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Senate Employment, Workplace Relations and Education Committee

Inquiry into Higher Education Funding and Regulatory Legislation
AUSTRALIAN RESEARCH COUNCIL (ARC) SUBMISSION
Introduction

1.
Under the terms of reference of this inquiry comments are sought on the higher education package announced by the Commonwealth Government as part of the 2003–04 Budget.  The higher education package includes reforms in a wide range of areas including teaching, workplace productivity, governance, student financing, research, cross-sectoral collaboration and quality.
2.
In preparing its submission to the inquiry, the ARC has focused on alternative funding options for research in Australia (no.5 of the terms of reference).  The submission draws on material provided in the ARC’s submission to the Higher Education Review (July 2002).  A copy of that submission is provided at Attachment A. 
Policy context
3.
The Senate’s inquiry is being conducted in parallel with a number of other reviews that relate directly to university research.  These reviews are expected to form a basis for the Government’s consideration of future policy and funding for science and innovation in the context of the 2004–05 budget.
4.
The inquiry was initiated following the Government’s release of the higher education package – Our Universities: Backing Australia’s Future – in the 2003–04 budget.  The package was the Government’s response to a comprehensive review of the higher education system conducted during 2003. 
5.
As part of the higher education reform package, the Government announced a series of initiatives focussed on ‘evaluating and streamlining current arrangements in research and research training’.  Implementation of these initiatives is currently underway.  They include: 

-
the development of a strategic framework for research infrastructure which will apply to all publicly funded higher education institutions and research agencies.

-
a formal examination of the scope for greater collaboration between universities and major Publicly Funded Research Agencies (PFRAs), including the merits of broadening access by PFRAs to competitive public research funding such as that administered by the ARC and NHMRC.

-
a formal evaluation of the effectiveness of the reforms to performance-based block funding announced as part of Knowledge and Innovation in December 1999, in particular, the Research Training Scheme (RTS), the Institutional Grants Scheme (IGS) and the Research Infrastructure Block Grants (RIBG) Scheme.
6.
The Government is also finalising the product of a major initiative announced by the Prime Minister in November 2002 aimed at mapping Australia’s science and innovation effort across the public and private sectors.  The exercise, which is due to be completed in November 2003, will take stock of the state of Australian science, technology and innovation by developing an overview of resources, players, linkages and performance.

7.
The ARC will be making submissions to the reviews announced in the higher education reform package.  The submissions will be informed by a number of commissioned studies including an evaluation of the return on investment from ARC-funded research; a bibliometric analysis of publications arising from ARC-funded research; and a review of the extent to which the ARC has successfully implemented the initiatives and achieved the desired outcomes applicable to it in the Government’s Knowledge and Innovation and Backing Australia’s Ability statements. 

The challenge
8.
In the past two to three years, the Commonwealth Government has increased its investment in research and innovation.  To ensure that we get the best value from our increased investment Australia needs to increase the commitment in our publicly funded research effort to the following key principles:


-
Excellence and quality


to invest in research which, through contestability, is determined to be high-quality, innovative and internationally competitive.
· Focus and national priorities


to provide a critical mass of support for research activities to foster world-class outcomes through a coordinated approach to national priorities.
· Coordination and partnership


to coordinate and encourage research and innovation partnerships between universities, research institutions, government, business and the wider community at the local, national and international level.
· Accountability

research needs to be carried out within a framework that demonstrates accountability to the government and the community, is transparent, is performance-driven and is capable of highlighting the return on investment in research.
· Efficiency and effectiveness

funding arrangements need to be as simple as possible to administer and readily intelligible to researchers, institutions, industry and the wider community. Above all else they need to support and promote the highest quality research wherever it is found.
9.
The ARC believes that there are deficiencies in the current funding system for public research and that a fresh look at the arrangements is required to ensure that Australia is capable of delivering the necessary outcomes against key principles articulated above.  In particular, future arrangements for funding should be underpinned by three key approaches:

(1)
Majority competitive: The majority of Commonwealth research funding should be made available through competitive processes – delivering higher-quality outcomes in higher education research.

(2) Full Funding: The direct costs of research should be fully funded – significantly improving the efficiency and effectiveness of the research and contributing to enhanced transparency and accountability arrangements. 

(3)
Open to all:  Access to funding should be open to all researchers – encouraging the development of stronger partnerships between elements of the national innovation system and the development of critical mass in areas of research strength.

International trends
12.
In a recent report
, the OECD has suggested that there are, in broad terms, two different ways of funding research within the public sector – ‘institutional’ funding which is defined as block funds that governments or funding agencies allocate to research performing institutions annually, and ‘project’ grants which are allocated under competitive funding programs administered by the public research funding agencies.

13.
According to the OECD, funding mechanisms for research in the public sector are changing, driven by requirements for greater accountability for public funds, as well as increased flexibility of research institutions to adapt to changing environments and a more explicit focus on socio-economic objectives.  Many OECD countries report that institutional funding for research institutions has decreased as a share of total funding, and that a larger share is now coming from competitive funding instruments such as grants and contracts. Other key changes include:

-
an increase in the level of fixed-term contract funding, funding for specific research programs requiring networking between institutions, and interdisciplinary research; and


-
that government funding of academic research is becoming increasingly mission-oriented, contract-based and more dependent on output and performance criteria.

