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Foreword 
 
This report is based on the presentations given at the international workshop held at the 
Center for Research and Development of Higher Education, the University of Tokyo on 
November 21 and 22, 2018. 
 
One of the missions of the center is to exchange academic activities, in particular focusing on 
observations of trends in higher education in various countries. To accomplish this mission, 
we have thus far held several international symposia and workshops. 
 
In 1999, a symposium organized jointly with the National Center for University Management 
was held on the theme of Higher Education Finance. The symposium in 2006 was on Student 
Financial Assistance Policies in six countries. Two further symposiums were devoted to the 
Higher Education Reforms in the UK and Japan, in 2012, and Student Financial Aid in four 
countries, in 2015. 
 
While the sizes of the international workshops are smaller, we were delighted to invite 
distinguished scholars from China, the United States, and Australia and engage in intensive 
discussions with them.  
 
The outcomes of these international conferences have been published as publications of our 
center. 
 
The purpose of this workshop is to hold intensive discussions on higher education reform and 
finance in East Asia. We have therefore invited two distinguished scholars from China and 
Korea: Professor Wang Rong, Director of the Chinese Institute for Finance of Educational 
Research at Peking University and Professor Sin Jung Cheol of Seoul National University. 
 
We are also very fortunate to be able to invite Professor Roger Geiger, who is currently 
resident at our university. He is extremely well known not only as an expert on higher 
education history but also as a researcher in higher education finance and governance. 
 
We sincerely welcome the three distinguished guest speakers and look forward very much to 
holding fruitful discussions with them.      



ii

Higher education in Japan, China, Korea, and the United States has been changing very 
rapidly. The common characteristics of higher education in these countries are decreasing 
governmental financial support and increasing tuition fees. Comparing the experiences of 
each country is very useful, considering the differences in cultural, social, and political 
backgrounds. 
 
Professor Motohisa Kaneko is the most famous and important expert on higher education. I 
underline the fact that he was the first director of our center. He discusses the relationship 
between economic growth and higher education during the emerging “the capital market.” 
He criticizes the development of Japanese higher education for its heavy dependence on 
student loans since the 1990s. These observations indicate that since the 2000s, factors related 
to the financial market have begun to play significant roles in higher education, causing 
significant shifts in macroscopic resource flow. 
 
In Japan, National Universities are undergoing reform. One of the reforms is known as the 
“Distinguished National University.” Both the University of Tokyo and Tohoku University 
have been designated Distinguished National Universities, and Professor Yonezawa of 
Tohoku University will give a presentation on this timely topic. He was the first assistant 
professor of our center. 
 
Professor Tanaka, Professor Nagase, Dr. Wang Jie, Professor Akabayashi, and Professor 
Kobayashi, will all give presentations on student financial aid. In Japan, two brand new student 
financial aid programs have just been established, and the government will establish another 
very big program in 2020. This is therefore a very controversial and important issue. I very 
much appreciate the contributions from these scholars. 
 
Finally, we hope everyone interested in this topic will find much fruitful information and many 
useful suggestions in these reports. 
 
February 2019 
 
Masayuki Kobayashi 
Professor, Center for Research and Development of Higher Education,  
the University of Tokyo. 
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Opening Remarks 
 
On behalf of all the staff of the Center for Research and Development of Higher 
Education at The University of Tokyo, I would like to extend our sincere welcome 
to you on your visit to our Center.  
 
Our center is one of the smallest centers in our university, but it has many missions 
and activities. 
 
One of the missions is to promote the evolution of education at the University of 
Tokyo from university-wide perspectives. The Center collects and analyzes 
information on educational activities throughout the University, supports the 
development of curricula and the implementation of learning environments for its 
education, and is building a new university-wide educational infrastructure 
utilizing information and communication technology (ICT).  
 
Thus, one of the missions of our center is to engage in academic exchange 
activities, in particular, regarding observations of trends in higher education in 
various countries. To accomplish this mission, we have held international 
symposia and workshops several times. 
 
While the sizes of the international workshops are smaller, we were delighted to 
invite distinguished scholars from China, the United States, and Australia and 
engage in intensive discussions with them. 
 
The outcomes of these international conferences have been published as 
publications of our center. 
 
The purpose of this workshop is to hold intensive discussions on higher education 
reform and finance in East Asia. We have therefore invited two distinguished 
scholars from China and Korea: Professor Wang Rong, Director of the Chinese 
Institute for Finance of Educational Research at Peking University and Professor 
Sin Jung Cheol of Seoul National University. 
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We are also very fortunate to be able to invite Professor Roger Geiger, who is 
currently resident at our university. He is extremely well known not only as an 
expert on higher education history but also as a researcher into higher education 
finance and governance. 
We sincerely welcome the three distinguished guest speakers and look forward 
very much to holding fruitful discussions with them. 
 
