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Foreword

When in the early 2000s scholars at the Institute of Higher Education of the Shanghai
Jiao Tong University started compiling data on the research performance of the
world’s universities in order to give guidance about where to send Chinese students,
they certainly did not anticipate the upheaval that the release of their ranking would
provoke in Europe. In the event, the realisation that many of the continent’s higher
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This report is a contribution to the discussion about the priorities of higher education
policy in Europe. Building on the preliminary findings presented a year ago in their
Bruegel Policy Brief (‘Why Reform Europe’s Universities?', September 2007), the
authors discuss the reasons behind the disappointing performance of higher
education in Europe and propose priorities for action at national (or sub-national)
and EU level.

All five authors are academic economists, though some of them have also been
involved in university and research management. The reason why they have
addressed higher education reform and set forth an ambitious agenda for it is their
conviction that the upgrading of universities is one of the key levers for improving
Europe’s growth performance. They certainly do not overlook other, less utilitarian
motives, for action. But they conclude from recent research that the major invest-
ment in knowledge which Europe needs to make if it is to thrive in a fast-transform-
ing global context cannot be achieved, or at least cannot yield results, without devel-
oping first-class higher education institutions.

This is a key finding that justifies calling for more comprehensive reforms, a signifi-
cant funding effort and a mix of national and EU initiatives. This is what the authors
of this report do in the ambitious, yet practical, agenda they propose. The temptation,
obviously, will be to pick and choose the easier-to- implement components within
their list of proposals. This may certainly help, but it is worth recalling the significant
complementarities between governance and funding pointed out in the report. In the
same way, national and EU initiatives can and must be mutually reinforcing. There is
thus a strong case for designing and implementing a comprehensive package, as pro-
posed in the report.

Jean Pisani-Ferry, Director, Bruegel
Brussels, June 2008
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Executive summary

European growth has been disappointing for the past 30 years, remaining
persistently lower than in the United States. There is now much evidence that this
situation is closely linked to the state of innovation and higher education in Europe.

This Bruegel Blueprint has three main goals:

< To analyse differences in higher education systems across Europe and the US;

< To identify the factors behind the differences in university performance across
Europe;

e To suggest reforms in national and EU policies designed to improve the
performance of European universities.

This Blueprint puts forward three findings and three recommendations.
The three findings are that:

« The level of student mobility in Europe is low and the Bologna process, designed to
create a European Space of Higher Education, will result in quality convergence of
undergraduate education more than in a substantial increase in mobility across
countries;

e More generalist and flexible undergraduate curricula are better at ‘matching’
institutions with students and may thus contribute to reducing the failure rates at
undergraduate level;

» The research performance of Europe’s universities still lags far behind that of their
US counterparts, particularly in the top 50 universities in the so-called ‘Shanghai
ranking', thus selection at entry should become the norm, specialisation and
therefore mobility should be encouraged, and fees are easier to justify if support-
ed by scholarships, income-contingent loans, and teaching assistantships.

We recommend that the performance of Europe’s universities can and should be
improved by:
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« Increasing the funding for universities: it would make sense gradually to raise
annual expenditure on higher education by one percent of European Union GDP
over the next ten years;

 Increasing university autonomy: autonomy and funding are mutually reinforcing
factors;

« Increasing mobility and competition: the EU level should foster mobility for stu-
dents and faculty and promote the development of autonomous and competitive
graduate schools.
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universities in the second (top 200) and third tier (top 300 and beyond). It is also
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on patenting is higher in states with more autonomous universities (See also
Aghion et al. 2005). In this Blueprint, we stress that advocating autonomy is not
tantamount to endorsing ‘self-government’. In fact, we argue that significant exter-
nal influence in university boards, as is the case in successful countries like the
Nordics, Ireland, the UK and especially the Netherlands, is desirable.

Third, by increasing mobility and competition. This will ensure that increasing
money and autonomy will come with better accountability. Here, the European
Union can help, by fostering mobility for students and faculty. In order to ‘connect
Lisbon to Bologna’, the Union could also strengthen support for starting
researchers, by promoting the development of autonomous and competitive grad-
uate schools, which are an essential part of the US success in research-oriented
higher education.

Our findings and recommendations are detailed in the remainder of this Blueprint.



