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Executive Summary

The report at hand is the first in a series of three papdosbe prepared by the World Bank Latvia

Higher Education Financing Teabetween December 2013 and September 20lt4ets out to shed

light on the strengts and weaknesse® ¥ [ | G @A Qa FdzyRAYy3 a2daidasSy, Av Ay
and ii) with a view to comparing against general criteria for good funding models. These general criteria
derive from good practice: they can be considered as largely indepeffidentthe country contextThe

AS02yR LI LISNI gAff F20dza 2y (GKS WTFAIQ 2F (KS OdzNNE
explicit strategic priorities of the governmenithethird paper will propose directions for a future higher

education funding model for Latvia. The report at hand was developed with support by the Ministry of
Education and Science as well as other government agencies and in close consultation with
stakeholders. These consultations took place at workshops but alsaght aseries of interviews.

Higher education is an increasingly important topic on national policy agendas for many countries. As
a significant driver of national economic competitiveneds an increasingly knowledegriven global
economy higher education policy issues have received increased attenfilongside the increased
policy importance of higher education, many systems also face serious challeaj@sining their
guality and relevance and irnncreasing the efficiency and secugirequity in the field of higher
education New higher education financing models are being developed in many European countries as
policy responsgto these challenges.

The Latvian higher education system has been underfunded for years. Overall fundirdslare very

low (and the lowest in all Baltic stated)owever, in terms of public funding for higher education,

Latvia figures at the bottomacross Europeasomparisms, with an allocation 0D.8 percent of GDP as

compared to 1.27 in Lithuania; 1.23 ist@hia and an EU27 average of 1(Eurostat, 2010)Although

the report at hand will largely focus on funding mechanisms as opposed to funding levels, it is important

G2 1SSL) GKA&A LRAYOG AY YAYR 6KSYy (GKS OdedsdsBayeld [ | (¢
discussed.

The topic of higher education financing often spurns controversy Latvia as elsewhere, with the
discussion focusing on the question of whether higher education is a public or a privateadmader it

should be funded from publidB & 2 dzZNOS & 2 NJ & (i darith selatédPolicy anplicatidndfded A 2 y &
public and private funding. The report argues that the outcomes of higher education have
characteristics of both public and private goods, and thgknowledging economic argumenisight

helpto avoidpolitical reform blockades

Student funding that is, student contributions (mainly tuition fees or other fees paid by the
students) and student financial support systems (mainly graatd loans) is clearly among the most
controversialissues in the sphere of financing higher educatigkpproaches that placéees and loans

at the centertend to meet criticism all across Europe on the grounds of their expected negative effects
on equity. However, tuition feascombined with adequate and ell-targeted student support schemes

T generate additional revenues for HEIs, thus enabling increases in participation rates. They are also



regarded as more equitable by sopgnce they transfer part of the instruction costs to those who will
directly (anddisproportionately) benefit from higher education.

[ FGOALT Qa CidafidlAghid EufopeaniD8vélopments

Compared to other European countries, Latvia scores high in the area of financial autontiniy.

ranked4™ among the 28 European higheRelzO A2y &&aGSY&d Ay 9!'1 Q& 4! yA D!
Providing a higher level of institutional autonomy is often expected to improve the performance of

higher education institutionsHEI$ and higher education systems as a whole. It is assumed tat t

more autonomous HEIs are, the better equipped they are to generate additional resources through
fund-raising or efficiency measures, with the freedom to orient their strategy towards available funds,
focusingpotentially on their specific researcistrengths or shifting the balance between education and

research. Based on this assumption, many governmental authorities among European countries have
granted HEIs more freedom to manage their resources and develop new irgemeeation policies

Contrary to many other European systems, the current funding model in Latvia does not offer
significant incentives for greater performaneeand output-orientation. The main purpose of
performancebased fundings to crede financial incentives for higher educatigrstitutionsto produce
outcomes in certain areas of their activiti@ghich want to be encouraged by the fundérhere are
different ways in which to cluster allocation models in the funding of higher education institutions.
Three tydcal pillars of fundig models concern basic fundingerformance fundingand innovation
/profile-oriented funding.The innovatior/profile-oriented funding component in Latvia is currently
composed of a number of different types of smaller and larger tpady funding streans (including EU
Structural Funds) but not included in the system of state fundimgontrast to the tendency of many
European higher education systenis adopt more performancdased elements in their funding
mechanismsthe Latvian model has remained-gdominantly nput-related and formuleébased The
elements that are said to be performanogiented, such as the European structural funds as well as the
national competitive research programs, are not perceived by the authors to use transparent
competitive criteria. This implies the system does not fully exploit its competitive capacity and strife for
excellence.

Latvia hasa dualtrack tuition fee system witht in some cases relatively high fees and relatively
many feepaying students. The Latvian highedecation system offers mainly merbased supportin

the form of state funded study places, and relies more on governraehbsidized mortgagestyle loans
offered by commercial banks, rather than gran¥&/hile there are concerns amongst stakeholders that
WGKS 0Sald adGddzRSyda YAINF OGS G2 O2dzy iNAS& 6KSNB aidz
unlikely, given that these students study for free in Latvia. To the extent that such migration of
particularly gifted students takes place at thettary levet and more research would certainly need to

be done on this issueit would most likely bdueled by quality concerns and more general economic
considerations as opposed to the current fee structure in LatVizere is no general European trend in
this area:some European countries that have previously introduced tuition fatss decided to abolish

them either entirely or partly. At the same time, other European countries have decided to increase the



share ofprivate investment by allowing public HEIs to introduce fees or charge higher fees while at the
same time promoting equity of access by restructuring their student support systdeexdbased
grants are the most frequently used modes of student supporbserEuropean higher education
systems.

Strength and weaknessesthg Latvian funding model

Derived from European trends and international practice, there are criteria for good funding models
which are suitable to guide a discussion on strengtand wealnessesof the current approach to
higher education financing in Latvia. These criteria (#ne degree of) sategic orientation incentive
orientation, sustainability|egitimization autonomy and feedom and practicalfeasibility. These criteria
can befurther defined as follows:

Strategic Orientation Incentive Orientation

Sustainability Legitimization

Autonomy and freedom Practical feasibility

The followingtable provides an overview dahe strengths and weaknesses of the Latvian higher
education and research funding systemccording to the aforementioned categories of criteria
distinguishes between the contexf the funding system and the features ofetHunding system itself.
Many of these issues relate more than one criteria dimension.

Context strategic orientation Context strategic orientation

1 Diverse system of HE (many institutiof 1 Apparently lowpolitical priority given to H
niche players, different profiles, publi and science (regarding low spending on




= =

private)

Substantial numbeof private HEIs

Startup of quality assurance for stug
programs and research institutes
Research institutes with more mass a
focus

High percentage of young people wi
qualify for HE

High employment rate and high rate
return on HE

A functioning data monitoring system
(including performance and financial data)
High adaptability of system and HE
demonstrated in times of economic crisis
MOES and line ministries are multiple voig
for the interests of HEIs

= —a =

and R&D)

Inconsistent policy measures and politig
reform blockade because of polarize
discussions (public vs. private good)
Many relatively small study programs
Tendency to studyl@oad

Opaque HR structures in HE,
opportunities to have more than one job
High teaching loads for staffittle time for
research

Quality assurance for teaching and resea
only in startup phase

Wi

Many graduates seeking employme
abroad
No clear way to consolidation vs

competition yet

Financng: Incentive Orientation

T
T

Study places allow national
according to labor market needs
Study places offered on basis of meg
including rotation possibilities stimulat
competition

EU structural funddor research allocatec
with some form of competition

Attract many fee paying student
(willingness to pay/additional resources f:
HEIs)

Existence of performance contracts betwe
HEIs and ministry

plannit

Financng: Incentive Orientation

f

= =

Onevpillar model of statefunding instead of]
several pillars with balanced functions

No real performance orientation in staf
funding (hence also weak links to national
institutional strategies)

No funding for innovative initiatives

No clear approach to the role of state mon
for private HEIs

No funding options for researetelated
developments such as pedbcs, knowledge
transfer activitiesetc.

Financng: Sustainability

1

Study places funding provides castented
aldloAtAde Ay GKS a
F2tf2g0aeleméndzRSy G ¢
Availability of substantial EU structural fun
for HE and R&D (reason for survival
economic crisis)

Financhg: Sustainability

1

Underfunding of the HE and research syst
compared to most other European countri
and to own governmental objectives

Promised funding increase not vy
effectuated
Lower funding tariffs for HE studen
compared to primary and seconda
education
Cost bais for subsidized study plac
outdated

Financng: Legitimization

1

Availability of student loans for man

students  with  attractive  repaymen

Financng: Legitimization

1

Many competing needs inase of budget
increases (more quality in teaching, P




T

conditions
Fulifee paying option
opportunities

creates acce

schools, postloc careers, triple helix, etc.)
Opaquenesa&nd subjectivity in allocation g
subsidized study places, planning proble
through yearly interventions

Subsidized study places particulabdgnefit
students from better soci@conomic
backgrounds

No subsidized study places for péirhe
students

Student loans not attractive teomegroups,
eg, 0KS da3dzh NI yi2NI N
big hurdle
Hardly any needbased support nor means
testing meclanism for students from low,
income families

Financhg: Autonomy and freedom

1
T
T

Large degree offifancial) autonomy for
HEIls

Financial autonomy allows entrepreneur
freedom

Substantial level and good framewo
conditions of resource diversification

Financhg: Autonomy and freedom

f

Heavy reliance on EU structural funds

R&D, which may not be a sustainable lo
term situation (plus cdunding problem in
case of matching funds)

Relatively low funding
companies

from industry/

Financhg: Practical feasibility

1

Substantial outward international studer
mobility (many systems have problems
send students abroad). This means otl
countries pay for the instruction costs.

Financhg: Practical feasibility

1

= =

Decentralized system for student loans &
scholarships(efficiency risks and problem
for HEI with needs assessment)

Debt cancellation mechanisms too genero
Mismatch between academic year and fis
year

To summarize:

Latvia has a diversified higher education sector including capital, regional, publiprimate higher
education institutions. Universities enjoy a significant amount of financial autonomy which allows for
resource diversification. The funding model based on spldges provides some basic stability for the
sector and is related to sectéevel planning geared towards labor market needs. In addition, Latvia has
a high number of full costovering fee paying students and a significant share of research funding

coming from EU funds.

However, as mentioned abovéhe system is significantlyunderfunded in comparison to not only
other European countries bytimportantly, also vis-a-vis the government objectives and legaibet

targets per studyplace



While, in principle, public funds are allocated according to study places, @ducationd needs, this is
de-facto nearly the only public funding instrumentand thus has toaccommodatemany competing

needs (partially related to research and wider institutional missions) of universities. The small
performanceoriented elements, such as smatimspetitive research funds, use criteria which are not
transparent to the stakeholders and thus miss the desired effects. In practice, the system is partially
opaque and leaves room to subjectivity, both with relation to the allocation of study placessearch

funds. Also, there are planning problems due to annual interventions (while MOES has a different fiscal
year from higher education institutions). The cost basis for the study places in legislation is outdated
while universities only receive 80 pexet of the definedminimumcosts

The currentstrong merit-based approach to budget places and grants raises questions about equity

4 adzwadARAT SR aiddRe LI O0Sa FyR aOK2f I NAEKALEA | NB |
to particularly benefit students from better socieconomic backgrounddt can be questioned ithis

really stimulates academic excellence within the whole sysfEime decentralized loan system appears

to be generous, but in reality creates practical problems and appeatr§o be attractive to those who

might need itmost. There is very little needsased support or mean®sting mechanisms for students

from low-income families.

¢t KS OdzNNByild Lzt A0 FdzyRAYy3a Y2RSEI f K LINRI Newerafd 16 KA O]
does notrepresent a balance between stabilityperformance and innovation orientation. This also

means weaker links between public funding and national and institutional strategies. In addition, the
system relies heavily on EU funds, in particular for research and development which might not be a long

term solution to stable research fundjnwhile also funding from industry and other private sources

appears to be underdeveloped.

More detail and context are provided for all of these points in the full regéstlowingan introduction,
there arethree main sections of the reporifhe firstsectiondiscusses recent European developments in
higher education financingThis is followed by a section on criteria for good funding models, which
discussegyeneral criteria for good funding models deriving from international practitkilizing the
current European developments armggneral criteria for good funding modetbe last section provides

an overview of thestrengtts and weaknesses ¢f I (i @arrer@approachNotably, Appendix kerves

as a key resource faine current status of higer eduation funding in Latvia.
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1 Introduction

The report at hand is the first in a series of three papers produced under the World Bank Reimbursable
Advisory Service on Higher Education Financing in Latvia between December 2013 and September
2014 The intoductory section of this report providged I O1 ANRB dzy R AYTFT2NX I A2y 2Y
activities in Latvia andn particular on the genesis of the engagement concerning higher education
financing. The past decaddas withesseda significant amount ofliscussion on the topic of higher

education financing in Latvidurther fueled by thecountry-specific recommendationly the Eiropean
Commission in which the Commission urged Latvia to reform its approach to higher education
financing.

Higher educatia financing was also amongst the topics discussed between representatives of the
Ministry of Education and Science (MoE&ate Education Development Agency (SE&#) the World

Bank within the framework of its regular policy dialogue. Going forwdhg World Bankhas been
invited, as an external partneito develop a proposal for a new higher education financing model in
Latvia. The timeline for the development of this proposal is ambitious: nine months. It was also agreed
that the proposal itself woal be preceded by two papergi) an analysis of the strengthand
weaknesses of the current approach to higheducation financing in Latvieased on Europeaand
internationalgood practicgincludinga description of the status quo of higher educatiamaficing) and

AAO | LI LISNI Witrateyir iyt The dugfent fupdjhg dded with expressed priorities for

the sector. This paper is the first output of this exercise (item i). The Bank team would like to express its
gratitude to MoES an&MBAas well ago severalstakeholderqsee Appendix 3)vho provided valuable

input and thereby supported the prepation of thisreport.

1.1 Latvia and the World Bank Group

Latvia joined the Worldank in Augustl992. Inthe following year& G KS . Iy 1 & dzLJLJ2 NI €
transition and preparation forthe upcoming EU integratiothrough lending, policy dialogue, and

analytical and advisory servisd I G @A I WI NI Rdzl (S R:Ghe Bt&ctive BaiiiBanced y{1 AY
investment project closed in June 200HMowever,Latvia continued towork with the Bank through

analytical and advisory services in several areas, including public finance management, international
emissions trading, publiprivate partnerships, and regional development.

The relationship between Latvia and the Bank changed again in the context of the economic crisis.
Indeed, Latvia was one of the European countribat suffered most from the crisis with GDP
contracting by 25 ercent and a risein unemployment by more than 20 percent (Aslund and
Dombrovskis, 2011, p. ixin December 2008, the Bank committed EUR 400 million in loans to help
aliroAtAT S [FTOGOAFI Q& SO2y2Yeéd ¢KHKllion pagkdghich@2lydd NA 6 dzii A

'¢KS GSNY QKAIKSNI SRdzOF A2y Q A& dzaSR Ay GKA&A NBLRNIformy | O2YL
of tertiary education at the possecondary level, if not specified otherwise.

11



contributions fromthe International Monetary Fundthe European Unigrand Nordic countries. The

first EUR 200 million loan, approved by tkéorld BankBoard in September 2009, supported the
Government ofLatvia in itsefforts to strengthen the banking sector and maintain légegn financial

stability. The second EUR 200 million programmatic loan aimed to protect vulnerable groups in two
phases by, (i0 & dzLJLX SYSydAy3a (GKS 3A2FSNYYSy il QiecodonioA I £ &l
contractiorny and (ii) laying the foundation for structural reforms in the social sectors over the medium

term.

To assist with its postrisis recovery and further its reform agenda, the Latvian government
subsequentlyexpressed interest in comtiling its vork with the Bank, especially throudtmnowledge
services. The Bankas been, either recently or currentlgngaged in several reimbursable advisory
services (RA@Ltivitieswith the Latvian government, including the following

Latvian SociaProtection SystemUnder this activity the Bank develome a number of analytical
productsaimed at informing Latvia's social protection refomma particular measures aimed at helping

the longterm unemployed and inactive parts of the populatimintegrate into the labor force. Four
analytical productsvere delivered and a workshop was arranged to discuss the initial findings. The
report was launched in June 2013 in Brussels with the European Commission.

Enhanced Competitiveness of Latvihe Bank pnaded reimbursable advisory services for the Latvian
aAyYAaldNR 2F 902y2YA04a 060a290 2y AYRAdZAONRFE LRt AOAS
The objective of the engagement was to support the Latvian MoE in its efforts to design and implement
modern industrial policies to increase the competitiveness and productivitiyeofatvian industry. The

Bank provided methodological advice and examplestefimational good practice.

Higher Education Finance Reforin the autumn of 2013, an agreementwas reached thathe Bank
would provide recommendations for a reformed higher education financing model through

reimbursable advisory serviceShe RAS agreement was signed on Decer2h@013. The report at
hand isprovided as one output under this latter engagememhosedetails are provided hereafter.

1.2 Project Context and Objectives

In recent years, many countries have evaluated how different approaches to financing higher education
can help achiever enforce strategic policy objectives. Both the International Monetary Fund and the
European Commission have encouraged Latvia to assess how its financing approach could previde bett
alignment with incentives and thereby suppglicy objectives, which magover, for example, issues

of access, quality, and efficien¢see e.g.IMF, 2013) The European Commission attributed particular
importance to financing reform in one of its 2012 Country Specific Recommenddtionsatvia,
encouraging the country to

12



oXe O2ylGAydzS NBF2NXa Ay KAIKSNI SRdzOF GA2y 3z Ayl
model that rewards quality, strengthens links with market needs and research

institutions, and avoids fragmentation of budget resoukcéBuropean Commission

2012, p. 7.

XF2tft26SR 06& (GKS Hnmo [/ 2dzyGNB {LISOAFTAO wSO2YYSyRI
need to:

GoOX8 AYLXSYSyld GKS LXIFTYYSR NBF2NXa 2F KAIKSNI
establishment of a qualityewarding financing model, refor of the accreditation

aeaitsSys O2yaz2tARIGARZY 27 GKS AyadAalddzirzya Iy
(European Commissiof013.

To help address these concerns, the Ministry dfi¢ation and Scienceonsidered involving the World
Bank as a longtandng external partner. AfExpression of Interestvas sent to the Bankn April 16,
2013. Both parties continued refining the objectives and tewhseferenceof the engagemenuntil
December2, 2013 whena legal agreement was signed by thrpartiesst MoES,SEDAand the World
Bank that focused on twaonain project objectives:

1. RSy iA¥Te GKS &adNBy3aikKa FyR ¢St{lySaasSa 27F [
education

2. Recommend a reformed financing model that takes into account the criteria dpedidy
MoES and good international practice while [also] taking into account stakeholder
consultations.

Latvia seeks a new financing model that rewards quality, strengthens alignment of market needs and
higher educationoutputs, avoids fragmentation of liget resources, and furthers other policy
objectives to achieve a modernization of its higher education system.th#®@rpurposes of this
engagementthe higher education funding systeeonsists offour major dimensions

1. Financial autonomy of high@ducation institutions (lump sums, freedom to spend money
flexibly and to build financial reserves, financial regulations, discretion to set salaries, etc.)

2. Diversification of financial sources for higher education institutions (EU funding, tuition
fees,market revenues, external research income, transfer activig&s) and the rules and
regulations related to these

3. Instruments of public fundingfdiigher education(allocation fromstate budget, research
funding, etc.)

4. Sudent funding and supporti§ particular with regard to tuition feedpans, scholarships,
etc.).

13



1.3 ProjectMethodology

The engagement began in December of 2013 and is tentatively scheduled to concludeuitutna of
2014. To accomplish its objectives, the project has been planfeedthree stages, each with a
corresponding deliverable.

Recommended
Reforms

Evaluation of
Strategic Fit

Current State
Assessment

The first stageyi (G KS NMSE&EG@20238 Aa Iy |aasSaavySyd 2F [F(G@
higher education. Findingsnd observiions are basecrimarily on existing data, alocument review
and stakeholder interviews (sefppendix land 3 for a list of documents reviewed and stakeholders
interviewed). The deliverablat this stage this reportt isanoverview ofthe state of higher education
financing in Latviaas well as an assessment of its perceived strengths and weakniestight of
European developmentgiood international practice andinput from stakeholder consultationg hese
stakeholder consultationglayed an important role in the preparation of the report at hand and will also
constitute a very important inputfor subsequent steps. The stakeholder roundtable D&cember3
helped the team to gaira better initial understanding of higher educatidimancing in Latvia, also in
light of ongoing European developments. Extensive stakeholder interviews in early Feinmadgdan
opportunity to discuss criteria for good funding models and explore streratid weaknesses of the
current Latvian funding stem with regect to these criteriathus, they served asa key input into
Chapter4 and other sections of this reportFinally, the main findings of the report are going to be
discussed during a workshop with stakeholders scheduled for M2c2014.

The second stage of the project focuses on how well the current financing approach alignghevith

policy objectives specified by MoB®&hereas the first stage provides a broad analysis of the strength

and weaknesses of the currefunding approacles the second®i 22YvYa Ay Q 2y &S WaGN
current financing systemiaking into accounthe specific strategic objectives which the government has

defined for higher educatiarFindings and observations at this stage will cglythe analysis of datand

documents interviews with key stakeholders, and prior team experience with various international
practices. The deliverablgill identify to what extent theexisting approach does or does not align with

policy objectivesas wellas begin to surfacepotential alternativesin order to improve the linkages

between higher education funding and strategy.

2 On December 2, 2013, immediately after thigreng of the Legal Agreement, the Bank team conducted a workshop with

a29{ ad4FrFFd ¢KAA gl & F2ft26SR o0& I FANRG adl]1SK2ftRSNJ NRdzyRii
Financing team consists of World Bank staff as well as intematend local experts bringing together expertise from a range

of countries (Finland, Germany, the Netherlands, Latvia, the wider European area, and the United States) and contexts. The

Legal Agreement foresees 36 weeks, or roughly nine months, for tmian of the task (leading to August 2014). However, it

might be recommended to conduct a dissemination event after the academic break, i.e., in autumn 2014.

14
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specifically those that can be accomplishedlia tnedium term, i.e.the next threeto-five years. The

recommendations will take into account thed A O& | yR &A0GNr GS3IA0 2062S00GA0S.

second stageThe deliverableof this third phasewill actually take the form of two complementar
documents:(i) aproposal for a mediunterm higher educatiorinancing systenthat takes into account
the previous strengths and weaknesseslysisand clearly identifies next stepand (ii) an information
note for the government.

Theimplementation of recommeded reformsthougha critical stepjs not includedwithin the scope of
the existing agreemnt. Implementation activitiesvhich, for example, would focus ofi) structural
aspects of the model proposedi) procedural aspectsfantroducing the new financinghodel, and (iii)
capacitybuilding, are currently thesole responsibility of the Government of Latvia.any case, the
YVIGdz2NE 2F GKS 22NIR . Iyl UBdpdsal The ddcision toraéceptiakds
implement the proposal willhowever lie with the Government of Latvia and the sector.

1.4 Clarifying the Project Scope

Throughoutthe cooperation A y Of dzR A y ZuriérK éhgagemghbrchigrer education financing in
Latvia, itisimportant thatall parties revisit and refine expectations in accordance titghnature of the

LINE L

agreement Since this engagement is focused on potential ways in which financing higher education can

further policy objetives, itis important to clarify what is feasibia order to manageexpectations for
what the financing approach caand cannotdo. Thus, the second stage of this project, in which critical
policy and strategic objective®f MOES are in focus is a necessary stefo the resulting
recommendations put fah in phase three.