Higher education in Japan, China, Korea, and the United States has been changing 
very rapidly. The common characteristics of higher education in these countries 
are decreasing governmental financial support and increasing tuition fees. 
Comparing the experiences of each country is very useful, considering the 
differences in cultural, social, and political backgrounds. 
 
Not only our university but also our center is under rapid reform. Our center has 
several missions. One of them is institutional research and observing the trends of 
higher education reform, as I mentioned. Another important mission is to 
facilitate teaching methodologies through the use of MOOCs and other 
information technology such as ICT. 
 
We have drawn up a plan to reform our center in the age of AI. 
 
Iʼd like to talk about the discussions in the Council for Social Principles on 
Human-centric AI organized by the Cabinet Office of the Government of Japan. 
I am the chair of this council. 
 
The importance of education is also discussed at this council. Allow me to 
introduce the main points to you. 
In a society based on AI, education must be provided to make appropriate and 
prompt AI deployment possible and not to produce divisions among people. In 
particular, it is thought that the following points are important. 
 Society must provide equal opportunities for education to acquire the 

necessary AI literacy and skills so that all people understand AI correctly and 
receive benefits from it. 

 This AI literacy education needs to be an educational system in which 
everyone can acquire knowledge on AI, mathematics, and data science. At the 
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same time, the literacy education should have sufficient content to allow 
everyone to recognize the characteristics of data and to understand the 
characteristics and limitations of AI. 

 In addition, the education system should place importance on the training of 
creativity, reasoning, and problem-solving abilities so that everyone can utilize 
AI and demonstrate their abilities. 

 The recurrent education system should be enriched so that AI will enable 
people to be relieved from simple or heavy labor and engage in work with 
higher creativity and productivity. 

 
Finally, I hope you will all enjoy this workshop and your stay in our center. 
 
Osamu Sudoh 
Professor and Director, Center for Research and Development of Higher 
Education, The University of Tokyo 
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At around the turn of century, economic environment surrounding higher 
education shifted significantly in OECD countries.  On one hand the rate of 
economic growth slowed down, and on the other the narrative of changes in 
higher education started involving the term “Marketization.”  What are the 
structural shifts behind it, and how are they affect the future of higher education?  
These are the questions that I wish to address in this presentation.  In the 
following, I will consider various factors surrounding higher education in a 
conceptual framework (section 1), outline how each factor contributed to the 
changes in higher education in Japan and how the financial market has emerged 
as a significant player since the turn of the century (Section 2), and discuss what 
the macroscopic picture implies to future direction of policy (Section 3). 
 

1. Higher Education under Slowed Economic Growth 

Higher Education and Economic Growth 
The relation between higher education and economic growth drew 

attention for the first time in the late 1950s and 1960s.  The economies in the 
OECD countries were about to start the phenomenal postwar economic growth.  
At the same time higher education was about to expand.  The momentum of 
massification of higher education in combination with economic growth continued 
into the 1970s, to propel the move of higher education from the “Elite stage” to 
“Mass stage.”  This rendered the picture of higher education in the late twentieth 
century. 

Corresponding to these changes in economics was the development of 
Manpower theory, and subsequently the Human Capital theory.  A new field of 
inquiry was thus formed as the Economics of Education which was built upon the 
concept of Human Capital Theory.  In retrospect one may argue that they played 
the role of justifying growing expenditures to expand higher education. 

By the end of the 20th century, however, the picture changed significantly.  
Economic growth lost its momentum in many OECD countries, as the economies 
grew gained maturity (Figure 1).  Meanwhile, participation in higher education 
institutions kept expanding, leading to what may be called the stage of 
universalization.  The narrative of development has changed also.  Now what is 
talked about has become “Marketization” of higher education.  
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Figure 1.  Changes in GDP Growth Rate - 1970 to 2012 
Source: OECD Factbook 2010: Economic, Environmental and Social Statistics 

 

 

These observations raise a series of questions.  Why have the 
participation rates kept increasing despite slowed economic growth?  What does 
the concept of marketization signify?  Why has it become a popular term when 
the permutation between development of higher education and economic growth 
shifted?  In order to answer these questions, one has to expand the scope of 
thought to various factors by which higher education is affected.  Also it requires 
macroscopic viewpoints.  It may be recalled that human capital theory originally 
started as a macroscopic theory explaining how much the society benefits from 
investing on education, even though it soon became the theoretical basis to 
analyze individual behavior on education and training. In a way, one has to return 
to the original perspective on how higher education is related to economic 
development of the whole society.  

