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Preface

The International Council for Educational Development is a p11-
vate international institution for the comparati /e study of priority
problems of world education. Each year, in conjunction with its
board meeting, the ICED conducts a special seminar on a specific
topic of international concern. This past year, in association with
the Johnson Foundation of Racine, Wisconsin, the trustees discussed
“The Privatization of Higher Education.” They prepared paper. on
their own countries” experiences and devoted three days to presenting
and comparing these experiences.

Prof. Roger Geiger of Pennsylvania State University was an in-
vited participant and agreed to write a monograph based on the
papers, the discussion, and his own previous study of this problem
on which he is arguably the leading authority. His book, Private
Sectors in Higher Education, was the required reading for the meet-
ing. A grant from the Exxon Education Foundation made this study
possible.

This is an important book for a number of reasons.

First of all, the current interest in the increased privatization of
higher education is on the agenda of many countries of the world.
Partly as a response to restricted budgets coming from the economic
slowdown of the 1980s, colleges and universities have sought sources
of income outside the taing authority of their governments. And
restricted budgets have led .o conflicting desires of governments to
exercise tighter control over funds still available while at the same
time urging various institutions of higher education to seek private
resources on their own. The two conflicting drives have helped to
push this issue %o the top of educational agendas.

Roger Geiger’s book is also important because, for the first time,
this development has been studied on a comparative basis which
has shed new light for even reasonably sophisticated observers on
their own national arrangements. One trustee was surprised and
comforted to discover that the state monopoly of higher education
in his country is more the norm than the exception. Reasonably well-
informed people in the United States were, and are, equally sur-
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prised that there are other countries with a larger private sector than
that found in the United States. It was equally revealing to discover
that in some countries their private institutions were in the bottom
quartile of excellence while in others, perhaps particularly in the
United States, major private universities were highly visible mem-
bers in the top quartile. Once again, a comparative view reinforces
the notion that one can learn a great deal about one's own system
by noting how similar problems are handled in other societies.

Finally, this is an important book because the discussion in the
seminar and Roger Geiger's book widened the curtain on this top-
ic beyond an interest in the role of private institutions to the in-
creased attention to private resources for public institutions.
Privatization, on this large screen then, includes increased family
and student contributions through gifts and grants, and the contri-
butiuns of private business, either directly or through research con-
tracts. And an important addition to this larger picture is the
evidence that many governments, such as Belgium, Japan, and the
United States, have supported their private institutions directly or
indirectly through student grants and loans.

It can be readily seen that the problems here are both intricate
and important. All this underlines the complexity of the task as-
signed to Roger Geiger and, for those of you who will read this book
carefuliy, it will bring an appreciation of the skill with which he
has threaded his way through these different systems and different
experiences to produce a picture of this important trend in higher
education.

James A. Perkins
Chairman, ICED




L. The Issue of Privatization in International
Perspective

Systems of higher education when viewed as social artifacts would
appear to exemplify national cultures. Yet they also are intercon-
nected from one country to another in a number of different ways.
Each system is oriented toward bodies of knowledge that transcend
national boundaries and are, in fact, created and constantly amended
by international communities of scientists and scholars. Each sends
its graduates off to seek livelihoods in economies that are also linked
and influenced by the channels of international commerce. And,
more indirectly, each system tends to reflect similar processes of
social change, cultural diffusion, and demographic fluctuation. Not
surprisitigly, then, these idiosyncratic systems, each having its own
administrative culture, legal structure, and institutional array, fre-
quently exhibit pattems of development and change that on a deeper
level reflect these fundamental commonalities. As a result, the dy-
namics of higher education in relation to society can show greater
similarity from country to country than Jo specific features of in-
dividual systems.

Recollection of the recent past may lend plausibility to this point.
Twenty years ago, in 1967, every developed country faced the chal-
lenge of expanding higher education to meet a burgeoning socal
demand. In this hopeful time, improving and expanding higher edu-
cation was regarded as a leading national priority intended to ful-
fill individual expectations and advance national development. Ten
years later, in 1977, those earlier hopes had been dampened. Higher
education’s capacity to effect cultural elevation, human capital for-
mation, or social advancement now seemed far more modest. En-
rollment growth in most advanced countries either dwindled or
ceased altogether Retrenchment became the watchword across many
national systems. Today, in 1987, the atmosphere seems to have
changed again. Discussions of higber education policy of late seem
preoccupied with matters of efficiency and relevance—with achiev-
ing more higher education at less cost to society, or at least to
government; and with linking higher education mure closely with
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the needs and the preferences of the private cconon.y.

The mood. the atmosphere. the language of discourse Jf higher
cducation. all seem palpably different as the 1980s draw to a clcse.
But. to what extent arc these maaifestations superficial and
evanescent—a part of the ever-caanging gloss of fashion in higher
education? O, do they represent a decisive shift in the relatiot.ohip
between universitics. governments and socicties? Are these
mamifestations merely conspicuous but isolated examples. confined
t0 a fow count: ies? Or. do the changes thai have occurred reflect
fundamental reorientations of government policies toward higher
cducation?

It was questions such as these that prompted the International
Council for Educational Development [I.C.E.D.]. in conjunction
with the Johnson Foundation. to address the general theme of
privatization in higher education in an international perspective. A
Wingspread Conference on June 15 to 18. 1987, brought together a
distinguished group of educators of wide international experience
They representzd nine wountries directly and four additiorial coun-
tries indirectly. It would scarcely be possible to summarize all the
prepared papers and oral reports. let alone the far-ranging discus-
siuns that they engendered both during and after the formal meet-
ings. The report that follows will rather be onc individual's
assessiient of the issue of privatization derived from this rich ma-
terial. In particular. the discussions of privatization in in¢~idual
countries that folluws in Section 3 are based substantially : _ on the
Conference papers. as indicated int = end notes. but reference has
been frecly made to additiona! sources in order to expand upon cer-
tain poiats. Tlus report. then. aspires to reflect the diverse view-
poiats cxpressed at the Conference. without necessarily being
confined or limited by them.

Given the geneais of this Conference and the many independent
views that were represcated. the meeting was hardly an attempt to
mahe an ideological plea for privatization. Rather. it was an oppor-
wnity to evaluate the hypothesis that privatization had in fact be-
come a significant trend in shaping recent higher education policics
in the non-communist world. As an hypothesis. this contention first
required a general theoretical grounding: not 2 predicuve theory.
of course. but a general understanding of the nature of higher
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education systems and their transformations in recent times. Next,
the data on recent manifestations of privatization in diverse systems
of higher education had to be presented and evaluated. The third
step called for critical interpretation of the evidence and its bear-
ing upon the central hypothesis. Few conferences proceed in such
a calculated manner; nor was this one an exception. This general
plan of organization will nevertheless be followed in this report. The
section that follows will attempt to present a historical rationale for
the recent salience of manifestations of privatization. The third sec-
tion will discuss the evidence, or lack of evidence, for privatiza-
tion in each of the countries considered at the Conference. The
fourth section will consider the principal issues of privatization in
general terms; and the final section will offer a summary evalua-
tion of the results.




-

2. Privatization in Historical Context

The monumental development of the last generation has been
what Martin Trow described as the transition from elite to mass
higher education.! His basic argument was that when higher edu-
cation systems passed the threshold of educating more than 1S per
cent of the relevant age cohorts, quantitative increases produced
qualitative changes in the nature, the structure, and the outcomes
of postsecondary education. Making these changes, however, proved
to be a prolonged, grudging, and often traumatic process.

The actual patterns of this expansion were rather more similar
in the advanced industrial countries than purely bookkeeping com-
parisons might suggest.2 First came a spurt of extremely rapid
growth in university enrollments. These additional students large-
ly flowed into existing institutions, that v.ere in many respects ill-
adapted to cope with them. Next came a period of crisis, caused
in part by the difficulties and slow pace of adaptation to these new
conditions. but heavi'y seasoned by other contemporary cultural and
political issues. The crises were then followed or accompanied by
a discernible phase of differentiation, in which new institutions were
revised and put in place. The last phase involved implementing legis-
lative and particularly financial arrangements that were intended
to accummodate. and in a sense complete, the new system of mass
higher education. The general pattern stands out in historical per-
spective. the most 7apid enrollment growth occurred at the initia-
uon of this process, investments in higher education tended to
increase throughout, as systems had not only to expand, but to
change as well, and the transformation was concluded with major
financial commitments by government to underwrite the new sys-
tem. In most countries this represented significant extensions of
government financial responsibilities for higher education. Thus,
from the late 1950s to the first half of the 1970s, an underlying trend
of “"nationalization” inexorably expanded government expenditures
on higher education.

How this was done, of course, depended upon the nature of the
system 1n question. In some mixed public/private systems e
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government stepped in where it had never stepped before. Japun.
where the feverish growth of the private sector was responsible for
accommodating mass higher education. was led in 1970 to inau-
gurate substantial government subsidies of private colleges and
universities in order to assure their solvencv and uphold standards.
The United States, between 1966 and 1972. put in place a set of fed-
eral programs that subsidized lower- and middle-income students
through grants, loans, and work-study plans. thereby guaranteeing
wide access to higher education as well as underw riting in part the
tuition revenues of private institutions. In Belgium and the Nether-
lands (both publicly supported, mixed public-private systems). pri-
vate universities achieved full funding from the state during these
years, and on rather generous terms.? In Australia. a similar kind
of commitment was made by the Commonwealth government in
1974, when it abolished student fees and state appropriations for
higher education and became the sole supporter of the country’s
universities and colleges. In countries where national government
was already the sole supporter (France. Sweden). this underlying
trend of nationalization was expressed through expansion and in-
novation in publicly supported higher education.

This nationalizing trend encompassed far more than just finance.
In most countries, nevertheless, it seemed to peak in the first half
of the 1970s with the kind of major government commitments men-
tioned above. But not all of these commitments proved sustainable.
In fact, the countries that had grown most dependent upon a sin-
gle source of public support seem to have been most vulnerable to
the eventual exhaustion of this long nationalizing trend. The govern-
ment promises to Belgian universities proved overly magnanimous
almost from the outset. Fcr Australia. the apogee of the curve of
national resources devoted to higher education was reached in 1975.
The extreme manifestation of this general limitation of government
support was undoubtedly the insistent retrenchment imposed upon
British universities since 1981.

Systems with pluralistic bases of support have been somewhat
more fortunate, but have not escaped this trend. In the United States
it has taken the form of scaling back eligibility for certain forms
of federal student aid, although there has also been administration
gambits to abolish some programs entirely. Even seemingly affluent
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Japan has been sorely wrestling with recurring budget deficits that
have kept spending for higher education under consistent pressure
Thus, the macro-nationalizing trerd that had dominated higher edu-
cation systems for a generation gradually ground to a halt in the
late-1970s.

The reasons for this development are only partly evident. Un-
doubtedly the sluggishness that plagued most national economies
during these years would bear some of the blame. Austerity budg-
cts have been the chief excuse for scaling back spending on higher
education. Beyond this, it should be recognized that higher educa-
tion was an issue that, after more than a decade of government at-
tention and fiscal exertion, was largely resolved. Governments faced
other problems stemming from the energy crisis, aging populations,
environmental degradation, and economic dislocation. These mat-
ters could claim a higher priority now that the higher education sys-
tem was fuily elaborated. Moreover, judging from the results
achieved by the mid-seventies, higher education might be regard-
ed as a dubious vehicle for human capital investments, The returns
to higher education for recent graduates during the era seemed to
have shrunk, and the spectre of graduate unemployment became
public concern.

Interestingly, each of these worries now appears to have been rela-
tive. National economies can fluctuate upward as well as downward;
and spending priorities are just that—relative rankings of things that
governments would like to do. As for declining returns to higher
education, this phenomenon reflected several quirks of recent his-
tory: the large absolute size of 18 to 24 year-old cohorts as a result
of the postwar baby booms, the large numbers of recent graduates;
and the maladaptation of higher education to the workplace, which
was only belatedly and incompletely addressed. The relativity of
these factors was implicitly recognized by almost all governments.
They did not take the position that their countries could get by with
less higher education—although Britain would be an exception here,
and at times perhaps France. Otherwise, nations have sought to
maintain, or even extend through diversification, the levels of
participation in higher education that was achieved in the mid-
seventies. They have simply not wanted to pay any more. Thus, we
come 1o the challenge of the 1980s—finding nongovernmental
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resources for higher education. in short, the present trend toward
privatization.

