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1. Introduction
The aim of this paper is to identify a number of issues related to the
funding of higher education institutions in developing countries. The
issues that are presented here have been derived from a survey of the
literature on higher education funding. The survey not only
considered studies aimed at developing countries (e.g. 'Higher
Education, the Lessons of Experience' (World Bank, 1994) and the
more recent volume (UNESCO/BREDA, 1998) compiled by the
UNESCO Regional Office in Senegal), but also took into account
publications on funding issues in so-called developed contexts. Our
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We would like to make a number of comments on each of these four
fundamental questions. After that, in section 3, we will look at some
specific issues related to the questions. Section 4 presents some options
for policies that address the questions and issues discussed in sections 2
and 3.
2.1 Size of the system
How much of a nation's productive capacity - skilled labour, natural
resources, foreign exchange, new construction - can or should, on
average, be devoted to higher education? How does the level of public
resources available to higher education compare to the levels available
for other subsectors of education, such as primary and secondary
education (Salmi, 1991, p. 8)? What proportion of a nation's youth
should go on to some form of post-secondary education? And to which
sectors? For what degrees and for how many years? How many
universities should there be, and how many colleges or other nonuniversity institutions, and what should be their target enrolments?
Policy-makers trying to find answers to these questions will be guided
strongly by their own idea of what form a higher education sector
should take. In other words, what kind of university and what type of
programmes are best suited to meet the human capital requirements of
the country concerned?
One way in which policy-makers (or researchers) can answer this list
of questions is by comparing one country to other target countries (i.e.
countries with a certain level of economic and social development).
The question then is how can the country be brought into line with
these other nations? Should the higher education system be driven by
manpower planning (or numerus clausus), as was the case in the
formerly centrally planned economies of Central and Eastern Europe,
or can a government rely on student demand and student choice, as is
the case in the Western, industrialized nations? This choice has
important implications for the costs and design of the system.
2.2 Funds per unit
What action should be undertaken to achieve the desired outcomes?
This is partly - some would say, primarily - a question of the level of
spending per unit. This, in turn, is principally a question of appropriate
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faculty salaries, teaching loads, class sizes, equipment and library
expenditures, etc. What is done to make sure that the maximum output
is produced from the resources available (teachers, equipment)? This is
a matter of productivity, efficiency and, also, lifestyles. Should the
latest (most modern) techniques and equipment be used? Each nation
will somehow have to decide which 'class' it wants to belong to, within
the boundaries set by its national resources and the tax levels it can
afford. It may try to belong to the 'world class' or, in case of
developing countries, it may set more realistic aspiration levels for
itself.
'Value for money' and cost-effectiveness studies suffer from one main
flaw: there is no adequate measure of output. The basic measuring unit
tends to be 'a student taught for one year', or 'a degree granted', or
even 'a student sitting in class for two and a half hours a week for
fifteen weeks'. We like to think that smaller classes, or more senior
professors, or professors who have lots of time to think and write, or
bigger libraries and laboratories will all result in more learning. If this
is so, and if the amount of learning is our true measure of the output of
the university or the product of teaching, high-cost universities or
programmes may well produce at a lower cost per unit of true learning
and therefore be more efficient. However, we do not feel we can
support such a conclusive statement. We could also argue that high-cost
institutions are merely serving themselves, or have set themselves high
workloads that have no clear justification. We could produce examples
of higher education institutions that have reduced their spending per
student and simultaneously increased student learning.
Many nations in the industrialized world indeed have sought to reduce
their public higher education spending per unit (in teaching and
research) by encouraging higher education institutions to work more
efficiently and to increase 'value for money'. Institutions are, for
instance, encouraged to take on more students through financial
incentives and regulatory instruments, or simply by 'fiscal squeezing'.
Other measures include restructuring the higher education system
through mergers, or creating new types of institutions. This reduction
of public spending was carried out in the belief that institutions can find
ways to work more efficiently and are able to look for supplementary,
private funding to make up for the loss in public resources.
In any case, spending per unit will have to be financed from both the
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public and the private purse. We now address the question of how to
achieve an appropriate balance between the two.
2.3 Who should pay ?
The third important question is, therefore, who should bear the
financial burden of running the higher education sector? Specifically,
how should institutional costs and students' living expenses be shared
among parents, students and taxpayers (or all other citizens, depending
on how payment is collected)? This issue is related to such policies and
instruments as tuition, student loans, student grants, borrowed funds,
etc. Of course, the bulk of public funds for higher education comes
from taxes collected by the government. Since tax revenues also have
to be used for other government activities (and are usually divided up
between the various government ministries), higher education has to
compete with other sectors of government expenditure, including
primary and secondary education.
