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3.4. Higher Education’s Funding Model Transformation
Of Georgia And Ukraine In The Context Of Integration
To The European Higher Education Area

The development of higher education nowadays is undergoing the huge
changes not only under the impact of knowledge-based economy and com-
petency based economy but and under the 4th Industrial revolution, which,
as was noted at the World Economic Forum in 2017, must change the re-
quirements to higher education of improving the research activities of uni-
versities and the process of commercialization of their results. In this regard
the actuality of idea of Triple Helix are more increasing under these condi-
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tions, because it determines that the potential for innovation and economic
development in a Knowledge Society [knowledge-based economy and com-
petency based economy] lies in a more prominent role for the university and
in the hybridization of elements from university, industry and government to
generate new institutional and social formats for the production, transfer and
application of knowledge [11].

Thus, the current situation in global world demonstrates, that to take ad-
vantages of global economy — there is insufficient of using general types of
economic resources, the most needed resource is becoming — human capi-
tal. However, the main feature of human capital is the inherency of valuable
characteristics to the person, among which, we consider, education is
prevailing, because according to the modern paradigm of human existence, the
new knowledge and global thinking are in basis of which, the aim of building
of the human society should become education, on the tasks of the continuous
human development, the forming by her the possibility of critical thinking
and objectivity in decision making and also the social activity in actions. As
a result, the global economy requires the necessity to the governments of the
countries to strengthen attention to the improving of quality of training the
personnel, that can be done primarily through the effective education system,
which is a producer of human potential and human capital, in particular [7].
But, the creation knowledge-based capital is possible through the funding in
education, the results of which can be scientific investigations and innovations,
which in total are the bases of knowledge-based economy and ensure the long
term growth of any country. As an evidence the following affirmation, that the
weakest national systems [systems of higher education] are those with low
government funding but high government control [16].

Moreover, the development of economies within the global environment
is becoming more dependent from the systems of higher education, which
every year becomes more capital-needed [6]. This leads to increased the de-
mand for the funding models that would ensure the effectiveness of higher ed-
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ucation. The problem of effective financial mechanism is inherent mainly for
the countries with transition economies, but in is lack of effective (‘smart’)
mechanism as the management of financing of system of higher education in
general, due to the issue of necessary the active institutional reforms.

For example, in developed countries, regardless of the model of the state
management of higher education (marketed (the UK), social (the Nordic)
and mixed (the Central Europe)), which are defined, the firstly, its tradi-
tions and historical specificities of formation the educational system and as
well as related with a mode of ensuring the welfare of population (liberal,
social democratic, conservative-corporatist), the systems of higher educa-
tion demonstrate the effective funding mechanism for higher education, as
a result, the highest position of their national system of higher education in
the context of international comparisons. That is why the aspect of funding
model in terms of its impact on the development of higher education of
Ukraine is so relevant in comparing the main trends in European Educational
Space, because it has to ensure the development of higher education under
conditions of the intensification of the global environment. Moreover, the
research of reforming process in the field of higher education in Georgia is
so relevant too in regard of the constant comparative analysis of the national
economy with Georgia’s economy.

The main aim of paper is to examine the contribution of funding model
on the development of system of higher education. This aim will be received
with the helping of the next objectives:

- to assess the impact of funding on the country’s place in the ranking

by analyzing the changes in funding and the country’s position;

- to conduct the correlation and regression analysis of such indicators
as the funding in higher education and the total score of ranking, to
test the hypothesis of their dependence;

- to evaluate the structure of funding and the accordance between the
established tuition fees and required expenditures on providing the
educational service;
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- to consider the basic theoretical models of funding of higher educa-

tion, their advantages and disadvantages.

The methodological basis of conducting this research is the theoretical
approaches to the concept of current models of funding of higher education.
To make the reasonable conclusion of necessity of some funding model was
defined to hold the analysis the data of unique annual ranking of higher
education - Universitas 21 and Indicators of Higher education, which were
held by OECD, these data became the empirical basis of research, then
carrying out the correlation and regression analysis between indicators and
evaluation the structure of expenditure and its comparing in different coun-
tries, prerequisites for established tuition fees and the real costs, which are
needed for preparation the graduates.

The core of research is in hypothesis, the funding model of the sphere of
higher education does impact on its development and quality of educational
service and, as results, in total on economic indicators of this country. Then,
Besides, it is very important to study the theoretical approaches to the es-
sence of existing models of funding, identifying the opportunities for both
implementation in Ukraine and in Georgia.