Privatization can be defined, then, as the net addition of private
resources for higher education or the substitution of private
resources for public ones. Viewed internationally, this phenome-
non would seem to have the following components. 1) Growth in
the relative share of pr’ ately controlled institutions (the private sec-
tor): 2) A shifting at the margin of the burden of financing higher
education from government to student; and 3) The attempt to rely
increasingly upon private patronage of public or private institutions.
either through outright voluntary gifts or through mutually advan-
tageous arrangements with industry. Somew hat less clear-cut would
be the variety of efforts aimed at achieving greater articulation be-
tween higher education and the private sector of the economy.

Privatization has been a general phenomenon of the 1920s that
has considerably transcended higher education® Its most stark
manifestations have undoubtedly been the divestment of publicly
owned enterprises to private investors. but it has had a pervasive
impact on the provision of government services, and especially on
the public policy discourse about the provision of these services.
The dimensions, duration, and likely future extent of this movement
are uncertain at this juncture; however, the origins of this move-
ment can be identified with greater certainty.

The beginning of the 1980s was marked by a widespread percep-
tion of the “crisis of the welfare state.”” The sense of crisis stemmed,
no doubt, from the stagnation of economic growth in the latter 1970s.
and particularly from stifling effects of the high rates of interest and
inflation prevailing at the time. But more fundamentally, the wel-
fare states of the West seemed to have reached inherent economic
limitations: spending for governmental provision of social goods
and services seemed to be diminishing the competitiveness of na-
tional economies, thus eroding their capacities to finance those very
welfare expenditures at leveis w which they had become ac-
customed. The most immed:ate priority consequently became the
reinvigoration of those sagging economies. Assessing these
prospects as early as 1981, A.H. Halsey foresaw that *'the main de-
terminant of social policy in this decade will be economic policy.s
After its great expansion and disappointing performance as a
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stimulant to economic growth, higher education was clearly vul-
nerable under this scenario. The predictable result was a decline
in the relative share of national resources devoted to higher edu-
cation. particularly in those countries where the preponderant share
of the burden of finance was borne by government. The growing
penury of higher education systems in the early 1980s, then, was
the underlying negative stimulus for privatization.

A more positive inducement for privatization emerged fror « the
desire to achieve a closer articulation with the private economy In-
deed, in Britain, Australia and the United States a radical case for
privatization has been inspired by the freemarket human-capital the-
ories of Milton Friedman$ This type of argument holds that a sys-
tem of higher education driven by student demand would produce
an optimum mix of offerings at a market-determined price. Actual
government policies, however, have been far more moderate; their
orientation has in fact been more toward the needs of industry than
toward the supposed wishes of students. Governments have been
particularly eager to assure that theii considerable investments in
university research would yield near-term, direct payoffs in econorn-
ically relevant technology. In addition, they have sought to increase
the amounts and kinds of services rendered to private industry in
expectation of greater financial support for higher education in
return.

Nevertheless, if these general tendencies are evident to some €x-
tent 1n most countries, the extent of their incidence has varied con-
siderably. The nature of higher education systems, degrees of
government control, political parties in power, and relative econom-
1c situations are perhaps the most salient variables. In the sections
that follow, then, the countries that were discussed at the Confer-
ence will be grouped according to basic similarities of structural
types in order to assess the incidence of the general international
trend toward privatization in higher education.




3. National Cases of Privatization

Limitations of Welfare States: Australia, Britain, Belgium, and
Sweden.

Although these four countries differ considerably as welfare
states, their systems of higher education bear an essential similar-
ity. All originally developed as decentralized, pluralistic systems,
but since 1945 they have become almost totally funded, and to a
lesser degree controlled, by their respective national governments,
in which higher education was most immediately affected by the
economic predicament of the welfare state.

Britain. During the great expansion of higher education Britain
possessed the most widely admired (at least by academics) system
of government support of higher education. The University Grants
Committee [UGC] distributed government funds to the universi-
ties in ways that fully respected university automony. It also fur-
nished sufficient rescurces to preserve pedagogical traditions that
were at once quite costly and quite effective. The funds required
to maintain a capacity for research were included in the UGC grants,
while additional funds for specified research projects could be at-
tained through awards from the Research Councils. ‘The universi-
ties charged tuition as well, but these fees were covered as a matter
of right by maintenance grants for a!l British students. As a result,
British universities received all but a small fraction of their funds
from the public purse.

The experience of British universities in the 1980s has been an
illustration of the dangers inherent in that situation. In 1981 the
Thatcher government imposed cuts in allocations to universities that
were projected to equal 17 per cent over the next three years. Since
then the budgetary pressures have continued to be relentless. From
being a model for government funding of higher education, Brit-
ish universities have instead come to represent the worst case of the
1980s for government retrenchment. Privation, then, has been a
painful stimulus for privatization.

Britain’s only true private university, the University of Bucking-
ham, stands as a precursor rather than a part of this trend. It was
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conceived in the late 1960s in i1eological reaction to the fear of po-
litical domination over the government-funded universities, rather
than being a response to economic uncertainties.? There was, after
all, no logic in creating a financially strapped private institution out
of fear that government funded universities might themselves be-
come financially strapped. After a long and difficult organizing ef-
fort, Buckingham opened its doors in 1976. It achieved a Royal
Charter and full university status in 1983, which reflecied both the
official favor of the Conservative Government and the achievement
of an ongoing, credible institution.

From its origins Buckingham sought academic respectability
above all, instead of attempting to fulfill unmet student demand or
establishing close relations with private industry. Only quite recently
has it begun to consider these latter kinds of “service” roles. Buck-
ingham has attempted to offer some new alternatives (two-year
degrees, an European Community-oriented degree), but these in-
itiatives anticipated rather than responded to student interests. In
spite of its determined aloofness from government, Buckingham’s
success in becoming a small, but permanent private alternative has
depended heavily upon government actions. The charging of full
fees to overseas stuJdents at state-funde universities (1980) gave
Buckingham a compttitive edge in that market. The limited num-
ber of university places in law created excess demand by British stu-
dents in that field. The most significant factor in attracting a British
clientele to Buckinghwm has nevertheless been the attainment of
mandatory-grant status for its home students. Since Buckingham’s
operating costs are financed largely through this subsidized tuition,
the university is now significantly dependent upon the public purse.
Buckingham has also looked 10 private gifts for the capital that per-
mitted its founding and development. In recent years it has revamped
its solicitations along the lines of an American university develop-
ment office. Its small efforts, however, are now far overshadowed
by the private fund-raising activities of the government-supported
universities.

The transition to greater private financial input has been a diffi-
cult and unnatural process for British universities. Their former
near-total dependence upon the public purse promoted an insular-
ity from British society. This insularity had dire consequences.
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When the universities were asked by Education Minister Shirley
Williams to find ways of reducing their exceedingly high costs, they
complacently refused to consider reforming themselves. And when
Margaret Thatcher’s budget axe fell, signifying a loss of tradition-
ally unquestioned support by the governing elite, the universities
found themselves without a political constituency to defend their
interests 3

The first unequivocal step toward privatization occurred when the
government imposed full-cost fees on all foreign students in 1980.
This action generated enmity, particularly among former British
colonies, and initially caused the number of foreign students to de-
cline. According to a recent Government White Paper, however, for-
eign student enrollments have since risen to their previous levels,
and the resulting fees now constitute no less than five per cent of
the income of British universities.* For institutions with large for-
eign clienteles, preeminently the London School of Economics, this
source of income is considerably more important. A British univer-
sity degree remains a highly saleable commodity, and, unlike the
case with home students, politicians need not concern themselves
with the effects of high tition on the social composition of foreign
students.

As for the budge* reductions, Walter Perry writes that “there is
no doubt at all that they have achieved, in part, one of their objec-
tives, namely to increase the input of private funding to the univer-
sities; but this has been done by Draconian measures with effects
that are sometimes little short of disastrous.”* The universities have
undertaken systematic fund-raising efforts, even though this has been
an awkward role for many vice-charcellors to fulfill. Universities
have also created science parks and entered into consortia with lo-
cal industries. Research income from private sources has been ex-
panded so that it now equals two per cent of total university income.
The overall change has been dramatic. in just four years (1980-84)
the proportion of university income derived from nonpublic sources
has increased from 17 to 26 per cent $ During a like span (1980-1986)
university enrollments have been static, while the government
reports a five per cent reduction in unit costs. The increased pri-
vate input represents a real shifting of the burden of higher educa-
tion finance from public to private sources. Nor can there be any
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doubt abuut the government’s intentions in the immediate future.
The recent Whate Paper called for further development of the links
that have been formed between universities and industry. It promises
that “the goverment and its fundis.g agencies will do all they can
to encourage and r.oward approaches by higher cducation institu-
tions which bring them closer to the world of busine...™?

Less than half of Britain's postsecondary students attend univer-
sities. But o, the previous quoation inaplhies. the polytechnics and
colleges have been included in thz same privatizing dicia. These
institutions have experienced bucget cutoachs as well, although un-
lihe the universities they have had to absorb increasing numbers of
students. As a result their supposed “efficiency™ has been increwsed
to the extent of a 15 per cent real reatiction in expenditures per stu-
dent. The entire arca of continuing education provides another com-
ponent of the drift toward privatization. The government makes a
rngid distinction between initial education, which is in all cases sub-
sidized. and continuing education, which is not. Continuing cdu-
cation programs on the postsecondary levels, most notably through
the Open University, are thus largely financed by students or their
cmployers. Their expansion in the 1980s. thea, has added further
to the flow of private resources in support of British higher
cducation®

Australia. Like the United States. Australia pussesses a federal
pulitical structure in which responsibility for education is lodged
with the states. During the postwar expansion of higher education
the Communweadlth government shouldered an increasing portion
of the financrd burden, and by the early 1970s it was the principal
funder. Begraning in 1974 both subsidies from the states and stu-
dent witivs were eliminated. leaving the national government as the
sole fiader of higher education? From this point a subtle change
in the polities surrounding higher education funding ensued. Instead
of being regarded by Parliamentarians as a form of pork barrel—
bringing the national tax revenues bach to the stetes—higher cdu-
cation expenditures became instead a large and growing budget item
that nceded to be brought under control.

Since 1975 funding for Australian colleges and universitics has
been stagnant in real terms, in terms of full-time students real
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funding has fallen by 30 per cent; and as o proportion of total
government spending. it has declined by more than 35 per cent—a
clear indication of higher education’s sinking relative prionty.* This
situation has not been catastrophic. but it has resulted in increas-
ingly worrisome pressures within the system. Chiefly, thewe con-
cern providing sufficient places for Australian students and adapting
institutions to changing demands.

