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FOREIGN METHODS FOR ENCOURAGING INNOVATION
INVESTMENT IN HIGHER EDUCATION

The article describes the mechanism of investing in higher education abroad as a case study
on how to improve this process in Ukraine. The research results demonstrate that not all the factors
have a direct effect, nor they are all suitable for Ukrainians, due to low level of incomes.
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Introduction. At present leading countries of the world put special emphasis on
education in human capital formation. Its level determines the intellectual capacity
of any state and is the most important component of population welfare.

At the same time in Ukraine financial and material resources on the develop-
ment of education are allocated in the last place, from whatever funds remained in the
central budget; the share of education spending is only declining (Kalinuk, 2002).

The overall educational system had not been renovated for a while. As a result,
the current status of education does not comply with the current requirements of the
world.

Various aspects of financial support for higher educational institutions in the
context of reforms in Ukraine were studied by Ukrainian scholars V. Bobrov and
O. Padalka (2004), T. Boholib (2005), Y. Beskyd (2003) etc.

The issues concerning the development of an effective mechanism for higher
education investment have not been sufficiently investigated, thus determining the
choice of the topic of this article.

Objectives of the article:

- to investigate the conditions of attracting investment to education;

- to detect the obstacles that hinder the development of investment processes in
education;
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- to identify the relationship between the investment climate and higher educa-
tion potential;

- to reveal the mechanism of elements interaction in the investment processes
in education.

Key research findings. The education investment system under the constant lack
of budget funding seems to be ineffective in such aspects in particular:

- distribution of budget funds under budget classification items and observance
of their targeted use do not allow using these resources under other specific condi-
tions;

- increase of control over budget expenditures brings about the necessity to
explain to financial authorities the expediency of each expenditure item;

- current structure of financial authorities does not make financial flows effi-
ciently organized as such.

The world experience in reforming higher education systems and their invest-
ment mechanisms show that the government allow increasingly more opportunities
for tertiary institutions in creating conditions for attracting private investors and
increasing the number of off-budget education funding sources.

The start of reforms was triggered by the crisis of the national educational sys-
tem, made itself evident in the inability to adequately respond and quickly adjust to
rapid changes in science, engineering, technology, and social changes. Therefore, a
number of Western countries are now fiercely critical of centralized policies in high-
er education, colleges and universities worldwide are being granted more autonomy
in financial field, and the right to shape investment policy on their own. In the USA,
for example, the federal state provides partial funding, exercises control over the
expenditures of a given tertiary institution, control over the student population and
education quality. In the countries where budgetary funding is still prevailing, a ten-
dency to its reduction is visible — Austria, Germany, and France (Beskyd, 2003).

Reforms in national educational systems implemented in most countries are
intended to search for the optimum balance of public and private funding, of centra-
lized and decentralized management, an expedient measure of institutional autono-
my, improvement of education quality and its adequacy to changes in society, deve-
lopment of the continuous education system, new forms and sources of investments
by means of enhancing cooperation between high schools and tertiary institutions,
tertiary institutions and corporations, tertiary institutions and society.

In Ukraine currently there is no mechanism as such for funds to be invested in
higher education. This situation cannot continue for a long time and government’s
support for higher education system will eventually undergo changes. Possible mo-
dels are the following (Bobrov and Padalka, 2004; Zelenskaya, 2001):

1. Gradual increase of funds allocated to tertiary institutions to be returned dur-
ing 10—15 years back to government. At the same time, a mechanism of payment by
enterprises for personnel study should emerge. This model if implemented would
gradually build up the capacities of all industries and rise the gross national product
3—5 times.

2. Introduction of government credits for students. After graduation and
further employment an appropriate enterprise or an individual citizen shall return the
funds to the public budget within 5—10 years. This model requires an appropriate
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system of higher remuneration of skilled labor to motivate citizens get higher educa-
tion.

3. Organization of private funds system to finance training costs (the grant sys-
tem). This requires legislatively established tax privileges for these funds and a system
of agreements between tertiary institutions and the establishers of such funds.

4. Creation of a combined public system of support for tertiary institutions pro-
viding the refund of a minimum volume of current payments from public budget and
an extra selective support for the development of specific tertiary institutions by go-
vernment-sponsored special-purpose programs.

Modernization of education is aimed to create a sustainable mechanism for edu-
cation system’s development, its support through improving the effectiveness of
investment policy (Table 1).

