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The Governance and Management of State Universities in the United States

Fumihiro Maruyama

Abstract: This article describes the governance and management of state universities in the
United State which are different in various aspects from state to state. First it explains the
roles and structure of boards of trustee which in most cases govern state universities and then
examines the roles of coordinating boards which exist between state university and state
government. The paper also shows the four types of relationships between university and
state government which differ in financing, budgeting, and accountability. Finally it describes
the case of Tennessee in the decision process of capital budgeting and tuition level.
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The International Comparability of Fiscal Statistics on Tertiary Education
From the Perspective of Denominated Equalization

Kensuke Mizuta

Abstract: We have often mentioned an indicator of Public Expenditure on Tertiary Education
as a Percentage of GDP, which is reported in OECD’s Eaucation at a Glance (EAG), for
proving the under-investment of Japanese government; in fact, Japan indicated 0.7% while
both the OECD average and the United States (US) were 1.3% as 2004 figures. In this
indicator, we have paid most of our attention to the numerator (public expenditure) but the
denominator (GDP). Hereupon, this paper proposes to divide both the numerator and the
denominator into three elements for securing more accurate international comparability of
this frequently mentioned indicator: (1) public current expenditure / general government final
consumption plus current transfer, (2) public capital expenditure / general government gross
fixed capital formation plus capital transfer, (3) household expenditure / employees” income
or household disposable income or household final consumption. As the results, (1) shows the
same difference of “as a percentage of GDP” indicator between Japan and the US, whilst (2)
shows a relatively smaller difference between these two countries. The comparison of (3) is
the most interesting because Japan and the US show almost the same level while Private
Expenditure on Tertiary Education as a Percentage of GDP of the US indicated an
approximately two times higher level than Japanese figure in £AG. Finally, it can be confirmed
that these analyses enabled more detailed international comparison of fiscal statistics on
tertiary education.
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Estate Management and Strategy in UK Universities
- Case Study of the University of Sheffield -

Hiroaki Ishizaki
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The Effects of the Incorporation of National Universities on the Budgets and Human
Resources of Liberal Arts Education

Kana Yoshida
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The Theory, History and Practice of Resource
Allocation Models in UK Universities

Margaret Woods

Introduction

Over two decades ago, in 1984, the National Advisory Body for Public Sector Higher Education
was asked by the UK’s Secretary of State for Education and Science to formulate guidance on good
management practice for the sector. The following year the Jarratt Committee’s report (1985) on
the management of universities noted that “it is in planning and the use of resources that
universities have the greatest opportunity to improve their efficiency and effectiveness.” These
two events marked a shift in the relationship between higher education and central government
and as Dearlove (1998: p.68) described it, they caused the sector to “tumble into a clumsy kind of

managerialism.”

It has been suggested that managerialism is the private sector "solution” to the public sector
"problem" ( Milliken and Colohan,2004), because it reflects central government’s view that private
sector corporate practices can be used to drive change. Managerialists believe that public sector
efficiency can be increased through the introduction of performance management into
organisations that are traditionally characterised by inefficient bureaucratic systems. Inevitably,
therefore, UK universities were expected to develop new or improved management control systems
in response to central government’s managerialist agenda. The aim of this paper is to review the
progress of universities in respect of one specific dimension of management control - that of

resource planning and allocation.

Resource planning and allocation is closely linked to budgeting, which is a concept built around
the premise that the first step to achieving objectives is an understanding of the mix of operational
and financial resources necessary to achieve them. In financial terms, income represents incoming

resources that add to the organisational asset base, whilst direct and indirect costs serve to absorb

*  Associate Professor of Accounting and Finance, Nottingham University Business School
Visiting Professor at the Center for National University Finance and Management(February-March,2008)
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resources. More specifically, information on current and future resources serves as both an input

to, and an output from the budgeting process.

In large and complex organisations, the available resources have to be allocated across
potentially diverse areas of operation, and a system defined for the simultaneous apportionment or
allocation of common costs. In this way, it becomes possible for a finance director to compare
profits and losses (or relative contributions) across different areas of a business. The term Resource
Allocation Model (RAM) is used to describe the formulae or method(s) used by both commercial
and public sector organisations for these income/asset and also cost allocations (Campbell and
Goold, 1988).

In a university context, the RAM provides a framework for determining the distribution of
income and other resources between academic and administrative departments, as well as the rules
used to charge those departments for the cost of common, centrally provided services. As such, the
RAM is nothing more than an allocation mechanism which helps to ensure that resources are in the
right place to aid the achievement of organisational objectives. It is not surprising therefore, that a
survey undertaken by the Heads of University Management and Administration in Europe
(HUMANE) in 2000 revealed that RAMs are in use in 80% of the respondents’ institutions. The
rather worrying thing here is what is (or is not) happening in the remaining 20% of universities! It
seems difficult to imagine how an institution could function without some basic model for resource

allocation.

(Uhr, 1990, p. 22) defines managerialism as incorporating “streamlined processes of decision
making, designed to allow greater autonomy.” This description emphasises the accountability
implications of managerialism by highlighting the responsibility of local management for decision
making. In terms of resource allocation, this means that, subject to practical and political
limitations, a university’s senior management may allocate resources and charge for central services
in whatever way they choose, (Jarzabkowski, 2002). As this paper will demonstrate, one
consequence of this is that there is no single “ideal” resource allocation model. Instead, RAMs tend
to reflect each institution’s own educational and strategic priorities, and the allocation process is

modified over time in response to changes in these priorities.

This paper contains three further sections. The first of these looks at the history of RAMs in the
UK in terms of their development as tools of accountability and financial reporting and this is
followed by a brief review of the alternative theoretical approaches to resource allocation for

internal management purposes. A summary of survey evidence on RAMs is then followed by two
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short case studies which provide detailed insights into current resource allocation practice in
individual universities. The paper concludes with a commentary on the main issues raised within

the paper and suggestions for future areas of research.

The findings highlight the way in which resource allocation practice is a consequence of the
political history of higher education in the UK, in respect of both central government policies and
also individual institutional histories. The paper also demonstrates the extent to which resource
allocation models are institutionally specific, and variable in their levels of transparency, reflecting
both the internal organisational arrangements and power groups as well as strategic priorities. In
this respect the findings add to the literature on managerialism and new public management by
demonstrating that the granting of institutional autonomy can increase political accountability by
the devolving of power to university senior management. Such devolution does not necessarily,
however, lead to greater managerial or professional accountability within the institutions
themselves. As a result, even those institutions that boast highly sophisticated RAMs may be

blighted by internal discontent.

The history of RAMs in the UK

Cropper and Cook (2000) comment that the calls for improvements in resource planning and
allocation that emerged from the Jarratt report (1985) necessitated the introduction of more
sophisticated costing and accounting systems within UK universities. As an aid to this process, the
Chartered Institute of Public Finance and Accountancy (CIPFA) produced a guidebook on financial
systems in higher education that included advice on how to allocate costs between faculties,

academic departments and educational programmes.

The CIPFA guidance, with its emphasis upon cost allocation, needs to be viewed in the context
of growing government pressure for accountability amongst higher education institutes. It would
seem that the primary aim behind the development of new accounting systems was for
stewardship and financial reporting purposes, rather than for management accounting use
(Pendlebury and Algaber, 1997). The requirement for greater accountability reflected both central
government’s adoption of new public management techniques, and also a clear recognition of the
scale of dependence of UK universities upon income from public funds, largely provided through
the Higher Education Funding Councils. HESA statistics indicate that funding council income
consistently represents around 38% of the income of higher education institutes (HEIs) over the
period 1997-2006, but these grants only represent one component of the public funding going to

HEIs. Income is also received from the Student Loans Company and local authorities in respect of
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tuition fees, research council grants and postgraduate fees, and other government grants for a range
of purposes. In 2005-6 (the most recent year for which statistics are currently available) £9,616
million, or just under 60% of the sector’s total income of £16,095 million was funded from the public
purse. It is not surprising, therefore that the government began to require institutions to explain

how this money was being spent.

The key problem for universities in developing a system for cost allocation was how to establish
a mechanism for the collection of information on the respective costs of their main areas of activity,
namely teaching, research and ‘other’. In a private sector context, staff and other costs will tend to
be clearly linked to a specific organisational division or product area, but in education the financial
landscapes are rather muddier. Academic staff devote their working time to a mix of activities that
potentially includes undergraduate, postgraduate and executive based teaching, externally funded
research, private research, consultancy, and general administrative duties such as student support.
Not surprisingly, it becomes difficult to disentangle exactly how much time is spent doing which
activity, and use this information for costing purposes. As a result, progress in developing costing

systems was quite slow (Cropper and Cook, 2000).

