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Financing of HEI in Germany 
Trends and Outlook

Dr. Waltraud Kreutz-Gers

Ladies and Gentlemen, dear colleges,

thank you very much for inviting me to this conference. It is an honour and pleasure for me to present to you some thoughts on the current state in Higher Education 
Finance in Germany and with a close focus on the state I am representing Ð North Rhine Westfalia. As you may know in Germany it is not the federal government, 
but the ÒLŠnderÓ governments which are responsible for Higher Education Policy. On the contrary the federal level has lost some of the responsibilities as a result of 
the recent constitutional amemdment. All in all that does not mean, that the federal level is lost its importance in higher education policy. It still kept its influence by the 
considerable financial support the federal government still provides to the LŠnder and the HEI  for the purpose research and also for teaching.

I am aware that the effect the financial crisis could have or will have on university finance is the main focus of this conference. You may have red in your newspaper 
yesterday that Germany is now facing an economic threat of a minus of up to 6 % of the GDP according to the IMF. The German Stifterverband, representing 3,000 
companies, business associations and individuals acting as the industryÕs joint initiative for supporting research and higher education, made a statement quite 
recently in which the future of charity giving for social, educational und cultural purposes seem to darken. Although the Stifterverband has had its most successfull 
year in 2008 with 431 foundations with an overall budget of 2 billion !. 

As a representative of a ministry responsible for 61 HEI, of which 33 are state financed, I will not exaggerate a pessimistic scenario of the future of university finance. 
In a situation where economic experts refuse to risk any forecast I donÕt want to be misunderstood or my statements overestimated. It will therefore be the underlying 
motto of my presentation that the way and the extent to which the current world wide financial crisis will effect universities very much depend on the particular HEI 
funding mechanism.     
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Outline

1. The paradigm of autonomy Ð reform of the higher education system in Germany

2. Funding schemes still input orientated

3. Classifying Funding Mechanisms 

4. Importance of third party finance is increasing

5. Trend of divergence in the higher education system

6. Tentative attempt to implement tuition fees

7. Increased revenues for university research Ð the Excellence Initiative

8. The major challenge Ð growing demand for tertiary education

9. The system of scholarships and grants

10. Impact of the financial crisis 

I will try to underline my statements, that should give you an overview on the situation of university finance in Germany and particular in North Rhine 
Westfalia, with some more or less significant data and will focuses on the following ten aspects, which does not mean that there are others like for 
instance full costing, accountability, financial management and so on.  
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The Paradigm of Autonomy – Reform of the Higher 
Education System in Germany

Legal status of universities - classification

¥ Government agencies

¥ Public sector institutions operating autonomously

¥ Independent legal entities operating under public law

¥ Non-profit legal entities operating under private law

Developments in Germany and NRW

¥ universities are predominantly government agencies 

¥ and institutions operating autonomously with respect to teaching and research

¥ NRW: since the ãHochschulfreiheitsgesetzÒ of 2007 independent legal entities under 
public law

International experts on higher education policy have identified an enduring policy trend towards more institutional autonomy for universities coupled with 
greater accountability and in some of the leading countries in this development less public funding. With the exception of the last mentioned aspect this 
is also correct for the German higher education system. Very helpful for identifying the status in which a higher education system is currently in is a 
commonly used classification of the legal status of universities which I found in a recent EUA Report with the optimistic title ÒFinancially Sustainable 
UniversitiesÓ. 
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Trend of Divergence in the Higher Education System
¥ Germanys traditional binary system of higher education Ð research oriented 

universities and teaching oriented ÒFachhochschulenÓ is changing towards a more 
diverse system

¥ implementation of the Bologna process blurs the differences between the institutional 
types of HEI 

¥ trend of divergence especially within the universities; identify areas of excellence; 
redistribution resources; closing the gap towards research institutes outside the 
university system

¥ trend of broadening the applied research in ÒFachhochschulenÓ; discussion about 
implementing third cycle education

¥ considerable growth of private HEI 

¥ political objective to open HEI, to combine study program and vocational training or 
job, tendency towards part-time education and the universities engagement in life-long 
learning        

Only very roughly I would like to line out trends in the German higher education system as follows: 
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Funding Schemes still input orientated
Main revenue categories 2003    (Jongblood 2008)

- Government allocations UK 37%  NL 69%  D 72%

- Grants and contracts UK 25%   NL 13%  D 22%

- Tuition fees   UK 20%   NL  7%   D none

Trends in Germany

- government appropriations are still dominant, but slightly decreasing in relative figures 

- tuition fees are introduced since 2005 in 5 states up to the amount of 500 ! per 
semester

- considerable additional revenues are given by grants & contracts for example through 
the Excellence Initiative (1,9 billion ! 2007 -2011)

- change of allocation and additional revenues given by ãpurpose specific purchasingÒ 
through the ãHochschulpakt 2020Ò (up to 1,13 billion ! 2007-2010, 5,55 billion ! 
2011-2015)   

But despite of all this developments the system of university funding is still comparatively traditional. If you compare for instance Germany with the U.K. 
or the Netherlands you will find that Germany universities relay predominantly on government funding and until 2005 were legally prohibited to charge 
tuition fees. The relatively high percentage of revenues by grants and contract is due to the fairly successful way of research funding through special 
agencies like the DFG.

