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The Hon Dan Tehan MP 
Minister for Education 
Parliament House 
Canberra ACT 2600

30 June 2019

Dear Minister

On 18 December 2018, you announced my appointment as Chair of the expert panel to provide advice on 
implementing performance-based funding to improve university student outcomes in Australia. 

On behalf of the expert panel for performance-based funding of the Commonwealth Grant Scheme, I am pleased 
to submit our final report which sets out the expert panel’s key findings and several options going forward. 
Through in-depth research and analysis, stakeholder engagement, and collaboration, the expert panel has 
come up with a number of policy recommendations that it proposes for implementation.

Over the past several months, the expert panel undertook a consultation process with higher education 
stakeholders through 15 targeted consultations and 45 written submissions received in response to our 
discussion paper. We explored and considered potential design options and performance measures 
to underpin a fair, fit for purpose, robust and feasible performance-based funding scheme. I have been 
impressed by the level of stakeholder interest and engagement in this process.

It is the expert panel’s view that Australia has a world-class higher education sector, as shown in Australia’s 
strong performance in international university rankings. This view is supported in the public submissions and 
by the stakeholders we consulted. The expert panel considers the performance-based funding scheme an 
opportunity to build on the strengths of Australia’s higher education sector. The performance-based funding 
scheme is one of many policy initiatives designed to promote continuous improvement and excellence in 
Australia’s higher education sector and focus attention on maintaining the high quality and standard of 
the sector.

This report, and the proposed model therein, addresses this need in accordance with the key principles of 
fitness-for-purpose, fairness, robustness and feasibility.

The expert panel was independent and comprised significant expertise and experience. To our regret, 
Ms Barbara Bennett retired from the panel on 8 April 2019. She played an integral part in the initial stages of 
the project and I would like to thank her for her contribution. To the rest of the panel, I would like to take this 
opportunity to offer my appreciation to Professor Rufus Black, Professor Greg Craven, Professor Dawn Freshwater 
and Professor Sandra Harding for their insights and contributions in the course of the scheme development. 
I would also like to thank the department for its professionalism and dedication in supporting the expert panel 
in its work. 

Yours sincerely

Professor Paul Wellings CBE
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ExECUTIVE SUMMARY

EXECUTIVE SUMMARY

The Minister for Education has appointed the expert panel for performance-based funding for the 
Commonwealth Grant Scheme (the Panel) to provide advice on the design and implementation of the scheme 
for implementation in 2020, in accordance with the Terms of Reference (Appendix 1). The Panel has considered 
extensive sector feedback through targeted consultations and public submissions, conceptual and statistical 
analyses, and review of relevant performance funding models, which provides an evidence base for developing 
the scheme. This final report presents the Panel’s considerations and recommendations on the design and 
implementation of the scheme.

Australian higher education is a strong world-class sector. The performance-based funding scheme 
contributes to the evolution of the whole higher education funding system by balancing certainty with greater 
responsiveness to public funding system priorities on teaching and learning, while respecting sector differences. 

Performance measures can be complex and challenging. An analysis of the performance funding models across 
a number of countries further indicates that there is no ‘ideal’ model, with each model showing strengths, 
weaknesses and policy trade-offs. Acknowledging the complexity of this task, the Panel sees the merit of 
implementing the scheme in 2020 with a simple and resilient model that is predictable with low administrative 
complexity. This will allow adjustment to shifting national priorities and the changing higher education 
landscape over time. 

While stakeholders’ views on the design and implementation of the scheme are varied, importantly, we have a 
broad consensus on a contextually responsive scheme that recognises sector differentiation. The contextualisation 
of design elements would mitigate the potential perverse outcome of driving sector convergence. 

Objectives and underpinning principles 

The Panel noted the critical importance of the objectives and key principles for guiding the scheme’s 
development, particularly optimising potential intended impacts on steering effect on institutional 
accountability for and awareness of national priorities, and minimising potential unintended impacts 
such as driving sector uniformity, as identified from relevant performance funding systems.

Australia’s performance-based funding scheme aims to:

 ¡ create more accountability for the spending of public money on specific national higher education priorities 

 ¡ promote and develop sound performance assessment of teaching and learning at universities 

 ¡ create financial incentives to improve specific areas of university performance.

The following four principles of the scheme offer a meaningful conceptual framework against which the 
assessment of potential options of the design, measures and thresholds was made:

 ¡ Fit for purpose 

 – to promote a high-quality education system

 – to provide effective and reasonable incentive to improve universities’ performance and student outcomes.
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 ¡ Fair

 – to reflect a university’s overall performance

 – to recognise a university’s distinct mission, student characteristics and geographical locations.

 ¡ Robust

 – to be reliable with evidence based on accurate and trusted data

 – to be valid using a transparent, clearly defined and rigorous methodology. 

 ¡ Feasible 

 – to allow for accurate performance measurement in a cost-effective and timely manner 
(for both universities and government) for implementation from 2020

 – to be simple to implement and administer.

The Panel noted the wide support from the sector for starting with a simple and robust model. This has informed 
the design, measures and thresholds of the scheme, and has underpinned the need for rigorous statistical 
analysis to validate the model prior to implementation. 

Design, measures and thresholds

The Panel proposes a small set of core measures for 2020, in order to implement and administer a simple model 
and to allow the Government to align the scheme to national priorities of the day. The scheme will also include 
the option for universities to submit a qualitative narrative to help contextualise their performance against 
the core measures. Further contextualised measure thresholds will recognise the varied missions of these 
universities and their students’ characteristics.

The Terms of Reference have defined broadly the parameters of performance measures. The Panel proposed 
four measures for the scheme based on the following considerations:

 ¡ Student success: As widely supported by the sector, adjusted attrition rates are a contemporaneous measure 
(lagging by a year). The first-year attrition rates are a very good proxy for long-term failure to complete (9-year 
non-completion rates). A potential dimension should include students transitioning from higher education to 
the vocational education and training (VET) sector.

 ¡ Equity group participation: Widely supported at the consultations, with little to no opposition from 
submissions, participation by Indigenous, low socio-economic status, and regional and remote students 
has also been a focus of recent government equity policy. The Panel supports a measure with equal 
weightings given to participation of these student groups to recognise their vital importance.

 ¡ Graduate outcomes: ‘Overall employment rate’ is a relevant measure to capture the complexity of 
employment in terms of the changing nature of professions and varied job seeking patterns, despite the 
limitation of this short-term measure in reflecting a contemporary view of graduate outcomes. This is 
also in line with the sector support for a broader definition of employment rates based on a similar notion. 

 ¡ Student experience: A large proportion of stakeholders were in favour of this measure. It is also the only 
student-centric measure currently under consideration that directly links to student experience. The Panel 
proposes the measure of student satisfaction with teaching quality due to its relevance to the purpose of 
this scheme.
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Thresholds for these performance measures have been set with contextualisation in mind, as shown below: 

 ¡ A university-specific ‘improvement’ approach is applied to the Quality Indicators for Learning and Teaching 
(QILT)-based measures (graduate outcomes and student experience), whereby a university’s threshold is 
based on its own historical performance. This threshold setting approach, well supported by the sector, 
presents a strong method for contextualising a university’s performance. A further contextualised element 
to these measures is applied: the graduate outcomes measure is adjusted to account for local employment 
rates, and the student experience measure is adjusted to account for correlation with study area. 

 ¡ A sector-wide approach is applied to the equity group measure, whereby a university’s performance 
threshold is set relative to the sector average. The nature of this particular measure—rewarding enrolment 
of equity groups—is itself a contextualisation method and so does not employ modifications to determine 
performance thresholds.

 ¡ A sector-contextualised approach is applied to the measure of attrition, whereby a university’s performance 
threshold is set through a statistical means to accounting for the university’s student and course characteristics.

Growth, treatment, and allocation of funding

The performance-based funding scheme should apply the national population growth rate for 18–64 year olds to 
each university from 2020. This approach is far simpler and fairer than applying more regional-based population 
growth rates. This view is supported by a large proportion of stakeholders. Moreover, a national population 
growth rate applied to universities in regional and remote areas would create capacity for these universities to 
grow, and in some instances grant them the flexibility to respond to their local industry and business needs.

The Panel noted stakeholders’ diverse views on the treatment of the funding at stake from 2021. This could be 
resolved through a ‘cumulative limited’ option. This would allow the funding at stake for a university under the 
performance-based funding scheme to grow cumulatively each year, until it reaches 7.5 per cent of its maximum 
basic grant amount (MBGA). Beyond this point, the total performance-based funding amount at stake for a 
university would remain at this level of 7.5 per cent.

As a contextualisation feature of the scheme, a revitalised mission-based compact process would promote 
dialogue between the department and individual universities enabling negotiaton of the conditions to 
receive their unallocated funding. This would drive the development of effective strategies for performance 
improvement and better practice, taking into account distinctive university contexts.

The way forward 

Part of our effort is to build an Australian model that is resilient to adjustment and refinement over time, and to 
mitigate potential risks of implementation. The proposed model has very low implementation risk: it relates to 
a limited number of measures; its impact scales slowly over time; the total amount is unlikely to be distorting; 
and an incremental approach to funding allocation reduces the risk of shocks. The Panel hopes that this model, 
placing contextualisation at the fore, will contribute to the higher education sector by ensuring the system 
performs strongly, sustainably and responsively. The Panel is looking forward to working closely with the sector 
to progress this important reform. 
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LIST OF RECOMMENDATIONS

LIST OF RECOMMENDATIONS

Recommendation 1. 
The performance-based funding scheme should be designed to: create more accountability for the spending 
of public money on specific national higher education priorities; promote and develop sound performance 
assessment of teaching and learning at universities; and create financial incentives to improve specific areas 
of university performance.

Recommendation 2. 
The performance-based funding scheme should be fit for purpose, fair, robust, and feasible. The model should 
be simple and be reviewed periodically and refined to ensure that it continues to meet its design objectives.

Recommendation 3. 
The performance-based funding scheme should use a standard national population growth rate for all universities.

Recommendation 4. 
The performance-based funding scheme should adopt a ‘cumulative limited’ approach from 2021, whereby 
the amount of performance-based funding for which a university is eligible would accumulate over time until 
it reaches 7.5 per cent.

Recommendation 5. 
Unallocated funding (which should be retained in the higher education sector) should be provided to 
universities under conditions negotiated between the Department of Education and the university.

Recommendation 6. 
The performance-based funding scheme should be contextually responsive and simple. This will mitigate 
potential risks of driving sector convergence and an overcomplicated system.

Recommendation 7. 
The performance measures should be core only and set by the Government.

Recommendation 8. 
Universities should have an option to provide a brief qualitative submission, noting that the submission should 
focus on those measures where incremental improvement could drive the overall performance of the university.

Recommendation 9. 
Student experience should be a performance measure, as measured by student satisfaction with teaching 
quality for domestic bachelor students.

Recommendation 10. 
Graduate outcomes should be a performance measure, as measured by overall graduate employment rates 
for domestic bachelor students.
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LIST OF RECOMMENDATIONS

Recommendation 11. 
Student success should be a performance measure, as measured by adjusted attrition rates, noting a potential 
dimension should include students transitioning from higher education to the vocational education and training 
(VET) sector. 

Recommendation 12. 
Equity group participation should be a performance measure, as measured by equally weighted participation 
rates of Indigenous students, low socio-economic status (SES) students, and regional/remote students.

Recommendation 13. 
Funding amounts should be awarded separately for each of the four measures.

Recommendation 14. 
The equity group participation measure should apply a sector-wide approach to setting thresholds. 

Recommendation 15. 
The student success measure should apply a sector-contextualised approach to setting thresholds.

Recommendation 16. 
The graduate outcomes and the student experience measures should apply a university-specific ‘improvement’ 
approach to setting thresholds.

Recommendation 17. 
Contextualisation should be prioritised when setting performance measure thresholds.

Recommendation 18. 
Each of the four measures should allocate funding based on an incremental approach.
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1. PERFORMANCE-BASED FUNDING SCHEME

Australia has a world-class higher education system. This is evident in the major university world ranking 
systems. Six Australian universities ranked in the top 100 in both the Times Higher Education World University 
Rankings (2019) and Academic Ranking of World Universities (2018), and seven Australian universities ranked in 
the top 100 in the QS World University Rankings (2019). Australia is the third most popular destination for tertiary 
education in the world (OECD 2018). Around 400,000 international students enrolled in higher education in 
December 2018 (Department of Education and Training 2018a). Moreover, education-related personal travel was 
Australia’s third largest export in 2017, with the higher education sector generating $20.7 billion in export income 
(Department of Education and Training 2018b).

The latest data indicates that Australian universities are meeting the needs of their students. As the Student 
Experience Survey indicated, an overwhelming majority of undergraduate higher education students (79 per cent) 
rated the quality of their entire educational experience in 2018 favourably. This result is unchanged from 2017 
(Quality Indicators for Learning and Teaching 2019). In terms of labour market outcomes, Australian universities 
are also performing quite well. According to the Graduate Outcomes Survey (GOS) results for 2018, 73 per cent of 
undergraduates were in full-time employment and 87 per cent of undergraduates were employed, four months 
after graduating.

Since the 1980s, performance funding models have been used in higher education sectors across the world 
(Dougherty et al. 2016). The United Kingdom (UK), the United States (US), New Zealand and Europe use varied 
designs, measures and thresholds in response to specific economic, social and cultural contexts, as reflected 
in the changing higher education landscape. In Australia, the Government announced that it is introducing a 
performance-based element to the Commonwealth Grant Scheme (CGS) from 2020.

The task of the expert panel for performance-based funding of the CGS (the Panel) is to provide advice to the 
Minister for Education on the design of performance measures and the formula to be introduced from 2020, 
and enhanced thereafter (see Terms of Reference at Appendix 1). 

This final report presents the Panel’s considerations and recommendations, highlighting major findings from the 
sector and statistical analyses, and flagging future work for the development of a fit for purpose, fair, robust and 
feasible performance-based funding (PBF) scheme.
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1.1 Background

The demand driven system, which is explained in more detail in Chapter 3, led to improvements in equity 
outcomes, with increased higher education enrolments for low socio-economic status (SES) students and 
increased higher education opportunities for people from regional and remote areas and Indigenous Australians 
(Kemp and Norton 2014). More recently, the Productivity Commission (2019) concluded that the demand 
driven system created more accessibility for students from low SES backgrounds and ‘first in family’ students.1 
However, while improvements in equity outcomes are evident, there continue to be significant disparities in 
attainment across Australia with around 28 per cent of 15–64 year olds in Australia having a higher education 
qualification compared to around 15 per cent for those in regional and remote areas (Australian Bureau of 
Statistics 2016).

While the demand driven system led to expanded opportunities for students, it also resulted in an escalation in 
public expenditure. Starting in 2009, the then government eased restrictions on the number of Commonwealth 
supported places (CSPs) it would fund. Consequently, from 2009 to 2017, universities experienced significant 
growth under the demand driven system. The number of CSPs increased by 33 per cent between 2009 and 2017. 
Total subsidies through the CGS in support of this expanded student cohort grew by 43 per cent (in 2017 dollars) 
over the same period, while base funding for teaching and learning (CGS plus student contributions) increased 
by 45 per cent. Total base funding for teaching and learning, including CGS subsidies and student contributions, 
which are mainly deferred through the Government’s HECS-HELP scheme, increased by 73 per cent to $11.9 billion. 

The Australian Government announced a funding freeze as part of Mid-Year Economic and Fiscal Outlook 
(MYEFO) 2017–18 to relieve the funding pressures of the demand driven system. In 2018 and 2019, funding was 
capped at 2017 levels. From 2020, funding for domestic non-medical bachelor-level places will grow in line with 
population growth in the 18–64 year-old age bracket, with universities being able to access this funding if they 
meet specified performance requirements to ensure the quality of the higher education sector. 

1.2 Performance-based funding for teaching and learning

The Australian Government will introduce a PBF scheme from 2020 to ensure universities focus sufficient 
attention on the quality of their teaching and student support to ensure the best possible graduate outcomes. 
By linking CGS funding for domestic bachelor students to university performance, the scheme will incentivise 
universities to further improve their performance and consequently ensure the higher education system 
remains world-class.

The Panel acknowledges that an Australian PBF scheme needs to recognise universities’ diverse student 
demographics, missions, priorities, endeavours and efforts to support their local communities. The scheme 
contributes to the evolution of the whole higher education funding system by balancing certainty with greater 
responsiveness to public funding system priorities on teaching and learning, while respecting sector differences.

The following matrix (Table 1) shows a representation of the higher education policy landscape in Australia. 
It shows the financial and reputational incentives for both research, and teaching and learning. A potential PBF 
scheme (in blue text) will provide a financial incentive in the teaching and learning space, which will strengthen 
the current financial incentives in this space. 

1 The Productivity Commission analysis centred on data from the Longitudinal Surveys of Australian Youth (LSAY) and consequently only 
considers the effect of the demand driven system on those aged 25 and under. 
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Table 1: Aligning the performance-based funding scheme with current Australian higher 
education policy 

Policy Impact

Reputation Funding

University 
activity

Research Excellence in Research for Australia 

 ¡ Managed by the Australian Research Council 
(ARC) and conducted every three years, 
most recently in 2018

 ¡ A national evaluation framework used 
to assess research performance, identify 
excellence and reward accordingly

 ¡ Allows for comparison of research nationally 
and internationally, helps promote 
Australia’s research strengths on the 
world stage and helps attract prospective 
researchers to Australia’s higher education 
institutions locally and from abroad

International Rankings

 ¡ There are several international ranking 
systems around the world, but those 
most commonly used in Australia are the 
Academic Ranking of World Universities, 
Times Higher Education World University 
Ranking, QS World University Rankings, 
Performance Ranking of Scientific Papers 
for World Universities, US News Best Global 
Universities Rankings, Nature Index tables 
Top Academic Institutions, and the CWTS 
Leiden Ranking

 ¡ Each of these ranking systems is different. 
However, each and every one allows for 
comparison of research internationally 
within their respective systems

 ¡ By doing so, these rankings help attract 
prospective researchers to Australia’s 
university institutions from abroad

Engagement and Impact 

 ¡ Managed by the ARC
 ¡ First assessment was conducted in 2018
 ¡ A framework used to examine and assess 
how universities are translating their 
research into economic, environmental, 
social, cultural and other benefits

 ¡ Aims to encourage greater collaboration 
between universities and research 
end-users (such as industry)

Research Block Grants – $1.92b in 2019

 ¡ Funding that is available to eligible higher 
education institutions for research and 
research training

 ¡ Distributed through competitive programs 
which involve merit-based and peer-determined 
processes, and block grants which involve 
performance-based formulas

 ¡ Currently comprises two programs—the 
Research Support Program (RSP) and the 
Research Training Program (RTP)

 ¡ The Government will provide $894 million 
through the RSP and $1.03 billion through 
the RTP, with a total of $1.92 billion going 
to 42 providers as block grants

 ¡ Funding for the RSP and RTP is allocated 
based on the relative performance of higher 
education providers (HEPs) in research 
income generation and higher degree by 
research completions

ARC Grants – $800m in 2019

 ¡ Funding that is available through the 
National Competitive Grants Program for 
research and research training in different 
fields of research

 ¡ It currently comprises two programs—
Discovery and Linkage Projects

 ¡ The Discovery Projects scheme provides 
project funding of between $30,000 
and $500,000 per year for up to five 
consecutive years

 ¡ The Linkage Projects scheme provides 
project funding of $50,000 to $300,000 
per year for two to five years

 ¡ This money is distributed to higher education 
institutions based on selection criteria

Medical Research Future Fund –  
$20b by 2020–21

 ¡ Administered by the National Health and 
Medical Research Council 

 ¡ Provides grants of financial assistance to 
support health and medical research and 
innovation, with the objective of improving 
the health and wellbeing of Australians

 ¡ Started in 2015, it plans to offer up to 
$20 billion to successful applicants by 
2020–21 and $1 billion every year after that



REPORT FOR THE MINISTER FOR EDUCATION – JUNE 2019 5

PERFORMANCE-BASED FUNDING SCHEME

Policy Impact

Reputation Funding

University 
activity

Teaching Quality Indicators for Learning and 
Teaching (QILT)

 ¡ An annual collection of survey data results 
that measure and assess the quality of 
learning and teaching practices in Australian 
higher education institutions. The QILT 
surveys allow prospective students to 
compare and contrast universities to make 
a decision about where they want to study

 ¡ The surveys include the Student Experience 
Survey, graduate employment outcomes 
through the Graduate Outcomes Survey, 
graduate satisfaction through the Course 
Experience Questionnaire, and employer 
satisfaction through the Employer 
Satisfaction Survey

Commonwealth Grant Scheme (CGS) – 
$7.1b in 2019

 ¡ Provides universities with increased funding 
as enrolments increase, up to maximum 
basic grant amounts

 ¡ In 2019, $7.1 billion will be offered through 
the CGS and $5.3 billion will be student 
contributions (mainly deferred through 
HECS-HELP loans)

Performance-based funding Scheme – 
$80m in 2020

 ¡ A university funding scheme that awards 
funding based on a university’s performance 
against a set of predetermined measures

 ¡ It promotes continuous improvement 
amongst universities and promotes quality 
in the sector as a whole by incentivising 
increased performance against both 
university-specific and sector-wide measures

 ¡ $80 million of additional funding to be offered 
in the first year of its implementation (2020)

1.3 Consultation process 

To inform the design of the PBF scheme, the Panel undertook a comprehensive consultation process. 
This process comprised the release of a discussion paper on 18 December 2018, public submissions to 
the discussion paper, and two rounds of stakeholder consultations in metropolitan and regional cities. 

The Panel received 45 public submissions (see Appendix 2 for a list of submissions) and conducted 15 consultations 
between February and June 2019 (see Appendix 3 for the consultation schedule). Universities, peak bodies, mission 
groups and higher education policy researchers engaged in the consultation process to provide a broad spectrum 
of feedback.

Based on the first round of consultations and the public submissions, the Panel submitted an interim report to 
the Minister on 29 March 2019. The second round of consultation with the sector sought further feedback and 
validated potential options.

This final report presents the Panel’s analysis of major findings collected from the staged consultation process, 
departmental analysis and review of performance funding models in other countries. It presents the Panel’s 
final advice and recommendations on the design and implementation of the PBF scheme in Australia.
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2

2. OBJECTIVES AND PRINCIPLES OF THE 
PERFORMANCE-BASED FUNDING SCHEME

Performance-based funding rewards universities that achieve good or improved student outcomes. International 
performance funding models have increased their universities’ awareness of and accountability for national 
priorities for higher education (see Chapter 4). International examples also show that performance funding can 
be complex with a range of potential design and implementation options.

The Panel notes the importance of defining key objectives of a PBF scheme for Australian higher education to 
developing a sound and well-designed scheme. This chapter outlines the Panel’s objectives and key principles 
for the scheme’s development and design based on sector feedback and relevant literature. 

2.1 Objectives

The Panel has defined the following objectives of the PBF scheme:

 ¡ create more accountability for the spending of public money on specific national higher education priorities 

 ¡ promote and develop sound performance assessment of teaching and learning at universities 

 ¡ create financial incentives to improve specific areas of university performance.

To the extent that they apply to the CGS for domestic bachelor students, the objects of the Higher Education 
Support Act 2003 (HESA) offer additional guidance to the aims of a performance-based funding system, 
including to:

 ¡ support Australia’s higher education sector

 ¡ support the distinctive purposes of universities

 ¡ strengthen Australia’s knowledge base and support students undertaking higher education. 
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   Recommendation 1.

The performance-based funding scheme should be designed to: create more accountability for the 
spending of public money on specific national higher education priorities; promote and develop sound 
performance assessment of teaching and learning at universities; and create financial incentives to 
improve specific areas of university performance.

2.2 Principles

To achieve these objectives, the Panel has established key principles to guide the design of the scheme. 
The principles offer a conceptual framework based on established theory, which the Organisation for Economic 
Co-operation and Development (OECD 2017) regards as essential to allow for meaningful benchmarking. 
The framework is guided by literature on higher education performance, benchmarking and/or indicators 
(OECD 2017, UNESCO 2001, Kells 1992), and has been refined through sector feedback as presented below.

2.2.1 Principle 1 – Fit for purpose
The Panel proposes that the PBF scheme should:

 ¡ promote a high-quality education system

 ¡ provide effective and reasonable incentive to improve universities’ performance and student outcomes.

This principle aligns well with the sector feedback. About half of the submissions supported the fit for purpose 
principle for promoting quality of higher education. Some submissions stressed the ‘alignment’ of 
performance-based funding with the core objectives of the HESA. For example, James Cook University 
indicated that:

Any changes to the scheme should align closely to the Higher Education Support Act 2003 (HESA) objectives, 
specifically that funding is appropriate to meet Australia’s social and economic needs for a highly educated 
and skilled population and that the government continues to recognise and respect universities as autonomous.

Other stakeholder responses suggested the scheme should ‘reflect aspirations of national interests’ (Institute for 
Teaching and Learning Innovation), ‘promote quality and nurture the reputation and reach of Table A providers’ 
(Deakin University), ‘value add to students’ (University of Southern Queensland), and promote ‘excellence in 
teaching and learning’ (Swinburne University of Technology). Australian Technology Network of Universities 
(ATN) provided the following rationale for performance funding in its submission:

Incentivising universities to improve their performance against a set of performance criteria not only drives a 
high-quality education sector to further improve but also ensures that the recipients of government funding are 
being expected to be accountable for that money… The objective of raising student outcomes requires funding 
to be applied to both quality achievement and improvement.
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The Council of Australian Postgraduate Associations supported the use of performance-based funding for 
promoting quality in universities, while flagging the risk of unintended consequences. Along this line, Charles Sturt 
University cautioned against the use of terms such as ‘quality’ and ‘poor universities’, which may potentially 
damage ‘brand Australia’. Others expressed concerns that a performance funding scheme could affect a 
university’s reputation and credit rating, or impact the reputation of Australia’s world-class higher education sector.