Given the Australian commitment to maintaining high standards.
crollments are limited by staffing levels, which in turn depend upon
funding. During the late 1970s demand from higher education’s
traditional clicntele. male secondary school graduates, was actu-
ally indecline After 1980, however, demand rose considerably from
women and part-time adults. The result has been increasing com-
petition for places. particularly at urban locations. This situation
promiscs to become further exacerbated as the government attempts
o raise sccondary graduation rates from 35 per cent (1983) to about
50 per cent of cighteen year-olds. It thus scemis inescapable that
there will soon be substantially greater demand for higher educa-
tion and that it cannot be met under current financial arrangements,

Government austerity in Australia has been caused by a sagging
cconomy beset by an adverse balance of trade and declining indus-
trial competitiveness. Higher education might contribute to the first
of these difficulics by generating foreign exchange through the sale
of services to non-Australians {scc below|. Contributing to the sce-
ond problem through closer interaction with industry has been
impeded by the very conditions of austerity. Australian universi-
tics enjoy a high degree of autonomy. and higher education as a
whole is fully "nionized. After a decade of financial stagnation, col-
leges and universities are desperately starved for discretionary funds.
These realitics make it nearly impossible to redeploy institutional
resources in response to the evolving needs of the economy. Rath-
cr. additional funds arc a virtual necessity in order to inaugurate
new programs or revamp cxisting ones. To some extent such funds
have been sought through philanthropy. The nationalization of higher
cducation funding virtually extinguished a long tradition of private
giving 1o cducation, but recent efforts have succeeded in inducing
industry to support thosc programs in which it has a perceived stake.
In addition. the Commonwealth government has provided the
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incentive of a J50 per cent tax deductior for industry-funded univer-
sity rescarch. The result has been a significant infusion of private
funds, flowing for the most part into the major universities. Neverthe-
less, pri~ate funds have not been adequate to provide the capital need-
ed for such major expenditures as up-to-date computer science
facilities or the modernization of science and engineering structures

While voluntary support and patronage have become important
sources of funds for Australian colleges and universities, the most
salient aspects of privatization have concerned the charging of fees
and the establishment of private, or hybrid institutions."

The reintroduction of fees for Australian students has been an is-
sue dominated by partisan politics. The governing Labor Party has
ostensibly opposed such a move out of concern for the effects upon
cquitable social access. They nevertheless imposed a $250 adminis-
tration fee on all students in 1986, which fell rather inequitably on
those taking only one or two courses. The purpose of this fee was
almost solely to alleviate pressure on the government budget, and
not at all to affect the operation of the higher education system. The
opposition Liberal party, on the other hand, has proposed student
fees in order to introduce greater institutional flexibility and mar-
ket sensitivity. It proposed having institutions charge students about
20% of per capita costs (c. $1500-2000 per year), while the govern-
ment would provide studentships in this amount for something close
to the zurrent number of tertiary-level students. Additional students
could thus enrol at their own expense. For the majority holding
studentships, such an arrangement would be tantamount to a voucher
system (and not very different from the arrangements existing be-
fore 1974 when most student tuition was paid by government grants)
The difference from the existing system would be that part of col-
lege:and university revenues would depend upon enrollments. and
mstitutions could expand those programs with high student demand
as they saw fit. More importantly, it was hoped that such a scheme
would lift the fiscal lid holding down higher education enrollments.'?

The proposal of the Australian Liberty Party represents perhaps
the most far-reaching actual policy for the privatization of higher
education finance. For now, however, all this is moot: Labor was
reelected in 1987, and is unlikely to implement an opposition pro-
gram. Instead, the new Minister of Education inaugr:rated his term
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with a blast at the universities. which he described as “'ossified bod-
ies incapable of adaptation.'* This appeared to be prelude to a new
official policy—or perhaps an official sanctioning of existing de-
velopments. Faced with the problem of burgeoning student demand
and inadequate go* ernment funds. colleges and universities were
now being told, in effect Enrichissez-vous. This source of their en-
richment is to be foreign students.

As in England, there has been scant political opposition to the
charging of fees to foreign students, although the Australians have
been notably more scrupulous in this regard. Australians have long
maintained a distinction bietween “sponsored" students. a fixed guo-
ta who pay no fees. and “subsidized" students. also limited in num-
ber, who pay a percentage of full costs. In 1985 this policy was
carried a step further by allowing otherwise qualified foreign stu-
dents to enrol without limit by paying full-cost fees ($5000-$15.000
in 1987, depending upon the faculty). In addition. the percentage
of full costs paid by subsidized students has been steadily hiked.
reaching 45% (or $4500) in 1987. and going to 55% in 1988. Ths.
according to the new Minister, “provide(s] unparalleled oppurtu-
nities for innovative, enterprising institutions to broaden their re-
source basc. to give staff and students. . .unique and satisfying
opportunities to pursue new, otherwise inaccessible options. "4 It
also raises the spectre of selling university places to foreigners, while
denying them to qualified Australians. The number of full-fee for-
eign students are expected to rise from 500 in 1986 to 2000 n 1987.
and additional recruitment should be enhanced by the recent pub-
lication of a semiofficial brochure. “Australian Study Opportum-
ties: A Directory for Overseas Students."'S More lucrative
opportunitics can be created. however, by organizing special courses
for for:ign students.

In the economically robust nations of the Pacific Rim. Austra-
lia can find an extensive demand for high-quality. English language,
tertiary instruction. Attempts to tap this marhet have very recent-
ly produced a bewildering array of programs and institutional ar-
rangements. including: “full-length degree programs offered in siru
at offshere campuses: twinning arrangements. . whereby the over-
seas student. . .does the first two years of coursework at the home
institution and then comes to Australia for the final two years. . ..
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externally packaged degree courses with en-ground tutorial as-
sistance in the home country, [and] a host of shc  courses not for
degree, specially pachaged and delivered by Aust.alian academics
in the client country. ¢ There is still some uncertainty about the
extent of demand for such programs, but their very proliferation is
testimony to their positive reception thus far—and also .> the press-
ing needs of sponsoring institutions.

The motivation for Australian colleges and universities to organize
these programs, as with attracting fizli-fee foreign students, is to gain
extra funds that can be used for discretivnary purposes—in effect,
to make a “*profit.” To a certain extent, these projected profits are
expected to arise from a more efficient utilization of existing capa-
biliies. But if higher education can be sold for more than its mar-
ginal costs, a host of additional possibilities arisc. Some of these
are beginning to be worked out, and they undoubtedly constitute
the most intriguing dimension of privatization in Australia

Western Australia Institute of Technology (since renamed Cur-
tin University), one of the most enterprising organizers of overseas
courses, was the first to attempt to attract private investors, An agree-
ment was almost concluded with a Japanese zorporation to buiid
a campus for foreign students at Yanchep, Western Australia, which
would in effect have beea managed by Curtin and have awarded
Curtin degrees. The investors withdrew from the project, at ieast
in 1its initial form. because of lack of support from the previous
Commonwealth Government (i.c. before the announced enrichissez-
vous puiicy).

On the other side of the country, however, on the Northern Coast
of New South Wales, the Norther Rivers College of Advanced Edu-
cation has succeeded in implemziting just such a hybrid arrange-
ment. An Australian land developmer:t company has agreed to build
a campus for approximately 2000 students, named the Byron Bay
International Academy. The Academy expects to derive most of its
revenues from foreign students, but to cater to an Australian clientele
as well. It will pay rent for the facilities to the developers. while
the academic programs and degrees will be entirely controlled by
Northern Rivers. The real payoff for the investors will lie in develop-
ing the adjacent properties, which are a part of Australia’s fast de-
veloping Gold Coast. For Northern Rivers this arrangement will
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give it the facilities to fulfill its intrinsic educational mission. Un-
til now, it has had to cope with a student population explosion, com-
pletely inadequate facilities, and no prospects for increased
government funding. The new campus at Byron Bay will allow it
to expand from 1000 studen:s in 1984 to 2500 in 1990, and to de-
velop high-demand programs in physical education, the arts, con-
tinuing education, and environmental management. According to
the Principal, “the Northern Rivers CAE will be getting $5 mil-
lion worth of facilities at a token rental to overcome [its] present
extreme deficiencies, plus housing for up to 200 of our studeats and
the potential to earn incc™e from overseas students.™'?

Larger, more novel, a..d more controversial has been the proj-
ect of founding the completely private Bond Ul.iversity, also on the
Gold Coast. This endeavor, in fact, represents a new departure in
higher education. not just for Australia, but for the world. In short,
the Bond University aspires to provide university education, includ-
ing graduate education and research of first-class standards, while
also producing a return on capital for its investors. A proprietary
university of high academic standing—these are traits that have
hitherto not been combined. In fact, uniting them in this case has
been a complicated legal matter. Bond University received a char-
ter from the Queensland government in 1987, giving it the same legal
basis as other Australian universities. A nonprofit corporation will
be formed to establish and operate the university. A public unit trust
will actually own the university properties, including the associated
research park, «nd will alsc develop the surrounding real estate.
Australia’s Bond Corporation and a Japanese partner proposc to in-
vest $125 million in launching the enterprise. They envision an in-
stitution of 1000 students by 1989, and full-scale operations with
2500 students by 1991. To head the new institution they have recruit-
ed ex-Curtin University Vice-Chancellor Don Watts, whose past
academic and entreprencurial experience would seem to be exem-
plary. He has already begun recruiting senior academic staff at sal-
aries considerably above the rigid university schedule. A prestigious
faculty will be essential to both the success of the research park and
the university's recruitment strategy. In recruiting foreign students
Bond University would like to compete with American research
universities, over which it ought to have a significant cost advantage.
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It hopes to attract Australian students through a combination of
industry-sponsored scholarships and the merits of its programs.'®
Can the Bond University formula succeed? The answer will no
doubt depend as rauch upon future conditions in the market it aims
to serve as much as the entrepreneurial abilities of its organizers. But
assuming that conditions remain about as foreseen, and the univer-
sity develops as planned. the more important question would seem
to be. can this formula be replicated? Two vital extrinsic factors would
seem to be quite difficult to anticipate—namely, real estate develop-
ment and the availability of Japanese capital (the Japanese partners
are putting up 80%). But perhaps the most essential factor is in-
trinsic to Australian higher educauon. Neither the Bond Univer-
sity nor. in a rather different market, the Byron Bay international
Academy would be possible if the Commonwealth were fulfilling
the responsibilities for higher education that it assumed in 1974. In
this respect. the widespread developments toward privatization that
have been taking place in Australia were largely engendered by this
lapse in government responsibilities. Now that it is underway.,
privatization may become a permanent feature of Australian higher
education. regardless of subsequent government policy.

Belgium. The university system of Belgium is distinctive in Eu-
rope for enrolling a majority of its‘students in privately controlled
institutions. The cultural pluralism of Belgian society. rather than
any aversion toward government. accounts for this development. The
divergent cultural aspirations of Catholics and Freethinkers were
responsible for the first two private universities (1934)—the resur-
rection of the Catholic University of Louvain and the Free Univer-
sity of Brussels. In the twentieth century it has been the rivalry of
Flemings and Walloons that has driven the proliferation of mostly
private university-level institutions. The state, nevertheless, has been
centrally involved. The government began subsidizing the private
umversities early in the century, and ir. 1971 it assumed the burden
for virtually their entire support. Conflict between cultural groups.
in the form of demands for parallel social services, ratcheted up the
state provision of support. not just for higher education. but for wel-
fare expenditures in general. During the course of the 1970s. Bel-
gium emerged from the cra of nationalization with a university
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system that had relatively high unit costs, and that had extended con-
siderably beyond what a disinterested observer would regard as op-
timal dimensions. Belgium generally. and higher education in
particular, were highly vulnerable to the incipient crisis of the wel-
fare state.'?

Until 1978 increases in the universities” budget exceeded increases
in the cost of living; since that year they have failed to keep pace
with those increases. For nearly a decade, then, the real resources
available to universities have been contracting. Few other sources
of funds have been available. Belgian students pay annual fec., of
approximately $325-400, but these sums are, in effect, counted
against government appropriations.?® The root problem stems from
the fact that the transition to full government support in 1971 was
accompanied by rigid financial guidelines for all categories of
university expenditures. This budgetary straitjacket combined with
government austerity has deprived the universities of discretionary
income for implementing new programs.

Due to the peculiarities of the Finance Law, the major private
universities have received the lowest per-student subsidization, and
have thus been the most financially constrained. This has given them
the greatest incentive to increase their incomes through the few
channels available: namely, attracting more students and conduct-
ing more contract research. These efforts constitute one theme of
privatization in Belgium. The private universities have taken the lead
in the recruitment of nontraditional students, and have maintained
their share of traditional students as well. Since 1976 the Belgian
private sector has nudged its share of enrollments from 71 to 72 per
cent. This is notable in light of the generally sluggish growth of
university enroilments.

