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Foreword

UNIVERSITIES educate future leaders and develop the high-level
technical capacities that underpin economic growth. Developing countries
have invested heavily in their universities and other institutions of higher
learning. During the past twenty years, enrollments have increased on aver-
age by 6.2 percent per year in low-~ and lower-middle-income countries, and by
7.3 percent per vear in upper-middie-income countries. Sources of external
tinance such as the World Bank have helped to underwrite this expansion.

Rapid enrollment growth in many countries may have contributed, how-
ever, to a deterioration in quality. Pressures on public resources have led to the
neglect of key inputs to instruction and research. Furthermore, public subsi-
dies as a proportion of unit costs of higher education often far exceed the
subsidies 1o primary and secondary education. Because students in higher
education tend to come from the higher-incoime groups, a large publicly
funded higher education system tends to have adverse effects on income
distribution. The need to implement comprehensive reform is widely ac-
knowledged.

This study draws on the World Bank’s operational and policy analysis
experience, a review of existing literature, and original studies. Broad consulta-
tion was undertaken with higher education policymakers in developing coun-
tries, representatives of external tinance agencies. and acknowledged experts
from the academic world. The objective of this study is to draw lessons from
recent experience to inform and sharpen palicy discussion both in the Bank and
among our borrowers.

The study is part of a broader search for ways to improve the effectiveness
of World Bank support for education. The work program began with two
Policy Papers, Primury Education (World Bank 1990) and Vocational and
Technical Education and Training (World Bank 1991b). This report on higher

vii
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education is the third in the series. An overview paper on education policy is
now being produced that will summarize the issues and policy recommenda-
tions for the education sector as a whole.

This report examines the main dimensions of the higher education crisis in
developing countries and assesses the prospects for successful reform. In
exploring strategies and options to improve the performance of higher educa-
tion systems, it focuses on four main directions for reform: greater differentia-
tion of higher education institutions, including the development of private
institutions; diversification of funding sources for public higher education; a
redefinition of the role of the state in higher education, with greater emphasis
on institutional autonomy and accountability; and an emphasis on the impor-
tance of policies explicitly designed to give priority to quality and equity
objectives.

Bringing about change is a difficult task. but significant reforms have
already taken place in many countries. The report draws lessons from interna-
tional experiences in reform, and it provides a menu of policy options for
countries looking for ways (o improve the contribution of higher education to
economic and social development.

Armeane M. Choksi

Vice President

Human Resources Development and Operations Policy
The World Bunk



Preface

THE PURPOSE of this study is to highlight and make widely
available the lessons of experience with higher education in many countries.
It brings together the results of a large number of thematic reports and re-
gional case studies on higher education either specifically commissioned for
the study or prepared as part of the regular activities of World Bank opera-
tional departments.

Much emphasis was put on external consultation in preparing the study.
The work program was guided by a series of international and regional meet-
ings that brought together leaders in higher education from industrial and
developing countries, representatives of lending and aid agencies. and mem-
bers of higher education associations. This consultative process proved a
valuable channel for sharing information and receiving constructive feedback
to guide the study. The study was discussed by the Executive Directors of the
World Bank on October 15. 1993.

In view of the growing complexity and diversity of modern higher educa-
tion systems, this study uses a generic definition of higher education that en-
compasses all formal post-secondary institutions that train middle- and high-
level professional personnel in degree-, diploma-, and certificate-granting pro-
grams. The terms higher education, tertiary education, and post-secondary edu-
cation are used interchangeably in this document.

While the focus of this study is on the developing countries ot Africa, Asia,
and Latin America, the specific circumstances of the former socialist republics
of Europe and Central Asia, which are in a process of rapid economic transi-
tion, are also discussed where appropriate.

This study was prepared by a team led by Jamil Salmi and comprising
Douglas Albrecht, Robin DePietro-Jurand, Tom Eisemon, Moussa Kourouma,
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Omporn Regel, Viswanathan Selvaratnam, Erik Thulstrup, Kin Bing Wu, and
Adrian Ziderman. The background papers and the initial draft of the study were
prepared under the general direction of Ann O. Hamilton and the immediate
supervision of Adriaan M. Verspoor in the World Bank’s Population and Hu-
man Resources Department. The study was completed under the general direc-
tion of K. Y. Amoako and the immediate supervision of Peter R. Moock in the
Bank’s Education and Social Policy Department. Margareta J. Verbeeck pre-
pared it for publication.



Executive Summary

The Challenges and the Constraints

Higher education is of paramount importance for economic and social develop-
ment. [nstitutions of higher education have the main responsibility for equip-
ping individuals with the advanced knowledge and skills required for positions
of responsibility in government, business, and the professions. These institu-
tions produce new knowledge through research, serve as conduits for the trans-
fer, adaptation, and dissemination of knowledge generated elsewhere in the
world, and support government and business with advice and consultancy ser-
vices. In most countries, higher education institutions also play important social
roles by forging the national identity of the country and offering a forum for
pluralistic debate. The development of higher education is correlated with
economic development: enrollment ratios in higher education average 51 per-
cent in the countries that belong to the Organization for Economic Cooperation
and Development (OECD), compared with 21 percent in middle-income coun-
tries and 6 percent in low-income countries. Estimated social rates of return of
10 percent or more in many developing countries also indicate that investinents
in higher education contribute to increases in labor productivity and to higher
long-term economic growth. which are essential for poverty alleviation.

Higher Education in Crisis

Despite the clear importance of investment in higher education for economic
growth and social development, the sector is in crisis throughout the world. In
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all countries, higher education is heavily dependent on government funding. In
an era of widespread fiscal constraints, industrial as well as developing coun-
tries are grappling with the challenge of preserving or improving the quality of
higher education as education budgets—and particularly expenditures per stu-
dent—are compressed.

The crisis is most acute in the developing world. both because fiscal
adjustments have been harsher and because it has been more difficult for
developing countries to contain pressures for enrollment expansion, given
relatively low enrollment ratios. The result has been a dramatic compression
of per student expenditures since the late 1970s—for example. in Sub-Saharan
Africa from an average of $6.300 in 1980 to $1.500 in 1988. (Throughout the
book, dollars are U.S. dollars unless specitied.) To the extent that it results
from a more efficient use of resources, lower spending per student is desir-
able, but the quality of teaching and research hus deteriorated precipitously in
many countries. In these countries, higher education institutions operate un-
der adverse conditions: overcrowding, deteriorating physical facilities, and
lack of resources for nonsalary expenditures such as textbooks, educational
materials, laboratory consumables, and maintenance. Reflecting the sluggish
growth of aggregate demand for highly skilled labor, graduate unemployment
in developing countries rose sharply during the 1980s and continues to rise.

In most developing countries, higher education has been the fastest-grow-
ing segment of the education system during the past twenty years, with enroll-
ments increasing on average by 6.2 percent per year in low- and lower-
middle-income countries and 7.3 percent per year in upper-middle-income
countries. This rapid increase has been driven by high levels of subsidization
and. in some cases. guaranteed government employment of graduates. In most
cases, the outcome of these policies has been fiscally unsustainable enroll-
ment growth and a sharp decline in quality. The decline in academic standards
in primary and secondary education has also atfected the performance of
higher education systems. While the rapid growth of enrollments has led to
increased access to higher education for traditionally less privileged popula-
tions, including women and students of rural origin. higher education gener-
ally remains elitist, with the majority of students coming from wealthier
tamilies.

Despite the fuct that female enrollment rates have grown faster than male
enrollment rates, women are still sorely underrepresented in higher education
in many countries. While male and female enrollment ratios are relatively
equal in the former socialist countries of Eastern and Central Europe and in
some Latin American countries (for example. Brazil), in 1989 women ac-
counted for only 25 percent of enrollments in Africa. 35 percent in Asia, 36
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percent in the Middle East and North Africa, and 47 percent in Latin America
and the Caribbean,

Compounding the problem of declining resources per student is the inef-
ficient use of these resources. Higher education in many developing countries
is characterized by low student-staff ratios, underutilized facilities, duplica-
tive program offerings, high dropout and repetition rates, and a very large
share of the budget devoted to noneducational expenditures, such as subsi-
dized student housing, food, and other services. In one Latin American coun-
try. for instance, costs per graduate in public universities are seven times
higher than in private universities because of the higher repetition and dropout
rates. In many francophone African countries. more than 50 percent of the
total higher education budget is spent on noneducational student subsidies.
These high subsidies to public university students ure not only an inefficient
educational investment but also regressive social spending, because students
enrolled in universities are disproportionately from the upper end of the in-
come distribution.

A number of OECD countries have responded to the funding crisis by
introducing innovative policies during the past decade aimed at increasing the
efficiency of higher education (such as the Netherlands™ use of funding formu-
las) and stimulating greater private funding (as in Australia and Ireland).
Despite the relentless fiscal pressures that most developing countries face,
few have made significant progress in the area of higher education reform. Yet
the experience of a few developing countries such as Chile indicates that it is
possible to achieve a well-functioning. diversified, and growing higher educa-
tion system even as public spending per student declines.

Indeed. it is arguable that higher education should not have the highest-
priority claim on incremental public resources available for education in
many developing countries, especially those that have not yet achieved ad-
equate access. equity, and quality at the primary and secondary levels. This is
because of the priority that countries attach to achieving universal literacy:
because the social rates of return on investments in primary and secondary
education usually exceed the returns on higher education; and because invest-
ments in basic education can also improve equity because they tend to reduce
income inequalities. Each country needs to weigh carefully the right balance
of resource allocation between the three education subsectors, considering the
relative social rates of return at each level as well as the complementarity
which exists between primary, secondary, and tertiary education. Further-
more. the overwhelming fiscal reality in most developing countries is such
that quality improvements and enrollment expansion in higher education will
have to be achieved with little or no increase in public expenditures,
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Strategies for Reform

This report analyzes the lessons of experience to show how developing coun-
tries can achieve the goals of greater efficiency, quality, and equity in higher
education. It documents the depth of the crisis affecting higher education
systems throughout the developing world, notwithstanding variations in the
size, diversity. public/private split, and funding levels which characterize the
sector in different countries. A review of country experience suggests four key
directions for reform:

®  Encouraging greater differentiation of institutions, including the devel-
opment of privale institutions

B Providing incentives for public institutions to diversify sources of fund-
ing. including cost-sharing with students, and linking government fund-
ing closely to performance

B Redefining the role ot government in higher education

®  Introducing policies explicitly designed to give priority to quality and
equity objectives.

Reform requirements and political and economic conditions vary consider-
ably across regions, and there is no single blueprint appropriate for every
country. While the four key directions given above constitute broad areas for
reform, the pace of implementing reforms and the relative importance of
various options will obviously depend on specific country circumstances such
as the Ievel of income and the degree of education development (for example,
primary and secondary level coverage. and the existence of private institu-
tions). This book draws lessons from a wide range of country experiences in
order to inform the process of policy analysis and policy choice in developing
countries intent upon improving the equity, efficiency. and quality of their
higher education systems.

In no country will achieving these reforms be easy. The predominant
pattern of public higher education in the developing world principally benefits
the most aftluent households, who are also the most powerful politically. The
children of the well-off are heavily subsidized by the rest of society to attend
public universities, reinforcing their economic and social advantage. Experi-
ence demonstrates that breaking this pattern is essential, and also that the
political difficulty of doing so should not be underestimated. In countries with
fragile systems of governance, students with grievances—and there will be
grievances if subsidies and privileges are reduced—can represent a threat to
political stability. Governments therefore necessarily tread warily in introduc-
ing reforms that atfect the most powerful households and those with the poten-
tial to destabilize political regimes.
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Differentiating Institutions and Expanding Private Provision

The traditional model of the European research university. with its one-tier
program structure, has proven expensive and inappropriate in the developing
world. Increased differentiation in higher education, or the development of
non-university institutions and encouragement of private institurions, can help
meet the growing social demand for higher education and make higher educa-
tion systems more responsive to changing labor market needs. Asia is the
continent where differentiation efforts have been the most extensive and the
most effective and which has the most lessons for the rest ot the developing
world. Governments in Asia spend less per student on higher education than in
other regions. but achieve higher coverage because they have been able to lower
average costs and mobilize private funding through increased differentiation.

Developing Non-University Institutions

In recent years, non-university higher education institutions, both public and
private. have grown taster than universities. Non-university institutions in-
clude polytechnics. short-cycle professional and technical institutes, commu-
nity colleges, and distance education and open learning programs. Their lower-
cost programs make them both attractive o students and easier for private
providers to set up. In the most successful cases, non-university institutions
offer training that responds flexibly to labor market demands and is linked
with university programs through appropriate transfer mechanisms such as
credit systems and equivalency provisions.

Encouraging Private Provision of Higher Education

Private institutions are an important element ot some of the strongest higher
education systems to be found today in developing countries. They can re-
spond efficiently and flexibly to changing demand. and they increase educa-
tional opportunities with little or no additional public cost. Governments can
encourage the development of private higher education to complement public
institutions as a means of managing the costs of expanding higher education
enrollments, increasing the diversity of training programs. and broadening
social participation in higher education.

A key finding from successful examples is that government encourage-
ment of a sound private sector in higher education requires a policy and regula-
tory framework which avoids disincentives such as tuition price controls, and
includes mechanisms for accreditation, oversight, and evaluation of private
institutions. Some countries have also provided financial incentives to stimu-
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late the development of private institutions on the grounds that these provide a
means of expanding enrollments at lower public cost. Making public funding
tor quality improvements available to both private and public institutions on
the basis of the quality of their proposals serves the long-term objective of
establishing a level playing field for all higher education institutions. public
and private alike. Competition for public resources has been used as a stimulus
for improved quality and increased efficiency in Chile. and on a more limited
scale in Brazil and the Republic of Korea with competitive processes for re-
search funding.

Diversifying the Funding of Public Institutions
and Introducing Incentives for Their Performance

Public institutions will continue to educate a large share, if not the majority, of
students in most countries, even if the role of the private sector is strengthened
and most new enrollments are channeled to private institutions. Experience
shows that if public institutions are to achieve higher quality and greater
efficiency, governments will need to implement sweeping reforms in financ-
ing designed to: (1) encourage the mobilization of greater private financing of
higher education, (2) provide support to qualified students unable to pursue
their studies for reasons of inadequate family income, and (3) foster efficiency
in allocating and using public resources among and within institutions.

Mobilizing Greater Private Financing

Cost-sharing with students. The financial base of public higher education
can be strengthened by mobilizing a greater share of the necessary financing
from students themselves, who can expect significantly greater lifetime earn-
ings as a result of receiving higher education and who often come from
families with ample ability to contribute to the costs of their education. Cost-
sharing can be pursued through tuition fees and the elimination of subsidies
for noninstructional costs. Governments can permit public institutions to es-
tablish their own tuition and fees without interference. although governments
have an important role to play in making objective information about school
quality available to prospective students. Countries can also reduce sharply. if
not eliminate, the subsidization of noninstructional expenditures such as housing
and meals. In Botswana and Ghana, for instance, subsidies for student meals
have been eliminated, the catering function has been privatized, and signifi-
cant cost savings have been achieved.

Funding from alumni and external aid and lending ugencies. A second
source of private resources is donations and endowments from alumni and
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private industry. In some countries. notably the United States and United King-
dom, alumni contributions represent a significant source of discretionary in-
come for higher education institutions. This kind of philanthropy can be en-
couraged by favorable tax regimes. The establishment of trust funds with initial
support from external aid and lending agencies also can be a useful form of
endowment, especially in small states with a limited economic base.

Income-generating activities. Governments can encourage public higher
education institutions to pursue income-generating activities such as short-term
courses, contract research for industry, and consultancy services. The first step
is to eliminate the disincentive many countries create by reducing government
budget allocations to public institutions to offset any incremental resources
they raise from outside sources. Governments can create positive incentives by
matching the funds raised from outside income.

In sum. increased private financial support for higher education mobilized
through the elimination of noninstructional subsidies. the introduction of fees.
the pursuit of donations. and the undertaking of income-generating activities
can provide institutions with a more diversitied and likely more stable tunding
base. An indicative target could be for public institutions to generate income
covering 30 percent of recurrent expenditures from these nongovernment
sources. Several countries have already achieved this percentage with tuition
tees alone. The time required to reach this target will vary with country circum-
stances, however. and countries such as Chile, Jordan, and Korea that have
already achieved this degree of active mobilization of funds from the private
sector may well want to go further. In addition to reducing their dependence on
public financing and their vulnerability to budget fluctuations. cost-sharing
makes public institutions more responsive to market signals. Cost-sharing with
students also creates important incentives for students to select their programs
of study carefully and to complete their studies more rapidly.

A critical feature of any policy to encourage the diversification of higher
education funding is to allow incremental resources to remain available in
significant measure for use in the institutions that mobilize them. Policies that
seek 1o expropriate resources obtained by the efforts of individual institutions
for use by a central authority are self-defeating because they destroy the institu-
tions” incentive to look for savings or generate income.

Financial Support to Needv Students

Cost-sharing cannot be implemented equitably without a functioning student
loan program to assist students who need to borrow for their education and
without scholarship programs that guarantee necessary financial support to
academically qualitied poor students unable to absorb the direct and indirect
(forgone earnings) costs of higher education.
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Governments can improve the efficiency of existing student loan schemes
and broaden their coverage. Experience to date with existing loan schemes in
about fifty industrial and developing countries has been disappointing. Be-
cause of heavily subsidized interest rates, high default rates, and high admin-
istrative costs, the financial performance of loan schemes has been unsatisfac-
tory. But the experiences of Colombia and the Canadian province of Quebec,
for example, show that it is possible to design and adminisier financially
sustainable programs.

Income-contingent loan schemes, being adopted by a growing number of
countries, can be more efficient and equitable than traditional loan schemes, if
national income tax and social security authorities have the administrative
capacity to handle loun collection efficiently.

Equity can also be enhanced by grant schemes targeted to the lowest-
income students and by work-study programs. Financial assistance programs
that are administered by a central agency (such as in the United Kingdom and
United States), and that allow students to take their assistance package to any
institution of their choosing, have an important advantage over programs
administered by individual institutions. Such “student-based™ or “portable”
assistance enables poor students to make the same choices as those with more
financial resources and stimulates competition among educational institutions
to offer programs in line with student demand. In this way, governments can
use market forces to stimulate increases in the quality and efficiency of higher
education.

[ncentives for Efficient Resource Allocation and Utilization

The distribution of public resources to tertiary institutions in most countries is
based on negotiated budgets. This fails to provide incentives for efficient
operation and quality improvement and makes it difficult to adjust the distri-
bution of financial resources to changing circumstances. Alternative mecha-
nisms that link funding to performance criteria are being used increasingly by
OECD countries and could be considered by developing countries as well.
Chile’s innovative program to channel funding to public and private institu-
tions on the basis of the number of top-quality students they attract stimulates
institutions to improve their quality. Such funding mechanisms create power-
ful incentives for higher quality and/or more efficient use of resources.

Redefining the Role of Government
The types of reforms discussed above imply profound changes in the relation-

ship between government and the higher education establishment in many
countries. For most countries, they also imply considerable expansion of the
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private sector in higher education. Nonetheless, there are clear economic justi-
fications for continued state support of higher education:

® Higher education investments generate external benefits important for eco-
nomic development, such as the long-term returns on basic research and on
technology development and transfer; because these benefits cannot be cap-
tured by individuals, they result in socially suboptimal private investment in
higher education

® Imperfections in capital markets curtail the ability of individuals to borrow
adequately for education. which reduces. in particular, the participation of
meritorious but economically disadvantaged groups in higher education.

In most developing countries, however, the extent of government involve-
ment in higher education has far exceeded what is economically efficient. The
crisis of higher education, particularly in the public sector, is stimulating a
change in the extent, objectives, and modalities of government intervention in
higher education in order to ensure a more efficient use of public resources.
Rather than direct control, the government’s responsibility is becoming that
of providing an enabling policy environment for both public and private
higher education institutions and of using the leverage of public funding 1o
stimulate these institutions to meet national training and research needs efti-
ciently. Successful implementation of higher education reforms has been shown
to depend on: (1) the establishment of a coherent policy framework: (2)
greater reliance on incentives and market-oriented instruments to implement
policies: and (3) increased management autonomy for public institutions.

A Coherent Policy Framework

More differentiated higher education systems require a well-defined legal
framework and consistent policies. They require a vision on the part of
policymakers for the sector as a whole and for the role of each type of institu-
rion within that whole, including private institutions. Small but capable inde-
pendent oversight agencies can formulate and monitor higher education poli-
cies, guide budgetary allocations. and evaluate and publicize institutions’
performance for the benefit of prospective students,

Greater Reliance on Incentive Instruments to Implement
Policies

Where circumstances require correction of labor market and enrollment dis-
tortions. governments do best to rely on student incentives such as scholar-
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ships and student loans and on resource allocation processes rather than issuing
directives to institutions regarding their student intake. For students to make
rational choices, however, they need good information on the costs and quality
of courses at different institutions and on the labor market opportunities for
graduates of different courses. Governments can help strengthen the quality of
education by ensuring that such information is widely available (for example,
on institutions’ costs, relative performance, and on salaries in the labor market)
and by certifying quality through accreditation. Governments can either ac-
credit higher education institutions themselves, although this can be very de-
manding on resources, or allow private accrediting agencies and professional
associations to perform this function.