In relation to the scheme’s capacity for improvement of higher education, La Trobe University stated that 
performance-based funding should support development, rather than being punitive, and support the 
expansion of institutional capacity. Swinburne University of Technology stated that a scheme should 
recognise a university’s genuine efforts at improving performance. However, Monash University cautioned that 
performance-based funding should avoid creating a situation where a high-performing institution would be 
penalised under a funding model that only rewards improvement. Conversely, a performance funding scheme 
must not be overly punitive to underperforming universities as it may stymie their capacity to improve.

To be fit for purpose, some respondents stressed that a performance funding scheme would need to be flexible 
and responsive enough to deal with changes and developments in teaching methods in the higher education 
sector. Such changes might include ‘non-traditional’ delivery, such as part-time study, distance study, and trimester 
academic calendars. A flexible scheme must also be responsive to market trends such as ‘changes in the workforce’ 
and potential ‘downturns in a regional economy’.

2.2.2 Principle 2 – Fair
The Panel proposes that the PBF scheme should:

 ¡ reflect a university’s overall performance

 ¡ recognise a university’s distinct mission, student characteristics and geographical locations.

A number of stakeholders indicated that benchmarks and measures need to be fair and differentiated. 
Importantly, many highlighted in their submissions that the scheme should consider ‘unique demographics 
and focus areas’ of each institution (Science & Technology Australia). With respect to disadvantaged 
students, some respondents stated that a performance funding scheme should promote opportunities for 
access, participation and success of those already structurally disadvantaged in higher education, with the 
University of New England noting the importance of providing ‘realistic targets’. 

A fair scheme should recognise a university’s distinct characteristics, missions, circumstances (e.g. local 
communities, economies and contexts) and student cohorts. Griffith University indicated that a PBF scheme 
should allow ‘universities to pursue individual priorities and missions, and not drive behaviour towards 
uniformity’. RMIT University similarly stated that the scheme should allow institutions to ‘pursue their own 
mission’ and ‘contribute to their local communities, economies and contexts’. Stakeholders were firmly of 
the view that a ‘one-size-fits-all’ approach for universities across the sector cannot, and should not, be used 
(Murdoch University). As Universities Australia indicated in its submission: 

UA believes that a common system applied across the whole sector is likely to be unwieldy and unfair. 
A one-size-fits-all system would be unlikely to encourage genuine improvement in the sector and is likely 
to include perverse incentives that lead to negative results.

The Panel notes that the scheme should ensure that regional universities and equity groups are not 
disadvantaged in the selected design and measures.
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2.2.3 Principle 3 – Robust
The Panel proposes that the PBF scheme should be:

 ¡ reliable, with evidence based on accurate and trusted data

 ¡ valid, using a transparent, clearly defined and rigorous methodology. 

A large proportion of stakeholders supported a robustly designed PBF scheme. Regarding benchmarking, 
The University of Adelaide stressed the importance of the statistical validity of measurement benchmarks. 
Edith Cowan University stated that benchmarks need to be easy to replicate, while the Grattan Institute 
stressed that the scheme should avoid selecting highly-correlated indicators, such as retention and completion.

In relation to performance measures, submissions highlighted the importance of ‘well-documented’ and 
‘evidence-based’ measures as well as using ‘reliable’, ‘accurate’ and ‘appropriate data that truly measures 
the performance of a university’. As the University of Canberra indicated, performance measures must be 
relevant to intended outcomes and measured on relevant and reliable data. 

Some stakeholders were concerned about the reliability of surveys as performance measures. Victoria University 
stated in its submission: 

The voluntary and subjective nature of the Student Experience Surveys means that response rates vary too 
widely between institutions to be a truly reliable measure for funding considerations… Universities also have 
little control over response rates to the Graduate Outcomes Survey, which can be quite low. Similarly, the 
Employer Satisfaction Survey can also have very low response rates. 

Regional Universities Network (RUN) noted:

We are concerned about the robustness and appropriateness of many of the potential performance measures 
proposed in the discussion paper. In particular, the statement that ‘attrition relates more to which university a 
student goes to rather than the student's characteristics’ is not supported by current research.

The concepts of simplicity and transparency also go to the robustness of a potential scheme. Some stakeholders 
supported the use of ‘simple measures’ that are ‘understandable’ and consistently communicated and 
understood across the higher education sector. The scheme should be a ‘transparent national framework’ with 
‘open and accessible data and algorithms’ by which universities are assessed. In light of using publicly available 
data for performance measures, Group of Eight (Go8) indicated that the approach would allow a transparent 
and accountable mechanism for scrutiny of the financial outcome against the data, and the framework in the 
legislative instrument. 

Central Queensland University warned against creating a ‘very complex funding environment for Australian 
universities’, where institutions would receive different funding amounts for the delivery of the same course.

A robust scheme must also be based on timely data, as reflected by a large number of the stakeholders in their 
submissions. Some stakeholders said that the scheme should reward an institution’s current performance and 
allow universities to identify and address performance issues in a timely manner. Further, others preferred a 
short data lag between performance-based funding and performance data. For instance, Innovative Research 
Universities (IRU) suggested using ‘the most recent data available to assess student progress, satisfaction 
and equity participation’. Other responses suggested ‘no more than two years after any corrective action’ 
(Deakin University), and ‘shortest possible time lag using a third quarter forecast for first-year attrition’ 
(Victoria University). 
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While respondents pointed out the limitations due to data lag such as ‘the ideal of same year performance 
being unattainable at present’ (Queensland University of Technology), some highlighted the issues of using 
lagged data. For example, The University of Adelaide indicated that ‘a 10-year completion time would result 
in a university’s 2020 performance-based funding being based on students first admitted in 2008, which is too 
long a lag’. The University of Queensland stated in its submission:

If the PBF was implemented as proposed it would be important to use the most up to date data available and to 
also release these data as soon as possible. The current situation whereby official data are released late in the 
year, many months after university validation, could not continue. Universities require funding certainty and will 
need to know the outcome of the PBF exercise before budget planning preparations begin.

Some stakeholders suggested using an ‘interim data collection’ to expedite performance-based funding 
calculation and resolve time lag issues (Charles Darwin University) and ‘balance of short and longer term 
assessment of outcomes’ in light of inevitable lagging indicators (University of Technology Sydney).

A review of funding models across countries, as outlined in Chapter 4, also identified a major issue relating to 
technical complexity and robustness. These include subjectivity and lack of transparency of the assessment 
process (Teaching Excellence and Student Outcomes Framework (TEF), UK), overly complex metrics (Louisiana, 
US), much weighting given to subjective survey-based metrics (TEF, UK and Learning and Teaching Performance 
Fund (LTPF), Australia), and translating statistically insignificant differences into artificial performance 
distinctions between universities (LTPF, Australia).

2.2.4 Principle 4 – Feasible
The Panel proposes that the PBF scheme should:

 ¡ allow for accurate performance measurement in a cost-effective and timely manner (for both universities 
and government) for implementation from 2020

 ¡ be simple to implement and administer.

A PBF scheme must be cost-effective and simple to administer. Stakeholders indicated that the system should 
limit the regulatory and administrative burden, and should not be ‘burdensome on providers and government’ 
(University of Canberra) nor involve ‘significant outlay or micromanagement of universities’ (Academy of the 
Social Sciences). Some stakeholders described the benefits of on-site visits to monitor teaching quality but they 
recognised the significant cost of this approach.

At the consultations, many stakeholders stressed the need for the scheme to be kept as simple as possible, in 
particular for the first year of implementation, which would allow time for refinement over iterations. The Panel 
supports the need for simplicity of the system for funding allocation and reallocation.

Figure 1 presents a summary of the objectives and principles framework, with reference to the principles guiding 
the design, measures and thresholds for the PBF scheme, which the Panel considered in the course of model 
development. 

   Recommendation 2.

The performance-based funding scheme should be fit for purpose, fair, robust, and feasible. The model 
should be simple and be reviewed periodically and refined to ensure that it continues to meet its 
design objectives.
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Figure 1: Performance-based funding scheme principles framework

FEASIBLE

Allows for accurate performance measurement in a cost effective and timely manner for implementation from 
2020

Simple to implement and administer

Performance-based funding objectives

Performance-based funding for the Commonwealth Grant Scheme aims to:

 ¡ create more accountability for the spending of public money on specific national higher 
education priorities 

 ¡ promote and develop sound performance assessment of teaching and learning at universities 
 ¡ create financial incentives to improve specific areas of university performance

Principles for the design of a performance-based funding scheme

Fit for purpose

Promotes a 
high-quality higher 
education system 

Provides effective 
and reasonable 
incentive to 
improve university 
performance and 
student outcomes

Fair

Reflects 
universities’ overall 
performance 

Recognises 
universities’ 
distinct missions 
and student 
characteristics

Robust

Reliable, with 
evidence based 
on accurate and 
trusted data 

Valid, using a 
transparent, 
clearly defined 
and rigorous 
methodology 

Feasible

Allows for accurate 
performance 
measurement in a 
cost-effective and 
timely manner for 
implementation 
from 2020

Simple to implement 
and administer

Principles for determining performance measures

Selection of appropriate performance measures to underpin the PBF scheme should be guided by the 
following principles, whereby the measures should:

 ¡ be relevant and appropriate for a particular outcome

 ¡ be within control of a university

 ¡ be measured from reliable and relevant data

 ¡ be relevant to all universities 

 ¡ be cost efficient to measure with limited  burden on universities and government

 ¡ be appropriately accurate 

Principles for setting thresholds

Setting appropriate performance measure benchmarks should be guided by the following principles, 
whereby the benchmarks should:

 ¡ be achievable yet aspirational

 ¡ be based on a sound and reproducible methodology

 ¡ be responsive to changes in university performance over time

 ¡ be fair to recognise diversity of universities and students
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3

3. GROWTH AND TREATMENT OF 
PERFORMANCE-BASED FUNDING 

Australian Government funding for higher education teaching and learning is provided predominantly through 
the CGS. The PBF scheme will apply to the CGS funding. This chapter first outlines CGS funding, maximum basic 
grant amounts (MBGAs) and the CGS funding arrangement to provide the context within which a potential PBF 
scheme would need to be administered and regulated. The second part of this chapter proposes the growth 
and treatment of the PBF for the CGS, including the redistribution of unallocated funding.

3.1 Commonwealth Grant Scheme funding

Legislated through the HESA, the CGS provides grants for the supply of CSPs to universities listed in the HESA 
that are known as Table A providers and certain non-Table A providers that are listed in the Commonwealth Grant 
Scheme Guidelines 2012 (subordinate to the HESA). 

The amount that the Australian Government provides for each CSP (equivalent full-time student load or EFTSL) 
varies according to the funding cluster under which a unit of study is classified. There are eight funding clusters 
and their amounts and indexation arrangements are outlined in the HESA. A student enrolled in a CSP is subject 
to a maximum student contribution amount, which eligible students can defer through a HECS-HELP loan. 
These maximum amounts and their indexation arrangements are outlined in the HESA. Table 2 sets out the 
Commonwealth and maximum student contribution amounts for 2019. 

In addition to the funding cluster rates and student contribution amounts, higher education providers may also 
receive enabling loading, regional loading or medical student loading. Eligibility for these loadings is also set out 
in the CGS Guidelines.
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The majority of the CGS funding is provided for domestic students enrolled in bachelor's degrees at Table A universities. 
Under the HESA, non-medical bachelor-level courses at Table A universities are referred to as non-designated courses 
of study. The CGS also provides for a specified number of sub-bachelor, medical and non-research postgraduate 
student places, and a specified number of places in courses at those non-Table A providers listed in the CGS 
Guidelines. The HESA refers to these courses as designated courses of study and the Government provides funding 
for these courses for an agreed number of CSPs in a given year (specified in each provider’s CGS funding agreement).

Table 2: CGS cluster rates and student contributions 2019

Funding cluster Part of funding cluster Commonwealth 
contribution

Maximum student 
contribution 

Funding cluster 1

Law, accounting, commerce, 
economics, administration

– $2,160 $10,958

Funding cluster 2

Humanities

$6,008 $6,566

Funding cluster 3

Mathematics, statistics, 
behavioural science, social studies, 
computing, built environment, 
other health

Mathematics, statistics, 
computing, built environment 
or other health

$10,630 $9,359

Behavioural science 
or social studies

$6,566

Funding cluster 4

Education

$11,061 $6,566

Funding cluster 5

Clinical psychology, allied health, 
foreign languages, visual and 
performing arts

Clinical psychology, 
foreign languages, or visual 
and performing arts

$13,073 $6,566

Allied health $9,359

Funding cluster 6

Nursing

$14,596 $6,566

Funding cluster 7

Engineering, science, surveying

– $18,586 $9,359

Funding cluster 8

Dentistry, medicine, 
veterinary science, agriculture

Dentistry, medicine or 
veterinary science

$23,590 $10,958

Agriculture $9,359
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3.2 Maximum basic grant amounts and the Commonwealth Grant 
Scheme funding freeze

Under the demand driven system (which operated from 2012 to 2017), Table A universities were able to enrol 
as many students in non-designated courses as they wished and would receive a Commonwealth and student 
contribution. Under the funding arrangement announced at MYEFO 2017–18, the demand driven system ceased 
and new funding arrangements for the CGS were introduced. The new arrangements stated that the CGS funding 
given to a university for non-designated CSPs would be the lesser of:

 ¡ the sum of the cluster rate multiplied by the number of non-designated CSPs for each funding cluster, or

 ¡ a university’s non-designated MBGA.

In 2018 and 2019, a university’s non-designated MBGA is set at the same amount as the 2017 amount provided 
for non-designated places, calculated in line with (I) above. 

These funding freeze arrangements only affect the public funding provided. A university’s MBGA will, at a 
maximum, be equal to funding amounts based on its 2017 enrolments, even when it is growing its enrolments 
beyond 2017 numbers. If a Table A provider chooses to enrol additional students, beyond those supported 
by its MBGA, it will receive the student contribution only and forgo any Commonwealth contribution for such 
enrolments. Therefore, while the funding freeze has reduced the link between CGS funding and the number of 
CSPs in bachelor courses delivered by Table A providers, the link has not been eliminated. The lack of access to 
the Commonwealth contribution may affect providers’ decision-making about the number of students enrolled, 
working as a cap on enrolments. 

The Government’s performance-based funding policy states that higher education providers would receive an 
increase in funding for non-designated places, when they meet specified performance requirements, based on 
national population growth rates for those aged 18–64.

CGS funding agreements2 currently state that:

For 2020, the maximum basic grant amount [for non-designated places is] specified in 8.1 [the 2018 MBGA]. 
Should the university meet its specified performance targets, the university will be advised in writing prior to 
the commencement of 2020 a revised maximum basic grant amount that will include an additional allocation 
based on projected national population growth in the 18 to 64 year old age bracket.

From 2020, universities’ non-designated MBGAs will grow in line with the population growth rate of 18–64 year olds 
(1.36 per cent in 2020), subject to performance targets being met under the PBF scheme. Figure 2 shows the 
typical funding trajectory for a university under the funding freeze, with a performance-based funding increase 
in 2020.

2 This clause may vary slightly in some universities’ performance agreements.
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Figure 2: Example of university funding trajectory under the performance-based funding scheme

In 2020, the change in funding a university receives for non-designated CSPs will depend on its performance. 
If a university meets their full performance requirements, this additional funding (based on the national 
population growth rate of 18–64 year olds in 2020) will be added to a university’s 2020 MBGA. 

3.3 Growing university performance-based funding amounts

This section presents potential options to grow a university’s performance-based funding amounts, by applying 
the national population growth rate to all universities or by applying more localised population growth rates 
to each university separately. Regardless of the approach adopted for the PBF scheme, the total funding to the 
sector in 2020 will be based on the national population growth rate for 18–64 year olds. 

From 2021 onwards, it is possible to allow growth in a university’s non-designated MBGA that reflects the 
university’s circumstances. However, employing local or regional population growth rates would only alter the 
distribution of funding, with the overall amount remaining the same. 

Analysis of Australian Bureau of Statistics (ABS) population growth projections by the Department of Education 
(the department) showed that states and territories are growing at different rates, with Victoria, New South Wales, 
Queensland, and the Australian Capital Territory all projected to grow more strongly than the national average. 
On the other hand, Tasmania and South Australia are projected to experience the weakest growth (Table 3). 
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Using state/territory-based growth projections (Table 3) would see very uneven performance-based funding 
growth applied to universities. The departmental analysis shows that in comparison to providing funding at the 
rate of national population growth in 2020, performance funding for a number of universities would reduce by 
over 80 per cent, while other universities would see their performance funding grow by almost 38 per cent.

Table 3: Population growth projections for 18–64 year olds, by state/territory

State/territory 2020 
%

2021 
%

2022 
%

National 1.36 1.27 1.25

NSW 1.69 1.62 1.58

Vic 1.98 1.81 1.75

Qld 1.37 1.29 1.29

SA 0.21 0.18 0.22

WA 0.56 0.65 0.86

Tas 0.25 0.06 0.05

NT 0.52 0.76 0.73

ACT 1.69 1.62 1.58

Source: ABS Cat 3222.0 Population Projections, Australia, 2017 (base) – 2066

Local growth within states and territories, disaggregated by capital cities (metropolitan) and non-capital 
city (regional) areas, shows even more pronounced differences. As shown in Table 4, Melbourne, Sydney, 
and Brisbane are projected to grow strongly in the short term, whereas regional areas in all states are 
projected to grow more slowly or, in a number of cases, not at all. 

Were performance-based funding amounts to be calculated based on regional growth rates, some regional 
universities would not receive any performance funding, even if they met all of their performance targets as 
the population growth in those areas is negative. 
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Table 4: Population growth projections for 15–64 year olds, by state/capital/non-capital areas

State/territory 2020 
%

2021 
%

2022 
%

NSW
Capital 2.10 2.05 2.00

Other areas 0.35 0.33 0.30

Vic
Capital 2.56 2.51 2.45

Other areas 0.47 0.63 0.79

Qld
Capital 1.95 2.10 2.10

Other areas 0.99 1.17 1.04

SA
Capital 0.46 0.49 0.67

Other areas 0.64 0.65 0.66

WA
Capital 0.76 1.01 1.10

Other areas 0.26 0.36 0.23

Tas
Capital 0.99 1.15 0.99

Other areas 0.13 0.30 0.03

NT
Capital 0.76 0.93 1.10

Other areas 0.30 0.45 0.30

ACT Capital 1.96 1.93 1.89

Source: ABS Cat 3222.0 Population Projections, Australia, 2017 (base) – 2066 – data cube

Note: The ABS provides 15–64 year-old disaggregation in this publication, which is not in line with the Government’s policy to focus on growth 
in the 18–64 year-old population.

The Panel notes that the vagaries and variable results due to regional or state-based growth projections render 
this approach risky. Demographic analysis and modelled results have shown some universities receiving no 
performance funding under this approach. Stakeholders have urged caution, suggesting it would inhibit growth 
in regional and remote Australia. Moreover, the data underpinning population growth rates is far more limited 
for a disaggregated, regional approach, not in line with the principle of robustness for the PBF scheme. 
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3.3.1 University student recruitment 
Digital developments have led to a number of universities recruiting larger proportions of their bachelor 
students from other states. This is also true of those universities that are able to attract students from interstate, 
potentially because of their unique offerings. On average, universities recruit 88 per cent of their students 
from their home state, noting that several universities recruit less than half of their students from their home 
state. This means the state-based projections of population growth are not necessarily a true reflection of all 
universities’ catchment areas.

Given this, the department estimated a growth rate particular to each university, based on its bachelor student 
recruitment profile (differentiated by state/territory and capital vs non-capital areas). This significantly changes 
universities’ potential performance funding, with one university’s potential performance funding reducing by 
80 per cent, while others would increase by more than 40 per cent. Significantly, those universities that service 
regional areas would see considerable reductions in their potential performance funding, generally in the order 
of 20 to 30 per cent.

3.3.2 National population growth rate for performance-based funding growth
In their submissions, about two-thirds of stakeholders expressed a preference for the national population growth 
rate, rather than state or more local/regional growth rates. This broad agreement on the use of national growth 
rate was also reflected in the targeted consultations. Stakeholders indicated ‘a real risk’ with applying population 
growth rates by location. ATN stated that state-based funding growth scheme would be fundamentally unfair 
in light of unequal distribution of interstate undergraduate applications with the ACT and NT having lots 
of applicants living out of state. This unequal distribution is even more pronounced at the intrastate level. 
Along similar lines, stakeholders in consultations noted that the use of regional-based population growth 
would adversely affect universities that are very dependent on Commonwealth funding. People from the regions 
(where there is lower population growth) would be disadvantaged as they would need to travel even further to 
receive university education. 

Moreover, the University of Canberra indicated that some universities have more of a ‘national profile than a 
local profile’, as they enrol students from across the entire country. The University of New England noted that the 
national population growth rate is more relevant given the sector is a national one which will only become more 
so with the further development of online and other innovative delivery. Its preference for a national growth rate 
is also reflected in the submission: 

… the proposal to determine institutional funding on the basis of regional population growth is inequitable, 
dated and does not reflect the digitally mobile nature of the higher education sector in Australia. It is likely that 
this would exacerbate the existing structural disadvantage of regional areas and some states (e.g. Tasmania), 
given that it is likely that some areas may experience population stagnation, or contraction. Furthermore, 
higher education participation rates are typically lower in regional areas and would essentially be locked in 
under the proposed funding arrangements. 

In contrast, a few universities proposed performance-based funding be adjusted for regional population 
differences. Victoria University noted in its submission:

It is important for universities like VU, with campuses situated in areas of rapid population growth well above 
the national rate, that the Commonwealth adopt the regional population-based approach. The regional 
approach may need to be more detailed than on a state-by-state basis: the west of Melbourne, for example, 
is experiencing a growth rate of 2.5 per cent which is even higher than the Victorian rate.
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Similarly, the University of Southern Queensland noted the different growth rates in its headquarter campus in 
Toowoomba (1.25 per cent) and in its Ipswich and Springfield campuses (4.2 per cent). The university indicated 
that the use of a national growth rate would ‘further disadvantage communities experiencing high growth 
rates and diminish opportunities for securing the higher education places required by universities to meet the 
education needs of these communities’. RUN proposed a variation on local population growth, noting that this 
would need to be coupled with consideration of higher education participation and attainment in a region, 
and regional skills needs.

Stakeholders also reflected on other aspects relating to performance-based funding growth. For example, 
some stakeholders stated a preference for other age groups to be used to determine the rate of growth. 
As The Australian National University indicated, the age bracket of the population growth rate (18–64) 
was ‘too broad’. IRU proposed growth in 17–18 year olds be the determinant in its submission: 

Population growth for the 18–64 group is much lower than for the key demographic of 17–18 year olds, 
whose numbers over the coming decade drive the need for tertiary education over the coming two decades.

Some stakeholders suggested that different age profiles be used such as lifting the age threshold due to the 
ageing population (Science & Technology Australia). However, determining an appropriate age group that 
reflects accurately different age profiles of institutions can be challenging, with smaller regional universities 
more likely to have more mature student cohorts than the Go8 universities, which mainly recruit school leavers. 

The Panel notes that utilising the national population growth rate is simple and consistent, considering the 
technical complexity as presented in varied growth projections. Moreover, a national population growth rate 
applied to universities in regional and remote areas which typically have lower population growth rates would 
create capacity for these universities to grow, and in some instances grant them the flexibility to respond to 
their local industry and business needs. This would ensure universities operating in regional areas are not 
disadvantaged, and is in line with the national interest. However, a drawback of a national population growth 
rate would be for those areas of Australia that are showing very high population growth (western Sydney and 
western Melbourne). 

   Recommendation 3.

The performance-based funding scheme should use a standard national population growth rate for 
all universities.
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3.4 Treating performance-based funding amounts 

Performance-based funding from 2020 is estimated to be approximately $80 million per year. Current CGS 
funding agreements state that should a university meet its performance requirements for 2020, its additional 
funding will be added to its MBGA. From 2021, there is an open question about whether the amount of 
performance-based funding to a university will continue to be added to its MBGA each year (the re-basing 
option) or not, in which case it accumulates each year (cumulative growth option).

Under the re-basing option, a university’s performance-based funding amount would be added to a 
university’s MBGA and therefore guaranteed in subsequent years (left hand side of Figure 3). The amount 
of performance-based funding available to a university in a given year will be defined by the funding growth 
rate for that year—approximately $80 million each year.

Under the cumulative growth option, a university’s MBGA would remain at its 2020 amount (right hand side 
of Figure 3). The amount of performance-based funding available for a university would accumulate each year 
after 2020—for example, $80 million in 2021, $160 million in 2022 and so forth—with universities only guaranteed 
the amount of CGS funding for non-medical bachelor places they received in 2020 in subsequent years.

Figure 3: Comparison of re-basing vs cumulative growth under the performance-based 
funding scheme

 

Note: Performance-based funding amounts are not to scale, but are enlarged for illustrative purposes.

A large proportion of stakeholders supported the re-basing approach. For example, Western Sydney University 
stated that the funds for meeting targets in a given year should be added to each university’s base and that the 
money to be allocated in following years should be the new funds. The most common criticism of the cumulative 
approach by stakeholders is the uncertainty it creates for universities in planning and budgeting, as the size of 
the ‘at stake’ proportion grows. As The University of Notre Dame Australia noted, the re-basing approach reduces 
the risk of the funds being spent on short-term or potentially ineffective initiatives and provides universities 
with a level of certainty to make medium to longer term strategic investments. Similarly, the risk of a decline in 
number of student places (Grattan Institute) and compounding levels of financial instability within the sector 
that hinder universities’ ability to plan effectively (The University of Queensland) were noted. 



