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About this thematic policy brief

Ireland has a diversified and respected system of higher education that has allowed the country to
achieve high levels of third-level attainment and develop its domestic research capacity in recent
decades. In 2020, 58.4% of 25-34 year-olds in Ireland held a tertiary qualification, compared to a
European Union average of 40.5% (Eurostat, 2022[1)). Between 2007 and 2017, total research income
to the Irish higher education sector increased by over 20% in real terms, with a 40% real-terms increase
in revenue from the private sector (HEA, 20192).

The country’s dynamic demographic profile means that undergraduate student numbers are projected
to increase by almost 20% by 2030 (Parliamentary Budget Office, 2019(3)). However, wide-ranging cuts
to state funding implemented in the wake of the 2008 financial crisis, combined with steadily rising
enrolment, led to an estimated 20% real-terms fall in per-student funding in public higher education
institutions (HEIS) between 2007 and 2017 (HEA, 20192)). A proportion of the reduction in state funding
per student was offset by nationally mandated reductions in staff pay and an increase in the financial
contribution paid by students. However, per-student revenue in Irish HEIs has not returned to pre-crisis
levels. This situation has generated concerns in the higher education community about the ability of the
higher education system to maintain quality standards, and sparked widespread calls for the adoption
of a more sustainable funding model.

In its Strategic Plan for 2018-22, Ireland’s Higher Education Authority (HEA) notes that implementation
of a sustainable funding model is imperative and “all the more critical given demographic trends” (HEA,
20184)). Against this backdrop, and as input to an ongoing review of the higher education funding model
in Ireland (HEA, 2017[s)), the HEA has asked the OECD to support the Authority by providing a concise
analysis of how the higher education funding model compares with models used in comparable OECD
jurisdictions. This work forms part of the OECD’s ongoing Resourcing Higher Education Project.

In light of the detailed questions agreed with the HEA at the outset of the work (see annex A), following
a brief overview of higher education resourcing in Ireland, the analysis in this thematic policy brief is
structured into two substantive sections:

e A review of the main factors that affect the cost of delivery in higher education (cost drivers)
and the extent to which OECD jurisdictions monitor costs and use cost information to inform the
design and implementation of their funding systems.

e An analysis of the ways in which OECD jurisdictions design models for allocating public
funding to higher education institutions to promote social inclusion objectives, reward
institutional performance and provide targeted resourcing for national priorities (such as
increasing production of high-demand skills or strengthening higher education campuses
outside major urban centres).

The thematic policy brief draws on international literature, policy documents and the results of a Higher
Education Policy Survey among 29 OECD jurisdictions (Golden, Troy and Weko, 2021(¢)) to assess how
Ireland’s higher education resourcing model compares to those of its peers in these two areas. For
each main topic, the brief draws conclusions and points to possible ways forward as Ireland seeks to
refine its approach to higher education resourcing.

The brief was prepared in the OECD Secretariat by Simon Roy. Particular thanks go to Sheena Duffy
and Ruaidhri Neavyn (HEA) for their support in preparing the brief and to colleagues in the HEA for
providing feedback on a draft version of the text.
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Key findings

The thematic policy brief responds to five research questions agreed between the OECD and the Higher
Education Authority (HEA). Key findings in relation to each question are summarised below.

1. Viewed in comparison to other higher education systems, does the higher education
funding model in Ireland succeed in giving adequate recognition to the core costs drivers for
higher education? To what extent and how do other OECD jurisdictions take into account
institutional revenue from private sources in establishing the level of public funding
institutions receive?

Cost drivers are factors that cause a change in the cost of a particular activity. In higher education,
student numbers or the volume of research projects are key driver of the total cost of operating
higher education institutions. A growing body of research internationally has also examined the
factors that influence unit costs in higher education. Student-to-staff ratios are consistently found
to be the dominant driver of differences in the cost of instruction per student between fields of
education. Salary differentials, variation in workload models and the degree of reliance on non-
permanent staff also influence cost levels, although the extent of this influence depends on national
policies governing employment in higher education. Smaller and regional higher education
institutions may have higher costs, potentially related to their reduced ability to generate scale
economies, but the extent of comparable evidence on the effect of institutional scale on costs is
limited.

A majority of OECD governments recognise volume of activity as a core driver of total costs in
instruction by tying at least a proportion of public funding to student numbers and regulating fee
levels. Governments in systems such as Denmark or Scotland (United Kingdom) provide fixed unit
payments to institutions per credit passed or per student, but do not link the level of these payments
directly to observed costs. Funding models in other systems, such as Finland, the Netherlands or
the Flemish Community of Belgium use distributive formulas that allow the unit level of funding to
fluctuate depending on enrolment and the available budget envelope. A majority of European
OECD funding models also use subject-area weightings in allocation formulas to provide at least
nominal recognition of cost differentials between fields of study that are driven by student-to-staff
ratios and other factors, such as facilities and equipment costs.

Through its system of differentiated payments in lieu of fees and subject-area weightings in the
Recurrent Grant Allocation Model (RGAM) formula, the design of the Irish funding model for
instruction in higher education provides a similar level of recognition of cost differentials between
subject areas as models used in comparable OECD jurisdictions. However, Ireland’s core funding
model, with its relatively small research component, provides more limited recognition of the
underlying costs of university research than models in comparable jurisdictions. As resources are
required to develop institutional research capacity and third-party funding of research rarely covers
the full economic costs of research projects, current levels of institutional funding for research are
likely to lead to resources being diverted from learning and teaching to support costs associated
primarily with research. This is already a concern in other OECD jurisdictions, such as the
Netherlands and the Flemish Community of Belgium, which provide far higher institutional core-
grant funding for research to their universities than Ireland.

More fundamentally, the ability of the Irish funding model to take account of costs is constrained
by the size of the available budget envelope. Between 2012 and 2017, inflation-adjusted spending
per full-time-equivalent (FTE) student in Ireland decreased by 6%. Of nine selected comparator
countries with similarities to the Irish system, inflation-adjusted per-student spending decreased by
a greater proportion only in Finland, while it remained stable or increased in the eight other
jurisdictions. Compared to Ireland, the level of total per-student expenditure on higher education
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institutions, in purchasing parity terms, is 3% higher in Finland 11% higher in Belgium, 19% higher
in the Netherlands 39% higher in Norway and 64% higher in the United Kingdom. Addressing
Ireland’s comparative spending deficit in comparison to key comparator systems will be crucial to
creating a higher education funding model that provides adequate recognition of the costs
associated with operating higher education institutions with the capacity to compete internationally
and achieve Ireland’s ambitious national objectives.

2. To what extent have higher education funding systems implemented methodologies that
permit a shift towards full costing of activities in higher education institutions? To what
extent have changes in costing been reflected in their allocation models?

Granular cost data allow higher education staff and policy makers to understand the costs
associated with different activities in higher education institutions. Although individual higher
education institutions in many OECD countries use their own internal activity-based costing (ABC)
methods, standardised, system-wide approaches have been implemented only in the United
Kingdom, the Nordic countries, Ireland and, to some extent, Australia. In most cases, a primary
goal of the systems has been to provide an accurate picture of the overhead costs associated with
performing activities funded by third parties, such as research funding councils. Although
information from the Transparent Approach to Costing (TRAC) in England has informed decisions
about the level of tuition fees and legacy institutional teaching grants, there is no routine adjustment
of funding levels to account for reported costs. ABC data in other systems is not used routinely to
determine funding levels.

