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Obstacles and opportunities: Financing Europe's more 
unified Higher Education Area

EEurope has taken significant steps in recent years to urope has taken significant steps in recent years to 
create structures that strengthen its Higher Education and create structures that strengthen its Higher Education and 
Research AreasResearch Areas

–– on the one hand to strengthen and support its on the one hand to strengthen and support its 
increasingly unified internal structure and, on the other increasingly unified internal structure and, on the other 
hand, to protect itself against growing global competition hand, to protect itself against growing global competition 
from existing and emerging competitorsfrom existing and emerging competitors
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The facts:

MostMost EuropeanEuropean countriescountries’ ’ cannotcannot affordafford toto increaseincrease
higherhigher educationeducation investmentinvestment throughthrough thethe taxtax basebase

Obstacles and opportunities: Financing Europe's more 
unified Higher Education Area

PrivatePrivate fundingfunding forfor educationeducation ((andand researchresearch) ) activitiesactivities
isis remarkablremarkably y lowlow in in comparisoncomparison toto places places likelike thethe
UnitedUnited StatesStates

FundingFunding andand allocationallocation scschemeshemes are are stillstill largelylargely
centralizedcentralized, , bothboth atat thethe institutionalinstitutional andand systemsystem levelslevels
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The goals:
TheThe BolognaBologna DeclarationDeclaration (1999) (1999) seeksseeks toto

1.1. EliminateEliminate obstaclesobstacles toto facultyfaculty membermember andand studentstudent
mobilitymobility..

2.2. DevelopDevelop a a frameworkframework ofof readablereadable andand comparable comparable 
academicacademic degreesdegrees..

3.3. BuildBuild a a EuropeanEuropean dimensiondimension intointo qualityquality assuranceassurance..
4.4. DevelopDevelop a a uniformuniform creditcredit transfertransfer systemsystem
5.5. Introduce Introduce commoncommon undergraduateundergraduate andand postpost--graduategraduate

degreedegree structuresstructures..
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In In essenceessence, , thethe objecobjectivetive isis toto createcreate a a setset ofof fluid panfluid pan--
EuropeanEuropean higherhigher educationeducation inputinput andand output output marketsmarkets
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The basic problem:

How How toto coorcoordinatedinate thethe effortsefforts ofof multiplemultiple higherhigher
educationeducation systemssystems toto increaseincrease aggregateaggregate resourcesresources, , 
diversifydiversify thethe incomeincome base base andand ensureensure resourcesresources are are 
usedused efficientlyefficiently towardstowards meeting meeting BolognaBologna--stylestyle goalsgoals
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BalancingBalancing thethe use use ofof marketmarket andand governmentgovernment
coordinationcoordination mechanismsmechanisms
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The basic solution:

IfIf thethe objecobjectivetive isis toto promotepromote smoothlysmoothly functioningfunctioning
marketsmarkets thenthen ggreaterreater efforteffort mustmust be be putput intointo employingemploying
marketmarket mechanmechanismsisms andand intelligentintelligent policiespolicies thatthat can be can be 
usedused toto redressredress equityequity imbalancesimbalances thatthat willwill arisearise as a as a 
resultresult

Obstacles and opportunities: Financing Europe's more 
unified Higher Education Area

8

InternalInternal FuFundingnding
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A A bribriefef note note onon
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University internal allocation
Attributes of:
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Emphasis on institutional mission
Emphasis on market forces
Incentives for entrepreneurialism
Incentives for efficiency
Difficulty of decision making
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University internal allocation (2)
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 Line item Block 
Allocation 

Resp. Centered 
Management 

Mission high high low 
Market forces low low high 
Entrepreneurialism low medium high 
Efficiency low high high 
Decision complexity high medium low 
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University internal allocation (3)
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EvenEven in min marketarket--orientedoriented systemssystems tthe “he “typicaltypical” ” internalinternal
financingfinancing modelmodel willwill tendtend toto incorporateincorporate oneone oror more more ofof
thesethese philosophiesphilosophies
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Decentralized funding
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Increases accountability

Increases speed of decision-making

Allows for using expertise on the shop-floor level

Provides incentive for cost-effective resource use

Empowers staff (is close to clients)

Encourages innovations

Advantages:
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Decentralized funding (2)
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Allows some units to “free ride”

Makes it difficult to support university-wide services like 
library and other centralized facilities

Little coordination

Promotes costly bureaucracy through service duplication

It is difficult to determine fair internal prices

Disadvantages:
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Obstacle 1
Low or no tuition fees

PricesPrices aare re anan importantimportant signalsignal ofof programprogram//institutionalinstitutional qualityquality.  .  ThisThis
makesmakes itit more more difficultdifficult forfor studentsstudents ((andand theirtheir familiesfamilies) ) toto discriminatediscriminate
betweenbetween providersproviders..
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ItIt isis inequitableinequitable becausebecause individualsindividuals’ ’ returnsreturns toto educationeducation exceedexceed
thosethose receivedreceived by by societysociety..

