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Higher Education as Important Investment Project
for State and Local Levels

ntroduction

Investment projects can be quite large-scale and local. Form and content of
investment projects may diverse very much — from the plan of establishment
new company to assess the feasibility of real estate purchasing. Most scientists,
‘businessmen and public figures understand the essence of the investment project
‘exactly in such a way. We will try to reflect the investment project of completely
lifferent meaning that has extremely important significance for each individual,
~eompany, local community and the state in general. The question is about higher
ducation. In the context of the economy based on knowledge, higher education
help national and local economies to get the basis for a technologically ad-
ced society. Interest in the role of higher education in the development of
ional and regional economies is not new, but it has increased in recent years.
This is due to technological revolutions and the expansion of the knowledge

iency, social and individual benefits of investment in higher education were
proved. The role of higher education in the development of the economy of the
country and certain regions was considered. Also, short-term benefits of invest-
‘ments in higher education in the form of growth of population employment and
enefits in long-term prospects, manifested in increasing professionalism and
‘competence and consequently, an increase of workers’ income were considered.

oreover, steady investment in higher education can generate more tax revenue,
increase savings and investments and can lead to a civil society of higher quali-
. In addition, higher education can also improve the nation’s health and help to
educe the criminal situation in the society.

Higher education is the key to state competitiveness and a strong economy,
ind continued investment in education is needed in order to support improve-
ents in student achievement and put economy on the path to sustained growth.
‘We must continue to invest in education in order to create a system, that is more
equitable and that produces students, who are more competitive in the global
‘marketplace.
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1. Economic efficiency of higher education investment
for the country

The importance of investments in the national higher education system today
is not fully appreciated by government officials at the state and regional levels.
Unfortunately, in most cases it is seen as expenses of the state or local budgets,
which can be viewed annually downward. However, according to the calculation
of European countries the correlation of the expenses for education and resulted
economic effectiveness is 1:4, the labour efficiency of the professional with higher
education exceeding in 10-11 times the expenses for his training.

While analyzing the works of foreign scientists relating to the economic ef-
fectiveness of higher school, three main groups of them can be distinguished.

The first group aims to measure the correlation between the data of general
level of the education development and those specifying the dynamics of econ-
omy as a whole. Such approach makes possible to judge about the extent of rela-
tion of education with the rate of economic growth in different countries.

For example, American scientist E. Kohn demonstrates strong correlation
relation (k=0,96) between the national income per capita and expenses for edu-
cation of one person in 17 different countries. The researches of the Holland
Institute of Economics have calculated, that in 23 different countries, according
to their economic development, every 1,038% increase in the structure of the
labour power of workers with higher education and 0,65% increase of workers
with secondary education caused the increase by 1% of the national income.
Analyzing the relation between education and economic growth in 25 large
countries of the world, American expert in the field of economic history R. Easter-
lin has interpreted the conclusion, that modern economic growth is caused usually
by the potential knowledge of population and its motivation, the background of
which is education’.

The second group of investigations, the founder of which is T. Shultz,
makes possible to find the extent of the education effect on the amount of the
national income. Direct contribution of education in the economic growth, ac-
cording to the Shultz method. equals the part of the national income spent for
education in the running year multiplied by the rate of investment effectiveness

' 1. Vakhovych, Y. Volynchuk, Financial Maintenance of Higher Education: Methodology and
Mechanism of Realization While Forming Social-Oriented Marker Economy, Monography, PBB
LNTU, Lutsk 2010, p. 32.

2 0.V. Dlugopolsky, Social Sector of Economsy and Public Finances in the Era of Global Trans-
formations, Monography, Temopil: Ecomomsic Thought, TNEL, Temnopil 2011, p. 107.
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in the human capital. According to T. Shultz, the development of the system of
education in the USA within the period from 1929 till 1957 has provided the
increase of the national income by 21% under outcomes rate 11%".

Taking advantage of the Shultz method, the American economist R. Solow
found, that owing to the investments in education the national income of the
USA during 1957-1982 has increased by 13%".