REPORT FOR THE MINISTER FOR EDUCATION – JUNE 2019 21

GROWTH AND TREATMENT OF PERFORMANCE-BASED FUNDING 

Some stakeholders noted the merit of a cumulative approach was that it would increase the performance 
funding at stake each year, allowing the size of the scheme to be significant and drive incentives and behaviour. 
Under the current ‘frozen’ funding system, there effectively exists a cap, which makes it difficult for the sector 
to respond to changes in need. With the growth of the performance-based funding amount over time, a more 
substantial amount could equal a reasonable quantum of funding that would allow the system to adequately 
respond to emerging changes in the higher education landscape and national priorities. In light of the cumulative 
approach, the Institute for Teaching and Learning Innovation indicated that this would incentivise ‘sector-wide 
shifts’ in performance. The University of Sydney noted the incentives and risks of this approach in its submission:

The accumulative approach where subsequent years are added to the current PBF amount provides a greater 
performance incentive but also risks creating a system of winners and losers and locking some providers out of 
the market. Another risk to consider is the lack of planning security universities will face. The add-on approach 
would keep previous years separate and lower the funding at risk. As such, this approach provides more 
planning security and constitutes our preferred model. 

In sum, stakeholders were concerned that the cumulative approach could lead to funding uncertainty over time 
as the total performance-based funding amount to a university accumulates to a large amount. Under this 
situation, the difference between eligible and non-eligible universities will be significant in funding terms. 
As funding amounts grow, non-eligible universities could find themselves falling behind without funding to 
improve. As incentive payments would rely on incentives through funding, growth in funding forms a necessary 
part of the PBF scheme.

The Panel considered these concerns and determined a solution would be to allow funding to grow cumulatively 
until a certain level is reached. Under this ‘cumulative limited’ option, performance-based funding amounts 
would continue to grow according to the cumulative growth option until the total amount of performance-based 
funding reached 7.5 per cent. Once this cap is reached, the total proportion of the performance-based funding 
amount compared to the non-designated MBGA would remain at 7.5 per cent. This cap would not limit the 
overall amount of funding, so total non-designated MBGA would still grow by the 18–64 year-old population 
growth rate. Only the amount eligible through performance-based funding would not exceed 7.5 per cent.

   Recommendation 4.

The performance-based funding scheme should adopt a ‘cumulative limited’ approach from 2021, 
whereby the amount of performance-based funding for which a university is eligible would accumulate 
over time until it reaches 7.5 per cent.
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3.5 Unallocated performance-based funding

This section presents options for the unallocated performance-based funding, noting that according to the 
Terms of Reference, ‘all funding is guaranteed to be invested within the university sector’.

In their submissions, about half of stakeholders supported the allocation of such funds to incentivise university 
improvement and address access and equity issues. There was a broad consensus among stakeholders on the 
use of these funds for improvement and/or innovation. Deakin University proposed an improvement fund in 
its submission:

PBF should, by definition, incentivise performance, rather than serve other purposes, such as savings... 
An alternative strategy for savings would be the reinvestment in a sector wide quality improvement fund, 
which would assist providers and students to succeed.

On the same basis, Macquarie University proposed an ‘innovation/improvement fund’ to promote universities’ 
improvement. Similar responses regarding the use of unallocated performance-based funding for an 
improvement fund included:

 ¡ using such funding as ‘targeted intervention’ aimed at rectifying problems and improving performance 
(Queensland University of Technology) 

 ¡ an additional ‘performance-based funding improvement round’ available to universities showing 
improvement over a time series (Edith Cowan University)

 ¡ funding directed back to those universities on a managed basis to support their improvement in the 
underperforming areas (Australian Catholic University).

At the consultations in Melbourne and Sydney, stakeholders said that the potential performance funding 
given to underperforming universities could be put on hold until they achieve specified performance targets, 
though there was some concern that this could be seen as too prescriptive for autonomous universities.

To promote innovation and/or improvement, many stakeholders, in particular at the consultations, 
supported using allocated funding for projects and initiatives. For example, The University of Sydney suggested 
doing projects to obtain quality data similar to the LTPF. RUN mentioned funds for ‘learning analytics’ to 
address teaching and learning issues and assist in helping struggling universities better identify students at 
risk of dropping out in order to provide earlier support. The Centre for the Study of Higher Education proposed 
options for unallocated funds such as support for collaborative efforts between ‘stronger’ and ‘weaker’ 
universities (for particular measures) and setting up a ‘bidding system’ for projects targeted at particular areas. 

In relation to the purposes of access and equity, a number of stakeholders proposed the use of the unallocated 
funds targeted at ‘specific growth needs’ to improve outcomes for bachelor-level places. In the consultations, 
Charles Sturt University and La Trobe University supported the idea of a performance innovation fund directed 
at developing a better system, improving regional development, and funding experts that help universities 
improve quality.
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Flinders University and The University of Newcastle proposed the reallocation of funding to designated places 
such as enabling places, sub-bachelor places and postgraduate places. Despite this, a few respondents 
opposed the redistribution to designated places, which would ‘compound the reduction in funded bachelor 
places’ (University of Technology Sydney) and ‘complicate funding agreement negotiation as well as complicate 
estimates reporting’ (Charles Darwin University).

On a similar basis, the Panel ruled out the option of providing additional enabling and sub-bachelor places 
using the unallocated funding given the complications of different financial rules applying to different higher 
education courses.  

Another approach, as La Trobe University noted, would be to distribute unallocated performance-based 
funding among successful universities or through setting a stretch target. This was only supported by very few 
respondents, such as the University of New England which suggested a ‘bonus for exceptional performance’ 
such as ‘exceeding a stretch target’. Some universities felt this approach would create a two-tier system, 
whereby those universities that initially struggle to meet their performance requirements and do not receive 
any funding would ‘fall behind’ and find it more difficult to achieve their performance requirements in later years.

The Panel acknowledges the option of using unallocated funding to support project-based initiatives, but 
ultimately considers this would involve significant resources to implement and therefore would be overly 
burdensome administratively for universities and government. The Panel considers a better option would 
involve allocating unallocated funding to universities, but to negotiate specific conditions with those universities 
that fail to meet performance standards. These conditions would be aimed at improving performance 
and quality in the areas where the university fared poorly. In some instances, the conditions might involve 
project-based initiatives or mentoring initiatives mentioned above, while other conditions might merely involve 
additional reporting requirements or transparency measures. The conditions should be commensurate with the 
degree of poor performance and should address the area of concern.

The specifics of the conditions placed on universities could be negotiated through the mission-based compact 
process. Currently, HESA states that universities ‘enter into a mission based compact with the Commonwealth’, 
and among its requirements, must include ‘a statement of the provider’s strategies for teaching and learning’. 
Details regarding the conditions for a university to receive their unallocated funding could be negotiated with the 
department and specified in this section of the compact. The Panel believes that this would promote dialogue 
between the department and individual universities relating to developing effective strategies for performance 
improvement and better practice. A university should receive unallocated performance-based funding, 
contingent on the conditions negotiated with the department and specified in its mission-based compact.

   Recommendation 5.

Unallocated funding (which should be retained in the higher education sector) should be provided to 
universities under conditions negotiated between the Department of Education and the university.
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4

4. EXAMPLES OF PERFORMANCE FUNDING 
MODELS ACROSS COUNTRIES

4.1 Performance funding across countries

Performance funding has been used extensively across a number of countries. In the US, 29 states operated 
performance funding policies in 2018, with four more states in the process of developing such policy (Li 2019). 
Some US states are transitioning to similar performance funding programs and others are reconsidering their 
existing enrolment-based funding models to align with state goals and priorities (National Conference of 
State Legislatures 2015). In Europe, performance funding is not new, with the European Commission (2011) 
encouraging member states and higher education institutions to link funding mechanisms to performance and 
competition to improve the governance of the higher education system (Jonkers and Zacharewicz 2015). In 2016, 
at least 20 European countries were using performance outcome indicators to guide higher education funding 
(Dougherty et al. 2016). Recently, the Ontario Government in Canada announced plans to tie tertiary education 
funding to metrics of ‘skills and job outcomes’ and ‘economic and community impact’ in 2020 to determine 
differentiated improvement and support measurable success (Greenfeld 2019).

This chapter, while not exhaustive, draws on performance funding models in the UK, US, Europe, and 
New Zealand, as well as an earlier Australian model, the Learning and Teaching Performance Fund (LTPF). 
Table 5, which starts on page 28, sets out the components of these models. It includes their design, 
performance measures, threshold settings and funding formulas, with particular attention to lessons learned 
from these models. Further details of the selected performance funding models are presented at Appendix 4.
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4.2 Lessons learned from performance funding models

The review of the models in Table 5 shows there is no ‘ideal’ performance funding model. Each model has its 
strengths and weaknesses. Nevertheless, there are lessons to be drawn from these models so as to mitigate 
or acknowledge potential trade-offs in the design of an Australian model. On this basis, this section discusses 
major lessons learned from these models that have implications for the development of the PBF scheme.

4.2.1 Intended impact of performance funding models
Performance funding with smaller proportions of public funding at stake may not necessarily have a diminished 
steering effect, and vice versa. As indicated in Table 5, financial incentives of the models range from 0 to 
85 per cent of public funding. These models show steering effects despite varied performance funding shares, 
different policy contexts and scheme purposes. One of these steering effects is an increased attention to national 
priorities for higher education—an intended impact identified by Dougherty et al. (2016). This is evident in the 
TEF and Performance-Linked Funding models despite their different performance funding shares in public 
funding (no financial incentive in the UK vs 5 per cent in New Zealand). In the UK, TEF has increased provider 
focus on student experience and employability in the previous two years, and has better informed choices of 
study for students (e.g. 43 per cent of prospective students had heard of TEF) (UK Department for Education 
2019a). In New Zealand, the tiny share of funding withheld (e.g. less than 0.2 per cent for universities) under the 
policy indicates most provision was delivered to an acceptable standard—the major objective of the funding 
scheme (New Zealand Productivity Commission 2017).

The European and US models provide other examples that emphasise institutional accountability for and 
awareness of national priorities despite the different shares of performance funding in public funding 
(75 per cent in Finland, 14.5 per cent in Thuringia, Germany, and in the US, 85 per cent in Tennessee and 
15 per cent in Louisiana). In Tennessee, institutions have improved performance on state metrics and 
communications of state priorities (Dougherty et al. 2016). For example, as the state was among the lowest 
ranked in educational attainment in the US, the outcome-based model has led to an increase in university 
graduation rates by 12.6 per cent from 2010 to 2013, at a time when enrolments increased by 2.6 per cent 
from 2009 to 20123. In Louisiana, the state uses the funding model as a positive steering instrument, with 
institutions remaining focussed on strategic methods to increase retention and graduation rates from 2011 to 
2016 (State of Louisiana Board of Regents 2016). In Finland, graduation rates have improved under its funding 
model, due to universities’ improvement on their processes and structures (Kettunen 2016).

In Australia, the LTPF was driven by grant incentives of around two per cent of CGS. The publication of key 
performance indicators drew attention to institutional performance and enabled development of targeted 
responses and initiatives (Bradley et al. 2008). 

3 This comparison does not control for a host of other influences that could be driving student outcomes. Also, performance funding may 
have delayed impacts that do not appear for several years.
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4.2.2 Unintended impact of performance funding models 
While performance funding models may lead to intended effects, these are not always in the expected direction 
(Dohmen 2016). As shown in Table 5, the review of the selected models (see for example Harvey et al. 2018, 
MillionPlus 2018, Coaldrake and Stedman 2016, New Zealand Productivity Commission 2017, de Boer et al. 2015, 
and Department of Education, Employment and Workplace Relations 2008) notes there are unintended changes 
in institutional and academic behaviour, for example:

 ¡ despite small fiscal effect, Performance-Linked Funding strongly affected provider behaviour to the detriment 
of innovation and development (New Zealand)

 ¡ the three-tier rankings system has been argued to be oversimplified, which has stratified providers according 
to hierarchies of prestige and perception (UK)

 ¡ the performance-driven system has bred uniformity at the system level, limiting institutions’ development 
of their profiles and niches (Finland, Thuringia)

 ¡ the outcome-based performance funding has weakened academic standards and imposed restrictions to 
admissions (for reputation or to increase graduation rates) (Tennessee)

 ¡ institutions were conservative in setting their performance targets (Louisiana)

 ¡ unwelcome competition arose between institutions (Finland, Thuringia, Tennessee—for example, 
Finnish universities have competed against each other for a fixed pool of public funding and have 
kept their business secret about how to improve their efficiency

 ¡ performance results were presented as a league table by the press; the unsuccessful universities were 
implied to have had no excellent learning and teaching practices, which may have caused damage to their 
reputations (LTPF, Australia).

4.2.3 Performance funding models promote student equity, sector differentiation 
and national priorities

A performance funding mechanism is rarely completely ‘performance-based’, meaning a formula can consist of 
input and output indicators (Estermann and Claeys-Kulik 2016), rather than only outcome measures. This applies 
to contextual indicators, as evident in the selected models. A common pattern is the measure of participation by 
equity groups, albeit through varied means, in almost all selected models, as shown below:

 ¡ ‘split’ (weighted) metric of continuation to contextualise performance of different types of disadvantage (UK)

 ¡ ethnicity dimension in conjunction with the core measures to monitor the achievement of groups of interest 
(e.g. specifically Māori, Pasifika, and people under 25 years of age) (New Zealand)

 ¡ total number of female students in the system taking up 12.5 per cent of performance funding (Thuringia)

 ¡ higher weights given to adults and low-income students (Tennessee)

 ¡ higher weights given to at-risk or economically disadvantaged students (Louisiana)

 ¡ measures adjusted by student characteristics such as SES, rural and isolated status and disability status 
(LTPF, Australia).



REPORT FOR THE MINISTER FOR EDUCATION – JUNE 2019 27

ExAMPLES OF PERFORMANCE FUNDING MODELS ACROSS COUNTRIES

Another common feature in the reviewed models is the incorporation of university missions and student 
characteristics into the selected models through threshold setting. This includes ranking of a university’s adjusted 
performance rates (New Zealand and LTPF in Australia), and university-specific thresholds (European and 
US models). In the UK, TEF uses weighted sector-average thresholds and provider submissions to recognise 
varied institutional contexts and enable institutions to justify their distinctive missions (Harvey et al. 2018). 

Many systems also incorporate student survey-based measures to maintain a student role in the assessment 
(e.g. UK, Finland, Tennessee, LTPF in Australia). For example, the Finnish model has recently placed more 
weighting on student feedback to strengthen the quality perspective in the financial items for education. 
Moreover, these models apply different weightings to reflect the national priorities of particular measures and/or 
address inherent technical issues. For example, the survey-based indicators in TEF are given half as much weight 
due to their high correlations, and that student perceptions may not be a good proxy for quality of teaching.

4.2.4 Implications for Australia’s performance-based funding model
Drawing on the selected models, the PBF scheme, despite its small share in CGS funding, has the potential to 
promote universities’ accountability for public money and awareness of national priorities. Student equity, 
sector differentiation, and national interests are common priorities in these models.

Based on the experience of other systems, the Panel has considered the risks around creating convergence 
of the sector and an overcomplicated system and has stressed the importance of a contextually responsive 
and simple PBF scheme. This has informed the proposed design, measures and thresholds, as will be discussed 
in the following chapters.

   Recommendation 6.

The performance-based funding scheme should be contextually responsive and simple. This will mitigate 
potential risks of driving sector convergence and an overcomplicated system.
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Table 5: Summary of performance funding models across countries

Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Context  ¡ TEF is a voluntary 
scheme with 
universities having 
to opt in

 ¡ A review panel uses 
quantitative and 
qualitative evidence 
to determine a 
provider’s TEF rating: 
Bronze, Silver or Gold 

 ¡ The TEF rating 
process is performed 
each year, with a 
successful rating 
being valid for 
three years

 ¡ The Tertiary 
Education 
Commission 
(TEC) determined 
a performance 
score for a NZ 
tertiary education 
organisation’s 
(TEO) performance 
in the previous 
year(s) against 
the educational 
performance 
indicators (EPI)

 ¡ While this scheme 
was discontinued 
based on the 
recommendations 
by the New Zealand 
Productivity 
Commission, the 
TEC will continue 
to monitor and 
publish EPIs

 ¡ 75 per cent of 
funding to Finnish 
universities is based 
on performance 
against core 
measures 

 ¡ The Minister of 
Education monitors 
and compares 
performance 
between the 
higher education 
institutions through 
performance 
agreements

 ¡ Finland has no 
tuition fees for higher 
education and so 
Finnish universities 
are very dependent 
on government 
funding. This creates 
larger incentive 
effects on efficiency 
and effectiveness 

 ¡ The overall funding 
model consists 
of three pillars: 
core budget, 
performance-
based budget, and 
general design and 
innovation budget 

 ¡ Any unallocated 
funding from the 
performance-based 
budget flows into the 
general design and 
innovation budget 
as a redistribution 
fund for strategic, 
project-based 
initiatives

 ¡ Around 85 per cent 
of state funding is 
allocated based on 
university outcomes 

 ¡ Universities can earn 
additional funding 
when they perform 
well compared to 
others on metrics 
set by the state

 ¡ The model comprises 
a performance 
component and a 
potential bonus for 
good performance 

 ¡ Currently, 
core funding is 
taken away and 
allocated on the 
basis of performance 
(no additional 
money available 
for performance 
component) 

 ¡ Institutions have to 
achieve performance 
targets so as to 
maintain their 
funding levels

 ¡ The LTPF awarded 
funding based on 
core measures and 
contextual information

 ¡ Around $324 million 
over four years 
was allocated 
through competitive 
funding rounds

 ¡ The LTPF determined 
funding in two stages: 
1) universities 
demonstrated a strong 
strategic commitment 
to learning and teaching 
to meet participation 
requirements 
2) a panel made an 
assessment through 
statistical modelling 
of quantitative 
performance 
indicators and 
qualitative evidence 
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Main 
objectives

 ¡ To measure teaching 
quality and student 
outcomes and allow 
students to make 
informed choices

 ¡ To promote 
continuous 
improvement 
in educational 
performance 
by reaching an 
acceptable standard

 ¡ To boost productivity 
and impact for 
international 
competitiveness 

 ¡ To increase 
performance of higher 
education system in 
terms of efficiency, 
internationalisation 
and quality

 ¡ To increase mutual 
understanding 
between the state 
and institutions

 ¡ To create 
accountability and 
transparency of 
public expenditure

 ¡ To promote a 
diversified higher 
education system 
i.e. strengthening 
individual 
institutions’ profiles 
on the basis of their 
strengths while also 
achieving an overall 
well-balanced system

 ¡ To provide incentives 
to institutions 
for completion 
and workforce 
preparation that 
reinforce the 
policy objectives

 ¡ To incentivise 
performance on 
the four objectives 
established in the 
GRAD Act:

 – student access
 – articulation and 

transfer
 – workforce 

and economic 
development

 – institutional 
efficiency and 
accountability

 ¡ To reward universities 
that best demonstrated 
excellence in 
teaching and learning 
(and incentivise 
improvement) 
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Performance 
funding share 
in public 
funding 

0% (reputational 
incentives)

5% (limited financial 
incentives)

75% (39% for 
education, 
33% for research, 
28% for other education 
and science policies) 

(very strong 
financial incentives)

14.5% 
(performance-based 
budget)

(strong financial 
incentives)

85% (state funding) 
+5.45% (bonus in 
addition to state 
funding)

(very strong 
financial incentives)

15% (state funding) 
+10% (tuition fee 
increase as bonus for 
good performance)

(strong financial 
incentives)

Not linked to CGS funding, 
but represented around 
2% of CGS

(financial incentives 
driven by the grant and 
reputational incentives)

Design  ¡ Core and 
supplementary 
measures 

 ¡ University 
submissions

 ¡ Choice between 
a calculation that 
used all four EPIs 
(Option 1) or two lead 
EPIs (Option 2) before 
funding adjustments 
occurred (see below)

 ¡ Core measures  ¡ Core measures  ¡ Core measures, with 
university-selected 
weightings of 
measures

 ¡ University-selected 
measures from 
a prescribed 
list of around 
90 performance 
targets

 ¡ University narrative 

 ¡ Core measures
 ¡ Contextual information
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Performance measures

Student 
experience 
(weighting)

 ¡ ‘Teaching of my 
course’ from 
student survey 
(carries half weight) 

 ¡ ‘Assessment and 
feedback’ from 
student survey 
(carries half weight)

 ¡ ‘Academic support’ 
from student survey 
(carries half weight)

– Education (Total: 
39%)

 ¡ Student feedback 
(from student survey) 
(3%)

 ¡ Student mobility 
to and from Finland 
(2%)

–  ¡ Student learning and 
engagement from 
student survey

–  ¡ Overall satisfaction 
from student survey

 ¡ Generic skills from 
student survey

 ¡ Good teaching from 
student survey
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Retention/
completion 
(weighting) 

 ¡ Continuation 
(carries full weight)

Option 1

 ¡ Qualification 
completion (40%)

 ¡ Course completion 
(25%)

 ¡ First-year retention 
(35%)

 ¡ Progression (not 
applicable to 
university degrees)

Option 2

 ¡ Course completion 
(40%)

 ¡ First-year 
retention (60%)

Education

 ¡ Number of study 
credits earned 
by students in 
open university,* 
specialisation 
studies, studies 
based on 
cooperation and 
in non-degree 
programs (2%)

 ¡ Number of students 
who have gained 
at least 55 study 
credits (10%)

–  ¡ Student progression: 
30 credit hours†

 ¡ Student progression: 
60 credit hours

 ¡ Student progression: 
90 credit hours

 ¡ Number of degrees 
per 100 FTE awarded

 ¡ Six-year graduation 
rate 

 ¡ On-time graduation

 ¡ Retention/
progression

 ¡ Completers by 
degree level

 ¡ Student transfer: 
from two-year to 
four-year institutions

 ¡ Graduate rates

 ¡ Student progress rates
 ¡ Attrition rates

*  There are no basic educational requirements or age limits for open university studies; 50–70 per cent of funding for open universities comes from the ministry and 30–50 per cent of funding comes from study fees charged to students.

†  The student credit hour is a measurement of institutional workload, which measures the number of credit hours attributed to a course  (e.g. if 12 students are in a two-hour course, 24 student credit hours are attributed).
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Employment 
rates/
further study 
(weighting)

 ¡ Employment/ 
further study 
(carries full weight)

 ¡ Highly skilled 
employment/ 
further study 
(carries full weight)

– Education

 ¡ Number of employed 
graduates (2%)

– –  ¡ Number of 
completers in 
programs leading to 
4 and 5 star jobs

 ¡ Proportion of graduates 
moving to employment

 ¡ Proportion of 
graduates moving 
to full-time study
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Others 
(weighting)

– – Education

 ¡ Number of master’s 
degrees awarded 
to foreign nationals 
(1%)

 ¡ Number of bachelor’s 
degrees (6%)

 ¡ Ratio of master’s 
degrees/ teaching 
and research 
personnel (13%)

 ¡ Share of students 
in the standard 
period of study in 
the system (35%)

 ¡ Share of doctoral 
graduates and PhD 
degrees awarded in 
the system (30%) 

 ¡ Share of female 
students in the 
system (12.5%)

 ¡ Share of female 
professors in the 
system (12.5%)

 ¡ Share of students in 
continuing education 
in the system (10%)

 ¡ Number of bachelor’s 
degrees awarded

 ¡ Number of master’s/
education specialist 
degrees awarded

 ¡ Number of doctoral 
degrees awarded

 ¡ Research and service

 ¡ Number of students 
cross enrolled 
at two-year and 
four-year institutions

–
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Equity 
groups

 ¡ Weighted metrics 
(e.g. continuation) 
that contextualise 
performance based 
on different types 
of disadvantage 
(e.g. ethnicity)

 ¡ Ethnicity dimension 
in conjunction with 
core measures to 
monitor achievement 
of groups of interest 
(e.g. Māori, Pasifika, 
and people under 
25 years old)

–  ¡ Number of 
students from 
under-represented 
groups 

 ¡ An additional 40% 
of funding for each 
graduate who is 
eligible for Pell Grants 
(lower income) or is 
considered an adult 
(25 and older)

 ¡ Performance 
measure of 
enrolment and 
completion of 
students on 
Pell (at-risk or 
economically 
disadvantaged)

 ¡ Performance 
measure of 
undergraduate adult 
completers aged 25 
and above

 ¡ Pell students 
are given higher 
weights than 
non-Pell students

 ¡ Adjusted methodology 
(2007) incorporated 
additional characteristics 
such as SES, rural and 
isolated status and 
disability status

Thresholds 
for 
performance 
measures 

 ¡ Sector-adjusted 
thresholds 
(system weighting)

 ¡ Sector-wide 
thresholds 
(ranking using 
adjusted performance 
rates)

 ¡ University-specific 
thresholds (against 
sector performance)

 ¡ University-specific 
threshold (against 
sector performance) 

 ¡ University-specific 
threshold 
(state funding)

 ¡ Sector-wide 
benchmark (bonus)

 ¡ University-specific 
threshold

 ¡ Sector-adjusted 
threshold 
(ranking using adjusted 
performance rates after 
regression analysis)
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Formula  ¡ Survey-based 
metrics are given 
half as much 
weight as the other 
three core metrics 
(see Performance 
measures)

 ¡ Varied weights 
attached to 
core measures, 
and different 
between the 
two options 
(see Performance 
measures)

 ¡ Varied weights 
attached to 
core measures 
(see Performance 
measures)

 ¡ If a university 
improves its 
performance on the 
indicator more than 
others, the university 
is able to increase its 
funding on the basis 
of that criteria

 ¡ Varied weights 
attached to core 
measures 
(see Performance 
measures)

 ¡ Performance budget 
is distributed through 
a competitive 
procedure where 
the funds are 
distributed between 
all institutions, with 
a minimum and 
maximum threshold

 ¡ Losses and gains 
are dependent on 
performance of the 
institution itself as 
well as that of other 
institutions 

