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Executive Summary

The last 20 years have seen explosive growth

in universities. At the same time, vocational
education and training (VET) faced a tsunami

of financial challenges. As a result, VET is now
stigmatised as a second-class education option,
and employers demand university credentials
for jobs that formerly did not require them. This
credential inflation severely disadvantages those
with the ability and experience to perform a job
but, for one reason or another, were unable to
study at a university. Instead of increasing social
mobility, the vast growth in degrees has had
precisely the opposite effect.

As the number of graduates increased, the
economic value of their degrees withered. Twenty
per cent, or more, of today’s university students,
would have been better off financially by skipping
university and going straight from school to work.
The same is true for the thousands of students that
drop out of university each year.

Yet, universities continue to churn out more
degrees, each worth less than the previous one.
They justify their behaviour with fatuous “economic
impact” studies designed to prove that universities
are engines of economic growth. Even a cursory
look at these studies reveals a shaky foundation

of assumptions, assertions, and guesses. Because
they ignore opportunity costs, economic impact
studies are of no value in helping politicians decide
where to focus government spending.

As degrees proliferate, many graduates find
themselves working in fields other than the ones
they studied at university. Universities claim their
degrees remain relevant because they endow
graduates with higher-order cognitive skills
applicable to any job. They offer no objective
evidence for this claim.

An end to degree inflation would bring many
social and economic benefits. Employers would
have access to a larger and more diverse pool of
potential employees whose experience and skills
render them equally, or even better, qualified

than applicants with degrees. The value of further
education, trade schools, military training, and
on-the-job apprenticeships would be enhanced, as
would life-long learning. Young people who aspire
to climb the career ladder but whose circumstances
preclude higher education would be spared
spending fruitless years in university running up
debt.

Universities are expensive to run because they are
pre-industrial craft industries in which productivity
gains are rare. They find it difficult to control their
costs and rely instead on increasing their income
by enrolling more students. This business model
has made Australian universities among the largest
universities in the world, but the quality of the
education they provide has suffered. The ratio of
staff to students has deteriorated, and tutorials

barely exist.

Because good students already attend university,
expanding enrolments requires lowering admission
standards. Universities have nothing to lose by
admitting poorly prepared students (and failing to
provide them with remedial support) because they
keep the fees even when dropouts and graduates
fail to repay their loans. Although the graduate
premium is shrinking, marginal students continue
to enrol in universities because they also have little
financial risk; taxpayers pick up the cost of their
unpaid loans.

Degree inflation and the perverse incentives

of the funding system have combined to blight
the life chances of many members of the young
generation. Without any change, student debt will
continue to mount, large amounts of capital will
be misallocated, and social mobility will remain
stalled. It is time for a policy reset.

A just distribution of risk, subsidies and resources
would benefit students from disadvantaged
backgrounds as well as the wider society. Fair
equality of opportunity would be enhanced by
adopting five policy proposals.

1. Where feasible, drop degree requirements
for jobs. Overnight, the value of professional
societies, vocational schools, online educators,
specialised training, and the military would be
enhanced.

2. The esteem of VET would also be improved by
combining it with higher education and allowing
students to include VET subjects in their
degrees.

3. Reduce regressive subsidies and ensure that
universities and graduates carry more of the
risk of non-repayment.

4. Reform regulation and accreditation to
encourage innovation and experimentation
rather than conformity.

5. Brilliant academics represent Australia’s finest
intellects, but we cannot expect to find a world-
beating genius standing in front of every lecture
theatre. For most academic staff, teaching
should be their job and doing it well should be
the basis of their career progression.

Perhaps the biggest challenge of all is the
reinvigoration of the cultural, moral, and character-
building functions of higher education. It is not
easy to challenge the myth that universities exist
solely for economic advancement, but it is worth
trying.



Introduction

"The university is a community of scholars and
students engaged in the task of seeking truth.

Karl Jaspers, The Idea of a University

"Tertiary education should be regarded as an
investment that yields direct and significant
economic benefits.

LH Martin, Tertiary Education in Australia

"The heralded social dividends of education are
largely illusory: rising education’s main fruit is not
broad-based prosperity but credential inflation.

Bryan Caplan, The Case Against Education

There is a story going around about a plumber and a neurosurgeon. The plumber arrived
at the customer’s house to fix a blocked toilet. Within ten minutes, the job was done,
and the plumber presented the customer with an invoice for $300. She couldn‘t believe
her eyes. “Three hundred dollars for just 10 minutes? That's $1800 per hour! I'm a
neurosurgeon, and I don’t make that much!” The plumber simply shrugged and said, "I
know. I didn't make this much when I was a neurosurgeon either.”

Okay, this might be an exaggeration, but the truth is that some plumbers do earn more
than many surgeons. And believe it or not, the gap between the salaries of graduates
and non-graduates is rapidly narrowing. This is not what we've been taught to expect.
The traditional view is that higher education increases graduates’ earnings because the
knowledge and skills they acquire at university make them more productive than non-
graduates. But times are changing, and the economic value of a degree is decreasing.
Universities, however, remain unaffected and continue to churn out more and more
degrees — each worth less than the previous one.

This paper seeks to uncover the causes of ‘degree inflation’ and what can be done about
it. It is divided into five sections. The first describes the staggering growth of higher
education. The second analyses the effects of this growth on both graduates and those
who were unable to attend university. The third examines the impact of higher education
on national productivity and wealth. The fourth identifies the forces and policies driving
the never-ending growth in degrees. As this paper is being written, the Australian
government has initiated an inquiry aimed at improving the quality and sustainability

of higher education. The last section attempts to assist this process by offering policy
proposals designed to make higher education more affordable, useful, and fairer for all.



All Shall Have Degrees

Intergenerational mobility was at the top of William
Charles Wentworth’s mind when he announced

the creation of the University of Sydney in

1850. A poet turned politician and newspaper
owner, Wentworth’s mission was to provide

“the opportunity for the child of every class to
become great and useful in the destinies of this
country.”t Wentworth claimed his new university
would seek “to enlighten the mind, to refine the
understanding, to elevate the soul.”> There are
lamentably few poets in parliament today, but
Wentworth’s words resonated with the public.
Australia’s first universities were a potent symbol
of the young nation’s egalitarian values. They were
among the first in the world to admit women;
religion was never a bar to study, and bursaries
and scholarships were available from the outset
for bright students who could not pay their tuition
fees. (The University of Western Australia didn’t
charge fees at all.)

Wentworth, whose mother came to New South
Wales as a convict, was an extraordinary example
of social mobility. He studied law at Cambridge
University and became a leader in his community.
Although Wentworth championed social mobility,
he was not a leveller. Taking his lead from Plato’s
Republic, he believed an educated elite should
hold the highest positions in the land. In today’s
language, Wentworth wanted New South Wales
to be a ‘meritocracy’ in which the best, brightest,
and most motivated students (whatever their
background) received the education required to
rise to the top. By the early 20th Century, every
Australian state had a university. Still, their total
combined enrolment was only 4274 students.? Such
tiny student numbers made sense if universities
existed to “enlighten the minds” and “refine the
understanding” of a select elite.

