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I will try this morning to cover two, linked subjects.  (Slide 2).

First, the status of European universities, in other words their standing in the global higher education marketplace. Second, the contribution universities can make to the competitiveness of the European economy overall. The two points are linked, I believe, by the Lisbon agenda.

At the Lisbon Summit in March 2000, European Heads of Government committed themselves to the objective of making the European Union the world’s most dynamic knowledge economy by 2010. It would be difficult to argue that significant progress towards this objective had been made in the intervening years. The US economy has continued to grow more rapidly than the European economy, not to mention the dramatic growth rates achieved by countries like China, India and even, more recently, Russia. Even Japan has shown more dynamism in the last year or so. 

There are undoubtedly a number of factors behind this disappointing performance. Some believe that the introduction of the Euro, and the policies of the European Central Bank, have been at fault. That would not be my own assessment. I believe that the most important constraint on European growth is restrictive labour market practices in some, though not all, European economies. But there is also evidence that investment in research and development in Europe has been lagging that in the United States, and that research and development has been somewhat less effective in producing innovation and productivity improvements in European companies. On a labour hour worked basis German and French companies achieve output levels around 20% below those in the US, and the UK is some 30% below.

I would argue, too, that the role of universities is also significant, important in two respects. First, the research undertaken in universities feeds into the corporate sector. Secondly, through their teaching universities have a significant influence on the skill levels of the work force, and the appropriateness of those skills to the changing demands of the 21st century economy. 

It is therefore relevant to the Lisbon agenda to ask how competitive Europe’s universities are in the global higher education market. This question may, a generation ago, have seemed odd as, at that time, a much larger of proportion of students were educated domestically, and university academics rarely moved. Now students are increasingly mobile, as are faculty. At the London School of Economics,  over 60% of our students are from outside the United Kingdom, as are almost half our faculty members. The growing globalisation of higher education is notable elsewhere, too. The last decade has seen a particularly rapid growth in a number of Chinese and Indian students being educated in universities in developed countries.

First, though, what can we learn about the competitiveness of European universities? 

Assessing the competitiveness of a university is by no means straightforward. Many academics reject the idea entirely. But a number of attempts have been made recently to produce league tables of higher education institutions, using a variety of measures such as the receipt of Nobel and other significant international prizes. Other useful indicators are peer group assessments by academics in similar disciplines, the career destinations of students and the average salary they receive on graduation, and the extent to which the university is attracting students from other countries, which may indicate that it is offering an internationally competitive educational experience. 

There is no scientifically approved way of weighting these different factors, so there is clearly an area of subjectivity in the league tables produced. But they are none the less of some interest. There are two sources which now assess universities globally on a systematic basis. Shanghai Jiaotong University publishes a list of the top 500 world universities. And the Times Higher Educational Supplement in the UK has ranked the top 200. While there are some differences in individual rankings in these two league tables, they tell the same story about the competitiveness of European universities. The Shanghai Jiaotong table last year (Slide 3) included 37 American Universities in the world’s top 50, with 5 from the United Kingdom and just 4 from the rest of Europe. The Times list is somewhat more varied – and I think I would attach a slightly higher value to it. (Slide 4). It gives more weight to peer review. That shows 20 of the top 50 universities as being in the United States, with 8 in the United Kingdom and 5 in the rest of Europe. In the latter ranking there are more top 50 universities in Australia than in the whole of continental Europe. 

This will seem, to some, a surprising conclusion. And I would acknowledge that there looks to be some English Language bias in these rankings. But they are reflecting the views of academics themselves, and of those institutions, such as the Nobel Foundation, which reward excellence and innovation.

Furthermore, there is other evidence to suggest that European universities are falling behind the international competition. Take the level of investment in Higher Education. The percentage of GDP spent on tertiary education is appreciably higher in the United States at 2.5% by comparison with around 1% in the main European Union economies. Surprisingly, even the public support in the US is higher than in Europe, but the major difference come in the amount of private funding US universities attract. (Slide 5).

If we look at total expenditure per student on higher education, focusing on the teaching investment, rather than on both teaching and research, then we can see that in the United States around $21,000 is invested in each student per year, compared to a figure of around $8000 in the United Kingdom and just over $7000 in France and Germany. (Slide 6).

Of course inputs do not necessarily equal outputs. But these figures do suggest that we may be under-investing in our brightest young people. Only 20 years ago appreciably more was spent on an Oxford undergraduate than on her counterpart in Harvard. Now the relative positions are reversed. (Slide 7).

The public expenditure comparisons are probably well understood by most of you. But why is private sector funding for universities so low? I will come on to the questions of fees in a moment. But one element is corporate funding for research, which is lower in Europe than in the US. In the UK – I do not have the figures for other countries – business research income rose in the 1990s, but the growth has now flattened off. (Slide 8).

Another element is the contribution made to universities by alumni. Here a comparison with the US is even more striking. Even the best endowed British universities, Oxford and Cambridge, are outgunned by the big US Schools in terms of the capital they have to back their operations (Slide 9). On this chart, the LSE barely records a score. The same could be said of most other European universities.

