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The following submission has benefitted from discussions and comment from many  colleagues. I acknowledge their contribution.

1. Background

I write to present a formal submission to your committee. I have read the terms of reference of the committee. I am currently an Associate Professor in the Centre of Financial Studies, University of Melbourne, but the submission is as a private individual. 

The  reforms of the 1980s transformed a highly regulated, publicly funded education system into an industry which is now market oriented,  self-regulated and determined increasingly by the user pays principle. The adjustment costs associated with this transformation have been quite substantial. The dominance of monetary values over intangibles  such as  standards, scholarship, and  fairness have led to a system under considerable stress. Many have termed it a systemic failure. In my view, the current system has four defining characteristics

1. A mass education system propelled increasingly by technology and uniformity.

2. A system principally demand driven, with little recognition of supply constraints.

3. A separation of the managerial function, increasingly unaccountable,  from the academic function, increasingly over-accountable.

4. Declining academic standards, with reduced emphasis on innovation and thinking.

As I argued in submissions to the Hoare and West Committees,  measures should be established to protect those intangible values which make education different from other industries. Education may be a product, but it is a very special type of product. When a student enrols at a university, it is the start of a lifetime partnership with the university . It is a partnership which underscores success in job applications, defines the ability to network, and often predetermines their children’s choice of university. The reputation of the university underwrites the student’s vitae. 

It is also the case that the assets of an educational institution  are different than for a general firm. The most important asset of a university is its intellectual property generated by  the academic and general staff and the students. The university is a centre of ideas, freely created and freely expressed within an organisational structure which permits such freedoms. The University of Melbourne has more than 110,000 alumni, more than 30,000 current students and more than 5,000 staff. These people create the ideas which become the principal assets of the university and they determine its success. The commercialisation of Australian universities has tended to devalue the partnership between the student and the university, and to devalue the assets of the university. As a consequence, the reputational risk of Australian universities has increased.

The measures I propose are designed to protect the long-term reputation of our institutions and to protect the growing export industry valued at $3.5 billion. I do not, however,  advocate a return to the universities of the 1970s, nor a return to excessive regulation. The economic significance of universities, and the flexibility conferred by autonomy requires that we cannot retreat from commercialisation. Rather, we should establish a set of incentives to induce universities to follow acceptable practices associated with standards, scholarship, fairness and accountability. This can only be done at a national level.

For ease of exposition, I have provided a set of recommendations, with  a precis as explanation. The recommendations apply to three areas: standards, governance and accountability, and commercialisation.

2. Standards

There is ample evidence that there has been a substantial decline in standards in Australian universities in the last 20 years. I teach, I supervise, I examine and I have observed an appreciable decline in analytical thinking, in original thinking, in strategic thinking, in exposition and in numeracy over the last decade.  Intertemporal comparisons are difficult, but when I ask academic colleagues across institutions whether standards have declined, the response is unequivocally yes and usually of the order of 30% or more. One measure of the decline is whether the exam which was given x years ago could be used today. Many of my colleagues would assert that no exam of 10 years ago could be used today. Some would even say that exams of five years ago cannot be used today. 

The anecdotal evidence attesting to this decline abounds. The Business Review Weekly (July 28, 2000) Degrees for Sale and the Sydney Morning Herald (January 20, 2001) Marking Down the System both elicited many (usually anonymous) responses from academics and students referring to the decline. Examples include

“All essential decisions are taken administratively, and meetings have no public minutes. However, I have recently been asked…to reduce lecture content to high-school level in order to improve rates of students passing the course. Already, the lecture course involved was reduced to 50 per cent of its previous length, and more difficult material- still relevant to (the course) –was removed. A further reduction in course content and level is now required.”
(Professor to the Sydney Morning Herald)

“I did an MCom by coursework which I finished at UNSW last year. The quality of the programme could only be described as garbage. I would say it was of lower quality and difficulty than my BCom and certainly not taught in the style that I would have thought a postgraduate degree would have been run. I never saw anybody fail a subject when it was quite obvious that many should have. I was quite surprised given that UNSW has such a good name out there.”
(Graduate to the Business Review Weekly)

Every academic has felt the implicit, and often explicit pressure to pass students, usually fee paying, who should not pass. When I ask colleagues if the typical failure rate of 10-15% in undergraduate business courses is authentic, most admit that the true failure rate approximates 30%, and sometimes higher. As a statistician, I think of the problem in terms of errors. 

(1) A type I error is the error we make in  failing students who should pass. 

(2) A type II error is the error in passing students who should fail. 

In Australian universities, the probability of type I error is now close to zero, but the probability of type II error is 20% or higher. The cost of passing 20% of students, who would otherwise fail, will be observed in the long term decline of national competency levels. The power of our assessment system has been reduced.

Without a formally designed survey, however, the extent of the standards decline is difficult to estimate. Inevitably, we must rely on anecdotal evidence. Standards appear to have fallen most in the professional courses, usually offered at the Masters (and sometimes Doctoral) level, and least in premium courses with high entry standards, for example the Honours and some Phd programs. Notwithstanding the standards decline, I still regard the Australian undergraduate degree in business from a Group 8 university as superior to its US equivalent. But the gap is narrowing. The Australian student typically develops as a better analytical thinker, is more numerate and is a better expositor than their US counterpart. Indeed, we have placed Honours graduates from the University of Melbourne with employers in the UK, and they received evaluations higher than MBAs from the best schools in the US. 

The most pronounced problems with standards occur in postgraduate education in all universities and in undergraduate education in the second and lower tier universities. The standards decline is attributable to the following:

1. Mass education has produced large classes with a long tail of underperforming students.  Failure rates have remained static, despite the presence of this group of underperforming students. For example, in most professional courses  these failure rates are unacceptably low (0-5%), and in general it is rare for failure rates to exceed 20% in any courses. The system has  developed a bias to insuring the degrees of between 10-30% of students.  Typically, these are students who would not have been admitted to the university of 1970. 

2. The low failure rates are generated by the following factors:

2.1.
Performance indicators of universities focus on throughput ratios. There are significant incentives to graduate students in a minimum time period. Failure is costly for everyone, for the student who has to repeat, for the lecturer who has to set a special examination, for the institution which needs to free up places. 

2.2.
For most universities and for those who regulate the universities, low failure rates are seen to represent efficiency  rather than a decline in standards. They do not perceive that there is a cost in passing students who should fail. That cost, of course, is borne later by a society when the qualifications are tested in real decision making.

2.3.
The safety net for underperforming students is now better defined than ever. There has been an alarming increase in the proportion of special consideration applications over the last decade, in some courses to the order of 10%. These constitute no more than a free option for underperforming students, and have diluted the case of students with genuine special circumstances.

2.4.
Particularly in professional courses, there is an increasing use of assignment work (often in syndicates). This permits students to underwrite their grade. In some courses, syndicate work constitutes as much as 50% of the assessment. It is not uncommon for a student to score only 30% on a final examination, and yet pass a course because of syndicate work. 