Markets in Higher Education 
Set in a social and economic perspective, the relation between higher 

education and society involves various intervening factors.  Besides government, 
which of course plays significant roles, one can conceive three economic functions 
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that mediate economy and higher education.  First is the Higher Education 
Market, the market of opportunity of higher education that relates the demand 
and supply of higher education opportunities, with the price (tuition) and the size 
of enrollment as major parameters.  Second is Labor Market, which relates the 
graduates to employment opportunities, or the outcome of higher education to 
production.  In consequence, it affects the choices of higher education.  The 
third, and arguably of increasingly significance, is the Financial Market, which 
relates the accumulated monetary assets in the society to investment on higher 
education in various forms. I laid out a conceptual framework relating higher 
education and national economy, government and market (Figure 2). 
 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2. Markets and Higher Education 
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In this diagram, the demand for higher education derives from aggregated 
choices of households, each of which is determined by prospective cost and 
benefit from college education.  The cost includes tuition and foregone 
income; and the benefit comprises expected wage differential to be gained in 
the Labor Market, non-pecuniary benefits.  Meanwhile, available resources 
consist of family contribution, available student aids and loans.  These 
factors are correlated with academic ability of individual students, but in 
aggregate they remain constant. 

The supply consists of the sizes of enrollment available at different prices 
(net tuition).  Each university determines a particular combination of enrollment 
and tuition under institutional constraints including government subsidies, 
incomes from endowment and other factors. 

Both the supply and demand are affected not only by government policies, 
but also by Financial Market.  The Government, through taxation, divert an 
amount of national income into higher education through subsidies to higher 
education institutions and through student aid programs.  At the same time tax 
regime creates incentives for household to choose higher education and for 
individuals and corporations to contribute to higher education institutions 

Financial Market has become a significant player in recent years as we 
shall see in the next section.  It taps the accumulated wealth of the national 
economy into higher education through student loan schemes, under condition 
that the rented amounts will be repaid to the lenders.  It should be also 
remembered that even without considering student loans, Financial Market 
provides funds to higher education indirectly when the government runs deficit – 
the deficit is most likely financed by borrowing form Financial Market.  At the 
institutional level, higher education institutions borrow from the market for 
construction and other purposes, and deposits the endowment for financial gains. 

Thus, higher education institutions, government, and three markets, 
together with flow of resources and information, constitute a very complex picture. 
I call macroscopic structure of higher education financing.  The configuration of 
this structure vary substantially from a country to another.  Also, the structure 
evolves over time with the changes in economic and political environment.  It 
implies that policy issues in higher education should shift accordingly. 
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2. Evolution of the Structure 

We now turn to the process of development in higher education from the 
perspective laid out above. After recovering from the damage of WWII, Japanese 
higher education started development in the 1960s.   The historical path since 
the 1960s can be divided into two major phases, each of which consists of two 
sub-phases stretching over ten to fifteen years (Figure 3). 

Phase I: Massification.   
Thirty years from 1960 to 1990 can be called the period of massification 

in higher education, consisting of the sub-phase of the great expansion and the 
ensuing sub-phase of stagnating enrollment. 

Sub-phase Ia was a period of a great expansion of higher education.  
Participation rate of 18 years old in four-year institutions of higher education 
leaped from less than ten percent in 1960 to 36 percent by 1975 – an increase of 
almost 20 percent-points in fifteen years.  Moreover, the increase took place 
when the size of population at college-going age increased substantially. 

The increase in enrollment was lead mainly by the increase in demands 
for higher education, which was propelled by the unprecedented increase in 
household income under rapid economic growth.  Since the beginning of the 
1960s to 1980, disposable income of typical household increased rapidly - almost 
three times in real terms.  It implied that each year, a typical household was 
given as much as 7 or 8 percent of additional income.  Since higher education 
was the major channel for securing social ascendance, families were willing to 
spend additional resources for availing their off-springs higher education. 

On the supply side, private institutions of higher education increased the 
sizes of student intake, as a number of new institutions were established.  It was 
made possible by relaxation of University Establishment Standard, which 
regulates minimum levels of educational conditions such as student/teacher ratio.  
This policy was the result of political pressure arising from the popular demands 
for higher education.  Meanwhile, the extra tax revenue brought about by the 
economic growth was spent to increase the number of students in natural sciences 
and engineering in national institutions to train necessary manpower for the rapid 
economic growth.  
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Figure 3. Changes in Participation Rates and 18-year Old Population 
Source: Ministry of Science, Culture, Science and Technology, Schools Basics Survey, 
Various Years. 
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took the form of government subsidy to private institutions of higher education 
under the scheme of Current Cost Subsidy to Private Institutions that started in 
1976.   

While the policy was aimed at reducing the financial burden on students’ 
families to pay tuition, it in fact created unexpected consequences. In order to 
receive the subsidy, institutions were required to control the size of enrollment 
within specified range above that indicated by the University Establishment 
Standards.  In response, major private institutions reduced enrollment, and at 
the same time raised tuition levels. It can be interpreted as a strategic move to 
differentiate themselves from less selective institutions.  