 



Financing of HEI in Germany       MŸnster, 24. April 20096

Classifying Funding Mechanisms
(Jongblood 2008)  
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Preparing myself for this presentation I found a classification scheme very helpful which was delivered by Ben Jongblood on a CHE conference last year. 
European universities funding system can be classified by answering the following basic questions 1. What is funded Ð input or output? Are the funds 
tied to educational performance? And secondly : What drives the system? Or even better: Whose decisions underlie the flow of government funds to 
HEI?  

Jongblood states that the higher education system in Germany like in France is a typical centralized, planned, input-based government funding system Q 
1, whereas the higher education systems not surprisingly in the U.K., the Netherlands and in Scandinavian countries are still centralized but the main 
funding criteria refers to output rather than input Ð this is the Q 2 quadrant.  The other to quadrants Q 3 purpose-specific purchasing and demand-driven 
funding through clients Q 4 lack any reference to existing higher education systems. Taking the considerably high tuition fees into account that charged 
even in state financed US american universities, I decide to complete scheme by adding that red bubble for the US. I also add little red bubble with the S 
for State, which should indicate a development which has until jet taken place in nearly all German states to a less or a larger extend. Still predominantly 
input-oriented all government funding mechanisms measure and sanction the performance to some extent.  In NRW  for example 20 % of the university 
budgets are reallocated refering to academic outputs (number of graduates, number of doctoral graduates, amount of third party finance as an indicator 
for research quality).   
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Public Funding of HEI (Federal/States Governments) in billion !

I want just to give you an idea about the development of the public funding of higher education institutions in absolute figures. You see the relatively 
small contribution of the federal government due to the constitutional division of responsibilities and you see also the slight increase between 1995 and 
2008.   
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Running Expenses per Student by State 2005 in !

This slide should only give you the impression, that even the financial situation of universities differ between the states for instance with respect to the 
running expenses per student.
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Importance of Third Party Finance is Increasing 
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Although German universities are recently not under pressure by decreasing government funding Ð I have to admit that it will never be sufficient Ð the 
importance of third party funding is increasing. You see on this slide the development of the percentage of TPF with respect to the running expenses 
between 1995 and 2006, the blue curve represents the German average, the red curve the North Rhine Westfalian development. Roughly said: from 15 
% up to more than 23 % in ten years.    
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Development in Third Party Finance NRW 
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What is meant by third party finance? You can learn from this diagram that third party finance means to a large extend public money given by the DFG, 
some of the foundations and project-based research funding given by the federal government and the EU. The figures also indicate a considerable 
grwing amount given by the industry mainly via research cooperation. 
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University Third Party Income NRW 2006 
by Provider in 1.000 !
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Tentative Attempt to Implement Tuition Fees

¥ Long standing ãNo tution feeÒ-policy in Germany

¥ Decision of Federal Constitutional Court in January 2005: tuition fees comply with 
constitution under the precondition of social adequacy (grant, scholarships)

¥ Six states introduced tuition fees in the meantime (Niedersachsen, NRW, Baden-
WŸrttemberg, Hamburg, Hessen and Bayern)

¥ Hessen had to withdraw the legislation out of constitutional and political reasons 

NRW

¥ 29 out of 33 public universities implemented tuition fees between 275 and 500 ! per  
semester, 24 of them charge the maximum amount of 500 !

¥ out of a total income of 4,1 billion ! 283 million ! tuition fees are the third largest 
fraction following 2,73 billion state and 803,4 million third party funding

 

The political discussion about tuition fees in Germany is still on the agenda especially in the coming federal and state elections. The financial income that 
derives from tuitions fees is legally dedicated to foster the quality of academic teaching and to support students. You can easily see by those figures that 
the percentage of income from this source is around 7 % of the total NRW universities budget Ð a considerable amount for a purpose that has been 
neglected in the past by public funding.  
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Increased Revenues for University Research – the 
Excellence Initiative
Political intention: Promoting excellent research in German universities

- conducted by the German Research Foundation (DFG) and the German Council of 
Science and Humanities (WR)

- Funding Instruments:

- Graduate Schools (promoting young researchers)
 
- Clusters of Excellence (fostering top-level research)

- Institutional Strategies (building up top-level universities) 

In the past few years the focus of the political discussion in the field of higher education political did not lay on the quality of teaching, but on the quality 
of research. As you surely know in Germany basic and applied research is to a large extend done outside the university system in institutions like the 
Max Planck Gesellschaft, the Helmholtz Gemeinschaft Deutscher Forschungszentren, the Wissenschaftsgemeinschaft Gottfried Wilhelm Leibniz and the 
Fraunhofer Gesellschaft. Federal and state governments decided in 2005 to promote excellent university research.  
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Procedure and Decision