The Universitas 21 Ranking is one of the world to assess national higher
education systems, which was developed the Rankings as a benchmark for
governments, education institutions and individuals, and the project aims
to highlight the importance of creating a strong environment for higher
education institutions to contribute to economic and cultural development,
provide a high-quality experience for students, and help institutions compete
for overseas applicants. U21 points to the best educational systems of each
country and includes four areas, in particular: «Resources», «Environmenty,
«Connectivity» and «Output». According to the Figure 1, we can observe,
that the strongest systems of higher education are in the USA, Switzerland,
Denmark, the UK and Sweden. The Ukraine took 42th place with 42.1 score,
which are the less, than in Ranking of 2015 (43.8 score) [13]. Georgia, de-
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Figure 1. The comparative analysis of the Universitas 21 Ranking in 2015-2016 years
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spite on the active process of reforming and the implementation of the prin-
ciples of the European Higher Education Area, is not included in any of
these ratings.

Taking into account the fact that Georgia is not included in the TOP-50
of the best higher education systems, we consider it necessary to examine in
more detail its position in the geocontext.

According to the results of a survey conducted in 2014, in Georgia, the
level of adolescent reading is lower than the average.

In the primary classes, in the interpretation and transmission of content,
Georgia is the 37th place among 45 countries of the world. By the level of
school education, Georgia has not high position too.

In 2017, school final exams out of 48,434 students could not pass 12,803,
and 30% did not come to the examination in the initial subjects.

As result, according to the World Competitiveness report, the second
most problematic factor for doing business in Georgia is insufficiently edu-
cated workforce.

The Component ‘Higher education and training’ in Georgia is estimat-
ed by the World Economic Forum as 92 out of 148 positions of the world,
which is much less than the position of Ukraine. The PISA’s results - 65 out
of 74 positions, where 69/74 Science and 67/74 Literacy. As we know, such
testing in Ukraine will take place this year (2018).

Taking into account our hypothesis as for that the funding of universities
has a direct impact on the competitiveness of these universities and quality
of higher education in total, necessary to compare the expenditure on higher
education.

Funding of higher education all over the world is a crucial challenge
for all stakeholders: governments, enterprises, university administrators, re-
searchers and students. In developed countries, while governments provide
some resources to finance higher education, there is a continuous effort on
the part of university to mobilize and diversify resources to supplement what
governments provide. In the most advanced countries, there has been an up-
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surge in the demand for policy restructuring to reduce the over-reliance on
the governments to financing higher education. At the same time, there has
been a gradual shift from the provision of free higher education in countries
to a system of cost sharing.

Looking at the achieved results of calculations, which concern the ex-
penditure for higher education in absolute values, which are presented in Ta-
ble 1, we see: the TOP-10 of ranking of competitiveness of higher education
coincides with the TOP-10 countries with the highest spending on higher
education in calculating per 10 thousand of population, that allows to reflect
the real situation with financing in each country.

Table 1
Expenditure for higher education in absolute values in 2016

Place in the Expenditure Expenditure | Expenditure for HE in
ranking of for HE as a for HE in absolute values, per 10
national higher Country percentage of | absolute values | thousand of population
education GDP (billions of (thousands
systems (%) USD) of USD)
[15] [3] [9] [10]
1 the USA 2,6 482.8 15139
2 Switzerland 1,2 6.4 7712
3 Denmark 1,7 4.9 8575
4 the UK 1,8 50.6 7949
5 Sweden 1,7 8.3 8520
6 Finland 1,8 4.3 7751
7 Netherlands 1,7 14.8 8739
8 Singapore* 1.1 3.0 5557
9 Canada 2,5 40.8 11481
10 Australia 1,7 20.1 8569
22 CzechRepublic 1,3 4.8 4579
26 Slovenia 1,2 0.8 3906
31 Hungary 1,3 35 3557
32 Poland 1,4 14.8 3852
35 Slovakia 1,1 1.9 3436
42 Ukraine [17] 1,6 1.4 340

Source: formed by author based on [ 3; 9; 10; 15]
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Thus, these results confirm our hypothesis. Moreover, we consider, that
it’s necessary to analyze the dynamics of indicator «Expenditure for HE in
absolute values, per 10 thousand of population» for countries-leaders and
Ukraine and then to compare the change of indicator and place of country
in the ranking.