It is alsoimportant to recognizen advance that some policy objectives may only be impacted to a
certain degree by the funding approach, atitht alternative actionsmight be considered more
advantageous orsuitable in achieving spafic objectives. For example, & governmentseeks to
encourage degreeompletion, then it may consider tying a portion of its funding allocation to the
number or share of graduates produced by eawdtitution, provided that such a model is accompanied
by suitable quality assurance arrangementertainlythoughthere are many other initiatives outside
the realm of funihg that could also help ensumaore and better graduates (e.g., better secondary
schoolpreparation for higher educationit, might bethe casethat they comeatl RA FFSNBy
longer time frame or additional political capitaljhe same would apply to the goal odnsolidating
programs or institutions Anancing can be one mearof supporting and providing @entives for
consdidation; however, it is not the only policy instrument in this context

Finally it will be important to consider higher education financing reform as one aspect of systemic

reform for which sufficient support needs to be mobilized in ordeetsuresuccessWhile exhaustive

tAdGa 2F RSYIYR& | yR indeédgh soMezvay isitisfyngiaAceryia goliicalh 3 K

clientele their chances of implementation in practice will be limited. Higher education refamm

15



genera) and higher educatiorfinancing reform in particular has an important political economy
dimension i.e, considerations of what might bepoliticaly feasible in agiven country. Such
considerations while not being the major driver of technical recommendatiorshould not be
completely alien to a financing proposal. While certain steps might be desinabtker ideal
circumstancesthey might not help improve the current situatioh.K S 2 2 NX¥ R intényohisth S Y Qa
use a pragmatic approactvhich considers such constraints

Following this introduction, there will be four main sections of the rep®hie first sectiondiscuses
recent European developmesin higher education financing, in particular with regatd the financial
autonomy of higher educatiomstitutions (HEIs), their resource diversificatioannd models of public
funding and student fundinfg Thisis followed by a section on criteria for good funding mogeiich
discusses generalcriteria for good funding models deriving from international practi@s mentioned
above, in contrast tariteria for a suitable funding modeleriving from specificstrategic objectivesas
established by the Latvian government. The latter topic will be subject to a separate paper under
Component 2. Taking into accdwurrent European developments argeneral criteria for good funding
models the last section providean overview 6 the strengths and weaknesses of the current approach
that the authors have observedlotably, Appendix 1 provides a broad descriptionihaf currert status

of higher education funding in Latvia which, similar to the chapter on European developments and in
addition to some general system features, disessthe financial autonomy ol atvian HEIs, their
resource diversificatiorandmodels of public fading and student funding.

% The term higher education institution (HEI) is used throughout this document in an inclusiveemreferring to all post
secondary institutions of the higher education sector (universities andumiversities), if not specified otherwise.
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2 European Developments in Higher Education Financing

As stated above, higher education is an increasingly important topic on national policy afanuasy
countries. The widespread assumption that higher education is a significant driver of national economic
competitiveness in an increasingly knowledtygzen global economy has promoted the importance of
higher education (cf. Santiago et,&008, p.13). Aongside the increased policy importance of higher
education, many systems also face serious challengestaining their qualityand relevanceincreasing

the efficiency and securing equity in the field of higher educatidew higher education financing
models are being developed in many European countries as policy resjgorieese challenges.

Financing higher education has also been one of the key policy issues in European higher education
L2t AOCED® ¢KS 9dzNBLISIY [/ 2YYAaadiayAyanda dd hiveditediA y 3 2
9RdzOF GA2y X wSaSINOK | yR Lyy 2 gbditidentfied séveralzh®akI& | y / 2
European higher education requiring special attention. One of these areas is the funding of higher
education. The CommissiolEd INBE &4 SR (GKS ySSR (2 &aNBRdzOS GKS ¥Fdzy
Y2NB STFSOUAGBSte Ay SRdzOFGA2y YR NBaSINOKéI | yR
percent of GDP including both private and public fundingon higher education (in 2011 tvéa spent a

total of 1 percent of GDP on higher educatiqBurostai 2012, p.88). The Commission also
recommended more outpubriented funding and called upon universities to take more responsibility

for their financial sustainability. Furthermore, theor@mission recommended that member states
GONRGAOLtt& SEFYAYS GKSANI OdNNByid YAE 2F &dGdzRSy
STFAOASYOe |yR Sldza (e¢ |.BésHoyndcessayily gudrahtRe sacialeduityd F NS S
(Eurgpean Commission, 2006J® T 0 € ¢

In 2011, the European Commission built on the Modernisation Agenda by publishing another
O2YYdzy AOF A2y > G { debddamNagdngadfor théiaslerritionl-of/ BRirop@'s higher
SRdzOF GA2y &ae&aidSyadh, 2619) doiNEsL.dShmyinicatiany tNeAChraniision emeasi

the importance of designing funding mechanisms in support of excellence; reaffirmed the need to
achiewe an adequate level of public and private funding for higher education; called for funding
mechanisms to be linked to performance and introduce an element of competition; and recommended
the facilitation of access to alternative sources of funding, including using public funds to leverage
private and other public investments in higher education .(¢hgough matchfunding arrangements).

The recent financial and economic crisis has had profound negative effects on national and regional
economies throughout Européiround half of the European countries have reduced their education
budgets during theyears 2011 and 2012 (European Commission/EACEA/Eurydice, 2013, p. 32). In
countries where funding is being cut, higher education institigitiave increased their efforts in
seeking new funding sources to support their activities. The level of publiinfuadlocated to higher
education has not only been reduced, but also the nature and form in which it is provided to HEIs has
been changing. In many countries, growing accountability requirements set by the governments have
been accompanied by granting KEore institutional autonomy.At the same time, the efficiency of

17



funding in terms of the capacigf HEIs to meet certain policy goals in a eséctive way is becoming
increasingly important throughout Europe. For this reason, it will be a crucidleasga for many
governments to rehink both the design and implementation of higher education funding arrangements
in order to enhance funding efficiency in the sector (Estermann, Bennetot Pruvot & ®laléys2013,

p. 4).

The purpose of this chaptes ito provide a short overview of the recent trends related to financing

higher education in Europe. It is orgzal into four sections highlighting the majosgicsof financing

higher education in Europenodels of public fundingesource diversificationfinancial autonomy, and

student funding. Each of thedepicsincludes a brief description of thepic, a short analysis of the
f0SaG GNBYRA Ay 9dzNRPLISIY KAIKSNI SRdzOI-avis these a & a i S
trends. An overviewof trends as well as Latvian position with respect to trends is presented in a series

of Tables (see Tableg®. The final section of the chapter offers a brief analysis of higher educatian as

public or private good, and includes some general insightbet taken into account when developing

financing models of higher education.

2.1 Recent European trends in higher education financing

Models of public funding

There are a number of different ways in which to catezgor cluster alternative alloc&in models in

the funding of higher education institutions. A frequently applied catemtion distinguishes between
negotiated, incremental, formula, and competitive funding (ekgirydice, 2008; Jongbloed et al., 2010).
For practical purposes, thigport adoptsthe categorzation of Ziegele (2013) who has identified three
typical pillars of funding modelsi) basic funding(ii) performance funding; an(ii) innovation/profile-
oriented funding® Regardless of the diversity throughout higher education systems and funding models
in Europe, these three pillars can, to a certain extent, be identified in most systems. Negotiated,
incremental, formula and competitive funding are instruments that ccagdapplied within the three
specific pillars.

Basic fundingan be described as an amount of public funding that remains largely stable over a specific
period of time. The purpose of basic funding is to provide predictable and reliable financing teet cov
the main part of operational costshereby enablingHEIs to perform their core taskd teaching and
research (Ziegele, 2013, pp. €34). As previously discussed, in most European systguoblic
authorities distribute basic funding to HEIs througle tise of block grants. The overall amount of the
block grant may be determined in different ways; through negotiation, incrementally on a historical
basis, or via a funding formula. The importance of these different elements in determining the overall

* In most European higher education systems, the public funding of research takes place thrdugh supprt system
meaning that research is fundeboth through basic funding and through innovatidprofile-oriented funding (mainly
competitive research grants allocated by intermediary allocated by research councils, national academies or other
national/federd intermediary bodies (cf. Jongbloed et al., 2010, p. 53).
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amouwnt of the block grant varies across the systems (EstermBannetot Pruvoi& ClaeyKulik, 2013,
p. 8).

Incremental funding, where historical allocations play a large rolbet®ming less commorand in

many systems, has already been replaced by fdarbased approaches with inpuatriented indicators.

In 20 out of 34 European higher education systems, funding formulae were of very large importance in
2008, compared to 1995 when only seven systems attached a large importance to it (Jongbloged et al.
2010, p. 4%48).

Table 1: Importance of inputversus outputrelated drivers of HEIs operational grants

Numberof systemsandrelative Numberof systemsandrelative
importance of input-related drivers  importance of output-related drivers

Extremelyimportant

Important

Minor importanceor
unimportant
SourceJongbloed et al., 2010, p. 51

The importance of input and output drivers in determining the operational grant for teaching, research
and ongoing activity is shown in Taldldnput-related drivers remaimxtremely important or important

in almost all European higher education systefif®e most important input criteria include the number

of students or publicjunded study places, the number of staff, and past costs of an institution.
However, compared to 1995, when there were only 6 systems in which cufatied criteria played an
important or extremely important role, in 2008, 24 European systems considered orgfaied drivers
important or extremely important. Frequently used output criteria inclements from teaching and
research activitiesdegrees conferred, study credits@mulated, assessment results, indicators related
to publications, or competitive research grants (Jongbloed et al., 2010, m&119Where funding
formulae are used to calculate the block grants, these are largely dominated by-dripated
indicators,namely student numbers (at Bachelor level, then at Master level). The corresponding-output
oriented indicators (number of Bachelor and Master degrees conferred) are used less frequently or else
have less weight in the formula (EstermarBennetot Pruvot& ClaeysKulik, 2013, p. 9). Output
oriented indicators are typically part of the performansased funding pillar, to be presented next.

The main purpose gberformancebased fundings to create financial incentives for HEIs to produce
outputs and outcoras in certain areas of their activities by applying formula furtlifgrformance
based funding arrangements reward HEtspost that is, they reward their pageaching and research
performance (Ziegele, 2013, p. 74). Despite the simplicity in terms ohitden, it seems that

*Oor performance contracts which are related to part of the budget.

19



performancebased funding is understood very differently across Europe. Nevertheless, a majority of
systems consider their funding allocation mechanisms at least partially perforniesesl for teaching

(via graduaterelated criteria) and parally or mainly performancéased for research, where indicators
related to publications and external research funding are norntakgn into account (see Figud).

Figure 1: Relative importance of indicators used in funding formulae in Eurog@gher education systems

Mo. of BA students

No. of MA students
Doctoral degrees

Amount of EUfinternational funding
Amount of external funding
MA-degrees

Research evaluations
BA-degrees

Mo. of ECTS

Mo. of Doctoral students
No. of staff

Research contracts
International students
Doctoral theses
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Successful patent applications
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International staff
Graduate employment rate
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Source Estermann, Bennetot Pruvot & Clad¢slik, 2013, p. 10

The third typical pillar of funding modelsnovation/profile-oriented funding,underscores intentions

expected to be carried out in the future. Concretely, this type of funding is ofteredtilinder the label

2F 4GUFNESUSRKSENXYIN]SR FTdzyRAYy3I£s & O20LIEIR A daSR AFWHF/
GSEOStt SEgHE 2 MR G OB A Bhame Fut aSdwRedafdiSsy @ e name, all these

funding instruments basically aim to finance and incemtivinnovations, research (osometimes

teaching) excellence, or the development of institutional profiles in adedif. Ziegele, 2013, pp. 3

74, p. 78). Innovatiosprofile-oriented funding can take many forms, such as funding that is allocated

on a competitive basie(@.,0 KS a{ GNI G§S3IA0 Lyy2@8FGA2y CdzyRAYy3IE AY
for institutional restructuring and moderzation) or a noncompetitive basis directly allocated to HEIs

(e.g, Higher Education Innovation Funding scheme in the United Kingdom, which focuses on knowledge

exchange). Innovatiefprofile-oriented funding includes excellencenitiatives (e.g. DS NXY I y & Q&
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GOEOSttSyOS LyAGAIGAGSEé0T & 6Stt Fa LINR2SOG TdzyR
many European countriés

Performance contractssynonymous withtarget agreements, performance agreements), whereby
certain goals are agreed between the funding authority and HEIs, are used in different ways within the
funding pillars. With performance contracts, certain objectives, often in line with national strategic
priorities and institutionspecific missions, are apd between the funding authority and HEls. If
performance contracts are connected to basic funding, they usually do not have to have a direct impact
on funding. However, if the performance objectives are measured clearly and linked to financial
incentives performance contracts often become an organic part of performdrased funding
arrangement& Concretely, those performance contracts would be very broad, based on framework
agreements, but might also take the form of more detailed contracts, highighsipecific and
measurable objectives and targets (Jongbloed et al., 2010, p. 30). In this case, they would belong to the
third, innovation/profileoriented pillar. Over the recent years, performance contracts have become a
common feature in many Europedmgher education systems. Currently, performas@sed contracts

are in use in 15 out of 22 European systems. These contracts have a clear impact on funding allocations
for instance in Finland, Austria, Germany and the Netherlands (EsterrBamnetot Pruet & Claeys

Kulik, 2013, p. 11).

When taking into account the latest developments of higher education funding models across Europe,
some clear trends can be observed. First, it is likely that basic funding becomes more dynamic and
demandoriented (ratherthan supply2 NA Sy G SR0O (i K N®lr@skhe-d1 K&R SayYi2éy SI2 LILINE |
where rewards and incentives are based more heavily on factors related to student enrolment, rather
than on staff numbers or past institutional costs. Second, the relevance and veéitfie performance

based funding, including the formula funding, is likely to increase. Perforrmiematation sets HEIls
incentives for improvement of quality and efficiency; both of which are crucial aspects in the
increasingly competitive environmenthird, it is foreseeable that the relevance and weight of the
innovation/profile-oriented funding component increases especially in the form of competitive and
targeted funding with a special emphasis on innovation and excellence, of which both areetedsid
important prerequisites for regional or national competitiveness. Furthermore, it is likely that
performance contracting becomes more widely used within the funding pillars due to the increasing
performanceorientation in public funding modalities &fjele, 2013, pp. #&¥9).

To summarize:

1 Incremental funding is being applied less frequently, and in many systems has been replaced by
formula-based approaches.

® Seehttp://www.excellenceinitiative.com/
"It is important to notethat performance contracts are applicable to all three funding pillars (basic funding, performance
based funding, innovatiofprofile-oriented funding) and not restricted to only performanbased funding arrangements.
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9 Although inputrelated drivers remain important in almost all European higher education
systems, the use of outputlated criteria is also continually increasing.

1 Itis likely that basic funding of HEIs will become more dynamic and deorérded (rather
than supplyoriented).

1 The relevance and weight of the innovatifprofile-oriented funding component is likely to
increase; especially in the form of competitive and targeted funding.

Inputrelated and formulebased drivers of the basic funding pillar have also been important in Latvia,
but, contrary to many other European systems, therant funding model does not offer significant
incentives for greater performanc@and outputorientation. The innovatiofprofile-oriented funding
component in Latvia is currently composed of a number of different types of smaller and larger third
party funding streams (including EU Structural Funds) but not included in the system of state funding.

Resource diversification

Resource diversificatiof@a.k.a. income/revenue diversification) can be understood as a generation of
additional income through ng or existing funding sources that contribute to balancing the income
structure of the institution (Estermann & Bennetot Pruvot, 2011, p. 26). In many European higher
education systems, HEIs have been encouraged to diversify their revenues and redudepbaitence

on public funding. As a result of this, many countries have decided to grant more financial autonomy to
HEIs to encourage a differentiation of institutional missions and diversification of resources (Jongbloed
et al., 2010, p. 10). The relatiypeoportion of expenditure on HEIs from private sources increased in 16
out of the 19 European countries for which OECD data are availadti®een2000and2010. Countries

in which the increase has been more significant include the United Kingdom (frdm 7& percent),
Portugal (8 to 31 percent), Slovak9 to 30 percent), Italy (23 to 32 percent) and Austria (4 to 12
percent) with EU21 average (14 to 23 percent) (OECD, 2013, p. 207).

There are a number of alternative ways to categotiEl sources aficome. Traditional categaation
includes (i) operational grants allocated by public authorities for ongoing teaching and/or research
activities (ii) tuition fees (or other fees) paid by the studengmd (iii) third-party funding including all
projed and contract funding received from public, international and private sources, feggarch
council funding, ministry funded, specifically targeted policy programs, EU funding, contract research,
and contract teaching) (Jongbloed et al., 201Q14).

In 2008, European public universities received on average 67 percent of their fuindmgpublic
sources throughoperational grants. About 12 percent was from private households in the form of
tuition fees. Thirdparty funds represented the remaining 2dercent. Table 2 below shows the
development of income categories over the period 182308. A move towards a higher share of tuition
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fees (from 8 to 12 percent) and thighrty funds (from 15 to 21 percent) as well as a lower share of
operational grantgfrom 78 to 67 percent) all show increasing resource diversification.

Table2: Average proportion of public HEIsS' main income categories in 1995 and 2008

2008 1995

Operationalgrant 67 percent 78 percent

Tuition fees 12 percent 8 percent

Third party funds 21 percent 15percent

Source Jongbloed et al., 2010, p. 44

A recent study conducted by the European University Association also confirms the existing trend of
increasing resource diversification (Estermann & Bennetot Pruvot, 20Diject public funding
continues to be the most important income source for HEIs in Europe, representing on average 73
percent of HEI income (see Figure &lthough direct public funding is often allocated as a block grant,
public authorities tend to also use cqetitive and targeted funding more frequently than before.-Co
funding requirements, whereby institutions are requested to finance part of the activities, are also
becoming more frequent (Estermann & Bennetot Pruvot, 2018).p.

8 Figures presented in Table 2 andFRigure2 are not directly comparable due to the differences in data collection and
methodology.
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Figure 2: Averagsmcome distribution in European HEIs in 2008

m Public funding (national and
regional)

m Student contributions

Funding coming from contracts
with business sector

Philanthropic funding

Service-related income

72.8%
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SourceEstermann & Bennetot Pruvot, 2011, p. 27

Student financial contribution@.e., tuition fees and other fees), represent a significant income source in
some countries (on average 9 percent of HEI ineprBtudent financial contributions have the potential

to constitute a large income source. Especially in view of the economic downturn, the inclusion or
introduction of fees continues to be at the heart of the political debate around funding models for
higher education. However, in this respect, European countries seem to be moving in different
directions. For instance, some of the Nordic countries (Finland, Sweden, Denmark), in wHicke fee
access to higher education has been a longstanding policyiignbave recently implemented fees for
foreign (nonEU) studentand have thereby added a cestharing element in their system®n the other

hand, countries like Austria, Estonia and the German states have decided to abolish fees for their
domestic stuéntsand rely more on public fundingf. Estermann & Bennetot Pruvot 2011, p. 8; pg; 30
33).

Other sources of funding together account for nearly 20 percent on average of the total income
structure of European HEIs. This includeme generated from odracts with the private secto6.5
percent)philanthropic fundind4.5 percent)jncome generated by the provision of serviaed financial
activities (4.1 percent) and funding received framernational publicrganizations(mainly from EU) (3
percent).

Accordingto the same EUA study, $hould be noted thaspecificallyEuropean funds are not always
ARSYUAFALFIOES Ay GKS dzy A @S Ndiihsiaics thecase pf@tudiuBal fandsNHzO G dzN
which are deliveed by the national or regionauthorities, and may be thus labeled as national/regional
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funds. Overall, these types daddditional income source caexceed 10percent of the average
dzy A@SNEAGASAQ Ay Geoxidg td FUA, Yadwdriyingatrérdbénts Yoabdthat!in some
countries, European fundare perceivedas a mechanism to compensate decreasegadtional public
funding From the perspective of loagrm sustainability, his is highly problematic Moreover,
European funds areften allocated ;n a competitive basis and therefomuccess inthe competition
requires institutional capacities and resources that in turn dependfioancial meangEstermann,
Bennetot Pruvo& ClaeyKulik, 2013, p8).

Resource diversification is facilitated by anstitutional legal status enabling HEIs to behave
entrepreneurially in terms of costing and pricing of activities, internal allocations, decis&mng on
commercial possibilities, and responsive supply of educational programs and research dctivities
Futthermore, incentives for resource diversification can also take the form of matching funds linked to
funding generated from outside sources as well as (tax) incentives to stimulate philanthropic giving to
HEIs (Santiago et al., 2008, p. 248). It seemsahasitive correlation exists between the degree of
diversification of the income structure of the university and its perceived degree of staffing and financial
autonomy. Noticeable positive correlations can be found in particular between income doagisifi

and the ability of the university to invest in stocks and shares on the financial market, to borrow from
banks or to carry over financial surpluses (Estermann & Bennetot Pruvot, 2011, p. 41).

In order to implement their strategies and policies ragdjag the diversification of higher education
funding, including in particular private sources of funding other than households, almost all European
countries have developed an incentive of some sort for HEIs and/or private partners. The most
commonly adoped incentive has been to offer tax relief for donors/sponsors/private partners of HEls
(adopted in 20 out of 33 systems) or to provide a regulatory framework aathgrinstitutions to own
intellectual property rights (adopted in 13 out of 33 systems)well as financial or other support for
partnerships with the private sector (adopted in 12 out of 33 systems) (Eurydice, 2008, p. 81). Many
European governments have also influenced income diversification strategies through the modalities
under which thg allocate funding to the HEIs. For instance, specific criteria in funding formulae aimed
at encouraging external funding, or the extended use of competitive funding, project funding and
targeted funding can all offer strong incentives for resource difieagion (Estermann & Bennetot
Pruvot, 2011, pp. 4647)".

°If HEIs do not know the costs of their activities, it is also very difficult to set adequate prices. For this reasoftldasbnads

an essential elemdnin supporting the resource diversification processes. Determining costs also increases transparency on

how HEIs spend money and what the real costs of their activities are (more on costing, see Estermanniuiita@gd 3).

YEUA glossary definith T2 NJ Fdzy RAy3a F2NNdzZ Y do! 6f 32NRAGKY 61 aSR 2y aidl yR
higher education institutions for teaching and/or ongoing operational activity and, in certain cases, research. Critet@ incl

input components and/blJ LISNF 2 N yOS Ay RAOI (2 NA ¢Kulk®0I®B.®). 9a0SNYI yy> t NHzd2
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The mairtrendsin resource diversification can be summarized as follows:

1 During the past 10 years, the relative proportion of HEI income coming from private sources has
increased in most ahe European countries. This trend is likely to continue in coming years, due
to the constraints in maintaining or increasing public spending on higher education.

1 In many European countries the share of direct public funding (core funding) has decréased a
the same timehat the share of fees and thirgarty funding has increased. Nevertheless, direct
public funding continues to be the most important funding source for HEIs across most
European higher education systems.

1 A number of European countries hawecently offered financial incentives for HEIs and third
parties for actions supporting the greater resource diversification of HEIs.

Compared to many other European systems, resource diversification in Latvia can be considered very
high. According to te Law on Higher Education Institutiorimancial resources of higher education
established by the state are formed from the resources of the State general budget, as well as other
income, which institutions of higher education earn by performing acsvitevards the realization of

the aims specified in the constitutionn.20R2, direct public funding covered ordipout 36 percent total

income of HEIs whereas tuition fe@8 percent) and funding received from international organizations
(including EU 8ictural Funds) A1 percent) together accounted nearly a half of HEIs income. Also
funding from other sources comprised a relatively high shi20g@ércent) of HEI income (see Chapter 4

for further discussion).

Financial autonomy

Providing a higher levelf institutional autonomy is often expected to improve the performance of HEIs
and higher education systems as a whole. It is assumed that the more autonomous HEls are, the better
equipped they are to generate additional resources through feaiding orefficiency measures, with

the freedom to orient their strategy towards available funds, potentially focusing on specific research
themes or shifting the balance between education and research. Based on this assumption, many
governmental authorities amonguEbpean countries have granted HEIs more freedom to manage their
resources and develop new incorgeneration policies (Steier, 2003, p. 162; Jongbloed et al., 2010).

Financial autonomys one of the most significant sureas of institutional autononty. Key dimensions
of financial autonomy include at lea&) type of public funding allocated to HEI2} HEIs ability to keep
a surplusy3) HEIs ability to borrow mone{4) HEIs ability to own building&) HEIs ability to set staff

e¢KS 9dNBLISHY ! yADGSNEAGE 1 aa20ALdGA2y 69! 10 Kra O2YLAfSR Ly
autonomy: organisational autonomy, financial autonorstaffing autonomy, and academic autonomy. Autonomy Scorecard
summaries are available at:

http://www.eua.be/Libraries/Governance Autonomy Funding/Scorgcaummaries.sflb.ashx
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salaries; and 6) HEmbility to charge tuition fees (e.,gEstermann, Nokkala & Steinel, 2011; cf.
Jongbloed et al., 2010, pp. &43; Estermann & Nokkala, 2009, ppc28)*2.

