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Does competitive research funding encourage 
diversity in higher education? 

Hugo Horta, Jeroen Huisman and Manuel Heitor 

Based on the evolution of higher education systems in the last 50 years, this paper discusses the use of 
research funding mechanisms as privileged instruments to maintain and foster diversity in higher 
education systems. We suggest that competitive research funding supported by non-standardised 
evaluative processes may enable differentiation among institutions according to their resources and 
capabilities to develop research, while also recognising the limit to the use of such policy instruments. 

any publications have addressed the im-
pacts of funding regimes in higher educa-
tion on institutional, departmental and 

individual behaviour, addressing both expected and 
uninvited impacts (Phillimore, 1989; Layzell, 1998; 
Alexander, 2000). The issue of institutional diversity 
has also been extensively addressed in the higher 
education literature (Meek et al., 1996). Surpris-
ingly, the possible links between funding higher 
education and research (and development) and insti-
tutional diversity have hardly been investigated. This 
article tries to fill this gap by arguing that funding 
regimes may contribute to preserving or increasing 
levels of institutional diversity within national 
higher education systems. However, some of the 
downsides to such an approach will also  be dis-
cussed. The overall argument is that, despite some 
negative side-effects, competitive research funding 
is one of the few sustainable policy options to pre-
serve or increase diversity.  

We elaborate on this argument as follows. In the 
first three sections, we provide a brief historical 
background to the development of higher education 
systems in Europe since the second half of the 20th 
century. The perceived benefits of diversity and the 
models used to foster diversity as well as some of its 
main challenges are described. We then suggest that 
public funding allocated to research and develop-
ment activities can be a privileged public instrument 
to foster institutional diversity, as long as it is pro-
vided within a competitive framework assigned to 
non-standardised evaluation procedures. Possible 
caveats to this policy instrument are considered, and 
conclusions are then drawn.  

Historical background 

The external environment of universities has become 
increasingly complex since the end of the Second 
World War, forcing them to become more flexible 
and adaptable to the demands of the knowledge so-
ciety. Keller (1998) has indicated four main changes 
in this environment: 1) the increasing relevance and 
impact of information technologies which have en-
abled long-distance learning and virtual teaching; 2) 
the increased technological and scientific advance-
ment that makes life-long education and renewal of 
skills and learning even more necessary; 3) public 
budget constraints and constantly reduced public 
funding for the universities; and 4) the transforma-
tion of European higher education from elite educa-
tional systems to mass educational systems. These 
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environmental developments implied a process of 
diversification that ranged from programmatic and 
disciplinary diversification to institutional diversifi-
cation. New disciplines and fields of study were 
added to the existing ones, new functions were  
allocated to universities and new types of higher 
education institutions were established.  

National governments have acknowledged diver-
sification as a positive and necessary feature of mass 
higher education systems (Trow, 1979), based on the 
general assumption that a diversified system would 
be better able to cater for the varing needs of the 
many constituencies and users of higher education 
(Conceição and Heitor, 1999). The state’s need to 
comply with the population’s demand for tertiary 
education was complemented by pressing economic 
and knowledge requirements to raise the qualifica-
tion levels of the population (Lucas, 1988) and to 
invest in research and development activities (Nelson 
and Romer, 1996). In this context, Conceição and 
Heitor (2005) argued that a differentiated higher 
education system is necessary to prepare a country’s 
socio-economic structure to perform well in com-
petitive knowledge-dependent global markets.  
Simultaneously, it is understood that a broad (diver-
sified) science structure is the best policy to deal 
with unforeseen demands of an uncertain knowledge 
development (BIE, 1996).  

Whereas the latter references particularly apply to 
the research and development (R&D) function, simi-
lar arguments can be found for the educational func-
tion of higher education systems and institutions 
(e.g. Birnbaum, 1983; Stadtman, 1980). The latter 
posits that: diversity provides an increased availabil-
ity of educational choice for learners, thus promot-
ing a wider access to higher education to everyone; 
enables institutions to match educational needs, 
learning styles, curricula, goals, learning ability and 
speed of learners; permits institutions to decide upon 
their focused institutional missions and activities 
(underlying here the linkage with the institution’s 
location, resources and type of desired or available 
students); and guarantees the legitimacy of institu-
tions by making them more responsive to a fast 
changing technologically based society which is be-
coming ever more complex and diverse.    

The need to comply with societal demands and 
the realisation of the benefits from diversifying 
higher education led to a very dynamic evolution of 
higher education systems (Neave, 1996). This evolu-
tion simultaneously affects and redefines the goals, 
governance, policy decisions, and structure but they 
can be isolated into periods of on-going rationalisa-
tion of higher education systems (Scott, 1995). 
Based on previous analyses, Vaira (2006) has identi-
fied four key stages to the changes: 

• 1945–1965: A period of expansion spurred by 
social demand for higher education. Expansion of 
the university system took place through an in-
crease in the number of university institutions, 
academic staff, curricula and study courses. 