Increased Autonomy for Public Institutions

Decentralization of all key management functions (including the power to set
fees, recruit and retrench personnel, and use budgetary allocations flexibly
across expenditure categories) to higher education institutions themselves is a
sine qua non for successful reform, especially with respect to funding diversi-
fication and more efficient use of resources. Institutions cannot respond to
incentives to improve quality and efficiency without control over their re-
sources and processes. Along with increased autonomy, however, higher edu-
cation institutions need to be held accountable for their academic and man-
agement performance. This requires more sophisticated evaluation criteria
and oversight capacity than most governments have in place today.

Focusing on Quality, Responsiveness, and Equity

Priority objectives for higher education reform, against which progress can be
measured, are: (1) increased quality of teaching and research; (2) increased
responsiveness of higher education to labor market demands; and (3) in-
creased equity.

Enhancing the Quality of Training and Research

High-quality training and research require well-prepared students. This prepa-
ration, in turn, is determined by the quality of academic primary and second-
ary education and the selection process for higher education. A high-quality
and well-motivated teaching staff and a supportive professional culture are
essential. Universities also need sufficient pedagogical inputs including cost-
effective access to up-to-date information through electronic networks and
cD-ROM. Finally, an important determinant of academic performance is the
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ability to evaluate and monitor the quality of training and research outputs. The
most effective evaluation mechanisms emphasize self-evaluation of an
institution’s mission and performance combined with external assessment,
whether by professional associations or u government oversight agency.

Because they have limited human and financial resources, ditficulty in
taking advantage of economies of scale. and a modest-size [abor market.
small and low-income countries face specific constraints on the size ot higher
education systems that they can afford. These countries need to find an appro-
priate balance between institutions they can support locally, regional institu-
tions, and overseas training. In many cases, the only cost-effective way of
establishing or maintaining graduate training and research programs is to
organize them on a regional basis. Each participating country would support a
few strong national programs operating as regional centers of specialization
within the framework of a multi-state institution such as the University of the
South Pacific or the University of the West Indies.

Responding to Changing Economic Demands

In the context of economic growth sirategies based on technelogical innova-
tion, it is critically important that the institutions responsible for advanced
training and research programs be guided by representatives from the produc-
tive sectors. The participation of private sector representatives on the govern-
ing boards of public and private higher education institutions can help ensure
the relevance of academic programs. Financial incentives for joint industry-
university cooperative research, corporate-sponsored internships for students,
and part-time academic appointments for professionals from the productive
sectors can all help strengthen the linkages and communication between the
higher education system and other sectors of the economy. In the newly
industrialized economies of East Asia. for instance, government-provided
funding for cooperative rescarch was a strong incentive for firms and univer-
sities to establish linkages. Continuing education programs are also an effec-
tive chunnel to respond to changing training requirements.

Pursuing Equity

Achieving greater equity of participation in higher education is important for
economic efficiency, as well as for social justice and stability. Preferential
admissions policies to increase the proportion of low-income ethnic minority
and female students will not adversely affect higher education quality if over-
all selectivity is high, if remedial assistance is available, and if concomitant
efforts are made 1o increase the average quality of secondary education. Ulti-
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mately, equity cannot be achieved in higher education unless women, low-
income youths, and other disadvantaged subgroups of the population have
access to good-quality public education at the preschool, primary. and sec-
ondary levels.

Implications for the World Bank

World Bank lending for higher education has a mixed record. In several coun-
tries. especially in the early vears of lending for education, the Bank supported
investments based on a narrow manpower rationale. Projects were mainly di-
rected toward individual institutions and did not focus sufficiently on sectoral
policy issues. As a result, some Bank-financed investments have proven to be
unsustainable. The Bank has been most successful where it helped shape a
coherent sub-sectoral development program and supported the implementation
of policy reforms and investments through a series of lending operations, as in
China. The three decades of World Bank education lending to Korea offer
another example ot a successful approach, which involved well-integrated sup-
port for investments to develop the national scientific training and research
infrastructure as well as industrial capacity.

Higher education investments are important for economic growth. They
increase individuals’ productivity and incomes, as indicated by rate-of-return
analysis, and they also produce significant external benefits not captured by
such analysis. such as the long-term returns to basic research and to technol-
ogy development and transter. Economic growth is a critical prerequisite for
sustained poverty reduction in developing countries, which is the overarching
objective of the World Bank.

Within the education sector, however, there is evidence that higher educa-
tion investments have lower social rates of return than investments in primary
and secondary education and that investments in basic education can also
have more direct impact on poverty reduction, because they tend to improve
income equality. Recognizing this, developing countries throughout the world
are investing heavily at these levels. and in primary education in particular;
gross primary enrolliment ratios increased from 79 to 104 percent between
1970 and 1990. This progress has been supported with World Bank lending,
and primary and secondary education will continue to be the highest priority
subsectors in the Bank's education lending to countries that have not yet
achieved universal literacy and adequate access, equity, and quality at the
primary and secondary levels. In these countries, our involvement in higher
education will continue to be mainly to make its financing more equitable and
cost-effective, so that primary and secondary education can receive increased
attention at the margin.
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Reform of higher education. and particularly strategies for mobilizing greater
private financing for higher education through cost-sharing and the promotion
of private institutions, can help countries free up some of the incremental
public resources needed to improve quality and access at the primary and
secondary levels. World Bank lending for higher education thus has a further
strong justification: to support countries’ etforts to adopt policy reforms that
will allow the subsector to operate more efficiently and at lower public cost.
Countries prepared to adopt a higher education policy framework that stresses
adifferentiated institutional structure and diversified resource base, with greater
emphasis on private providers and private funding. will continue to receive
priority. In these countries. Bank lending for higher education is supporting sector
policy reforms, institutional development, and quality improvement.

Sector Policy Reforms

Reforms of the financing and management ot higher education are necessary in
many countries to establish a more equitable. etficient. and higher-quality sys-
tem. Bank support for higher education generally takes place in an agreed-upon
policy framework with monitorable benchmarks. While the composition of the
package of policy reforms will vary by region and income level, reflecting each
country’s specific socioeconomic and political circumstances. in most cases it
includes some combination of measures to: (1) control access to public higher
education on the basis of efficient and equitable selection criteria: (2) encour-
age the development of institutions with different programs and different mis-
sions; (3) establish a positive environment for private institutions; (4) introduce
or increase cost sharing and other financial diversification measures: (5) pro-
vide loan, grant, and work-study schemes to ensure that all qualified students
have the opportunity to pursue higher education; (6) allocate public resources
to higher education institutions in ways that are transparent and that strengthen
quality and increase efficiency: and (7) provide autonomy in how public insti-
tutions raise and use resources and determine student intake.

Iustitutional Development

Support for institutional development will continue to aim at strengthening
government policymaking and reform implementation as well as the planning
and financial management of higher education institutions. At the national
level, this implies: (1) establishing or strengthening oversight bodies with a
capacity to analyze policy, evaluate funding requests, monitor institutions’
performance, and make information about institutions’ performance available
to students; (2) introducing transparent mechanisms for the allocation of pub-
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lic higher education budgets: and (3) assisting countries to set up or restructure
their student loan and financial assistance systems. At the institutional level, it
consists of technical assistance and financial incentives to strengthen the mana-
gerial capacity of universities and other institutions and their ability to improve
efficiency.

Quality Improvement

World Bank investments in higher education will continue to be integrated into
national strategies that give explicit priority to improving the quality of instruc-
tion and research. This means that (1) Bank investments in higher education are
increasingly targeted to support national and regional programs of excellence.
whether public or private, (2) access to tunding is more and more on a competi-
tive basis, and (3) the Bank is supporting the establishment of accreditation and
performance assessment systems.



CHAPTTEHR O N E

The Challenges and the Constraints

HIGHER education contributes to human resource development
in many ways. Investment in higher education can be a key contributor to a
country’s economic growth. Higher education institutions have the main re-
sponsibility for training a country’s professional personnel, including the
managers, scientists, engineers, and technicians who participate in the devel-
opment, adaptation. and diffusion of innovations in the economy. Such insti-
tutions should create new knowledge through research and advanced training
and serve as a conduit for its transfer, adaptation, and dissemination.

In most countries, higher education also plays important social roles by
forging the national identity of the country and offering a forum for pluralistic
debate. The development of higher education is correlated with economic
development: enrollment ratios in higher education average 51 percent in the
OECD countries, compared with 21 percent in middle-income countries and 6
percent in low-income countries.

During the past three decades, developing nations have invested consider-
able resources in their higher education systems, often with the support of
external aid and lending agencies. Quantitatively, the results in many cases
have surpassed expectations. In most countries, higher education has been the
fastest-growing segment of the education system. Between 1965 and 1990,
enroliment ratios increased very rapidly in most parts of the developing world:
from 1 to 9 percent in North Africa, from 8 to 16 percent in the Middle East,
from 7 to 21 percent in Latin America. and trom 8 to 17 percent in East Asia.
As a result of their investment in higher education, several developing coun-
tries have established a comprehensive infrastructure for advanced training,

15
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have tully indigenized their public bureaucracies, and have used their universi-
ties to foster national unity.

Higher Education in Crisis

Despite the clear importance of higher education for economic growth and
social development, investment in the sector is in crisis in industrial as well as
developing countries throughout the world. In all countries. higher education
is heavily dependent on government funding. and unit costs are high relative
to other segments of the education system. In an era of widespread fiscal
constraints, industrial as well as developing countries are grappling with the
challenge of how to preserve or improve the quality of higher education as
education budgets—and particularly expenditures per student—are compressed.

The crisis is most acute in the developing world, both because fiscal
adjustments have been harsher and because it has been more difficult for these
countries to contain pressures for enrollment expansion, given relatively low
enrollment ratios. In most developing countries, higher education has been the
fastest-growing segment of the education system during the past twenty years,
with enrollments increasing on average 6.2 percent per year in low- and
lower-middle-income countries and 7.3 percent per year in upper-middle-
income countries. This rapid increase has been driven by a high level of
subsidization and in such cases, guaranteed government employment of gradu-
ates. While there are exceptions, the quality of teaching and research has
declined sharply in public higher education institutions in the developing
world. Many public systems operate with overcrowded and deteriorating physi-
cal facilities, inadequate statting. poor library resources, and insufficient sci-
entific equipment and instructional materials. Even in the tormer socialist
nations of Europe and Central Asia. where the growth of enrollments was
limited until 1989. drastic reductions in public funding are jeopardizing the
quality and sustainability of existing programs and even the survival of insti-
tutions. In many countries, internal efficiency is very low and graduate unem-
ployment continues to rise. Serious inequities in daccess and resource alloci-
tion (especially by socioeconomic origin and gender) also persist in many
settings.

Resource Constraints

The number of students enrolled in higher education institutions continued to
rise rapidly in the 1980s, reflecting the pressure ot growing enrollments at the
secondary level and intensified demand for higher education. Adverse
macroeconomic conditions and increased competition for scarce public funds
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have reduced many governments’ capacity to support higher education, and
public expenditures for higher education have fallen. The two trends taken
together represent a sharp decline in real per-student expenditures (see figure
I.1). The effect of the squeeze on resource availability has been exacerbated
by inefficiency in resource utilization.

The decrease in resources has been particularly acute in Africa and the
Middle East. In Sub-Saharan Africa, during the 1980s average public expen-
diture per student declined from $6,300 to $1,500 in real terms. In the Middle
East and North Africa, it declined from $3.200 to $1,900. In the former
socialist countries of Europe and Central Asia, severe declines in resource
availability took place in the early 1990s. In Hungary, for example. higher
education recurrent expenditures fell by 21 percent from 1991 to 1993. To the
extent that it reflects the more efficient use of resources, lower spending per
student is desirable, but the quality of higher education teaching and research

FIGURE 1.1 HIGHER EDUCATION ENROLLMENT AND PUBLIC EXPENDITURE ON HIGHER
EDUCATION
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has deteriorated precipitously in many countries (see box 1.1). Available
resources have been stretched beyond minimal levels of effectiveness. indi-
cated by inadequate statfing and deteriorating infrastructure.

Inadequate staffing. Teacher salaries have been declining in real terms
and. as a result. the ability of public higher education institutions to retain
qualified staft has become a persistent problem in many countries. The more
experienced faculty are leaving higher education for better-paying positions
elsewhere. More commonly, they devote most of their time to outside work to
earn extra income. In Nigeria. for example. public university salaries in 1992
are only 10 percent of their 1978 real value. Because of its unattractive
remuneration scheme, the University of Malaysia has been losing its top
lecturers to the private sector. In Bulgaria. the 35 percent decline in real

BOX 1.1 DECLINING CAPACITY
FOR TEACHING AND RESEARCH
IN AFRICAN UNIVERSITIES

Uganda’s Makerere University and the
University of Dakar in Senegal were
for many years after independence
two of Africa’s premier public univer-
sities. Today, their facilities have de-
teriorated and the quality of instruc-
tion provided is profoundly threat-
ened—the consequence of political
and economic turmoil combined with
chronic underfunding and misalloca-
tion.

In Uganda, Makerere University
and its affiliated institutions account
for 94 percent of all university enroll-
ments. University lecturers receive a
salary equivalent to just $19 per
month. A 1990 survey indicated that
27 senior staff had resigned from the
university since 1989, most to take
employment elsewhere, and that 48
percent of teaching positions were
unfilled. The low salaries have trans-

formed academic work into part-time
employment for many staff. In addi-
tion, many of the residence halls are
accommodating students far in ex-
cess of their physical capacity.

The University of Dakar, originally
designed for 3,500 students, enrolled
nearly 20,000 students in 1991. There
has been a gradual decline in the
physical infrastructure—facilities,
laboratories, libraries, and so on—
because of the lack of resources and
maintenance. This is most evident in
the library, once the largest in the re-
gion. The library’s central air condi-
tioning system broke down in 1980
and has not yet been repaired, plac-
ing the book collection in jeopardy
from heat and dust. The University of
Dakar spends five times more money
every year to buy medicines for its
students and their families than it does
to purchase books or periodicals for
the library.

Sources: World Bank 1992d, 1992e.
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teacher salaries during 1991 as a result of the recession has prompted the
departure of qualified personnel. In Russia, the present economic crisis has
meant reduced tunding for all research institutions, leading to the loss of many
researchers.

Deteriorating infrastrucrure. With continued enrollment expansion ac-
companied by steadily declining real resources. public institutions have be-
come overcrowded. Higher education managers are increasingly concentrat-
ing on meeting immediate operating needs and neglecting the maintenance
requirements of the physical plant. Instructional and living conditions have
deteriorated in many institutions. Examples of infrastructure decay and insuf-
ficient pedagogical resources in classrooms, laboratories, and libraries can be
found in all regions. A survey of thirty-one Sub-Saharan African countries
revealed that the average number of books per student held by university
libraries fell from 49 in 1980 to 7 in 1990.

The decline in academic standards in primary and secondary education
has also affected the performance of higher education systems.

Internal Efficiency

In virtually all countries, the decline in resources has been compounded by
inefficient use. Even though many public facilities are overburdened by stu-
dents, they are also often underused. For instance, many university libraries
are closed evenings and weekends in accordance with civil service regula-
tions. In some countries, the rapid rise in enrollments has led to the prolifera-
tion of uneconomically small, specialized institutions characterized by high
unit costs and significant duplication in their program otferings. In China. for
instance, the number of higher educarion institutions surged from 392 at the
end of the Cultural Revolution to 1.075 in 1989: by 1989. 35 percent of
institutions had fewer than 1.000 students. A 1986 study showed that unit
costs in such small institutions were 50 percent higher than in institutions with
at least 4.000 students. In Central and Eastern Europe. the higher education
sector was deliberately fragmented under socialist regimes tor reasons of
political control.

Low student-staff ratios, high dropout and repetition rates, and low gradu-
ation rates also drive up the cost per graduate. In Brazil, for example, student-
teacher ratios are very low in the federal universities (7:1) so that undergradu-
ate unit costs are equivalent to about $6.000. In Venezuela, costs per graduate
in public universities are seven times higher than in private universities be-
cause of the higher repetition and dropout rates. In Cameroon, the cost per
liberal arts graduate in public universities is $74,000 because of the high
repetition and dropout rates.
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In many countries, a large share of the public higher education budget is
devoted to noneducational expenditures in support of student grants and sub-
sidized student services. While representing only 6 percent of recurrent ex-
penditures in Asia and 14 percent in OECD countries, student support repre-
sents around 11 percent of spending in Central and Eastern Europe and ap-
proximately 20 percent of spending in the Middle East, North Africa, and
Latin America. In francophone African countries, allowances for noneduca-
tional expenses constitute an average of 55 percent of the entire higher educa-
tion budget, while in anglophone Africa they are 15 percent. These high
subsidies to public university students are not only inefficient education in-
vestment but also regressive social spending, because students enrolled in
higher education in all developing countries are disproportionately from the
upper end of the income distribution.

External Efficiency

Two types of external efficiency affect the higher education systems of devel-
oping countries: graduate unemployment and declining research output.

Graduate unemployment. Graduate unemployment in developing coun-
tries rose sharply during the 1980s and continues to rise. This reflects princi-
pally the sluggish growth of aggregate demand for highly skilled labor and
the diminished role of the public sector as the main employer of university
graduates.

Employment statistics by level of education are not available for most
countries, but where statistics exist, they show that the rapid expansion of
higher education has often been accompanied by increasing levels of graduate
unemployment and underemployment. In Asia, North Africa, and the Middle
East, high unemployment for graduates has been recorded in several coun-
tries. For example, in Indonesia, the 1990 unemployment rate among degree
holders was 12.6 percent. In the Philippines, 1988 unemployment was 6.8
percent among those who completed undergraduate education and 19.1 per-
cent for those with graduate degrees. College graduates have had persistently
higher open unemployment rates than those with incomplete primary and
secondary education. In Morocco, the proportion of unemployed graduates
rose from 3.5 to 7.2 percent between 1985 and 1989. In Egypt, unemployment
among university graduates rose from 9.6 percent in 1976 to 16 percent in
1986, as the government policy of absorbing all graduates in the public sector
became unsustainable. and in Jordan, unemployment among higher education
graduates was 16.5 percent in 1991. Many Latin American and African coun-
tries have experienced similar trends. In Venezuela, for instance, the propor-
tion of unemployed university graduates increased from 4 percent in 1981 to
10 percent in 1990.
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Graduate unemployment is likely to worsen in the near and medium terms
since, in many countries, economic stagnation is adversely affecting the
economy’s capacity to absorb the rapidly growing numbers of higher educa-
tion graduates. In Africa. the pursuit of economic stabilization and adjustment
programs will amplity the slowdown of public sector employment growth—
which has traditionally been the main outlet for university graduates—and it
will take time for the private sector to become the main provider of employ-
ment. In the former socialist countries of Central and Eastern Europe, the
transition to a market economy has been marked by large cuts in the number
of jobs in state-owned enterprises and a rapid rise in unemployment, though
this period should be followed by one of increased private sector employment.

In many countries, the problem of graduate unemployment is compounded
by government policies that create serious labor market distortions, inflating
the private returns from higher education. High entry wages determined by
civil service regulations and, in some countries (such as Egypt and Yemen in
the past), guaranteed public sector employment for university graduates are
examples of such distortions. In addition, subsidization of university studies
has contributed to making higher education economically attractive, even
when jobs are not readily available in the wider economy after graduation.
Unless such policies are accompanied by strict rationing mechanisms,
unplanned and fiscally unsustainable growth in enrollment is an inevitable
outcome.

Where government policies determine the size and distribution of student
intake, the allocation of students to different fields of study may have little to
do with market demand or individual aptitudes. In many African countries,
the majority of students are enrolled in the arts and humanities, because these
have traditionally led to government employment, and very few students
pursue natural sciences and engineering programs. In the former socialist
countries of Europe and Asia, on the contrary, enrollments in applied scien-
tific fields are far higher than in other programs because of priority given by
former East Bloc countries to building scientific expertise. In Romania, for
example, more than two-thirds of all university enrollments are in engineering
and technical training programs. and there is currently a dearth of qualified
people with training in the social sciences and management to support the
transition to a market economy.

Declining research output. In most developing countries, universities usu-
ally account for a significant proportion of national research expenditures and
employ the bulk of scientists engaged in research and development work.
However, many countries have failed to utilize their potential for advanced
scientific training and research. The majority of African countries, which
have relatively small scientific communities. have been unable to support
national research efforts and, in some cases. experienced severe erosion of
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their capacity to offer training in scientific and technological fields. For ex-
ample, between 1977 and 1987, mainstream scientific output declined by 67
percent in Ghana and 53 percent in Uganda, as measured by the number
of scientific publications in national and international journals. Declines in
output also took place in Angola, Ethiopia. Mozambique, the Sudan. and
Zimbabwe.

In many Latin American countries. including Argentina, Brazil, and
Mexico, where most research activity takes place in public scientific institu-
tions, university research has had very little impact on the economy. Most
Latin American universities are essentially teaching institutions, and their
research is rarely intended for practical applicarions, reflecting the tradition-
ally low level of university-industry interaction. Moreover. in recent years
state funding for research and development has been declining, as has private
investment in research and development.