1. HEls freedom in internal allocation of public fundilmgEurope, there seems to be a clear trend
towards the allocation of public funding throuf@pfock grantdnstead of lineitem budgets. Block
grants cover several categories of expenditure and enable HEIs to have greater freedom in
dividing and distributing their funding internally according to thezeds. In lineatem budgeting,
funding is allocated to particular items or types of expenditure such as personnel salaries,
capital investments, travel expenses, and building maintenance. Witkitdéime budgets, HEIs
have significantly less freedom in ddag internal allocations (Estermann, Nokkala & Steinel,
2011, p. 30).

Currently, in 25 European higher education systems, HEIs receive their basic public funding in
the form of a block grant, whereas lisitem budgets are applied only in three countri@yprus,
Greece Turkey). However, there are differences in how freely HEIs are able to internally allocate
the block grant. In 14 systems (includingg, Denmark, Estonia, Finland), HEIs have no
restrictions on the allocation of funding, but in 11 syste (including e.g, France, Hungary,
Iceland) the funding authority has set more or less restrictive limitations for internal allocations.

2. HEI ability to keep a surpluslEls might either have a right to accumulate surplus from public
funding or else areequired to return any potential surplus to the funding authority at the end
of the financial year. Currently, in 27 European higher education systems, HEIs can keep a
surplus either without restrictions (15 systems) or else with some restrictions (1@nsgks In
contrast, only in 4 systems (Cyprus, Greece, Irelaitiuania) are HEIs unable to keep the
surplus.

3. HEI ability to borrow moneyCurrently, in 23 European higher education systems, HEIs are
allowed to borrow money from financial markets eithgithout (7) or with (16) restrictions set
by the external authority. In only 7 European higher education systems (Greece, Hesse in
Germany, Hungary, Norway, Portugal, Switzerlaharkey) are HEIs not allowed to borrow
money at financial markets.

4. HEI ality to own their buildingsin 22 European higher education systems, HEIs are able to own
their buildings. However, HEIs are not necessarily able to autonomously decide on the sale of
their assets; in only 8 systems are HEIs able to sell their builditiysut restrictions set by the
external authority (includinge.g, Hungary, LithuanigSweden). In 6 systems, HEIs are not at all
allowed to own their buildings (three German states, Hungary, LithuSmaden).

5 gl T2N) 0KSAaS RAYSyarzya KEa o6SSy 2060dGFAySR FNRY (KS 9dz2NE
| dzii 2 y 2 Y & htip:Av@viv.éinivérsity-autonomy.eu/dimensions/financial/The database contains data from 29 European
higher education systems and mostly describes the state of HEI autonomy in late 2010.
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5. HEI ability to set the salaries of thsetaff. Salaries for senior academic staff can be determined
freely by HEIls in only five European systems (Latvia, the Czech Republic, Estonia, Sweden
Switzerland. In all other (28) systems, the ability of HEIs to set salaries is restricted in one way
or another (e.g.salary bands are negotiated with other parties or they are prescribed by an
external authority for all staft}.

6. HEI ability to charge tuitonfees | YA OSNEAGASAQ oAt AGeE G2 asSd TS
essential to ensuringheir financial capacity, since it enables the institution to generate new
funding streams through private contributions. In Europe, there are great differences across the
systems in collecting and setting the level of fees. These differences depeng oraitiie level
of study (Bachelor, Masters, Doctoral level) as well as on student origin (natiorstlie&hts
and nonEU students) ée Table R

Table 3: Setting tuition fees in Europe

Universities free | Cooperation Ceiling set by Fees set by law | No fees
to set tuition universities/ex | law or external | or external

fees ternal authority | authority authority

NEUREIREGGNEON EE, HU, LU, LV IT, LT, NRW (DE AT, CY, ES, FR, BB (DE), CZ, DK,
students/ PT, UK NL, TR Fl, Gl, HE (DE), i
IS,NO, PLC, SE,
Bachelor level SK
NEUGEIREWGNEON EE, GR, HU, IE, CH IT, LT, NRW (DE AT, CY, ES, FR, BB (DE), CZ, DK,
students/ LU, LV, PT, UK NL, TR Fl, HE (DE), IS,
NO, PL, SE, SK
Master level
NEUGEIRWGNEON EE, IE, HU, LT, L CH IT AT, CY,ES,FR,TF BB (DE), CZ, DK,
students/ LV, NL, PT, UK Fl, GR, HE(DE), |
NO, NRW (DE),
Doctoral level PL, SE, SK
Non-EU EE, HU, IE, LT, L CH, DK, PL IT, NRW (DE) AT, CY, ES, FR, BB (DE), CZ, FI,
students/ LV, NL, PT, SE, ¢ HE (DE), IS, NO
TR, UK
Bachelor level
Non-EU EE, GR, HU, IE, CH, DK, PL IT, NRW (DE) AT, CY,ES,FR BB (DE), CZ, FI,
students/ LT, LU, LV, NL, HE (DE), IS, NO
PT, SE, SK, TR, |

Master level

13Though there is a lowdsound limit for Latvia, as discussed in Gtea 4.
YLy 9'1 Ldzizyzyvye OfdzAaGSNRAYy3Is 19La FoAafAade G2 a
! YADSNEBAGE | hini/Avwive uiigersity2uBohogny.duldimensions/staffing/

G adarF¥ arbftl

w»

28


http://www.university-autonomy.eu/dimensions/staffing/

Non-EU EE, IE, LT, LU, L' CH, HU, PL IT AT, CY,ES, FR BB (DE)XZ, DK,

students/ NL, PT, SK, TR, | Fl, GR, HE (DE),
IS, NO, NRW
Doctoral level (DE), SE

Source:Estermann, Nokkala & Steinel, 2011, p. 35

Generally speaking, European HEIs are more autonomous in setting fees f&tnstudents than for
national/EU students, whose fees are often set by eitheesternal authority or not levied at all. For
instance, in 8 Europeasystens, HEIsare free to set tuition fees at the Masters level for domestic/EU
Masters students, whereas in 10 systerfees are not collected at all (at Bachelor level fees are not
collected in 12 systems and at doctoral level in 12 systems). In 11 systems, universities are allowed to
collect fees from domestic/EU Masters students, but external authorities in one way or another
influence the process of setting the level of tuition féEstermann, Nokkala & Steinel, 2011, p. 34).

Thefollowing main trends in financial autonomy have been observed in Europe (cf. Estermann, Nokkala
& Steinel, 2011, pp. 3B7):

1 The overall level of financial autonomy across Europe has incresagnificantly over the last
15¢20 years. In 2008, HEIs in 28 countries had a high or medium level of financial autonomy
whereas this was the case across only 19 countries in 1995 (Jongbloed et al., 201048p. 41

1 Although the level of financial autonoy has increased in all of the aforementioned dimensions,
this is particularly the case in the use of block grants. On the other hand, block grants have been
accompanied by more stringent accountability measures, some of which have involved reducing
the capacity of HEIs to manage funds as they see fit.

1 In most systemsHEIs are not required to return a surplus to the public funding authority,
although their ability to retain surpluses has also been questiola¢ely as a result of the
economic crisis.

1 More European countries now allow their HEIs to borrow money on the financial markets.

1 HEIs in many systems have at least formally increased their financial autonomy by gaining
ownership of the buildings they occupy.

1 In most European systems, HEI &piid freely set staff salaries remains restricted.
1 In a number of systems, there has been a noticeable move towards student contributions in the

form of tuition fees, although in some systems, fees have also been abolished. Setting the level
of fees isften regulated by external authorities, especially in the case of domestic/EU students.
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Compared to other European countries, Latvia scores high in the area of financial autonomy. Ciirrently
Ad nidiK FY2y3 GKS NIY{SR Hy 9dNRPLISIYy KAIKSNI SRdz
Scorecarél The financial autonomy of higher education institutionsdefined inthe Law on Higher
Education Institutionslnstitutions of higher education aranced by the founders. The funds of the
State general budget to statiunded institutions are allocated as oyear block grants that are split

into broad categories. The methodology of appropriating the state budget funding is specified by the
Cabinetof Ministers Regulations N894. Latvian universities receive a opear block grant that is split

into broad categories. They may keep a surplus and borrow money, providing they have the approval of
an external authority”. That is,institutions of highe education report annually on the implementation of

the budget to the Minister for Education and Science and the Minister of the relevant field, or the
founder of the institution of higher education. Latviastitutions are also free to set salaries foeir

staff and tuition fee levels for all student groups. However,Ghbinet of Ministers Regulations No. 836

set the minimum wage rate for academic staffistitutions are also able to own buildings. The Law on
Higher Education Institutions states ththe property ofHEIsmay include land, movable property,
immovable property and intellectual property. State institutions of higher education have the right to
make use of their property in order to achieve the aims indicated in their statutes. Thetppstate
institutions of higher education is administrated separately from state property, which has been
transmitted into their possession by the Cabinet of Ministers.

Student funding

Student funding that is, student contributiongdmainly tuition fees or other fees paid by the students)

and student financial support systenfmainly grants, loans)is clearly among the most controversial
issues in the sphere of financing higher education. Questions about fees and loans tend to meet
criticism in all countries on the grounds of their expected negative effects on equity. On the other hand,
tuition fees and student loans (instead of grants) are also gaining popularity on the grounds of equity in
many countries. Tuition feescombined withadequate and weltargeted student support schemes
generate additional revenues for HEIs, thus enabling increases in participation rates. Tuition fees and
loans are also regarded as more equitable by some authors since they transfer part of the instruction
costs to those who also will directly benefit from education (Vossensteyn et al., 2013, p. 15).

Tuition fees In general, tuition fee policies can be divided irfit) upfront tuition fees vs. deferred
tuition fees; and(2) universal tuition fees or ntition fees vs. dual track tuition fees (cf. Johnstone &
Marcucci, 2010, pp. 1@407)°.

1. Upfront tuition fees are payable at the time of matriculation and fee levels do not depend on a
a0dzZRSYy G Qa 02N KA &k B&addTuitiofifeds dnile nthek haizareSfteh SPSt @
paid upon graduation on anincor@2 y i Ay 3Sy i ol aira 2y O0S GKS 3INIRM

%|n the case of Latvia, this would be the Ministry of Education and Sdiauatters].

'8 Tuition fees are understood here as annual contributions paid by students to cover all or part of tuition costs in higher
SRAzOF GA2y® ¢KS& AyOfdzRS Ifaz2 20KSNJ O2yGNARodziA2ya 2Fé¢aitdzRSyia
such & entrance fees, registration fees, certification fees) (cf. Estermann & Bennetot Pruvot, 2011, p. 5).
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certain agreeelpon threshold. Incomeontingert loans are the most frequentlysed way of
deferring the tuition fee to the future. laddition, seOl £ £ SR & 3INJ Rdzr 6 S G Eé¢
also be considered a variation of the incomantingent loan scheme, whereby students who
have attended higher education free of charge are responsible for payicgme surtax
throughout their workingdlifetime (Marcucci & Usher, 2012, p. 6). In Eurogiepresentonly in

the UK (England, Wales, Northern Irelamd)s a deferred tuition fee system in the form of
income-contingent loans been implemented (see Country Example 1).

2. In systems applyingnivesal tuition feesor no tuition fees all students either pay or do not pay
tuition fees regardless of their academic merit or income leMelwever,in adual track tuition
fees systend | @ publicipsulsidS R & G dzR& LI -furd&izstiidylaf NI QeSaarthini=S
number of free or very low cost study places are awarded to a selected number of students
chosen by the public authority, while other places are available to qualified, but academically
lower performing students on a tuition fegeayingbasis (Marcucci & Usher, 2012, p. G)itibn
fee-free study places are generally awarded on the basicatlemic merit, although financial
need might also be taken into account. In addition to Latvia, oBwwopean countries applying
the study place syem include Hungary, Lithuania and Slovenia, where the majority of students
benefit from statefunded placesin Latvia, 55 percent of 1st cycle students and 40 percent of
2nd cycle students pay fees (Eurydice, 2013).

COUNTRY EXAMPLEENGLAND

Background

1 Following the major transition in higher education funding that has been effective since
September 2012, there have been systematic cuts to public funding for higher education
institutions.

1 Underlying 2012 reforms is a twmronged approach degned to (i) restructure higher education
financing around tuition fees, and subsequently (ii) increase the amount of financial support
directly available to students, in the form of incoroentingent loans and grants.

1 These changes to the tuition fee afidancial support system, have, among them, resulted in a
three-fold increase in tuition fees in the year 2012/13.

Tuition Fees

1 Prior to September 2012, fees for students pursuifigcycle programs were capped at GBP
3,375. Students enrolled as of Septeznl2012 are required to pay fees ranging from GBP 6,000
(EUR 7,290) to GBP 9,000 (EUR 11,100) (maximum) per academic year, depending on the level
set by individual higher education institutions. Rame students have their fees capped at GBP
6,750 (EUR,200). In 2nd cycle programs, fees are unregulated.

9 Students are not required to pay up front and can apply for a loan to cover the full fee.
Repayments are incomeontingent, and managed automatically through the UK tax system
Gat & | &t !  29dza0teldO percent of income earned above GBP 21,000 (EUR
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25,530) per annum. Following a policy change in 2010, the student loan is indexed in line with
inflation, with interest set at 3 percent (a change from the previous 1.5 percent). Students can,
however, make voluntary payments to repay the loan at any time.

f In contrast, students pursuing’2cycle programs face widely varying, unregulated fees and,
with only some exceptions, do not have access to financial support structures.

Financial support for sidents

9 In addition to the basic tuition fee loan offered to students, they might also be eligible for a
needbased grant of up to GBP 3,354 (EUR 4,080), which is offered-tonflstudents from
household incomes of less than GBP 25,000 (EUR 30,802012/13, 40 percent of firatycle
applicants were awarded a full grant and 14 percent were awarded a partial grant.

1 Fulkime students are also entitled to apply for a maintenance loan, which is intended to cover
living costs for students over a-t@onth period for the duration of their course or program. The
maximum loan offered is between GBP 4,375 (EUR 5,320) and GBP 7,675 (EUR 9,330),
depending on whether the students live in or outside of the family home, and on whether or not
they are based in Lalon. The modality of repayment is the same as for the tuition fee loans. In
contrast to financial support for tuition fees, which, according to EU laws has to be granted to all
students from the EU, support for maintenance is restricted to students frogtaEd.

9 For HEIs that charge more than GBP 6,000 (EUR 7,297), National Scholarship Program (NSP)
awards must be offered alongside these programs in order to target students from
disadvantaged backgrounds. These awards might take the form of bursariesafeersvand
GAIYAYRE &adzLLR2 NI =X &dzOK Fa FO00Saa G2 LISNE2YIf f1
also offer other bursaries and scholarships for students for students from underrepresented
socioeconomic groups.

SourcesEurydice, 2013; Voss&eyn et al., 2013.

Although in the majority of European countries students pay tuition fees, there are nevertheless great
differences in terms of which students pay, what they receive in return, and how much they pay.
European countries fall into two gups when considering tuition fees as an HEI income source
(EstermannBennetot Pruvo® ClaeysKulik, 2013, pp.{8):

1 Group 1.Tuition fees typically represent around 5 percent or less of HEIs income in the Nordic
countries (Iceland, Norway, Swedéfinland, Denmark), as well as in Austria, Belgium, the Czech
Republic, Frangeand Germany. Due to legislative restrictions, none of the Nordic countries
collects fees from domestic/EU students, although recent changes in national legislation across
Sweden Finland (on an experimental basis), and Denmark mean that they are now able to
charge tuition fees from nc&U students.

1 Group 2.Tuition fees typically represent around 10 percent or more of the HEI average income,

and, as such, constitute the most immpant income source after public funding. Countries in this
group are e.g, Hungary, Ireland, Italy, the Netherlands, Latvia, Poland, Slo\&&an,and the
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United Kingdom. The highest maximum fees at Bachelor level (first cycle) reach more than EUR
5,000 per yeare.g, in Ireland, Lithuania, Hungary, Slovenia, the United Kingdomd Turkey
(Eurydice, 2013, p. 4).

Many European countries that have previously introduced tuition fees later decided to abolish them
either entirely or partly (seee.g, Country Example 2). For instance, although Hungary introduced
tuition fees in 1994pp = A G &dAdzoaSljdzSyidte o2t AAaKSR GKSY Ay wmc
contingent loan scheme. Ireland also abolished its tuition fees in 1995, although reintrothesadin

2008. In Austria tuition fees of EUR 727 per year wertein placein 2001, but abolished again in 2008.
Germany has moreover gradually given up on charging tuition fees. After enabling states to introduce
tuition fees in 2007, those states thdtd introduce fees have been abandoning this practice in recent
years. Currently, 15 of the 16 German states enable studying to be free of charge (Bavaria decided that
fees are not in force as of the winter semester 2013/14). Only in Lower Saxony nuesttstypay fees

of up to EUR 1,000 per academic year, although it has decided to abolish them from the next academic
year (Vossensteyn et a2013,p. 18; Eurydice 2013).

COUNTRY EXAMPLE 2: ESTONIA

Background

i The Estonian higher education system wae @f the European systems experiencing public
funding cuts of up to 10 percent in the period from 2008 to 2012. While recovering from the
global recession, the higher education budget eventually stabilized in 2011 and even increased
in 2012. Since resedrdunds have not yet returned to prerisis levels, the result has been a
greater reliance on European funds.

State-funded study places

1 In Estonia, higher education institutiondoth public and private are eligible to receive public
funding from the stateO2 YYA 3 a4A 202 Y¥&GdaAaR @SR LI I OSaséod ¢KS
effectively operates through a contract between the Estonian government and any given higher
education institution, whereby the former purchases a certain number of graduates from the
respectie institution in question. Between 1995 and 2004, approximately 80 percent of public
funding for these institutions was provided in the form of study places, which institutions
receive in the form of a block grant.

1 Statefunded places are allocated by hagheducation institutions on the basis of academic
merit, whereby students who score above a certain threshold in the entrance examinations
qualify for these places at public HEIs. These places are set by the government as a function of
labor market demansl.

Tuition Fees

9 Prior to academic year 2013/2014, students in Estonia that qualified for afstatked place did

not have to pay fees, whereas all other students had to cover the full costs of their tuition. Both
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public and private institutions were fre® set their own fees; although, in the case of the
former, these were capped at an increase of 10 percent each year.

1 As of 2013/14, however, the government introduced a new fee system, whereby students at
public HEIs are able to study without any feesviding that they achieve at least 30 ECTS per
semester and 60 ECTS per year. Anything short of this entitles HEIs to charge the student for
each ECTS not obtained, providing that the cost per ECTS does not exceed EUR 50 (EUR 100 for
arts, medicine, veténary, dentistry and EUR 120 for aircraft piloting). Fees for private
institutions are not regulated by the government.

Financial support for students

1 In addition to statefunded places, the public sector also contributes to higher education funding
in the form of direct student financial support, such as grants and student loans. From
2013/2014, a new, less meritand more neeebriented study grant system has been
implemented, whereby students are assessed on account of either (i) their household income or
(i) on academic merit. These granteanging between EUR 750 and EUR 2,200 per academic
year for needbased grants and EUR 559 and EUR 841 per academic year fobasedt
grantg are offered to approximately 17 percent of all students enrolled in stateled places
at HEIls, providing they are either Estonian citizens or temporary residents whose stay does not
exceed the designated period of study. Tax benefits for parents are also available, depending on
the status of the student concerned.

1 Alongside grats, fulltime students are also eligible to apply for stajearanteed loans, whose
maximum amount cannot exceed EUR 1,920 per academic year.

Sources: OECD, 2007; EUA, 2012; Eurydice, 2013

Student financial supparMany European countries mix and mattifferent types of grants (universal,
merit-based, neeebased) and loans (commercial or publicly supported, mortegsge, income
contingent), and so the relative importance of different types of grants and loans varies significantly
between the systems.

According to the Eurydice review (2011, ppc62), grants schemeare rarely universal, i.eapply to all
students in a given system (only in Denmark and Sweden), and are provided on the basis of financial
need or academic merit, or a combination of both. Insteaekdbased grants are most frequently used

in European higher education systems.féict, among all countries offering grants, only Iceland and
Montenegro do not apply neeblased grants. Although medfiitased grants appear less often in the
higher education systems, 20 out of 39 European systems still apply some sort ebaseriischemes.
However, it should be noted that offering grargelelyon the basis of academic merit raises several
equity concernsilt is quite unlikely that academicalbifted students with relative financial ease would

be dissuaded from attending higher education the exclusive basis of not having a méased grant.
Grants are, therefore, likely to serve as an effective policy instrument to promote equity of access if they
are used primarily to facilitate the access of students who are simultaneously acadlgmidte and
financiallyneedy. In countries where grants (or stdtended places) conferred exclusively on a merit
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basis are common (e,gzastern European countries), a reliance on pure academic merit is seen as the
only fair and proper criterion for atlent selection and financial support. However, merit is hardly ever

& LJdzNB éompletelp Sidependent from certain soe@onomic characteristics. It is quite well known
that academic merit at the point of entry into higher education often depends wor ducational
opportunities, which again, are often closely associated with the socioeconomic background of the
student (Santiago et al., 2008,3223).

A mixture of both needand meritbased criteria for grants is present in some systems such asiBelg
(Flemish Community), Greecand Italy. The countries that provide students with the highest amounts
of needbased grants with a maximum in excess of EUR 5,000 per academict ysar Belgium
(Flemish Community), Denmark, Ireland, Spain, Italy, AudBiatugal, FinlandUK Waleg, and
Switzerland. In Germany, Liechtensteand Norway, there is a mixed system of grants and loans where
part of the amount is given as a grant and part of it has to be paid back as a loan (Eurydice, 2013, p. 5).

Table 4: lPoportion of first and seconecycle students paying fees and receiving grants in academic year 2009/10
in 31 European HE

_ Minority receivesGRANTSystems | Majority receivesGRANT Systems
Minority paysFEESystems 5 7
Majority paysFEESystems 14 4

SourceEurydice, 2011, p. 45

Tabk 4 above collates information from two key characteristics related to student funding. The first is
whether or not the majority of students pay fees, whilst the second is whether or not the majority of
students receive support in the form of grants. By exang these two characteristics together, four
main categories of systems seem to emerge across the European landscape. First, there are systems
where the majority of students pay fees and also receive grants. There are four national systems that
occupy ths categoryCyprus, Netherlands, Slovakiamd the UKWales andNorthern Ireland). Secondly,

a category of systems that is far more numerously populated refers to occasions where a majority of
students pay fees, while a minority recesvgrants. Altogethe there are 14 systems categorized in this
way, includinge.g, Ireland, France, Romania, Bulgaria, Belgiand Spain. The third model refers to
instances where a minority of students [gdges, while a majority receiggrants. This model is in effect

in seven European systemBenmark, Malta, Finland, Sweden, Bcotland, Liechtenstein and
Norway. The final, fourth model comprises systems where only a minority of students pay fees and
receive grants. This grouppnssts offive systemsGermany, Greece, Lithuania, Hungaamd Austria
(Eurydice, 2011, pp. 487).

Publicallysupported student loan systems exist in approximately-thiods of European countries while

in 11 national systems student financial aid is lwhexclusively on grants. In 10 systems, loans are
universal: that is, they are made available to all students ,(©ghmark, Lithuania, the Netherlands,
Slovakia, Finland). One significant difference between grants and loans is thabawsedl criteria a
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relevant in all except in two systems for grant allocation, but only considered in two loan systems (the
Walloon Community oBelgium and Poland) (Eurydice, 2011, pp;5E0.

To summarize

1 Student funding continues to be among the most controversglas in the sphere of financing
higher education in Europe. Political debates are quite often more ideologicalpttzymatic
Due to the complexities related to tuition fees (or absence of fees) and student support, more
comprehensive and mufdimension& analysis are often needed in determining various equity
aspects of student funding arrangements.

1 There is no general European trend. Some European countries that have previously introduced
tuition fees, have later decided to abolish them either entirefypartly. At the same time, other
European countries have decided to increase the share of private investment by allowing public
HElIs to introduce fees or charge higher fees while at the same time promoting equity of access
by restructuring their studensupport systems.