The impetus for more rapid change came in the 1998 Comprehensive Spending Review, which
linked increases in government funding for higher education to the provision of transparent cost
information at an institutional level. A group known as the Transparency Review Steering Group
was established, which in turn passed responsibility for devising the mechanisms for the
measurement and reporting of costs to another sub group - the Joint Costing and Pricing Sub
Group (JCPSG) chaired by the Vice Principal of the University of Birmingham and aided by a
private consultancy firm (J M Consulting). The resulting Transparency Review Report,
published in 1999, required all higher education institutions to develop over the next few years,
costing systems for each of their main activities of Teaching, Research and Other (T, R and O)
primary activities.

A core element of the transparency review costing system is the collection of data on the use of
staff time, because staff are a key institutional resource. The review probably sought to tackle this
thorny problem head on because, as Table 1 shows, staff costs make up a very significant

proportion of the total income of most higher education institutions.
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Table 1 : Staff Costs and Total Income in a sample of UK HEIs

o Total Income % Ratio of total staff Total .
Institution Year , . Academic
£000’s costs to total income
Staff
The University of 2004-5 283587 51.43
Warwick 1,697
2005-6 310601 50.84
The University of Sheffield | 2004-5 301341 60.94
2,448
2005-6 321837 61.10
The University of 2004-5 320286 58.11
Nottingham 2,518
2005-6 345897 57.80
Loughborough University | 2004-5 153039 57.03
1,090
2005-6 166105 55.23
The University of 2004-5 244742 58.70
Liverpool 1,749
2005-6 272616 59.16
Imperial College of 2004-5 458522 58.54
Science, Technology & 2005-6 2,963
Medicine - 503431 56.62
The University of 2004-5 81475 56.94
Huddersfield 752.00
2005-6 92543 58.14
The University of 2004-5 334413 54.24
Birmingham 2,236
2005-6 354943 54.72

Table 1 covers a random selection of different institutional types, including both pre and post
1992 universities, but in all eight cases the staff costs account for more than half of their total income.
Expressed another way, JCPSG estimates suggest that staff costs across the sector account for 60%
to 70% of total costs. Understanding the reasons for variations in staff cost ratios between different
HEIs is difficult because no research has been published on this issue, although university bursars
and finance directors operate a benchmarking scheme which may help their understanding of the

underlying cost drivers.

Universities face an additional problem in that total staff costs primarily relate to academic staff.
HESA statistics for 2005-6 show that for the eight HEI's shown in Table 1, academic costs as a
proportion of total staff costs ranged from a low of 70% at the University of Nottingham, to a high
of 82.6% at the University of Sheffield. The mean ratio was 75.36%. Whilst this snapshot sample
cannot be assumed to be representative of the sector as a whole, it nonetheless highlights the need

for good information on academic staff activity as an input to the costing process.
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As already indicated, the transparency reviewed required HEIs to introduce systems for the
collection of information on how academics spent their time, so that staff costs could then be
allocated to the respective areas of activity — teaching, research and ‘other’. From 2000/01 onwards
all UK HEIs then reported these institutional level cost allocations in their audited financial
statements, thus fulfilling the accountability requirement in respect of costing. The extent to which
transparency review data is being used to support internal management decisions such as costs per
degree programme or per student category is not yet known, and would provide a rich area for
future research, although it seems likely that there will be significant variations across different

institutions.

In an overview of the transparent approach to costing (TRAC) system, the JCPSG declares that
one of TRAC’s objectives is “to provide consistent and robust information about the cost of
activities to assist institutional planning and management.” (JCPSG, 2005: p.4), but there are many
who would question the robustness of the staff cost data. The most common time recording
methods are for all academics to maintain a one- or-two week diary, or complete three-to-six
in-year time allocation schedules, covering a whole year. Regardless of the methodology, however,
the information in TRAC time returns is often based on memory and combined with an incomplete
understanding of how to classify time under the different activity groups. The reliability is thus
open to question, even in the eyes of HEFCE who state: “we have been concerned about the
reliability of some of the TRAC returns and have pressed institutions to improve quality control”
( HEFCE,2007:p.6). Direct audit of HEIs provides some additional assurance, but given that the
recommendation is now for a low key one day assurance review once every five years, the
robustness of TRAC data remains open to question, although any further consideration of the issue

is deemed beyond the scope of this paper.

For financial reporting purposes, the costs collected through TRAC are allocated to five core
categories: teaching (split into publicly funded and non-publicly funded); research ( similarly split)
and other core institutional activity. In addition, since 2005, HEIs have been required to used a
prescribed methodology to calculate the full economic cost of each research project. Full economic

cost is defined as directly incurred, plus directly allocated, plus indirect costs.

In January 2006, the basic structure for cost allocation was extended to cover income so that
institutions now report their surpluses or deficits within each of the five activities identified above.
The way in which resources are allocated for the purposes of financial reporting (as described
above) may not, however, reflect the allocation methods used for internal management purposes.

As noted in the introduction, RAMSs will tend to reflect strategies and educational priorities at an
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institutional rather than a national level. This point is made incisively by Shattock (2003) who
questions the sense of institutions adhering to allocation formulae designed for the national

allocation of funds, rather than designing one which reflects their own internal priorities.

The theory of resource allocation

Prowle and Morgan (2005: p.49) define a perfect resource allocation model as one which
“provides the greatest overall satisfaction in meeting objectives whilst simultaneously constraining
the use of resources to exactly those which are available.” The description neatly pinpoints the two
issues that result in this perfect scenario never being attained. The first of these is the need for
internal agreement over organisational objectives and the second is that resources are always

limited, so that the demand for them normally exceeds supply.

As indicated in the preceding section, public funding provides the bulk of the resourcing for
HEIs and such funding is allocated to institutions in a manner which directly reflects government
educational policies. Formula based systems are used for both teaching and research allocations,
and the formulae incorporate aspects of volume eg student numbers as well as quality eg Research
Assessment Exercise. In line with very specific government policies, other funding streams may
also be available, such as the special initiatives money offered for widening participation rates

amongst certain student groups or for developing and rewarding staff.

At the institutional level, income from all sources is allocated in a manner which satisfies the
organisational objectives, and meets the funding requirements of both the central support services
and the academic departments. The rules that underpin the allocation process are commonly
determined by a senior management team which usually includes the Vice Chancellor, Bursar

(Senior Financial Officer), Registrar and a number of Pro Vice Chancellors.

Subject to practical and political limitations, the senior management may allocate resources and
charge for central services in whatever way they choose, and, because institutional circumstances
can change, RAMs tend to change and evolve over time. The formulae and detail of the RAM
models may thus be expected to vary from institution to institution, and evidence from

Jarzabkowski (2002) confirms that this is the case.

One key decision in relation to resource allocation is the option for senior management to
allocate income on either a gross or a net basis. In the former case, income is allocated in full for the

purpose for which it is received. The alternative approach of allocating only ‘net’ income, applies
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when senior management deduct a set charge for central operating costs before transferring income
to academic departments. Ultimately, the two approaches may yield the same net result in terms
of the money available for academic use, but they reflect differences in attitudes towards centralised
control, budgeting and also internal transparency. As Harper (1997: p.69) observes: “the approach

to budgets is a political and organisational issue rather than a financial one.”

Prowle and Morgan identify a number of different approaches the internal allocation process,
ranging from the very basic through to relatively sophisticated Activity Based Costing (ABC) based
models, and the relative merits of each approach will be considered in turn. The different models
reflect variations in the approaches to cost rather than income allocation, because this is the more
contentious area. In a survey of member universities by the Heads of University Managers and
Administrators in Europe about the use of resource allocation models, “everyone seemed to have

trouble with central charges or overhead contribution” (Field & Klingert, 2001, p.86).

The first and most basic RAM, classified as “Type A” by Prowle and Morgan, is one in which
the budgets for support departments and specific strategic projects are determined centrally, and
aggregate university income is then top-sliced to cover these costs. Net income is then allocated to
the academic units although the form of presentation of their budgets may vary. In some cases the
central support costs will not be itemised at all, and the academic budget holder will simply be
required to break even or earn a target rate of surplus on the allocated income. Alternatively, all
income may be credited to the academic unit, and the expenditure side shows the figure for the top
slice. The approach will vary between institutions, and the definition of academic unit may also

vary. Budgets may be devolved down to faculty, departmental or even programme level.

