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Abstract

Higher education is important for countries for several reasons. It is a significant step for countries in achieving higher levels of
development. The quality and efficiency of higher education are necessary to reach a high level of country's human capital. Each
country uses a different higher education financing model with a different success rate. While some countries apply mainly
private sector financing, others employ higher education systems which are financed by public sectors. The contribution of public
sector to higher education financing varies significantly in each country. There have been important developments in higher
education systems in many countries recently. As a result of developments in this area, the balance between the contribution
levels of private and public sectors to higher education financing has changed. The current study discusses the different
applications of higher education financing systems and analyzes the contribution of different actors participating in higher
education financing. Higher education financing systems in different countries are examined. The first part of this study focuses
on the theoretical framework of higher education services, and the second part provides a comparison of the shares of the actors
who contribute to higher education financing in the countries in question. Thus, a comparative analysis of higher education
system among countries is conducted. The last part consists of conclusions and recommendations.
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1. Introduction

The increasing importance given to education in a country leads to contribute both the improvement of her
economy and socio-cultural structure and to increase the quality of service which is provided to her citizens by the
government. The more the quality and sufficiency of education service increase, the more the development of
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country enhances. So, higher education is an important phase of education. It has a significant role on the
development of new generation. One of the positive effects of higher education service is the considerable
contribution to the improvement of a country's human capital. As the number of students attending colleges
increases, state and national income level increase as well. Asaresult, it can easily be assumed that higher education
increases the welfare level of people. One of the major issues of higher education is about financing which changes
over time. It is known that mainly public or private sector is used to finance higher education. Since the last two
decades, especialy, the participation of public sector has decreased in the countries where liberalization is dominant
on state policies. Therefore, student and household participation rates have increased in aforementioned countries
and at the same time higher education has started to be privatized. However, it can be said that public sector
continues to be effective in many countries.

This study examined how much public or private sector participates in financing higher education in developed
and developing countries which are members of OECD or EU. Primarily, the conceptual framework of higher
education has been researched. After that, the statistical data from different countries have been analyzed, and
diversities and similarities have been identified. In this context, the data, taken from “Education at a Glance’
reports, have been used to compare the countries by using different tables. In this way, this study tries to find
answers to some questions; such as; (i) What kind of changes and transformations have been observed in the
participation of public or private sector in higher education financing lately? (ii) Which similarities and differences
are there among countries in the participation of public or private sector in higher education financing? (iii) What is
general trend in cost participation in higher education globally? In this context, this study aims to determine both the
contribution levels of the actors in higher education financing and also the differences among countries.

2. Theoretical Framework

Higher education is to create and disseminate knowledge and to develop higher order cognitive and
communicative skills in young people, such as, logical thinking ability, the motivation to challenge the status quo
and the capacity to develop sophisticated values (Chan, Brown & Ludlow, 2014). As a short-definition, higher
education can be defined as an education or learning at a college or a university. A broader definition can be; higher
education, post-secondary education or third level education is an optional final stage of formal learning that occurs
after secondary education. According to higher education act #2547, higher education is an education system within
the national education system which consists of at least four years and is based on secondary education (Official
Gazette of the Republic of Turkey, 4™ November, 1981).

Karatas (2006) says that higher education has a lot of aims in line with the principles and objectives of national
education. These aims are; (i) to contribute to the development of a country, (ii) to provide the society with qualified
human power, (iii) to conduct scientific research and (iv) to compete with other countries in the area of knowledge,
technology and research and development. Duran (1987) points out that along with these aims, higher education has
some benefits for individuals and society; such as; (i) to provide new sources of income for people, (ii) to create new
job opportunities for people, (iii) to alow people to have post-graduate education, (iv) to give people the chance to
struggle with unemployment caused by technology, (v) to increase the consumption level of people and variety of
consumer goods (Vi) to increase the level of culture and life, (vii) to provide people with more respectable positions,
(viii) to increase the education level of the poor, (ix) to ater the shape of the labour force employed, (x) to develop
respect for the law and to increase the level of socia welfare, (xi) to strengthen social solidarity and to contribute to
becoming more knowledgeabl e voters and (xii) to increase the economic, social, cultural levels of society.