When Eastern and Central Europe were under communist regimes, the
separation of scientific research from advanced scientific training was a major
obstacle 1o their ability to contribute to the economy. Since the revolution of
the late 1980s, resources supporting government scientific institutions have
also diminished. and the long-term viability of these countries’ training and
research systems is seriously compromised. Between 1985 and 1988, the
number of publications in the former USSR declined by 10 percent. In the
former Czechoslovakia this number declined by 13 percent, in Hungary by 7
percent, and in Romania by 38 percent.

Only in the newly industrialized economies of Southeast Asia has the
scientific output of universities significantly increased. In the Republic of
Korea and Singapore, contributions to mainstream research grew 609 percent
and 143 percent respectively between [971 and 1985. Between 1985 and 1988
in China the number of publications increased by 75 percent, in Taiwan
{China) by 76 percent, in Korea by 56 percent, and in Thailand by 28 percent.
Korea has been particularly successful in supporting local technological inno-
vations, relying on grants to universities and research centers to foster joint
research projects.

Equity

The rapid growth of enrollments has led to increased access to higher education
for traditionally less privileged populations. including women and students of
rural origin. Teacher training colleges. in particular, have been instrumental in
ensuring a fairer geographic, ethnic, and income distribution of higher educa-
tion enrollments.

However, higher education is still very elitist. Although few countries col-
lect data on the socioeconomic origin of students. household survey data clearly
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indicate that the majority of students come from wealthier families. For ex-
ample, in Latin America, white-collar employees make up only 15 percent of
the population. but their children account for 45 percent of higher education
enrollments. In francophone Africa, white-collar employees represent only 6
percent of the total labor force, but this group accounts for 40 percent of
enrollments. In South Africa, white students comprise about 80 percent of
university enrollments, whereas only 13 percent of the total population is white.
Professionals make up about 10 percent of the populations of Asia and the
Middle East, but their children represent 43 percent and 47 percent of higher
education enrollments, respectively. A principal reason that attendance at ter-
tiary institutions, especially those institutions with the best instruction and
finest reputations, remains heavily biased in favor of students from wealthy
families is that children from poorer fumilies have much more limited access to
good quality primary and secondary education.

Since higher education systems are financed by the entire population but
available only to a small minority, they have a regressive fiscal impact. In
Brazil, 23 percent of the public education budget goes to higher education,
even though higher education represents only 2 percent of the student popula-
tion and draws disproportionately from the highest-income families. Simi-
larly, in Rwanda 15 percent of the budget goes to 0.2 percent of the student
population. In Morocco, only 5 percent of young people eventually obtain
university degrees, but those in this fortunate minority receive 35 percent of
total government expenditures on education.

Despite the fact that female enroliment rates have grown faster than male
enrollment rates. women are stitl sorely underrepresented in higher education
in many countries. While male and female enrollment ratios are relatively
equal in the former socialist countries of Eastern and Central Europe and in
some Latin American countries (for example, Brazil), in 1989 women ac-
counted for only 25 percent of enroliments in Africa, 35 percent in Asia. 36
percent in the Middle East and North Africa, and 47 percent in Latin America
and the Caribbean.

Even in countries where women form a higher proportion of the student
body, they tend to be disproportionately enrolled in non-university institu-
tions. For example, in Lesotho, where women are 63 percent of total tertiary
enrollments, they account for only 49 percent of university enroliments; in
Poland, where women represent 58 percent of all tertiary enrollments, they are
50 percent of university students. In Argentina, women account for 53 percent
of higher education students but only 46 percent of university students.

In addition, women continue to be concentrated in traditionally “female”
fields such as nursing, teaching, and the clerical professions. In Chile, for
example, only 6 percent of engineering students are women, compared with 61
percent of education students and 90 percent of nursing students. In Bangladesh,



24 HIGHER EDUCATION

females constitute 2 percent of enrollments in engineering. as compared with
63 percent in education and the humanities. In Korea, the figures are 2 and 52
percent, respectively. By contrast, in Europe the average proportion of female
students in engineering programs is more than 15 percent.

A major determinant of gender inequality in higher education is low
female participation at the primary and secondary levels. Factors such as
family income and traditional attitudes toward women only amplify the prob-
lem at the tertiary level. Another issue is the gender streaming that occurs in
secondary education. Particularly serious is the low proportion of females
receiving advanced science instruction at the senior secondary level. This is
often the result of lack of positive exposure to science and technology in
primary and lower secondary education. The poor representation of females in
science programs at the university level reflects the smaller proportion of girls
eligible for entry. Sometimes it reveals as well the impact of distorted labor
markets. When women are aware of labor market discrimination and denied
entry into prestigious occupations, most choose to graduate from fields where
such barriers do not exist. Conversely, when women are restricted to “femule™
tields of study. they do not acquire the qualifications necessary to compete in
the open labor market. Their education is geared to a small number of occupa-
tions in the social sectors, where there are fewer prospects for advancement
and where salaries are lower. The exclusion of a large proportion of women
from higher education is not only inequitable; it also reduces economic efti-
ciency and growth.

Underrepresentation of women results in a waste of tulent. In the Univer-
sity of Indonesia, for example. female students outperformed male students.
Holding test scores and the department of enrollment constant, women’s
grade point average was about 0.35 higher than men (on a scale of 4). In the
case of Mauritius, women also outperformed men. Ninety-eight percent of
women passed the diploma level examination, compared with 86 percent of
men. and 94 percent of women passed the degree examination. compared with
81 percent of men. These examples illustrate that increasing the representa-
tion of women could bring about a gain in the quality of students admitted to
institutions of higher education.

Strategies for Reform

The bleak economic outlook makes it unlikely that public financing for higher
education will increase significantly in this decade. Yet in many countries, for
political and social reasons. governments have committed themselves to ex-
pansionary policies aimed at accommodating the growing demand for higher
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education, often without reference to available resources, quality standards.
and labor market demands and at little or no direct cost to students. Unless
reforms are implemented to improve the performance of higher education,
many countries are destined to enter the twenty-first century insufficiently
prepared to compete in the global economy, where growth will be based ever
more heavily on technical and scientific knowledge. But in many countries,
strong student activism and weak governments have prevented the introduction
of critically needed reform.

A number of OECD countries have responded to the funding crisis by intro-
ducing innovative policies during the past decade aimed at increasing higher
education efficiency (such as the Netherlands™ use of funding formulas) and
stimulating greater private funding (as in Australia and Ireland). Despite the
relentless fiscal pressures that most developing countries face, few have made
significant progress in the area of higher education reform. Yet the experience
of a few developing countries such as Chile indicates that it is possible to
achieve a well-functioning, diversified, and growing higher education system
even as public spending per student declines.

Indeed. it is arguable that higher education should not have the highest
priority claim on incremental public resources available for education in many
developing countries, especially those that have not yet achieved adequate
access, equity. and quality at the primary and secondary levels. This is because
of the priority that countries attach to achieving universal literacy; because the
social rates of return to investments in primary and secondary education usu-
ally exceed the social returns to higher education; and because investments in
basic education can improve equity because they tend to reduce income in-
equalities,

Each country needs to weigh carefully the right balance of resource alloca-
tion between the three education subsectors, considering the relative social
rates of return at each level as well as the complementarity which exists be-
tween primary, secondary. and tertiary education. For example, the quality of
higher education 1s determined by the quality of primary and secondary stu-
dents. Higher education specialists participate in curriculum design and educa-
tional research for lower levels. The training of teachers and school administra-
tors is carried out at the tertiary level. Furthermore, the overwhelming fiscal
reality in most developing countries is such that quality improvements and
enrollment expansion in higher education will have to be achieved with little or
no increase in public expenditures.

Having documented the depth ot the higher education crisis, particularly in
the public sector. this study now analyzes the lessons of experience to show
how developing countries can achieve the goals of greater efficiency. quality.



26 HIGHER EDUCATION

and equity in higher education. A review of country experience identifies four
key directions for reform that can help countries achieve these goals without
increased public funding. These are:

B Encouraging greater differentiation of institutions, including the devel-
opment of private institutions (chapter 2)

B Providing incentives for public institutions to diversify sources of fund-
ing, including cost-sharing with students, and linking government fund-
ing closely to performance (chapter 3)

®  Redefining the role of government in higher education (chapter 4)

B  Introducing policies explicitly designed to give priority to quality and
equity objectives (chapter ).

Chapter 6 examines the experience ot the World Bank in supporting higher
education and summarizes the lessons that the Bank is increasingly putting into
practice to support countries in reforming higher education so as to achieve
greater quality, etficiency, and equity.

In no country will achieving these reforms be eusy. As discussed above,
the predominant pattern of public higher education in the developing world
principally benefits the most affluent households, which are also the most
powertul politically. The children of the well-off are heavily subsidized by the
rest of society to attend public universities, reinforcing their economic and
social advantage. Experience demonstrates that breuaking this pattern is essen-
tial, and also that the political difficulty of doing so should not be underesti-
mated. In countries with fragile systems of governance, students with griev-
ances—and there will be grievances it subsidies and privileges are reduced—
can represent a threat to political stability. Governments therefore necessarily
tread warily in introducing reforms that affect the most powertul households
and those with the potential to destabilize political regimes.

Reform requirements and political and economic conditions vary consid-
erably across regions, however, and there is no single blueprint appropriate for
every country. While the four main areus of the report constitute broad direc-
tions for reform, the pace of reform implementation and the relative impor-
tance of various options will obviously depend on specific country circum-
stances such as the pattern of economic growth, the level of income, and the
degree of education development (for example, primary- and secondary-level
coverage, and the existence of private institutions in various education
subsectors). Each country must therefore develop the policy framework that
best fits its particular circumstances. This book draws lessons from a wide
range of country and institutional experiences from both the industrial and
developing worlds. A review of these experiences reveals many clear differ-
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ences but. at the same time. also some convergence in regard to the principal
features of successful higher education reform programs. This book is intended
to capture the commonalities as well as the differences. in order to inform the
process of policy analysis and policy choice in countries intent on improving
the equity, efficiency, and quality of their higher education systems.



CHAPTEHR T WO

The Growing Diversity of Institutions

THE TRADITIONAL model of the European research university,
with its one-tier program structure. has proven expensive and inappropriate to
meet the multiple demands of economic and social development as well as the
learning needs of a more diverse student body. Increased differentiation in
higher education, that is, the development of non-university institutions and
the growth of private institutions. can help meet the growing social demand
for higher education and make higher education systems more responsive to
changing labor market needs. The decisions by which countries manage the
pace and pattern of enrollment growth through increased differentiation affect
significantly the amount of public resources available to finance higher edu-
cation. Some countries have succeeded in this regard, developing a range of
institutions with a variety of missions, such as short-cycle programs and open
learning systems, and promoting private institutions to complement the public
network. A recent study (Tan and Mingat 1992, p. 11) observed that:

The achievement of Asian education becomes all the more remarkable
when levels of government spending on education are compared across
regions. Expressed as a percentage of GNP, governments in Asia spend less
on education than governments in all other regions. This apparent para-
dox—high coverage despite relatively little fiscal effort—gives a first
indication that as a determinant of education development, public policies
in the sector are at least as important as the size of public spending.

28
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Differentiating Institutional Missions

Higher education systems may be classified into three broad categories ac-
cording to the degree of institutional differentiation: (1) an undifferentiated
public or “university-based™ system, which consists only of public universi-
ties; (2) a “differentiated public” system. which consists only of public insti-
tutions but includes a significant number of non-university tertiary institutions
as well as universities: and (3) a “ditferentiated public plus private™ system,
which has both public and private institutions.

As illustrated by figure 2.1, the degree of diversification tends to increase
with country income. Among low-income nations. higher education systems
are entirely public “university-based™ in 61 percent of the cases: in this in-
come group 26 percent of countries belong to the “differentiated public”

FIGURE 2.1 DEGREE OF DIFFERENTIATION OF HIGHER EDUCATION SYSTEMS
BY INCOME LEVEL
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category and only 13 percent to the “public/private differentiated” group. By
contrast, in the upper-middle-income group, only 15 percent of countries are
purely “university-based,” 54 percent have “differentiated public” systems,
and 31 percent have differentiated systems with both public and private insti-
tutions.

Among all world regions, Asia is the continent where ditferentiation ef-
forts have been the most extensive and most effective. Thailand, for example.
has established two open universities and several regional universities to
augment Bangkok's four prestigious national universities. China has set up a
network of provincial universities and a television university for distance
education. India has 3 million part-time students enrolled in correspondence
courses, along with its 4 million regular full-time students. Indonesia, the
Republic of Korea. and the Philippines have relied heavily on the private
higher education sector to accommodate most of the social demand for ter-
tiary education.

In the Middle East and North Africa, Jordan displays the most institu-
tional variety. In Jordan, 52 percent of the total student population is enrolled
in public and private community colleges or in teacher training institutes. In
Africa, where most higher education systems consist predominantly of public
universities, Nigeria and Kenya stand out as the countries with the most
differentiation in their higher education systems. Besides the 21 federal uni-
versities, Nigeria has 8 state universities, | military university, 31 polytech-
nics. 45 colleges of education, and 33 other higher education institutions. In
Kenya, 3 national polytechnics and 11 private colleges operate alongside the
public universities and teacher training institutions.

In Latin America, the differentiation of higher education has been driven
by the growth of private institutions. This is especially true in Chile and
Brazil. Until 1980, Chile had only a few universities (two public and six
private). But 4 major higher education reform implemented in the early 1980s
has brought about the establishment of 82 professional institutes (PIs), 168
two-year technical centers (TCs), and the division of the two national univer-
sities into 12 smaller ones. Enrollments in higher education have doubled as a
result, with most of the expansion occurring in non-university private institu-
tions (Pis and TCs). During the same period, the share of public expenditures
on higher education in GDP declined from 1.65 percent to (.45 percent. Brazil
has 21 federal universities, 13 state universities, 5 municipal universities, and
61 private universities, in addition to a large number of state and private non-
university institutions.

In a number of Eastern and Central European countries, the situation that
prevailed before the democratic revolution of the late 1980s was one of insti-
tutional fragmentation, where a lurge number of small, narrowly specialized,
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uncoordinated institutions operated under many different government au-
thorities. In recent years, attempts have been made to consolidate the various
networks of higher education institutions and to provide a viable legal and
policy framework for the increasingly differentiated higher education pro-
grams and institutions needed to meet the challenge of the transition to a
market economy.

Developing Non-University Institutions

During the last two decades. enrollments in non-university institutions, both
public and private. have grown faster than in traditional universities. In East
Asia, for example, the average annual growth of university enrollments was
11 percent between 1975 and 1980 and 6 percent between 1980 and 1988, as
compared with 24 and 10 percent for non-university institutions in the same
periods. Several types of non-university institutions have evolved in various
countries, for example, polytechnics. short-cycle professional and technical
institutes, community colleges, and institutions offering distance education
and adult education programs.

The principal advantages of such institutions include lower program costs,
which reflect shorter courses, lower dropout rates, and lower per-student
annual expenditures. In Tunisia, for example, a network of two-year technol-
ogy institutes has recently been established. The lower cost per graduate is
expected to bring about an overall 12 percent decrease in the average cost of
higher education graduates in the country. In Ghana, unit costs at non-univer-
sity institutions, such as the diploma-awarding colleges. are only 40 percent of
the average cost of university education. In the Pacific [slands. the unit costs
of technical institutions in agriculture. marine studies, and nursing are be-
tween 30 and 50 percent of unit costs at the University of the South Pacific. A
similar pattern exists in Bulgaria, which has a three-tier system of higher
education (universities, higher institutes, and technical institutes). Average
costs at the universities are 15 percent more than at the higher institutes and 95
percent more than at the technical institutes. The technical institutes account
for only 10 percent of the higher education budget, but they enroll almost 20
percent of post-secondary students.

Many non-university institutions offer training opportunities that respond
flexibly to labor market demand rather than supply-side factors. In Brazil, tor
example, the Technology Centers of SENAI (National Industrial Training Ser-
vices) operate multi-disciplinary programs in various technical fields. As
Poland moves toward a market economy. the government is setting up five
short-cycle institutes of technology on the assumption that such institutions
are more likely than traditional university programs to produce the types of
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skilled labor demanded in a market economy. In Singapore. the employment
prospects for graduates of polytechnics are so good that many talented stu-
dents seek entry into the vocationally oriented polytechnics rather than the
regular academic programs offered by the universities.

In the engineering education tield, a new distinction has appeared be-
tween “engineering scientists” and “applied engineers.” The former are in-
volved in more analytical and abstract work. whereas jobs filled by the latter
tocus on production processes. The new programs in applied engineering,
which are typically offered in polytechnics and equivalent institutions, stress
a broad spectrum of engineering applications in production, manufacturing,
and testing. They are complemented by engineering technology programs in
two- or three-year institutions at the diploma or associate degree level. These
institutions include community colleges. colleges of applied arts and technol-
ogy, and technology institutes. In the developing world. Mexico is an example
of a country that has established an extensive network of technology institutes
with a more applied focus.

Non-university institutions help meet the demand for improved access to
higher education by minority groups and underprivileged students. For ex-
ample, women’s colleges and polytechnics such as the ones established in
Bangladesh and India respond to the educational needs of girls in small towns
and rural areas. In India, while all the Industrial Training Institutes (I1Tls)
enroll women, 132 separate women’s IT1s have been established to encourage
women to obtain vocational training. Initially. training was otfered in the
largely “female™ occupations such as tailoring, dress designing. hairdressing.
and cooking. But these programs have been redesigned to address the needs of
modern industry. and subjects such as electronics, computer science. systems
control, and instrumentation increasingly attract female applicants. Teacher
training colleges and technical training institutions, which are the most local-
ized in their recruitment and mission, are in many countries effective in
increasing participation by educationally and economically disadvantaged
groups.

However, two risks have to be considered in the development of non-
university institutions. First, when such institutions are perceived to be sec-
ond-rate. there is a risk of student discontent, as has developed in countries
where the public technical institutes are underfunded and become dead-end
institutions serving as “academic parking lots™ for surplus students. In Egypt,
which has one of the largest higher education systems in the developing
world, the government has addressed the social demand issue by restricting
access to the thirteen universities und creating a network of two-year post-
secondary technical institutes for secondary graduates who do not qualify for
the universities. The technical institutes have expanded rapidly during the last
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fifteen years and now enroll about 40 percent of those leaving the secondary
schools, but the financial. human. and material resources needed to sustain
good-quality programs have not been forthcoming. As a result. the quality of
learning is low and graduates cannot find good jobs.

Second, there is a risk of “academic drift” associated with the develop-
ment of non-university institutions. There have been numerous instances of
non-university institutions being diverted trom their original academic mis-
sion and being upgraded gradually to full-fledged universities, thus defeating
the purpose of providing alternative educational opportunities. In Egypt, for
example, Helwan University was founded in 1975 by combining several tech-
nical institutes into i university. Between 1968 and 1975, the programs at
Helwan Higher Institute of Technology were based on the German model of
the “Fachhochschule™ (a specialized technical institute) and received support
from the Federal Republic of Germany. But the lack of academic and profes-
sional recognition by the Supreme Council of Universities and the Syndicate
of Egyptian Engineers put pressure on the Helwan Institute to transform itself
into a full degree-granting university. The recent abolition of the distinction
between universities und polytechnics in the United Kingdom is a manifesta-
tion of a similar trend among British polytechnics.

Distance education and open learning programs can be effective in in-
creasing access, at modest cost, for underprivileged groups that are usually
poorly represented in university enrollments. In India. 41 percent of the stu-
dents enrolled in open universities and other distance education programs are
women. compared with only 32 percent in tormal university programs. Dis-
tance education can be an effective way also to provide lifelong education and
upgrade skills, as when used for in-service teacher training. In the last two
decades, distance education has rapidiy expanded in Bangladesh. China, In-
dia. Indonesia. Korea, Pakistan, the Philippines, Sri Lanka, and Thailand.
Thailand’s two open universities. Ramkhambaeng and Sukhothai
Thammathirat, have been the government’s principal instrument for expand-
ing access to students from the poorest social strata, especially in urban areas.
Operating on a self-financing basis, the open universities account for 62
percent of Thailund’s higher education enrollments. Distance education pro-
grams can also be designed with a regional (multinational) clientele. For
example, UNISA, the Open University of South Africa, draws 15,000 of its
120,000 students from neighboring countries.

Distance education programs are usually much less expensive than con-
ventional university programs, given the higher student-teacher ratios (see
table 2.1). In Thailand. for instance. the average ratio is 8:1 in the selective
public universities, compared to 745:1 in the open universities. To appreciate
the relative merits of open universities and conventional institutions, it would
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also be useful to compare labor market outcomes, but comparative data on this
aspect are generally not available.

Private institutions are an important element of some of the strongest
higher education systems to be found today in developing countries. They can
respond efficiently and flexibly to changing demands of students and chang-
ing labor market conditions. Furthermore, private provision of higher educa-
tion increases educational opportunities at little or no direct public cost,
especially in countries where public institutions are very selective. Govern-
ments can encourage the development of private higher education to comple-
ment public institutions as a means of managing the cost of expanding higher
education enrollments, increasing the diversity of training programs. and broad-
ening social participation in higher education. In a number of countries, the
majority of students are enrolled in private higher education institutions: for
example, 86 percent in the Philippines, 75 percent in Korea, and 60 percent in
Bangladesh, Brazil. Colombia, and Indonesia (see figure 2.2). In these coun-

TABLE 2.1 DISTANCE UNIVERSITIES IN ASIA: COST AND EFFECTIVENESS DATA

Costistudent (1)2). Ruie,
Country and Distance  Conventional in Measure in
institution Type of cost (1 2) percent used perceat
Thailand: sTOU  average cost B 7.023 B 49957 14.1 Percent 50
per graduate dropouts
Pakistan: AlOU  average cost Rs 4585  Rs 20960 219  Mean 42.5
per student rate of
1988 est. dropouts
for all
courses

China; CRTVU average cost Y 1.000 Y 2,000 50.0  Percent 69

per student graduated

1981 in 1982
from 1979
enrollees

Rep. of Korex:  total cost per  USS$125 US$1.250 10.0  Percent 50
KACU student per dropouts
year 1981 after first
vear of study

Note: STOL: Sukhothai Thammathirat Open University: A10U: Allama Igbal Open University: CRTVU:
Chinese Radio and Television University: KACU: Korea Air and Correspondence University.