Although higher education sectors in most of the industrialized world
still rely primarily on government funding, many governments have
begun shifting part of the burden of the costs of higher education onto
those that are felt to profit the most from it, namely the students that
receive instruction (and degrees) and the firms demanding and using
the services of higher education institutions. Firms may, for example,
be asked to pay a special tax based on their total number of staff or the
number of graduates they hire. Students and their families in many
Western countries are increasingly being asked to bear study costs,
particularly living expenses. In France, students and their parents
receive almost no support from the government for student living
expenses. In Scandinavia, students are increasingly being forced to take
out loans. This is also the case in England and the Netherlands.
Like in Central and Eastern European countries, whose governments
have long undertaken huge commitments - many of which they may be
unable to meet in the future - the governments of developing countries
must decide whether they can make students and their families bear
more of the costs of student living (e.g. through students doing summer
or part-time work, or parents directly paying for their children's
tuition) or even some of the institutional costs (through tuition or
graduate tax), without making higher education inaccessible to students
whose parents may be too poor to afford a contribution. At the same
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time, the goals of expanded opportunities for access and for enjoying
the social and economic benefits of higher education suggest that some
degree of subsidization from the public purse may be merited,
especially for families otherwise unable to pay. As usual, the problem
is finding the appropriate balance in the policy instruments (e.g.
financial incentives and regulations) to be employed to achieve the
conflicting goals of access, efficiency and equity.
2.4 How are funds made available?
The procedures for allocating public funds to higher education
institutions and their students can take several forms. What is at stake
here is the funding system and the system of student aid. The goal is to
implement transfer mechanisms that provide incentives for institutions
to operate efficiently and make the most effective use of scarce funds.
The most appropriate system depends to a large extent on political
values (what does the government want higher education institutions to
do?) and on more economic considerations
(how do
people/organizations react if they are faced with making choices from a
set of alternatives and this choice implies using up part of the limited
resources and time available to them?). The subject of student financial
support is discussed later in this paper. For the moment, we would like
to look at the mechanism whereby public funds are allocated (either
directly or indirectly) to individual universities and colleges. This
resource allocation mechanism concerns the distribution of the basic
funding of teaching and research carried out by the universities.
There are basically four types of resource allocation mechanism
(Albrecht & Ziderman, 1992):
a) negotiated funding;
b) input-based funding;
c) output-based funding;
d) student-based funding.
Negotiated funding
Negotiated funding is the predominant budgeting device (World Bank,
1994, p.51). In this mechanism, allocations are based not on objective
criteria but on the allocations of the previous year, and are the outcome
of negotiations between representatives of educational institutions and
of the government (ministry, funding council). Usually, the budget
proposals by the institutions form the starting point of the negotiations.

18

Context

Input-based funding
In a system of input-based funding, allocations are made according to
measures of the costs of higher education. Often, these costs are
categorized into staff salaries, material requirements, building
maintenance costs, investment, etc. Funding is either on a line item
basis, meaning that each expenditure item has to be approved on the
basis of norms, or on the basis of a formula, in which a budget is
derived from multiplying enrolments or staffing patterns by a
parameter of unit cost.
Output-based funding
In output-based models, the objective is to allocate funds on the basis
of 'payment by results', rewarding institutions according to their
success in producing graduates, post-graduates and research. In the few
higher education systems where funding is based on outputs, use is
made either of formulae (budgets derived from multiplying output
measures by a tariff) or contracts (where budget authorities and higher
education institutions agree on the type and levels of output produced
and the compensation received by the institutions).
Student-based funding
Student-based funding is a system in which funds are channelled via
students, rather than directly to institutions. It is also known as a
voucher system: students receive a voucher (usually from the
government, although private voucher systems also exist) representing
a value in terms of a number of years, months or other units of
education. This voucher is handed over to - or cashed in at - the
higher education institution of the student's choice. In contrast to a
system of input-based (enrolment-based) funding, the number and type
of students entitled to a voucher is fixed by the government. Also in
contrast to input-based models, institutions are allowed to distinguish
themselves on the basis of price, to deploy their resources where they
see fit, and to control their enrolments. Student choice, therefore,
becomes the key element in the system. That is why the system is also
known as a quality-based funding mechanism (World Bank, 1994, pp
53-54), as students can 'vote with their feet' when choosing the
institutions that promise the highest value for money.
Each allocation mechanism has its own set of incentives. In the first
and second type, there is almost no encouragement for institutions to be
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efficient or responsive to changing external demands. Both the outputbased and student-based mechanisms incorporate incentives for
institutions to make the most effective use of scarce funds and to adapt
to the labour market and student demands. Student-based funding in
particular promotes competition between institutions.