2. A European space of higher
education

2.1 Introduction

The European higher education landscape is currently undergoing important changes
that result from the so-called Bologna process and related efforts to create a
European Space of Higher Education (ESHE), where academic degrees and quality
standards would be more comparable and compatible throughout Europe. The
process started with the Sorbonne Declaration signed by the education ministers of
France, Germany, Italy and the United Kingdom in 19982 although it had roots in the
Erasmus Programme introduced a decade earlier by the European Commission to
foster student and faculty mobility*.

By breaking down some of the barriers to mobility across institutions in different
countries, the Bologna process holds the promise of being a decisive step towards a
new dynamic in Europe. A dynamic that propels higher education by bottom-up
forces of imitation and innovation, rather than by top-down initiatives that impose
uniformity.

The Bologna process structures higher education in three cycles: Bachelor, Master
and Doctorate (or PhD). The Bachelor degree is obtained at the end of the undergrad-
uate level, whereas the Master and the Doctorate require graduate level studies.

The Bologna process has mostly focused on undergraduate education. It has devoted
a lot of effort to defining education and evaluation standards for the Bachelor. By

3. The complete text of the Sorbonne Declaration can be found on the website of the Berlin Summit in 2003:
http://www.hologna-berlin2003.de/pdf/Sorbonne declaration.pdf.

4. See European Commission, Eurydice, 2007 and 2007b, or the European Commission website
http://ec.europa.eu/education/policies/educ/higher/higher en.html for background and a description of its cur-
rent state of development. Also, Haug, 2006.
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contrast, the attention devoted to graduate education in general, and to Doctoral
studies in particular, has been much more limited. This is problematic because grad-
uate education is precisely where Bologna meets Lisbon, where education meets
research and innovation. Weakness in this link can be a serious handicap for the
European knowledge economy.

Considerations of practicality account for Bologna's (partial) neglect of graduate






education should be a central object of policy®.
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2.2.3 The matching of students to institutions

Fiscal jurisdictions and the geographical perimeter of mobility

Institutions of higher education in Europe are driven by public funding. Yet there is
not one single fiscal jurisdiction. Each state (or, in some cases, sub-state entities)
funds its own higher education system.

Within the EU, states may not exclude students from other fiscal jurisdictions. And,
indeed, there is some, albeit modest, degree of mobility of students across EU
countries (see Figure 3), which goes some way towards preventing the European
Space of Higher Education from being simply a juxtaposition of isolated national (or
sub-national) systems.

In theory, the lack of concordance between the fiscal jurisdiction (typically the
nation state, at times the regions) and the space of permissible mobility of students
(the European Union) risks generating problems of the free riding or fiscal competi-
tion-t.1(e2He)1(e)14.2(e)22(n)077.1(40)22(n) E7429.80m.2(m)20(p)14.2(eti-) ] TJ-e05 0 T(al j)C.






upper secondary qualification. However, a numerus clausus may be set at the
national level or institutions may set their own limits in a small number of specific
fields.

We asked European universities in the 2006 Top 500 Shanghai ranking to respond to
a questionnaire which included items on student selection at the Bachelor and
Master levels®. Table 1 provides country averages for selection procedures at these
levels. It indicates a great deal of heterogeneity between countries at the Bachelor
level:

e Access is generally unrestricted in Belgium, Italy and the Netherlands as well asin
Switzerland.



Evaluating selection procedures

Selection procedures can be evaluated from several perspectives. Broadly speaking
they can be grouped according to two overarching criteria: equity vis-a-vis students,
and efficiency from the standpoint of society™.

The free access model is good from the standpoint of the equity criterion, since it
gives every student an opportunity to prove him/herself. However, it is quite unat-
tractive from the standpoint of efficiency. Therefore most countries implement a vari-
ant of the model which could be called ‘free access with selection in the first year'.
Here the obligation for the institution to accommodate all students is only valid for a
limited period. Conditional on performance, enrolment may continue or not.

The free access model with selection in the first year has clear advantages and dis-
advantages. On the one hand, it provides maximum opportunity to students and,
assuming the model works properly, a powerful screening process. On the other
hand, itis costly: the resources devoted to an entire year of screening, although even
non-selected students presumably accumulate some human capital. In the end, it is
up to the policy authorities, and to society in general, to ascribe relative weights to
these costs and benefits and to reach a conclusion about the advisability of this
model.

At any rate, if the selection year is the policy adopted then it is most desirable that
this be stated clearly and in a formalised way rather than operating it in a de facto
manner and perhaps even denying that it is the practice. Clarity in this matter is very
important so that the prospective student may formulate reasonable expectations.