In a more systematic manner, government policy has explicitly
addressed the desirability of bringing more private resources into
higher education. Faced with an aging population and the likeli-
hood of continuing government austerity, Belgium has embraced
the private sector as the last, best hope. Private giving to universi-
ties, which had virtually ceased after full government financing was
achieved, is now beir.g encouraged through tax incentives. More
important for the long run have been the .ystematic attemplts to foste;
university-industry research relationships, especially through Jontly
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founded companies. Belgian universities now derive about ten per
cent of their income from private sources.”' Although this propor-
tion has been growing. it represents a comparatively minor degree
of privatization. On the other hand. Henri Janne and Andre Philip-
pait point out that the successive negotiations with the Education
Ministries “have greatly restricted the autonomy of universities. and
more particularly private universities."?* Belgian society remains
committed insofar as possible to equal treatment of all cultural
groups. and this attitude stands as an inhibition to the unleashing
of true private initiatives that might disrupt that equilibrium.

Sweden. As the prototypical welfare state, Sweden to some ex-
tent led the general movement toward nationalization in higher edu-
cation. In the postwar era all of the private institutions were
absorbed by the statc. save the Stockholm School of Economics.
which retained strong backing in the business community* The na-
tionalizing trend rcached its zenith when a far-reaching government
reform. which was begun in 1968 and enacted in 1975. was finally
impiemented in 1977. One of the intentions of the reform was to en-
hance the responsiveness of higher education to Swedish society.
This process. however. was envisioned as working largely through
public agencies. Local and regional governments. plus the large
quasi-public associations. were to exert a continuing influence on
higher education through government boards and by contracting for
research2* Private industry was given comparatively little input un-
der these arrangements. In fact. under Social-Democratic political
hegemony any intrusion of private interests into higher education
was regarded with distrust. Contracts between firms and universi-
ties. for example. had to negotiate a path through multiple levels
of approval.

In the past decade the pendulum has begun to swing in the oppo-
site direction. Given the extent of the public sector in Sweden, there
15 a comparatively restricted scope for privatization. But the official
attitude toward business involvement with universities clearly reveals
this change. Contractual arrangements between firms and universi-
ties for cither research or special courses are now explicitly en-
couraged. An inducement has been built into the tax system as a
combination of an excess-profits tax and a tax credit for expenditures

30




on university projects.

Swedish universities, moreso than those elsew here in Europe. are
fairly well-suited to make these linkages with industry. Research
generally in Sweden has been concentrated in the universities. rather
than parcelled out to special laboratories. Fully one-third of univer-
sity personnel are externally funded for purposes of research. Al-
though most contract research comes from other sectors of
government, the establishment of university science parks is in the
process of realization 2’

A small but symbolic event has been the reemergence of the
Gothenburg School of Economics. Swallowed up by the Universi-
ty of Gothenburg in 1971, it has recently been restored to a sepa-
rate identity within the university. In this guise it has been able to
reestablish close contacts with the business community. including
a significant amount of voluntary support.26

A trend toward privatization has been evident in each of these wel-
fare states, and in each case it has been motivated in part by che limi-
tation of government resources for higher education. The effects
of government cutbacks or erosion of support have been severe in
Britain and Belgium., significant in Australia. and comparatively
restrained in Sweden. Relative dzprivation has nevertheless become
the principal goad for seeking private resources.

In each of these countries the private input to higher education
has been increased over the last decade. although given the nature
of these systems the percentages involved have been rather small.
The trend. nevertheless, would seem to indicate greater private in-
puts in the immediate future. A critical distinction exists between
those undertakings that simpiy substitute private funds for public
(e.g. fees in Australia and Britain). and those that stimulate the aug-
mentation or adaptation of university activities. Most notable :n the
latter category are the growing links between higher education and
private industry. Sweden has probably gone furthest in forging con-
nections between industrial and university research. but Belgium
too has an active policy. In Australia. by way of contrast. the pub-
lic universities may be outdistanced by their emerging private com-
petition.

This last case reveals a different facet of privatization. Where
measures are taken to assure that publicly and privately cont: "led
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institutions are as alike as possible (Belgium) the public/private dis-
tinction obviously decreases in significance. In Sweden and Brit-
ain, dependence upon private financial resources keeps small,
singular private institutions responsive in some degree to external
constituencies. Only in Australia, howeve., are privately sponsored

institutions providing the initiatives for adapting higher education
to changing conditions.

The Napoleonic Educational Structures: France, Iraly, and
Spain

The higher education systems of these three countries bear a fa-
mily rescmblance that stems from a common Napoleonic inspira-
tion. A state monopoly over the granting of higher degrees, inspired
in part by cultural rivalry between the Catholic Church and the secu-
lar state, was the essential condition that shaped their developments.
It has produced systems of theoretivally uniform national univer-
sities, open virtually free of charge to all who pass the secondary
school-leaving examinations. At different times in each country, it
has been possible to found private univeisities under Catholic
auspices, however, this has resulted in peripheral private sectors that
have operated at a calculated disadvantage to those of the state.

A second point in common arises from the manner in which these
similarly structured systems have adapted to mass Higher education.
In each case the traditional faculties of the state universities were
ill-suited to accommodate the flood of secondary school graduates.
In particular, these government-oriented systems have lacked the
capabilities for preparing students for private-sector careers. The
result has been a persistent problem of oversupply of university
graduates in many fields, and an attendant phenomenon of gradu-
ate un- or underemployment (often within a context of high youth
unemployment generally). Privatization, then, in these highly etatist
systems tends to concern either the activities of the circumscribed
peripheral private sector, or the efforts to forge a closer relation-
ship between state universities and the private economy.

The private sectors of these three countries are of comparable size.
accounting for four to seven per cent of higher education enrollments.
Although Catholic institutions predominate, schools for business
education are also prominent. In many cases, the distinctiveness
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of these institutions has enhanced their stature in contrast with
the “massification™ of the state faculties. The advantages of
remaining selective combine with weak financial underpinnings to
virtually preclude any significant expansion of their peripheral
role.

The Ialian private sector consists of eight universita libere, which
enroll some 50,000 students (5%)27 One is the long-established mu-
nicipal university of Urbino, and four others are small municipal
institutions of recent founding (which were actually founded with
the aim of being taken over by the state). The three truly private
components of this sector comprise a typical peripheral complement
to a Napoleonic system. The Catholic University (f. 1921) is the
largest with some 19,000 students and a full range of faculties. Like
other universita libere it receives about 15 per cent of its income
in subsidies from the state. The Bocconi University (f. 1902) and
the Free International University of Social Studies [LUISS] (f. 1966)
are both essentially business schools. They are selective in admis-
sions, and their graduates have far better job prospects than those
from state universities. It is also consistent with this nexus between
private higher education and business that more than a third of the
Catholic University students are found in the faculty of econom-
ics and commerce.

The French private sector has taken shape along these same two
dimensions.2® Most of the French business schools are under the
control of local Chambers of Commerce and Industry. which are
quasi-public bodies (a fe. of these schools are associated with state
universities). They vary in selectivity, and hence in prestige: but
all generally offer superior employment prospects compared to the
universities. The Catholic universities were founded in the 1870s.
but have been hampered since then by their inability to grant na-
tional degrees. They have consequently focused upon cultural and
service activities that tend to complement the state academic struc-
ture. Only the Catholic University of Lille contains a full five facul-
ties. Another dimension of private education., covering, the first two
postsecondary years, has grown out of the Catholic Ivcdes. and thus
bears close resemblance to the patterns of French secondary edu-
cation.

In Spain four Catholic universities provide private alternatives
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to the thirty state universities.?® Since 1962 these Catholic institu-
tions have been empowered to give degrees recognized by the state.
The private universities generally have emphasized programs favored
by business, and this, together with the recognized rigor of their
teaching, have resulted in favorable job prospects for their gradu-
ates. The recent University Reform Law (sce below) has officially
permitted the creation of additional private institutions, religious
or secular. Such a course of development would be a new depar-
ture for a system of the Napoleonic type. A likely financial basis
for such a development, however, would seem to be lacking, since
student tuition covers only a fraction of costs, and the state is too
hard-pressed to provide subsidies. Business has funded discreet pro-
grams, particularly at the level of the third cycle (i.c. graduate level);
but it seems doubtful that private financing for entiie universities
will become available anytime soon.

Peripheral private sectors have been generally thriving in these
three countries precisely because they have provided alternatives
to the massification of the state universities. Their success stems
from remaining within their niche, and thus precludes large-scale
replication. The greatest success, for both private and public insti-
tutions (like the French grandes écoles), has come with high selec-
tivity2° In addition, the financial underpinnings of further expansion
are absent. These private sectors are thus, in a sense, 100 peripheral
to affect the mainstream of higher education.

The state universities in these Napoleonic structurzs have histor-
ically been closely administered by a national ministry, while at the
same time dominated within the universities by the senior faculty.
In a classic analysis of the Italian case, Burton Clark has depicted
the immobility resulting from the balance of power between the state
bureaucracy and a professoriai viigarchy dominated by what Italians
call the baronato' Breaking this organizational gridlock thus seems
to be a prerequisite for reform. This effort has been underway in
France for almost two decades; has recently begun in carnest in
Spain; and seems to be perpetually on the agenda in Italy.

A widely recognized need in these countries is to achieve a bet-
ter articulation between university programs and opportunities in
the labor markets. One approach to this problem has been to es-
tablish controls over admittance to university programs through
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instituting a numerus clausus. This improves the possibility of rais-
ing standards—by admitting only the better students, and presuma-
bly having somewhat greater authority over them after admission.
To a considerable extent, however, restrictive admissions are a zero-
sum game that advances the value of certaia credentials against
others. Alain Bienaymé cstimates that the restricted parts of French
higher education have increased to 40 per cent of enrollments in
recent years. Ii. Spain, when the recent University Reform Law
made it possible to establish a numerus clausus for the first time
(outside of medicine), 442 out of 758 units immediately imposed
such restrictions.’? More in kecping with trends toward privatiza-
tion, however, are cfforts to elicit inputs from employers in these
highly insular systems in order tu fashion programs that would im-
part potentially productive skills.

In France the effort to vocationalize the university curriculum be-
gan shortly after the post-1968 reorganization of the universities.
The focus of these efforts was the *‘sccond cycle,” the last phase of
university study for most graduates. A reform proposed in 1976
called for, among other things, the creation of technical study
groups, including represcntatives from industry, for the purpose of
designing professionally (or occupationally) oriented degree pro-
grams3® That reform was largely blocked by massive student
demonstrations. In the years that followed, features of this reform
have been instituted in piccemeal fashion. Most important “or ar-
ticulation with the labor market have been the creation of increas-
ing numbers of vocationally specific maitrisse programs (4th-5th
years of study). The academic core of the universities has neverthe-
I2ss remained recalcitrant to such changes, as perhaps it should.
In 1987 the latest version of the second-cycle reform was withdrawn
entirely in the face of student opposition. On a parallel issue,
stimuiating linkages between universitics and industrial research,
a policy of official encouragement has made small headway due to
structural obstacles. In sum, then, the same tendencies that are en-
couraging privatization elsewhere are discernible in France, but have
had far lcss room to operate in the centrally orchestrated French
university system.

Until recently the state university system of Spain has been
characterized by the satne insularity and organizational immobility
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as that of taly. The Higher Education Reform Act of 1983, following
on the new Constitution of 1978, was intended to bring about a dezi-
sive break with the old Napoleonic mold. Spanish universities have
been granted considerably more control over their own affairs, but,
of course, only the future will show if they are able to employ these
new powers effectively.** The most important innovation for the pur-
posc of bringing external influence to bear on the university has been
the cstablishment of *social councils.” These bodies of fiftecn to
twenty members are drawn from the university (40%) and the com-
munity. Their purpose is to foster contacts between the university
and its region. They have, in theory, been given rathe  extensive
powers of approving budgets and appointments. But in practice their
effectiveness, like that of American boards of trustees, is likely to
depend upon a chemistry of cooperation, restraint, and mutual
respect.

In gencral, it could be said of these systems that the attenuation
of their Napoieonic structures is itseif a deveiopment that is con-
sistent with privatization, but, with the possible exception of Spain,
the establishment of significant private inputs inte these state univer
sities has as yet made comparatively littl2 progress.