The growth of higher education accelerated at the
end of World War II when universities became a
pathway for returned soldiers to enter the post-war
economy. Instead of “elevating the soul,” higher
education came to be seen as a way to increase
economic productivity.* If university graduates
make a country more prosperous, then the more,
the better. By 1987, around 400,000 students
were enrolled in higher education institutions.>
John Dawkins, the education minister at the time,
saw a need for even more growth and undertook
a series of institutional amalgamations. Overnight,
teacher-training colleges, with few qualified
university-level staff, were christened universities.
This was the equivalent of painting stripes on
donkeys and calling them zebras, but it worked.
Fuelled by a new student loan system, enrolments
swelled. And that was just the beginning.

In the early 2010s, the government abolished
most admission quotas for Australian students.

With few exceptions, universities could enrol as
many domestic students as they wished. The
government agreed to provide teaching subsidies
and access to tuition fee loans for every new
student. Under this ‘demand-driven’ regime,
university growth was turbocharged. To get a feel
for the size and scope of the expansion in higher
education, let’s look at a few numbers.

Figure 1. Growth in student nhumbers (2001-2020).

1. Students: As shown in Figure 1, student
enrolments increased by around 780,000
in the past 20 years. The growth in
domestic students outstripped population
growth while the number of international
students quadrupled.® The five largest
Australian universities are now among the
largest higher education institutions in
the world, twice the size of their average
American counterparts and four times
larger than the average British university.”

2. Undergraduate degrees: The total
number of undergraduate degrees awarded
per year increased by 70%.8

3. Postgraduate degrees: The number
of master’s degrees awarded more than
tripled, from 31,367 per year in 2001 to
109,276 in 2019.

4. The proportion of graduates in the
population: In 2022, around 50 per cent
of Australians aged 25-34 have at least
one tertiary degree, close to a 70% jump
from their parent’s generation.®

5. University staff: In 2010, universities
employed 110,000 full-time-equivalent
staff. Despite well-publicised pandemic
layoffs, that number grew to 129,000 in
2021.1% Many of these new staff members
were administrators whose main job was to
comply with increasing levels of red tape.
Note that the increase in academic staff did
not keep up with the explosion in student
numbers. More students were admitted
to universities, but the quality of their
education, as measured by the student-
staff ratio, declined. We will return to this
point later in this paper.



As universities expanded, vocational

education and training (VET) faced a

tsunami of challenges.!! In the 1990s, the
federal government introduced a policy of
marketisation. To increase competition among
providers, the government introduced user-pay
funding. These innovations aimed to improve
the quality and efficiency of the sector, but they
were poorly implemented and regulated. State
governments, the main funders of Technical and
Further Education (TAFE), saw the introduction
of student loans as an opportunity to reduce
VET spending. Teacher numbers and classroom
hours shrunk. Unethical providers exploited
international ‘students’ whose real goal was
permanent residency in Australia. VET, which
had been gradually losing ground to universities
for years, became stigmatised as a second-
class education option. Employers shared this
view. With the encouragement of professional
organisations, they began to demand university
credentials for jobs that formerly did not require
them. Those with the ability and experience to
perform a job but unable to study at a university
for financial, health or other reasons were
significantly disadvantaged.

While VET providers suffered, universities
prospered. Their combined assets now exceed
$102 billion.*> Despite the lingering effect

of Covid-19, the University of Sydney’s 2021
revenue exceeded $3.5 billion, while the
University of Melbourne’s topped $3.1 billion.*?
According to universities, they are still not big
or rich enough. They continuously lobby for
more students, more grants, and other forms
of preferential treatment. Will graduates, non-
graduates, and the nation as a whole benefit
from the further expansion of higher education?
As we will see, in most cases, the answer to this
question is no.

Dollars for Degrees

Universities made it possible for generations

of graduates to climb the ladder of social
mobility. My wife and I were the first in our
families to attend university; our educations
opened doors to us that would otherwise have
remained shut. To give others the same chance,
governments, philanthropists, and private
investors vastly expanded the provision of
higher education. Today’s younger generation

is the best credentialed in Australia’s history.
Yet, a study by the Organisation for Economic
Development (OECD) found that the jobs young
Australians wind up with are heavily influenced
by their parent’s wealth.'* According to the
study, it could take four generations for the
income of children from low-income families to

reach the OECD average. Instead of increasing
social mobility, it seems the vast growth in
degrees has had precisely the opposite effect.

Crushed by Credentials

Australians proudly extol their country’s
egalitarian values. Before the recent pandemic,
even sitting in the back seat of a taxi was
considered elitist. But nations do not always live
up to their ideals. In Australia, money counts
where it matters most, in education. Children
from low-income families are far less likely to
attend a university than those from wealthier
families.'®> For these children, demanding
degrees for jobs that did not formerly require
them has been a disaster; it has locked them
out of the opportunity to move up economically
and socially.

Australia is not alone. Creeping credentialism

is ubiquitous in developed countries. Failing

by Degrees, a widely cited Harvard Business
School report, notes that 61% of American
employers admit rejecting applicants who
possess the required skills and experience
simply because they do not have a degree.

The report highlights the unfairness of degree
inflation with a startling example: 67 per cent
of job listings for the position of ‘production
supervisor’ require university degrees, but only
16 per cent of people currently working in this
role attended a university.!® Are the production
supervisors currently working without degrees
incompetent? Of course not. Employers are
using degrees as an inexpensive way to screen
job applicants, even though the credentials they
demand have no connection to the position’s
duties.

An end to degree inflation would bring many
social and economic benefits. Employers would
have access to a larger and more diverse pool of
potential employees whose experience and skills
may render them equally — or even better —
qualified than applicants with degrees. The value
of further education, trade schools, military
training, and on-the-job apprenticeships would
be enhanced, as would life-long learning. Young
people who aspire to climb the career ladder but
whose circumstances preclude higher education
would be spared spending fruitless years in
university running up debt.

Unfortunately, credentialism remains alive and
well in Australia, and the trend toward requiring
expensive postgraduate degrees for jobs that
formerly required a bachelor’s degree is driving
degree inflation even higher. Universities are
content to go along because they benefit from
serving as employment gatekeepers, while those
lacking degrees suffer the consequences. But



what about graduates? Has the explosive growth
in higher education given them new and better
career opportunities? This question is addressed
next.

Do Graduates Have Higher-
Order Cognitive Skills?

You can learn practically anything at an
Australian university — how to keep business
accounts, calculate planetary movements,
speak Japanese, and much more. At Swinburne
University, students learn to do handstands as
part of the Circus Arts degree!” Universities
claim, with some justification, that these skills
add to graduates’ *human capital’, giving them
greater value in the employment market.
However, as the number of applicants with
degrees multiplies, the competition for jobs
becomes more intense. Some graduates
cannot find employment in their field of study
and wind up working in another area at lower
pay.*® Universities claim their degrees are

still economically beneficial because higher
education does more than simply teach a set of
job-specific skills. Graduates are also endowed
with higher-order cognitive competencies such
as critical thinking, creativity, and problem-
solving.