The other two procedures, with selection prior to entry and executed either centrally
or by the institutions themselves, contrast with the previous model. Leaving aside

15
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systems with selection prior to entry are more attractive than free access, at least if
one condition is satisfied: funding, from whatever source, must be available for all
selected students. If so, the system may work well, not only in terms of both equity
and efficiency. However, concern for equity, in particular avoidance of the type of dis-
tortion alluded to in the previous paragraph, would tend to favour the centralised,
anonymous, selection procedure over the decentralised option.

The last point makes it clear that the issue of selection procedures cannot be sepa-
rated from the issue of fees (and loans) as far as both equity and efficiency are con-
cerned.

Our survey indicates that student fees vary a great deal across countries, although in
one case there are also differences across universities within a given country. Among
the countries in our sample, three situations prevail:

= There are no fees in the Nordic countries (Denmark and Sweden). There are also no
fees in many German universities, although quite a few have fees of €1,000.

= Fees are high in the Anglo-Saxon countries (Ireland and the United Kingdom):
around €4,000.

< In the other countries, average fees range between around €750 (Belgium, Spain
and Switzerland) and around €1,800 (Netherlands), with Italy in the middle of the
range.

This suggests that countries which select prior to entry fall into three categories:

= Selection and no fees: the selection in those countries is usually centralised
(Denmark and Sweden), although it is decentralised in German universities.

= Selection and high fees: two different models prevail among those countries:
centralised selection in Ireland, but decentralised selection in the United Kingdom.

« Selection and moderate fees: two models prevail here as well: centralised selec-
tion in Spain and decentralised selection in German universities.

In other words there is double selection in Anglo-Saxon countries: academic and
financial selection*. By contrast, there is only academic selection in the Nordic
countries.

On the other hand, in countries where there is no selection prior to entry (but with a

11. Obviously the severity of financial selection depends on the availability and level of student aid.

16



17



and imitation among institutions. As we have argued in the previous section, the
extent of this phenomenon is likely to be limited at the undergraduate level, but that
thisis notinitself alarming. Yet it would be a very significant failure if it did not mate-
rialise at the graduate level.

The central role of the second level of higher education, the Master level, is a major
trait of the Bologna process. It has some parallels in the US system of professional
schools (law, medicine, business, etc.), but no exact analogue that is as comprehen-
sive. It thus provides an opportunity to develop something characteristically
European. It seems clear that the typology of Masters will span a wide range with, at
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research Master) level is where the European Space of Higher Education and the
European Research Area — ie Bologna and Lishon — meet. We believe that the time
has come to make the development of graduate studies a central focus for policy in
Europe. Much as we think that competition will help, it will not be sufficient™.

To be sure, Europe has recently made great progress in the production of graduate
degrees, including at the Doctoral level. For instance, a recent report by the US
National Science Foundation indicates that in 2003 EU15 produced more science
and engineering Doctorates than the United States, both in absolute and in relative
terms (compared to total population)™. Although this partly reflects stagnation in the
United States, it also results from a significant increase on this side of the Atlantic.
This situation is by no means limited to science and engineering. Thus in 2005, EU27



clear need and, without attempting to postulate a norm, as requiring (at least many
of them) the following characteristics:

(i) They should be institutionally strong and their leaders should be free to act on
their own initiative and react to competition, that is, they should be reasonably
autonomous and display good governance.

(if) While they may or may not have their own legal status, graduate schools
should have a budget. In some cases it may be for hiring permanent faculty.
However this is unlikely to be the most frequent scenario since typically graduate
schools would borrow their core faculty from their host universities. The strength
of graduate schools will, therefore, crucially depend on the strength of their host
institutions.

(iii) More frequently, the budget of graduate schools would be used for financing
temporary faculty appointments (including post-Docs) and, most important of all,
for student fellowships and scholarships.

(iv) We believe that it is intellectually indispensable that they should have volume
and critical mass. This has, at least, two implications:

— The defining theme should not be too narrow, and certainly not sub-
disciplinary.

21



the generalisation of university education witnessed over the last 40 years gave an
abrupt shock to the Humboldian model in Europe, the reverberations of which are
driving the current need for reform. But it was not a major disturbance in the US: the
brunt of the generalisation of university education was absorbed, very well, by its lib-



3. The research performance of
European universities



EUROPEAN UNIVERSITIES RESEARCH PERFORMANCE

diversity of Europe should ensure a more dispersed map of excellence, but there is no
denying that the high peaks cannot make up a significant proportion of the whole.
And Europe needs these peaks.