2.5 Summary
Having examined the four key problems in higher education funding
we come to the conclusion that the extent, sources and types of funding
have their origins in the policy objectives and policy framework
developed by the central educational authorities. Within this
institutional framework, higher education institutions have some room
for manoeuvre or, to put it another way, they experience some degree
of government interference with spending decisions, their ability to
raise additional funds, or in their pursuance of goals that are institutionspecific rather than centrally imposed (i.e. by the government). Having
stressed this institutional framework, we observe the fact that in many
developing countries the ideological, cultural and political functions of
the university system are frequently in conflict with the scientific and
training functions (Castells, 1994, p.30). This problem has its
historical roots in the colonial past of many university systems in the
developing world. In other words, universities still experience an
extreme politicization of their environment. Central planning and
control of higher education has too often resulted in uniformity and
rigidity where it should instead have resulted in responsiveness and
quality.

3.

Some specific issues

Having introduced the key questions in higher education funding in
general, it is time to discuss a number of specific practical problems
facing higher education institutions and their funding authorities. In the
previous section we stressed that the key problems are essentially
economic problems, in the sense that choices have to be made in a
situation of scarcity. However, the choices not only relate to the use of
funds, but also to the goals and ambitions to be pursued and the
institutional framework (regulations, incentives) within which the
parties involved can make these choices. In short, it is first necessary to
decide on the role of the higher education sector in the national
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economy before turning to the question of resources, needs and
distribution methods. For a discussion on this role, we refer to chapter
1 in this section.
The challenges facing higher education institutions in developing
countries can be discussed by looking at a number of specific issues,
identified below. Many of the issues are interrelated but have been
presented separately for the sake of discussion. The specific problems
addressed have certainly not yet been 'solved' for the higher education
systems in the industrialized world (perhaps they never will be), but
'Western' experience gained so far can help in analyzing them.
The issues are:
1. To what extent should governments (or educational authorities)
decide what to fund, thereby influencing patterns of enrolment?
2. To what extent should students (and their parents) be compensated
by the government in meeting the costs of their higher education?
3. What percentage of education costs should be derived from
student fees?
4. Who should pay for the research component in advanced
education?
5. To what extent should funding allocations be based the objectives
of individual institutions (e.g. as incorporated in their mission
statements) or, rather, the promotion or achievement of these
objectives?
6. Recognizing that higher education institutions are generally
accountable for how they deploy public funds, should this be as
free as possible from external control?
7. Given the state of deferred maintenance and neglect in the higher
education sector's physical assets (buildings, equipment), how
should funds be made available to solve these problems and how
should prioritiesd
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funding matters, and how can that be achieved?
11. Can private institutions become an acceptable substitute for public
institutions in the higher education sector?
We would now like to make a few remarks on each of these twelve
issues. As already noted, the items are closely interrelated.
3.1 Public policy and market forces
The main question here is: 'Should funding be based simply on
numbers which reflect student choice, regardless of cost or perceived
social or economic need?' Or, in other words, should students be
allowed to register in the programme of their choice, even if the
possibility of employment in that profession seems low? In this extreme
case, funding is determined by market-forces. In the other extreme,
funding is used to encourage students to choose an educational career
that will lead them to enter professions where there is a direct need for
personnel. This type of funding is known as targeted or selective
funding, because the government influences patterns of enrolment by
deciding what to fund. The situation is complicated by the fact that
labour-market predictions are usually unreliable and that policies based
on them cannot be adjusted as quickly as societal needs change.
There are two reasons why selective funding is not favoured as an
option by western governments: (i) the need for adaptability
(institutions and students must be able to react to changing
circumstances. This need is likely to increase in the future); and (ii)
while many university degrees relate closely to the practice of certain
professions, they should not be seen simply as providing a guarantee of
employment. Some would take the need for adaptability a step further
and suggest that first degrees should all be broadly-based, giving the
student the maximum opportunity to acquire important critical
(scientific) skills rather than in-depth knowledge of a particular
discipline. In fact, an advanced knowledge in a specialized area may
preclude an individual from making a career change in response to a
new societal need.
The other side of the picture is that governments are major employers,
especially in the fields of education and health. It is possible to predict
retirement patterns and to encourage the training of teachers and health
professionals, so as to avoid the extremes of shortage and over-supply
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and to maintain overall quality.
Accountability for the use of public funds is also relevant. Universities
have demonstrated some resistance to change, urging the funding of
more staff when student enrolment in a discipline increases, but
reluctant to reduce staff when the enrolment decreases. Institutions
must be both transparent (i.e. using procedures and implementing
policies which are available for public scrutiny) and accountable (i.e.
willing to be judged by their own mission statements and the priorities
set forth in them). Perhaps a constructive step would be to develop a
system-wide agreed set of criteria and procedures for the elimination of
courses and/or programmes for which there is no longer any demand
or which do not meet agreed accreditation requirements. The viability
of consolidating departments - creating a single comprehensive unit
instead of keeping two or three smaller ones - could also be
investigated. On a similar note, the effectiveness of several universities
starting up new courses which duplicate popular/successful ones at
other institutions could also be called into question.