Source: Lockheed. Middleton, and Nettleton 1991,
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FIGURE 2.2 SHARE OF ENROLLMENT IN PRIVATE HIGHER EDUCATION

{percent)

Philippines
Rep. of Korea
Japan
Belgium
Indonesia
Colombia
India

Brazil
Bangladesh
Netherlands
Nicaragua
Paraguay
Jordan

Peru
Ecuador
Chile

Zaire

Nepal
Portugal
United States
Guatemala
Thailand

El Salvador
Mexico
Venezuela
Argentina
Honduras
Rwanda
Malaysia
Bolivia

ltaly

Spain
Papua New Guinea
Kenya
Zimbabwe
Panama
Dominican Republic
Austria
Sweden
Pakistan

{ { .|

1 |
20 40 60 80

Note: Inthe few Western European countries which have a high proportion ot enrollments in private
institutions (lor example, Belgium and the Netherlands). higher education continues 1o be almost entirely

linanced by the state which subsidizes both public and private higher education institutions.

Source: World Bank data.




36 HIGHER EDUCATION

tries, access to higher education has been substantially broadened without
imposing an unsustainable financial burden on the government budget.

There is often greater variation of quality within the private sector than
between public and private institutions. On the one hand, private universities
are among the top universities in several countries, such as Colombia, Peru.
and the Philippines. On the other hand. the quality of training at many private
institutions. which tend to offer programs in a limited number of disciplines
where teaching costs are relatively low (such as accounting or law. compared
with physics or medicine), is less than satisfactory. For instance, in the Philip-
pines. differences have been observed between private nonprofit and for-
profit colleges and universities. The nonprofit institutions are typically smaller
and more selective and have higher private costs than the for-profits. In addi-
tion, graduates from the nonprofit institutions eventually get higher-paying
Jobs than graduates from proprietary institutions, reflecting the better quality
of those institutions as perceived by employers.

Furthermore, the expansion of private higher education in the absence of
cost recovery in the public sector and loan or grant programs for the poor can
produce a double inequity. The most privileged students move from the best
(often private) secondary schools into free public universities, while the poorer
students end up paying for the lesser-quality education offered by private
tertiary institutions. In Thailand, 74 percent of the students attending the best
public universities come from middle- and upper-income families. and the
fees paid by students represent only 7 percent of recurrent costs at these elite
institutions. In Brazil's federal universities. which charge no tuition. 44 per-
cent of students come from families in the top 10 percent of the income
distribution, whereas only 18 percent come from families in the bottom half of
the income distribution. Unless cost-sharing is also introduced in public uni-
versities, diversity and equity objectives cannot be effectively served by the
growth of private higher education.

The lack of an appropriate legal and policy framework can impede the
growth of private higher education (see box 2.1). Recent experience in Kenya
has shown that the contribution of private higher education is most positive
when the government creates a basic and consistent regulatory framework that
allows the private higher education sector to flourish. Such a framework
avoids restrictive regulations which suffocate private initiatives—such as the
prohibition that some countries still maintain on the provision of private
higher education. Policies to encourage private higher education involve es-
tablishing appropriate accreditation and program evaluation mechanisms, pro-
viding technical assistance for curriculum development and institutional
management. avoiding disincentives such as tuition price controls and. some-
times. offering financial incentives to support the development and qualita-
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tive improvement of private higher education institutions. For example. the
new Higher Education Law in Colombia (December 1992) provides for an
accreditation system for both public and private institutions. In several coun-
tries (for example, Chile and Colombia), admission to both public and private
higher education institutions is determined by a national examination, and
merit scholarships are available to students attending both types of institu-
tions. This provides incentives to public and private institutions alike to com-
pete on the basis of quality.

The availability of public subsidies is an important factor in explaining
the growth of private higher education in countries such as Indonesia. Japan,
Korea, the Philippines, and Thailand. In Indonesia. for example, private higher
education institutions receive significant subsidies through the assignment of
some staff in government service to teach in these institutions. The develop-
ment of private institutions can also be fostered through tax exemptions (Bra-
zil, Mexico), direct monetary grants (Chile and India), and subsidized land
grants (Iran, Kenya. and Uganda) (see box 2.2). This, however, is not an

BOX 2.1 PRIVATE HIGHER EDUCATION
IN FORMER SOCIALIST COUNTRIES:

THE NEED FOR AN APPROPRIATE

LEGAL AND POLICY FRAMEWORK

A nascent private sector exists in
Central and Eastern Europe, but its
growth is impeded by the lack of an
appropriate legal and policy frame-
work. Hungary, Bulgaria. the Czech
Republic, Poland, Romania, and the
Slovak Republic are all exploring pri-
vate initiatives. Given that public sec-
tor financing will be significantly
decreasing at the very time that these
countries are trying to “catch up with
the rest of Europe” in terms of the
proportion of the age cohort enrolled
in higher education, private institutions
and private financing can play a criti-
cal role. One example of private ini-
tiative is the City University in
Bratislava, modeled after the public
Open University in the United King-

dom. In Poland, besides the presti-
gious Catholic University of Lublin,
which has been in existence for along
time, five new private higher educa-
tion institutions have recently started
to operate. In Romania, about sixty
private higher education institutions
have recently been established, of-
fering courses in commerce, com-
puter science, and foreign languages,
with a total enroliment of more than
80,000 students. However, many fail
after only a few months because of
poor management and under-
capitalization. The development of
private higher education institutions
is constrained in the region by the
absence of a legal framework for rec-
ognition, accreditation, and certifica-
tion, although Hungary and Romania
have made such provisions in pend-
ing education laws.

Source: Richards 1992a.
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BOX 2.2 IRAN'S ISLAMIC AZAD
UNIVERSITY

Iran’s Islamic Azad University (1AU), a
privately financed, nonprofit institution
founded in 1983, is possibly the larg-
est private higher education enterprise
in the world. By all measures, the in-
stitution has experienced spectacu-
lar growth during the past ten years.
Student enroliments have increased
from 2,500 to more than 300,000,
degree programs from 10 to 126, and
the number of campuses from 9 to
116, located in 105 cities. In addition,
a dynamic construction program is
underway: 70 of 116 campuses are
currently engaged in construction
projects, of which 30 involve brand
new integrated campuses designed
to house some 15,000 to 50,000 stu-
dents each.

IAU students now represent some
40 percent of total higher education
enrollments in the country, while the
remaining 60 percent attend the pub-

lic, tuition-free system. Remarkably,
this has been achieved without state
support for recurrent expenditures,
most of which are covered by stu-
dent tuition. The state has helped the
university’s capital development by
providing land and building grants
during campus start-up; private do-
nations from local businesses and
civic groups have also been instru-
mental.

The rapid expansion, however,
coupled with the quasi-exclusive reli-
ance on student tuition for recurrent
spending, has also led to some quali-
tative deficiencies: only 14 percent of
faculty are full-time, laboratories and
libraries lack basic provisions, and
central management tools are weak
or nonexistent. The university’s cur-
rent long-term development plan, with
its increased emphasis on educational
quality enhancement, aims at re-
dressing these deficiencies.

Source: Islamic Azad University 1992.

argument for subsidizing the private sector. Financial incentives to stimulate
the development of private institutions can only be justified on the grounds
that they provide a means of expanding enrolliments at lower public cost than
by expanding public institutions.

Income from student tuition fees frequently accounts for a very high
proportion of the recurrent budgets of private institutions in developing coun-
tries, much higher than in many private institutions in industrialized econo-
mies. Since demand for private schooling in developing countries tends to be
very price- and income-elastic. it can be difficult for private institutions to
improve instructional facilities. offer new high-cost programs of study, or
increase the proportion of full-time staff without altering the socioeconomic
selectivity or the size of enrollments. Governments can help in two ways.
First, private institutions must be allowed to set their own fees and exercise a
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substantial measure of autonomy in determining the composition of their
student bodies and the types of academic programs they offer. Second, gov-
ernment loans and scholarships can be made available to financially needy
students attending private institutions, All other capital grants, research fund-
ing. and other financial support for quality improvements can be made equally
available to public and private institutions on the basis of the quality of their
proposals. This serves the long-term objective of establishing a level playing
field for all higher education institutions. public and private alike. using
competition for public resources as a stimulus for improved quality and in-
creased efficiency, as has been done in Brazil and Korea with a competitive
peer review process for research funding, and in Chile with the merit scholar-
ship program.



CHAPTER THREE

Diversifying the Funding of Public
Institutions and Introducing Incentives
for Their Performance

IN ALL countries. public institutions will continue to educate a
large share. if not the majority, of students even if the role of the private sector
is strengthened and most new enrollments are channeled into private institu-
tions. Experience shows that if public institutions are to achieve higher quality
and greater efficiency. governments will need to implement sweeping reforms
in financing designed to:

B Mobilize greater private financing for public higher education

® Provide support to qualified students unable to pursue advanced studies for
reasons of inadequate family income

B Foster efficiency in allocating and utilizing resources among and within
public institutions.

Mobilizing Greater Private Financing

There are several main ways in which governments can mobilize greater
private financing: cost-sharing with students, raising funds from alumni and
external sources. and engaging in other income-generating activities.

40
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Cost-Sharing with Students

The financial base of public higher education can be strengthened by mobiliz-
ing a greater share of the necessary financing from students themselves, who
can expect significantly greater lifetime earnings as a result of attending
higher education institutions and who often come from families with ample
ability to contribute to the costs of higher education. Cost-sharing can be
pursued by charging tuition fees in public institutions and eliminating subsi-
dies for noninstructional costs. Governments can permit public institutions 1o
establish their own tuition and fees without interference. Governments can
focus on providing prospective students with objective information about
school quality. Countries can also eliminate all subsidization of noninstructional
expenditures such as housing and meals.

A growing number of developing countries are moving in the direction of
cost-sharing (see figure 3.1). Income from student fees in public universities is
22 percent of recurrent expenditures in Viet Nam, 36 percent in Chile, 40
percent in Jordan, and 46 percent in the Republic of Korea. Singapore, which
has increased tuition gradually since 1986 and substantially since 1989, now
has a policy of automatic 5-7 percent annual increases in student tuition fees
to keep pace with wage and other cost increases. In China, as a result of a new
student funding system in place since 1989. tuition for regular students is set
at about 9 percent of unit costs. However. self-supported students—those
admitted on a lower entrance examination score than that required for regular
subsidized students—pay tuition fees ten times higher than regular students,
fully covering instructional costs. In Hungary, tuition fees are being intro-
duced for students who do not obtain high marks. In Botswana and Ghana.,
subsidies for student meals have been eliminated. the catering function
privatized, and significant cost savings have been achieved.

At present, tuition fees account for more than 10 percent of recurrent
expenditures for public higher education in only 20 countries. The importance
of fees is not directly related to the income level of a country. The proportion
of countries with significant cost recovery in public institutions is relatively
the same for low-income (13 percent), lower-middle-income (17 percent), and
upper-middle-income groups (15 percent). However, there is variation across
regions. Sub-Saharan Africa, North Africa, the Middle East, and Eastern
Europe have little or no tradition of cost recovery in public higher education.
The situation is quite different in the Latin American and, especially, Asian
regions. In one out of five Latin American countries and in half of all Asian
countries public institutions charge tuition that generates, on average, more
than 10 percent of recurrent expenditures in public higher education.
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FIGURE 3.1 TUITION FEES AS A PROPORTION OF RECURRENT EXPENDITURES IN PUBLIC
HIGHER EDUCATION INSTITUTIONS
(percent)
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Funding from Alumni and External Sources

A second strategy for diversifying the financial base of public higher educa-
tion is mobilization of donations and endowments from alumni and private
industry. These contributions, essentially gifts to the universities, can take
many forms, including funding for the construction of new facilities. the
endowment of professorial chairs, donations of scientific equipment, books
and art, or provision of scholarships for needy students. The University of the
West Indies, for example, recently convened its first alumni conference and
obtained $600.000 in pledges to support capital investments and establish a
scholarship fund. Firms or government ministries sometimes offer bonded
scholarships, for which the recipients are obliged to work for the firm after
graduation. In Chile, Indonesia. Thailand. and Venezuela, private industry
provides scholarships or subsidized loans for talented students. usually near
the completion of their studies.

This kind of philanthropy is trequently a response to tax regimes that
encourage such donations. Tax incentives in Chile, for example, give private
companies a tax exemption on 50 percent of their donations to universities.
India is the developing country with the most generous tax concessions on
philanthropic contributions to universities: 150 percent of individual and cor-
porate contributions are tax deductible. While this has prompted a significant
increase in donations, particularly in the endowment of protessorial chairs,
income trom donations remains modest in relation to total university expendi-
tures (only 0.6 percent).

The establishment of trust funds with initial support from the external aid
and lending community can be a useful form of endowment, especially in
small states with a limited economic base. The University of the South Pa-
cific, for example, recently received a Japanese grant designed to finance a
particular university department for a fixed period and, at the same time, build
up an investment fund that would generate enough revenue to support the
department beyond the project’s end.

Income-Generating Activities

A third strategy for public institutions is the pursuit of income-generating
activities such as short vocational courses. contract research for industry, and
consultancy services. Governments can encourage this, and particularly can
avoid the disincentive of reducing government budget allocations to public
institutions to offset incremental resources raised by the institutions from
outside sources. Positive incentives could include government matching tfunds
linked to outside income in some ratio or the inclusion of income generated
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from outside sources as a positive element in funding formulas. Among the
ways in which higher education institutions can generate income are short-
term training courses and contract research.

Short-term training courses. Short-term instruction courses for enterprises
or individuals. organized to complement regular teaching and research activi-
ties, can generate significant revenues. They can provide additional income to
staff, generate additional revenues for the universities and colleges. and pro-
vide market-relevant skills for the economy. In Viet Nam, for instance, the
transition to a market economy has created a large demand for short-term
courses that upgrade skills: virtually all universities and colleges now offer
English language programs and most sponsor night courses in computers and
information technology. A recent survey indicated that Vietnamese universi-
ties now receive about 8 percent of their revenue from these sources.

Contract research. Contract research can include business services and
economic studies for government and private industry, in addition to applied
scientific and technological research. Separate legal and management struc-
tures are often employed to ensure efficient provision of services. This is the
case of the Korean Advanced Institute for Science and Technology. which
provides such services under separate management. Public higher education
institutions can also be encouraged to seek additional outside funds by match-
ing grants. In Singapore, for example. the government matches private re-
search grants won by higher education institutions.

The Scope for Funding Diversification

In virtually ull developing countries, it public higher education institutions
wish to increase their overall level of financing or improve their financial
stability, mobilizing a greater share of their revenues from nongovernment
sources will be essential. Even those countries which devote a significant
share of national budgetary resources to higher education can rarely avoid
year-to-year fluctuations in funding, which can make it very difficult for
institutions to manage their activities efficiently. Eliminating noninstructional
subsidies, introducing (or increasing) fees. pursuing donations, and undertak-
ing income-generating activities will provide institutions with a more diversi-
fied and stable funding base. An indicative target could be for public higher
education institutions to generate income covering about 30 percent of their
total recurrent expenditure requirements from nongovernment sources. This is
reasonable, given that several countries have already achieved this percentage
with tuition fees alone. The time required to reach this target will vary with
country circumstances, however, and countries such as Chile, Jordan, and
Korea that have already achieved this degree of resource diversification may
well want to go further. In addition to reducing their dependence on public
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financing and their vulnerability to budget fluctuations, the active mobiliza-
tion of funds from the private sector makes institutions more responsive to
market signals. Cost-sharing with students also creates important incentives
for students to select their programs of study carefully and to minimize their
time in school.

The marginal benefits of revenues obtained through fees and other in-
come-generating activities that institutions can themselves control can be
very high, especially in countries where budgetary support transterred by the
government is largely or fully absorbed by salaries. If the incremental re-
sources generated by institutions are used to purchase pedagogical materials
such as textbooks and laboratory supplies, to supplement staff salaries, or to
fund professional growth activities such as postdoctoral study, sabbatical
leave, or travel to professional conferences. these additional resources—mno
matter how minor a share of total spending——cun have a perceptible impact on
education quality.

A critical feature of any policy to encourage funding diversification is to
allow incremental resources to remain available in significant measure for use
in the institutions which mobilize them. Policies that seek to expropriate
resources obtained by the efforts of individual institutions for use by a central
authority are self-defeating because they destroy the institutions’ incentive to
look for savings or generate income.

Financial Support for Needy Students

Little information is available on the capacity of students to pay for university
education in systems where tuition and fees are absent or set at token levels. In
countries with a large network of private higher education institutions, such as
Brazil and the Philippines, there is clear evidence that middle-class families
are willing and able to pay the full cost of higher education at private institu-
tions, including at expensive, high-quality institutions. The large number of
privately sponsored students from developing countries that attend universi-
ties in industrial countries is another indication of that willingness. A recent
World Bank study of Latin American countries has estimated that, given the
prevailing pattern of income level and distribution in these countries, it would
be reasonable to expect students (and their parents) on average to contribute
25 to 30 percent of the per-student cost of public higher education.

At the same time, this study and a recent study on Indonesia have shown
that poorer households, or those with more than one family member enrolled
in higher education, may not be able to afford university fees. Clearly. cost-
sharing cannot be implemented equitably without a functioning student loan
program to make funds available to all students who wish to borrow for their
education and without scholarship programs that guarantee necessary finan-
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cial support to academically qualified poor students unable to absorb the
direct and indirect (forgone earnings) costs of higher education.

Fixed Repayment Loan Schemes

To assist students in meeting the costs of higher education, many countries
have introduced loan schemes, covering tuition or student living expenses, or
both, which are repaid from subsequent earnings after graduation. Experience
to date with existing loan schemes in some fifty industrial and developing
countries, more than halt of them in Latin America and the Caribbean, has
been disappointing. Because of heavily subsidized interest rates, high default
rates, and high administrative costs, the repayment proportion ot loans (the
“loan recovery ratio”) has not been very significant (see table 3.1). In some
cases, the financial performance of loan schemes has been so unsatistactory
that it would have been cheaper to substitute loans with outright grants. Even
those loan schemes that have functioned reasonably well are quite small in
scale (covering less than 10 percent of the student population), and it is
unclear whether efficient administration could be maintained if the programs
were expanded substantially.

Improving the efficiency and broadening the coverage of existing student
loan programs are major challenges for developing-country governments (see
box 3.1). Despite the poor performance of many loan programs, the experi-
ence of Colombia and the Canadian province of Quebec, for example, shows
that it is possible to design and administer financially sustainable programs.
Sustainable loan programs require an effective collection agency, with incen-
tives to minimize evasion and default. Interest rates must be raised to levels
that are positive in real terms if loan programs are to be financially sustain-
able. An alternative approach to the programming of loan repayments conisists
of designing scheduled repayments so that initial payments are smaller than
later ones to approximate the trend in expected income. Such graduated re-
payment plans can minimize the burden on graduates and improve loan recov-
ery rates.

Income-Contingent Loans

A growing number of countries are adopting income-contingent loan systems,
in which loan repayments are fixed proportions of a graduate’s annual in-
come. Although experience to date is limited, such systems achieve a better
balance between effective cost recovery and risk to the borrower. Administra-
tion is generally simpler and cheaper under such schemes because loan recov-
ery is handled through existing collection mechanisms, such as the income tax
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TABLE 3.1 HIDDEN SUBSIDIES AND GOVERNMENT LOSSES ON SELECTED STUDENT LOAN
PROGRAMS

Average loan recovery ratio (percentage of loan)

Excluding default Including default

Country or province and administrative cost and administrative cost Yeur
Mortgage loans

Brazil 1 19 2 1983
Venezuela 77 8 1991
Kenya 30 8 1989
Jamaica | 26 8 1987
Colombia | 27 13 1978
Chile S2 18 1989
Honduras 49 27 1991
Indonesia 43 29 1985
Brazil I 38 29 1989
Sweden 1 39 30 1988
Jamaica 1l 44 30 198%
Denmark 18 38 1986
Japan 50 40 1987
United States 71 47 1986
Finland 65 48 1986
Norway 67 s2 1986
Colombia 11 71 53 1985
Hong Kong 57 53 1985
United Kingdom 74 59 1989
Quebec. Canada 69 63 1989
Barbados 87 67 1988
Income-conringent loanys

Australia 52 43 1990
Sweden 11 72 67 1990

Note: Some countries have more than one program. 1" and 117 refer 10 these.
]
Sourcer Albrecht and Ziderman 1992a.

service or the social security system. Income-contingent loans are also more
equitable and satisfy more fully the ability-to-pay principle, since graduates’
payments are in proportion to their income. For example, the new student
support scheme in Sweden minimizes the risk of student default by limiting
repayments to 4 percent of income after graduation. Ghana has adopted a
similar new student loan program which will collect payments through the
social security system. In Australia, income-related loan payments are made
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BOX 3.1 TWO CONTRASTING
EXPERIENCES: STUDENT LOAN
PROGRAMS IN THE UNITED
STATES AND COLOMBIA

The Stafford Loan Program has been
the principal federal government
mechanism for promoting access to
higher education in the United States.
Under the program, all post-second-
ary students who meet financial need
criteria and are enrolled in accred-
ited institutions have access to gov-
ernment-subsidized loans from
private commercial banks. Loans can
be used at public or private institu-
tions, including vocationally oriented
proprietary institutions. The federal
government acts as the loan guar-
antor and pays a direct administra-
tion fee to the financial institutions
handling the loans.