The recognition of this fact has been stirred greatly by the publication, since 2003, of
the so-called ‘Shanghai ranking/index’ (more precisely, the ‘Shanghai Jiao Tong
University Academic Ranking of World Universities’), which measures university
research performance across the world. Indeed, this ranking tends to reinforce the
evidence that the US is well ahead of Europe in terms of cutting-edge university
research.

Constructed by a group of Chinese scholars, the Shanghai index is a weighted aver-
age of six different indicators of research performance (see Box 1). While the weight-
ings are admittedly somewhat arbitrary and accord too little importance to social sci-
ences and humanities, the main advantage of the index is its reliance on publicly
available information. In any case, this ranking is now receiving worldwide attention.
Its only rival is the ranking computed annually, since 2004, by the Times Higher
Education Supplement (THES), which follows a somewhat different methodology
(relying to a significant extent on opinions from experts they have selected).

BOX 1: THE SHANGHAI INDEX

This index aggregates six different indicators:

e The number of alumni from the university winning Nobel Prizes in physics,
chemistry, medicine, and economics and Fields Medals in mathematics (this
makes up 10 percent of the overall index).

* The number of university faculty winning Nobel Prizes in physics, chemistry,
medicine, and economics and Fields Medals in mathematics (20 percent of the
overall index).

= The number of articles (co)authored by university faculty published in Nature
and Science (20 percent of the overall index).

= The number of articles (co)authored by university faculty published in Science
Citation Index Expanded and Social Sciences Citation Index (20 percent of the
overall index).

= The number of highly cited researchers from the university in 21 broad subject
categories (20 percent of the overall index).

= The academic performance with respect to the size of the university (10 per-
cent of the index).

24
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Note that the Shanghai index tends to undervalue countries where a great deal of aca-
demic scientific research takes place outside universities (the Max Planck Institutes
in Germany) or in organisations whose researchers are affiliated to several
universities (the CNRS laboratories in France). This partly explains the poor
performance of France and Germany in Table 2.

In our Policy Brief (Aghion et al. 2007), we discuss the research performance of EU
countries and its determinants. Table 2 (overleaf) presents a detailed account of rel-
ative country performance, looking successively at the Top 50, Top 100, Top 200 and
Top 500 universities in the Shanghai ranking. To understand how to read this table,
consider first the column ‘Top 50'. The best university in the Top 50 is given a score of
50, the next best university is given the score 49, and so on down to a score of 1 for
the lowest performing university within the Top 50. For each country (or region), we
then compute the sum of Top 50 Shanghai rankings that belong to this country, and
divide the sum by the country's population. Finally, all the country scores are divid-
ed by the US score, so that each entry in the column ‘Top 50’ can be interpreted as a

25



Table 2: Country performance in the Shanghai ranking (measured as percentages
of the US per capita performance)

Country Population  Top 50 Top100 Top200  Top 500

(millions)
Austria 8.2 0.0 0.0 0.4 52.6
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4. The funding of European
universities

To explain the performance of European universities, an obvious starting point for
economists is to look at money. Table 3 presents aggregate data on the levels of pri-
vate and public expenditure on higher education across countries.

Table 3: Public and private expenditure on higher education in 2001

In thousands of € per student As a percent of GDP

Country Public Private Total Public Private Total
Austria 11.0 05 115 14 0.1 15
Belgium 10.6 16 12.2 14 0.2 16
Czech Republic 23 0.4 2.7 0.8 0.1 09
Denmark 25.6 0.4 26.0 2.7 0.0 2.7
Finland 10.3 0.3 10.6 21 0.1 2.2
France 75 12 8.7 1.0 0.2 1.2
Germany 115 0.9 12.4 11 0.1 1.2
Greece 33 0.0 3.3 12 0.0 1.2
Hungary 2.6 0.6 3.2 11 0.3 14
Ireland 9.7 16 11.3 12 0.2 14
Italy 5.6 14 7.0 0.8 0.2 1.0
Netherlands 13.0 2.7 15.7 13 0.3 16
Poland 17 -* * 11 * *

Spain 4.0 12 5.2 10 0.3 13
Sweden 18.9 18 20.7 21 0.2 2.3
UK 8.4 31 115 0.8 0.3 11
EU25 7.3 14 8.7 11 0.2 13
us 16.6 19.9 36.5 15 18 33
Japan 6.5 7.3 138 05 0.6 11

Source: DG Research; *: not available. Note: not PPP-converted.
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The main findings are that:

= Richer countries spend relatively more on higher education than poorer countries.