1 Needbased grants are the most frequently used modes of student support across European
higher education systems.

Latvia applies a dual track tuition fee system wiih some cas& relatively high fees and relatively
many feepaying stulents’. The Latvian higher education system offers mainly sbased support in
the form of state funded study places, and relies more on governsudisidzed, mortgagestyle loans
offered by commercial banks, rather than grants.

Overviewof Europeantrends and position oLatvia

Explorig the main European trends in higher educatiorancing helfg to position Latvian financing
model visa-vis these trends. Nevertheless, it should be emphasised Euabpean trends are ndhe
main criteria to evalate the strengths and weaknesses of Latvimancingmodel What seems to be
popular orgood in Europe does not automadity mean that it would be applicable or gotmt Latvian
higher education financingeuropean funding structures and models dightly bound to national
features(society, economygdemographicsetc.) of different countries,and it is reasoable to assume
Latvia differs from these features with many respects.

Drawing from the previous sections of tldsapter andAppendix 1the following Tables (Tables 5 to 9)
2FFSNI Iy 2 @ ShedtianSiga-via Furopelanirgndd: Q a

" For details see Chapter 4.
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Table 5 Models of public funding European trends and Latvia

European trend Current situation in Latvia Position of Latvia

Structure of wThreetypicalpillars for w [FGGAF LI A
(Ll = allocatingpublic fundingfor HEIS  ¢basic funding Ay | £ €
can be found from most of the ¢ public funding to HEIs
European countries:

(2) basic funding; " . . . Inconsistentwith
(2) performance fundingand © t S W37 = R 3709 E European trend
(3) innovation/profile -oriented applied between HEIs and MoEs
funding

wPerformance contracts target

agreementsare in use in 15 out

of 22 European

=it wBasic fundingFormulabased w [ | G @ Afdrmula Budbding ¢
and approaches with demantased mainly withinput-oriented
performance input-oriented indicators are indicators (funded study places,
substitutingincremental funding research equipment)

based funding - gy historicalemphasis (mixed w ¢ KS 2 @SNJ £ f L Inconsistent/

modalities approach is common) HEIls remains largely constant ar consistent with
wPerformancebasedfunding: ~ developsincrementallyon a European trend
Majority of systems consider historical basigrather than
their funding allocation demand)
mechanisms at least partially «w / dzZNNBy & FdzyR#
performancebased offer significant incentivedor
wln 2008, 24 European systems greaterperformance and
considered outpufrelated output-orientation

drivers important or extremely
important (in 1995: 6 systems)

Innovation wlnnovation-/profile -oriented wThe innovatior/profile-

Iprofile fundingis used more frequently oriented funding component in

oriented to support national policy Latvia is currently composed of ¢ Inconsistent with

funding: priorities and development of number of different types of European trend
= institutional profiles smaller and largethird-party

modalities w ¢KS NBf SOl yO funding streamgincluding EU

the innovation/profile-oriented  Structural Funds) butot
funding component is likely to  includedin the system of state
increase; especially in the form funding

of competitive and targed

funding
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Table 6. Resource diversificatioEuropean trends and Latvia

European trend Current situation in Latvia Position of Latvia

SIS FAETE  wPrivate expenditureon HEIs @ t NA @1 6 S Fdzy R& Consistentwith /

funding hasincreasedin 16 out of the 19 accounted total3%l y R & 2 aheadof
diversity European OECD countries ¥ dzy Rxlading European trend
between 2000 and 2010 international/EU fundingP0% of
wEU21 averagef private Latvian HEI revenue in 291
expenditure on HEIs wa&3%in (Source: MoOE0149
2010
Diversity of wFunding of European public wLatvian HEIs fding structure  Inconsistentwith
sources HEIs in 2008: on average (2012 | aheadof
-67%from public sources -36% state budgefunding European trend
through operational grants (in -23% tuition fees
1995: 78%) 412 a2 G KS Nfoui & dzN.
-12%from private householdsas which21% were from
tuition fees (in 1995: 8%) international funding, mainly EU
-21%asthird-party funds(in Structural Funds)
1995: 15%) (Source: MOE2019

w hy I BSnNnbirgrénges
from 3-4%(EUA 2011) tover
10%(EUA 2013) of theotal
income of HEls

Table 7 Financial autonomyEuropean trends and Latvia

European trend Current situation in Latvia Position of Latvia

sl=RiEEL gl wBlock grants are used in 25  wOneyearblock grantsplit into

in internal systems, linatem budgets in 3 sub-categories Consistentwith
allocation of systems European trend
olblo]ITeN{FalelTale Y ~ cONO restrictions on the internal

allocation of the blocigrant in

14 systems

wSome restrictions for internal

allocations of the block grant in

11 systems

SEEEIAGS w 1 9LA FNB of w {GFGS FarKeebdaR Consistentwith
LGRS IEN  surplus in 28ystems, not able  surpluswith an approval of European trend
to keep in 4 systems external authority

w b2 NBAGNRAROGA

surplus in 15 systems

w {2YS NBaiNxC

surplus in 12 systems

FEEEEAGT w 1 9La FNB O Fof w [ |G @are afle boBowa Consistentwith
slolie)Aplelp =4 money from financial markets moneywith an approval of
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in 23 systems, not able to external authority European trend
borrow in 7 systems

w b2 NBAGNROGA

in 7 systems

w {2YS NB&alGNAC

borrowing in 16 systems

SEEEGITAGE w | @elable to owrtheir w [ I G @aéwn theirb@idings  Consistentwith /
own their buildings in 22 systems, not ~ « [ | { @dah sélthkid L a aheadof
buildings able to own in 6 systems buildings (restrictions apply ihe
wNo restrictionsn selling case ofState property)

assets in 8 systems

wSome restriction selling

assets in 14 systems

FEEEETAGE @ |9 Inét able MBet w [ I G Qard ffetd sbt thé Aheadof
SEnnErsEIEES  salaries freely in 28 systems,  salaries of their staff (above the

of their staff salaries can be set freely in 5 minimum wage) European trend
systems

SEECEAGE o Ly Y2al 9dzNE w [ | ( Qare afletd setithair Aheadof
SEmnENEVEIRGIE  HEIS ability to set the level of  fees at all levels

tuition fees tuition feesis restrictedby the European trend
external authority, especially in

the case of domestic/EU

students.

Overview on w ¢KS 2@0SNIfft w | 9L ahigklev@ financial Aheadof
financial autonomy across Europe has autonomy, Latvia was ranked 4th

autonomy increasedsignificantly overthe LJ2 aA A2y Ay 9! !  European trend
last 1%20 years ldzizy2yYe {O2NBO

European trend

Table 8 Student funding European trends and Latvia

European trend Current situation in Latvia Position of Latvia

T EES T WA large diversityof fee systems, w [ | G @A IdualitradkJt A ¢
fees no clear European trend tuition fee system

wMajority of students pay fees 199, of all studentgfull-time

11 2 EYEIEE, [MLTENE of and parttime) pay fees(37% of

21(1)((1)2?;% )pay fees in 13 systems T No clear
w 5dNAy3I GKS LI students)(Source: MOES013) European trend
systems havabolished fees, w [/ 2YLIF NBR G2 )
whereas some systems have European systems, relatively
introduced fees or raised the high feesare charged in Latvian
level of fees HEIs
Student wA large diversityof student w [FTGOALY KAIK
support support systems, no clear systemoffers mainlymerit-
frequently useg in European state funded study placesand No clear

relies more on government
subsidizedmortgagestyle

higher education systems, but
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still 20 out of 39 European loansoffered by commercial European trend
systems still apply alsoerit- banks, rather than grants

basedschemes

w t dzo-$uppOrted student

loan systems exist in 2/3 of

European countries

Table 9 European trends and position of Latwaverview

European trend Position of Latvia

Models of public funding Inconsistent with European trend

Resource diversification Mixed

Financial autonomy Ahead of European trend

Student support No clear European trend

2.2 What do these trends mean for the further analysis?

In the previous sections, European developments have been described. Although sometimes there are

clear tendencies, at other times, there are discernible differences.Eltvopean trends will be further

used in two ways:

1 They are the starting point for criteria of assessmemhiich will be defined in Chapter ome

of the trends are clearly seen as beneficial for higher education, such as the trend towards
increased autonomy, which is seen as a positive development, since it allows HEIs to adapt
flexibly to changing environments while creating adequate ineenstructures. Théhree-pillar
model is alsca good standard and referergoint for public funding models, as it balances
different functions of funding. The clear tendency towards performamgentation, ex postand
ex ante is also seen as a positivewveglopment. Diversification has different implications: on the
one hand, it is positive, since it contributes towards the improvement of financial situation and
institutional risk spreading; on the other, it might impose severe financial risks on HEIs.

1 Tracing European developments also generates ideas for how Latvia might reform the system. In
the final proposal/recommendation, European benchmarks will be taken into account; since
there is both no need to repeat mistakes made in other countries (fotaimts political
polarization on the tuition fee issue), and no need to reinvent the wheel if a good solution has
been successfully deployed in another context that might also correspond to the Latvian profile.
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2.3 Higher education as public and pritegood

From an economic perspective, HEIs produce outputs that can be categbrii & LJdzo f A O¢ 2 NJ a
goods. Using a standard economic definition, public goods, (@aducts, services) are goods that are
non-excludable and nomnivalrous. Norexcldability means that a good cannot be provided exclusively

to only some individuals in a way that other individuals could be excluded from consuming the same
good. This therefore implies that consumption by some individuals does not diminish the consumptio
levels of others of the same good. In the case of private goods, the situation is the opposite; individuals
can be excluded from consuming the service or product if they are not willing or able to pay forat (i.e.
good is excludable), and consumptioh a service or product reduces the possibilities of others to
consume the same good or service (ia&.good is rivalrous). In addition, public goods create spillover
effects. If they are being offered, people who do not purchase the goods neverthel@gss their
benefits,e.g, dikesthat are used tgrotect from water floods, etc. A public good has to be provided by
the state and funded by taxes, as private markets would not lead to a sufficient provision of the good. A
private good does not require gkintervention and should be provided by the market.

The public vs. private good argument regarding higher education is an explanation for the diverse tuition

FSS RS@PSt2LIYSyidia Ay 9dz2NRPLIS® Ly YIlye 9dz2NBLISIYy 02dz
two positions, often leading to a politically poleed debate where the two positions are opposed in
contradiction, leading either to political reform blockades or to an unreliable sequence of introducing

and later abolishing tuition fees.

This paper proposes economic analysis and rational argumentsvercome the political impasse.
Economists have been clear that there are private benefits to be gained from higher education, meaning
that there is rivalry and excludability. But, they are also convinced that there are public benefits of
higher educatin (seeTablel10). Public benefits refer to positive externalities of the good, benefits

for society not taken into account in the individual cbenefit-analysis of the student (hence justifying
public funding}®.

Table 10Potential private andpublic benefits from higher education

Economic Higher salaries Greater national productivity and
development

Employment Reduced reliance on public suppor

Higher savings Increased consumption

'8 Even different aspects of the same functioan be both, rivalrous and naivalrous, as well as excludable and non
excludable. For instance, basic research published freely in the public domain is not excludable, or at least not secretive, while
commercial research and development activity is likely to be subject to both rivalry and excludability (Marginson, 202)z, p. 3
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Improvedworking conditions Increased potential for
transformation from lowskill
industrial to knowledgébased
economy

Personal and professional mobility

Social Improved quality of life Nation-building and development of
leadership
Better decisioamakingskills Democratic participation; increasec

consensus; perception that society
is based on fairness and opportuni
for all citizens

Improved personal status Social mobility

Increased educational opportunitie: Greater social cohesion and reduct
crimerates

Healthier lifestyle and higher life Improved health
expectancy

Improved primary and secondary
education

Source Steier, 2003, p. 167

Higher education has elements of both private and public goods. People can be excluded from higher
education,from a particular institution, from a particular prograrar from a particulatteacher This
exclusion can be based, for example, on differences in academic merigiven that an individual has

to meet certain conditions in order to have access to, and to graduate from, higher education
institutions. However, nobody can be excluded from the higher productivity graduates exhibit at the
labor market and the advancementmade through their creativity and application of skills after
successfully completing quality higher educatidinere isalsowide agreement that higher education
creates both public and private benefits as well as costs, and ttiege who benefit fromhigher
education should also contribute to its costs (equity principle). Higher education creates multiple social
and economic public benefits thereby justifying significant public investmentsigher education.
However, individuals (mainly graduates¥alreceive significant private economic and social benefits,
making the recommendation that they bear directly at least part of the costs of their training, both
efficient and equitable.

Economic rationales provide no arguments for 100 percent publipriwate funding. Differences in
2LIAYA2Y YSOSNIKStSaa FNAaS 6KSYy RSUSNNYAYAYy3I gKI
costs and on how to measure up the benefits and costs (especially in terms of mbnayly case,
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several scholars consideghe full publicfunding model of higher education as inequitable and
regressive, based on the fact that higher education students are disproportionately from mdchdie
higherincome families(e.g. F NNE wannT . SO0 3 ! NODAAQ® . nnny T W2KY4ai

ho/5Q4a &dl G ARdication st a @léht¢piedides?chliculations annually on the public and

private costs and benefits of higher education. According to OECD (2013, p. 135), it is very difficult to
generate correct and comprehensive estimatef public and private returns, meaning that rates of

return must always be interpreted with caution. Nevertheless, large discrepancies between private and
LJzof AO NBGdzNYy & GaKz2dzZ R LINRPYLIW FRRAGAZ2YIEFE Fylfeaa
subs RASa |NB adNRy3dfe RAAUG2NIAZ2YINEE OAOGARDPI LIP M
returns in EU21 countries slightly exceed public returns (ibid., pp;1¥4). However, in some specific

countries (Estonia, Turkey, Pola@lovaka) privak returns are considerably higher than public returns.

On the other hand, e.g. in Belgium, Greece and lItaly public returns are moderately higher than the
private ones.

This leads to the following conclusions:
T I ASKSNJ SRdzOI A2y A& | GYAESR 322R¢ ONBFGAYy3a 062

1 Determining the exact public and private costs and benefits is difficult from a conceptual and
methodological perspective. However, oailed financing models emphaisig only public or
only private dimensions (full public or full private funding) are neither adequate nor equitable.

9 Since the real balance between private and public costs and benefits is unclear, there is a wide
range of potential arrangements betwaeprivate and public funding that might be considered
when developing an appropriate financing model. However, neither a pure market model nor a
100 percent free higher education model is within this range.

In the case of Latvia, the first conclusion vdobke that economic analysis provides no basis for the
polarized political discussions of the previous years, favoring either the argument of the pure private or
public good. Acknowledging economic arguments might help in avoiding political reform blackades
Secondly, if we take the mixed good approach to the individual level, the dual track model seems to be
problematic. Each student benefits from private returns and contributes to positive externalities. The
economic rationale would instead suggest a ceri@ostsharing for each student rather than an overall
costsharing for all students combined. Third, the major question for Latvia will be where to move from
the current situation: towards greater private or public funding shares (or might the curreaticn be
adequate)? The status quo section analysis where public and private funding in Latvia stand in

1% For instance, Holtta, Jansson and Kivisto (2010) note problems related to equity in Finland where higher education has been
free of charge for all students for several decades. Despite the fact that equal opportunity and equity have been the driving
forces in higher education policy now for four decades, the middle and upper classes are still year after year clearly
overrepresented in the cohorts obtaining higher educatiaspecially in those disciplinary fields and programs that yield the
highest privateates of return (Medicine, Law, Business).
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comparison to other European countries, and concludes that, at present, total societal investment in
higher education is too low due to both limitedigic funding for HE and R&D, as well as limited private
contributions, particularly in the R&D sector. Private contributions through tuition fees tend to typically
come from students who cannot attend HE on subsidized study places, and have to palycibetsul
Analysis shows that it is in particular students from more advantageous backgrounds that profit from the
subsidized (tuitiotiree) study places.

3 Methodology ofanalysis:Criteria for Good Fundinylodels

3.1 Methodology to assesstrengths and weaknesses

At first glance, the assessment of strengths and weaknesses of higher education funding appears easy:
review the performance of the Latvian higher education sector, evaluate the ways HEIs arerwell
under-performing, and relateahe performance to the underlying funding system. This sounds simple,
however, there is a major analytical problem: performance of higher education is not only determined
by the level and the structures of funding, but also by many other factors, sucliranresource
policies, systems of quality assurance, the Bologna process, the governance structures, etc. Performance
is a result of various factors, and it is highly difficult to isolate the influence of funding from all other
factors.

In order to identiy the effects of the funding system on performance of the sector, two approaches will
be employed as part of this project:

1 In the following analysis (component 1), the current funding model will be analyzed against
criteria for good funding models that we derived from European experiences. The analysis of
European experiences leads to a catalogue of criteria for which the assumption could be made
GAFT GKS ONRGSNAR2Yy - A& FdA FAEESR KSy 4SS 0O2dz R
f InasubSljdzSy i O2YLRYySyd 27F KA awill#aay3ed i@sseds itsi OA I QA&
alignment with national policy objectives for higher education From current strategic
documents a catalogue of strategic objectives will be derived and an analyBishew if the
current elements of the funding system are consistent, neutral or inconsistent with the
objectives. This will be done in component 2 of this project.

3.2 Sources for the assessment criteria
In order to analyge the strengths and weaknesses of the current higher education funding system in

Latvia and recommend adequate reform strategiespne must start with clear normative criteria
NBELINSaASYGAy3a GKS FSFHaGdaNBa 27F | énJother Riords,Kanyd K S NI S
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recommendationshould be based on and justified by mutually agréedriteria. The criteria will then
be transformed into tools for empirical analysis, especially in the interview guidelines.

The responsibility for identifying the teria is first assumed by the World Bank teaamd thensubject

to a feedback cycle with the MOES to ensure they are consistent tighintentions. The criteria are

derived from three different sources:
f International experiences and standards regardin§ th¥ S (1 dzNBa 2F G322 R¢ T dzy |
1 Feedbaclkand approvafrom the MoESand
1 Sakeholder assessment of importance of the different critersaobtained througlnterviews.

A major source for the following criteria is the analysis of European trendsaioter 3, as the following
two examples could illustrate:
9 The European trend towards financial autonomy with lump sums, the right to keep surpluses,
ownership of buildingsetc. is regarded as good practice andluded inthe set of criteriaand
 The pr®®(i A OS tardepilarky2 R&f a¢ 2 F (BalahcingSstafFilitzgeRoknyadce
orientation, ex postandex anteincentiveg is also usedo define the criteria below.

Discussions with stakeholders revealed additional aspects, for instdmeeémportance to legitimize
budgets by transpardrcalculations or the question of whether thperformanceorientation is feasible
in terms of availability of performance indicators.

From thevarioussources, we identified six major criteria to asselds financing system ofavian
higher education

Strategic orientation

Incentive orientation

Sustainability

Legitimization

Autonomy and flexibilityand

Practicafeasibility.

= =4 =4 4 -4 4

These will now be explained in more detail and broken down into a checklist that will be applied to
analyze the Latvian higher education funding system. Some of the criteria refer both to institutional
funding of universities and individual funding of séumdls, while others are only relevant in the context

of institutional funding ¢ee HBble 6). The criteria will be explidit used to identify strengths and
weaknesses of the Latvian funding systerghapter 4
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3.2 Explanation of the assessmeagtiteria
Strategic orientation

Promote national strategiesHigher education financing has to promote national strategies and
objectives. If a country, for instance, wants to focus on the internatizei@din of higher education, then
institutions shoull be financially rewarded if they contribute to this objective. Similarly, if a country
wants to consolidate its university sector, thtnancial structures should not lead to a fragmentation of
funds. If equal access is the top goal, then financial neasio attain this are most important. In short,
funding should serve the strategies. For individual student funding, access and equity are major issues.

Promote institutional profiledt isnot, however, only about national strategies. Within the framoek of
national goals, a higher education system has to develop institutional diversity. The differentiation and
specification of institutional profiles should also be promoted by funding. The realization of institutional
objectives should be related tanfincial support.

I ASLINYGS y2308 oAy G(KS ySEG LKIaAsS 2F GKS LINR2SOi
funding model visx-vis articulated strategic objectives. For this reastiiis paperonly analyzes the

strategic criteria iran abstract wayinvestigating whethethere are mechanisms able tink strategies

and fundingtogether, rather than interrogatingpecific strategic objectives in Latvia.

Incentive orientation

Create performance rewards and sanctiofgnding shoulttave links to institutional performance; high
performance should be rewarded, and spér performance should be sanctioned. The measurement of
performance should follow political objectives and academic standards. Performance orientation
induces financiaflexibility and supports change processes financially. It is also important that the
financial incentives reach the individual actors in teaching and resglaecite the reward and sanction

system of the state should somehow find equivalents inside tjbdri education institutions. Regarding
AYRAGARIZ f FdzyRAYy3IS GKSNB &dK2dAZ R 06S AyOSyiAa@Sa T2

Create a competitive environmentPerformanceoriented funding is meant to induce healthy
competition among universities.

Provide clear, nofragmented incentives From research on the effects of performarméented
funding, we know that it is important to send clear signals with incentive systems. This is promoted by
the simplicity and concentration of funding models iredeof creating overly complex systems with
fragmented effects. Each component of the incentive system and how performance against it will be
measured must be clear and mutually understood by the institutions and the appropriate government
agency.
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Avoidundesired side effectdt could happen that institutions react to incentive systems in a way that
leads to undesired effects. For instana@ntemporary debate focuses on whetheformula-funding
systemsthat reward the number of graduates might increasket number of graduates, butnly at the
expense ofjuality, throughd 3 NI RS  Fyhdirig Isyi$tanss ghouid therefore be analyzed in terms of
these potentially undesirable side effettsdetermine whether there are measures that can expose and
mitigate them.

Balance ex post and ex ante performance orientattamding could set performance incentives in two
ways: moneycan either beprovided to support planned future performancex(antereward) orelse
past performance is measured and linked to furdi@x postreward). The instruments usually linked to
ex anteperformance funding are target agreementshile the typicalex postinstrument is formula
funding (leading to the conclusion that these two instrumental options should be combined).

Sustainability

Stability Freedom of teaching and research needstablefinancial basis. Funding models, especially in
the case of public funding, shoulth a certain extentinclude base funding componentghich they
build upon incrementally This wold ensure a basic ability of the institutions to fultieir academic
tasks. Base funding could, for instance, be linkestudy places or staff numbers.

Guarantee continuity in funding mechanismsfunding model is able to generate the desirefbek if

its features are reliable over an extended period of titiehe character of performance incentives is to
permanently change, then the institutions would expect changes and not adapt to the incentives. If
there is not sufficient time after a chge in funding models before the next change is made, then there
is little chance to work with the system productively. Continuity also applies to individual student
funding.

Allow longterm planning Universities have to engage in mggriod strategicplanning in order to
develop their institutional profiles. Lorgrm planning becomes feasible if there are also elements of
multi-period financial stabilityDevelopments in teaching and research are furthered by the ability to
predict and calculate fut@ budgets and to make plans on that basis.

Take into account cost differencekhere are cost differences that need to be considerespeeially
0SG6SSY RAFFSNBYG | OFLRSYAO FASEtRad® C2NJ AyallyoSs
graduate in engineering than in business studies. Basic funding should take into account these
differentiated cost levels.

Promote risk spreading and managemeHigher education institutions generate income from a variety

of financial sources. The diversificatiof sources could lead to effective risk spreading instead of, for
example, over reliance on a single major sponsor or revenue stream. A funding system should promote
diversification and create incentives for the institutions to engage in financial riskagement.
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Revealing financial risks and developing strategies for risk mitigation could also support financial
stability.

Legitimization

Provide unambiguous and balanced funding structuféee funding mechanisms should be understood

by all relevant desionmakers in the higheeducationsystem. Definitions and indicators should be
clear, and the components of the funding system should not include contradictiorsther words
different incentives shoulteadin opposingdirections. The clear orientam promotes legitimacy of the
system, as it will appear linked to clear messages and policy objectives. A further, crucial criterion for
GKS fS3IAlbdAYlI O 2F TFdzyRAy3d aeéaidisSvya Aa a1SSLAyYy3 (KS
funding sgtems should be balanced; for instance, in an indichsed funding element there should

not be too few indicators (as this could be seen as unfair) but also not too many indicators (as this could
f SFR (2 FTNI IAYSyYy (SR thiegflld Y @ R GsbdialsdChapfer Merelsoulihbdl f &
legitimate balance between basic funding, performaocented funding, and innovaticoriented
funding of future developments. Finally, performartiéven state funding models need a balance
between aubmatic, indicatotbased allocations and discretionary funding, including negotiations about
specific funds.

