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Introduction

In its response to the Crossroads Ministerial Discussion Paper, the South Australian Government wrote:

Supporting the growth and development of all education including the higher education sector, needs to be among the highest priorities of government.  A government which fails to provide education opportunities for all people, fails in its responsibility to the nation.

Fundamentally, Australia needs a higher education system that is inclusive, responsive to national interests both economic and social, is international in its outlook and creates graduates with qualities that contribute to building a stronger and more socially equitable society.

The SA Government believes that the current debate on higher education policy is fundamental to how we see ourselves, and how others see us as a nation.  

The SA Government is committed to ensure a vibrant and robust system is in place nationally that allows for regional difference while enabling all Australians who wish to take the opportunity, to study to the highest level of their ability. The system needs to be supported by funding and management structures that will equip it to meet complex, and often competing demands from governments, students, staff, industry and the broader community. 

This paper will not repeat the arguments put forward in the State’s initial response to Crossroads.  It will propose a set of policy initiatives that we believe will build a robust and high quality system that is accessible to all.

Resolution of the funding crisis

The current crisis in higher education is largely a result of long-term, systemic under funding of the sector by the Commonwealth, with a funding shortfall of nearly two billion dollars since 1996 as a result of abandoning wage indexation alone.

All other issues, such as increasing funding flexibility, improving management systems, diversity of institutions, quality of programs and access to higher education, while important are subsidiary to the fundamental issue of reduced Commonwealth expenditure on higher education. 

Unless the Commonwealth commits to providing increased levels of funding, all options to redistribute existing funds will have a detrimental effect on universities in low growth regional economies.  A maintained or reduced higher education fund will not only prevent future growth, but will mean that continuation of current levels of service will have to be met from increased income from other sources.

The major arguments in Crossroads and the Issues Papers place responsibility for the sector’s financial problems on staff wage demands, high demand for additional student places, restrictive governance structures and poor management practices in some institutions. Proposals to increase university revenue include charging higher student fees, increasing the number of full fee paying students both domestic and international, and freeing up universities to engage in greater levels of commercial activity.  The SA Government supports commercial activity that benefits universities and recognises its importance both for revenue raising and for engaging universities with the business and broader community. Promoting the increased commercial development of university generated intellectual property cannot be realised if a foundation is not provided through higher education funding that recognises and values the importance of research, and the infrastructure it requires, in universities.  We also support an increased number of overseas students and their role in helping Australia build a more tolerant society. Increases in student fees, however, are not supported.  
The fragile nature of international trade in education and the paucity of benevolent private sector benefactors, especially in smaller economies, means these sources of additional income can at best be marginal and should not replace the fundamental responsibility of the Commonwealth, negotiated with the States and Territories in 1974, to provide adequate levels of base funding for higher education.

If this review is truly about increasing the strength and diversity of the higher education system, then the sector requires sufficient funds to deliver a full range of programs to students across the nation.  Measures that seek greater student contributions, or create different classes of publicly funded institutions, or reduce the number of places available, or concentrate those places in a few advantaged institutions are inequitable, unjust and unsupportable.

The SA Government will not support a reform agenda that aims to use public money to advantage the already advantaged and restrict access to higher education for those from disadvantaged backgrounds. 

The SA Government therefore calls on the Commonwealth to restore proper levels of public subsidy to higher education.

Policy drivers for a stronger higher education system

The SA Government believes the following should be central to any policy change:

1. An increase in Commonwealth expenditure to redress shortfalls in university operating grants.  

At a minimum Commonwealth grants to higher education need to increase substantially to improve quality in the delivery of teaching through the reduction in class sizes and to maintain the real value of academic salaries.  Various estimations of what a realistic funding level should be have been promulgated through the review process.  The AVCC
 has argued that funding for higher education has fallen from 0.72% of GDP in 1996-97 to an estimated 0.52% in 2003-04.  The AVCC argues coherently for an increase in funding of:

· $500 million for initial investment in university education programs;

· a further $100 million, cumulating, in each of the following five years to support both research and education.
  This would represent an initial 10% increase over 2000 funding levels.

