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In this background paper, | outline the extent to which Irish HE is underfunded and note
the implications for financial sustainability, and for educational quality.

To explain the background to HE underfunding, and the policy decisions that have (or
have not) been taken regarding the method of funding, I first outline the evolution of the
HE funding debate in Ireland.

HE Funding Before 2009

Prior to 1996, undergraduate education was not free and students were required to pay
tuition fees of the order of €2,000 - €3,000 per year. Students from low-income families
were entitled to fees being paid by the government, plus a maintenance grant. At that
time public funding accounted for 70% of overall expenditure on higher education.

The introduction of the Free Fees Initiative in 1996 brought in an era of free
undergraduate education; tuition fees were abolished and students were only required
to pay a nominal charge (IRE150). This was described as a measure to improve access
to HE, but since students from low-income backgrounds had never had to pay fees
anyway, in practice this policy change benefitted the middle classes.

Under this system, public funding accounted for 84% of overall expenditure. This policy
continued up until the economic crisis in 2008/09.

At the onset of this crisis, the student contribution was increased to €1,500 and
thereafter in steady increments until it reached €3,000 in 2015; a significant number of
students continued, as previously, to be excluded from paying this fee under the grant
scheme. By 2016, the state accounted for just 64% of overall HE expenditure.

Despite the re-introduction of fees, because they were accompanied by a reduction in
government funding of the sector, core income per student fell by 22% between 2008
and 2015.

As aresult of HEI protests about the unsustainability of the system, in 2015, the Minister
for Education established an Expert Group on Future Funding for Higher Education,
which was asked to identify and consider issues related to the long-term sustainable
funding of higher education in Ireland and to identify funding options for the future. It
was chaired by Peter Cassells, so became known as the Cassells Review Group.



Cassells Report Recommendations (2016)
Recommendation 1: Increase HE spending in three areas:

Core Funding: The amount received by Higher Education Institutions in state grants,
student fees and other income for general operations needs to increase, in real terms,
from €1.8 billion to €2.4 billion by 2021 (a 33% increase) and to €2.8 billion by 2030 (a
55% increase) to provide for improvements in quality and increased demographics.

Capital Funding: A capital investment programme of €5.5 billion is needed over the next

15 years to cater for increased student numbers, capital upgrades, health and safety
issues, and equipment renewal and maintenance.

Student Support: Students maintenance grants spending needs to increase from €170

million annually to €270 million (a 59% increase).

Recommendation 2: The Group suggested three options to fund this substantially
increased spending:

Option One: A predominantly state-funded system - remove student fees entirely (i.e.
return to the pre-2008 system).

Option Two: Increased state funding with continuing upfront student fee (i.e. continue
with existing system).

Option Three: Increased state funding with deferred payment of fees (i.e. introduce
income-contingent loans).

After a period of discussion and consideration, the Department of Higher Education
decided to ask the EU Commission to fund further research into the issue. This
research, conducted by independent economic consultants (AARC, Indecon and
London Economics), was published in 2020.

EU Commission Report (2020)

Whereas the Cassells Report concluded that an additional €600 million per year of core
funding was needed by 2021 and €1 billion per year by 2030, this Commission Report
(AARC et al., 2020) concluded that the immediate additional funding needed was €317
million per year, equivalent to underfunding of €2,500 per full-time equivalent student.

A ‘Technical Update’ to the Commission Report figures subsequently conducted by the
Department of Higher Education, brought the calculated annual deficit down to €307
million (€1,750 per student). Current government policy, Funding the Future, was
launched in 2022 and is based on this €307 million figure.



Funding the Future Policy (2022)

It is now official policy that HE will continue to be funded using the current model,
including continuing student fees, with some increase in employer funding (through an
increased National Training Fund levy on employers). Student loans have been ruled out
as an approach to funding higher education.

Itis the government’s intention to reach additional core investment of €307 million “over
the coming years”.