On the demand side, latent demand should have kept rising, given the 
continued growth in family income.  Moreover, the size of 18-year old population 
increased towards the end of 1980s, with the arrival of the second-generation of 
baby boomers at college.  Given limited supply, these factors forged frustrated 
demands, which was translated into intensification of competition to get in college.  
It eventually induced criticisms against excessive regulation on higher education 

Phase II: Universalization.   
Since the beginning of the 1990s, participation rate started growing again.  

The growth eventually extended into the 2010s to reach at the level of 50 percent.  
We call this a Universalization period.  However, the mechanism that brought 
about the increase was distinctively different from that of Phase I 

Sub-phase IIa, stretching over the 1990’s, saw a steady increase in 
participation rate, which can be partly accounted for by the pent-up demand 
accumulated through the previous period (Ib) of restrictive policies on the supply 
side.  Meanwhile, disposable income of household was still growing, albeit at 
much lower rates than before, that kept pushing up the demand   

On the supply side, the restrictive policy was reversed under the shift 
towards government deregulation in early 1990s.  Some of the requirements 
stipulated in University Establishment Standards were relaxed.  Existing 
institutions were allowed to expand their prescribed enrollment capacity, and a 
substantial number of new institutions, many of which had been two-year private 
institutions or high school, were created.  This allowed increased numbers of 
students to be admitted.  With the declining size of 18-year old population, these 
factors collaborated to augment participation rate.   

In Sub-phase IIb, participation rate kept increasing, but the driving force 
behind it changed significantly.  In retrospect, the increase was perplexing 
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considering that, because of slowing rate of economic growth, disposable family 
income stagnated, and eventually started declining marginally due to the increases 
in contribution to pension and health insurance (Figure 4).   

 

 
Figure 4. Changes in Disposable Income – Households with More than Two 

Persons 
Source: Household Income Survey, various Years. 
 
What substituted the decline of disposable income was the use of student 

loans.  Until the late 2000’s, the proportion of students who used the Japan 
Association for Student Support (JASSO) loans had remained at the level of 
slightly greater than ten percent.  It started increasing in the end of 1990s, 
evetually to reach the 35 percent line by 2010 (Figure 5) .  That implies that not 
only the families that accounted for the marginal increase in participation rate, 
but also the families that used to depend on family income, started to resort to 
borrowing necessary cost for college.    

It should be noted that since the mid-1980s market interest rates had 
started declining, eventually down to one to two percent by 2000s (Figure6).  The 
interest rate to student loans came down accordingly to about 1 percent.  
Meanwhile, the internal rate of return (IRR) to four-year university education, 
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according to my own estimation, remained at the levels as high as 6 to 7 percent.  
That implied that going to college should pay off economically even if required 
costs were financed through loans.  Subsequently, the spread between the return 
to higher education grew rapidly over this period.   

Figure 5. Proportion of Students Who Used JASSO Loans 
Source: JASSO Annual Report, various years. 

Figure 6. Internal Rate of Return to Higher Education, Interest Rate to Student 
Loans and Market Interest Rate 

Source :Author’s estimation, and Bank of Japan 
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These observations indicate that since the 2000s, factors related to 
Financial Market has begun to play significant roles in higher education, causing 
significant shifts in macroscopic resource flow. 

Slowed Growth and Higher Education 
One can argue that borrowing from financial market for financing higher 

education had already started in early 1980s in a disguised form. At that period, 
the national budget started incurring significant deficit, which was financed by 
borrowing from postal savings and by issuing National Bonds.  That implies that, 
as a part of national budget, governmental expenditures on higher education 
derived indirectly from the capital market. The increase of student loans implied 
that the borrowing from the capital market was made more explicitly by the 
individual beneficiary.  

The other side of the story is the existence of available funds for student 
loans at low interest rates.  This fund consists of monetary assets accumulated 
by households and business firms, which was made possible through the past 
economic growth, in combination with relatively high savings rate and low tax 
burden.  Those savings were deposited at banks, which in turn were not only 
invested in enterprises, but also lent to the government in the form of national 
bonds.  A significant proportion of the assets was lent to financial institutions 
overseas.  As of 2018, the total amount of household assets is estimated at more 
than 1,800 trillion Yen, which is about three times the size of GDP, or about 18 
times the size of national budget. 

One may recall that the role of financial market in higher education has 
been salient in the United States particularly since the late 1980s.  With the 
backdrop of economic stagnation and stagnating size of population at college-
going age, various private institutions went on to raise tuition, together with 
admission policies to distinguish themselves.  Use of student loans started 
expanding dramatically.  This point will be discussed later. This mechanism 
rendered a basis of transformation of American higher education in the past three 
decades. 