As we are taking into account, that the state funding per student in Geor-
gia is 7,297 USD, which ranks 14th highest in the nation, that’s more much
higher than in the countries of Visegrad or Ukraine. But, unlike on these
countries, Georgia is not represented by world ranking systems. Therefore,
we consider it expedient to verify the above hypothesis.

From Figure 2 we observed that the indicators of financing of higher
education have changed over the years 2014-2016, namely the United States
increased the expenditure in 1.2 times, thereby was securing the first position
in ranking, the UK increased the expenditure in 1.6 times, thus its position
has changed from 8th to 4th, Sweden - reduced the costs in 0.8 times as a
result - the position was moved from the 2 to 5, Finland has moved from the
5th position to 6th, through reducing the expenditure in 0.8 times.

Country Country
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ai 14000 )
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10000
) 8000
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4000
00
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Switzerland 4
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Figure 2. The comparative analysis of change of indicator and place
of country in the next: a) «kExpenditure for HE in absolute values, per 10 thousand of
population; b) position in Universitas21 Ranking.

Source: formed by author based on calculation of table 1 and on [15]
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Thus, we can see the relationship between the development of higher
education, component of its competitiveness in world comparison and the
degree of funding. Moreover, using the Programme STATISTIKA 12.0, we
conducted the correlation regression analysis and we received the next re-
sults:

The coefficient of multiple correlation (R), which shows the closeness
communication the output variable (Y) from the input variable (X) is 0.8433,
so the relationship between the input variables and output variables there is
strong relationship.

Calculated Regression coefficient (0.72) shows how will change deter-
ministic component of the country’s position in the ranking if factor in our
model - funding, changes per one unit.

Next, we consider it is necessary to analyze the structure of funding,
including the share of public and private funding (Figure 3).

In tertiary education the private sources have a more crucial role and
account for around 30% of expenditure on average or 0.5% of GDP.

In some countries, private sources are very important in relative and ab-
solute terms to assure that a large percentage of national wealth goes into
tertiary education. Canada, Chile, Costa Rica, Korea and the United States
stand out as the countries with largest percentage of GDP spent on tertiary
education. Part of that is explained by the fact that they are also among the
countries with the highest shares of private sources. Among countries spend-
ing more than 2% of GDP on tertiary education, only Estonia has a small
percentage of private sources, at 0.3% of GDP.

In the Central and Eastern Europe (Poland, Slovak Republic, Slovenia,
Hungary), it is largely dominated by public funding, while the private
funding is ranged from 0.1% of GDP (Poland, Slovenia) to 0.5% (Hungary).

Moreover, changes in the proportion of expenditure on tertiary education
result from the combination of two trends and their respective pace: the first
regards public 40 expenditure on tertiary education, and this needs to be seen
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in relation to total public expenditure. A constant ratio through time only
indicates that both public expenditure on tertiary education and total public
expenditure grew or diminished at the same rate. It suggests that tertiary
education is given the same public financial priority through time. The ratio
increases when public expenditure on tertiary education grows more rapidly
(or declines less rapidly) than total public expenditure. Such a situation
highlights that tertiary education is given a higher priority compared to other
public expenditure or that it has been less severely hit by budgetary cuts than
other areas of public expenditure in the framework of the consolidation of
public finances.

Three groups of countries might be identified when analyzing the
evolution of the share of public expenditure directed to tertiary education
across the key milestones of the Bologna process (2005, 2008 and 2011) [4].

In the first group of EHEA countries (i.e. nearly half of the countries for
which data is available), the percentage of total public expenditure devoted
to tertiary education is higher in 2011 than in 2005. In these countries, annual
public expenditure on tertiary education increased faster than the total public
expenditure (or decreased at a slower pace than the total public expenditure).

Some countries that belong to this group experienced a decrease of the
above-mentioned share in one of the two time periods under scrutiny (either
in 2008 compared to 2005 or in 2011 compared to 2008), but this was more
than compensated during the second period of time. This is for instance the
case of Lithuania, Malta and the Netherlands, which experience a slight
decline of the share in 2008 compared to 2005.