 ¡ Varied weights 
attached to core 
measures, subject 
to individual 
universities’ 
performance 
agreements 
(state funding)

 ¡ University has to do 
well in comparison 
to other universities 
(benchmark) 
on additional 
performance funding 
program metrics set 
by the state (bonus)

 ¡ Different weights 
are applied to 
measures, as defined 
by individual 
universities

 ¡ Different weights 
attached to core 
measures (2006)

 ¡ Equal weights attached 
to core measures (2007) 
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Review‡

Strengths  ¡ Increasing providers’ 
focus on student 
experience and 
employability

 ¡ Informing student 
choices of study

 ¡ Recognising varied 
institutional contexts 

 ¡ Contextualising 
institutional 
performance, which 
can support student 
equity 

 ¡ TEC noted that the 
tiny share of funding 
withheld under the 
policy suggested 
most provision 
was delivered to 
an acceptable 
standard—the major 
objective of the 
funding scheme 
(assuming the 
standard was set at 
an appropriate level)

 ¡ Showing progress 
and steering 
effectiveness: 

 – institutions acting 
more strategically

 – better cost and 
performance 
awareness

 – improved dialogue 
 ¡ Improving graduation 
rates 

 ¡ The performance 
tools have become 
more accepted due 
to familiarity with the 
tools and sector’s 
involvement in the 
development of tools

–  ¡ Increasing number of 
university graduates 

 ¡ Increasing degrees 
awarded 

 ¡ Having positive 
impact on 
accumulating 
24 credits for 
under-represented 
minority students 

 ¡ Changing academic 
policies, practices 
and programs to 
boost completions 

 ¡ Improving 
communication 
of state priorities 
and institutional 
performance on state 
metrics 

 ¡ Making the 
institutions more 
accountable

 ¡ Institutions 
remaining focussed 
on strategic methods 
to increase retention 
and graduation rates

 ¡ Intended to raise the 
status of teaching and 
learning so that it was 
comparable to that 
of research

 ¡ The publication of key 
performance indicators 
drew attention 
to institutional 
performance and 
enabled development 
of targeted responses 
and initiatives  
(e.g. universities’ 
reinforced awareness 
of the importance of 
learning and teaching, 
and student outcomes)

‡  The review draws on the literature on performance funding, which is detailed in the discussion on respective models in Appendix 4.
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Weaknesses  ¡ Not assessing the 
actual quality of 
teaching and learning

 ¡ Oversimplifying 
three-tier rankings, 
which can stratify 
providers

 ¡ Assessment process 
is complex and 
subjective

 ¡ Not easy to discover 
the full details on 
implementation. 
The lack of 
transparency 
makes it hard to 
check the statistical 
assumptions 
underlying the 
process

 ¡ There was an 
absence of strong 
financial incentives. 
The fiscal effect 
of Performance-
Linked Funding 
was frequently 
overstated, with less 
than 0.2 per cent 
of funding at Level 
3 and above being 
withheld between 
2013 and 2015

 ¡ Providers were 
more conservative 
about innovation 
as they had little 
(financially) to gain 
and potentially a lot 
to lose if innovation 
did not work out

 ¡ Led to unwelcome 
institutional 
competition for a 
fixed pool of public 
funding 

 ¡ Four-year agreement 
is long and limits 
flexibility  

 ¡ Breeding uniformity 
and limiting 
institutional profiling 
and developing 
their niche

 ¡ Strong focus on 
national goals may 
not align with local 
goals

 ¡ In contrast to the 
stated goal of the 
policy, institutions 
must respond to the 
same issues, leading 
to uniformity at 
system level

 ¡ Weakening academic 
standards 

 ¡ Increasing 
compliance costs

 ¡ Reducing 
inter-institutional 
collaboration due 
to competition

 ¡ Restricting 
admissions 
for reputation 
or increasing 
graduation rates

 ¡ The performance 
model intended as 
a system of ‘carrots’ 
turned into a system 
of ‘sticks’ due to 
further reduction of 
core funding on the 
basis of performance

 ¡ Overly complex 
metrics

 ¡ Institutions being 
conservative 
in setting their 
performance targets

 ¡ The first round of 
reward focussing on 
‘excellence’ privileged 
research intensive 
and well-resourced 
universities

 ¡ The results were 
presented as a 
league table by the 
press, which may 
have damaged 
the reputations 
of ‘unsuccessful’ 
universities
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Country 

Performance 
funding 
model 

(Size of 
the scheme)

United Kingdom 
(2017–present)

Teaching Excellence 
and Student Outcomes 
Framework (TEF)

(134 higher education 
institutions took part 
in Year 2)

New Zealand 
(2012–2018)

Performance-Linked 
Funding 

(8 universities and 
16 institutes of 
technology and 
polytechnics)

Finland 
(1990s–present)

Performance funding 

(32 public universities, 
including universities 
of applied sciences)

Thuringia, Germany 
(2003–present)

Cost and 
performance-based 
overall funding

(10 public universities, 
including universities 
of applied sciences)

Tennessee, 
United States  
(1979–present)

Outcome-based 
performance funding

(11 universities, 
40 colleges)

Louisiana, 
United States 
(1979–present)

Outcome-based 
performance funding

(19 universities 
and 13 colleges)

Australia 
(2005–2009)

Learning and 
Teaching Performance 
Fund (LTPF)

(38 institutions)

Weaknesses 
(continued)

 ¡ Technical complaints: 
 – much weighting given 

to student surveys 
(2006)

 – ordinal rankings 
for translating 
statistically 
insignificant 
differences into 
artificial distinctions 
between universities

 – opaque regression 
analysis was a crude 
tool for disentangling 
the complexity of 
university teaching
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5

5. DESIGN OF THE PERFORMANCE-BASED 
FUNDING SCHEME 

A performance-based funding system for Australia’s higher education system should create increased 
accountability, promote quality of teaching and learning, and incentivise further improvement. Universities 
across the country have varied missions and enrol students from different backgrounds in a range of different 
courses. They adapt the delivery of higher education to better prepare students for evolving labour force 
demands and workplace environments, and each university faces different local economic conditions. The task 
of developing a performance funding system that is fit for purpose, fair, robust and feasible is a complex one. 

As set out in the Terms of Reference, a central task of the Panel is to provide advice on the design of the measures 
to be included in the proposed PBF scheme. This chapter evaluates potential options for design against the four 
principles guiding the scheme. 

5.1 Choosing performance measures

There is a range of options for choosing performance measures:

 ¡ Government-selected (core) measures only

 ¡ Government-selected (core) measures plus allowing universities to select some (supplementary) measures 

 ¡ University-selected measures only.

Each is discussed further below.

5.1.1 Government sets performance measures
Having a core set of performance measures set by the Government has the benefit of being simple and feasible 
to implement and administer, as all institutions would be assessed against the same measures. This model has 
been applied in New Zealand, Finland, Thuringia (Germany), Tennessee (US) with university-selected weightings 
for different measures, and the LTPF (Australia). On one level, it may introduce some degree of fairness by assessing 
all institutions against the same measures. Conversely, it may not be fair to use the same measurements for 
institutions that have varied missions and profiles, and that are in structurally different positions. 
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A few submissions supported the use of only core performance measures. Western Sydney University preferred 
the option of compulsory measures, rather than supplementary measures, as universities should be ‘measured 
consistently across the sector’. Go8 suggested limiting the scheme to core measurement metrics in its submission, 
suggesting that:

Government consider limiting the scheme to three core measurement metrics… These metrics can be used, 
with weighting, across all universities and applied in a manner consistent with the Design Principles.

Nonetheless, some respondents expressed their concerns regarding fairness and equity about this measure. 
As Queensland University of Technology indicated in its submission:

… it is impossible to find a sector-wide ‘one size fits all’ approach to a performance-based funding scheme 
because with any metric there is the possibility of perverse outcome and gaming of the system; a bundle of 
metrics only exacerbates rather than mitigates this risk… should design commence before those significant 
problems are resolved, it certainly should be tailored to take account of the unique mission and characteristics 
of each institution.

The Panel considers a small set of core measures would be a simple system to implement. The value and efficacy 
of a simple system was evident in the international examples analysis in Chapter 4. The Panel acknowledges 
the concern that limiting university selection for measures might not allow universities to reflect their context. 
However, there is a range of alternative means to contextualise university performance and acknowledge the 
varied missions of universities and the situations they face. For instance, taking into account student and course 
characteristics when setting measure thresholds is one powerful way to acknowledge university context. This is 
discussed in Chapter 7.

5.1.2 Government set core measures with university-selected 
supplementary measures 

Under this approach, universities would be able to select one or more measures from a defined set for assessment 
in addition to the core measures. Such a system would recognise university differences and diversity by including 
supplementary measures that align with universities’ unique missions, strategies, community needs and catchment 
characteristics, thereby applying a level of fairness. 

A large proportion of stakeholders supported a scheme that includes core measures and supplementary 
(institution-specific) performance measures. As Charles Darwin University pointed out, the measures should 
‘align to institutional strategic plans, but may also include areas identified by Government for specific focus’. 
La Trobe stated in its submission:

… we support in principle the concept of ‘core + supplementary’ measures. Again, we suggest that the UK TEF 
provides a strong model here. Institutions need to respond to the needs of their local communities and changes 
in society, the economy and the employment market more generally. An overly mechanistic approach would 
undermine institution autonomy and the ability to respond to local and national needs.

The only practical approach to implementing university choice of measures would be to establish a suite of 
measures, from which universities could choose. For example, The University of Melbourne proposed institutional 
selection of a ‘specific equity measure’ by which they could be assessed, which would address institutions’ 
divergent equity strategies without introducing a level of administrative complexity to performance assessment.

With respect to the provision of a prescribed list, The University of Sydney indicated the importance of a 
‘right balance between core and supplementary measures’ as a PBF scheme with ‘too many options risks 
providers attempting to game the system’.
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5.1.3 University-selected measures
Around one-third of respondents supported the use of only university-selected performance measures. Such a 
system would allow universities to select the performance goals they are being assessed against from a range 
of possible options. Murdoch proposed ‘individual agreements’ between the department and institutions based 
on individually negotiated performance measures and targets, following agreed principles and parameters. 
Universities Australia noted in its submission:

The Government may wish to investigate a system working with each university to create a suite of targets 
and metrics that are appropriate to that institution. Agreements would have to span a reasonable period of 
time to allow for meaningful assessment. An individualised approach, which acknowledges the diversity in the 
university sector, is more likely to result in positive outcomes than a broad and necessarily complicated scheme 
applied to the whole sector. 

Similarly, the ATN indicated the measurement of the metrics should be negotiated on an ‘institution by 
institution’ basis through each institution’s funding agreement.

While such a system would provide fairness by ensuring that the system would reflect each individual institution’s 
circumstances, the Panel considers it would become less fit for purpose as it opens up the opportunity for 
universities to identify only those measures where they already perform well. This would limit the Government’s 
capacity to incentivise improvements. To mitigate this, in Louisiana’s outcome-based funding model, universities 
select measures from a prescribed list. The Panel considers this approach creates a complicated system to 
implement and administer.

The Panel notes that while this design would provide more university choice and promote diversity in the sector, 
there is concern that it could lead to unintended outcomes through the sector and universities playing to their 
strengths rather than seeking improvements against other measures. 

   Recommendation 7.

The performance measures should be core only and set by the Government.

5.2 Qualitative submission 

A qualitative component to performance assessment can be introduced through a university submission to the 
scheme, as seen in the performance funding models in the UK (TEF), Louisiana (outcome-based performance 
funding), and Australia (LTPF). A submission would allow a university to provide some context to their performance 
and strategies and efforts to improve student outcomes and teaching performance.

A few respondents were in favour of this. Swinburne University of Technology suggested the inclusion of 
‘a short institutional submission’ along the lines of TEF to provide a clear articulation of why each university 
chooses its metrics, how it is investing for continuous improvement and innovation, and the expected 
evidence-based outcomes. 
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University of Southern Queensland noted in its submission:

One way to achieve a fully contextualised and fair performance-based funding system is to include a 
‘provider submission’ process. This is one of the key elements of RUN’s proposal which is based on the UK’s 
TEF process. That is, universities should provide a short submission providing relevant contextualisation 
details to an independent panel for their assessment of approving funding. 

IRU suggested universities should focus on describing their advantages rather than their disadvantages in 
their qualitative submissions. This approach would counter the tendency of these documents to become 
too negative.

The Panel considers this design option might offer a level of fairness by allowing institutional circumstances 
to be taken into account. However, depending on the extensiveness of the submission, it could potentially be 
less feasible than a scheme with only quantitative components due to the administrative burden required. 
Institutions would be required to develop and submit a qualitative submission, while the Government would 
be required to increase resources for submission assessment. 

The qualitative nature of this assessment of performance would also reduce the transparency of decisions 
made, perhaps making it less robust. Some stakeholders suggested establishing a panel of experts to make 
such assessments to increase robustness. The added cost of this process reduces the feasibility of this option. 
This view, that the process could be costly, was shared by stakeholders in the consultation. Stakeholders also 
felt that a submission process could run the risk of encouraging ‘fluff pieces’.

The Panel acknowledges there is significant cost to including a university submission in a PBF scheme, noting 
that this view is of the Chair of the review panel for TEF. However, the Panel notes that quantitative data alone 
may not fully capture the context or circumstances in which a university operates. The inclusion of a brief 
university submission may foster dialogue between government and each university. The submission should 
focus on those measures where incremental improvement could drive the overall performance of the university. 

   Recommendation 8.

Universities should have an option to provide a brief qualitative submission, noting that the submission 
should focus on those measures where incremental improvement could drive the overall performance of 
the university.
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6

6. MEASURES FOR THE PERFORMANCE-BASED 
FUNDING SCHEME

As indicated in the Terms of Reference, the major focus of the PBF scheme is on the quality of teaching and 
learning, student support and achievement of the best possible outcomes for graduates. To assist the Panel 
in its deliberations, the consultation paper specifically asked stakeholders for feedback on the scheme’s 
performance measures. This chapter provides an overview of potential performance-based funding measures, 
including student success, equity group participation, graduate outcomes and student experience. The Panel 
has evaluated the appropriateness of these measures against the guiding principles of the scheme, taking into 
account extensive stakeholder feedback from consultations and public submissions. 

6.1 QILT-based survey measures

The Quality Indicators for Learning and Teaching (QILT) suite of surveys for higher education cover the student 
life cycle from commencement to employment, providing data and information regarding student experience, 
graduate outcomes and satisfaction, and employer satisfaction. As such, this information forms an important 
part of measuring university performance. However, the sector expressed concerns about the robustness of 
data to determine a university’s performance—one of the Panel’s key considerations. This section discusses 
the robustness and feasibility of measures based on the QILT surveys. 

Surveys can be an efficient method for a broad examination and assessment of perspectives of a large 
population. The annual QILT surveys are independently and centrally administered by the Social Research 
Centre (SRC). The surveys are based on a centralised approach to sampling whereby population frames are 
established based on the Higher Education Information Management System (HEIMS) records of student 
enrolments and completions. This ensures the sampling methodology is robust, consistent and transparent 
across all institutions. Population files are returned to institutions for validation and to append student contact 
details. The SRC noted ‘there was no evidence to suggest that institutions flagged records for exclusion 
inappropriately’ (Social Research Centre 2018).
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One limitation to surveys is the extent to which results can be relied upon. In light of this, average student 
experience results from a QILT survey, for example, will be indicative and the point estimate will be bound 
by a confidence interval. A sophisticated sampling strategy is used to achieve a confidence interval of 
+/- 7.5 percentage points at the 90 per cent confidence level for survey estimates at institution by study area level. 
This is considerably more complex than a simple targeting of an overall response rate for an institution. Put more 
simply, a 30 per cent response rate at a large institution may be more accurate than an 80 per cent response 
rate at a small institution because there are a larger number of survey responses at the former institution. 
The number of survey responses and the size of confidence interval determine the accuracy of survey estimates, 
not the response rate.

Both the SRC and institutions themselves undertake student engagement activities to boost the number of 
survey responses. As mentioned above, the SRC targets and monitors survey responses by institution and 
study area, that is, at strata level. As a result, the SRC then calculates an implied response rate target for each 
institution and compares this with the actual response rate achieved. This process is documented annually 
in a methodology report accompanying each QILT survey and published on the QILT website (qilt.edu.au) 
to aid transparency.

The SRC is responsible for all data collection, cleaning and compilation tasks leading to the production of QILT 
datasets and reports. These tasks are undertaken using a Total Survey Error (TSE) approach combined with the 
application of an ISO Quality Assurance Scheme to produce data that is robust and defensible.

The QILT Working Group, comprising senior academics, technical experts and business representatives, 
provides an oversight of the QILT suite of surveys. The QILT Working Group reviews and approves surveys, 
reports and data products prior to release.

The following sections discuss the key potential performance measures, reliant upon QILT data, to be considered 
for the PBF scheme.

6.1.1 Student experience
The Student Experience Survey is part of the QILT suite of surveys. All 41 Australian universities participated in 
the 2018 survey, with a 48.8 per cent response rate of students. 

The Student Experience Survey presents six indicators of student experience: quality of entire educational experience 
(a questionnaire item), and five different focus areas (i.e. skills development, learner engagement, teaching quality, 
student support and learning resources) that are underpinned by 46 individual questionnaire items.

The most relevant measures for performance funding appear to be teaching quality, quality of entire educational 
experience, and student support, with the former having been widely discussed by the sector stakeholders. 

Teaching quality: (Example of questionnaire items) Thinking of this year, overall at <institution> how would you 
rate the quality of the teaching you have experienced in your <course>? This measure is based on summated rating 
scales of 11 questionnaire items. 

Student support: (Example of questionnaire items) At <institution> during 2018, to what extent have you 
received support from your institution to settle into study? This measure is based on summated rating scales 
of 13 questionnaire items. 

Quality of entire educational experience: Thinking about your <course> overall how would you rate the quality 
of your entire educational experience this year? This measure relates to a single question within the teaching 
quality focus area. 

http://qilt.edu.au
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As reflected in their submissions, a large proportion of stakeholders favoured the inclusion of a measure of 
student experience in the scheme. A few stakeholders identified both teaching quality and entire educational 
experience satisfaction levels as potential metrics. For example, Griffith University indicated that the QILT 
teaching quality indicator could be included, although ‘it tends to mirror the overall satisfaction measure’. 

Stakeholders held different views on the inclusion of student experience as a measure. From the perspective 
of robustness, some higher education policy researchers raised concerns on the ‘negative correlation’ 
between student satisfaction and other potential performance measures (e.g. completion), and varied student 
satisfaction rates between teaching modes and course fields. As the Council of Australian Postgraduate 
Associations noted in its submission:

The student’s experience cannot be wholly quantified using metrics which can be compared and ranked across 
universities… Student satisfaction is a challenging metric as this measure does not always indicate relative 
quality. This is largely because most undergraduate students, having attended a single institution, do not have 
a point of reference to which they can compare their university’s conditions.

Despite this, some stakeholders stated that aspects of the survey that go specifically to teaching quality is a more 
reliable measure for performance-based funding given that the overall student satisfaction measure might be ‘blunt’. 

On the basis of robustness, a number of stakeholders questioned the reliability of this data. Of particular concern 
was the narrow range of results across universities. For example, in 2018, 81 per cent of undergraduate students 
evaluated their experience with teaching quality positively. Individual universities were rated within the range of 
75–86 per cent, with significant confidence intervals for results at some institutions. Setting a benchmark for using 
these data with confidence intervals and within a small range of values may not be a fair or robust approach. 

At a more fundamental level, some stakeholders questioned whether there was sufficient evidence to support 
the relationship between student surveys and university performance. For example, the Academy of the Social 
Sciences stated that using ‘student survey data alone is fraught’ in light of the absence of evidence to support 
the relationship between student evaluations and teaching quality, and how teaching quality should be 
measured. Similarly, the Tertiary Education Quality and Standards Agency (TEQSA) stated that QILT surveys have 
a risk of not being indicators of teaching quality, but rather student perceptions. Similarly, other stakeholders 
highlighted the subjective nature of student experience as a limit to this dataset and some biases that may exist 
in the data. 

Besides this, respondents made some suggestions. The Grattan Institute proposed an inclusion of measure of 
student satisfaction with ‘career advice’ and ‘student support’. Flinders University stated that student satisfaction 
with their course whilst they are studying could be a ‘timely and relevant’ indicator of university performance.

Other stakeholders were keen to point out that student satisfaction results relate strongly to course type. 
For instance, creative arts students were typically more satisfied compared to engineers, and law graduates 
were typically more satisfied than teaching graduates. These stakeholders felt it appropriate to acknowledge 
this correlation in some way.

Given the Terms of Reference and wide stakeholder support, the Panel agreed on the use of this measure, noting the 
Student Experience Survey is the only student-centric measure currently under consideration that directly links to 
student experience.

The Panel discussed the various student satisfaction measures (learner engagement, teaching quality, 
and entire educational experience) and agreed that the targeted nature of student satisfaction with teaching 
quality measure is most appropriate.

Currently, results of the Student Experience Survey are made public on the QILT website. This offers current and 
potential students a university comparison tool and therefore presents a reputational incentive for universities to 
maintain and improve teaching quality. Setting student experience (through student satisfaction with teaching 
quality) as a performance measure applies a further financial incentive to this end. 
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Analysis by the department4 shows a strong correlation between field of education and student satisfaction 
with teaching quality, confirming the concerns of some stakeholders. Such a relationship creates a potential 
incentive—should student satisfaction be included as a measure—for universities to increase provision of 
courses with typically high student satisfaction rates. The policy intention of including student success as a 
performance measure is to incentivise teaching quality maintenance or improvement, allowing universities to 
make course provision decisions on sound bases. The Panel therefore suggests accounting for the relationship 
between student satisfaction and study area to limit these unintended incentives, with one option being to 
apply a system-weighted averaging method. 

   Recommendation 9.

Student experience should be a performance measure, as measured by student satisfaction with teaching 
quality for domestic bachelor students.

6.1.2 Graduate outcomes
The 2018 Graduate Outcomes Survey (GOS) was conducted as a national online survey among 102 higher 
education institutions including all 41 Table A and B universities. A total of 120,564 valid survey responses were 
collected across all study levels, representing a response rate of 43 per cent. The GOS presents four indicators 
of graduate outcomes: full-time employment, overall employment, full-time further study, and median salary.

Full-time employment rate: Graduates employed full-time, as a proportion of those available for full-time work

Overall employment rate: Graduates employed (including in full-time, part-time or casual employment), as a 
proportion of those available for employment

Further full-time study rate: Graduates who reported being in full-time study, as a proportion of all graduates

Graduate median salary: The median annual salary of graduates employed full-time

More than half of the submissions support the use of graduate outcomes as a performance-based funding 
measure. In relation to fitness-for-purpose, James Cook University, for instance, indicated that graduate outcomes 
are well aligned with HESA objectives (e.g. to meet Australia’s social and economic needs) and could be 
used as proxy measures of university performance. On this notion of fitness-for-purpose, many respondents, 
including some of those opposing this measure, indicated that full-time employment rates seem to be less 
relevant over time. They proposed a broader definition of employment rates that captures the changing 
nature of the workforce, economic conditions, university missions or locations such as ‘all employment 
(not just full-time)’, ‘short and long term employment outcomes’ (Griffith University), ‘overall employment’ 
(University of the Sunshine Coast) and ‘any employment’ (Victoria University). 

4 Analysis of variance (ANOVA) shows a very strong relationship between 2017 student satisfaction with teaching quality and field of education.
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However, stakeholders believed employment rates to be outside the influence of an institution’s control, 
with factors relating to ‘economic conditions’ (University of South Australia), ‘labour market’ (Academic of 
the Social Sciences; Curtin University) and ‘geographic location of the university’ (Macquarie University) 
playing a more significant role in institutional outcomes. Furthermore, ‘differing curriculum models’ 
(The University of Melbourne) and ‘fields of education’ (Grattan Institute) may skew institutional results. 
As such, graduate outcome measures may not provide an accurate indication of institutional performance. 

Some submissions noted that for some graduates, finding employment after graduation is not the only positive 
outcome, with many students continuing on to further study after completing their degree. Indeed, a measure 
for the rate at which students progress to further study can be determined through the results of the GOS.

Some stakeholders referenced the use of further study as a measure, noting their support for it typically 
relates its use to supplement employment rate figures. For example, IRU proposed the development of a 
single measure of the proportion of students who progressed to either employment or further study. It should 
be noted, however, that both the full-time employment and overall employment rates consider only those 
students available for employment (i.e. seeking employment, be it full time or not, respectively). This reduces 
the necessity to consider students engaged in further full-time study in a graduate outcomes measure, as these 
students will generally not be seeking employment.

Among the objectives of Australia’s higher education sector, as stated in HESA, is to educate people to take 
a leadership role in economic development, to meet Australia’s economic needs, and to enhance Australia’s 
economic development. The role the system plays in supplying skills and knowledge to Australia’s workforce is 
undisputed. The prosperity and security of Australia relies on a well-educated labour force. A performance-based 
funding system must therefore acknowledge and reward universities that meet these labour force objectives and 
consequently graduate outcomes should be a performance measure.

Including graduate outcomes as a performance measure will create a further, financial incentive for universities 
to take those steps that will help to increase the rate of employment after graduation—for example, ensuring 
that course offerings align with economic needs, working with employers to address key technical and soft skills 
needs in higher education qualifications and to respond to their evolution over time, and to identify opportunities 
for work experience to support learning and transition to employment. 

However, to safeguard university performance from local economic effects (which are largely outside the 
control of universities), the Panel recommends adjusting or modifying the graduate outcomes measure (or the 
thresholds) to account for such effects. This approach will help target the graduate outcomes measure and 
minimise the unfairness of holding universities subject to local economic and labour market effects.