3. Policy Implications 

Provided with the observation above, what can one argue about how higher 
education would change, or how it should change?  I shall discuss it from the 
perspective of equity, efficiency and the structure of higher education institutions. 
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Equity 
In the past few years, equity in the opportunity of higher education drew 

renewed social attention.  All the political parties included in their platforms for 
2017 general education some measures concerning this issue.  The ruling Liberal 
Democratic Party won the election with a proposal for “Free Higher Education.”   
Subsequently Abe administration has been working to build concrete measures, 
but the details are still to be seen 

There are several factors behind this renewed concern.  Fist, as four-year 
higher education has reached the universal stage where a half of the youths at 
eligible age enter college, college education has become to be conceived not a 
choice, but rather a necessity, the lack of which is regarded to result in 
considerable disadvantage.  Securing the opportunity has become a serious 
concern for any parents. 

Second, the concern of social deprivation has been spread widely.  If 
children from lower income families and prohibited from the opportunity of 
higher education for economic reasons, it would constitute a serious impingement 
on social justice. 

Third, as increasing number of students borrow loans, there are 
incidences where the graduate fall in difficulty in repaying the loans.  Especially, 
college graduates faced with glut in labor market in the few years until 2010.   A 
substantial number of students were unable to secure employment at the time of 
graduation.  As the principle of permanent employment still dominates 
employment practices, the failure in entering the career path at the time of 
graduation often results in unstable employment over life-time.  These graduates 
fell in serious difficulty in repayment, sometimes resulting in dire hardship.  As 
those cases were reported by the media, latent weariness rose to the surface of 
public conscience. 

The observations above indicate that the concern on equity in higher 
education has been constructed through various incidences and interests.  
Naturally, discussions about necessary policy would not result in clear-cut 
conclusion.  The critical issue in this context would be whether, or how, the 
government should play a role in responding these social concerns. 

The most straight-forward solution would be to increase government 
expenditure on higher education to the extent that effects of parental income are 
removed entirely.  Currently, the government finances the national institutions 
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and provide subsidies to private institutions.  By augmenting the subsidies, one 
would hope that the tuition levels will be decreased, thus lessening the influences 
of family income.  However, private institutions may not lower tuition levels 
despite increased subsidies.  Moreover, various surveys show that the differences 
in the chance of enrollment are related with family income through academic 
achievement before getting in higher education.   

Another approach is to provide direct subsidy to low-family income 
students in the form of grant.  A basic problem of this approach lies on the 
mechanism to select the target.  Budgetary constraint rules out implementing 
any large scale expenditure for this purpose.  On the other hand, it will be 
difficult to limit the target too narrowly for it will not only cause various technical 
issues in defining and identifying the target, but also cause conflicts between the 
beneficiary and others. 
  These discussion boils down to how effective a marginal increase in 
government spending can rectify inequity in a wider context.  It is true that 
various surveys show that the incidences of participation in higher education are 
smaller among children from low-income families (Kobayashi 2009).  A survey 
shows, however, that the difference in participation rates by family income are 
much smaller among students who showed high academic achievement in high 
school education.  Those students would expect high returns from higher 
education, and find ways to circumvent financial constraints.  Student loans are 
effective in this sense.  The difference by family income becomes more salient 
among students with low academic achievement.   

In this sense, the lower rates in college participation among youths from 
low family families derives from the low level of academic achievement created 
prior to entrance to higher education.  In fact, there seem to be a universal 
agreement that resources can be used more efficiently by investing at primary or 
even at preschool levels of education (Heckman 2008).1  
  Then, what can the capital market approach do with respect to equity?  
It seems to be trivial that student loan schemes cannot eradicate intergenerational 
transmission of income inequality.  After all, the students who borrowed loans 
will have to repay the debt after graduation, which implies that the net income 
after graduation should be less than those from wealthier families who did not 
borrow.   

                                            
1  See https://heckmanequation.org/ 
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Nonetheless, loan schemes would make it possible for students with 
limited means the chance to get higher education and subsequently higher income, 
with a degree of benefit after paying off the debt.  To the extent that the Internal 
Rate of Return remains higher than the interest rate of loan, this would amount 
to a substantial gain in net income. Moreover, student loans allow individual 
choices on higher education.  This is the classical argument drawn by Milton 
Friedman (1980). 

Nonetheless, loan schemes have their own problems. One risk aversion.  
It is sometimes claimed that low-income families tend not to use loan because 
they tend to avoid the possibility to be unable to repay the loan.  However, there 
is not much empirical ground for this claim. Data from our survey on high school 
students does not indicate such tendency. 