In Croatia and in Belgium, the stronger public effort recorded in 2008
(compared to 2005) was only partially offset by a weaker effort in 2011
(compared to 2008). In the second group of countries, public expenditure
on higher education grew more or less at the same pace as total public
expenditure: hence its share remained roughly unchanged in 2011 compared
to 2005. In these countries, the share of total public expenditure allocated
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to tertiary education changed by a maximum 0.1 percentage point in 2011
compared to 2005. This is what occurred for instance in Switzerland, Spain,
Slovenia and Finland. In the third group of countries (nearly one quarter of
EHEA countries for which data is available), public expenditure on tertiary
education increased at a slower pace than public expenditure (or decreased
more rapidly than public expenditure). In these countries, the percentage
of total public expenditure devoted to tertiary education is lower in 2011
than in 2005. This is the case in Norway, Iceland and Ireland where the
share of public expenditure aimed at tertiary education is respectively 0.57
percentage points, 0.42 percentage points and 0.4 percentage points lower
in 2011 than in 2005.

In the other countries of this group, the decrease ranges from 0.14
percentage points in Poland to 0.36 percentage points in the United Kingdom
when comparing the same reference years [4].

In Ukraine and Georgia the public funding dominates above the private.
But, unlike the foreign countries, where under the private financing is
considered the financing by business or invest-organizations, in Ukraine and
Georgia, in fact, the private funding - is costs of householding.

Furthermore, it should be noted that the structure of expenditures of
Ukrainian system of higher education is significantly different from Central
European countries, namely, according to UNESCO [14].

Ukraine over the last decade has reduced the share of the costs of
equipment, construction and modernization in total spending in higher
education from 17% to 4%, while the Czech Republic (20%), Poland (22%)
and Lithuania (25%) were increased it. Thus under these moments was
reduced the potential of high level of practical preparation of students in
comparison with foreign countries.

In addition, in more detail, it is necessary to consider the peculiarities of
the system of higher education in Georgia after the reforms’ implementation,
in particular:
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model for funding a university - an individual financing system:
“money follows the student”. So the budget of the university depends
on the number of students. In relation to universities, it is considered
to applicants who successfully passed the entrance examinations and
received funding from the state (grant). The university with a small
number of students (provincial or high-mountainous) receive an ad-
ditional subsidy. There is paid training too.

the introduction of unified entrance examinations to universities erad-
icated corruption upon admission. Exams are held on the same day
on a single program. They are conducted by a separate organization,
independent from the Ministry of Education, the National Examina-
tion Center (as like in Ukraine from 2008);

the improved standards of training, retraining of staff, certification
of teachers - all this contributes not only to the development of the
pedagogical staff, but also the interest of teachers in it. The salary of
the teaching staff is directly related to the passage of certification and
the receipt of a license for education;

universities undergo mandatory certification, which takes into ac-
count not only the qualifications of lecturers, but also the area (the
number of students depends on it), the availability of a library, a mod-
ern material and technical base and even a sports ground.

In 2017, school final exams out of 48,434 students could not pass 12,803
(26.4% of the total), and 30% of applicants to the universities did not come

to the exam in the initial subjects.

Ukraine is unable fully to ensure financial needs of the system of higher

education, that leading to the following problems:

the logistical facility of Ukrainian universities is outdated and does
not correspond to the modern needs of graduates’ training;

there is no funding for participating of teaching staff in various
activities outside Ukraine for the information sharing and increasing
the collaboration between colleagues;
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- alimited financial provision to conduct the full laboratory research at
the universities;

- salaries of the teaching staff and the regulatory policy of employment
of teaching staff (load on professor) looks like as demotivator of
holding the scientific researches or totally engaging in science.

In addition, due to the funding of higher education in Ukraine, this
amount is enough only to pay salaries to professors and the providing the
educational services to students. However, taking into account the fact, that
the requirements for the training of graduates are increasing every year, and
the state is not able to provide a fully free education - university has to set
the tuition. The latter is quite common practice in the world. But if we con-
sider the structure of tuition fees in Ukraine we are observing the funding by
state or by households, the financing by business structures is not popular.
As a result, the universities can not set the tuition fees at the real need for
the provision of educational services of European dimension, because the
purchasing power of population is low because universities are set the tui-
tion fees at a level, which the house holding can pay and not at the level of
the tuition fees, which would reflect the necessary costs on providing the
educational services of appropriate quality.

For Georgia, as is evident from the results of the increase in funding for
higher education, this model of financing is not enough for the forming the
effective mechanism of improving the quality of higher education, which
requires the changes.