The Panel preferred the overall graduate employment rate as it reflects the complexity of employment in 
terms of the changing nature of professions (especially gendered professions), varied job seeking patterns 
(e.g. graduates seeking employment at startups, or multiple jobs), and differences between metropolitan and 
regional areas. However, the Panel notes that graduate employment rates are based on a survey conducted 
a few months after graduation. This short-term measure is problematic for some professions. A longer-term 
measure (e.g. several years after graduation) would reflect a more contemporary view of graduate outcomes. 
Therefore, the Panel believes it is worthwhile exploring ways to develop a more robust, longer-term measure 
of graduate outcomes.
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   Recommendation 10.

Graduate outcomes should be a performance measure, as measured by overall graduate employment 
rates for domestic bachelor students.

6.1.3 Employer satisfaction 
Overall satisfaction: Proportion of supervisors who are very likely or likely to consider hiring another graduate 
from the same course and institution if they had a relevant vacancy

The Employer Satisfaction Survey (ESS)—part of the suite of QILT surveys—directly links the experiences of 
graduates to the views of their direct supervisors. The ESS surveys a large number of employers (more than 
5000 responses), making it more robust than other comparable surveys such as the QS Employer Survey 
(800 responses) and the Australian Industry Group Employer Survey (300 responses).

However, the ESS remains much smaller in scale than the Student Experience Survey (over 250,000 responses) and the 
GOS (over 100,000 responses). This is a particularly important aspect to consider in terms of its robustness for the 
PBF scheme. As noted above, the accuracy and robustness of survey estimates is influenced by the number of 
survey responses, which in turn determines the size of confidence intervals. 

The 2018 ESS publishes institutional estimates combining responses from the 2016, 2017 and 2018 surveys 
to improve the reliability of survey estimates. This approach yields confidence intervals at the 90 per cent 
level of confidence of +/ 1 percentage point at the national level, and +/ 2 percentage points among the 
larger universities, increasing to +/ 7 or 8 percentage points among smaller institutions. Nevertheless, the size 
of confidence intervals indicates caution is warranted in interpreting estimates of employer satisfaction at 
institution level.

Stakeholders were not in favour of this measure, particularly in light of issues with the robustness of the ESS. 
Given the adequacy of the graduate employment rates, the Panel agrees that employer satisfaction not be part 
of the PBF scheme.

6.2 HEIMS-based measures

The Higher Education Information Management System (HEIMS) is an electronic information system that 
includes information on student enrolments in the Australian higher education sector. The department 
uses it to monitor Commonwealth assistance by students and for program management, with consistent 
and transparent methodology across all institutions, and data accounting for the entire student population. 
The following sections considers the potential HEIMS-based performance measures for the PBF scheme. 
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6.2.1 Attrition and completion 
Attrition and completion rates offer measures of student success. It is important to measure the rate at which 
students progress through the university system. There will be a percentage of students who drop out due 
to understandable reasons or upon realisation that a particular or higher education more generally is not 
appropriate (i.e. not all attrition is necessarily bad). However, in all cases when students attrite after the 
first census date, they will accrue a HELP debt, and the Government will have contributed the subsidy.

Adjusted attrition rate: The proportion of students who commenced a course in year(x) who neither complete 
in year(x) or year(x+1) nor return in year(x+1).

The ‘adjusted’ nature of this measure uses Commonwealth Higher Education Student Support Number matching 
to ensure that a student is not counted as attrited if they simply changed course or institution, rather than 
leaving higher education altogether. Importantly, it is a more contemporaneous measure than completion rate 
(see below). It still lags by more than a year, given it is necessary to wait to see if a commencing student re-enrols 
in their second year before being able to report on their status.

The adjusted retention rate is very close to the inverse of the new adjusted attrition rate, except that it excludes 
those who complete from the denominator. Given attrition is the measure that is most commonly cited in 
studies and literature, and most closely examined, the Panel recommends that it be included in place of 
retention for this scheme.

A large number of respondents were in favour of attrition (or retention) as a performance measure. This is 
seen in responses pointing to feasibility such as ‘strong predictor of success and could be considered an 
intermediate outcome in the education process’ (James Cook University) and ‘meaningful short-term measure’ 
(Country Universities Centre). Many stakeholders indicated their support for an attrition rate that takes into 
account institution-specific circumstances, which is in line with fairness to recognise sector differentiation. 
Monash University recommended the use of adjusted first-year student attrition/retention in its submission:

[First-year student attrition/retention is a] key academic performance indicator that is available for all 
institutions... based on objective and timely HEIMS data... To account for differing institutional missions, 
it is recommended that this indicator capture retention within the Australian higher education sector 
(i.e. adjusted retention rate); not within an institution (or course).

A smaller, but not insignificant, number of stakeholders opposed this measure because of the long time lag 
(University of South Australia), and the failure of this measure to capture VET transfers and re-enrolments 
(Charles Darwin University), as well as the significant factors outside of a university’s power that influence 
attrition rates (University of Southern Queensland). Some respondents, such as The University of Adelaide and 
La Trobe University, raised the issues of fairness, stating that linking performance to attrition may see universities 
respond by not enrolling higher-risk students, which would undermine the principles of equity and diversity. 
The Grattan Institute indicated that those universities that do better on equity participation risk doing worse on 
attrition performance given that low SES students may have more significant risk factors such as low Australian 
Tertiary Admissions Rank (ATAR) and part-time study. 

Completion rate: The proportion of students who completed a course in any year across the given time period. 

The completion rate follows students regardless of whether they change course, or institution, or even if they 
leave and return to higher education in a later year. The department’s cohort analysis provides the definitive 
measure of the progress of students in higher education. It follows students over nine years, allowing for their 
temporary exit and potential return to higher education, and records the rates of completion within various 
cohort periods by institution. While providing the gold standard in accuracy and relevance, this measure is by 
its nature a lagging indicator. It measures the performance of a university four, six, or even nine years before 
the most recent data becomes available (which itself is lagged by over a year).



REPORT FOR THE MINISTER FOR EDUCATION – JUNE 2019 51

MEASURES FOR THE PERFORMANCE-BASED FUNDING SCHEME

Less than half of respondents supported the use of completion rate as a performance-based funding measure, 
with a few suggesting six/nine-year completion rates as provided in HEIMS. Considering fairness to universities 
with different missions, some submissions proposed completion rates be controlled for student characteristics 
such as proportion of part-time and online enrolments (Deakin University) or government-prescribed equity 
cohorts (RMIT University). On a similar note, the Country Universities Centre stated that students belonging to 
multiple equity groups may have a compounding effect on higher education completion rates—the more ‘at-risk’ 
groups to which a student belongs, the lower the completion rates for a student may become.

About one-fifth of respondents opposed the use of completion rates as a performance measure because of 
concerns with feasibility. The long time lag means that institutions would be assessed on their performance 
several years prior to the year in which performance funding is being allocated. The highly lagged measure of a 
university’s performance is therefore not a useful measure to reflect improvement in university performance or 
student outcomes. In light of this, Australian Catholic University proposed six/nine-year completion rates as an 
additional measure, rather than a core measure given ‘a large lag time’ that may reflect university performance 
in the distant past.

Another concern pertains to the robustness and fairness of using both attrition and completion as measures 
given their correlation that provides no further performance-related insights (e.g. Monash University, 
Curtin University). A higher education policy researcher at the consultation pointed to the risk of including both 
completion and attrition measures as it would create a ‘double dipping or double jeopardy’ element in the 
scheme. This aligns with departmental analysis that has measured a strong correlation between attrition rates 
and non-completion rates (see Figure 4).

Some stakeholders noted that despite the above complexity, there is an argument that employing both measures 
might allow for both long-term and short-term measures of university outcomes to be assessed. Alternatively, 
it might be possible to look at the number of bachelor completions at a university in a year. To account for different 
sizes of universities, this could be expressed as a percentage of enrolments at the university. 

The Panel supports including a measure of student success. The positive progress of students through the higher 
education sector ensures efficient use of public money, and applies additional incentives for universities to 
maintain (and improve) teaching quality and support for students to achieve this important goal. The Panel also 
recognises the relationship between a university’s student cohort and the student success measures of attrition 
and completion rates. It is important that a measure of this nature does not discourage higher-risk students from 
participating in higher education. A higher education sector characterised by equity of access is enshrined in the 
HESA. The Panel therefore recommends that the student success measure accounts for student (and course) 
characteristics. This would create an important measure that encourages and rewards efforts, policies, 
programs and innovations at universities that assist student progression and provide student support.

The Panel agrees on the use of adjusted attrition rate as a performance measure which strikes a good balance 
being contemporaneous (a one-year lag) and definitive. Moreover, analysis shows that the adjusted attrition rate 
correlates strongly with the definitive non-completion rate. Figure 4 presents a linear fit to university-adjusted 
attrition rates for the 2009 commencing cohort, against the proportion of institutions’ 2009 commencing cohort 
who had not completed after nine years. The R2 value of 0.91 indicates that first-year attrition rates are a very 
good proxy for long-term failure to complete.
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Figure 4: Relationship between adjusted attrition and 9-year non-completion rates 
(2009 commencing cohort)

Source: Department of Education and Training analysis of HEIMS data

A potential dimension for exclusion from the adjusted attrition rate is those students transitioning from higher 
education to the VET sector. While the data is not currently available, this dimension would seem fair and robust 
to reflect student attrition and should be considered once this data becomes available. 

   Recommendation 11.

Student success should be a performance measure, as measured by adjusted attrition rates, noting a 
potential dimension should include students transitioning from higher education to the VET sector. 

6.2.2 Participation by equity groups
Much of the focus of recent government equity policy has been in relation to increasing participation by 
Indigenous students, those from low SES backgrounds, and those from regional and remote areas of Australia. 
For those students from low SES backgrounds and regional and remote areas, each makes up around a fifth of 
all domestic undergraduates. Those measures are robust as most institutions will have large enough numbers of 
students to ensure only marginal fluctuations from year to year. However, some universities have low numbers 
of Indigenous students, which may lead to some volatility over time. This warrants caution and further sensitivity 
testing to be undertaken before incorporation into the PBF scheme.

In light of the principle of fairness, the inclusion of equity group participation as a PBF scheme measure offers 
a means to reflect that equity measures counteract potential perverse incentives in a performance funding 
scheme, given higher rates of attrition and lower rates of completion for some equity groups. It also recognises 
equity and inclusiveness features in many university missions and value statements. 
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From stakeholders’ submissions, there was little to no opposition to this as a measure. For example, 
University of the Sunshine Coast captured a common theme by stating the importance of supporting 
‘students from under-represented groups and long-standing educational disadvantage’.

Some stakeholders indicated that the inclusion of equity measures could alleviate some of the bias in other 
measures (James Cook University). La Trobe University stated that rewarding retention or punishing attrition 
could be counter to equity objectives. Moreover, Queensland University of Technology highlighted the 
transformational process of study for a low SES student, which may be more valuable, even if those students 
‘succeed’ at lower rates.

Some stakeholders suggested specific targets of equity measures such as ‘state-based targets’ to allow for 
collaboration between universities (Edith Cowan University), and ‘institutionally specific equity targets’ whereby 
institutions select an equity indicator (Charles Darwin University). Further, there are additional perspectives 
on SES provided by the Grattan Institute, suggesting a new low SES distinction be made for those in the lowest 
50 per cent, rather than the lowest 25 per cent.

The Panel raised concerns regarding the crossover between each of the equity group participation rates. 
Departmental analysis shows that each of the equity group participation rate measures correlate quite strongly 
with one another. This is not surprising given many students belong to more than one equity group. In other 
words, many students face multiple disadvantage. Furthermore, participation by each equity group correlates 
with adjusted attrition rate. This reinforces the need for equity group participation to be included in the scheme 
to moderate the incentive for universities to limit access to equity group students who typically have higher rates 
of attrition and lower rates of completion.

The Panel is in favour of rewarding equity group participation in higher education. As stated earlier, Australia’s 
higher education sector must ensure diversity and equity of access. Of particular note is the concern raised by 
some stakeholders that a PBF scheme could negatively impact regional and remote higher education provision, 
currently the subject of a concurrent review. Including regional and remote participation rate as a measure 
acknowledges this risk, and recognises the importance of higher education to these regions.

The Panel notes that participation by each of the three equity groups is important. None of them should be 
optional and all should be part of a PBF scheme. Therefore, the Panel agrees that a measure incorporating equally 
weighted participation rates by all equity groups would ensure all equity groups are respected and acknowledged. 

   Recommendation 12.

Equity group participation should be a performance measure, as measured by equally weighted participation 
rates of Indigenous students, low socio-economic status (SES) students, and regional/remote students.

6.3 Debt Not Expected to be Repaid

The consultation paper canvassed the use of HECS-HELP loan debt repayments, whereby universities would be 
assessed by the proportion of HELP debt repaid by a graduating cohort five years after graduation. This approach 
would require linking student graduate data to Australian Taxation Office (ATO) tax return records. While not yet an 
available dataset, the department is currently considering developing such a dataset. 
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No respondents showed support for Debt Not Expected to be Repaid (DNER) as a measure. About half of the 
respondents explicitly opposed its use as a factor in determining performance-based funding due to the issue 
of fairness to universities and students and that institutions should not be held accountable for an arrangement 
beyond their influence. On this basis, the University of New England indicated that ‘the provision of HECS loans 
is a matter between the Government and student, and institutions should not be held accountable for an 
arrangement beyond their control’. Another argument is that it could be discriminatory and discourage equity. 
The University of Technology Sydney stated in its submission:

[Using student debt as a performance indicator] appears to be a highly unreliable indicator of university 
performance and at odds with the principle that measures ‘be within the control of the university’. It is wholly 
against all universities’ missions to reject students on the basis of an unidentifiable potential inability to pay 
future debt. It would appear that any attempt to identify such students and refuse admission to university 
would be highly discriminatory.

In a consultation, stakeholders raised a perverse outcome of this measure that students from affluent 
families might be advantaged given that many such parents might pay for their child’s university fees upfront. 
Other reasons for its exclusion include the fact that the measure is too complicated (e.g. Central Queensland 
University), and that it requires a better understanding or evidence base of DNER patterns by cohort/institution 
(e.g. Deakin University).

The Panel discussed and ruled out this measure due to potential unintended consequences of this measure 
such as the credit rating of universities being under threat.

6.4 Selected measures for the performance-based funding scheme

Based on the analysis in this chapter, the Panel recommends the PBF scheme should comprise the following 
performance measures relating to domestic bachelor students:

 ¡ Student success – measured by the adjusted attrition rate

 ¡ Equity group participation – measured by an equally weighted participation rate of Indigenous students, 
low SES students, and regional students

 ¡ Graduate outcomes – measured by overall graduate employment rate

 ¡ Student experience – measured by student satisfaction with teaching quality.

Further details on how these measures will be implemented in the scheme from 2020 are in Chapter 8.

6.5 Awarding performance-based funding by measure

A PBF scheme awards funding to a university based on its performance against selected measures. There are 
options regarding how this funding is awarded both across measures (intermeasure funding), and if funding 
awarded by measures needs to be weighted (intermeasure weighting).

6.5.1 Intermeasure funding 
Intermeasure funding refers to how funding is awarded to universities across all measures. One approach would 
be to fund universities for those measures for which they are successful. For instance, if a PBF scheme involves 
four measures (as recommended in this report) and if a university successfully achieved the threshold for three of 
the measures, they would receive funding associated with those three measures. Alternatively, an all-or-nothing 
approach could be employed, whereby a university would only receive funding if it was successful in all measures 
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for a PBF scheme. In the above example where the university was only successful in three out of the four measures, 
they would not receive any performance-based funding.

Figure 5: Comparison of intermeasure funding approaches

Option Measure 
1 

Measure 
2 

Measure 
3 

Measure 
4 

Performance-based 
funding awarded?

Funding for each measure approach      
(Funding awarded 

for successful measures)

All-or-nothing approach      
(No funding)

The severe nature of the all-or-nothing approach renders it unfair. For example, an instance that sees University A only 
just achieving the requirements for measures 1, 2, 3 and 4 would see it receive 100 per cent of its performance funding, 
while University B, which performs exceptionally well on measures 1, 2 and 3 but only just falls short of the requirement 
for measure 4 would not receive any funding. Most would argue that the performance of University B is superior to that 
of University A, which would not be reflected in the final funding allocation proportions. In this way, an incremental 
approach allows for a fairer distribution of funding based on performance across the sector.

   Recommendation 13.

Funding amounts should be awarded separately for each of the four measures.

6.5.2 Intermeasure weighting
If funding amounts are awarded separately for each of the four measures, then the question of measure 
weighting must be addressed. Weighting here refers to the degree to which performance-based funding 
amounts are distributed across measures. 

The simplest arrangement for a scheme with four performance measures would see 25 per cent of a university’s 
total performance-based funding for a particular year being awarded for each performance measure. Using the 
hypothetical case described earlier where a university is successful for three of the measures, but not the fourth 
(Figure 5), this university would receive 75 per cent of its total funding amount.

The Panel has also considered the option of allowing a university to choose the weighting of its own 
performance measures, potentially within bounds set by the Government. While this would improve the ability 
of the system to consider the context of each institution, it would add complexity to the system. Nevertheless, 
this is an option that should be considered in the future.

The Panel believes that all four measures presented are important and it is difficult to prioritise one above 
another. The Panel acknowledges, however, that policy priorities might vary over time, which would warrant 
changes to measure weighting in order to align the PBF scheme with these policy priorities. 
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7. THRESHOLDS FOR THE 
PERFORMANCE MEASURES

Under the PBF scheme, universities will be required to achieve a certain performance standard or meet a 
performance threshold for a given measure in order to receive additional CGS funding. Determining these 
thresholds needs consideration. There is a range of methods to set performance measure thresholds:

 ¡ Sector-wide thresholds 

 ¡ Sector-contextualised thresholds

 ¡ University-specific thresholds.

The following sections describe various options and how they might apply to a PBF scheme.

7.1 Sector-wide thresholds 

Sector-wide thresholds apply thresholds evenly across all universities. The three sector-wide threshold options 
are described below.

7.1.1 Absolute thresholds
In its simplest form, an absolute threshold approach allows the Government to set a single, aspirational threshold 
for all universities, regardless of their circumstances or context. This approach is simple to implement and would 
provide certainty to universities as to what their performance targets would be. 

Absolute thresholds could be implemented to set a minimum level of performance expected of universities, 
with all universities being capable of receiving performance funding. However, one significant difficulty with 
such a system is determining the threshold. For example, should attrition be used as one of the performance 
measures, the Government would need to state what it sees as an acceptable level of attrition at a university. 
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Absolute thresholds could also be implemented in conjunction with other threshold setting approaches. 
For instance, another approach would be to set an absolute threshold, but to then modify the university 
performance results by some method to reflect university context. While conventionally, regression analysis 
or system-weighted averaging might be used to set a measure threshold (see Section 7.2 below), these same 
methods could be employed to modify university performance to account for university context. 

7.1.2 Ranking
A ranking system, while not explicitly a threshold setting approach, could be implemented to identify successful 
and unsuccessful universities. This approach would award higher performance-based funding amounts to higher 
ranked institutions (e.g. a university must be in the top half of Australian universities in a measure). Few submissions 
supported this approach, with around one-third explicitly stating their opposition. The University of Sydney 
preferred the ranking approach where universities need to rank in the top 50 per cent in at least one performance 
measure. This ranking approach would give providers an element of choice in what might otherwise be 
a ‘cut-throat’ option. Swinburne University of Technology supported a modified version of this system, 
suggesting that universities that are ranked highly in up to three specified performance metrics would receive 
performance funding.

One major concern as raised by stakeholders with using a relative threshold system was that a small change 
against a measure will move an institution into or out of a benchmark group, particularly around the median 
levels of distributions (La Trobe University) and that it is unfair when small differences in performance are 
translated into ranking positions with cut-offs for the award of funding (Edith Cowan University). Additionally, 
this is compounded by the use of survey-based measures ‘where confidence intervals exist’, as The Australian 
National University noted, which makes it difficult to precisely determine an institution’s performance. 
In contrast to absolute thresholds, under a relative threshold system, as Central Queensland University 
indicated, ‘it is not possible for all universities to meet the minimum performance expectations’. A corollary of 
this ranking approach is that, as some respondents raised, it lacks transparency and fairness in the assessment 
process. Universities would be unaware of what constitutes success until after results are released, limiting the 
robustness of this approach.

A ranking approach is very dependent on how the sector performs as a whole. A risk of this approach is 
that universities can be punished even if they are performing well or show improvement, by virtue of other 
universities doing so but to a greater degree.

7.1.3 Sector-average thresholds
Sector-average thresholds require universities to perform at or above the average of the sector for a particular 
measure. Only a few respondents supported the use of sector average to set thresholds for a measure. 
The University of Technology Sydney indicated that a performance allocation model based on individual 
providers’ characteristics, with appropriate reference to peer provider benchmarks, would be appropriate in 
the development of targets. Along this line, The University of Notre Dame Australia suggested measuring an 
institution’s own rolling average—underpinned by a sector-wide baseline threshold. 

Similar to the ranking approach, a sector-average approach is very dependent on how the sector performs 
as a whole. Moreover, this approach does not take into account the distinct missions or variations in student 
characteristics of universities, therefore putting into question its fairness.
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The Panel notes that the inclusion of equity group participation as a measure is itself a means for university 
performance contextualisation. Therefore, it is not necessarily appropriate to contextualise equity group 
participation. However, one option to lessen the harshness of a sector-average threshold approach is to reward 
universities that are some reasonable distance from the sector-average. In theory, use of a sector-average 
threshold approach would see roughly half of all universities successful. Adjusting the sector-average approach 
in this suggested way would increase the number of successful universities for a given measure.

   Recommendation 14.

The equity group participation measure should apply a sector-wide approach to setting thresholds. 

7.2 Sector-contextualised thresholds

Sector-contextualised thresholds allow for a systematic and statistically valid approach to adjusting for university 
context, such as student demographics, courses delivered, or external factors such as local economic or labour 
market conditions. Employing sector-contextualising techniques aims to mitigate incentives for universities to 
limit the admission of students at a higher risk of underperforming. This is particularly important to maintain 
access to higher education for all Australians and to acknowledge the challenges faced by some universities 
who enrol less-prepared students.

7.2.1 System-weighted average to determine thresholds
A system-weighted approach to setting thresholds involves adjusting a university’s required threshold (or performance 
for that matter) based on its student cohort. Student factors that can be considered through this approach include 
equity group participation, or type of course studied by students (e.g. field of education, course level, mode of 
delivery). One way to view a system-weighted averaging approach to setting thresholds is that it represents a more 
contextualised version of the sector-average approach by considering university context.

A large proportion of respondents supported this model due to its fairness by consideration of university differences. 
RUN indicated that a recent study found that the differences in attrition and delays in apparent completion rates 
between metropolitan and regional universities are attributable to ‘structural, financial, geographical (e.g. time 
and cost of distance travel, reliability and cost of access to IT) and employment-related factors’. 

Adjusting thresholds based on university, course and student characteristics is a central theme to the responses 
around national benchmark setting. Reasons for this approach include ‘raw metrics are poor proxies of 
teaching and learning performance’ (Queensland University of Technology), and ‘comparing universities 
by using unweighted scores from [Student Experience Survey] (sample survey) could disadvantage those 
which have small samples’ (Macquarie University) and to moderate the ‘disproportionate focus on attrition’ 
(Swinburne University of Technology).
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Many respondents suggested adjusting thresholds by the following characteristics:

 ¡ student profile (e.g. part-time, external, regional/remote, low SES and attainment, ethnicity, basis of entry, 
ATAR, age, language, government-prescribed equity cohorts)

 ¡ university characteristics (e.g. missions, locations).

For example, Swinburne University of Technology and Charles Sturt University suggested an adjusted/weighted 
attrition rate to reflect student characteristics if this measure was to be considered. The University of Technology 
Sydney cited an example of adjusted measures thresholds: employment contextualised to local employment 
market conditions; attrition/retention to student cohort characteristics; and missions of individual providers in 
setting measures as well as judging performance.

Nonetheless, there have been concerns about adjusting measures thresholds. James Cook University stated that 
such measures would not address the issue of larger, resource rich universities being able to be more selective or 
to recruit target cohorts and that adjusted benchmarks, while ‘fairer’, may make the system ‘more complex’.

7.2.2 Regression modelling to determine thresholds
Regression techniques could be employed to estimate expected thresholds for each university. These techniques, 
much like employing a system-weighted averaging approach, acknowledge and attempt to account for diversity in 
the sector. In terms of setting a sector-contextualised threshold, a fitted regression model would be used to then 
‘predict’ a university’s performance level, based on student and course characteristics. These predicted values 
would constitute performance measure thresholds.

Regression techniques offer a sophisticated approach to setting relative thresholds. However, a few submissions 
opposed it on the grounds that it would be ‘too complex’ and ‘not transparent’ (The Australian National University), 
which would only be useful if it ‘accounted for a large proportion of the variation’ (James Cook University). 
In contrast, a few respondents (e.g. Swinburne University of Technology and University of New England) 
were in favour of this method so as to control for universities’ individual student characteristics. There is a level 
of sophistication and robustness to an econometric approach, however, such approaches can often be criticised 
as lacking in transparency. 

The Panel notes that as long as the regression model is clear and the variables appropriate, then the approach is 
worthwhile. Efforts should be made to ensure that any such model is valid, justifiable and reasonably understandable.

   Recommendation 15.

The student success measure should apply a sector-contextualised approach to setting thresholds.
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7.3 University-specific thresholds

An alternative to sector-wide and sector-contextualised thresholds involves setting a university’s thresholds 
based on its own historical performance over a period of time in order to limit potential volatility in the data. 
Under this model, a university would receive performance funding if it showed improvement. This approach 
presents a strong method of acknowledging and accounting for university context since a university is 
compared only to itself. As one institution noted, university student profiles do not change significantly over a 
few years, so such a model would effectively control for each university’s student profile. Lessons learned from 
international examples also show the value of university-specific thresholds (Chapter 4).