In the literature, many researches show that knowledge has been the most important leading factor and the
driving force of growth and economic performance of countries over the past three decades. So, universities and
research organizations have become more influential than ever before on the economic competitiveness of
individual economies in the context of globalization. The countries with an expanded system of higher education
with higher levels of investment in research and development activities have higher potential to grow faster in a
globalized knowledge economy (Varghese, 2013). However, higher education has some costs divided into two
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types. The first one is private cost and this cost should be paid by students and higher education institutions. The
second one is socia cost and it includes direct and indirect social costs which are reimbursed by governments and
other public organizations (Duran, 1987). Higher education financing consists of a set of methods to obtain
resources needed by higher education institutions in order to maintain their functions (Karakas, 2009). There are
some factors which affect higher education financing. Initially, higher education which affects the improvement of
society is a semi-public good with high externalities one of which is that households and students will have some
advantages by studying at a higher education institution. As a result, demand for higher education increases. The
more people achieve higher education, the more a country develops or her economic development accel erates so that
the country can provide the citizens with free education (Ergen, 2006). Therefore, higher education has to be
supported by public sector more.

Higher education expenditure is defined as the total amount of money or funds allocated from public and private
sector budgets for higher education (Duran, 1987). Nowadays, one of the issues discussed about higher education
financing is on who will run the higher education institutions. Some experts say that the state has to run these
ingtitutions and they base their ideas on some arguments; such as positive externalities, capital market failure,
parents’ being indifferent to the subject and opportunity inequality (Soyler & Karakas, 2011). Externality argument
asserts that education is a mixture of goods and provides social benefits in high level. Another argument, market
failure, prevents educational services from being commercialized. The third argument is that parents are usualy
indifferent to their children’s education or not knowledgeable enough on the subject so the state takes action in
planning the peopl€e’s future. The last one is opportunity inequality. There has to be state intervention in education
system to provide equity. Especially, the impacts of government are inevitable so that the lower income groups
receive educational services (Soyler, 2009). There are four different methods to finance higher education in
developed and developing countries. In the first method, higher education is financed by using public resources.
However, in the second method, it is financed by tuition fees. The third method to finance higher education is using
private resources and university-industry collaboration is the last method to finance higher education (Soyler &
Karatas, 2011).

3. TheFinancing of Higher Education In Different Countries

Higher education has become more easily accessible for common people since 1950s, particularly because of
the increase in the number of universities in recent years. Before 1990s, national policies were more dominant on
strategic decisions and tendencies about higher education financing (Teichler, 2006). Nowadays, some changes have
occurred both in the field of teaching-research and higher education financing. Also, Neo-libera policies have
become more important since 1980s and more significant changes have started to be implemented to higher
education financing with the effects of these policies. An important development is the increase in private sector’s
participation in higher education financing. There has been a significant growth in the number of private higher
education ingtitutions in amost all developing and developed countries for the last two decades. As a consequence,
the cost-sharing system in higher education financing has been accepted in many countries all around the world. As
a result of this change, four groups have started to participate in higher education financing. The first group is
governments and taxpayers, and governments use public revenues such as taxes to underpin higher education. The
second group is parents who save or borrow money to finance their children’s higher education. The third group is
students and they also save or borrow money as parents do. The last group is charity organizations who support
students, parents or higher education institutions (Johnstone, 2005).

The more tuition fees are paid, the more sources are supplied both to universities and colleges so that cost-
sharing is aresult of diversity of tuition feesin countries which have more public higher education institutions (Sam,
2011). Three different reasons lie behind cost sharing method. One of them is the raising costs for students and
departments. Another reason is the significant increasing number of student enrolments as a result of the growth in
university-age population in last years. Many countries having insufficient public revenues is the last reason.
(Johnstone & Marcucci, 2007). The financial sustainability of higher education is supported by governments.
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Furthermore, there are four diverse independent models. While students have to pay no or low tuition fees because
of munificent student incentive system in the first model, in the second model they have to pay high tuition fees but
at the same time they have a chance of having highly advanced incentives from their governments. The third model
includes high tuition fees and an underdeveloped student incentive system, in the last model students have to pay
low tuition fees and student incentive system is underdeveloped (OECD, 2013).

