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Abstract:  

 

Purpose: The main objective of this article is to analyze trends in funding educational 

institutions (EI) and to assess the effectiveness of the distribution of government expenditures 

on primary education at the macro- and micro levels. 

Design/Methodology/Approach: Based on the analysis and synthesis of information from 

countries’ analytical reports, statistical databases and scientific literature, the basic entities 

involved in the formation, management and distribution of education expenditures in 

different countries at different levels have been considered, as well as an analysis of the 

interaction between them has been conducted. Main mechanisms of distribution of 

expenditures for the educational process in different countries have been observed.  

Findings: The different approaches used in the distribution of expenditures have been 

highlighted and the most effective methods of conducting the policy of financing the system of 

education among European countries have been identified. The basic factors have been 

outlined that need to be taken into account when formulating funding formulas that can be 

adjusted to support the goals of policies aimed at improving the efficiency, equity and quality 

of education. Possible options for financial and economic support have been considered.  

Practical Implications: A model of a decentralized management system for financial and 

economic support of the educational process based on foreign experience has been proposed 

to ensure the implementation of effective mechanisms for financing education. 

Originality/Value: The study emphasizes that the formation of an effective decentralized 

system of financing EIs should be implemented in parallel with an effective internal system of 

financial resources management.   
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1. Introduction 
 

Quality education is a key factor in improving economic efficiency and social justice 

since it strengthens overall productivity and intellectual flexibility of the workforce. 

In addition, scientists note that education plays a key role in promoting the 

development of advanced technologies (Stevens and Weale 2003). Technology 

mastering, in turn, depends on investment in education, in particular, and investment 

in human capital, in general. In addition, studies of Lee (1995) indicate that basic 

education provides greater social benefits than personal ones.  

 

Taking into consideration the resources’ shortage, governments should pay attention 

to developing effective mechanisms for the use and allocation of resources, along 

with improving transparency, accountability and active community’s participation. 

From this perspective, this study will assess the effectiveness of financial and 

economic support of the educational process in advanced countries of Europe and 

Ukraine. To achieve the goal outlined it is necessary to: 

 

1. Analyze the volume and sources of education funding in the studied EU countries. 

2. Describe the experience of European countries in forming an effective mechanism  

    for the distribution of financial support for EIs. 

3. Determine the dependence between the amount of funding for primary education  

    and the level of quality of education. 

4. Describe the main shortcomings and formulate proposals for improving the  

    system of primary education in Ukraine based on the generalized experience of   

    European countries. 

 

2. Literature Review  

 

The United Nations (n./d.) report states that universal primary education is a 

fundamentally important aspect of both individual and global development. The 

importance of basic education is declared by the post-2015 development program of 

the UN initiative “Education for All” (UNESCO, 2015b). Hausmann, Rodrik and 

Velasco (2006) have concluded that the reorientation of development policy in the 

world basically takes place - from encouraging savings and capital accumulation to 

increasing human capital by improving the quality of education. Due to the reduction 

of budget expenditures on education both at the national and international levels, the 

restriction of funding for educational projects has reached a critical point, which has 

led to the need to find innovative solutions for financing the system of education. 

 

The data provided in the UNESCO (2015) indicate that basic education is 

underfunded for 26 million USD. In most developing countries, the need for basic 

education became more widely recognized only after the proclamation of the 

Universal Declaration of Human Rights in 1948. Winthrop (2015) notes that the gap 

between advanced and developing countries is 100 years; more than 1,6 billion 
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people from developing countries will need more than 85 years to reach the level of 

education that advanced countries have at present time. 

 

To address this discrepancy, numerous intergovernmental organizations, such as 

United Nations Children’s Fund (UNICEF) and United Nations Educational, 

Scientific and Cultural Organization (UNESCO), are focusing their efforts mainly on 

the education of children in developing countries. In order for every child to receive 

a quality education at the primary, elementary and lower levels by 2030, at least 22-

50 billion US dollars per year are needed. In studies Wolff (2015) and Wolff, 

Baumol and Saini (2014), regarding the analysis of the ratio of education costs and 

students’ performance among OECD countries, it has been concluded that funding  

of the system of education costs and its volume increases annually.  

 

Studies, conducted at the macro level (UNESCO, 2015), indicate that although in 

absolute terms education funding has increased, in relative terms – it has decreased. 

