A simple linear distinction 
between basic and applied research cannot be made.  Basic research capacity is essential for 
attracting business investment in R&D.  Increasingly, international corporations are seeking 
out centres of strong basic research capability as sites for their global investment.   
 
In this context the views of firms about the benefits of publicly-funded basic research are 
instructive.  Skilled graduates are regarded as the primary benefit to flow to firms from 
publicly funded research.  Firms rate instrumentation as the second most important output of 
public research.6  The third most important benefit for firms is access to the tacit knowledge, 
the know-how of researchers through direct contact.  The role of personal links between 
innovators and researchers is very important.   
 
Predictably, the scholarly output of research in scientific journals (codified knowledge) is 
seen by firms as lower in importance for them, except insofar as the publications are pointers 
to the places where the firms can find relevant researchers and access their know-how for 
solving a problem. 
 
The benefits of publicly funded basic research are often subtle, heterogeneous, difficult to 
track or measure and mostly indirect.  A 20 to 30 year lag has been found between scientific 

                                                
4 Public Support for Science and Innovation, Productivity Commission Research Report, 9 March 2007 
5 Salter, A. J. & Martin, B.R. (2001), “The economic benefits of publicly funded basic research: a critical 

review”, Research Policy 30, 509-532 
6  Salter, A. J. & Martin, B.R. (2001), “The economic benefits of publicly funded basic research: a critical 

review”, Research Policy 30, 509-532.  
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publication and productivity growth.7  This lag reflects the fact that the commercial value of 
scientific findings is not always immediately evident and that the capabilities required by 
users of scientific knowledge often lag behind the development of new ideas or 
technologies.8  The strength of university-industry interactions depends on the ‘absorptive 
capacity’ of the industry and innovation systems.9  The innovation process may be sped up to 
the extent that researchers can improve the readiness of their work for commercial use and 
firms can improve their understanding of how to make use of the research. 
 
Another corrective to conventional thinking is the understanding that innovation does not rely 
on the STEM fields alone.  Science, Technology, Engineering and Mathematics are necessary 
but not sufficient foundations of technological progress.  The Social Sciences are also 
important because they address people factors, legal and economic institutional factors and 
incentives to behaviour, including resistance to innovation.  The Humanities are important 
too, whether philosophy or language or the arts, because they are domains that flourish on 
originality, creativity and flair.    
 

3.3 The contemporary role of research universities 
The contemporary research university must be an adaptive institution evolving in the 
changing society - it cannot live outside the forces of its transformation.  Its legitimacy 
depends not on what it has achieved in the past but on what it is becoming and how it can 
contribute in the future.    
 
One of the major transforming factors, enabled by advances in communications and 
information technology, is that of globalisation through the mobility of ideas, capital and 
people.  In this new context, we are witnessing new formations of globally-networked 
companies and cities and new roles for research universities.   
 
Contemporary Australian research universities have multiple roles.  They offer educational 
experiences and intellectual training and provide credentials that testify to learning 
achievements.  They are communities of scholars who work within rigorous evaluative 
norms.  They are sources of expertise and analytical capacity.   They are custodians of 
knowledge from the past, repositories and transferors of present knowledge and creators of 
future knowledge.  They have a special capacity to connect expert and lay views and, through 
dialogue, to enhance national innovation and citizenship and international dialogue and 
understanding.  
 
We can see the research university as an essential underpinning of national competitiveness 
and social cohesion, undertaking basic research, enabling knowledge exchange, preparing 
graduates and communicating the results of their scholarship.  In fulfilling these functions the 
research university is a place dedicated to taking intellectual risks, where scholars have room 
to think and discover and time to test and develop their ideas, without being limited by 
expectations of immediate success or relevance.   
 

                                                
7 Adams, J. (1990) “Fundamental stocks of knowledge and productivity growth”, Journal of Political Economy 
98, 673-367 
8 Hicks, D. (1995) “Published papers, tacit competencies and corporate management of the public/private 

character of knowledge”, Industrial and Corporate Change 4, 401-424; Godin, B., (1996) “Research and the 

practice of publication in industries”, Research Policy 25, 587-606 
9 Meyer-Krahmer, F. & Schmoch, U. (1998), “Science-based technologies: university-industry interactions in 

four fields”, Research Policy 26, 835-851 
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We set high expectations of our effectiveness in bringing the frontiers of research discoveries 
and scholarly insights to our students, encouraging their curiosity to learn and developing 
their learning capabilities. 
 
Research universities set the standard within the national system of higher education and 
research.  They show to the world what the nation can achieve intellectually.  They help raise 
the standing and performance of the national system overall.  They underpin Australia’s 
capacity to form and participate in international knowledge networks. 

 
4. The changing context of higher education  
 
The operating environment for higher education and university research has been changing 
and continues to change rapidly. 

 

4.1 Changing patterns of local student demand  
We are entering a period where domestic student demand from the traditionally participating 
cohorts appears to be levelling out on a national basis and where the supply of undergraduate 
places is in equilibrium with the apparent demand.10   
 
However, Australia cannot afford to be complacent.  Upper secondary education participation 
rates have been static for the last fifteen years.  Another wave of increase in secondary 
participation would see a further rise in demand for tertiary education.  For Australia to be 
competitive in the global knowledge economy, higher levels of educational attainment will be 
required.   Tertiary education attainment for the age group 25-34 for Australia in 2004 was 
merely 36.2 per cent.  This contrasts with 56.1 per cent for the Russian Federation, 53.3 per 
cent for Canada, 51.6 per cent for Japan, 49.1 per cent for South Korea, 42.3 per cent for 
Sweden, 40 per cent for Ireland and 39 per cent for the US.11   
 
Sources of growth in tertiary education participation will come in the future from young 
people who are not fully prepared for higher education, adult learners who have not 
participated previously in higher education and Bachelor degree graduates seeking higher 
qualifications and/or short courses for professional development. 
 
These changes present new opportunities and challenges.  For instance, an opportunity arises 
to improve quality through higher funding rates per student rather than continuing to expand 
the quantity of Bachelor degree places.  The emerging priority for enlargement of tertiary 
participation is at the Certificate, Diploma and Associate Degree levels, particularly at 
institutions that can provide articulation between Vocational Education and Training and 
Higher Education.  The changing configuration of student demand, if well managed, can 
enable diversification on the supply side for the longer-term sustainability of the sector. 
 
Some re-balancing of the current provision of undergraduate and graduate degree places will 
be necessary, especially in research-intensive universities.  Additional incentives will be 

                                                
10 Commencing domestic student demand for undergraduate places appears to be plateauing on a national basis.  

Possible reasons are: falling demographic growth in the traditional school leaving age cohorts in several regions; 

rising workforce participation in a buoyant economy reducing higher education participation; growth in the 

number of government-funded places (especially since 2003); growth in the number of private providers and the 

availability of income-contingent (FEE-HELP) loans for students enrolling with private providers. 
11 OECD Factbook 2007. 
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needed to expand postgraduate research student numbers.  It becomes ever more necessary 
for Australia’s research universities to shift in this direction, given that the major universities 
in North America, the UK and parts of Europe, and increasingly in Asia, have substantial 
graduate schools and are intensive in doctoral student training. 
 
However, in Australia the demand for postgraduate research training is fickle.  Many talented 
students are being attracted to occupations that do not require a PhD and pay better than those 
occupations that do, including the academic workforce.  Australia is producing only 2.3 new 
doctorates per 100 university graduates, compared with 3.9 for Canada, 11.2 for Germany, 
10.1 for Switzerland and 2.3 for the US.  Australia had 7.8 PhD graduates per thousand 
labour force in 2001, compared with 8.2 for Canada, 10.7 for the US, 20.1 for Germany and 
27.5 for Switzerland.12  
 
New incentives need to be found for encouraging student participation at the highest levels of 
educational aspiration. 
 

4.2 International student demand 
Undergraduate student demand from the early source countries of South-East Asia is 
softening with the growth of import replacement and increasing competition.  Demand from 
China remains very strong over the short to medium term, at both undergraduate and graduate 
levels.  There is growth in demand from South America, Korea, Vietnam, Russia and, 
particularly, the Indian sub-continent.13  The Bologna Process, with its new Bachelor and 
Master’s Degree framework, may give rise to growth in graduate demand from parts of 
Europe. 
 
International students are likely to be more discerning and will have regard to the reputational 
quality of their different options.  The main challenge for Australia is to be a preferred 
destination for high quality international students. 
 
A generic “Brand Australia” may be damaged by the approach of some providers to graduate 
high volumes of lower quality international students, making it necessary to market high 
quality programs separately.  It will be necessary also for government to help transform the 
higher education sector into one that attracts more postgraduate research students, particularly 
in the sciences, engineering and medical fields. 
 
Immigration can function as a complement to tertiary education in building up the nation’s 
stock of human capital.  However, immigration policy is driving the structure and duration of 
some tertiary education programs.  Additionally, there are governmental expectations that 
educational institutions should take some responsibility for student compliance with visa 
conditions.  There is a need to avoid confusing the objectives and regulatory processes 
relating to immigration with educational objectives and arrangements.   
 

                                                
12Auriol, L. (2007), Labour Market Characteristics and International Mobility of Doctorate Holders: Results for 

Seven Countries, STI Working Paper 20-07/2, OECD, Paris. 
13 The higher education participation rate in India is currently only 7 per cent for the age cohort 18-24 years.  In 

a 2006 report to the Prime Minister of India, the National Knowledge Commission recommended the goal of a 

gross enrolment ratio of 15 per cent by 2015 involving the expansion of universities from 350 to 1500. (National 

Knowledge Commission, Note on Higher Education, 29 November 2006.) 
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4.3 Labour market demand  
Skill shortages are evident across most of the health occupations at professional and para-
professional levels across Australia, with particular deficiencies in rural areas.  With the 
resources boom, demand for geologists, engineers and highly-skilled technicians has been 
increasing in energy and related service industries.   
 
Central control over the supply of higher education places has not been effective in averting 
these shortages in the output of graduates.    
 
There are underlying qualitative as well as quantitative shortages, particularly with regard to 
skills in mathematics and the physical sciences.  However, policy making in relation to the 
scale and quality of graduate output is not well informed. 
 
Despite a long history of poor success by governments in predicting future student demand, a 
tendency to tightly manage supply persists.  Rigidities in the structure of tertiary education 
provision are incompatible with the responsiveness required in dynamic markets.  Greater 
flexibility is likely to be achieved through measures on the demand side to provide positive 
incentives for students to enter fields of labour market shortage. 
 
In addition to the disciplinary knowledge required by professions, individuals need generic 
skill sets that can be adapted to changing work settings, including communication, team-work 
and problem-solving abilities.  Contemporary life also requires individuals to be able to 
reason independently, evaluate information and act in socially mature ways.  Consequently, 
there are rising expectations of our education and training systems. 
 

4.4 Implications of demand-side changes 
Taken together the changes in student and labour market demand will involve greater 
diversity of students in terms of circumstances, learning backgrounds, cultures, readiness and 
motivation.  
 
Across the economy, as work becomes more project based, workers need to be able to 
perform autonomously and creatively and to work effectively in teams.  Workplaces are 
moving away from mass production to give more attention to customisation of products and 
services.  The organisation of higher education still largely reflects the mass production 
model.  We can expect a shift towards more personalised and flexible provision.   
 
Students are becoming more demanding in terms of the quality and convenience of learning 
opportunities.  Young students in particular are looking to interactive multi-media as a means 
of learning, at least as a complement to traditional modes.   
 
Tertiary education providers will need to cater for different learner preferences in terms of 
learning times, places and modes.  New opportunities are arising to diversify offerings for 
widening choice, including different menus of learning content, quality and price. 
 
New and more diverse forms of learner participation will require an enlarged provision of 
student support for those who lack the financial means to meet the up-front costs.   
 
Tuition prices in themselves, given the availability of income-contingent loans, do not appear 
to deter participation, but the caps on prices have longer-term non-financial adverse 
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consequences in terms of less than adequate quality of student learning experiences, through 
crowded lecture rooms, limited tutorials, high student-staff ratios and constrained choice. 
 
While the availability of income-contingent loans reduces the deterrence effect of tuition 
fees,14 there is evidence that the costs of studying while marginally attached to the labour 
market are having adverse effects on student participation and success.15 Group of Eight 
universities have noted a significant increase in the number of student requests for flexible 
timetabling and assessment to cater for their paid work commitments, a reduction in on-
campus attendance, particularly among commencing students, and a growing number of 
reports of anxiety and stress brought on by continual financial worries.  A stronger system of 
student income support is required.   
 
For deregulatory mechanisms to be effective in diversifying supply and expanding choice, 
greater incentives are needed on the demand side to encourage student mobility.  The most 
important additional incentives are access to adequate income support for commencing 
students, access to tuition scholarships that are portable by the student and the availability of 
income-contingent loans to meet any gaps between the value of the scholarship and the price 
of tuition.  
 

4.5 Contestability of supply 
The provision of tertiary education has been transforming on a global basis since the mid 
1990s.  Around the world higher education systems are being re-shaped through greater 
competition among established institutions, the growth of new providers, including not-for-
profit and proprietary providers, and the growing capacity of on-line learning.  There are 
multiple ways of obtaining qualifications, such as through product vendors, professional 
associations and the training houses of global corporations.  Additionally, some non-
university research institutions are seeking authority to offer degrees. 
 
In Australia, since 2003 there has been a significant rise in the number of accredited private 
providers, including some foreign institutions. In 2004, there were in excess of 700 private 
providers of education and training services, catering to more than 200,000 students.16 As at 
the end January 2007, there were 57 higher education providers approved to offer FEE-
HELP17 places compared with 36 public universities.   
 
Recently amended national protocols for the approval of higher education providers will 
facilitate the entry of new competitors.  Most of these can be expected to target profitable 
market niches, offering convenient, customised packages at reasonable quality and 
competitive prices.   
 

4.6 Internationalisation 
Trade in tertiary education services is expanding to meet student demand beyond the supply 
capacity of national systems.  The forms of trade, consistent with WTO principles, include 
study abroad (where students move), commercial presence (where institutions move), 

                                                
14 Chapman, B. & Ryan, C. (2003), “Higher Education Financing and Student Access: A Review of the 
Literature”, Economics Program, Research School of Social Sciences, The Australian National University.  
15 James, R., Bexley, E., Devlin, M. & Marginson, S. (2007), Australian University Student Finances 2006: A 

summary of findings from a national survey of students in public universities, AVCC. Canberra. 
16 ACPET, (2004), Submission to Productivity Commission on Draft Report on Review of National Competition 

Policy Reforms. 
17 DEST, (2007) Backing Australia’s Future Newsletter, January. 
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movement of natural persons (where teachers move) and cross-border supply via on-line 
learning (where nobody moves).  These developments are giving rise to international and 
supranational conventions regarding recognition of qualifications, provider accreditation, 
quality assurance and consumer protection. 
 
Technology is flattening the world, with new communication structures radically reducing 
constraints of distance and time.  Developments in information and communications 
technology afford new computing and networking opportunities to support teaching and 
learning and research.   
 

4.7  Implications of supply-side changes 
Universities have to compete with other tertiary education providers catering for different 
learner preferences in terms of learning times, places and modes, quality and price.  
Conventional comprehensive universities and TAFE colleges, with their large overheads, will 
find it challenging to compete and some may find themselves having to operate mostly in 
high-cost low-return fields.  
 
Established tertiary education institutions will need to be able to operate with greater 
flexibility.  Some may need to scale down or divest themselves of certain functions in order 
to become more competitive and to make room for new areas and forms of demand.  Others 
may seek collaborative arrangements to offer wider options and pathways for students and/or 
achieve improved operating efficiencies.  
 
The quality of teaching and the standards of intellectual attainment and professional 
competence will be subject increasingly to international evaluation. The regulatory 
framework for tertiary education will need to set clear and consistent rules for all providers.   
 

4.8 Research  
In research and scholarship we are seeing greater international mobility of academics, 
expansion of the range of countries with which universities collaborate, growth of 
internationally co-authored scientific articles and a rise of foreign funding of R&D.   
 
Larger-scale and more immediate research is being enabled by high-capacity, rapid 
information processing and communications technologies.  Developments in the technologies 
for research are proceeding apace.  Computational simulation has become a third mode of 
science along with theory and experimentation.   
 
Research is now conducted in new space, scale and time configurations through data mining, 
virtual and augmented reality, networked scientific instruments and sensors, multimedia and 
visualisation services, digital libraries and archives, co-laboratories, grid communities and 
inter-institutional virtual organisations.18 

                                                
18 Atkins has identified seven major components of cyberinfrastructure: High-performance, global-scale 

networking; Middleware for building community-specific inter-institutional virtual organisations in efficient, 

secure ways; High-performance computational services capable of simulating complex phenomena such as 
galaxy formation or global warming; Data, information and knowledge management services federating vast 

networks of digital, including data sets, literature collections, and multimedia objects; Observation measurement 

and fabrication services, including arrays of networked scientific instruments and sensors; Interfaces and 

visualisation services supporting interactions between humans and ICT environments; Collaboration facilitation 

services enabling distributed teams to work together. (Atkins, D. E. (2004), “University Futures and New 

Technologies: Possibilities and Issues”, OECD/CERI Discussion Paper. Paris) 
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The accessibility of research findings is becoming more open.  There is a shift to work flow 
models in scientific research that produce and share more intermediate products on the path 
to refereed publications.  This shift has profound implications, including for the role of 
academic libraries and the use of publications as indicators of university and individual 
research output. 
 
