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Rebuilding Britain: the Role of Universities

Productivity is a function of many factors in combination, including skills, investment 
and innovation – the effective implementation of new knowledge5. It is also 
dependent on aspiration and the drive of managers to reposition their organisations 
as higher value-adding.

A generation of managers has not benefited from higher education as the expansion 
in provision only stemmed from the mid-1980s. This combined with the relatively 
recent growth of our business schools, means we have a lower percentage of 
graduate managers than many of our competitors. In his analysis of the UK in 2003, 
Michael Porter6 suggested that our relatively low productivity reflected:

Low rates of investment in capital assets and innovation.•	
Our competing less on high value than our advanced country peers.•	
A lower use of modern management techniques with poor management •	
development.

Figure 2: UK graduate managers and training days

Figure 3 below shows the fairly recent rise in the numbers attending university. With 
these increasing numbers over the last decade and the current policies on workforce 
development and employer engagement the numbers of graduate managers and 
training days should improve. This should have a positive impact on productivity.

Figure 3: Participation rates in England by 18-19 year olds (1979-2001) and 18-30 
year olds (1999-2006)

5  HM Treasury (2000) ‘Productivity in the UK: The Evidence and the Government’s Approach.’ London: The Stationery Office
6  DTI Economics Paper No 3: UK Competitiveness: moving to the next stage

country,	there	is	a	wide	variation	in	the	number	of		 
places	available	for	local	study:	those	in	large	 
conurbations	have	a	wide	choice,	while	some	rural	 
areas	offer	little	higher	education.	HEFCE	has	been	 
helping	to	tackle	such	‘cold	spots’	through	institutional	 
developments	such	as	the	opening	of	University	Campus	 
Suffolk	at	Ipswich	by	the	Universities	of	East	Anglia	 
and	Essex,	and	the	establishment	of	the	multi-campus	 
University	of	Cumbria.	This	work	continues	with	the	New	 
‘University	Challenge’	programme	which	aims	to	create	 
up	to	20	new	centres	of	higher	education	provision	 
where	this	would	provide	the	greatest	benefit.	 

The	number	of	full-time	students	in	HEIs	has	risen	 
from	below	600,000	to	around	1.2	million	over	the	last	 
20	years,	and	the	size	and	number	of	universities	has	 
risen	accordingly.	Including	part-timers,	the	number	of	 
students	ranges	from	176,000	at	the	Open	University	 
and	almost	40,000	at	the	University	of	Manchester	 
to	fewer	than	1,000	at	the	specialist	performing	arts	 
colleges.	In	1996-97,	only	two	universities	had	more		 
than	25,000	students;	by	2006-07	there	were	17. 

Participation in HE in England by 18-19 year-olds (1979-2001) and 18-30 year-olds (1999-2006) 
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Our small business sectors have only shallow relations with universities when 
compared with their US peers who value universities much more than UK businesses 
as important sources of knowledge, research and innovation:

Figure 4: Users of universities as a source of knowledge rating them as highly 
important (Matched Sample Innovators only)   					   

	  

Source: Cosh and Hughes (2008)

Our small businesses fund few of their staff to up-skill at universities7 and the 
current funding system and lack of a credit framework in England do not encourage 
universities to invest and work in partnership with private sector and other providers 
in a system-wide approach to learning8.

In terms of innovation and knowledge exchange, universities have in the past been 
encouraged (with some success) to focus on start-ups, spin-outs and IP revenue 
generation (“technology transfer”) rather than providing “public space” where 
problems can be jointly identified with users and then jointly addressed – perhaps 
with the university focusing more on fundamental research and business on nearer 
term applications in a partnership approach; we now know that most value is added 
when universities and businesses work together9; the same is true in the area of 
learning10.

Our businesses have also told us that they need more enterprising and 
entrepreneurial graduates who can initiate the questions that will lead to new 
approaches being investigated and then apply the learning that results.