Table 1. Percentage of Public and Private Expenditures on higher educational ingtitutionsin GDP

1998 2000 2005 2008 2009 2010
Public Private Public Private Public Private Public Private Public Private Public Private
Australia 10 0,5 4.6 1,4 08 0,8 0,7 0,8 0,7 0,9 0,8 0,9
Austria 14 0,2 54 0,3 1,2 0,1 1,2 01 14 01 15 0,1
Belgium 0,9 m 51 04 1,2 0,1 1,3 0,1 14 0,1 14 0,1
Canada 15 0,3 52 1,2 1,4 11 15 1,0 15 0,9 15 1,2
Czech 0,7 0,1 4,2 0,5 08 0,2 0,9 0,2 1,0 0,2 1,0 0,2
Republic
Denmark 14 0,0 6,4 0,3 1,6 0,1 1,6 0,1 18 0,1 1,8 0,1
Finland 1,6 X 55 0,1 17 0,1 1,6 0,1 1,8 0,1 19 0,1
France 10 0,1 57 0,4 11 0,2 1,2 0,2 1,3 0,2 1,3 0,2
Germany 0,9 0,0 43 1,0 0,9 0,2 1,0 0,2 1,1 0,2 m m
Greece 1,0 0,1 37 0,2 14 n m m m m m m
Hungary 0,8 0,2 57 0,6 0,9 0,2 0,9 0,9 1,0 m 0,8 m
Iceland 17 0,0 41 0,6 11 0,1 12 12 1,2 0,1 1,1 0,1
Ireland 10 0,3 45 04 1,0 0,1 1,2 1,2 14 0,3 1,3 0,3
Italy 0,6 0,1 45 04 0,6 0,3 0,8 0,8 0,8 0,2 0,8 0,2
Japan 04 0,6 35 1,2 05 0,9 05 0,5 05 1,0 05 1,0
Korea 04 2,0 43 28 0,6 18 0,6 0,6 0,7 1,9 0,7 19
Mexico 0,7 0,1 4,7 0,8 0,9 04 0,9 0,9 1,0 04 1,0 04
Netherlands 11 0,0 43 04 1,0 0,3 11 11 1,2 05 13 05
New Zealand 1,0 m 58 m 09 0,6 11 11 11 05 1,0 05
Norway 1,4 0,0 58 0,1 1,3 m 1,6 1,6 1,3 0,1 1,6 0,1
Poland 11 m 52 m 1,2 04 0,9 04 1,1 05 1,0 04
Portugal 0,9 0,0 5,6 0,1 0,9 04 0,7 0,5 1,0 04 1,0 04
Spain m 0,2 43 0,6 0,9 0,2 1,0 0,2 1,1 0,3 1,1 0,3
Sweden 14 0,1 6,3 0,2 15 0,2 14 0,2 1,6 0,2 1,6 0,2
Switzerland 11 n 53 0,4 14 m 1,3 m 14 m 1,3 m
Turkey 0,8 0,0 34 n m m m m m m m m
United 0,8 0,2 45 0,7 0,9 04 0,6 0,6 0,6 0,7 0,7 0,6
Kingdom
United States 10 12 4.8 2,2 1,0 19 1,0 17 1,0 1,6 1,0 18
OECD total 0,9 0,6 4,6 1,3 0,9 1,0 0,9 0,9 1,0 1,0 1,0 1,1

Note: m: datais not available, n: magnitude is either negligible or zero and x: data included in another category or column of the table (e.g. x(4)
means that data are included in column 4 of the table).
Sour ce: OECD, Education at a Glance, 2013 and 2000.