ItIt unfairlyunfairly subsidizessubsidizes studentsstudents in in programsprograms thatthat are more are more expensiveexpensive toto
provideprovide..
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Obstacle 2
Home tuition rates across EU member states

ThoughThough thethe policypolicy ofof chargingcharging studentsstudents ““homehome” ” tuitiontuition ratesrates whenwhen theythey
come come fromfrom anotheranother EUEU--membermember country country isis designeddesigned toto promotepromote panpan--
EuropeanEuropean mobilitymobility, , growinggrowing interinter--institutionalinstitutional competitioncompetition andand desiresdesires
forfor greatergreater prestigeprestige createcreate a a conflictconflict betweenbetween statestate--subsidizedsubsidized
educationeducation providersproviders andand thosethose whowho theythey are are meantmeant toto serveserve..
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Obstacle 3
Charitable giving

PhilantPhilanthropyhropy isis increasinglyincreasingly becomingbecoming recognizedrecognized as a viable as a viable sourcesource
ofof privateprivate revenuerevenue..
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HoweverHowever, , currentcurrent country country regulationsregulations makemake itit difficultdifficult forfor indiindividualsviduals toto
makemake charitablecharitable donationsdonations acrossacross countriescountries..

Social Social factorsfactors makemake EuropeansEuropeans llessess aptapt toto makemake philanthropicphilanthropic
donationsdonations in general in general andand toto universitiesuniversities in particular.in particular.



9

17

Obstacle 4
Research is too heavily funded through state appropriations

ExclusionaryExclusionary atat thethe marginmargin ((hindershinders lessless researchresearch--intensiveintensive
institutionsinstitutions’ ’ facultyfaculty membersmembers’ ’ chanceschances ofof fairlyfairly securingsecuring publicpublic
researchresearch fundingfunding).).
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ProvidesProvides facultyfaculty membersmembers withwith littlelittle incentive incentive toto diversifydiversify institutionsinstitutions’ ’ 
revenuerevenue bases (bases (e.ge.g. . establishingestablishing industryindustry--universityuniversity partnershipspartnerships))
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Obstacle 5
European-wide research is financed in a very fragmented way

ExcluExcludingding foreignforeign scientistsscientists fromfrom competingcompeting forfor nationalnational researchresearch
councilcouncil grantsgrants reduces reduces thethe qualityquality ofof thethe sciencescience done done andand allowsallows
mediocre mediocre academicacademic unitsunits toto persistpersist..
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FragmentedFragmented nationalnational researchresearch councilcouncil agendas are macroagendas are macro--inefficientinefficient
andand thethe currentcurrent formform ofof thethe proposedproposed EuropeanEuropean ResearchResearch CouncilCouncil
(ERC) (ERC) doesdoes littlelittle toto rectifyrectify thethe problemproblem..
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Obstacle 6
Performance-based funding

WhileWhile intuitivelyintuitively appealingappealing, , therethere isis littlelittle empiricalempirical evidenceevidence toto suggestsuggest
itit isis effectiveeffective..
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TheThe mamain in problemproblem lieslies in in thethe factfact thatthat universitiesuniversities do do notnot control control 
educationeducation productionproduction andand thatthat researchresearch isis alwaysalways anan inherentlyinherently riskyrisky
gamblegamble..
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Obstacle 7
Internal brain drain

PrestigePrestige, , competitioncompetition andand initialinitial endowmentsendowments havehave createdcreated significantsignificant
wealthwealth imbalancesimbalances betweenbetween EUEU--countriescountries’ ’ higherhigher educationeducation systemssystems
andand institutionsinstitutions
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GreaterGreater competitioncompetition forfor availableavailable wealthwealth isis likelylikely toto exacerbateexacerbate thethe
problemproblem andand channelchannel considerable considerable sumssums ofof fundingfunding toto higherhigher
educationeducation institutionsinstitutions in in NorthwesternNorthwestern EuropeEurope atat thethe expense expense ofof otherother
EUEU--regionsregions..
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Obstacle 8
No systematic research on European higher education

MeaningfulMeaningful crosscross--country country comparisonscomparisons are are difficultdifficult toto produce produce owingowing
toto thethe absenceabsence ofof uniformuniform, , EuropeanEuropean--widewide indicatorsindicators
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As a As a resultresult, , itit isis difficultdifficult toto assessassess whetherwhether oneone country’scountry’s financingfinancing//fundingfunding
schemescheme isis anyany more more efficientefficient//effectiveeffective thanthan another’sanother’s
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Strategy 1
Introduce more diversified tuition fee structures

Obstacles and opportunities: Financing Europe's more 
unified Higher Education Area

No concrete No concrete empiricalempirical evidenceevidence toto suggestsuggest theirtheir introductionintroduction harmsharms
accessaccess... ... providedprovided thatthat theythey are are accompaniedaccompanied by a by a comprehensivecomprehensive
loansloans andand grantsgrants schemescheme.  HECS (AU) .  HECS (AU) probablyprobably offersoffers thethe best best modelmodel..