Top slicing is very simple - budget holders never see the money and so are never tempted to
spend it, and if forecasting of overhead costs is accurate, then the top slice can be set at a level that
always ensures full overhead recovery. The disadvantages of top slicing lie in its simplicity and the
fact that the fixed percentage charge assumes equal proportionate usage of the communal services,
which is unlikely to be the case in practice. Furthermore, it is common for the central support
budgets to be set on an incremental basis. This leaves budget targets unchallenged and so creates
scope for the maintenance of operational inefficiencies where the budget does not accurately reflect

workloads.

A slightly more sophisticated approach to the allocation of indirect costs involves the use of just
two or three main cost drivers, the most common of which are staff and student numbers, and

space occupied. For example, library and computing costs may use staff and student numbers as
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the cost driver, on the basis that increased student numbers will require extra central resources in
these areas. The resulting allocation, however, is just an approximation because the reality of costs
is inevitably more complex. For example, both the cost of books and levels of student use of such
facilities may vary between subject areas. Consequently, as with top-slicing, the use of a system that
charges for central services on the basis of staff and student numbers and space is attractively

simple, but the resulting cost data would be difficult to defend (Pendlebury & Algaber,1997).

An alternative, but similar approach is to split the HEIs costs into three core categories —
academic services, estates and central administration. Academic costs can then be allocated using
formulae that reflect both staff and student numbers and other academic priorities, including the
potential need to cross subsidise ‘loss’ making units. Estates services can be charged according to a
similar small number of cost drivers such as space occupied, age of buildings, security requirements
etc. Central services may then use a common driver that combines both staff and student numbers
to define a percentage rate at which central costs are charged. At its simplest, this type of RAM

could utilise as few as three cost drivers, but more complex versions could extend to six or seven.

As the number of cost drivers and cost pools increases, the allocation system shifts towards an
Activity Based Costing (ABC) methodology. The use of ABC has the benefit of highlighting the
cause and effect relationship between the service being provided and the charges being imposed.
This is less arbitrary than an allocation system such as top slicing and can therefore facilitate easier
justification of the resulting charges. In addition, it has been noted that attaching costs to activities
in universities serves to raise cost awareness amongst academics (Port and Burke, 1989).
Nonetheless, Cropper and Crook (2000) found only limited support for the use of ABC costing in
higher education. In 1998 75% of institutions rejected the use of ABC either currently, or its
introduction over the next five years. The reasons for rejection included the criticism that it is
merely another arbitrary allocation method, as well as comment on the lack of evidence from the
private sector that ABC offers tangible benefits. Another potential problem with ABC is that the
cost and complexity of establishing such a costing system may exceed the benefits generated by the

additional information.

In considering the relative merits of the alternative methods of cost allocation outlined above, it
is useful to consider the way in which they reflect differing approaches to budgetary control. Top
slicing retains all of the power at the centre, and also severely restricts institutional transparency
because the basis for the top slice calculation can be withheld by senior management. An
unwillingness to devolve budgetary power may simply reflect institutional politics and a desire to

retain the existing power base, but it can also have the effect of failing to harness the potential
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motivational benefits that can accompany budgetary devolution. It is good practice to ensure that

managers see the consequences of their decisions and learn from them.

There is no academic consensus regarding the extent to which devolution should extend but
there does appear to be a consensus that centralised budgeting is now outdated and inappropriate.
Bourn and Ezzamel (1987) suggest budgets should be managed at school or faculty level, but
Howson and Mitchell (1995) suggest that a split approach should be used in which academic
departments manage only their direct costs, whilst senior operational management takes
responsibility for controlling the budgets of central service departments. Lewis and Pendlebury
(2002) go one stage further in recommending the use of a cumulative approach to budgets in which
information is available at course, departmental (or subject grouping) and faculty level (Mchlery et
al, 2007).

The resource allocation method also has implications for cross subsidisation, and the related
issue of transparency regarding such subsidies. Organisational objectives are unlikely to be purely
financially oriented in the higher education sector, but decisions need to be taken when costing
systems reveal individual academic departments or faculties to be in deficit. Short term deficits can
be managed, but systemic deficits caused by subjects becoming less popular or intrinsically
expensive to fund require a “close or subsidise” decision to be made. The senior management of a
university may choose simply not to tell cash generating departments that they are using their
income to fund their poorer colleagues. Alternatively, the process can be made transparent and be
the subject of a peer based vote and decision. Once again the approach adopted is likely to be
determined as much by organisational politics as by financial criteria, although resource rich
institutions can arguably afford more cross subsidisation than HEIs struggling to make ends meet

at the institutional level.

RAMSs in Practice

Survey Evidence

The Jarratt Report (Jarratt Committee,1985) noted an “absence of available information " in the
public domain in respect of how resource allocations were made within UK universities, and fifteen
years later this view was re-affirmed by Angluin & Scapens (2000) in their comment that "there are
few published studies" of the practice, as opposed to the policy of resource allocation (see for
example Mitchell,1996; Pendlebury & Algaber,1997, Angluin & Scapens,2000;Cropper &
Cook,2000).
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Pendlebury and Algaber (1997) found that 50% of their sample of 86 universities used top slicing
as the system for charging for central services. Three years later Angluin and Scapens (2000)
reported an even higher figure of over 65% of the universities in their survey applying either a
simple top-slicing approach, or a flat rate charge for the recovery of overheads. Neither of these
pieces of research, however, identified more subtle forms of top slice through which a portion of
income is taken for limited but specific strategic purposes, whilst the bulk of central services are

subject to a more detailed system of allocated charges.

Amongst the half of Pendlebury and Algaber’s sample that used a charging system rather than
top-slicing, the majority favoured the use of just two core cost drivers for determining the
allocations. Staff and student numbers, or a combination of both, were used by most universities for
all central services except computing and finance, the costs of which were recovered via the use of
other, non-specified drivers. These findings were very similar to those of Mitchell (1996) who
observed that 25% of the sixty four universities that had undertaken an ABC exercise continued to
use the basic cost drivers of student/staff numbers and space. In such situations the term ABC

appears to be something of a misnomer.

Cropper and Cook (2000) compared the results of surveys of costing methods used in 1993
versus 1998. They found that although a significant proportion of respondents had discussed the
introduction of ABC, the percentage actually introducing it remained low at just 9% in 1998
compared to 8% in 1993.

Existing survey evidence therefore suggests that the vast majority of universities prefer to use
very simple methods for the allocation of costs. The findings are useful for providing an overview
of cost allocation practice, and developing our understanding of the extent of variation in the
models adopted but they lack the richness of institutionally specific data. The surveys identified

above also fail to provide detailed information on the allocation of income, as opposed to costs.

The two case studies detailed below provide some complementary insights into the RAMs
currently used within UK universities. They are particularly interesting because in both cases the
information reported was obtained from the university’s own website. By implication, they
therefore represent institutions that exercise at least some degree of transparency in relation to their
financial practices. The significance of this transparency is best understood by trying to seek out this
type of data and noting the frequency with which it proves impossible to retrieve anything
meaningful! It would seem that at present the concept of accountability for most universities

extends to the publication of annual reports and compliance with the HESA reporting requirements,



150

The Journal of Finance and Management in Colleges and Universities Number 5

but very few take this any further.

Case Studies

Imperial College, University of London

Imperial College is classed as a top ranking, research oriented university. In the academic
year 2006-7 it received total gross income of £187.3 million, but despite this high level of
resourcing, it still uses a resource allocation model that is grounded in the HEFCE formulae,
and applies a top slicing approach to recover its central overhead costs, which are described as
an “infrastructure” charge. As a result, the net income allocated down to academic
departments in 2006-7 amounted to £93.01 million, implying a top slicing rate equal to almost
exactly 50%.

The RAM formulae for income allocation appear to closely mirror the HEFCE income rules.
Teaching income follows the students, so that the HEFCE subject weightings are respected in
making the allocations at departmental level, and all special funding for the high cost sciences
is passed down in full. Over-recruitment penalties are also imposed, to reflect the increased
resource pressures arising from additional students. In similar vein, departmental research
rankings based on the 2001 Research Assessment Exercise results are used to determine

departmental research allocations, again refined by subject weightings where required.

Minutes from management meetings also indicate that the RAM is not static, and that the
allocation formulae are refined in response to internally generated cost information. For
example, staff time data collected through the TRAC system revealed that the average teaching:
research split for academic staff is 54:46. In recognition of the additional time being spent

teaching, the allocations within the RAM for some laboratory based courses was increased.