New collaborations enabled by cyber-infrastructure compete with the research university for 
the loyalty and participation of scholars.  The boundaries between cooperation and 
competition within and between organisations are changing.  
 
Research capability and output is being more widely distributed through the rise of private 
funding of research and the performance of basic research by non-academic sectors.  Careful 
attention has to be given to safeguarding research integrity and ensuring ethical conduct. 
 
We are seeing changing attitudes of civil society towards research.  The rise in the range of 
socio-technical controversies on matters regarding the environment (global warming, 
pollution), health (therapeutic cloning, AIDS), food (genetically modified organisms) or the 
patentability of genetic materials indicates changing relations between research and society.  
Lay persons are seeking legitimate input into discussions about the conduct and use of 
research.  
 
New security concerns are creating new challenges for the free and open conduct of academic 
research in particular fields.  New challenges arise in balancing academic freedom and social 
responsibility.19  The objective of protecting societies from terrorist acts can raise concerns 
for scholars seeking to understand dimensions of terrorism.20  Dual-use research, for instance, 
in the biological sciences, includes possible harmful uses of research to produce weapons in 
the hands of state actors, terrorist groups, criminal organisations and individuals.21   
 
Issues for contemporary discussion include the possible censorship of academic publications, 
self-censorship in research topics, licensing particular kinds of research, delaying or not 
releasing data or publishing research findings in non-reproducible ways.  
 
Taken together, all these dynamics in the operating environment for research pose new 
challenges and give rise to new opportunities for Australia’s universities. Importantly, many 
of the drivers of change are beyond the control of universities and national governments. 
Traditional practices of academic legitimation and government regulation fit uncomfortably 
in the new environment. The new dynamics call for greater responsiveness on the part of 
universities enabled by greater flexibility in government policy. 
 

                                                                                                                                                  
 

19 Academic freedom is a limited authority “to conduct research, teach, speak and publish, subject to the norms 

and standards of scholarly inquiry, without interference or penalty, wherever the search for truth and 

understanding may lead.” 
20 Material that is classified “refused classification” (RC) cannot be made available to the public.  Material that 
“promotes, incites or instructs in matters of crime and violence” can be refused classification. See also Sedition 

laws under Section 80.2 of the Criminal Code (Cth) (unlike the anti-vilification law, the Criminal Code does not 

exclude communications made for academic purposes). 
21Examples include: how to render a vaccine ineffective; enhance the virulence or transmissibility of a pathogen; 

enable weaponisation of a biological agent or toxin. (ANU Centre for Applied Philosophy and Ethics prepared a 

paper for the National Security Science and Technology Unit for PM&C in November 2006). 
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4.9 Trends in the financing of higher education  
Whereas Commonwealth payments accounted for 60 per cent of total higher education 
revenue in 1995, they comprised 41 per cent in 2005.   
 
In 2005, Commonwealth grants for teaching purposes represented just under 25 per cent of 
total university operating revenue.  An additional 16 per cent of total revenue was obtained 
through competitive programs and performance-based schemes, such as for research and 
research infrastructure, funded by the Commonwealth.   
 
Student fees and charges accounted for 23 per cent of revenue in 2005, compared with 11 per 
cent in 1995.  Other income generated by higher education institutions represented 16 per 
cent of total revenue in 2005.22   
 
Research universities have become multi-million dollar academic enterprises, with multiple 
functions and diverse sources of revenue, operating in competitive markets.  Regulatory 
arrangements need to reflect this reality. 
 
Even though the Government is now a minority funder of universities it remains a substantial 
funder. With the closer interaction of knowledge production and reproduction to economic 
development and of research to social, moral and safety concerns of the general community, 
it is unlikely that governments will relinquish their powers for intervention.  Universities 
need to find effective ways and means for engaging in processes of persuasion and 
negotiation over the forms of intervention, so that regulation does not stifle their ability to 
contribute and compete.    
 

5. New opportunities 
 
Changes in patterns of student demand, together with changes in the supply of education and 
the performance of research enabled by expanded capacity of information and 
communication technologies, offer the possibility of a transformation of tertiary education 
and research. 
 
A transformation is necessary for Australia to seize the opportunities that arise in the 
changing environment for individuals, enterprises and communities. 
 
We have better knowledge and technological capability than ever before for improving life 
prospects for individuals in Australia and around the world.  We are better able, with the will, 
to eradicate poverty and improve living standards, reduce the incidence and impact of disease 
and reduce inequality.   
 
We face the prospects of having to make creative new investments in infrastructure and 
services aimed at sustaining rural and regional communities in Australia.  In the Pacific 
region, we face new responsibilities in helping to understand and resolve tensions. 
 
We face new environmental problems on a global scale, with particular manifestations in our 
region and for local communities.  We can harness the know-how and develop new means for 
addressing these problems and creating a more sustainable future. 

                                                
22 Includes Investment income, Consultancies and Contracts, Royalties, Trademarks and Licenses,, Donations & 

Bequests and other income.  
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We can help through research and education in managing the world’s transition from oil-
dependency and the development of cleaner energy technologies, alongside measures to 
reduce levels of energy and water consumption.   
 
We are on the verge of exciting new possibilities arising from science, such as the 
development of artificial intelligence, and the exploration of space.  
 
Technology now permits Australia’s learners, researchers and enterprises to be 
internationally networked across barriers of time and distance.  This capacity gives us 
immediate access to the latest developments elsewhere and enables Australians to contribute 
to the developments. 
 
We have the opportunity to participate in the growth of tertiary education as an innovative 
internationalised industry and to be a leader in its development. 
 
 
 
 
 
 

6. New challenges for research universities 
 
Different tertiary institutions face different challenges.  Here we consider three challenges for 
Group of Eight universities. 
 

6.1  Operating at international standards of excellence 
A major challenge is that of being able to operate at a sustainable level of quality by 
internationally benchmarked standards.  Essentially this involves being able to attract and 
retain high quality scholars and students and to provide them with the high quality facilities 
and equipment they need to perform at their best, in a university culture that values 
excellence. 
 
The gap is widening as Europe, North America, China, India and others accelerate their 
investments in expertise as well as infrastructure on a very large scale. 
 
For instance, the number of researchers in China increased by 77 per cent between 1995 and 
2004, and with a total of 926,000 researchers China now ranks second worldwide behind the 
US with 1.3 million researchers.23  China spent 1.34 per cent of GDP on research and 
development in 2005 (compared with an OECD average of 2.3 per cent).  By the end of 2006 
China became the world’s second highest investor in R&D after the United States, spending 
some US$136 billion, compared with Japan’s US$130 billion.24  In June 2006, China had 
supercomputing capacity ranked at 35 and 53 in the top 100 rankings by gigaflop capacity 
(The Australian Partnership for Advanced Computing, ranked 47, is our only one in the top 
100).25 To boost output of high technology products, while addressing environmental 
stresses, China is investing in scientific research with priority given to energy and water 

                                                
23 OECD (2006), Science, Technology and Industry Outlook 2006. Paris 
24 OECD (2006), Science, Technology and Industry Outlook 2006. Paris 
25 http://www.top500.org/list/2006/06/100 
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resources, environmental protection, information technology, biotechnology, advanced 
materials, aerospace and aviation. 
 
High-cost large-scale research platforms are now required to support leading science.  The 
Europeans are making collaborative investments in such platforms especially for research 
projects relating to major thematic issues, including: the European Multidisciplinary Seafloor 
Observation, linked to the Global Monitoring and Environment System (GMES) and the 
Global Earth Observation System of Systems (GEOSS); the Ocean Observation System 
(EURO-ARGO) involving a global array of floats; the Integrated Carbon Observation System 
(ICOS) monitoring greenhouse balance; the High Power Experimental Research Facility of 
large-scale lasers; and the European Extremely Large Telescope. 
 
Australia too has made selective investments in new platforms to support leading research, 
for instance in biosciences.  However, Australia is at serious risk of becoming a backwater if 
we squander the opportunity to invest in significant upgrading of domestic research facilities 
and participation in strategic international research infrastructure partnerships.26 
 

6.2  Renewing the academic workforce 
The academic profession in Australia has lost its attractiveness to young intellectual talent.  
Career options are uncertain for early and mid-career researchers who depend largely on 
grants for short-term research projects.  Too many talented researchers, who could form the 
base for the next generation of Australia’s research capability, are being lost to the system.  
 
Our top talent is being poached overseas. We are finding it increasingly difficult to provide 
competitive environments for leading researchers in terms of state of the art research 
infrastructure, communications environments and critical mass of expertise.  The problem is 
particularly marked in the (STEM) fields of science, technology mathematics and 
engineering.27   
 
The productivity of our scholars is masking the fragility. 
 
All this is happening while we are undergoing generational change in the academic 
workforce28, and when the nature of academic work itself—in teaching and research and 
relations with civil society—is being transformed. 

                                                
26“DEST has noted that “even with optimal utilisation of Australia’s infrastructure capabilities escalating 

demand for equipment and facilities and increasing costs of provision are likely to introduce new pressures in 

the years ahead.  This is particularly the case for Australia’s higher education sector, for which ageing 

infrastructure presents considerable challenges as it strives to maintain high quality, and internationally 

competitive, research and training environments.  Estimates of universities’ deferred maintenance for 2005 

totalled $1.5 billion (up from $1.2 billion reported for 2004).” 
27 DEST has noted: “Between 1995 and 2004 employment in science and technology professions has grown 

twice as fast as overall employment in most countries, representing between 25 per cent and 35 per cent of total 

employment in most OECD countries.  These high levels of demand are expected to continue and increase 

further in many countries.  The US Bureau of Labour, for example, has estimated that demand for scientific and 

engineering occupations in the US will increase by 26 per cent from 2002 to 2012 (compared to 15 per cent for 

all occupations).  Europe has been estimated to require an additional 700,000 researchers to meet its R&D 
targets of 3 per cent of GDP by 2010.  The tightening global supply market for scientists and engineers presents 

an imminent challenge to Australia when coupled with current and projected domestic shortages in key science 

and engineering professions.” 
28 In its Workforce Tomorrow Report (November 2005) the Department of Workplace Relations found that the 

Education sector has recorded the highest increase in the proportion of workers over 45 over the last ten years – 

with one in two people employed in the education sector now aged over 45.  Demographer Graeme Hugo has 
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The ability of universities to attract and retain quality staff will depend not only upon the 
conditions of employment they can offer but also upon the culture of the university 
community, the opportunities to interact with colleagues and the quality of the available 
research infrastructure and educational facilities.   
 
Greater stability and certainty in the policy environment for higher education and research 
would also help to improve morale and confidence in the scholarly community. 
 

6.3  Maintaining community trust 
Australia’s universities developed from the late 1950s on the basis of an implicit ‘social 
contract’ that involved the federal government investing in universities in return for the 
universities providing services of value to the community: 
 

 No independent nation in the modern age can maintain a civilised way of life 

unless it is well served by its universities; and no university nowadays can 

succeed in its double aim of high education and the pursuit of knowledge 

without the goodwill and support of the Government of the country.  

Governments are therefore bound to give universities what assistance they 

need to perform their proper functions; but in turn universities are bound to 

be vigilant to see that they give the services to the community that are 

required by the necessities of the age.”
29

 

 
In 1957 there were seven universities and one university college.  Subsequent expansion of 
the system, including a shift from elite to mass participation, has involved additional costs 
that governments have found increasingly difficult to meet in balancing competing 
expenditure priorities and fiscal policy objectives.  Consequently we have seen three broad 
tendencies: a shifting of cost burdens from government to private expenditure; increasing 
accountability of universities for the use of public resources; and a gradual redefinition of the 
relationships between universities and government.  The former broad ‘social contract’ has 
become narrower and more legalistic, and now is defined primarily in terms of financial 
contracting for the purchase of specific services.  Increasingly tight compliance and reporting 
obligations attaching to service contracts reflects a more general breakdown of trust in 
institutional relationships. 
 
These changing relationships have occurred in the absence of public discussion about the 
changing role of universities in contemporary societies and what makes investment in their 
capabilities worthwhile.  A policy preoccupation with expansion and accountability has lost 
sight of the significance of differences within the sector and the need to cultivate diversity  
 
Elite achievement in intellectual performance is not as highly regarded generally in Australia 
as elite performance in sports and entertainment fields.  The dominant Australian culture also 
tends to spurn tall-poppy elitism.  It can be difficult to attract community support for elite 
higher education because of perceived associations with elitist exclusion and privilege.  
However, research universities, like champion sports teams, attain elite standing on the basis 
of merit and performance.   

                                                                                                                                                  
estimated that Australia’s universities will have lost between 20 and 33  per cent of their staff to retirement in 

the period 2000-2010.Hugo, Graeme, (2005), “Demographic Trends in Australia’s Academic Workforce”, 

Journal of Higher Education Policy and Management, Vol. 27, No. 3, 327-343  
29 Murray Report on Australian Universities, 1957. p. 91 
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Research universities operate within a global system of competition for intellectual talent and 
rigorous merit appraisal.  In a globalising world the recognition of talent and quality 
performance is a competitive advantage.  There is a need for improved understandings 
between the academic and general communities for Australia to make the most of the 
opportunities afforded by our intellectual talent. 
 
There are new tensions for research universities in preserving worthwhile academic traditions 
and remaining relevant to contemporary needs.  In areas of sensitive research and in fields of 
education where contentious matters are discussed, there are new challenges in balancing 
academic freedom and social responsibility within the university, and in academic 
contributions to public debate.  Free inquiry and free expression are the hallmarks of a liberal 
democracy and universities have special roles and responsibilities to fulfil.  Nations that 
constrain the scope of intellectual inquiry inhibit their own capacity for development. 
 
These matters can be engaged with or they can be left to drift undiscussed.  Lack of 
discussion risks a drifting apart of the academic and lay communities, and that in turn could 
diminish the capacity of the community to benefit from a university’s dedication to the 
opening of our minds.  Worthwhile future progress, as in the past, is most likely to be made 
through understanding, but lack of understanding through lack of dialogue can lead to 
restrictions being placed on society’s capacity to know.  Managing the balance between 
change and continuity requires not only good judgement but an open dialogue.  It becomes 
necessary, from time to time, to create structures to bridge gaps in understanding—such as an 
intermediary agency between government and universities.   
 
Questions now arise not only about the balance between old and new but also between local 
and global. 
 

• What does it mean to be a university in a highly connected world enabled by 
information technology, where staff and students come from diverse countries and 
where the curriculum is international in scope? 

• How does a globally-connected university define itself in relation to its local 
community, its region, its major city and the nation?   

 
Research universities must compete, collaborate and network internationally and they must 
continue to provide services of value to their local and national communities.  They would 
sell short their missions, lose some of their best talent and forfeit their claims to community 
support if they were to sever their connections with their local communities.  They should be 
accessible to local as well as international students. They should engage with local business 
and community organisations, as with other tertiary institutions and research institutes in their 
regions.  Their governance arrangements, planning processes and consultations should have 
input from their local communities.  Genuine and continuing community relationships are the 
foundation for building trust. 
 

7. New challenges for national policy 
 
The changing nature of student demand for tertiary education, the emergence of new forms of 
supply of educational services, far-reaching changes in the conduct of research, together pose 
new challenges for policy.  
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Just as the community and government have expectations about the role and performance of 
universities, so universities have expectations of public policy. 
 

7.1  Expectations of public policy 
Our expectation is that policy will be relevant to the changing realities of diversification in 
student demand, provider supply and the international dynamics of a competitive industry.  
We expect too that public policy will be framed in recognition of the semi-public good nature 
of university education and basic research.  Our expectations are that policy should be 
appropriate to purpose and circumstance and that it should be substantively sound. 
 
A policy framework can be deemed to be sound when it: 
 

• has clear objectives and the means for achieving them are transparent; 
• has coherence of purpose with incentives that are consistent one with another; 
• appreciates diversity and is sufficiently flexible to meet varying needs, capacities and 

circumstances; 
• promotes rather than stifles innovation; 
• makes cost-effective use of the available resources; 
• is subject to periodic evaluation for the achievement of intended outcomes;  
• is adaptable to change; and 
• does not impose disproportionate cost burdens in its implementation. 

 

7.2  Finding the proper balance 
A key challenge for policy is to find the proper balance between the capacity to produce high 
level research and meet social and educational objectives at a reasonable cost. 
 
In terms of higher education, the choice is not between a fully regulated, fully government-
funded system and an entirely deregulated, privately funded system.  The policy choice must 
come from a fair sharing of the costs and benefits among individuals and the community.  
The policy must have a coherent mix of appropriate regulatory measures and positive 
incentives.   
 