Make funding transparent Understandable and predictable funding is not possible without
transparency of the funding mechanisms. Allocation mod#isuld explain budgets and why one
institution receives more or less funding than othels.discretionary funding decisions are made,
everyone should know how these decisions are made, who decides, and based on which criteria.
Accountability standards shdd include instruments to make the balance sheets of institutions and all
kinds of funding streams transparent.

Support the perception of fairnesBunding systems should lead to a perception of fairness (with the
above mentioned transparency as precdiwti). Fairness depends on the perceptions actors have about
the criteria. In the case of higher education funding, fairness typically implies that the different
situations of institutiondhave beentaken into account when allocating funds (for instanciéfedences

in profiles/subject structuresand thatfunding mechanisms should not merely perpetuate the historical
distribution of funds among institutions, especially if these distributions were based on decisions made a
long time ago with no connectiomtcurrent circumstances. Fairness is also a major issue in the context
of individual student funding.

Autonomy and flexibility

Allocate lumpsums Financial autonomy means that higher education institutions should be able to
spend their money flexiblyral according to their own decisions. Full autonomy includes the lack ef line
item allocations, the ability to build financial reserves and borrow money in the capital market, the
financial responsibility for infrastructure and buildings, and the freedondecide on salary issues.
Public funds should come as a lwsym, and the institutions should have all rights to generate private
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guaranteed.

Guaranteeacademic freedom Funding mechanissrmust not restrict academic freedom. Public and
private funding of teaching has to be without influence on the specific content of teaching (that said, a
government could prioritize a number of students in differentdgeor universitiesand industry could
decide to develop a study program together to train staff academically). Research funding should not
determine the outcomes of research (but of course there could, for instance, be target agreements
related to reseach funding explicitly identifying publications and dissemination activities as desired
outcomes}’.

Implement an adequate level of regulatiofinancial autonomy should not lead to a situation without
any financial rules. Rules should help previsgtmisuse of funds and couldlso seitommon standards.
Regulation has to create transparency and foster trust but should not restrict the necessary flexibility.

Guarantee autonomy of internal resource allocatitmthe previous criterion on incentive orienian,

we argued that incentives of state funding models should be perpetuated inside the university to reach
the individual researcher or teacher. The design of these internal allocation models, however, should be
determined by the university andnregulatel bythe state. This allows higher education institutions to

link incentive mechanisms to their own specific profiles and strategic priorities.

Promote accessibility of diverse income souré&sgulation should allow accessibility to all kinds of
funding sources. State universities should be allowed to acquire all kinds of resources. This could, for
instance, imply the right to establish private commercial enterprises by public universities. Another
relevant issue is the promotion of philanthropy throudhx) legislation. Accessibilitg various sources

is also an issue for individual student funding.

Practical feasibility

Use available dataFunding models might require new or enhanced dafar instance, new
performance indicators may need to be gathered if performaodented elements are introduced or

new cost datamay be neededo support a fieldoriented differentiation of funding Such models could

only be introduced if the necessadata is available. Formula funding could be difficult to implement if
no data is available to adequately represent the political objectives included in the formufar If
example,there areno countrywide statistics on outgoing or incoming studentswill be difficult to
integrate student mobility in formula funding, representing the goal of internationalization. There are
also examples in the context of student funding: if a country has problems generating income data, this
has an effect on the constction of student loan access or repayment criteria.

“n this contextit is interesting to note that the EUA scorecard rahksvia 4th in financial autonomy but 20th in academic
autonomy (Estermann, T., Nokkala, T. And Steinel, M., 2011).
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Ensure administrative efficiencyhe development and administration of allocation models is costly. For
instance, the introduction of target agreements can lead to a-tushsive process of negotians.
Additionally, the development and maintenance of required data could demand intensive data
collection efforts. Efficiency (or one could also say the minimization of transactios) ob$tinding tools

is an important criterion that has to be balancedainst other priorities; for example, the level of
precision employed to measure progress towards political objectives must be balanced with the
efficiency of developing and monitoring the indicator(s).

Respect methodological standarddodern fundingnstruments, such as performanegiented funding

of target agreements, have been implemented in many countries in recent years. This hasaed to

backlog of experiencand lessons learned from various methodologies. For target agreements, one
could set sandards for templates to be used, funding mechanisms, reporting duties, etc. The
developments of Latvian models should take into account methodological standards for institutional and
individual student funding.

Ensure coherence with funding levels atesng approachesThe reform of funding models should not

be undertaken independent of the broader environmefthis means that, o the one hand, the
combination of all instruments of governance in the higher education sector should result in a coherent
approach to steering the system. Funding, quality assurance, student access, regulations, etc. have to be
harmonized and lead to a clear idea of steering. On the other hand, the funding mMmé¢lalsobe

realistic about the revenue levels that could bengeted. A differentiated model of resource
diversification would make little sense if the government is the only realistic funding source.

3.3 Overview on the assessment criteria applied

Table 11provided below summarizes the intentions of eachesssnent criterion. In subsequent stages

of the engagement, these criteri@ere confirmed with representatives of the MoES and discussed in
AYUSNIDASGa AGK NBLINBASYGFGAGBS adl NnEKaptérRbadsd 2F [ |
criteriaareapl,)t ASR G2 [FO0QOAlI Qa4 OdzZNNByld KAIKSNI SRdzOlF GA2Yy
weaknesses.

Table 11 Overview assessment criteria

Strategic Orientation Promote national strategies
Promote institutional profiles
Create performance rewardmd sanctions

Create a competitive environment

Incentive Orientation Provide clear, noffiragmented incentives
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Avoid undesired effects

Balance=x postandex anteperformance orientation*
Sustainability Stability*

Guarantee continuity in fundingnechanisms

Allow longterm planning*

Take into account cost differences

Promote riskspreading and management*
Legitimization Provide unambiguous and balanced funding structure
Make funding transparent

Support the perception of fairness

Allocate lump sums*

Guarantee academic freedom

Autonomy and freedom Implement an adequate level of regulation
Guarantee autonomy of internal resource allocation*
Promote accessibility of diverse income sources*
Practical feasibility Use availablelata

Ensure administrative efficiency

Respect methodological standards

Ensure coherence with funding levels and steer
approaches

* Only relevant for institution, not for student funding.

4 { (NBy3GKaE IyR 2811ySa4aSMode2 T [ GOAF Q& .

As mentioned before, the four elements of the funding system to be analyzed are state funding
(teaching and research), diversification of financial resources, financial autgmmmhystudent funding.

This chapter analyzing the strengths and weakesss the system will follow the same fealement

structure used both for the European trends {hapter 2 and the description of the I G4 @A I Q& OdzNN
funding model in Appendix 1.

We will begin by presenting general overview of thetrengths and weaknases of the Latviahigher
education funding systensorted bythe list of criteria in Table 1Including a context analysigfter this
we will provide a more detailed analysis ¢ifie specific elementsf the funding system. In this latter
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part, eachsingle strength/weaknessis presented in the following wayi) the issue isfirst briefly
mentioned in a boxas well aghe assessment criteritom Table 11in Chapter 3(section 3.3) that
applies is mentionedin brackets (ii) then atext is added to explain the assessment as a strength or
weaknessand (iii) an assumption about potential performance effects is made.

At the end of the analysis of each of the four elements of the funding madaiiefoverall assessment
is generatedwhich alreadyindicate potential orientations for reforms at this early stage.

In quite a number of cases, the same issmld be considered both a strength and a weakness,
depending on the criteria established. When it comes to designing proposals fomrafaa later stage,
we will need to make tradeffs in order to try and achieve the right balance.

Before the four elements of the funding system are amedly section 4.2 provides an overview and
Fylrfeara 2F GKS &Lkt A viad higher Edudation sysfem Tag aNdosdivelclyhatss € A Y
for change could be seen as a precondition for all the detailed needs to realize change. Section 4.1 starts

off with a short tabular summary of the main strengths and weaknesses observed.

4.1 Geneaal assessment of the higher education funding system and its context

The following table provides an overview tife strengths and weaknesses of the Latvian higher
education and research funding systelhdistinguishes between the conteat the funding system and
the features of the funding system itselfructured by the main criteria for assessment as presented in
Chapter 3. Table 12 outlines major issues that are subsequently addressed in greater detail in the
following analysis.

Table 12 Overviewof strengths and weaknesses

STRENGTHS WEAKNESSES

Context strategic orientation Context strategic orientation

1 Diverse system of HE (many institutiof § Decreasing population
niche players, different profiles, publi{ 1 Apparently low political priority given to H
private) and science (regardinlow spending on H

1 Substantial number of private HEIs and R&D)

1 Startup of quality assurance for wiy | T No clear higher education and Ré&
programs and research institutes strategies and priorities

I Research institutes with more mass al {1 Inconsistent policy measures and politig
focus reform blockade because of polarize

1 High percentage of young people wi discussions (public vs. private good)
qualify for HE 1 Many relatively small study programs

{1 Strong autonomous position of HEIs 91 High propation of drop-outs
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Principle openness towards mobilitymany
students interested in study abroad

High employment rate and high rate @
return on HE (graduates earn on averg
EUR 1,000 per month; 40 percent
employees only the minimum wage of E
285 per month)

A functioning data monitoring systel
(including performance and financial data)
High adaptabity of system and HEI
demonstrated in times of economic crisis
MOES and line ministries are multiple voig
for the interests of HEIs

= = =]

= =

Limited opportunities dr excellent students
Tendency to study abroad

Opaque HR structures in HE,
opportunities to have more than one job
High teaching loads for staff, little time fq
research

Quality assurance for teaching and easch
only in startup phase

Low return rates of students who stuq
abroad

Wi

Many graduates seeking employme
abroad
Low attention for practice oriente(

competencies

Limited (project) management capacity
HEls

No annual (financial) report of HEIs
No clear way to consolidation
competition yet

VS

Financng: Incentive Orientation

)l
1

Study places allow national
according to labor market needs
Study places offered on basis of meg
including rotation possibilities stimulat
competition

EU structuralfunds for research allocate
with some form of competition

Attract many fee paying student
(willingness to pay/additional resources f
HEIs)

Competition for subsidized study places &
scholarships

Existence of performance contracts betwe
HEIs and mistry

plannit

Financng: Incentive Orientation

f

E

One-vpillar model of state funding instead q
several pillars with balanced functions

No real performance orientation in sta
funding (hence also weak links to national
institutional strategies)

No funding for innoative initiatives

No clear approach to the role of state mon
for private HEls

No funding options for researetelated
developments such as pedbcs, knowledge
transfer activities etc.

Financng: Sustainability

T

Study places funding provides castented
aldloAtAde Ay GKS a
F2tft2pa alddzRSyaé¢ St
Availability of substantial EU structural fun
for HE and R&D (reason for survival
economic crisis)

Financng: Sustainability

f

Underfunding of the HE and research syst
compared to most other European countri
and to own governmental objectives

Promised funding increase not Yy
effectuated

Lower funding tariffs for HE studen
compared to primary and seconda

education
Cost bais for

subsidized study plac
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outdated

Financng: Legitimzation

T

Availability of student loans for man
students  with  attractive  repaymen
conditions

Fulifee paying option creates acce

opportunities

Financng: Legitimzation

f

Many competing needs inase of budget
increases (more quality in teaching, P
schools, postloc careers, triple helix, etc.)
Opaqueness&nd subjectivity in allocation g
subsidized study places, planning proble
through yearly interventions

Subsidized study places particulaldgnefit
students from Dbetter soci@conomic
backgrounds

No subsidized study places for pérhe
students

FulHee paying option and dual track syste
creates social inequalities
Scholarships only available to very few g
only very best students, not metting and
effective

Student loans not attractive to large groug
eg, 0KS da3dzh NI yi2NI N
big hurdle
Hardly any needbased support nor means
testing mechanism for students from ley
income families

Financhg: Autonomy and freedom

Largedegree of (spending) autonomy of HE
Financial autonomy allows entrepreneur
freedom

Substantial level and good framewo
conditions of resource diversification

Financhg: Autonomy and freedom

f

Heavy reliance on EU structural funds
R&D, which may nobe a sustainable long
term situation (plus cdunding problem in
case of matching funds)

Instead of diversification there is rathé
replacement of one large source through t
other (with increased risk)
Relatively low funding
industry/companies

fron

Financing: Practical feasibility

Financng: Practical feasibility

1 Substantial outward international studern § Decentralized system for studeloans and
mobility (many systems have problems scholarships (efficiency risks and proble
send students abroad). This means otl for HEI with needs assessment)
countries pay for the instruction costs. 91 Debt cancellation mechanisms too genero

1 Mismatch between academic year and fis
year

Source Authors
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4.2 Political climate for change

Strengths (politicaklimate)

Higher education institutions and policies in Latvia are highly adaptive to cha
+ environments.
(Criterion: practical feasibility)

The Latvian higher education sector has been affected by public budget cuts of around 50 percent since
2008. Mevertheless, the higher education sector has seemingly endured. Although EU funds have played
a major role in this respect, this fact might also be attributed to the ability of HEIs to adapt to the cuts by
reducing their costs and by generating new revesaide general, the Latvian higher education system is
able to undergo widespread changes.

Potential performance impacts: Efficiency.

Weaknesses (political climate)

The debate about education as a public or a private good is emotional and lea
- political blockades.
(Criterion: practical feasibility)

Ly S02y2YAO (SNXYaz KAIKSNI SRdzOF A2y Aa&a | GYAESRE
costsharing Contemporary debates in Latvia tend to ignore these facts to a certain extent, adopting
polarized normative positions of either complete marketization (private good) or free access for all
(public good). These normative positions ultimately lead to jpalitblockades, as they are neither

rational nor really feasible. For instance, the 100 percent free aesmation for all students would

require substantially greater funds and would enable all students from a more favorableesmciomic
background tostudy for free. This is not realistic in a situation of competing demands for public
resources, such as research, health care, or even social security.

Potential performance impactStagnation, necessary changes blocked

The higher education sector is in a situation of drastic underfunding, leadin
deficiencies in many respects and consequently to competing demands for
funding.

(Critera: practical feasibility, strategic orientation)

Higher education in Latvia underfunded. This became clear from the longitudinal analysis of funding in

Latvia (having not recovered from financial crisis) in comparison to (i) other European countries and (ii)

(KS J20SNYYSyiQa 26y GFNBSGA o R dclsdor Sydyi faBes)ATyis & 2 LIG A
leads to deficiencies in many respects: there are doubts concerning the quality of studies, the
decreasing quality of services (sometimes universities are even not adequately heated in winter), no

time for professors to condudNB & S NOK> FyR FfY2ad y2 TFdzyRAYy3a F2N
suggested by the Higher Education Council). Given this situation, it is quite clear that any proposed
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aeaidsSy FyR Ala STFSOGia FyYyR Iy AYyONBIFraS Ay Llzmt Aol
proposals will have to focus on creating added value, with more public funds. A major task in the future
strategic development of HE in Latvmust strike a balance between setting policy priorities and
addressing the financial consequences that this will have for the public budget. Strategic choices must

be made, and incentives must be set to achieve ambitions.

Potential performance impact&estrictions to performance in all respects, quality problems, problems
with international competitiveness of the sector

Politically the whole education sector is often seen as one unit in terms of fun
- This is a problem for the higher educatiorcte.
(Criterion: practical feasibility)

Taking into accourthe budget for the entire education system, it seems to be argued that Latvia is not
below the EU average. Although this might be the case, this still remains a major problem for higher
educaton, which remains substantially below average. In a situation where (higher) education is a key
driver in knowledgebased societiesthe current approach of generating funds for new educational
purposes from only within the education sector is highly peofmatic.

Potential performance impactSame as previous weakness, as underfunding is perpetuated

Overall conclusions (political climate for change)

1 The higher education sector in Latvia is highly adaptive and capable of dedinglrastic
changes irfunding. But the political climate for change in higher education funding is difficult:
there are polarized normative positions and a tendency to reallodateling only within the
overall education budget.

9 The higher education sector in Latviariassively and systematicalijmderfunded. The way out
lies in a paradigmatic shift towds higher education as a key to economic development and in a
GLI O113S¢ 2F FTRRAUGAZ2YLFE FdzyRAYy3 YR | RRSR O f ¢
would need toagreei 2 | @&d20AFf O2yUGNXOG¢ AYy HKASOK | Y
underpinned by new funding elements that stimulate working towards national objectives in
higher education and research.

4.3 Instruments of state funding: funding of teachgr study place model

State fundingof teaching and research will be analyzed separately, as the current Latvian system for
funding separates these two core functions of HEIs as well. This does not mean that there is no relation
between the two; the se@bn on Europearirends has shown that in many countries basic funding of
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universities and also performanagiented funding uses an integrated model including teaching and
research funding. In the strengths and weaknesses such relations between teacHimgsaarch will
not be neglected.

Strengths (study place model)

2 A0K GKS addzRe obdyfollovitherRABR S YUIKES LANA y
+ into public funding. The link to accreditation promotes quality.
(Critere: create a competitivenvironment, coherence of steeriagproachey

Similar to some European countries, basic public funding in Latvia is based on a formula model using a
studentbased indicator and a prigger-student approach This leads to a situation where funding is
2NASY G SR (26| -NRRWsthaidKiSIZREYHYESELINA Y OALX S LyadadSIR 27
YydzYo SNRAZ | FANRBRGYIANISEI 4 20& NRIa| Sy nljaz2 aal aAy3a FAyYLY
of the higher education institution and by assigning & LISOAFA O G LINA OS¢ G2 Ado
promote competition between universities. In such a modelis important that study places are

allocated to HEIs on the basis of some notion of quality and competitive behavior. If new fields or study
programs of high importance arise (from the perspective of students or from the perspective of national
needs), funding of study places could be a@alib this. Yet, because of the use of planned parameters,

it is not a fully demandiriven model. Withoutthe decision of the central planner, adaptation cannot

take place.

The funding of study places requires accreditatiorensurea minimum quality standard for publiely
funded study places. Different steering approaches are linked in a coherent way.

Potenial performance impact$romotion of quality

The study place system allows to plait] national priorities and helps to satisfy lab
market requirements in terms of graduates needed in different fields.
+ consultation and analytical process link& planning helps to come to valid planni
outcomes and represent a cooperative culture.

(Criterion:;promote national strategies)

In general, there are two options for a studdmased public funding formula: (i) to follow real student

demand for studyplaces or (ii) to fund according to greater central planning, including a structure of

study places based on specific subject disciplines. Latvia primarily follows the second path: the number

of study places per field and university is determined throagilanning process. In the Latvian context,

where a certain priority for STEM graduates is assumed (for instance becaupayfeg students
OK22a4S GOKSIFLISNEZ FFTFTF2NRIofS FAStRa GAGK 1jdzSada
approach enables thpromotion of national priorities, ultimately leading to a certain steering effect into

fields relevant for the Latvian economy.

If a ministry engages in the planning of student places, it requires objective information to underpin
such plans, since a mgal planner does not necessarily make the right decisions. It seems to be very
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positive that the MoES bases its decisions on a couple of informgttrering processes, such as
analyzing parameters like the real demand or the number of graduates, stllatconsultations, with

a particular focus on labor market needs, and negotiations with universities. Such a process could lead
to wellinformed decisions and could relate student places to the requirements of labor markets. It also
enables a kind of méd approach between planning and real demand: planning parameters could adapt
to the real demand situation. Another positive aspect of the process has been théekigjtdiscussions
between the minister, ministry representativesnd rectors regarding thprinciples of the study place
allocation model which were particularly prominent in the process of planning study places in 2012 and
2013 (such discussions did not exist before). This leads to a cooperative culture and should be
continued.

Potential perfomance impactsOrientation to labor market needs

The study place model differentiates prices per study place according to cqg
+ different academic levels and different disciplines.
(Criterion: take into account cost differences)

The cost per studplace varies between Bachelor, Master and Doctoral level and also between different
fields. A funding model has to take into account the cost situation and differentiate between the prices
per study place. The Latvian model seems to be doing exactly thisisabased on a detailed,
empiricall¢ffounded cost calculation (which is not regularly updated, sesaknesses For higher
education institutions that fall under the responsibility of the MoES, the current differentiation in prices
generally appears toédoreasonable.

Potential performance impact®romotion of quality and proper funding levels

The way in which the study places model is applied leads to a quite stable

funding: The funding volume resulting from study places for each university rer

+ largely the same. This is based orheaee-year contract updated yearly through
speciallyagread document. The fact that the budget results from a price*stud

place calculation also leads to transparency of allocations.

(Criteria:stability, make funding transparent)

The study place model is used in a way that does not (or only marginally) change the budget for a HEI.
MoES and the university signtlaree-year contract defining budget volumes. This means that, on the
one hand, there are yearly planning processes, stakiEr consultations, etc., but on the other, this
largely leads to a mere shift of study places within an institution. The budgets resulting from study
places are ultimately largely historical. This is an advantage in terms of stability: the univerkityetpu

on a certain amount of public basic funding that promotes logrgn planning for institutions (for the
downside of this, see weaknesses). Furthermore, the public allocation process is also transparent: the
number of study places and the prices amailtiplied, determining the budget. This simple algorithm

Oft SINI & SELXFAya GKS NIidAaAz2zylfS 0SKAYR GKS YAYA&aldN

Potential performance impact®romotion of quality
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The study place model does not restrict flexible allocatidhfunds inside the
+ university.
(Criterion: autonomy of internal allocation)

Latvian universities are used to dealing with a lump sum budget. During the interviews, the team heard
about models that deal with the budget centrally: public funds do not gectly to the faculties but are
instead initially centralized at the rectoratevel. Following this, they are then allocated to faculties, but
not necessarily 1:1 according to the student place model. Since internal autonomy of resource allocation
is not restricted, universities are able to choose internal allocation models according to their needs.

Potential performance impact®erformance according to HEIs profiles

The study place system introduces a strong rdleaised element into the fundin
+ system. This leads to high performance incentives on the side of the students.
(Criterion:create performance rewards and sanctions)

Study places are allocated to students according to their academic performance, meaning that the
allocation principle is merbased. Aspects of social need only become relevant as a second order
criterion once two equalhachieving students are comparethe result is a highly competitive situation
between students, and high incentives and rewards for individual performance. It appears that this logic
in Latvia is perceived to be a fair way of distributing subsidized study places. The incentives become
ev/y  AGNRBY3ISNI 2y0OS> a Ay (GKS ! yAGSNBRAGE 2F [ GdOAL
is applied: study place allocation is reconsidered for students every year such that students with low
performance in their university courses migb¢de their free study place to students who, having
previously paid tuition fees, have now improved in their performance. Strong performance incentives
are then not only realized at the time of entry to the university, but indeed throughbatstudy
process.

Potential performance impactStudent performance, competition and efficiency

The study place system involves a number of line ministries in higher edug
+ funding. This is beneficial for the reputation of higher education in the governmer
(Griterion: promote institutional profiles)

The study place system does not only work within the scope of MOES but also for the universities that
fall under the responsibility of different line ministries (health, defense, etc.). Although this structure has

its drawbacks, it also has a couple of advantages: there is close contact between the universities and the
respective line ministries (i.ethose that correspond to their disciplinary profiles). Furthermore, there

are opportunities to establish specifiegulations that fit with the respective sector; for instance, study

places funded by the Ministry of Interior are linked to the obligation to work at least 5 years as a civil
servant (so the state has a guaranteed return on the investment in study pl&ds3equentlya major
SFFSOG Aa GKIFIG GKSNB | NBE a Yungtéonlyr MoBR it (aiSdi line T 2 NJ
ministriex which have an insight into the culture, logend needs of HEIs. It should also not be
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forgotten that some line ministries ar@ble to generate more favorable conditions for HEIs in the form
of higher prices per study place.

Potential performance impactfnvestment in human capital, shared responsibility, recognition of public
value of HE

Weaknesses

The study place model is underfunded. In stakeholder consultations this
connected with two different issuesn the one handpeople said that the number g
study places funded is not sufficient, leading to access prohlemshe other hand
- the priceper study place was criticized as being too low, leading to quality issue
see the second problem as the first priority (but there is a weakness in thaided
focus on meribased instead of meartested allocation).