Table 1 clearly displays that the rate of total expenditure is more than 1.5% of GDP in most countries. In some
countries, such as Canada, Korea and the United States, it exceeds even 2.5%; however, Hungary, Italy and the
United Kingdom allocate less than 1.5 % of GDP. In 2000, rate of public plus private sector’s total expenditure was
the highest in GDP. The globa economic crisis has played a significant role on global economy after 2008. So,
governments have had to decrease public expenditures on higher education. According to table 1, public sector plays
a more important role in financing higher education than private sector in most of the countries. On the contrary,
private sector expenditures on higher education have a more important role in Korea, the United States and Japan in
the last decade. The OECD total rate did not markedly change during the period between 1998 and 2010.

Most of the rates in table 1 changed due to the economic crisis in 2008. Rising unemployment and poor
economic condition being the negative results, the demand for education decreased. And the governments had to cut
on education expenditures to minimize budget deficits (EACEA, 2013).
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Table 2. Relative proportions of public and private expenditures on higher education (2010, 2000)

2010 2000
Expenditure Private: Private:
Public Household of Other All Private  of Which, Public  Private  of which,
Sources Expenditure Private Entities Sour ces Subsidised Sources Sources subsidised
Australia 46,5 39,0 14,5 535 05 51,0 49,0 09
Austria 87,8 2,6 95 12,2 7,7 96,7 33 7,7
Belgium 89,8 47 56 10,2 44 85,2 14,8 45
Canada 56,6 19,5 239 434 11 61,0 39,0 1,7
Czech Republic 78,8 94 11,8 21,2 n 85,5 14,5 n
Denmark 95,0 X (4) X (4) 50 m 97,6 24 n
Finland 95,9 m x(4) 41 n 97,2 28 n
France 81,9 10,1 8,0 18,1 m 85,7 14,3 2,3
Germany m m m m m 91,8 8,2 a
Greece m m m m m 99,7 0,3 m
Hungary m m m m m 76,7 233 n
Iceland 91,2 8,2 0,6 8.8 a 94,9 51 m
Ireland 81,2 16,3 25 18,8 n 79,2 20,8 m
Italy 67,6 24,4 8,0 45,8 58 71,5 22,5 6,1
Japan 34,4 515 14,1 65,6 m 44,9 55,1 m
Korea 27,3 47,1 25,6 72,7 1,0 23,3 76,7 11
Mexico 69,9 29,8 0,4 30,1 13 79,4 20,6 0,6
Netherlands 71,8 14,7 135 28,2 0,3 77,4 22,6 2,4
New Zealand 66,3 337 m 33,7 m m m n
Norway 96,0 33 m 40 m 96,2 38 a
Poland 70,6 22,5 6,9 29,4 m m m a
Portugal 69,0 234 7,6 31,0 m 92,5 75 m
Spain 78,2 17,6 4,2 21,8 17 74,4 25,6 25
Sweden 90,6 n 9,4 9,4 a 88,1 11,9 m
Switzerland m m m m m m m m
Turkey m m m m m 95,4 4,6 n
United Kingdom 25,2 56,1 18,7 74,8 26,5 67,7 32,3 4,6
United States 36,3 47,8 15,9 63,7 m 339 66,1 m
OECD Average 68,4 31,6 34 78,6 214 1,9

Note: m: data is not available, n: magnitude_is either negligi ble or zero, x: data included in another category or column of the table (e.g. x(4)
means that data are included in column 4 of the table), and a:data is not applicable because the category does not apply.
Sour ce: Education at a Glance, 2013 and 2003.

As shown in table 2, private sector expenditures are only 5% or less of total higher education expenditures in
Denmark, Finland and Norway, but they are more than 40% in Australia, Canada, Japan and the United States in
2010. The highest rate which is more than 70% is shown in Korea and the United Kingdom. Moreover, around 80%
of the students in Korea are enrolled in private ingtitutions and 100% of the students in the United Kingdom are
enrolled in government-dependent private institutions. At the same time, more than 70% of the budget of
educational institutions is made up of tuition fees in Korea. This rate is approximately 50% in the United Kingdom
(OECD, 2013). According to OECD average, public resources are more dominant in both 2000 and 2010. When the
rates are compared, the general outlook in 2000 has not been markedly changed in 2010. The most remarkable
change was in the United Kingdom. Although public resources were more important in 2000, the private resources
became more significant in 2010. It can be said that the effects of cost-sharing are more dominant on decisions about
higher education in the United Kingdom in last years.
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Table 3. Public support for households and other private entities as a percentage of total public expenditure on higher education, (2010)