Table 1. Main trends of public investment policy on education support, authors’

Investment policy trends Forms of expression Consequences
Transferring the responsibi- | Reduction of budget spending for
lity for payment of training | students’ support Students apply to

costs from the State on
individual players at the
educational services market

Complete or partial replacement of
government scholarships

Introduction or increase of tuition fees

various forms of loan
financing

Increase in the number of
part-time students

Increase in the number of part-time
students

Work is one of the ways
to cover the growing
tuition costs

Increase of the time spent on work

Ensuring welfare

Reduction in the number
of loan applications

Increase in personal
responsibility for getting
higher education

Increase in the share of off-budget
sources in tuition fees

Increase in the share of loans in the
support system

Growth  of  private
investments in education

Creation of a flexible public
support system

Introduction of tuition fees with an
opportunity to defer their payment
until training completion

Creation of a system of government-
sponsored scholarships, primarily for
students from less well-off families

Credits from various sources

Creation of favourable
economic conditions for
getting higher education

Investment attractiveness of education depends on the following conditions: the
situation of education investment, investment climate in a region, the advantages
(earnings, increase in labor productivity etc.) that investors would receive (Puzikov,
2001).

However there also obstacles to the development of investing processes in high-
er education in Ukraine (Table 2).

Consequently, there arises an issue of the efficient spending of budget funds
channeled on regulation of the labor market and educational services market, train-
ing and retraining of specialists. The state must retain the functions of a direct
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investor in non-profit education development projects creating the conditions for
mobilization of resources of both educational sphere itself and outside investors.

Table 2. Main obstacles in the development of investment processes
in educational area, authors’

Long-term trends The related short-term problems

Reduction in budget funding of higher education. Personnel
Rigid government control and|low salaries, leading to outflow of highly skilled

regulation of all activities. professionals to other sectors or other countries. Incomes
Lack of autonomy. derived from commercial activities are used inefficiently.
Hierarchical rigid structure. Demographic problems. Transitional, unstable nature of

Difficulties in combining | society’s development. Deep structural disparities in
educational and research | Ukrainian regional economy. Low technological level of
activities. Ukrainian industries. Significant fixed capital physical wear
(70%). Shortage of enterprises’ floating assets.

This concerns the solution of two problems:

- rational allocation of budget funds among all public educational institutions;

- creating conditions for attracting additional sources of investments.

Solution of the above problems is determined by the investment climate in the
educational sphere, which is the system of legal, economic, and social conditions for
investment activities. Such conditions are created under the influence of a wide range
of interlinked processes reflecting the objective possibilities of the educational sphere
for development and expansion of investment activities. The variety of interlinked
processes also includes the operational conditions for investors along with a range of
sustainable investment motivations.

It is widely acknowledged that education represents an area of not only spiritual
but also social reproduction, a system of human potential reproduction that acts as a
totality of physical and intellectual forces and abilities, knowledge and skills used to
increase gradually and steadily society’s productive forces. Hence, the notions
"investment potential of education" and "investments in education" should be treated
as the same as "investments in the economy".

Investment potential of education is a qualitative characteristic that takes into
account both objective prerequisites for investments and the availability of various
investment facilities, areas within the educational system (Figure 1).

Investment potential of education is realized through the quality of education
that reflects the ever-increasing needs of societal development and is composed of the
following basic potentials:

- material (buildings, structures, classroom stock, library stock etc.);

- workforce (number of faculties);

- financial (earning and spending patterns);

- innovation (scientific development level);

- consumer (student population etc.).

V. Puzikov (2001) identifies the following factors forming the investment poten-
tial in education:

- continuity, reproduction, increase and replication of scientific knowledge,
cultural values and norms;
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- the ability to anticipate the society’s needs and demand at the labor market;
- search for "own" niche, new lines of activity, opening new, unconventional
specialties and professions;
- flexibility and ability to respond to changes in social demand,;
structural and content-related educational reconstruction;
expansion of boundaries, forms and levels of continuing lifelong education for

all;
development of intellectual and creative capacity of an individual in the
course of educational activities;

- formation of a generation of specialists able to carry out qualitative changes in
the area of their activities, within the system of management, in work culture and
standards of labor, in the society in general.

Feedback

v

Investment climate in higher education

Investment policy in the educational sphere. Investment mechanism. Investors.
Legal and regulatory support. Financial instruments

JL

Sources and forms of investments

Budgetary: targeted funding; State-guaranteed orders; grants; educational promissory note.
Off-budget: direct funding; education loans; contracts; training contracts; grants;
off-budget scholarships; sponsorship

JL

Investment facilities

Lease. Intellectual property. Research. Preparatory courses. Training and retraining
of specialists. Professional development

JL

Investment potential (resources)

Consumer. Workforce. Intellectual. Material. Financial. Technical. Technological.
Methodological. Institutional. Organizational. Marketing. Strategic

4L
Higher education quality

Knowledge, skills and abilities of graduates. Conformance of educational levels to specified
requirements of the level of training. Educational processes organization and support.
Compliance to world standards. Professionalism of instructors. Quality control system.