Sufficient difference of the third group of investigations initiated by
E. Dennison is that education is treated as independent, individual factor of pro-
duction. Economic importance of education itself from the point of view of this
group of investigators lies in its effect on the improvement of the quality of the
labour power. According to the educational structure of the labour power and
salaries of people with different levels of education E. Dennison has found, that
contribution of education in the increase of the national income of the USA within
the periods from 1909 till 1929 was by 12%, from 1929 till 1957 by 23%’.

Taking advantage of the Dennison method, calculations for different coun-
tries of the world has been carried out. During the period from 1970 till 1985 the
contribution of education in the annual economic growth of Germany was 2%, in
Japan — 3.3, in Netherland — 5, in France — 6, in Italy — 7, in Great Britain — 12,
in Argentina — 16,5%".

In the short-term prospects, mvestmems in higher education generate popu-
lation employment growth, manifested in the creation of new jobs in those sec-
tors of economy that are intended to ensure the normal functioning of a student.
That is, investments in higher education leads to a revival of economic activity
in such areas as purchase and rent of real estate, sale of food and industrial
goods, servicing (cooking, transport, communications, consumer services), bank-
ing services and so on. Rising of population employment and creation of new
jobs results in recycling of revenue from these jobs. This stimulating effect on
the economy of the state and certain region is similar to what can often be
achieved through private investments, but the differences are significant, espe-
cially in terms of how such investments can benefit the greatest number of citi-
zens and society in general.

In the long-term prospects, investments in higher education allow to form
a highly qualified workforce that is able to produce competitive products and

* O.A. Grishnova, Human Capital: Forming in the System of Education and Professional Train-

“Znannya”, KOO, 2001, p. 122.

* 0.V. Dlugopolsky, Social.... op. cit., p. 114.

shnova, Human... op. cit., p. 122.

S V.V. Klotchkov, Bourgeois Economics of Education: Political Economy Analysis, University
Publishing House, Voronezh 1984, p. 121.
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provide qualitative services, thus ensuring economic growth. Employees who
have received good education are trying to find a better and well-paid job. As
a result we have growth in population earnings, which leads to growth of taxes at
the local and national levels. This thesis is confirmed in studies of Sandy Baum
and Kathleen Payea (Figure 1). High population eamings are the basis for growth
in consumption, which are indirect investments to the real economy sector.
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Figure 1. Median Earnings and Tax Payments by Level of Education, 2011

Source: S. Baum, J. Ma, K. Payea, Education Pays 2013: The Bencfits of Higher Education for Individuals
and Society, hitpsy/trendscollegeboard.org/sites/defaultfiles/education-pays-2013-full-report pdr (accessed:
16.05.2017).

Both average earnings and average tax payments are higher for people with
higher levels of education. In 2011, median earnings of bachelor’s degree recipi-
ents with no advanced degree working full time were $21.100 higher than those
of high school graduates. The difference includes $5.000 in tax payments and
$16.100 in after-tax income. The median total tax payments of full-time workers
with a professional degree in 2011 were over three and a half times as high as
the median tax payments of high school graduates working full time. After-tax
earnings were about 2.7 times as high.

7. Baum, J. Ma, K. Payea, Education Pays 2013: The Benefits of Higher Education for
Individuals and Society, https://trends.collegeboard org/sites/default/files/education-pays-2013-
full-report.pdf (accessed: 16.05.2017).




[image: image7.jpg]Higher Education as Important Investment Project. .. 155

A significant advantage to the state and its welfare is also a fact, that the
unemployment rate is much lower among people with high levels of education,
and it saves public funds for the payment of various assistances due to unem-
ployment and other social programs. Confirmation of this thesis is reflected in
the statistics data of Bureau of Labor Statistics, U.S.

Median usual weekly earnings Unemployment rate
Doctoral degree

Professional degree
Master's degree
Bachelor's degree
Associate’s degree
Some college, no degree

High schaol dipioma

i

Lessthan a high school diploma
Al workers: $360 All workers: 4.3%

Figure 2. Earnings and unemployment rates by educational attainment, 2015

Source: Bureau of Labor Statistics, U.S. Department of Labor, The Economics Daily, Median Weekly Earn.
ings by Educational Attainment in 2014, hitp://wwiw.bls.gov/opub/ted/20| S/median-weekly-camnings-
by-education-gender-race-and-ethnicity-in-2014.htm (aceessed: 16.05.2017).