For university research, the main issue is to enable universities to undertake research of 
demonstrable benefit to the community without diminishing their capacity to perform long-
term fundamental research.  The accountability measures that apply to the funding of research 
must include international academic peer review as well as nationally and locally referenced 
evaluation.  
 

7.3  Supply-side policy challenges 
With regard to the provision of higher education there are two main sets of challenges: to 
encourage responsiveness and innovation; and to promote quality in diversity.   
 
Responsiveness is a means of adapting to change in the environment and is critical to the 
survival of an organism.  Universities need to be able to respond to changes in the formation 
of knowledge, changes in social expectations and government policies, changes in the nature 
of competition, changes in student demand, as well as varying student needs and 
circumstances.  The need for responsiveness drives innovation which, in turn, produces new 
products and services, improves efficiency and generates greater choices through 
competition.    
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Diversity in tertiary education facilitates responsiveness and innovation.  It widens choice for 
students in terms of course options, course delivery arrangements, times and places and 
methods of learning, prices for services and service quality.  Diversity enables innovation 
within the system without exposing the whole system to risk of failure, although poor quality 
and impropriety can damage the reputation of the system, not least in international markets.  
Hence it is essential to promote quality in diversity.   
 

7.3.1 Encouraging responsiveness and innovation 
Universities need to have the ability to operate flexibly in the context of change and 
competition.  Flexibility is enhanced when the institutions have reasonable discretion in their 
decision making, including the deployment of their resources.   
 
Discretion and autonomy is reduced when governments are prescriptive over the use of 
public funds through detailed compliance and accountability requirements.  A high level of 
stipulation through specific-purpose funding reduces operating flexibility.  Common prices 
for inputs blunt market signals, fail to take account of differences in operating circumstances 
and performance standards and give rise to internal cross-subsidisation within institutions. 
 
Typically, government policies that are normative – applying common principles and criteria 
for the assignment of responsibilities and the allocation of resources (such as uniform rates of 
subsidy per student place by field of study irrespective of institutional circumstance) – are 
seen to have the benefits of transparency and predictability.  However, normative policies are 
costly to system efficiency by encouraging uniformity and discouraging innovation.   
 
A policy that allows flexibility in the volume and price of inputs in a competitive 
environment is more likely to encourage institutional responsiveness to varying learner needs 
and circumstances, and to encourage innovation, than a policy that disallows or restricts such 
flexibility.   
 

7.3.2 Promoting diversity 
It is unreasonable, unrealistic and unaffordable for Australia to expect all universities to be 
comprehensive in research and education, at levels of excellence.  An attempt to do so would 
mark the road to mediocrity because it would dissipate the available investment to Australia’s 
detriment.   
 
A major policy challenge is to recognise differences of mission and capability among 
universities and encourage each to play to its strengths.    
 
This challenge is all the more difficult because of the legacy of the Dawkins’ reforms in 
encouraging all universities to emulate the research university, and funding them all on the 
same basis.30  At the core of the dilemma is a single image of a university and a set of 

                                                
30 Frans van Vught (1996) has suggested two principles for explaining the extent of differentiation within higher 

education systems – the first relates to the exogenous structure of incentives and the second to the endogenous 

culture of organisations: “the larger the uniformity of the environmental conditions of higher education 

organisations, the lower the level of diversity of the higher education system”; “the larger the influence of 

academic norms and values in a higher education organisation, the lower the level of diversity in the higher 

education system”. 
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assumptions, in the academy if not in the community, that confuse institutional status with 
institutional purpose and performance.31   
 
An agenda to differentiate can be perceived as an intention to relegate, and those who fear 
designation as ‘lower-class’ will resist efforts to develop policies that would diversify the 
sector.  This resistance can be expected even when the differentiation would help them better 
to achieve the purposes for which they were established, to focus on what they can do best, 
provide their students with distinctive learning experiences and serve their communities more 
effectively.  Yet those who resist can be expected to lobby on the grounds that any difference 
in the treatment of institutions is inherently inequitable and the outcome of diversification 
would be damaging to their local community.  Hence any exercise to designate institutional 
differentiation within the sector becomes electorally fraught.   
 
With regard to educational functions, institutional differentiation is perhaps a more 
manageable exercise when it evolves as an outcome of distributed decisions by students and 
others who make use of tertiary education services.  With regard to research and research 
training, institutional differentiation can emerge from policies of selectivity and concentration 
in the allocation of resources, such as through competitive grants schemes and performance-
based funding formulae.  However, as discussed below, performance-based funding for 
research training and research infrastructure has failed to achieve the levels of selectivity and 
concentration that Australia requires for international competitiveness.  A more rigorous 
evaluation of the standards of research quality is needed to guide future resource allocation, 
alongside substantial additional blocks of public investment in research capability.  
 
For the majority of universities the teaching of local undergraduate students remains their 
core business.  With only a few exceptions, the staffing commitment to undergraduate 
education sets the structure for activities in graduate education and research.  International 
student enrolments and local undergraduate fee-paying students have been additions to the 
base undergraduate provision, and despite the scale of those enrolments in some institutions 
and the competition involved, they have been a driver of change in course offerings only at 
the margin.   
 
When teaching places for local undergraduate students are allocated to institutions on a 
normative and largely historical basis year on year, there is little motive to develop and 
market distinctive services.  Product differentiation, in tertiary education as in any industry, is 
more likely when one provider has incentive to attract customers away from competing 
providers and the customers are able to exercise choice.  Common rates of funding inhibit 
diversification. 
 
Greater diversity in course offerings can be found at the graduate level, especially in 
coursework Masters, in terms of admission requirements, course structure and content, course 
length, mode of delivery, method of assessment, prices and standards.  Graduate education 
programs have been freed of central volume and price controls for more than a decade.  Less 

                                                
31 Martin Trow (2003) has noted that “a central problem for higher education policy in every modern society is 

how to sustain the diversity of institutions, including many of which are teaching institutions without a 

significant research capacity, against the pressure for institutional drift toward a common model of the research 

university. The effort alone shapes the character of an institution to be something other than what it is – a 

prescription for frustration and discontent.” “On Mass Higher Education and Institutional Diversity”, in 

University Education and Human Resources, Technion-Israel Institute of Technology, Tel Aviv. 
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central control of local undergraduate places would enable further diversification of graduate 
and undergraduate education offerings. 
 
Further diversification in education could be encouraged by the development of new policy 
instruments for concentrating resources for research and research training, for increasing the 
status of quality teaching, for providing incentives for community engagement and for 
enabling the formation of whole-of-tertiary institutions.   
 
The Government has built up a number of measures to enhance the quality and status of 
university teaching across the system, notably the Carrick Institute for Learning and Teaching 
in Higher Education and the Learning and Teaching Performance Fund.  Both are worthwhile 
initiatives, but they are not differentiating instruments and, in the case of the latter there is 
lack of recognition of differences in the standards of learning outcomes.  The Opposition has 
proposed four funding blocks to encourage mission focus, allowing each university a 
different mix of funds for education, research, community service and innovative activities 
including knowledge transfer (see 8.2 below).  The Opposition’s approach represents an 
unbundling of funding for teaching from the other functions of universities. 
 
Policy questions arise about the extent to which Australia should concentrate its academic 
research, or let it concentrate.  The Government has initiated a Research Quality Framework 
(RQF) for evaluating the quality and impact of universities’ research outputs.  The outcome 
of the assessments could affect the allocation of some $650 million each year for research 
training places and research infrastructure expenses.32  Ministers have indicated that the 
assessment exercise should help demonstrate the community return to investment in research 
and concentrate funding in the best performing areas.  The Group of Eight universities 
support the introduction of a rigorous and internationally credible RQF capable of identifying 
and rewarding Australian university research of the highest quality and impact wherever it 
occurs. 
 
However, the RQF, as proposed, is poor public policy.  The Group of Eight has voiced its 
concerns about the unduly onerous process of assessment and the low height at which the 
quality bar has been set for funding purposes.  A flawed RQF would damage Australia’s 
international reputation for research policy and possibly research.  Further dilution of 
research funding, rather than concentration, will cause Australia to fall further behind the 
world’s leaders in research.  Disincentives to undertake high quality basic research, in favour 
of lower quality research with indicative short-term impacts, will jeopardise Australia’s seat 
at the table in important fields of scientific research.   
 
Another major concern is the apparent attempt to introduce a research quality assessment 
regimen without additional resources for research, research infrastructure and research 
training.    It is simply unrealistic to expect that Australia’s leading research universities can 
sustain competitiveness from a redistribution of a small proportion of total research funding. 
  
Nevertheless, universities that are not performing research at a high standard by international 
benchmarks should not be given incentives to stay active in those fields.  Rather, they should 
be encouraged to focus on what they can do best.   
 

                                                
32 The RQF outcomes are to be used to distribute all of the existing IGS funding ($308m) and “an appropriate 

proportion of the RTS block funding” ($585m).  
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An increasingly important role for universities in the knowledge-based economy is that of 
community engagement through education extension, knowledge transfer, and services to 
local communities.  These functions are not explicitly funded at present.  They operate 
largely on the basis of internal cross subsidisation from teaching and research, and 
volunteering.  They are important functions for communities and are important also in 
developing positive university-community relationships.  However, under current funding 
arrangements, while community engagement activities draw effort away from teaching and 
research, they are not as fully developed as they need to be.  There is an opportunity to make 
greater use of university capabilities in the service of the community.   
 
It is difficult to conceive of a coherent policy framework that fails to cover the whole of 
tertiary education.  Indeed, one of the problems with current policy development is that it 
reflects a disjointed approach whereby policies for higher education and vocational education 
proceed separately from one another at the expense of efficiency and equity.  A broader view 
of tertiary education helps us see the scope for wider diversity of learning options and 
learning pathways as well as institutional forms. 
 
Conceiving of a holistic system for post-school learning has implications not only on the 
supply side in terms of institutional types, but also on the demand side in terms of student 
access to learning opportunities, financial services and income support. 
 

7.3.3 Promoting quality in diversity 
A more diverse tertiary education and university research system will include differences in 
the levels of preparedness and abilities of students, as well as differences in student 
circumstances, interests and motivations.  A more diverse system will allow students greater 
choice. 
 
A more diverse system will involve differences in the input quality of staff and differences in 
the quality of the learning environment, including the education and research fabric of 
buildings, facilities, information and communication systems and equipment.  A more diverse 
system will involve differences in ways and means of learning and in quality, costs and 
prices.  A more diverse system will result in differences in the standards of learning outcomes 
because of differences in the quality of inputs, processes and environments.  
 
It is to be expected that those universities that attract the highest quality of staff and student 
inputs, and add value through the best quality scholarly environments, will achieve outcomes 
that set the standard of intellectual achievement.  Graduates of those universities can be 
expected to practise professionally in areas demanding high order intellectual capacities.   
 
Many areas of professional practice require different blends of competence. The range of 
requirements provides opportunities for different institutions to offer different courses for 
developing graduates with particular capabilities at no less than rigorous standards.     
 
Community acceptance of a diverse system of institutional types will require clarity of intent 
and communication.  Three key propositions are important ingredients to the discussion that 
is required. 
 

1. Learning outcomes (what educational outcomes are achieved) should be 
appropriate to defined purposes;   
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2. Quality of education (how educational outcomes are achieved) should fit with 
the institution’s role; and   

3. Institutional missions should be set in relation to society’s needs and 
expectations, and not be merely self-referenced.  

 
A diverse system will reflect differences in educational purposes.  The purpose of an 
educational program needs to be defined in terms of objectives for the development of 
graduate capabilities related to the award of a particular qualification.  The qualification 
testifies that the awarding institution is satisfied that a student has achieved the learning 
objectives set for the program.  A minimum acceptable level of achievement needs to be set 
as a reference point for student assessment and the award of a pass grade for attainment of a 
qualification in the Australian Qualifications Framework.  Different students can be expected 
to achieve at various levels above the required pass grade.   
 
The validation of learning outcome standards requires evaluation of the objectives of a 
program  and the methods used to assess achievement of those objectives.  National and 
international benchmarking of educational standards requires comparisons of minimum 
acceptable expectations of a pass grade and comparisons of the heights of achievement by the 
top performing graduates.  Tertiary education institutions have a responsibility to evaluate the 
appropriateness of their objectives and their effectiveness in realising them.  Their own 
processes of evaluation should be open to periodic external validation.  
 
A diverse system of tertiary education involves different institutions preparing graduates for 
different roles and/or developing graduates with distinctive capabilities, and employing 
different ways and means to achieve their objectives.  Assessment of the quality of the 
student learning experience involves comparing the delivery of learning opportunities against 
the promises made in the institution’s prospectus describing its learning environment.  
Tertiary education institutions have a responsibility to assess how well they fulfil their 
commitments to their students.  Their assessments of their own performance should be open 
to external validation periodically. 
 
It is the tendency of tertiary education institutions, if driven by academic norms alone, to 
narrow their purposes and define their differences in terms of hierarchical rather than 
horizontal relations.  The sustainability of a diverse system requires interactions between 
specialist institutions and other organisations in the community in which they function.  
Tertiary education institutions have a responsibility to define their roles in relation to the 
needs and expectations of the communities they serve.  The definition of their roles should be 
the subject of periodic reappraisal involving consultation with internal and external 
communities. 
 

7.4  Demand-side policy challenges 
In order to enhance student participation in tertiary education there are two main 
requirements: informing and enabling student choice; and removing barriers to access.  
 

7.4.1 Informing and enabling student choice 
To exercise choice, students and prospective students need reliable and timely information 
about available programs, entry requirements, fees and charges, course expectations, learning 
opportunities and institutional characteristics.  Since 2003, as a result of government 
initiatives, the range and quality of available on-line information for students has been greatly 
expanded.   
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There are two areas where further improvement is needed: information about minimum 
course entry requirements; and information about credit transfer opportunities. 
 
Student decision making would be better informed and minimum standards safeguarded by 
the disclosure for all providers of the lowest entry scores for all their courses.  Higher 
education  institutions should be required to publish their minimum entry requirements for all 
commencers including, through assignment of an equivalent score, those admitted from 
outside the UAI system. 
 
Students and prospective students also need information and advice, including in secondary 
schools, about the kinds of jobs available and the types of educational qualifications needed 
for those jobs.  Information should also be available in the public domain about graduate 
destinations, graduate earnings relative to non-graduates, graduate satisfaction with their 
experiences and employer satisfaction with graduates. 
 
Students should have access to information and advice, including in tertiary institutions, 
about the changing nature of labour markets and skills requirements, to help them construct 
their learning in ways that enable career development and change of occupation. 
 
Students also need better information about the prospects of credit recognition for work they 
are undertaking in the tertiary education environment or elsewhere.  Under current 
arrangements the onus falls on individual students to negotiate recognition of prior learning 
and credit transfer, without much certainty of the outcome.  The Group of Eight universities 
have developed a credit transfer rights agreement whereby students of a Group of Eight 
university will have credit transfer rights with other Group of Eight members and their 
national and international partners.  
 

7.4.2 Removing barriers to access 
Australia’s system of income-contingent loans through HECS-HELP and FEE-HELP has 
been very effective in enabling the expansion of access to tertiary education.  The loans 
remove the barrier of up-front costs for students who lack the financial means to pay in 
advance for their studies.  They are an essential underpinning of equity of access and choice 
in diversity.  However, the loans cover only the tuition costs of tertiary education. 
 
Students over the age of 25 and those younger who can demonstrate financial independence 
from their families, are eligible for means-tested Austudy grants to assist with living 
expenses.  For students under 25 there are insufficient incentives for mobility in exercising 
wider tertiary education choices within and across states and territories.  Extending access 
and increasing income support for school leavers who choose to participate in higher 
education outside their local area would widen student choice and open up the system to 
greater diversification through increased student mobility. 
 
A further measure for improving access, encouraging diversity and safeguarding quality 
involves the more careful construction of preparatory and pathway programs in tertiary 
education.  Many of the current arrangements at the pre-formal stages of post-school 
education are hard on students in that they do not lead to a recognised qualification and the 
participants have to pay up front.   
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In seeking to broaden access and safeguard quality, the Group of Eight finds attractive 
aspects of the proposal of Professor Ian Young, Vice-Chancellor of Swinburne University, to 
provide Commonwealth tuition subsidies and income-contingent loans for students ineligible 
for Bachelor Degree entry, to undertake Associate Degree courses with vocational education 
and training providers, and with guaranteed pathways and credit transfer to a Bachelor 
Degree course for those who seek it.33  Professor Young has proposed that access to an 
Associate Degree on that basis should be available for students below a tertiary education 
rank of around 60 points.  Professor Young suggests that students below that level often 
struggle in the early years of a Bachelor course through lack of adequate preparation rather 
than lack of ability, but that when given the opportunity to make themselves ready they 
perform at least as well as students who enter directly with higher UAI scores. 
 
The structure of incentives under the policy of allocating a set number of student places to an 
institution, together with penalties for under-enrolment, encourages universities to fill all 
their places even if that involves admitting students who are under-prepared to cope with the 
demands of the course.  This can be unfair and inefficient in that it sets up some students for 
failure and results in higher than optimal rates of attrition and repetition.  
 