It has been argued that Commonwealth investment in higher education provides a higher than average return (13%) to Treasury.
 Increasing expenditure on higher education increases investment in human capital, which in turn encourages economic growth.

Abandoning wage supplementation in 1996 has resulted in growth of academic salaries falling behind growth in average weekly earnings in the general workforce. Burke and Phillips estimate the gap between actual grants and estimated grants with the salary component adjusted by average weekly earnings to be $535 million in 2001 and $1.76 billion cumulatively since 1996
. All universities have suffered a significant loss of staff with resulting increases in class sizes and concomitant affect on quality. While the Federation Fellowship program has retained some senior academics, lucrative salaries overseas are causing a drain on some of our most able scholars and researchers.  While return to full supplementation would work against productivity gains, base grants need to recognise the cost of salary increases as a quality assurance measure.

Ideally, additional Commonwealth untied recurrent funding would maximise the sector’s ability to respond to industry and student demand.  There is also a case for additional capital funding for infrastructure and equipment. 

2. No introduction of student-centred entitlements, however packaged. 

As argued in the Government’s initial response to Crossroads, to ensure institutional certainty and regional equity it is proposed that all funding be given directly to institutions. Experience of student vouchers in the USA has witnessed the rapid growth of private institutions, especially in economically advantaged regions at the expense of public universities in regional economies.

Some flexibility in the provision of base grants needs to be considered to enable universities to develop unique missions and to capitalise on areas of strength.  The variable funding model proposed by the Australian Vice Chancellors’ Committee is a good example of a workable solution.

3. Access and equity need to be addressed systemically and not as an afterthought. 

Submissions and consultations often raised the suggestion that increased participation for disadvantaged students (including indigenous students and those with a disability) could be addressed through the provision of scholarships. While scholarships provide a positive discrimination for specific individuals, on a mass scale they have the potential to create a special class of students who have to prove their right to an education.  The funding system needs to acknowledge the right of all eligible Australians to a higher education and include incentives for those eligible to study at this level to do so, regardless of their financial circumstances.  

For example, the Commonwealth might consider adapting the funding model that it uses to fund non-government schools to provide universities with additional funding for commencing students with low socio-economic status. That model funds non-government schools differentially according to the SES of their students. The mechanism, based on the students’ home address is objective and transparent. 

Funding policy that knowingly prices certain people out of the market and then tries to address this by providing scholarships is fundamentally flawed.

The SA Government acknowledges that educational success for disadvantaged students is dependent on strategies that support students’ participation across all education sectors. A student’s decision to study at the higher education level is informed and supported through school education and in some cases, through experience of the vocational education and training sector. Participation is also linked to home and community support. State Governments, as providers of community services, school and vocational education need to work with the Commonwealth to address participation issues at lower levels of education and to support the Commonwealth in improving access for disadvantaged students to higher education. The South Australian Government would be pleased to discuss with the Commonwealth, options to improve disadvantaged students’ access to and continued participation in education. A joint approach is especially important to engage and retain indigenous students in higher education.

It is disappointing that the Federal Minister did not include a discussion on income support as part of this review. Access issues for disadvantaged students necessarily need to include the totality of support issues.

4. There should be no increase in student contribution levels.
The SA Government does not support increasing HECS charges or providing additional charges over the current rates of HECS. Although repaid as an income contingent loan, fees paid by Australian students are already high by international standards.  Disincentives in the current system occur when levels are set by course cost rather than the projected income return to graduates.  For example, the current structure discourages student teachers studying science. Science qualifications are more expensive to obtain but the individual private return from teaching is the same regardless of the field of expertise.

Further, consideration should be given to raising the threshold at which HECS is repaid, back to average weekly earnings.  This is especially important for low-income graduates who are saving for a home loan or beginning a family. Consideration could be given to raising the rate of repayment for those graduates on higher incomes, for example, earning over $50,000 pa.