3.2 Student aid
In many Western economies, tuition fees for students in higher
education have risen considerably while the levels of available student
aid have not kept pace with these increases. Policy-makers justify this
trend by stating that students are the chief beneficiaries of advanced
education and should therefore bear most or all of the cost. To enable
them to do this, students admitted to a university borrow an approved
amount of money, which they then repay after graduating (e.g. starting
six months after graduation). The loans can be supplied by the central
government, by local governments or by private banks, which obtain a
guarantee from the public authorities regarding the students' obligations
in respect of the loans. Loan repayments can take place through an
income-contingent repayment plan, for instance in the form of a surtax
on income tax, once the former student's income has passed a certain
level. Depending on its education policies and budgetary
considerations, the government can subsidize the interest rate charged
on the students' debt, or permit 'relaxation periods' during which no
repayment is required or interest accrued. Experience with student loan
schemes, however, has shown that administrative costs and default
rates are high. Some, therefore, favour scholarships (grants) to those
with merit and in need, especially if combined with a commitment to
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take up a job in public service (see below).
If a student aid programme does not exist, or is only of minor
importance, students may be forced to take up part-time jobs or engage
in other types of employment during their university studies. This may
restrict the time available for study and have an undesirable effect on
the student's academic career. To achieve the best of both worlds,
employment opportunities for students may be created either on the
university campus or in the local community. One possibility is that
students sign a contract stating that after graduation they will take up a
specific job in public service. Of course, such agreements must not
impair the employment opportunities of 'regular' employees. Students
are, after all, not the only group seeking employment.
The debt burden is a major problem for young graduates who need a
loan to start their own businesses. For the government, there is a risk
of default, i.e. of graduates being unable to meet their repayment
obligations due to a low income or a shortage of jobs. Student loans are
expensive to service, although administration costs could be reduced by
channelling repayment through the tax system. In any case, loans
constitute a smaller financial contribution to higher education on the
part of the government than grants. The introduction of a loans system
does, of course, involve certain start-up costs.
A loans system is necessary to ensure that students who qualify for a
university education are not prevented from attending for financial
reasons, or if special incentives and opportunities are needed to
encourage under-represented groups to participate in higher education.
Lastly, a loans system is market-driven, because a student who is
paying (at least in part) for his or her own higher education is likely to
make better judgements about the kind and amount of education to
consume, and will be more appreciative of the value of the student
experience and more motivated to work effectively and efficiently.
3.3 Student fees
The question of what constitutes a reasonable fee for students is related
to the above discussion. Should there be differential fees for different
programmes (meaning, for example, that students should pay more to
study agriculture, engineering or medicine than for language studies,
law, journalism or sociology? If differential fees exist, what factors
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should determine the difference? Other questions related to fees are:
who should set the level of the fees, who owns the fees, who collects
them, and will fees discourage some individuals who would otherwise
have attended university?
In some Western countries (USA, UK) students pay approximately
one-quarter to one-third of the average costs of an undergraduate
degree. The percentage of instructional costs borne by students is
dependent on estimation of the benefits to graduates - and society
generally - of a university education. In Western economies, it is felt
to be the case that university graduates are less likely to be unemployed
and more likely to earn an above-average salary. Society benefits from
the leadership and expertise of university graduates and should continue
to support higher education through the allocation of public funds, even
if some institutions move in the
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3.4 Who pays for research?
The question here is who pays for the research task of the university?
There is an increasing trend in Western nations for funds to support
research to be provided separately from the general university
allocation. Greater efforts are also being made to obtain research
funding from private or government-operated research foundations and
from businesses. Calls for contributions from outside the public sector
are becoming more and more vociferous. One suggestion for increasing
university income is for the government to match (up to a stated figure)
contributions by third parties.
Research contracts with the private sector are one example of nongovernment funding. Although it may be tempting to count on
businesses and other enterprises for substantial revenues to universities,
financial support for general higher education from the business sector
is relatively limited, even in North America. Most business-sector
support takes the form of very specific applied research and contract
training or donations (mostly by alumni) and largely to private
institutions.
3.5 Financing institutional objectives
Most universities have written statements which express their role and
mission as an institution. All universities have a teaching mission, and
most also have an equally important mission to conduct research, or
generate new knowledge. Most, too, have a mission to provide a
servic
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general central policy strictly, or to simultaneously pursue their
individual objectives. If they opt for the latter and government funds
are not forthcoming, they will have to resort to student fees, business
donations and support from the community to achieve these objectives.
If institutions think what they do is of value to society they will have to
find funds to support themselves.