The Full Economic Cost (FEC) model implemented in all Irish universities was pioneering at the
time of its introduction and remains among the most advanced such systems in OECD jurisdictions,
in terms both of its methodology and comprehensive coverage of institutions. Despite the
limitations of the current model, activity-based costing appears to be more developed in Irish
Institutes of Technology than in comparable University of Applied Science sectors in other OECD
jurisdictions, although it is recognised that the transition of Institutes of Technology to
Technological Universities is likely to require change.

3. Does the current higher education funding model, including the block grant, in Ireland (a)
take sufficient account of cost differentials by study fields and (b) succeed in giving support
to disadvantaged learners that is sufficient for HEIs to reduce gaps in study success? How
does this compare with the situation in other OECD jurisdictions?

The subject-area weightings used in Ireland within the RGAM formula are broadly in line with those
used in other OECD jurisdictions. Lower-than-customary weightings for clinical medicine appear to
be compensated by additional payments outside the model. Fee payments by the state (free fees)
are also differentiated to take into account notional costs in different subject fields. A 2017 review
of the Irish funding system (HEA, 2017(7) found that real per-student costs in higher education
institutions were 3-4% higher than the public funding and student contribution they received for
non-laboratory subjects and around 16% higher than per-student funding in laboratory subjects.
However, this situation results primarily from the falling share of subject-weighted formula-based
funding in overall instructional funding per student. As the proportion of total funding allocated
through the RGAM funding formula has declined, the formula has had less influence on per-student
funding amounts and is less able to align payments with field-related cost drivers.

Ireland succeeds comparatively well in promoting access to higher education and study success
for students from disadvantaged backgrounds, and has an unusually comprehensive set of policy
measures in place to support further widening of access. Two areas of concern nevertheless
emerge from reviews of the system. The first is whether the current institutional funding model



6| No.51-Resourcing higher education in Ireland

provides sufficient resources to institutions for part-time students and allows sufficient flexibility to
adapt to students joining programmes through non-standard access routes. The second issue is
that as the level of funding allocated through the RGAM distributive formula has declined, so has
the value of the access bonuses paid for each student. Recent increases in funding have been
used primarily to meet core salary costs, meaning resources for targeted support for students
remain limited. To be more effective, the model would need adequate funding for the distributive
formula to generate a meaningful access bonus payments per student or to use fixed unit payments
for each access student.

4. Viewed in comparison to other allocation models, is the performance-funding component
of the Irish funding allocation model an effective steering tool, permitting the HEA to orient
institutions towards agreed performance targets?

The Higher Education Strategic Performance Framework system has strengthened dialogue and
coordination between higher education institutions and national-level policy makers in Ireland. This
is consistent with findings in other systems with institutional agreements, such as the Netherlands,
Finland, Austria and some German federal states. Evidence from these jurisdictions also suggests
that performance agreements can have a positive influence on strategic planning within institutions,
but the effects on measurable indicators, such as study success, are mixed. A recent Irish study
(O Shea and O Hara, 2020g)) found little evidence of direct effects on institutional behaviour, with
the authors attributing this to a lack of enabling funding to trigger change. Other challenges may
include a focus on indicators rather than strategic issues and adapting profiles and activities with
a largely fixed workforce.

The Higher Education Strategic Performance Framework has been implemented for much of its
existence in a context of contracting public funding for higher education. Under the initial system
of performance compacts in Ireland, a proportion of core funding was “put at risk” if institutions
failed to meet performance targets, but no additional funds were provided. Evidence from other
jurisdictions, including the current system in the Netherlands suggest that additional funds — at
around 3% of the teaching grant, for example — can create positive effects on institutional
behaviour. In this respect, the recent annual allocation of EUR 5 million in additional resources for
performance funding appears to be a step in the right direction, although the level of additional
funding is modest. An assessment at the end of the current implementation cycle will be required
to establish the scale and scope of the effects of this new incentive funding. A comparison with the
experience of the most recent round of quality agreements in the Netherlands would also be
instructive for future policy making in Ireland.

5. How have the funding models adopted in other higher education systems evolved to
support new priorities and special requirements — e.g. future skills, re/up-skilling, regional
engagement, valorisation, advanced research, development and innovation (RDI) activities
or regional or multiple campuses — and what lessons does the experience of other systems
provide for the Irish funding allocation model in general and for the current system of “top-
slicing” in particular?

Ireland’s higher education funding model reserves part of the total budget envelope as “top-sliced”
funds, which are allocated to institutions as earmarked grants for specific priority topics, aligned
with government priorities. Top-sliced funds were originally intended to be additional to core
funding. However, in the decade since the financial crisis, falling or stagnant higher education
budgets have meant the funds for national programmes have absorbed resources that might
otherwise have served to address falling core funding per student. As earmarked funds, the top-
slice programmes are associated with specific sets of rules and reporting requirements or resource-
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intensive competitive bidding procedures. If the overall pot of money available and award amounts
is small, competitive funding calls can create a disproportionate level of administrative burden in
relation to actual sums of money awarded, thus generating inefficiencies.

Although many OECD |jurisdictions provide funding to higher education institutions through
temporary, targeted funding programmes, few systems have recurrent strategic investment funding
embedded in the funding models. Austria and Finland explicitly allocate a share of core funding for
strategy investment, while the Netherlands has a dedicated quality fund that is additional to core
funding that provides resources for actions specified in institutional quality agreements. When
additional funding becomes available in Ireland, an alternative approach to the current model of
earmarked grants would be to mainstream at least some of the top-sliced funds into a strategic
investment component of the core funding model, in a similar way to Austria, Finland or the
Netherlands. Priorities for deployment of the funds and accountability procedures for their use
could be established in institutional performance compacts. The Finnish example may be
particularly helpful to Ireland as a reference point, as it splits its strategic funding into two parts,
where part A — the majority — is allocated to institutions for priorities agreed in performance
contracts and part B is retained at national level for targeted funding calls.
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1. Resourcing higher education in Ireland

To provide context for the subsequent analysis, this section provides a brief overview of the scale and
structure of the Irish higher education system, key aspects of system funding and the broad comparison
of the levels and patterns of institutional funding in Ireland with those in other OECD jurisdictions.

1.1 The Irish higher education system

The Irish higher education system currently comprises 22 public higher education institutions, alongside a
small number of private colleges. From the 1970s until recently, the public system was structured on a
largely binary model, with seven universities and 14 professionally oriented Institutes of Technology (10Ts),
complemented by three specialist colleges (two focused on teacher training and one on art and design).
In 2019, this binary structure was altered with the formal establishment of the country’s first Technological
University, TU Dublin, created from three former Institutes of Technology in the greater Dublin region. In
2021, the Institutes of Technology in Cork and Tralee also merged to form the second such institution,
Munster Technological University, and the loTs in Carlow and Waterford are at an advanced stage of
merging to create the Technological University of South-East Ireland. Also in 2019, the long-established
Royal College of Surgeons in Ireland, the country’s largest medical school, was granted permission to use
the title “university” for the first time, making it the first non-public university in the state.