• 1965–1985: University expansion met its finan-
cial and structural limits. Thus the system was  
unable to respond efficiently and effectively while 
the running costs were increasing at a rapid pace. 
The solution was to foster structural diversifica-
tion of higher education systems, either by creat-
ing dual system institutions or through a binary 
model (that most European countries adopted). 
European countries were experiencing a period of 
economic prosperity and rapid technological in-
novation, which demanded a more skilled labour 
force and new professional profiles which re-
quired people with higher levels of education. In 
this context, it is not surprising that most attempts 
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in that period to create, maintain or increase  
diversity in higher education were steered by  
national governments (Teichler, 1988), particu-
larly by upgrading (and merging) educational in-
stitutions which had previously focused on 
vocational training. In this way, new sectors could 
be established at relatively low costs and a time-
lag between setting up institutions and students 
actually entering the labour market could be 
avoided (Goedegebuure, 1992).  

• 1985–2000: This was the period of institutionali-
sation and consolidation of most of the systems. 
This process occured simultaneously with the  
crisis in the welfare system and the resurgence of 
neo-liberal and market-oriented policies. States 
reduced their controlling grip on higher education 
institutions as public funding for higher education 
decreased leading to greater institutional auton-
omy. Also, steering at a distance led to the im-
plementation of evaluations that created further 
competition in the system and to which universi-
ties responded by diversifying their organisational 
arrangements and formative supply. During this 
period the concept of the entrepreneurial univer-
sity became very fashionable as universities tried 
to become more research intensive as well as 
close to industry.   

• 2000 onwards: The Bologna and Lisbon processes 
are creating new dynamics in the systems as  
new organizational and systemic requirements  
are demanded. There seems to be a blurring at  
organizational level between universities and non-
universities. This may also be the effect of institu-
tional and competitive forces that are pushing  
towards a unified system (see also Kyvik, 2004).  

During these transformations, constituencies other 
than the state have also become important. These 
include higher education institutions themselves 
(having been granted more institutional autonomy in 
recent decades, see Neave and Van Vught (1991), 
supranational agencies such as the European Com-
mission (EC, 2003), and buffer organisations at the 
national and supranational levels (European Asso-
ciation of Universities). However, the ‘market’ has 
also pervaded higher education systems (Teixeira et 
al., 2004). The following section explores in more 
detail the theoretical and conceptual underpinnings 
of the state and the market as drivers of diversity. 

Higher education diversity: the role of states 
and markets 

Higher education institutions, like any other organi-
sations are not self-sufficient as they require re-
sources as well as social and political acceptance 
from their environment in order to survive (Pfeffer 
and Salancik, 1978; Meyer and Rowan, 1977). Their 
choices are constrained by external pressures  
(DiMaggio and Powell, 1983). At the same time 

they are driven by self-interest (Oliver, 1991; Pfeffer 
and Salancik, 1978). Competition for tangible (fund-
ing) and intangible (status, social recognition)  
resources form the background to the constant inter-
actions between themselves and their environments. 
In these environments, universities are confronted 
with various, often incompatible demands from ex-
ternal actors (Pfeffer, 1982) such as, states, R&D 
funding agencies, certification agencies, firms etc.  

From this perspective, the strategies of higher 
education institutions are constrained by various ex-
ternal pressures since their survival is dependent 
upon their responsiveness to external demands and 
expectations. A trend towards a greater or lesser di-
versity of higher education systems thus seems to be 
the result of the differentiated sets of relationships 
that higher education institutions have with their 
environments. These relationships refer to higher 
education institutions’ attempts to influence the en-
vironments (ministries, the scientific community) 
that establish sets of formal (e.g. education laws) 
and informal (e.g. academic norms and values) rules 
that frame their actions. These attempts to influence 
the environment to ensure survival ultimately led to 
conformity to the institutional environment through 
adherence (or the use of rituals simulating adher-
ence) to external rules and norms (DiMaggio and 
Powell, 1983; Meyer and Rowan, 1977) or to the 
more technical demands (resource dependency) of 
the environment (Pfeffer and Salancik, 1978).  