< The US spends a lot more on higher education than any European country, espe-
cially thanks to private funding. But public spending alone is relatively higher than
in the EU.

= The Nordic countries also spend a considerable amount, with most of the money
coming from public sources.

= The UK spends surprisingly little.

While there has been much talk in recent years about the ‘research spending deficit’

29
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check that, for each country, respondent universities have an average Shanghai 500
rank fairly close to that of the whole population of universities from that country, so
that we could be satisfied of the representativity of our sample®.

Table 4 provides country averages on the size and financing (per student) of top
European universities®. It confirms the high degree of heterogeneity between
countries for the universities in the Top 500:

= Southern European countries (Italy and Spain) have very large (more than 40,000
students on average) but not well-funded universities.

= Sweden and the Netherlands have universities of average size (mostly of the order
of 20-25,000 students), and are better funded.

= Several other countries have universities of similar size but with lower levels of
funding: Belgium, Denmark, Germany or Ireland.

e UK and Switzerland have small (10-15,000 students) and very well funded
universities.

One striking observation is thus that, referring to the data on aggregate expenditure
in Table 3, the UK significantly favours top research performers, since the universities
in our sample (which belong to the group of top universities) have a budget per
student which is about double the average for all universities in the country.

Beyond this, Table 4 clearly shows that in many countries, these universities, which
are the top European research performers, have to work with modest financial
means. Indeed, the previous table showed that, on average, US universities have
much higher budgets per student. And it is well known that the concentration of
money at the top of US research universities (through endowments, private dona-
tions and US-wide research money*) is much more pronounced than in a largely pub-
licly-funded European university landscape.

In fact, the low budget per student in many European countries is a symptom of ‘mas-
sification’ without accompanying budgets, and southern Europe is the most extreme
example of this phenomenon: public authorities ask top European research
universities to educate more students (indeed we saw in Section Il that Europe has
made progress in this respect) while providing them with comparatively very low

22. In fact, respondents had a somewhat higher rank for all countries except for Spain.
23. We obtain very similar results when looking at medians rather than averages.
24. See Lombardi, Capaldi, Abbey, 2006.
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budgets per student. While there are clear synergies between research and teaching
and it is not necessarily desirable to keep top research universities small in terms of
student numbers, it is clearly unwise to impose upon them many students but a
limited budget.

Table 4: Size and funding of the universities in the sample (averages)

Number of  Budgetper % budget % budget % budget % of budget

students student  coming from coming from coming from coming from
(thousands) (€000s)*  publiccore tuitionfees competitive other
funding research sources
grants

Belgium 21.7 11.3 65 5 21 9
Denmark 18.2 11.4 70 0 19 2
Germany 26.2 9.6 73 1 22

Ireland 16.3 12.7 38 32 18 12
Italy 449 10.1 63 12 12 9
Netherlands 214 205 68 7 15 10
Spain 448 7.0 62 16 10 13
Sweden 27.1 16.2 60 0 34 6
Switzerland 12.8 26.2 72 3 18 7
UK 14.6 245 35 23 21 20
Total 24.9 16.1 58 11 19 11

* PPP adjusted

If we turn to budget composition, there are also several interesting facts:

= All countries have a share of public core funding of 60-70 percent, except for the
UK and Ireland.

 This fact is explained in particular by the high proportion of the budget coming
from tuition fees in these latter two countries (23 percent and 32 percent respec-
tively), even if southern European countries also have a non-trivial proportion of
their (relatively low) budgets coming from fees. By contrast, Nordic universities
receive nothing from students, and student fees are symbolic for several other
countries, including Germany and Switzerland.

= The share of the budget coming from competitive research grants is typically 15-
22 percent, with outliers being Spain (10 percent) and Italy (12 percent), and
Sweden (34 percent).
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Comparing these facts with the results in terms of research performance indicates
that there are several ‘successful models’ in Europe. One can be successful without
having significant fees, as the Nordic countries and Switzerland indicate, or with fees,
as the UK indicates. Our Policy Brief shows, however, that higher budgets do
significantly help research performance. This means that, if funding does not come
from fees, it must come from other sources, in particular public funds. Universities
cannot rely on very sizeable amounts of money from ‘market-oriented activities’ such
as spin-offs, or from endowments, which in any case take time to build up. While
these sources of income should be encouraged, as a first approximation budgets are
in general determined by fee income and public funding.

