Policy and management background to entrepreneurialism

in UK universities

Abstract

One of the policy priorities of the British government since the early 1990s has been to render the country more economically competitive by transferring knowledge into wealth creation. A regulated quasi-market in higher education had been created by the 1988 Education Act, which encouraged universities to respond to market pressures and to become more entrepreneurial.  This led to radical changes in institutional organisation, management and behaviour. But there remain wide variations in the way in which individual higher education institutions have responded to the market pressures.

Government policies and universities since the late 1980s
After severe cuts in expenditure in the early 1980s, the 1988 Education Reform Act transformed universities from partners of the State in the provision of high-level teaching and research into audited vendors of academic services. It created a set of arrangements in which government financial allocations to higher education institutions were conditional upon the delivery of identifiable teaching and research services. New funding councils enforced ‘financial memoranda’ or contracts with each university, which specified what was required in return for the public funds they received, and they established formulae that set ‘prices’ for each student recruited. Universities were also strongly encouraged to supplement their income by selling teaching and research services to the private sector and generating income from non-state sources. Many universities developed income generating strategies that included recruitment of full fee-paying foreign students, formalisation of consultancy services by members of academic staff, the creation of science and business parks, and renting out teaching and living facilities for conferences and other uses at times when it is not required by students.

In 1989 the government also transferred around 20 per cent of the core funding away from direct payments to institutions and used it to subsidise payment of fees paid by LEAs in respect of students directly to their universities. These two changes, formula funding based on student numbers and fee subsidy of about a quarter of teaching costs, facilitated a rapid expansion of student numbers. More students meant more cash and institutions responded by recruiting as many full cost students as the funding councils allowed, and then as many ‘fees only’ students as they could find. The net result was a 75 per cent increase in new first-degree enrolments between 1988 and 1994 with many institutions doubling their enrolments over the five-year period. However, an inevitable consequence was a sharp reduction in the funding per student by the state (of 25 per cent over the same five-year period, and it continued to fall for several more years). At the same time, and partly as a consequence of the declining income from each additional UK (and EU) student, universities continued to recruit overseas students, who were required to pay full cost fees, ever more vigorously.

Since 1990 the British Government has increasingly emphasised the role of universities in the knowledge society and the need to be entrepreneurial. For instance, in 1993 the Government launched a ‘technology foresight programme’, which was intended to encourage networking between researchers and the ‘users’ of research, to identify priorities for research development and to exploit them according to economic and social demand. In 1998, and again in 2001, the Government opened up competition between universities for University Challenge Seed Funds. The Government aim was that the University Challenge Funds would increase the number of research discoveries that are exploited commercially and would become self-financing after their 10-year planned lifetime.

The 2003 White Paper The Future of Higher Education argued that radical reform was necessary to widen student access to universities and to make universities more responsive to the demands of the global economy. Much of the increase in student numbers should come from two-year work-focused foundation degree courses and universities should develop stronger links with business and economy. The Lambert Report on University-Business Collaboration (2003) recommended more recognition of applied research, and financial rewards from public funds for universities undertaking collaborative applied research with industry.
Structure and funding of higher education institutions
Until 1992 the UK system was binary, consisting of autonomous universities and a public sector of polytechnics and higher education colleges. The 1992 Act transformed polytechnics and many other colleges into universities and created a unified higher education sector
. 

UK universities are autonomous property-owning institutions with their legal independence guaranteed by Royal Charter or Parliamentary Statute. Each university is responsible for managing its own financial, administrative and academic affairs. Universities appoint and employ their own staff, recruit their own students, decide on their own curricula and award their own degrees. The status of UK universities as charitable foundations does not permit them to distribute profits but they have full discretionary powers to use any financial surpluses they achieve in accordance with their charter or governing statute. It has also become increasingly common for universities to have legal agreements with other institutions to provide higher education courses. These may be partnership agreements in which courses are given collaboratively, or provision may be franchised to other institutions, which may be in the UK or overseas. In these cases, the ultimate responsibility for the standards of the degrees lies with the awarding university..

There is one domestic private university in the UK, which is the University of Buckingham, a small university with only 750 students, which was awarded Royal Charter in 1982. It is also possible for institutions with degree-granting power from overseas to operate and offer their awards in the UK, though very few UK students are enrolled in such institutions.