Although the actions of the higher education in-
stitutions themselves are important, understanding 
the environment (science and technology regula-
tions, educational laws, incentives framework and 
funding allocation by governments) becomes essen-
tial to come to terms with the levels of diversity. 
Diversity needs to be understood within the unique 
structure of higher education systems (Meek et al., 
2000) including the regulatory set-up that frames 
the institutions and systems. Two main regulatory 
models have dominated higher education systems 
during the second half of the 20th century: the state 
control model and the market-based model (e.g. 
Neave and Van Vught, 1991). In the state control 
model the government regulates through direct con-
trol, using a scrupulous and detailed strategic plan-
ning which confers a residual autonomy on higher 
education institutions (Clark, 1983). The state 
model is prevalent in continental Europe, birthplace 
of the university as a social institution (Rüegg, 
1992). Its origins draw extensively from the French 
revolution and the Napoleonic organisation of terti-
ary education where universities were considered 
repositories of national identity and culture. Since 
they mainly supplied graduates to the state, gov-
ernments intervened in teaching programmes and 
defined what knowledge was useful and what was 
not (Neave, 1997). In this model, governments 
dominate, through regulation, the process of diver-
sification or homogenisation in higher education 
systems (Neave, 1996).  
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On the other hand, in market-based systems, 
greater levels of autonomy are enjoyed by higher 
education institutions and the lack of a federal-level 
ministry or department active in higher education 
enables these institutions to compete for students 
and funding (Clark, 1983; Geiger and Bubolz, 
2000). In the market model the exchange of goods 
and services is based on price and not on other con-
siderations such as academic tradition or political 
choice (Dill, 1997). The market model gained 
weight worldwide with mounting requirements for 
greater effectiveness and accountability in a context 
of constrained public budgets as well as with the 
successful rise of the research university as a crucial 
performer of research in the USA science and tech-
nology system (Graham and Diamond, 1997). 

Both state and market regulations have had their 
failures and both can be ineffective (Wolf, 1993). 
The failures related to state regulation are linked to 
the fact that governments are not entirely able to  
define and implement public policies due to the in-
herent inefficiencies of representative democracy 
and public agencies in the production and distribu-
tion of goods and services (Leslie and Johnson, 
1974). This model was often too inert to respond to 
the stakeholders’ needs in the wake of mass educa-
tion. Moreover, a strict state-guided legal framework 
can exert coercive forces over higher education insti-
tutions (DiMaggio and Powell, 1983) leading to 
structural and institutional isomorphism.  

Market failures derive from the characteristics of 
the market, buyers and sellers. The market model 
organises the exchange of goods based on price, 
while externalities (social benefits) tend to be ig-
nored provoking distributions of goods and services 
that, though globally more efficient, are not always 
socially and ethically acceptable (Correia et al., 
2000). The lack of information on the part of the 
users concerning the quality of the product (Dill, 
1997), and other market failures permit the devel-
opment of monopolies which produce inefficient 
results and pave the way for state control (Van 
Vught, 1997). This process becomes obvious when 
the universities, competing in an environment domi-
nated by markets, tend to emulate the research  
university model rather than implementing differen-
tiation and functional diversity at the institutional 
level in order to look for an educational or research 
niche (Meek, 2000).  

This leads to the conclusion that there is no clear-
cut recipe to foster diversity using either an overem-
phasis on the market or on government controls. 
Nowadays, governments ever more aware of the 
limitations of these two regulatory frameworks, are 
increasingly adopting a strategy of state supervision 
which tries to combine the positive features of both 
types. This hybrid regulation is characterised by a 
greater degree of institutional autonomy of higher 
education institutions and ‘soft’ governmental steer-
ing (see Amaral and Magalhães, 2001). The state, 
however, continues to hold the system under its grip 

by continuing to be a (if not the) major source of 
funding for higher education institutions. It defines 
to a large extent the guidance of higher education 
systems, while the market is used to promote com-
petitiveness and to implement more effective and 
cheaper policies (Correia et al., 2000). 

Higher education systems: evolution and 
current challenges to diversity 

It should be noted that neither a state control model, 
market oriented model, nor a state supervision 
model, have managed to block mechanisms favour-
ing isomorphic trends in higher education. Not even 
the implementation of new tertiary education sectors 
– in different European countries at different paces 
and in different forms (Neave, 2000) – as a response 
to mass higher education have prevented the prac-
tices of academic and vocational drift from becom-
ing prevalent. 

Academic drift (Riesman, 1956; Meek et al., 
1996) has long been recognised as a main challenge 
to the consolidation of diversity in higher education. 
Academic drift is a consequence of increased shared 
values or attempts by non-university sector institu-
tions to increase their structural and programmatic 
similarities to universities. Within this discussion the 
value of positional goods is central. These goods 
representing ‘social commodities’ consist of sym-
bolic perceptions of prestige or reputation by the 
participants in the higher education systems. The 
character of these goods transforms academic qual-
ity, mainly in teaching, into a profoundly subjective 
feature (Marginson, 1998). Positional goods are 
scarce in an absolute sense. Therefore newer institu-
tions do not have sufficient positional goods to con-
test the position of elite institutions that tend to 
monopolise these goods. Therefore, increasing com-
petition based on a subjective premise (positional 
goods) reinforces the contested institutions’ position 
and prompts the contesting institutions to imitate 
universities (Marginson, 1998). The recent emphasis 
on rankings further stresses the importance of posi-
tional goods. Studies show, however, not unambigu-
ously, that students’ university choices tend to be 
highly influenced by these rankings (Griffith and 
Rask, 2007). It has been argued elsewhere that the 

 
Neither a state control model, market 
oriented model, nor a state supervision 
model, have managed to block 
mechanisms favouring isomorphic 
trends in higher education 



Does competitive research funding encourage diversity? 
 

