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CURRENT CHALLENGES IN FINANCING HIGHER EDUCATION

Background. The key foundation for the qualitative development of a country's economy lies in the level of advancement
of its education and science. Amid current challenges, this is critically important for the country's survival. The state of education
and science in Ukraine largely depends on the availability of funding resources, the search for successful international models,
and their implementation and adaptation to the country's present realities. It is also essential to apply rigorous criteria when
prioritizing funding for education and science. The aim of this study is to analyze the state of higher education financing in Ukraine,
its relationship with the Human Development Index, and to explore possible trajectories for further development of this sector.

Methods. To achieve the research objectives, the study employed methods of analysis and synthesis (generalization and
identification of key aspects), statistical analysis (processing data on the current state of higher education financing), and graphical
methods (for visual representation of the studied processes).

Results. The article analyzes the financing of higher education as a critically important factor in developing Ukraine's
knowledge-based economy. It identifies the link between education funding, the Human Development Index, and the country's
innovation potential. The paper examines international practices-specifically, Germany's competitive grant-based funding model
and Israel’s strategy for building a "startup nation."” It highlights key domestic challenges: low efficiency of resource use, a lack of
innovative financial mechanisms, and weak integration of science into the global arena. The need for infrastructure investment and
support for high-potential universities is substantiated.

Conclusions. The study concludes that the development of a knowledge economy requires high-quality education and
effective financing, including transparent use of public funds and encouragement of student loan systems. Major challenges
include the absence of innovative financial mechanisms, weak business investment activity, and poor integration of Ukrainian
science into the global research space, all of which reduce resource efficiency. A breakthrough in education demands investment

in universities' infrastructure, optimized budget spending, and support for institutions with strong development potential.

Keywords: innovative development, investment, Human Development Index, innovation potential, higher education

financing models.

Background

The current situation in Ukraine compels institutions in
the fields of education and science to seek alternative
means of financing higher education amid declining state
revenues. This raises critical questions about the
accessibility of educational services for all citizens.

Since gaining independence in 1991, Ukraine's approach
to education financing has been shaped by numerous factors,
including the transition to a market economy, the introduction
of private property, and the implementation of program-
targeted and formula-based methods for allocating budgetary
resources. These developments have been further
complicated by political upheavals, including revolutions,
annexation, and a full-scale invasion.

There is sufficient research in the scientific literature on
financing higher education in developing countries, because
Ukraine belongs to this group. Thus, researchers Alper Goksu
and Gonca Gungor Goksu (Goksu A., & Goksu G., 2015) note
in their work that each country uses a different model of
financing higher education with varying levels of success. This
group of countries is predominantly private-sector funding. The
public sector's contribution to higher education funding varies
considerably across countries. Recently, significant changes
have occurred in many countries' higher education systems. As
a result of developments in this area, the balance between
private and public sector contributions to higher education
funding has changed.

In the current study, the authors discuss the different
applications of higher education funding systems and
analyze the contributions of other actors involved in higher
education funding. The importance of having effective
mechanisms for financing higher education that ensure
equitable outcomes and economic viability is discussed in
their studies by Chapman and Dearden (2021). The authors
raise the issue of accessibility to higher education through
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such an instrument as a student loan and argue for the
feasibility of targeted assistance to all disadvantaged
potential students for reasons of social justice and the
importance of creating the right funding system. Patrick
Clancy's Investing in Education (Clancy, 1996) became a
foundational document for educational policy in the era of
economic planning that began in the late 1950s.
Researchers Loxley, Seery, & Walsh (2014) consider it to
disseminate theories of human capital formation. Investing
contributed to a significant shift in educational policy, based
on a widespread belief among politicians, government
officials, and international advisors that education was key
to a country's economic salvation. This paradigm shift was
driven by domestic priorities shaped by past economic
failures and broader international trends inextricably linked
to the Cold War. Education and technological development
were given special importance as key areas of struggle in
the global confrontation between the capitalist West and the
Soviet Union.