3. The bias towards underperforming students is not limited to maintaining artificially low failure rates. It occurs at all levels of the grade distribution, and at all levels of a degree. The phenomenon of grade inflation is well documented. It occurs in all countries, in all universities, in all courses and has been occurring for many years. Sabot and Wakeman-Linn (Journal of Economic Perspectives, 1991, 159-170), for example, found that the mean grade in introductory courses of eight large departments at Williams College ( in the US)  had risen from 2.49 on a 4-point scale in 1962-3 to 2.93 in 1985-6, and that the proportion of students receiving less than B- had fallen from 47% to 26% in the same period.  These results would appear to be representative of a wider phenomenon. I would assert that in every Australian university, grade inflation has  been occurring over a long period and  at an accelerated rate in the last decade. In every university, there are high-grading departments and high-grading courses and these tend to attract students. Grade inflation leads to compression of grades in the distinction and above categories. This compression results in the following:

(1)
That various indicators of ability, for example entry scores and prior performance become poor predictors of performance in the course.

(2)  
That the result in the course becomes a poor predictor of future performance.

In Australia, grade inflation has been accentuated by the emphasis on throughput ratios, but also by the lack of uniformity of Australian grading distributions. In Australian universities, I have counted at least five types of grading distributions, which provide confusing signals for both employers and assessors of entry into graduate programs. Increasingly, the performance signal is being lost. In some cases, grade inflation has been encouraged by the decisions of the universities. For example, in recent years  Monash University and RMIT have reduced the grade of distinction from 75 to 70.

The views of Sabot and Wakeman-Linn are compelling on this issue. If the aim of grading is to provide a basis of future assessments of the student, and also to convey to the student information regarding their relative strengths and weaknesses, then it is desirable to pursue grade distributions which have more precision, more uniformity within a university, and a uniform  basis across universities. Typically, this means lowering the average grade for a given uniform grade distribution.

4. Artificially low failure rates and grade inflation have meant that the major hurdle faced by students in Australian universities is entry into a program. Many academics have remarked that degrees could be awarded at entry. Entry standards have fallen appreciably in the last 20 years as you would expect with the transition to a mass education system. Some entry standards appear to be unacceptably low for a university; for example some Victorian universities have been admitting students with scores of less than 30 (on a scale of 0-100)  on the VCE. Even Group 8 universities have apparently lowered entry standards. Brian Toohey (Australian Financial Review, 3-4 February) refers to entry scores of 65 and 70 (on a scale of 0-100) for admission to science and civil engineering  at UNSW, and 67.3 for agricultural science at Sydney University. Perversely, some of these low entry levels are for courses which traditionally should be more demanding. Low entry standards  impose significant costs on a program, if standards are to be maintained. The easier option, of course, is to keep failure rates low and to inflate the grades. Low standards then become self-fulfilling. Only a shift in demand for a course, for example an increase  in demand for maths graduates,  can reverse the process of falling entry and course standards. 

The major issues associated with entry standards appear to be the following:

4.1. Entry standards are determined principally by vocational and not intellectual demands. As a consequence, there has been  a  marked entry standard deflation in courses which provide major long-term benefits to our society such as mathematics, physics, engineering, philosophy and the classics. And a marked entry standard inflation  not only in traditional vocational courses such as medicine, law,  commerce and information technology, but also in courses which capture contemporary vocational fads.

4.2. The issue of entry standards has been complicated by the addition of full-fee paying students whose entry scores are below those of the students who achieve the standard entry. There are no fixed rules on how far below the full entry scores should be, only that the entry of fee-payers should not be at the expense of standards. Mixing two distributions of students with different entry levels needs to be exercised with caution. It is not necessarily the case that full-fee paying students perform worse than the other students.  I  have seen some evidence that the full-fee payer  may perform better than the marginal HECS student.  Motivation is an important determinant of performance, and money is an important motivator.  It is also the case that a university provides a level playing field for students who come from different histories.

However, in setting cut-off scores for fee-payers, universities always appear to set a quota of fee-payers, and then determine the minimum entry score to fill that quota. Are standards compromised? We can only answer this question by considering where the fee-paying entry score is relative to the distribution of those students who achieve the HECS score. For example, if the HECS entry level is 98, the minimum HECS student is probably no more than 1 point below the average HECS student.  If the fee-paying entry score is set at 88, a fee-paying student can enter the course with a score 10 deviations below the lowest HECS student. This will not be a problem if the HECS entry is 70 and the fee-paying entry is 65, because the lowest fee-payer will be less than 1 deviation less than the lowest HECS student. But it is surely a problem when the HECS entry scores are high for,  in these cases, the distribution is compressed  at the top end.  In such  cases, if the fee-paying score is too low, it is unlikely that we could ever mix the HECS and fee-paying students and achieve a single set of standards. 

Australian universities appear to be setting  cut-off scores primarily to meet revenue targets, without cognisance of the effect on standards. I know of a number of examples where the differential is too large, essentially creating two distributions of students.  Not only is this unacceptable in terms of standards, but it is particularly unfair on students who miss the HECS cut-off, yet may be appreciably better than the fee-payer. It is also the case that the differential appears to be widening. The  differentials in 2001 are much wider than the year 2000  differentials.

5. The presence of large numbers of international students, whose first language is not English, has compounded many of the standards problems. Australian universities require international students to attain a certain level on the IELTS or TOEFL examinations. But often these requirements are insufficient for the demands of courses where technical language is required, and where  examinations are conducted under a time constraint. Students whose first language is not English are some of the best and worst performers in our universities. They are disproportionately represented in the lower tail of the distribution of students, particularly in the professional Masters programs. A number of problems emerge as a consequence. Examiners must use discretionary, often arbitrary adjustments, to grade papers. These adjustments are always in favour of the student and, it could be argued, are unfair to other students. The presence of students with English difficulties tends to induce assessment based on multiple choice, short answer and syndicated assignment work rather than essays. 

From the time of the Colombo plan to the present, international students have conferred substantial benefits on Australian academia in terms of scholarship, friendship and revenue. We should try to find a formula which better accommodates the English language problem. Some universities, such as the University of Melbourne, have extended programs so that students study English in one semester at the beginning of their degree. In US universities with a general first year, English is again taught and students often also study a course which provides institutional knowledge of the US. International students particularly lack institutional knowledge of Australia, and this is a major impediment to their studies. The suggestion, sometimes offered, for students to study and test in their own language is impracticable.

6. The use of technology has induced our students to be adept at  averaging information, at  cutting and pasting information, at using data bases and at invoking techniques, techniques which many do not understand.  But the use of technology has often devalued thinking, particularly the use of first principles, the use of memory, the use of intuition and the use of logic. Australia, as is often the case in a society distant from the centre of ideas, has been a fast absorber of technology. I would suggest the average Australian lecture uses more  technology than its North American counterpart in terms of multimedia, database access and specialised software. There needs to be more attention given to the principles of thinking, the history of ideas and the basics of logic. While top universities such as Princeton, Yale and New York University  have embraced the cybercampus, they have also preserved the traditional lecture, often still using the whiteboard in preference to a  powerpoint presentation. We need to put more emphasis on ideas and not style. 

Technology also is a great facilitator of cheating. US News and World Report in a survey conducted in 1999  found that 84% of US students “felt the need to cheat to get ahead”, and that such cheating has been assisted by the internet. The incidence of cheating in Australian universities is probably no different from the US, but I would suggest Australian disciplinary measures are far less stringent. My perception is that Australian academics have difficulty in determining and invoking penalties for students who violate the codes of the university. The student honor court system in the US has appeal, because it permits the stakeholders of the university, the students, to judge their peers. It also formally permits the students to be part of the governance of the university.