The funding formula used by the government to determine the
allocations to educational institutions can reflect the system-wide
objectives that qualify for public funding. In addition to funds provided
according to the formula, the government may want to set aside some
funds for approved projects from selective higher education
institutions. These projects are targeted specifically at local needs. It is
up to the funding agency or a separate external body to decide what
specific goals are worth funding.
Of course, mission statements are frequently just words on paper.
University leaders may profess a certain set of priorities, but an
analysis of costs, especially how they are apportioned between teaching
and research, demonstrates real, operational priorities. The allocation
of costs to the university's broader missions, let alone to the several
courses taught, is a very difficult but useful intellectual exercise. An
exercise like this would be a good starting point for discussions with
the faculty on
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basis of its own criteria and experience, on how to use the funds. The
underlying idea is that those directly engaged in (or supervising) the
basic activities should be capable of finding the best possible use for the
resources granted to them, especially if they are simultaneously held
accountable for the resulting costs. University leaders should welcome
being made responsible for their costs - but only if they are also given
the resources that up to now (or until recently) have been used to cover
them, as well as the authority to cut certain expenditure and redirect the
funds to new and more worthwhile ventures. Likewise, 'cost of
programme' studies are most useful when the university leadership has
the authority and the will to act upon their findings - i.e., to downsize
or close programmes that have become too small or expensive and
move the released funds to programmes with a higher priority. The
only way to induce universities in a previously highly bureaucratic and
centrally-planned economy to change in a period of great financial
austerity is for resources - including people - to be reallocated. This is
difficult in any organization and any culture, and is especially so in a
society where jobs have been virtually guaranteed for many years.
Lump-sum funding is assumed to have a positive effect on efficiency,
especially if a possible surplus (unused funds) may be kept and used for
other purposes. It is far more difficult to build up reserves in a system
of earmarked allowances, because the institution has hardly any
autonomy.
It goes without saying that, with lump-sum funding, all spending has to
be in the interest of the general objectives of the higher education
system, i.e. in support of teaching and research. The funding agencies
cannot afford to lose control over the overall level of their
expenditures. So higher education institutions will have to keep sound
financial accounts and auditors' reports will have to be drawn up.
However, with lump-sum funding, government interference in
spending decisions is kept to a minimum. It is self-evident that in such
a situation the management of the institution, and in particular the
financial management, will have to meet relatively high standards. In
this perspective, correct long-range financial plans, budget control and
adequate financial information systems (for monitoring and control) are
vital instruments.
Advocates of a system in which prescribed expenditures feature
strongly will have to guard themselves against criticism that institutions
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and academic staff themselves are best equipped to decide on how best
to spend public funds and to assess the efficiency of that spending.
The pressures on university budgets are varied and strong. For
example, should the maintenance of buildings be given a higher
priority than the purchase of library resources? Or, how can the
demand for support staff and for academic staff be balanced? One way
of answering these difficult questions is to restrict the use of certain
parts of the government allocation for specific items - so much must be
spent on physical assets, so much on library books, so much on
scientific equipment, etc. However, each restriction, no matter how
well-intentioned, further limits the ability of the university to respond
flexibly to its needs as it perceives them. Direct funding therefore
restricts institutional autonomy. At a time when government support is
actually decreasing, the areas in which a university has genuine
discretion over its expenditure are declining. In many Western nations
the decrease in public funds is going hand in hand with louder calls for
value for money, restricting not so much the use of the public funds
themselves, but the outputs achieved through the deployment of those
funds.
Because it is frequently very difficult to get universities to make
changes, it may be suggested that specific or earmarked funding is the
appropriate way to achieve major system-wide objectives or to enable
individual institutions to realize important short-term goals. Once again
the question is one of finding a sensible balance between specific,
earmarked funds and general block grants.
3.7 Deferred maintenance and new construction
The severe financial constraints experienced by universities in
developing countries during recent years are nowhere more apparent
than in the condition of their buildings. Many necessary repairs and
additions to buildings have been deferred. The question is whether
special allocations should be made for these purposes. If so, how
should the priorities be established? There are at least three ways of
approaching this (very costly) problem: (i) assume that universities will
allocate some operating funds to a systematic maintenance programme;
(ii) allocate to each university a sum of money which may only be used
for maintenance; and (iii) establish a regional priority list and fund the
highest priority work each year.
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Since the first is perhaps not the most appropriate way of solving the
problem, restricted funding probably offers a better solution. What is
needed is an objective method for establishing the space and equipment
standards for academic buildings. This would mean funds would be
directed not only to institutions with badly kept buildings, but also to
those with well-maintained but insufficient space. Institutions should
perhaps also be asked to present an inventory of their buildings,
identifying major needs and necessary repairs and outlining a plan that
seeks to maintain the buildings in the longer run. The plan could be
based on a system of depreciation, together with an internal
institutional
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institutions should be able to make their own decisions; they will form
an organized collectivity anyway if they feel that it would be costeffective. It will immediately be clear here that awareness of
opportunities and a cooperative spirit among higher education
institutions are the crucial elements in considering the chances of them
engaging in a collective effort. Both elements will benefit from the
existence or formation of a union of universities. Such an organization
can represent universities in bargaining with private firms for long-term
contracts (insurance, equipment maintenance, computer purchases,
security services, etc.).