 Science and Public Policy April 2008 150 

effect of these rankings has been increasingly chang-
ing the strategic behaviours of the universities  
(Geuna and Martin, 2003; Hazelkorn, 2007).  

Despite their uneven position, the contestants still 
attempt to emulate in order to try to obtain some po-
sitional goods for themselves. Some of these at-
tempts are allowed or at least tolerated by the state 
in the form of ambiguous or generalist sets of rules 
(Huisman, 2005). So far, in Europe, the British case 
is the most remarkable situation where the experi-
ment of a binary structure was deemed to not be 
successful and so it reverted to a unified structure 
system (Fulton, 1996). This event, seen as an exam-
ple of the powerful effect of academic drift pro-
cesses was considered to be a major blow to the 
‘binary idea’ leading to an array of predictions 
pointing to a generalised crumbling of this system 
internationally (Meek et al., 1996).  

Not only does academic drift abound. Many uni-
versities and university sectors have taken on  
broad fields of study that are more vocation-
ally/professionally oriented than purely academic. 
Although these can be considered to be of lower posi-
tional value, vocationalism should be interpreted as 
both an expansive (conquering new grounds) and a 
defensive strategy (broadening the institution’s port-
folio through internal differentiation). Kyvik (2004) 
has argued that this convergence has been brought 
about by forces on both sides of the university/non-
university divide. Vocational institutions are increas-
ingly offering courses whose content is academic and 
theoretical at its core, while they (at the same time) 
lobby to engage in research activities and confer doc-
toral degrees. In order to attract further students, uni-
versities start to provide ever more professional and 
vocational courses, bringing mature, part-time, and 
working students to their campuses (see also Codling 
and Meek, 2006). The coexistence of the two types of 
drift blurs the formal boundaries between the univer-
sities and non-university institutions and erodes the 
foundations of the binary system.  

As a consequence, differences between the types 
of higher education institutions have gradually de-
clined, although the patterns differ considerably 
from system to system. One may add to this that the 
Bologna process has – in certain countries (like the 
Netherlands, Germany and Flanders) – accelerated 
these drift processes by diminishing the differences 
in type, nomenclature and length of degrees (but see 
Witte (2006) for a sophisticated analysis). Drift 
processes are also visible in the research context, 
although one has to be careful in determining this 
solely as a case of drift. It could be argued that the 
gradually disappearing traditional differences be-
tween basic and applied research and the fact that 
non-university institutions across Europe contribute 
to the refinement and dispersion of knowledge in 
their own particular way should be largely inter-
preted as a semi-autonomous process (Gibbons et 
al., 1994). Whatever its drivers, it seems clear that 
the decrease in diversity is looming large.  

Public funding mechanisms:  
a key to diversification? 

The behaviours (towards academic drift and voca-
tionalism) of higher education institutions described 
in the previous section reflect a changing relation-
ship between these organisations and one of the 
main social actors in their environment: the state. In 
the last decades most governments have been con-
cerned to balance public expenditure. The result has 
been the growth of funding mechanisms associated 
with market mechanisms (Layzell, 1998). Higher 
education institutions have been encouraged to  
increase revenues obtained by the delivery of ser-
vices to society, based on R&D and teaching, and, in 
some countries, tuition fees. The governments’ main 
objective has been to increase the efficiency and ef-
fectiveness of these institutions, within a regulated 
context which is clearly related to the state supervi-
sion model, where the state fosters competition  
between the institutions in a higher education market 
(Amaral and Magalhães, 2001). 

In this process, higher education institutions have 
been guaranteed a growing autonomy as they are 
gradually being made more accountable for the qual-
ity and impact of their activities, and are diversifying 
their sources of income. The state increasingly plays 
the role of an exterior entity that acts as user or buyer 
of research and teaching services, particularly when 
public funding is provided to universities on a com-
petitive basis (Braun, 2003). Effectively, the common 
factor associated with the diversification of income 
sources has been its underlying competitive principle. 
In other words, the key to diversification is a mix of 
triggers which challenge higher education institutions 
to develop and fulfil their specific missions.  

Such triggers need to be strong, in the sense that 
‘soft’ mechanisms can easily be neglected or 
avoided (Oliver, 1991) and will therefore not be ef-
fective. Hence, a search for a solution hints at the 
potential of the power of the purse as a policy in-
strument to achieve the aims. The mix should be 
cleverly sought in using both the state (deciding on 
the funding and allocation mechanisms) and the 
market (competition for funds). However, a key as-
pect that needs to be accounted for when discussing 
public funding towards higher education institutions 
is its aims and characterisation. Figure 1 represents, 
in a broad-spectrum format, two streams of public 
funding for higher education institutions: funding 
directed to education and funding directed to R&D. 