7. In my experience, Australian academics have too many responsibilities relative to their overseas colleagues. There is simply too much noise in the system induced by continuous change, by the propensity of Australian universities to match everything that every other university does, and by excessive accountability of academics. For example, it is not uncommon for Australian finance departments to offer undergraduate degrees, Honours degrees, Masters degrees, Phds and professional Masters degrees. In the US, the Honours degree and the Masters degree are typically not offered, and often the professional Masters degree is offered only by Graduate Schools. We have created a hybrid of

(1) The British system with its emphasis on a 3-year degree, an Honours year and a coursework Masters and

(2) The North American system with a 4-year degree, a Phd by coursework and professional Masters.

Increasingly, Australian universities are moving towards the North American model in terms of coursework Phds and professional Masters. But a general first year has not been adopted. Australian students, instead, are choosing to enrol in combined degrees such as Commerce/Engineering. At the University of Melbourne, over 50% of the undergraduate students in the Faculty of Economics and Commerce are enrolled in combined degrees. The tendency towards combined degrees suggests that students would benefit from some elements of general education, as offered in the US.

8. It is my belief that the creation of a national unified system of universities has accentuated an averaging of standards towards some common lower level. The top universities, the Group of 8, have become weaker, and the second and lower tier universities stronger through the unified system. In part, this averaging has arisen because

(1) There has been an appreciable subsidisation of the second and lower tier universities through training of staff and through diversion of research funds.

(2) The second tier universities were the first universities to embrace the full-fee international market and, as a consequence,  have had a significant marketing and financial advantage over their first tier competitors. This financial advantage has translated into greater exposure domestically. The second tier, rather than first tier, universities have tended to drive the agenda of Australian higher education.

(3) Most universities have converged to a suite of standard courses. There is not the diversity we would expect from 40 universities, at least in terms of subject offerings. For example, the teaching of political economy, of economic methodology, of regional and urban economics has all but vanished from most university curricula. The standardisation of courses reflects the inherent risk aversion of many Australian universities.

(4) The Australian student is far less mobile than the North American student. Most Australian students study in the state in which they attend school, so that the University of WA competes more directly with Curtin, Murdoch, Edith Cowan and Notre Dame than with UNSW or Monash.  There are some lateral transfers of students. For example, the University of Melbourne has a scholarships scheme to attract the best national students. But in general, there is insufficient mobility to generate a fully competitive national model based on standards. As a consequence, some incentives need to be introduced to generate such a national model.

Standards Recommendations
The standards debate which has emerged in the Australian media in the last year has given the opportunity for policymakers to enable long-term changes to Australian higher education. The Business Review Weekly (July 28, 2000) Degrees for Sale and the Sydney Morning Herald (January 20, 2001) Marking Down the System are two mini-surveys which capture a significant view in the academic community, which is also evident in the results of the Australia Institute Survey.

In April 1997, I presented a submission to the West Committee’s Review of Higher Education Financing and Policy. My submission then was principally devoted to standards and accountability. My current submission is not dissimilar. Only the debate has shifted. The West Committee’s interim and final reports hardly referred to standards. The thirty-eight recommendations of the final report contained no mention of standards, and the six commissioned papers attached to the interim report did not address the  issue at all. 

Only in recent months, it appears, has the AVCC decided to react to the standards issue with a survey of its own relating to “soft marking”. (Sydney Morning Herald (February 14) . In the Australian Financial Review (January 18), the AVCC announced that it was considering extending and formalising a code of conduct that would commit universities to pass students only on the basis of academic merit. A number of Vice-Chancellors have distributed global emails to staff emphasising the importance of standards and academic integrity. While each of these expressions of intent is important, it is also important to recognise that many of the standards problems can be sourced to those who now see the problem, but could not see it four  years ago. Allowing those with perfect  hindsight to direct the standards debate would not appear to be an optimal way to resolve the standards issue. As a consequence, my first recommendation is that an education summit be held. This would appear to be necessary for two reasons. First, a summit is required because resolution of the standards issue will require the input of those previously unrepresented in education policy debates; namely the lecturers on contracts, the international student in a professional program, the professor who represents the “old-style” academic view. Secondly, an education summit is required because to implement the necessary standards reforms will require the cooperation between all levels of government- the Commonwealth, the States and Territories, as well as the governing bodies of the Universities themselves. 

Recommendation 1

That an education summit, representative of the many diverse views in government and the higher education sector be held, to establish a consensus and national set of standards for higher education. If such a summit were held, then I would also advocate a formally designed survey of academic views relating to standards.

Recommendation 2

That Australia adopts a uniform grading system at the undergraduate level as in the United States, with each university using A(4.0 points), B+(3.5 points). and so on. This should be  standard across the country ( for example: A is equivalent to 80+, B+  is equivalent to 75-79) and will permit the calculation of a Grade Point Average (GPA) for every year, and a Cumulative Grade Point Average to be shown on every transcript. A uniform grading system will facilitate the transfer of students across universities, both within the undergraduate programs and from undergraduate programs to postgraduate programs. It will allow better signalling of performance of students for employers and universities alike.

Recommendation 3

That in every subject the rank distribution (the order of merit) is also given. The rank distribution is expressed in percentiles, so that if there were 50 students in the class and a student finished 25th, the rank would be 50%.  Again, we can calculate a rank point average (RPA) for every year, and a Cumulative Rank Point Average to be shown on every transcript. RPAs have two advantages. First, they are invariant to grade inflation. Secondly, as most academics who have had to write recommendations for US graduate schools know, employers and graduate schools are interested as to where the student ranks in their cohort group (that is, in the top 10%, top 20%, and so on..). Both GPAs and RPAs should be reported on every transcript.

Recommendation 4

 That Australia introduces a National Entry Test (NET) for entry into universities. The NET would be the same examination across the country, and would need to be completed by both local and international students. Initially, local students  would still be required to complete their state-based examinations, such as the VCE. And non-English speaking  students in addition he English language tests such as TOEFL. The NET would be an additional test required for entry, which may eventually lead to standardisation across states. One advantage of the NET is to address the problem of entry standards for international students, when there is some uncertainty as to the quality of their schooling. Another advantage is to encourage students to be more mobile, that is, to consider universities in other  states.

Recommendation 5

That universities be encouraged to set the cut-off for full fee-paying students to be no less than 5% below the HECS cut-off. This reduces the possibility of mixing two sets of students whose abilities are very different.

Recommendation 6

That Australia  introduces national graduate entry examinations, such as the GMAT and GRE in the United States. The graduate entry examinations have the same advantages as the NET. They  reduce the problems in  selecting graduate students, particularly international students for which the quality of their undergraduate degree may be uncertain, and for which their English technical skills may also be uncertain.

Recommendation 7

That universities be encouraged to develop a common and general first year, which includes but is not limited to, courses in the history of ideas, logic and thinking, English language and literature, and Australian institutions and governance. In otherwords, universities should be encouraged to develop 4-year degrees, with a combined degree as a 5-year option. My reasons for advocating a general first year are threefold.

1. That employers increasingly require employees who can think from first principles, who have strong analytical and expositional skills, and who are well-diversified.

2. That students themselves, in increasing numbers, are choosing combined degrees to gain some of this diversity.

3. The general first-year model will permit important transfers of revenue to traditional areas of the university (such as Arts) which are revenue poor.

The seven recommendations above are designed to impart better measurement of standards in Australian universities, and provide incentives to universities to compete nationally rather than locally.