14.
Data provided in the report suggest that Australia is at one end of the spectrum with a relatively low share of funding being allocated via competitive mechanisms.  The United Kingdom on the other had is an example of a country at the other end of the spectrum. 
Funding system of university research
15.
In Australia, Commonwealth funding for university research operates through a ‘dual’ system, in which funds for research activities flow through two streams.  On the one side there are contestable national competitive grants allocated on the basis of peer review.  On the other side there are institutional (or block-granting) schemes, under which funds are allocated by the Department of Education, Science and Training on the basis of formulae comprising quantitative performance indicators or, in the case of the operating grant, on the basis of the enrolment patterns of undergraduate students.  

16.
Under the current system, agencies such as the ARC and the NHMRC pay only a part of the direct costs of the projects, programs, centres and fellowships they support, and very little or none of the indirect costs.  In addition, they provide none of the project-specific infrastructure, nor the overhead infrastructure which is needed to back up the research grants they provide.  In the universities this is funded by universities from their operating and block grants and other sources of income.  

17.
The ARC believes that, at present in Australia, institutional and competitive funding mechanisms operate in a fragmented and unduly complex way within the higher education sector.  The system provides neither transparency nor accountability, and is inefficient in the allocation of resources.  Above all else, however, there needs to be confidence that the funding mechanisms are supporting and promoting the highest-quality research wherever it is found.

Reforming the system

18.
The ARC believes that the way in which research is funded determines to a large extent the manner in which is conducted and the quality of its outcomes.  This is because funding mechanisms serve to constrain or drive the behaviour of individuals and organisations that rely on them.

19.
Arrangements for allocating public funds for research in Australia should focus on the achievement of world-class research and research training to ensure that Australia develops and maintains high-quality and innovative research, which is respected in a global context.
20.
In addition, flexible and responsive programs should support the varied needs and opportunities of research.  Institutions should be encouraged to concentrate their resources, so as to build a critical mass in their particular strengths, thus providing the optimal conditions for maintaining excellence over the long term.  Individual researchers and research teams, including postgraduate research students, should have access to an environment that fosters excellent research.

21.
In the higher education sector, competitive and institutional funding mechanisms have distinct but complementary roles in achievement of the above goals – the key issue is about achieving an optimal balance between the two.  
22.
As indicated previously, institutional funding is allocated in the form of block grants.  It supports scholarship which underpins good teaching and learning outcomes and can also provide the basis for research which will be successful in the future in a contestable environment.  In brief, institutional funding allows discretion over expenditure, is mission-oriented and provides stability of support for broad, long-term objectives. 

23.
On the other side, the allocation of competitive grants is driven by quality.  They are targeted to specific activities, provide flexibility to respond to short-term changes in priority and support novel activities that can focus and integrate expertise. 
24.
In the ARC’s view, the current balance of funding between the elements in Australia’s higher education system (approximately 60:40 in favour of institutional funding) is weighted too heavily in favour of institutional funding.  In its submission to the higher education review (July 2002), the ARC advocated that Australia increase the share that is allocated through contestable processes. As indicated above, this is consistent with the current trend in a majority of OECD countries.
25.
The overall objective of an increased level of competitive funding is to improve higher education research in Australia.  This would be achieved by subjecting it to the contestable processes of research funding agencies such as the ARC and the NHMRC and also by linking it directly to the national research effort through the Government’s designated priority areas for research. 

26.
Recent work on patents carried out by Chi Research
 supports the notion that agencies like the ARC and NHMRC which support the best research will support the research most likely to contribute to innovation.  The study, which was carried out in 2000, found that highly cited papers are much more likely to be cited in patents, suggesting that scientific excellence and contribution to innovation go hand in hand.  Conversely, when mediocre research is supported, neither science nor innovation is likely to gain much direct benefit.
27.
An important secondary objective of changing the balance between institutional and competitive funding is improved governance of the national research system.  Through competitive funding arrangements governments are able to increase accountability for public funds, increase the flexibility of research institutions to adapt to changing environments, and achieve a better inclusion of socio-economic objectives and priorities into the national research agenda.

28.
The ARC believes that reforming the funding system for university research by changing the balance between institutional and competitive funding would provide an opportunity to widen the access of other organisations to competitive granting programs.  This approach has already been adopted in a number of areas.  As part of the implementation of the Wills review of Health and Medical Research, for example, block funding for the medical research institutes is being progressively de-blocked and the funding allocated through the competitive processes of the NHMRC.  The Institute of Advanced Studies at The Australian National University has also been granted access to competitive grants processes of the ARC and NHMRC in return for a proportion of the Institute’s block grant.

29.
The issue of access by Publicly-Funded Research Agencies to competitive public research funding will be considered as part of the current Review of Research Collaboration.
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