Such a model was well supported, with almost half of respondents explicitly supporting it, and one explicitly 
opposing. A number of respondents preferred agreed institution-specific thresholds of performance for reasons 
such as promoting ‘internal improvement’ (The University of Notre Dame Australia), the diversity of ‘university 
contexts’ (University of South Australia), ‘strategic goals’ (University of the Sunshine Coast) and ‘missions and 
profiles’ (Curtin University). 

One issue with using this model is the use of a university’s own average over a period of time to set targets as 
previously underperforming universities will find it easy to meet targets (The Australian National University). 
In contrast, high-performing universities will find it difficult to continue to improve. In relation to this, 
Monash University proposed an ‘excellence’ threshold in its submission:

Where an institution already has a high level of performance against an identified measure, it becomes 
increasingly difficult to make incremental improvements. Paradoxically, such a high-performing institution 
would be penalised under a funding model that only rewards improvement. As such, a threshold 
‘excellence’ consideration should also be included.

Australian Catholic University used an example to show benchmarking against university performance: 
each institution would be required to meet at least four of the five annual benchmarks—measured as the 
three-year rolling institutional average for each metric—to receive its full performance-related funding in any 
given year. Universities that meet three metrics would receive 75 per cent of their performance-related funding, 
with performance-based funding reduced in 25 per cent increments down to no performance-related funding 
for universities that fail to meet any of the five performance-based funding benchmarks.

The university-specific threshold approach can be enhanced by incorporating sector-contextualised techniques 
described in the previous section. A fitted regression model or a system-weighted average approach could be 
employed to mitigate the effect of certain variables. For instance, a regression model could be used to account 
for the impact of local employment rates on the graduate outcomes measure, or a system-weighted averaging 
approach could be used to account for correlations between study area and student satisfaction with teaching 
quality. Both of these approaches are explored in more detail in Chapter 8 on the proposed model.

   Recommendation 16.

The graduate outcomes and the student experience measures should apply a university-specific 
‘improvement’ approach to setting thresholds.
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7.4 Other considerations for setting thresholds

Performance measure thresholds set the quality and performance standards for universities. In addition to 
the options of setting, modifying and adjusting thresholds described in the previous sections, there are other 
complexities and considerations to bear in mind.

Student experience is determined from the QILT-based Student Experience Survey. Surveys have inherent 
uncertainties brought in when using results from a sample to infer something about the full population. 
Consequently, there are confidence limits with survey findings, which decrease with survey responses. 
Disaggregating survey results by various factors (i.e. student and course characteristics)—effectively reducing 
the number of survey responses at each disaggregated level—reduces the reliability of survey results. Therefore, 
it may be appropriate to limit the degree to which QILT survey results are disaggregated.

Graduate employment outcomes often depend on economic conditions. Many stakeholders have therefore 
warned that graduate employment outcomes are ‘out of the control of universities’. One option to address this 
concern might be to adjust the measure threshold by an indicator of the strength of the labour market, such as 
the local employment rate. 

The various data limitations and issues pertaining to the suite of measure options for a PBF scheme encourage 
the idea of applying different methods for determining adjusted thresholds for different measures. For example, 
one measure might have an absolute threshold set in order to establish a level of excellence that all universities 
must achieve, while another measure might demand a weighted average approach to account for variations in 
courses delivered and students enrolled by a university.

   Recommendation 17.

Contextualisation should be prioritised when setting performance measure thresholds.

7.5 Allocating funding based on threshold setting

The PBF scheme design will be defined by what measures are selected and how they are selected. The degree 
to which measures impact performance-based funding amounts must also be considered in the final design of 
the scheme.

If the scheme allocates funding separately for the four performance measures, as recommended in this report, 
funding allocation for each measure could be awarded via two broad approaches: 

 ¡ quantal approach – all funding awarded to a university if it achieves a threshold level

 ¡ incremental approach – increasing amounts awarded to a university for higher levels of performance for a 
given measure.

Examples of these two approaches—incremental and quantal—are shown in Figure 6 on the next page.
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Figure 6: Incremental and quantal approaches to awarding funding

It could be argued that the severity of a quantal approach might create strong incentives to improve performance. 
However, we know from the lessons learned from international examples of performance funding schemes that 
small funding amounts still generate significant effects and incentives (Chapter 4), so an all-or-nothing approach 
may not be necessary. Furthermore, a quantal approach could equally be considered unfair, particularly for 
those performance measures that are dependent on datasets with limited precision and therefore less robust. 
For instance, measures-based survey information to represent the entire sector (i.e. QILT-based measures) are 
accompanied by confidence intervals. Applying an all-or-nothing quantal approach to a measure based on such 
data would seem inappropriate. An incremental approach would respect the level of uncertainty that exists in 
these datasets. 

Furthermore, for measures with a large distribution of values, a quantal approach may not actually provide 
reasonable incentives. For instance, consider the case where the sector average was set as the quantal 
threshold for a particular measure. Universities within a reasonable ‘striking’ distance of the threshold would be 
incentivised to improve their performance for this measure, hoping to achieve 100 per cent of funding allocated. 
However, universities with performance well below the sector-average threshold might find it too difficult to 
achieve this level in a reasonable timeframe, particularly for universities that enrol high numbers of students 
with characteristics that make it challenging to achieve the sector-average threshold. This example lends further 
weight to an incremental approach to allocating funding, so that reasonable levels of improvement are rewarded 
with reasonable increases in funding.
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Many universities opposed funding allocation approaches where failing to meet a particular threshold by only 
a small margin would lead to no performance funding. For instance, regarding the example ‘benchmarking 
through a ranking’ in the discussion paper that proposed awarding funding to the top 50 per cent of universities 
and no funding to the bottom 50 per cent, Charles Darwin University stated in its submission:

The proposal to reward only the institutions in the top 50% will create an increasing gap between the top and 
bottom, as the compound effect of missing PBF funding prohibits ability for the bottom 50% to invest and deliver 
improvements that would move them to the top 50%. Those at the bottom of the bottom 50% are also likely to 
view PBF as unattainable from the outset.

To address these concerns the Panel proposes an ‘incremental’ approach to funding whereby increasingly higher 
funding allocation proportions are provided for higher levels of performance. 

   Recommendation 18.

Each of the four measures should allocate funding based on an incremental approach.
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8. PROPOSING A MODEL FOR THE 
PERFORMANCE-BASED FUNDING SCHEME

The Panel has evaluated various elements of a potential PBF scheme, against the assessment principles outlined 
previously. The various scheme elements that are assessed are categorised, in Table 6, by the three key aspects 
of the scheme:

 ¡ Design options – including how to structure measures within a scheme, and how to distribute funding 
amounts to those schemes, discussed in Chapter 5

 ¡ Performance measures – including all the QILT-based and HEIMS-based measures discussed in Chapter 6

 ¡ Thresholds for the performance measures – including the various options for both sector-wide thresholds 
and university-specific thresholds, discussed in Chapter 7.

8.1 Proposed model for the performance-based funding scheme

The Panel has considered the feedback and advice received through the consultation process, and based on 
research and evaluation of various options and model aspects, it proposes a model for the implementation of 
the PBF scheme. This section outlines the proposed model, with reference to the design, performance measures 
and thresholds.

The quantitative aspect of the PBF scheme will involve assessment of the university performance against four core 
performance measures:

 ¡ student success, based on adjusted first-year attrition rates for domestic bachelor students

 ¡ equity group participation, based on equally weighted participation rates of Indigenous, low SES and 
regional/remote domestic bachelor students

 ¡ graduate outcomes, based on the overall graduate employment rate of domestic bachelor students

 ¡ student experience, based on the student satisfaction with teaching quality rate of domestic bachelor students.



REPORT FOR THE MINISTER FOR EDUCATION – JUNE 2019 65

PROPOSING A MODEL FOR THE PERFORMANCE-BASED FUNDING SCHEME

Universities should have the option to submit a brief written narrative to contextualise their quantitative 
performance. Submissions would supplement the results of a university’s performance against the 
performance-based measures.

The following sections outline the Panel’s proposed model settings, such as the details of the measures used, 
the threshold settings for each measure, and the funding allocation mechanism for each measure. As has been 
discussed throughout the report, the scheme should be contextually responsive to reflect variations in missions, 
student cohorts and course delivery, which will also be expected to change over time. A range of aspects of 
the scheme reflect this contextual responsiveness, particularly through the threshold mechanisms that are 
described in more detail in the following sections.

Preliminary modelled results for each performance measure based on these settings are also presented. 
It should be noted that these results are indicative only and are based on data available at the time. 
As raised throughout this chapter, efforts have been made to incorporate contextualisation into the model. 
While indicative, the Panel suggests that these calculations be tested further to ensure statistical reliability 
and robustness, prior to final implementation.

The results of modelling show a PBF scheme exhibiting an even distribution of funding across the sector.

Table 6: Evaluation of potential options against performance-based funding principles

Potential options  Fit for purpose Fair Robust Feasible

Design options for performance-based funding scheme

Core performance 
measures

 ¡ More easily 
aligns scheme 
with national 
government 
priorities

 ¡ Limits recognition 
of sector 
differentiation

 ¡ Reasonably 
transparent

 ¡ Simple to 
administer using 
the same measures

Core and 
university-selected 
supplementary 
measures

 ¡ Can align scheme 
with national 
government 
priorities

 ¡ With university 
choice, scheme 
could be open 
to some degree 
of optimisation 
from a university’s 
perspective

 ¡ Allows for 
recognition 
of sector 
differentiation

 ¡ Reasonably 
transparent

 ¡ Simple to 
administer if using 
a prescribed list 
of supplementary 
measures 

University-selected 
measures

 ¡ With more 
university choice, 
scheme could 
be open to 
optimisation 
from a university’s 
perspective

 ¡ Strongly 
recognises sector 
differentiation

 ¡ Limited 
transparency since 
university has 
full control over 
measures to be 
selected

 ¡ Simple to 
administer, 
provided that the 
suite of measures 
open for university 
choice is limited 



66 PERFORMANCE-BASED FUNDING FOR THE COMMONWEALTH GRANT SCHEME

PROPOSING A MODEL FOR THE PERFORMANCE-BASED FUNDING SCHEME

Potential options  Fit for purpose Fair Robust Feasible

University 
submission

 –  ¡ Provides strong 
recognition 
of sector 
differentiation

 ¡ Transparency issue 
due to subjective 
judgement 

 ¡ Administratively 
burdensome to 
assess submissions

Funding only 
provided where 
provider meets 
thresholds for all 
measures

 ¡ Will offer limited 
incentive to 
improve where 
universities are 
unlikely to meet 
requirements

 ¡ Potentially a 
harsh approach 
for universities 
close to threshold 
achievement 

 ¡ Reasonably 
transparent

 ¡ Simple to 
administer using 
the same measures

Some funding 
provided for each 
measure for which 
threshold is met

–  ¡ Recognises 
universities’ overall 
performance

 ¡ Reasonably 
transparent

 ¡ Simple to 
administer using 
the same measures

Performance-based funding measures 

Attrition/retention  ¡ A measure for 
student success/
progress 

 ¡ Recognises sector 
differentiation 
(if adjusted 
for student 
characteristics)

 ¡ HEIMS-based 
measure, so 
accounts for entire 
student population

 ¡ Does not account 
for transfer to VET/ 
re-enrolments

 ¡ Simple to 
administer using 
available data 

 ¡ Short time lag

Completion  ¡ A measure for 
student success/
progress

 ¡ Recognises sector 
differentiation 
(if adjusted 
for student 
characteristics)

 ¡ HEIMS-based 
measure, 
so accounts for 
entire student 
population

 ¡ Simple to 
administer using 
available data

 ¡ Long time lag

Debt Not Expected 
to be Repaid (DNER)

 ¡ A measure for 
graduate outcome

 ¡ Depends on 
student salaries, 
which can be 
beyond university 
control

 ¡ Varies with field 
of study

 ¡ Measure yet to 
be refined

 ¡ Difficult to 
administer using 
data from ATO 
and department 

Employment rate  ¡ A measure for 
graduate outcome

 ¡ Varies with 
disciplines and 
external factors 
beyond university 
control

 ¡ QILT-based 
measures (GOS), 
so uses sample 
of students to 
represent entire 
population 

 ¡ Simple to 
administer using 
available data 
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Potential options  Fit for purpose Fair Robust Feasible

Employer 
satisfaction 

 ¡ A measure for 
graduate outcomes

 ¡ Varies with 
disciplines and 
external factors 
beyond university 
control

 ¡ Not a good proxy 
for performance, 
based on employer 
perceptions

 ¡ Much smaller in 
scale than the 
Student Experience 
Survey and GOS 

 ¡ Issue with size 
of confidence 
intervals

 ¡ Simple to 
administer using 
available data 

Further study  ¡ A measure for 
graduate outcomes

 ¡ Recognises student 
choice

 ¡ QILT-based 
measure (GOS), 
so uses sample 
of students to 
represent entire 
population

 ¡ Simple to 
administer using 
available data

Participation by 
equity groups

 ¡ A measure to 
counter negative 
impact of equity 
group enrolment in 
other measures

 ¡ Promotes access 
for all students

 ¡ Assists recognition 
of university 
differentiation

 ¡ HEIMS-based 
measure, so 
accounts for entire 
student population

 ¡ Simple to 
administer using 
available data

Student Experience 
Questionnaire 
(student 
satisfaction)

 ¡ Student-centric 
measure that 
links to quality of 
teaching/student 
support

 ¡ Only measure that 
directly links to 
student experience

 ¡ Potential for 
perverse outcomes 
for universities 
aiming to develop 
innovative teaching 
and learning 
pedagogies

 ¡ QILT-based 
measure (SEQ), 
so uses sample 
of students to 
represent entire 
population

 ¡ Limited, due to 
dependence 
on student 
perceptions

 ¡ Small variation in 
rates across sector

 ¡ Simple to 
administer using 
available data

Thresholds for performance-based funding measures

Sector-wide 
thresholds 
(absolute, ranking, 
sector average)

 ¡ Allows government 
to set the same 
threshold for the 
entire sector or 
to set thresholds 
based on 
whole-of-sector 
performance

 ¡ Does not 
recognise sector 
differentiation

 ¡ Reasonably 
transparent 
(especially for 
absolute level), 
although ranking 
and sector-average 
threshold 
approaches are 
determined after 
collection of data 

 ¡ Simple to 
administer using 
available data
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Potential options  Fit for purpose Fair Robust Feasible

Sector-contextualised 
thresholds (modified 
by system weighting 
or regression 
approaches)

 ¡ Thresholds are 
set to consider 
university context, 
but are based 
on entire sector 
performance or 
characteristics

 ¡ Offers some 
recognition 
of sector 
differentiation

 ¡ Less transparent, 
since threshold 
determined after 
collection of data

 ¡ Regression 
approaches can be 
statistically robust, 
although are often 
perceived as ‘black 
boxes’ by the public 

 ¡ Simple to 
administer using 
available data

 ¡ Regression analysis 
can be complex

University-specific 
thresholds 
(improvement 
on previous 
performance)

 ¡ Government has 
no control over 
thresholds—
however, an 
‘excellence’ model 
could allow 
government to 
build ‘stretch’ 
thresholds into 
a model with 
university-specific 
thresholds

 ¡ Could be open to 
some optimisation 
from a university’s 
perspective

 ¡ Very strong method 
to address sector 
differentiation 

 ¡ Difficult for 
high-performing 
universities to 
continue to 
improve/ easy for 
underperforming 
universities to 
meet targets

 ¡ Transparent, 
since a university 
will know its 
own historic 
performance

 ¡ Simple to 
administer using 
available data

8.1.1 Performance measure funding bands
As mentioned in Chapter 7, the proposed model uses an incremental approach to allocating funding to 
universities for each measure. The incremental funding bands presented in Table 7 are used for all measures 
for the proposed model.

Table 7: Incremental funding allocation bands for all measures

Funding band Allocated funding

1 100%

2 80%

3 60%

The Panel also suggests that funding band 3 reduces over time for universities that show continuous poor 
performance. For instance, if a university continuously achieves funding band 3 over some time period 
(one year, or several years) it should receive a further reduction in its allocated funding for a particular measure. 
This continual decrease in allocated funding proportion over time to continuous poor performers would send 
a strong signal to the sector.
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8.1.2 Student success

Table 8: Student success measure parameters

Student success measure parameters

Measure Adjusted attrition rate for first-year domestic bachelor students

Model Contextualised thresholds estimated through regression model

Performance 2018 rates

Threshold Regression estimates for 2018

Funding allocation rules  ¡ Performance better than regression estimate: Funding band 1
 ¡ Performance within 2 standard deviations of regression estimate: Funding band 2
 ¡ Performance not within 2 standard deviations of regression estimate: Funding band 3

The distribution of first-year adjusted attrition rates at Table A universities in 2017 is presented in Figure 7, 
showing an average university rate of 14.4 per cent. 

Figure 7: Distribution of adjusted attrition rates for all universities

Chapter 7 described the importance of setting contextualised performance measure thresholds and methods 
to do so. To reflect this, the proposed model applies a regression approach to setting the thresholds for the 
student success measure to acknowledge student and course characteristics. The approach applies an ordinary 
least squares (OLS) regression approach that incorporates variables consistent with those identified in the 
Higher Education Standards Panel report Improving retention, completion and success in higher education 
(Department of Education and Training 2017).

The student success threshold settings to allocate funding to a university are shown in Figure 8. The point estimates 
obtained through the OLS regression model are used to set thresholds for each university. Funding band 1 is 
achieved by universities that perform better than this threshold, funding band 2 is achieved by universities that 
are within two standard deviations of this threshold, and funding band 3 is achieved by all other universities. 
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Figure 8: Threshold settings for student success measures

Applying the threshold settings for the student success measure to university performance yields the results 
presented in Figure 95.

Figure 9: Modelled university performance and thresholds for student success 

8.1.3 Equity group participation 

Table 9: Equity group participation measure parameters

Equity group participation measure parameters

Measure Participation rates for Indigenous, low SES and regional domestic bachelor students

Model Sector-wide incremental model, based on sector average

Performance 2018 rates

5 To ensure identity protection, universities have been de-identified (given a 2-letter code, which is constant throughout the analysis).
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Equity group participation measure parameters

Threshold Within reasonable distance to the 2018 sector average

Funding allocation rules For Indigenous and regional participation rates:

 ¡ Performance better than ½ of sector average: Funding band 1
 ¡ Performance better than ¼ of sector average: Funding band 2
 ¡ Performance worse than ¼ of sector average: Funding band 3

For low SES participation rates:

 ¡ Performance better than 1 standard deviations below sector average: Funding band 1
 ¡ Performance better than 2 standard deviations below sector average: Funding band 2
 ¡ Performance worse than 2 standard deviations below sector average: Funding band 3

Distributions of equity group participation rates for domestic undergraduate students at Table A universities 
in 2017 are presented in Figure 10, along with the average university rates (Indigenous students 1.8 per cent, 
low SES students 18 per cent and regional/remote students 21.7 per cent). 

The other key feature of the distributions is their symmetry. For instance, the low SES student participation rate 
distribution chart is relatively symmetrical, while the other two distributions are more skewed (towards lower 
participation rates). 

Figure 10: Distribution of equity group participation rates for all universities
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According to this proposed model, the equity group participation threshold settings to allocate funding to 
universities follow the threshold regime in Figure 11. The width of the funding bands, which are defined by 
the values for 1 and 2 in the chart, are different for each participation group.

Figure 11: Threshold settings for equity group student participation rate

The threshold settings for the equity group participation rates will need to relate, to some degree, to the equity 
group participation rate distributions. Ideally, equity groups with symmetrical distributions should rely on 
standard deviations to set the threshold settings, while equity groups with skewed distributions should use an 
alternative means to determine the settings. Given this, Table 10 presents the threshold levels incorporated into 
the current modelling for the equity group participation rate measure.

Table 10: Specific threshold values to be used for equity group participation funding bands

Equity group Threshold 1 Threshold 2

Indigenous students ½ of the sector average ¼ of the sector average

Low SES students 1 standard deviation below the sector average 2 standard deviations below the sector average

Regional/remote students ½ of the sector average ¼ of the sector average
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Applying the threshold settings for the equity group participation measure to university performance for each of 
the equity groups yields the results presented in the three charts in Figure 12.

Figure 12: Modelled university performance and thresholds for equity group participation 
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8.1.4 Graduate outcomes

Table 11: Graduate outcome measure parameters 

Graduate outcome measure parameters

Measure Overall graduate employment rates for domestic bachelor students, contextualised for local 
employment rates through linear regression model

Model University-specific incremental improvement model

Performance 2018 rates, contextualised

Threshold Previous 5-year rolling average, contextualised

Funding allocation rules  ¡ Performance is significantly above 5-year average: Funding band 1
 ¡ Performance is not significantly above or below 5-year average: Funding band 2
 ¡ Performance is significantly below 5-year average: Funding band 3

The distribution of overall graduate employment rates for domestic bachelor students at Table A universities in 
2018 is presented in Figure 13, which exhibits an average university rate of 87 per cent.

Figure 13: Distribution of overall graduate employment rates for all universities

As was raised in Chapter 6, stakeholders were concerned that graduate employment rates are, to a degree, 
outside the influence of a university. Therefore, the proposed model introduces a method to account for local 
employment conditions to ensure fairness for the graduate outcomes measure. A preliminary model here, 
for indicative purposes, incorporates a regression-based approach to account for local employment rates6. 
The results below are based on this approach. However, the Panel advises that further testing and analysis be 
performed by the Government to ensure an adequate and reliable method to account for local employment 
rates is developed prior to final implementation.

6 Unemployment rates for greater capital city and rest of state, obtained from ABS catalogue number 6291.0.55.001 Labour Force, Australia. 
The linear regression model sets a continuous variable for a university’s local employment rate, which is an average local employment 
of all regions in which a university has a campus, weighted by the number of students at each campus.
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The graduate outcomes threshold settings to allocate funding to a university according to the funding allocation 
bands are shown in Figure 14. The threshold settings acknowledge the inherent uncertainty in the overall 
graduate employment rate data, which is associated with confidence intervals. Funding band 1 is only applied 
to those universities that show significant improvement over the threshold, funding band 2 is applied to those 
whose performance is not significantly different to the threshold, and funding band 3 is applied to those that 
show a significant underperformance. 

Figure 14: Threshold settings for graduate outcomes funding bands

Applying the threshold settings for the graduate outcomes measure above, noting that the overall graduate 
outcomes have been modified to account for local employment rates, yields the results presented in Figure 15.

Figure 15: Modelled university performance and thresholds for graduate outcomes
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8.1.5 Student experience

Table 12: Student experience measure parameters

Student experience measure parameters

Measure Student satisfaction with teaching quality for domestic bachelor students, contextualised 
through system-weighted adjustment by study area

Model University-specific incremental improvement model

Performance 2018 rates, contextualised 

Threshold Average of 2013–2017 pooled data, contextualised

Funding allocation rules  ¡ Performance is significantly above 5-year average: Funding band 1
 ¡ Performance is not significantly above or below 5-year average: Funding band 2
 ¡ Performance is significantly below 5-year average: Funding band 3

The distribution of student satisfaction with teaching quality rates for domestic bachelor students at Table A 
universities in 2018 is presented in Figure 16, which exhibits an average university rate of 81 per cent.

Figure 16: Distribution of student satisfaction with teaching quality rates for all universities

Some stakeholders were concerned about the subjective nature of the Student Experience Survey. Preliminary 
analysis of student satisfaction with teaching quality shows a strong correlation with study area, and so to 
limit the impact of study area student profile on the student success measure, a system-weighted approach to 
adjusting this measure is applied to the proposed scheme. 
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The student experience threshold settings to allocate funding to a university according to the funding allocation 
bands are shown in Figure 17. Similar to graduate outcomes, the threshold settings here acknowledge the 
inherent uncertainty in the student satisfaction rate data, which is associated with confidence intervals. 
Funding band 1 is only applied to those universities that show significant improvement over the threshold, 
funding band 2 is applied to those whose performance is not significantly different to the threshold, and funding 
band 3 is applied to those that show a significant underperformance.

Figure 17: Threshold settings for student experience funding bands

Figure 18: Modelled university performance and thresholds for student experience
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8.2 Impact of the proposed performance-based funding scheme

Figure 19 shows the distribution in allocated funding amounts across universities in 2020 for this proposed 
model. Figure 20 shows allocated funding proportions across universities. Note that each distribution is ordered 
from lowest to highest, resulting in different university ordering.

Figure 19: University funding allocation amounts (lowest to highest)

Figure 19 shows a large variation in modelled performance-based funding amounts, although this largely reflects 
the variation in university sizes.

Figure 20: University funding allocation proportions (lowest to highest)

Figure 20 also shows a significant variation in funding proportions, noting that:

 ¡ the minimum allocated funding proportion is 75 per cent

 ¡ 31 universities have an allocated funding proportion greater than 80 per cent 

 ¡ 16 universities have an allocated funding proportion greater than 90 per cent. 

The distribution in funding proportions across the various networks/mission groups are shown in Figure 21.
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Figure 21: Funding allocation proportions, by network/mission group

 

One potential concern of the proposed model is that measures utilising a university-specific improvement 
approach assign funding band 2 (80 per cent) to universities that do not show a significant change in performance. 
While this might be appropriate to incentivise continued improvement, it makes it challenging for universities 
already performing at a very high level to receive the full funding amount. One way to address this concern 
for measures based on the university improvement approach, which was presented by Monash University’s 
submission, is to implement an ‘excellence thresholds’ above which universities would receive their full funding 
(funding band 1) regardless of whether they continue to improve or not. The approach would recognise universities 
already performing at a high level. The Panel suggests that further analysis be performed in order to establish what 
is considered to be ‘excellent’ for these measures with an eye to implementing this in the final scheme.