This comparison focuses on the top end of the market, it is true. But the comparisons do not look any more favourable if we broaden them to look at the skill mix in the economy as a whole.

The percentage of university age people in tertiary education varies significantly from country to country, and the figures are typically lower in continental Europe, in particular, than they are in Japan, the United States and Australia, with the United Kingdom somewhere in between. A very recent report for the UK Government projected forward to 2020 the skill mix, in terms of educational attainment, in the main industrialised countries, based on current and forecast participation rates in education and training. The results (Slide 10) are striking. 

It is expected that, by 2020, 62% of the Japanese workforce will have tertiary qualifications, compared to 50% in the US, 43% in the United Kingdom, 27% in Germany but only 14% in Italy. Of course these cross country comparisons are not wholly straightforward. We know that in Germany, in particular, the quality of vocational training is significantly higher than it has been typically been in the UK and the US. But there is potentially a significant relationship between participation in tertiary education and international competitiveness, particularly at a time when, the Lisbon declaration reminds us, we are in a “knowledge economy” where the key to a successful and adaptable workforce is not just initial qualifications, but also the ability to pick up new skills through ones career. That ability is often associated with the kind of analytical skills and ways of thinking which are promoted in universities. 

So, in the round, why is it that Europe’s universities are under invested by comparison with the US? One answer which Prime Minister Tony Blair has given, in the context of the debate on the European Budget, is that too much public expenditure in the European Union goes on agricultural support or indeed, in individual member states, on welfare support for unemployed people and their families, rather than on research and development. 

That view has been supported recently by the report of an Independent Expert Group Chaired by former Finnish Prime Minister Aho, which recommends far more EU R and D investment, especially through universities.

We may not need to follow Tony Blair’s analysis into the detail of the common agricultural policy to see that he has a point. In individual member states it would seem that public support for universities is not such as to cause one to think that Europe’s universities will quickly race to the top of the global league tables. Furthermore, Europe’s Governments typically deny universities the right to raise fees from students themselves. Indeed in some cases they also deny them the right to select students on the grounds of their ability to complete a course. That results in significant wasted expenditure, with many students dropping out of programmes which prove unsuitable for them. 

In the United Kingdom there was a major debate on the appropriateness of fee charging in British universities two years ago. Eventually, Parliament reached the view that universities should be allowed to charge up to £3,000 a year, as long as the money available for scholarship support for students from poorer families was significantly increased. In the case of the LSE, that still leaves domestic students paying only around two thirds of the cost of their undergraduate education, but it is a step in the right direction. I note that in Germany, some limited additional freedom to charge is being given to universities.

There are those who believe that this is a retrograde step, and that university education should be free at the point of delivery for all. I do not share that view. It would be clearly in my own interests, as a manager of an academic institution, if more generous public expenditure support were more available for British universities. I would not turn it down. But I have to accept that there are constraints on a Government’s ability to support universities, and furthermore I would argue that a university education bestows a combination of social and private benefits. We all benefit collectively from a highly educated population which increases productivity and national wealth. But individuals with higher level qualifications benefit disproportionately through higher life time earnings. Is therefore not unreasonable to expect them to make some personal contribution to the cost of that higher education.

In the United States the top private universities charge fees very significantly above those which obtain in the UK or elsewhere in Europe. And yet the best of them are able to offer “needs blind” admission, since they cross subsidise among the student body. They are able to do this in part because of the fee levels, but also, as I have explained, because of the huge scale of private sector support for American universities, something which is very much lacking in Europe. There has been no tradition of private support for most British universities – with the exception of Oxford and Cambridge. The LSE, for example, is roughly the same size as Princeton. Princeton’s endowment is roughly a thousand times the size of the LSE’s. The same is true of the other major American private universities. 

So if Europe’s universities are to compete at that level, the answer does not lie entirely in increased public expenditure. We should be looking to persuade corporations and foundations to invest more in higher education. And we should be seeking to convince alumni that they should be prepared to reinvest some of their higher life time earnings so that successor generations can enjoy the benefits they received, irrespective of their personal means. That is a large part of the task of any university leader today. There are signs that the alumni of European universities are beginning to understand the force of this argument, but progress is slow.

There is, though, a link between fees and future contributions, and not the one you might expect. If students do not pay for their education, they seem less likely to contribute later when they received support to pay fees. If the state paid for them, why should it not continue to do so? So there is a link between fees and voluntary contributions in the future.

Of course these problems have been understood in Europe for some time, and the European Commission and others have tried to address them. The main focus of activity so far has been what we know as the Bologna Process. This was originally a Europe wide, rather than a European Union initiative. It began with the Sorbonne declaration in 1988 which committed countries to “strengthen the international competitiveness of European higher education”. (Slide 11). The following year the Bologna declaration re-enforced that aim, and set out some objectives for the higher education sector across the continent. The focus of the process has been primarily on achieving greater compatibility of courses and qualifications across Europe, to promote student mobility, primarily within the European Union but to some extent from elsewhere as well, as European qualifications come to look more similar to those in United States, and therefore perhaps more attractive to students from third countries. 