The allocation of government-funded places to higher education institutions imposes student 
quotas that in turn require rationing of student applicants.  Student access to a place typically 
depends on arbitrary cut-off scores for entry in different institutions for different courses.  
Students who cannot obtain their course preference in one institution may gain acceptance for 
a similar course in another institution or take another course in the preferred institution or pay 
full fees as an above-quota student to achieve their first preference.  Student choice in pursuit 
of their own study interests is limited in this supply-driven system to what the institutions 
choose to provide.   
 
An alternative approach is to empower student choice through the direct allocation to them of 
portable national scholarships.  Under such a scheme, individual higher education institutions 
would retain their prerogatives in student admission but they would have stronger incentives 
to respond to student needs in the design and delivery of their courses.  
 
The combination of portable national scholarships, income-contingent loans and enhanced 
student support mechanisms, would be a powerful method for creating a more responsive, 
diverse and dynamic sector. 
 

7.5  Policy transitions 
The most complex policy challenge is the management of the policy transition itself from a 
model of central control of supply to a more dynamic model of balanced incentives in higher 
education, where the incentives are structured in a balanced way for promoting educational 
choice, institutional diversity and enabling excellence in research.  
 
The evolution of Australia’s policies for higher education is outlined at Appendix.  It is the 
story of incremental change to the instruments and settings used by the central government to 
drive reform of institutional practices through supply-side financing mechanisms and 
regulatory controls.  The most significant developments have taken place since 1987 when a 
strong supply planning framework was put in place.  Through the 1990s and up to the 2007 
Budget, the course of policy reform has been one of gradually opening up areas for the 

                                                
33 http://www.swinburne.edu.au/corporate/marketing/mediacentre/core/content/pathwats.pdf  
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operation of market mechanisms through competition for fee-paying students and 
contestability of government funding.  However, the regulatory framework has not evolved in 
a manner consistent with the growth of university revenues from competitive sources. 
 
Over the last decade the Federal Government has made a range of positive shifts in policy 
settings.  Major investment has been made through Backing Australia’s Ability I and II in 
research, especially through the national competitive schemes.  Increasing attention has been 
given to the importance of good teaching and quality assurance processes.  Pricing flexibility 
has been enabled through variable HECS and full-fee places aided by FEE-HELP loans.  
Students have been provided with greatly improved access to web-based information about 
their study options.  An information system for tracking individuals’ consumption of learning 
entitlements has been put in place. 
 
The 2007 Budget has taken further deregulatory steps within a purchaser-provider policy 
framework, with the Government as proxy purchaser for the bulk of local undergraduate 
students and individuals themselves the purchasers for places not subsidised by the 
Government.   
 
Notwithstanding the progress that has been made we find that Australia’s higher education 
system remains under-resourced and over-regulated yet under-planned and, hence, 
insufficiently differentiated. 
 
Under-funding results from the lack of adequate indexation for rises in major costs, 
inadequate funding per student and, in the context of those inadequacies, limits on tuition 
pricing.  Through lack of funding to actual costs and insufficient indexation, almost all 
universities have moved to 125% HECS top up rates for all courses, thus exhausting the 
available revenue discretion and denying price competition. 
 
Over-regulation is exercised through enrolment volume and price controls, the atomisation 
and sanctions attaching to operating grants, specific purpose funding inflexibilities, 
compliance requirements relating to stipulated governance arrangements and workplace 
conditions, quality audits that focus on processes rather than outcomes and the prohibition on 
the inclusion of student services fees into total service packages. This highly regulated 
approach constrains diversity and is incompatible with a market orientation. 
 
Under-planning is manifested through lack of policy coherence and policy evaluation and the 
absence of a strategic approach to student access and institutional diversification.  
 
The current policy framework – not simply its instruments and settings – is inadequate to the 
task ahead. 
 

8. The opportunity for a new policy framework 
 

8.1 Recent changes to government policy 
The 2007 Budget for higher education provides for initiatives in education funding 
enhancements, deregulation, endowment for capital works, incentives for differentiation and 
student income support. 
 
In the context of broad equilibrium between the supply of higher education places and 
student demand, the Government has seen the opportunity to raise its funding rate per student 
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in selected fields.34  Funds available for teaching load have also been increased through 
relaxation of the caps on over-enrolment.  In future a university will receive full funding for 
over-enrolments up to 5 per cent above target load.  
 
The budget provides a much needed correction to the incongruous funding framework put in 
place in 2003.  The wider tolerance bands for over and under enrolment, the full payment of 
over-enrolment up to 5 per cent and the protection of floor funding at 95 per cent combined 
with the extension of funding agreements from one to three years, provide arrangements that 
better fit the way universities work.  Some broad-banding of the funding clusters (from 12 to 
7) reduces complexity and inflexibility. The removal of the 35 per cent limit on fee places 
brings financing policy into closer alignment at the undergraduate and graduate levels for 
local and international students.  These are substantial deregulatory measures that give 
universities greater operational flexibility and will encourage greater diversity in the system.  
 
The Higher Education Endowment Fund provides in perpetuity an annual income stream (of 
some $300m initially) for capital works. 35  This amount is better than equivalent to the 
capital roll-in of 1994 ($287m per annum in 1994 prices).  While details about how the Fund 
will operate are not yet clear, including the extent to which it will be concentrated rather than 
distributed across the sector, this is an innovative and welcome initiative.  Over time, with the 
commitment of additional funds from future budget surpluses, the Fund should provide a 
growing revenue stream.  However, it will take many years to provide the amounts necessary 
to address the decline the sector has seen in the maintenance and development of 
infrastructure.36 
 
The Budget provides for 3500 additional Commonwealth Education Costs Scholarships 
Accommodation Costs scholarships.  2000 of these scholarships are earmarked for students 
ineligible for Bachelor programs, to allow them to undertake Associate Degree programs.  A 
further 1000 Indigenous Access Scholarships have been provided. 
 
Rent assistance has been provided for students on Austudy.  The extension of income support 
to Masters Degree students undertaking a first professional qualification or participating in a 
restructured course will enable greater diversity in program options.    
 
A “diversity and structural adjustment fund” ($209m over four years) has been created for 
regional and smaller metropolitan universities to specialise and link.   
 
Major investments have been made for centres of specialisation in biomedical research at the 
University of New South Wales, the University of Queensland and the University of Western 
Australia.   
 
The Budget has made and signalled important steps forward in the evolution of policy for 
higher education.  Overall, the increased flexibility for universities to manage their student 

                                                
34 Mathematics & Statistics (from $5,381 to $8,217), Behavioural Science and Social Studies (from $ 7,233 to 

$8,217), Engineering and Science (from $13,411 to $14,363) and Medicine (from $16,810 to $18,227).  In the 
case of Accounting, Economics and Commerce the funding rate has been reduced from $2,703 to $1,674.  

Universities are permitted to raise the HECS charge to students by up to the $1,239 shortfall. 
35 Minister Bishop has indicated that the HEEF will eventually supersede the annual capital development pool 

($80m). 
36 In 2005 alone, for example, Australia’s universities estimated their combined deferred expenditure on the 

maintenance of infrastructure at $1.5 billion. (DEST, Higher Education Finance Statistics 2005). 
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enrolments is most welcome.  The measures for freeing up supply would be more likely to 
work with demand side incentives encouraging student mobility, such as a lower age for 
Austudy eligibility with rent assistance.   
 
Vestiges of the former central supply control model remain.  The Government continues to 
fund courses at the same rates for all universities, regardless of differences in operating 
conditions and standards.  The cost relativities of the funding clusters are further confused 
with Accounting, Business and Economics placed with Law in the lowest cost band for 
Commonwealth funding.  The funding rates don’t reflect actual costs and give rise to opaque 
cross-subsidisation within universities. 
 
In the absence of improved indexation of operating grants, universities are all charging the 
maximum permissible HECS rates.  Hence, there is a common price for students.  
 
Compliance requirements for funding eligibility remain and the conditions attach to the 
whole of a university’s operations. The arrangements for annual indexation of operating 
grants have not been changed, and the Government continues to extract an annual efficiency 
dividend from university productivity improvements.37  Future funding for research, research 
and research training is not yet clear.  
 
The Government announced in the Budget context that it would seek referral from the states 
of regulatory powers over the financial management of universities.  Subsequent indications 
are that in the event of refusal by the states to transfer powers, the Commonwealth might use 
its Corporations power, recently interpreted extensively by the High Court, to encompass 
universities. 
 
The Group of Eight suggests a persuasive case has not been made for a transfer of statutory 
powers over universities from the states directly to the Commonwealth.  Diversity is more 
likely to flourish within a federated system of tertiary education institutional establishment 
than under a unified national system of universities.  The shared responsibilities of the 
Commonwealth and the states for higher education financing and university establishment 
respectively provides a structural safeguard of university autonomy, protecting against action 
by one level of government alone to unilaterally impose its will and fetter university 
operations through direct or indirect measures.  
 
The Commonwealth Education Minister has indicated an intention to use new statutory 
powers to reform university governance, with university councils or senates being comprised 
more like corporate boards in size and business expertise.  Without question, contemporary 
universities that have responsibilities for large assets and commercial undertakings need 
access to commercial and financial expertise.  That access is typically provided through 
membership of governing councils, finance committees, in-house staff and out-sourcing.  
There are risks associated with the imposition of a common national corporate board model 

                                                
37 The indexation arrangements for higher education are curiously inferior to those applying to the schools 

sector.  “Total expenses under the government and non-government schools sub-functions are estimated to 

increase by 10.7  per cent in real terms from 2007-08 to 2010-11 or 3.7  per cent annually on average.  The main 
drivers for growth in these sub-functions are new measures to increase to increase funding for government and 

non-government schools announced in the 2007-08 Budget and indexation of Commonwealth funding to 

maintain real base funding levels over time calculated with reference to a special cost index, the Average 

Government School Recurrent Costs (AGSRC) index.  Because the AGSRC index grows at a significantly faster 

rate than most other indexation parameters, it provides for significant real increases in funding over time”. 

Commonwealth Treasury, Budget Paper No 1 , pages 6-11, 2007 
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on universities.  No other nation adopts such a narrow approach.  A more appropriate model, 
to the extent that one is needed, is that of the US Board of Trustees.  The Trustee model is 
predicated on sustaining positive relations between the university and its community, while 
requiring board members to act in the interests of the university rather than to represent any 
constituency from which they may be drawn.   
 
The separation of strategic governance and operational management is an important principle 
for effective functioning of academic enterprises.  This separation of roles helps safeguard 
academic values, provides operational flexibility and provides for strategic planning and 
oversight.  It is not something to be lightly unstitched.  Recent indications of the 
Government’s intentions in respect of governance reform blur this important separation of 
roles and responsibilities. 
 
Given the multiple roles of contemporary universities, based on their scholarly expertise, it 
would not be prudent to narrow governing bodies to such an extent that they could not 
appreciate the range of university responsibilities, just as it would not be wise to politicise 
them or structure them in ways that would make them indecisive. 38   
 
With regard to university assets, the important issue for policy is that they belong to the 
university in its community.  A transfer of legislative powers to the central government 
conveys a diminution of the responsibility of the university to use its assets for the broad 
benefit of its community.39    
 
Aside from the Corporations power, the constitutional role of the Commonwealth in relation 
to matters of education, apart from arrangements relating to grants to the states, derives from 
its powers in respect of ‘benefits to students’.  That is, the Commonwealth role is primarily 
defined in relation to the demand side of education rather than the supply side, which is the 
primary responsibility of the states.  There are significant policy opportunities for the 
Commonwealth to transform tertiary education through demand side policy initiatives. 
 
There is an opportunity to balance the respective responsibilities of the Commonwealth and 
the states/territories through new cooperative mechanisms for the future development of 
tertiary education.  A joint and joined-up approach could enable the development of a more 
coherent national policy and regulatory framework, avoid duplication and, through an arms-
length intermediary agency, safeguard institutional autonomies.  
 

8.2 Opposition policy proposals 
An Opposition policy framework for Higher Education, Research & Innovation was released 
in 2006.40  The Group of Eight is encouraged by a number of commitments outlined in the 
Opposition’s White Paper including: 
 

                                                
38  The politicisation of governing boards in the US gives cause for concern: “… the fire-wall separating 

institutional governance from direct external pressure is being singed more than ever, through the political 

agenda of activist groups seeking to affect higher education policy through influences on governing boards 

(Wellman, J. V. (2004) Rethinking State Governance of Higher Education, The Institute for Higher Education 

Policy, Washington. D.C ) 
39 A transfer of powers in respect of universities to the Commonwealth would involve negotiations over 

compensation for acquisition of state property under Section 51 (xxxi) of the Constitution. 
40 Macklin, J. (2006), Australia’s Universities: Building our future in the world. 

[http://www.alp.org.au/media/0706/mseduloosartrg2.10.php] 
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• the return to ‘adequate’ indexation of operating grants; 
• a stronger focus on the quality of educational outcomes with a commensurate 

loosening of controls on inputs and processes; 
• a pledge to work cooperatively with state jurisdictions; 
• an end to the one-size-fits-all model of funding, with the promise of a multi-

dimensional compact and varying funding rates for student places according to 
universities’ different circumstances; 

• the removal of workplace relations and governance conditions attaching to 
Commonwealth funding of universities; 

• the promise to restore the independence of the Australian Research Council and to 
reaffirm the central place of peer review in the determination of research funding 
applications;  

• the commitment to increase the number of Indigenous graduates; and 
• support for independent student representation and advocacy services. 

 
However, some aspects of the Opposition’s policy approach give rise to concern, including: 
 

• some of its elements remain bureaucratic and lack transparency, and its 
implementation would require new competencies on the part of negotiating bodies;   

• the Commonwealth would have to establish a professional authority to negotiate 
compacts openly and fairly and to agree on principles of operation; 

• the intrusive approach to standards setting and inspection is at odds with the 
promotion of diversity, and would reduce university autonomy.  It would remove self-
accreditation powers from universities; and  

• the prohibition of charging fees to domestic undergraduates would reduce university 
operating discretion and student choice. 

 
Labor has pointed to the ‘straitjacket’ imposed by the funding clusters, and is proposing to 
move away from common funding rates altogether, and to fund universities through a 
creative new ‘compact funding approach’ based on their different missions.41  Labor’s 
approach indicates a willingness to find a new, workable social contract for universities in an 
internationally competitive industry.  The policy may not be put into practice entirely in the 
way outlined but it helps to spur consideration of broader options for the paradigm shift that 
is now necessary. 
 
The Group of Eight suggests that a persuasive case has not been made by the Opposition for 
separating ministerial responsibilities for university research from those relating to higher 
education.  Research universities offer learning environments for undergraduate and graduate 

                                                
41 Labor’s Compacts have four components: i. Education – undergraduate and postgraduate programs (except 

research degrees). Teaching cost relativities will be updated, reflecting clinical, laboratory/field and classroom 

learning. Funds will include regional loadings and loadings for students with special needs. Within its funding 

envelope, a university may shift places from low to high cost fields, and from undergraduate to postgraduate 

level, or vice versa. The Commonwealth will safeguard courses of national priority. ii. Research and research 

education – dual funding, through national competitive grants and institutional block funds. Funding of places 

for research students will be provided only in those areas where the quality of research performed within the 
university meets high standards. Academic staff of all public universities will have opportunities to undertake 

research, either at their own institution or other universities; iii. Community outreach – the provision of services 

to meet community needs, access to university facilities by community organisations, support services to 

schools, and actions to address community concerns; iv. Innovative activities – knowledge transfer services to 

businesses and other groups, collaboration with other universities and institutions, accelerated study programs, 

and education and/or research aligned with the northern hemisphere academic year. 
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students that are infected by the culture of curiosity and discovery that pervades research.  
Bright students ask questions that challenge research-active teachers.  Education and research 
in research universities are inherently intertwined.  Separate portfolio arrangements for 
university education and university research would require a bridging mechanism for 
dialogue.  The Opposition’s proposed framework for compact negotiations might provide a 
site for inter-ministry cooperation. 
 
Both the Government and the Opposition are developing policies to open up the higher 
education sector to market signals.  Creative ideas are emerging from both sides of politics to 
address the problems confronting the sector and to enable universities to respond to new 
opportunities, but neither has a sufficient solution.  Tweaking the policy settings of existing 
policy instruments (such as varying the cost relativities within the funding clusters), or 
introducing new instruments (such as compact funding for community service) will make 
little difference as long as the policy framework of normative incentives and micro-regulation 
remains.42  Major steps are being taken but they do not add up to the leap that has become 
necessary to move out of a paradigm based on central control of supply to a more dynamic, 
market-oriented policy framework.  It would be major advance for Australia if it were 
possible to take elements from each of the Government’s and the Opposition’s approaches 
and combine them in a coherent way.  
 
As tertiary education expands and becomes more contested, nationally and internationally, it 
is necessary to ask whether the sector should continue to be to be governed by administrative 
rules, which are mainly supply-driven, or whether it should become more demand-driven, as 
is the case for all other industries, save for public hospitals, that operate predominantly in 
markets for services.   
 