5. Should additional fees be levied, these should be capped and made available as an income contingent loan. 

The SA Government does not support the imposition of higher student fees but recognises the Commonwealth might consider this as an option. A model that allows institutions to charge additional fees on top of the HECS (a variation of funding model 2, or Chapman’s (submission 317) “premium HECS”) needs to ensure that these fees are capped.  Consideration must be given to how the fees are provided and the type of income-contingent loan applied. It should be noted that in setting a fee cap, the Commonwealth should consider Chapman’s argument that any substantial increase in HECS would reduce the financial benefit of a higher education over a lifetime’s earnings.

Some have argued that institutions should be able to charge an additional fee at a rate to be determined by the market.  Should this fee be uncapped and underwritten by the Commonwealth through an income-contingent loan then several negative consequences may occur such as:

· Universities may reflect high entrance scores with higher than average fees.  In a situation where the Commonwealth underwrites the fees, these universities will gain the benefit of increased public payment, will be able to pay higher salaries for more qualified staff and will entrench their superior position at the public expense.  In a situation where the Commonwealth provides no additional funding this will be at the expense of other universities.

· Low-income students who are debt-averse will be concentrated in those institutions that charge little or no top-up fees, establishing a class system of universities, underwritten by public subsidy.

· The Commonwealth will either have an unknown unfunded liability for top-up fees or will have to set a limit and therefore reduce overall the number of funded places in higher education.

6. The introduction of HECS into TAFE is not supported, even for courses articulating directly with higher education courses. 

For many reasons the SA Government does not support HECS in TAFE. These include those articulated by the TAFE Directors Australia (submission 322) namely:

· The higher cost of delivery in universities, the differences in facilities available or the higher subsidies paid by government to university students.

· Many TAFE students from disadvantaged backgrounds have their fees waived or reduced. This is one of the main reasons why TAFE has been so successful in improving access to vocational education for this group.

· It is impossible to distinguish between a TAFE course that articulates into a university course and one that does not.

· Credit transfer may be granted only to TAFE graduates from a specified institution and not another. The amount of credit given for the same qualification can also differ.

· Pathways change from year to year as courses in each sector change.

· Most TAFE students will not take the decision to try to articulate to a university degree course until they are well advanced in their TAFE study.

· Even where there are firm articulation arrangements, these do not provide a student with a guarantee of admission into the university stage of a degree course.

In addition it is believed the availability of an income contingent loan will necessarily put upward pressure on TAFE fees, eventually providing an argument for extending HECS to all TAFE courses, and making students pay more for their courses.  Vocational education and training graduates earn considerably less over their lifetime than do university graduates.  It is unfair to expect them to contribute substantially more than they currently do to the cost of their course.

7. The Commonwealth should investigate options for greater private investment in higher education.
Options may include tax relief for companies directly supporting research or teaching activities but need not be limited to donations by the private sector to higher education institutions.  Investment in skills and knowledge is increasingly important to business success and the SA Government would welcome the opportunity to work with the Commonwealth and other agencies in addressing barriers to business investment in education.  

As argued in the State’s initial response to Crossroads, different regions have greater access to private capital, depending largely on the size and number of enterprises available. Private donations should only be considered as marginal funding and should not compensate for lower public investment.

8. The Commonwealth needs to increase the overall number of funded higher education places to meet unmet demand from eligible students.

If Australia is to grow its international reputation as an innovative nation, then it needs to invest in all those who seek to improve their education. We cannot achieve goals of international competitiveness if large numbers of citizens are denied access to a higher education they are competent to undertake.  Simply redistributing existing places into areas of highest demand will simply redistribute areas of unmet demand.  This will have an adverse effect on institutions in low-growth states such as SA and Tasmania.