In return, the HE system is required to make progress across a number of key reform
and performance priorities including supporting the creation of a unified knowledge and
skills system (including by integrating FE and HE), strengthening representation in
higher education for under-represented groups, enhancing quality of outcomes,
meeting skills needs of essential public services and the wider economy and driving a
culture of lifelong learning.

Evolution of Spending Since 2022

Since Funding the Future was announced, budget increases in core funding have been
€40 million (2023), €60 million (2024) and €50 million (2025). However, on current plans,
the €307 million shortfall will not have been bridged by 2029.

Higher Education continues to be substantially underfunded in Ireland.
The Funding Allocation Model

The problems caused by general underfunding of HE are compounded by the system
that allocates HE funding to individual institutions. Once the overall budget envelope
has been decided at a government level, the allocation is carried out by the Irish Higher
Education Authority as follows:

e Aportionistop-sliced to fund particular strategic objectives; this type of
strategic funding was originally intended to be additional, but this has fallen
away.

e The remaining budget is splitinto ‘two pots’, with 60% going to the traditional
university sector and 40% going to the Technological University (TU) sector.

e Further sector-specific top-slicing for particular infrastructural projects occurs.

e The amount needed to cover each institution’s ‘free fees’ students is deducted,
based on field of study.

e Theremaining budget is allocated based on enrolment, with weightings by
subject field, undergraduate/postgraduate level and student background. The
increase in this part of the budget is limited to 2% above the sectoral average
increase in any given year.



Up to 10% of each institution’s block grant may be withheld if it fails to meet agreed
targets.

The above allocation system results in each HEI receiving a block grant that is
determined to a large extent by enrolment. Broadly speaking, the total amount of
available resources is divided by the number of weighted students in the sector
(traditional or TU) and the resulting per-student resource is allocated according to their
share of weighted enrolments.

Itis notable that there is no cap on enrolments, apart from limits on the number of EU
(including Irish) students admitted to courses producing professionals to be employed
in the public sector (e.g. teachers, doctors, nurses).

Financial Sustainability

As noted above, the main determinant of the amount of block grant received by a HEl is
the proportion of all students the institution has. Combined with the substantial
underfunding of the sector, this has incentivized rapidly increasing student numbers in
Irish HEIs, notwithstanding the 2% limit rule.

Growth in student numbers has so far mainly been facilitated by demographic growth -
the peak in second-level student numbers was in 2024. However, the proportion of
school-leavers continuing on to higher education has also been increasing over recent
decades and particularly in recent years; in 2019, the transfer rate was about 64% and
in 2023, it reached 71%.

There is limited capacity for this transfer rate to increase further; already, admissions for
some university programmes extend to the 74" percentile of the Leaving Certificate
results distribution.

The prospect of falling student numbers in the near future is causing some alarm about
the sustainability of Irish HE.

Student Staff Ratios

While the Student Staff Ratio (SSR) is a widely used proxy for performance of HE
institutions and systems, it does not necessarily reflect class size, student contact
hours and wider engagement. In addition, the OECD (2017) warns that it is difficult to
calculate full-time equivalent students and teachers on a comparable basis, so
international comparisons are difficult. However, as noted in the Cassells Report
(2016), to the extent that a rising SSR results in less supervision of project work, less
one-to-one engagement, less feedback and less time to accommodate diverse learning
styles, itis useful.

When the Cassells Report was published in 2016, the SSR in Irish HE was 20:1. This
compared unfavourably with the 16:1 ratio that had prevailed in 2007; the deterioration
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was the result of an increases of 31% in student numbers over 2007-16 without
corresponding funding increases. The OECD average in 2016 was 14:1, and this ratio
was the Expert Group’s preferred target and was the basis used in the Cassells Report
costings.

Since the Cassells Report was published, the SSR has deteriorated further: OECD
(2023) indicates that the SSR in Irish HE was 23:1 in 2021.
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