Where there are special social benefits to be derived from higher education and research, and 
which would not otherwise be obtained through market mechanisms, a case can be made for 
special forms of social support through measures that fund particular institutions.  Public 
universities merit such support primarily because their contributions to basic research and 
scholarship would wither without it, and the society would suffer an ultimate loss.  The quid 
pro quo of such support is that the receiving institutions perform their functions cost-
effectively at the quality and standards expected of them. 
 

8.3 The fundamental questions to be addressed 
The fundamental questions to be addressed in respect of higher education policy and 
financing in Australia are: 
 

• What are the basic purposes of higher education and research? 
• What is the most appropriate scale and shape of the sector for meeting future needs? 
• What is the appropriate balance between public and private funding sources for 

system sustainability? 

                                                
42 Hall, P. A. (1993), Policy Paradigms, Social Learning, and the State: The Case of Economic Policymaking in 
Britain, Comparative Politics, April, 275-296.  Hall explored the interaction between incremental and 

punctuated policy processes.  Hall identified three levels within a process of ‘social learning’: changes to the 

settings of existing instruments (first order change); adoption of new instruments and settings (second order 

change); and goal alteration with new instruments and settings (third order change).  Hall suggested that first 

and second order changes can reflect incremental processes but that third order change (or paradigm change) is 

more disjunctive and less routinised and therefore more likely to engage political actors in decision making.   
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• What is the appropriate balance between market mechanisms and government 
regulation for system steering, and what are the most appropriate forms of regulation? 

• What methods of resource allocation achieve the most cost-effective results? 
 

8.4 The purposes and principles of a new framework  
A new approach is essential, but it needs to be based on the following sound principles and 
clear purposes. 
 

• Clarity of purpose – The purpose of policy is to enable individuals to learn to the best 
of their potential, and to enable universities to perform at their best in meeting the 
needs of the society.  Research universities provide the fundamentals of the basic 
research system that underpin the creation of new knowledge, the application of 
existing knowledge and the training of highly skilled labour in a global knowledge 
economy. 

• Scale & scope – The overall size of the higher education sector should be driven 
primarily by student demand and choice.  Australia’s public investment in research 
should be commensurate with internationally competitive levels. 

• Concentration – Investment in basic research capability should be allocated on the 
basis of research strength, with performance verified through international scholarly 
assessments. Targeted investment should enable some Australian universities to take a 
place among the leading universities of the world. To be a successful player across the 
board we need to have some flagship institutions that are regarded highly 
internationally. 

• Access & equity – The opportunity for higher education should be fairly distributed 
among the Australian population. There should be no up-front financial barriers to 
participation. 

• Choice – Students should be able to choose the courses and institutions that interest 
them.  Their learning options should not be limited by provider interests. 

• Diversity – Higher education policy and funding arrangements should encourage 
differentiation in the role and operations of institutions.   

• Quality – All Australian higher education qualifications should testify to at least a 
minimum acceptable standard of learning outcomes.  Australia’s highest standards of 
educational attainment should be benchmarked against international comparators. 

• Responsiveness – Universities should have the scope and flexibility to respond to 
changing circumstances in competitive markets. Industry regulation, while protecting 
consumers and ensuring probity, should not stifle innovation unless it is anti-
competitive or harmful to the community. 

• Fitness for purpose – Higher education policy should be about educational purposes 
not a proxy for immigration or fiscal policy objectives.  Regulatory policy should be 
about educational outcome standards and regulatory measures should be proportional 
to risk. 

• Autonomy – Policies should recognise the academic autonomy of universities 
regarding selection of students, curriculum and pedagogy, accreditation of awards, 
research and publication, academic freedom of expression according to scholarly 
norms, and operational autonomy through self-governance.  
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9. Key proposals  
 

• The policy framework for the higher education and community service functions 

of universities should shift from a predominantly supply-driven approach to a 

predominantly demand-driven approach.  

 

• Student access to undergraduate and graduate courses should be aided via a 

universal entitlement to an income-contingent loan and, for meritorious and 

needy students, via national tuition scholarships.  

 

• Students undertaking higher degree programs by research should be able to 

choose among the highest quality research training environments.  

 

• Public universities should be funded adequately on a flexible block fund basis to 

achieve their diverse missions and according to the quality of their performance 

and the standards of their outcomes.  

 

• Public investment in the capability (expertise and infrastructure) of universities 

to undertake basic research should be concentrated in areas of internationally 

verifiable strength. 

 

• Higher education institutions should have sufficient flexibility to operate 

professionally in competitive markets.  

 

• Higher education should be regulated consistently and transparently as a 

competitive, professional service industry.  

 

• The future development of tertiary education in Australia should advance on the 

basis of inter-governmental cooperation and relations of trust between 

institutions and the communities they serve. 
 

• An Australian Tertiary Education Commission (ATEC) should be established 

under Commonwealth legislation, with joint Commonwealth-State/Territory 

appointments, to oversee future development on a coherent basis. 
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9.1 Tertiary education policy, planning and regulation 
We envisage policy, planning and regulation in respect of tertiary education and university 
research being developed and managed coherently across all post-school learning in 
Australia. 
 
We start from the premise that the responsibility of the Commonwealth in respect of tertiary 
education relates to benefits to students, including assistance for student access through 
scholarships, loans and income support, the safeguarding of student interests through the 
provision of information to inform student choice, consumer protection, quality assurance 
and the upholding of the reputation of Australian tertiary education qualifications.  The 
Commonwealth also has accountability reporting powers and responsibilities relating to the 
cost-effective use of Australian taxpayer funded resources. 
 
The responsibilities of the states and territories (and in respect of select institutions the 
Commonwealth) relate to the structure of supply of tertiary education and training services, 
including the legislation for the establishment, powers and governance of institutions, the 
accreditation of institutions and the consolidation or de-consolidation of public institutions.  
By inter-governmental agreement, accreditation of an institution in one State/Territory 
normally licenses that institution to offer the qualifications for which it is accredited in any 
other State/Territory.   
 
There are shared responsibilities between the Commonwealth and the states/territories in 
respect of the Australian Qualifications Framework, and quality assurance.  A consultative 
approach to planning was agreed between the states and the Commonwealth in relation to the 
transfer of funding responsibilities for higher education.  There is an opportunity to enlarge 
the scope of shared responsibilities and develop a coordinated steering mechanism that drives 
reform through a new combination of demand-side and supply-side incentives.  
 

9.1.1 Australian Tertiary Education Commission 
We propose the establishment of an Australian Tertiary Education Commission (ATEC), 
established under Commonwealth legislation, with joint Commonwealth-State/Territory 
appointments.   
 
ATEC would function as an independent, intermediary agency between government and 
tertiary education institutions.  It would be the national administrative agency for the 
distribution of information and assistance to students.  It would be responsible to a joint 
Ministerial Council. 
 
ATEC would be responsible for planning, resource allocation and regulation in respect of 
tertiary education throughout Australia.   
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We propose that ATEC would have a Board and two Councils of the Board: a Higher 
Education Council and a Vocational Education and Training Council.  Accountable to the 
Board would be an Australian Student Financing Service.  
 
The Australian Research Council and the National Health and Medical Research Council 
would continue to function as separate, independent agencies.  We envisage regular dialogue 
between those agencies and the Higher Education Council. 
 
We envisage the states/territories transferring to ATEC their powers relating to the 
accreditation of new tertiary education institutions and proposals of existing institutions to 
create new institutions and form institutional mergers.  We envisage that the Commonwealth 
would transfer to ATEC its administrative responsibilities in respect of scholarships, loans 
and income support for students.  The Commonwealth would determine funding levels for all 
such schemes.  The criteria for the allocation of available funds would be determined by the 
Commonwealth on the advice of ATEC.  The allocation of funds would be determined by 
ATEC.   
 
Hence we see ATEC having comprehensive planning, resource allocation and regulatory 
authority for shaping the development of the national tertiary education system.   
 
We also propose that the states refer to the Commonwealth their responsibilities in relation to 
financial audit of tertiary education institutions, and that the Australian National Audit Office 
be the national body responsible for a consistent approach to auditing requirements for 
tertiary education. 
 
We also propose that matters relating to the Australian Qualifications Framework and 
responsibilities for quality assurance, including the Australian Universities Quality Agency, 
are brought within the responsibilities of ATEC.  Meeting acceptable quality standards 
should be part of the accreditation process to operate in the market, whether as a public or 
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private institution.  Accordingly, we envisage ATEC having oversight responsibilities for the 
development of Australia’s international post-school education industry.  
 
We propose a new Australian Universities Funding Act of the Commonwealth, providing for 
the Higher Education Council of ATEC to have responsibility for the allocation of block 
grants to universities, and the negotiation of agreements with universities in relation to the 
use of those funds and performance accountabilities. 
 
We envisage parallel arrangements in relation to Vocational Education and Training, 
including Technical and Further Education.  These matters are outside the scope of this 
policy statement, except insofar as we propose that they be developed within the coordinating 
framework of ATEC.  We envisage that students undertaking VET studies would have access 
to information and financial services coordinated by ATEC. 
 
The Australian Student Financing Service would be responsible for administering the 
allocation of scholarships, loans and income support for students as well as the associated 
distribution of information and advice to students and prospective students.   
 
ATEC would be responsible for the development of a forward-oriented strategy for tertiary 
education in Australia.  In its planning role it would collect, analyse and interpret statistics, 
report to governments and the community on trends and issues and provide advice on policy 
matters.  It would also monitor developments, including matters of equity and access, 
efficiency and quality and evaluate the effectiveness of programs. 
 
We propose that ATEC be asked at an early stage to review all current legislation and 
regulatory machinery (e.g. the ESOS Act) affecting the provision of tertiary education and 
the operation of tertiary education institutions, and to report to the Ministerial Council and 
the Council of Australian Governments with recommendations for rationalising arrangements 
as far as possible, consistent with contemporary approaches to industry regulation. 
 
We envisage the ATEC Board having a composition of about eleven persons, including a 
Commonwealth-appointed chair.  The other members, to be agreed by the Ministerial 
Council, would be appointed for their knowledge and experience having regard to a balance 
of interests across different tertiary education institutions, employers, states and other 
stakeholders. 
 

9.2  Student financing 
The fundamental reform of the policy framework that we propose is to make stronger use of 
demand-side incentives in steering the development of the tertiary education system.  
 

9.2.1 Universal tertiary education loan entitlement 
We propose that all people beyond school leaving age should have an entitlement to learning 
assistance.  The basic minimum universal entitlement should be access to an income-
contingent loan towards the costs of undertaking an award course or combination of courses 
of study at an accredited tertiary education institution.   
 
With regard to higher education, we propose that the current provisions of FEE-HELP should 
be available on request to all people who are accepted into a course of study leading to a 
higher education award.   
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We envisage the loan component of HECS-HELP being integrated with FEE-HELP into a 
single loan, the Tertiary Education Loan Scheme (TELS).  
 

9.2.2 National scholarships for higher education courses 
We envisage that the tuition subsidy component of HECS-liable Commonwealth-funded 
places (Commonwealth Grants Scheme payments), together with the funding for various 
other scholarships for undergraduate and postgraduate education by coursework (e.g. 
Education Costs Scholarships) being integrated into a new scheme, Australian Higher 
Education Scholarships (AHES).   
 
We propose that these scholarships be offered to students strictly on a merit basis.  Two 
national order of merit lists would be produced each year.  One would be derived from the 
equivalence of tertiary entrance ranks of university admission centres in respect of school 
leavers.  The other would be for non-school leavers and would be derived from the 
equivalence of test scores for those people wishing to compete for a scholarship who sit an 
approved aptitude test (e.g. UniTest).   
 
The number of scholarships to be awarded each year would be determined by the 
Commonwealth Minister.  ATEC would offer advice to the Minister on the proportion of 
total scholarships to be divided between the school leaver list and the non-school leaver list.   
 
Australian Higher Education Scholarships would be awarded to the individuals who merit 
them.  Payment would be made to the institution at which the student enrols. Scholarship 
holders would be free to use their scholarship for any higher education course at any 
accredited provider of higher education awards in Australia, public and private, to which they 
can gain admission. 
 
Scholarships would normally have a duration limit of seven years full-time equivalent and 
should enable students to obtain their first professional qualification.  For some courses (e.g. 
Medicine) the duration period would be longer.  These scholarships would be available at any 
level of higher education awards on the Australian Qualifications Framework up to and 
including a Master’s Degree. 
 
Tertiary education institutions would determine and make transparent their own admissions 
criteria and selection processes.  They would determine whom they admit as students.   
 
There would be no limits on the number of coursework students an institution may admit.  
Separate arrangements would apply in respect of students undertaking research higher 
degrees.  
 
The value of a scholarship to an individual would vary according to the course into which 
they are accepted.   
 
Higher education institutions would be free to set their own prices for the courses they offer.  
They would be free to include or not include service packages (e.g. access to health & fitness 
facilities) as well as tuition in their offerings.  There would be no mandatory floor prices. 
 
To avoid exploitative pricing, maximum allowable prices for tuition would be set by ATEC 
in relation to particular broad fields of education.  We envisage that these upper price points 
would represent a margin of some 25 per cent on the indicative cost of a course.   
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We propose that the indicative cost of courses be a matter determined on advice from the 
Productivity Commission on the actual and relative teaching costs by broad field of 
education.  As the current funding clusters are a meld of government and individual 
contributions to costs, we propose that the starting point for estimation of new cost relativities 
be the 1990 Relative Funding Model updated and compressed to reflect contemporary course 
provision, and to provide a single cost for undergraduate and graduate levels.  To minimise 
complexity of administration and communication, we envisage no more than five cost 
categories but that would be a matter for the Productivity Commission.  
 
We envisage the indicative costs would be indexed each year against an appropriate indicator 
(e.g. the non-farm GDP deflator).  There should be periodic reviews of the cost relativities.  
Australian Higher Education Scholarships would carry a value according to the indicative 
cost by field as advised by ATEC each year. 
 
The value of a scholarship may be greater or lesser than the price of the course in which the 
student enrols.  Where the scholarship value is higher than the course price the residual would 
be retained by the student.  Where the scholarship value is lower than the course price the 
student would be able to borrow all or part of the gap through the Tertiary Education Loans 
Scheme  
 
Tertiary education institutions would be able to offer price discounts and/or their own equity 
and merit scholarships to students, whether or not the students are assisted through AHES 
and/or TELS.  
 
A student may carry the unused proportion of her or his scholarship from one institution to 
another, should they move from one place to another or wish to change courses.  If a student 
changes to another course, the scholarship value for the remainder of the student’s 
scholarship period would be re-set to the indicative cost value of the new course.  Students 
who fail to meet the progression rules of the institution with which they are enrolled would 
forfeit their scholarship.   
 
The Government would have the ability to influence the shape of student demand by 
determining the number of scholarships to be awarded each year, and the division of 
scholarships between school leavers and non-school leavers.  Additionally, the Government 
may determine to put higher value weightings on some scholarships to encourage increased 
commencements into occupations of labour market shortage, or to encourage the participation 
of under-represented groups (e.g. Indigenous students).   
 
The Government would also have the option from time to time of providing a number of 
‘restricted’ scholarships for students within a particular band on the school leaver merit list, 
say between 50 and 60 tertiary education rank equivalent, to promote access at the 
undergraduate Diploma and Associate Degree levels.  
 
We envisage that individuals wishing to undertake additional studies, beyond those supported 
through national scholarships, should have access on a fee-paying basis, with loan assistance 
available up to the cap of $80,000.  It should be a function of ATEC to review periodically 
the adequacy of loan caps and associated issues of access and equity.   
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The proposed combination of universal income-contingent loans, student volume and course 
pricing flexibility, nationally portable merit-based scholarships for school leavers and others, 
and options for weightings to scholarships to encourage studies in particular areas from time 
to time, within an enhanced planning and regulatory framework, forms the core of our 
proposed demand-side reforms.   
 
Additionally, we propose a number of reforms to student assistance arrangements to enable 
students to exercise the wider choices made possible by the new approach. 
 

9.2.3 Student income support 
There has been no significant improvement in university enrolment rates for students from 
low socio-economic backgrounds over the last decade. While the reasons for this are 
complex, the system of student income support is undoubtedly a factor.  
 
The last significant changes to the student income support system occurred in 1998 when 
the Government rolled a number of different payments, including AUSTUDY into the 
Common Youth Allowance. Despite a number of parliamentary inquiries into the area since 
then, very little has been done to improve arrangements for financially struggling students. 
One-off changes such as the recent extension of Youth Allowance to students studying 
Master’s courses required for entry to some professions are welcome.  
 
However, these improvements do not address the underlying problems. In particular, 
payment rates are insufficient to meet basic living costs and the parental means test is set so 
low that many needy students are ineligible for assistance or receive reduced payments. The 
combined result is that in order to survive while at university many students must earn 
additional income from paid work, scholarships or other sources. Yet every dollar of 
income a student earns from paid work over $236 per fortnight cuts his or her Youth 
Allowance by up to 70 cents. 
 