The approach to resource allocation in Imperial is interesting because it appears to largely
‘ignore’ the cost problem and mirror the HEFCE formulae in respect of income. In recognition
of management control theory, it would seem that the senior management at Imperial have
recognised the adage “tell me how you measure me and I'll tell you how | behave.”
Infrastructure charges are largely outside the control of academic heads of department, and so
whilst creating a potentially complex ABC type of system to charge for central service costs
might appeal to the management accountant, it carries no real motivational weight amongst
academic staff. There is, however, scope for academics to increase income for their own
department by offering courses that attract high paying students, or being awarded research

grants. The top slicing system seves to motivate income generating activity, because it ensures
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that once the department has met its overhead charge, additional income is effectively a
resource available for discretionary use at the departmental level. In other words, the RAM
serves a strategic aim of encouraging academic heads to increase income, and taking the cost

management responsibility back to the centre.

In accepting responsibility for the management of infrastructure costs, central service
managers are holding the budgets for which they are directly responsible. Similarly, it could be
argued that asking academics to focus on income generation in their area of specialism (rather
than cost management) offers the opportunity to play to their strengths. If staff support this
system, it suggests that the RAM recognises, albeit in a relatively simple way, the
complementary skills of the university’s administrative and academic staff. When staff are such
a key resource, it is likely that using them as effectively is possible is going to contribute to

greater organisational success.

University of Cambridge

Cambridge University is ranked first in the UK for research, and its resource allocation
model is remarkably similar to that of Imperial College in some respects, but fundamentally
different in others. The concept of resource allocation is relatively new to Cambridge, whereas
Imperial College was using a form of TRAC system to monitor staff use of time before it was
even suggested by the JCPSG. It is possible that these differences in managerial approaches
mirror their respective institutional histories and particularly the organisational complications
caused by the Cambridge college system combined with the significant influence exercised by
its academics over university policies.  There is certainly evidence that the shift towards
formalised financial management via a RAM was not accepted without challenge by the
academics, as it is reported that the university spent over 8 years debating the introduction of

an allocation model

Like Imperial College, the University of Cambridge’s resource allocation model top slices
the gross income to fund what it calls “residual funds for strategic use.” The top slice
amounts to 50% of general income, and some of this money is distributed on a discretionary
basis to help academic schools suffering from deficits. This reflects a strategic view that there
is a need to protect priority academic disciplines where the income raising potential is limited.
In other words, as noted by Jarzabkowski (2002), the RAM is used to aid the achievement of
specific organisation objectives, as well as simply a financial allocation mechanism. Despite the
apparent acceptance that the top slice money should be used to pay for university wide non

academic facilities such as the museums or the botanic gardens, the website provides little
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further detail on how the money is actually spent.

One interesting feature of the Cambridge model is that it is based upon an over-riding
principle that allocations will be activity driven. This approach gives budget holders the
responsibility for ‘managing’ the relevant cost drivers, despite the fact that not all of these will
necessarily be under their control. The transparency of cost drivers has led to a number of
disputes over space charges and teaching weightings. To further complicate things, and adding
to the sense of internal disagreement, there have also been many requests for sensitivity
analysis in relation to the key variables in the model. The net result is that, to an external
observer, it would appear that the RAM is a source of dispute rather than a cohesive force used
to support organisational objectives and nurture growth. This is in stark contrast to the scenario
at Imperial College, where the emphasis on income rather than cost allocation seems to have

diverted attention away from potential areas of inter-departmental dispute.

The remaining income is distributed as “earned” ie on the basis of the HEFCE formulae, but
it may be that budget holders’ efforts are concentrated on trying to negotiate their costs down,
rather than trying to boost their income. This is evidenced by the fact that there has been major
debate over how to impose discipline on academic services, but no satisfactory funding system
was identified and internal markets and service level agreements were rejected. Without
further internal information on allocation practice at Cambridge, however, it is difficult to fully
understand how the allocation system has impacted upon the behaviour of academic

managers.

Comment
The RAMs used in Imperial College and Cambridge University are similar in their
approach to both income and top slicing, with control over access to funding for non academic
and university wide services remaining at the centre. This can be justified on the basis that only

central management really understands how much central services cost to run.

The main issue of interest is the way in which the two institutions deal differently with the
question of how central costs are allocated — a flat charge versus an activity based approach.
Dearlove (1998: p.60) observed that “efficient management can only take us so far in the
organisation of teaching and research”, and that there is also a need to take into account the
nature of academic work and the power of academics as professionals. It may be that
academics are naturally argumentative individuals, intent on defending their own territory,

and unwilling to make sacrifices for the good of the institution. If this is true, then ABC based
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allocation models will only create varying degrees of mayhem, and the key to success lies in

simplicity. Much more extensive research is needed however to test this hypothesis.

Conclusion

This paper began with the Jarratt Committee’s observation that improvements in planning and
the use of resources could facilitate enhanced efficiency and effectiveness within UK universities.
The development of a transparent costing system and the accompanying evolution of RAMSs across
many HEIs suggest that in the last decade there has been a serious attempt to raise managerial

efficiency but these changes also generate a number of interesting questions.

TRAC is an attempt to identify the costs of a university’s core activities, but in trying to match
costs to activities it needs to be remembered that the nature of academic work can make the
identification of separate costs extremely difficult. The dangers of oversimplifying costs in this type
of allocation exercise may be just as great as the dangers associated with simply leaving overhead to
be managed centrally in a less transparent way. It is also inappropriate to suggest that TRAC costs
are robust and accurate, because they are subjective and open to manipulation in the pursuit of self

interest. They may be useful, but the figures need to be interpreted with caution.

That said the shift towards managerialism and increased accountability have drawn into the HE
sector a new breed of professional managers to work both in central services and also academic
departments. It will be interesting to see how the power is shared between professional managers
and professional academics, as the result will have huge implications for the future of higher
education. In the meantime there remains huge scope for more detailed research on the variety of

RAMs used by UK universities as well as their international counterparts.
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Higher Education Policy and Corporatisation of
National Universities in Japan:
Impact on Funding and Management

Kiyoshi Yamamoto

INTRODUCTION

Higher education policy and management in Japan have turned into a new phase in sector and
institutional levels. The big change was presented by the Education Minister, Ms. Atsuko Toyama
as the Structural Reform Policies for Universities in June 2001. The policies, called “Toyama Plan”
proposed three reforming schemes, restructuring and merger of national universities, introducing
business management methods into national universities, and adopting a competitive principle in

universities by using third party evaluations.

These schemes were evidently influenced from the global movement towards marketisation and
managerialism in higher education (Amaral et al, 2003; OECD, 2004), although it was directly the
reaction of the Education Ministry to the Structural Reform Agenda under the strong leadership by
Prime Minister, Mr. Junichiro Koizumi. The Council on Economic and Fiscal Policy chaired by
Prime Minister firstly mentioned in Structural Reform of the Japanese Economy: Basic Policies for
Macroeconomic Management of 2001 that the idea of the new public management (NPM) should
be considered in order to promote the administrative reform. Corporatisation of national
universities is considered the development of Toyama Plan. However, the new schemes have two
meanings for the same term. The Education Ministry stressed the reforming for the universities,
while the Prime Minister and the Ministry of Finance regarded it as the structural reform in higher

education for prioritizing and increasing efficiency and effectiveness like in other fields.

Of course, the Education Ministry also recognized the necessity of reform in higher education

for a long time. Through corporatisation, the Ministry expected enhancing autonomy for national

*  Professor of Financial Management, The Center for National University Finance and Management
** First Version was reported on the Workshop on University Reform in July 2006, The University of Otago, New Zealand.
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universities would promote the international competitiveness. Although the Plan seemed to be a
drastic change of higher education policy, the options for Education Ministry were quite limited
due to massification in higher education, demographic change of decreasing 18 years old
population, and fiscal stress. The maturing higher education services naturally lead to restructuring
national universities. At the same time, universities were expected to have a greater economic role
as engine of growth by not only the Education Ministry but also the Ministry of Economics, Trade
and Industry (METI). Accordingly, it was not surprising that the Toyama Plan was very similar to
the statement by the Minister of Economics, Trade and Industry, Mr. Hiranuma, which was called

Hiranuma Doctrine and published in May 2001.