Therefore, the need to attract innovative methods of financing education is on the 

agenda around the world. Both new mechanisms for using available funds in 

innovative way and the search for completely new alternative sources of funding are 

considered in order to increase the efficiency of education funding (Bellinger, 

Terway and Burnett, 2016). A number of such scholars, as Terway (2017), Burnett 

and Bermingham (2010), have studied the development of education innovative 

funding, along with other sectors such as health care, agriculture, and food security, 

as well as climate, environment and energy is considered less promising, as 

education requires long-term investment and is less profitable for investors. 

 

3. Research Methodology 

 

In order to understand the changes trends in education funding and their implications 

at the national level of different countries, the study has been conducted solely on 

the basis of analysis of secondary data obtained from official reports and statistics of 

the World Bank, UNESCO, OECD, European Commission, etc. The benchmarking 

methodology has been applied in the research, which is used to analyze the 

management of complex social-economic systems, such, as: the system of education, 

as a modern highly effective way to analyze the situation, level of development and 

forecasting of possible results from introduction of mechanisms of financial and 

economic maintenance of the organization of educational process under conditions 

of use of European countries’ best practices. 

 

The study has been conducted by combining methods of analysis and synthesis 

based on theoretical analysis of countries’ surveys. The academic paper involves 

three main directions: analytical direction, case study direction and synthesis of the 

obtained results. At the first stage, information was collected on the main features of 

education financing policy based on evidence from international data, research and 

analysis. In the analytical part, literature reviews and evaluation of data from 

countries’ reports were conducted to analyze the factors influencing the use and 
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distribution of resources in educational systems. The best, reference models for the 

distribution of education funding among the studied countries were identified by 

using case-study and benchmarking methods. 

 

4. Empirical Findings  

 

According to the World Bank (2018) financial security is one of the main factors 

determining the success of reforming. According to most indicators, the level of 

government expenditures on education in Ukraine is high, although it has decreased 

slightly in recent years. Budget funding for education decreased from 7,2% of GDP 

in 2013 to 6,0% in 2017 (from 21% to 15% of total government expenditures). 

Despite the special situation in Ukraine (World bank, 2018) in comparison with 

other countries, the Law of Ukraine “On Education” (Article 78) obliges the state to 

allocate funds for education in the amount of not less than 7 percent of gross 

domestic product, which potentially weakens the desire to increase expenditures’ 

efficiency.  

 

In high-income countries, as well as in Ukraine, education is funded by public funds, 

which are accumulated from domestic revenues, taxes and fees. In 2016, EU 

countries surveyed spent just over 3% of GDP on education (OECD, 2019). Whereas 

in 2018, funding of education in EU increased significantly and amounted to 4,6% 

(average indicator in EU). The following countries were among the leaders on the 

level of education funding, namely: Norway (5,4%), Belgium (6,2%), Iceland 

(7,3%), Finland (5,5%), Sweden (6,9%) and Denmark (6,4%), Estonia (6,2%), 

Latvia (5,8%). The total education expenditures of these countries exceed EU 

average indicator. All these countries have a steady trend towards a high level of 

education funding, the same trend was observed as of 2016. Only two countries have 

significantly increased the share of expenditures on education, Estonia (to 4,4% in 

2016) and Latvia (4,2% in 2016). The search for ways to ensure the effective 

distribution of education funding is a key challenge for governments, forasmuch as 

long-term spending on education is increasing as well as the rise in price of 

educational services among other goods and services (De Witte and López-Torres, 

2017). 

 

However, an increase in funding does not always lead to an increase in the level of 

education, which is critical for the country’s economic success. For many years, 

researchers have focused on the positive impact of the number of EIs and the 

duration of education for economic growth (Barro, 1991; Mankiw, Romer and Weil, 

1992), however, currently it is clear that the quality of education should be the 

determining factor, that is, the level of students’ performance. Based on the 

conducted study of education quality indicators and their strengths and weaknesses, 

the World Bank has proposed its own Harmonized Learning Outcomes (HLOs), 

which are the basis for creating a global database to assess the quality of education 

worldwide. We have used the capabilities of this database for further analysis of the 

studied countries (Our World in Data, 2019). 
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According to the study, the top five world leaders in the quality of education include 

Singapore (619), South Korea (607), Hong Kong (605), Taiwan (597), Japan (590). 