3.
Governance and Accountability

While the decline in standards in Australian universities is a serious problem, it is the poor corporate governance of our universities that is the primary problem. Poor governance  is attributable to the Dawkins and post-Dawkins reforms, which created autonomous institutions without checks and balances, and without counterveiling power. The main components of the governance of an Australian university are the governing body (the Council or Senate), the Academic Board, the University Act and statutes, the AVCC codes and university codes, DETYA, the Visitor and a general level of accountability to stakeholders and the community. 

There are four main problems. First, while the CEO of a public corporation is answerable to the board and ultimately to the shareholders of the firm, the Vice-Chancellors of many of our universities have effectively become unaccountable, except in a general sense. They have created governance structures which depend on them, rather than oversee them. The Hoare Committee of 1995 recommended a reduction in the size of university Councils or Senates to between 10 to 15, as a mechanism to enhance efficiency. And it also recommended that the number of external independent members should outnumber internal members. In practice, the reduction in the size of councils and the dominance of external members, usually appointed by the Vice-Chancellor,  has tended to further concentrate the power of the Vice-Chancellor

Secondly, managerial accountability has also declined. The universities operate with such a high degree of discretion that the basic principles of fairness, due process and due diligence that we expect in a public institution have slowly dissipated. Instead, the modern Australian university acts to satisfy two objectives. First, they  seek to maximise revenue. Secondly, they seek to minimise reputation risk. As a consequence, the most important code in an Australian university has become the code of silence.

The Hoare Committee recommended that universities need to have an independent and vigorous academic authority (usually the Academic Board) which monitors academic policy and standards as well as protecting academic freedom of individual staff members. But in practice, the code of silence has extended to the Academic Board.

Thirdly, to satisfy the two objectives of revenue maximisation and reputation risk minimisation, academic accountability has tended to increase, often to levels exceeding what is optimal. Academics are more accountable than ever to the students, to management and to DETYA, and such over-accountability is restricting innovation in our universities. 

Finally, the separation of managerial and academic functions has created a corporate structure which is dissolute rather than synergistic. Too few researchers assume managerial positions, and too few administrators teach and research. Neither group fully understands the other’s position. 

The discussion which follows focusses on the four issues of governance, managerial accountability, academic accountability and the separation of managerial and academic functions. In reviewing the governance and accountability of our universities, I have  benefitted from the experience of two cases that I have been involved with in Australian universities. The first pertains to issues in the Department of Accounting and Finance, University of Melbourne from 1998 to 2001. The second to issues associated with managerial and academic accountability in the Department of Economics and Finance, RMIT from 1992-96. These cases are reviewed at the end of this section, before providing a set of  recommendations.

1. 
The Council and Academic Board have become unrepresentative of the interests of the principal stakeholders of the university. 

1.1. The Academic Board and the Council are bodies designed to authorise the 

decisions of lower committees in the University; for example the undergraduate and graduate studies committees of Faculties. It is rare for an individual academic to appeal to either body regarding matters relating to the academic  or corporate policy of the university. I know of no academic who has petitioned either body. It is also rare for either body to overrule the decision of a Vice-Chancellor.

1.2. If matters of sensitivity arise, either commercially sensitive or politically 

sensitive, full information is rarely provided. Neither the Crommelin Report (Case 1 below) nor the Audit report (Case 2 below) were provided to the Councils of either university. It is not uncommon for some meetings of university councils to be held in confidence, and for minutes not to be distributed.

1.3.
The external members of Council view their appointments as an honour, an honour bestowed on them by the Vice-Chancellor. They rarely meet members of staff, except the elected staff representatives. They attend meetings once a month, and are usually not close enough to the workings of the university to be effective. In the two cases below, I approached the Chancellor and other members of Council. I was unable to meet the Chancellor in either case and of the 6 members that I approached, only one member of Council raised matters on my behalf. 

1.4.
The elected staff and student representatives usually number no more than 20% of the council. The principal stakeholders of the university, the students who pay HECS or fees, the academic and general staff who provide the intellectual property, and the taxpayers who provide the government funding have limited representation. The overwhelming majority of staff and students do not access the minutes of Council or Academic Board meetings.

1.5.
As universities have become more commercialised, possible conflict of interest problems have emerged in relation to the members of our university councils. Three members of the Melbourne University Council who were preferred clients of J.B. Were, the underwriter of the float of Melbourne IT, failed to declare or take action about their conflict of interest when they voted on the choice of underwriter. A member of the Grollo family is also a member of the  board of Melbourne University Private (MUP). The Grollo construction company  successfully tendered for the construction of the buildings associated with MUP. There are less obvious examples. Traditionally,  judges have sat on the councils of our universities, but not on the boards of our corporations, because of potential conflict of interest problems. While only four universities have been set up as corporations under company law- MUP, RMIT, Swinburne and Bond-  for all intents and purposes all Australian universities are now corporations. As such, the traditional conflict of interest rules which apply to the boards of corporations should now be applied to the councils of our universities. Almost certainly, this means that judges should not sit on the councils of our universities. Conflicts of interest and perceived conflicts  of interest should be declared and minimised.

1.6. It is possible for Council decisions to be antithetical to the interests of staff. In Case 2 below, I appealed the decision of the Vice-Chancellor by referring it to the Visitor of the University.  The appeal was rejected because RMIT Council had not prescribed a statute that staff were members of the University. As a consequence, staff were denied the right of appeal to the Visitor as intended in the Act, and this was the basis of the Visitor’s decision. RMIT Council took four years to pass the statute pertaining to staff membership in the university.

1.7. The appointment ( and reappointment) of a Vice-Chancellor is approved by the Council usually after a search process. Given the importance of the appointment to many stakeholders, the process of the appointment and reappointment of a Vice-Chancellor should be approved by a more representative body of stakeholders. 

2. There is a question regarding the relevance of the statutes and codes of the university. None of the three inquiries in the two cases below referred to the statutes of the university, the codes of the university, or the AVCC codes. In addition, as indicated in paragraph 6 above, the relevant statute defining staff as members of the university was not prescribed for four years at RMIT. What purpose then do the statutes and codes of a university serve?  Clearly, they are guidelines for conduct and process within a university. But equally clearly, they are not binding constraints on a university. Universities have proceeded to inquire into internal matters with the same discretion that they have applied to other matters.

3. The Visitor remains one mechanism of appeal for staff when concerned with governance matters in a university. However, as Case 2 (RMIT) shows, staff can be denied this right of appeal if statutes are not properly prescribed. I am one of only a few academics to experience the Visitorial process ( as part of Case 2 (RMIT)).In this case, the Visitor jurisdiction had the following characteristics. 

3.1.
It was excessively legal, concerned not with the central academic matters, but rather the legality of the research codes of the university and the existence of the relevant statutes.

3.2. It was lengthy taking 442 days to determine that RMIT had not prescribed staff as members of the university.

3.3. It was costly, in both the opportunity cost of time and in legal fees.

3.4.
It was non-encompassing in the sense that we were able to focus only on the narrowly defined matters associated with the academic complaint, and not the background issues associated with the management complaint.

The Visitor jurisdiction is a dated jurisdiction with little relevance to Australian academia. It should be replaced.

4. As an agency of governance, DETYA is restricted to a general review of data supplied by the institution.  In Case 2 (RMIT), I approached the Deputy Secretary of DEET in March 1993. While I received a fair hearing, my inquiry was referred back to the Vice-Chancellor and not to an independent agency. 