Since its inception in 1964, the U.S.
studentloan program has helped mil-
lions of students from middle- and
low-income families to attend college

or to attend higher-quality institutions
than they would otherwise have been
able to afford. It has allowed the
United States to achieve high par-
ticipation rates in higher education
at a much lower cost to government
than if that education were provided
free to all students. Nonetheless, de-
cisions in the 1970s to try to increase
further the access of low-income stu-
dents to higher education by making
subsidized loans available for study
at vocationally oriented proprietary
institutions, in addition to traditional
colleges and universities, have made
for an increasingly costly program.
During the 1980s, approximately 17
percent of borrowing students failed
to repay their debts, resulting in a $3
billion annual government loss. The
growing problem of default appears
to stem from the high risk involved in
guaranteeing loans to all students,
without attempting to screen for the
quality of the students who receive
support or the institutions they plan

through the income tax system. The rate of repayment is 2, 3. or 4 percent of
taxable income. depending on how much a graduate earns. The existence of a
comprehensive student loan system has enabled Australia to introduce cost-
sharing in public higher education and achieve a 30 percent expansion in
enrollments during the past five years without a significant increase in public
subsidies.

Income-contingent loans offer considerable promise. However. their fea-
sibility depends heavily on the existence of a reliable income taxation system
or social security system with access to accurate information about individu-
als” income and with the administrative capacity to handle loan collection.

Grants and Work-Study Schemes

Government involvement in student loan programs can help ensure that loans
are available to academically qualified low-income students. But, in addition
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to attend. For example, subsidized
loans are available for study even at
institutions that do not require stu-
dents to have a secondary school
diploma. Default is by far the highest
in proprietary and two-year institu-
tions. In 1989, the rate was 33 per-
cent among students at proprietary
schools but only 7 percent among
students attending four-year institu-
tions. The experience of the federal
student loan scheme in the United
States indicates the important ben-
efits that student foan programs of-
fer at the same time as it indicates
some of the inherent risks of such
lending and, particularly, the way
risks can increase as program cov-
erage is extended to a broader and
more diverse pool of beneficiaries.
The Colombian Institute of Educa-
tional Credit and Training Abroad
(ICETEX) student loan program gave
its first student loan in 1952 and pro-
vides loans to help students from low-
income groups attend higher

education institutions, both public and
private, abroad as well as in Colom-
bia. An important feature of ICETEX is
its decentralized structure. There are
twenty-one regional offices, each of
which manages its own portfolio,
appoints its own staff, allocates its
own budget, and develops a regional
student loan trust fund. ICETEX has
been successful in expanding equity
and access while maintaining effi-
ciency. Loans are made based on
academic merit, financial need, and
skill shortage. Geographic represen-
tation is also considered. In its forty
years of operation, ICETEX has fi-
nanced more than 400,000 student
loans. In 1990, its loan arrears were
just 12 percent. While the program
is clearly successful, currently only 6
percent of all students enrolled in
higher education receive ICETEX
loans. An effort is under way to
broaden coverage of the program.

Source: Albrecht and Ziderman 1992a.

to the direct tuition costs of higher education, low-income students often have
difficulty financing their living expenses while studying, and loan support
may not be available for these costs. These students face a further disadvan-
tage in pursuing higher education—forgone earnings, which may be an im-
portant source of income for their families. In order to protect equity,
governments need to provide support to ensure that poor but able students can
pursue higher education. When the University of the Philippines raised tuition
fees in the late 1980s, for example, it also provided a special fund to suppoit
qualified students from low-income families. Chilean universities also offer
grant assistance to academically qualified poor students. Student work-study
programs are another vehicle for such assistance. These programs have an
administrative advantage over the provision of grants (which requires full
financial disclosure from students’ families) in that they tend to be self-
targeting (that is, students who can atford it prefer not to work while in
school).
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General Principles for the Design of Student Financial
Assistance Programs

Government-subsidized financial assistance programs for academically quali-
fied yet financially needy students are an essential complement to cost-shar-
ing in higher education. Cost-sharing coupled with student financial assistance
is an efficient strategy for achieving expanded coverage and better quality in
higher education with a given amount of government resources while protect-
ing equity of access. Financial assistance programs that include grant, work-
study. and loan programs (whether fixed repayment or income-contingent)
allow flexibility in constructing an appropriate overall financial assistance
package for each needy student. However, given that in every developing
country students attending higher education represent an elite group with
income-earning potential significantly higher than that of their peers, it is
appropriate that the major form of student financial assistance offered be
government-guaranteed student loans rather than grants.

How financial programs are administered is important. Student financial
assistance programs which are administered by a central agency and that
allow students to take their financial assistance package to any institution of
their choosing have an important advantage over programs linked to particu-
lar institutions: such “student-based™ or “portable™ financial assistance stimu-
lates the competition among educational institutions to offer courses in line
with student demand. They establish a situation in which public subsidies
increase the educational purchasing power of poor students and put them into
exactly the same situation as those paying for their higher education from
their own or family funds. The best possible market signals are therefore given
to educational institutions. Under such systems. the state does not act as a
decisionmaker among institutions, but provides funds to enable poor students
to make the same choices as those with more financial resources. In this way,
governments can use market torces to stimulate increases in the quality of
higher education.

Efficient Resource Allocation and Utilization

Since government funds are likely to remain a large. if not the major source of
financing for public higher education. it is important that the allocation of
these resources be transparent, rational, and efficient. The criteria used by
governments in allocating funding to universities and other institutions should
create incentives for these institutions to use scarce funds efficiently. The
mechanisms through which transfers are made strongly influence the way in
which public tunds are used.
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Negotiated Budgets

In most countries, the distribution of public resources to tertiary institutions is
based on negotiated budgets. This process generally fails to provide incen-
tives for efficient operation and makes it difficuit to adjust the distribution of
financial resources to changing circumstances (see table 3.2). In the absence
of any agreed criteria or information related to the performance of ditferent
institutions. government agencies have no politically detensible basis for
shifting budgetary allocations. Annual budget decisions rend to reflect histori-
cal trends and ensure “political equity™ (guaranteeing each institution its
traditional share of the total) rather than quality or efficiency. If overall
funding is reduced. the tendency of most governments is to adopt across-the-
board cuts rather than to evaluate in which institutions and programs cuts are
most justified.

TABLE 3.2 SYSTEMS FOR DIRECTLY ALLOCATING RESOURCES TO INSTITUTIONS
OF HIGHER EDUCATION, SELECTED COUNTRIES

Negotiated Inpui-based Quipur-based Quality-hased
Algeria Canada Denmark Chile
Argentina China Finland
Brazil France [srael
Ghana Hungary Netherlands
Greece Indonesia Australia
Guinea Japan

Honduras Nigeria

India Norway

Italy South Africa

Jordan Sweden

Kenya United Kingdom

Morocco Viet Nam

Nepal

Niger

Pakistan

Peru

Philippines

Sudan

Tanzania

Venezuela

Yemen

Sowree: Albrecht and Ziderman 1992¢,
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Alrernative Allocation Mechanisms

Alternative mechanisms which link funding to performance criteria are being
used increasingly by OECD countries and could be considered by developing
countries as well. Such mechanisms can create powerful incentives for more
efficient use of resources. The models most commonly used link funding
either to “‘inputs™ (the numbers of students enrolled, adjusted by program) or
“outputs”™ (the numbers of graduates). Only one country 1o date (Chile) has
attempted to link tfunding explicitly to qualitative, rather than quantitative,
indicators of institutional performance.

Iaput-hbased funding. In a number of countries, tertiary institutions receive
their budgets calculated on the basis of a funding formula that combines
enrollment figures and unit costs and uses coefficients or weights to provide
incentives for internal distribution of resources. The most common formulas
differentiate institutions on the basis of the numbers of students enrolled in
ditferent fields of study. levels of education (undergraduate, post-graduate,
doctoral, and so on). certain facts about the type of institution (including
location, size, and mission within the system), and the socioeconomic levels
and academic quality of students. The weights thus reflect the differential
costs faced by different institutions—for example, for engineering students
compared with art students. By using such weights, governments can also
exercise indirect influence over the distribution of student intake.

A major issue with input-based funding is how it relates to admissions
policy. If the government does not take an active role in determining the level
and distribution of student intake. then its budgetary commitment is theoreti-
cally open-ended: it must either increase the higher education budget or re-
duce its payment per student when resources are scarce. One way of resolving
this problem is to set a price the government will pay per student, but only for
a fixed number of students. Additional students can be admitted by institu-
tions on a fee-for-service basis. Such an approach was adopted by Viet Nam in
1989 and is currently being considered in Uganda.

Many input-based funding mechanisms fail to provide sufticient incen-
tives for efficiency. When input-based funding essentially compensates insti-
tutions for costs incurred, it often does not create incentives for institutions to
improve the quality of their programs or to lower costs. However, govern-
ments can establish cost norms in their input-based tunding formulas and link
these to norms relating to the length of study for particular programs to create
incentives for increased efficiency.

Outpui-hased funding. Output-based funding mechanisms most commonly
allocate government tinancing to institutions on the basis of their effective-
ness in producing graduates (see box 3.2). Such an approach can reduce
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student failure and repetition, which may result from poor selection and poor
preparation in the course selected as well overgenerous programs of student
support. In countries such as Australia. Denmark, and the Netherlands, the
introduction of output-based funding formulas has been associated with re-
ductions in student wastage and improvement in the overall etficiency of the
public higher education system and the efticiency of public resource use. One
of the challenges of output-based funding is to provide incentives that will
improve performance without creating excessive disruption to teaching or
research activities if the distribution of enrollment and funding allocations
shift. Another difficulty associated with output-based funding is that it em-
phasizes the number of graduates rather than the quality that training institu-
tions provide.

Quality-based funding. Among the sweeping reforms of the higher educa-
tion system adopted by Chile in the early 1980s was a new tunding mecha-
nism to allocate a significant share of government support for higher education
to institutions on the basis of their quality. As a proxy tor quality, the Indirect
Funding Program (Apoyo Fiscal Indirecto. or AFD) looks at where the top-
ranked students entering higher education each year choose to study. Institu-
tions recetve a financial award from the government for each entering student
who scored among the top 27,500 in the university aptitude test administered
annually to all high school graduates. The AFI awards range in value, depend-
ing on how high the individual's test score was. The highest value awards
represent a significant share of the totul cost of one year of study at a typical

BOX 3.2 OUTPUT-BASED
FUNDING IN THE NETHERLANDS

similar approach since the early
1980s. The government provides

AND DENMARK

The Netherlands’ new funding formula
provides more budgetary support for
students who complete their degree
programs in the time expected. The
normal length of a course is 4 years.
The formula grants a university 4.5
years of annual unit cost funding per
graduate, but only 1.5 years for stu-
dents who have not completed their
programs in the normal length of time.

Denmark has used a somewhat

funding to universities based on the
number of students who successfully
complete their annual examinations,
penalizes institutions with high fail-
ure rates. and encouraging universi-
ties to weed out poorly performing
students and raise entry require-
ments. At the same time. the gov-
ernment has reduced the tenure of
student scholarships and based re-
newal on academic performance.

Source. Albrecht and Ziderman 1392c.
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institution. All higher education institutions, whether public or private. and
whether full-university or two-year institute, are eligible to receive this sup-
port. The objective of the AFl program is to stimulate competition among
institutions to improve their quality and thus to attract the best students.
Although it appears that the program has indeed created incentives in this
direction, Chilean researchers have observed that the lack of objective infor-
mation about the academic quality of different institutions undermines the
ability of entering students to make sound choices. The impact of the program
could be strengthened with complementary actions by the government to
make standardized information and evaluations ot different institutions’ pro-
grams publicly available.

To be effective, funding formulas of all types that support the core bud-
gets of public institutions must be transparent, encourage flexibility, and take
into account the normative costs of different levels and programs of study.
with enrollment changes indexed to avoid wide fluctuations in per student
funding. In addition, formulas can encourage internal efficiency either by
relating allocations for students to the normal length of time needed to com-
plete a degree or through funding the number ot graduates. Reliance on such
funding mechanisms will bring about a better use of available resources by
increasing internal efficiency and encouraging institutions to reduce
noninstructional expenses and focus on fraining and research.
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Redefining the Role of Government

THE TRADITIONALLY strong role of the state in higher educa-
tion has its origins in political and economic circumstances—<lite systems,
guaranteed public sector employment, and stable economies—that have radi-
cally changed. The types of reforms discussed above imply profound changes
in the relationship between government and higher education. For most coun-
tries, they also imply considerable expansion of the private sector in higher
education. Nonetheless, there are two important economic justifications for
government support of higher education:

® Higher education investments generate external benefits important for eco-
nomic development, such as the long-term returns from basic research and
from technology development and transfer: because these benefits cannot be
captured by individuals. private investment alone in higher education would
be socially suboptimal.

® ]mperfections in capital markets (related to the lack of collateral for educa-
tion investments) constrain the ability of individuals to borrow adequately for
education. This undermines, in particular, the participation of meritorious but
economically disadvantaged groups in higher education.

An important point to note regarding research is that the joint-product
nature of modern universities (that is, complementarity between teaching and

55
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research, and between undergraduate and graduate programs) and the high
degree of cross-subsidization across disciplines and levels of studies make it
ditficult to look at the “research™ components of higher education institutions
in isolation from other activities.

In most developing countries, however, the extent of government involve-
ment in higher education has far exceeded what is economically efficient. The
crisis of higher education, particularly in the public sector, is stimulating a
change in the extent. objectives, and modalities of government intervention in
higher education in order to ensure a more efficient use of public resources.
Rather than direct controls, the government’s responsibility is becoming that
of providing an enabling policy environment for both public and private
higher education institutions and of using the leverage of public funding to
stimulate these institutions to meet national training and research needs. Suc-
cessful implementation of higher education reforms has been shown to de-
pend on a mode of governance that emphasizes:

B A coherent policy framework

® Reliance on incentives and market-oriented instruments to implement
policies

® Increased management autonomy for public institutions.

Establishing a Coherent Policy Framework

In establishing a coherent framework for higher education, both government
policies and effective structures for government oversight are necessary.

The Role of Government Policies

Higher education svsrems are a relatively new phenomenon. representing the
outcome ot successive, often unarticulated, government and private initia-
tives over a long period of time. Many countries have witnessed the prolifera-
tion of post-secondary education institutions operating under various ministries
without much effort to rationalize the use of public resources. Responsibility
for different types of higher education is often fragmented among government
departments. National research priorities and funding may be determined by
bodies that have no responsibility for higher education and human resource
development. The training activities of private higher education institutions
may not be subject to any government supervision at all. Oversight of the
system and 1ts linkages to primary and secondary education and to other
economic sectors is often lacking. Even in the former socialist republics of
Central and Eastern Europe, where economic life was dominated by central
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planning. the higher education sector was characterized by administrative
fragmentation.

Whether public or private, universities and colleges. polytechnics, techni-
cal and training institutions, and other higher education institutions all have
different but related training functions. Guiding the development of a differ-
entiated higher education system requires a well-defined legal framework and
consistent policies. This in turn requires a long-term vision on the part of
policymakers for the sector as a whole and for the role of each type of institu-
tion, public and private, within that whole (see box 4.1).

The recent experience of Hungary is a notable example of effective gov-
ernment policies to guide the development of the higher education system and
the introduction of necessary reforms. The disintegration of the socialist re-
gime has had profound implications tor the country’s higher education facili-
ties. Faced with problems of inadequate quality, underfunding, and low levels
of tertiary enrollment in comparison with OECD countries, the Hungarian

BOX 4.1 SETTING THE POLICY
FRAMEWORK FOR HIGHER
EDUCATION IN CALIFORNIA

California pioneered the establish-
ment of a policy framework for a state
system of higher education in the
United States when it developed and
implemented its first Master Plan in
1959-60. The primary issues con-
sidered at that time were the future
roles of the public and private sec-
tors and, in particular, how the pub-
lic sector should be governed and
coordinated to avoid duplication and
waste. Major principles that emerged
from the initial master plan still shape
the state's system today:

B Recognition of different missions
for the four components of the higher
education system (University of Cali-
fornia, California State University,
community colleges, and private uni-
versities and junior colleges)

B Establishment of a statutory coor-
dinating body for the entire system

B Differential admission pools for the
University and State Colleges

B Eligibility of students attending pri-
vate institutions for the state schol-
arship program.

The California Master Plan for
Higher Education, which is revised
about every ten years, is not a rigid
blueprint to control centrally the de-
velopment of California’s system of
higher education. Rather, it sets
some general parameters, focuses
primarily on the boundaries among
the four sectors of higher education.
and strives for a system that bal-
ances equity, quality, and efficiency.

Sources: OECD 1990; Clark 1990.
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authorities initiated. in collaboration with the World Bank, a medium-term
reform and development program. After a detailed review of the present state
of the higher education system and an assessment of the need for comprehen-
sive reform, the decision was made to prepare a new, unified legal framework
that encompasses the entire higher education system, including the Academy
of Sciences. the universities, and the non-university institutions. The pro-
posed law defines a new regulatory environment for institutions and a new
division of responsibilities and duties among the state, the public universities,
and new private universities. It reflects a move away from the traditional
system of state control toward a more competitive system with increased
institutional autonomy and a normative financing system for public resources.
The law seeks to establish a decentralized financing, budgeting, and owner-
ship system and provides criteria for the recognition and operation of different
types of institutions (see box 6.3 below).

The policy framework for higher education needs to be linked to specific
national conditions. For instance, civil service salary scales, employment and
labor market policies, and the national science and technology investment
framework all have a decisive impact on the performance and evolution of
higher education institutions, as does the relationship between them and the
primary and secondary subsectors.

Planning higher education development is not a mechanistic and dirigist
exercise to impose guantitative targets at the central level. Tt is a systemic
management activity to guide long-term development, assess risks and con-
straints, and seek alternative ways to ensure long-term viability and improve
quality. Such an exercise focuses on economic growth and technological
development strategies, the contribution of higher education to bolster these
strategies. the overall demand for graduates, the cost and benefits of various
forms of training, and the distribution of costs in the education sector.

Finally, recent experience shows that successtul reform depends on
decisionmakers building consensus among the various constituents of the
higher education subsector. In many countries universities have a long tradi-
tion of political dissent and active participation in the political process. In
these situations students are not passive objects of reform but key political
actors whose vocal demands are difficult to ignore. In some of the former
socialist republics of Eastern and Central Europe. resistance to reform has
come from technical ministries or departments reluctant to relinquish control
over the institutions that formerly operated under their exclusive authority.

A potentially effective approach consists of initiating. under the umbrella
of an official steering committee, a national consultation on the need for and
the content of reform. Involving all of the sectors concerned. including uni-
versity administrators. faculty, students, ministry officials, and employers.
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the steering committee and its working groups greatly increase the chances of
achieving a consensus. Endeavors along these lines are under way at present
in several African countries, including Cameroon. Ghana, and Senegal.

Effective Structures for Government Policy and Oversight
J . ™

Many countries lack etfective institutions for establishing the policy frame-
work for higher education, guiding budgetary allocations, evaluating institu-
tions’ performance. and publishing this information tor the benefit of
prospective students.

Some governments have established national councils and other bodies to
advise on higher education policies. In Ghana, for example, the government
recently embarked on an exhaustive reappraisal of the role and mission of
higher education and launched reforms to rationalize the network of institu-
tions. improve the quality of teaching. and secure the financial viability of the
system. A National Implementation Committee was set up to initiate reforms
and coordinate their execution. A National Council on Higher Education has
just been set up in Uganda to strengthen planning. The National Council is
designed to operate as a consultative body, working in close collaboration
with an inter-ministerial Capacity Building Secretariat that prepares plans for
human resource development. Members will be drawn from universities and
colleges. government ministries, and public and private enterprises. Its func-
tions wilf be to project enrollments, costs. and financial requirements; advise
external aid and lending agencies on investment needs: register and accredit
institutions: sanction new programs: coordinate admission policies for di-
ploma-granting institutions; and prepare a strategy for reforming the financ-
ing and management of public higher educution. In addition to these national
initiatives. African countries also benefit from a regional process of mutual
exchange and support for higher education policymaking (see box 4.2).

While the organization of policy advisory bodies that have responsibility
for higher education varies, such bodies share three common characteristics
when they are effective. First. they are either quasi-governmental or fully
autonomous; that is. they are in practice independent of government. Second,
they have representation from various components of the subsector and from
outside the higher education system. Third, their responsibilities involve as-
sessing priorities for both enrollment growth and future investment.