In the last two decades government expenditure per student on universities fell by 45%. Universities are encouraged to attract external funding and, on average, they now receive 60% of their income from sources other than the Higher Education Funding Councils.

Table 1 shows how the broad distribution of sources of university income have changed since 1980:

Table 1: Sources of income of UK universities 1980 - 2004

	
	1980
	1990
	1994/5
	2003/4

	state grants for teaching and research
	63%
	36%
	44%
	39%

	student fees income
	17%
	21%
	22%
	24%

	research grants and contracts
	13%
	20%
	14%
	17%

	other sources
	7%
	23%
	19%
	20%


1980 and 1990 include the pre-1992 universities only: 1994/5 and 2003/4 include all higher education institutions

Sources:  Higher Education Statistics Agency

In 1980 most student fee income was paid by the Government, meaning that 80 per cent of university income came in the form of an undifferentiated grant from central government. By  2004 most of the fee income was paid by the students or their families. The relative decline in the state contribution was, therefore greater than the tp line of Table 1 shows. Another major change was that whereas in 1980 the core public grant for teaching and research was undifferentiated, by 2004 78% of the state grant was allocated on the basic of teaching criteria and 22% for research.

This overall picture hides a wide variation between institutions in the source of income and in the total amount of funding available. There remain major differences of aims, structure and wealth. Eleven are, in practice, predominantly research institutions in that more than two-thirds of their total income comes from research and the training of research students
. Another twelve, the rest of the so-called Russell group of research led universities receive more than half their income from research related activities. Another useful indication of the diversity and the concentration of research funds is that 75% of funds allocated through the RAE go to 25 universities and 84% of research council funds go to 25 universities (probably not quite the same ones). At the other extreme are 40 universities which receive over 90 per cent of their income from teaching and teaching related activities. This last group are all institutions that have been designated as universities since 1992 and are more concerned with widening and improving access to groups previously underrepresented in higher education. ‘New’ universities generally claim to place greater emphasis on the practical application of knowledge than do the ‘old’ universities. In addition approximately 11 per cent of higher education is provided in further education colleges, which do little or no research: they do not have the authority to award their own degrees. On another boundary, many engineering and science departments, and medical schools have created spin-off companies and taken out patents, which help to transfer the knowledge created in their workshops and laboratories into practical use. It has been claimed that the rate of establisment of such university linked high technology companies is greater in the UK than in the US. 

A comparison of three institutions, one a research dominated university, one a middle of the road pre-1992 university and one a ‘new’ university (each with a similar total number of students) illustrates the differences:
Table 2: Sources of income of three UK universities

	
	HEFCE grant

Teaching   Research 
	tuition fees
	research grants
	Other
	Total Income

	Cambridge
	13%
	18%
	12%
	33%
	24%
	446.8

	Reading
	21%
	13%
	21%
	18%
	27%
	123.8

	Wolverhampton
	48%
	1%
	27%
	2%
	22%
	96.6


Total income is given in £ million

Source: (1)Higher Education Statistics Agency (2003) Resources of Higher Education Institutions 2001/02 (Cheltenham: HESA), table 1,  pp.16-18. (2) Recurrent Resources for the year 2001/2 (Higher Education Funding Council, 2001)
Since the beginning of the 1990s the core government funding of higher education institutions has been based on two main indicators of performance: student numbers (for teaching grants) and estimates of quality and volume (for research grants). However, once the total allocation for an institution has been calculated the Funding Councils make an undifferentiated block grant for teaching and research and each higher education institution decides for itself the internal allocation between its various activities. 

Another opportunity for entrepreneurial activity is is provided by the recruitment of students from outside the European Union and there are no legal restrictions on the number of such students a university can recruit.  They have to pay fees that cover the full cost of their education and this often includes a surplus that can be used for research and other academic activities of the university’s choosing. In 2004 12 per cent of new recruits in total were from outside the EU but this conceals big differences between universities in the proportion of students from outside the European Union.  Table 3 shows the percentages of recruits for the four institutions in the UK case study.