8.3 Performance measure weightings analysis

To date, modelling has assumed each performance measures contributes one-quarter (25 per cent) of a 
university’s performance funding (herein referred to as the original scenario). One method to examine the 
sensitivity of each of the four measures on the overall scheme is to systematically adjust these proportions and 
observe the funding model outcomes. A simple approach to this type of test can be seen in Table 13, whereby 
each measure is tested under a scenario where it is weighted to 70 per cent with the remaining measures set to 
10 per cent.
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Table 13: Performance measure weighting analysis

Scenario Student 
success

Equity group 
participation

Graduate 
outcomes

Student 
experience

Average university 
funding proportion

Original 
scenario

25% 25% 25% 25% 86 ± 6 %

Scenario 1 70% 10% 10% 10% 87 ± 12 %

Scenario 2 10% 70% 10% 10% 92 ± 4 %

Scenario 3 10% 10% 70% 10% 80 ± 7 %

Scenario 4 10% 10% 10% 70% 85 ± 10 %

This analysis shows some variability in the overall funding amounts, despite significant changes in the 
weightings. As expected, the average university funding proportion decreases as those measures that allocate 
less funding are more heavily weighted. For instance, the graduate outcomes measure allocates the lowest 
proportion at 76 per cent, and so scenario 3, which corresponds to higher weighting for the graduate outcomes 
measure, yields the lowest average funding proportion (80 per cent).

The Panel has identified graduate outcomes as a significant and important component for the scheme. Figure 22 
presents the impact of varying the graduate outcomes measure weighting (the original scenario with all 
measures set to 25 per cent, setting graduate outcomes to 40 per cent and the other measures to 20 per cent, 
and setting graduate outcomes to 70 per cent and all other measures to 10 per cent). 

Figure 22: University funding allocation proportions under various weighting scenarios

Clearly, adjusting the graduate outcomes measure more heavily will favour those universities that perform well 
for this measure (e.g. universities BD and AV). However, based on the results presented here, the most significant 
decline in funding to a university from the original scenario to the scenario weighting graduate outcomes to 
70 per cent is university AU (which sees a decline in overall funding by 18 per cent).
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8.4 Adjusting overall performance funding allocations

The proposed model estimates that around 86 per cent of funding available under the PBF scheme will be 
allocated to universities in 2020. As discussed in Chapter 3, unallocated funding will still be provided to universities, 
under certain conditions that will be negotiated between the university and the Government through the 
mission-based compact process. In this way, funding still flows to each university (consistent with an increase at 
the national population growth rate), but conditions are applied to those that show inadequate performance.

Under the proposed model, no university achieves 100 per cent funding in 2020, the highest performing 
university receiving 98 per cent overall (see Figure 20). According to the proposed process for unallocated 
funding, each university would have conditions applied (negotiated through the mission-based compact 
process) in order to receive their unallocated funding amount. However, it seems somewhat inappropriate 
that universities receiving very large proportions of performance funding will still have conditions to meet in 
order to receive their small, unallocated funding amount. The Panel therefore suggests the establishment of 
an unallocated funding amount limit or threshold, below which universities do not need to enter into discussion 
to set up the conditions and so get their full funding amount. This will need consideration by the Government 
prior to implementation.

Another consideration will be how to control the size of the total unallocated funding amount. Under the 
estimates modelled here, 14 per cent of funding in 2020 is unallocated, which equates to approximately 
$12 million. Under the cumulative limited option model option presented in this report, funding subjected 
to the PBF scheme will grow to 7.5 per cent of non-designated MBGAs. Furthermore, if a university displays 
continuous poor performance, it will have its allocation for funding band 3 reduced below 60 per cent over 
time. Consequently, the total unallocated funding amount could grow to be quite sizeable. In these situations, 
the Panel suggests reducing the overall unallocated funding amounts to a manageable quantum. 

There is a range of means to perform this adjustment, the simplest being a pro-rata adjustment for all 
universities such that the total allocated funding amount reaches the desired level. The Panel suggests that 
the Government explore further unallocated funding adjustment options prior to final implementation.

8.5 Final remarks and implementation

Through the recommendations in this report, the Panel offers its proposed model for how a PBF scheme could 
be implemented. The Panel has researched and examined various aspects of performance funding models, and 
has consulted with sector stakeholders regarding various aspects of a potential scheme, including the scheme’s 
design, measures and threshold settings. The Panel believes the proposed scheme to be fit for purpose, fair, 
robust and feasible, and will encourage universities to maintain the high levels of performance Australia’s higher 
education sector is known for, while also incentivising improvement where necessary.

The Panel intends for the recommendations, framework and details provided throughout this report to guide 
implementation of the final scheme.

The scheme’s simplicity (based on four core measures), the incremental nature of funding allocation, and 
the manner in which total funding will gradually increase over the initial few years present a scheme with 
low implementation risk. The Panel advises that the Government should review the program periodically 
(as stated in Recommendation 2) to ensure that the objectives of the PBF scheme are being met, and that it 
is still operating as intended.
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Performance-Based Funding for the Commonwealth Grant Scheme

Background
The Australian Government is determined that Australia will be a nation that is agile, innovative and creative. 
A strong education and training system is key to achieving this. It is through access to excellent early childhood, 
primary, secondary and tertiary education that Australians are able to achieve their potential – in the labour 
market, in the social and cultural life of the nation, and as engaged global citizens.

The Government is committed to a higher education system that provides genuine choice and appropriate 
support for students, access for under-represented groups, underpins economic growth and allows institutions 
to excel and innovate to deliver world-class education. At the same time, it recognises that this system must be 
affordable and provide a return on investment for both students and the nation.

Scope
As part of MYEFO 2017–18, the Government announced that it was capping Commonwealth Grant Scheme (CGS) 
funding for bachelor level courses at 2017 levels for 2018 and 2019. From 2020, funding for bachelor level places 
will grow in line with population growth in the 18 to 64 year-old age bracket, with universities able to access this 
growth if they meet specified performance requirements.

Performance-based funding is intended to ensure universities focus sufficient attention on the quality of 
their teaching, and student support to ultimately achieve the best possible graduate outcomes. All funding 
is guaranteed to be invested within the university sector. 

The panel will provide advice on the design of performance measures and the formula to be introduced from 
2020 and enhanced thereafter. Among the matters the panel will consider are the following:

 ¡ The appropriate performance measures to be used for assessing performance and their weighting

 ¡ How to address the disparity in attainment rates across Australia

 ¡ How to create incentives that genuinely encourage improved performance, so that performance-based 
funding does not become a ‘tick-box’ exercise or an unattainable goal 

 ¡ How to account for the varied missions and strengths of different providers, including regional providers

 ¡ Evidence from international examples of performance-based funding 

 ¡ Optional processes and timeframes for the ongoing setting and evaluation of individual university targets. 
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Conduct
The panel will provide advice to Government on performance-based funding, including advice on a discussion 
paper to seeking stakeholder input. 

Timing
The panel will work with the Department of Education and Training and the Minister for Education up until 
public release of the finalised performance-based funding scheme (30 June 2019).
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On 18 December 2018, the Minister for Education announced the release of a discussion paper for performance-based 
funding of the Commonwealth Grant Scheme, with public submissions due on 15 February 2019. In total, 
45 submissions were received and all have been published online at https://submissions.education.gov.au/
forms/pbf-2018/pages/index.

Name Submission number

Academy of the Social Sciences in Australia 23

Australian Catholic University 7

Australian Technology Network of Universities (ATN) 42

Central Queensland University 5

Charles Darwin University 21

Charles Sturt University 27

Council of Australian Postgraduate Associations 41

Country Universities Centre 30

Curtin University 8

Deakin University 9

Edith Cowan University 3

Flinders University 29

Grattan Institute 6

Griffith University 17

Group of Eight 45

Innovative Research Universities 35

Institute for Teaching and Learning Innovation 28

James Cook University 13

La Trobe University 19

Macquarie University 33

Monash University 34

Murdoch University 22

National Tertiary Education Union 4

Queensland University of Technology 31

Regional Universities Network 15

RMIT University 36

Science & Technology Australia 37

https://submissions.education.gov.au/forms/pbf-2018/pages/index
https://submissions.education.gov.au/forms/pbf-2018/pages/index
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Name Submission number

Swinburne University of Technology 20

The Australian National University 11

The University of Adelaide 16

The University of Melbourne 43

The University of Newcastle 24

The University of Notre Dame Australia 2

The University of Queensland 32

The University of Sydney 39

Universities Admission Centre 26

Universities Australia 40

University of Canberra 44

University of New England 1

University of South Australia 12

University of Southern Queensland 14

University of Technology Sydney 25

University of the Sunshine Coast 18

Victoria University 10

Western Sydney University 38
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Melbourne, 12–13 February 2019

Expert Regional Education Advisory Group

Name Role

Hon Dr Denis Napthine Chair

Emeritus Professor Peter Lee Member

Harold Lomas Secretariat

Daniel Hanrahan Secretariat

Tertiary Education Quality and Standards Agency (TEQSA)

Name Role

Anthony McClaren Chief Executive Officer 

Lin Martin Commissioner

Melbourne-based universities

Name Institution

Professor Jane den Hollander AO Deakin University, Vice-Chancellor and President

Professor Liz Johnson Deakin University, Deputy Vice-Chancellor Education

Associate Professor Sherman Young RMIT University, Associate Deputy Vice-Chancellor Education

Angela Kerry RMIT University, Senior Manager, Planning and Strategy

Professor Duncan Bentley Swinburne University of Technology, Deputy Vice-Chancellor (Academic) 

Mr Chris Hennessy Swinburne University of Technology, Head (Government Relations)

Professor Richard James The University of Melbourne, Deputy Vice-Chancellor and Deputy Provost 
(Academic and Undergraduate)

Professor Peter Dawkins AO Victoria University, Vice-Chancellor and President

Professor Marcia Devlin Victoria University, Deputy Vice-Chancellor
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Higher education policy researchers

Name Organisation

Associate Professor Andrew Harvey Centre for Higher Education and Diversity Research at 
La Trobe University, Director

Professor Gregor Kennedy Centre for the Study of Higher Education, Pro Vice-Chancellor (Teaching and 
Learning) and Director Centre for the Study of Higher Education

Andrew Norton Grattan Institute, Higher Education Program Director

Professor Leo Goedegebuure LH Martin Institute, Director

Dr Gwilym Croucher LH Martin Institute, Senior Lecturer

Chair of the UK Teaching Excellence and Student Outcomes Framework (TEF)

Name Role

Professor Sir Chris Husbands Chair of TEF, Vice-Chancellor Sheffield Hallam University

Natalie Day Head of Strategy and Policy Insight, Sheffield Hallam University

Canberra, 6 March 2019

Canberra-based universities

Name Institution

Professor Grady Venville The Australian National University, Acting Deputy Vice-Chancellor (Academic)

Belinda Robinson University of Canberra, Vice-President, University Relations and Strategy

Fiona Sutherland University of Canberra, Deputy Director, Policy Strategy and Projects

Peak bodies, mission groups

Name Organisation

Jessica Yu Australian Technology Network of Universities 

Felix Pirie Group of Eight

Conor King Innovative Research Universities 

Caroline Perkins Regional Universities Network
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Albury, 14 March 2019

Regional universities

Name Institution

Professor John Germov Charles Sturt University, Provost and Deputy Vice-Chancellor

Dr Russell Joshua Charles Sturt University, Office of the Vice-Chancellor

Professor Richard Speed La Trobe University, Pro Vice-Chancellor

Local and regional industry

Name Organisation

Alex Berry Albury Northside Chamber of Commerce, Deputy Chair

Virginia Boyd Albury Wodonga Health, Director People, Workforce and Support 

Edwina Hayes Regional Development Australia, Director, Murray Region 

Sydney, 15 March 2019

Peak bodies, mission groups

Name Organisation

Catriona Jackson Universities Australia, Chief Executive

Mike Teece Universities Australia, Policy Director Academic

Dr William Locke Centre for the Study of Higher Education, Director

Sydney-based universities

Name Institution

Professor Bruce Dowton Macquarie University, Vice-Chancellor

Peter McArthy Macquarie University, Government Relations 

Daniel Gooch University of New England, Head of Corporate Planning and Analytics

Professor Pip Pattison AO The University of Sydney, Deputy Vice-Chancellor

Professor Anne Simmons University of New South Wales, Pro Vice-Chancellor (Academic Excellence)

Margaret Connolly University of Technology Sydney, Provost’s Executive Officer
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Brisbane, 11 June 2019

Queensland-based universities

Name Institution

Professor Adam Shoemaker Southern Cross University, Vice-Chancellor

Professor Debra Henly Griffith University, Senior Deputy Vice-Chancellor

Mark Flynn Griffith University, Manager, Financial Analysis

Professor Joanne Wright The University of Queensland, Deputy Vice-Chancellor (Academic)

Dr Clare Hourigan The University of Queensland, Director, Planning and Business Intelligence

Dr Scott D Snyder University of the Sunshine Coast, Chief Operating Officer

Professor Geraldine Mackenzie University of Southern Queensland, Vice-Chancellor

Professor Karen Nelson University of Southern Queensland, Deputy Vice-Chancellor (Academic)

Professor Margaret Sheil AO Queensland University of Technology, Vice-Chancellor and President

Dr John Byron Queensland University of Technology, Director, Government Relations 
and Policy

Narelle Pearse Central Queensland University, Deputy Vice-Chancellor, Finance and Planning

Joanne Perry Central Queensland University, Deputy Vice-Chancellor, Student Experience 
and Governance

Adelaide, 12 June 2019

South Australian-based universities

Name Institution

Adam Gardner The University of Adelaide, Director (Analytics)

Jodie Butler The University of Adelaide, Manager, Performance Reporting

Professor Clare Pollock Flinders University, Deputy Vice-Chancellor, Students

Richard Porter Flinders University, Chief Financial Officer

Professor David Lloyd University of South Australia, Vice-Chancellor and President

Adrienne Niewenhuis University of South Australia, Director, Office of the Vice Chancellor 
and Strategic Programs



REPORT FOR THE MINISTER FOR EDUCATION – JUNE 2019 93

APPENDIx 3 – STAKEHOLDER CONSULTATIONS

Perth, 13 June 2019

Western Australia and Northern Territory based universities

Name Institution

Professor Steve Chapman CBE Edith Cowan University, Vice-Chancellor

Professor Romy Lawson Murdoch University, Acting Vice-Chancellor

Professor John Cordery Curtin University, Provost

Dr Marco Schultheis Curtin University, Chief Strategy Officer

Penny Szybiak Charles Darwin University, Director of Planning and Performance

David Norman The University of Western Australia, Office of the Vice-Chancellor

Laurence Coleman The University of Western Australia, Office of the Vice-Chancellor
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APPENDIX 4 – FURTHER DETAILS OF 
PERFORMANCE FUNDING MODELS 
ACROSS COUNTRIES

The following presents a broader picture of the selected performance funding models that have been drawn 
on in this report. This includes designs, performance measures, thresholds, formulas, incorporation of student 
characteristics and institutional missions, where available, and reviews of the strengths and weaknesses.

UK’s Teaching Excellence and Student Outcomes Framework (TEF) 
(2017–present) 

Introduced in 2016, TEF measures teaching quality and student outcomes across higher education in the UK. 
It provides a resource for students to judge teaching quality in universities and to increase the importance 
of teaching excellence. 

TEF was initially proposed in a Green Paper to have four different TEF ratings and differential fee caps introduced 
from Year 2. On the basis of consultations that suggested the need for a robust assessment process for the use of 
financial incentives, ratings were awarded at provider level with no differential financial incentives in its first full 
year of assessment from 2017–2018 (UK Department for Business Innovation and Skills 2016). 

The UK Department for Education has announced that Dame Shirley Pearce would lead an independent review 
of TEF (UK Department for Education 2019b). In the future the TEF will take a subject-level approach, with the 
final design of subject-level TEF to be based on the second subject-level pilot and this independent review.

As part of the consultations for the PBF scheme, Professor Paul Wellings and the Secretariat met with 
Professor Sir Chris Husbands, the Chair of TEF and Vice-Chancellor of Sheffield Hallam University, on 13 February 
2019. The following discussion on TEF draws on both desktop research and important insights from this meeting. 

Design
An independent review panel for TEF comprising academics, students, and employer representatives determines 
a provider’s TEF rating based on quantitative evidence from core and supplementary performance measures, 
alongside a qualitative assessment of the provider submission. 

Performance measures 
Core metrics (see Table 14): form part of the eligibility requirements for a TEF assessment. They draw on 
three existing data sources: UK National Student Survey (NSS), UK Higher Education Statistics Authority, 
and Destination of Leavers from Higher Education Survey (Gunn 2018). 

Supplementary metrics (see Table 14): do not form part of the eligibility requirements for a TEF assessment, 
but are first considered alongside provider submissions. Obtained from university records and the 
UK Longitudinal Education Outcomes dataset, these metrics are displayed if the provider has available data. 
Professor Husbands added that this interdepartmental linked dataset allows a comparison of student levels 
of education to their levels of employment and earnings in later life.
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Table 14: Components of TEF, UK

Core metrics (weightings) Supplementary metrics

 ¡ Teaching of my course (half weight) 
 ¡ Assessment and feedback (half weight)
 ¡ Academic support (half weight)
 ¡ Continuation (full weight)
 ¡ Employment/ further study (full weight)
 ¡ Highly skilled employment/ further study (full weight)

 ¡ Grade inflation (no weight)
 ¡ Sustained employment/ further study (no weight)
 ¡ Above median earnings threshold/ further study 
(no weight)

(UK Department for Education 2017a)

Threshold setting
Sector-contextualised threshold (weighted sector average): To take account of distinctive student profiles 
across providers, a sector-weighted benchmark (taking into account the characteristics of the students at the 
provider) is calculated. The core metrics (e.g. continuation) are subdivided into ‘splits’, showing performance 
within a number of sub-groups (e.g. subject of study, age on entry, entry qualification) specific to each core 
metric. This is to show how a provider performs with respect to different student groups and/or in different 
years. This approach of threshold setting means that the provider is not compared to a preset group of providers. 
Each provider will have its own benchmark for each core and split metric. 

Flags will be applied where a provider’s indicator is at least +/2 percentage points from the benchmark and the 
Z-score (the number of standard deviations that a provider’s indicator is from the contextualised benchmark) 
is at least +/2 (1.96), which is equivalent to a 95 per cent confidence interval (UK Department for Education 
2017a). For example, a positive flag will be labelled ‘+’ and a negative flag will be labelled ‘-’.

Assessors will look at performance against the core and split metrics to form an ‘initial hypothesis’ on the likely 
rating. This will be based on distance from benchmarks using the system of significance flagging. The likelihood 
of the ‘initial hypotheses’ being maintained after the additional evidence in the provider submission is 
considered will increase commensurately with the number of positive or negative flags on core metrics. 

Formula
An evaluation of TEF (UK Department for Education 2017b) supported a decision to give the metrics derived from 
the NSS half as much weight as the other three core metrics (see Table 14). This was to address issues about their 
excessive weighting, taking into account a very high degree of correlation showing that each NSS metric may not 
give substantially new information compared to the other two NSS metrics. 

Participation by equity groups 
The TEF assessment process looks at the extent to which a provider achieves positive outcomes for disadvantaged 
groups. The core metric of continuation is reflected in the consideration of split (weighted) metrics that 
contextualise performance in regards to different types of disadvantage including ethnicity and social disadvantage.
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Provider submissions 
A provider prepares a submission (up to 15 pages in length), which can contain information on a provider’s 
mission and characteristics, contextual information that explains performance against the metrics, 
and additional evidence to support the case for excellence. Additional qualitative or quantitative evidence 
can be used to address the criteria.

An analysis of the final TEF results reveals the qualitative evidence to be quite influential (Beech 2017). 
As Professor Husbands added, providing context for performance metric results was important for many 
universities. As a result of evidence from their provider submissions, almost one-quarter of participating 
higher education institutions moved up or down the ranking compared to the ‘initial hypothesis’ as 
generated from the core and supplementary measures (Beech 2017).

Review 
Based on the literature, Table 15 captures the strengths and weaknesses of TEF.

Table 15: Review of TEF, UK

Strengths Weaknesses

 ¡ Increasing providers’ focus 
on student experience and 
employability

 ¡ Informing student choices of study:
 – 43 per cent of prospective students 

had heard of TEF
 – Those students who applied for 

providers holding a Gold TEF 
award were more likely to have 
heard of it

 – 15 per cent of prospective students 
used the TEF rating in their 
decision-making process

 ¡ Contextualising institutional 
performance could potentially 
support student equity in a way that 
the dominant international rankings 
do not 

 ¡ Recognising varied institutional 
contexts enables institutions to 
justify their distinctive missions 

 ¡ Not assessing the actual quality of teaching and learning: 
 – The focus on the graduate outcomes such as employment and salaries 

does not reflect the value added to a student between starting and 
finishing higher education 

 – There is no necessary relationship between the proxy outcomes 
measured in TEF and the actual teaching and learning outcomes

 – There is a lack of evidence about a link between teaching quality and 
employment outcomes

 – It is more a way of benchmarking institutions according to student 
satisfaction levels, earnings and employment outcomes than an 
assessment tool for teaching quality itself

 ¡ Oversimplifying three-tier rankings, which can stratify providers according 
to hierarchies of prestige and perception

 ¡ Complexity and subjectivity of assessment process: 
 – Many other factors come into play after the core assessment, making it 

difficult to understand in a simple way how a university has achieved a 
certain rating

 – Provider could be upgraded by the strength of written submission even 
if core metrics place it in a lower category to start with 

 ¡ Transparency issue: It is not easy to find the full specifications and details on 
implementation of TEF. The lack of transparency makes it hard to check the 
statistical assumptions underlying the process

(UK Department for Education 2019a, Harvey et al. 2018, Locke 2018, Marginson 2017, Royal Statistical Society 2019, MillionPlus 2018, Baker 2018)

In the consultation, Professor Husbands identified benefits and challenges associated with TEF. A key benefit 
relates to a greater acceptance for the diversity of outcomes across universities. Nonetheless, a major challenge 
points to the ‘bands’ of TEF (i.e. gold, silver and bronze). ‘Hard’ boundaries exist and therefore universities 
at the top of the silver band could show similar performance to universities at the bottom of the gold band. 
This was a problem, which they attempted to ‘soften’, but in the end decided to retain the bands. Moreover, 
Professor Husbands suggested an inclusion of a level below bronze—a category showing ‘this university 
does not need to be investigated’ to grant the bronze category ‘more esteem’.
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New Zealand’s Performance-Linked Funding (2012–2018)

The Performance-Linked Funding was implemented to promote continuous improvement in educational 
performance by reaching an acceptable standard. In 2018, the Tertiary Education Commission (TEC) 
announced the discontinuation of Performance-Linked Funding, though the TEC will continue to monitor 
and publish educational performance indicators (EPIs) on students’ achievement and post-study outcomes.

Design 
The Performance-Linked Funding model consisted of core measures or EPIs. Tertiary education organisations 
(TEOs) had a choice between a calculation that used all four EPIs (Option 1) or two lead EPIs (Option 2) before any 
funding adjustments occurred. 

Performance measures 
The EPIs were weighted differently for the three grouped New Zealand Qualifications Framework levels: 
Level 1–3, Level 4–6 (non-degree), and Level 7–8 (e.g. bachelor’s degree, graduate certificate, graduate diploma). 
Table 16 shows the two options TEOs had for Performance-Linked Funding and the associated EPIs at Level 7–8 
(noting that Option 1 for qualifications below level 7 also included ‘progression’ as an EPI).

Table 16: Components of Performance-Linked Funding (Level 7–8), New Zealand

Option 1 (weightings) Option 2 (weightings)

All EPIs

 ¡ Cohort-based qualification completion* (40%)
 ¡ Course completion† (25%)
 ¡ First-year retention (35%)

Lead EPIs

 ¡ Course completion (40%)
 ¡ First-year retention (60%)

*   The proportion of students in a starting cohort who go on to complete a qualification at the same level at the same TEO.

†  The proportion of course enrolments ending in a given year that have been successfully completed.

Threshold setting
Sector-contextualised threshold (ranking): TEOs’ individual rates for each EPI were adjusted. For example, 
course completion rates were calculated on an equivalent full-time students delivered basis. Qualification 
completion rates were calculated separately for full-time and part-time students.

The upper and lower thresholds for each EPI were determined based on the 50th percentile and 10th percentile of 
sector performance respectively. Performance scores of TEOs were compared to the upper and lower thresholds 
for each grouped qualification level to determine if a funding adjustment would be made (Tertiary Education 
Commission 2017). Those TEOs performing above the upper performance threshold were allocated the full 
amount of reserved funding. For TEOs below the lower threshold, all of the reserved funding was withheld. 
A portion of the reserved funding was withheld for TEOs whose performance scores fell between the upper 
and lower thresholds.

Formula 
The adjusted individual rates of EPIs were combined according to the particular weightings of the EPIs (see Table 16). 
Performance scores of TEOs were calculated out of ten at each grouped qualification level (e.g. Level 7–8). 
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Participation by equity groups
The ethnicity dimension was used in conjunction with EPIs to monitor the achievement of groups of interest 
to the sector and government, specifically Māori, Pasifika and people under 25 years of age. TEOs reported up 
to three ethnicity codes for a student with each student file. Students who reported multiple ethnicities were 
counted once in each group with which they identified themselves. 

Review 
Table 17 presents an official review of Performance-Linked Funding. 

Table 17: Review of Performance-Linked Funding, New Zealand

Strengths Weaknesses

 ¡ The TEC noted that the tiny share of funding withheld 
under the policy suggested most provision was delivered 
to an acceptable standard—the major objective of the 
funding scheme (assuming the standard was set at 
an appropriate level)

 ¡ There was an absence of strong financial incentives. 
The fiscal effect of Performance-Linked Funding was 
frequently overstated, with less than 0.2 per cent of 
funding at Level 3 and above being withheld between 
2013 and 2015

 ¡ Providers became more conservative about innovation 
as they had little to gain financially and potentially a lot 
to lose if innovation did not work out

(New Zealand Productivity Commission 2017)

European model – Finland (1990s–present)

At the beginning of the 1990s, performance-based elements were introduced into the Finnish funding system. 
The performance agreement provided the funding for universities based on the number of students and the 
expected and actual number of degrees.