According to universities, these higher-order
skills, which apply to any job, allow graduates
to assess evidence, mount cogent arguments,
and express ideas more logically and clearly
than non-graduates. For centuries, developing
these abilities was the primary purpose of a
liberal-arts education; but not today. Instead
of encouraging students to study history,
philosophy, and other humanities subjects, the
government’s ‘Job-ready Graduates Package’
is designed to dissuade them from such
frivolities.!® The scheme makes tuition fees for
traditional liberal arts subjects more expensive
for students than those with more obvious ties
to specific jobs.

Do courses in fashion design, circus arts, and
other job-specific degrees produce graduates
with higher-order skills? This is a reasonable
qguestion, given the large amount of money
spent on higher education. Yet, there have
been few attempts to provide an answer.
Instead of measuring what students learn,
the Australian government relies on a survey
that asks graduates to rate the “extent your
course developed your critical thinking skills.”2°
While interesting, these judgments provide no
information on what, if anything, graduates
learned from their years of study.

Researchers have attempted to find out what
university graduates learn. In 2012, the OECD

proposed creating an Assessment of Higher
Education Learning Outcomes (AHELO) to
measure graduate learning.?! Like the OECD’s
Program of International Assessment (PISA),
which compares school learning in different
countries, AHELO was intended to measure the
outcomes of higher education internationally.
To examine skills such as problem-solving,
critical thinking, and clarity of expression
among graduates from different countries, the
OECD suggested using the Collegiate Learning
Assessment (CLA) — an instrument already in
use by some North American universities — to
measure higher-order cognitive skills.?? Although
feasibility studies were encouraging, universities
were unenthusiastic, and the idea never went
anywhere.?® Over the years, universities have
resisted every proposal to assess what their
graduates have learned. It's hard to blame
them; accountability can be embarrassing.
When outcome measures have been forced on
universities, such as the Literacy and Numeracy
Test for Initial Teacher Education (LANTITE)

(an examination required for prospective
schoolteachers), a significant proportion of
graduates fail; some after several tries.?*

Given the lack of objective data, it is impossible
to determine whether Australian graduates
possess special high-order cognitive skills. In
contrast to higher-order skills, data on everyday
skills are readily available. These data come
from the OECD’s Survey of Adult Skills (SAS),
which compares how adults in various countries
perform in literacy, numeracy, and some forms
of problem-solving.?> Australians do well on

the SAS, scoring among the top five OECD
countries in literacy and around average in
numeracy. However, the best predictor of a
country’s adult literacy and numeracy is not the
number of university graduates but secondary
school performance as measured by PISA.?® The
added value of university education on literacy
and numeracy is modest. This is especially

true of Australia, where the difference between
graduates and school leavers is less than half
the OECD average.? Although it is possible that
graduates picked up numeracy and literacy skills
at university, a more likely explanation is that
school leavers with above-average literacy and
numeracy choose to go to university.

In summary, Australian universities teach a

vast range of skills (including handstands).
Graduates also have somewhat better numeracy
and literacy skills than non-graduates. But
there is no objective evidence that university
degree holders possess higher-order cognitive
skills applicable across jobs. Let’s now turn to
the second argument for further expanding
universities: graduates earn more money than
non-graduates.



The Graduate Premium

On average, graduates benefit financially from
their degrees; they earn higher salaries and are
less likely to be unemployed than those who did
not attend a university. This is hardly surprising,
given that many jobs are reserved for applicants
with a university qualification. The additional
lifetime income enjoyed by graduates is called
the ‘graduate premium’.

Methodological differences make it difficult to pin
down the precise size of the graduate premium.
Some studies compare average graduate
salaries to the salaries of school leavers.

In contrast, other studies compare degree
holders to those with upper- or post-secondary
vocational qualifications or simply the average
national salary. The method used to determine
graduates’ income varies across studies.

Some rely on income tax data, while others
use employer surveys, job advertisements,
census data, or a combination of measures.
Researchers vary in how they account for the
opportunity costs of income lost while studying,
and they use different discount factors to
convert lifetime income to a present value.

Focussing on average salaries is problematic
because the graduate premium varies among
degree programs. Medical and dental graduates
receive significant premiums, whereas
graduates in fine arts earn no premium at
all.?® Institutional prestige counts as well.
Over a lifetime, the income of graduates

of elite research universities is higher than
graduates of less well-known institutions.
(Because elite universities recruit the most
talented students, their higher graduate
premium may reflect their students’

inherent ability rather than anything they
learned while studying.)?®

Although the precise size of the premium
is arguable, most graduates receive one.
Many economists believe that graduates
earn their premium because the knowledge

highest-paid professionals. This means they
must be among the most productive. (Why else
would they be paid more?) Thus, Australia will
become more prosperous by turning out an
endless stream of lawyers.

Sceptical? You should be.

If there were no limits to their growth, the
supply of lawyers would eventually exceed
the legal work available. Salaries for lawyers
would shrink, and many law graduates would
have to settle for other jobs. Some would find
themselves in lower-paid employment; others
would be happy to have a job at all.

The futility of producing endless humbers of
lawyers also applies to graduates in other fields.
It is impossible to create high-paying jobs for
every university graduate without limits. As the
supply of degree holders increases, we should
expect the graduate premium to shrivel. And
this is precisely what is happening. According
to the Grattan Institute, the average graduate
premium in Australia declined from 25% above
the average salary in the 1990s to around 15%
in the 2010s.3! A recent study by the Australian
Council of Educational Research found that the
decline has continued.3? The Australian Treasury
reports that real graduate wages have fallen
furthest in large cities where many graduates
are competing for the same jobs.33

Figure 2. Relative earnings of 25-64-year-old adults
by educational attainment (2020)
In per cent. Below upper secondary = 100.

.....

N = BN LB R EE AEEEE N AR R R R BN
d X3 EE YRR SRR A EERE R RS

and skills they gain at university make them
more productive than non-graduates.3°
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Universities wholeheartedly agree. They
continuously lobby for growth, claiming

that more graduates will increase

national productivity and prosperity. But their
argument has a fatal flaw: it ignores the effect
of the enormous increase in degree holders.
Substantially increasing the money supply
reduces the value of every dollar. The same is
true of educational qualifications. To see why,
let’s begin with a brief thought experiment.

The justification offered by universities for
awarding more degrees is usually stated in the
form of a syllogism. Lawyers are among the

1

Once again, Australia is not unique. The
graduate premium is also withering in New
Zealand, the Nordic countries, Canada, and

the USA.3% 35 Indeed, practically every country
with a fast-growing higher education sector has
experienced a drop in their graduate premium.3¢
The relationship between the number of degrees
awarded and the average graduate premium is
illustrated in Figure 2. While there are some
outliers, the trend is clear. Countries with few
graduates, such as Brazil and Colombia, have



high premiums, whereas nations with many
have small ones.

A highly progressive income tax regime,
generous minimum wages and degree inflation
have combined to reduce the economic value
of Australian university degrees. The Australian
graduate premium is now the third smallest
among members of the OECD, only half the
OECD average.?”