The power of public procurement has not been adequately harnessed to stimulate 
innovation11; there are opportunities for the Technology Strategy Board to learn from 
and incorporate elements of highly successful programmes in the US such as DARPA 
and SBIR.  The UK’s SBRI programme should mirror the scale and achievements of 
the US SBIR/STTR scheme, which encourages small businesses and universities to 
address strategic procurement challenges in key government departments. Where 
SMEs and universities collaborate to develop solutions to these challenges, the 
SBRI can support the process for bringing new technologies to market. This not 
only ensures innovative solutions are found to strategic procurement requirements 
in government,  but also helps encourage knowledge to be exchanged between 
business and universities.

There has been a shortage of venture capital for the initial stages of venture 
investment which has not encouraged a change in culture towards one that is more 
tolerant of risk and failure.

7  See HEIF returns from institutions

8  Influence through Collaboration, Connor et al, CIHE, 2008

9  Universities, Business and Knowledge Exchange CBR & CIHE 2008

10  Influence through Collaboration, ibid

11  Using Public Procurement to Stimulate Public Procurement, Ternouth, CIHE 2007
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With the recession there is the temptation for businesses to impose cost cuts across the 
board. By contrast, research by McKinseys12 suggests that a more strategic approach 
to cutting R&D costs can provide companies with an opportunity to upgrade its 
focus on R&D. Adopting a portfolio approach can ensure that companies:

cancel moribund projects to free up resources to invest in upgrading R&D skills ▪▪
and capabilities;
re-assign R&D staff to improve productivity and speed up time to market;▪▪
use lean management principles to inject urgency into R&D processes.▪▪

Figure 5: Percentage of Higher Education R&D financed by industry (1981-2006)

Note: Higher education in the US includes public and private institutions.

Even though the UK has kept pace with the US on the percentage of HERD financed 
by industry, the absolute amounts are significantly different; with the UK on 444.5 
million current Purchasing Power Parity dollars (PPP $) by comparison with 2,400.1 
million PPP $ in the US.

In the last recession, there was a tendency for UK businesses (unlike their US peers) to 
cut back their investment in graduate recruitment, staff development and research 
with universities; the US then emerged better prepared to face the future; have UK 
businesses learned the lessons from the past?

Has the Government learned the lessons? DIUS has instructed the funding council 
to limit the number of students that will be admitted to university next year. Some 
9% of applicants will be turned away and this will disproportionately affect those 
from poorer and non-traditional backgrounds. This will not only undermine the 
Government’s own widening participation strategy and send the wrong messages 
to aspiring students but work against the need for Britain to be better educated 
and more high value adding. The Budget requirement for the higher and further 
education sectors to save over £400 million from next year will threaten to further 
undermine quality of provision and the development of more graduates and post-
graduates.

Some Responses to these Challenges
If innovation, higher-level learning and knowledge are indeed to be at the heart of 
a revived economy and society, then universities, businesses and the Government 
must work still closer together. Innovation will have to be more central to their aims, 
delivery models and organisation in a financially constrained future.

1.  Investing in the strategic value of universities
The UK must continue to invest in developing more educated people in all walks 
of life; we need more high quality graduates and post-graduates and world class 
research as well as an up-skilling and re-skilling of those already in work; equally 
universities are not mere “training providers” responding to the demands of short-
term focused businesses; the CIHE will continue to stress the wider social and 
personal values that underpin higher education and its role in building a more just, 

12 Upgrading R&D in a downturn, The McKinsey Quarterly, February 2009
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Exhibit 10

The proportional decrease in HERD financed by industry since about 2000 (shown in the preceding exhibit),
appears to be roughly consistent with declines in the percentage of overall Gross Domestic Expenditure on
R&D (GERD) financed by industry after 2000, as shown in the following exhibit (note: HERD is a subset of GERD).

Exhibit 11

Finally, as shown in the next exhibit, HERD financed by industry, as a percentage of total GERD financed by

industry, shows different patterns in the UK and US between 1981 and 2006.

■ In the UK, it fluctuated, but experienced a net increase from 0.9% to 2.8%.