The main ideas of "Investment" —in particular, increasing
funding for education as a necessary condition for economic
development, as well as expanding access to post-
secondary and higher education to overcome the shortage
of qualified personnel — became central to Irish education
policy for two generations after the publication of this work.
These are the quantitative trends analyzed in the article.
Zhao (2001) examines the impact of diversification of
funding sources on the quality of higher education, and
concludes that a diversified funding scheme improves the
current difficult financial situation in higher education. The
author notes that the funding shortfall has affected the
infrastructure of higher education and the quality of teaching
and learning. Also, the higher education level is evaluated
by the results of its achievement of economic and social
goals, as well as the short-term and long-term interests of
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the nation. Chattopadhyay (2007) argues that higher
education is the key to leadership in knowledge production.
How higher education is financed is crucial for
understanding how higher education is provided to society
and at what cost. The importance of exploring alternative
sources of financing for higher education remains relevant.
Leshanyc, Miahkykh, & Shkoda (2018) conducted a
comparative analysis of financing models for higher
education institutions in Ukraine and foreign countries,
which became the basis for developing the most promising
areas of development of domestic legislation in this area,
and also noted that the implementation of foreign
experience will make financing more transparent and
provide an opportunity to distribute it by the criteria for the
quality of educational services and will contribute to the
active attraction of investments in education, training and
high technologies.

Chattopadhyay (2007) argues that higher education is
the key to leadership in knowledge production. The method
of financing higher education is crucial for understanding
how higher education is provided to society and at what cost.
The importance of studying alternative sources of financing
for higher education remains relevant.

Leshanych, Miahkykh and Shkoda (2018) conducted a
comparative analysis of models of financing higher education
institutions in Ukraine and foreign countries, which became the
basis for developing the most promising directions for the
development of domestic legislation in this area, and also noted
that the implementation of foreign experience will make
financing more transparent and provide an opportunity to
distribute it by the criteria for the quality of educational services
and will contribute to the active attraction of investment in
education, training and high technologies.

Pisarska (2020), in her study, emphasizes the structure
of sources of financing of the studied higher educational
institution in the context of modern conditions of its
functioning. In particular, the study provides an
understanding of the share of state higher education
institutions' financing in the general flow of financing their
activities. The increase in the share of financial resources
from the commercialization of research results in the total
volume of financing of tasks, which demonstrates the
growing importance of the entrepreneurial idea of the
university, which has recently been one of the main types of
university activity.

In their study, Ukrainian researchers Tereshchenko and
Oleinikova (2017) explored the development pathways of
the higher education system in EU countries. They found
that the increase in the volume of state funding is inherent
in more developed nations with an innovative model of
economic development, where developed countries not only
pay significant attention to the development of the higher
education system but also allocate a significantly larger
share of expenses in favor of secondary and post-secondary
non-higher education (work qualification). They also
analyzed the current model of financing education in Ukraine
and formulated the main financing problems.

At the same time, scientists Starostina and Kravchenko
(2024) in their research raise the issue of developing
mechanisms for transferring scientific knowledge to
business by improving the quality of education and
integrating research into the educational process.

The stability of the national system depends on many
factors, especially in wartime, and one of the key ones is
financing, as noted in their study by Kuklin, Azmuk and
Dernova (2023). The team of scientists draws attention to
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the fact that the domestic higher education system still has
a significant margin of safety and proposes directions for
post-war reform of the national higher education system
based on resilience.

The publication of Bazhenova (2023) is devoted to the
issues of post-war reconstruction of the economy of Ukraine,
where the author concludes, when analyzing the growth
rates of the economies of Japan, the Republic of Korea and
Israel during 1951-2019, that one of the decisive drivers of
economic growth is the provision of quality education, which
leads to an increase in the level of human capital.

The aim of this study is to analyze the current state of higher
education financing in Ukraine, examine its relationship with the
Human Development Index (HDI), and identify potential
trajectories for the future development of this sector.