ProvideProvide institutionsinstitutions withwith thethe freedomfreedom toto setset theirtheir ownown feesfees (a (a subsub--
optimaloptimal solutionssolutions wouldwould be be toto allowallow flexibilityflexibility withinwithin limitslimits suchsuch as in as in 
NewNew ZealandZealand oror ItalyItaly).).

CoConsumersnsumers mustmust be be wellwell informedinformed, , introductionintroduction mustmust be gradual be gradual andand
financingfinancing mechanismsmechanisms MUST be MUST be putput intointo place place simultaneouslysimultaneously toto
redressredress distributionaldistributional inequityinequity problemsproblems thatthat willwill arisearise..
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Strategy 2
Make funding more competitively allocated

TheThe tradeofftradeoff isis thatthat itit givesgives riserise toto anan unevenlyunevenly fundedfunded systemsystem
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EEnsuresnsures fundingfunding goesgoes toto thosethose unitsunits mostmost capablecapable ofof doingdoing thethe tasktask

CrucCrucialial, b, bothoth atat thethe systemsystem andand panpan--EuropeanEuropean levellevel.  .  TheThe primaryprimary
vehiclevehicle forfor financingfinancing researchresearch shouldshould be be nationalnational researchresearch councilscouncils oror, , 
more more preferablypreferably, , thethe proposedproposed EuropeanEuropean ResearchResearch CouncilCouncil..
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Strategy 3
Introduce policies that financially support infrastructure
development

ExampleExample: : thethe ExperimExperimentalental ProgramProgram toto StimulateStimulate CompetitiveCompetitive
ResearchResearch ((EPSCoREPSCoR) in ) in thethe UnitedUnited StatesStates..

Obstacles and opportunities: Financing Europe's more 
unified Higher Education Area
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Strategy 4
Keep performance-based funding as a marginal 
percentage of state appropriations

UsedUsed in in thisthis wayway, , itit willwill notnot penalizepenalize institutionsinstitutions forfor studentsstudents’ ’ poorpoor
performanceperformance..
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In In smallsmall dosesdoses can be can be effectivelyeffectively usedused as “incentiveas “incentive--basedbased” ” fundingfunding..
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Strategy 5
Raise scientific staffs’ promotion and tenure standards to
encourage income diversification

More More uniformuniform andand rigorousrigorous promotionpromotion andand tenuretenure standardsstandards willwill
encourageencourage facultyfaculty toto seekseek out out newnew revenuerevenue streamsstreams whilewhile
simultaneouslysimultaneously raisingraising researchresearch output output qualityquality..
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ItIt isis criticalcritical thatthat standardsstandards be made be made clearclear toto facultyfaculty in in advanceadvance..

TheThe majormajor concernconcern herehere isis thatthat suchsuch anan approachapproach willwill forceforce facultyfaculty toto
shiftshift attentionattention ((andand availableavailable fundingfunding) ) awayaway fromfrom educationeducation activitiesactivities..
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Strategy 6
Collect European-wide data on higher education & research

SuchSuch informationinformation isis absolutelyabsolutely necessarynecessary forfor monitoringmonitoring thethe
developmentdevelopment ofof thethe EuropeanEuropean HigherHigher EducationEducation andand ResearchResearch AreasAreas..
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In In contrastcontrast toto manymany ofof thethe otherother strategiesstrategies, data , data collectioncollection willwill needneed toto
be be centralizedcentralized..

TheThe absenceabsence ofof a federal a federal structurestructure makesmakes suchsuch a a tasktask difficultdifficult.  .  
InsteadInstead coordinationcoordination can be can be achievedachieved throughthrough thethe use use ofof fundingfunding
incentives.incentives.
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Conclusion:

ImplicitImplicit in in thethe BoloBolognagna objectivesobjectives isis thatthat thethe currentcurrent
modemode ofof financingfinancing EuropeanEuropean higherhigher educationeducation
institutionsinstitutions willwill havehave toto changechange..
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In In manymany waysways thisthis willwill benefitbenefit EuropeEurope in in thethe long long runrun
butbut notnot untiluntil substantive substantive structuralstructural changeschanges are are putput
intointo effecteffect.  .  TheThe crucial crucial changeschanges willwill onlyonly occuroccur whenwhen
SpanishSpanish, , DutchDutch, , FrenchFrench andand EstonianEstonian citizenscitizens seesee
themselvesthemselves as as EuropeansEuropeans firstfirst..

MarkeMarketizationtization andand competitioncompetition willwill invariablyinvariably createcreate
imbalancesimbalances.  .  TheseThese shouldshould notnot be be seenseen as as failuresfailures!!