Mass Private Sectors: Brazil, Colombia, Puerto Rico and Japan

Higher educational systems characterized by mass private sec-
tors represent a distinctive kind of adaptation to the rapid expan-
sion of social demand for higher education.’* Essentially, public
INsitutions being unwilling or unable to accommodate this demand,
it bas been permitted to overflow into private institutions—either
established universities that remain open to all comers, or mor¢
modest institutions created largely to serve this demand. Mass pri-
vate sectors are inherently hierarchical. All possess older private
universities with comparatively high standards and selective admis-
s1ons. The distinctive feature of mass private sectors —the overflow
demand—nevertheless represents the ““low end™ of higher educa-
tion. Income is low in these tuition-dependent schools, and so are
the inputs of educational resources. Standards thus become inher-
ently problematic. The students tend to have poorer academic prepa-
ration. to come from lower su.ial backgrounds, and to attend
part-time. They are likely to be vocationally oriented, a motivation
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that the institutions are quite willing to oblige. While it is all too
casy to deplore these conditions in mass private sectors, it should
be borne in mind that the students who patronize such institutions
have few other alternatives. The very deficiencics of these systems
invariably become the focus for public policics. Brazil probably best
exemplifies the predicament of mass private scctors, Colombia 1s
quite similar, but with somewhat more balance between the two see-
tors; Puertn Rico, because of its unusual fiscal relationship with the
United States, represents a special case, and Japan might be con-
sidered a second-generation mass private sector.

The preconditions for the development of mass private sectors
are, first, a very rapid growth in the number of secondary school
graduates; sccond, an inability of state institutions, generally for
financial reasons, to accommodate the burgeoning demand, and
third, of course, the freedom to offer higher education privately.
In Brazil, for cxample, public policies aimed at cmphasizing the
cxpansion of sccondary education were evident in the decade
1965-75. Enrollments in public sccondary schools increased sixfold,
the proportion of students in the public sector sw ung from 35% to
60% Systems in such a rapid state of cxpansion cannot possibly
adapt to labor-markct conditions; the additional graduates invari-
ably have little choice but to continue on to school. Although Bra-
zilian state higher cducation grew rapidly during this decade
(fourfold), the private scctor ballooned even more rapidly (almost
nincfold). By 1975 its share had increased from 449 to 62% of to-
tal enrollment 36

Brazilian higher cducation expansion during this decade constitut-
cd the heart of what Daniel Levy has called the “third wave” of
private-scctor growth.*” The majority of these students flowed into
sccular, nonelite, unselective institutions. Colombia entered its ex-
plosive growth phasc with a private sector that in many ways
paralleled its public institutions, having both Catholic and sccular
universitics of recognized quality. Its “third wave™ occurred some-
what later than Brazil's, but was accompanied by the proliferation
of the same kind of institution. By 1980 the Colombian private scctor
too claimed ncarly 60 per cent of enrollments.®® In both countrics
this third wave of growth constituted privatization of 4 sort: the
majority of new institutions were under private control, and they
27
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depended almost entirely for their finances upon student fees. It
would nevertheless be mistaken to conflate these developments with
current trends toward privatization.

The inherent weaknesses of mass private sectors tends to gener-
ate counterforces. In what amounts to a form of consumer protec-
tion, the state usually attempts to enforce minimal standards through
close regulation—at least on paper. When private institutions are
out of favor, for example, existing regulations can be enforced more
rigorously, or the founding of new institutions can be made more
difficult. This, tendency has been operating in Brazil since the
mid-1970s, but does not yet seem to be evident in Colombia.®® In
both countries, however, the peak of private sector growth seems
to have been reached * The proportion of private sector enrollments
in Brazil surpassed 60 per cent in 1973, and has remained in the
range of 59-63% since then, Cilombia’s private sector has been
hovering near 60 per cent of enrollments since 1980.

Under current conditions there seems to be little likelihood that
private institutions in either country will be able to diversify, and
hence increase, their sources of support. Rescarch and graduate edu-
cation is disproportionately concentrated in the public sector inboth
countries. Only the high-quality private univensities receive research
grants from national agencies. Voluntary support from industry or
wealthy families has been largely limited in Latin America to secular
elite institutions.® Such support used to be present in Colombia,
but the economit crisis that has gripped the reg n since 1983 has
almost certainly diminished its extent. It woula seem then, that
higher education in both Brazil and Colombia has been little in-
fluenced by the trends toward privatization that have been evident
elsewhere.

Puerto Rico developed a mass private sector quite abruptly dur-
ing the mid-1970s. As late as 1965 more than two-thirds of enroll-
ments were in state institutions, but in 1976 the private Sector
surpassed the public. In the 1980s roughly five of cight students have
been enrolled in private institutions. In the Puerto Rican case, how-
ever, this does not represent growth fueled by private resources—
quite the oppusite. The explosive growth of private enrollments oc-
curred as Puerto Rican students became eligible for U.S. need-based
student aid. particularly that provided by the program of Pell Grants
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(1972). Given the prevalence of low incomes on the island and an
extremiely high rate of youth unemploy ment, subsidized college at-
tendance offered to many a highly attractive alterrative. While state
institutions werc not cager to cater to this new source of demand,
private cntreprencurs definitely were. Some seventeen of the island's
fifty institutions arc private, post-Pell-Grant creations.*?

The situation at one of the older private universitics demonstrates
the unusual situation that has resulted. At the Inter American
University of Puerto Rico half uf the students come from familics
with annual incomes below $6000. Pell Grants now provide seven-
eights of student financial aid ai the university (other federal pro-
grams supply most of the rest), and the magnitude of student aid
is cqual to nincty per cent of the university budget.3* The newer,
post-Pell-Grant universitics depend upon this federally supported
clientele even more heavily. Clearly, any significant reduction in
US federal student aid would have catastrophic repercussions for
the Pucrto Rican private sector. It is rather ironic, then, that the out-
standing nced for the mass private sector of Puerto Rico is to diver-
sify the sources of income by achieving a greater input of private
resources.

The gencral pattern for mass private sectors is, of course, to be
overwnclmingly dependent upon private resources —primarily stu
dent tuition—and concomitantly to be inadequately funded. The (of-
ten distant) hope for improving conditions under these circumstances
usually lies with an infusion of public funds. To date, this has oc-
curred only in Japan, making that system what might be called a
sccond-generation mass private scctor.

Japan historically has had a restricted set of prestigious national
universitics that were meant to meet the principal higher education
needs of the state. Although several private universities were inspired
by Western cultural ideals, Michio Nagai has explained how the Jap-
ancse private sector came to consist of institutions of varying prestige
that were largely oriented toward certifying students for employ-
ment in private business¢ The postwar expansion of higher edu-
cation caused it to emerge as a mass private sector. Enrollment in
Japanese private colleges and universities doubled from 1962 to
1968. The private sector surpassed 75 per cent of student enroll-
ments, and also plunged into a full-fledged crisis. Besides the usuat
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problems of mass private sectors, such as overcrowding, low stan-
dards, and an overburdened faculty, the private sector was insolvent
as well. Having resorted to loans to finance their rapid growth, pri-
vate institutions were prevented by student militancy from recover-
ing these obligations through higher charges. After lengthy
deliberation, the government passed legislation that provided substan-
tial subsidies for private colleges and umversities (1970 and 1975).**

The developments of the carly seventics represented a significant
advance in the nationalization of higher education funding in Ja-
pan. It was accompanied by policies that effectively capped the
growth of the private sector. As onc measure, the chartering of new
institutions was severely restricted. More importantly, the govern-
ment subsidies themselves were weighted in ways to discourage en-
rollment growth in privatc institutions and to encourage higher
standards through increased inputs per student * These policies suc-
ceeded in stabilizing the numerical relationship between (e pub-
lic and private sectors.

Since the mid-seventies, and particularly since 1980, a new sct
of factors has predominated within the context of the now -subsidized
private sector. The prevalence of governmerdt austerity budgets has
restrained public funding for higher education. In the public sec-
tor, nonpublic sources of income have risen dramatically. Basic
funding from the national government comprised more than 80 per
cent of income early in the 1970s, but has fallen to 66 per cent re-
cently. Student charges in the meantime have risen from under 2
per cent to 7.5 per cent, and earnings from affiliated hospitals have
chmbed from 11 to almost 20 per cent. Student tuition has risen in
the private sector as well—a rational economic response to the
government policy of encouraging both decreased enrollments and
increased inputs. When measured against disposable family income.
private sector tuition has risen 73 per cent in the last decade
(1974=106%), 1984=18.3%). According to Shogo Ichikawa, the
*limt of privatization” has been reached in terms of family con-
tributions for private higher education*” Nor is it likely that pub-
lic subsidies will be raised. The private institutions have thus been
left to seck additional resources from the private sector by cxpanding
earnings from services or “asset management” (i.c sclling land).
In addution, the technological universities have succeeded in deriving
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some revenue from private industry. All of these strategies. how-
ever, are open to only a small minority of private institutions 38

The countries with mass private sectors would seem to offer a
somewhat mixed picture. Japan. after a significant degree of na-
tionalization, has been undergoing further privatization of higher
education income for the past decade. In Puerto Rico the need 15
widely recognized to counter the dependency on a single source of
government funding by somehow tapping into private resources. In
Colombia the state role remains circumscribed for financial reu-
sons. so that the private sector may well be the vehicle for further
growth *® Both Colombia and Brazil, nevertheless. would appear
to be situated at the end of periods of “third-wave™ private sector
expansion. They would thus seem to stand outside of contemporary
privatizing trends.

A Note on Third World Countries

A recent report published by the World Bank raised the issue of
privatization for developing countries in an acute form.% In these
poor countries resources of all types are sufficiently scarce that their
allocation becomes a critical matter. Arguing from the basis of rate-
of-return analysis. the report found that developing countries ought
to be increasing their investments in education. whereas in actual-
ity educational investments had been falling during the late 1970s.
Secondly. it concluded that investments in primary education would
be more procuctive than those for higher educatior.. The report con-
sequently advocaied reducing the subsidization of higher education
in order to divert those resources to the primary level. In compen-
sation. it recommended shifting costs to a greater degree to the
beneficiaries of higher education—namely. students. It also suggest-
ed deregulating higher education so that private. and particularly
proprietary. institutions could enter the field. Such an approach
would create. in embryo. cond.ions for the eventual development
of a mass private sector.

Taken in its strong form—the reallocation of resources from
higher to primary education—this report has been greeted with
considerable misgiving. African leaders. for example. voiced the
conviction that higher education has a central role to play in their
modernizing strategies. Arguments that undermine the fragile
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political support for higher education in this context are decidedly
unwelcome 5! Furthermore, the rate-of-return analysis from which
this proposed policy is derived deserves scrutiny. It rests upon an
uncertain statistical base, compiled more than a decade previous,
under conditions in which investments in education were relative-
ly small—hence making returns relatively large. Only a narrow
positivist could be convinced that the case for a major reallocation
of educational resources had been scientifically demonstrated
through this “statistical exercise.”?

Taken in « weaker form, some of the privatizing suggestions of
the World Bank report merit consideration. In most developing
countries higher education subsidies largely benefit the wealthiest
state of the population. Moreover, many systems imitate the British
example by paying student living expenses. Increased student
charges under these circumstances might well free some public
resources :or more productive deployment. In the case of private
institutions, Alexander Kwapong is undoubtedly correct that histor-
.’ 1cal circumstances are not yet ripe for the blossoming of a private
sector5? But on the other hand, there would seem to be little justifi-
cation for precluding such a development in the future through re-
strictive regulations. Kenya, for example, had considered the
possibility of allowing opportunities for the emergence of a private
sector even before the appearance of the World Bank report.