Methods

The study employs a combination of analytical and
statistical methods. Analytical methods include synthesis
and generalization, with a focus on identifying key research
perspectives. Statistical methods involve the processing and
interpretation of data on the current state of higher education
financing. Additionally, graphical analysis was used to
visualize and interpret trends and patterns.

Results

To optimize the process of providing and functioning of
higher education, it is necessary to understand the operation
of the financial support mechanism, where all links are
interconnected and essential. Our issue concerns the
multiplicity of sources of financing for higher education,
where the key forms are budget financing, self-financing,
and lending. Budget financing — budget funds that are limited
and are directed to cover part of the expenses of the relevant
higher education institution. Self-financing — covering
expenses at the expense of one's resources, which include
fees for the provision of educational services, income from
economic and/or production activities, rental income, grant
income, and funds from patrons and benefactors. Lending -
attracting loan resources on maturity, payment, security,
and targeted use. These forms allow higher education
institutions to perform the functions assigned to them by the
state and contribute to the creation of added value in the
country's economy.

To a certain extent, forms of financing are a
manifestation of investment in higher education, because
they have all the characteristics inherent in this
phenomenon. According to the Law of Ukraine "On
Investment Activities", investment is all types of property and
intellectual values invested in objects of entrepreneurial and
other kinds of activity, resulting in profit and/or a social and
environmental effect. As for the payback of such
investments, they can only be certain types of activities, and
the entire complex of university activities, such as scientific
research, education, and public platforms, will not have
financial profit in the classical understanding of this
phenomenon. However, we are talking about a
macroeconomic effect, which is achieved at the country
level. After all, obtaining higher education by a large number
of the population allows us to talk about the training of highly
educated specialists who, in the future, will bring precisely
this financial effect at the country level. This is the basis of
the quality of human potential and innovative development.

The Human Development Index (HDI) is a generalized
indicator of average achievements in key aspects of human
development: a long and healthy life, awareness, and a
decent standard of living (Fig. 1).
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Fig. 1. Components of the Human Development Index
Source: visualized by the author based on data from the Human Development Report.

The HDI is calculated as the geometric mean of the
normalized indices for each of the three dimensions. The
health dimension is measured by life expectancy at birth, the
education dimension by the average years of schooling for
adults aged 25 and over, and the expected years of
education for children starting school. The standard of living
is measured by gross national income (GNI) per capita. The

HDI can be used to analyze national policies, particularly
considering how two countries with the same GNI per capita
can have different human development outcomes. Such
comparisons can stimulate discussions about public policy
priorities. Ukraine performs above expectations regarding
development in the HDI ranking (Fig. 2).
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Fig. 2. Human Development Index in Ukraine and the world, 1990-2022
Source: constructed by the author based on data from the Human Development Report.

The second important ranking is the Global Innovation
Index. The Global Innovation Index (Gll) was created with
the World Intellectual Property Organization (WIPO), Cornell
University, and the international business school INSEAD.
This index assesses the level of innovative development,
based on the creative potential and the effectiveness of
innovative activities. Innovative potential is measured by the
following criteria:

e institutions
environment;

e human capital and research — quality of education,
development of higher education, research and innovation
activities;

e infrastructure
technologies, general
sustainability;

e market environment — access to credit, investment,
trade, diversification and market size;

¢ business environment — the level of knowledge and
skills of employees, innovative cooperation and knowledge
implementation.

— political, regulatory and business

information and communication
infrastructure and environmental
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Innovation activity results are assessed according to the
following parameters:

¢ knowledge and technology — creation, dissemination,
and impact of knowledge;

e creative results — intangible assets, production of
creative goods and services, and online creativity.

Ukraine produces more innovative products than
investments (Table 1, Fig. 3).

An analysis of Ukraine's macroeconomic situation
suggests that the level of education spending as a
percentage of GDP is extremely low after the start of the full-
scale invasion (Fig. 4).

To understand the situation, the graph of education
spending in some developed countries shows how much
Ukraine will need to do in this direction (Fig. 5).