(Criteria guarantee continuityn funding mechanisms, perception of fairness)

As previously stated, there are two relevant benchmarks with regards to assessing the situation of public
funding in Latvia: (i) GDP statistics compared to other European countries, and (ii) the Latvian
goveNy YSy i Qa 2¢y Gl NBSGa R20dzYSyiSR Ay (GKS y2N¥YIGAD
per study place. In terms of both benchmarks, however, the current state of play is characterized by
insufficient funds. Insufficient public budgets can referboth teaching and research expenditures,

since, through the teaching side, the study place model is affected. Examining the features of the study
place model raises the following questiWhat does underfunding actually mean? Is the share of

study placeselated to the total number of students too low, or is the price per study place too low (or

both)?

The price per study place is an issue of quality, but is also related to the existence of research
opportunities. Following drastic cutbacks of public fingdand study place prices, some universities
reacted by reducing service staff, enlarging student groups, and increasing teaching hours per academic
staff such that, in some universities, there was almost no time for research (in Latvia there is a span of
yearly teaching hours; cutbacks had the effect of approaching the upper level of this span to be able to
fulfill teaching obligations with reduced funding). These are clear weaknesses in terms of the quality of
and available time for research. Financialbacks minimized the potentials to generate a kind of basic
funding for research through the study place model (since with lower teaching hours a certain
involvement of teachers in research activities would be possible). Acknowledging that public funds pe
student place are too low does not necessarily mean that the model should just inflate prices: instead, it
might be a good idea to link added value to increased funding, (gygintroducing clear incentives
according to state objectives, see further ief Sa4Sa8 06Sft 260> NI GKSNJ GKIFyYy 1z
the existing system.

As previously discussed, the team does not necessarily regard the lack of a free study place model as a
weakness. First, in the chapter on European trends, it was argued that ihe@ economic rationale

behind a full publicly(or privately) funded model of higher educationas this typically leads to blocked
reforms. Second, in a situation where there are numerous competing funding requirements and scarce
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resources, it would nobe helpful to give up one of the funding streams, since the diversification of
FAYFYOALIE NB&2dz2NDSE KSfLA (G2 RAGARS GKS NRA]P ¢ K
the academic senate, there is a restriction in the governance stragireventing excessive tuition fee
levels. Fourth, the universities we talked to seemed to have adequately adapted their tuition fee policies
according to their situation (for instance, the University of Latvia charges average study place prices and
the University of Daugavpils charges almost no tuition fees because of the difficult economic and social
situation in the region). Fifth, even if the absolute number of study places is not increased, the
percentage of free places will rise due to demographianges. Last, it is questionable whether or not

the problem of students potentially leaving the country to study abroad (often used to justify models of
100 percent public funding) is a matter of tuition fees, or whether it is instead a matter of the
attractiveness of higher quality programs elsewhere. In the case of the latter, it would again be better to
invest additional money in higher state subsidies per study place. One also has to bear in mind that, in
general, studying abroad is relatively costlyngared to studying at home.

In Chapter 4.40n student funding, weanalyze the weaknesses of this part of the system and show that
the Latvian systemmesults in serious disadvantages for potential students with lower se@imomic
status. The mainly merbased allocation of study placegneratesa social problem; differences in
income only feature as a secowdder criterion whendistinguishing between equaHlyerforming
applicants.The unspecific increase to 100 percent free stypiiyces is ngthowever, the adequate
instrument to overcome thissinceit fails to collect a contribution from those students who could afford
it. One should look for more targeted approaches to promote students in a Aggskd manner

Potential performance impactQualityproblems and intransparencies

Rewarding thenumber of study places is purely inpotiented; the system does ng
create performance incentives in teaching and research (neither ex ante nor ex
A balancedhree-pillar model is not realized.

(Criterion: create performance rewards and sanctions)

Thinking through the dimensions of thleree-pillar model of public funding, two of the columns do not
exist in Latvia, leading to an imbalance in the funding system. Sfiadg funding is an adequate
instrument for basic funding the first column exists. However, a missing element invokegost
rewards and sanctions that can stimulate performance. This leads to a problem in funding for teaching,
as student retention and successful graduation are not rel@d. The overall incentive results in the
maximizing of study places, not improvements in performance. With respect to research funding, we
will, in the next section, argue that basic public funding for professors is missing; and, that should this be
creaed, it would seem more reasonable to do that not according to study places, but instead in line
with research performance, generating more opportunities to fund research for successful universities
on the basis of research indicators.

Also in the thirdcolumn, performanceriented prefunding of new initiatives has not yet been realized.
Although target agreements between MOES and universities exist, they are not used for investments in
innovations. If universities create new study programs, they cary crgéate new study places by
deducting these from their own traditional programs; curriculum innovations are thus always at the
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expense of other programs within the university, and creative ideas do not allow additional funding. It is
almost impossible tgenerate additional funding with new programs or other innovations. Although the
study place model enables tafpwn innovations initiated by the MoES, it does not give equal chances
to universities for bottoraup initiatives.

Potential performance impact®roblems for performance according to objectives, for quality and for
innovativeness

Despite the lack of separate performangcdented funding pillars, there ar
performance considerations in the decision process on numbers of study place
- this discretionary, norautomatic system does not lead to performance incentiveg
fact, funding remains historical.

(Criterion:create performance rewards and sanctions)

Performance aspects like labor market perspectives, dropout and graduation rates, mwlakienship
between planned study places and actual demand are taken into account during the process of
allocating study places numbers (in the thigesar agreements and also in the annual protocol
concerning universitynternal shifts of study placesJhis, however, restricts budget place reallocations

to within universities and results in the involvement of MoES in micamaging study places. The
overall public budget of the universities remains largely constant and develops incrementally on a
historical basis. Ultimately, therefore, there is a lot of regulation but no financial incentive. Performance
considerations are thus too dependent on negotiations and discretionary decisions (and not on
automatic mechanisms).

The technical reason behind theseoplems is that all kinds of purposes are mixed within the study
place model, as this is the only state funding component for higher education. It should lead to stability,
but also to performance orientation. It should guarantee state influence on fteldtsrre, but without
compromising intetfinstitutional allocation. These goals should be reconciled in one funding component.

Potential performance impactBroblems for performance according to objectives and for transparency.

The budgets are largely historical, but there could be annual shifts in study [
(whereas academic and fiscal year are not harmonized). This leads to instabi
HEls.

(Giteria: limited budgetary changes, ndragmented incentives)

The allocation of budget places is reconsidered annually by the state. This leads to a problematic
instability in the internal planning of field structures, such that the number of state sponsored study
places in specific programs is not reliable enough. hames even more complicated taking into
account the fact that academic year and fiscal year do not correspond to one another. The detailed
steering of study places in specific programs also sometimes leads to very few subsidized study places
for certainprograms, inducing fragmentary effects.

Potential performance impactQuality problem and intransparency
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Despite the ongoing discussions about diversity of institutional profiles in
university sector, public higher education funding does not mlevincentives to
develop specific profiles.

(Criterion:promote institutional profiles)

Many European countries intend to create a HE sector with institutions pursuing differentiated missions.
Missiondiversity helps to serve the various needs of stakdbrd. An excellent HE system needs
internationally-competitive research universities, but also universities that serve regional needs or focus

2y 1y26tSR3IS GGNIXyaFSNI a aAYyy20F G§ADBS dzyABSNRBRAGAS
develop cleaprofiles. The current funding system provides only a very vague mechanism for this (taking
profiles into account in determining the study places, but without considering the effects on historical
institutional funding, see previous weakness). There apeimdicators measuring profiles and no
encouragement from a central HE strategy or through incentives for the institutions to actively promote

their profiles.

Potential performance impactdNot addressing the diverse needs of different target groups and
insufficient profiling of HEIs

Though the analysis of the relationship between major state objectives and fund
HEI still has to be done in the second step of our project, the interviews alt
demonstrated that the state funding system is not bésen national priorities
Promoting priorities through funding is not an easy task as the exampl
consolidation of the sector shows.

(Criterion: promote national strategies)

We already mentioned that clear rewards of adhering to state objectivefuading are missing,
especially once the objectives of promoting institutional profiles and minimizing-olutp are taken

into account. The public HE funding also does not help generating critical masses or reducing
unnecessary duplications in study pragrs. We could neithefind incentives for the development of

the regional mission of universities, nor for engagements in knowledge transfer.

The MOES has already started to relate incentives to the idea of consolidating the higher education
sector throughthe study place allocation criteria. In the stakeholder interviews, some interviewees
voted for the establishment of large units, such as merging programs in the same discaitin€thers
warned of the dangepf over-consolidation, since too great adus on minimizing duplications might
substantially reduce competition in the system and subsequently lead to monopolies. Centralization
programs in one place could endanger regional access and interdisciplinary collaboration at a specific
site. Others arge that a decentralized, regional choice of specific programs across a number of
universities would promote the ability to adapt to (regional) labor market needs.

It becomes clear that potential initiatives for consolidation have to be examined crititaity the
perspectives of monopolization and access (in the region). It is also clear that funding mechanisms to
promote consolidation are not easy to implement. A suitable approach might be a mixetbtap and
bottom-up approach, whereby the state proes incentives for consolidation, but the suggestions
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where and what to consolidate are made by the institutions. Then they could for instance take into
account the regional aspects. A whlhctioning mechanism that promotes desirable forms of
consolidatian is an important task for funding reforms.

Potential performance impactstot enough support for national priorities

I aeadsSyYy gAGK  AAYLES F2N¥dzZ I | vy Routl
there are different cases where the systesmiot coherently used. This endangers {
reliability of the system and creates the impression the system could adapt to po
considerations and that the rules of the game are unstable (or not the sam
everyone).

(Criterion: support perception &dirness)

In general the study place system is highly ratiottadre are numbers of student places, a transparent
price system and a very simple algorithm to calculate budgets using these parameters. It could easily be
justified and understood why an itition gets a certain sum of money out of the system. Applying the
same algorithm to every university could also be perceived as a kind of fair solution. This position was
supported by the interviews, where interviewees regarded the principles of thdygblace system as
adequate.

The mechanism is nevertheless not applied in a coherent way. First, universities receiving their budgets
from different ministries (for example, the case for medicine under the MoES and Ministry of Health) get
different prices.Second, in certain cases, a reduction in study places was compensated by a university
specific price increase in order to stabilize the overall budget. In other cases, students with factor 6 (for
defense) and factor 3 (for engineering) are effectivelirgjttogether in the same classroom. In general,

the allocation of study places does not adhere to a consistent rational logic and, from the perspective of
some interviewees, ultimately results in a certain degree of subjectivity (for instance, in sog®itas
seems difficult to explain why one university receives study places in a specific field, but others in the
same fieldglo not).

Given that the strength of such a formula system is based on its reliability and coherence, such specific
exceptions endager trust in the system or might lead to losing the competitive element. The strength

of formula systems lies in their automatic character; the coherent use of the model parameters should
not be compromised according to discretionary political decisidribelrules of the game are adaptive

then this creates the tendency to put efforts into influencing the rules instead of following the rules.

The conclusions from this have to be carefully analyzed; if a recommendation to harmonize the field
coefficientsbetween all ministriesvere made this might increase the underfunding if the solutiaere
to take the lowest price (see the advantages of involving line ministries above).

Potential performance impact®roblems with (public) trust, intransparencydaieeling of fairness.

Excludingpart-time students from the budget places model is problematic it
- situation of demographic change with declining numbers of traditional stude
Particularly then, increasing the number of awaditional students, especially in par
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time studies, care attractive.
(Criterion: avoid undesired effects)

The initial rationale behind excluding pdime students from free study places was the assumption that
part-time students are in a more favorable financial situatidlowever, even students frotow-income
families with free study place might have the need to work during their studiesnd there could
potentially bestudentswith children that look for partime places. Athe demographidransition leads

to lower numbers of traditional studentghe funding system shouldeek to promote as much
accessibilityas possible, especially for ndraditional studentg(suchas those aforementioned). There is
no reason why a student eligible for a free study place should not be able to choose betweeneull
and parttime study.

Potential performance impactg&ccess problems

There was almost no update of the cost coefficients and the basic price since
Current studies ffer the opportunity to check and correct the prices. It is m
important to focus on relative than absolute prices.

(Criterion: take into account cost differences)

Generally, the rationale behind calculating costs within the study place model is accepted in Latvia.
However, the parameters used were calculated in 2002, if nobrieefof which there has been almost

no update and revision of prices since. Since 2002, there have also been major technological changes,
for example, especially regarding IT technology; indicating that it might be time to reconsider existing
prices.

A study seeking to update the cost parameters was undertaken last year, calculating the coefficient for
computer sciencefErins, 2018 This is a good starting point to check and update the price structure of
the mode| which could generatsimilar considerationscrossall study areas. The logical approach of
the study is sufficientit attempts to calculate the cost determinants from empirical findings (on
studentstaff-ratios, technological features of teaching, etc.), but at the same tinakes cleathat any

such cost factors are ultimately normative. For example, with respect to the stigiefftratio, the

study states that in 199the ratio was9.2; in 2001it was 15; and, at present, weanassume it is 19
given efficiency savings merated from developments in IT. Though the starting point is empirical one,
ultimately there is a normative assumption made. Hence, it is important that these normative decisions
are made transparent and are discussed with the HE community before beiby 8&e MoES.

The studenistaff-ratio example also makes clear that the relevance of absolute prices should not be
overestimated: if we take the status quo of a specific year as a starting point, then this is determined by

the level of state funding. Theost will change providing there is the decision to increase quality by

better ratiost and, as such, one does not have an objective picture of theamideonly real cost. This

means funding levels are ultimately always determined politically. The calcypatesl does not justify

dzy RENF dzy RAy3 +a aGKS &k dnBerfuRding dlwayshis toddde@@Nargied S N5 |
before) to the benchmarks of international comparisons and political objectives. This means that the

major value of recalculatiofies in the decision of whether the relative prices between the disciplines

are still valid or ought to be adapted to technological changes across the disciplines. Nevertheless, an

65



additional aspect that could be taken into account by further cost caliomst and which refers to the
absolute level, isvhether there have been general developments in the lafgw yearsthat have
increasedcosts, which havenot been taken into account in the old price§or instance, changes in

energy costs might be a majara 8 dzS® ¢KAa O2dzZ R fSIR G2 YSaal3aSa
Y2RSf GKSNB 6SNB 3ISySNrft O2aid AyONBlFrasSa oe& - é3x
the decision on the development of public budgets.

Potential performance impactQuality problems

Many of the weaknesses mentioned before together leadhe fact thatthe study
place systenis not transparen{despite its general nature of being an easy calculg
model).

(Criterion: make funding transparent)

Multiplying studyplace numbers with a price from a published list seems to be very transpgabert
the factual use of the system substantially reduces this transparency. The complex and implieit value
judgment laden process of taking into account performance in calculaindent numbers, the
involvement of numerous ministries and the practice of granting exceptions to the rules, all lead to lack
of transparency. The model should change in a way that reflects how clear it seemingly is at first glance.

Potential performane impacts:Lack of trust in the system, also among the main funders and therefore
less political support for new investments in the sector.

There are single cases of funding student places in private higher edug
institutions, but no systematic approach to the eligibility of private institutiong
receive money from the study places model.

(Giteria: support perception of fairness, cread competitive environment)

In some very few cases, student places are also allocated to private higher education institutions. This is
the outcome of single, specific decisions based on three criteria: higher quality, no accredited programs
in the publc sector, and an insufficient number of specialists. This means that study places in private
HEIs are a kind of exception and effectively the sedwmest option, providing public institutions are
unable tosupplythe desired places. It would be better td FFS | &A@ &G SYF GAO I LILINR I
2F GKS 3JIFYSéE F2NI O2YLISGAlGA2y 06S0G6SSy Lzt AO FyR
to be possible: either the allocation of study places is completely up to the choice of the best students,
whether they are private or public universities (meaning that private universities would receive the
same price), providing that quality standards are met; or alternatively, as the study place system,
factuallyspeaking, is a system of basic funding, thas tsic budget is only given to public institutions,

on account that states should not engage in the basic funding of private institutions. In the latter case,
the only option to allocate study places to private institutions would be to enable study itaéesture

as part of the innovatiofriented component of the funding model: if the government would grant
money towards innovative new study programs and there would be a competitive process between the
best concepts, then there is no reason why privatstitutions could not be a part of that process.
Further developing the model would require choosing between these approaches.
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Potential performance impact$ntransparency and lack of coherent public policy approach undermines
trust in the system.

Oveall conclusions (instruments of state funding)

1 Having an element of planned study places with differentiated prices is generally a positive and
desirable elementn the funding system. lorients the focustowards the tasks of a higher
education instituton, enablesstrategic state planning, is stable and transparemgl represents
a cooperative culture between ministry and HEIs. It also incentivizes efficient student behavior
and leaves some leeway for the discretion for interaaiversity budgeting.Specific problems
arise from the way in which this system is handled in Latvia.

1 A major problem is tht study placesonstitutethe only component of public higher education
funding Thismearsthat the system is subsequently overburdenadhaving to lirk this funding
to target agreements and performance dataoth of which effectively contradict the objective
of stability behind basic funding. Using performance data as an implicit mechanism in the
background of the study place calculations does not leadeal performance orientation,
something that could insteate solved by separating performancgiented funding ex post
andex anta from basic study place funding.

T {AyOS GKSNBE A4 OUNNBY ¥2RSt = aaiKS OdzNoupy-i aeéai:
oriented and does not adequately promote the differentiation of university profiles. It could also
already be seen that important state goals are not transformed into financial incentives (a
comprehensive analysis of this will follow in a separapgy in the next part of the project). A
tricky issue is secteronsolidation, where interviews revealed the contradicting arguments for
cooperation and large units vs. competition and decentralization.

1 If this separation of funding pillars is done, ibsid reflect the fact that the study place model is
to a certain extent historic and incremental. The planning should explicitly address study places
numbers of the previous planning period as the starting point for the new period, devising very
clear argments for limited and focused deviations from the status quo.

1 The planning process leading to these deviations is not yet sufficiently focused. If the
performance issue is separated from study places and made more explicit in a different
component of thepublic funding model, then there are two remaining aspects that should
determine the study place plannin@n the one hand, it seems reasonable to plan the overall
student numbers in terms of major subject areas, including stakeholder consultation and lab
market analysis. This leads to an overall idea in which disciplinary fields study places have to be
increased or reduced. On the other hand, the issue of real demand reniginser a certain
period, study places do not lead to actual demand (buit @té¢ maintained)this should lead to a
correction in student places assigned to the institution. With focused mechanisms, study place

67



budgets, on the one hand, imply a historical development, but on the other, offer opportunities
to arrive at rational rallocations between institutions.

1 The study place model is not entirely used in a coherent way, which reduces both its objectivity
and trust in the system. Yearly state interventions by shifting budget places within the HEI
create problematic instability

9 Itis also problematic that study places are limited to-fimfle students and that outdated cost
coefficients are used.

1 A restructuring of the model and the implementation of new funding elements could go some
way in overcoming the current underfumgj of the Latvian system: new elements could create
added value that makes additional financial investment attractive. Underfunding in terms of
guality-related issues (resulting from low prices) is more severe than the fact that some parts of
study placesre free (i.e.without tuition fees).

9 Restructuring is also necessary in order to increase transparency in the model and to relate it to
Ot SI NJ & YS & a-+teddeats; in patiddlarfttnidh clear pillars of the funding model
with established fungbns, and more focused calculation rules and procedures.

1 A systematic approach for (or against) the inclusion of private higher education institutions into
the budget place system is necessary.

4.4 Instruments of state funding: funding of research

Though this section primarily focuses on state funding for research, given ttaaty EU funds
(particularlythe EU structural fundsare allocated through a state agenagd constitute a large share of
research fundingthe section addresseboth funding source As such, the following section, focusing
2y ANB&2dzNDOS liRkedilSNEAFAOI GA2YE Aa

Strengths (furling of research)

The integrated funding of universities and Roniversity research institutes create
competition within the whole research sector. In addition, EU research fasdsell
as the funds awarded through various competitive reseaprbgrams require
institutions to compete with other national and international HEIs and other rese
organizations.

(Criteria create a competitive environmemntational strategiek

The current funding model for research in Latvia depends, to a large extent, on EU resoulicks, wh
though allocated competitively, are contingent on criteria that are not very transparent. Until now, the
State Education Development Agency has distributed structural funds in such a way that all HEIls
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effectively, in some way, benefit. Other exterriahds, often from EU sponsors as well as industry, put
HEIs in direct competition to other (inter)national research institutions. The principle to fund institutes,
both within and outside, of universities leads to competition in the research sector asla.Whe same

goes for the funds that are allocated through the public reseg@mdyrams such as the State Research
Program, the Commercially Oriented Research Program and the Fundamental and Applied Research
Program, based on competitive evaluations egearch proposals by committees installed by ministries,

the Latvian Council of Sciences and the National Academy of Sciences using criteria that reflect national
research priorities.

Potential performance impactQuality and adherence to national straieg

In order to use the very limited resources available, HEIs must set their own priq
to wisely spend the money and to do research that can have an impact. A g
+ initiative is the support given to young talented researchers to establish their
research groups.

(Criterion: Promote national/institutional strategies)

Due to a relatively limited research budget that is allocated largely by a competitive mechaniskl/i.e.
structural funds, institutions and the allocating agency (State Edutddevelopment Agency) can be
encouraged to link research funding to national research priorities and/or their own strengths. A
positive development is the initiative to support young talented researchers to establish their own
research groups with EU strwral funds.

Potential performance impact®romotion of quality, research careers and ldegn planning

The cost of research differs between the disciplines; the allocation mechanisms
this into account, at least to a certain extent. Fostance Riga Technical Univerg
with an expensive cost structure receives a relatively large part of the research fu
(Criterion: take into account cost differences)

+

Cost differences between disciplines are acknowledged in the state research fuadthgas such, an
engineering university (like Riga Technical Univer&#l) benefits from this, by way of investing and
maintaining a more expensive research infrastructiResearch funding includes components explicitly
dealing with infrastructure matenance cost and there is a coefficient differentiating between
disciplines Neverthelessthe RTUexample shows that there are stdifficulties in financing expensive
research equipment necessary to conducting engineering research at an interngticoalpetitive

level across their research areas. This compels RTU to prioritize those areas in which it would like to
achieve such an internationalbompetitive position, and deprioritize others. This is a general
development in many countries and institlons. The question is how many priority areas Latvia and
Latvian HEIs caand are allowed tpafford.

Potential performance impactQuality and guarantee continuity
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Basic research funding is predominantly based on historical developments and a
provides finacial stability. However, the lack dfansparencyabout the exact
allocation weakens this a bit. The research funding, particularly coming throug
funding sources, has made Latvian universities survive in times of heavy ecd
recessiorand strong budget cuts for teaching.

(Criteria:stability, make funding transparent)

Basically, research funding through EU structural funds and infrastructure funds have enabled most
Latvian HEIs to survive, compensating budget cuts in teaching, wiaidhshbsequently left few
resources for research. However, the way these research funds are allocated is unclear and does not
provide a stable basis for the sustainable development of the research sector. The same goes for the
allocation of state researchufids. None othe stakeholders were able to provide clear information
about the way in which it is allocatedhere is a coefficient for the development of scientific institutions
which depends on performance criteria, but from the perspective of stakehslthis is handled in a
rather implicit way and does not lead to major financial effedtgverthelessresearch fundings
motivated by a strong historical basis, which, by definition, preserves stability for the institutions.

Potential performance imp& Quality and space for loAgrm planning

Institutions have large autonomy to invest their resources, which enables them f{
+ priorities and underpin their own strategies.
(Criterion: autonomy of internal allocation)

It appears that HEIs, to artge extent, are able to use research funding to support their own internal
research priorities and strengths. This enables HEIs and research centers to focus on their strengths
while leaving other research domains to other HEIs. However, there are coratetins ministry and
agency that HEIs may also crasisidize teaching activities with research funding, whereas HEls
complain that EU research funding often requires matching the funding from their own resources
(including for teaching), which are alrgadcarce.

Potential performance impacts: Research performance and longer term research strategies

Strong dependence on external research funds, like EU structural fundaslso the
public research funds available through the State Research Program/ Comme
Oriented Research Program and the Fundamental and Applied Research Br
provide ample opportunities for performandacentives This is further supported b
the recent research evaluation process.