In 1980s, the Ad Hoc Council on Education already proposed educational reforms in four
perspectives: liberalization, diversification, internationalization, and flexibilisation. As Okada (2005)
indicates, liberalization involved proposals for competition, diversification means the introduction
of ability streaming into the system, internationalization includes the provision of education with a
global perspective, and flexibilisation means more parental choice. Consequently, it is appropriate
that corporatisation of national universities was not happened suddenly but the long-cherished

reform agenda was triggered by external and internal factors.

The process of corporatisation has been studied by many scholars (Yamamoto, 2004), since the
establishment in 2004, there is however few empirical research on the outcomes, especially whether
or not the intended results have been produced through a pressured route, is not found. In this
perspective, this paper analyses the results of corporatisation and whether the proposed schemes
have worked well. Before moving into the main issues, the next section briefs the framework of
national university corporations (NUCs). The third section sets up the theoretical hypotheses, then
explains the methodology and the data used. The fourth section shows the findings and discussion
by testing the hypotheses. Finally, the last section is dedicated to conclusion and future research

issues.

FRAMEWORK OF NUCs

Performance Management

Each national university is required to prepare a draft of medium-term (six years) goals in
enhancing the quality of academic activities, improving operations and efficiency, finance, and
ensuring accountability to the public. The Education Minister shall stipulate the goals, taking into
account the draft submitted. Based on the medium-term goals, each university shall prepare the

draft for the medium-term plan which will be approved by the Minister, also will prepare the
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annual plan submitted to the Education Ministry.

The performance of NUCs is periodically evaluated by the Evaluation Commiitee for National
University Corporations. Every year the Committee examines the progress of achieving the goals.
At the end of the term, the Committee completes a comprehensive evaluation whose results will be
linked to funding from the government for the next medium-term.

Personnel Management

The selection committee made up of members of both the administrative council and the
academic council shall nominate the candidate who will be appointed by the Education Minister as
the president. The president shall make final decisions and have ultimate responsibility. The
board of directors comprises of vice-presidents and other external persons other than the president.
The executive members other than auditors are appointed by the president. Other employees such
as academic and administrative staff working under the former system were transformed from civil
servant into non-civil servants. In addition, a performance related pay system is applied to all
employees including executives.

Financial Management

NUCs receive two types of financial supports from the government, operating grants for current
expenditures and subsidies for capital expenditures. The grants are delivered in compensating the
deficits which are difference between current expenditures and own revenues by university. NUCs
have full discretion in using the operating grants, by contrast to line item or input based budget
control in the previous system. Also the unspent operating grants are able to carry over to the next
year. On the other hand, the flexibility of the subsidy is fairly constrained. The accounting adopts an
accrual basis, which corporate accounting is partly modified, while budgeting remains a cash basis.
The financial statements are audited by accounting firms in addition to examination by the Board of
Audit (National Audit Office).

METHOD

Theoretical Hypotheses

The system of National University Corporations was, as mentioned earlier, designed by using
the Toyama Plan as the guideline. In order to present the hypotheses for testing, we need to
investigate the presumed theoretical causal relationships between the planned and the intended
outcomes. Firstly, the restructuring and mergers of national universities have two supposed
scenarios. The one is that restructuring would respond to the changing social and industrial needs
towards national universities. The expectation gap is expected to be resolved by scrapping and

building the departments. The other is to seek economies of scale by consolidating or merging the
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universities. It is expected that the overhead costs such as head office or administration and the unit
cost of teaching given some conditions will be saved through consolidation, owing to these costs
have a character of fixed costs. The former is come from policy perspective, while the latter from

management principle.

Secondly, the introducing business management methods also have two perspectives. From the
policy perspective, it is expected that business management methods such as corporate accounting
and management by objectives will transform the married culture with collegial and bureaucratic
character into more result-oriented and innovative organizational culture. On the other hand, in the
institutional level, it is supposed that strategic resource management and performance related pay
system would improve performance by promoting efficiency, effectiveness and quality. Evidently,
the assumptions are based on the principles of NPM, in which giving much autonomy in

operations in exchange of strengthening accountability for results will improve performance.

It is presumed that outcomes of higher education services are measurable in a quantitative term
in spite of the character in combined services of teaching and research. In addition, it is assumed
that economic incentive would motivate the staff to work harder: the higher wage or reward the
staff, the harder they work. However, there is the opposite opinion in which business management
tools do not work in case of higher education like in the public sector, because the aims of higher
education institutions are neither profit seeking nor measurable in an objective way except for
profit private universities. Besides, in financial management system, the prior research (Pfeffer and
Moore, 1980; Pfeffer and Slancik, 1974) indicates resource allocation or budgeting in universities is
not rationally determined but a political process, although NPM is considered a rational model.
Accordingly, the formula of operating grants might significantly affect the resource allocation
within universities, as many studies (Berry, 1994; Massy, 1996; Lopez, 2006) found in universities.
Therefore, it is uncertain whether the intended outcomes would be caused by adopting the business
methods into the national universities. In personnel system, performance related pay system wiill
expand the reward dispersion. Pfeffer and Langton (1993) however showed that the greater the
degree of wage dispersion within academic departments, the lower is individual faculty members’
satisfaction and research production, namely the negative effect. In this regard, the performance of

the institution might decrease as a whole.

Thirdly, the introducing competition into universities is to aim at linking government funding
with performance evaluation by the third party. Competitive funding has been growing in amount
by contrast to decreasing in public funding for current expenditures. It might be said that the

change will strengthen the movement. Theoretical background lies in the market mechanism which
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makes providers to promote efficiency and quality of services in order to win the competition. After
the announcement of the Toyama Plan, the Program for Center of Excellence started in 2002, which
was a competitive research funding for the study group in the same university. The research
funding policy affects the internal allocation system for research fund. Many national universities
have already adopted an incentive system for research money financed from the operating grants in
which the more apply or get the competitive fund, the greater the allocated money from the internal
fund for the staff. The incentive system also presumes that the effort in seeking the competitive

fund for academic staff will increase the total revenue for the university.

The above considerations give the following hypotheses.

Hypothesis 1 (H1) : When universities become larger in size, the unit costs are more likely to be
decreased.

Hypothesis2 (H2): The use of performance related pay system will lead to improving
performance.

Hypothesis 3 (H3) : Resource allocation within universities will be greatly influenced by the
government funding model.

Hypothesis 4 (H4) : The higher the ratio of competitive funding among total funding, whether in
sector level or institutional level, academic activities will be enhanced while
substitute effect between competitive and basic funds would weaken the

impact.

Data, Measures and Methods

The data used in this analysis are drawn from the annual reports, financial statements and some
supplementary documents including the information of personnel costs, which every national
university is required to publish in terms of public accountability. We examine the hypotheses
using bivariate analysis except for H1. As described earlier, it is difficult to not only measure the
performance of higher education institutions objectively but to identify what factors affect the
outcomes. Also, there are several variations in activities among national universities. When we
classify national universities into some groups, the sample number is not enough to implement

multivariate analysis by group.

If we test the hypothesis 1 in teaching costs, the total costs have to be separated into teaching,
research and administration costs. However, since higher education services have a character of

joint product of teaching and research, the separation of costs inevitably involves some biases or
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manipulations. In practice, personnel costs are just measured in total, not divided into functions like
operating costs, which are classified into teaching, research, supporting and medical treatments
according to the accounting standards for national university corporations. Therefore we exclude
teaching costs and test H1 in case of the administrative, supporting for teaching and research costs,

which appeared in the financial statements. The measure of scale was the number of students.

Further, even if national universities would be divided into some groups, the performance, costs
and management of universities would be determined by the composition of departments. Despite
the stipulation of segment reporting in the standards, however, for the time being, each university
is just required to publish the segment information that divides the financial information into the
university hospital and others. As a result, we test the hypotheses 2, 3 and 4 in management and

finance by institution, not department.

To test the hypothesis 2, we analysed the relationship between pay difference and performance
for academic staff. However, in the first year 2004 NUCs adopted the former seniority system in
which the wage level of academic staff was subject to the wage table determined by the National
Personnel Authority. This means that pay difference is mainly caused by the age and position such
as professor, associate professor or lecturer, not performance. Consequently we used the data of
bonus payment in the report on personnel costs, that is, the difference in the appraisal part of bonus.
The performance of academic staff was represented by the competitive research fund per staff

owing to the data constraints, although the measurement excludes the performance of teaching.