Among the studied European countries, Liechtenstein (557), Estonia (542), and 

Ireland (535) have the highest rate (HLO). According to data of the World Bank, the 

best dynamics in the development and improvement of the quality of education 

during 1980-2015 are demonstrated by such European countries, as Finland, 

Luxembourg and Sweden with growth of 16%, 11% and 11%, respectively. It can be 

concluded that the amount of allocated funds is not a determining factor in the level 

of quality of education in the country, consequently, it is advisable to conduct an 

expanded analysis of the financing mechanisms of the reference countries’ system of 

primary education, taking into account these features in the formation of education 

financing policy in developing countries such, as Ukraine.  

 

There are four main approaches to funds’ allocation (Levačić, 2008; OECD, 2012), 

administrative, increase in expenses based on the costs of previous periods, 

competitive, and formula-based.  

 

Most Western countries use a formula-based approach. Ukraine, with the reform of 

the education system, has also introduced this approach. In order to analyze the 

mechanisms of funding distribution in the system of education, we will choose the 

countries with the highest level of education, but different amounts of funding as in  

Estonia, Belgium and Lithuania, and consider the mechanism of funding and 

distribution of expenditures in these countries  

 

In the Flemish and French communities of Belgium (Nusche, Miron, Santiago and 

Teese, 2015), the basic factors influencing the mechanisms for allocating and 

distributing targeted grants are the social-economic characteristics of pupils or 

students and special educational needs, while the location of schools is also an 

important fact.  

 

In 2001, Lithuania (Shewbridge, Godfrey, Hermann and Nusche, 2016) introduced 

formula-based funding of education in order to increase resource efficiency and 

quality in education. It is important that the distribution of funds is clearly 

distinguished between “tuition costs” (state grant) and “the expenditures for 

maintaining the institution” (local funds). This way of distribution makes it possible 

for the state to directly influence the quality of educational services.  

 

In Estonia, the basic allocation mechanism (target grant for general education) is  

allocated by a funding formula that includes various indicators for the special 

educational needs of pupils and a weighting coefficient that takes into account the 

location of the school and the region (Santiago, Levitas, Radó and Shewbridge, 

2016).  

 

A key component of education reform in Ukraine is the implementation of the New 

Ukrainian School (NUS) reform (Filipchuk and Lomonosova, 2019). In 2019, 
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changes were made to the formula regarding calculating the salaries of employees of 

inclusive resource centers, as well as the number of teachers’ assistants increased, 

the division of classes into groups when studying individual subjects were taken into 

account, the estimated class size of urban communities in rural areas was reduced. 

 

Effective management of financial resources at the educational level remains a huge 

problem in many schools. Monitoring and evaluating budget execution remain 

problematic with the widespread introduction of decentralization. Funds allocated 

for education from the state budget are significant in both developed and developing 

countries, so their effective distribution remains important. For Ukraine, which is at 

the initial stage of reforming the financing of the education system, the experience of 

foreign countries is important (Levačić and Downes, 2004). A comparative analysis 

of the models of financial support distribution of the educational process at the level 

of EIs in England and Poland is given in Table 1. 

 

Table 1. Comparative analysis of models of financial support distribution of the 

educational process at the level of EIs in England and Poland 

 England Poland 

Financing 

system 

State funding - 75% from local 

budgets, the rest - local taxes. 

Highly decentralized: primary 

education is financed from local 

budgets, secondary - from state budget 

The formula 

for financing 

an EI 

The formula of fair funding - 

among EIs, funds are distributed 

mainly according to the number of 

new students, according to age.  

Use 2 financing methods: on the basis 

of vouchers issued to parents with the 

declared amount of funds for 

education; based on the actual number 

of new students. 

Management Local Management of Schools - 

elected at the School Forum. 

Directorate and Accounting Service. 

Transparency Open information about the amount 

of funding for a particular school; 

high involvement in the process of 

distribution of funds - authorized 

people, school administration, 

parents, community. 

Open information concerning the 

amount of funding for an individual 

school or allocations for education in 

general; not high involvement of 

stakeholders in the transparency of the 

distribution of funds. 

Collection 

and 

verification of 

information 

Form a detailed report on the cost 

of funds, indicating the information 

for each student in terms of his/her 

needs and the corresponding results 

in electronic form. The accuracy of 

the information is checked by 

selective audits 

Statistical reporting is formed on the 

total number of students, according to 

age, sex, special needs. There is no 

general mechanism for verifying 

statistical information, so there are 

high risks of inaccuracies. 