As Figure 1 indicates, public funding for higher 
education institutions is mostly oriented to support-
ing organisational expenses (see also Lepori 2006 
for an overview of the evolution of public research 
funding instruments). Although varying among 
countries, the major share of this funding is usually 
attributed directly to higher education institutions 
and calculated through a formula based on the num-
ber of students and/or on a historical basis 
(Jongbloed and Vossensteyn, 2001). This funding is 
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critical for supporting the salaries for faculty and 
administrative staff as well as the support services 
such as libraries, student administration, human re-
source departments etc. This core funding tends to 
represent the larger share of overall funding to 
higher education institutions as Table 1 demon-
strates for selected OECD countries. Nevertheless, 
funds are allocated mainly on a non-competitive  
basis, despite the fact that to some extent the higher 
education institutions compete for students, since the 
public funding supports existing structures instead of 
valorising developing research and teaching activi-
ties (Conceição et al., 1998). Competition for stu-
dents is a reality, but much less severe than is often 
portrayed, as students continue to be ‘immature con-
sumers’ (Dill, 1997) as they lack sufficient informa-
tion to make effective choices of courses and 

institutions (Romer, 2000). It should be noted that in 
some countries there is a degree of competition  
between universities based on the levels of tuition 
fees, but this is still a rare phenomenon and it is not 
always an effective means of competition. For ex-
ample, in Portugal, although universities compete 
for students the gap between the maximum and 
minimum limits for tuition fees established by state 
legislation is too narrow to foster competition based 
on the quality of the educational services provided. 
We argue therefore that competition for R&D fund-
ing will be more effective in terms of its impacts on 
diversity. The fact that 75% of the Portuguese sci-
ence and technology system, with a higher education 
system close to the state control model, has a competi-
tive base was recognised as one of the few elements 
promoting diversity in that system (QCA, 2005).  

 
 
 
 
 

Teaching and research  
activities in higher education 

institutions 
 Public funding of R&D 

Direct funding to institutions through base funding to 
R&D units (either directly by the state, either by 
the university according to the funding models in 
place) 

Competitive funding towards activities  (projects, 
PhDs, fellowships) through research councils 

Basic funding for research infrastructure to  
institutions 

Public funding of higher education

Direct funding of higher education institutions,  
usually distributed through a funding formula 

Direct funding of students (loans, scholarships)  
Indirect funding of students (accommodation, sports 

activities etc.) 
Contract funding of institutions 
Basic funding for teaching infrastructure of  

institutions 

Figure 1. Public funding of higher education and  R&D (undertaken in higher education 
institutions) 

Table 1. Expenditure on tertiary education institutions as a percentage of GDP, 2002

OECD countries Educational core services Ancillary services (transport, meals, 
housing provided by institutions) 

R&D Total 

Australia 1.05 0.09 0.47 1.61 

Belgium 0.91 0.04 0.42 1.37 

Czech Republic 0.65 0.10 0.19 0.94 

Finland 1.09 (a) 0.66 1.76 

France 0.79 0.07 0.23 1.10 

Germany 0.65 (a) 0.43 1.08 

Netherlands 0.77 (a) 0.50 1.27 

Portugal 0.69 (b) 0.33 1.02 

UK 0.87 (b) 0.28 1.15 

USA 2.33 (c) 0.29 2.62 

Note:  (a) Magnitude is either negligible or zero; (b) Data not available; (c) Data included in the educational core services 
Source:  OECD, (2005), Education at a Glance – 2005, Paris, OECD 
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Public funding for R&D is more competitive. The 
importance of R&D to innovation and technological 
development led to the improvement of public fund-
ing mechanisms for science and technology (OECD, 
1991) along with its increasing relevance as a prime 
qualifier of human resources and promoter of social 
well-being and economic growth (Conceição et al., 
2004). In this context, the OECD (2003) recom-
mended that funding mechanisms should be divided 
into two distinct, but complementary categories: 

• Institutional (or core) funding: This refers to 
funds directly distributed by the state or distrib-
uted by a university to its R&D groups and units 

• Competitive funding: This refers to fellowships, 
projects, prizes and other awards that are given on 
a competitive basis to individual researchers and 
R&D groups or units 

These mechanisms are intended to create the neces-
sary conditions for sustainable scientific effort by 
higher education institutions even in the face of 
changes that are exterior to the development of sci-
ence itself (Smith, 2005). The premises underlying 
competitive public funding for R&D activities are 
scientific merit and the capability of a determined 
R&D group to undertake a research project. In this 
context, the funding of R&D to higher education 
institutions can be considered as one of the mecha-
nisms used to enforce greater levels of competition 
and can function as a major promoter of diversity in 
the sense that diversity is a product of competitive-
ness (Geiger, 1986).  

The role of competitiveness in research funding is 
a well known and basic characteristic of countries 
with well developed science and technology systems 
(Garcia and San-Menendez, 2005). Figure 2 shows 

the distribution of competitive R&D funds for a 
sample of institutions from the USA and the UK. It 
indicates a high concentration of funds in a limited 
number of universities thus revealing a highly strati-
fied distribution of R&D funds. This stratification, 
based on a competitive framework, suggests that 
some higher education institutions are clearly more 
competitive than others. In this sense, it is important 
to analyse the public and private funding sources 
separately.  