One very drastic form of system-wide activity aimed at cost reduction
is the amalgamation (or merger) of university administrations, with the
intention of forming a regional university with several campuses. If
such a far-reaching initiative is regarded as too impractical, similar
cooperation agreements could be reached between a smaller number of
institutions. Bilateral arrangements, for example, can perhaps be
established more quickly and be linked more easily to specific
institutional needs.
3.9 Cost-effectiveness
In the general sense, cost-effectiveness may be defined as achieving
stated objectives within an approved budget without reducing quality.
We already touched upon this issue in the previous section when
discussing the cost-saving potential of system-wide activities. We now
turn to the institutional level.
Assessing the cost-effectiveness of the delivery of certain programmes
or services is a difficult issue and, once again, accurate information is
crucial. Universities should regularly review the various aspects of
their operations to ensure that objectives are being achieved in an
economic way. What does it cost to register a student, maintain a given
area of building space and administer the salary and benefits of each
university employee? This information should preferably be available
for the various institutions throughout the system, making it possible to
carry out comparisons between institutions and programmes.
Achieving a more cost-effective type of organization is a different
matter again. The following options might be explored:
(i) implementing innovative technology;
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(ii) exploring shared systems or initiatives within the university;
(iii) exploring the possibility of contracting out particular services;
(iv) developing an internal allocation system that encourages costeffective behaviour by academic units; and
(v) exploring the possibility of 'user-pay' fees for the use of university
facilities.
The first option, e.g. the use of the computer and the internet in
instruction processes, involves substantial investment and restructuring
costs in the short term, but may be very effective in the longer term,
especially in the field of lowering unit (labour) costs. Introducing
innovative technology may also be extended to include the
consideration of improved management techniques. Better management
involves eliminating bottlenecks or barriers as well as needless steps
(administrative control and monitoring), maintaining good discipline
and motivation, and assigning the right persons to the right tasks.
The option of 'shared systems' means seeking cost reductions through
academic cooperation, the 'economies of scope' or the 'economies of
scale'. Instead of having several departments operating their own
service departments (e.g. library, laboratory assistants) or acting
independently of each other in instructing their students (not making
use of specialized expertise available in other departments),
arrangements may be made to reap potential benefit from savings.
Spreading the fixed costs of equipment or management over more
faculties, more students and more programmes will in general
contribute to lower unit costs, especially as the size of the institution
increases.
Option (iii) states that an 'economic' use of public funds may also be
achieved by contracting out specialized non-academic activities, such as
the cleaning and maintenance of university buildings, and catering or
publishing services. As a variation on this theme, there is the option of
contracting such activities out to an affiliated but financially and legally
distinct entity. Such options are only realistic if the university has
sufficient autonomy in how to spend public funds. In a block grant
(lump-sum) system, encountered nowadays in numerous Western
educational systems, the spending freedom of institutions has become
relatively high over the years.
Especially in funding systems that operate through block grants, the
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university board itself has the freedom to decide what mechanism to
use for the internal allocation of funds over the different university
departments and facilities. These internal allocation models will usually
be based on the national model. However, the university itself can set
its own priorities (see section 3.6), for instance with respect to what
financial contribution each university department should make towards
departments or cost centres that cannot survive on their own (e.g.
administration, central support services or very small programmes,
such as philosophy, that are believed to be essential to the total range of
programmes on offer at the university or critical to its core missions).
When building an internal allocation model, each university should
make a thorough investigation of the activities it carries out. If certain
activities are identified which may or may not be critical to the
university's core mission and that may or may not be controlled by the
university's leadership, these activities qualify for reconsideration.
Such activities may include, for example, dormitories, university
restaurants, bookstores, farms, sports facilities or travel agencies that
may have to be supported financially and may drain resources away
from other, more critical functions. Or they may represent
opportunities for raising revenues through user-pay contributions, even
to the point of self-sufficiency, thus releasing public resources for
reallocation to the university's more central missions of teaching and
research.