As we can see in Figure 2, there is a close relationship between the level of
education and unemployment rate. Workers with the highest level of education
have the lowest unemployment rate, and vice versa, the highest unemployment
rate is typical for employees with no higher education.

Nowadays the Organization of Economic Cooperation and Development
has determined the profit rate, when the person gains the university degree. Ac-
cording to these estimates, investments in education give a return from 6% to
24% depending on the country and the age of people who get a higher education.
It should be noted that the profit rate of the investments in education is rather
high for both the state and the individual. In some cases it exceeds the average
profit rate of industrial enterprises. Such type of investments is reasonable in all
respects as they always result in economic and social advantages.

In an era of budget constraints, government investment in education attracts
even greater scrutiny. Governments are major investors in education and, from
a budget point of view, are interested to know if they will recover their investment.

Higher levels of educational attainment tends to translate into higher income,
on average. In this sense, investments in education generate public returns as
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tertiary-educated adults pay higher income taxes and social insurance payment
and require fewer social transfers.

Governments offset the costs of direct investment and foregone tax receipts
by receiving additional tax receipts and social contributions from hi
-educated adults.

In the context of a knowledge-based economy, higher education can
national and local economies gain ground for more technologically advans
societies. Expansion of the knowledge economy creates and transforms knowl
into innovation The OECD economies are increasingly based on knowledge
information. Knowledge is now recognized as the driver of productivity an
economic growth.

The knowledge economy is also seen as the latest stage of development is
global economic restructuring. In knowledge-based economies — economis
which are directly based on the production, distribution and use of knowled
and information, we have to pay a big attention for education, especially f@
higher education. This is reflected in the trend in OECD economies tow:
growth in high-technology investments, high-technology industries, more highly:
-skilled labour and associated productivity gains.

The economists are now exploring ways to incorporate more direct
knowledge and technology in their theories and models. “New growth theo
reflects the attempt to understand the role of knowledge and technology in d
ing productivity and economic growth. In this view, investments in research
development, education and training and new managerial work structures
key.

2. Individual benefits from higher education

Higher education is a critical mechanism for individual socioeconomic
vancement and an important driver of economic mobility. Moreover, a we
educated workforce is vital to nation’s future economic growth. Companies a
businesses require a highly skilled workforce to meet the demands of tod
increasingly competitive, global economy.

The earnings differential grew steadily throughout the 1980s and 199
Recent evidence suggests that the eamnings differential observed today is high
than it has ever been since 1915, which is also the earliest year for which
are estimates of the higher education wage gap.
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The higher the level of education, the higher the relative earnings. “Relative
earnings” refers to the earnings of adults with income from employment who
have an educational attainment other than upper secondary, relative to the earn-
ings of those with upper secondary education.

In all OECD countries, adults with tertiary education earn more than adults
with upper secondary education who, in turn, earn more than adults with below
upper secondary education. In many countries, upper secondary education is the
level beyond which further education and training implies high relative earnings.
As such, upper secondary education can be considered the benchmark against
which earnings related to educational attainment can be measured. Since private
investment costs beyond upper secondary education rise considerably in most
countries, a high earnings advantage is an important incentive for individuals to
invest time and money in further education.

Earnings differentials between adults with tertiary education and those with
upper secondary education are generally more pronounced than the differentials
between upper secondary and below upper secondary education.

Table 1. Relative earnings of workers, by educational attainment and age group (2013)
Adults with income from employment; upper secondary education = 100

Men and women
Below upper | POSC Short | Bachelors | Master's, m"‘i'a'r}
Year | Bl secondary | cycle | orequiva. | doctoral or
secondary ; ! educa-
non-tertiary | - tertiary lent cquivalent |
356 56 B6h | 256 3560 | 2564
1 2 3 4 5 6 7 8
2012 8 % Vi e 134
2013 71 136 I 152
2013 87 G L T T
2012 84 19 i 153 143
2011 66 151 290 TSR E 360
Crech
Republic 2013 7 17 143
o 2013 AT T4 14 I
Esgonia 2013 91
2012 128 129 127
France 2011 127 136
Greece 2013 109 148 198
2013 9 102 174
2013 9 144 204
2013 17 157
2011
2012
2013 1s 150
Luxembourg | 2013
exico 2012 i
Netherlands | 2010
ew Zealand_|2013 | 116 14 135
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I 2 3 4 5 6 7
Norway 101 120 116 166
Poland i
Portugal 102 162 169
Slovak
Republic 125 125 176
Slovenia
Spain = 124
Sweden 2013 78 17 106 115 151

* OECD, Education at a Glance 2015, OECD Indicators, OECD Publishing, 2015.