The deterioration in Australia’s graduate
premium is even more apparent when we look
beyond averages. Graduates with the same
degree earn different salaries. Focusing on
low-paid graduates (the bottom 20 per cent) in
a variety of disciplines, Australian researchers
found that most would have achieved higher
lifetime earnings by skipping university and
taking up employment immediately after
completing Year 12.3® Given that there are more
than one million domestic higher education
students in Australia, 20 per cent represents
hundreds of thousands of Australian graduates
who will be worse off financially because they
attended a higher education institution. The
thousands of students who never complete their
degree would also be better off if they had gone
directly to work after school.

Students are beginning to get the message.
Taking advantage of the tight post-covid labour
market, they are going directly to work after
completing their secondary education. As a
result, undergraduate student enrolments have
plateaued or decreased in many countries.3®
But Australian students are not quite ready

to shun universities. On the contrary, more
students are enrolling in postgraduate degrees
to compensate for the loss in the value of
bachelor’s degrees. Master’s
tuition fees are much higher
than undergraduate fees, so
universities are keen to offer
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the nation? Has the growth in higher education
resulted in higher national wealth? This is the
subject we turn to next.

Graduates and Growth

One way to study the effect of graduates on
productivity and economic output is to compare
the percentage of the population with university
degrees in countries or regions with different
Gross Domestic Products (GDPs). If degrees
drive productivity, the GDP per capita should
rise along with the number of graduates. Many
such studies have been conducted, but the
evidence for a link between higher education
and GDP is equivocal at best. In the mid-2000s,
the UK Department of Business and Skills
studied the relationship between the growth in
GDP per employment hour and the share of the
population with degrees in 15 countries. The
authors failed to find any strong relationship.*
Other researchers have had a similar difficulty.*?
Although some studies have found the number
of graduates to be positively correlated with
growth in per capita GDP,** the direction of
causation is unclear. Is a growing economy
making more money available to expand student
places or the other way around?

These disparate findings are the result of
differences in methodology. Like the graduate
premium, there is no agreed method for
measuring the effect of university education on
per capita GDP.

Figure 3. The relationship between GDP
per capita and the proportion of graduates
in the population.
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Unfortunately, as Australian
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master’s degrees proliferate,
their premium also shrinks.
It is now only half the OECD
average.*® What happens
next? Will employers require file clerks to have
doctorates?

Lo

To summarise, the growth in higher education
over the past 20 years vastly profited
universities. Most graduates also benefitted,
but the size of the graduate premium has

been shrinking for decades, and a significant
number of graduates (and dropouts) would have
been better off entering the workforce after
completing secondary education. What about
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Researchers must make choices. Do they count
all people with degrees or only older workers
who have had more time to contribute to
economic growth? Should researchers lump all
graduates together, or should the number of
graduates be adjusted to reflect fields of study,
age, sex, and other demographic variables? The
most important choice of all is which countries
or regions to compare. As shown in Figure 3,
the relationship between the percentage of
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people with degrees and per capita GDP can be
positive or negative depending on which subset
of countries are compared (data from OECD).*+ 4>

The correlation between per capita GDP and the
proportion of graduates across the eight countries
depicted in Figure 3 is negative (r= -.57). As

the number of graduates rises, per capita GDP
falls. This should not be taken to mean that
increasing the number of graduates makes
countries poorer. The world is more complicated
than that. Wages are not merely a function of
education. They depend on a country’s natural
resources, geography, taxation, welfare, housing,
climate, trade unions, and immigration policies.
In her book, Does Education Matter?, Alison Wolf
illustrates the point using the example of bus
drivers.#®

A bus driver—[is] a job found the world over
and involving highly uniform skills. Yet ... a
bus driver in Germany is paid thirteen times
as much as one in Kenya.... If, somehow,

a group of Kenyan bus drivers manage to
transfer to bus driving jobs in Germany,
their wages would skyrocket. Does this
mean that they would have suddenly
become much more productive? Did
something magical occur as they stepped
across the border, endowing them with a
whole new set of skills? [p. 27]

The human capital of Kenyan bus drivers does
not increase with migration. Their wages rise
because Germany is a wealthy country with
generous minimum salaries, strong trade unions,
and employment policies that protect workers.

To complicate matters further, graduate wages
are also affected by personal factors. For
example, those who are the first in their families
to go to university have poorer career prospects
than the children of graduates.4” Similarly,
graduates of elite universities make more money
than those of lower-ranked universities. These
employment outcomes are not easily reconciled
with the idea that wages reflect human capital.
If the graduate benefits from their superior
knowledge and skills, why should an irrelevancy
like parental education or university prestige
make any difference? Economists such as
Michael Spence have an explanation; they call it
‘signalling’.4®

From many applicants, employers try to pick
the ones that will be most successful on the

job. The problem is they don’t know which
candidates will prove to be the best workers,
and there is no objective test — there’s no blood
test, no behavioural test, and no observational
test. Employers are forced to rely on ‘signals’

they believe are associated with good job
performance. Having parents who are graduates,
for example, might signal that applicants have
role models from whom they learned good

work habits. Similarly, attending a prestigious
hard-to-get-into university could signal high
intelligence, diligence, or both.

Unlike human capital, signalling views
productivity as an inborn capacity that may

be identified but not boosted by attending a
university. From a signalling viewpoint, graduates
receive a premium because education provides
them with a credential rather than special
cognitive skills. If degrees are signals that help
applicants to obtain good jobs, everyone will seek
one. Unfortunately, awarding more degrees is
self-defeating because they are ‘positional’ goods
whose value declines as more people have them.
Eventually, the proliferation of bachelor’s degrees
wipes out their value and drives students to

seek master’s degrees, and the inflationary cycle
repeats.!

Thus far, we have focussed on the economic
value of higher education to those who earn
degrees. Universities claim that the wider public,
including those who do not attend a university,
also benefit from their activities. They claim to
measure these benefits using ‘economic impact’
studies, which are discussed next.

The Economic Impact of
Universities

According to London Economics, Australia’s
Group of Eight research universities contributed
$66.4 billion to the national economy in a year.#®
Other universities make similar claims. James
Cook is good for $800 million, while the Regional
Universities Network contributes $1.8 billion. 5%
51 Deloitte Access Economics says that for every
extra 50,000 university graduates, an additional
$1.8 billion of economic activity is generated
annually.>?

Universities offer economic impact studies

as proof that they are engines of economic
growth. However, a peek below the surface

of these studies uncovers a flimsy facade, a
Potemkin Village, resting on a shaky foundation
of assumptions, assertions, and guesses. The
problem lies in the studies’ use of ready-made
statistical models. Consulting firms purchase
the right to use these models and then sell their

i Human capital and signalling are not mutually exclusive; a university education could provide both.

The result is the same.