Developing couritries often find themselves in a vicious circle of
sorts. only government can procure the resources for social invest-
ments like educatiun, yet the heavy hand of government almost as-
sures a dismaying degree of inefficiency in the actual conduct of
these undertakings. Privatization offers one potential exit from that
circle, but only when the private sector of the economy possesses
sufficient vigor and wealth to provide support for viable alternatives

Privatization in the United States

The higher education system of the United States is the world’s
largest and easily the most complex. Nearly 1500 publicly controlled
institutions are divided into fifty independent state systems (plus
a handful of federal institutions), privately controlled institutions
number around 1800. Both sectors contain the gamut of institutions
from two-year colleges to research universities. It is hazardous to
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make almost 2ny generalization about this diversified system without
specifying which types of institution are meant. One inclusive state-
ment would nevertheless be incontrovertible: for a generation af-
ter World War II a nationalizing (technically: “governmentizing")
trend was in the ascendancy in American higher education.

The burgeoning role of government was evident in the patterns
of enrollment growth, and in the predominance of public over pri-
vate resources brought about by the introduction of new forms of
federal funding. The post-G.1. Bill expansion of American higher
education (since 1950) was dominated by state institutions. First the
major state universities grew large, then they were transmogrified
into multi-campus entities; teachers colleges matured into region-
al state universities, themselves of impressive size, and, in the last
effort at widening access, community colleges sprouted and grew
across the entire country. Since 1975 fully half of new college stu-
dents have first matriculated in a public community college. Fed-
eral funding of university research was a wartime innovation that
became a permanent feature of American higher education. It bal-
looned after the Soviet launch of Sputnik in 1957, and was accom-
panied by federal support for facilities, graduate fellowships, and
libraries. Although some of this support was subsequently curtailed,

even larger federal commitments were made from 1966 to 1972 for
need-based student aid. By the late 1970s, when the great expan-

sion of American higher education finally reached a plateau, 78 per

cent of students were in public institutions, and 64 per cent of col-

lege and university income was from public sources (not counting
student aid).>* Developments since that date are less easily summa-

rized, yet there is substantial evidence to suggest that a new era is

at hand, characterized by a diminishing government presence in a

number of areas. The components of this trend can best be evalu-

ated by looking at developments in the public and the private sec-

tors £+ the standpoint of enrollment, student charges, voluntary

suppui., and involvement with private industry.ss

Private colleges and universities lost no students as their share

of enrollments shrank from 50 per cent in 1950 to 22 per cent in

1975 As should be apparent from the description just given, differ-

ent types of public institutions expanded to absort additional de-

mand for higher education. The private sector grew much less, and
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the role of the private institutions remained considerably more sta-
ble. The most successful institutional strategy for private colleges
and universities was to limit enroliments and raise standards.

Since 1975 American higher education has entered a new era—
that of the steady state. Enrollment growth has been meager and
of poor quality. headcount from 1975 to 1983 grew by twelve per
cent. full-time equivalent students by eight per cent, and actual fuil-
time students by just six per cent.3¢ Largely for demographic rea-
sons. prospects for future growth before the next century are nonex-
istent. Private colleges and universities have held their own in this
new emviroament. while their share of student headcount has re-
mained at 22 per cent. their proportion of full-time equivalent stu-
dents has increased from 23 per cent to 25 per cent. Even this last
figure understates the educational role of private institutic=  they
grant one-third of all bachelor’s degrees. 40 per cent of graduate
degrees. 38 per cent of M.Ds. and 63 per cent of law degrees >’

The mportance of the contribution of the American private sector
1s nevertheless more qualitative than quantitative. Groups of pri-
vate volleges and universities constitute the acknowledged quality
leaders in both undergraduate education and research. The 1982 A4s-
sessment of Research-Doctorate Programs in the United States. for
example. determined that seven of the top eight universities were
private. and ten of the top fifteen.*® Sustaining the highest standards
in both undergraduate and graduate education is exceedingly com-
petitive. and drives costs inexorably higher. The extensive. and prob-
ably increasing. underlying demand for high-quality higher
education has been one factor that has permitted these cosis to be
passed along to the consumer. Government policy has been another.

The Education Amendments of 1972 put in place a multipart
program of federal, need-based student aid. It consisted of basic
grants for low-income students. supplemental grants for high-cost
education. guaranteed student loans. and subsidized work-study.®
As the last important extension of government influence, this legis-
lation actually paved the way for colleges and universities to pass
along their increasing costs to their students. By subsidizing the most
price-sensitive students. federal student aid supplied the leverage
for achieving a larger student contribution to American higher
cducation.
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From 1975 to 1985 tuition increased by 140 per cent in the pub-
lic sector and 152 per cent in the private sector. Since 1980 the an-
nual increases have been consistently greater than the Consumer
Price Index, although not appreciably more than growth in personal
disposable income.5® The dynamics of these increases indicate that
somewhat different processes are at work in the different sectors.

Higher education is a major portion of state budgets, compris-
ing nearly ten per cent of allocations nationwide. When state budgets
were squeezed during the economic slowdowns of the early eight-
ies, funding was invariably cut back for higher education as well.
Tuition was raised disproportionately during these years as state in-
stitutions sought to maintain their real income. Tuition revenues for
all public institutions increased from 15 per cent of educational and
general revenues in 1978 to 19 per cent in 1983. Compared with just
the instructional costs of public institutions (instruction and aca-
demic support), student charges rose from 30 per cent to 37 per cent
of the total 5! The causative effect of the economic recession is more
evident when one focuses upon individual states. Those worst af-
fected by the industrial slowdown (e.g. Michigan, Pennsylvania,
West Virginia) showed increases in their tuition burden that more
than doubled the national average, but more prosperous states (Okla-
homa, New York, North Carolina) actually lessened the relative
tuition burden 62

Tuition revenues in the private sector rose from 50 to 53 per cent
of total .ducational revenues during this interval, however, com-
pared to just the academic budget they rose from 113.5 to 119 per
cent.® One salient feature of this rise has been the pricing leader-
ship of the elite universities. The research universities in general
have increased their expenditures at a rate well beyond the average,
and their tuition increases have been greater as well. The Ivy League
universities and a few others determine the tuition ceiling for Ameri-
can higher education, and a host of other institutions, like region-
al research universities and elite liberal arts colleges, set their
tuitions as close to that cciling as they deem appropriate. From 1975
to 1985 that ceiling was increased by 180 per cent, compared to the
private sector average of a 152 per cent rise.$* For a Harvard stu-
dent in 1985, those increases above the average rates meant more
than one-thousand dollars in additional expense.
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Changes in the patterns of higher education funding in the 1980s
have shifted a billion-dollar burden from public to private hands.
Interestingly. this change has not been the result of conscious policy.
There was some discussion early in the decade of pegging state tu-
ition 1tes to a (higher) percentage of university costs, but the ac-
tual figures indicate that states responded instead to their fluctuating
fiscal health. In the open market of the private sector there have been
comparatively few economic restraints to raising tuitions. The differ-
ent processes at work in the two sectors have been appaient dur-
ing the general prosperity of the mid-1980s. In the public sector
tuition increases have tended to be matched by growth in state ap-
propriations. but in the private sectors tuition hikes have consider-
ably exceeded the rate of inflation. which almost certainly indicates
continuing privatization. During these comparatively fat years, both
public and private institutions have sought to exploit another access
to private resources.

Private voluntary support has been slowly increasing ir: impor-
tance in American higher education since 1975. From a low-water
mark in the early 1970s, it has gained a full percentage point as a
proportion of total E & G (Education and General) expenditures
(56% in 1974, 66% in 1984). The years of the mid-1980s have been
a bonanza for gifts to higher education, with each year registering
more than a ten per cent real increase’ (not including 1987). Volun-
tary support falls unevenly over American higher education: the
wwenty leading institutions garncred 28 per cent of the national to-
tal (1984-85). whi'e more than two-thirds of American colleges and
univensities had no significant giving totals to report to the unoffi-
cial record-keeper. the Council for Financial Aid to Education.
Nevertheless. one of the major trends has been the broadening of
fund-raising efforts.

For the chief beneficiaries of voluntary support—the private re-
search universities. liberal arts [ colleges, and some major state
universities—fund-raising has long been a highly organized activity.
Year-in and year-out they raise somewhere ncar the expected
amounts. a pattern broken only on the upside by interludes of in-
tensive “campaigns.” In the aggregate, then, giving totals for these
schools are likely to mirror fluctuations in private wealth. In re-
cent years increasing numbers of public institutions have turned to
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organized fund-raising. For example, some seven-hundicd conmmu-
nity colleges now have associated foundations for fund-raising pur-
poses. More important numerically has been the general increase
in activity in the public sector, led by the public universities. In 1975
the public sector received twenty-five cents of each dollar given to
higher education; by 1985 it could lay claim to thirty-three cents.
It is too soon to determine what the effects of the 1986 tax reform
and the 1987 market crash will have on giving to higher education,
however, to date voluntary support has provided an additional
dimension to privatization.

Gifts to higher education from business corporations rose dra-
matically in the 1975-85 decade, from 16 per cent of the total to al-
most 25 per cent. This is but one facet of a growing relationship
between digher education and private industry. Probably of greatest
importance is the growing interaction between industry and univer-
sity research. In the decade since 1975 industry’s share of univer-
sity research funding has risen from three to six per cent, and that
despite the fact that university research funding has been rising rela-
tive to G.N.P$¢ The topic of research cooperation and technology
transfer has spawned a large literature, several aspects of which are
germane in this context.5?

The expansion of university-industry research relationships has
roots in both policy and epistemology. In a number of commercially
important fields the distance between basic university research and
applied technology has narrowed considerably. This has been most
evident in the field of biotechnology, where pharmaceutical firms
have entered into multiraillion-dollar research agreements wi.h
universities—and where a number of university researchers have
exploited their expertise by forming their own companies. A simi-
lar epistemic convergence has taken place in areas of computing/
microelectronics and materials sciences. What this signifies is that
university research has acquired a greater propinquity with auvanced
industrial technology and, concomitantly, with the forces that drive
private industry.

At the same time, this development has been encouraged by a va-
riety of public policies. In general, these call for the expenditure
of public funds to expedite private investments in university re-
search. The engineering research institutes being established by the
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National Science Foundation are a prime example. There are also
large state programs like the Michigan Industrial Technology In-
stitute and the Pennsylvania Ben Franklin Partnership program.
These efforts constitute perhaps the latest area in which public policy
has helped to propel privatization in American higher education.
Others would certainly include the channeling of federal aid through
students and, in a few states, the direct or indirect subsidization of
private institutions.

Generally speaking, the movement toward privatization has result-
ed not from government, but from the autonomous status of Ameri-
can colleges and universities, their diverse sources of support in
society, and their voracious quest for additional resources. For for-
eign observers, the American example presents a mixed picture. The
reliance upon student tuition (and loans) is generally deplored. but
the ability to generate voluntary support, and the close linkages that
have been established with industry have in some respects set an
example that other countries would gladly emulate.
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4. The Issues of Privatization

The notion of privatization does not sit particularly well with the
higher education community. It conjures up images of mean-spirited
free-market economists, insisting that there are no free lunches. It
suggests that the spirit of commerce will intrude into fateful deci-
sions about who will receive the benefits of higher education, about
what course their intellectual development ought to take, and even
about which forms of knowledge will be advanced or neglected. At
the Conference it was noted with some misgiving that considera-
tion of higher education policy had seemingly drifted of late away
from concern for education per se toward ostensibly crass questions
of how to pay for that education. The Conference participants, then,
were by no means predisposed to accept either that a macro-trend
toward privatization was underway, or that such a trend v ould have
pnsitive outcomes for higher education. The general attitude was
rather, if somewhat short of scepticism, still one of judgement re-
served. In keeping with that spirit, this section will attempt to scru-
tinize the component issues of privatization—to go beyond the
question of their incidence to that of their import.

Private vs. Public Higher Education. The national case studies
on the whole reveaied a stable relationship between private and pub-
lic sectors in higher education. In countries with majority public
sectors, private institutions seemed to be thriving, although not ex-
panding. In nations with mass private sectors, the evidence seemed
to indicate that the era of relative expansion may have ended. Cer-
tainly this was the case for the one example of a second-generation
mass private sector—Japan. Only in Australia was the situation in
flux: a private sector was beginning to emerge, with the likelihood
of having a sigrificant impact on higher education as a whole.!