Ukraine spends a significant share of public funds on
education, but low efficiency due to a relatively large number
of educational institutions and a decrease in the number of
students calls into question the effectiveness of using these
resources (Fig. 6).
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Global Innovation Index of Ukraine in 2014-2024

Table 1

Place in the ranking by overall indicator

Years Global Innovation Index Innovation potential ("input index") Results of innovation activity ("output index")
2014 63 88 46
2016 56 76 40
2018 43 75 35
2019 47 82 36
2020 45 71 37
2021 49 76 37
2022 57 75 48
2023 55 78 42
2024 60 78 54

Source: compiled by the author based on data from https://www.wipo.int/en/web/global-innovation-index.
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Fig. 3. Global Innovation Index of Ukraine in 2014-2024
Source: built on the basis of WIPO Statistics Database.

e

Fig. 4. Education spending in Ukraine, % of GDP, 1997-2023
Source: built by the author based on data from https://data.worldbank.org
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Fig. 5. Total expenditure on education in developed countries of the world during 2021-2023, % of GDP
Source: based on data from https://stats.oecd.org/
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Source: built based on data from the State Statistics Service of Ukraine and the Ministry of Education and Science of Ukraine.

Ukraine faces extremely complex challenges and can
have devastating consequences for the country if certain
efforts are not made to eliminate them or, at least, respond
to them. This, and macroeconomic vulnerability and fiscal
burden, decreases the solvency of the population, which, in
turn, limits the possibility of increasing spending on
education and requires the most efficient use of available
resources to implement reforms in the field of education and
attract investment. Therefore, it is worth paying attention to
successful examples of financing education and science
that could be adapted to domestic realities. One of the most
interesting and realistic is the German model of financing
education and science, especially the Exzellenzinitiative
program ("Excellence Initiative") and its successor —
"Exzellenzstrategie" (Deutsche Forschungsgemeinschatft,
2025). Thus, the German government and the states
(regions) in 2005 launched a large-scale program to
stimulate the development of world-class universities, which
provided for holding open competitions among universities
for receiving large grants. Those who proposed realistic,
ambitious strategies for developing science, innovation, and
education received grants (Excellence Strategy of the
German federal and state governments, 2025). Funding was
competitive, public, and transparent. Top scientists from
different countries were involved in the implementation of
projects. As a result, Germany received high positions in
world rankings in 15 years and attracted thousands of
students and scientists worldwide (Federal Ministry of
Research, Technology and Space, 2025).

Another interesting example is Israel, which
demonstrates the algorithm of actions for creating a "startup
nation" (Israel Innovation Authority, 2025). The key steps for
implementing the experience are as follows: close
integration of science, education and innovative business,
commercialization of scientific developments, investment in
the "startup nation", education as the basis for development
(making higher education as accessible as possible and
stimulating the creation of strong technical specialties,
focusing universities on solving real needs of the economy
and security). The consolidation of universities is underway,
which should strengthen their positions in the education
market and increase opportunities for obtaining appropriate
funding. However, Ukraine is a middle-income country with
significant growth potential. Ukraine traditionally benefits
from its human capital, particularly its powerful education
system and highly qualified labor resources. However,
Ukraine has not transformed this human capital into
productivity and national wealth. The rapid expansion of the
education system has increased the population's education
level. Still, its quality and relevance have suffered, with a
lack of innovation, isolation, and corruption leading to
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dissatisfaction, skills imbalances, and an excessive focus on
diplomas. Despite a highly educated workforce, human
capital in Ukraine accounts for only 34% of national wealth
(compared to the average for Europe and Central Asia of
62%), and labor productivity is only 22% of that in the
European Union. This is a sign that the contribution of
education to the economy does not match its potential.

Discussion and conclusions

The main goal of higher education in the knowledge
economy is to create favorable conditions for the
development of human capital and for the production,
preservation, dissemination, and use of knowledge. This, in
turn, requires ensuring the proper quality of education and
adequate financing. Effective financing involves the targeted
and ftransparent use of public funds and the further
development of the higher education lending system.