Table 1. Higher education institutions in Ireland in 2018-19

Universities Enrolment Institutes of Enrolment Other institutions Enrolment
2018-19 Technology 2018-19 2018-19
University College Dublin 26734 Waterford IT 8213 TU Dublin
University College Cork 20978 IT Carlow 8136 City Campus 18 396
National University of Ireland Galway 18670 Galway-Mayo IT 6651 Tallaght Campus 5445
Trinity College Dublin 17139 Limerick IT 6289 Blanchardstown Campus 2757
Dublin City University 15558 IT Sligo 5256 Munster Technological University (MTU)
University of Limerick 14 431 Dundalk IT 4872 MTU Cork 11054
Maynooth University 12611 Athlone IT 4833 MTU Kerry 2805
Dun Laoghaire Institute
of Art, Design & 2335 Colleges
Technology
Mary Immaculate College 5006
St. Angela's College 1441
National College of Art & Design 1198
Private universities
Royal College of Surgeons 3780

Note: Enrolment data count discrete enrolments.
Source: Higher Education Authority Statistics (HEA, 2020;9))

In the academic year, 2018-19, 228 503 students were enrolled in Ireland’s universities and public
Institutes of Technology and colleges, of which around 55% in the seven public universities and 30% in
IoTs. Total enrolment in Irish higher education increased by over 16% between the academic years 2011-
12 and 2018-19, reflecting Ireland’s comparatively young and fast-growing population. As shown in
Table 1, the size of higher education institutions varies considerably, from almost 27 000 students at
University College Dublin (UCD) to under 1 200 students at the National College of Art and Design.
Although Irish students most often attend an institution in their home region (HEA, 20175, the greater
Dublin region, home to around 28% of the Irish population, concentrates over 40% of higher education
enrolment.
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As well as attracting national students from other regions, Dublin’s institutions concentrate over half of
Ireland’s international student population, which, in 2018-19, accounted for 12.4% of total higher education
enrolment, or around 28 000 students. Over 70% of international students come from outside the European
Union and the United Kingdom and around a third study at just two universities: Trinity College Dublin and
University College Dublin. While enrolment from the United Kingdom has remained broadly stable over the
last decade, enrolment by EU students has increased by 80% and by non-EU/UK students (primarily from
the United States, China and India) by 150% since 2011-12 (HEA, 2020y9)).

The Higher Education Authority (HEA) is the government agency responsible for the strategic oversight
and steering of the higher education sector in Ireland, as well as the design and implementation of the
public funding model for the system. Based on analysis of existing strengths and weaknesses in the
system, the HEA'’s Strategic Plan for 2018 to 2022 (HEA, 2018y4)) identifies a series of strategic priorities
for the development of higher education in Ireland in the coming years, which public policy will aim to
promote. Among the key priorities relating to the outputs and outcomes of the system are:

e Promoting equity of access to higher education for all population groups;

e Enhancing the student experience (including through exploiting the Irish Survey of Student
Engagement) and promoting a well-balanced higher education research system;

e Enhancing the responsiveness of higher education to respond to strategic skills needs, including
in Science, Technology, Engineering and Maths (STEM) fields and terms of up-skilling and re-
skilling;

e Increasing engagement between HEIs and the business sector and civil society.

The HEA also identifies reform priorities to help achieve these broader objectives, including:

¢ Areformed funding system to support system sustainability and development;

e Implementing the existing system of institutional compacts and promoting further institutional
mergers in support of regional development;

e Ensuring an effective digital transformation of the higher education sector;
e Strengthening institutional leadership and governance processes;

¢ Increasing the knowledge base on the impact of the higher education system, particularly in terms
of graduate outcomes and research and innovation impact.

In many important respects, Ireland’s higher education system already preforms well in international
comparison. In addition to the high level of higher education participation, rates of progression and
successful completion compare favourably to many similar OECD jurisdictions (Pigott and Frawley,
2019p10)) and recent employment rates among young graduates (88% among 25-34 year-olds in 2019) are
on a par with the best-performing OECD economies (OECD, 202011). Moreover, Ireland’s fundamental
policy objectives of equity of access, enhanced student experience and outcomes, responsiveness to
emerging skills needs and requirements for lifelong learning, research excellence and support for regional
innovation mirror those seen in highly developed higher education systems across the OECD. While
funding higher education is also a challenge in most OECD jurisdictions, putting higher education on a
sustainable and equitable financial footing emerges as a particularly pressing issue in Ireland, where
reform is needed to allow the system to build on its successes and progress towards national goals.

1.2 Resourcing higher education in Ireland

The composition of institutional revenue and trends

Public universities and Institutes of Technology (loTs) in Ireland derive their income from a diversified set
of public and private funding streams. The main categories of income are a core block grant from the
Higher Education Authority (HEA); tuition fee subsidies for Irish and EU undergraduate students paid by
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the HEA,; academic fees and contributions paid by students; income from public and private external
research funders and HEA capital grants. In addition, both universities l0Ts obtain a growing share of their
income from other sources such as philanthropic donations, consulting activities and revenue from
commercial activities (hosting events, etc.) and provision of campus amenities.

The Irish Government agreed to pay tuition fees for eligible domestic undergraduate students from the
academic year 1995/96 onwards, initially leaving eligible students to pay only a comparatively small
registration fee. At the same time, the government assumed responsibility for compensating institutions for
the income previously generated by student fees. The HEA still pays institutions fixed amounts (based on
historic fee levels) in lieu of tuition fees for each eligible domestic or EU student they enrol. However, the
initially small registration fee paid by students (which has evolved into a “student contribution”) has been
increased over time, with a major increase in 2011, and now stands at EUR 3 000 a year for undergraduate
students in all public institutions. As discussed later in this brief, financial aid to cover a proportion of the
student contribution is available for eligible students. Post-graduate and non-EU undergraduate students
pay substantially higher fees, set freely by institutions.

Figure 1. Change in income per student in Irish universities and Institutes of Technology

Average income per full-time-equivalent student in universities and loTs in 2007 and 2017 in euros (nominal value)

| Il Core grant [State fee subsidies ~ [_|Fees paid by students [l Research income [ Income from cther sources ‘

20000
18000 |
16000 |
14000 F
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10000
8000 |
6000 |
4000 F
2000

Universities 2007 Universities 2017 loTs 2007 loTs2017

Note: Data exclude income for capital expenditure (inflows), which is treated separately in institutional accounts.
Source: Financial Trend Analysis — Universities and loTs 2007-2017 (HEA, 2019y

In parallel to the increase in the student contribution, the level of the core HEA block grant paid to
universities and Institutes of Technology fell steadily between 2008 and 2017, as a result of public spending
constraints. This trend is illustrated in Figure 1, which shows average income per student in universities
and Institutes of Technology in 2007 and 2017, broken down by source. Over the same decade, total
income per full-time equivalent (FTE) student in nominal euros fell by 10% in universities (a 16.8% fall after
accounting for inflation) and 19% in Institutes of Technology (25% after inflation) (HEA, 20192)). The value
of the HEA formula-based core block grant received per student fell by 60% in universities and 44% in
Institutes of Technology, although income per student from fee subsidies from the HEA (free fees)
increased by, respectively, 3% and 13% (HEA, 2019z). Taking the core grant and state fee subsidies
together, total core state funding for universities decreased by 40% in universities nad 33% in Institutes of
Technology bewteen 2007 and 2017. Fee income paid by national and international students increased by
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55% in universities and 82% in Institutes of Technology. Fees paid by students now account for around
26% of total income in universities (up from 15% a decade earlier) and 19% in Institutes of Technology (up
from 9% in 2007) (HEA, 202012)).