It is nonetheless important that student loan entails risks for recipients, 
and it discourages students from using it.   It was stated above that the 
incidences of serious problem in repayment caused concerns.   After all, the use 
of loan, instead of governmental expenditure, implies the choice should be made 
by individuals and the consequences should be born by the individual.  However, 
extreme penalty should be avoided.  It is rather here that government should 
play a critical role. 

Efficiency 
Another critical viewpoint is the how the national wealth can be used 

efficiently for future growth.  
It was stated above that the internal rate of return (IRR) to higher 

education is estimated at around 7 percent.  To be precise, this should figure be 
adjusted for income-tax to derive private rate of return, or for government 
expenditure to derive social rate of return.  In either case, however, the 
adjustment does not make differences more than one percent point.  They are 
far above the returns to alternative investment.  

Meanwhile, the interest rates for national bonds and bank savings have 
declined significantly since the 2000s.  To an extent this reflects international 
trend, but it is particularly pronounced in Japan.  It is partly due to the monetary 
policy to stimulate the slowed economy.  At the same time, it shows the shifts in 
relative position of demand and supply of capital.  On one hand, the past 
economic growth accumulated a vast expansion of savings.  It is estimated that 
the total monetary asset in 2017 amounts to 1800 trillion Yen, which is three times 
the size of GDP, or eighteen times the government expenditure in 2017 (Bank of 
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Japan 2018).  Meanwhile, investment opportunities have not grown accordingly.  
Consequently, the excess supply sought opportunities of investment overseas.  
Currently the net monetary asset of Japan invested in overseas amounts to more 
than 300 trillion Yen, which is the highest in the world. 

One can argue from these considerations that the investment on higher 
education should be beneficial not only for individuals but for the society as a 
whole.  On the ground that the social rate is higher than the ongoing interest 
rates, Yano (Yano et al., 2007) argued that the government should spend more 
resources on higher education.   This conclusion, however, is not necessarily 
trivial.   

For one, the high return implies that the whole society can be better off 
by investing on higher education, but it does not that the government should 
increase its expenditure on higher education through subsides to higher education 
institutions.  Provided with the large deficit that the government runs every year, 
it would be unrealistic.  An alternative is to tap the accumulated wealth in the 
national economy through financial market.  In fact, it has already become one 
of the significant channels for higher education finance.  

Innovation in Higher Education and Markets 
The use of financial market, however, requires a critical condition that 

the investment on higher education pays off.  It should be recalled that the 
internal rates of return to higher education are calculated from the present wage 
structure of college and high school graduates.  If there should be any significant 
changes in future, the actual (ex-post) rate of return will either increase or 
decrease.  And the latter may well be the case.   

So far in Japan, the productivity underneath the wage levels has been 
created through accumulating and sharing of needed skills and knowledge in 
workplaces made possible by life-time employment. A large proportion of 
contribution by college education was in identifying young population with proper 
basic competency on which the informal training at workplace can build.  This 
mechanism is now faced with significant challenges.  New industrial fields are 
emerging, and they require different knowledges and skills.  At the same time, 
corporate organizations keep reforming themselves.  Under fierce international 
competition, corporations have lost the long-term perspective to invest on 
workforces.  All these factors make the existing mechanism of productivity 
obsolete quickly.  Higher education is asked to inculcate knowledge and 
competencies relevant to fill the gap. 
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Nonetheless, higher education institutions so far have not responded to 
these challenges.  Business firms recruit students not by what they learnt in 
university, but how well they did in entering selective institutions.  Since 
universities are set in a sharp hierarchy of selectivity, they have not had much 
interest in improvement of education. 

Meanwhile, many private institutions are still plagued with poor 
educational conditions, such as high numbers of students per faculty numbers.  
It is not unusual to see a school of social sciences in large-scale private institutions 
at the order to 30 or more. The physical conditions are critically undercutting 
innovative efforts.  On the other hand, many large- and small-scale private 
universities have tried since the 1990s to expand their enrollment.  It is 
interpreted as the means to secure financial basis while adding new program 
catering to new academic fields that attract students. In other words, the markets 
and the government policies have created little incentive to raise tuition to 
improve educational condition.  At the same time, the decline of 18-year old 
would not allow any institutions keep expanding. 

From this perspective, it is interesting to observe what happened in the 
United States since the 1980s. Over this period, many private institutions 
admitted fewer students to raise selectivity, while raising tuition to compensate 
for it. becoming (Geiger 2004, Kirp 2004, Hoxby 1997).  The higher level of 
tuition could be financed by federal and other student loans.  At the same time, 
institutions provided academically excellent students with grants to cancel the 
high level of tuition.  The grants could be financed by incomes from endowments, 
which was important to defend against the criticisms that the grants were diverted 
from the tuitions levied on other students.  It should be also noted in this nexus 
that the federal government under Reagan administration initiated significant 
changes in tax regime.  Significant deduction in value appreciation of monetary 
assets was made possible.  This created a significant incentive to private giving 
to higher education institutions when stock prices kept rising in the later periods.  