Relying on Incentive Instruments to Implement Policies

Through subsidizing higher studies and university research, governments can
aftect the supply of graduates to the labor market and give direction to gradu-
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BOX 4.2 REGIONAL POLICY
SUPPORT IN AFRICA

The Working Group on Higher Edu-
cation (WGHE) is one of several Work-
ing Groups established by the
Donors to African Education (DAE) in
1989 as a mechanism to further col-
laboration between multi- and bi-
lateral development agencies and
African governments and institutions.
With a membership of fifteen aid and
lending agencies, the WGHE seeks to
improve the effectiveness of devel-
opment assistance to African univer-
sities. A roughly equal but rotating
number of African university leaders,
scholars, and government officials
are invited to participate in the semi-
annual WGHE meetings, which have

been held in Ghana, Kenya,
Mozambique, Senegal, and Tanza-
nia. Coordination responsibilities for
the WGHE rest with the World Bank.

The meetings have progressively
explored issues of university finance,
governance, management, gradu-
ate programs, women’s participa-
tion, staff retention, and higher
education policies. Studies on these
topics commissioned for the WGHE
include Universities in Africa: Strat-
egies for Stabilization and Revital-
ization (Saint 1992), and Financial
Diversification and Income Genera-
tion at Selected African Universities
(Blair 1991). The papers and meet-
ings have helped African universi-
ties and representatives from aid
and lending agencies to improve

ate training and research. Where circumstances require correction of labor
market and enrollment distortions, governments do best to rely on direct
incentives to students. such as scholarships and student loans. and on resource
allocation processes rather than issuing directives to control the size and
distribution of student intake. Any significant shift in the size or composition
of enrollments has implications that governments need to anticipate and pro-
vide for in the long term, including the need for qualified academic staft and
instructional and research facilities.

In many countries governments have a strong role in determining the level
and composition of enrollments, reflecting a time when the public sector was
able to absorb most of the products of the higher education system and when
the state financed most or all higher education costs. Enrollments are still all
too often determined by fixed-coefficient labor requirements forecasting.
Experience has shown that this type of labor power planning does not antici-
pate the impact of technological change on the demand for skills or take
account of the incentives that labor markets provide for employers to adjust
the demand for skilled labor. The large errors associated with labor power
forecasts tend to increase with the length of the forecasting period.

The level and distribution of student intake should normally reflect exist-
ing rather than anticipated or past employment opportunities. Governments
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their understanding of each other’s
interests and constraints, generat-
ing consensus on the need for
locally managed strategic ap-
proaches.

As a result of this collaboration,
the relationship between universi-
ties and aid and lending agencies
is now being cast in a broader
institutional development context
as opposed to the prevailing pro-
ject orientation. Universities in
Mozambique and Tanzania, for ex-
ample, have carried out institutional
self-assessments and used them to
produce development plans. Others
have begun this process. Aid and
lending agencies are being asked
to flexibly support the major ele-

universities greater autonomy in
funding management in return for
improved accountability in the use
of their resources. The WGHE also
suggests institutional twinning ar-
rangements as a useful means of
shoring up weak disciplinary areas,
accessing international scientific
knowledge, and transferring needed
management techniques. It advo-
cates the standardization of report-
ing systems to aid and fending
agencies so as to reduce adminis-
trative burdens on universities. Dur-
ing the past year, several agencies
that belong to the wGHE have an-
nounced policy changes that will
bring their funding practices more
in line with these recommendations.

ments of these plans, according

should not interfere with market mechanisms or with institutional priorities
unless the need for state intervention is compelling and economically justi-
fied. An example could be public subsidies for some specialties in the applied
sciences with high private costs and/or low private returns but high social
return.

Governments can help higher education institutions strengthen the quality
of education in many ways. For example. they can assist institutions in select-
ing students by organizing and improving admission examinations. This Is
particularly important where academic secondary education is highly variable
in quality and where requirements for graduation have little refationship to the
knowledge, skills, and levels of mastery required for entry. Governments can
help establish minimum standards of admission to the various types of public
institutions and raise these in order to improve the guality and reduce the
variability of secondary education. For instance. countries that have adopted
the British system of education (for example, Ghana, Hong Kong, Kenya.
Singapore, and Uganda) and a number of East Asian countries (for example,
China and Korea) have used nationwide university entrance examinations 1o
select students. At the same time, such examinations set national standards for
secondary education. China particularly stands out as an example. After ten
years of neglect of higher education during the Cultural Revolution. China
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reintroduced a nationwide university entrance examination in 1977 in order to
gulvanize secondary school teachers and students to pay attention to academic
study and to have a consistent criterion for selection for admission to higher
education.

For students to make rational choices. they need good information on the
costs and quality of courses at different institutions and on the labor market
opportunities for graduates of different courses. Governments can help
strengthen the quality of education by ensuring that such information is widely
available (for example, on institutions’ costs, relative performance, and on
salaries in the labor market) and by certifying quality through accreditation.

Governments can either accredit institutions and establish procedures for
recognizing degrees, diplomas. and certificates themselves, or allow private
accrediting agencies and professional associations to perform this function. In
matters relating to examinations, accreditation, and recognition. the role of
the government should be reconciled with the size and characteristics of the
system as well as with its capacity to finance higher education and employ
graduates. In small, relatively undifferentiated, mainly public higher educa-
tion systems and in countries where most employment growth occurs in the
public sector. governments have a stronger role in these matters. As higher

BOX 4.3 STATE CONTROL
VERSUS STATE SUPERVISION

must be sanctioned by the govern-
ment. Institutions do not select their
students; anyone who successfully
completes secondary school and
earns a baccalauréat is eligible for
admission. The budget for all insti-
tutions, which is not tied to any
evaluation mechanism, is deter-
mined and allocated by the state

There are two broad governance
models that governments can adopt
in managing their systems of higher
education. The first is the state-con-
trol model, in which the system has
been created by and is entirely

funded and regulated by the state. and is highly skewed in favor of stu-

The higher education system of dent support. This has led in re-
Cameroon illustrates how the state- cent years to decreased

control model operates in many investments in institutional infra-

francophone African countries. The
Higher Education and Research
Ministry is the regulatory body for
higher education, the minister hold-
ing administrative and political au-
thority over all institutions. The
chancellors are presidential appoin-
tees, and all academic appointments

structure and learning materials and
to a marked decline in the quality
of instruction.

At the other end of the continuum
lies Chile, which since the higher
education reform of the early 1980s
has followed the state supervision
model. Chilean institutions are now
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education systems increase in size and complexity, responsibilities for quality
assurance are best devolved onto institutional or professional organizations
that operate independently of government. Most government regulatory pow-
ers should be delegated, apart from those pertaining to the legal establishment
of institutions and the standardization of academic credentials.

Increasing the Autonomy and Accountability of Public Institutions

Greater institutional autonomy is the key to the successful reform of public
higher education, especially reform aimed at resource diversification and
more efficient use of resources. Recent experience shows that autonomous
institutions are more responsive to incentives for quality improvements and
efficiency gains. In France, Japan, and the Netherlands, the government has
granted increased financial autonomy to individual faculties and departments
in national universities to stimulate innovation in research and teaching. In
Chile. Thailand, and Viet Nam, in order to redistribute the costs of higher
education. the government has transferred many powers and responsibilities
affecting costs to institutions, while establishing policy structures to guide the

development of the system from a greater distance (see box 4.3).

largely demand-driven. Public insti-
tutions and private universities alike
make their decisions independently.
Public institutions are loosely coor-
dinated through the Rectors’ Coun-
cil, an autonomous body chaired by
the minister of education. Private
institutions have no relationship with
the government unless they have
chosen to participate in the volun-
tary accreditation process overseen
by the Higher Council of Education
to encourage quality improvement
efforts in the private subsector. Only
public institutions receive a direct
budgetary allocation from the gov-
ernment, whereas private institu-
tions finance their budget through
tuition and fees. Both types of insti-
tutions are expected to generate
complementary income through

fees for services, research con-
tracts, and other projects. Institu-
tions are free to determine how their
budgets should be spent. The gov-
ernment sponsors a merit scholar-
ship scheme for students attending
either public or private institutions.
As a result of the reform of Chilean
higher education, the system has
become more differentiated. The
total number of institutions increased
from 8 to 310, opportunities for ac-
cess have grown as institutions be-
came regionally dispersed, and the
provision of higher education is
dominated by self-sustaining private
institutions.

Sources: van Vught 1991 Ngu, Ngu, and
Atangana 1992; Brunner 1992.
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If income diversitication is to be pursued effectively, institutions must
have an incentive to generate and use a financial surplus. They must be
allowed to keep the additional resources they raise to finance quality improve-
ments instead of being compelled, as in Uganda and many countries. to trans-
fer them to the treasury. In some countries, Brazil for example. several
universities are prevented by law from imposing tuition, and in Indonesia and
elsewhere tuition fees are set only with government approval. Such restric-
tions create management rigidities and inefficiencies. Conversely, a diversi-
tied resource base is the best guarantee of institutional autonomy. Autonomy
remains largely an empty concept as long as institutions are dependent on a
single government funding source.

Decentralization of all key management functions to higher education
institutions themselves is a sine qua non tor successful reform, especially with
respect to funding diversification and more efficient use of resources. Higher
education institutions must be in a position to exercise meaningful control
over the principal factors affecting their costs. Each institution should be able
to set admissions requirements. assess tuition and fees, and establish eligibil-
ity criteria for financial assistance to needy students, in order to ensure that the
number and distribution of new students is at a level compatible with its
resources. Institutions should also have the power to recruit and retrench
personnel, which represents the mujor cost factor for most higher education
institutions. This flexibility is essential if universities are to be able to build up
new programs in response to new labor market demands and to control costs
by eliminating faculty when student-teacher ratios in other departments de-
cline below efficient levels. Salary scales should be set independently across
institutions, so that these may attract faculty of the caliber desired.

Public funding can also be transterred in ways which support institutional
autonomy. Once agreement is reached with the government regarding the
annual budgetary allocation, for example, institutions should be guaranteed
access to these resources when needed. Effective management also means that
institutions must have the ability to reallocate resources internally, which in
many countries is denied by a rigid line-item budget system. To encourage
institutional planning, operating funds should be received in the form of block
arants or be subject to few restrictions on the transfer of funds from one
expenditure to another. Institutions require this flexibility to cross-subsidize
programs. launch new initiatives, and provide resources to academic units to
strengthen their programs. In Hong Kong. for example, universities, polytech-
nics. and colleges receive block grants from the University and Polytechnic
Grants Committee, and they are subject to very few restrictions on how they
use these funds.
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Along with increased autonomy. higher education institutions need to be
held accountable for their performance. This involves monitoring the quality
of their training and research outputs, the relevance of their programs, and
their use of public subsidies. It also requires more sophisticated evaluation
capacity than most governments have in place today. Countries that rely on
performance-based allocation mechanisms are in a better position to toster
efficient use of public resources. Performance indicators are most effective
when they are clearly related to institutional goals and when they are used as
aids in decisionmaking, not as rigid determinants of funding.

Autonomy and accountability also have implications for the governance
structure and management culture of institutions. An independent governance
structure could include an assembly consisting of members of the university
community, a lay governing board with broad representation from the wider
commuaity, and a vice chancellor or rector with proven management skills
appointed by the board on the advice of the assembly.

Many higher education institutions need stronger management to admin-
ister their resources. Even within the limits of existing financial resources.
much progress can be achieved if strict management procedures and simpli-
fied budgetary rules are followed. Improving management practices also in-
volves the development and utilization of comprehensive management
information systems to support the decisionmaking process. Reliable data on
enrollments. internal efficiency. expenditures, and costs are still not available
in many institutions. Sound management information is essential for planning
activities, allocating resources, making management decisions, and guiding
innovations. The introduction ot computerized management information sys-
tems in countries such as Australia, Malaysia, and New Zealand has helped
public higher education institutions improve their efficiency.



CHAPTEHR FI VE

Focusing on Quality,
Responsiveness, and Equity

IN THE context of a revised policy framework that allows more
diversity in the provision of higher education and greater tinancial sustainability
of institutions, the main elements of a strategy to improve the performance of
higher education, against which progress can be measured, are:

® Jmproved quality of teaching and research
B Increased responsiveness of higher education to labor market demands
| Greater equity.

Enhancing the Quality of Training and Research

To produce well-trained graduates and significant research outputs, higher
education institutions must be able to bring together the minimal inputs nec-
essary for successful performance: well-prepared secondary school graduates,
competent and motivated faculty. and facilities with essential instructional
and research equipment and materials. Etfective institutions are also open to
international exchanges and rely on sound evaluation mechanisms for assess-
ing and improving the quality of teaching and research.

Well-Prepared Students

Effective selection is important because the quality of students admitted into
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an institution affects the quality and internal efficiency of training. To educate
their students effectively. institutions should be able to enroll only as many
applicants as they can responsibly teach, and to accept only students who
possess the knowledge and ability to benetit fully from their studies. Selectiv-
ity should help ensure that enrollment growth is related to instructional capac-
ity and, if selection criteria have good predictive validity, that opportunities
for further studies will be allocated to those who are most likely to benefit
academically. Students perform best when they follow courses of study that
match their abilities and interests. Yel in many countries institutions have
little influence on the selection. intake, and distribution of enrollment, which
is the responsibility of government. Expressed preferences often have little
influence on the course of study to which students are admitted. The often
dramatically negative impact on the quality of instruction and on student
motivation of such a policy is most visible in countries in which graduation
from academic secondary education automatically confers a right to publicly
financed higher education.

To increase selection efficiency, high standards of performance in aca-
demic subjects must be set for secondary school graduates seeking admission.
This result can be achieved either through a national examination—as is done
in China, Thailand, and in India for admission to the Indian Institutes of
Technology—or by allowing institutions or departments to establish their
own admiission criteria. such as a combination of entrance examination scores.
high school grades, and an aptitude test, in conformity with minimum stan-
dards established by accrediting bodies. This type of selection mechanism
encourages each institution to define its niche in the overall higher education
structure and select its students accordingly.

High-quality academic secondary education is the only secure foundation
for high-quality higher education. Strengthening science education and for-
eign language training is of special importance. In universities and many other
higher education institutions in developing countries, the medium of instruc-
tion is often a foreign langunage. Where an indigenous language is used.
foreign language training at the secondary level is even more important, since
it increases access to information used for instruction at higher levels.

Qualified Teaching Staff

A highly competent and motivated teaching staft and a supportive profes-
sional culture are essential in building excellence. Staft numbers, qualifica-
tions, deployment. and remuneration are central in determining the quality of
instruction. Even though formal staff qualifications (the proportion of staff
with Ph.D. or master’s degrees) may be seen as the best single indicator of
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institutional quality, the relationship between the quality of training and re-
search depends on the mission of the institution. Only in research universities
or in fast-changing fields may it be appropriate to require Ph.D.s of all senior
taculty and to base promotion primarily on research performance. In other
institutions, more emphasis should be given to teaching, supervisory. admin-
istrative, and service abilities when recruiting and promoting staft,

Public university salaries in many countries are linked to civil service pay
scales, which are often low in comparison with private sector employment and
which reward seniority rather than merit. Promotion based on seniority rather
than performance also often discourages graduates from entering academic
lite. Where salaries are insufticient, faculty members are likely to take up
other jobs at the expense of their academic commitments. In Ghana, tor
example, universities had to establish a supplement equal to 50 percent of the
base salary in order to counter a “brain drain” caused by the economic crisis of
the 1980s. There must be nonpecuniary professional rewards. too. such as
opportunities for professional communication and peer recognition.

Supplving Adequate Pedagogical Inputs

Scientific laboratories and workshops need to be well equipped and supplied
with consumables, and provision must be made for proper maintenance of
buildings and equipment. Upgrading university libraries is also a priority,
provided of course that library use is supported by appropriate methods of
instruction and examination that emphasize independent work. Institutions
should operate with well-stocked and up-to-date libraries that have sutficient
study space and that cater to the teaching and research needs of the various
academic departments. Cost-effective access to current information. for ex-
ample through CD-ROMs and electronic networks. is also needed for science
research and training.

Stimulating International Exchange

Leading higher education institutions must be open to international influ-
ences. Since the establishment of the first universities in North Africa and
Europe. all great universities have recruited students and staft both locally and
internationally. Africa’s oldest and most prestigious universities, such as Dakar,
Ibadan. and Makerere, were founded as regional institutions with an interna-
tional staff and close ties to leading metropolitan institutions. The newer
centers of excellence in the developing world—the Indian Institutes of Tech-
nology and Management, the Korean Advanced Institute of Science and
Technology, the National University of Singapore, and the University of the
Philippines at Los Banyos, for example—have international missions and
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policies to promote international contacts. These can include reserved places
tor foreign students, international advertisement of academic positions, extra-
institutional peer review of candidates for promotion, international participa-
tion in internal evaluations of academic units, secondment of staff to foreign
institutions, partnership with foreign universities, and degree and nondegree
programs designed to attract foreign students.

Many developing countries have invested heavily in overseas training for
university staff, often with external support. This has been successtul in coun-
tries such as the Republic of Korea and Indonesia, where most returning
graduates have been able to find good employment. In other situations it has
led to the loss of educated citizens to other countries. Sometimes graduates
returning to their home country are not able to obtain employment in their
area of specialization or to continue their research. “Sandwich™ advanced
degree programs. where the home university defines u relevant research pro-
gram in cooperation with an overseas institution, are much more likely to
contribute to stronger research and training programs at local universities than
traditional doctoral programs overseas.

Strengthening Evaluation Mechanisms

Perhaps the most important determinant of academic performance is the abil-
ity to evaluate and monitor the quality of training and research outputs. Re-
cent studies indicate that. in order to evaluate the quality of teaching,
self-evaluation mechanisims can promote a sense of real institutional responsi-
bility. In a number of countries. universities have initiated periodic perfor-
mance reviews, including the quality and relevance of programs, internal
efticiency, and financing needs. To evaluate faculty teaching, the most fre-
quently used methods are reliance on student ratings, evaluation by a depart-
ment chairperson. evaluation of course outlines, peer evaluation. and teaching
awards. What is important is that the procedures and criteria tor evaluation be
transparent and that the outcome be used (o take corrective actions.
Independent assessments to measure output quality can help set and pre-
serve high standards of performance (see box 5.1). The validity of the assess-
ment process can be increased by setting up systems of external accreditation,
examination, and evaluation, especially for advanced scientific disciplines.
The objective is to establish minimum criteria for the organization and provi-
sion of academic programs that discourage ineffective practices and reinforce
positive characteristics. Examples include Korea's Ministry of Education,
which from the late 1960s began setting standards for the country’s public and
private universities and colleges. In many countries. professional associations
fultill important coordinating and planning functions to monitor, evaluate,
certity, and accredit higher education institutions. This is intended to promote
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BOX 5.1 ACCREDITATION
OF TEACHER TRAINING
INSTITUTIONS

In Indonesia, the World Bank sup-
ported the introduction of accredita-
tion mechanisms in a project to
improve teacher training standards
in public institutions. The experiment
with accreditation has had some suc-
cess but has necessitated significant
modifications of international accredi-
tation practices. A pilot program was
established in 1987 to develop a
scheme to accredit teacher training
programs in selected institutions, af-
ter the government decided to up-
grade all pre-service teacher training
institutions to university status. The
objective was to agree upon a set of
standards by which all teacher train-
ing institutions could be evaluated as
well as to establish a baseline for in-
stitutional development. Five autono-
mous Institutes of Teacher Training
and Pedagogy were selected on a
competitive basis to participate in the

program, and eleven teaching sub-
ject areas were identified. Small
planning grants were made avail-
able to each institution to enable
them to do a self study, which was
externally evaluated and validated
by professionals and education
practitioners. Importance was
placed on ensuring that these vali-
dations were nonthreatening and
collegial. Shortcomings, when
found, were viewed not as some-
thing to be penalized. On the con-
trary, they were perceived as
starting points to initiate necessary
improvements. The pilot study was
useful in generating acceptance for
accreditation as a mechanism to
improve teacher training. An Edu-
cation Consortium was subse-
quently established to advise the
Directorate General of Higher Edu-
cation on standards of teacher train-
ing and investments in qualitative
improvements.

Source: Eisemon 1992b.

standardization of programs and is useful in ensuring the equivalence of
degrees, diplomas, and certificates awarded. Professional recognition and
accreditation typically involves external assessment of instructional activities
and plans for institutional self-improvement.

As illustrated by the recent experience of Western European countries. the
most effective evaluation mechanisms emphasize self-evaluation on institu-
tional mission and performance combined with external assessment proce-
dures, whether by professional associations or a government oversight agency.

Responding to Changing Economic Demands

Many developing countries, as well as the formerly socialist countries of
Europe and Central Asia, pursue economic growth strategies based on techno-
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logical accumulation. In this context it is critically important that training and
research programs respond to the evolving demands of the economy. The
institutions responsible for advanced training and research programs should
be guided by representatives from the productive sectors. The participation of
private sector representatives on the governing boards of public and private
higher education institutions can help ensure the relevance of academic pro-
grams. Financial incentives for joint industry-university cooperative research.
corporate-sponsored internships for students, and part-time academic appoint-
ments tor professionals from the productive sectors can all help strengthen the
linkages and communication between the higher education system and other
sectors of the economy. In the newly industrialized economies of East Asia,
for instance, government-provided funding for cooperative research was a
strong incentive for firms and universities to establish linkages.