The resource allocation in the hypothesis 3 was examined in the relationship of actual funding
and formula based funding for the university hospitals. Here the operating grant for university
hospital based on formula funding is calculated by adding the expenses of medical treatments for
teaching and research to the deficits! in the standard year. The data was adopted from the segment
information in the financial statements and the budget documents. As for the hypothesis 4, the data
on competitive and basic funds were also used from the financial statements, while the academic

activities were measured by the competitive fund per academic staff.

FINDINGS AND DISCUSSION

In order to test the hypothesis 1, we estimate the following administrative costs and supporting

costs for teaching and research with regression model2.

CAI=Og+ O Xi+ X2+ OFi+ Eia @
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CSi=Bo+BXi+BXix+BsFi+Eis 2
Where CA is the administrative cost, CS is the supporting cost; O, Ot,06L0G B B1, B2 Bsare
the coefficients for the independent variables; X represents the number of students as the scale
measure; F is the number of faculties; £ia,Eisare the error terms.

And the unit of analysis i is the national university.

In Equations (1) and (2), Xi? represents non-linear impact on the costs, Fi is the control variable
for the costs taking into account of economies of scale. The results with OLS regression are
presented in Table 1. In case of the administrative costs, the coefficients for X and F are not
statistically significant, while the coefficient for X2 is significant at p<0.01. Therefore the unit cost of
CA is the increasing function of X. Also the constant factor is not significant. Obviously the finding
conflicts with the hypothesis 1, where it is supposed that the unit cost will decrease with the

number of student (X).

In case of the supporting costs, the coefficient for neither X nor F is not significant as in CA. On
the other hand, the coefficient for X2 is significantly positive at p<0.01, and the constant factor is also
significant at p<0.01. Accordingly, the unit cost of CS is increasing function of X. This is inconsistent

with the hypothesis 1. Consequently, the hypothesis 1 was not supported.

Table 1. Results of Regression Analysis

Variable Administrative Costs Supporting Costs

Coefficient t-value Coefficient t-value

X(student) 62.523 1.366 5.401 0.142

X2 0.0054 3.743** 0.0061 5.181**

F(faculty) -22580 0.506 -60118 1.670

Constant 181058 1.390 292401 2.780**

R2 0.7632 0.6904

Adjusted R2 0.7547 0.6792

N 87 87

F 89.18** 61.69**

* p<0.05, **p<0.01

Table 2 shows the differences between maximum and minimum percent of appraisal weight for
bonus payments by group and staff. Although the pay difference is not so large, there are
significant differences in average among former seven imperial universities, science and technology

and large universities with hospitals, and other universities. It is worth to note that normal
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universities have the least different bonus payments in both administrative and academic staff. On
the other hand, the nursing staff has the smallest different payments in bonus, compared to
administrative and academic staff in the same university group. The situation might be affected by

the specific character in medical treatments, which team work is required.

Table 2. Differences in Bonus Payments for FY 2004

Group Administration Academic Nursing
Former Imperial 12.07(3.95) 11.67(3.52) 8.85(4.40)
Normal 5.20(1.38) 453(1.52) -
Science & Technology 7.05(1.96) 9.20(6.69) -
Humanities & Social Sciences 6.78(3.05) 6.00(2.81) -
Medical 5.96(0.34) 6.52(1.87) 5.14(1.54)
Large Univ. with Hospital 6.24(1.71) 8.42(3.99) 5.53(1.59)
Large Univ. without Hospital 5.65(1.69) 6.71(3.10) -
Graduate Institute 7.02(2.87) 5.75(6.93) -

Notes 1: Parentheses shows the standard deviations.
2: Former Imperial group composes of Hokkaido, Tohoku, Tokyo, Nagoya, Kyoto, Osaka and

Kyusyu.

To test the hypothesis 2, we analysed the relation between the competitive fund received per
academic staff and the difference in bonus payments by the university group. Taking account of
university characteristics, analysis was limited to the universities holding a single faculty school or

an integrated academic field, namely, normal, science and technology, and medical school.

Figures 1, 2 and 3 indicate the relationships by group. At a glance, there is no significant
association between competitive funds and differences in bonus payments in either group.
However in case of science and technology group if one set of extraordinary data was deleted from
the sample, the competitive funding per academic staff was significantly associated with the bonus

differences (correlation coefficient is 0.659, p<0.05).



2008

Kiyoshi Yamamoto

700

600

500

400

300

200

100

Figure 1. Normal

2.0 4.0 6.0 8.0
Bonus Payments

10.0

@nptitveFrd

8,000

7,000

6,000

5,000

4,000

3,000

2,000

1,000

Figure 2 Science & Technology

5.0 10.0 15.0 20.0 25.0 30.0
Bonus Payments

35.0

CGopetitive Fud

5,000
4,500
4,000
3,500
3,000
2,500
2,000
1,500
1,000

500

Figure 3. Medical

2.0 4.0 6.0 8.0 10.0
Bonus Payments

12.0

167

The finding indicates that in some academic fields, performance related pay system might
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improve the performance. Consequently the hypothesis 2 was partly supported.

Table 3 shows the analytical results of differences between actual funding and formula based
funding for the university hospitals. Since funding is composed of the operating grants for the
university hospitals and revenues from the medical treatments, the difference is determined by the
allocation policy of the operating grants: the president can allocate the university hospital more
than the operating grants for university hospital and the medical revenues. Reversely the allocation
might be less than the funding level, because the president is given a full discretion in allocating the
operating grants including those for the university hospital and own generated revenues into the

activities or objectives.

The results indicate that in most of the national universities the difference between the formula
based and the actual funding lies between 80 percent and 120 percent of the formula based. In just 3
universities, funding level differs more than 30 percent of the funding formula based. Therefore it
can be said the formula plays a standard model for allocating resources in the university hospital,
despite there is no limitation in using the operating grants. In nine universities among 42
universities having hospitals, the actual funding for university hospital was less than the formula
based funding. However, the bias towards less funding was not always caused by the social
background of the presidents, because 5 of 9 presidents have came from the medical doctors and 4

from other fields. Accordingly the hypothesis 3 was generally supported.

Table 3. Differences between Actual and Formula Based Funding for University Hospital

Range Number Percentage
Less than -30 % 1 2.38%
-30~-20% 2 476
-20~-10% 3 7.14
-10~0% 3 7.14
0~10 % 20 47.62
10~20 % 8 19.04
20~30 % 3 7.14
more than 30% 2 4.76

Total 42 100.0

Note: The percentages are calculated by the following equation;

(Actual allocation — Formula based allocation)/Formula based allocation
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Figure 4 indicates the relationship between the ratio of research expenses to operating expenses
(research, teaching, and supporting expenses) and the ratio of revenues from competitive funding
to total research revenues. It is found that there are somewhat weakly negative relations between
two variables by the group. In the institutional resource management, therefore, it might be said
that decreasing research money from the basic funding or internal allocation would encourage

effort to increase the competitive research fund.

Figure 4. Research Expenses and Competitive Funding by Group
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On the other hand, Figure 5 shows the positive or linear association with the revenues from
competitive funding per academic staff and the research expenses from internal allocation per
academic staff. That means that the competitive research funding system has resulted in the same
function as the basic money for research from the formula based funding in the sector level or the
national university system. From the perspective of total funding from the government, the increase
in competitive funds has been replaced by the decrease in basic funds. Of course, the situation is
externally caused by the budget policy strengthening competition with performance among
universities. At the same time, the actual result in which the dual funding system for research has
little changed the resource allocation pattern, can be explained by the differences in the potentials of
resources for the national university: the more talented academic staff and facilities the university

has, the more likely to get the competitive fund through winning the competition.
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Figure 6 shows that the resource constraints would determine the research time for the staff,
given the other conditions were identical. The facilities per academic staff also largely differ from
university to university (mMin=¥323m, max=¥24,723m, mean=¥4,986m). It is noteworthy the
universities not holding the facilities which are necessary to implement the research are practically

unable to apply the project proposal to the government and others. Consequently the hypothesis 4

The Journal of Finance and Management in Colleges and Universities

was generally supported, although the unintended outcomes were found.

Figure 5. Basic Research Fund and Competitive Fund per Academic Staff
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CONCLUSION

Corporatisation of national universities is the system and management reform in Japanese
higher education. From a macro perspective, the corporatisation aims at making national

universities competitive in the global market as a frame shift (Schén and Rein, 1994; Pick, 2006). The
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shift towards more competitive funding policy is considered an instrument for building global
competitiveness, partly through consolidating and differentiating. From a micro perspective,
business management thought and methods are introduced to make the internal management
system more result-oriented and efficient. In addition, in order to strengthen public accountability

and more transparent, disclosure and audit systems were improved.