The HEA core block grant is intended to provide a foundation level of investment for research in higher
education, particularly in universities. In addition, as shown in Figure 1, receive research income from
external public and private sources, including the Irish Research Council (funding for doctoral candidates,
post-doctoral researchers and fundamental research), the Health Research Board and Science Foundation
Ireland (mission-oriented research) and Enterprise Ireland (applied research and development). On
average, in 2017, external research revenue accounted for about a quarter of total income in universities
and just under 10% of income in loTs (HEA, 20192).

Ireland’s current institutional funding model

The main steps in the allocation process

The HEA allocates the available budget envelope for core operating funding to public HEIs using a single
allocation system, initially introduced in 2006 for universities and from 2009 onwards for loTs (HEA,
2017(5)). The main steps in this allocation process are as follows:

1. The HEA receives notification of overall budget envelope available for the recurrent grant
allocation to HEIs as part of national budgetary processes.

2. The Department of Further and Higher Education, Research, Innovation and Science — the line
ministry for the HEA — directs portions of this overall envelope to be used for designated, ring-
fenced (earmarked) purposes that correspond to strategic policy objectives. Strategic funding
has been allocated for priorities such as system restructuring (such as the creation of Technological
Universities), expansion of provision in areas of skills need, as well as shared services such as
online tools (e.g. IRel for eJournals) or the Irish Survey of Student Engagement. Protected funding
for costly fields such as dentistry or music is also ring-fenced at this point. Although strategic
funding was historically intended to be additional funding, budgetary pressures in recent years
mean that this process of initial “top-slicing” from the total budget envelope has put downward
pressure on the amount remaining to distribute to cover institutional operating costs.

3. Theremaining budget is splitinto two “pots”, with 60% for universities and specialist colleges and
40% for Institutes of Technology.

4. A number of further “top slices” for specific sector-wide purposes are deducted from the total within
each “pot”. This includes IT systems shared between loTs (HEA, 2017, p. 275).

5. An amount for each institution is deducted to cover the cost of “free fees” (see below), based on
fixed unit costs for different fee groups multiplied by the number of eligible students in each fee
group for the previous year.

6. The remaining budget is allocated to institutions using a primarily enrolment-driven formula called
the Recurrent Grant Allocation Model (RGAM), which includes weightings by subject field,
education level and student background, as well as a further top-slice for research in universities
(explained below).

The steps outlined above result in a series of ring-fenced pots at system or sector level for shared projects
and activities and an amount of core block grant for each university, college and IoT. Since 2013, there
has been a provision for withholding up to 10% of the allocated institutional block grant for a particular
year, on the basis of an institution’s verified performance in the preceding year against agreed targets
agreed in three-year mission-based compacts. In the latest cycle of implementation for the performance
framework has provided a modest level of additional funding to allocate to high-performing institutions and
reduced emphasis on potential financial penalties (HEA, 2019n13]). The system of performance compacts,
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which a similar to performance agreements seen in other OECD systems are discussed further in Section
3 of this brief.

Key components in the allocation process

As highlighted in the steps described above, the amount of block grant that each public HEI receives each
year in Ireland is determined by two enrolment-related mechanisms. The “free fees” allocation (step 5
above) uses historically determined fixed unit prices for different undergraduate subject fields, with
different fee levels for universities and loTs. The student contribution — currently set at a uniform rate of
EUR 3000 - is subtracted from this unit price as part of the calculation of the institutional allocation for free
fees, which uses student enrolment on 31 January each year as its reference point. After deduction of the
student contribution, the amounts paid to institutions for each eligible full-time undergraduate student
ranges from a per-student average of EUR 3 000 (for non-laboratory fields) to EUR 7 000 (for veterinary
medicine) in universities and from around EUR 800 to EUR 1 500 for loTs (HEA, 2017, p. 24}5).

The remaining amount from the available budget envelope in each of the two “pots” in a given year, after
the free fees has been subtracted, is allocated to institutions using the Recurrent Grant Allocation Model
(RGAM) distributive formula. Each eligible full-time and part-time student at undergraduate and
postgraduate levels is assigned a weight depending on a) the notional cost of their programme, b) their
level of study and c) whether or not they belong to one of four nationally defined “access groups”:

e There are five levels of weighting for undergraduate programmes ranging from “1” for non-
laboratory subjects to “4” for veterinary medicine and dentistry, with the same weights applied for
universities and IoTs.

e For eligible students enrolled in a taught Master's programme in universities, the relevant subject
weighting is multiplied by “1.5” and for each research Master's and PhD student by “3”. For loTs,
lower weightings are applied for eligible postgraduate students. This additional allocation is
designed to contribute to foundational research funding in institutions.

e An additional weighting of “0.33” is added for each student from an access group, defined as those
from under-represented socio-economic groups; first-time mature students; disabled students and
those from a traveller background (see Section 3).

The total available amount of resources for universities and l0Ts is divided by the number of weighted
students in the sector and the resulting units distributed among institutions according to their share in the
weighted enrolment patterns. For universities, 10% of the resulting allocation to each institution is deducted
(top-sliced) and redistributed among the seven universities based on research degree completions in the
previous three years (45%), competitively earned research income per academic staff member (40%) and
knowledge transfer metrics (15%). From 2019, this allocation for research and innovation was extended to
the newly created Technological Universities. To avoid significant year-on-year changes for any institution
are limited to plus or minus 2% of the average sectoral change in a given year.

Possible reforms of the current system

Two independent in-depth reviews of the funding of higher education in Ireland in recent years have
pinpointed challenges with the current institutional funding system. The 2016 Cassells Report (Cassells,
2016p147) focused on the overall volume of resources required by the system and recommended an
additional EUR 1 billion in annual funding by 2030, to be sourced through one of three proposed funding
models (ranging from nearly full state funding, to a system with tuition fees, backed by income-contingent
loans for students). Following on from a recommendation of the Cassells Report, an Independent Expert
Panel convened by the HEA identified possible ways to improve the institutional allocation model described
above. In its 2017 report, the Expert Panel recommended a gradual shift to a unified funding allocation
model for universities and Institutes of Technology (I0Ts), using a formula centred on student retention
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and which takes into account the costs of providing programmes in different fields of study (HEA, 2017(s)).
The Expert Panel also recommended retention of an “access premium” in the core funding formula to
reward institutional efforts to widen access, and a separate strand of targeted funding to institutions to
support achievement of national priorities and respond to specific skills needs.