The cases only indirectly addressed the unde-lying basis for this
distinction—the differences between public and private institutions.
Colleges and universities are engaged in the same fundamental tasks
irrespective of whether they are “owned" by the state or by a non-
governmental legal entity. in theory. the fact of *ownership™ ought
to affect the existe:.ce of an institution of higher education in two
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significant ways. The first would be in the mix of tax-based and
nontax-based resources. With the partial exception of Belgium, pri-
vate nstitutions dspend more heavily upon nongovernmental funds.
An increase in the relative share of private enrollments, ipso fac-
to. would mean a decrease at the margin in the social cost of higher
education borne by taxpayers. The second fundamental difference
would be in control, since the ultimate authority would be either
the state or a nongovernmental legal entity. Both of these differences
ought to affect the behavior of colleges or universities, but the ex-
tent of the effects may well depend upon the extent of the differ-
ences. The Conference Paper by Clark Kerr probed the complicated
reality behind the public-private distinction?

Whiic ownership can be regarded as a dichotomous variable, the
phenomenon of control has several dimensions. Because the authori-
t, over American colleges and universitics, public and private, is
confided to boards of trustees, public institutions are not subject
to the direct control of state or politician. On the contrary, many
of the major state universities are even guaranteed legal autonomy
by the constitution of their state. As a result, they are “substantially
privatized." in that their governance and financing arc “‘morc pri-
vate than public."* Their boards are independent, controlling ap-
pomtments and curriculum, as well as guaranteeing basic academic
freedom from the faculty. They receive a Jarge minor share of their
funding from private sources (tuition, gifis and endowments), and
even more from “privatized™ sources. These latter represent pub-
Iic funds that find their way to universities via a nonpolitical inter-
mediary. Funds for federal student aid and for research, in
particular, are voted by Congress in the aggregate, but the actual
funds that reach an indi+ idual schoo! come through students or in-
degenden: granting agencies iike the Natonal Science Foundation
or the Naticaai Insvitus » of Health. The subsiantiztly privatized
universities enroll about 15 per ¢t of American students, and
would indeed seem to eni s con<id. abie autonomy from the fed-
eral governme at and the states in their actions.

From this perspec..¢ the remai: der of the American public sector
would tall into the categories of “‘partially privatized™ or “semi-
public." The former would consist of those siate universities that
are mose heavilv confined to *zachir.g (30 per cent of enrollments)




They receive less funding from private (gifts) or privatized (re-
search) sources, and they have less discretion in the expenditure of
funds reccived from the state. Nor do their faculty play as large a
role in the running of these institutions. In the semi-public catego-
ry lic most of the public community colleges (35 per cent of en-
roliments). They conduct no research, receive few gifts, and are
with some exceptions under closer public control.

American higher education, in this view, forms something of a
continuum, running from semi-public through privatized to com-
pletely private. Two intriguing questions arise fro. this perspec-
tive: To what extent can this continuum of nuanced privateness be
used to understand developments in other countries? And, is the cen-
ter of gravity of this continuum moving in the direction of greater
government or more privatization?

The subtleties of the American system are partly the result of a
large sphere of activity that takes place in between government and
private industry. A good deal of this occurs in private, not-for-profit
organizations. The magnitude and scope of this nonprofit sector is
one of the distinctive features of American society. Almost all “pri-
vate™ colleges and universities are nonprofit organizations. as are
many hospitals and foundations that raise and dispense funds On
the other side of this very fuzzy public-private divide are somewhat
comparable nonpolitical governmental organizations—those that are
insulated, usually by separate boards, from the political process.
They are a chief source of privatized public funds. This form of or-
ganization is also utilized with infinitc variation to accomplish public
purposes in Western Europe.

All the Northern European countries have Research Councils, or
their equivalents, that operate like the NSF or NIH 5 They thus pro-
vide privatized funding fcr public universities. The national univer-
sities of these countries vary, however, in the extent to which they
are privatized. The British universities, with their block-grant fund-
ing from the UGC, used w0 stand at one extreme; while the
Napoleonic university systems of Mediterranean Europe represented
the other. The era of nationalization in Europe was accomplished
b’ measures aimed at decreasing the autonomy of universities—
“publicizing™ them in effect & In some countrics these tendencics
encompassed private institutions. The Belgian private universities
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after 1971 had to conform exactly to state.university patterns in such
things as terms of faculty employment. The Stockholm School of
Economics adopted. as an implicit price for retaining its independ-
ence, state norms in admissions and tuition. The meaning of pri-
vateness was definitely circumscribed as a result of such measures.

It is perilous to render judgement in this ambiguous arca, where
small changes in procedures are often accompanied by sweeping
accusations. It would neverthelss seem, o2 the basis of fragmen-
tary information, that the balance of publicness and privateness have
stabilized of late everywhere except the U.K. There the proposed
abolition or replacement of the UGC would seem to exemplify a
long slide toward decreasing autonomy.” The enforced privatization
of British universitics as a result of slashed government funding has
been accompanied by a growing government intrusiveness in the
conduct of university affairs.

In Australia, a situation similar to that of the U.K. is being ad-
dressed in almost the opposite sense. The state universitics have been
challenged to expand private sources of revenue. This would im-
ply a greater degree of autonomy as a virtual precondition for the
freedom to innovate. In addition, the fully private scctor that is strug-
gling to be born represents a distinctive alternative to the state in-
stitutions. Clearly it is too soon to pass judgement upon these eveits,
but the direction of change is away from government control of
higher cducation on both these counts.

In the Napoleonic higher education systems and in the mass pri-
vate sectors the line between public and private is generally both
sharp and meaningful. In the former type. differences between pub-
lic and private universities are greatest in France and less pro-
nounced in Italy. Only in Spain is there a concerted effort underway
to at once privatize somewhat the control of state universitics
through sucial councils and to integrate the Catholic unjversities with
the national universities, at least for purposes of higher education
policy. Mass private sectors m.ght be envisioned as continua if one
considered such examples as elite private universities in Colombia
that receive government rescarch funds, or somewhat privatized state
institutions like the University of the Philippines. But the distribu-
tion of institutions across these continua are decidedly uneven A
large proportion of institutions and students are found at the private
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pole, where coileges depend aln. vst exclusively upon student fees
and respond primarily * student demand. Such institutions, fur-
thermore, are usually heavily regulated, making them highly pri-
vate but not very autonomous.

This conclusion points again to the anibiguity inherent in the no-
tion of control over academic institutions. Institutional discretion
covers different aspects of higher education in different systems. To
compare these countries systematically, or even to construct an in-
stitutional taxonomy within a system, would seem to require a ma-
trix of social action that covered admissions, curriculum, spending,
faculty authority, and a host of other matters 3 Lacking this analyt-
ic equipment, we will have to rest content with recognizing the rela-
tivity of the public-private distinction of comparative purposes, as
well as the relevance of the Kerr analysis for understanding the Unit-
cd States.

The nationalizing era in the United States was accompanied by
the extension of public authority in higher education as a whole.
In part this occurred through the proliferation of the “semi-public”
community college system; in part it resulted from the increased
influence that accompanied federal sources of funding. The extreme
point of this development occurred during the 1970s, when the fed-
cral government repeatedly threatened to withhold all supposedly
“privatized” federal funds from institutions that did not conform
to dicta from federal agencies. These pressures now seem to have
cased Moreover, in their wake the trends toward privatization that
were noted in the previous section have reemphasized the channels
of interaction between higher education and other segments of
American society. These have enh:..ced a number of the positive
qualities inherent to the mixed American system, including com-
petition and diversity among institutions, flexibility and adaptation
of lahor markets, and attention to the welfare of individual students?
Indeed, it is these qualities of American higher education that other
national systems have been attempting to duplicate.

The Articulation of Higher Education and Society. About this
general topic, one might well ask whether it forms a part of privati-
zation, or if privatization is in fact a component of this larger
phenomenon? Clearly the focus of the articulation issue is to bring

-~

o !

43 =~
Q ‘ .
ERC

IToxt Provided by ERI




the research and education of mostly public institutions to bear to
a greater extent upon the needs of the private economy. On the other
hand, articulation as a public policy transcends the limits of higher
education, especially where research is concerned. Implementation
of this policy usually involves an active role for government.

Harlan Cleveland in his presentation to the Conference empha-
sized that in the United States the dividing line be ween public and
private has become considerably blurred, and furthermore that “the
blur is where the action is.*'® The reason for this is that the pre-
ferred means for accomplishing thesc objectives have been various
forms of public/private partnerships, whose protean forms seem to
spring from the fertile imagination of lawyers. Government has put
forth money to encourage private businesses to invest in universi-
ty rescarch, universities have formed conscrtia to conduct research
for public and private sponsors, nonprofit research corporations have
been established to mediate between university laboratories and in-
dustrial development. Such combinations extend to other realms:
public universitics form private foundations to reccive gifts so that
the income will not offsct public appropriations; private nonprcrit
universities form partnerships with for-profit investors in real estate
deals. These last two examples are 2 “tually concerned with max-
imizing income, while the former represent partnership with a poli-
¢y focu.. There are probably three related reasons for this type of
public-private intertwining - in‘ernational competitiveness, technol-
ogy transfer, and limitation of government.

The first two of these factors were discussed in the previous sec-
tion. International competitiveness in high technology fields now
requires that industry have access to the findings of basic scientif-
ic research in a number of critical areas. It would be safe to say that
every Northern European country now has policies in place to de-
velop and assist these linkages. The paramount actor in these
schemes, however, is private indus:ry. For that reason, these poli-
cies do not necessarily encompass higher education. In both France
and the U.K., for example, government plans are afoot to develop
separate laboratories for these important technologies outside of the
university systems.! In the United States, on the other hand, much
critical research expertise resides with university-based scientists
Hybrid organizations are thus designed to make connections, often
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with government assistance, between higher education and private
industry.

The final stimulus for hybrid, articulating institutions derives
from a diffuse but evident disillusionment with pursuing social ends
through the direct actions of government. When imposed by Mar-
garet Thatcher or Ronald Reagan, such policies are considered con-
servative; when implemented in Comnmunist societies they are
regarded as liberal. Although ideology often surrounds them, the
impetus for limiting the government role in large measure reflects
practical considerations of both cost and effectiveness. Countries
have been constrained financially to limit government programs,
and they have recognized the efficacy of seeking public policy goals
through the channeling of private interests. For European higher

ducation, in particular, the challenge has been to get greater pri-
vate input into university programs. The establishment of social
councils in Spanish universities may be the latest manifestation of
this trend, in line with similar institutions in France and Sweden.
In these contexts, as well as in Australia and the U.K., the issue
of articulation directly implies enhancing the nongovernmental in-
fluences on higher education.

Voluntary Support and Corporate Research. Articulation is sel-
dom perceived as an issue in American higher education precise-
ly because there are ample conduits for private interests to be
expressed. Besides lay boards of trustees and the insistent vocation-
alism of American students, perhaps the two most significant of
these channels would be the continual quest for gifts and the direct
involvemeat with industry through research. Both wiese latter
phenomena are rightly regarded as among the outstanding strengths
of the American system of higher educaiion, and their prominence,
as was already reported, has increased in recent years. Before con-
sidering the applicability of these practices to other systems, it is
appropriate to look at their potential drawbacks for American in-
stitutions.

There are generally few complaints that can be made about receiv-
ing gifts. American colleges and universities are sophisticated sup-
plicants. They generally avoid gifts that would compromise their
integrity—and the occasional exceptions would prove this rule.!?
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They also avoid dependence upon this kind of income—at least until
it 1s safely invested as endow ment. Voluntary support for the most
part allows them to do things that they want to do, but might other-
wise not be able to do. For public institutions it is almost a neces-
sity for gift appeals to invent such discretionary projects that are
aot perceived to be the responsibility of public authorities. Still,
the pursuit of gifts has real costs.