Analysing the data from the first year of corporatisation, we have tested whether or not the
intended policy outcomes have been presented. The findings showed that in the macro perspective,
economies of scale was not found in case of administrative and supporting costs, also the
competitive research funding so far has resulted in the same pattern from the formula-based

funding. In this regard, it might be said the macro policy at least has not succeeded in funding.

On the other hand, in the micro or institutional level, firstly, it was found in science and
technology university group, there was somewhat positive relationship between the bonus
payments and earned competitive funds, while in other groups, bonus payments were not
associated with competitive funds. Secondly, it was recognized that the formula of operating grants
for university hospitals have played a reference resource allocation model in case of university
hospitals. Thirdly, it was found that there was negative association between competitive funding
and research expenses by the university group. This means that the revenues from competitive
research funds might substitute for the internal funding to research activities. In this regard the
policy for corporatisation has succeeded. The results are consistent with a survey result (Asahi
Shimbun, 2006) in which approximately 75 percent of the president assessed the corporatisation

“positive” or “somewhat positive”.

The mixed outcomes would be caused by public funding level from the government and the
immature management practices or qualities. The budget cuts are not exceptional in higher
education under the high fiscal stress. The situation in downsizing is likely to adopt the resource
allocation policy, considering the past performance rather than future potential owing to the
resource limitations. Besides, most of the presidents and directors have not sufficient knowledge
and experience in managing university. Because, before corporatisation, the president had no
responsibility in finance and management, since the head of administration was directly
accountable for finance and administration to the Education Ministry. Accordingly, the strategic

management has not yet been advanced in every national university.

This study has first analysed the outcomes by corporatisation of national universities in terms of

funding and financial management. However, there are some limitations in data and methods. The



172 The Journal of Finance and Management in Colleges and Universities Number 5

definitions of administrative and supporting costs remains ambiguous despite the setting the
guidelines in the accounting standards. As a result, the costs could be manipulated and might be
not comparable each other. In addition, this analysis is based on cross sectional data, therefore, we
have to test the hypotheses using panel data in order to identify the causality. Further, the impact

on education other than research and management should be investigated.

Notes

1. Incase of the surplus, this element is zero.

2. The regression analyses were done in case of linear model without X2. The explanatory power was lower in
both CA and CS, adjusted R2 was respectively 0.716 and 0.580.
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The Mid-Term Targets and Plans of
Japan’s National Universities and their Evaluation

Fumihiro Maruyama

Background of the Topic

Since the Spring of 2004, each of Japan’s 87 national universities has been given an independent
corporation status. Before that, national universities were State-owned institutions which had been
administratively and financially controlled by the Government for over a hundred years. Both
faculty members and administrative staff were civil servants although the former were mainly
chosen by peer faculty members. The university’s assets were owned by the State and the Ministry
of Education allocated to each national university its earmarked budget which had to be spent by
the end of fiscal year.

But this century old system changed in April 2004. From State’s agencies, national universities
have become public corporations which are still public sector but are expected to be independently
managed under the strong leadership of university presidents. Although the Ministry of Education
still approves the university’s mid-term targets and plans, each university can now set up their own
goals. University staff are no longer civil servants, their salaries can be determined by each
university, not by the national standard of payment. University assets now legally belong to the
university but they are still under the control of the Ministry.

The Ministry of Education funds approximately half of the universities’ current expenditure as a
block grant which is allocated according to the number of academic staff and students. Each
university raises the other half of its income from attached hospital revenue, tuition fees,
competitive-based project grant, gifts from private donors, research contracts with local
governments and private firms, etc. The university can use the funds at its discretion, make
surpluses, and carry them over to the following year. A university can set up its tuition fee level
up to ten percent higher than the Ministry’s designated standard which is about 5,000 US dollars a
year, regardless of fields of learning.

Since the Ministry has decided to decrease the amount of block grant by one percent every year

* Professor, Center for National University Finance and Management, Tokyo
** The contents of this paper was presented at the workshop on University Reform in July 2006, the University of Otago,
New Zealand.
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in the next few years, each institution must spend less and earn more. To compensate the current
decrease, the Ministry tries to expand several types of research funds. One of them is the Subsidies
for Scientific Research, which has sixty year history and amounted to approximately 1.8 billion US
dollars in 2004. It has been increased by a 100 million US dollars every year since 1992. The research
subsidies, which were offered researchers in both national and private institutions, are distributed
through the process of researchers’ application and peer review.

The Ministry has changed its resource allocation policy from one based on the number of staff
and students to one that is more competitive and project base. The Center of Excellence (COE)
program is symbolic in this policy shift which allocates research funds to several core universities in
selected fields of study in order to foster and reward world-class institutions.

The current national university reform seems to go along with what is happening in some
European countries and New Zealand: strengthening international competitiveness of both
university and economy by using less government money for higher education through a
combination of various means; by deregulation of institutional management, by concentrating the
authority with the university president, government target-based control through evaluation of
achievement, emphasis upon the new public management and accountability for stakeholders.

This university reform aims to enhance the quality of teaching and research, improve
institutional responsiveness to social needs, and promote diversification of universities. The
evaluation of the university reform cannot be made yet but one apparent result is a tuition fee hike
at national universities. National universities have traditionally contributed to offering higher
education opportunities to students from less affluent families by keeping tuition fees low. But
some universities have begun to raise these fees to compensate decrease of government block grant.

The Ministry has subsidized private universities, in which more than 70 percent of
undergraduate students are enrolled, for nearly thirty years. The amount of public subsidies
consists of 12 percent of total current expenditure of private institution. These subsidies have also
shifted from general block grants to more project based allocations.

The OECD report classifies four types of university governance, which is shown in Figure 1.
Japan’s National university system has shifted from State-owned to Agency of state system by the
2004 reform in this Figure. In the recent trends to decentralization, deregulation, small government,
managerialism, new public management, there are rather a small numbers of State-owned system
in European countries. Sweden is an example of state-owned system although even there

institutions have been given more responsibility of financial and personnel management.

Plan-Do-See Cycle

In 2004, the ‘Plan-Do-See cycle’ method which in other countries might be called ‘management
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Figurel Some Characteristics of National Systems of Governance
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Funding
Type of system Legal Structure and Sources/
9 Staff Assets .
entity Plans Commercial
freedom
State owned Public State Civil Owned by State budgets no
Sector Determines Servants State scope to make
or retain
surpluses
Agency of Public State Key staff are Funded by Predominantly
state sector but Approves appointed State which core funded,;
separate by State and controls limited power to
legal entity pay and disposals raise income
conditions etc. and
set create surpluses
nationally
State/private Private State consults Institution Privately Both core and
Partnership sector but and can employs owned, but contract income;
subject to influence with Sates some can generate
state (through influence or funding by and retain own
controls funding) controls State income
Private/State Private State has little Private Private Contract and
sector Involvement little state commercial
funding income

Source: OECD, On the Edge: securing a sustainable future for higher education, 204

by objectives and results’ has been introduced as a tool which the Ministry controls National
universities. This cycle begins as shown in Figure 2 when universities originate the drafts of general
targets for the following six years which are in accordance with the missions and identities of
university and submit them to the Ministry of Education. The Ministry amends the targets, if any,
after considering the Evaluation committee’s advice. Then to implement targets, universities
formulate more specific mid-term and annual plans and get approval of them from the Ministry
who consults the Evaluation Committee on universities’ plans. Universities are supposed to report
the Evaluation Committee the performance of the targets and plans at the end of every year and
mid-term period and each time the Evaluation Committee releases the result of evaluation to the
public. The Evaluation Committee evaluates the performance of both management and
education/research while National Institution for Academic Degrees and University Evaluation

evaluates only education and research activities of universities.
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Figure2 The Plan-Do-See Cycle
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Although national universities have been given more freedom and responsibility for financial
and personnel management by the 2004 reform, it is apparent that the Ministry has still control over
universities’ targets and plans. In the process of the reform, some criticized the government control
over the targets and plans of university even after corporatization of national universities in which
institutions are presumably given more autonomy. These criticisms have mainly come from
presidents of national universities who strongly advocate university autonomy and oppose
government’s intervention into university governance.

However since about a half of revenue for national universities are given from public funds,
other argue that university should consider accountability and the targets/plans and their results
should be examined whether they are appropriate for university by the third party. In the present
system, accountability seems to be more emphasized over autonomy for both proponents and
opponents of the reform, but in practice the Ministry’s control over targets and plans can be
recognized as minimal. The original targets and plans which each university made and submitted
have been in most parts approved and not changed much by the Ministry.