Financial 

control at the 

level of the EI 

Introduction of the Unified System 

of Financial Reporting (Consistent 

financial reporting), which made it 

Using two accounting systems in 

parallel: 

• ZEAS (Centralized Accounting Unit) 
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possible to use unified codes for 

revenues and expenditures of all 

EIs. This has greatly facilitated 

comparisons and audits of EIs. 

applies to the system of all EIs; 

• “Decentralized accounting” is 

introduced separately at the level of a 

particular school. 

Audit of 

accounts and 

operations  

Three-level audit: level of EI, 

internal (local authorities), 

external. 

Two-level audit: local audits, 

conducted regularly by local 

governments and regional audits, are 

conducted selectively and irregularly. 

Identification 

of 

weaknesses 

Accounting for unofficial funds 

(donations and charitable 

contributions) that do not fall under 

state audit. 

Violation of the rules of tender 

procedures; remuneration for 

admission to the EI; salaries to 

teachers who did not conduct classes; 

appropriation of school equipment. 

Source: Own study.  

 

As we can see, the introduction of financing education is not a panacea, because 

such a model of financing and decentralization of the financial process may create 

risks of misuse of funds and corruption, but these risks are not greater than if the 

process is regulated by government agencies. On the other hand, formula funding 

has the effect of reducing the probability of these weaknesses due to public access to 

financial information. The transparency of the system forces a responsible attitude to 

the distribution and use of finances of responsible people. It reduces unpleasant 

consequences of identifying and publicizing possible abuses. Simpler formulas are 

clearer and, therefore, more transparent. However, too simple formula may be 

ineffective, as it does not differentiate sufficiently EIs by different structural cost 

factors. The considered examples indicate that the formation of the formula of 

financing and management of school finances is significantly influenced by the 

historical background and institutional environment, which must be taken into 

account. 

 

The basic factors influencing the level of the distribution efficiency of funding for 

the educational process of the studied countries include: the formation of an 

adequate and effective formula for financing education, planning expenditures in 

accordance with educational policy, decentralization of education management, 

control and accountability. Taking into account the international experience, it 

became possible to form an improved model of a decentralized management system 

for financial and economic support of the educational process (Figure 1).  

 

5. Discussion and Conclusions  

 

The largest share of funding from national budgets falls at primary and secondary 

education in the world. It should be noted that countries with higher incomes spend a 

larger share of GDP on education, while expenditures in relation to total budget 

expenditures do not maintain this trend. Against the background of the studied 

countries, Ukraine, which is characterized by a fairly low level of income, spends 
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the largest share of GDP on education, about 6-7%, while the average value among 

EU countries - a little more than 3%.  

 

Figure 3. Model of decentralized management system of financial and economic 

support of the educational process 

 
Source: Own study. 
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• Internal quality control. 

• Formation of the structure of the educational process. 

• Ensuring the quality of educational services. 

• Making amendments to the budget of TEI. 

Supervisory 

body in the 

spere of 

education 

quality 

• Assessment of educational levels: quality, financial 

costs, social and public security. 
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• Discussion of absolute and relative performance 
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However, the efficiency of the use and distribution of funds for educational services 

in Ukraine is quite low; this is evidenced by the indicator of calculating the level of 

funding for education per 1 pupil, which is the lowest in comparison with the studied 

countries. 

 

Harmonized Indicator of the level of education is another qualitative indicator of the 

effectiveness of the funds’ use at primary school. Despite significant gaps in the 

effectiveness of primary school funding, the level of education quality in Ukraine is 

quite good (478), it is between Greece and Bulgaria in the ranking of countries.  

 

After studying the experience of forming the financial and economic system of 

education in different countries, we can conclude that the interconnection between 

the education expenditures and its results, or quality is not directly proportional. 

Estonia, with expenditures on primary and secondary education below the average 

EU and OECD indicators, has taken one of the leading positions in the quality of 

knowledge among European countries. About 90% expenditures on school education 

come from government sources in both Ukraine and EU countries under study, while 

higher education is to a greater extent funded by the private sector.  

 

Taking this into consideration, governments are increasingly focusing on improving 

the allocation of funds to EIs, given the trend of declining funding for education, 

improving resource efficiency, and improving transparency, accountability and 

community participation. 

 

The proposed model of decentralized management system of financial and economic 

support of the education system is designed to ensure the distribution of funds in a 

transparent and predictable manner. The introduction of expenditure planning for 

primary education at all levels will enable EIs to plan their development for the 

coming years. In addition, further research is needed to find new, innovative 

methods of financing the system of education. 
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