Undertaking paid work whilst studying full-time can have some benefits for students in 
terms of their personal development, but too much work can impact on study and 
involvement in university life. It is likely that students from lower socio-economic 
backgrounds work longer hours than students who enjoy greater levels of family financial 
support. A flow on effect is that such students may receive poorer grades and, as a result, be 
disadvantaged in the market place for jobs upon graduation. It is crucial therefore, that the 
student income support system be strictly targeted to assist students in the greatest financial 
need. 
 
Anomalies abound due to the way that changes have been made incrementally. For 
example, while Commonwealth equity-based scholarships are exempted from the student 
means test, scholarships provided by universities and the private sector are counted as 
income. Payment rates differ depending on whether the student has come straight from 
school, or a period of unemployment. Until recently, students over 25 were ineligible for 
rent assistance, whereas younger Youth Allowance recipients received it. 
 
We propose that ATEC undertake a review of student income support arrangements to 
identify anomalies and to offer policy options for government. 
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9.4 Financing public universities 
Our balanced incentives model includes a special place for the role of public universities as 
institutions serving their communities in a multiple ways.  We have identified above the 
increasing importance of public universities to changing needs and challenges.  We have also 
pointed to the need for universities to develop positive two-way relationships of knowledge 
exchange, cultural engagement, and regional development services.  Those relationships, 
alongside good performance in teaching and research, underpin community trust in and 
support for universities and their role in the society.  
 
We are attracted to aspects of the Opposition’s proposed ‘compacts’ relationship with public 
universities because of its flexibility and identification of contemporary university functions 
that are not yet formally part of the financing framework.  Our demand-side financing 
approach makes largely redundant the need for the “education component” of the suggested 
compacts.  However, we see the need for a mechanism to correct for market failure in the 
event that student choice leaves neglected or dissipated some fields of knowledge that have 
national or regional importance.   
 
Hence we propose that ATEC have available to it the capacity to provide a number of places 
for designated ‘public interest’ courses for which the Government pays a community service 
obligation retainer.  That is, if student numbers are insufficient to sustain at an acceptable 
standard an area of scholarship of social importance, then ATEC could provide 
supplementary funding to maintain it.  
 
We propose that a variant of the “community service” and “innovative activities” components 
of the Opposition’s compacts be developed as a broad block funding line for public 
universities.  ATEC should be the negotiating agency for government in relation to this new 
funding line, which we suggest be known as University-Community Partnerships.  It would 
require a new commitment of funds.  The matter of funding for research and research training 
is discussed at 9.6 below. 
 

9.5 Reciprocal responsibilities 
In putting forward these proposals for the maturing of Australian policy for tertiary education 
we accept there are reciprocal responsibilities on universities and other institutions to work 
effectively in the new environment. 
 
To better inform students and safeguard minimum standards, we propose that all institutions 
admitting students to higher education courses should publish annually their minimum entry 
requirements for all commencers, including those admitted through the UAI system and, 
through assignment of an equivalent score, those admitted from outside the UAI system.  
Similarly, we propose that all institutions be required to publish their policies relating to 
recognition of prior learning and credit transfer.  Australian Higher Education Scholarships 
and Tertiary Education Loans should be available only for students enrolling with institutions 
that provide this information accurately. 
 
For our part as Group of Eight universities, we are willing within the proposed new 
framework to offer admission without regard to capacity to pay and to provide students with 
full or partial price discounts according to need and/or merit. 
 
We also have agreed to provide credit transfer rights for students of one Group of Eight 
university with other Group of Eight universities and their national and international partners. 
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9.6 Funding research 
Australia must sustain quality research capability in fields of national economic, social, 
cultural, environmental and strategic importance.  University research performed worldwide 
accounts for a substantial amount of global R&D, exceeding that of governments.43  Given 
the relatively free flow of knowledge and data between universities in different nations, 
research universities provide a key interface through which the global R&D effort can be 
accessed.  Australian universities must perform at the highest international standards and, 
through scholarly exchange, enable the nation to access the world’s advances in science and 
technology.  Australia must have, within its overall research capability, a spectrum of 
research strengths and approaches.  
 

 “A country like Australia cannot rely on a strategy of passive absorption to 

maintain strong productivity performance.  In order to benefit from the global 

public good of world knowledge, countries need to have well trained 

scientists, a technologically capable workforce and active engagement in 

cutting edge research.”
44

 

 
We take the view that if Australia’s best universities are not going forward then Australia will 
be going backwards against international competitors.  Australia cannot afford to spread 
thinly its scarce resources for building the critical mass of expertise and expensive 
infrastructure that is needed to keep pace with the world leaders in research.  If we fall behind 
the world leaders we will not catch up. 
 

9.6.1 Purposes and principles relating to university research 
For Australia to achieve and sustain international competitiveness in university research the 
following principles should guide the development of policy:  
 

• Australia should sustain internationally competitive levels of public investment in 
research; 

• the dual funding system should be continued for university research – incorporating a 
balance of competitive grants and institutional block payments; 

• competitive funding schemes (of the ARC and the NHMRC) should fund the full cost 
of sponsored research;45 

• the maximum possible share of research funding should be allocated on a contestable 
basis according to reliable measures of research performance; 

• funding for research should be distributed in a way that recognises the benefits of 
critical mass in the research environment; 

• while research block grants should be driven by the quality of research performance, 
institutions should be free to invest these funds according to their individual strategic 
missions; 

                                                
43 The business sector accounts for 67 per cent of R&D, the government sector 15 per cent and the higher 

education sector 16 per cent (OECD Main Science and Technology Indicators, 2005, Volume 2.). 
44 Dowrick, S. (2003), “A Review of the Evidence on Science, R&D and Productivity”, paper prepared for the 
Department of Education, Science and Training. Canberra. 
45 Institutions that succeed in winning competitive grants through the ARC, NHMRC and other schemes must 

find funding from other sources, including internal sources, to match or ‘leverage’ the funding available under 

the competitive schemes.  In 2003-04 this cost supplementation was estimated at $450m for the whole sector, 

with the Group of Eight share at 70 per cent or $330m. (Fell, C. et al., for the Department of Education, Science 

and Training, 2004, Evaluation of Knowledge and innovation Reforms Consultation Report. P.xii.).  
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• there should be strong incentives for industry investment in research, targeted to 
maximise additionality; 

• research training policy should be driven by student choice and encourage mobility of 
research students; 

• research training must occur only in areas where research is being performed at the 
highest levels of quality;46 and 

• funding to support research training activities should reflect the actual costs of 
providing training in different disciplines. 

 

9.6.2 National competitive peer-reviewed grants for research 
Backing Australia’s Ability I and II have resulted in welcome increases in university research 
through the ARC’s competitive schemes.  However, success rates remain very low (less than 
one in four for Discovery grants and just over one in three for Linkage grants), and the grants 
on average cover only 70 per cent of the costs of the approved research projects.  Australia 
must do more to keep pace with the world’s research leaders.   
 
We propose an increase in funding in the out-years beyond BAA2 for competitive grants 
through ARC and NHMRC.  We envisage increases to both the Discovery and Linkage 
schemes of the ARC such that by 2012 the amount of annual funding would be double its 
present value.  By 2012 we see all major competitive research funding schemes covering the 
full costs of sponsored research. 
 
Building capacity in strategic areas of research strength should be enhanced by developing 
ARC International Centres of Excellence, whereby Australian researchers would be engaged 
in furthering global research innovation through international links between research centres 
around the globe.  International Centres would enable Australian researchers to access a 
larger pool of expertise, new fields of research and new practices and models of research. 
They would enhance our capacity to exert an influence on the generation of new ideas and 
technologies world-wide. 
 
We see the need to give international training and exposure to the next generation of 
researchers. Therefore we propose introducing an international component for ARC 
postdoctoral fellowships, by extending fellowships to four years with one year spent 
overseas.  We also propose an increase in the overall number of postdoctoral fellowships. 
 

9.6.3 Adequate investment in research infrastructure 
There should be greater investment in and certainty of funding for research infrastructure.  
While the Higher Education Endowment is a welcome initiative, in the short term it will not 
produce sufficient income to meet the research infrastructure requirements of Australia’s 
universities.  The future of funding under the National Collaborative Research Infrastructure 
Strategy (NCRIS) beyond the forward estimates needs to be determined.  There has been no 
increase in the real value of IGS funding since 2001.   
 
Research Infrastructure Block Grants (RIBG) funds currently sit at around 25 cents in the 
dollar of competitive research grants and have not been above 30 cents in the dollar since 

                                                
46 For a recent analysis of the relative research performance of most Australian universities, see Valadkhani, A. 

& Worthington, A. (2006),” Ranking and Clustering Australian University Research Performance, 1998-2002”, 

Journal of Higher Education Policy and Management, Vol. 28, No. 2, 189-210. 
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2004.  We see the need to raise progressively over five years RIBG funding to 50 cents in the 
dollar. 
 

9.6.4 Mission-driven, performance-based block funding for research 
The ARC and NHMRC and other national competitive schemes primarily provide funding 
for research projects, typically on a three or four year basis.  To sustain longer-term 
fundamental research, we see the need for a new research funding program to be allocated on 
a block funding basis to universities in accordance with their mission and according to their 
research performance.  This new program would be very tightly targeted, and would reflect a 
mix of national priorities and institutional strengths.  We envisage that areas of research 
funded under this program would receive funding on seven year cycles, subject to rigorous 
cyclical evaluations. 
 
We envisage a two-way “top-down and bottom-up” development of research areas.  The top-
down approach would involve identifying research areas on the basis of (i) the quality of 
Australia’s research performance relative to the best in the world by field of research, and (ii) 
the importance of the research field to national economic, strategic, social and environmental 
priorities.  The bottom-up approach would involve universities nominating their areas of 
research strength and indicating research areas they seek to advance.  Consideration of 
bottom-up areas would not be limited to those identified from the top-down exercise.  
Universities would be required to provide supporting evidence, that can be independently 
verified, regarding the quality of their research capability and performance.  The funding 
‘compact’ approach proposed by the Opposition could provide a means of developing 
allocative criteria and monitoring the performance of universities.   
 
We envisage that the outcome of this two-way process would be a significant enhancement of 
Australia’s research capability in such areas as: Agriculture and food processing; Advanced 
(bio and chemo) materials sciences and fabrication; Bio-molecular sciences & biotechnology; 
Micro/nano electronics, photonics, optoelectronics & integrated optics; Optical and radio 
astronomy; Nuclear physics; Renewable energy technologies; Marine Sciences; Mining 
Engineering; Sustainable water for a dry continent; Sustainable energy production and 
distribution; Improved environmental management of the Australian landscape; Counter 
terrorism; Bio-security; Healthy outcomes for Australia’s Indigenous population; Better 
design for taxation, welfare and transfer payments systems; New models for health care 
delivery for an ageing population; Expanding engagement with Asia; Urban policy, human 
settlement and transport; Educational improvement in child care, pre-schooling, schools, 
vocational education and training, and higher education. 
 

9.6.5 Research quality  
The Group of Eight has consistently supported the introduction of an efficient, cost-effective, 
research quality assessment mechanism, capable of identifying and rewarding the best 
publicly funded research, wherever it occurs.  When the Research Quality Framework was 
originally proposed in 2004, our hope was that the information produced would be used to 
direct research funding to reward research excellence and to build an even stronger case for 
increased public investment in university research.  The Group of Eight is not yet convinced, 
however, that the model endorsed by the Government is capable of achieving these outcomes.  
 
The Group of Eight has advocated a preference for a validated metrics-based approach to the 
assessment of research quality and its broader societal benefits.  The approach we propose is 
similar to that which the Government of the United Kingdom announced it would move to 
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after its 2008 Research Assessment Exercise (RAE).  We believe that such an approach 
would provide a relatively simple and reliable mechanism for encouraging positive behaviour 
by institutions and researchers alike.  Under a validated metrics-based model, indicators of 
research quality and income (national competitive grant income, publication impact, 
consultancy and contract income etc) agreed as valid by disciplinary experts would be 
reported for research groups.  This information would then be subjected to a 'light touch' peer 
review validation process prior to final scores being determined in respect of academic 
quality and community benefit.  In disciplines where available performance metrics are not 
considered reliable, greater emphasis would, of course, be given to the peer review 
component.  
 

9.6.6 National research hub & spokes arrangements 
There is an opportunity to drive greater national returns from the investment in research 
universities.  Consistent with the aim of further diversifying the sector, we see scope for a 
new initiative to enable scholars from other Australian institutions that cannot sustain critical 
mass of expertise and sophisticated research infrastructure to be able to visit those that can 
and to undertake their research.  In that way teaching can be informed by research in 
institutions where research is not a major activity in a field.   
 
A flexible program to provide grants for visiting scholars to access research universities, and 
provide support to the host universities, could build a series of hub and spoke networks 
around Australia.  The resulting concentration and networks of expertise would better enable 
Australia to participate in major international developments in research. 
 

9.6.7 International engagement of Australian university research 
Australia conducts 1 per cent of global R&D47 yet compared with other nations we invest far 
less on initiatives to encourage international collaborations.  We have National Research 
Priorities and a National Collaborative Research Strategy but little thought has been given to 
Australia’s engagement with the rest of the world in research.  For instance, there is no 
formal mechanism for assessing the relative merits of participation in major international 
research partnerships.  Specific funding should be provided to develop an international 
research engagement framework for Australia, with funding targeted to facilitate linkages in 
agreed areas of priority.  
 
We note the scale of investment in large-scale research infrastructure in North America, 
Europe and Asia.  It is imperative that Australian researchers are able to collaborate in these 
new platforms and networks as appropriate to our research capabilities and needs.  Australia 
cannot function in isolation in the global network research environment, nor can this nation 
afford to provide for itself the large-scale research platforms that are being established 
elsewhere.  The nation needs to develop a strategic approach to international co-investment 
and collaboration in research infrastructure.  Current efforts are ad hoc and uncoordinated, 
and Australia is failing to take advantage of opportunities as they arise.48 
 
We propose that the Prime Minister’s Science, Engineering and Innovation Council be asked 
to build on work already undertaken, to investigate opportunities for Australian R&D 

                                                
47 Department of Education, Science and Training, (2006), Audit of Science, Engineering & Technology Skills, 

Summary Report, Canberra. 
48 The case of the European Molecular Biology Laboratory is illustrative of the problem.  Australia has been 

invited to participate as an Associate Member of EMBL, but there is no mechanism for authorising participation 

on a national basis. 
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collaboration with other countries and country groups.  We envisage these investigations 
leading to the formation of national investment and internal co-investment strategies for 
research infrastructure - to guide expenditure priorities for usage of the Higher Education 
Endowment Fund. 
 

9.6.8 Research student choice and mobility 
Students undertaking higher degree programs by research should be able to choose among the 
highest quality research training environments.  The initiatives we have outlined above are 
designed to intensify the quality of university research.  With that strengthening we envisage 
the quality of the research training environment for higher degree research students being 
enhanced.  In that context, we propose to expand the options for attracting students to 
undertake higher degrees by research.   
 
We see the need for a dual model for funding research training opportunities.  We propose 
the development of nationally portable research scholarships as a complement to the 
allocation of research training places to universities.   
 
On the one hand, it is important that universities are able to cultivate their undergraduate 
students who have an aptitude and interest in research.  To that end, the allocation of research 
training places should provide some stability and predictability for universities in bringing on 
their potential doctoral students. The Research Training Scheme (RTS) does not provide the 
necessary stability or predictability.   
 
We propose that the RTS formula be replaced, over time, with a formula like that used to 
determine RIBG grants, with incentives added to reward strong performance in winning 
industry research funding. A gradual expansion of research training places should be funded 
with the goal of raising the total number of domestic research degree students to 30,000 over 
five years.  The required number of additional places should be allocated among universities 
according to performance in competitive research schemes and industry-funded research, 
along the lines of the RIBG formula. 
 
On the other hand, we see the need to avoid situations where potential research students are 
effectively locked-in to study at a particular institution or have difficulty accessing research 
training opportunities at institutions that could better provide for their needs.  To that end, a 
scheme that provides nationally portable scholarships, with stipends, for research students has 
attractions.  Such an arrangement would expand student choice, stimulate universities to 
develop research training opportunities that meet new student interests, and add to the 
dynamism of research education in Australia. 
 
There has been no real growth in the number of research training places supported through 
the RTS since 1999, when there were some 21,500 places funded.  Neither has there been real 
growth in the Australian Postgraduate Awards (APAs) over the last ten years (1,550 
commencing APAs in 1996 and 1,561 in 2006).  The stipends (approximately $20,000 per 
year for up to 3.5 years) are uncompetitive with the non-academic labour market and expire 
before the completion of the average PhD (4.5 years). 
 
The length of funding support for PhD students should be extended to 4.5 years FTE, 
acknowledging the requirements of field work, and permitting coursework components (e.g. 
research methods, master classes, cross-disciplinary perspectives, and internships).  
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To encourage student mobility we see the need for an expansion of stipends to meet students’ 
living costs, along with improved information for guiding student choice. 
 