Expansion reduces both the capital and signalling value of degrees.



services to clients. The models are so general
that they can be applied to just about anything

— the Eiffel Tower contributed €344 billion to the
French economy,> while the Sydney Opera House
contributed $1.2 billion to the Australian economy
over five years.>

When applied to higher education, models require
consultants to make assumptions about the
number of jobs universities create, the amount
of money students and staff spend, and the
‘multiplier’ effect of these expenditures as they
make their way around the economy. Including
multiplier effects in impact studies is particularly
problematic. It assumes governments, students,
and investors would not spend their money
elsewhere if universities did not exist. Or, if they
did spend, there would be no multiplier effect.>®
Some impact studies use the proportion of the
population holding degrees as a multiplicative
input. According to the Australian Productivity
Commission, “At the extreme, [this] implies

that Australia’s GDP would be zero if all workers
with tertiary qualifications did not have those
qualifications.”>¢

From a policy viewpoint, the biggest problem

with economic impact studies is their failure

to consider opportunity costs — the potential
benefits forgone when choosing one investment
over another.>” Because resources are limited,
there are always trade-offs when deciding where
to allocate funds. Investing taxpayer funds

in a university diverts resources from other
investment opportunities that may have a greater
effect on the economy. The relative costs and
benefits of an investment in higher education
versus putting money into a new airport, research
laboratory, or another project are ignored by
economic impact studies. This is why these
studies always produce ‘positive’ findings. After
all, spending on anything will produce some
economic effect.

Note that economic impact studies are notoriously
subject to bias or conflicts of interest. Universities
commission consultants to conduct such studies
to justify their requests for funding. No university
will pay high consulting fees for a report that
says they are minor drivers of productivity. In the
understated words of the Australian Productivity
Commission, economic impact studies “(when
paid for by parties with a vested interest) need to
be interpreted with caution.”s8

The Story Thus Far

The past 20 years have seen explosive growth
in higher education and graduates. Universities
have grown more affluent, but degree inflation

has severely restricted the career opportunities
of those who did not attend a university. Jobs
that were once performed competently by people
without degrees have become closed to non-
graduates because many employers rely on
university degrees to screen applicants.

Despite their spectacular growth, universities
constantly lobby for more students. They claim
that graduates are endowed with higher-order
cognitive skills that drive productivity and make
the country richer. Universities commission
dubious economic impact studies to show that
their activities are major drivers of economic
development. The evidence for this claim is
equivocal, at best.

As the number of graduates increased, their
salary premiums withered. Twenty per cent, or
more, of today’s university students would have
been better off financially by skipping university
and going straight from school to work. The
same is true for the thousands of students that
drop out of university each year. As bachelor’s
degrees proliferate and lose their lustre, more
employers demand post-graduate degrees.
Because universities can set any fee they wish for
a master’s degree, students will sink further into
debt.

Can we make higher education fairer for current
and future generations? Before answering this

question, we must first have a close look at the
business of universities.

Th(_e Bus_ir_ness of
Universities

Visit any university, and you are bound to see
impressive buildings. You may also encounter a
decorative crest that looks like a medieval coat
of arms accompanied by a motto, sometimes
rendered in Latin. The buildings, crests, and
mottos are designed to convey a seriousness

of purpose, a sense of history, and an aura of
status. It is all impressive, but don’t be misled;
universities are businesses. They purchase
equipment, consume supplies, and employ labour
to create products and services, which they sell
at a price. Costs constrain the volume and quality
of a university’s output, and revenues influence
which services and products they provide.>® If
their income fails to exceed their expenditures,
universities go broke. In short, universities
display all the characteristics of a typical
business.

Except for a small number of proprietary
institutions, public and private universities are
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not-for-profit enterprises; but they do make
money — sometimes lots of it. Despite spending
$7 million per day (including weekends and
holidays), the University of Sydney finished 2021
with a surplus of more than $1 billion.®® (Like any
business, universities can also make losses.)®!

When they have surpluses, universities use them
to improve teaching, conduct research, build
new facilities, purchase equipment, and award
scholarships to needy students. They also use
surpluses to provide staff with high salaries,
managers with substantial perks, and students
with lavish facilities (pools, gyms, bars). Just
because an institution is a not-for-profit does not
mean that no one benefits. The average yearly
income of Australian vice-chancellors is around
$1 million, putting them among the highest-paid
university leaders in the world.®?

Like other businesses, universities are fiercely
competitive — but not for profits. The coin of
the higher education realm is prestige. Despite
differences in resources, size and age, all
universities are engaged in a perpetual arms race
to move up the prestige ladder. An international
ranking industry has evolved to measure their
progress. Everyone in higher education knows
that university rankings are of dubious validity.
Still, all vice-chancellors want their institution
to move up the league tables, and they do not
hesitate to boast when they do.

Universities seek prestige to attract high-
performing students and respected academics,
which, in a virtuous circle, further increases
their prestige. Prestige is not merely window
dressing; it has a clear market value. The
government sets maximum undergraduate fees
for domestic students, but international and
postgraduate student fees are determined by
institutional prestige. A University of Melbourne
Master of Business Administration costs $99,600,
but you can pick one up from Southern Cross
University for $37,044. Like designer watches

or sports cars, a degree from an elite university
is a ‘Veblen good’, for which demand increases
as the price goes up.® Curiously, despite their
superior pricing power, even elite universities are
chronically short of money. They suffer from a
severe and incurable ‘cost disease’.

The University Cost Disease

No matter how much money a university spends,
competition means there is always a desire to
spend more. Buildings designed by celebrity
architects, elaborate sporting facilities, high
technology research equipment... the list is
endless. Cost savings are rare because higher
education is a pre-industrial craft industry

with little automation, standardisation, or

division of labour. Artisan academics handcraft
bespoke courses they deliver to students whose
performance they individually assess. With

no standard teaching methods, curricula, or
examinations, every subject in every university
is unique. Their individuality makes subjects
expensive to design and implement. Universities
are also profligate when it comes to their
infrastructure. Long, languid holidays leave
most university teaching spaces idle for six
months throughout a year. If academics could be
convinced to do all their teaching solely in the
first or second half of the year, two universities
could run in the same set of buildings.

Since it takes the same time to prepare and
deliver a one-hour lecture today as it did

in Wentworth’s time, apart from crowding

more students into lecture theatres, teaching
productivity has barely budged in two centuries.
At the same time, academic salaries have
increased in line with those in the broader
economy. Because wages — which represent half
or more of a university’s expenditure — usually
rise faster than inflation, the cost of running

a university also rises faster than inflation.

This phenomenon, which affects many labour-
intensive arts industries (symphony orchestras,
ballet companies), is known as Baumol’s

‘cost disease’.®* Without productivity gains,
universities require above-inflation revenue
increases every year simply to maintain the
status quo. Adding new facilities, courses, and
academics requires even more spending. To find
the money, universities admit more students and
entice as many as possible to enroll in ‘cheap

to teach’ business courses they use to subsidise
expensive courses such as laboratory-based
science. Endlessly increasing international and
domestic student numbers is the business model
of every Australian university.

Income-Contingent Loans:
The Good, the Bad, and the

Ugly

Paying fees presents a problem for students from
low-income backgrounds. If they wish to study,
they must borrow money. But banks are reluctant
to make student loans. Slavery has long been
abolished, so there is no collateral for banks to
sell should a graduate default. As a result, banks
will only make loans to students if some credit-
worthy entity (such as the government) provides
them with a guarantee. This is what happens

in the USA. Alternatively, a government could
borrow on its credit and use the money to make
student loans. This is the Australian system.
Australian government loans are not just for



students from low-income backgrounds; all
domestic undergraduates and some postgraduate
students are eligible. (International students
must find the money themselves).