1.3 How resource levels in Irish higher education compare

Despite the challenging resourcing environment experienced by Irish higher education in recent years, the
most recent comparable international data show that Ireland’s total spending per full-time-equivalent (FTE)
student on higher education institutions (all income streams) remains slightly above the OECD average
when adjusted for purchasing power parity (PPP). As illustrated in Figure 2, Ireland’s per-student spending
on higher education institutions in 2018 was 0.5% higher than the OECD average, at around the same
level as France, Estonia and New Zealand, although significantly lower than in Austria, Belgium, Australia
and the Netherlands (all with per-student spending around 20% higher than in Ireland), Norway and
Sweden (around 50% higher), the United Kingdom (74% higher) and the United States (on average,
roughly double the level of per-student spending in Ireland).

Figure 2. Expenditure on higher education institutions (2018)

Selected measures of expenditure on higher education institutions (ISCED 5-8), OECD average = 100

[ Expenditure on higher education institutions as a percentage of GDP ] Annual expenditure on higher education institutions per FTE student
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Note: Expenditure on higher education includes spending from public and private sources on education, research and development, and ancillary
services for students. The OECD average expenditure on HEIs as a percentage of Gross Domestic Product (GDP) in 2018 was 1.4%, average
annual expenditure per studentwas USD 17 065, and average public expenditure on higher education as a percentage of total public expenditure
was 2.9%.

Korea: Data exclude expenditure on some educational programmes provided by ministries other than the Ministry of Education (e.g. military
academies); Norway: Educational expenditures are reported as percentage of mainland GDP (excluding offshore oil and international shipping);
United States: Data include some post-secondary, non-tertiary education that occurs within HEIs. Comparable data for Costa Rica and
Switzerland are not available and thus not included.

Source: OECD (2021y15) Education at a Glance 2021: OECD Indicators, Tables C2.2, C4.1 and C1.2, https://doi.org/10.1787/b35a14e5-en.
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In contrast, Ireland’s high nominal Gross Domestic Product (GDP) per capita leads to a level of spending
on higher education institutions as a proportion of GDP of only 0.9% of GDP. This is considerably lower
than the OECD average of 1.4% of GDP and compares to 1.6% of GDP in Sweden, 1.7% in the
Netherlands and just over 2% in the United Kingdom. At the same time, public spending on higher
education consumes a comparatively high proportion of total public spending in Ireland, at 3.6%. This is a
comparable level to that observed in Canada, Austria and Sweden, although in the case of the latter two
countries, total public spending as a proportion of GDP is considerably higher than in Ireland.

As shown in Figure 3, expenditure from public sources account for around two-thirds of spending on higher
education institutions in Ireland, roughly the same proportion as the average in OECD member countries,
and significantly higher than in other predominantly English-speaking countries, such as the United
Kingdom, the United States, Australia, Canada and New Zealand. The proportion of public spending per
student reflects average values across all types of higher education institution. As noted earlier, the
proportion of private income per student in the university sector is significantly higher than shown below.
Data on public and private expenditure can be challenging to analyse in international statistics. For
example, while a high proportion of spending on higher education institutions in the United Kingdom and
Australia comes from nominally private sources (notably households), a significant proportion of this is
spending is backed by public loan systems. High rates of non-repayment of loans, particularly in the United
Kingdom, mean a proportion of spending recorded as private in the short term will become delayed public
spending in the longer term (Bolton, 2020 16)).

Figure 3. Public and private expenditure on HEIs (2018)

Expenditure per FTE student on public and private institutions, in equivalent USD converted using PPPs
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Notes: Countries are ranked in ascending order of the public expenditure on public and private tertiary institutions per full-time equivalent student.
Data for Luxembourg are excluded to improve the readability of the figure. Luxembourg spent an average of over USD 47 694 per FTE student
on higher education institutions in 2018.

Source: OECD (202115]) Education at a Glance 2021: OECD Indicators, https://doi.org/10.1787/b35a14e5-en.
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2. Costs in higher education

In recent years, Ireland has placed significant emphasis on understanding the costs of providing higher
education, as an input to policy. Standardised systems of cost accounting, derived from activity-based
costing (ABC) methodologies, are in place for universities and Institutes of Technology and allow
institutions to report the costs of educating students by subject field. However, the cost-accounting systems
employed in the two sectors differ substantially and, in common with their peers in other advanced higher
education systems, Irish policymakers and practitioners have concerns about the ability of existing systems
to capture the complex set of factors — “cost drivers” — that affect the cost of activities in higher education.
A further concern is that Ireland’s current model for funding instruction in higher education (the student
contribution, fixed unit fee subsidies and the RGAM distributive formula) are not determined or structurally
aligned with estimated costs.

The 2017 HEA review of funding allocation to HEls calls for “a new, consistent and comparable cost
approach” that can “recognise the different and developing cost drivers in different institutions and respond
accordingly” (HEA, 2017s)). While suggesting that future state funding per student should be informed to
a greater extent by costs, the review further questions whether a new funding model should take account
of institutions’ differing levels of dependency on state grants and capacity to generate revenue from private
sources (HEA, 2017[7)). Underlying this question is a concern to avoid deadweight losses in public spending
on higher education, whereby the state pays for services that could legitimately be part-funded from other
sources.

Against this backdrop, this section of the brief addresses questions 1, 2 and 3a of the terms of reference
by examining:

1. International evidence on the main factors that affect costs (cost drivers) in higher education,
between fields of education, between institutions and over time.

2. How information on cost drivers can be taken into account in higher education funding models and
the extent to which public authorities in OECD jurisdictions use information on observed costs in
practice in their higher education funding models.

3. The extent to which the higher education funding model in Ireland, gives recognition to cost drivers,
cost differentials between study fields, and how this compares to practices observed in other OECD
jurisdictions.

4. The extent to which OECD jurisdictions have implemented systems to identify and report the cost
of activities in higher education institutions as a basis for full-costing and how international practice
compares to the activity-based costing approaches adopted in Ireland.

2.1 Cost drivers in higher education

What are the main cost drivers in higher education?

The term “cost driver” is used to describe a factor that causes change in the cost of an activity. In broad
terms, as in many other labour and knowledge-intensive sectors, the total costs incurred by higher
educations in their operations will always be driven by the volume of productive activity they undertake, in
terms of the number of students educated and the scope of research and service activities delivered.
Typically, as the number of students or research projects in a department, institution or higher education
system increases, so does the overall cost of operating the department, institution and system. However,
the marginal cost for each additional student or unit of research or service activity will depend on the
influence of drivers of unit costs and, relatedly, the ability of institutions to achieve economies of scale.
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Box 1. Total costs, unit costs and marginal costs in higher education - a short example

If total enrolment in a higher education programme increases by 50%, but class sizes are also allowed
to increase by 50%, the unit cost per student will fall and the increase in the total cost of delivering the
programme and the marginal cost of educating each additional student are likely to be comparatively
modest. Some cost increases driven by increased student numbers — such as registration and IT costs
— would be almost inevitable. Moreover, in the absence of changes to pedagogical techniques (the
“production technologies” of the educational process), the impact of the increased class sizes on the
student experience and quality of education will almost certainly be negative. Teaching staff will have
less time to devote to each student and may have to reduce labour-intensive activities, such as
supervision of practical exercises or marking assignments.