Figure 3 shows the allocation of funding provided 
by both federal and industry sources to a sample of 
higher education institutions in the USA. Both fund-
ing sources concentrate R&D funds in a few institu-
tions. Since the analysis of public R&D funding of 
the USA higher education system has been done 
elsewhere (Conceição et al., 2007) we will focus on 
the industry funding of higher education institutions. 
The findings of Figure 3 match Baldwin’s (1996) 
conclusions for the UK where leading research-
intensive universities are the major recipients of in-
dustrial support.  

Although it is widely known that the collaborative 
relation between industry and universities differs 
significantly by industry sector (Cohen et al., 2002), 
it is also known that multinational enterprises are 
responsible for funding the largest share of industry-
related higher education performed research (DTI, 
2004). Moreover, it is well known that when multi-
nationals outsource their research, they place it in 
world-class universities (OECD, 2002). They do  
this because they are looking for the best laborato-
ries, scientists and students thus making use of sev-
eral organisational forms (Rosenberg and Nelson, 
1994) to structure industry–university R&D by 
combining elements such as the creation of spin-offs 
or licensing of patents with other elements such as 
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consultancy or industry funded research on a  
proprietary basis (see Mowery and Rosenberg, 
1989). Factors such as reputation count in research 
as well as in teaching, but they seem to be less asso-
ciated with social recognition and more related to 
scientific quality itself since universities obtain re-
search funding on a recognized research capability 
and competitive basis. 

This presumes that the use of research goes far 
beyond issues such as academic drift. While using 
higher education products, industry tends to maxi-
mise information and therefore tends to eliminate 
some problems associated with higher education 
market models, which prevail in the choice of 
courses made by students that are often made with-
out sufficient information (Dill, 1997). However, 
one has to be careful when looking at this use of re-
search from a science policy perspective. As  
Conceição et al. (2004) have argued, the best way to 
promote sustainable research results should be to 
promote a mix of incentives balancing ‘pull’ (e.g. 
grants) and ‘push’ (e.g. prizes) incentives. This ar-
gument reinforces Geuna’s (1999) findings that 
when universities are pushed into routine industry 
contract research, due to severe financial shortages, 
limitations of knowledge scope, decreasing publica-
tion and spill-over outputs, the establishment of the 
necessary bases for further scientific and technologi-
cal innovation is impeded. Both Conceição et al. 
(2004) and Geuna (1999) stress the need to balance 
competitive funding with non-competitive long-term 
societal objectives. 

Nonetheless, the research competitiveness (and 
performance) issue leads to the consideration that 
certain higher education institutions have resources 
that others lack. The fact that major research univer-
sities such as the Massachusetts Institute of Tech-
nology (MIT) or Stanford obtain a large amount of 
competitive R&D funding as a percentage of their 

budget can be related to the structure and resources 
at those universities: more than 50% of the student 
population are postgraduates. These students repre-
sent essential resources for the development of R&D 
activities, especially if a significant proportion of 
them are Ph.D. students.  

However, postgraduate students are just part of 
the many resources that these universities have 
which give them a competitive edge over other  
universities with fewer resources, and thus enable 
them to continue to obtain larger quantities of  
research funding. As Lombardi et al. (2001) have 
stated, research universities are quality engines in 
the sense that they search for excellence and there-
fore constantly reinforce their resources and exper-
tise in order to avoid loosing their competitive edge. 
The long and continuous commitment to research 
has enabled these universities to construct: a com-
prehensive infrastructure, a specifically research-
oriented organisational culture (Long and McGinnis, 
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1981), international scientific networks (Bozeman 
and Corley, 2004) and to develop sets of incentives 
that optimised the research function given them a 
considerable advantage over other universities when 
performing research and obtaining research funds. 
On average, the amount of R&D competitive fund-
ing that the faculty of MIT or Stanford obtain is sev-
eral times larger than the average amount of 
competitive R&D funding that faculty at other uni-
versities have available (UTL, 2005). Therefore, the 
faculty and research groups of major universities 
have sufficient resources to potentially develop bet-
ter and faster results than others. 

The verified inequalities between newly obtained 
and existing research funds on a competitive basis 
among universities apparently act as an enabler of 
diversity in the USA higher system at least from the 
perspective of the research function. This situation is 
similar to that in other OECD countries. Figure 4 
demonstrates that there has been a growing inequal-
ity in the competitive research funds obtained in the 
UK since 1994/1995 despite the fact that polytech-
nics were designated as universities in 1992. The 
academic culture, infrastructure, human and finan-
cial resources and expertise potential of the oldest 
group of universities makes the difference (see also 
Skoie’s 2000 analysis).  