The government control over targets and plans will be exercised by the Evaluation Committee
after the end of six year mid-term. It evaluates mainly internal efficiency of each university. But it is
also important to check the efficiency in system as a whole. In the present plan-do-see cycle, for

example redundancy or shortage of educational programs are not checked by the third party.
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The Role of National University Evaluation Committee

National University Evaluation Committee has been established when a new system of national
university has started. The Committee consists of mainly scholars from universities in various
study areas but it is not independent agency from the Ministry. There are some important roles to
play. First it comments and advises the Minister on the drafts of universities’ mid-term targets and
plans. National universities then submit their own rewritten mid-term plans to the Ministry of
Education and the Minister then approves their plans after hearing the Evaluation Committee’s
opinions. Second, the Evaluation Committee evaluates both annual and mid-term performances of
universities which are based upon self-evaluation of universities. This evaluation is called
comprehensive, which means it includes the evaluation of both education/research and
management. The evaluation of education/research is in fact done by National Institution for
Academic Degree and University Evaluation, though. Third, the Evaluation Committee
recommends national universities on improvements of management and the results of the
Evaluation Committee’s evaluation will be reflected the allocation of block grant in the subsequent
terms although to what extent the allocation of fund is not decided yet.

In general there are supposed to be three objectives in university evaluation exercises; it
provides means of self-improvement in activities of universities; it helps quality assurance of
college education; and its results are used for performance based funding. The Evaluation

Committee plays all three of them. It is quite unique organization.

Caution: Competitive Model

After the university reform in 1980s and 90s, the ‘competitive model’ was adopted in higher
education system in New Zealand. Each higher education institution competes for students and the
funds are allocated on the basis of enrolment. Funds are calculated on the basis of ‘level playing
field’ which means that any types of institution equally receive funds according to the number of
students (Goldfinch).

Similarly in Sweden, they call their higher education funding as ‘performance-related resource
allocation system.” There the indicator of performance is the number of full time equivalent (FTE)
students and the number of FTE study results per year (OECD). In terms of competition or
performance based funding, both New Zealand and Sweden have similar system and in two higher
education systems, higher education institutions are not controlled on the number of enrollees.

In Japan, performance based funding by student number does not work because universities
both national and private have a fixed number of enrolment, or which the Ministry has strictly

determined and has been overseeing. Universities are allowed to accept students according to the
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fixed number. Since the size of institutions is less likely to change each year, universities never
compete for the number of enrolment. Instead they compete for the quality of students which does

not affect grant allocation, though.

Problems on Mid-Merm Targets and Plans

There are several unsolved problems in the process of implementing of mid-term targets and
plans both in the Ministry and institutions. First the ‘formalism’ of mid-term targets and plans
should be pointed out. Both the Ministry and universities seem to obey the procedure but tend to
ignore original or real meaning of plan-do-see cycle. National universities have not formulated their
drafts of targets and plans by using their own language, instead the Ministry in advance provided
the written format of mid-term targets and plans to universities as a model of writing which all
national universities were expected to adopt. It contains: basic general targets; quality improvement
in education and research activities; promotion of efficiency of management; improvement of
financial management; self-evaluation; other important matters. The Ministry was assumed to
provide universities a format since national universities had never made their targets and plans
before the reform and it is practically convenient to compare them if universities use the same
format. Although 87 national universities are diverse in history, size, mission, education/research
orientation, fields of study, undergraduate/graduate concentration. etc., the statements of targets
and plans are consequently not so different among the universities and there are no deviate but
stimulating statement.

To avoid this ‘formalism’, in Sweden for example, the Ministry tries to have opportunities for
close negotiation or dialogue with board of trustees and vice-chancellors of universities before
setting up final targets and plans. But this can be done in small size system of higher education, in
Sweden there are only 13 universities and 23 university colleges. In Japan there are 86 national
universities and more than 500 private universities so it is quite difficult to have close dialogue
between the Ministry and institutions.

If the targets and plans of university would not have been achieved, it has been believed that
grant provided for the subsequent term would be curtailed. Thus universities have been reluctant
to specify the challenging targets and plans and instead they have made and submitted their targets
and plans which have been supposed to be easily and certainly achieved. It means that universities
are likely to hesitate to challenge the ‘mission impossible’.

It has also been believed that universities were not allowed to do anything but specified in their
targets and plans. It might make universities defensive and prevent them from pursuing the

serendipity of education and research which is an important traditional value in universities.
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Problems of Evaluation

There are some other problems of evaluation. First, there is a problem in fairness. Japanese
national universities consist of various types of university: One is larger, the other is smaller; One is
research oriented, the other is education oriented institutions; One concentrates on undergraduate
but the other on graduate education; One offers mainly social science courses, the other teacher
training institution, engineering, medicine and so on. Those institutions made their own targets and
plans in using the same format which the Ministry provided. So there is a problem that they can be
evaluated properly.

Some universities expressed their anxiety that grant would be reduced when not achieving their
targets and plans so that they avoided specifying numeral expressions on their targets and plans
and they preferred abstract or ambiguous expressions. Others specified concrete targets and plans.
Table 1 shows the example. So there is a problem how to evaluate two types plans, concrete or

abstract expressions of those institutions.

Table 1 Examples of the Plans with Numerical Figures

Yokohama National University 70% success rate of national bar examination
Tokyo Teachers’ College 60% of graduates being employed as teachers
Shizuoka University 200% increase of patent rights obtained
Shiga Medical University 95% success rate of national medical examination
Kumamoto University 25% increase of external fund raising
Tokyo Ocean University 1% deduction of management expenditure
Akita University 10% increase of Scientific Research Funds
Iwate University Up to 20% of female staff employment

There is also a problem of the timing. The evaluation on the first term will be done at the end
of six year term but universities should prepare the second term targets and plans before the
beginning of the second term. So the evaluation of the first term will not be reflected on the targets
and plans on the second term. To avoid this contradiction, the Evaluation Committee will evaluate
universities one year before the end of the term so that the result is properly used. But the
evaluation is done by using the results based on the universities’ self-evaluation document. So
universities must make self-evaluation document two years before the end of six year mid-term. So
self-evaluation is not the result of mid-term but it is in the process of the term which includes

substantially only four years at longest.
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Presidents’ Evaluation on the 2004 Reform

So far problems of targets and plans in the plan-do-see cycle were pointed out, but at the present
time it is too early to draw any conclusions from them. But university presidents have expressed
their opinions on university corporation reform in various opportunities. One of them is our
research results. Center for National University Finance and Management has conducted a
guestionnaire survey in 2006 targeting presidents and other executives of national universities
across the country. The response rate was quite satisfactory which only two university presidents
out of 86 national universities refused to return the questionnaire. The questionnaire consists of four
areas of university governance and management: administrative operation; financial; personnel;
facilities management. A president was asked to respond to the questions of administrative
operation and other executives of particular management were required to answer the questions of
responsible management areas.

One of the most significant findings is that most of the presidents seem to have positive
perspective on the 2004 reform of national university corporation. The result shows that many
presidents tend to think that the reform has contributed to promoting the efficiency of university
management, making clearer identity of own university, increasing university autonomy, and so
on.

Most presidents answered that the targets and plans helped their universities for promoting
efficiencies of governance and management, contributing in promoting education/research
activities, meeting local needs. Presidents also acknowledged positive effects of the performance
report submitted to the Ministry every year. It is interesting that most presidents agree the positive
effect of the Evaluation Committee’s activities in evaluating the university management,
education/research, and social service of national universities.

In the areas of financial management, some university executives admit that the amount of
presidents’ discretional budget have increased in intramural budget allocation and so are
competitive or project based budgets. But at the same time, they worry that basic educational and
research funds for individual faculty members have decreased.

In the area of personnel, some executives express that there are short of staff who have expertise
on the law and rules on university management. In order to promote administrative efficiency, they
are planning to provide various opportunities for staff development; intramural staff training;
sending staff study seminars, etc..

As expected before the survey, executives of facility management tend to think that their
university lacks budget to sustain the quality of their facilities of education and research. Although
universities are trying to make more efficient use of their facilities and get some revenues in

charging for their facility use, but this survey revealed that it is not enough to cover the cost of
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building and maintaining.

Reference
Goldfinch, Shaun ‘Examining the National University Corporation Plan and University Reform in Japan’ in the
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