5. In Case 2 (RMIT) ,the aggregate response from my referral to the Council, to the Visitor, and to DEET, showed me that the university was hermetically sealed, in the sense that accountability was internalised and external disclosure minimised. I have no reason to believe that other universities are appreciably different. There is a lack of public accountability in Australian universities. In the US, many universities are located in towns with small populations. The local newspaper will often expose problems associated with universities. But even in large cities, the media subjects universities to more scrutiny. As an example, the San Francisco Chronicle (December 1993) , published a series of five articles which detailed problems in the University of California (Berkeley). In US universities, the employees of universities are regarded as public officials, and real disclosures are more common. For example, in 1993, University of California (Berkeley) publicly dismissed its registrar for using his office to operate a private consulting firm and spending university monies on non-campus related business. On the websites of some US universities are listed the student disciplinary cases considered that year (names suppressed) with the offence, the verdict, and the sanction disclosed.. That is not to say that US universities do not have problems similar to those below. But in general they tend to deal with them more transparently. 

6. With the decline in external accountability, there has been a concomitant decline in managerial accountability. I attribute this decline to the following.

6.1. The dominant growth in university staff numbers since 1985 has been in management and administration areas. At the faculty level, this has translated into  many-fold increases in staff numbers in  Deans’ offices, and at the university level, this has led to a top-heavy management structure. While much of this expansion has been necessary, the existence of large numbers of managers and administrators has made management less accountable relative to its academic base.

6.2. With increased staff numbers, there has been an increased flow of funds towards central university accounts. Typically, more than 20% of student fees at a representative university are allocated to central accounts. Again, such an allocation is not by itself excessive. However, such transferences of funds can reduce financial accountability. In Case 2 (RMIT) below, 45% of the Victorian Education Foundation grant of $3 million designed to establish a Centre in Finance was transferred into central accounts, and not audited as required in the terms of the grant. In my experience, expenditure decisions in the central administrations of universities are less constrained than in the Departments, and are less likely to be audited. It is also the case that expenditures in commercial entities established within universities are less likely to be audited. 

6.3. The dominance of line management has tended to subordinate the role of the Professor. When a Vice-Chancellor reports to the university, they report to the Deans, Heads and General Managers, and not to the Professors, Readers and Senior Lecturers. The problem with this form of accountability is that the managers are too separated from the product, the product of the lecture theatres, the laboratories, the libraries and the academic offices. Most managers in universities do not teach, do not supervise and rarely do they research. Yet they promote, market and control the revenue maximisation process. A more interactive structure is required.

6.4.  Performance measures of management have been difficult to define. Australian higher education has benefitted from substantial excess demand, which has underwritten  revenue maximisation, and imposed less cost restrictions on management. Real performance measures, which examine whether financial and operational projections have been met, are less common.

6.5. The separation of management from academia is no better demonstrated than in the targets set by central administration for student numbers in the following year. They usually far exceed what is feasible at the faculty level. The centralising of decisions, from timetabling to targets, has subordinated local knowledge, that is knowledge at the department/faculty level. There has been insufficient adjustment for supply constraints.

6.6. Continuous change, reflected in changing strategic and operational plans, has shifted emphasis to the future and away from the past. There is insufficient retrospective accountability and recognition that the university can learn from failure.

6.7. Conflict of interest has become a recurring problem in universities. Particularly in the commercial areas of the university, the demarcation between public and private interests is often breached. This has extended to appointment procedures, to control of resources and, as in Case1 below, to assessment procedures. 

7. Academic accountability has increased substantially. In general, this accountability was required, but it is now excessive or at least inappropriately designed.  In particular

7.1. Student evaluations are clearly necessary, but the emphasis should be on the students’ perceived outcomes of a course and not the popularity of the lecturer. In US universities, it is customary for lecturers to stipulate the projected outcomes of a course in the first lecture, and for students to evaluate the lecturer in terms of those projected outcomes.

7.2. Accountability to students has also increased because of the increase in special consideration provisions, and because of academic involvement in student disciplinary matters.

7.3. Quantitative measures of research, such as numbers of publications, have imposed inappropriate biases on research, away from research based on first principles towards incremental studies with little long-term value.

7.4. In some universities, there is use of activity based costing in assessing  academic use of time. This reinforces a managerial environment which is incremental rather than innovative. 

7.5. Academic accountability has also increased because Australian universities over-diversify their offerings. 

8. However, the accountability does not appear to extend to the community. The Statement on Professional Ethics of the American Association of Professors codifies the obligations of a Professor. It states that

“As a member of his community, the professor has the rights and obligations of any citizen. He measures the urgency of these obligations in the light of his responsibilities to his subject, to his students, to his profession, and to his institution.`When he speaks or acts as a private person, he avoids creating the impression that he speaks or acts for his college or university. As a citizen engaged in a profession that depends upon freedom for its health and integrity, the professor has a particular obligation to promote conditions of free inquiry and to further public understanding of academic freedom.”

In Australia, academics are usually reluctant to make public disclosures. What is an academic’s legal obligation to their university, an obligation which prevents public disclosure?

8.1.
I obtained legal advice on this question in two cases where I had received a direction from a Vice-Chancellor not to disclose information to anyone who did not have a legitimate interest in it. In one case the information was in a confidential report and in the other, the information was general, but internal. The legal advice suggested that an employee is bound by an implied obligation called the duty of fidelity or the duty of confidentiality not to reveal their employer’s confidential information. Information may be confidential by virtue of its inherent nature or because of the employer’s direction. There is, however, a public interest exception which permits employees disclosing confidential information which reveals either the commission of a crime or evidence of general wrong-doing.

8.2.
The relevant questions for academic disclosure are whether the information is confidential, whether it represents general wrong-doing, and whether it is disclosed to those with a legitimate interest. It would be preferable for the uncertainty associated with these matters to be removed, by creating a suitable external authority which has a legitimate interest in receiving the disclosures.

Many of the observations above have their genesis in the cases which I now discuss. They have allowed me particular insights into governance and accountability of the Australian university.

Case 1:  University of Melbourne 1998-2001

This matter relates to the offer of a donation to the university and offers of consultancies to staff in the Department of Accounting and Finance , University of Melbourne. The matters are contained in the Crommelin Report, which has been tabled in the Senate.  At the time, I was the Head of the Finance cluster.

1. In a conversation with a student, Paul Marks, in September 1998, the student advised me that he was giving a $2 million donation to the University, and that the Head of the Dept, Professor Davis, Dr Brown, and the Dean, Professor Williams knew of this donation. I later received an assurance from Williams that the donation was genuine. Williams advised me that he was not referring the donation to the lawyers of the university.

2. I advised Marks in a subsequent meeting that

2.1.
His donation should be named and not anonymous

2.2.
His donation should be deferred until after Professor Bruce Grundy arrived the following year and after Marks graduated

2.1. His donation should be spread across the entire Department, and not tied to individuals. 

3. I later learnt that Marks had offered consultancies to staff who I supervised. Dr Gannon, a senior lecturer, advised me of a US$50,000 offer and then later Mr Robinson, a lecturer, advised me of a $90,000 offer. Both were concerned that the offers were in the context of exam discussions.

4. I advised Williams of the consultancies. 

5. I sought the confidential advice of the Associate Dean Graduate Studies, Dr. Dixon. I advised him of the donation and the two consultancy offers, and he referred the matters to the University for inquiry.