There is also the question of how public money is awarded. A detailed discussion of
this important issue is beyond the scope of this paper. But it is worth stressing the
importance of ‘competitive research grants’ in university budgets. Ensuring merito-
cratic distribution of such grants is a key to research success. There has been much
innovation in recent years on this front (eg the UK Research Assessment Exercises,
among others), with a general trend towards stricter evaluation. This is a welcome
development. Let us simply stress three elements:

1. First, in order to raise the efficiency of the research allocation process, it is desir-
able gradually to raise the amount of money distributed as a result of EU-wide
competition, and not just as a result of national or regional competition.
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3. Finally, one should be aware of the intrinsic imperfections of ‘quality measures'.
For example, it is natural to try to take advantage of bibliometric indicators in
research evaluation. However, just as Table 2 indicated that it is somewhat
arbitrary to make country comparisons based on university rankings, it is also
somewhat arbitrary to compare journals or simply to sum citations. One must take
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university depends — as is the general case in Europe — on public subsidies, it is
inevitable that this will limit its autonomy.

Even taking the above into account it is clear that there are few universities in Europe
that could be considered, on the above criteria, to be completely autonomous.

In order to illustrate this, Table 5 (overleaf) presents evidence on the governance of
our sample of universities. As with size and funding, there is also a great deal of het-
erogeneity as far as university governance is concerned:

State intervention is clearly pervasive, even when universities are not public.
Wage-setting autonomy is rare, with Sweden and the UK being the foremost
exceptions.

Ownership of university buildings is commonplace (except in the Nordic countries
and Switzerland).

Hiring autonomy is prevalent, except in southern Europe.

Astriking fact is the high variation in types of university governance across European
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universities — and research centres — can accomplish: what is now commonly called
‘frontier research'’. University research is heavily subsidised because it is, or it should
be, of the long-term, high-risk variety that could not be developed in the marketplace.
University research results cannot be reduced to a quarterly statement.

That said, the following two caveats are evident. First, universities should protect the
intellectual property (IP) they generate (and share it with their researchers). It is
also sensible that they dedicate efforts to gain financially from it. Even more, they
should have an obligation to make it available for exploitation (in exchange for com-
pensation, of course). Traditionally, universities have not been very good at all this:
witness the massive relinquishing of potential IP that the publication of university
research in outside journals represents. Second, the best way for a research
university to foster competitiveness and growth is by being very good at its core mis-
sion. That is, by being, so to speak, a showcase of cutting-edge techniques and ideas,
by generating frontier ideas and by having, in or in the vicinity of the university prem-
ises, human talent that is entrepreneurial enough to perceive the possibilities of mar-
ket exploitation, and willing enough to take risks to that end.
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6. Faculty and careers

From the quantitative point of view, present faculty numbers at European
universities are adequate for current needs. The student/teacher ratio of around 16
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First, the internal European production of PhDs. In 2005, Europe produced a total of
96,000 PhDs and the total stock of PhDs in Europe was approximately 1.5 million*.
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Figure 5: PhD production in Europe in 2005
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Figure 6: Employed PhDs in Europe
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Salary structures for university teaching staff are not uniform across Europe. Non-
uniformity is unavoidable and, in itself, not objectionable. What is important, we
believe, is for university institutions and research centres to have the ability to set
their own salaries and to design a competitive policy that includes, in recruitment
matters, the remuneration dimension. Nonetheless, there are some important ques-
tions in this regard.

First, European countries currently have different levels of GNP per capita. Where two
countries of a similar per capita income choose to have different salary structures for
faculty and researchers, this is clearly unobjectionable. However, a relatively poor
country is unlikely to be able to compete with the institutions of a relatively rich
country on a level playing field.

Second, European higher education institutions tend to exhibit an egalitarian bias in
salary matters, either because of deeply ingrained notions of fairness or because of
the constraints imposed by the nature of governance structures, often based on
self-management. It may not be straightforward for universities to switch to levels
of remuneration that are perceived as being ‘very high'. An additional complicating
factor is that, in many European countries, university teachers and researchers are
civil servants, which makes it difficult to operate salary flexibility (and, in some
cases, to hire foreign citizens).