3.10 Formula funding
In section 2.4 we already discussed resource allocation methods and
argued that each transfer mechanism has its own incentives. We
supported the use of those methods that encourage higher education
institutions to be efficient and responsive to changing demands from the
students and the labour market. Moreover, allocation methods should
be transparent, meaning that the educational authorities should clearly
express their commitment to the sector and translate this in a clear
choice of objectives (goals) and incentives (instruments), all of which
are reflected in the funding basis (what is funded), the funding level
(funds per unit) and the funding rules. It was argued that both output
and student-based mechanisms incorporate incentives for institutions to
make the most effective use of scarce funds and to be adaptive to
external demands. Input-based methods, which are often enrolmentdriven, and especially the traditional method of negotiated funding,
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primarily focus on the costs of running the university instead of the
outcomes of teaching and research activities.
Formula funding is the result of applying straightforward rules to the
task of deciding which institution should receive what sum of money.
A funding formula is a procedure used for estimating the appropriate
distribution of a government allocation among institutions through the
processing of objective data about future programmes, student numbers
and relationships between programmes and costs, sometimes
supplemented by subjective judgements. All of this is expressed in
mathematical terms. Formula funding normally includes such elements
as overall enrolments and programme-registration patterns,
instructional costs, research, administration and maintenance. For
example, in an enrolment-driven formula, increased enrolment would
result in increased funding. But some programmes (such as dentistry)
cost more to deliver than others (such as history); hence differential
unit allocations by programme (and type of degree: lower versus higher
degrees) may be provided. In other words: the formula will normally
include 'programme weights'.
The advantages of a formula include the following (see e.g. Lasher &
Greene, 1993, p. 444):
(i) money is no longer allocated in a primarily discretionary manner,
but according to certain guidelines, some of which are quantifiable;
(ii) the process is clear to the institutions concerned and the general
public;
(iii) the roles of the funding authorities (or agency) and the institutions
reinforce accountability; and
(iv) universities, which control admissions, both in general and to
particular programmes, may engage in more realistic planning.
Funding based on the application of a formula is easy to defend - it is
the result of a mathematical exercise - but problems arise if reliable
data do not exist, if the base (the starting point) was not appropriate, or
if the formula itself does not reflect the complexity and diversity of the
universities and activities in the system. In such cases one of the
principles of formula funding, the equity principle - according to which
equal institutions are treated equally and receive equal amounts of
funds (see 3.11) - is absent. Some formulae will have to be 'fine-tuned'
so that they more adequately reflect the different needs of different
universities. However, this will negatively affect the transparency of
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the funding mechanism. To make it possible for well-informed
discussions to be held on the adequacy of the formula, it may be
helpful to have a mechanism available which enables comparison of the
costs of offering the same programme in different institutions. Until it
is known what it costs to provide a particular programme, the process
of establishing programme weights will be based largely on intuition
and hence open to question.
However, it is important to note that programme costs are not the only
basis on which programme weights can be developed. There might be
an agreed enrolment threshold for a particular institution; enrolment
above the upper limit would not be reflected in the government
allocation, while an enrolment figure below the lower level would bear
a financial penalty. Should the institution establish programme ceilings
and exceed them, the supernumerary students might not be funded at
all (or they should arrange their own funding). Societal needs might be
one of the criteria used in establishing these enrolment corridors.
Other factors which might become part of a funding formula include:
(i) the size of the institution; (ii) the age of the buildings; (iii) the
geographical location; (iv) research; (v) special responsibilities to the
local community; and (vi) performance in relation to agreed goals. The
development and use of the funding formula presupposes decisions
concerning which programmes should be offered where and at what
level. It also presupposes that some form of performance assessment is
in place, both within institutions and across the system.
Our personal view is that formula funding is a very effective allocation
mechanism, whereby government allocations to universities are based
as much as possible on genuine differences among the institutions and
progress can be made towards achieving the goals of accountability and
transparency. The key elements in a formula will normally include
enrolment (both system-wide and in individual institutions), enrolment
thresholds (for each institution and for certain programmes in
institutions) and programme weights. These constitute 'input elements'
in a formula, as distinct from 'output elements', such as performance in
terms of quality and efficiency (system-wide and in individual
institutions).
3.11 Equity
Closely related to the above-mentioned issue of the appropriateness of
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the parameters used for formula funding, is the problem of what
constitutes an equitable funding mechanism. An equitable condition in
the public funding of universities can be deemed to exist when those in
similar situations are treated similarly and those in different situations
are treated in a manner commensurate with their differences. The
equity principle reflects the goal of treating people and groups in ways
that reflect their different features, needs and obligations. Because no
two institutions are alike, the significance attached to differences is a
source of endless controversy when, for instance, a funding formula is
to be developed or maintained.
Therefore, one of the major challenges in achieving some degree of
funding equity arises from the degree of diversity in higher education
institutions - ranging from small, single-discipline and specialized to
research-intensive and multidisciplinary. An equitable funding situation
can be approximated by a funding formula which includes agreed
programme weights, which in turn are based on actual programme
costs. However, formulae will always be open to criticism, especially
in times of severe financial constraints. In order to obtain higher
grants, higher education institutions may try to use the formula to their
advantage by manipulating the information and inputs on which the
formula-outcomes are based.