Across OECD countries, compared with adults with upper secondary edu-
cation with income from employment, those without this qualification earn about
20% less, those with post-secondary non-tertiary education about 10% more,
those with a tertiary degree earn about 60% more. The 60% earnings advantage.
accrues only to those with a bachelor’s or equivalent degree. Those with a short-
cycle tertiary degree earn only about 25% more, but those with a master’s, doc-
toral or equivalent degree earn more than twice as much as those with upper
secondary education as their highest level of attainment. The results show that
continuing tertiary education after a bachelor’s degree pays off.

Table 2. Private costs and benefits for a man attaining tertiary education (2011)
As compared with a man attaining upper secondary or post-secondary non-tertiary
education, in equivalent USD converted using PPPs for GDP*

Earnings benefits decomposition

Direct |Foregone| Gross | - Social Total Net financial
costs | camings %1 €O camings 70T Y coibuion | TSI lpenefi! | returns
T | effect | | effect
O [ @ Broel @ G) (©) @ ® |Or®ie)
1 2 3 4 El 6 7 5 9 10
(OECD
Australia - 27 400 [ - 52200 | - 79600 | 483 700 |- 172 400 0 0 302800 | 223 200
Austria 1900 [-61 000 | - 62900 306500 | 243 600
| Canada - 17400 |- 36 800 | - 54 200 260 600 | 206 400

Chile -38 100 | - 33 900 900 587100 | 515100

~3300 |- 27100 [331900] 301500
4300 Sﬂg 189900 133200
Estonia -4900 [-20100 172200 [ 147 200

Finland 3400 |- 69200 252800 | 180 200
|Germany | -5200 | 295600 | 219100 |
Greece 151 400

Hungary -9100 346900 [ 315600
Isracl - 11300 239300 196 300

lualy - 15 800 248800 | 192800
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table 2 cont.

F 3 4 10
-30300 |- 33 700 | - 54 000 3200
16900 {-95 000 |- 111 900 | 0 224500
|- 14000 | - 54400 | - 68 400 0 97100
-2300 |- 55900 | - 58 200 0 234700 | 176 500
- 6100 100 0 362200 | 338200
-§600 33100 0 [279500| 246 400
v 33600 0 |2s0900| 247300
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* OECD, Education at a Glance 2015, OECD Indicators, OECD Publishing, 2015.

About 25% of tertiary-educated individuals earn more than twice the medi-
an. They are substantially less likely to be in the low-earnings category than
those with below upper secondary education. About 10% of tertiary-educated
workers earn at or below half the median, compared with about 25% of workers
with below upper secondary education. Only 3% of those workers earn more
than twice the median.

About 65% of 15-24 year-old non-students have earnings from employment,
while fewer than half of students (around 40%) do. In OECD countries, about 50%
of 15-24 year-olds have income from employment®.

These indicators in table 3 estimate the financial returns on investment in
education from the age of entry into further education to a theoretical age of
retirement (64 years old). Returns to education are studied purely from the per-
spective of financial investment that weighs the cost and benefits of the invest-
ment. As can be seen from Table 3, the financial returns on investment in higher
education for every person throughout his life are quite significant. The lowest
are net financial returns on investment in higher education in Korea, which is
83.200 USD or 6,2% and New Zealand — 97.100 or 7,1%. The highest net finan-
cial returns on investment in higher education is in Hungary 315.600 USD or
25,4% and Poland — 338.200 or 29,2%. Average rate of net financial returns on
investment in higher education across OECD countries is 229.000 USD or
14,0%, among the EU countries this figure is slightly different and amounts to
222.000 USD or 15,5%. These financial returns on investments into own educa-
tion deserve attention.