Strengthening Postgraduate Training and Research

The failure to sustain strong postgraduate programs limits the development
impact of higher education. Postgraduate education is important for at least
three reasons. First, universities in developing countries are the locus of fun-
damental as well as applied research. Second, graduates of postgraduate pro-
grams are needed to staff private and public research and development (R&D)
units and high-technology-based manufacturing activities. This is the most
important mechanism through which research results are transferred, thereby
changing the technological bases of agricultural and manutacturing prod-
uction. Finally, postgraduate programs in most countries are important for
staft development and thus for improving the quality of higher education in
general,

Efforts to strengthen postgraduate education must take account of condi-
tions in the higher education system as a whole. Strong undergraduate pro-
grams are necessary to ensure a sufficient pool ot students qualified for further
study, many of whom may be recruited from institutions that are not involved
in postgraduate training and research. Students interested in and eligible for
postgraduate studies are usually a relatively small group with multiple career
options. It is easier to attract them into postgraduate programs when career
opportunities and adequate support through fellowships are available.

Three principles should guide the organization of national research sys-
tems. First. it is preferable to combine graduate education and research in the
same institutions. This raises the quality of both training and research, which,
in most basic sciences. tends to be more efticiently performed in universities
than in separate government research institutions. Second. because of the high
personnel and facilities costs for postgraduate education and research in ex-
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perimental sciences, most of the capacity for advanced scientific training and
research is best concentrated in a few institutions where programs can be
adequately supported. Third, with respect to the institutional division of labor
in national research systems. universities have signiticant comparative advan-
tages in fundamental and interdisciplinary research as a result of their size,
training missions, and distribution of resources across many fields of study.
Other public and private scientific institutions are more suitable than univer-
sities for most applied research.

Adequate working conditions and strong incentives that motivate research-
ers are necessary to create a supportive environment for quality research.
Academic staff must be sufficiently well remunerated to undertake research
and related teaching activities on a tull-time basis. Strong performance in
research and postgraduate education should be rewarded through professional
advancement and nonpecuniary protessional rewards.

Because of the high costs and normally high governmental and institu-
tional subsidization of postgraduate studies, support for the establishment and
improvement of programs must be highly selective. To improve program
quality and efficiency. competition among academic units for discretionary
resources should be stimulated. The principle of competition should extend to
the allocation of funding for staff research. which. in turn, should support a
high proportion of the nontuition costs of postgraduate training. Competitive
research funding programs can be designed to achieve other purposes as well,
for example. to increase the volume of research in fields of high priority for
national scientific and industrial policies and to foster interdisciplinary and
inter-institutional team research in specialties for which research and training
can be strengthened through collaboration. To ensure accountability, reward
productivity, and encourage improvement in the quality of research, renewal
of research support should be contingent on the publication of results in
journals that have high professional visibility locally and internationally.
Impertance should also be placed on the production of candidates tor degree
programs supported by staft research projects. especially in countries in which
it 1s necessary to build up the domestic scientific community.

Regional Cooperation

Because they have [imited human and financial resources, ditficulty in taking
advantage of economies of scale, and a modest-size labor market, small and
low-income countries face specific constraints on the type and size of higher
education programs that they can afford (see box 5.2). The only way of
establishing or maintaining cost-effective graduate training and research pro-
grams may be to organize them on a regional basis. Each participating country



FOCUSING ON QUALITY, RESPONSIVENESS, AND EQUITY 73

would support a tew strong national programs operating as regional centers of
specialization within the framework ot a multi-state institution such as the
University of the South Pacific or the University of the West Indies.

In Africa. where supra-national institutions such as the now defunct Uni-
versity of East Africa have proven difficult to sustain, recent forms of regional
cooperation have pursued a more efficient division of labor within a multi-
country network of existing national universities. Examples include graduate
programs in agriculture under the Special Programme for African Agricul-
tural Research (SPAAR). a collaborative master’s program in economics launched
by the African Economic Research Consortium (AERC), and graduate training
in engineering coordinated through the African Network of Scientific and

BOX 5.2 REGIONAL
COOPERATION

In providing higher education, small
and low-income countries should
find an appropriate balance among
local institutions, regional institu-
tions, and overseas training. Devel-
opment of local institutions in small
and low-income countries has been
significant but uncoordinated. As
new education and training needs
have emerged in the past twenty
years, there has been a tendency
to create new post-secondary insti-
tutions under separate authority
rather than incorporating new func-
tions into existing institutions. The
result has been a proliferation of
small uneconomical teaching units
that to some extent duplicate each
other’s functions. For example, Fiji.
with a population of 700,000, has
five public sector higher education
institutions: the Fiji Institute of Tech-
nology. two teachers colleges, the
Fiji School of Medicine, and the Col-
lege of Agriculture.

In many instances, establishing

and operating a full-fledged national
university is not economically vi-
able. A logical option would be for
each country to analyze its specific
needs, constraints, and opportuni-
ties, determine the programs and
disciplines it requires and can teach
best, and take advantage of econo-
mies of scale and subject special-
ization. It should be more feasible
in the case of countries such as
the Caribbean Islands and the Pa-
cific Island nations, which are affili-
ated with regional universities like
the University of the West Indies
(uw1) and the University of the South
Pacific (usp). uwi, for instance, has
gone a long way toward organizing
the teaching of first- and second-
year courses in local institutions and
focusing on more specialized
courses at the regional university.
The alternative of sending students
overseas should be reserved for
specialized postgraduate courses
that cannot affordably be offered in
the region.

Source: World Bank 1992a.
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Technological Institutions (ANST1). Lessons gleaned from these experiences
suggest that a structured process of regular institutional interaction is neces-
sary to build trust, forge consensus, and hold the group accountable for its
decisions: that an institutional mechanism is necessary to manage this pro-
cess; and that external funding is critical for initial success. These experiences
suggest that regional cooperation is most likely to be achieved by identifying
and strengthening existing national institutions or programs that possess a
convincing record of achievement and the potential to operate successtully as
multi-country or regional centers. Instead of relying on large public subsidies
to maintain such institutions, a more effective form of financial support would
be for governments to offer adequate scholarships to deserving graduate stu-
dents and allow them to select an appropriate program of studies, either
nationally or regionally.

Making Undergraduate and Professional Programs more
Relevant

Efforts should be made to ensure that institutions® enrollment patterns and
curricula reflect local skill requirements more closely. In many instances, this
will mean shifting the balance of enrollments toward natural sciences and
engineering. But in countries where enrollments in the applied sciences are
too high—in Romania. for example. more than two-thirds of all university
enrollments are in engineering and technical training—restructuring will need
to establish courses in social sciences and management to ease the transition
to a market economy. To guide the choice of course offerings and to make
decisions on curriculum changes, institutions should monitor the labor market
outcomes of their graduates, including placement and remuneration as well as
the supply and demand of various skills, In the Philippines, the authorities
publish the university board examination results for all engineering. medi-
cine, dentistry, pharmacy, law, and accounting programs.

One way of achieving these goals is to promote the development of profes-
sional programs. either by creating new courses or by transforming existing
programs. The duration of the professional programs should be determined by
the requirements of the workplace rather than traditional academic criteria. A
variety of relevant short programs (1-2 years) and long courses (3-5 years), as
well as continuing education courses. can respond to rapidly changing needs
for different types of skills. Introducing a modular curriculum associated with
a credit system of academic organization allows for a greater number of
specializations and more flexibility in course design.

In this connection. continuing education programs are not only important
income-generating activities: they are also valuable in signaling changes in
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employment opportunities. Many institutions use continuing education pro-
grams to experiment with new courses and specializations. If there 1s suffi-
cient student demand, these can be incorporated into full-time programs or
provide the basis for new programs and electives. Continuing education pro-
grams, especially in fields like management. engineering. the health sciences,
and education, are often staffed by individuals appointed on the basis of
professional experience rather than academic credentials. This strengthens the
relevance of the training and provides tfeedback from prospective employers.
The many benefits of these programs are more apt to be realized when they are
organized on a self-financing basis and when academic responsibility is exer-
cised by faculties and departments.

Building Up External Linkages

An indigenous capacity for training and research is a necessary but not suffi-
cient condition for higher education to contribute to growth. It needs to be
complemented by science policies that include, in particular, mechanisims that
promote better use of the scientific and technical potential of tertiary institu-
tions (see box 5.3). Such mechanisms mclude both close linkages with indus-
try in advanced training courses. cooperative research programs. consultancies.
continuing education programs, science parks, und such benefits tor industry
as business incubation centers, tax advantages, and state-sponsored research
vouchers. For example. Ghana’s Technology Consultancy Centre in the Uni-
versity of Technology at Kumasi develops, promotes. and transters appropri-
ate technologies to small-scale industries. Jordan provides vouchers for small
and medium-size enterprises to purchase research and development services
from university. Taiwan (China)’s Hsinchu Science-Based Industrial Park and
Koreua’s Daeduk City are developed in the vicinity of research universities and
institutes to attract high technology firms to utilize the R&D capacity ot higher
education, and to make higher education more attuned to the needs of indus-
try. A basic condition of success is the ability of the academic research
community to forge links with non-university research institutes and enter-
prises and vice versa.

Many forms of cooperation between institutions and the productive sec-
tors can be found throughout the developing world. Employers that actively
define and design new curricula, monitor institutional management, organize
student placement, and arrange for industry personnel to be seconded to ter-
tiary institutions and for academic staff to have industrial experience, can
contribute to aligning education to the country’s needs and to the changing
structure of the labor market. In all newly industrialized countries of East
Asia. industrialists are consulted on both formal and informal basis on cur-
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BOX 5.3 THE IMPORTANCE OF
LINKAGES WITH THE ECONOMY

Establishing strong linkages between
the higher education system and the
economy is important to support
technology-based growth strategies.
In countries like Brazil and India, and
the former communist Eastern and
Central European countries, all of
which have had strong scientific and
technological research capacities for
decades. knowledge-driven indus-
trial change has been impaired by a
lack of appropriate linkages with
training and research institutions.
The absence of market incentives to
introduce new products and pro-
cesses or to improve production
methods has slowed down firm-
based technological accumulation

and hampered the appearance of
specialized suppliers. Training and
research institutions have operated
in isolation from industry.

By contrast, in Korea industrial
capacity was built using the gradu-
ates trained on a large scale in sci-
entific and technical fields and by
promoting a close relationship be-
tween academic research and indus-
try. The government provided
incentives to firms involved in tech-
nology-intensive exports coupled with
generous tax exemptions for re-
search and development invest-
ments, thus creating a private sector
market for the products of its higher
education and science and technol-
ogy systems.

Source: Eisemon 1992c¢.

ricula in higher education and R&D direction that can best serve the needs of

industry.

Pursuing Equity

Providing equitable opportunities for participation in higher education is an
important element of policies to increase national integration and the repre-
sentation of traditionally disadvantaged groups in economic and political
leadership. Strategies must be multi-faceted if they are to be effective in
increasing the representation in higher education of women, ethnic minorities,
students from Jow-income tamilies, and other economically or educationally
disadvantaged groups. Strategies include improving primary and secondary
education for these groups. increasing their demand for higher education.
diversifying institutions to serve various groups, subsidizing their studies. and
using admissions criteria to correct inequalities.

Improving the access of women, the poor, and other disadvantaged groups
to high-quality primary and secondary education is essential to any long-term
improvement in the equity of higher education. The distribution of enroll-
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ments and the quality of instruction at the lower levels of education are the
major determinants of representation in higher education. Demographic dis-
parities cannot be remedied simply through corrective measures introduced at
the higher level. They must be augmented by measures at the primary and
secondary levels to reduce the variability in the performance of secondary
school graduates and to enlarge the pool of eligible candidates.

Improving access to quality primary and secondary education will help
stimulate demand over time. Other more immediate measures are also appro-
priate. Increasing women's demand for higher education, for instance, in part
requires actions in labor market, fair employment, and family policies to
make employment opportunities more attractive for women graduates. In part
it also requires providing career information. role models of successful women,
flexible modes of attendance (part-time studies, short courses, and credit
systems) and separate facilities appropriate to cultural practices. Korea and
Nigeria have arranged for female scientists, faculty members, and career
counselors to visit secondary schools to discuss career opportunities. India
built nine new polytechnics for women in 1991 and provides placement ser-
vices to strengthen linkages with the labor market.

Diversitying institutions to serve the needs of different population groups
can be effective. Different types of institutions have different equity effects in
different countries. In India, open universities and distance education pro-
grams have benefited women, but have been less effective in increasing the
participation of the disadvantaged scheduled caste and tribal students as well
as those from rural areas. Thailand’s two open universities have been the
government’s principal instrument for expanding access to the country’s geo-
graphically well distributed but highly socially selective public university
system. About a quarter (22 percent) of the students enrolled in these institu-
tions come from rural areas, with the poorest social stratum accounting for
two-thirds of the population. This is still much higher than the representation
of students in public or private universities—I11 percent and 10 percent, re-
spectively—but it is well below their representation in teacher training insti-
tutions (52 percent), most of which are focated in the countryside. Thai open
universities have been much more important in increasing opportunities for
students from poor family circumstances in urban areas (21 percent of enroll-
ment, almost twice their representation in the general population).

The effectiveness of subsidies directed to underrepresented groups varies.
Chile’s competitive national scholarship scheme has increased the enrollment
of students from the most educationally and economically disadvantaged
backgrounds in the country’s best public universities, while loans and expan-
sion of private higher education generally have expanded opportunities for
students from more advantaged families. Women’s participation has been
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significantly increased through scholarships in Papua New Guinea and by
providing boarding facilities in India and Yemen.

The most direct way 1o increase the representation in higher education of
disadvantaged groups is to use meritocratic admissions criteria. which include
relaxing requirements, awarding bonus points on entry examinations, impos-
ing admissions quotas. and using combinations of these devices. These crite-
ria are fraught with difficulties. Especially where the quality of secondary
education is highly variable, they can involve high internal efficiency costs. In
the early 1980s, for example. the public University of the Philippines decided
to relax its rigorous admissions requirements for students from poor and rural
tamilies on the grounds that its entrance examinations underestimated the
students” potential academic success. Students admitted under the scheme
were given financial support and remedial instruction if needed and their
performance was closely monitored. The results indicated that relaxing the
requirements increased student failure despite the additional assistance the
students received. In India, constitutionally mandated efforts to increase the
representation of scheduled caste and tribal students through scholarships and
reserved seat schemes have had a strong impact on the composition of higher
education enrollments, Nevertheless, after four decades of positive discrimi-
nation in education and empleyment. scheduled caste and tribal groups re-
main seriously disadvantaged.

In many countries. admission to public universities is very selective and
based on student achievement in national examinations that minimize qualita-
tive variations at the secondary level, Minor adjustments in admissions re-
quirements are unlikely to seriously atfect the quality of entrants, but while
the representation of particular groups may increase. their distribution across
fields of study cannot be changed as easily. In Uganda, for example. bonus
points were introduced in 1990 to increase the representation of women at
Makerere University. The proportion of females admitted increased from 23
percent in 1989-90 to 30 percent in 1990-91. with women accounting tor 40
percent of the arts intake but only 18 percent of the science intake. The
relatively low representation of women among science students reflects the
lack of science education for women at the secondary level and cannot be
remedied at the higher education level alone. Hence. as noted above, equity
must be increased at the primary and secondary levels as part of any long-term
program also to increase it in higher education.
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Implications for the World Bank

ALTHOUGH loans and grants from external aid and lending agen-
cies may be marginal to the overall cost of financing higher education, they
are often crucial to the institutions that receive them. Such support is a chan-
nel through which developing countries and economies in transition can gain
access to the resources and expertise of the educational, scientific, and intel-
lectual centers of more industrialized countries (see box 6.1).

Since 1963, the World Bank has had a prominent role in assisting the
expansion of post-secondary education. Investments averaged 17 percent of
total lending for education between 1963 and 1970, peaked at 38 percent
between 1971 and 1985, and represented 31 percent between 1986 and 1993,
In all, 294 projects with 457 higher education components have been sup-
ported, representing a $5.7 billion investment during the past thirty years
(billion is defined here as 1,000 million). Most of this investment ($5.1 bil-
lion) has occurred since 1980 (see table 6.1).

Initially, World Bank lending for higher education was mainly directed
toward institutions that train professionals and technicians for the economy or
to teachers to facilitate expansion of lower levels of education. The first
higher education project (in Pakistan, 1964) helped establish two agricultural
universities. In recent years, the World Bank has increasingly provided sup-
port to universities and institutions responsible for advanced scientific train-

79
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BOX 6.1 SUPPORT BY
EXTERNAL AID AND LENDING
AGENCIES FOR HIGHER
EDUCATION

A 1992 survey of educational assis-
tance to seventeen Latin American,
Caribbean, African, and Asian coun-
tries indicated that assistance for uni-
versity development (excluding
untargeted funding for overseas train-
ing) typically accounted for only 1 to
2 percent of total development as-
sistance. The proportion of educa-
tional assistance allocated for higher
education was greatest in African
countries; for example, the figure for
Burundi was 61 percent. Foreign
training accounted for a very large
share of higher education assistance,
again especially in African countries:
69 percent in Cameroon, 51 percent
in Kenya, and 72 percent in Nigeria.

Patterns of involvement by exter-
nal aid and lending agencies in higher
education once reflected historical,
usually colonial, relationships or were
circumscribed by the language
adopted for higher education by the
recipient country. That is no longer

the case. Only in Burundi, Nigeria,
and Senegal, do the former metro-
politan countries predominate
among external agencies support-
ing higher education. Germany was
the leading supporter in India, Swe-
den in Zimbabwe, Japan in Kenya,
and the United States in Cameroon.
italy is a major supporter of higher
education in two anglophone Afri-
can countries, Kenya and Nigeria.
Higher education is both an ob-
ject of external agency support and
an implementing modality for agri-
cultural, health, population, and
other sectoral assistance. Most sup-
port for staff upgrading, technical
assistance, rehabilitation of facilities,
and the purchase of library materi-
als or laboratory equipment is highly
targeted, short-term, and focused
on the needs of academic units.
Indirect assistance to university edu-
cation was very substantial in many
of the countries studied. In Thailand,
for instance, 49 percent of support
for university education was embed-
ded in other sectoral assistance.

Source: Eisemon and Kourouma 1992.

ing and research, reflecting their centrality to knowledge-based economic
growth strategies. African and East Asian countries have had the largest
number of higher education investments, and Latin America and the Carib-
bean countries the lowest.

The relative share of higher education lending in each region reflects
ditferences in priorities set at the country level. The volume of lending is
indicative of specific circumstances such as the economic situation and the
human resources development strategy of borrowing countries. A small num-
ber of countries in each region have received most of the financing that the
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TABLE 6.1 WORLD BANK LENDING FOR HIGHER EDUCATION BY REGION. 1980-93
{number of institutions, lending in millions of dollars, percentage of Bank lending)

Middle Europe Latin
East and and America
Eust South North Central and the

Institution Africa Asiu Asia Africa Asia Caribbean  Total
University 32, 25, 4, 15, 3, 5, 83.
342, 1.457. 31, 135, 84, 80, 2,131,

6.7 28.6 0.6 2.7 1.7 1.6 41.9

Science and I. (AR 0. 4, 2, 3. 24,
technology L1, 475, 0. 65, 40, 391. 9&3.
0.2 9.3 0.0 1.3 0.8 7.7 19.3

Polytechnics 4, 3, 6, 5. L. 3. 24,
36, 197, 539, 9, 4, 1. 794.

0.7 39 10.6 0.2 0.1 0.1 15.6

Technical 21, 8. 4, 9. 3. 3. 48,
institutes 83. 246, 37. 96. 121, i1, 396,
1.6 4.8 0.7 1.9 2 0.2 1.7

Teacher 26, 24, 6. 21, 2, 7. 86,
training 69, 378, 28, 91, 5. L, 584,
institutions 1.4 7.4 0.6 1.8 0.1 0.2 11.5
Total 83, 73. 20. 54, 11, 21, 262,
project 542, 2,754, 637. 97, 254, 502, 5.089.
components 0.7 54.1 12.5 7.8 5.0 9.9 100

Source: World Bank data.

Bank has made available for higher educarion. These typically have large
higher education systems whose expansion or rehabilitation requires large
investments. Since 1986, Nigeria has been Africa’s leading borrower for
higher education. China and Indonesia have been East Asia’s, Brazil has been
Latin America’s, and Hungary has been Europe’s.

The World Bank has accumulated a great deal of lending experience in
supporting ditferent kinds of higher education institutions in many countries
between 1980 and 1993. It has had projects supporting three or more types of
institutions in 29 African countries, 16 Latin American and Caribbean coun-
tries, § Middle Eastern and European countries. 5 South Asian countries, 11
East Asian countries. and 3 European and Central Asian countries. In several
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countries, Algeria, Brazil, China, Indonesia, the Philippines, and Portugal, the
Bank has supported universities, science and technology institutes, polytech-
nics, technical institutes, and teacher training colleges.