The changes created through this mechanism have been criticized for 
many reasons. The tuitions have more than doubled over two decades, and the 
financial burden on students to repay loans have ballooned accordingly.  On the 
other hand, it seems to have created an environment where universities compete 
with each other in recruiting able students and in innovating education.  It can 
be argued that in that way, leading American institutions succeeded in achieving 
high achievement, and that induced other institutions to follow.  
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Conclusion 

Since the turn of the century, the role of financial market has emerged as 
a significant player of higher education under slowed economic growth.  In this 
regard, there are similarities between the United States and Japan.  The 
mechanism in which it plays in higher education, and its consequence, are 
different in various ways.  The critical factor is how institutions behaved in these 
circumstances.   

Will similar change take place in Japan?  What are the necessary 
conditions for that to take place?  Will it be desirable with respect to equity or 
efficiency?  Will it induce necessary change for Japanese higher education?   

These are questions that we are to answer when we are faced with the 
choice for future direction of higher education in Japan. 
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Abstract 
A new world-class university policy called the Designated National University 
scheme was introduced in Japan in 2017. Six national universities are now given 
a distinguished legal status, differentiating them from all other national 
universities, and are expected to be competitive with leading universities 
worldwide. However, the government expects the selected universities to be 
capable of generating their own income. In light of the uncertainty surrounding 
the highly complex mechanism linking knowledge activities at universities and 
industrial commercialization, this appears to be a risk-taking policy. 
 
Keywords: Japan; World-class university policy; Institutional strategy; 
University‒industry relationships; Innovation 
 
 
A new world-class university policy was introduced in Japan in 2017. The 
government selected six out of 86 national universities to be Designated 
National Universities, all with long research traditions̶this list includes the 
University of Tokyo, Kyoto University, Tohoku University, the Tokyo Institute 
of Technology, Nagoya University, and Osaka University. These chosen 
institutions have been given a “distinguished” legal status, different from all 
other national universities that already experience significant advantages in 
national government funding̶ they are quite distinct from the 90 local public 
universities and 604 private universities in Japan. Designated National 
Universities are expected to be competitive with leading universities worldwide. 
What then can the national government do for them and what are these selected 
universities expected to do? 
 
Not the First Attempt 
This is not the first attempt at creating world-class universities in Japan. In fact, 
Japan is recognized for having been actively engaged in world-class university 
policy through a series of governmental projects and excellence initiatives: for 
example, 21st Century Centers of Excellence（2002‒2009), Global Centers of 
Excellence (2007‒2014), Global 30 (2009‒2015), and Top Global Universities 
(2014 onward). 

In contrast with emerging institutions in neighboring China, Singapore, 
and South Korea, Japanʼs flagship universities have gradually slipped down in the 
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rankings over the last two decades. Two reasons are always highlighted: the slow 
pace of internationalization of universities and society as a whole and the 
shortage of financial investment. While the two first Centers of Excellence 
projects mentioned above were funded by direct investment to research clusters, 
impact was not significant, partly because the basic infrastructure of science and 
technology at Japanese universities had already been established before the 
launch of these projects, namely, in the 1990s after the economic culmination of 
the country. From 2007, the World Premier International Research Centre 
Initiatives targeted only a few research institutes with much more concentrated 
investments. It is still too early to measure the exact impact of these initiatives 
on research and universities and on the country as a whole.  

The Global 30 project ultimately supported 13 universities because of 
policy changes after the financial crisis of 2008. The Top Global University 
project now supports 13 universities in their efforts to be globally competitive, 
and another 24 universities as leading examples of internationalization. These 
projects are not funding research excellence but are enhancing the 
internationalization of universities through key performance indicators such as 
employing international researchers and enhancing the English language 
proficiency of students and staff. 

When the Top Global University project was launched in 2014, the 
government declared that the policyʼs goal was to propel 10 Japanese universities 
among the top 100 in world rankings. Indeed, the profiles of flagship universities 
in Japan, for example in terms of the proportion of international students and 
staff, appeared low in global university rankings, and remain poor even now. The 
slow internationalization of Japanese universities largely reflects the slow 
internationalization of the whole education system and of the labor market 
within this country. 
 