The federal government pays the university

fee on behalf of domestic students but does

not begin recouping the loan until a student or
graduate’s yearly income reaches an earnings
threshold (currently $48,361). Unlike mortgages
or car loans, student loan repayments are
unrelated to the total amount owed. Like income
tax, they are calculated as a percentage of yearly
earnings. Repayments, made through the tax
system, start at one per cent and gradually rise
along with income. These ‘income-contingent’
loans are an efficient, fair, and attractive solution
to the reluctance of banks to invest in human
capital. Unlike traditional mortgage-style loans,
defaulting on an income-contingent loan is
impossible because repayments are matched to
a graduate’s income. Graduates who lose their
jobs, take time off to have children, or never
reach the earnings threshold, have no obligation
to make payments.

In the 1980s, when the Higher Education
Contribution Scheme (HECS) began, income-
contingent loans only applied to public
universities. Students in other tertiary education
institutions were ineligible. State-funded TAFEs
did not charge high tuition fees but required
students to pay for materials and other course
resources upfront. The ability to defer payment
made universities more attractive than vocational
alternatives. The government did not extend
income-contingent loans to college and VET
students until 2012. Unfortunately, as noted
earlier, state and territory governments viewed
the availability of student loans as an invitation
to reduce their expenditures, and some private
providers rorted the funding system by providing
a second-rate education.

In 2017, the government decided to limit VET
students’ access to ‘VET Student Loans’. Student
loans were targeted mainly toward ‘job-ready’
courses deemed to have strong employment
outcomes. The resulting decline in enrolments
and revenue led some VET providers to cut staff,
eliminate programs, and even close campuses.
Years of reputational damage and cost-cutting
have taken their toll, reinforcing the idea that
VET lacks the esteem of higher education.

Income-contingent loans make access to higher
education a matter of brains, not bankbooks, but
they also have five distinct downsides:

1. Student loans do not incur a real rate
of interest. Although student loans are
adjusted for inflation, they carry no real rate
of interest. The difference between what
graduates pay for their loans and the cost of

government borrowing represents a subsidy
provided by all taxpayers, including those
who never had the opportunity to attend a
university. The graduate premium may be
declining, but these subsidies still represent
a regressive transfer of resources from lower
to higher-paid people. If a graduate is too

ill to work or dies, taxpayers must absorb
the cost of the loan principal; yet another
subsidy. In tough economic times, these
subsidies can mount up. The nominal amount
of outstanding student loans is now around
$70 billion, almost four times Australia’s
total credit card debt.®> Government audits
estimate that $20 billion dollars of student
loans will never be repaid.®® Because student
debts are indexed to inflation, which is
currently running high, the nominal amount
owed will multiply over the next few years.
As explained earlier, this will not affect
student payments, which depend on income;
but unpaid debts will ultimately fall on
taxpayers, including those who do not have
degrees.

Price insensitivity. Postponing loan
payments until graduates reach the earning
threshold mutes price signals. Because
domestic students are not sensitive to
price, all universities charge the maximum
permitted. From time to time, governments
have tried lowering or even eliminating
tuition fees to attract more students to
specific fields (nursing, for example).5” These
attempts are always unsuccessful because
price is not a significant determiner of the
courses students choose to study.

Moral hazard for students. The loan
system encourages students to borrow
more than they would if repayments

were not income-contingent. Borrowing

is rational because the government (on
behalf of taxpayers) is taking all the risk.

If graduates benefit from their education
and reach the income repayment threshold,
they use their graduate premium to repay
their loans. If they never reach the income
threshold, they are not liable for repayments,
and the government absorbs the loss.
Imagine offering margin loans to stock
market speculators on similar terms. If the
speculators make a killing, they repay their
loan and keep the profit. If their investments
collapse, the taxpayer makes good their
losses. Who wouldn’t accept such a deal?
Keeping gains while shifting losses to others
is known as moral hazard, and it also affects
universities.

Moral hazard for universities. As
universities expanded over the past 20
years, the highly ranked ones enrolled the
best-qualified students, forcing lower-ranked

11
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universities to reduce their entry standards.
At the same time, the ratio of students to
academics increased, lowering the quality

of the education offered. Not surprisingly,
lower admission requirements and lower-
quality education have resulted in falling
completion rates.®® Because universities
receive their fees upfront and are not
responsible for collecting loan repayments,
they bear no economic consequences for
admitting academically marginal students
who drop out. Nor are universities penalised
for granting degrees to students to poorly
performing students who wind up in non-
graduate jobs and never earn enough to
repay their loans. In other words, universities
keep tuition fees while taxpayers bear all the
losses.

5. Perverse incentives. Moral hazard creates
perverse incentives for both students and
universities. As noted earlier in this paper,
at least 20 per cent of graduates, and most
dropouts, are not achieving success in the
labour market. Some cannot find jobs that
correspond to their qualifications and will
never make enough money to repay their
student loans.”™ Although the graduate
premium is shrinking, students keep
borrowing because the taxpayer picks up the
cost of their unpaid loans. As more degrees
are awarded, consulting firm Econtech
expects graduate per capita productivity to
decrease and outstanding student debts to
rise. According to Econtech, “expanding the
university sector is likely to involve easing
admission requirements so that the additional
places are filled with students whose ability
is below the average of existing students.”®®
Universities are not worried. They admit
increasingly marginal students and crowd
them into large classes because they get to
keep their fees even if these students never
repay their loans. Marginal students often
wind up in jobs that do not require their
credentials. They become disenchanted,
unhappy, and unproductive. Meanwhile,
workers who would appreciate having those
jobs are frozen out because they lack a
university credential.

Moral hazard, degree inflation, and the perverse
incentives of the funding system have combined
to blight the life chances of many members of the
young generation. Without any change, student
debt will continue to mount, large amounts of
capital will be misallocated, and social mobility
will remain stalled. It is time for a policy reset.

Universities: Fairness,
Justice, and Purpose

Traditionally, higher education helped students to
understand their past, introduced them to new
ideas and concepts, and fostered empathy for
those from different cultures and backgrounds.
Graduates left university with an appreciation

of scholarship and a lifetime love of learning.
Despite their emphasis on the economic value

of their degrees, universities still confer valuable
benefits on graduates, and contribute, in many
different ways, to the functioning of our society.
However, just because something is good does
not mean more is better. Sunlight is essential for
the body to produce Vitamin D, but excessive
exposure leads to skin damage and cancer. As
this paper has shown, the same is true of higher
education. Once a significant contributor to social
mobility, the colossal growth in universities has
had the opposite effect. Degree requirements
freeze disadvantaged people out of many jobs,
while regressive taxation forces low-paid workers
(whose children rarely attend university) to
subsidise middle and upper-class children who
do. The current higher education regime is not
only unfair, but it is also failing to achieve its own
economic goals. As shown in this paper, there is
no automatic connection between the number of
university graduates and a country’s per capita
GDP, and, despite the huge number of graduates,
Australian productivity has barely budged for
years.