Table 3: Percentage of non-EU students in UK case study universities

	University of Buckingham
	64%

	London School of Hygiene and Tropical Medicine
	43%

	Nottingham University
	18%

	Plymouth University
	6%


Source: Higher Education Statistics Agency (2006) 

Online Query at /http/www.hesa.ac.uk/acuk/maninfo/compareintro.htm

The 2004 Higher Education Act permits institutions to charge undergraduates variable fees from 2006-07 up to £3000 a year providing they have an approved plan to avoid discouraging students from lower income families. Variable fees are likely to stimulate further entrepreneurial initiatives encouraging universities to market their courses more actively in the home as well as the foreign student market. Formula funding of universities and tuition fees covering about half the cost of first-degree courses are indicators of a market-oriented approach to higher education finance. However, it is a far from free market: institutions are prescribed maximum student numbers and there is a range of auditing and monitoring procedures that regulate staff salaries, admission of students and tuition fees charged to undergraduate students.

Since 1986 core public funding for university research has been allocated on the basis of Research Assessment Exercises (RAEs) generally held every four years. The RAE consists of peer reviews of research by subject fields and allocates a numerical score to each departmental submission offered for review. The university receives an financial allocation for each subject department based on the numerical score for the quality of its research and an estimate of the volume of research based on the number of ‘active’ researchers in the department. The points scores are often aggregated and league tables of institutions published in the media. The RAE creates market responses in that it has increased competition between universities for research funding and good research staff. It gives an indirect indication of levels of research ‘quality’ to external research sponsors
 and is also sometimes used by students, especially students from other countries, as an indicator of the value of the education provided by a university.

The RAE generates much debate within the higher education system and there are frequent calls for its reform. It is claimed that the RAE provides incentives to improve individual and institutional research performance, and concentrates research funds so as to create research groups strong enough to be internationally competitive. However, other commentators claim that there is little evidence that concentrated funding is associated with higher quality research and that the system discourages ‘new entry’ into many areas of research. It rewards ‘safe’ and ‘quick’ research, and discourages longer term and riskier research. It is also claimed that it gives the government excessive influence over university research. The fundamental issue is that it has the effect of concentrating core research funds in fewer and fewer institutions, which is essential in some subject areas where research at the frontiers of knowledge is very expensive and requires large research teams, but it may be inappropriate in less expensive research areas which depend much more on the work of lone scholars or small teams.

Figure 1 shows how selectivity of research funding has increased since the early 1990s.
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Source: Bekhradnia, B. (2004), p. 17.

Some universities have become much more research-oriented, while others have to find much more income from other sources. It may be that that concentration of research funding in a few research centres will attract the best researchers and create optimum possibilities for major scientific discoveries. One issue explored in the UK case studies is whether those universities that receive large amounts research funding are the most entrepreneurial; or whether the absence of research funding in other institutions stimulates entrepreneurial activity in the search for other sources of income. The answer is not clear-cut. Certainly research excellence and competition for research funds provides opportunities for knowledge transfer and entrepreneurial initiatives associated with it. However, some of the largest scale entrepreneurial initiatives, such as opening campuses in other countries and many other innovative ventures associated with the recruitment of fee paying students are closely associated with the teaching function of UK universities. 
University management 
The UK was one of the first countries to adopt the ‘new public management’ policies of the 1980s and 1990s. Financial stringency, competition and market responses require quick decisions and flexible implementation of them. Traditional consensual and collegial management structures were no longer considered to be effective. In a competitive environment management needs to be geared towards performance: universities have had to streamline their decision-making processes, be more alert to income earning possibilities and be prepared to take some risks.

Changes in the funding formula and increases in commercial income generation brought about many cultural and organisational changes. They had an impact on the management of universities. Research in particular has become more tightly managed, and individual academics, departments and institutions faced greater pressure to deliver identifiable ‘research output’ than previously.

The diversification of funding sources led to a strengthening of financial management. Transparent models of internal resource allocation were introduced that made it clear which departments were generating financial surpluses for the university and which deficits. Departments and centres that are not financially viable must reduce their costs, raise income from other sources, seek subsidies from other parts of the university because of their importance to the university, or close. In many cases, strategic decisions on resource allocation are mainly taken by a central strategic management group within the university. In some, most spending decisions are devolved to cost centres while the central management group monitors only their overall income and expenditure position and a few quality indicators such as research assessment and teaching quality scores. Centralised strategy and funding of new initiatives with considerable devolution of authority to implement the strategies and initiatives are now common in British universities. Sometimes faculties, such as medical and business schools, have considerable independent spending and income generating powers.