6.   I was interviewed by the Dean of Law, Professor Crommelin, on December 14, 1998 

(twice) and on  February 24, 1999.  I requested Crommelin to ask all staff to declare all matters relating to consultancies, in particular draft letters of agreement, consultancies and monies transacted. He advised that this was outside his terms of reference. 

7.
I was given  the Crommelin Report by Professor Gilbert on April 1, 1999. I suggested as a response to the report that we introduce a Student Honour Court system as in the US and I spoke of the student donation policy in US universities. 
8. I presented my response to the university in late April, 1999. The summary is given in Appendix 1. My recommendations principally related to the student donation policy, the student honour court system, the need for transparency with the Crommelin Report, and the need to address certain anomalies in the Crommelin Report. The university distributed the report to the more than 40 members of the Department, with an instruction that they not disseminate the information to others. 
9. I have been the subject of retribution. This disadvantage has included
9.1. Omission from selection and other committees including the Centre of Financial Studies Advisory Board. 

9.2. Failure to  reappoint as Associate Dean International, despite having given 20 public lectures for the University in Asia. 

9.3. Failure to interview for the three advertised Professorships in finance. 

The retribution extended to students under my supervision and close colleagues. The cumulative effect was to attenuate the careers of a number of academics and general staff. 

10.
As a consequence of the effect on my career, in May 2000 I decided to obtain an independent legal opinion from a criminal barrister, Rachel Doyle, on the Crommelin Report. This opinion is given in Appendix 2, and was given to the university. 

11.
The legal opinion is significantly at variance to the Crommelin Report. The legal opinion points to at least 10 anomalies in the Crommelin Report. It  asserts that:

11.1.
“In my view there is substantial evidence that Marks did seek to gain an academic 

advantage or advancement within the meaning of s13.1 of the University Statute(on  student discipline). In my opinion, the report does not squarely address the matters which would be required to be considered if a breach of s13.1 of the statute had been formally alleged against Marks.” (para. 59 ).

11.2.
“In my opinion, there is some evidence that offences of corruptly receiving or

corruptly giving secret commissions have been committed or attempted.  But in the absence of documentary evidence or other evidence of concluded contracts between the parties, it is unlikely to be found to the requisite criminal standard that there were any concluded agreements for consultancies."”(para. 40).

11.3
“I advise that a breach by a staff member of the requirements of the conflict of 

interest policy set out in s10.16.3.2 could arguably constitute serious misconduct, but in any case would clearly constitute misconduct.” (para. 48). 

11.4.
“Each of the instances of apparent conflict of interest referred to above and each failure by staff to report the conflict of interest which had arisen to the Department Head may constitute misconduct within the meaning of section 10.3.1 of the Personnel Policy and Procedures Manual.” (para. 54).

12.
I attempted to redress the retribution, through my letters of January and April 2000, through representations by the NTEU in December 2000, and again in a letter of January 2001 (Appendix 3).  I concluded that the university has no procedures for protecting whistleblowers. 

13.
Those who negotiated with Marks did not appear to incur similar disadvantage. Williams was reappointed Dean in 2000 and Davis appointed Associate Dean Research in 2000. Others were promoted.

14. I became aware of the following after the Crommelin Report.

14.1. In Semester 1 1998, a member of the general staff of our Faculty was offered money and a consultancy for access to the Student Record System . The general staff member reported this matter to the university. 

14.2.
In 1998, other staff were offered consultancies but not interviewed by Crommelin. 

14.3.
Discussions regarding how to secure the donation continued after the Crommelin Report had been distributed to the Department.

15.
I am aware of a matter pertaining to research fraud in the University of Melbourne where a similar standard of inquiry was applied, and where the complainants were subjected to retribution.

Case 2:  RMIT 1992-96

This matter relates to an inquiry into management practices and a subsequent academic complaint  in the Department of Economics and Finance, RMIT. The matter was  investigated by the Senate Select Committee on Unresolved Whistleblower Cases in 1995. Its findings are attached in Appendix 4. 

1. In October 1992, I and 15 colleagues (two-thirds of the academic staff) called for an audit into the Department of Economics and Finance and its commercial arm, the Centre in Finance, and an inquiry into management practices within the Department. My principal concerns were with expenditures and transparency and the failure to audit $3million of Victorian Education Foundation monies granted to establish the Centre. There was an implied risk to contract positions.
2.
Of the 16 people who called for the inquiry, within three years only two remained in the Department. Seven had their contracts not renewed, two resigned and because I had been charged with misconduct, I initiated legal action for breach of contract which was finally settled in the Supreme Court of Victoria. Four others were transferred to another department at RMIT. For those who did not call for an inquiry, one resigned to relocate overseas; however the other seven all remain at RMIT. The Head of Department, who the auditor found had “concealed the true purpose of expenditures which had been inappropriately allocated it in the University’s accounts”, remains Head in 2001. 
3.
In early April 1993, eight of my colleagues and I submitted an academic complaint to the university concerning the conduct of a Professorial colleague. This complaint alleged that the colleague 

(1) First published an article with four authors in a book

(2) One year later, had published an almost identical article (but with a different title) under his sole authorship in a journal without attributing the first article. 
(3) Then submitted the article again under his sole authorship, but with a different title, to another journal, and again did not attribute the first and second publications. 
4.
Despite the fact that the solicitor of the university and the Dean of Research both found a prima facie case against the Professor, in June 1993 Professor Beanland deemed that “the allegations cannot be substantiated.”  I and six others were subsequently charged with serious misconduct by Professor Beanland, because we refused to reveal the names of persons to whom we had communicated the allegations. The Professor remains at RMIT.

5.
Subsequent to the Senate inquiry, I received information relating to the case of Professor James Scott, the Dean of Applied Science at RMIT from 1993-5. Scott swore an affidavit in my legal case against RMIT. This is attached in Appendix 5. In 1993, Professor Scott had called for an audit into the Centre in Microelectronics. The auditor concluded the following in respect of supplementary salary payments made to staff.

5.1.
Supplementary salary payments allegedly made to 3 staff members without appropriate approval. In the case of one employee, it is alleged that bogus invoices for expendable materials were submitted to facilitate supplemental payments. 

5.2.
Over-award salary payments without proper authorisation may be illegal and could lead to industrial disputation.
5.3.
The allegations in respect of the “bogus invoices” referred to the expropriation of approximately $55,000 by an individual in the Faculty.
6.
Scott wrote to Beanland stating that “in my view the matters referred to in the internal audit report should be disclosed to criminal justice authorities.”  Beanland contacted Scott asking him “why he had put these matters in writing.” Scott formed the view that Beanland was reprimanding him. Scott sought to ensure the matters were properly investigated and not ignored.

7. Following this conversation, Scott was removed as Director of the Centre of Microelectronics. His probationary period as Dean was subsequently extended twice, from 12 months to 36 months. As a consequence, he left RMIT and became Dean of Science at the University of New South Wales. In 1996, he was awarded the Humboldt Physics Prize.

8. In his affidavit, Scott reveals that the solicitor of RMIT, Ms Korman, stated to him that “it was her role to protect Beanland from adverse consequences that may arise as a consequence of the Alleged Financial Misconduct and to assess what could be denied and what there was proof of. Furthermore, she stated that all persons concerned, including Beanland, knew of all the matters that I had raised in the Letter prior to the Letter being  forwarded to Beanland.”