First Call 2006 Second Call 2007 Together 2006 + 2007

319 Draft Proposals submitted by 74 universities                305 Draft Proposals

90 drafts were nominated for the final round :

! 39 Graduate Schools, 10 NRW 

! 41 Clusters of Excellence, 4 NRW

! 10 Institutional Strategies, 1 NRW

92 drafts were nominated for the final round:

! 44 Graduate Schools, 7 NRW

! 40 Clusters of Excellence, 8 NRW

! 8 Institutional Strategies, 2 NRWSelected for funding in October 2006: 

! 18 Graduate Schools, 3 NRW

! 17 Clusters of Excellence, 3 NRW

! 3   Institutional Strategies

Selected for funding in October 2007:

 

! 21 Graduate Schools, 2 NRW

! 20 Clusters of Excellence, 4 NRW

! 6   Institutional Strategies, 1 NRW

Selected for funding in both calls: 

! 39 Graduate Schools, 5 NRW

! 37 Clusters of Excellence, 7 NRW 

! 9  Institutional Strategies, 1 NRW

The two calls in 2006 and 2007 had a tremendous effects within the universities, which had to identify their strength and weaknesses and to develop an 
institutional strategy. Last but not least the  cooperation within and with other universities and non-university research institutes had been fostered. 
Although at the end of this process the number of successful proposals was comparatively small the effects even within not successful universities could 
not be underestimated.  
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Funding

1.969,1 billion ! in 5 Years
39 Graduate Schools    237,7 Mio. ! 

37 Clusters of Excellence 1.179,9 Mio. ! 

9   Institutional Strategies    565,6 Mio. !    

Quelle: DFG

Nearly 2 billion ! for the purpose of supporting high level university research was a considerable political effort, which will be in all likelihood continued. 
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Current Results

- diversification in 
between the university 
system

- shift of funding to 
universities in the south

- deficits in eastern 
Germany except Berlin

The Excellence Initiative has intensified the process of divergence in the German university system. The long standing illusion of homogeneity in the 
German higher education system is no longer shared. 
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The Major Challenge – Growing Demand for Tertiary 
Education
Qualification Initiative 22. October 2008
federal government and the states agree to 

¥ increase its share of expenditure on education and research to a total of 10 percent of 
GDP by 2015

¥ improve the transition from vocational training and/or continuing education to higher 
education

¥ ensure that anyone who is able and wishes to study receives an opportunity to do so

¥ increase the percentage of new students to a national average of 40 percent of a year 
group

¥ implement the Higher Education Pact 2020 to meet demand

¥ expand universities of applied sciences and sandwich degrees

Education as a key to the future of our society is a common and frequently used or misused phrase in the political debate, although it is perfectly true. 
The federal chancellor and the prime minsters of the German LŠnder confirmed their common interests at the Qualification Summit in Dresden on the 
October 22nd last year. This agreement is seen to be as an important step towards an appropriate and secure funding of the major challenges in 
education policy in the next future.  
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First-Year Students 1998 – 2020 (KMK Forecast)
West-, East Germany and „Stadtstaaten“

The major challenge in higher education policy is to open the capacity of the system for a increasing number of students, depending on the demographic 
change and the additional opportunities for school leavers by 2015 when the years 12 and 13 will both leave school at the same time. Last but not least 
the university system has to be more open for a new clientele. 
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The System of Scholarships and Grants

¥ government provided Training Assistance (BAfšG) financed by the federal goverment 
and the states

¥ given as grants for students from low income families, as loans for others provided by 
a state owned bank one out of four students receives support during their standard 
period of study

¥ a low-interest fixed-term training loan is available to support students in advanced 
phases of training

¥ eleven organizations for the promoting of young talents

¥ predominantly funded by the federal government 

¥ amount of grant depends on family income

¥ annual funds currently amount to 87,7 million !  
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Development of Training Assistance in Germany 1987 – 2007
by Number of Students
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Sources of Student Income 2007 
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Impact of the Financial Crisis

¥ Harvard University's endowment suffered investment losses of at least 22% in 
the first four months of the school's fiscal year, the latest evidence of the 
financial woes facing higher education. The Harvard endowment, the biggest of 
any university, stood at $36.9 billion as of June 30, meaning the loss amounts to 
about $8 billion. That's more than the entire endowments of all but six colleges, 
according to the latest official tally.
(Wall Street Journal, 4.12.2008)

¥ The Johannes Gutenberg University Mainz does not notice “any effects” the 
financial crisis could have according to its head of administration Götz Scholz. 
Even private donors do not reduce their engagement.
(SWR 11.4.2009) 

  Conclusion: The financial crisis will have an impact on every universities finance! The 
effect is or will be ad hoc and drastic for those universities with Q 3 or Q 4 funding 
mechanisms, it will have an medium and long term effect on those with Q 1 or Q 2 
funding mechanisms.      