Third, the possibility for high-level remuneration is often limited simply because
funding is ‘soft’, ie it derives from programmes, typically public, with a limited lifes-
pan (rarely more than five years: the case of the recent Excellence Initiative in
Germany®). Such initiatives are certainly helpful, but not sufficiently so. It will be
difficult to attract to Europe somebody with tenure at a solid university in the US if
his/her salary is guaranteed for only five years, even if tenure is guaranteed.

32. Quoting directly from the explanatory website on the German initiative: ‘Plans include the establishment of
approximately 40 graduate schools, each to receive an average of €1 million annually, and approximately 30
clusters of excellence, which will each receive an average of €6.5 million annually’: http://www.dfg.de/
en/research funding/coordinated programmes/excellence initiative/general information.html.
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7. Recommendations

We have argued that in the current era of knowledge-intensive growth it is crucial for
Europe to foster the emergence of world-class universities, while maintaining its
good average higher-education level. Achieving this twin objective of excellence and
equity requires in turn action along three dimensions: (i) financing; (ii) autonomy
and governance; and (i) competition and mobility. This calls for action by both EU
member states (and their regions) and the European Union itself.

We are well aware that advocating a combination of more money, more autonomy
and more accountability is not new. It is, for example, broadly in line with the analy-
sis of the European Commission (2006b). However, turning these three general prin-
ciples into precise recommendations requires having a clear picture about the reality
of higher education in Europe and its member states (and regions). Existing statis-
tics are useful but insufficient in this respect. One contribution of this Blueprint is to
present new evidence collected from a sample of top European research universities,
pertaining to their size, funding and governance. It would be very useful if this kind of
effort were undertaken systematically by (European and national) statistical
authorities.

7.1 Financing
The level of funding

Europe suffers from a ‘double deficit' in higher education and research in comparison
with the United States: as a percentage of GDP, there is the much talked-about deficit
in terms of research funding, but there is also a sizable deficit in terms of higher
education funding. The level of funding of European universities varies across
countries but, on average, it is insufficient for a satisfactory discharge of its teaching
and research missions. This, plus a strong egalitarian bias in public funding, has
made the development of elite research institutions very difficult.

Itis to be noted that the expected expansion of the student population at the under-
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graduate level and the unsatisfactory state of teaching facilities and equipment at
many universities (with considerable variation across countries) make a substantial
increase of funding at that level inevitable (again, with variations across countries).
To this we should add the financial challenges of graduate education.

A reasonable target of reform would be to increase, over a period of 10 years, annual
expenditure on higher education by a full one percent of European GDP. Admittedly,
we only mean here to provide a rough order of magnitude, in the same spirit as the
‘Lisbon three percent’ target. Note that this target would only close half the current
gap between the EU and US status quo (1.3 percent versus 3.3 percent of GDP spent
on higher education). Stressing a one percent target may help focus attention on the
task before us.

Where should this increased funding come from? Note that, just as the ‘research
deficit’ originates in lower private funding in Europe as compared to the US, the same
is true for the ‘higher education deficit'. Indeed, American universities benefit from
higher fees and also higher donations than their European counterparts.

We remain agnostic as to whether public or private money should be used to close
the gap between European and American university budgets. But we stress two key
ideas: (i) itis crucial for Europe that this gap gradually be closed; and (ii) this should
be done while fostering equality of opportunity in terms of university access. We dis-
cuss in turn various possible sources of university funding.

We also point out that not all the increased revenue should go to institutions. In order
to increase the quality of education, scholarships to students allowing them to
devote themselves full-time to their studies are also very valuable.

Fees and student aid

We have repeatedly drawn a distinction between the Bachelor level, where a policy of
fees below cost is defensible and, in our view, reasonable, and the postgraduate
Master level, which should, ideally, be less regulated and where in all probability a
variety of acceptable models will emerge, some including subsidies and some more
self-sufficient.

We should emphasise, however, that if the graduate level evolves in such a way as to
generate a structure of fees aligned with cost, then it is indispensable that this be
backed up by a vigorous policy of scholarships for reasons of merit, of need or of the
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difficult to engineer and good, because cultures do change. In this respect we would
like to think that the time is ripe for a change and the only piece of advice we can give
is: do not hesitate to celebrate those that give.

Endowments

The autonomy, responsibility and quality of decision-making of universities, research
centres or graduate schools would be much helped if these institutions had endow-
ments, not merely physical but also financial. Obviously we cannot pretend, or hope,
that in the foreseeable future all European universities will possess endowments
capable of sustaining them with their return®. But even if, on average, endowments
were to generate revenue of the order of five percent of universities' budgets, this
would be very significant and it would have much added value, in the currency of
quality of decision- making, beyond the monetary return.