If, in contrast, the increase in student enrolment is accompanied by deployment of additional teaching
staff and teaching space to maintain student-staff ratios and learning conditions, per-student unit costs
are more likely to remain constant or increase, with the marginal cost of educating each additional
student dependent on the efficiency with which additional staff and teaching space are deployed. In this
second scenario, the total costs of delivering the programme will increase, but so will the likelihood that
the student experience and educational quality can be maintained.

The drivers of unit costs in higher education institutions have been the subject of a limited, but growing,
body of international research. Analyses conducted in different OECD jurisdictions typically take observed
unit costs of provision in higher education (e.g. the cost by full-time-equivalent student per year, per credit
or per module in a given field) and use statistical techniques to assess the significance and magnitude of
the correlation between unit costs and possible unit cost drivers. International research has tended to focus
on explaining cost differences in instruction between fields of study and between higher education
institutions, and, particularly in the United States, on changes in unit costs over time. Research into cost
drivers in higher education research has typically focused on understanding the full costs of research
activity through the implementation of activity-based costing methods (see below). There has been limited
research into unit costs in research, most probably due to the heterogeneity of research activities compared
to instruction and the difficulty of defining comparable “units” of output.

Available international research consistently finds that the ratio of students to teaching staff is the primary
driver of unit costs in instruction in higher education. In an analysis of differences in the costs of instruction
between disciplines in US universities, Hemelt et al. (201817 identify student-to-staff ratios as the largest
determinant of unit cost. This is followed in importance by two further staff-related factors: faculty teaching
load (the number of hours each staff member teaches) and the composition of department teaching faculty
(tenured versus non-tenured (contingent) staff). They find that non-personnel expenses are also a
significant driver of costs for sciences with laboratory components, albeit with less influence than staff-
related factors, but in other fields explain relatively little of the cost differences observed. The study also
identifies different trade-offs applied by institutions and departments in different fields. For example, in US
universities, some fields, like economics, offset high faculty wages with large classes, resulting in unit costs
that are comparable to English, despite higher faculty pay. Others, like physics, partially offset higher
faculty salaries with heavier faculty workloads (more teaching hours per full-time faculty member).

A 2016 study in Australia by Deloitte Access Economics (20161g)) and 2019 study by KMPG LLP (2019197)
in England also identified student-to-staff ratios and other staff-related factors as the main drivers of unit
cost differences between fields of study and institutions in the Australian and English higher education
sectors, respectively.

This strong correlation between staffing levels and costs in instruction is consistent with a general pattern
of staff costs accounting on average for around 60% of total expenditure of higher education institutions
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(67% of current expenditure) in OECD jurisdictions. As shown in Figure 4, the proportion of total
expenditure on higher education institutions allocated to staff costs varies from under 50% in Chile to over
70% in Belgium and France, with Ireland in the top quartile of OECD jurisdictions with a proportion of 66%.
A substantial, but varying, proportion of staff compensation costs in higher education institutions are
incurred for staff with active teaching responsibilities in all higher education systems with available data,
with other staff compensation costs incurred for dedicated research staff and staff in management,
administrative and support roles. A proportion of the latter staff categories support the instruction functions
of higher education institutions as thus form part of the indirect costs of instruction.

Figure 4. Proportion of institutional expenditure on staff compensation in OECD jurisdictions

Proportion of expenditure on higher education institutions allocated to expenditure for compensation of personnel
and compensation of personnel with staff with active teaching responsibilities in 2017
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Note: 2017 is most recent data for which comparable financial data are available at the time of writing. Not all countries report a breakdown of
costs between teaching and non-teaching staff. Owing to missing data, the values for Ireland for 2017 are based on national data for the sector
(HEA, 2019y2)), which are consistent with data reported to the OECD by Ireland in earlier years.

Source: OECD (n.d.;20)) Education Statistics (database), https:/doi.org/10.1787/edu-data-en.

In addition to its findings in relation to staff factors, the Australian study by Deloitte Access Economics
(2016/18)) also found the size of institutions to be weakly correlated to lower costs, suggesting some scale
efficiencies in larger institutions. However, the authors note that smaller institutions also tend to have
smaller class sizes (meaning class size and institutional scale overlap as unit cost drivers to some extent).
The study also identified a weak positive correlation between universities located outside major urban
centres and higher unit costs, which it attributes in part to higher proportions on non-traditional students in
such institutions. In contrast, the Australian analysis does not find a correlation between the research
intensity of universities and higher per-student instructional costs, despite assumptions that salaries in
research universities are higher. It is conceivable this is related to class size and teaching load, as well as
the way costs are attributed to instruction and research activities in the cost reporting method used.

Table 2 provides an overview of the main factors that influence unit costs in instruction in higher education
that emerge from the international literature on costs. For each unit cost driver, the table provides a general
indication of its influence on total costs and summarises the main mechanisms through which the driver is
assumed to influence direct departmental costs and indirect costs (overhead) in the institution. In cost-
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accounting systems, the term “cost driver” is frequently used to describe the factors used to allocate indirect
costs to activities.

Table 2. Cost drivers in higher education and theoretical relationship to direct and indirect costs

Cost driver | Activity Measurable Strength of Key mechanisms of influence on Key mechanisms of influence on
type variables influence direct costs indlirect costs
Lower student-staff ratios and Lower student-staff ratios mean
smaller class mean that the income generated for/by each
income generated for/by each student must pay for more
Student FTEs Kkkkk student must pay for a higher central services in support of
Student- Teaching staff Stron level of staff salary costs staff (Human Resources, library
staffratio/ | Instruction | FTEs influenge Larger student cohorts per staff and IT costs related to servicing
class size Support staff member generally require fewer staff)
on costs .
FTEs square metres of The cost of central services in
accommodation per student support of students is unlikely to
(fewer offices, more students per be influenced significantly by this
teaching space) driver
Teaching and research staff with Employmenlt or temporary staff in
central services rather than
temporary or causal contracts
*hkkk | laries th permanent staff also reduces
Staff Instructi % of casual vs command tO\;ve# salaries than costs
nstruction ermanent sta
employment permanent or . Strong P Limited impact on other costs of
Research influence Temporary or casual staff can be L .
status tenured staff . N providing central services: HRM
on costs recruited, dismissed and .
. . and recruitment costs may
deployed more flexibly, reducing . . :
costs increase with the proportion of
casual staff, to process contracts
Number of *kkkk If salaried staff teach a higher A lower number of staff wil
. sections/modules number of teaching hours, this is )
Teaching | ! Strong . reduce overhead costs for office
nstruction | taught by each . likely to reduce the total number :
load . influence . : accommodation, IT and calls on
FTE academic of teaching staff required and .
on costs central services
staff member thus total salary costs
% of students - Greater need for academic and Greater need for academic and
Student froom M- Moderate non-academic support at non-academic support at
oricin Instruction raditional to weak departmental level, although institutional level, although
9 backarounds influence institutions may not always institutions may not always
9 on costs provide this provide this
Number of FTE *k Larger scale departments and As the scale of a department or
students per Moderate institutions appear to be institution increases, fixed
Institutional | Instruction | department o weak correlated with lower costs per indirect costs are spread over a
scale Research | Number of FTE influence student, although the correlation larger volume of students There
students per is weak and once student-staff is some evidence of scale
N on costs ) L
institution ratios are controlled for efficiencies
Lower target populations
Number of FTE * (smaller “markets”), meaning it is . .
. Link to indirect costs likely to be
. . students Moderate harder to achieve scale )
Regional Instruction . diffuse
) Regional to weak economies ) )
location Research . . . " Lower per-unit capital and labour
population influence Overlap with student origin, as costs possible
density on costs regional campuses often cater to P

most disadvantaged students

Source: Draws on analysis of cost drivers in Deloitte Access Economics (2016y1s)), Cost of delivery of higher education and Hemelt, S. et al.
(2018(171), Why is Math Cheaper than English? Understanding Cost Differences in Higher Education.