But the implementation of competitive funding 
of any sort is intrinsically linked to evaluation 
processes (HLG, 2004). In this sense, the evalua-
tion assessment in itself can be viewed as a central 
policy instrument in the use of competitive R&D 
funding to foster diversity in higher education. It 
should be noted that despite the fact that evaluation 
assessments are a powerful tool for decision-
making, they require sophisicated management and 
application (Kusek et al., 2004). If the evaluation 
assessment is carried out by means of a standard 
approach, focused on a particular type of research 
only (i.e. favouring basic research undertaken at 

universities) or using only simple sets of quantita-
tive indicators (Phillimore, 1989) it can act as an 
isomorphic driver in higher education systems. It 
was the use of a standard evaluative framework for 
research that held back the development of alterna-
tive research models and institutions in the UK 
(Shattock, 1996), hampering (even) larger levels of 
diversity in the higher education system. A second 
possible downside to the use of evaluation as a 
driver of diversity in higher education is related to 
the institutionalisation of performance measures. As 
higher education institutions perceive standard 
evaluative norms and patterns they adapt them-
selves to what is demanded from them by the 
evaluating committees and thus become increas-
ingly similar (Correia et al., 2000).  

The use of flexible rather than standardised sci-
ence evaluation procedures in accordance with de-
termined higher education institutional objectives 
may be more appropriate to reinforce each institu-
tion’s mission and as a means of tackling academic 
drift patterns. In this sense, a trend towards a greater 
flexibility of organisational and funding structures 
has been already observed in many OECD countries 
(OECD, 2002).  

Caveats 

We have argued, based on an analysis of the factors 
that drive and inhibit diversity, that a key solution to 
the diversity issue may lie in a clever mix of state 
and market steering through competitive funding. 
We maintain that the theoretical underpinning is 
sound, but admit that the empirical basis of the ar-
gument is not yet fully fledged. Additionally, the 
suggested solution to maintain or increase diversity 
is not without its problems.  

The focus on push and pull factors in research 
funding may lead to a neglect of the teaching  
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function. This argument can be partly countered by 
stressing that, if the competitive research funding 
mechanism works adequately, some higher educa-
tion institutions will be ‘forced’ to stop their at-
tempts to create a sufficiently sound research base 
and will therefore (have to) focus on teaching. While 
admitting that this may be an enforced (instead of a 
wished for) development from the short-term per-
spective of management and staff of a particular in-
stitution, in the longer run it will be more effective 
and efficient than maintaining a system with many 
higher education institutions in continuous limbo 
between trying to deliver high quality research and 
high quality teaching. What about the necessary link 
between teaching and research, one might argue? 
Here we would like to refer to Hughes’ (2005) work 
that nicely debunks a number of myths around  
research–teaching relationships in higher education. 
In particular he found that there is no empirically 
established, mutually beneficial relationship between 
research and teaching. Neither a generalisable nor a 
static relationship between the two is worth mention-
ing. In addition, the competitive research funding 
model does not imply that institutions must be  
research-intensive or teaching-only across the board. 
If the management of higher education institutions 
think that research-intensive and teaching-only de-
partments can co-exist peacefully, they must cer-
tainly not be disencouraged. It would add to the 
existing diversity of higher education institutions. 
Finally, even if research funding becomes more im-
portant in countries like the UK, Europe still has 
considerable diversity in its educational institutions 
(Huisman, 1997; Huisman et al., 2007). 

Another criticism could be that the envisaged 
model too easily makes use of the availability of 
data on research performance. The assessment of 
knowledge production results should not be based 
solely on quantitative methodologies. However, 
quantitative evaluative methods may complement 
peer-review practices (Magalhães, 2000) overcom-
ing the recognised criticisms and pointing out the 
faults of ‘pure’ peer-review assessments (Relman, 
1990). Whereas research evaluation is a well-
consolidated assessment, it is still difficult to meas-
ure and evaluate teaching performance (Dixit, 1998). 
Although certain authors defend the robustness of 
teaching evaluation processes such as student ratings 
(Marsh and Dunkin, 1997), faculty and higher edu-
cation administrators have expressed doubts about 
their meaningfulness and suitability (Gilliot, 2001). 
The same problem arises when evaluating faculty 
work as a whole (Colbeck, 2002) or higher educa-
tion institutions as a whole where institutional 
evaluation assessments are often revealed to be a 
paradox as they either rely too much on subjective 
features or on an excess of quantitative features 
(Schloegl et al., 2003). In other words, the robust-
ness of performance indicators for research, if com-
plemented by more qualitative procedures, provides 
a sound basis for making judgements.  