We see the need to provide over the next four years some 2000 new HDR scholarships with 
stipends, additional to the places allocated to universities currently through the RTS.  The 
average annual value of these new scholarships (including tuition costs and stipends) would 
be $60,000.  The individual value of a scholarship would vary according to the high or low 
cost weighting for the student’s choice of research field. 
 
Up to 25 per cent of the new scholarships should be available for attracting talented young 
international students as a means of building personal networks internationally for Australia 
into the future.  We envisage those 500 scholarships being allocated to universities on a 
competitive basis for fields of research where they are assessed for high quality research 
performance.  Each university would make its own international student selections.  
 

The other 1500 research training scholarships with stipends would be awarded to individual 
students through a national merit ranking of applicants annually.  The ranking would be 
based on scores on the Graduate Skills Assessment instrument achieved by graduates with 
first class honours or equivalent.   
 
Students awarded a research training scholarship would be free to use it at the institution of 
their choice in the field of research to which they are admitted to study.  Individual 
universities would make the admission decisions, including whether or not to admit a student 
with a scholarship and in the event of an offer of admission, any prerequisite study deemed 
necessary for the student to be able to progress satisfactorily at the standards expected by the 
university.   
 

9.6.9  Research evaluation 
As the Productivity Commission has noted, there is room for improvement in the way that 
Australia’s research funding agencies evaluate the effectiveness of their programs and the 
outcomes achieved.49  Recent debates about assessing the community benefits or ‘impact’ of 
research have highlighted the need to conceive of impact evaluation at the broad level over 
time.  While there is a need for universities to improve the communication of their outcomes, 
the major research funding agencies need to improve their evaluative and public 
communication efforts.   
 
We propose that the research funding agencies publish reports periodically on the benefits to 
the community of their funding programs. 
 

9.7 Managing the transitions 
Taken together, our proposed reforms to higher education and community service and to 
university research and research training constitute a far-reaching shift in the policy 
framework.  We believe these measures would make a major contribution to Australia’s 
research capability, national innovation and academic workforce renewal. 
 
The changes we envisage will take time to bed down.  The process of transition will need to 
be well managed with goodwill. 

                                                
49Finding 8.1.  Productivity Commission (2007), Public Support for Science and Innovation, Australian 

Government. Canberra. 
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Developments over the last seven years in the Government’s policy settings for higher 
education and university research provide a good platform for making the transitions to our 
proposed new policy paradigm.  We identify three main building blocks: 
 

• the de-coupling of funding for research training from coursework education; 
• the universal availability of income-contingent loans for students undertaking 

accredited award courses; and 
• the shift to three-year envelope funding for undergraduate and graduate coursework 

places, with a financial guarantee of 95 per cent of the operating grant of the first 
year. 

 
We see three potential further bridges in the proposals brought forward by the Opposition, in 
particular: 
 

• the unbundling of ‘compact’ funding for education, research, community service and 
innovative activities; 

• the portability of scholarships for students undertaking a higher degree by research; 
and 

• the requirement that HDR scholarships can be used only in universities that provide 
verifiably high quality research training environments. 

 
Taken in combination these six measures would help to smooth the transition for universities 
from the current model of controlled supply to a more demand-driven system of higher 
education, over a five or six year period.  Well-structured transition arrangements would 
enable universities to manage the change while continuing to provide the services they have 
committed to offer their students. They would provide institutions with adequate time to 
make the staffing and other adjustments that would be necessary.   
 
We envisage universities retaining core funding for teaching related purposes over the 
transition in order to continue providing services to enrolled students and for making 
adjustments to changing functions.  Over time, we see a number of universities being 
specifically funded through community service obligation arrangements, to continue 
scholarship in several fields of low student demand, including Classics and particular 
languages.   
 
During the transition period, we propose that each university would retain the funding it 
currently obtains through performance-based schemes for research training and research 
infrastructure (IGS and RTS).  Each university would then have the opportunity to 
reconfigure those funds to support research training only in areas where it can demonstrate 
high quality research outcomes and/or to develop its community service and knowledge 
transfer activities.    
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10. Vision 
 
In summary, we see higher education and university research helping Australia to build an 
internationally engaged competitive economy and a cohesive society.   
 
Our vision is for an Australia where access to higher education is based on intellectual 
ability, not ability to pay and where capable students are not deterred from participating by 
up-front costs.  Students choose where and what they study, are provided with accurate and 
timely information to guide their choices, have access to second-chance learning 
opportunities and  receive recognition for their prior learning. 
 
We envisage Australia with a high quality higher education sector of diverse institutions 
playing to their strengths in responding to changes in student demand and labour market 
requirements.  Australian higher education qualifications testify to standards of learning 
outcomes that enable graduates to gain employment in their fields anywhere in the world. 
 
We see our research universities performing at the highest international standards while 
providing service of value to their local communities.  Australian researchers have access to 
state-of-the art research facilities and centres of expertise.  There is proper accountability for 
research training.  Early and mid career researchers are developing as leaders in the next 
generation.  
 
We see too a properly regulated and well-governed sector that is adequately resourced, 
providing institutions with the discretion and flexibility they need to sustain quality and 
competitiveness. 
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Appendix 
 
Higher education policy and financing in Australia 
Seven ‘periods’ may be identified in the evolution of higher education policy and financing 
in Australia.   
 
The first and longest period, from institutional establishment (early 1850s) through to the end 
of the Second World War was elite in terms of student access and of varying utility to 
economic needs, with graduates prepared either for specific professional occupations or 
generalist roles.  Individuals and employers paid the bulk of costs, along with significant 
investments by State governments.  
 
Australia’s first universities were small, undergraduate teaching institutions with varying 
levels of public endowment.  Except for the University of Western Australia, they charged 
fees.  Prior to World War II, the Commonwealth Government provided minor assistance for 
research.   
 
Emerging federal government involvement 
Second, the post-war period saw the rise of federal government interest in soldier 
resettlement, scientific advancement and international development assistance, with the 
national government providing merit-based scholarships to meet tuition costs and student 
living expenses.  Acquiring income taxation powers from the states, the Commonwealth 
employed the universities to give effect to its manpower and welfare policies.   
 
The Murray Committee of 1957 found the universities to be short-staffed, poorly housed and 
ill-equipped, with high student failure rates and weak honours and postgraduate schools.  To 
address the ‘malaise’ Murray recommended that the Commonwealth accept greater 
responsibility for the universities by financing recurrent and capital expenditures for periods 
of three years, to enable the universities to plan ahead.  The Menzies Government accepted 
the recommendations through the States Grants (Universities) Act of 1958 and subsequently 
through the Australian Universities Commission Act of 1959. 
 
From 1956 to 1966 the student population in universities trebled and the proportion of gross 
domestic product allocated to universities, in the form of grants from the Commonwealth and 
the states, doubled.  During the economic recession of the mid 1960s Menzies expressed 
concern about the expansion of universities and student enrolments and the associated rising 
costs.  He asked the chairman of the Australian Universities Commission, Emeritus Professor 
Sir Leslie Martin, “to address itself, and find solutions, to the problems of providing the 
necessary amount of tertiary education within financial limits which are very much more 
modest than under our present university system”. 50  Martin recommended the establishment 
of a second tier of colleges, below the universities, to offer courses of vocational education 
and to serve the community, allowing the universities to concentrate more on research and 
research training.  Prime Minister Gorton, modifying Martin’s proposals, announced the 
creation of a binary divide in Australian higher education with the formation of colleges of 
advanced education (CAEs), that were to be primarily teaching institutions, with a vocational 
emphasis mixed with some general education and offering awards to the level of Diploma.  

                                                
50 Prime Minister, Sir Robert Menzies, private memorandum to AUC Chairman, Sir Leslie Martin, 15 

November 1960. 
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Rapid growth in student demand quickly saw these colleges offering baccalaureate degrees 
and higher degrees and engaging in applied research, for which they received no additional 
funding. 
 
Free higher education 
Third, in 1974 the Commonwealth and State governments agreed that the Commonwealth 
would assume full financial responsibility for higher education in Australia, although the 
universities (except for the ANU) continued to be established under State statutes.  The 
Australian Government also introduced a means-tested allowance for eligible full-time 
students (the Tertiary Education Assistance Scheme).  Under Fraser Government a Tertiary 
Education Commission was established in 1977 (responsible through three councils 
respectively for universities, colleges of advanced education, and technical and further 
education institutions).  All tertiary education continued to be provided on a tuition free basis, 
except for a few private colleges operating mainly in the vocational training sector.  
 
The late 1970s and early 1980s saw many amalgamations within the advanced education 
sector and between the CAEs and universities in efforts to drive down system costs through 
scale economies.  The rising number of students and their aspirations and those of the CAEs 
themselves, together with the blurring of the sectoral boundaries through the amalgamations 
processes, in the eyes of many but by no means all, eroded the basis established by Martin for 
the binary divide.   
 
Rebalancing financing responsibilities in a unified national system 
Fourth, a redistribution of the costs of higher education was effected in 1989 to better reflect 
private and social rates of return to education, through the introduction of the Higher 
Education Contribution Scheme (HECS).   This shift occurred in the context of growth in 
public funding for enlarging graduate output to help achieve economic development 
objectives.   
 
In 1987 a major reform process was set in train by the Australian Government, culminating in 
Minister John Dawkins’ white paper, Higher Education: A Policy Statement (July 1988).  
Dawkins saw the main challenge being that of finding the appropriate balance between 
maintaining a higher education system able to take a long-term and independent approach in 
pursuing its teaching, scholarly and research functions, and using higher education more 
effectively to address national economic and social problems.51  The reforms were intended 
to increase opportunities for participation in higher education, increase graduate labour 
supply to help boost Australia’s economic competitiveness, make the sector more responsive 
to national needs, and provide a more flexible operating environment for institutions.  The 
main reforms were: 

• major expansion in student places; 
• introduction of rolling triennial funding arrangements with operating funds allocated 

as a single block grant rather than multiple specific-purpose elements; 
• introduction of new, specific-purpose programs to improve equity of access by 

disadvantaged groups; 
• abolition of the binary divide between universities and other higher education 

institutions and the creation of a ‘Unified National System’.  Associated with this was 
a major program of amalgamations and rationalisations resulting in significantly 
fewer institutions, most of them eventually to become universities ; 

                                                
51  DEET (1993) National Report on Australia’s Higher Education Sector 
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• establishment of annual profiles documentation and meetings processes for 
institutions and the Commonwealth to agree on key resource allocation and 
performance objectives and targets, and discuss strategic issues; 

• targeting of research funds to reward excellence, including a ‘clawback’ of funds 
from former universities’ operating grants to support research in the new universities 

• incentives (through a National Priorities (Reserve) Fund equivalent to 2 per cent of 
the annual operating grant to universities) for improvements in institutional planning, 
innovation and governance; 

• increased flexibility for institutions regarding staff conditions of employment; and 
• establishment of a National Board of Employment, Education and Training, 

comprising Councils with advisory responsibilities for schooling, skills formation, 
higher education and research. 

 
Growth in the supply of places to meet increasing student demand and changing labour 
market requirements, was funded through a combination of additional taxpayer-funded 
budget outlays and a new program of student fees.52  The fees were set by the Government at 
a flat rate across all institutions and as a proportion of the average tuition costs, varied by 
broad fields and levels of study.  The student contribution, on average, represented around 25 
per cent of the cost of provision.  Students could either pay their fees up front (with a 25 per 
cent discount) or defer them until their income reached the equivalent of average (male) 
weekly earnings (annualised).  This income-contingent loans arrangement was administered 
through the personal income tax system by the Government’s taxation agency.   
 
The Higher Education Contribution Scheme (HECS)53 was seen as a major equity measure in 
two ways.  First, as a tuition fee paid by those able to access higher education (with students 
drawn disproportionately from better off households), it reduced the cost burden on general 
taxpayers, including those not able to participate in higher education, for funding the 
expansion of opportunities.  Second, as an income-contingent loan, it removed the barrier of 
up-front fees for those students having the academic merit to participate but lacking the 
financial means to pay for admission (either to put up cash or borrow off the commercial 
lending market). 
 
In December 1988, the Government announced a change to its policy for the education of 
international students.54  Effective from 1 January 1990, all new overseas students were to be 
full fee paying students.  To ensure that these international students did not displace 
Australian students or obtain cross subsidy from Australian taxpayers, the Government set an 
indicative minimum course fee (equivalent to the HECS plus subsidy rate for a given course 
of study).  
 
The 1989 Policy Statement, Research for Australia, Higher Education’s Contribution,

55 set 
an agenda for increasing the national return on science through processes that directed 
resources for research to the best researchers through a policy of selectivity and 

                                                
52 In 1987, the Higher Education Administrative Charge required an up-front fee of $250 for all students, both 

full-time and part-time. 
53 The HECS scheme was based on recommendations of the Report of the Committee on Higher Education 

Funding, chaired by former NSW Premier Neville Wran, which reported in April 1988 
54 the previous policy provided for an overseas student charge and the incorporation of international students 

into the funded enrolments of institutions.  The policy change involved a reduction of the enrolment targets and 

associated operating grants for institutions according to their international student numbers. 
55 Dawkins, J.D. Research for Australia: Higher Education’s Contribution, AGPS, Canberra. May 1989 
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concentration.  The policy intent was that institutions “will increasingly be funded according 
to what they do rather than according to an arbitrary classification based on institutional 
title”: 
 

Research funds should be allocated competitively, and should go to those institutions, 

research groups and individuals best able to make the most effective use of them.
56

 

 
An amount ($65 million in 1987 prices) was clawed back from university operating grants 
over a three year period and redistributed to the Australian Research Council and the National 
Health and Medical Research Council for competitive allocation.  The Government 
encouraged institutions to adopt a flexible approach to salary determination, develop non-
salary remuneration packages and offer staff access to consultancy income, to enable 
institutions to attract and retain high quality staff in disciplines of strong demand.  The policy 
framework also encouraged contributions from other sources such as industry, State 
governments, other research agencies and institutional resources.  A number of research 
priority areas were identified for five-year, performance-based funding.57  Research proposals 
in the designated priority areas were to be judged on the basis of scientific or technological 
merit, the commercial potential or utility of the proposal, the extent to which the research 
would lead to collaboration between institutions (or groups within an institution), and the 
probable impact of a successful outcome for the research.58 
 
The process of establishing the ‘national unified system’ included the adoption of normative 
funding of student places for purposes of equity and transparency.  In 1986 the relative 
funding base of institutions varied by up to 35 per cent.  In 1990 the Government released a 
paper, Assessment of the Relative Funding Position of Australia’s Higher Education 

Institutions, which contained a matrix of funding rates by discipline groups and levels of 
study.  The model was a rough approximation of relativities, such that its application allowed 
for errors through the use of a tolerance band of plus or minus 3 per cent variation.  It was 
intended for once-off application at the sector-wide level only to provide a level playing field 
for universities.  Relatively over-funded institutions were provided adjustment assistance 
over a few years to carry additional students with or without a phased reduction to their 
funding.  Relatively under-funded institutions could have a reduced enrolment target and a 
phased increase to their operating grant. 
 
 
 

                                                
56 ibid, page 2 
57  The national priorities included: materials science, including aspects of mineral processing; scientific 

instruments and instrumentation; cognitive science; molecular approaches to the management of Australia’s 

biological resources; and marine science and technologies.   
58 Dawkins, 1989. Op cit. Page 25 
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Progressive liberalisation of policy settings 
Fifth, policy controls were progressively liberalised to enable universities to charge fees to 
overseas students and postgraduate domestic students, as the rate of public funding slowed 
and universities had to find productivity gains and/or other sources of revenue to meet rising 
costs.   
In July 1992 the Commonwealth issued new guidelines for postgraduate courses for which 
fees could be charged.  Initially, fee-paying places were capped at 20 per cent of funded 
postgraduate places across the sector.  Research higher degree students and those studying at 
postgraduate level for a first professional qualification were protected from fees.  Institutions 
could use a proportion of their funding for postgraduate places to cross-subsidise fee-paying 
places ‘within load’ as well as charge full fees ‘outside load’.  In 1994 the Government 
removed restrictions on the number of postgraduate places institutions could offer and the 
fees they could charge for non HECS-liable students.  After 1996, as forward projections for 
funding and funded student places were revised down by 4.9 per cent cumulatively for the 
years 1997, 1998 and 1999, the bulk of reductions were made in postgraduate non-research 
places.  Effectively, postgraduate coursework became fully deregulated in terms of volume 
and price. 
 
Initially, the Government’s requirements relating to target setting, planning documentation 
and performance reporting by institutions were formidable59.  In each successive year 
following the Government’s 1988 White Paper, the practice of policy became less 
prescriptive.  National targets for graduate output by fields of study were abandoned, data 
collections were reduced and requirements for mandatory research management plans were 
disbanded.  Project-specific capital works financing was replaced in 1994 by a “roll-in” of 
capital funding ($287 million) into general operating grants, with the quid pro quo that 
universities would develop capital management plans for the maintenance of their assets.  
This change encouraged universities to attend to the condition of their stock and focus on 
issues of capital depreciation, utilisation efficiencies and investment strategies.  Detailed 
approval and accounting processes for course shifts across fields of study were relaxed, 
giving the universities greater discretion to be responsive to changes in student demand, and 
opening up competition among them domestically.   
 