Apart from programme weights, formulae may or may not also include
special provisions for small enrolment programmes. In these
programmes, the fixed costs of labour (professional salaries) and
capital (equipment) must be spread among small numbers of students.
Governments that employ a linear formula for the funding of teaching i.e. a formula that does not include a fixed allocation to each
institution/department irrespective of the number of students - may be
deliberately aiming to steer institutions towards achieving at least a
minimal level of programme enrolment.
3.12 Privatization
Although privatization can mean many things, we will here regard it as
an increase in the percentage of students enrolled in privately controlled
higher education institutions. Private universities and colleges will
generally depend heavily on income from student fees, although some
receive government assistance. Governments in developing countries
regard the creation of private higher education institutions as
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compatible with a strategy of institutional diversification aimed at
accommodating the growing social demand for higher education.
Private institutions present a low-cost alternative to the public purse.
However, the success of this strategy depends on whether students and
their prospective employers perceive the private institutions as
worthwhile.
Nevertheless, private higher education institutions - if permitted under
the legislation of the country concerned - may offer a credible
alternative to public higher education especially in situations where the
public institutions are seen as overcrowded, politicized, understaffed
and badly-equipped (Levy, 1994, p. 309). However, it must be stress
that most private institutions in developing countries are teaching
institutions specialized in a particular field. Many offer relatively
compact job-relevant courses to meet particular demands (commerce,
law, social sciences).
Whether the effects of a private education sector on equity are negative
or positive is not a straightforward issue. Equally unclear is whether
private institutions show a higher degree of efficiency compared to
their public counterparts (for both issues, see Levy, 1994).

4. Policy options
We would now like to turn to a list of possible policy options which
could be pursued to tackle the multi-faceted problem of the
underfunding of universities in the developing world. The list is based
on the issues discussed in the previous sections.
Possible policy options could include:
1. allowing universities to engage in different types of publicprivate partnerships (e.g. student-university, parent-university,
employer-university, university-business, university-alumni) in
an effort to safeguard them against over-dependence on the
(central) government for funding;
2. integration of universities in the region through: (i) different
kinds of local partnerships (see previous option); (ii) the
involvement of regional representatives in boards and
committees; (iii) interaction with regional firms (use of each
other's infrastructure); (iv) upgrading school teachers and other
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professionals; and (v) recruiting professionals from the business
world as part-time teachers;
3.
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Re 1:
The extent of state dominance in higher education financing cannot be
justified in economic terms (positive externality benefits; capital
market imperfections) alone. Some retreat by the state can be justified
(Ziderman, 1994. p. 212-214). In any case, the costs and benefits of
investment in skills should be shared between government, students
and employers. We have already discussed increasing (or introducing)
tuition fees, soliciting business contributions and having graduates
perform community service.
Re 2 and 3:
Undertaking new kinds of initiatives and mobilizing (private) revenues
will undoubtedly mean a diversification of institutional missions and
programmes, and will run parallel to a rethinking of the objectives,
processes and structures of higher education institutions. Earlier (in
section 3.1), we discussed the role of the university in the national
economy, especially in the local region. Universities will have to
learn the art of strategic alliance
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Re 6:
Universities must be more tolerant of teachers with income from
outside the institution. Additional resources should go to individual
teachers and researchers rather than to the institutions (after a
proportional levy). This will provide an incentive for staff to engage
in income-generating activities, which will encourage high quality
staff to join and stay at the institute. For the government, it means
allowing greater institutional autonomy, within a (new) framework of
ministerial supervision and financial controls.
Re 7:
The Association for the Development of African Education (DAE) is
a consortium of some 40 private donor agencies from Europe and
North America. Its aim is interagency coordination: facilitating
information exchange, presenting best practices and discussing policy
options. The outcome of its initiatives may be a call for selective aid,
i.e. concentrating resources on promising (public as well as private)
centres and programmes.
Re 8:
Earlier (in section 3.3) we discussed student aid and the problems that
may be encountered (high administration costs, high default rates). A
possible alternative to repayment in cash could be repayment in kind,
e.g. through public service.
Re 9:
Curricula should include a heavy dose of entrepreneurship, to prepare
students for a future job in the private sector.
Re 10:
This would mean relaxing the numerus clausus set by the government
for many academic programmes. Other options would be supplying
short courses, leading to the award of certificates. Reassessing
entrance policies could also be extended to remedial teaching
programmes, in advance of admission. Beware of elitist approaches.
Re 11:
Through distance learning, students at universities in developing
countries can use material produced by the best universities in the
world. Building facilities for continuing education (establishing
'learning centres' equipped with the required information technology)
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