Investment allocation system. Demand for specialists at the labor market

Figure 1. Relationship between the investment climate and investment
potential in higher education (Puzikov, 2001)

An important objective of developing the investment potential and building
effective mechanisms for investing in higher education consists in adequate determi-
nation of investment areas: primary, necessary for normal operation of a tertiary insti-
tution, and top-priority ones (Beskyd, 2003).
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Prioritization of investment areas is the key parameter in efficiency evaluation of
investments in education. Since investment resources are limited, a tertiary institu-
tion should make the best use of them.

Investor attaches importance not only to evaluation of certain indices but also to
an aggregate characteristic of a given investment facility, which is basically the invest-
ment rating of an educational institution. Investment attractiveness rating as a system
of indices fully describes the investment landscape and comprises both the investment
facility potential and the methods of efficient allocation of investments by areas of its
activity, which determine the education quality.

Today the investment potential of education is rather poor: outdated material
and technical facilities, library stock, students’ social security — all are at extremely
low level. At the same time, we cannot confirm that the training level is directly relat-
ed to the amount of investments in education. It is not enough to attract additional
funding and increase the volume of investments; there is a need for targeted use of
investments that are to be channeled primarily to the most promising areas of tertiary
institutions activity (Bogolib, 2005).

The present-day system for funding of higher education for professionals must
rely on the development of investing processes in education on the part of all entities
concerned. These investment entities include the State, households, business firms,
non-governmental fonds, while the educational investment facilities may embrace
the priority areas of a tertiary institution’s activity.

Interaction of the investment process mechanism elements is shown in Figure 2.

Instruments Direct tuition fees. Facility Result
Instruments of - - . .
Investment targeted - high-quality specialist training;
sources accumulation. - incorporation of market
Funds of: Tuition fees based requlfemaeints; fi )
The State: —\ on State demand [ Tertiary [~ Trational use of Investments; "
househol(is; contracts. institution | - improving competitiveness of a

! ’ tertiary institution;
business firms; titive basis etc - raising the rating and perfecting

nfuon(;governmental the image of a tertiary institution
nds.

Grants on compe-

Figure 2. Interaction of the elements of the educational sphere investment
process mechanism (Zelenskaya, 2001)

Using such investment sources as funds of the State, households, business firms,
non-governmental funds and organizations helps the educational sphere survive and
effectively operate.

State participation as an investment entity is to ensure the availability and equa-
lity of higher education services. Public funding should be multi-channel, i.e., imple-
mented at three levels: nationwide, regional and local.

The mechanism of investment process is first of all an economic mechanism that
represents specific cooperation of key subjects on organization, management and
adjusting of investment process (Stupnitskiy, 2011).

Higher education investment process should be based on the following princi-
ples: legal; economic; scientific, methodological and operational.
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Investment in higher education has its specific nature determined by specific
operating conditions. Higher education investment mechanism from the perspective
of the economic-organizational approach is shown in Figure 3. This approach con-
siders a tertiary institution in terms of investments as an entity operating within mar-
ket environment.

Restoration function |

v |
Analysis of: Higher Mapqgerial
Higher 11;.\/estrr%ent education decision-
education climate; investment | |making
) ] tertiary mechanism
mvestment | | ipqritution’s . i Tertiar
mechanism | | vocemon. Higher Investment controlling | | ‘eruary
. S education . functions nstitution’s
economic potential : | policy nl P performance
function mvestment | | formation p
mechanism level
- monitorin
Tertiary EZE?ge Cash flow £
institution’s | | g11ction management Identification
performance of inefficient
evaluation Reference areas in
indices g tertiary
(standards) institution’s
N Investment formation by activities
selection tertiary
institution Provision of
— recommen-
Priority Tertiary lp{ dations for
| nvestment | J institution’s investments
area resources use efficiency
selection management enhancement
Forecasting and Strategy selection Ongoing activities Managerial
planning and implementation performance actions selection

t t t t

| Sequence of actions |

Figure 3. Higher education investment mechanism (Zelenskaya, 2001)

We are of the opinion that improvement of economic-organizational mechanism
of higher education can be brought about in the following areas: government orders,
well-grounded choices of specialist training; efficient use of the major sources of
mobilizing off-budget funds; introduction of a reasonable classification of paid servi-
ces in higher education institutions.

Conclusions. Investigation of investment potential of higher education shows
that in the current context investment resources are in short supply; the training and
resource base of tertiary institutions took a turn for the worse; graduates training qua-
lity is decreasing; there is a cutback in R&D and R&P services orders. An important
objective of developing higher education investment potential consists in adequate
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determination of investment areas: primary, necessary for normal operation of a ter-
tiary institution, and top-priority ones.

Important areas of the educational system development include: mobilization of
funds from various sources; enhancement of transparency, efficiency and control over
the use of funds; development of multichannel funding of vocational education; tran-
sition to competitive and contractual investment mechanisms.

The state can and must provide considerable investment attraction from various
industries, banks, population by stimulation of R&D, participating in the creation of
venture funds and insuring their risks, cofunding of innovative programs etc.
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