Among the main problems of financing education and
science in Ukraine, it should be noted: the lack of
innovative financial mechanisms to ensure high quality
education and science; the difficulty of attracting credit
resources by households due to their high cost; inefficient
use of budget funds, due to the lack of clear criteria for
socio-economic efficiency and insufficient use of the
principle of "evidence-based knowledge transfer"; low level
of private investment in science and education due to weak
business demand for innovations and insufficient applied
orientation of scientific research; a small number of
international grants due to weak integration of Ukrainian
scientists into the global scientific space.

The situation is further complicated by the transfer of
funding for vocational education to local budgets without
creating conditions for attracting private investment, in
particular through public-private partnership mechanisms,
as well as the underdevelopment of public control over the
effective use of public resources, taking into account the
specifics of the industry.

Public higher education institutions are non-profit
organizations. Today, budget funding is mainly limited to
covering the basic costs of educational institutions: salaries,
scholarships, and payment of utility services. Universities
primarily provide material and technical development at the
expense of their revenues from paid educational services.
Solving the problem of investing in material and technical
resources could be a powerful impetus for developing the
higher education system as an essential factor in the
knowledge economy.

In addition, the volume of public funding for education
under state orders almost does not provide for capital
expenditures due to limited resources. The current
demographic situation, characterized by a decrease in the
number of applicants, does not allow for an unreasonable
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increase in the cost of training on a contract, including
investment costs. This requires optimizing available
university resources to allocate funds for investments.

In improving the financing system, it is advisable to focus
support on universities with high potential, while
simultaneously reducing spending on institutions that do not
demonstrate development prospects. It is important to
remember that, regardless of the financing model, the priority
should remain the renewal of the material and technical base
(in particular, laboratories and scientific equipment) and
proper remuneration of scientific and pedagogical staff,
especially leading scientists. If these conditions are met,
world-class universities will appear in Ukraine.

The prospect of further research will be to study existing
successful models of financing higher education and their
possible implementation in Ukraine and the search for
alternative funding sources for higher education.

Sources of funding. This study did not receive any grant from
a funding institution in the public, commercial, or non-commercial
sectors. The funding is covered by the author's own expense.
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KuiBcbkui HauioHanbHUI yHiBepcuTeT imeHi Tapaca LLleByeHka, KuiB, YkpaiHa

®IHAHCYBAHHSA BULLOT OCBITU B KOHTEKCTI CYYACHUX BUKITUKIB

B ¢ Ty n . OcHogsHUM (hyHOaMeHMOM sIKiCHO20 po38UMKY eKOHOMIKU KpaiHu € pieeHb po3e8umKy ii oceimu ma Hayku. B ymoeax momoyHux euksukis, ye
KPpUumMu4HO eaX1ueo 015l uKUeaHHs1 KpaiHu. CmaH oceimu ma Hayku e YKkpaiHi ekpall 3anexums eid HasieHUX pecypcie 05151 iXHb020 ¢hiHaHCy8aHHS1, MOWYKY
ycniwHux ceimoeux npuknadie ma ix imnnemensmayii ma adanmauii o cyyacHux peaniti KpaiHu, Kpumu4Hicme y niodxodax Ao obpaHHs1 Kpumepiie uyo0do
nepwoyepaosocmi ¢hiHaHCyeaHHsI came oceimu ma Hayku. Memoro docnidxeHHsi € aHani3 cmaHy ghiHaHCyeaHHs1 auUOi oceimu e YkpaiHi, 63aeM038'A30K 3
iHOeKcoM /110AcbKO20 PO38UMKY Ma NOWyK MOXI/IU8UX mpaekmopili Nodasibuwio20 po3sumky 0oclidxyeaHoi cghepu.

MeTtonawn. [na poskpumms memu i 3a80aHb OOCJIOKEHHSI 8UKOPUCMaHO MemoOu aHanisy i cuHme3sy (y3a2a/llbHeHHs ma 8UOKPEeMIIEHHS
K/Iro4o8UX no3uyili docnidxeHHs1); cmamucmuyHull (onpayroeaHHsi cmamucmuy4Hol iHghopmauyii 0o MOMOYHO20 cmaHy ¢hiHaHCy8aHHs1 euuw,oi
oceimu), epagpiyHull (On1s1 Ha04YHO20 8i006pPakeHHs1 O0CIiOKy8aHUX npoyecis).