Endowing institutions with this capability would represent a one-shot commitment
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1. Entirely internal selection of the main authority should be avoided. It makes gov-
ernance excessively biased in favour of the interests of current constituents. As a
result, it becomes difficult, or even impossible, to make choices or steer policies
that are viewed as inimical to powerful internal groups. For example, if the
university can fix its salaries it is likely that the scales will be too flat and not con-
ducive enough to a competitive recruitment policy outside the institution. Or if the
university can hire its faculty it may be difficult to prevent the existence of small
and low-quality Doctoral programmes that subsist only because of a self-
generated, endogamic demand.

2. To the extent that the board is appointed through a (political) process external to
the university it is important that the appointment mechanism fosters independ-
ence and expertise.

3. If the main authority is selected (from inside or outside the university) by a board
appointed through an external process, the views of internal constituencies, and
especially those of long-term employees, should be taken into account on impor-
tant matters.

One sensible possibility would consist of (i) an externally appointed, independent
board, including some internal representation, which should not dominate, and (ii)
for the selection of the main authority, the board should organise a search that leads
to a proposal that must be approved by an internal senate. This approach, or varia-
tions thereof, constitutes in our view a good balance between the need to ensure
good leadership on one hand and good cohesion and collegiality, which are indispen-
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7.3 Competition and mobility: the role of Europe

The main force that can trigger the development and maintenance of peaks of excel-
lence in the European landscape of higher education is, it seems to us, the will and
the ability of their (autonomous) institutions operating in a competitive field for stu-
dents, faculty and (research) funding. Higher education is and should remain a
responsibility of member states (or their regions), but Europe can and should help,
beyond doing what it already does, in ensuring greater mobility and therefore more
vigorous competition. We discuss in turn students, faculty members and university
budgets.

Competition for students

We stressed the beneficial role that the Bologna process is playing in fostering com-
petition at the Master level. This could be enhanced by the introduction of a
‘Standardised European Test' (SET), which could follow similar principles as the
Graduate Record Examination (GRE) in the United States. Such a test could be useful
in particular in making more ‘objective’ the admission requirements at the Master
level. Indeed, one can predict that fees will probably rise in various countries for such
programmes, if only because of the peculiarity of a European system which com-
bines uniform fees for all EU citizens without generalised transferability of education
subsidies across countries (or even regions, in some cases). Since one can expect
cross-country mobility to be substantial at the Master level, raising fees may be the
only way to avoid subsidising foreign students. There will then be a temptation for
universities to discriminate in favour of more ‘remunerative’ students. Standardised
tests can help combat this danger and ensure access based on academic merit.

Competition for faculty

Autonomy, both in terms of recruiting and in terms of wage-setting, is crucial to fos-
tering competition for top faculty. Further measures can be decisive too. For example,
ensuring the mobility of scientists, through the portability of pension rights, would be
a very welcome step. More generally, policies towards the ‘recruiting, retaining and
recovering’ of talent are a dimension where public policy, at the member state and EU
level, may be decisive in asserting the competitiveness of European academia in the
global world. Even further, partnership between universities (or research centres),
the public sector and the private sector (business or foundations), may be especial-
ly useful in this area, since it may allow the funding of permanent and competitive
compensation packages, which should be awarded through open tender and after
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In order to achieve greater efficiency in the allocation of research funding, it is prob-
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The GRF provides three years of support for graduate study leading to research-based
Master or Doctoral degrees and is intended for students who are at the early stages
of their graduate study.

The Fellowship pays around €30,000 per year per student (including tuition fees),
which means €90,000 for three years. In the European case the graduate schools
should probably also receive compensation aligned with cost. Hence the global dis-
bursement may be around €120 million per year for 1,000 students (€90 million for
students and €30 million for universities).

From people to institutions: a funding programme for graduate schools

In order to promote the development of graduate schools, and their launch on a sound
European basis, a possible scheme, inspired by some features of the recent
Excellence Initiative in Germany, could be developed along the following lines: in an
evaluation and selection process taking place in several waves, the EU would choose,
in a open and competitive manner, up to, say, 1,000 graduate schools*. Each would
receive €1 million per year in European funding. The annual cost would therefore be
€1 billion per year.

Together, the two new EU-funded programmes - the graduate fellowships and the
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