(Criterion:create performance rewards and sanctions)

The allocation of research funding through external funds (mostly EU) implicitly provides performance
incentives Though no explicit transparent allocation orrf@@mance criteria are currently applied, if

HEIs do not perform well, they may lose credibility in subsequent rounds, and not be awarded such
funds anymore. The recent research evaluation process provides better insights into research
performance acrosdhe many research institutes in Latvia. This can encourage HEIs, research institutes,
the government and the Agency to search for proper indicators that can be applied, if one wants to
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strengthen the performance dimension in reseafonding mechanisms. Ithis respect, further steps
could be taken in the Latvian higher education system.

Potential performance impactResearch performance, innovation and international competitiveness

Weaknesses (funding of research)

Though the mostly historically bassthte research funding provides stability for HE
amounts are relatively limited and the matching requirements of EU funds as w
the dominance of research funding from EU structural funds endanger a g
financial foundation for the Latvian reseér systemThe public underfunding of th
Latvian system also refers to research.
(Critera: stability, perception of fairness)

A strong reliance on EU structural funds in order to support university research has ensured the financial
viability of Latviarresearch during the period of economic crisis. Though this funding stream may be
available in forthcoming years, the dominance over regular state research funds as well as private
research capital provides future uncertainties for the research system #&€imancial point of view. The

different funding streams produce irrationalities in plannirfopr instance, although machinery is

financed by EU funds, its maintenance costs have to come from state funding, which might not be
available or foreseen, sindbere is no integrated planning process. Another problem lies in the co

Fdzy RAy3 | LIWINERIF OK 2F 9dz2NPLISIHYy TFdzyRayY &adz00S5aasSa Ay
flexibility in state funds as more and more state money is bound-fuieding obligatbns.

In general, there are not enough elements of leegm, stable public funding sources for research (for

instance looking at the EUR 13 million state science funidirg11compared withEUR69 million EU

funds inthe same year (MoES, 20)2)ike wih the study place system, also the funding of research
O20OSNAR 2yfe | LINIL 2F | RSTAYSR a2LJWiAYIfé o0Fas -
development of universities allocated no funds from 2009 onwards (in 2014 only as swaik ad
fundingwith a specific purpose). The funding of research development is largely left to the EU funds.

Potential performance impactdow funding levels and uncertainty about the funding may create
problems with the quantity and quality of research

The mainly historical approach to distribute basic state research funds, together
perceived opaquO NRA G SNRA I T2 NJ GKS | f {ednroligh the'EU
structural funds and the competitive public reseangtograms)does not breathea
performance oriented atmospherelhe performance oriented coefficient also do
not create such a climate.

(Criterion:create performance rewards and sanctions)

Though competition is availakleparticularly for EU fundsstate funds for basic research appear to be

in the endallocated based on historical distributioBimilar to the study place system there is a use of
LISNF2NXYIFyOS AYyRAOIFIG2NAR a0SKAYR (KS al0SySa¢ ogKAOK
lead to sibstantial impact.EU structural funds are also distributed on the basis of relatively unclear
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criteriafrom the perspective of stakeholderbntil now, EU structural funds were distributed among all
HEIs and research institutes according to a logic, wihidhded relative size. Though some equality was
applied, the exact criteria wergpaguewhich hampers (performance based) competition.

The competitive public researcprogramsinvite proposals from universities, enterprise, research
institutions andnon-governmental organizations that address research topics meeting the goals of the
researchprogramsin line with national research priorities, scientific and national importance and
innovation. However, stakeholders could not immediately indicate the ingmme and working of these
programs which raises the impression that most institutions are not familiar with the exact rules of the
game and opportunities of thegerograms

Basic state funding for equipment, isccording tahe MoESrelated to indicatorssuch ashe number of
state-funded students, graduatespublications and patentsfaculty holding doctoral degrees and
professorship. In facit is not inductive to creating a performanceiented climate asthe criteria and
their application do not sem to betransparent to stakeholders.

Potential performance impact®esearch performance problems in terms of the quality and quantity of
the outputs and potential underemployment of potentially available resources.

The historical allocation of basitate research funding and the relatively equ
distribution of EU funds among various HEIls without usglicit performance
measures create an atmosphere in which theedtion is not considered fair.
(Criterion: support perception of fairness/mdkading transpagent)

Though the aforementioned strengtlthinted at the potential for explicit performance orientation in the

allocation of EU funds, this opportunity has not yet been exploited. HEIs seem to perceive the current
distribution of research foding (inclding EU funds) as netransparent because of a lack of clear

awarding and performance criteria. Given that funds are eaplicitly allocated on the basis of
performance strengthens this perception. Moreover, althoughftitdls are currently disbuted in a

GNBf I GA@Ste Sldat ol&é¢ 6aAyOS SOSNEoO62Reé 3ISGa az2ys
are left with the feeling that the allocation just follows historical balances, rather than openness,
competition, quality, or perforrance. This might be regarded as unfair, and as not addressing well the

needs of the country.

Potential performance impactQuality problems and lack of competition based on quality

There is a felt lack of a national research strategy ansbakeholders. This results in
research system that does not focus strongly enough on national research priorit
well as the needs of society. They also feel no support to accomplish such a stra
(Critera: promote national strategiegpromote irstitutional profiles)

There is a general feeling among HEIls, khieistry and theAgency that there is no real national
research strategy with national research priorities that universities and research centers must adhere to.
The national research systeiinstead largely driven by bottoop initiatives from HEIs (rather than a
top-down government steering mechanism). In cases where it becomes clear that Latvia receives fewer
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funds from the EU Horizon2020 funds than it invests, the Agency is then askadhtthis situation
around. As HEIls feel neither a strong push towards a national research strategy nor towards particular
research priorities, they attempt to build their own research profiles. The first, and recent, research
evaluation indicated that wly a limited number of research institutes/centers demonstrate
international competitiveness (15 out of 76). This could provide a basis for stronger research
prioritization, with HEIs focusing more closely on their strengths, and funding agencies codiespp
allocating the available funds more selectivelg., the basis for the establishment of places for research
excellence is there, but it is not yet used to promote such a development.

Potential performance impactQuality problems and lack of mpetition.

There isno integrated system of basic funding of teaching and research. This n
that research funding is coming as a kind of-ttgpd Fdzy RAy 3 RS & LJ
- basic funding. In the logic of thlree-pillar model basic funding iput into the third
pillar with no funds left for focused priorities.

(Critera: stability, balanced system

The general idea of close interactions between teaching and research within a university usually leads to
an integrated basic funding of teachiagd research. Basic funding then allows a very basic realization
of the two core tasks, with flexibility in using the funds for one or the other (restricted by defined
teaching loads). As has been shown in the section on state funding of teattisnig not done in Latvia

basic funding is not sufficient to engage substantially in reseachesearch driven criteria are applied

to determine basic fundingand with the university and the research institute there are even two
separate artificiaunits to receive funds for teaching and research, leading ¢omplete separation of

the revenue streams. In terms of théree-pillar model the funding of research institutes gets the
character of ortop funding in the third pillar, creating the impresgithat research is not a basic task.
This also leads to the effect that institutional public funding of research is not targeted and focused as
one would expect from the third pillar. Instead of a limited basic research funding as part of a general
basicbudget to fulfill all tasks of a university plus a targeted investment in promising research areas and
national research priorities Latvia realizes a lack of integrated basic funding andtargeted topup
funding of research infrastructure.

Potentialperformance impactd?roblems with research quantity and quality

There is a lack of stimulation of important elements for the advancement of rese
- and innovation.
(Criterion: avoid undesired effects)

To develop research areas at levels that aternationally competitive, it is, for example, inevitable that

postdoc career opportunities are made available. There are currently no systematic funding
YSOKFYA&aYa LINRBY2(GAYy3 GKAAOD 5SALIAGS GKS | AdiKSNJ 9R
research, knowledge transfer and industry relations, there andy very limited competitive funds

available to promote these kinds of developments. Furthermore, HEIs that seek to develop innovative
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new study programs or research lines have to finapoeinvestmentslargely bythemselves, since
GKSNB INB y2 aAyy20FGA2y FdzyRaé¢ | @FrAftlofS i SAGK

Potential performance impacttack of a competitive environment to stimulate innovative, excellent and
internationally ompetitive research

Scholarships from EU structural funds given to Master and PhD students/resea
may not always lead to successful completion or to stimulate an innovative res
labor force.

(Criterion: avoid undesired effects)

Not all Master and PhD graduates will go on to work in academia or in resieéecisive jobs. Many
students/graduates with scholarships that were intended to train them as specialists for the (academic)

labor force might drop out of their studiesorchdds 220644 2dziaA RS GKS aAyy20!I i
G2 0SS | af2aa 2 NJ NIaddiion, th& dritiéria o5/ #locakrlg dhee &cBolarghipd S ®
ultimately lie with the universities, and, as suchither the statenor the Agencyhascontrol over the

use of the instrumentFinally, thestructure of the research sectdncludesnon-university research

institutes that offer attractive working conditions for PhD candidatétowever,only universities can

award PhDsThis requires smooth collabdran, which is currently not supported by the funding
mechanisms.

Potential performance impactdotentially high drogut rates for Master and Phprograms and
problems with performance of young researchers

Academics working in HEIs can earn sub&dptdifferent salaries based on the typ
- of activities they are involved in (teaching and research) or where they work.
(Criterion: perception of fairness)

Academics can earn different salaries based on the activities they are involved in. Tesarimelsss

than researchers working on Huhded research projects. Depending on the number of research
projects a professor is engaged in, the salaries might substantially increase. For-apexating
academic labor market, it appears problematic thae tealary can so heavily depend on the type of
activity one does. Although some form of salary rewards might be stimulating, differences that are too
large may harm the employemotivation, especially for young researchers with limited access to larger
research projects

Academics from Riga working in the region require substantial financial compensation for both any
additional costs they accrue (e.gravel) and for the fact that they are willing to work for a regional
institution. The autonomy of institiins to respond to such demands may put financial pressure on
regional HEIs, while creating a situation of (substantial) inequalities in employment conditions between
employees working at the same institution.

Potential performance impactShis providesabor market distortions with a high risk tose young
academic talents for science.
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Overall conclusions (funding of research)

1 Overall research funding levels are relatively low in Latvia compared to most other European
countries.Basicstate funding for public research particularlylimited, leading to a situation of
austerty and anR&D system that is not competitive internationallytate research funding
needs a good balance between basic funding of research (which should beatategrith basic
funding of the teaching mission) and targeted, focused funding of research priorities. This
balance does not exist in Latvian state funding which is characterized bjooased topup
funding of research.

1 Research funding from EU strucalifundsconstitutesthe main research income a&search
institutes/centers and enabled universities to survive financially since the economic crisis hit
Latvia in 2008. One could ask the question whetherstlktural funds will endure and offer
sufficient financial viability for the R&D system in the long run.

1 Most stakeholders indicate a lack of any national research strategy, and suggest that research
funding is not currently linked to national research priorities. They are therefore able to set their
priorities and strategies (which, though necessary, results in possible fragmentation of research
efforts). The institutions realize, however, that they have to compete for research funding from
EU structural funds. This puts the Agency in a positionotmdilate priorities and national
research strategy that institutions can then adhere to. However, the allocation criteria used by
the Agency are not perceived as transparent and, as such, the Agency misses out on the
opportunity to firmly set the agendailso, the criteria of the national competitive research
programsappear to not be fully known among stakeholders.

1 The way in which basic state research funds are distributed among HEIs and research
institutes/centers is, to a large extent, ndransparent,and creates the perception of an
atmosphere of unfairness, despite the fact that there seems to be a kind of formula system
including performance indicatofg an implicit way.

1 Many stakeholders indicate that a stronger performance orientation could tree system. If
additional resources could be opened up, than a transparent relationship to explicit
performance criteria would be welcomeitihe idea of joint funding of the two core missions of
the university could also require an integrated system of performance indicators in teaching and
research, leading to a flexible lump sum from the performance oriented funding pillar.

9 The evaluation process recentlyconducted provides a good basis for a selective research

funding system that is potentially more aligned with national research priorities, competition,
and focus on strength areas. The quality process can be used to formulate -queitied
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(performance) indicators that may be integrated into the research funding systems of the
Ministry and the Agency, e,ancluding performance agreements.

4.5 Diversification of financial resources for HEIs

Strengths (diversification of resources)

+ The legal structures enable resource diversification.
(Criterion: promote accessibility of income sources)

The legal framework in Latvia allows HEIls to diversify their resource base and to look for all kinds of
income streams with only very few restrictions. They are allowed to charge tuition fees, principally
without regulation of their volume. They are alsble@to generate profits from professional training or
commercial companies. They might also establish foundations and rent out their facilities (for
educational purposes). Overall, the system enables HEI institutions to generate specific revenues
accordingo their particular situations (for instance, the University of Latvia owns a lot of real estate and
possesses endowments).

Potential performance impact$his autonomy is expected to generate an outside orientation of HElIs.

+ There are many fee payirsgudents who are willing to invest in higher education.
(Critera: stability createa competitive environmeit

Many students are apparently willing to invest in higher education and collectively create a substantial
resource base for HEIs. Thesitditional revenues for HEIs would help them survive and to start up new
initiatives, such as new teaching programs (especially as public funding through the study place model
does not stimulate program innovations).

Potential performance impactsinovatd Sy Saa FyR 2NASYydF A2y (G261 NRaA (K

Substantial funding from Es&tructural funds for HE and research is a major sourc
diversification.

(Criteria: financial sustainability; promote national strategies; competitiv
environment)

+

BU structural funds enabled the HE sector in Latvia to survive in the period of economic crisis since 2008
and, helped to further develop the Latvian R&D sector. Given that these funds are allocated through a
special agency provides the opportunity to prommational research priorities, stimulate competition,

and enhance performance orientation. HEIs are strongly aware of the importance of their income from
EU structural funds (allocated within Latvia) and other potentiaféddarch funding (allocated thigh

EU agencies), and, as such, will be responsive to criteria related to such funds.

Potential performance impactQuantity and quality of activities
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Latvia has a substantial private higher education sector which offers stu
+ alternatives next tahe full-fee paying opportunities of the public institutions.
(Criteron: stimulate a competitive environment)

The existence of a substantial private higher education sector offers students additional choice, provides
them with access opportunities beyonthe scope of the public budget, and enables more
professionallyoriented programs to flourish. In addition, this challenges public HEIs to offer relevant,
good-quality education. This of course requires institutions some level playing field for privgiterhi
education to compete in terms of diplomas and degrees that are offered. Since private HEIs often offer
more professionalhpriented programs, they also stimulate diversity in the system and foster close
cooperation with industry.

Potential performancémpacts:Quality, satisfaction of diverse needs, relieve of the public budget

Weaknesses (diversification of resources)

There is strong reliance on tuition fees and EU structural funds rather than on a
state budget for teaching and research @aib 1/3 of total funding).

(Giteria: guarantee continuity in funding mechanisms, promote risk spreading
management)

Alongside the positive effects in terms of creating a competitive environment through income
diversification, the strong reliance omition revenues and Ebtructural funds for research instead of
stable basic funding from the government may harm the kargn financial viability of HEIs in case
these revenue streams are not very reliable. Due to demographic decline, it #&ngath that tuition
fee-revenues are under pressure. In addition, structural funds may not be eternal, either (though they
appear stable in the mitbngterm). As such, it would be good if HEIs intensify their pursuit for further
resource diversification in ordeotfurther spread the risk. At the moment, financial sources outside the
state budget typically lead to new dependencies and risks, instead of addressing these risks by spreading
them across a balanced set of income streams.

Potential performance impactQuality problems and a potentially shrinking HE system

Income from private sources like industry or community services appears f{
- underdeveloped.
(Criterion:promoteriskspreading)

Both stakeholder interviews and research suggest that revenues from other sources (like business and
industry, but also from research and services for public sector organizations and international sponsors)
arelimited. So on the one hand the share of digdied funds seems to be high and does not necessarily
have to be increased, but on the other hand the degree of diversification within these funds is not
sufficient.
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Though HEIs receive about fiércentof their revenues from other income sources, ihi known how
YdzOK 2F (KSaS NB@SydzSa IINBE tAYy1SR (2 SRdzOFGA2Yyl f
facilities, etc.

Potential performance impactisufficient transparency and explicit risk management

A variety of funders may distrattEls from setting their own research priorities.
(Criterion:promote institutional profiles; avoid undesired effects)

Though it is good that institutions are sensitized to external incentives around performing in certain

areas through resourceompetition, such competition may have adverse effects if the performance

criteria are not steering the institution in the right way. It can thus either contribute towards, or distract
FNRBYX 19LaA aSdhddAy3a adGKS NRIK(Ge LIdKadsKoiRES@@ soL y (1 K ¢
significant, it is important that these allow or stimulate institutions to develop their own (research)

profiles, providing they fit with national strategic priorities for higher education. Without -well
established priorities, thaystem can easily degenerate into ad hoc activities, which are contingent on
available financingt KS N2t S 2F G20 KSNJ &2 dabide®) hut is noditransm@rt. O | y G A |

Potential performance impactd:ess strategic focus and as a resultransparency, less mass and
reduced quality

National data as well as institutional information demonstrate the there are m
NBaz2dz2NODSasxs ¢KAOK I NIck BfSransparénBy hatn (aKfdl
understanding of the funding and financial sitwatiof HEIs.

(Criterion: make funding transparent)

At both the national level and the institutional level, there appear to be substantial financial flows
flr0SftSR a4 G20KSNJ NBOSydzSaé¢s 6KAOK YAIKG O2NNBaALR
anything else. It is encouraging to see thadt least the largest universitiesare capable of generating

additional revenues. The risk, however, is that society cannot be easily convinced that HE is
underfunded. Not knowing where these resources come fromh &hat they are spent on makes HE out

G2 6S I oAl 2F | aotl O]l 062E&éd ! f (iK2dzAKubsidizihngg y 3 Ay
between various types of activities, it does so only at the expense of the real cost calculation of
education andesearch.

Potential performance impactsfhis decreases trust in the HE system and a reduced likelihood of
increased public spending on HE and research.

Despite the positive general assessment of state regulations in the conte
diversification, there are a few mindperceived)restrictions for generating incom
from diversified sources.

(Criterion: promote accessibility of diverse income sources)
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Although current regulation for public universities enables them to achieve comprehensive revenue
generation, there are some exceptions. Yet there is no reason why, for example, conference facilities
cannot be rented out for purposes other than education; settnng that is presently prohibited.
Similarly, machinery funded by EU structural funds cannot currently be used for commercial purposes in
the first 5 years; curtailing the possibility to generate additional income.

Potential performance impactdJnderenployment of premises, equipment and resources as well as
suboptimal university engagement with society

Overall conclusions (diversification of resources)

1 The Latvian HEsector has made a number of strong steps in the direction of resource
diversification the legal framework for this is favorable (with very few exceptions). As Bikils,
havebecome less dependent on state budgets and thus can survive peditoabmic shocks
like the recent financial crisis. The major external resources appear to be tuition revenues for
teaching and nationaltgllocated EU structural funds for investment and research. However,
further revenues from private resourselike industry and public ganizations appear to be
underdeveloped.The share of diversified resource seems to be fine, but the degree of
diversification through spreading revenue over a variety of sources could be increased.

9 Tuition fees for additional student places may be arelinble source of income in Latvia due to
demographic declineln addition the strong outward international student mobility may impact
on these resources. As such, HEIs must offer students attractive andggatity education to
ensure this income strem is as viable as possible. Moreover, EU structural funds may also not
be an evetlasting revenue base: although there is aédm stability, countries and HEIs must
also forecast and prepare for losigrm research revenues.

9 Latvia shows that many peopsge willing and capable to invest in higher education. However,
the best students, who often come from more advantaged groups in society and are likely to
have the best employment opportunities, are exempted from making private contributions. This
means hat Latvian HE is missing out on an additional revenue stream.

1 Finally, there is an issue concerning transparency, particularly with regards to the relatively large
LR NOAZ2Y 2F NBaz2dzZNOSa , paiticul§rly ®iRa fawauniveritiedt tBeNdENS @ S v dz
sector wants to plea for additional resources to overcome a situation of underfunding, one has
G2 Of SINI& RSY2YAadNrdS ¢KFdG Aa YSIyd o0& a20GKSN
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4.6 Financial autonomy of HEIs

Strengths (financial autonomy

There is strong institutional autonomy to internally distribute resources and als
build financial reserves.

(Critera: guarantee autonomy of internal resour@dlocation; guarantee academi
freedom)

+

Latvian higher education institutions exerciséaege degree of autonomy with respect to the internal
allocation of financial resources. This implies that they are relatively able to reallocate resources
between departments and different activities. As such, ciadssidization is possible in cases whan
institution wants or needs to do so, e.dn order to maintain a study program with relatively low
student numbers. Aside from money, stdimded student places are also able to be reallocated by the
HEI, up to 10 percent of student places. AlthlougEls are allowed to build reserves for future periods,
this remains a theoretical proposition, since financial constraints do not allow substantial sums to be
carried over to the next year.

Potential performance impactStrategic focus and quality

The financial autonomy provides a prerequisite for developing institutional strate
+ and profiles.
(Criterion:;promote institutional profiles and strategies)

Within the limits of total resources, HEIs can mobilize the financial resources necessawglimpdend

realize their own strategies and profiles. They have the freedom to allocate funds according to their own
research and teaching priorities. This is a necessary condition for HEls in becoming successful;
particularly in teaching and research arelisets incentives for the efficient use of resources.

Potential performance impactStrategic dbcus on strengths createsguality (excellence) and efficiency

Higher education institutions also have the autonomy to set the tuition levels fer
paying students.

(Criteri: stability; promote accessibility of income sourcéske into accountcost
differences)

+

With the freedom to determine their own tuition levels, institutions are also able to determine which
student markets they want to serve. Thigll help them to financially sustain particular study programs

or to generate resources necessary for new initiatives and innovations. It also enables institutions to
distinguish between lowand highcost programs, and to use tuition fees as price diggoa the student
market. Finally, it enables HEIs to pursue their own plans for study offers, beyond those study places
determined by the state.

Potential performance impact§: I G A & FF QG A2y 2F &a20ASdie.Qa ySSRa F2NJ
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Higher educatia institutions also have the autonomy to borrow money at the cag
+ market for investing in infrastructure, like buildings or expensive research equipm
(Critera: stability; take into accountost differences)

HEIs are given the freedom to borraomoney on capital markets to invest in research infrastructure or
GK2dzaAy3dé¢d {AyOS OF LAGIH YIEN] SGa dasS adiNnOi ON.
complementary financial support via government or EU structural funds. But this autonomy provides

more flexibility for longterm investments in innovative ideas.

Potential performance impactinovativeness

Weaknesses (financial autonomy)

Institutions are not fully aware of the degree of autonomy they have.
(Critera: transparencyprovide cleaand nonfragmented incentives)

Following stakeholder interviews, it became clear that neither representatives from HElIs, nor from the
Ministry, nor the Agency knew exactly the precise limits of the financial autonomy of HEIs. Can they use
teaching resoures for research or the other way around? Can they esodssidize teaching with
research grants from E&tructural funds projects? Are they able to set their own tuition levels beyond
the levels of state subsidies for study places, or even beyond theldatwamative costs calculated by

the ministry?

Potential performance impactimtransparencyanlead to suboptimal levels of quality and efficiency

The financial autonomy of HEIs can raise issues with external partners wih
- resources are used favhat they were meant to do.
(Critera: transparencyunambiguous and balanced funding)

During the stakeholder interviews, some external partners of HEIs raised the point of questioning
whether some funds are used appropriately for their intended actisitidre teaching funds used for
research, or are EU structural funds for research used to maintain low tuition fees? It seemed as though
there were concerns about what happens with the money given to HEIs. Sudhansparency may be
harmful for public tust in HEIs. However, rather than enforcing spending and autonomy limitations, the
issue of trust should could instead be resolved through more transparent performance relationships and
greater transparency with regard to the volume and quality of teachimdjresearch. It would be fatal if,

given the impression of the misuse of funds, the situation returned to earmarking and speciic line
items. The focus should be on the transparency of income streams and on the effects the use of money
has in terms of amdemic performance.

Potential performance impactdntransparency can lead to reduced trust and therefore suboptimal
investments by government, industry and students in HE.
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Financial autonomy of HEIs may prevent them from aligning with a nattnagéqgy.
(Criterion:promote national strategies)

If HEIs enjoy a large degree of (financial) autonomy, they may not feel strong incentives to adhere to
national priorities and strategies. One can think of the number and vast diversity of study progrgms,
leading to duplications of programs in particular fields, while leaving other fields tseadeed. One

might also conceive of situations where strategic research orientations of various universities overlap or
are not adequately filled. As a resuhe ministry may have lesser grip on the HE and research landscape
than they might wish for. On the other hand, activities could be organized in a more efficient and
flexible way compared to a situation in which the ministry defines everything. Decestialiecisions
usually benefit from better information. Finding the right balance is thus an art.