The use of technology is also a potential driver of the unit costs of instruction in higher education, although
evidence on the relationship between use of online and distance learning and unit costs is mixed (Xu and
Xu, 2019p217). Hemelt et al. (201817)) find online and blended programmes are associated with a modest
reduction in unit cost, while Chirikov et al. (2020p22)) use a randomised experiment to show how blended
undergraduate science programmes can be designed to achieve acceptable student learning outcomes at
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substantially lower costs than in-person instruction. However, in the absence of commonly defined
indicators of technology deployment, it is difficult to apply deployment of technology as a criterion more
widely in cost analyses and cost systems.

How have costs in higher education evolved over time?

As higher education has expanded, the total amount of money spent on higher education has increased
in OECD countries over recent decades. As illustrated in Figure 5, in the twenty years between 1995 and
2015, total spending on higher education institutions more than doubled on average (an increase of 107%),
after adjusting for inflation, in the 13 countries for which reliable time series date from the
OECD/UIS/Eurostat data collection exist for this period. However, in the same period, total enrolment in
full-time equivalent (FTE) students increased by only 81% and spending per FTE student increased by
22% on average, after adjusting for inflation. Unfortunately, a lack of historical, internationally comparable
data, including for Ireland, limits the country coverage of such long-term analysis of expenditure, although
the 13 countries included do represent a range of profiles among OECD members.

Figure 5. Changes in enrolment and expenditure on higher education institutions, 1995-2015

Average changes in enrolment of full-time equivalent students, total spending and spending per FTE student on
higher education institutions (in constant prices (2015) and constant PPP) in 13 OECD member countries (Index:
1995 = 100)
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Note: Average value across 13 OECD countries with available data for all years (Chile, the Czech Republic, Finland, Israel, Italy, Mexico, the
Netherlands, Norway, Portugal, the Slovak Republic, Spain, Sweden and the United States). The value for 2005 for Norway has been
interpolated as the average between 2000 and 2010. Spending data for the Slovak Republic are for 2016 rather than 2015. Data are not available
for Ireland for this time period.

Source: Adapted from OECD (n.d.j20), OECD Education Statistics (database), https:/doi.org/10.1787/edu-data-en.

On average, in the 13 countries for which long time series data are available, real-terms expenditure on
higher education institutions grew consistently faster than student enrolment between 1995 and 2010,
leading to rising per-student spending. In the wake of the 2008 financial crisis, student enrolment increased
sharply, most probably as a proportion of the population opted to enter — or remain in — higher education
to avoid poor labour market conditions, while growth in total spending slowed, as governments introduced
budgetary restraint measures. While total spending growth picked up in the years following the crisis and
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enrolment growth slowed across the OECD member countries covered by the data, the rate of growth in
spending per student decreased in the period from 2010 to 2015, as illustrated in Figure 5.

The average rate of change in expenditure per FTE student shown in Figure 5 masks divergent patterns
in the OECD member countries with data included in the underlying calculation. Figure 6 shows the rates
of change in per-student spending for each of the 13 countries, for each five-year period between 1995
and 2015, ordered by the overall rate of change observed between 1995 and 2015.

Figure 6. Percentage change in spending per FTE student 1995 to 2015

Percentage change in spending per FTE student on higher education institutions (in constant prices (2015) and
constant PPP) per time period for the countries included in the calculation underlying Figure 5
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Note: Organised in descending order of the rate of growth in spending per FTE student between 1995 and 2015. The value for 2005 for Norway
has been interpolated as the average between 2000 and 2010. Spending data for the Slovak Republic are for 2016, rather than 2015. Data are
not available for Ireland for this time period.

Source: OECD (n.d.;20)) Education Statistics (database), https:/doi.org/10.1787/edu-data-en.

A number of patterns can be observed from Figure 6. Firstly, real-terms growth in per-student expenditure
in two sets of European countries in the period 1995-2015 was driven by a relative convergence of
spending levels in these countries towards OECD norms, from a low base. Portugal, Spain and Italy, all
experienced strong real-terms growth in per-student spending in the period 1995-2005, with particularly
rapid increases (over 25%) in Spain and Italy between 1995 and 2000 and in Portugal between 2000 and
2005, primarily as a result of increased public investment. In all cases, initial levels of spending were well
below the OECD average. All three countries were strongly affected by the 2008 financial crisis, with
Portugal already seeing real-terms spending per student falling by almost 10% in the period 2005-2010
and Spain seeing a decrease of 13% between 2010 and 2015. In the Czech and Slovak Republics, a
period of decline in per-student expenditure in the late 1990s was followed by a period of growth, with real-


https://doi.org/10.1787/edu-data-en

No. 51 - Resourcing higher education in Ireland | 21

terms increases of over 20% in spending per student between 2010 and 2015. In Spain, Portugal and the
Czech and Slovak Republics in particular, the periods of rapid growth in per-student spending coincide
with periods of strong growth in the economy more generally.

A second pattern was seen in the high-spending jurisdictions of the United States, Sweden and Norway,
which experienced sustained increases in real-terms per-student spending between 1995 and 2015, with
the exception of a modest decline in the United States between 2005 and 2010 as a result of the financial
crisis. The increases in in per-student spending in Norway and Sweden appear to have been driven by
increases in investment in research in higher education, which increased faster between 1995 and 2015
than expenditure on institutions not directly related to research.

In the United States, a body of research evidence suggests that the observed cost increases result
primarily from a combination of higher staff costs, stable productivity (common in high-skill economic
sectors with limited scope for automation — a phenomenon known as Baumol’'s cost disease), and
increases in spending on student services (Archibald and Feldman, 201823;; Hemelt et al., 201817)). In
contrast to Norway and Sweden, where higher education institutions depend almost exclusively on public
resources to fund instruction, institutions in the United States, particularly more prestigious public and
private four-year institutions, have considerably flexibility to increase student fees to raise additional
revenue. This contextual and regulatory factor (rather than a cost driver as such) also helps to explain the
particular trends in per-student funding observed in the United States.

Finally, in both Mexico and Finland, despite the countries’ radically different profiles, expenditure per
student increased in real terms between 2000 and 2010, and declined in real terms after 2010, as the
effects of budget cuts were felt. In contrast to the case of the United States, Norway and Sweden, in the
Netherlands — another relatively high-spending country - per-student spending remained remarkably stable
in real terms over the 20-year period. Following fast growth in the late 1990s, per-student spending in Chile
has fallen in real terms since 2000, while the level in Israel has consistently fallen in real-terms since 1995,
moving from a level in purchasing power parity equivalent to that of Finland to one similar to that in Italy.