9. Professor Beanland is now Chairman of the Australian Universities Quality Agency.

A Review of the Two Cases

In two cases  seven years apart, I have been an internal university whistleblower. It has been a decidedly negative experience. In both cases, I was in a senior position, at RMIT as a Professor leading a research program and at Melbourne as Head of the Finance Cluster. My experience, negative as it has been, has allowed me to reflect. 

When an academic raises matters in a university, a legitimate question is what procedures should be followed. I would expect any internal inquiry

(1) To be based on common law, on the statutes of the university, and on the codes of the university

(2) To be independent and independently verifiable.

(3) To protect the confidentiality of all innocent parties 

(4) To protect whistleblowers from retribution. 

(5) To be transparent regarding its findings. 

And because most universities have, either in their motto or their mission statement some reference to seeking the truth, should not our internal inquiries be just as credible as the research papers we write? 

The three inquiries in the two cases at Melbourne and RMIT do not appear to have met these criteria.

1. None of the inquiries referred to statutes, codes or common law in their determinations.

(1) As the legal opinion attached in Appendix asserts, the Crommelin report did not refer to either the statute devoted to student discipline (s 13.1.3) nor to the process for dealing with staff misconduct (personnel policy and procedures s10.3). Nor to the statute for referring the matter to Academic Board (s4.1.2(2)(c)). Nor to common law as represented in possibility of the receipt or solicitation of secret commission (s176 Crimes Act 1958,(Vic)). 

(2) In the academic complaint at RMIT, Professor Beanland in his determination did not refer to the Research Code of Conduct (RMIT) or to the AVCC Research Code of Conduct, both of which were the basis of the complaint. 

(3) In the inquiry into managerial practices at RMIT, no reference was made to personnel procedures or to statutes which were devoted to misappropriation of funds. Nor was there any reference to the possibility of fraudulent claims under common law.

2. All three inquiries were conducted by members of the university acting under the direction of the Vice-Chancellor, and with restricted terms of reference.

3. When subjected to impartial assessment, the findings of the inquiries appear to lack authenticity. As stated above

(1) The legal opinion that I obtained is significantly at variance to the Crommelin

Report. The legal opinion points to at least 10 anomalies in the Crommelin Report.

(2) When the Senate Select Committee on Unresolved Whistleblower Cases considered the RMIT matter, they concluded that “on the evidence received by the Committee, that RMIT chose to close ranks, to disregard the misuse of public funds and actively harass those who brought the mismanagement to notice.”
(3) When the Dean of Research and the solicitor of RMIT considered the academic complaint, they both found a prima facie case of misconduct. The solicitor stated that “ there was sufficient evidence provided at this stage to establish a prima facie case that the Professor had breached the implied duties relating to academic research and publication, such as the duty to provide adequate acknowledgement of the work of others, duty not to mislead, and the duty to act honestly.”
(4) When the Victorian Auditor-General became involved in the RMIT case, the findings changed.

4. In all three inquiries, I and the other complainants were identified as the whistleblowers to all parties. In the academic complaint at RMIT, Professor Beanland released my name and the names of the other eight complainants to the respondent, who then threatened legal action against us.

5. The divergence of the paths of the complainants and the respondents in both the 

Melbourne and RMIT matters is clear testimony to the failure to protect the whistleblowers.

6. In both cases, the findings were not transparent.

(1) The Crommelin report was not tabled at the Academic Board nor the Council 

of Melbourne University. Staff who received the report were instructed “not to discuss the report with anyone who does not have a legitimate interest in the issues raised, not to copy the report or allow others to read it, and if you think someone else should receive a copy of it, to discuss this with the Vice-Chancellor." 
(2) The audit at RMIT was not tabled at the Council. I was able to read a copy 

under the supervision of the RMIT auditor.

The two cases above illustrate how two Australian universities have dealt with the problem of reputation risk. They are using a corporate philosophy which chooses to conceal rather than disclose. As I recently wrote in The Australian, Ernst and Young and KPMG have been conducting global surveys of more than 1000 corporations for the last four years on issues relating to corporate governance. The results of these surveys suggest that real transparency rather than nominal, real disclosures rather than nominal, real procedures rather than nominal, are what makes a successful and credible corporation. As one respondent put it “our consistent treatment of employees caught committing fraud has sent a clear message to our employees that the company's stand is that, no matter how many years they have worked in the company, if they commit fraud we will dismiss them without fail." In the absence of the disclosure requirements of publicly listed corporations, our universities must consider such other forms of real disclosure which enhance their credibility, extending perhaps to the failure rates and entry levels of their courses. An important principle that Australian universities must learn is that negative events do not necessarily weaken a university’s reputation. They can, instead, be turned into reputation enhancement.

Governance and Accountability Recommendations

The recommendations below are designed to 

(1) Strengthen the governance of our universities.
(2) Increase the academic direction in our universities.
(3) Increase the accountability of management of our universities.
(4) Better define the accountability of academics.
(5) Reduce the separation between management and academics.
(6) Formalise student entitlements.
Recommendation 1

That a National Education Board, with no more than 15 members, be established to oversee higher education in Australia. The Board would report principally to the Federal Government, but occasionally commission reports regarding individual universities. It would oversee both the Academic Ombudsman(Recommendation 3) and the Australian Universities Quality Agency.

Recommendation 2

That the Australian Universities Quality Agency be maintained as an independent quality agency, but with an additional role as a  ratings agency.

Recommendation 3
That the Visitor be abolished and replaced with a National Academic Ombudsman. 

Recommendation 4

That a Statement of Professional Ethics, similar to that adopted by the American Association of University Professors, be adopted.

Recommendation 5

That a Student Honour Court System be established in every university to process student disciplinary matters.

Recommendation 6

That the role of the governing bodies of our universities be considered again. In particular, that the University Council should be retained in its present form, but that an additional body, called a University Senate,  be created. The Senate would have

veto power over decisions such as the appointment/reappointment of the Vice-Chancellor. It would meet infrequently, for example semi-annually, and be representative of the interests of the principal stakeholders of the university. 

Recommendation 7

That the statutes of each university include a statute relating to the conduct of internal inquiries, a statute relating to conflict of interest, and a statute relating to student entitlements. 

3.
Commercialisation

Estimates of the funding shortfall in Australian universities range from $5 billion to $13 billion. I would assess the shortfall to be higher. The University sector is restricted by

(1) The budgetary constraints of the Federal government and the cyclical nature of those constraints.

(2) The absence of a well-defined venture capital market in Australia to fund innovation.

(3) The low level of corporate philanthropy, at a rate less than ¼ that in the US.

(4) The lack of an established college athletics association, which attracts alumni and their funds to the universities in the US.

An important consideration in relation to the commercialisation of our universities is to ensure a funding base which is continuous and not cyclical, which has growth opportunities, which does not dilute standards, which supports all areas of the university and not simply those with immediate returns, and which follows due diligence in both a legal and an academic sense.

I have two proposals in relation to commercialisation.

Proposal 1:

Degree Upgrades

The first proposal relates to the establishment of a system where a degree is year stamped. That is, a student obtains a Bachelor of Commerce which is designated as 

BCom (Melb, 2001). When a graduate in 2006 wants to upgrade their degree, they can either enrol for a higher qualification, or upgrade their existing degree at lower cost for the 5 years of knowledge that has evolved since they graduated.