Transfersand

Scholar shipg/ other paymentsto other Student OECD

grantsto households private entities Loans Average
Australia 12,22 n 21,66 21,66
Austria 11,02 7,18 a 21,66
Belgium 13,65 n n 21,66
Canada 4,33 1,64 n 21,66
Czech Republic 2,59 n a 21,66
Denmark 21,91 n 3,95 21,66
Finland 14,90 0,27 n 21,66
France 7,74 a m 21,66
Hungary 14,33 n m 21,66
Iceland m n 31,66 21,66
Ireland 13,13 n n 21,66
Italy 22,43 n n 21,66
Japan 0,67 0,06 n 21,66
Korea 3,36 0,35 4,77 21,66
Mexico 3,87 a 3,12 21,66
Netherlands 10,41 0,28 0,42 21,66
New Zealand 14,18 n 32,41 21,66
Norway 10,69 n 26,79 21,66
Poland 11,66 n 9,81 21,66
Portugal 16,55 m m 21,66
Spain 9,16 n 0,25 21,66
Sweden 9,59 a 14,95 21,66
Switzerland 2,00 4,62 m 21,66
United Kingdom 0,31 3391 33,46 21,66
United States 24,02 m 3,70 21,66
Chile 15,53 455 20,29 21,66
OECD Average 11,37 1,97 9,81 21,66

Note: Countriesare ranked in descending order of the share of scholarships/other grantsto householdsand transfersand ~ paymentsto
other private entitiesin total public expenditure on higher education. m: data is not available, n: magnitude is either negligible or zero.
Sour ce: OECD, Education at Glance, 2013.

In Table 3, we can see that most of OECD members use public funds to support households and other private
entities which is more or less 22% of total public expenditure on higher education. While this rate is more than 25
% in Australia, Chile, Denmark, Iceland, Japan, the Netherlands, New Zealand, Norway, the United Kingdom and
the United States, it is less than 7 % in the Czech Republic, Mexico and Switzerland. Iceland supports students
especialy by giving them loans but both grants and loans may be predominant in most of other countries such as
Australia, Chile, the Netherlands, New Zealand, Norway, Sweden, the United Kingdom and the United States.
Generally, the countries where students are supplied with loans also support the families and this support accounts
for the largest proportion of al public expenditure on higher education. These are a so the same countries where an
above-average proportion of their higher education budgets is spent on grants and scholarships (OECD, 2013).

4. Conclusion

Higher education is a mixed commodity. Considering its attribute, it is a service which makes positive
contribution to its users directly but society indirectly. So it is necessary that higher education is provided to the
ones who demand it. Higher education institutions should prompt the dynamics of social development and lead the
society towards a better future. In this study, comparison of resources allocated to higher education financing and
the participation rates in different countries were examined. At the same time, the reasons for current differences
among countries in higher education financing were focused on.
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This study reveals the fact that the participants in higher education financing in every country are different from
each other and that some countries have distinct finance systems in higher education. While the participation of
private sector in the U.S.A, the United Kingdom and Korea is more important than public sector’s participation,
public sector is more dominant in most European countries. Astable 1 displays, most countries spend more than an
average of 1.5% of GDP on higher education financing, this rate exceeds 2.5% of GDP in some countries such as
Canada, Korea and the United States but some other countries such as Hungary, Italy and the United Kingdom
alocate less than 1.5% of GDP. Most OECD members support higher education and its actors by using public funds
which is more or less 22% of their public budgets. The last changes which are related to liberalization have affected
higher education financing directly since 1980s. These changes are about cost sharing which makes private sector
participation more dominant in countries if adopted.
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