Enterprise-based bargaining, which had been developing across sectors of the economy, was 
extended to the higher education sector in 1993.  National framework agreements were 
negotiated by the Australian Higher Education Industrial Association and tertiary education 
unions for both academic and general staff in 1993.  Individual universities subsequently 
lodged their own 12 month first stage agreements, based on the national framework 

                                                
59 The protectionist reaction from the academy to the direction of reform was to attack instrumentalism, 

economic rationalism and managerialism as undermining the traditional, collegial culture of the university 

which is predicated on the free flow of ideas and free choice in individual action regarding teaching and 

research. [Bessant, B. “Managerialism, Economic Rationalism and Higher Education”, in Marshall N. & Walsh, 

C. The Governance and Funding of Australian higher Education, Federalism Research Centre, Australian 

National University, Canberra. 1992.]  The market-oriented reaction identified five main areas of concern 

arising from the post-Dawkins developments: over-centralisation and bureaucratic intrusion; a tendency to 

uniformity in university aspirations and behaviour; inherent instability associated with new institutions merged 

from conflicting cultural traditions; a declining level of public funding per student without options for 
universities to raise revenue outside the tight regulatory framework; and the massification of higher education 

including those who might be more able to benefit from vocational education and training.  Deregulation (of 

student volume and pricing controls) was seen to be the next necessary and inevitable phase of higher education 

policy development. [Karmel, P. “The Australian university into the Twenty-First Century”, in Marshall & 

Walsh, 1992 op. cit.] 
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agreements, with the Australian Industrial Relations Commission.  The agreements involved 
the payment of an economic adjustment of 1.4 per cent and a further 1.5 per cent to be paid 
twelve months later.  The Government agreed to provide ongoing supplementation for these 
increases, consistent with the arrangements applying to the Australian Public Service.  In the 
second stage, commencing September 1994, universities negotiated a 2 per cent productivity-
related increase that was not supplemented by the Keating Labor Government.   
 
The changes of 1996 - 2002 
Sixth, Significant policy and funding changes occurred following the election of the Howard 
Government in 1996.  The rate of growth in public funding of higher education slowed and 
new opportunities were opened up to raise revenue from private sources: 

• Reductions in the forward estimates for university operating grants from 1997 to 2000 
(6 per cent over four years) and a commensurate reduction in funded enrolment 
targets, with protection for undergraduate places 

• Marginal funding (at the discounted minimum HECS rate) from 1998, for HECS-
liable undergraduate places above an institution’s undergraduate enrolment target 

• Authorisation of institutions to charge fees, from 1998, to domestic undergraduate 
students, up to 25 per cent of enrolments in a course, for institutions that met their 
undergraduate enrolment targets 

• Reduction of the threshold for HECS repayments from average weekly earnings to the 
first income taxation threshold ($20,701 for 1997-98) 

• Introduction from 1997 of differential HECS rates for three bands of discipline 
groups, based on actual course costs, likely future benefits to students and student 
demand.  The differential rates were applied to units of study taken as part of an 
award course. 

• Abolition of the Higher Education Council. 
 
An important element of this policy mix was a re-setting of the balance between student and 
taxpayer contributions to the costs of higher education, and breaking of the nexus between 
the cost of a course and the price to the student.  Students were now to pay on average around 
40 per cent of the cost of a course, but in the case of Law 85 per cent.  However, the 
Government remained the price setter and the prices remained common by field of education 
for all institutions.   
 
Upon the change of Government in 1996, Minister Amanda Vanstone made it clear that “The 
Government does not intend to provide any across-the-board supplementation for salary 
increases in the higher education sector”.60 New indexation arrangements for Commonwealth 
grants, announced by the previous Government, were introduced in 1996, with the objective 
of fully excluding the impact of productivity-based wage rises from salary-related indexation.  
The new arrangements included indexation of the notional salary component of operating 
grants (75 per cent) by the Safety Net Adjustment and the non-salary component (25 per 
cent) by the Treasury Measure of Underlying Inflation.  University certified agreements 
delivered salary increases of 11-12 per cent in the period 1997-99, and a further 12-13 per 
cent over three years from 2000-01, significantly in excess of the indexation provision.61 

                                                
60 Vanstone, A. (1996) Higher Education Funding Report for the 1997-99 Triennium 
61 The SNA may be compared with the Wage Cost Index of community-wide wage movements.  For 1998, 1999 

and 2000 the SNA increase was 1.5 per cent, 1.4 per cent and 1.3 per cent respectively, whereas for the WCI the 

comparable rates were 3.1 per cent, 3.0 per cent and 3.4 per cent.  Another comparison is that between 

movements in the new index of 10.9 per cent over the period 1995-2001 and growth in average weekly earnings 

of 25.9 per cent over the same period. 
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In December 1999 the then Minister, David Kemp, issued a policy statement on research and 
research training, Knowledge and Innovation, which provided a new framework to encourage 
research concentration, stronger research links with industry and better integration of research 
within the national innovation system.  Specific measures included: 
 

• performance-based funding for research infrastructure through the Research 
Infrastructure Block Grants Scheme (based on institutions’ success in competitive 
research grants) and the Institutional Grants Scheme (weighted 60 per cent for 
research income from all sources62, 30 per cent for research student enrolments, and 
10 per cent for research outputs); 

• de-coupling of funding for research training ($504.5 million in 2001) from general 
operating grants, allocated on a performance basis (50 per cent research degree 
completions, 40 per cent research income, 10 per cent research outputs); and 

• duration limits on the funding (HECS-exempt) for research degree students of 3 years 
FTE for Masters and 4 years FTE for doctoral students. 

 
In January 2001 the Government announced a $2.9 billion package of initiatives, Backing 

Australia’s Ability, with around half of the funds flowing to universities.  Funds for 
competitive research grants administered by the ARC were doubled over five years 
($736.4m).  Funding for research infrastructure (RIBG) was restored to a level of 20 cents in 
the dollar of competitive grants ($337m) over five years.  Funding was provided for a new 
systemic infrastructure program (246m over five years) on a collaborative bidding basis.  An 
additional 2000 undergraduate student places for designated fields of study were allocated by 
tender for the first time.  An uncapped and interest-free income-contingent loans scheme was 
made available for postgraduate students (PELS). 
  
A new Workplace Reform Program was announced in December 1999, offering additional 
funding for salary supplementation, conditional upon universities agreeing through certified 
agreements, to implement a range of management, administrative and industrial reforms.  The 
program provided a one-off supplement of 2 per cent of the salary component of operating 
grants payable in two stages.  The first stage, providing supplementation for 18 months, 
required universities to satisfy at least 9 of 14 Government-set criteria.  The second stage, 
involving the permanent incorporation of the supplement into the base operating grant, 
required universities to demonstrate implementation of the agreed reforms. 
 
 
Changes from 2003 
In April 2002, Minister Brendan Nelson issued an Overview Paper, Higher Education at the 

Crossroads, commencing a process of discussion and giving rise to the introduction in 
September 2003 of the Higher Education Support Bill, 2003.  The discussion paper, Setting 

Firm Foundations (July 2002) argued the need for change from a ‘unified national system’ to 
a more responsive, differentiated system.  The main arguments for change related to 
anomalies in the current policy framework, either creating incentives for undesirable 
behaviour on the part of established institutions or thwarting the emergence of alternative 
providers of education services.  Interestingly, a normative approach to supply-side financing 
was seen to be more a part of the problem than the solution: 

                                                
62To encourage research links with industry and diversification of the research orientations of different 

universities and researchers, the previous double weighting for peer-reviewed competitive grants over industry- 

funded research was removed. 
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In an environment where revenue diversification is being encouraged, universities have 

only limited control over their greatest source of income, undergraduate students.  The 

current base operating grant approach means that funding is distributed according to a 

‘one-size-fits-all’ model.  Lack of flexibility in the model means that universities receive 

the same amount for students in particular disciplines regardless of the number of 

students studying that discipline, where they are studying and their mode of study.  This 

can be problematic as university cost structures vary considerably because of location, 

historical advantage, the size and scale of operations and the types of services that are 

offered. 

Universities are not rewarded for high progression and completion rates or particular 

learning outcomes nor are they rewarded for teaching particular disciplines that may 

be of local or national significance.  The limited flexibility of current funding 

arrangements does not provide any real incentives for institutions to diversify or 

specialise their course offerings or engage with their local communities to ensure that 

they are being responsive to student and community needs. 

 

There are also rigidities in shifting student places between institutions. Anomalies in 

the financing policy framework create perverse incentives for institutions to behave in 

ways they would not otherwise choose to do in order to fulfil their missions.  The high 

levels of over-enrolment at marginal rates is one example.  Institutions can also ‘get 

around’ regulatory constraints in various ways, such as by enrolling students in sub 

degree programs through their commercial arms and articulating them later to a 

degree course. 
 
Anomalies in student financing arrangements were also seen to be problematic.  HECS loan 
assistance was available only for undergraduate students in public institutions studying with a 
government tuition subsidy.  The tuition subsidy was available only to public institutions.  
Fee-paying students in private or public institutions could not access the HECS loan 
arrangements.  Fee-paying postgraduate students could access an income-contingent loan 
(PELS) only if they were enrolled with a public institution.   
 
The Nelson reforms of 2003 involved changes to policy instruments and settings to promote 
price deregulation, expansion of fee-paying access and associated extension of loans for local 
undergraduates, and facilitation of the entry of private providers.   The major specific policy 
shifts were: 
 

• from central pricing controls to partial fee deregulation for local undergraduate 
students (including flexibility for institutions to charge up to 25 per cent more than 
current prices for subsidised undergraduate places and to admit up to 35 per cent of 
students in subsidised courses on a full fee-paying basis)   

• from unlimited to duration-limited tuition subsidies for undergraduate students (up to 
5 years full-time equivalent, with exemptions for Medicine and specific other degree 
programs) 

• from limited to open access of (undergraduate and postgraduate) students to income-
contingent loans to meet tuition costs (with a ceiling on FEE-HELP loans of (initially 
$50,000 and later raised to $80,000) for students not enrolled with a tuition subsidy 
and eligible for HECS-HELP loans) 

• from a predominantly public sector set of institutions to a mix of private and public 
providers  
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• from rolling triennial block funding of institutions to annual purchasing of defined 
services as the basis for allocating public resources; 

• from flexibility for universities to move funded places across fields of study to 
prohibitions and penalties on actual deviations from agreed enrolments by discipline 
group, each having a dollar value (‘funding clusters’); and 

• from incentives (marginal funding rates per student place) for universities to over-
enrol against planning targets to penalties for over-enrolment. 

 
As a device for permitting pricing variation within the HECS arrangements the 
Commonwealth identified maximum permissible ‘student contribution amounts’ up to 125 
per cent of the prevailing HECS rate for each field of education minus the tuition subsidy 
(‘Commonwealth contribution amount’).  Those amounts were derived from the 1996 
decision creating different HECS bands and mixing up low-cost and high-cost disciplines 
within those bands.  A further complication was a 2003 decision to hold HECS at the then 
prevailing maximum rate for teacher education and nurse education rather than allow price 
variations for those fields of up to 25 per cent above that rate.  There was no change to the 
value of the tuition subsidy for any discipline, and the old weights of the 1992 relative 
funding model were maintained at the undergraduate level.  Hence 12 ‘funding clusters’ were 
set at the undergraduate level.  A providing institution would be paid the value annually of 
the total mix of student enrolments across the 12 clusters.  The arrangements required 
institutions to advise the education ministry, nine months before the commencement of a 
course, of the expected distribution of enrolments by funding cluster for the year ahead.  If 
the ministry agreed with the proposed (expected) distribution the institution would be paid 
accordingly.  If it turned out that the actual mix of aggregated funding cluster enrolments 
overshot the value ‘agreed’ by more than 3 per cent or undershot by more than 1 per cent, the 
institution would be liable to financial penalties.   
 
As it turned out, not unexpectedly in a context of declining public funding, it was not long 
before almost all universities were charging uniformly at the maximum permissible rate of 
125 per cent across all courses, calling into question the rationale for maintaining the funding 
clusters.  Their main effect was to atomise the funding of universities for their core funding 
of undergraduate teaching, and to persist with a normative funding regime for the public 
funding of student places while there was no room for price increases for the private funding 
component.  While the rhetoric was about markets and deregulation, the reality was loss of 
institutional flexibility.   
 
Minister Nelson made a number of improvements to policy settings.  He reinstated the HECS 
repayment threshold to average earnings (lowered by Vanstone to the first taxable income 
level).  He provided for sources of growth in the funding rate per student (without addressing 
the adequacy of the indexation for operating grants) through a stepped increase over three-
years of 7.5 per cent conditional on universities undertaking specified workplace and 
governance reforms, and through (limited) pricing flexibility for HECS and growth in full fee 
payers.  He converted PELS to a comprehensive scheme for all local fee-paying students, and 
he increased the provision of scholarships for equity groups. 
 
Beyond the issues relating to the funding Act, Nelson took a number of controversial 
interventionist steps.  He declared his disdain for ‘cappuccino courses’, ironically while 
enjoining universities to be more responsive to student demand.   He promulgated that no 
new courses could be opened, nor existing courses closed without his approval.  Official 
guidelines also required universities to obtain central permission to move the delivery of a 
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course from one semester to another.  Since 2005, the Government has prohibited the 
inclusion of student services fees into total service packages. 
 
All of this micro-management led the former Vice-Chancellor of the University of Sydney, 
Sir Bruce Williams to label Nelson a ‘de facto director-general of higher education’, 63and for 
the eminent economist Max Corden to speak of ‘Moscow on the Molonglo’, whereby Nelson 
was behaving a bit according to Adam Smith and a bit according to Karl Marx.64  Nelson had 
also expressed a desire to see greater differentiation within the higher education system but 
had not put in place any change to the structure of incentives to achieve such an outcome. 
 
Nelson’s successor from 2006, Minister Julie Bishop, picked up on the theme of diversity, 
concerned about the “relentless pursuit of sameness” with too many look-alike universities 
offering similar courses.65  Revised national protocols for approval of higher education 
providers, an outcome of processes set in train by Nelson, allowed for greater diversity 
among new entrants to the higher education marketplace.  Whereas Nelson sought to promote 
diversity of supply through pricing flexibility, Bishop encouraged established universities to 
differentiate their missions, promoting US-style liberal arts colleges, teaching-only 
institutions, and single-field institutions, curiously alongside talk of “university mergers”.   
 
The 2007 correction of policy errors  
Seventh, after the confused and partial settlement of 2003, policy went into drift. 
Notwithstanding rising pressures on costs and quality, the options for universities to raise 
additional revenue were constrained and an incoherent regulatory framework was jarring up 
against marketisation measures.   
 
In the 2007 May Budget the Government announced an overhaul of its higher education 
financing policy, with initiatives in education funding enhancements, deregulation, 
endowment for capital works, incentives for differentiation, and student income support.   
 
A Higher Education Endowment Fund, initially $5 billion, provides in perpetuity an annual 
income stream for capital works and research facilities.  Rent assistance was extended to 
students on Austudy.  Eligibility for income support was extended to Master’s Degree 
students undertaking a first professional qualification or participating in a restructured course.  
A “diversity and structural adjustment fund” ($209m over 4 years) has been created to 
encourage the specialisation and networking of regional and smaller metropolitan 
universities.   
Funding rates per student were increased in a number of courses, and the funding clusters 
were reduced from 12 to 7.  It has been announced that annual funding agreements will be put 
on a three-year basis. It is not yet clear whether under- and over-enrolments will be treated on 
an annual or three-year envelope basis.   
 
The Budget changes unveiled a significant revision of the regulatory framework, involving, 
relaxation of the caps on over-enrolment, with full funding for over-enrolments up to 5 per 
cent above target load, and no loss of revenue for under-enrolments exceeding 5 per cent of 
target load, and removal of the limits on the number of full fee-paying students.  Fee-HELP 
loans have been extended to Diploma courses with VET (but not TAFE) providers. 

                                                
63 Williams, B. (2005), Making and Breaking Universities. Macleay Press. Sydney. Page 307. 
64 Corden. W. M. (2005) “Australian Universities: Moscow on the Molonglo”, Quadrant Magazine, Vol. XLIX, 

No. 11. 
65 Bishop, J.(2006) speech at Curtin Institute Public Policy Forum, 24 July  



Seizing the opportunities: A Group of Eight policy discussion paper, 6 June 2007 

Page 67 

 

 
However, all institutions will continue to be funded by government at common rates per 
place by field, and there has been no rise in HECS prices limits.  The underlying problem of 
inadequate indexation has not been addressed.  No additional expenditures have been 
announced for research, research training, early and mid researcher career development, and 
research infrastructure.  
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