Universities are right to be concerned with
preparing students for employment; a fulfilling
career is essential to a good life. I was once an
Executive Dean of Medicine — our teaching was,
and remains, vocational. Our medical students
learn a set of necessary vocational skills,

but these skills are nowhere near sufficient.
Successful doctors also need to learn tolerance,
empathy, and sympathy. They must be able to
identify with the fears and worries of patients,
understand how society and culture shape
behaviour, and, above all, they must accept
and implement a strict ethical code. Lawyers,
teachers, and other professionals face similar
imperatives. Indeed, all workers — whatever
their job 7°— require two vital skills. Aristotle
called them moral will and moral skill. Learning
these skills is the real purpose of higher
education.

Unfortunately, the over-hyped and largely
imaginary economic benefits of higher education,
epitomised by fatuous economic impact studies,
have obscured the traditional character-building
goals of higher education. Australian universities

i Pensioners who elect to study at a university know from the outset that their loans will never be repaid.



demean and debase themselves by defining their
purpose as issuing employment credentials for
employers. They are much more important than
that.

This final section offers some advice to the
government’s review of higher education and
the Accord process. It offers policy suggestions
designed to improve social mobility, make
university funding fairer, and (with some luck)
restore the status and standing of higher
education.

POLICY 1.

Where Feasible, Drop
Degree Requirements for
Jobs

In his famous book, A Theory of Justice, the
political philosopher John Rawls sets out
principles for a just society.”* Rawls understood
that genetic traits, personal motivation, and luck
will always produce inequalities among people.
It is impossible to engineer total equality, nor
can we control the vicissitudes of life, but we
can try to provide everyone with ‘fair equality of
opportunity’.

Fair equality of opportunity was also the stated
goal of Josh Shapiro, the newly elected governor
of the American state of Pennsylvania. On his
first day in office, Shapiro announced that access
to 65,000 jobs, covering 92 per cent of state
government workers, would no longer require a
university degree. Shapiro explained his decision
as follows: “I don’t care if you have a ... degree
on your wall or not. If you're qualified for the job,
you deserve the job.””2 He went on to say:

Every Pennsylvanian should have the freedom

to chart their own course and have a real
opportunity to succeed. They should get to
decide what'’s best for them — whether they want
to go to college [university] or straight into the
workforce — not have that decided for them.

Shapiro is a Democrat, but Republican state
governors have taken similar steps, and so have
private businesses, including Google, Accenture,
and IBM. The post-pandemic difficulty in finding
staff doubtless played a role in their decision

to drop degree requirements. Still, these policy
changes are nevertheless historic because they
disrupt decades of uninterrupted growth and
provide greater opportunities for those at the
bottom of the social ladder.

Using the same logic, Australian federal and
state governments could make Australia fairer
by eliminating degree requirements for all
positions apart from those that require them

for professional registration (doctors, for
example). Instead of a university degree, job
descriptions should specify the skills needed

for success. Employment decisions should be
based on capability and experience, not on
irrelevant credentials, sex, or family background.
Private employers, some of whom have already
eliminated degree requirements, are likely to
follow the government’s lead.

POLICY 2.
Raise the Esteem of
Vocational Education

For various reasons discussed in this paper, VET
education is often seen as cheap and second-rate
when compared with university education. Such
attitudes not only disadvantage VET students,
they also disadvantage the public. The nation
needs a supply of well-trained skilled workers.
Parity of esteem between higher and vocational
education would be easier to achieve when the
same institutions offer both vocational and higher
education. There are already several universities
in Australia that offer both, but there should

be many more. In addition, higher education
students should be able to include vocational
subjects in degrees and vice-versa.

POLICY 3.
Minimise Moral Hazard

As noted, moral hazard affects both students
and universities. Students take on more debt
than they should, because taxpayers pick up
the cost of unpaid loans. Universities accept
marginal students and scrimp on the quality of
the education they provide, because they get
to keep tuition fees even when graduates fail
to repay their loans. For society, the result is a
massive misallocation of resources. Minimising
moral hazard requires rebalancing the risk of
non-repayment of student loans.

Instead of a burden born mainly by taxpayers,
students and universities should also share the
risk of non-repayment. Let’s start with students.

Under the HELP regime, the loan charge

equals the rate of inflation, which is less than
the government pays to borrow money. The
difference between the government’s borrowing
costs and inflation is a subsidy to graduates paid
for by all taxpayers. The result is deeply unfair.
Those who do not have the opportunity to study
at a university subsidise the education of doctors,
lawyers, and other professionals who make more
than they do. (Economist Nick Barr described
this arrangement as “Taxing beer to pay for
champagne.”)

13
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Politicians offer two reasons to justify such a
regressive subsidy. First, everyone benefits

from an endless stream of graduates because
they make the country richer. As this paper has
shown, this claim is simply false. The second
rationale for subsidising student loans is to allow
students from low-income backgrounds to access
higher education. This argument would make
sense if student loans were like mortgages.

An interest rate subsidy would lower monthly
repayments. Student loans are different. The
repayments of income-contingent loans are
calculated as a per cent of income, not of the
amount borrowed. Charging graduates a real rate
of interest adds to the amount of time it takes to
repay their loans but makes no difference to their
monthly payments.

Charging a real rate of interest would result in
considerable savings for taxpayers, allowing
the government to make more generous

loans to those who need them. Instead of
providing lawyers, doctors, and other high-paid
professionals with interest subsidies, students
who struggle economically could borrow living
costs as well as tuition fees. Charging an interest
rate set at the government’s cost of borrowing
would not eliminate moral hazard, but it would
rebalance the risk of non-repayment from
taxpayers to graduates.

Rebalancing risk also means removing the
perverse incentive for universities to accept
students who are likely to drop out or, if they
manage to scrape through their course, never
earn enough to repay their loans. Currently,
funding limits create ‘soft’ caps on enrolments.
Further limits would encourage universities to
limit their intake to better-prepared students.
Quotas serve a similar purpose, but they are
politically difficult because governments are
loath to be seen as restricting access to higher
education.

Another approach would encourage TEQSA, the
university regulator, to enforce its legal obligation
to ensure that “students have the academic
preparation ... and no known limitations that
would be expected to impede their progression
and completion.” Judging from the attrition rates,
some universities seem to be flaunting these
requirements.

In addition, universities should be required

to share the risk of non-repayment. The
government has proposed a possible mechanism.
That is, universities with high attrition rates

will receive a cut to their ‘performance-based’
funding. A good idea, but the proposed amounts
involved are tiny. A university with many
dropouts would lose less than one per cent of the
funding for those students. Such a small penalty
will not change university behaviour. Making
universities absorb a significant portion of a

dropout’s tuition would send a stronger message,
but it may lead them to lower standards and
pass everyone. To avoid lowering standards,
universities with high attrition rates and many
unrepaid loans should not be permitted to
expand student admissions. It may also be
possible, although technically difficult, to require
universities to retrospectively absorb some or
all the losses currently covered by taxpayers.
Whichever approach is taken, the idea is the
same — make it less financially attractive for
universities to admit poorly prepared students
and award them degrees without remediating
their academic deficits.