The pressure on academics to generate external income has led to the development of business support services. New positions have been created, such as technolgy transfer and business liaison officers to coordinate and oversee research developments and funding in each department and in the university as a whole. Many universities have established specialist marketing offices to support student recruitment and research offices that coordinate research policy. The role of international offices was expanded considerably because fee paying students from outside the European Union became a lucrative source of income. 

The UK case study institutions

The four UK case studies cover a wide range of responses to changes in the external environment and government policies. Table 3 summarises the differences in terms of the income sources of the four institutions. 

	
	HEFCE grant

(core income from government)

  
	tuition fees
	research grants & contracts
	Other
	Total Income (€Mn)

	
	Teaching
	Research
	
	
	
	

	Buckingham
	0%
	0%
	70%
	11%
	19%
	20

	Plymouth
	54%
	2%
	28%
	4%
	12%
	154

	Nottingham
	19%
	9%
	28%
	22%
	22%
	320

	School of Hygiene & Tropical Medicine
	6%
	12%
	13%
	63%
	6%
	130


To describe a university as entrepreneurial can mean three different things: (i) the university as an organisation behaves entrepreneurially, taking risks in the expectation of gains in the future; (ii) it is organised in such a way as to permit and encourage individuals and sub-units within the university to take initiatives that involve an element of financial or other risk; (iii) it teaches entrepreneurialism to students as a significant part of the university curriculum. 

Amongst the UK case study institutions in the EUEREK study Nottingham is a member of the Russell Group of large research intensive universities. In terms of student numbers it is the fourth largest university in the UK with approximately 25,000 full time equivalent students, and with 30 of the 41 specialist subject areas identified by the Higher Education Statistics Agency it is joint second in the scope of studies offered. Less than 30 percent of its income comes in the form of grants from the Higher Education Funding Council. Nearly all of the rest is, in some sense earned through competition and even the core income from the Higher Education Funding Council is partly a result of competitive success. 

There is general agreement within the university that it has had entrepreneurial leadership throughout the 1990s and that this has resulted in several large-scale new initiatives which have been remarkably successful, but there are some differences of opinion about how deep the culture of entrepreneurialism has embedded itself in the institution.  There is, however, widespread agreement that the university is entrepreneurial in the sense that individuals with ideas for new developments are encouraged to put them forward and if they are deemed to have a reasonable chance of success they are supported by the University management. The main obstacles to entrepreneurialism as perceived by the staff who were interviewed in Nottingham are: pressures on academic staff time; the belief that entrepreneurialism is not an end in itself for universities and the research assessment exercise which focuses on fundamental research rather than applied research and knowledge transfer.

The Nottingham report concludes, however, that ‘… along all three possible dimensions of entrepreneurialism in universities, Nottingham can claim to be an entrepreneurial institution and that it is generally agreed that much of the driving force for this has come from the leadership at the top. However it is important to remember that it is first and foremost a University and that its main business and almost its sole business, is teaching and research. All the large-scale examples of entrepreneurial activity identified in this report have been consistent with its traditional function as a university: their aim has been ultimately student recruitment, to enhance the quality of learning experiences at the university, and research.’

The London School of Hygiene and Tropical Medicine is a postgraduate medical school and part of the University of London. It provides a national and international focus for collaboration in teaching and research where clinical, population, laboratory and social sciences are integrated to address broad issues of health. It is entrepreneurial in matching its own research priorities with funding opportunities. Research programmes are multidisciplinary and range from basic laboratory studies to applied public health research and from disease specific to those that deal with environmental risk factors. Nationally and internationally, the School’s reputation stands high. The School’s primary activity and its major source of income is from research grants and contracts – in 2004 the School’s income from research grants and contracts comprised 63% of its total annual income and only 18 per cent came in the form of core grants from the Funding Council and two-thirds of this (12% of total income) was for research.   