The situation with the financing by householding leads to the emergence
a gap between the real sector of economy and one of the tasks of universities
- training the graduates to meet the needs of the labour market. Because the
consumers of educational services, the applicants, the learning of which is
payed by householding, mainly they are motivated in choice of specialty by
their desire to get a particular specialty and not its demand of labour market.
So, hypothetically, a graduate who has chosen the profession on the basis
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of unreasonable desire of the needs of labor market is becoming a potential
unemployed. As a result, this leads not only to the increasing in youth un-
employment but also demotivation of population to obtain higher education
because of mis-information and mis-understanding of the situation, which is
appeared. After all, the main reason is, primarily, the fact that householding
in financing, does not take account the current situation at the labour market
as a result, their choice hasn’t any relation with the real economy and the
long-term prospects of further development. Until this tendency exists in
Ukraine and Georgia, the gap will be increased every year and the value of
higher education will be decreased.

In Ukraine and Georgia, to keep universities at a high level, there is no
alternative but to charge tuition fees for national students. In this situation,
policy-makers (government) must choose the most suitable model of higher
education financing to provide better results.

Depending on the combination of public and students’ private funds,
there are two alternative models of higher education financing: the model of
binary financing (MBF) and the model of diversification financing (MDF)
[8].

In the MDF all students are liable to pay tuition fees. The financial
accessibility of higher education is provided by means of public scholarships
and student loans. This model is traditional in American and Western
European countries. That is why the problems of sharing finance in higher
education are usually considered with regards to the MDF [1; 5; 12].

In the MBF, the students passed university entrance examinations
with better results are eligible for free tuitions and academic scholarships,
whereas all others receive none of public grants and must pay tuition fees.
This model is used in the post-Soviet states. In other words, the expenses on
higher education of every student are financed separately in the MBF (either
from public or private funds) and simultaneously in the MDF (from both
public and private funds).
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Next, we consider it is necessary to observe the advantages and disad-

vantages of both models (table 2).

Table 2
The comparative characteristic of advantages and disadvantages of
MDF and MBF models
MDF MBF
advantage disadvantage advantage disadvantage

possibility to
obtain large
expenditure per
student and thus to
improve the quality
of higher
education.

the necessity to organize
the effective student
financial support system
to help disadvantaged
students, if such support
system is failed for some
reason, higher education
becomes inaccessible to
low-income students.

free access to higher
education for
advanced school-
leavers regardless of
their income.

There is no need for
large student loan
programs.

excessively sensitive
to the amount of
budget expenses on
higher education, thus
it becomes very
ineffective when
public budget is tight.

Source: formed by author based on [1; 5; 8; 12]

We can admit that such disadvantage of the MBF has happened both in
Ukraine and Georgia. In spite of a share of public expenditure on higher ed-

ucation in GDP (the share is as in European countries), expenditure per one

student remains very low (the share is less in European countries). So, one

of the ways to make solutions is in transfering from the MBF model to the
MDF. The key characteristics of MDF model:
1) higher education is funded via a combination of tuition fees paid by

students and budget grants to institution;

2) students from low-income families receive social scholarships;

3) excellent-students are eligible for free tuition;

4) students are eligible for subsidizing loans, the amount of which de-

pends on their income and tuition fees;

5) public resources are redistributed from direct financing and academic

scholarships to social scholarships and student loans.

196




CHAPTER 3. INNOVATIVE DEVELOPMENT IN THE XXI CENTURY:
FACTORS AND RESOURCES

The process of implementation such model will be more efficiency for
the system of higher education and economy in the whole by the activiza-
tion of the participation of the universities in various grant programs, their
scientific activities, which will be aimed on the creation of scientific labo-
ratories, which will not only raise the level of research, but also the quality
of education in the whole. Moreover, the universities need to increase the
number of paid services, including the reorientation of universities into a
more significant participant among the others in the innovative ecosystem.

Thus, we conclude that the mechanism of implementation of effective
funding models is very important for the countries of transition economy,
including Ukraine and Georgia, because the deepening of cooperation be-
tween universities, government and business in a global environment which
is open, and jeopardizes such countries and its system of higher education,
which are apart of modern approaches to management, including the finan-
cial management of system of higher education. Therefore, the study of ex-
perience of implementing the funding models of foreign countries should be
based on the added value as for the economy so for the society in the whole.
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