2.2 The use of cost information in higher education funding policies

Why understanding the costs of higher education is important, but challenging

Governments have an interest in ensuring there is broad alignment between the relative costs of delivering
higher education in different fields of study and the relative levels of revenue higher education institutions
are able to obtain from public and private sources to fund instruction in these fields. If revenue is too low
to pay for well-qualified and able teaching staff, appropriate facilities and equipment, and adequate
guidance and support to students, there are serious risks to learning quality and student outcomes. When
per-student revenue for particular studies is excessive in relation to real costs, inefficiencies are created
and public funders and fee-paying students risk paying too much. Mismatches in funding between fields of
study can lead to undersupply in educational fields that are underfunded, but important for national
priorities, and, conversely, oversupply in well-funded, but potentially less relevant fields (Connew, Dickson
and Smart, 2015p24)).

For institutional leaders and department heads within higher education institutions, information on the cost
of the different activities undertaken in their organisations is useful for effective planning and resource
management (Anguiano et al., 201725]). For example, activity-based costing (ABC) makes it possible to
identify the cost implications of increasing or decreasing enrolment in a particular programme or module,
of creating a new programme or of engaging in an externally funded research project or cooperation
partnership. By identifying and attributing the indirect costs of specific activities, activity-based costing
systems make is possible to gain an accurate picture of overhead costs — a particularly important
consideration in the context of competitive research funding.
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Efforts to ensure alignment between revenue and costs, in government or institutions, should ideally be
informed by accurate information on what it actually costs to undertake a particular activity in higher
education in a particular field in a particular institutional context. Unfortunately, five main factors complicate
the task of obtaining and interpreting cost information in higher education:

1. Higher education institutions are generally complex, multiple-output organisations, which
complicates the task of attributing costs accurately to activities. In institutions where academic staff
conduct research and engage in service activities, as well as teach, it can be difficult to identify the
staff time and physical resources used for each activity and thus the associated costs. Complex
governance structures and multiple central services with different user communities make it more
challenging to assign indirect (overhead) costs to activities at the level of departments and
individual staff members.

2. Higher education institutions — and particularly universities — are heterogeneous organisations
in comparison to many other public institutions, even within sub-sectors of the same higher
education system. Disciplinary mixes, levels of research intensity, the scale and age of estates all
vary. These inter-institutional differences are also arguably greater than in other potentially
comparable sectors of activity, such as school education and healthcare. This can make it more
challenging to interpret and compare cost information in two or more institutions on a like for like
basis.

3. Information on the quality of outputs produced by higher education is, at best, imperfect and, at
worst, entirely absent. This makes it harder to make judgements about efficiency and value for
money. Objective and comparable measures of student learning outcomes are rarely available
(and generally incomplete) and even established research metrics are open to challenge. More
diffuse or long-term outcomes from activities, such as social engagement projects or fundamental
research cannot be captured by established quantitative measures. This is not to say that it is
impossible to make judgements about the quality of higher education — by combining a range of
indicators, for example - merely that it is harder than in many other sectors.

4. As higher education institutions are primarily non-profit organisations operating outside a market
system, the cost of specific activities tends to be a reflection of the level of resources available,
rather than price levels established through market forces. Universities generally spend the income
they receive and there is circularity between observed costs and income (and funding) levels, which
is stronger than in market-based sectors (Deloitte Access Economics, 20161s)).

5. The combination these factors makes it challenging to establish objective threshold measures of
what constitutes the “reasonable cost” of producing a given higher education output in a given
institution. If cost measurement challenges can be overcome, it is inherently difficult to determine
if observed costs are too high or too low compared to the level need to produce a given unit of
higher education output with few objective measures of quality and imperfect comparability
between heterogeneous providers.

Higher education systems in several OECD jurisdictions, including Ireland, have made considerable
progress in improving basic understanding of costs across different institutional types (the first and second
of the five factors above) through the introduction of activity-based costing systems. Such systems make
it possible to observe actual costs in a granular and accurate manner and to identify the main components
that drive cost (see discussion in Section 2).

As noted, however, accurate cost data alone do not allow users to make judgements about whether the
observed costs are appropriate to achieve a societally desirable level and quality of outputs. Debates are
ongoing in the United States about the causes and justification for the increases in per-student costs
highlighted in Figure 6. A consensus is emerging that a large proportion of the average cost increases
observed in US universities can plausibly be attributed to legitimate attempts to maintain quality — by
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offering competitive salaries to talented academics, for example — rather than profligacy and inefficiency
(Archibald and Feldman, 2018p23;; Hemelt et al., 201817)).

Conversely, observers in other higher education systems may argue that institutional revenue is insufficient
to guarantee adequate levels of quality in instruction and research. This is an argument heard in many
OECD systems with comparatively low levels of per-student funding (see Figure 2). It is also an argument
advanced in Ireland, where major system-wide reviews have called for increased funding to maintain and
increase quality standards (Cassells, 2016[14)).

Box 2. Estimating “reasonable costs” in Australian higher education

In its 2016 study of costs in higher education institutions in Australia, Deloitte Access Economics
(201618)) collected and compared cost information for 19 disciplinary areas from 17 Australian
universities that voluntarily provided data. Based on regression analyses, the study concluded that most
variation in cost across universities and fields of education can be explained by observable, universal,
contextual characteristics (such as scale), and discipline-specific fixed effects. The study uses the
results of this analysis to inform a definition of the “reasonable cost” of providing each field of education.
This is fixed at the 25" percentile of observed costs (i.e. 75% of values are higher) after controlling for
university characteristics. The authors argue this is a “lower bound of cost that may represent a
reasonable cost frontier”, although acknowledge it is a somewhat arbitrary threshold.

The “reasonable cost” of one year of full-time, bachelor's-level education was identified as roughly
AUD 35 000 for veterinary and dental studies and around AUD 12 000 in education, management and
commerce. The median costs in the same fields were around AUD 42 000 and AUD 13 000. The
Australian study was conducted in a well-funded system with per-student spending that is above the
OECD average (see Figure 2). It is questionable whether establishing a “reasonable cost” threshold at
the 25" percentile would be appropriate in systems with below-average levels of per-student spending.

The authors also attempt to account for possible variation in educational quality in their analysis using
self-reported student satisfaction measures, but acknowledge the limitations of such indicators. In the
absence of common learning assessments that permit the standardised measurement of learning gains,
there are no easy ways to incorporate robust measures of quality into such quantitative assessments
of cost and to provide more nuanced measures of efficiency.

Source: Deloitte Access Economics (2016y1g)), Cost of delivery of higher education

https://docs.education.gov.au/system/files/doc/other/deloitte_access_economics_-_cost_of delivery of higher_education_-
final_report.pdf (accessed on 14 August 2020).

One approach to determining whether the observed costs of providing higher education in a particular HEI
or higher education system are reasonable (or unreasonably high or low) is to compare these costs with