* OECD, Education at a Glance 2015, OECD Indicators, OECD Publishing, 2015, p. 117.
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Higher levels of education also correspond to improved health and lower
rates of mortality, and lower rates of crime. Research has also shown that greater
parent education correlates positively with children’s health, cognitive abilities,
and academic achievement. The children of more highly paid workers are also
less likely to grow up in poverty, less likely to be poor as adults, and more likely
to be better educated and paid as adults, and therefore less likely to rely on pub-
lic assistance. The benefits of a more educated population accrue not just to the
more educated workers, but to future generations and to the broader society”.

Apparently those with a college education are more likely to live healthier
lifestyles, with fewer incidences of smoking and obesity. The gap between
smoking rates of those with high school diplomas and those with four-year de-
grees has risen from 2 percentage points in 1962 to 17 points in 2012. Adults
with higher education of all ages, and their children, are also less likely to be
obese. In addition, mothers with higher levels of education spend more time with
their children, regardless of whether they are employed or not.

Additional nonpecuniary benefits of higher education include psychological
benefits derived from “the material well-being of individuals and the wealth of
society”, and the increased likelihood of engaging in voluntary work and under-
standing political issues. And in terms of job satisfaction, 56% of workers aged
30 to 45 agree that their job keeps them learning, opposed to just over 30% with

a high school diploma'”.

3. Social returns from educational investments

Investments into higher education have a positive impact not only for ec
nomic and for personal development of its bearer, but also for the formation an¢
development of a healthy society.

On average across countries and sub-national entities that participated in
Survey of Adult Skills (PTAAC) in 2012, adults with higher qualifications w
more likely to report desirable social outcomes, including good or excell
health, participation in volunteer activities, interpersonal trust, and political ef
cacy (i.e. having a say in government). The proportion of adults who report
that they have a say in government (political efficacy) grows with each addition-
al level of education; and the difference in these proportions is larger betw

° R. Pinheiro, P. Pillay, Higher Education and Economic Development in the OECD: Poli
Lessons for Other Countries and Regions, Journal of Higher Education Policy and Man:
ment” 2016, DOI: 10.1080/1360080X 2016.1150237.

10, Baum, J. Ma, K. Payea, Education. ... op. cit
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adults with upper secondary or post-secondary non-tertiary education and those
with tertiary education than between adults who have below upper secondary
education and those with upper secondary or post-secondary non-tertiary educa-
tion.

The proportion of adults who reported that they volunteer and enjoy good-
to-excellent health grows with each additional level of education; and the differ-
ence in these proportions is larger between adults with below upper secondary
education and those with upper secondary or postsecondary non-tertiary educa-
tion than between adults with upper secondary or post-secondary non-tertiary
and those with tertiary education.

With recent increases in chronic debilitating conditions, such as heart dis-
ease, diabetes and depression, governments are focusing their efforts on encour-
aging changes in lifestyle to promote healthy behaviours. The relationship be-
tween health and education has been well-documented in many countries and
over many years. Indeed, better-educated people have lower morbidity rates and
increased life expectancy''.

Health is not the sole social outcome related to education. Interpersonal
trust, volunteering and political engagement are also positively associated with
education. Without trust in others and the rule of law, all relationships, whether
business, political or social, function less efficiently. When people feel they have
something to offer, when they are aware of others around them, they are more
apt to participate in social change through volunteering. And when people feel
they understand the political issues facing their country and could make a differ-
ence in how their country is run, they are more likely to be politically engaged'”.

Conclusions

Summarizing the content of this article, we should note high returns on in-
vestment in higher education at the state and regional levels and for each person
in particular. By investing in education, the state receives short-term and long-
term benefits in the form of employment, increased productivity of work, eco-
nomic growth, increase of taxes to state and local budgets, reduction of unem-
ployment and also successfully creates and develops knowledge-based economy.
A person investing in own education rises for a few steps higher in the economic
and social development. This is especially manifested in the increase in earnings

"' OECD, Education at a Glance 2015, OECD Indicators, OECD Publishing, 2015.
2
Ibid.
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that grow throughout human life. Studies show that the more educated people
are able to lead a healthy life, less capable to pernicious habits. Lower crime
rates are among more educated people. Also, people with higher education can
create stronger families; educate successful children, as self-sufficient person is
the foundation of a healthy society. All these benefits make the financing of
higher education a good investment.
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