Lessons from Experience

Support for quality improvement in World Bank projects has often been
provided piecemeal, with a narrow focus on discrete teaching and research
activities. This has constrained the impact of these investments. Assistance to
libraries and laboratories, as well as for training, staff research, and other
purposes, has occasionally created well-funded academic oases that became
unsustainable in the long run. For example, supplying laboratory equipment
for instruction and staff research can have only a limited impact if there are no
funds to replenish consumables. New libraries and classroom facilities will
not be maintained if professional and support staff must seek other employ-
ment in order to sustain themselves. In Indonesia, for instance. World Bank
support for higher education has had mixed results, mainly for lack of a well-
defined policy tramework for the subsector. Sixteen Inter-University Centers
(tucs) for advanced scientific training and research in strategic fields like
biotechnology were established in the late 1980s with World Bank assistance.
They were situated at Indonesia’s leading public universities and received
funding for buildings. laboratories, equipment, overseas training of staft, for-
eign technical assistance. and staff research. Although the number of post-
graduate degrees (48 doctoral and 253 master’s) increased between 1985 and
1990, the research output of the centers was disappointing. Few mainsiream
scientific papers had been produced. Indonesian researchers received some
payment for their work at the 1UCs, but the amounts were not sufficient to
enable many of them to give up their second jobs. As a result, research etforts
were conducted on a part-time basis. In contrast, the bonuses given to staff to
supervise theses and dissertations has significantly increased the output of
graduate students and led to pressures to proliferate graduate programs in the
public universities.

The interrelatedness of academic programs and institutions of higher edu-
cation has seldom been taken into consideration. Advanced scientific training
and research requires strong undergraduate programs. High-quality instruc-
tion in engineering, medicine, agriculture and applied social sciences is built
on sound training in the natural sciences, mathematics, and even the humani-
ties whose importance to economic development is less obvious, and thus less
apt to attract support from external agencies. In brief, whole institutions and
systems of higher education must be strengthened to produce sustainable
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improvements. Furthermore. the World Bank has not always been able to
offer the long-term comprehensive support for higher education institutions
that is usually needed for effective institution building.

A World Bank internal review of implementation experience undertaken
in 1992 concluded that Bank lending for higher education has been most
successful where, through a series of complementary project investments, it
has developed a subsectoral strategy for intervention. In China, for example,
loans have involved different tiers of the subsector in ways that have strength-
ened the higher education system as a whole and addressed equity and quality
issues in a comprehensive manner (see box 6.2).

The three decades of World Bank education lending to the Republic of
Korea offer another example of a successful approach. which involved well-
integrated support for investments to develop the national scientific training
and research infrastructure as well as industrial capacities. After providing
funding for agricultural colleges and various technical institutions throughout
the 1970s, the Bank supported efforts to expand training in management and
engineering, including the establishment of an accrediting body for engineer-
ing education, during the 1980s. Four more projects were approved between
1989 and 1991 to reinforce advanced scientific training and research capaci-
ties in both the public and private sectors and to strengthen links between
science and technology producing institutions and industrial users. World
Bank lending for higher education in Korea has corresponded with Korea’s
push for high technology development in the 1980s and 1990s, and has been
complemented by lending for technology development and transter.

In Sub-Saharan Africa, higher education has teatured prominently in re-
cent policy-based lending operations. Since 1986, education sector adjust-
ment loans to ten Sub-Saharan African countries have included higher education
reform measures. In all ten countries these reforms have focused on contain-
ing or reducing public expenditures for degree-granting higher education
institutions, combining restrictions on enrollment growth with lower per-
student grants and subsidies as well as the introduction of a variety of cost-
recovery measures. The cost-containment sirategy has often been
complemented by reforms designed to increase internal efficiency by. for
instance, increasing student-staff ratios or teaching loads. However, in less
than half of these cases have investments been made in the higher education
subsector in order to facilitate reforms.

Designing politically acceptable and fiscally affordable policy reform has
been difficult, and implementation experience is not encouraging. Reform
implementation has been opposed by various interest groups and has touched
off student rioting in many countries. The successful launching and imple-
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BOX 6.2 SUPPORTING HIGHER
EDUCATION DEVELOPMENT IN
CHINA

Support for higher education devel-
opment in China has occurred through
a series of integrated project loans
involving different tiers of the higher

sional qualifications through foreign
training. Later projects addressed
the needs of the provincial universi-
ties and other kinds of institutions of
higher education, while the most re-
cent focus, again on national insti-
tutions, directed efforts toward
advanced scientific research and

education subsector. Within the
framework of China’s Four Modern-
izations Plan of 1980, the World Bank
began by assisting the country’s elite higher education in the 1980s, an
national universities, whose programs independent research work noted
had been disrupted by the Cultural that:

Revolution. World Bank funding fa-
cilitated construction and/or rehabili-
tation of university libraries and
laboratories, updating of instructional
and research programs with foreign
scientific expert assistance, and up-
grading of academic staff's profes-

training.
Reviewing the World Bank’s pro-
gram of assistance to Chinese

Approximately 183 higher in-
stitutions in the formal system,
out of the 1985 total of 1,016
regular institutions, were in-
cluded in these projects: 30
universities under the ministry

mentation of reforms and innovations is conditioned by the ability of decision-
makers to build a consensus among the various constituents of the higher
education subsector. Cost containment, cost recovery, and internal efficiency
reforms must confer tangible benefits to governments and universities and be
introduced in the context of more fundamental reforms that affect the au-
tonomy and financing of institutions. This is currently being tried in Viet Nam.

Guidelines for Future Lending

Higher education investments are important for economic growth. They in-
crease individuals® productivity and incomes, as indicated by rate-of-return
analysis, and they also produce significant external benefits not captured by
rate-of-return analysis, such as the long-term returns from basic research and
from technology development and transfer. Economic growth is a critical
prerequisite for sustained poverty reduction in developing countries, which is
the overarching objective of the World Bank.

Within the education sector, however, there is evidence that higher educa-
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of education (now the State
Education Commission}, 34 un-
der a range of other national
ministries, 32 under agriculture
and forestry (including 13 pro-
vincial), 14 under public health,
56 at the provincial level, and
17 short-cycle vocational univer-
sities administered by city gov-
ernments . . . lts outstanding
feature was the broad spread
of assistance, in which no ma-
jor sector of the higher educa-
tion system was neglected.
[Hayhoe 1989)

Over the course of a decade and
through eight investment projects
aimed at increasing quality, access,
and efficiency at approximately two

municipal universities, as well as
various technical, vocational, and
scientific institutions, China’s higher
education system has been
strengthened considerably. World
Bank assistance has facilitated
China’s reentry into the international
mainstream in many fields of scien-
tific training and research. The World
Bank, in return, has acquired expe-
rience throughout the higher educa-
tion subsector, an understanding of
how its different tiers are related to
each other, and has become better
able to target its lending to key train-
ing and research programs.

Sources: International Advisory Panel and Chi-
nese Review Commission 1991; Hayhoe 1989;
Frame and Narin 1987; Eisemon 1992¢.

hundred national, provincial, and

tion investments have lower social rates of return than investments in primary
and secondary education and that investments in basic education can also
have a more direct impact on poverty reduction, because they tend to improve
income equality. Recognizing this, developing countries throughout the world
are investing heavily at these [evels, and in primary education in particular;
gross primary enrollment ratios increased from 79 percent to 104 percent
between 1970 and 1990. This progress has been supported with World Bank
lending, and primary and secondary education will continue to be the highest-
priority subsectors in the Bank’s education lending to countries that have not
yet achieved universal literacy and adequate access, equity, and quality at the
primary and secondary levels. In these countries, the Bank’s involvement in
higher education will continue to be mainly to make its financing more equi-
table and cost-effective, so that primary and secondary education can receive
increased attention at the margin,

Reform of higher education, and particularly strategies for mobilizing
greater private financing for higher education through cost-sharing and the
promotion of private institutions, can help countries tree up some of the
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incremental public resources needed to improve quality and access at the
primary and secondary levels. World Bank lending for higher education thus
has a further strong justification: to support countries’ eftorts to adopt policy
reforms that will allow the subsector to operate more efficiently and at lower
public cost. Countries prepared to adopt a higher education policy framework
that stresses a differentiated institutional structure and diversified resource
base. with greater emphasis on private providers and private funding, will
continue to receive priority. In these countries. Bank lending for higher educa-
tion is supporting:

B Sector policy reforms
B Institutional development
B Quality improvement.

Supporting Sector Policy Reforms

World Bank lending is increasingly designed to support reforms of financial
and managerial policies necessary to establish a more equitable, etficient, and
higher-quality system.

Bank lending in support of reform programs can include financing for
investments as well as the implementation of policy measures. While the
composition of the package of policy reforms will vary by region and income
level, reflecting the specific socioeconomic and political circumstances of
each country, in most cases it includes some combination of measures to:

®  Control access to public higher education on the basis of efficient and
equitable selection criteria

® FEncourage the development of institutions with different programs
and different missions

B Establish a positive environment for private institutions

B Introduce or increase cost-sharing and other financial diversification
measures

®  Provide loan, grant. and work-study programs to ensure that all quali-
fied but financially needy students can pursue higher education

B Allocate public resources to higher education transparently and in
ways that strengthen quality and increase etficiency

B Enable higher education institutions to autonomously raise and utilize
resources and determine student intake.

The World Bunk will continue to adapt its lending strategy and policy
dialogue in higher education to different regional requirements. No package
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of policy reforms can be effective in all circumstances. nor can all necessary
reforms be implemented simultaneously. But any package will need to be
monitorable and to demonstrate progress toward financial sustainability.
Strengthening the policy environment to improve higher education perfor-
mance is a long-term process that the Bank supports with analytical expertise
and lending.

Capacity Building and Institutional Development

Capucity building and institutional development for higher education need to
be supported by the World Bank at both the national and institutional levels.

National Level

Support for capacity building will continue to be directed toward strengthen-
ing the capacity of the government for policymaking and coordinating reform
implementation. This often implies Bank assistance in strengthening over-
sight or advisory bodies with a capacity for policy analysis, evaluation of
requests for funding, monitoring institutions’ performance and making intor-
mation about institutions’ performance available to students. It can also in-
clude support for establishing transparent mechanisms to guide government
allocation of public spending on higher education institutions.

The Bank has supported such capacity building initiatives in Kenya,
Mauritius, Romania, Uganda, and elsewhere. providing expert assistance when
necessary and financial support for technical studies. In Mauritius, for ex-
ample, the Bank supported government efforts to establish a tertiary educa-
tion commission, whose first task was to prepare a master plan for the
rationalization and development of the higher education sector. Technical
assistance was made available to assist each of the four tertiary institutions in
preparing an institutional development plan (1DP). Each IDP defined the spe-
cific mission of the institution, its development goals, an academic plan, and
the resources needed to achieve these objectives. The next step was to inte-
grate the IDPs into a coherent development plan for the whole subsector.

An increasingly high priority area for Bank support is assisting countries
to set up or restructure student loan and financial assistance systems. As
strategies to expand cost-sharing are pursued, well-functioning loan and grant
schemes become essential for ensuring equity of access to higher education.
An example of this type of assistance is the recently approved student loan
reform project in Venezuela, which supports the recapitalization, computer-
ization, and administrative strengthening of the key student loan agency in
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conjunction with policy reforms to increase real interest rates on student loans
and improve loan recovery.

Institutional Level

At the institutional level, the World Bank will continue to offer assistance to
strengthen the managerial capacity of universities and other institutions and
their ability to achieve efficiency gains through effective planning, sound
financial management, and improved program delivery. In Mozambique, for
example, the Bank is supporting Eduardo Mondlane University’s institutional
development program. The Bank program is improving instruction by provid-
ing textbooks and study materials; reducing staff losses by providing access to
housing and supporting professional training of both academic and adminis-
trative staff; improving management and accountability by providing short-
term management training linked to staff development and by contracting an
annual external audit; ensuring adequate regional and gender representation
by increasing student housing; and restoring the physical plant by instituting a
maintenance program.

Such interventions have been useful for generating debate on policy re-
forms as well as for mobilizing external resources. For example, an eighteen-
month internal study conducted by Eduardo Mondlane University to establish
objectives and priorities for long-term development has been the basis for its
discussions with the community of aid and lending agencies in garnering
support for its projects.

Improving Quality

National strategies for higher education development that include an explicit
focus on improving the quality of instruction and research will continue to
receive priority World Bank support in countries that have undertaken appro-
priate policy reforms. The Bank typically assists governments in implement-
ing the necessary policy reforms in conjunction with a series of projects that
support quality improvements in universities and other institutions. These
investments take place within a sectorwide strategy to reform higher educa-
tion as a whole.

Insofar as universities are concerned, priority is increasingly given to
concentrating resources in a few institutions, either public or private. provid-
ing undergraduate education in fields of importance to the country’s human
resource development, and oftering advanced scientific training and produc-
ing research of an international standard. An increasing share of World Bank
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investments in higher education is therefore targeted to support national and
regional centers of excellence. To develop or strengthen institutional centers
of excellence in small nations, support for regional initiatives is expanding
along the lines described in chapter 5. This includes support for national
institutions operating as regional centers rather than the creation of new
supra-national institutions. Aid can involve direct assistance to national insti-
tutions or programs with a regional mission, such as staff development or
equipment upgrading, and national programs of scholarships for students
attending regional institutions outside their country of origin.

More specifically, the World Bank is giving increasing priority to invest-
ments designed to enhance the quality of instruction and research by provid-
ing assistance for:

®  Upgrading the qualifications of academic staff

®  Introducing innovations in teaching, the organization and content of
academic programs, and methods of assessing student performance

B [Increasing the provision and quality of instructional facilities and
resources to support institutional plans for self-improvement

B [mproving examinations and selection processes

¥ Establishing accreditation and performance assessment systems

® [ncreasing the productivity and quality of graduate training and staff
research, including support for national and international scientific
communication.

The World Bank is increasingly providing funding to higher education
institutions on a competitive basis, in a way analogous 10 its support for
university research in Bruzil, China. and Korea. In Hungary, tfor example, the
Bank is assisting rationalization and reform of the higher education and re-
search system through a fund for new initiatives (see box 6.3). Access to this
fund is competitive, and grants are made to institutions to strengthen the
quality, efficiency. and relevance of their programs. Proposals are reviewed
by expert panels, and medium-term support is provided to facilitate innova-
tions. The scheme is integral to the success of the reforms needed to ensure
the sustainability of these initiatives. Similarly. the ongoing engineering edu-
cation project in Egypt provides funds to rehabilitate and construct new facili-
ties. purchase laboratory equipment and library materials, and support staff
development programs. Funding is awarded after a review of proposals for
self-improvement that are prepared by engineering departments from internal
self-audits of their needs and reform plans.

The Bank is also supporting efforts to differentiate higher education sys-
tems. This can include tunding for short-cycle and continuing education pro-
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BOX 6.3 SUPPORTING
STRUCTURAL REFORMS
IN HUNGARY

A major reform of higher education
now being implemented in Hungary
will change the way most higher edu-
cation institutions are financed, in-
cluding research institutes that
provide advanced scientific training.
A new higher education law, pre-
sented to the national parliament in
1992, reorganized the public higher
education system, legitimized the es-
tablishment of private institutions, al-
lowed public institutions to levy fees,
changed the procedures for allocat-
ing state support to students and in-
stitutions, created funds to support
research, institutional rehabilitation,
and innovation, and established new
policy structures to direct the growth
of the higher education system. The
reforms are being supported by a
World Bank loan (1991).

The higher education law brings all
higher education within the authority
of one ministry, which will be advised
by a committee for higher education
and research. The committee will be
composed of representatives of the
various ministries concerned with
higher education, university rectors
and administrators of scientific insti-
tutions, and local and foreign experts.
It will formulate norms for financing
public and private institutions and
make recommendations through the
ministry to parliament on public ex-
penditures for higher education.

Support will be distributed to in-
stitutions and their students through
various funds. Students will receive
payments from the state student
fund for part of the costs of accom-
modation, boarding, and textbooks
and, in addition, will receive loans to
pay these and other costs interest-
free for ten years. A tuition fund will
provide support to institutions based
on their efficiency and performance
as well as the costs of the programs
they offer. The higher education re-
search fund will selectively support
proposals from institutions that fall
outside the mandate of other na-
tional research councils, while the
facilities fund can be accessed by
institutions for extraordinary capital
needs. Universities and colleges will
be allowed to determine and allo-
cate intake except in the case of
certain professional faculties such
as medicine, dentistry, and veteri-
nary medicine, whose enroliment will
be controlled by the committee for
higher education and research. The
institutions will be allowed to obtain
additional income from private
sources without reduction of their
operating budgets. set salaries and
wages of academic and nonaca-
demic staff, and manipulate other
aspects of their cost structure sub-
ject to minimum accrediting stan-
dards adopted by the committee to
determine eligibility for support from
the tuition fund.

Source: Hungary 1991.
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grams, open universities, and diploma- and certificate-granting institutions,
as well as establishing and expanding private higher education. Most of the
future increase in higher education enrollments will be absorbed by these
institutions. For this purpose, World Bank investments are more and more
directed at improving the quality of training oftered by these institutions.



A PPENDIX

Findings of the World Bank’s
Operations Evaluation Department

LITTLE has been done in the past to evaluate the World Bank's
work on higher education in a comprehensive way. The Bank’s Operations
Evaluation Department (OED) has evaluated higher education projects in their
1978 “Review of Bank Operations in the Education Sector™ and more recently
in “World Bank Assistance to Agricultural Higher Education 1964-1990~
(World Bank 1992f) and a 1991 report on “Indonesian Education and the
World Bank: An Assessment of Two Decades of Lending™ (World Bank
19914a). In addition, some projects have been assessed in the “Annual Review
of Project Performance Results™ from 1985 to 1987 and “Annual Review of
Evaluation Results™ from 1988 to 1991. Review of these documents shows
that the Bank started financing higher education institutions in 1963 on the
assumption that these institutions would supply the trained labor power and
adapt the new technologies necessary to enhance economic development.

Financing in the early vears emphasized hardware, such as construction
and equipment, with a gradual shift to supporting improved software, such as
teacher training and new methods of delivering educational services. The
1978 report, which encompasses the years 1963 to 1978, reviewed a total of
55 education projects and covered all subsectors. The main thrust of these
projects was to achieve expansion—only 3 percent of which was in higher
education—as well as to bring about improvements in administration and
planning, in teaching facilities, and in the training and status of teachers in
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education in general. In the late 1960s to early 1970s two main objectives of
the higher education projects were to direct universities towards research on
local problems and to encourage the expansion of training in science and
technology. Many projects were designed to assist multiple subsectors so that
allocations to higher education represented only a small slice of the total. For
example, for agricultural projects between 1964 and 1990, while total project
costs were estimated to be $2.840 million ($2.84 billion), the cost of the
agricultural higher education components was only $715 million, with Asia
receiving 80 percent of the total investment. The majority of higher education
projects assisted one or two institutions in a particular country.

Several problems were identified. The first was the failure to understand
universities as complex and unique organizations—the planning did not take
into account whether projects were sustainable, how the institutional structure
would mix with the socioeconomic and the political environment, or how
internal academic politics would affect the project. With agricultural higher
education projects in particular, little thought was given to commitment on
the part of the borrower. The second problem was weak analysis of issues on
the basis of unrealistic labor market assessments due in part to the absence of
comprehensive labor market data. Unworkable implementation arrangements
were also a recurrent problem.

Over the period under review, projects increasingly stressed enhancing
university management—improving resource allocation and internal efficiency,
rationalizing program development. and controlling the growth of recurrent
expenditures. With regard to implementation, some projects suffered from
time and cost overruns. Implementation lags did not necessarily result in
adverse outcomes, however. The bulk of the implementation problems arose
from implementation arrangements that did not allow for autonomous execu-
tion of the component and did not involve university staff sufficiently: super-
vision by Bank staff who were unfamiliar with higher education issues; poor
performance by technical assistance experts; and weak monitoring and evalu-
ation systems that were not able to identify and correct problems as they
occurred. This was especially evident in Indonesia, the Bank's largest and
most diversified education program ever undertaken.

Overall. projects usually achieved their targets for expanding facilities,
improving the physical plant, and upgrading staff, and enrollments were
generally in line with expectations. Less impressive were the results pertain-
ing to the impact of projects on broader institutional objectives and economic
development.

A 1993 0ED report on “The World Bank Role in Human Resource Devel-
opment in Sub-Saharan Africa”™ (World Bank 1993) stressed that the situation
of African universities has become dramatic and that the continent continues
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to be heavily dependent on expatriate experts. In recent years, Bank lending
has concentrated on primary education, resulting in the relative neglect of
African higher education. In addition. Bank projects in that subsector have
favored support for teacher training over investment in universities. The re-
port noted that too much faith has been put in the results of conventional rates
of return analysis. which led to the recommendation to reallocate resources
trom higher education to the lower levels of education. Given the method-
ological limitations of that approach. and the importance of higher education
for producing the professional and technical specialists required by each coun-
iry. the report called for increased Bank attention to the needs of African
higher education institutions. It also recommended. for reasons of political
teasibility, a more consultative approach in the preparation of projects to
support higher education reforms.
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social development, yet it is in crisis throughout the world.
Industrial as well as developing countries are grappling with the
challenge of how to improve higher education as they face
shrinking budgets.

This crisis is most acute in the developing world, where fiscal
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education, despite wide variations within the sector from country
to country. Using data from many reports and case studies, it
suggests four main directions for reform: encouraging more kinds
of public and private institutions, providing incentives for public
institutions to diversify sources of funding, redefining the role of
government, and introducing policies that emphasize quality and
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