Reform in 2013 increased the importance of output measures by allocating funding to the quality and 
internationalisation of education and research and the activities of the education and science policy 
(Kettunen 2016). As part of this reform, universities are expected to differentiate through profiling themselves 
so as to reflect their strengths in terms of education, research, internationalisation (e.g. student mobility), 
and (international) cooperation (de Boer et al. 2015). The distinct profiles allow for the Ministry of Education 
to set operational and qualitative targets and to determine the resources required every four years. Moreover, 
the long duration of studies and low graduation rates in higher education have been major concerns to Finnish 
decision-makers (Kettunen 2016). In light of this, policy goals have been set for educational attainment levels, 
creating equal opportunities, improving completion rates and reducing time to degree, matching education 
supply with labour market demands (de Boer et al. 2015). 

The case of Finland is different from the other selected models, as Finland has no tuition fees for higher 
education. Compared with other countries where public funding only represents a proportion of a university’s 
total funding, the Finnish performance funding model driven by output indicators has larger incentive effects on 
efficiency and effectiveness (Kettunen 2016). Core funding is distributed mainly based on universities’ teaching 
and research performance (European Commission 2019). Under this performance funding model, performance 
indicators are used to determine 75 per cent of direct core government funding that covers about 64 per cent of 
Finnish universities’ budget, and public research funding is a separate part of the budget (de Boer et al. 2015). 
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Design 
The core funding formula was readjusted in 2017 to put more emphasis on impact, quality and internationalisation. 
The formula comprises three main parts: education (39 per cent), research (33 per cent), and other education and 
science policies (28 per cent). 

Performance measures
As indicated in Table 18, the funding for education is largely based on the number of degrees agreed upon for 
the period of the performance agreement. With 55 European Credit Transfer System (ECTS)7 credits annually, 
the funding scheme fosters efficiency of the education process by encouraging shorter durations of study and 
increasing the number of degrees awarded. To strengthen the quality perspective in the financial items for 
education, more weighting is placed on the student feedback survey to measure quality of education (Kettunen 2016). 

Table 18: Components of performance funding for education (2017–2020), Finland 

Impact (weightings) Quality (weightings) Internationalisation (weightings)

 ¡ Number of study credits earned 
by students in open university, 
specialisation studies, studies 
based on cooperation and in 
non-degree programs (2%)

 ¡ Number of bachelor’s degrees (6%)
 ¡ Number of master’s degrees/
teaching and research 
personnel (13%)

 ¡ Number of employed graduates (2%) 

 ¡ Number of students who have 
gained at least 55 study credits (10%)

 ¡ Student feedback (3%)

 ¡ Number of master’s degrees 
awarded to foreign nationals (1%)

 ¡ Student mobility to and from 
Finland (2%)

(Finnish Ministry of Education and Culture 2019b) 

Threshold setting
University-specific threshold against sector performance: Institutions and the Ministry of Education and 
Culture hold negotiations at the start of each four-year agreement period, including discussions about common 
objectives for the higher education system, key measures for each higher education institution, and degree 
objectives as well as the appropriations allocated on the basis of these (Finnish Ministry of Education and 
Culture 2019a). To create stability for universities, the performance funding scheme is based on the average 
performance of the previous three years (Kettunen 2016). For example, the funding for 2015 was calculated in 
2014, using the average performance achieved by the institution between 2011 and 2013 (de Boer et al. 2015). 

Formula
The annual budget allocates a certain amount of funding for the university sector, and the funding is allocated 
to universities based on their performance. The development of all the indicators and their weights (see Table 18) 
determines the total funding of a university. If a university improves its performance on the indicator more than 
others, the university is able to increase its funding on the basis of that criteria. The other indicators allocate 
funding in a similar way.

7 A central tool in the Bologna Process in Europe, which aims to make national systems more compatible. A student can transfer their ECTS 
credits from one university to another.
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Review
The performance funding model in Finland has yielded mixed results, as presented in Table 19.

Table 19: Review of performance funding, Finland

Strengths Weaknesses

 ¡ The Finnish Government reported: 
 – institutions acted more strategically 
 – better awareness of cost and performance
 – improved dialogue 

 ¡ Graduation rates improved as universities attempted to 
improve their processes and structures in order to obtain 
as much funding as possible

 ¡ The performance tools have become more accepted due 
to familiarity with the tools and sector’s involvement in 
the development of the tools

 ¡ It has led to unwelcome institutional competition for a 
fixed pool of public funding. Universities have competed 
against each other and kept their business secret about 
how to improve their efficiency

 ¡ Four-year agreements are long and limit flexibility  
 ¡ The system has bred uniformity and failed to recognise 
specialised institutions, limiting institutions developing 
their profiles and niches

 ¡ The strong focus on national goals may not be in line 
with local goals

(Kettunen 2016, de Boer et al. 2015)

European model – Thuringia, Germany (2003–present)

During the past decade, many states in Germany have introduced an indicator-based formula to determine the 
amount of public funding (Jonkers and Zacharewicz 2015). In Thuringia, funding models for higher education 
have evolved from a performance-based model (2003–2007), to a load-oriented model (2008–2011), and finally 
to a cost and performance-based overall funding model (The KLUG model) (2012–2015).

The KLUG model in Thuringia consists of three pillars: core budget (80 per cent), performance-based budget 
(14.5 per cent) and general design and innovation budget (5.5 per cent). 

Design and performance measures
Table 20 indicates the five core performance indicators of the ‘performance budget’ as described by 
the Higher Education Act. Any unallocated funding from the ‘performance-based budget’ flows into the 
‘general design and innovation budget’ as a redistribution fund for strategic, project-based initiatives. 

Table 20: Components of performance funding, Thuringia

Performance indicators of performance 
budget (weightings)

General design and innovation budget – 
strategic funding

 ¡ Share of students in the standard period of study in the 
system (35%)

 ¡ Share of doctoral graduates and PhD degrees awarded 
in the system (30%)

 ¡ Share of female students in the system (12.5%)
 ¡ Share of female professors in the system (12.5%)
 ¡ Share of students in continuing education in the 
system* (10%)

 ¡ This funding is intended to facilitate: 
 – inter-institutional projects
 – vocational training at higher education institutions
 – continued employment of vocationally trained staff
 – joint federal and state government programs 
 – a contingency fund for rectors

 ¡ Redistribution fund 
 ¡ Structure and design fund finances innovative projects

(de Boer et al. 2015)

*  Similar to adult education in the context of Germany.
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Threshold setting 
University-specific threshold against sector performance: The Ministry of Education (represented by 
the head or director of the higher education unit) and individual institutions negotiate the targets. If no 
agreement on targets is reached, the ministry can determine the institutional targets after having heard the 
institution’s arguments.

The ‘performance budget’ is distributed through a competitive procedure whereby the funds are distributed 
between all institutions based on both the performance of the institutions themselves, and the performance 
of other institutions.

Formula
The Ministry uses minimum and maximum thresholds based on the previous year to avoid large fluctuations of 
funding (de Boer et al. 2015). This gives institutions some planning predictability, and controls the overall budget. 
The minimum threshold for the ‘performance budget’ is two per cent annually. This means that an institutional 
budget cannot shrink by more than two per cent per year. The maximum increase in budgets works in a similar 
way with a difference between institutions of different sizes.

Review
Similar to the context of the Finnish model, universities in Thuringia are encouraged to profile themselves 
and develop their own niches in order to establish a diverse and integrated higher education system 
(de Boer et al. 2015). However, these European performance funding models do not appear to drive diversity 
of the higher education sector. Under the KLUG model, institutions must respond to the same issues, 
leading to uniformity at the system level.

US Model – Tennessee (1979–present)

Tennessee is a US state with one of the longest experiences with performance funding—established in 1979. 

Outcome-based funding was part of a reform agenda in 2010 to address the state being among the lowest 
ranked in educational attainment (de Boer et al. 2015). The Complete College Tennessee Act (2010) included a 
provision for an outcome-based funding formula model. The funding formula provides incentives for institutions 
to improve completions and workforce preparation, reinforcing the policy objectives of the Master Plan 
(Tennessee Higher Education Commission and Student Assistance Corporation 2019b).

Around 85 per cent of state funding in Tennessee is allocated based on university outcomes (National Conference 
of State Legislatures 2015). Each institution derives a certain percentage of its state funding from fixed-cost budget 
lines. Moreover, all public universities can earn up to an additional 5.45 per cent when they perform well compared 
to others on metrics set by the state.

Design
The outcome-based funding model employs a funding formula for universities and community colleges. 
Weights are applied to each outcome indicator depending on the priorities and missions of the institution. 
That is, the weight factor applied to each institution is different from other institutions. The model includes 
outcomes achieved by different types of students (e.g. part-time, returning students, transfers).
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Participation by equity groups
Adults (25 and older) and low-income students (those in receipt of Pell Grants) completing any of the metrics 
are more heavily weighted by awarding a 40 per cent premium for the achievement of these outcomes by equity 
groups. For example, if 100 adult students get a bachelor’s degree (an outcome indicator), the outcome-based 
funding model shows the outcome as if 140 degrees were produced (de Boer et al. 2015).

Performance measures
Most outcome data are derived from a state-wide student information system. Table 21 shows the 
outcome-based funding model containing three types of outcome indicators and a performance funding 
model containing state-set indicators.

Table 21: Components of outcome-based performance funding for universities (2018–2019), Tennessee

Progression Completion Productivity Performance funding 
(state-set indicators)(outcome-based indicators)

(weightings to be determined by individual universities)

 ¡ Student progression: 
30 credit hours

 ¡ Student progression: 
60 credit hours

 ¡ Student progression: 
90 credit hours

 ¡ Associate degrees
 ¡ Number of bachelor’s 
degrees awarded

 ¡ Number of master’s/ 
education specialists 
degrees awarded

 ¡ Number of doctoral 
degrees awarded

 ¡ Number of degrees 
(per 100 FTE) awarded 

 ¡ Six-year graduation rate 
 ¡ On-time graduation

 ¡ Research and service  ¡ Student learning and 
engagement from 
student survey

 ¡ Student access 
and success

(Tennessee Higher Education Commission and Student Assistance Corporation 2019)

Threshold setting
University-specific threshold (85 per cent of state funding): There are no state-imposed targets or pre-determined 
goals. Each institution’s formula calculation is independent of other institutions. 

Sector benchmark (additional 5.45 per cent of performance funding): All public universities will be allocated 
performance funding when they do well in comparison to other universities on additional performance funding 
metrics set by the state (see ‘state-set indicators’ in Table 21). 

Formula (example of University of Tennessee Knoxville)
Data based on outcome-based indicators is converted to fit under a single framework before outcomes can be 
evaluated and monetised, using the following procedure (de Boer et al. 2015):

Step 1: Identify university outcomes for the formula model based on the outcome-based indicators.

Step 2: Collect actual data from an entire academic year on the outcome-based indicators.

Step 3: Rescale the data, if necessary, to make it comparable across variables.
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Step 4: Apply a university-specific weight to each outcome-based indicator that reflects the priority of the 
outcome and the mission of the institution (e.g. a university may assign 30 per cent weight to bachelor’s degrees 
to reflect its strong focus on undergraduate education).

Step 5: Sum the ‘scaled’ and ‘weighted’ data to produce the ‘weighted outcomes’.

Step 6: The ‘weighted outcomes’ are monetised by multiplying by the average Southern Regional Education 
Board (SREB) salary. 

Review
Table 22 presents the strengths and weaknesses of Tennessee’s outcome-based performance funding.

Table 22: Review of outcome-based performance funding for universities, Tennessee

Strengths Weaknesses

 ¡ Intended changes in outputs:
 – number of university graduates rose by  

12.6 per cent from 2010 to 2013, as compared to the 
enrolments increase by 2.6 per cent from 2009 to 2012* 

 – increase in degrees awarded over the past five years 
since its inception in 2010

 – positive impact on accumulating 24 credits within one 
year for full-time under-represented minority students

 ¡ Intended changes in institutional behaviour policies: 
 – academic policy practice and program changes to 

achieve the goal of boosting completions 
 – improved communication of state priorities and 

institutional performance on state metrics 

 ¡ Unintended changes in institutional behaviour 
and policies:

 – weakening of academic standards 
 – increased compliance costs
 – reduction of interinstitutional collaboration due 

to competition
 – restrictions to admissions (for reputation or to 

increase graduation rates)

(Dougherty et al. 2016, de Boer et al. 2015, Callahan et al. 2017)

*  This comparison does not control for a host of other influences that could be driving student outcomes and that performance funding may 
have delayed impacts that do not appear for several years.

US Model – Louisiana (1979–present)

In Louisiana, a funding model with several performance indicators was first introduced in 1997. Similar to the 
inception of performance funding in Tennessee, it was largely based on the number of enrolled students. As a 
consequence of the Granting Resources and Autonomies for Diplomas Act (2010) (GRAD Act), performance 
agreements were introduced in 2011. Performance funding provides institutions with an incentive to perform 
on the four objectives established in the GRAD Act. 

In principle, institutions enter into agreements on a voluntary basis. However, institutions not entering an 
agreement are not entitled to the performance incentives. In addition, they continue to face strict regulations 
and are reliant on legislators for any increase in tuition fees. As a result of this, all public institutions have 
entered into performance agreements (de Boer et al. 2015).
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Design
The Board of Regents that coordinates the public higher education sector promotes institutions’ contribution 
of their own strengths and niches in the higher education system (State of Louisiana Board of Regents 
2019b). On this basis, performance agreements establish annual performance targets that are unique to each 
institution’s mission and are based on the GRAD Act objectives (National Conference of State Legislatures 2015). 

Every institution has a different number of targets included in the agreements, meaning there is not a common set 
of performance indicators used to assess performance across all institutions (de Boer et al. 2015). In total, there are 
up to 90 performance targets, but the number of targets included in an individual institution’s performance 
agreement ranges from 10 to 70. The formula has been designed to reflect what is ‘important’ in higher education 
in an effort to drive public policy and accountability (State of Louisiana Board of Regents 2019b).

Performance measures
Table 23 shows the four GRAD Act performance objectives and their associated outcome-based measures. 

Table 23: Components of outcome-based performance funding for universities (2018), Louisiana

GRAD Act performance objectives and associated outcome-based measures

Student success

 ¡ Retention/progression
 ¡ Completers by 
degree level 

Articulation and transfer

 ¡ Number of students cross 
enrolled at two-year and 
four-year institutions

 ¡ Number of student 
transfers from two-year 
to four-year institutions

Workforce and economic 
development

 ¡ Number of completers 
in programs leading 
to 4 and 5 star jobs

 ¡ Undergraduate adult 
completers aged 25 
and above

Efficiency and 
accountability

 ¡ Graduation rates
 ¡ Enrolment and 
completion of students 
on a Pell Grant (at risk/
low-income)

(State of Louisiana Board of Regents 2019b)

Each performance objective comprises a series of sub-goals. Each sub-goal has a series of related measures. 
These measures are categorised into three types, as follows (de Boer et al. 2015):  

 ¡ Descriptive measures: These measures do not require annual benchmarks and targets. However, institutions 
are required to submit baseline and actual data via annual reports.

 ¡ Tracked measures: Measures requiring baseline and actual data must be reported in the first two years. 
These will be converted into ‘targeted’ measures in years three to six. 

 ¡ Targeted measures: Specific short- and long-term measures. Institutions must have baseline data, 
annual benchmarks and six-year targets. Institutions report annual progress on measures.

To monitor performance, institutions submit annual reports, which are graded by the Board of Regents. 
Institutions are allowed to increase their tuition fees if they attain the short-term targets (up to 5 per cent) 
and if they attain short-term targets and show progress on long-term targets (up to 10 per cent).
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University narrative 
Institutions can submit a narrative to provide contextual information in relation to the performance objectives 
(State of Louisiana Board of Regents 2019a).

Threshold setting
University-specific threshold: Based on the agreed targets, institutions have yearly benchmarks that they have 
to reach in order to pass the GRAD Act. To monitor performance, annual reports submitted by institutions are 
graded by the Board of Regents and made publicly available. The Board of Regents then informs the legislators 
of the institutions’ annual progress made on the performance objectives. 

Over the past few years, most of the institutions were able to reach the benchmarks. The institutions that did not 
pass were not entitled to 1) performance funding, 2) increase tuition fees in the following year, and 3) apply for 
operational and financial management autonomy (de Boer et al. 2015).

Formula
Different weightings are applied to outcome-based measures. For example, for retention and progression, 
weights are applied to each student level, with heavier weights being applied to higher student levels.

A point system is used for the evaluation of performances on the measures: two points for progress on ‘targeted 
measures’ (thus putting extra weight on student success indicators), and one point for performing in ‘tracked’ and 
‘descriptive’ measures. Narratives given by institutions on indicators can be worth 20 per cent of the possible score. 

Passing a performance objective requires a minimum overall score of 80 per cent. Institutions must pass the 
objective of ‘student success’ in order to pass the GRAD Act and be eligible for the benefits of the performance 
funding. Institutions that fail to meet the performance targets during the six-year agreement period are not 
eligible for these incentives. By submitting a remedial plan and entering into a performance improvement 
contract, the underperforming institutions are able to gain access to 75 per cent of the lost performance funding.

Participation by equity groups
The Pell metric represents at-risk or low-income students that are enrolled or complete qualifications at an 
institution. Pell students are given higher weights than non-Pell students to incentivise institutions to enrol 
and graduate at-risk or economically disadvantaged students (State of Louisiana Board of Regents 2019b). 

Review
As originally envisioned, performance funding would be additional money that institutions could earn in 
addition to their core component funding. However, no additional money was made available for performance 
funding due to change of fiscal circumstances, and 15 per cent of core funding has been taken away and 
allocated on the basis of performance. As a result, institutions have to perform at higher levels to maintain 
their funding levels. In a system that is already underfinanced, these yearly fluctuations can push institutions 
into financially unsustainable situations and a performance model that was intended to operate as a system 
of ‘carrots’ turned into a system of ‘sticks’ (de Boer et al. 2015). The most important incentive for institutions 
to meet the targets is the tuition fee autonomy, not the funding incentive that now has limited effect. Table 24 
presents the review of this funding model. 
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Table 24: Review of outcome-based performance funding for universities, Louisiana

Strengths Weaknesses

 ¡ The government sees the funding model as a positive 
steering instrument: 

 – making institutions more accountable
 – most institutions have continuously shown 

improvement (e.g. retention and graduation 
rates went up)

 ¡ The performance intended as a system of ‘carrots’ 
turned into a system of ‘sticks’. This has created financial 
unsustainability to institutions

 ¡ There has been concern over the overly complex metrics
 ¡ The institutions were conservative in setting their 
performance targets

(de Boer et al. 2015, Peters 2017)

Australia’s Learning and Teaching Performance Fund (2005–2009)

In Australia, interest in developing performance indicators for universities grew from the 1980s, with a series 
of publications to explore possibilities (Coaldrake and Stedman 2016). This includes Performance Indicators 
in Higher Education (1991) and Characteristics and Performance Indicators of Australian Higher Education 
(2001). As part of 2003 higher education reforms, the Learning and Teaching Performance Fund (LTPF) 
was developed to reward universities that best demonstrated excellence in teaching and learning for domestic 
undergraduate students.

The LTPF provided $250 million over three years to 2008, and was extended to 2009 with an addition of more than 
$73 million to universities. In the first round (2005–2006), five institutions were awarded as the ‘best demonstrating 
excellence in teaching and learning’ and shared $30 million. Nine institutions in the second band shared the 
remaining funding, with 24 participating institutions receiving no funding. In the second round (2006–2007), 
30 institutions shared $83 million. In the third round (2007–2008), changes were made to the LTPF method that 
allowed money to be allocated for improvement, rather than for achievement alone. Almost all universities 
were able to claim some share of the funding.

Design 
The allocation of LTPF funding was determined in two stages. The first stage set baseline conditions to be met by 
universities. Universities were required to ‘demonstrate a strong strategic commitment to learning and teaching’ 
(Nelson 2003) to meet participation requirements. In the second stage, an expert panel assessed universities 
through evidence from statistical modelling of quantitative performance indicators as well as qualitative 
evidence including results from the first stage and any other contextual information to award the LTPF funding. 

Performance measures 
The quantitative model used three groups of performance indicators, as shown in Table 25. The seven measures 
were weighted equally in 2007.
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Table 25: Components of the Learning and Teaching Performance Fund, Australia 

Student satisfaction  
(weighting)

Graduate outcomes 
(weighting)

Student success 
(weighting)

(2006: 55%; 2007: equal weighting 
across all measures)

Course Experience Questionnaire 

 ¡ Overall satisfaction
 ¡ Generic skills 
 ¡ Good teaching

(2006: 22%; 2007: equal weighting 
across all measures)

Graduation Destination Survey 

 ¡ Proportions of graduates moving 
to employment

 ¡ Proportions of graduates 
moving to full-time study

(2006: 23%; 2007: equal weighting 
across all measures)

 ¡ Student progress rates
 ¡ Attrition rates

(Coaldrake and Stedman 2016, Department of Education, Science and Training 2007) 

Threshold setting 
The methodology used by the LTPF for threshold setting was adjusted over iterations, including weightings, 
contextualising factors and threshold setting. 

Sector-contextualised threshold (ordinal ranking) (2006): The quantitative model included an adjustment 
process using regression analysis models to remove identifiable external influences that may have affected 
comparisons of university performance. Ordinary least squares regression was used for the progress rate indicator, 
probit regression (for dichotomous outcomes) for the retention indicator and the employment and further study 
indicators, and ordered probit for the overall satisfaction, generic skills and good teaching indicators. 

Important to note is that there is a multitude of student and university characteristics (e.g. student composition, 
education and occupation of parents) that could influence performance indicators. The LTPF selected those 
factors that were held from empirical research to be generally important in influencing higher education 
outcomes (Department of Education, Employment and Workplace Relations 2008). Ordinal rankings were 
allocated in each of the three areas, and then multiplied by the relevant weight to produce a weighted result 
for the provider. The weighted results were sent to providers, who were given an opportunity to submit an 
explanatory statement to the Panel in response to the outcomes (Department of Education, Employment and 
Workplace Relations 2008). 

Sector-contextualised threshold (standardised/normalised) (2007): Equal weightings were applied across 
the seven indicators. The adjusted methodology incorporated additional characteristics: socio-economic status 
(SES), rural and isolated status and disability status, student ability (as measured by Tertiary Entrance Ranking), 
labour market conditions and size of institution (Department of Education, Science and Training 2005). 

Moreover, universities’ performance was disaggregated and measured in four broad discipline groups rather 
than at the level of the institution: science, computing, engineering, architecture and agriculture; business, 
law and economics; humanities, arts and education; and health. This was supported by research that has shown 
differences in student outcomes across fields of study (Coates and Marks 2007). Instead of using ordinal ranking 
to combine the results for each area, universities’ adjusted performance was standardised (normalised) so that 
they could be combined into a single ‘score’ for each discipline grouping (Department of Education, Employment 
and Workplace Relations 2008). Universities were given the opportunity to review their results before they were 
reviewed by the Panel. However, they were not required to submit explanatory statements. The Panel had a role 
in considering whether ‘contextual factors’ may have impacted on a university’s performance. 
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Sector-contextualised threshold (standardised/normalised) (2008): Further adjustments were made in 2008 
to ensure the LTPF was as robust, simple and explicable as possible. These included a significant reduction in 
the number of different factors adjusted in response to a review (Coates and Marks 2007). The statistical analysis 
of this review suggested that for most factors (e.g. unemployment rate in the locality of the student’s home 
address, number of students, level of course, student age, student location and student’s SES background), 
there was not a convincing conceptual rationale for their inclusion as an adjustment factor for a particular indicator.

Sector-contextualised threshold (standardised/normalised) (2009): The new model provided a simplified 
adjustment process by further reducing the number of adjustment factors. The regression models were run 
separately for each performance indicator and for each broad discipline group (Australian Government 2007).

Participation by equity groups
The adjusted methodology in 2007 incorporated additional characteristics relating to equity groups such as SES, 
rural and isolated status and disability status.

Review
Table 26 presents the strengths and weaknesses identified by a review of LTPF.

Table 26: Review of Learning and Teaching Performance Fund, Australia

Strengths Weaknesses

 ¡ Intended to raise the status of 
teaching and learning so that it was 
comparable to that of research

 ¡ The publication of key performance 
indicators drew attention to 
institutional performance and 
enabled development of targeted 
responses and initiatives:

 – Universities reconsidered the 
importance of learning and 
teaching, and elevated concern 
about student outcomes within 
universities

 – Universities increased/reinforced 
their awareness of the importance 
of quality 

 ¡ Designed for promoting ‘the best demonstrated excellence in teaching and 
learning’, in particular for the first round, the LTPF privileged research and 
well-resourced universities. Little funding was allocated to regional and less 
well-resourced universities, thereby failing to provide effective incentives for 
all universities

 ¡ The results were presented as a league table by the press. The unsuccessful 
universities were implied to have had no excellent learning and teaching 
practices, which may have caused damage to their reputations.

 ¡ There were technical complaints
 – For the 2006 round of LTPF, the strong weighting given to student opinion 

surveys was criticised
 – The ordinal rankings were critiqued for translating minor and statistically 

insignificant differences into artificial distinctions between universities
 – Regression analysis was opaque in nature and a crude tool for 

disentangling the complex interactive relationships and variations 
involved in university teaching

(Bradley et al. 2008, Coaldrake and Stedman 2016, Wheelahan 2007, Department of Education, Employment and Workplace Relations 2008)
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