■ In the US, it also fluctuated, and showed a slight net increase from 0.9% to 1.1%.

Percentage of Higher Education R&D Financed by Industry, 1981 - 2006
Higher Education in the US includes public and private institutions.

Source: OECD Main Science & Technology Indicators
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tolerant and caring society and in developing the enterprising and globally aware 
graduates who will address global issues and change organisations – not just fill 
current jobs.

There is much to be done by business schools beyond MBAs, and it will be important 
for universities to  encourage multidisciplinary approaches  bringing together 
business schools,  engineering departments and others to tackle collaborative 
R&D, competitiveness, innovation and human capital development. 

We look to the current or future Government to:
enable the sector to expand so more students from all walks of life can participate ▪▪
and more be educated to the higher levels the nation needs;
rescind the block on HEFCE funding for those learners who want to study for a ▪▪
qualification that is at an equal or lower level to what they already have (ELQ);
establish a more coherent qualifications and credit system in England – a climbing ▪▪
frame of learning which learners of all ages can explore;
support the development of a national career information, advice and guidance ▪▪
(IAG) framework that offers careers support as part of an integrated all-age 
service;
support a more flexible approach to learners dipping in and out of learning ▪▪
through establishing a system of funding by credits;
implement the package of funding proposals suggested in our accompanying ▪▪
paper so as to enhance the quality of the learning experience and the overall 
quality of what higher education can deliver.

2.  A digital Britain now
We must think not just of the economy of today but also of tomorrow, unlock our 
creativity and make the most of it through a digital Britain; a digital Britain will 
help shape our future and we should invest in infrastructure, skills and talent not 
cut during the recession; we need universities to be more attuned to the needs of 
the digital age and to develop more creative online delivery platforms for students 
from all disciplines; we need more graduates and post-graduates who can be more 
enterprising and even entrepreneurial in their approach; our joint report Developing 
Entrepreneurial Graduates13 offered a framework specification for universities to 
embed the development of enterprise across their institutions;

We propose that the Government:
acts on the vision set by the PM to develop a more digitally attuned Britain;▪▪
encourages the NCGE, which it funds, to better support the implementation of ▪▪
our joint framework for entrepreneurship across a range of universities.

3. Harnessing Student Talent and Expanding Knowledge Exchange
Placements and internships in small organisations can help develop a more 
enterprising approach as well as impart business awareness in students. Businesses, 
universities and intermediary organisations should establish more quality work 
placement and internship programmes that focus students on solving problems. 
The banks and businesses at the heads of supply chains in particular should have 
a vested interest in getting more capable students, graduates and post-graduates 
to help their small business customers and suppliers; the successful Shell STEP and 
Knowledge Transfer Partnership schemes might be developed with further support 
from a range of partners.

13  Herrmann, K., Cox, J., Hannon, P. and Ternouth, P. (2008) ‘Developing Entrepreneurial Graduates: putting entrepreneurship at the centre 
of higher education’ CIHE, NESTA, NCGE, London

The Shell STEP programme
The Shell STEP programme in 2008 saw 614 students on a summer work placement. Overall, 
98.3% of students said that their employability has improved as a direct result of taking part in 
the Shell STEP programme and 98.4% of businesses said that the project undertaken by their 
student had a positive impact on their business’s future performance.

Source: STEP Enterprise, 2008
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Placements/internships can play an important role in the exchange of knowledge, 
as it does in the US:

Figure 6: Types of university-industry interactions contributing to innovation	
(% companies)

Source: Cosh, Hughes and Lester (2006)

Many universities have extensive research, knowledge exchange and learning 
arrangements with many large companies, but few with smaller businesses. The 
recession offers an opportunity to stimulate greater interaction between higher 
education institutions (universities and colleges) and SMEs.  However, it is crucial for 
the sector to differentiate the SME market – not all small businesses see the value in 
interacting with universities. Some entrepreneurs have had no experience of higher 
education and thus don’t perceive any value-added; some SMEs don’t have the 
absorptive capacity to engage with the knowledge and technology available from 
HEIs. Strategic public procurement based on de-risking university-SME collaboration 
could provide the ‘seed funding’ and the market opportunity for universities to 
collaborate with ambitious, growth oriented smaller firms on developing solutions 
through co-creating new knowledge and technologies in response to strategic 
public sector procurement requirements.