A major initiative in the 1990s was a distance learning MSc, which was embarked upon primarily to generate new income, but also because it fitted within the School mission. By 2001 the number of students on the distance learning Masters programme was the same as those attending courses in person, about 800. However, in general the School is very much driven by external research funding opportunities. The School has relatively few permanent academic staff and a high proportion of its research income is obtained by people who are entirely supported out of the research grant that they can get. ‘If they cannot attract research grants, they do not get paid.’ Despite these pressures its entrepreneurialism is academic rather than commercial and the mindset of most of its staff is not sympathetic to commercial exploitation. A high proportion of the research which is directed towards public health and infectious disease in developing countries is not obviously exploitable commercially. 

In the early 1990s consultancy was part of the School’s stated mission and income from this source rose from €1million in 1995 to more than €4million in 2001. However, after discussion within the School it was agreed that consultancy should not be so central. Partly this was because undertaking big consultancies exposed the School to significant risks but also because, ‘we want to be doing top-quality research, we don’t want people to be distracted into consultancy, into doing ‘just’ another consultancy report.’ By 2004 the income from consultancy had fallen to less than €2 million.

The case study report makes it abundantly clear ‘that staff are strongly self-motivated both in terms of scientific reputation and peer pressure, and by a commitment to the kind of work they do. But it is also clear that this is enhanced by an institutional management style which is geared to the School’s distinctive mission and which is responsive to internal views as to the way the School should be managed.’

When asked about what inhibited entrepreneurialism ‘almost every interviewee mentioned space.’  A second inhibition ‘is the RAE, which is clearly an ever present consideration in the academic structure of the School.’ Two other inhibitors were mentioned – time and people. According to one senior lecturer “Time is a huge issue because there are so many tasks that we are bombarded with these days, administrative tasks, committee work, teaching preparations, writing grant proposals, etc. it is a huge burden. So if you have a very good idea, it has to have a very high chance of success before you decide to spend the time on it.”

The University of Plymouth obtained university status in 1992 having previously been a polytechnic under local authority control. A strong local focus has carried through from the University’s polytechnic days: its mission makes a strong commitment to the region and to widening higher education participation within it. This priority has made Plymouth one of the largest universities in the UK, in terms of student numbers with over 28,000 students on undergraduate or postgraduate courses and continuing professional development programmes. However, ‘the economic picture of the region is a lack of major industry, quite high levels of unemployment, and a predominance of SMEs, together with a ready acceptance of public subsidies to support the regional economy.’ Within the region, the University has developed a range of local partnerships generating funding as well as joint activities. These partnerships may be classified as entrepreneurial in the sense of the diversification of income and the extent to which they draw the University into non-traditional activities? But they can also be seen as just ‘another way for the University to gain access to public funds, in response to current funding priorities’.

The University’s consultancy company, PEP Ltd, has an annual turnover of over €2.2 million. However, though the University is innovative in much of what it does, ‘it would be misleading to describe it as “entrepreneurial” in the usual sense of the word. Instead, it concentrates on undertaking its core role – undergraduate education on a mainly regional basis, including providing for many students from disadvantaged backgrounds, who until recently would not have participated in higher education – and innovating in areas that are directly related to this task. The University competes for students with other institutions of similar status in south-west England. It is continuously aware of the need to market itself to potential students, particularly in schools and colleges in the region. Its student recruitment team are creative and energetic, constantly seeking new marketing opportunities to present the University to potential students.

The size of the University militates against entrepreneurialism in the normal sense of the term. A devolved structure is probably necessary to achieve effective management, but the tiers of decision-making that this implies makes it difficult and time-consuming to make decisions. There were criticisms of a committee-dominated management culture, while at the same time there were complaints about lack of information. Other inhibitors that were mentioned included time constraints though general pressure of work; the need to focus on RAE activity; constraints when inter-faculty projects were proposed, because staff would then have to deal with two heads of faculty; and resistance by staff members said to be unused to change. A lack of money was mentioned too.

The main contribution of the University of Plymouth to the knowledge economy and society lies in its bringing into higher education a large stratum of people who, in earlier decades, would not have participated in higher education at all. The University’s ability to reach a scattered rural and small-town population through its partner college network is significant.

