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Policy relevance: Europe needs better higher 
education to remain competitive (a Chance for European 

Universities, 2010, Amsterdam Univ. Press)



What’s “New” Pussycat? 

Pussycat might have answered:

It’s “institutions” that count in the relation 
between societal investments in higher 
education and the value added in talents and 
competencies as well as in the stock of 
knowledge derived from research.   



Abstract: New Economics of Higher 
Education

• Higher education promotes economic development 
through the research, but first and foremost through 
the learning that leads to an increase in competencies.

• But the institutional setting (the organization of higher 
education) is important in that process. 

• Such organization might imply differentiation between 
more and less research intensive universities, funding 
based on output measures, while university autonomy 
has to be the leading principle to realize the power of 
the professors/professionals in terms of value added in 
education and research.



Observation 1: Innovation and knowledge stand at the heart of 
Europe’s world wide position in competitiveness

Global innovation index ranks (2016)  
Rank   Country

1. Switzerland
2. Sweden
3. United Kingdom
4      United States of America
5      Finland
6      Singapore
7       Ireland
8       Denmark
9       Netherlands
10    Germany
??     Moldova



Observation 2: PIAAC Competencies  of graduates differ between 
countries. The PIAAC rank closely resembles the innovation rank



Content 

• Universities matter for economic growth.
• The competencies of the graduates drive economic 

growth. 
Then it would be smart to make universities 

accountable for value added in competencies. 
• Ensuring equity.
• The organization and funding of universities matter for 

adding value in competencies.
• Are politics sufficiently well organized to deliver the 

frameworks for the right organization and funding?
• Summary: the New Economics of Higher Education



Universities matter for economic 
growth through innovation

Role of knowledge for economic growth used to focus on 
research and research productivity.  

(Hall, 1994, Aghion and Howitt, 1998, Acemoglu, 2002, 
Vanden Bussche et.al, 2006). 

Institutional setting.
1. Governments  promote the triple helix: university-

industry-government cooperation. 
2. Research funding to be competitive.
3. University autonomy important for research 

productivity (Aghion et al., 2009)



In particular the competencies of the 
graduates drive economic growth.

• Differences between countries in economic 
growth  for the period 1960- 2000 are explained 
by competencies (not by education achieved). 
(Hanushek et al. 2012 and 2014).

• Institutional settings are important for PISA 
results (Hanushek et al. 2014).

• Three types of settings: 
- funding for growth; 
- differentiation within higher education, and
- releasing powers of professionals (autonomy).



What competencies count for 
innovation and growth? 

• Cognitive achievement and knowledge of the field  in 
“problem solving” mode.

• How to work in teams, how to communicate.

• Intercultural understanding.

• Behavioral skills or personality traits: Openness, 
Conscientiousness, Extraversion, Agreeableness and 
Emotional Stability.

• “Economic traits”, like impatience, risk aversion, trust, 
altruism and positive and negative reciprocity.

• A good understanding of ICT.



Then it would be smart to make universities 

accountable for value added in the competencies that 
count for the individual and for society.

• November 2015 UK Government “Now that 
we are asking young people to meet more of 
the costs of their degrees once they are 
earning, we in turn must do more than ever to 
ensure they can make well-informed choices, 
and that the time and money they invest in 
higher education is well spent”



On differentiation: comparing value 
added



Third strand of institutional setting: 
releasing power of professionals

• University autonomy in framework of 
accountability (focused on realizing value added/ 
at least accredition, but hopefully AHELO-like 
measures of value added).

• Independent university leadership to be able to 
realize accountability (a university is a goal 
oriented institution not a public democracy).

• Some evidence (Hoareau et al., 2012) that 
automony improves value added for innovation.  



Overall setting: ensuring equity.

• Equality of access to universities, independent 
of parental education or parental income. 

• Pre-university achievement interferes (see 
remark earlier on PISA) 

There appears to be no trade off 
between growth and equity.



Are politics sufficiently well organized 
to deliver the framework for the right 

organization and funding?

• In politics sometimes the long run turns out to 
have exceedingly short legs. 

• Is it  possible to have non-partisan long run 
policies?

• Shouldn’t university organizations be in 
dialogue with Government on this?



Politics ties itself to the mast to ensure 
the long run



Summary: New Economics of 
Education

• Focus on impact of institutional setting of higher 
education on value added in learning and on 
research.

• Institutional setting for education: leeway for 
control (autonomy); funding based on value 
added delivered in learning; differentiation within 
higher education and “triple helix”.

• The “right”institutional setting provides the best 
jumping board to get a place among the top-10 
countries in innovation.