A third objection may be that higher education 
will be governed by the Matthew principle: to those 
that have will be given (even more). And those that 
already have, particularly the ‘old’ universities, are 
reaping the benefits of history. It is barely possible 
for newcomers to fight their way into the existing 
pecking order. This is true to a considerable extent, 
although there are examples of institutions in the 
USA and the UK who have been able to climb the 
institutional ranks (or what are generally perceived 
as ranks) and stand the competition with historically 
advantaged institutions. The main counterargument 
is, however, that however unfair it may seem, in the 
longer run this is a healthier situation from the sys-
tem’s perspective. That is, a rather stable, effective 
and efficient system suffering from unequal oppor-
tunities for development may be preferred to a more 
‘democratic’ system suffering from inefficiencies.  

A fourth comment could be that the competitive 
funding model will have a number of unintended 
consequences. Meek and Wood (1998) have illus-
trated this for Australia, where the objective of  
diversifying the system was complicated by (at that 
moment in time) the unforeseen behaviour of the 
higher education institutions, leading to homogene-
ity in the system (Huisman et al., 2007). This may 
be the case once governments implement the com-
petitive funding model. However, to some extent all 
models will suffer from unintended consequences. It 
should be remembered that our consideration of the 
competitive funding model was influenced by the 
occurrence of unintended and unwanted conse-
quences (academic and vocational drift). The es-
sence of government strategy development and 
policy-making is to try to anticipate unintended con-
sequences and, if they appear, to counter them by 
changing the strategy or policy.  

Conclusions 

Higher education systems have evolved dramatically 
in the 20th century becoming increasingly complex 
as they adapted to deal with mass education. In this 
context, higher education diversity became critical to 
respond to the various needs and several policies 
were enforced to consolidate it. Two different regu-
lation rationales were implemented based on the 
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state control model and the market model. The bene-
fits and problems inherent in each regulation have 
now been identified and the states are aligning their 
higher education policies towards a model of state 
supervision that combines elements of both regula-
tory frameworks. Based on the evolution of higher 
education systems in the last century, this paper has 
discussed the use of research funding related mecha-
nisms as a major policy instrument to diversify 
higher education. Evidence provided in this paper 
reveals that these mechanisms are already used as 
instruments to diversify higher education systems 
because of two factors: 1) R&D funding in higher 
education is mostly granted on a competitive basis, 
and 2) research is supported by a powerful and well-
known evaluative process that, unlike evaluative 
processes surrounding teaching, is well consolidated 
and supports funding R&D higher education per-
formers under a competitive framework. 

Our analysis leads us to propose that institutional 
diversity in higher education can be achieved by 
funding mechanisms for academic research. We ar-
gue that funding for education is mostly non-
competitive because it mainly supports existing  
infrastructures and activities. Even when competi-
tion exists in the education market, promoting diver-
sity is relatively ineffective. This occurs because of a 
lack of relevant information for students and also 
because of the powerful impact of positional goods 
which model students’ choices. It is argued that pub-
lic funding for academic research can be much more 
effective in increasing or maintaining institutional 
diversity in higher education. There are several 
benefits to the use of such competitive funding to 
promote institutional diversity in higher education 
rather than direct funding. One of them is the partly, 
but strong, competitive nature associated with a 
well-consolidated evaluation framework. But this 
competitive framework has to be very well-
established in terms of the evaluation process, since 
it needs to take into account the missions of higher 
education institutions in order to allow differentia-
tion (otherwise, it would simply backfire and create 
further homogenization). The other benefit is that 
the allocation of such funding it is not so strongly 
impacted by positional goods as it is with respect to 
education (particularly at undergraduate level). 

The competitive character of funding seems to be 
able to differentiate between institutions according 
to their capabilities to develop research. These capa-
bilities include: available human resources, infra-
structure, incentive systems and institutional culture. 
This differentiation is supported by empirical data 
on the USA and UK higher education systems, 
where R&D funding is concentrated in relatively 
few universities. A comparative analysis between 
USA and European universities in terms of resources 
also provides similar findings. Only a few universi-
ties have the resources, organisational structure, in-
centive system, and research culture to attract large 
amounts of R&D funding. The analysis of industry 

allocation of R&D funds seems to indicate the same 
trend supporting the argument that organizational 
capabilities are important attractors of R&D funding 
on a competitive basis. However, the analysis of 
Meek and Wood (1998) and Meek (2000) concern-
ing the behaviour of Australian higher education 
institutions suggests that lower levels of resourcing 
and a lack of research- oriented organizational struc-
tures may not be enough to prevent universities from 
emulating research universities in a competitive  
environment.  

Shattock’s (1996) analysis of the UK evaluation 
assessments highlighted the importance of the nature 
of the research evaluation assessments. R&D evalua-
tion assessments are more developed and more ac-
ceptable than teaching or institutional assessments 
and provide more guarantees for the users and for 
the sources of funding. R&D evaluation has been 
progressively refined, by the use of mixed method-
ologies (using peer-review and quantitative analy-
sis). Additionally, it is an acknowledged and widely 
accepted practice to assess the research quality and 
potential of R&D groups and institutions. In all, we 
argue that the introduction of competitive research 
funding may not be the ultimate solution, but it is 
preferable to the current policies and practices that 
threaten institutional diversity.  
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