POLICY 4.
Reform Regulation

For the past 12 years, Australian higher
education has been regulated and accredited by
TEQSA. In that time, student debt has soared to
$70 billion, with many students unable to repay
their loans. This debt mountain is not surprising,
given the huge increase in attrition rates. At
some institutions approved by TEQSA, one-third
of students fail to complete their degrees within
six years.”® None of these universities has been
required to tighten its admissions criteria or
provide greater support to struggling students.
These universities are currently spending large
sums recruiting even more students, money that
comes from taxpayers. It is time for TEQSA to
enforce its teaching quality requirements.

In addition to enforcing its standards, there is

a role for TEQSA in encouraging universities to
innovate. As Lord Keynes, the doyen of 20th
Century economics, once said, the difficulty in
improving society is not developing new ideas
but “escaping from old ones.” Because every
Australian university must adhere to the same
set of processes and procedures, there is little
diversity among them. Innovation is rare because
universities never know how TEQSA will respond.
A 2017 review of TEQSA by Deloitte Access
Economics highlighted the problem:

The original objective of ‘continuous
improvement’ has become lost in the drive
toward an uninspiring, standards-based
middle ground. Innovation has become
more difficult and risky for any provider at
the very time it should be encouraged.”

Six years later, the situation remains unchanged;
innovation remains rare and higher education is
characterised by stultifying and dull conformity.
For the good of Australia, higher education needs
urgent reform. It needs to move from time-based
requirements (for example, a bachelor’s degree
requires three years of study) to outcomes (what
students learn). Most important, an accreditation
regime should encourage innovation. Most



universities make only minimal attempts to
collect evidence they could use to improve
course design, delivery and assessment. They
need to do better. Successful teaching should be
recognised and rewarded.

TEQSA's approach to accreditation implies

that a good university is one with research
academics, small classes, and lots of money.
With accreditation requirements such as these,
it is not surprising that Australian universities
remain conservative, expensive, and unprepared
to meet the challenges of rising costs. TEQSA
does not encourage universities to produce
high-quality learning outcomes at low cost;

it ignores costs entirely. Too bad, because
low-cost outcomes are precisely what society
needs. TEQSA's accreditation model may have
once been justified, but we live in a new era
of mass education, and Australia’s approach to
accreditation is no longer fit for purpose.

POLICY 5.
Reconsider Research

Australian universities have grown markedly
since Wentworth opened the University of
Sydney. They are no longer small institutions
serving a tiny elite. Together, they employ
55,000 academics.”* Except for a small number
of ‘teaching-only’ staff, all academics are given
time and sabbaticals to conduct research. Many
receive research funding as well. TEQSA restricts
the title ‘university’ to institutions that conduct
research.

University research and scholarship have led to
discoveries in science, medicine and many other
fields. Through their scholarly work, academics
have also helped to preserve and transmit our
shared culture. They represent Australia’s finest
intellects, and they play an essential role in

the progress of our civilisation. These scholars
richly deserve the honours they receive. But we
cannot expect to find a world-beating genius
standing in front of every lecture theatre. It is
ridiculous to claim that every single one of our
55,000 academics makes vital contributions to
knowledge. For the vast majority of academic
staff, teaching should be their job and doing

it well should be the basis of their career
progression.

Final Thoughts

If implemented, these policy prescriptions will put
considerable financial pressure on universities.
Fewer students may enrol if employers do not
require applicants to have degrees. Requiring

universities to share their risk of repayment
will force them to be more careful about whom
they admit, which will reduce student numbers
or require them to provide effective remedial
teaching. Either way, Institutions will have to
make savings.

These savings could come from having the
majority of academic staff focus on teaching (all
year, not just for six months). Research should
be left to truly gifted intellectuals. Concentrating
research in a small number of universities also
makes sense; it is more efficient than doing a
little research across many institutions. Only 33
per cent of American universities offer doctoral
research degrees;’> in Australia, the figure is 100
per cent.

Another area offering considerable room for
savings is trimming the bloated bureaucracies

of administration. Around half of Australian
university staff members are not academics.
Some are laboratory technicians, librarians,

and IT experts, but among the thousands of
others are many whose jobs are not essential

to teaching, learning, or research. Their main
function is to comply with the various demands of
TEQSA, granting authorities and the government.

A TEQSA accreditation regime that encourages
innovation rather than conformity would also help
universities to harness new technologies, adopt
new systems and perhaps even overcome their
‘cost disease’. For students, particularly those
from lower-income backgrounds, and the nation
as a whole, adopting the policies recommended
here would produce a fairer distribution of risk,
subsidies, and taxes. The value of professional
societies, the military, online educators,
vocational schools, and specialised training
schools would be enhanced. Capital would be
allocated more efficiently, and social mobility
would be improved.

To promote progress and innovation in higher
education, a TEQSA accreditation regime that
emphasises creativity and experimentation
rather than conformity is needed. Permitting
innovation would enable universities to leverage
emerging technologies, embrace novel systems,
and potentially overcome the ‘cost disease’ that
currently plagues higher education.

Adopting the policies proposed here would

lead to a more equitable distribution of risk,
subsidies, and taxes, benefiting students from
disadvantaged backgrounds as well as the wider
society. The value of professional societies,
vocational schools, online educators, specialized
training, and the military would be amplified,
while capital allocation would become more
efficient, resulting in increased social mobility.

Perhaps the biggest change of all, and the
hardest to achieve, is the reinvigoration of the
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cultural, moral, and character-building functions
of higher education. It is not easy to go
challenge the myth that universities exist solely
for economic advancement, it is worth trying. As
the American writer, Flannery O’Connor wrote to
a friend, “You have to push as hard as the age
that pushes against you.” It’s time to rethink the
purpose of higher education.
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‘Degree inflation’ has reduced the value of university qualifications, kept people out of jobs
they would otherwise be qualified for, and lumbered taxpayers with paying the student
debt of those who drop out or never find a job after getting their degree.

The past 20 years have seen explosive growth in universities: The numbers of graduates
have increased, and employers now demand university credentials for jobs that formerly
did not require them.

As the number of graduates increased, the economic value of their degrees withered. This
‘credential inflation’ also severely disadvantages those who have the ability and experience
to perform a job but, for one reason or another, were unable to study at a university.
Instead of increasing social mobility, the vast growth in degrees has had precisely the
opposite effect. Yet, universities continue to churn out more degrees, each worth less
than the previous one.

Universities are expensive to run and find it difficult to control their costs — relying instead
on increasing their income by enrolling more students. Because admission-qualified
students already attend university, enrolments are expanded by lowering admission
standards.

An end to degree inflation would bring many social and economic benefits:

® Employers would have access to a larger and more diverse pool of potential employees
whose experience and skills render them equally — or even better — qualified than
applicants with degrees.

® The value of further education, trade schools, military training, and on-the-job
apprenticeships would be enhanced, as would life-long learning.

® Young people who aspire to climb the career ladder but whose circumstances preclude
higher education would be spared spending fruitless years in university running up
debt.

® Taxpayers would be spared having to pick up such a large bill for drop-outs and those
who never find employment that allows them to pay their student loan.

A just distribution of risk, subsidies and resources would benefit students from
disadvantaged backgrounds as well as the wider society. Fair equality of opportunity would
be enhanced by adopting the policy proposals outlined in this paper.
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