At the Core of National Innovation Policy 
The Japanese government is now trying to use research universities as a key 
driver of national economic development and promotes an integrated economic 
and financial policy linked with industrial innovation. Top research universities 
are now attracting attention not only from the ministry of education, culture, 
science, and technology, but also from cabinet office departments such as the 
Council for Science, Technology, and Innovation and the Council on Economic 
and Fiscal Policy. 
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Compared with previous excellence initiatives and internationalization 
schemes, the selection of Designated National Universities focuses much more 
on an institutionʼs capacity to set a vision and plan and implement changes that 
will enable it to achieve world-leading status. Applicant universities were asked 
to present a self-assessment of their strengths and weaknesses; of their 
achievement of goals based on benchmarks within good practice and 
performance measurement; of their strategies to implement leading research and 
human resource development; and of their contributions to the economy and to 
society by addressing global and national challenges. The guidelines stipulated 
that the universities cover topics such as human resource acquisition and 
development, improvements to research capacity and university governance, 
strengthening financial foundations, international collaboration, and links to the 
wider society.  
 
…Ask What You Can Do for Your Country 
Takeshi Sasaki, chair of the Designated National University project review 
committee, has expressed concern about the vulnerable financial foundation of 
even top research universities in Japan. His wish is to see public support 
expanded and assistance from society significantly increased, in particular 
through donations from the business community and individuals, with backing 
from the government. 

However, in reality, the new “designated” status does not automatically 
guarantee drastic financial advantages. The amount of public funding directly 
linked to the scheme constitutes only a small portion of the universitiesʼ running 
costs, at around 0.2% of their annual income. Rather, the government expects 
the selected universities to engage more actively in income generation from 
nongovernmental sources, for instance from philanthropic donations and 
university‒industry cooperation. The underlying message is that developing 
management capacity within universities is the only sustainable pathway for 
them to achieve world-class status, and that institutions are required to 
contribute directly to the development of the national knowledge economy. 
Here, the governmentʼs message to the universities seems to be, “Ask not what 
your country can do for you; ask what you can do for your country,” as stated by 
US President John F. Kennedy in his 1961 inaugural address. In that respect, the 
proposal and implementation of this particular scheme has stimulated a systemic 
discussion about how a university can establish, and contribute to, a virtuous 
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circle between its development and its socioeconomic impact.  
In contrast to the officially expressed vision, cabinet level support for the 

policy appears to strengthen governmental intervention in university governance 
and management̶adding contribution to economic development through 
industry relations and innovation to education and research as a core function of 
a university. This new challenge for aspiring world-class universities -- the 
expectation of generating their own income -- appears to be a risk-taking policy, 
in light of the uncertainty surrounding the complex mechanism linking long-
term knowledge activities at the universities and industrial commercialization. 
Of particular note: the Japanese business environment is largely under the 
dominance of global enterprises typically based in the United States. It is 
becoming apparent that universities will have to struggle and fight to gain their 
financial autonomy and, ultimately, define their new identity. 
DOI: http://dx.doi.org/10.6017/ihe.2019.96.10779 
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ra
nt

s 
fo

r 
U

nd
er

gr
ad

ua
te

 S
tu

de
nt

s
•

G
ra

nt
s 

fo
r 

un
de

rg
ra

du
at

e 
st

ud
en

ts
•

Pu
rp

os
e:

 F
or

 s
tu

de
nt

s 
fr

om
 f
am

ili
es

 f
ac

in
g 

ex
tr

em
e 

ec
on

om
ic

al
 

ha
rd

sh
ip

•
El

ig
ib

ili
ty

 (
1)

 s
tu

de
nt

 f
ro

m
 f
am

ily
 w

ith
 n

on
-t

ax
ab

le
 in

co
m

e 
(a

bo
ut

 2
-3

 m
ill

io
n 

ye
n 

an
nu

al
 in

co
m

e)
•

El
ig

ib
ili

ty
 (

2)
 r
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Ja
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ce
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1
•

小
林

雅
之

20
17

年
「
高

等
教

育
機

会
の

格
差

の
実

状
と
課

題
」
『
生

活
協

同
組

合
研

究
』

49
3,

 1
4-

24
頁

。

•
小

林
雅

之
20

17
年

「
新

所
得

連
動

型
奨

学
金

返
還

制
度

の
創

設
」
『
生

活
福

祉
研

究
』

93
, 

29
-4

1頁
。

•
小

林
雅

之
20

17
年

「
奨

学
金

制
度

の
転

換
と
大

学
の

課
題

」
『
大

学
時

報
』

37
3,

 5
2-

59
頁

。

•
小

林
雅

之
20

16
年

「
我

が
国

の
高

等
教

育
の

課
題

ー
特

に
教

育
費

負
担

と
奨

学
金

の
在

り
方

に
つ
い
て
」
『
論

究
』
第

13
号

, 
23
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較
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信
堂

。
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雅
之
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年
「
家
計
負
担
と
奨
学
金
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業
料
」
日
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育
学
会
編

『
高
等
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育
研
究
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林
雅
之
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支
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