The changes resulting from the Bologna Process have been considerable in some parts of the European Union, where the degree structure was very different, though the changes in the United Kingdom have been less marked as our system was already on the three cycle- Bachelor, Masters and Doctorate - principle which is the basis for the future across Europe.

It would be hard to say, though, that this harmonising activity has yet had an impact on the international competitiveness of European universities. As often in European endeavours, there is a risk of an excessive focus on the problems of Europe itself,  while losing sight of developments elsewhere. That is not to say that harmonisation has no value at all, but it is by no means the end of the story. I see no likelihood that the Bologna process will, in itself, solve the problem I have described.

So as we look forward, what might we identify as the framework of a policy which would allow European universities to make their full contribution to the Lisbon objectives?

At the highest level, I would see three important elements:-

1. We must raise awareness of the scale of the problem. Are key policy makers in Europe conscious of the relative position of European universities in global competition? Do they fully recognise the extent to which we are slipping back? Is it something tax payers and voters understand? For the UK at least, I would answer a firm no to those questions. That needs to be changed. The Aho report is helpful in that context.

2. We need to increase investment in higher education and, in some countries in Europe, to increase the participation rate. That increased investment will need to come from three sources: the public sector, the corporate sector and individuals, both in the form of increased fees and private donations from alumni. The balance between these three sources of investment may be different from place to place and time to time, but all three need to play their role.

3. Universities need greater financial freedom. That links in with the requirement for increased private contributions, which are currently prohibited in some member states and heavily constrained in all of them. Without greater financial freedom, such as enjoyed by many universities in the US, Australia and other competitor countries, European universities are operating with one hand tied behind their back.

If we pursue these policies, there is no reason why European universities should not rival their top US competitors, over time. 

The chances of success for such an agenda will depend, in large degree, on the extent to which universities are seen as part of the answer to the overall competitiveness of Europe, which 1) at the core of the Lisbon agenda. Which leads to my second topic – just what contribution can they make?

If I led a science-based university I might find it easy to convince you that the inventions and innovations emerging from my labs were crucial for the future. The LSE has no labs, or men in white coats. So my challenge is harder. Nonetheless, I believe a strong case can be made. Perhaps the best way of illustrating it is by quoting some recent work on competitiveness itself.

Europe’s central economic and social problem remains unemployment. (Slide 12). But most economists would argue that, in the long run, the most decisive influence on growth and wealth comes from productivity. How effective are a country’s producers at combining factor inputs – labour and capital – to produce output. Here again, a comparison between Europe and the US is unfavourable. In both manufacturing, and the market economy more broadly, US productivity is well above that in Germany, France and the UK. (Slide 13). A team of researchers from the LSE, working with McKinsey, have been trying to understand these differences. If we can do so, we can perhaps pinpoint changes we need to make. 

Some of the obvious possible answers do not seem fully to explain the problem. Relative investment rates explain only part. Differences in skill levels in the labour force are relevant, and also account for part of the differential, but by no means all. One interesting point is that US – owned firms operating in the UK, with British workers, manage to achieve productivity levels comparable with those they get at home. 

It seems therefore that one of the most important answers lies in the quality of management. The study offers solid proof of that. Using an extensive questionnaire, which builds on Mckinsey’s client experience, the management practices of hundreds of firms were assessed, looking at work organisation, incentive structure and other things. That showed significant variation within countries (slide 14) but that the UK and France, in particular, have a tail of poor performers which brings the overall management performance down. The UK is at the bottom of this particular league table (Slide 15).

Why is management less efficient in Europe? A number of factors contribute. Some may be cultural, and hard to correct. Others can perhaps be addressed. Two things which seem to make a difference are competition, and the age of firms (slide 16). If competition is strong, firms with poorer management tend to be eliminated, bringing the average up. It also appears that younger firms are on average better managed, so if we can make business creation and market entry easier we can make a difference.

Labour market regulation also matters, and contributions to poor management (Slide 17). On a measure of firing and dismissal costs, the UK is half way between the US and continental Europe – not for the first time. This ought to give us an advantage. But it is not enough to offset the negative effects of our poor managers. 

I cannot do this research full justice today. There are many other insights into the role of ICT investment, for example, or the value of family-friendly working practices. My aim is to whet your appetite, and to show you that with well-funded research, social scientists can throw useful light on some of our least tractable problems.

In conclusion, there is a crisis and an opportunity. (Slide 18). Many of Europe’s universities are not globally competitive. More investment is needed. That is likely to come – if it comes – from diverse sources, not just the public sector, though governments will have to play their part. As a route towards financial diversification universities should be given more freedom to raise fees. I cannot see that, otherwise, they will be able to play the role they could play in enhancing European competitiveness. 
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