The Government should:
encourage businesses to offer more student placements and internships;▪▪
support business organisations to better market the benefits of such placements ▪▪
to small companies, students and universities.

4.  Developing “public space” for collaboration
Business, universities and Governments should develop the public space roles of 
universities; businesses should host technology fairs where they and their supply 
chains can discuss their needs with universities and develop processes for co-
creating solutions14.

The Government should:
expand the resources of the Technology Strategy Board (TSB) so that its technology ▪▪
platforms have greater impact;
set targets for the SBRI so that its aspiration for (challenge-based) strategic public ▪▪
procurement to be more innovative can be evaluated and better realised.

5.  Re-investing in high-risk venture capital
We support a co-funding and risk sharing approach to venture capital and wish to 
ensure that the details of the proposal in the Budget to establish a £750 million 
strategic investment fund for technology is broadly based and not over-focused on 
“technology”.

14  The CIHE will work with EADS on such a technology fair at the Science Museum in October 2009
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6.  Raising efficiencies and re-engineering the HE sector
The pressures on public expenditure will lead to a reduction in the roles of the State 
and will heighten the need for efficiency savings and new ways of working. The 
university sector will face a prolonged period of severe financial constraint and will 
have to consider different forms of partnership and models of working. Third sector 
as well as private sector models may be relevant and the CIHE will work with the 
higher education sector to consider the range of options and the lessons that might 
be learned. Innovation will be even more critical both during and after the recession. 
It will be central to the CIHE’s work in the months ahead.

Conclusion
Despite the recession the future is being rewritten in atomic, digital and genetic 
codes and the development and application of knowledge via brainpower will 
determine our future. The distinction is not between manufacturing and services 
but between high value-adding organisations and the rest. These high value-adding 
organisations have high concentrations of graduates and post-graduates and do 
considerable research.

The convergence of manufacturing and services means that we need not only more 
highly educated people but also more with, for example, experience and knowledge 
in systems integration, project management and customer facing skills. We need 
more with science and business, maths and economics, social anthropology and 
marketing, art, design and media. The future will also require enterprise and 
innovation to be wired into our graduates. We must rethink the capabilities we 
need and work with educational providers on these. This is the challenge for 
Rebuilding Britain.

Our recent reports support our view that collaboration between businesses and 
universities is the way economic and social value is most likely to be achieved. We will 
encourage businesses and universities to work still closer together to develop the 
graduates and postgraduates that the UK needs: employable and entrepreneurial 
graduates who will challenge and change the ways things are done. This is a 
shared responsibility and the collaboration involved requires mutual and sustained 
commitment from all, including Governments across the UK.

Our businesses have said that they see UK universities developing some of the best 
research and graduates anywhere in the world. The advancement of knowledge 
and its implementation through a more highly skilled workforce requires still closer 
partnerships between universities and businesses.

It also requires greater investment. The UK has invested less in higher education 
than almost all other OECD countries over the past 10 years.  Indeed it invested less 
in 2006 (1.1% of GDP) than it did in 1996 (1.2% of GDP) and less than the OECD 
average of 1.4%. If the UK is to maintain a world-class system of higher education 
then all who benefit will have to invest further: the state, graduates and employers.

“...we must rethink the 
capabilities we need... 

this is the challenge for 
Rebuilding Britain.”
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Our aim is to foster close working and understanding between business and 
higher education so that world-class learning and research can improve the 
international competitiveness of both sectors and the capabilities of graduates 
and those already in the workforce.  The Council leads in developing an agreed 
agenda on the higher level learning issues that affect our global competitiveness, 

social cohesion and individual development.
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