Pe3ynbTaTtu. lpodeMOHCmMpogaHO en/ue makux pe3y/rbmyr4qux rnoka3Hukie sik IHOekc nrodcbko2o poseumky (I/IP) ma Fno6anbHuli
iHHoeauiliHuli iHOekc Ha ¢hopmyeaHHs1 npiopumemie OepxaeHoi nonimuku e YkpaiHi. BusieneHo, wo YkpaiHa eupobnsie 6inbwe iHHoeayiliHOi
npodyKuyii nopieHsIHO 3 pieHeM iHHogauiliHUX iHeecmuuyili ma me, wjo Ykpaiva y peiimuxay I/IP mae pe3ynsmamu, euwi 3a npo2Ho3o08aHi. YkpaiHa
sumpayae 3HayHy Yacmky Oep)kasHUX Kowmie Ha oceimy, afne Mae HU3bKY eghekmueHicmb 4epe3 0ocumb 8eJIUKy KinbKicmb oceimHix 3aknadie i
OuHaMiKy 3MeHWeHHs1 KinbKkocmi cmydeHmie, w0 cmasums nid cymHie eghekmueHicmb eukopucmaHHsl yux pecypcie. lpoaHanizoeaHo npuknad
pobomu Himeybkoi Modeni ¢piHaHcyeaHHsI oceimu U Hayku, Oe, yepe3 npoeedeHHs1 8IOKPUMUX KOHKypcie ceped yHieepcumemie Ha OMpPUMaHHSsI
eesluKuUX epaHmie cmaH 3a3Ha4eHoi 2any3i nokazae cmpiMmKull po3eumok, sikuli 8ido6pakeHo y pelimuHa208uUX Mo3uyisx yHieepcumemis, i npuknad
I3painto, sikuii demoHcmpye anzopumm 0Oili Anss cmeopeHHs1 "cmapman-Hauyii”.

BucHoOBEKMW. BusHayeHo, ujo po38umok eKOHOMiKU 3HaHb 8UMaz2ac€ sIKicHoi oceimu U egpekmueHo20 hiHaHCyB8aHHS, wjo nepedbayae nposope
suKopucmaHHsi dep)XXxaeéHuUX Kowmie i cmumysnroeaHHsi kpedumyeaHHsi euuwjoi oceimu. OcHoeHuMu npobriemamu € eiocymuicmb iHHOo8ayiliHux
¢iHaHCcOBUX MexaHi3mie, Hu3bka iHeecmuuyiliHa akmueHicmb 6i3Hecy ma cnabka iHmezpauyisi Hayku y MiXHapoOHuUl npocmip, Wo 3HUXye
egekmueHicmb sukopucmaHHsi pecypcie. [nsa AdocsizHeHHs1 npopusy y cehepi oceimu HeobxiOHO iHeecmyeamu e MamepiasbHO-MexHiYHy 6a3y
yHisepcumemie, onmumizyeamu 6r00xemHi eumpamu ma nidmpumyeamu 3aknadu 3 6UCOKUM MomeHyiasioM po3eumky.

Knw4yoBi cnoBa: iHHogauyiliHuli po3sumok, iHeecmuuyii, iHOekc s1l00cbK020 po38umKy, iHHoeayiliHuli nomeHuian, modeni gpiHaHCcyeaHHs
euuwioi oceimu.

ABTOp 3asBMs€ Npo BIACYTHICTb KOHMNIKTY iHTepeciB. CnoHcopn He Gpanu yyacTi B po3pobneHHi gocnigXeHHs; y 36opi, aHanisi un
iHTepnpeTaLii AaHVX; y HaNUCaHHi pyKonucy; B pilleHHi Npo nybrnikavito pesynbTaris.
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