There is also specific need for the higher education sector to improve responsiveness to areas where there is significant demand for a graduate workforce, such as nursing, where the workforce shortage has been identified as critical issue facing the health system in all jurisdictions in Australia.

9. Access for students in regional areas needs to be improved.

The Commonwealth could consider funding pilot programs of delivery by metropolitan-based universities to students in regional locations through partnerships with TAFE institutes and senior secondary schools.  Support programs for students from rural and remote areas could be developed in conjunction with State and local governments.

Regional disadvantage is not confined to students from rural and remote areas.  The University of South Australia has identified the northern suburbs of Adelaide (particularly Elizabeth and Salisbury) as areas of high disadvantage and extremely low participation rates in higher education. South Australia invites the Commonwealth to discuss the development of joint pilot programs to target these regions to help lift participation rates.

10. State/Territory Government have a continuing role in higher education.

The SA Government revised membership and structure of its university Councils in 1996.  Paragraph 121 of the Meeting the Challenges issues paper, states in part, The [Council] arrangements for the University of South Australia were presented to the Review as a best practice model that could be considered by other States/Territories. This structure is the same at Flinders University. SA believes the model of governance adopted for universities in this state is effective and balances the interests of the institution and the broader community. Indeed a similar structure is currently being negotiated for the University of Adelaide.

The role of State/Territory Governments should not be confined simply to that of regulator.  The South Australian Government is developing mechanisms for greater cooperation between universities and the government to assist strategic planning across government and the university sectors to maximise opportunities for students, industry and the community in South Australia.  Such mechanisms will provide the basis for genuine discussion between the State Government and the Commonwealth on the future directions for higher education in this State.

The SA Government welcomes the statement in paragraph 108 of the Varieties of Learning issues paper which states: There is … no intention to shift funding responsibility for higher education from the Commonwealth to the States and Territories. The Government was concerned that proposals put forward in the review process, such as regional development or utilising the VET system as a “back-door” entry to university, have the potential to shift some funding responsibility to the states. At the very least, the SA Government wishes to be consulted about any specific policy proposal which may have an adverse financial consequence for this State and for the Commonwealth to address the costs of any structural adjustment to the state’s universities arising from such proposals.

As stated in our initial response to Crossroads, there are significant and complex relationships between the universities and state entities such as TAFE Institutes and the public health system. These linkages have arisen through the mutually beneficial relationships between research, teaching and clinical practice. While the discussion papers have addressed the linkages between higher education and the vocational education and training sectors, there are also complex relationships between the higher education sector and other institutions/ sectors which may be impacted with changes in funding, policy and role.

11. Research is a foundation for higher education
The education experience is enriched by the ability to absorb new knowledge, recent discoveries and developments from research as part of a specific educational program. In certain fields, such as medicine, the interaction between new research discovery and student education and training are critical for improved outcomes for Australians.

States have a legitimate interest in promoting areas of excellence and research which support the State’s strategic interests.  For this reason, either coordination to find synergies with Backing Australia’s Ability or some flexibility to alter State priorities would be desirable. The State/Territory Governments, with responsibility for state and regional development, continue to invest considerable funds in university infrastructure and research.

This is particularly the case for the strong partnerships between the health system and universities, which include shared access to infrastructure, joint staff appointments, joint research, as well as significant interaction between teaching and clinical service delivery.

This is not, however, an argument for the states/territories to contribute a share of operating grants, nor is it an argument for relaxation of Payroll Tax for universities.  State Government funding for higher education is targeted to specific strategic outcomes to the benefit of the State.  In some cases, this funding can be provided to increase the value of Commonwealth grants such as those made available through the Backing Australia’s Ability program, but should not substitute for low levels of Commonwealth expenditure on operating grants.

Conclusion

The South Australian Government appreciates the openness with which the Commonwealth has conducted the review. The Government is committed to assisting the Commonwealth develop policies that are to the benefit of students and institutions across Australia, and welcomes the opportunity for further input through the Ministerial Council process.  
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