The University of Buckingham is the only university in the UK that is wholly independent of government recurrent and capital funding though the fact that several of the public universities now receive less than 20 per cent of their income as core grants from central government makes it less different from the norm than it was when it was founded thirty years ago. The principal reason for establishing an independent university was uneasiness about the alleged weakened autonomy of the British university system that was implied by the growing reliance on state funding. Buckingham’s most distinctive features are its small (less than 1,000 students) and its two-year bachelor’s degree. The two-year fast-track degree programme was an innovative feature, made possible by the adoption of four intensive 10-week terms per year (without the extended vacations of other universities). 

 Buckingham’s beginnings were thus innovative and the two-year (eight-term) degree instead of the traditional three-year (nine term) degree offered an entrepreneurial approach. However, according to its current vice-chancellor “you can’t run an independent university on fees alone. Buckingham has no other source of income, no endowment income, and it tries to survive on fees alone. The University does not have enough income and it is desperately struggling to survive.” There is general agreement within the university that reliance on fee income alone had meant that apart from its initial establishment the University had not until recently shown any entrepreneurial capability.

One interviewee at the university argued that in an institution that depends almost wholly on fee income, entrepreneurialism can be developed in the kind of programmes that are offered. A specific and radical example is in the business school where the University recruited a new dean from the US who is converting the degree in business studies, where student numbers have been falling to a degree in business enterprise.  Another new venture has been to complement the regional strategy in respect to student numbers by persuading the South East Regional Development Agency to set up an enterprise hub and creating an incubator building to launch small companies. These are relatively small scale ventures but indicate that from a conservative base the University is now more attuned to the idea that if it is to renew itself it must be by innovation rather than by simply continuing as it was.

The most significant inhibitor to entrepreneurialism seems to be the difficulty of changing the model. In the words of one respondent ‘I don’t want to be making excuses, but I think it is probably linked into this two-year course structure because it does mean that everything is being used all the time. You can’t run conferences and your accommodation is being used all the time. …  I think the University is still at the crossroads, whether we are going to remain wedded to this two-year model, which we have always seen as giving us the tremendous advantage, but perhaps now it is not. Over time the original innovation of the intensively taught two-year degree became a strait jacket because the academic organisation required to deliver it inhibited academic innovation in other areas of activity. Reliance on fee income also removed incentives to become entrepreneurial in activities that were not teaching-based. The University was slow to react to what was, in effect, a failing academic model and faced a serious downturn in its finances. 

The above synopses have shown major differences between the four case study institutions.  But there are also some important similarities between them. All have experienced one or more major changes in the management structure and academic organisation since the early 1990s. All have a small senior management team advising the vice-chancellor, which are not part of the formal decision making machinery but are very powerful in practice through their ability to convince the executive head os the institution and their influence with Senates and Councils.. However, all have devolved a good deal of detailed financial decision making to subsidiary schools, faculties or departments. All have been very energetic in recruiting students from outside the EU and have active international offices. All, except Buckingham, have an office headed by a member of the senior management group that is responsible for knowledge transfer. All are aware that their income is no longer guaranteed government and that their survival and academic success depends on their ability to generate income and manage it well. 
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Endnotes

� A process which culminated in 2005-6 when most of the remaining higher education institutions were transformed into ‘teaching only’ universities.


� Of these 5 are relatively small specialist institutions: the remaining 6 are comprehensive university institutions.


� However, there is an element of circular reasoning here because the RAE score itself is influenced by a department’s success in obtaining research funds.





� Higher Education Statistics Agency (1995) Resources of Higher Education Institutions 1994/95. Reference Volume (Cheltenham: HESA), table ‘income and expenditure summary 1993/94 & 1994/95’; Higher Education Statistics Agency (2003) Resources of Higher Education Institutions 2002/03. Reference Volume (Cheltenham: HESA), table ‘total income and expenditure by source of income and category of expenditure 2002/02-2002/03’; Universities Funding Council (1993) University Statistics 1990-91. Volume Three: Finance (Cheltenham: Universities’ Statistical Record), table 5, p.16; University Grants Committee (1982) University Statistics 1980. Volume Three: Finance (Cheltenham: Universities’ Statistical Record), table 2, p.11.
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