The degree upgrade proposal would entail:

1. A provision that all degrees be year stamped.

2. A provision to upgrade the degree at regular intervals, for example 5 years, for the changed knowledge of the past 5 years, so that the degree converts to 

BCom (Melb, 2006) for example.

3. A provision for a significantly lower cost. For example, the professional Masters degrees at Melbourne are of the order of more than $18,000. I would envisage a cost of no more than $3,000.

4. A provision for on-line upgrades for international (and local) alumni, so that residential requirements would not necessarily be invoked.

The degree upgrade proposal would have the following advantages:

1. There would be no selection problems, as the students are part of a cohort that the university selected previously.

2. It provides a basis for continuous education. That is, once a student enrols at the University of Melbourne, they become a student not only for the 3-5 years of their degree, but on a continuing basis for their career.

3. It involves the alumni in the university directly, and through on-line education.

4. It provides a continuing funding base for the university.

5. It reduces the dependence on the creation of higher degrees with declining standards.

6. It allows higher degrees to have a premium component.

7. It encourages staff to focus on how knowledge has changed over recent years.

Proposal 2:

Education Unit Trusts/Education Infrastructure Bonds

The second proposal relates to the establishment of education unit trusts or infrastructure bonds as a mechanism for funding universities. The low rate of philanthropy, both corporate and alumni, suggests that universities need to derive funds from another source. In addition, this needs to be a continuing source, rather than the typically cyclical and lumpy injections of government funds. Australia has successfully employed infrastructure financing to finance our public infrastructure in the last decade and, given the current shortfall in higher education funding, such financing should be considered for universities.

In the provision of education, it is not unknown for unit trusts to be used. The Erasmus School Unit Trust was a trust established in 1998 to raise funds for the purchase of a school property after insufficient donations were received. The units, which are backed by the security of the property, have an expected return well below market rates. There is a penalty for liquidating the units before 5 years, to encourage a long-term investment. 

The establishment of the Unit Trust enabled the funding of the project, as contributors apparently preferred a mechanism which was an investment rather than a donation, was tradeable rather than non-tradeable, was a long-term ethical investment rather than short-term speculative investment, and was backed by the security of the property.

The Erasmus model can be applied more generally to the funding of universities, provided sufficient tax incentives are included. A general structure for such financing may include:

1. The establishment of such listed trusts, either for one university or a group of universities. 

2. Each trust to have an investment portfolio with returns generated by projects within the university, in addition to holdings of fixed interest, property and equities. The trust would be separate from the university, and separately regulated.

3. The establishment of a regulatory body to regulate the market for such trusts, and a ratings agency to rate the trusts.

4. The possibility of a number of forms of tax incentives. For example

4.1.
A tax rebate  to investors in such trusts.

4.2. Tax breaks on the proportion of income retained by the trust.

4.3. Tax breaks for unit holders on the income distributed.

5. The possibility of a reinvestment plan, which may be used to offset student fees at some later stage.

An alternative to the establishment of education unit trusts is to use the forms of infrastructure financing used in recent years in Australia, such as infrastructure bonds and stapled securities. The advantages of unit trusts or infrastructure bonds over funding from general revenue or R&D tax concessions are as follows:

1. It allows contributors who want to donate to a university the opportunity to invest in a tradeable asset. In particular, this would apply to alumni and to the parents of future students.

2. It permits better assessment  of the projects of a university through the regulation of the trusts, the ratings agency and the market assessment.

3. It permits funding of a university on a continuing basis, and would not require funds to be injected into more speculative projects. Rather, all areas of the university would benefit.

4. It would allow a number of tax incentives to be used, including those relating to funds distributed and retained.

5. It would also permit a reinvestment plan to offset future fees.

The two proposals above are designed to create funding mechanisms which are continuous rather than lumpy, which involve alumni in the funding of universities, which impart better regulation and accountability in terms of funding, and which have a number of characteristics that allow for innovation (e.g. on-line upgrades).

4.
Summary of Recommendations

The following represents a summary of the recommendations in this submission.
Recommendation 1

That an education summit be held , and a formal survey conducted to establish a consensus and national set of standards for higher education.

Recommendation 2

That Australia adopts a uniform grading system at the undergraduate level .

Recommendation 3

That in every subject the rank distribution (the order of merit) is also given. 

Recommendation 4

 That Australia introduces a National Entry Test (NET) for entry into universities. 

Recommendation 5

That universities be encouraged to set the cut-off for full fee-paying students to be no less than 5% below the HECS cut-off. 

Recommendation 6

That Australia  introduces national graduate entry examinations.

Recommendation 7

That universities be encouraged to develop a common and general first year, which includes but is not limited to, courses in the history of ideas, logic and thinking, English language and literature, and Australian institutions and governance.

Recommendation 8

That a National Education Board, with no more than 15 members, be established to oversee higher education in Australia. The Board would report principally to the Federal Government, but occasionally commission reports regarding individual universities. It would oversee both the Academic Ombudsman(Recommendation 3) and the Australian Universities Quality Agency.

Recommendation 9

That the Australian Universities Quality Agency be maintained as an independent quality agency, but with an additional role as a  ratings agency.

Recommendation 10
That the Visitor be abolished and replaced with a National Academic Ombudsman. 

Recommendation 11

That a Statement of Professional Ethics, similar to that adopted by the American Association of University Professors, be adopted.

Recommendation 12

That a Student Honour Court System be established in every university to process student disciplinary matters.

Recommendation 13

That the role of the governing bodies of our universities be considered again. In particular, that the University Council should be retained in its present form, but that an additional body, called a University Senate,  be created. The Senate would have

veto power over decisions such as the appointment/reappointment of the Vice-Chancellor. It would meet infrequently, for example semi-annually, and be representative of the interests of the principal stakeholders of the university.

Recommendation 14

That the statutes of each university include a statute relating to the conduct of internal inquiries, a statute relating to conflict of interest, and a statute relating to student entitlements. 

Proposal 1

That a degree upgrade initiative be considered. In particular,  that all degrees be year stamped with a provision to upgrade the degree at regular intervals, for example 5 years. There should be provision for on-line upgrades for international (and local) alumni, so that residential requirements would not necessarily be invoked.

Proposal 2

That the establishment of education unit trusts or education infrastructure bonds be considered either on a  university basis or across  groups of universities. Each trust would have an investment portfolio which includes projects within the university. The trust would be separate from the university, and separately regulated. A regulatory body should be established to regulate the market for such trusts, and a ratings agency to rate the trusts. A number of tax incentives could be considered, for example tax rebates to investors in the trusts, and tax breaks on retained income and distributed income. The possibility of a reinvestment plan, which may be used to offset student fees at some later stage, should be considered.

5.
Conclusion

The recommendations contained in this submission are designed to impart a higher level of standards and accountability to the Australian university system, without retreating from a requisite level of commercialisation. There are also proposals relating to degree upgrades and education unit trusts which represent alternative funding mechanisms. In compiling this submission, I have faced a number of significant ethical dilemmas. Afforded the legal protections of this inquiry, I have been able to share some of the insights that I have gained through my experience over the last twenty years. More than most, I have experienced academia’s downside risk. Systemic risk can only be understood by understanding the experiences of employees who encounter the consequences of it, and by learning from them. As an Associate Professor, I have assessed my obligations to the profession and I have written accordingly.

Associate Professor Kim Sawyer

March 28 2001
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