For all the major recipients of voluntary support, this activity is
highly organized. The expense of maintaining a development of-
fice, a small army of fund-raisers, and an extensive network of alum-
ni relations is seldom disclosed. In the absence of disclosure I would
hypothesize that the following would be true for most institutions
engaged in serious fund-raising. a) the marginal cost of fund-raising
is unknown, and b) the development office has grown more in the
last decade than any other administrati*.e unit. A less obvious cost
would be that continual fund-raising puts universities into the en-
tertainment business. This adds greatly to the public support for cer-
tain universities, but it also detracts from their seriousness of
purpose. A third cost is paid at the highest level: large-scale fund-
raising is conducted out of the president’s office and, particularly
in private institutions, fund-raising has become one of the chief ac-
tivities of the president. Finally, as any Maryist would surely point
out, the great importance of fund-raising in many institutions gives
the wealthy an entree to the halls of academia not possessed by
others. Carried no further, this argument would undoubtedly be cor-
rect. American universities will not necessarily do the bidding of
their benefactors, and do decline gifts for this reason, but individuals
with wealth to give can be assured of a hearing.

The success of American higher education philanthropy has set
a compelling example to the rest of the world. Oxford University
has recently announced tt.at it will soon launch a worldwide cam-
paign to raise support for the univers’ty. To this end, it has recruited
a development officer fruin an American university to become the
head of a permanent fund-raising office. The leading Japanese pri-
vate universities have also started seeking contributicns American-
style. These practices are likely to spread, at least wherc they are
culturally feasible. Even more widespread, however, would scem
to be the cultivation of working relatic aships with private industry.
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Research relationships between business firms and higher edu-
cation began in institutes of technology and engineering departments
in the 1920s. and have since become a permanent. and recently ex-
panding, fixture in the American system. They have always been
regarded with some disdain in the academic core of the universi-
ty, and this mistrust has been fanned in recent years by the signing
of million-dollar contracts for biotechnology research. Industrial
influence on higher education has been seen as providing undue sup-
port for only selected areas of the university. for distorting rescarch
toward applied subjects; for encouraging opportunism on the part
of the professoriate; and for appropriating knowledge advances for
private gains. But according to Clark Kerr. ““these potential. and
sometimes actual, dangers have, overall been more than offset by
[other] advantages:™'3 research contracts provide additional funds
for the institution; they bring academic researchers into contact with
other productive sectors of the economy. and they ultimately ought
to enhance the contribution cf higher education to economic growth.

As other countries attempt to induce greater cooperation between
university and industrial scientists. they may encounter some dif-
ficulty in achieving the delicate balance which has evolved over time
in American institutions—and which is only maintained through
continual vigilance. Universities may indeed derive additional
revenues from industrial contracts. but these profits are necessari-
ly limited by the competitive market for research. The direct benefits
of these research relationships accrue first of all to the individual
scientist. and perhaps to a few graduate students. The contractor
too ought to stand to gain. and then possibly the university. Any
university that places profits ahead of the facilitation of teaching and
resea.ch would be likely to reap unfortunate consequences in terms
of loss of faculty loyalties and services. By the same token. the en-
trepreneurial impulse of some faculty cannot be allowed free reign.
but needs to be contained through safeguards in order to avoid the
neglect of basic academic duties.

In sum, the imporiance of both private philanthropy and research
relationships with industry are likely to grow steadily in the near
future, and not just in the U.S. Philanthropic support of universi-
ties is likely to expand because. according to one of the axioms of
fund-raising, you get more when you ask than when you do not.
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Like Oxford University, more institutions that have the potential to
raise money are beginning to ask. Research relationships will un-
doubtedly increase because the cognitive distance between indus-
trial and umversity laboratories has diminished in numerous fields.
The magnitude of these contributions to the financing of higher edu-
cation is nevertheless likely to be limited. The large scale philan-
thropy that shaped the development of American higher education
was a product of a unique economic and social history. Perhaps only
Japan has the potential to develep in a vaguely similar fashion. As
for industry-sponsored research, high technology firms conduct the
great majority of their research in-house. The university comple-
ment of this research is likely to remain as merely the tip of this
growing iceberg.

Private Resources from Student Charges. The World Bank
recommendation, that students in developing countries who can af-
ford to do so should p:y for a greater share of their higher educa-
tion. is 1n theory just as applicable to the developed world of Western
Europe. Free marketeers aside, however, there are no accepted prin-
ciples concerning just what portion of educational costs students
ought to pay. As a result, at the tuitionless end of the spectrum, this
has become an intensely political question; at the opposite, high-
tuition pole, on the other hand, it constitutes a moral one.

The 1986-87 academic year witnessed massive student demon-
strations that successfully blucked extremely modest government
initiatives to introduce a semblance of university tuition in France
and West Germany. The Labor Government in Australia managed
to prevail against similar opposition in order to impose a token regis-
tration fee. The position of the opposition on this politicized issue
would not seem to be entirely consistent. They hold. not without
some evidence. that the higher education systems are predominantly
the preserve of social elites. and they adamantly resist any meas-
ure that mght potentially make these systems marginally more
elitist—even if that would mean making the privileged pay. Of
course, there is more than a smidgin of scif-interest in this posi-
tion, but the 1ntensity of opposition suggests that more is perceived
to be at stake.

The case for the introduction of fees appears to this writer to be
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more cogent, at least in theory. It rests, not upon rates of return to
human capital, but upon two practical considerations.

First, many of the state-supported European systems are seriously
underfinanced, or even experiencing real cutbacks. The problem
is not so much that the universities are poor (a relative concept),
but that they are paralyzed: they bad!y need some additional source
of income that could be used for discretionary purposes. Student
fees, provided they were not used to offset state appropriations (as
they were in Australia), could provide additional resources that
would permit adaptation to changing conditions.

Second, this charging of fees need not have adverse effects upon
the social composition of enrollments. Every one of these countries
has a sophisticated system of student financial assistance to help
qualifying students with the indirect costs of university attendance.
These programs consist of combinations of grants, subsidized loans,
and subsidized services which differ for each country!* Such
schemes could in theory be adjusted to take into account the direct
charges for university education, and could be made to reflect what-
ever degree of social equity that each society considered appropriate
and affordable.!s

In actuality, the politics of higher education would seem to operate
according to yet another kind of logic. The fragmentary evidence
from the American state systems suggests that this is an issue on
which politicians hesitate to disturb the status-quo. Only those states
experiencing serious budgetary difficulties transferred some of the
cost of higher education from state to student, and then only dur-
ing the direst fiscal duress. Higher education has the backing of a
powerful middle-class constituency. fundamental issues about who
should pay for and who benefits from higher educat{on are too divi-
sive politically to be continually confronted. This situation is all
the more true for Western European countries. which are by cus-
tom and culture wedded to largely free higher edu ation. What this
would suggest. then, is that it would take a social or economic con-
vulsion of a must unpleasant sort to break the cauwc of custom up-
holding the current arrangements.

A different set of considerations reigns in those systems where
tuition provides a significant portion of higher education funding.
For those systems, or parts of systems, where institutions derive
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almost all their revenue from tuitior:, the issue is not one of policy
but of marhets, what the existing market will bear tends to deter-
mine how much is charged. and these charges determine the level
of services offered. On the other hand. there are some situations
in which there is a significant degree of discretion in the setting of
student fees.

In both the American and Japanese private sectors, rising tuition
in recent years has propelled the privatization of university revenues,
and in both countries tuition has reached levels that appear to be
dangerously high. Two factors would seem to lie behind this steady
increase. Howard Bowen’s laws of highe: education costs hold that,
“"n quest of excellence, prestige. and influence. . .each institution
raises all the money that it can. . .{and] spends all it raises.”'s There
can be no doubt that these institutions have legitimate—even
compelling—reasons for requiring ever-increasing revenues. The
second factor is that these highly selective institutions face little con-
stramnt from the supply of willing customers. With ten or more ap-
plicants for each place. they have few incentives to moderate their
price. Nor is there mu. 1 scope for consumer resistance: admission
to these clite institutions is only earned through a prolonged.
anxiety-filled process. When a student succeeds in being accepted
to Yale or Waseda. for example, the attendant financial sacrifice is
seldom weighed against future rewards. In the U.S. the non-affluent
student will readily accept the necessity of borrowing in order to
attain the proffered honor.

At this point a rcal moral issue arises. to what extent should stu-
dents be induced to mortgage their future in order to pay for their
education? In European countries like Sweden and West Germa-
ny. the terms of subsidized student loans are quite liberal: but in
the U.S. they have been relatively severe. The expedient of loans
has been more popular with universities than with politicians. It has
allowed mstitutions to maintain a fairly large recruitment pool even
while raising their prices. whereas politicians have bristled at the
rates of loan defaults. For a substantial number of American stu-
dents this method of undergirding high tuition levels has generat-
ed onerous personal burdens.'” In Japan, the virtually mandatory
fanuly contributions have similarly caused hardships. Clearly. then,
the escalation of student charges that has been led by the most




prestigious private universities in both countries has produced an
unwelcome dimension of privatization.




5. Privatization in a Contemporary Perspective

Generalizations are intended to impose some sense of order on
the world, and they must be continually tested against reality in or-
der to gauge the validity of the urdering that is posited. The inter-
national trend toward privatization in higher education is a
generalization of the grossest sort. Tracking down relevant evidence
concerning it has taken this discussion around the world and into
such peripheral areas as government science policy, student wallets,
corporate research, and individual philanthropy. Not all of the de-
velopments that were reviewed could be 2nlisted in the cause of
privatization, but the plethora of evidence, over so wide a geograph-
ic scope, suggests that there is a core of develop.nents which lend
plausibility to the macio-generalization of privatization in higher
cducation.

The phenomenon of privatization has greatest coherence when
juxtaposed against the generation-long trend of increasing nation-
alization in higher educatior.. As yet, it has not attained anything
like the magnitude and impact of that anterior movement; nor does
it appear likely to in the foreseeable future. Two corollaries derive
from this view. The effects of privatization are tenuous in other
countries that did not experience a pronounced expansion of the
government role in higher education. And, far more than an explicit
policy, the initial phase of privatization that has been experienced
in approximately the past decade arose more than anything else as
a reaction to the preceding aggrandizement of the state.

In part, it has been seen that privatization was driven by priva-
tion. The persistent necessity of pruning huge government budg-
ets has in many countries deprived statc universities of needed
resources and driven them to seek incume from nongovernmental
sources. Government policies in the 19805 have generally sought
to maximize the growth of private wealth, rather than the immedi-
ate collection of tax revenues. This in itself has encouraged some
reorientation on the part of higher education

In part, too, there has been disillusionment with the efficacy of
direct government attempts to achieve social policy goals. More




specifically, there has been increasing recognition that to enhance
tie contribution of higher education to society would require more
direct interaction between universities and private industry. By de-
centralizing control somewhat, it was hoped that Adam Smith’s In-
visible Hand might provide more and better direction for higher
education, albeit with some visible government guidance.

Tendencies favoring privatization have been considerably assisted
in several countries by the resurgence of prosperity in the private
sector of the economy since the early 1980s. This prosperity has
been accompanied by an attenuation of the distrust with which pri-
vate industry was regarded throughout much of the nationalizing
era. Although these suspicions have by no means disappeared, their
abeyance has made linkages between the university and other sec-
tors of society far more palatable within academe than had formerly
been the case.

In the final analysis, privatization and its several components
ought to be judged by the extent to which they have nelped or
hindered the accomplishment of the basic ends of higher education.
On this score, privatization of income has clearly mobilized addi-
tional resources for higher education. Moreower, by increasing
the pluralism of higher education funding, it has tended to enhance
the freedom of institutions as well. In addition, by expanding the
interaction between higher education and society, privatization
would seem to have coniributed toward expanding the relevance and
usefulness of higher ecucation as a whole. The caveats have been
noted in the previous secticn. On balance, however, privatization
would not seem to be a cause to be rejected or embraced ideologi-
cally, but rather one to be encouraged for the attainment of tangi-
ble practical benefits.
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