Potential performance impact®roblems with national priorities

Overall conclusions (financial autonomy)

T

Higher education institutions enjoy a great die# (financial) autonomy andas such can
flexibly, efficiently and effectively spend their resources. They can also use this spending
freedom to develop their own strategies and priorities for teaching and research.

Whereas HEIs often appear to be unawaf their real autonomy potentially leading to a sub
optimal allocation of resourcassome external stakeholders perceive that they have too little
AYyFtdzSyO0S 2y ¢KI G dzyA @S NAE AopaudessDaoutythissiNmtianl y Q i
will have an impct on the trustrelationships HEIs have with their external partners, like the
Ministry, the Agency as well as industry, etc. Transparerather thanreturning to a state of
greater finance regulatiorshould be the answer to this emerging problem.

Thefreedom to make their own decisions, e.gith respect to tuition fees, education offerings,
research priorities, financial reserves or capital investments, enable universities to behave as
competitive organizations. However, the rules of the game mestransparent and the system
needs to be guided by some national strategies or priorities in order to generate a more
effective HE system as a whole.

4.7 Student financing (tuition fees; study costs, student loans and scholarships)

Strengths(studentfinancing)

+

Latvia has many tuition fee paying students.
(Critera: create a competitive environmenpromote accessibility of diverse incor
source}
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Latvia has a very high proportion of full fpaying students compared to many other European
countries This indicates that many people attach substantial value to higher education and are willing to
bear the financial burden of the tuition fees. It also provides HEIs with substantial additional revenue to
contribute towards the maintenance of their ingtiions, offer a wide array of study programs, and
launch new initiatives. The fact that many students need to pay may also stimulate a more customer
oriented attitude among students and institutions, which may result in higher quality services.

Potentialperformance impactdnvestments in higher education, quality

Tuition fees are often related to the amount of government funding provided
various study programs (disciplines) and as such also take into account
+ ) -
differences. They also can takdo account capability to pay.
(Criterion: take into account cost differences)

Students in more expensive study programs (esgjence and engineeringjten pay higher tuition fees

than those in lowercost studies, such as law, business administratiod social sciences. Since full
tuition students constitute the majority of students, this also guarantees that more expensive studies
will not be underfunded. This may create a good signal to the market, although might also incentivize
students to opt forcheaper programs at the expense of more expensive (and sometimes national
priority) programs (what is currently counterbalanced by the distribution of sfianced study places).

The University of Latvia reacts to these potential problems by settitat fe& for all students (average

of prices for study places, this also guarantees affordability of expensive programs). Some programs or
institutions in the region use their autonomy to exempt students from paying the tuition fees, since
many of them arefrom poor backgrounds (e.gat the University of Daugavpils). These students will
then have to be crossubsidized by other students or revenues (which are also limited as seen above).

Potential performance impactQuality, access and wetbnsidered/casoriented study choices.

Student loans arén generalavailable toa substantial number o$tudents covering

+ tuition fees living expensesother study costs as well as study abroad. Repayn|
conditions are favorable.

(Criteron: perceivedairness)

All students who want to borrow and who have relatives or friends that can act as their guarantors are

able to take up student loans for tuition fees and living expenses. As such, most students should be able

to pay for their costs of study and repay thafter graduation. The loans include relatively favorable
repayment conditions, such as no interest during studiemexyear grace period, relatively low interest

during repayment, and various government debt cancellation arrangements (in case of having a child or
G2NJAYy3 Ay Ga20Altfte& RSaAANIOGfSE 220400 ¢KAA A0GAYdz
acces, and helps Latvia to attract relatively many people to higher education regardless of the very low

public investments in HE. Student loans can also support students seeking to study abroad.

Potential performance impact&ccess
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Merit based scholarshs for very few absolute top performing students on publ
+ subsidized student places create a positive climate forgegormance.
(Criteron: createperformance rewardand sanction

Students on publickgubsidized fultime study places can compete for a relatively small number of
scholarships (14 percent of them receive one, about 5 percent of all students). These scholarships (of
EUR 100 per month) cover a substantial part of thenthly expenses of a student. Only the top
performing students are eligible and awarded the scholarship, thus generating a pursuit towards
excellence among the teperforming students. This is another element that proves that overall the
Latvian funding sysm islargelymerit-focused, rather than mearsased.

Potential performance impactStudent performance (excellence), efficiency

Weaknesses (student financing)

Heavy reliance on fee paying students in connection with demographic change ¢
- accessssues and endangers financial viability of HEIs in the long run.
(Critera: stability, perception of fairness)

Due to demographic developments that exhibit a declining trend in Latvia, the strong reliance on tuition
fee-revenues poses a threat to thenéincial viability of many HEIs in the long run. In any case, it calls for
a greater emphasis on efficiency in the system in terms of minimum numbers of students in study
programs and classes, teaching methods, etc. The combination of a reliance onfeggoend strongly
merit-based (and not meanrmeedsbased) subsidization leads to problems in terms of access for
students from lower soci@conomic backgrounds.

Sometimes the high share of féddl @ Ay 3 A0 dzRSydia Aa RSOf I NBRtviNBaLR Yy a
which, in particular, occurs to tuitiefiee countries in Northern Europe. This is nevertheless an
assumption and there is no empirical evidence confirming or rejecting this argument. Taking into
account the fact that attractiveness of studies {erms of funding) is not only related to tuition fees,

but to the whole financial situation (including living costs), it is not fully plausible that tuition fees in

Latvia results in students migrating to Scandinavian countries. Many stakeholders eahfirat those

students choosing to study abroad do so, on the basis of expected quality outcomes and the reputation

at universities in European countries, compounded by a lack of trust in the quality in Latvia. As such, this

will not be used here to critize the tuition fee situation.

Potential performance impactReduced income may endanger the quality and efficiency of education

Distinction between publicly subsidized students and-daBt fee paying student
based on grade point average in secorydaducation (duatrack system) creates
potential loss of income for the HE system and could endanger fairness and
access to higher education for lower soceiconomic classes. It also forces ma
students to work.

(Critera: promote risk sharingpromote accessibility, fairness)
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The onethird discrepancy between students who get on publgljpsidized study places and those who
have to pay for their own education (which is first of all based on meeif success in secondary
education), thougha good mechanism to stimulate higjuality students to enter HE, might also
generate conditions of social unfairness. In general, all around the globe, children of richer (and often
highereducated families) tend to show substantially better results inosdary education. As such,
giving the tuitionfree study places to the best students in practice means that these places will most
likely be given to children from the betteducated and more affluent parts of Latvian society.
Rewarding excellence impligi means sanctioning lower soesxonomic classes, even when they
qualify for higher education. As a result, students from poorer backgrounds more often than not have to
pay for higher education. This leads to inequalities and raises concerns abouiténewcrof fair access

to higher education. Interestingly, one can also argue that if so many students from less educated and
less affluent backgrounds are prepared to pay for HE through tuition fees (curtemtithirds of the
student body), then HEIsde tuition revenues from the other third of the student population who in
most cases could afford to make these payments.

The aforementioned situation leads to a high percentage of students working, many of them even full
time (stakeholders also reporteduslents taking one year off from their studies to earn money). This
calls for targetoriented and efficient study processes.

Potential performance impactsAccess/equity problems as well unexploited revenue generation
capacity

Calculation of tuitiorfees is often based on the ministerial prices from the study p
system. The real cost of education is perceived to differ from this.

(Critera: take into account cost differences; financial sustainability; promote diy
income sources; transparency)

HEIs can charge full tuition fees and are in principle free to determine the maximum. In practice,
institutions tend to charge the value that is allocated by the Ministry for the diateled places, as this

is also the amount that students can borrow tded K (G KS GaddzReé f 21 yé aOKSYS |
Institutions nevertheless differ: for example, the University of Latvia charges every student the average
FY2dzyd 2F (GKS @FNR2dza dadGdzRe LI I OS adzmaiARdaSas (KE
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them that students cannot afford to pay tuition fees. Altogether this means that the system is opaque,

and that HEIs often do not charge the fedists of education to their fepaying students. If this is true

(i.e, that they are underfunded through the state study place funding model), then they are also
OKIFINBAY3 UGdzZA A2y FSSa -QXE T UINGSA IR 20 dzettieh grsdldsdd dzRKSyA N
to be crosssubsidized from some other revenues, which endangers financial sustainability and
transparency. In addition, by failing to distinguish between fees for students in different study programs

results in a situation whereby some st/ 1 & a2 GSNLI 8¢ GKAES 20KSNE ddzyR¢
respect to the full costs. Finally, the full fpaying model does not appear to work for many regional
institutions. On the one hand, they feel they are not able to charge full fees to stsideanihey will then

lose their market share. On the other hand, they experience different cost structures than universities in
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larger cities. Since regional institutions are generally smaller and have feweifistated study places,

they expressed that thé G SyR (2 NBRdAzOS GKS 41 3Sa F2N af 20!l f
teachers/researchers from larger cities, they then have to pay them higher wages (comparable to what

they could receive in the cities) in order to come work for them. All incakt structures are not
transparent and are not wethatched to fullcost tuition policies.

Potential performance impactd®roblems with teaching quality and access levelprograms that
charge the full costs

The scholarships for the best publiclyfR SR & G dzZRSy G a | NB
FS6¢ YR FNBE a2 YdzOK F20dzaSR 2y |
not create incentives for the large majority of students.

(Criteri: create performanceswards and sanctionperception bfairness)

2y
RS

Offering scholarships to only the few very best students is intended to help students with their costs of
living, while stimulating excellence. Since the scholarships only serve very few students on-publicly
funded places, and only the top ®qEent of students, these subsidies are only helping students who
have already been awarded a subsidized study plahese most probably given to students from
better socieeconomic classes (see above). In addition, the envisaged competition for excedlidince
only happen among the few already top students on pubsclgsidized study places. All other students
will consider themselves ineligible, and thus will not strive towards excellence.

Potential performance impactgccess problems, less performaeéfects than advocated

Student loans are offered by the institutions using government guarantees for pi
- banks to lend the money. Also the scholarships are offered via the HElIs.
(Criteri: transparency, ensure administrative efficierfeyrness)

Given that loans are offered on an individual basis by HEIs, one runs the risk that administrative systems
differ among them; meaning that student loans are not promoted and communicated in the same way
as might have been possible through one administebiody. This could also lead to a situation in which
students at one HEI are informed differently from students elsewhere, in the sense that they could be
better helped. A strictly decentralized system is also likely to be more expensive in terms of @perati
costs, since HEIs have to probably each perform particular administrative actions that are then
duplicated across HEIls, e.gnaking arrangements with private banks; leading to inefficiencies. The
same goes for the decentralized administration of méssed scholarships. The decentralized
approactt according to the stakeholdersalso does not seem to work for meatesting, meaning that
universities felt they were unable to adequately assess student needs.

Potential performance impactgccess/equity ptadems and efficiency losses (money that ddval better
spent)
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To obtain a tuition fee loan or a student loan one needs to have a guari
guaranteeing collateral in case the student/graduate cannot repay his/her debt
many Latvian school leaveaise not able to provide such a person.

(Critera: promotenational strategies; fairne$s

In countries where a large part of the labor force earns a salary close to the social minimum (around EUR
285 per month), demanding a guarantor who can repay thetdebcase of default seems to be a
particularly stringent criterion. This potentially results in excluding the poorest part of the population
from one of the few available funding sources, in cases where one would like to study opayfeg

basis. Thistrong push towards a guarantee that student loangghtfullyt are to be repaid appears to

be at odds with the various ways in which graduates can later have part, or all, of their debts written off,
such as those who have children (30 percent debstcellation for each child) as well as those working in
Gaz20Alffe RSAANIoftS 220aé¢ O0AYy HKAOK OF&asS G4KS adalrid
In some cases, there are alternatives to seeking guarantors; for instance, municipalities can sometimes
act as guarantors (otivated by the desire to recruit local labor force) or else there may be funds from
donations. These options, however, are not widely available.

Potential performance impactgccess/equity problems and potential loss of talented people

Student loandor other costs than tuition fees (like living expenses and other st
- related costs) also are merit based. Need based student loans are missing.
(Criteria promotenational objectives; fairne¥s

Student loans (for living expenses and fiaition study-related costs) can only be taken up by students

on statesubsidized study places. Fulition students cannot take up such a loan; nor are they entitled

to any scholarships. The normative approach behind the nised model permeates the entire
system,and stakeholder interviews indicated that this is based on a widetgpted social concept. This
implies that parts of the student population most in need of financial support are denied such support.
This creates a situation of inequity and disables assctor students from lower sociconomic
backgrounds. Since Latvia aims at increasing participation in order to generate adtigbited labor
forcet expressed through its adherence to the European ambition to have 40 percent of the employees
aged 25 to34 that have been educated to degremvelt one could assume that there were stronger
needbased policies to support students from disadvantaged backgrounds. This, of course, requires
instruments that are able to measure financial need, which interviewaagested, though not
necessarily easy to implement (e.pecause of an extensive shadow economy in the country) are
neither impossible. If it is estimated that 40 percent of the labor force has an income at the level of the
social minimum of EUR 285 paonth and graduates on average earn EL®QA per month, there must

be some basic data available to gauge income levels.

Potential performance impactgccess/equity problems, potential loss of talents.

Students seem not to be well informed; they nemdre information for rational study
decisions.
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\ (Criterion: promotenational objectives \

It is also often the case across many countries that students makéoilined decisions. This seems to

also be true in Latvia: going abroad because of doubts aboality, debt aversion because of unclear
fro2NJ YFN] SO LINRPaLSOGaz | Ydz GAGdzZRS 2F aitdzRe FSS
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they do not have an academic background, demands that there is an information system in place to
support study choices.

Potential performance impactgccess/equity problems; loss of talented students

Overall conclusions (student financing)

1 The high proprtion of feepaying studentsonstitutesa considerable resource to the system.
HEIs get substantial additionavenues, which they can spend according to their own priorities,
such asunderpinning basic operational costs or funding new initiatives. Heawein certain
regions peopleare often so poor that they cannot afford to pay the full tuition fees, resulting in
some institutions dropping their prices. The fact that this occurs demonstrates that HEIs are able
to adapt and respond to social issues.

1 With a declining demographic tendency, the forecasted number ofpBagng students will
decline, resulting in diminishing revenue possibilities for HEIs.

1 Since many students have to pay full tuition fees if they want to study, this means that not all
capable youngsters will enroll in higher education; or else will drop out at a later stage, due to
the costs. This means that the full potential of people capable of achieving higher education may
be underexploited, which ultimately might result in lowearpicipation rates than anticipated by
the government (e.gthe 40 percent ambition for the proportion of the higher educated in the
25-34 age cohort participating in the labor force).

9 One can also argue that the fact that so many students in Latviaviéiieg and able to pay
tuition fees means that the system misses out on some revenues that could be generated from
other students (i.e.one-third of the student population), for whom tuition fees would likely be
affordable (see next bullet).

1 Problems \ith access to higher education are compounded by the strong roeentation of
the system. Although it is good to stimulate student performance with rieaied elements, in
the Latvian system this tends to lead to cumulative benefits for the very lksy land
themselves free study places, receive scholarships, and are then able to take out an additional
loan to cover living expenses. It is moreover welbwn (and weldocumented) that the
highestachieving students generally come from the bettslucated and more affluent.

88



Nevertheless, meanfeed-based elements also play a minor role, but only as secoddr
criteria for the allocation of study places.

It is very positive that Latvia appears to have a ¥ieictioning student loans system with
relatively favorable repayment conditions, since this helps about 20 percent of thpaigag
students with their tuition costs, as well as supporting 15 percent of subsidized students with
their living expenses.

However, for several reasons, large numbefstudents cannot or do not want to use the loan
FILOATAGASADP ¢KA& YAIKG 0S Rdzavailamddity of stlentlGadgl NI y ( 2
(for living expenses) for students on fpaying places. As such, many students need to take on

jobs alongide their studies in order to pay for their costs, or else ask for support from their
families.

Scholarships are only available to the very best students on subsidized places. As such, they only
reach a very small select group of students who are litelgelong to the wealthier parts of
society. This is not a very effective way of stimulating excellence, and fails to create incentives
for the majority of students who will never be able to attain top performance.
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Appendices

Appendix 1 [ | ( @drder@Runding Model

1.A Relevant framework conditions in Latvia

The development of the Latvian higher education funding mediineed to take into account relevant
framework conditions in the countnlatvia had one of the fastest growing economie$€urope over

the past decades; however, it has also seen a dramatic contraction during the economic crisis. Annual
GDP growth was cumulatively at 33 percent during the yearsadssion to the European Union (2@04

07); the cumulative decline from 2080 was at minus 25 percent (Aslund & Dombrovskis, 2011,.p.12)
After the phase of contraction due to the economic crisis, annual GDP growth hadserceicking up,
reaching5.3 percent in 2011 and.B in 2012 respectively.

Unemployment fell from 1@ percent in Q2 in 2012 to 113 percentin Q4 20B (Central Statistical

Bureau of LatviaHowever, unemployment of tertiary education graduates i$ gtercent, significantly

lower than the average rate. The individual and sodidtenefits of tertiary eduation have been

extensively discussed elsewhere (see ,eAynhold & Kwiek, 2011, pp. &®2); however, as for
neighboring countries, tertiarngducation in Latvia can also be considexedi KS 06 Said dzySYLJX 2
insurancé. The most recent comprehensive reselaron the graduate employment is dated 206fom

the data available iseens that there are comparable employment outcomes for different subject areas,

with the exception of graduates of humanities and social science which have slightly lower employment
outcomes three months after graduatidh(Ministry of Welfare 2007. 78).

At-risk-of-poverty rate, which is the share of people with an equalized disposable income (after social
transfers) below the atisk-of-poverty threshold, for the age cohort &84 peaked in 2010 at 22.3
percent; slightly decreasirtg 19.7 percent in 2012; with the rateeingsignificantly higher across some
regions in 2012 (e.g30.2 percent in Vidzeme, 30 percent in Latgale and 20.4 percent in Zemgale
regions(Central Statistial Bureau of LatviaJhe rate for students of that age cohort who are in tertiary
education is slightly lower, as the following graph sh@wigure 3).
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Figure 3: Tertiary education students at risk of poverty or social exclusion
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However, approximately 16 out of 100 students are at risk of poverty and social exclusion. In 2012, the
guaranteed minimum include (GMI) benefit was scaled back by 12.5 peroemt /L 40 (EUR 57) per
month to 35 (EUR 50) per month. Responsibility for providing the GMI benefit was devolved to local
government.

Latvia is one of the countries in Europe that has experienced and continues to experience significant
demographic dedtie as a consequence of both lower thirates and migration trends. Theehn
migrationtrend, for example, hasontinuedsince 2009; in 2012 it was minus 11,890 (Central Statistical
Bureau of Latvia). Moreover, the effect has been widespread across diffegions(Table 13).

Table 13 Longterm net migration of population, by region (2012)

Riga -4,056
Riga region 240
Vidzeme -1,589
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Kurzeme -2,334

Zemgale -1,544
Latgale -2,577
TOTAL -11,680

SourceCentral Statistical Bureau of Latvi

Alongside these trends in migration, the school age population has also been rapidly declining since
2008 (Figure 4) however, anecdotal evidence indicates that a large share in particular of well
performingstudents emigrate at the end of secondary schodfing

Figure 4: Evolution of total possecondaryschootlage population in Latvia 20622
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SourceWorld Bank; Graph compiled by authors

ZIna survey on theiplans to study abroad, 50 percent of high school students in Latvia said they had such
aspirations (Dream Foundation, 2011).

92



Over the next decades, Latvia will thus be confrontetth the challenge to increase productivity as the
basis for continuous growth, given its fast and significantly shrinking population. The higher education
sector will play a paramount role in preparing highly skilled individuals that are able to addesss t
challenges.

1.B Description of the Higher Education Sector in Latvia

Performance oHigher Education in Latvia

Higher education systems across the world have different missions and strategic goals; however, in one

way or another all systems std to transmit higHevel skills to young people, prepare students for the

labor market (including the academic labor market), contribute to research and development and the
WGKANR YAAAaA2YQ 2F dzyAGSNRAGASA ddprhedtkandCdcigtiesiaS RS T A
a whole. A full discussion of the performance of the Latvian higher education system woulgidoel be

the scope of this report; dwever, a short overview focusing on select indicators seems helpful for the
following discussion.

AA 'y 9! YSYOSNI adtraS [FG@AF KFad RSFAYSR ylrldAzyl
competitiveness strategy. Two out ahe five headline targets pertain to higher education
(http://epp.eurostat.ec.europa.eu/portal/page/portal/europe_2020_indicators/headline_indicajors

1 3 percent of the EU's GDP should be invested in R&D. While 3 percent is the overall EU target,
the national targetfor Latvia is 1.5 percent. Latest available Eurostat data show that in 2012
Latvia allocated just 0.66 percent of its GDP to R&D.

1 Atleast 40 percent of 384 years oldin EU member states should have completed a tertiary or
eguivalent education according to the other headline target related to higher education. The
YEGAZ2YLFE GFNBSGO F2NI[FGOAF A& on LISNOSYydT | 002
30-34 year olds have completed a tertiary education, so the overall EU target has already been
attained.

In the context of the EU and the aforementiongdlicators,enroliment and attainment rateson the
whole, do not seem to pose a serious problem. Terti@mel attainment has continuously increased
since 2005 when it was at just 18.5 percent. The percentage of female studentaldzabeen
continuously above 60 percent in recent y&arsThe latest available Eurostat data on graduates in
science, technologyengineering, and math (STEME from 2012andLatvia had 13.7 STEM graduates
per 1.000 inhaltants in the 20¢ 29 age cohorivhich seemslow in the European comparisdiitU 27

2 http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tps00063&plugin=1
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average was 16.8 in 20%1However, this issue already receives significéieingion by policy makers in
Latvia.

Figure 5shows that the distribution of students across ISCED levels (or levels according to the European
Qualifications FrameworK) follows what can be considered a typical Northern European and UK

pattern with a significant share of students being enrolled at the Bachelors level. There is a higher
percentage of doctoral candidates in Latvia than in neighboring Lithuania; howeverallotie

percentage is lower than in comparator countries, perhaps pointing at possible issues concerning the
LINEFS&aaAz2ylf WLALISE AYySQ -r@l@eNprofeddioRsINatiréquire skits at thed 2 Ay
academically advanced level.

Figure 5 Distribution of students by the level of studies (2010)
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Source UNESCnstitute for Statistic§2014), accessed on March 14, 2014 at
http://stats.uis.unesco.org/unesco/tableviewer/document.aspx?Reportld=143

Vibrant higher education systems tend to havleigh degree of internationalization and strive to attract
renowned international scholars and talented students from other countries. However, also outward
mobility can be highly beneficial, in particular if students return after a mobility period andniec
dagents of changein their own evolving higher education systems and contribute as graduates to the
labor market of their home country.

24 http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&plug-1&language=en&pcode=tps00188

%5 |SCEIs an abbreviation forite InternationalStandard Classification oflcation an instrument for compiling
internationally comparable education statistics.
http://epp.eurostat.ec.europa.eu/statistics_explained/indgkp/Glossary:International _standard_classification_o
f_education_(ISCED)
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Figure6: Outbound student mobility ratio
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SourceUNESCnstitute for Statistic§2014), accessed on March 14, 2014 at
http://stats.uis.unesco.org/unesco/tableviewer/document.aspx?Reportld=143

While stakeholders in Latvia raisencerns about outbound studemhobility, this type of mobility in
Latvia is comparable to neighboring Litmia and significantly lower than in Estonia. From the data at
hand alone, atbound studentmobility should not be greatsource of concern in the Latvian sector.

However, as in neighboring Baltic countries, outbound mobility of students does not sd8aestly
balanceal by inbound mobilitywhich can be consideredmoxy for system attractiveness inEeuropean
and international context. Scandinavian countries ahd United Kingdom, in particulagre much
more successful at attracting foreign studenisho often pay significant feedor their education
abroad Through these feeas well aghrough the transfer of knovhow and more generally the inflow
of talent, these students contribute to thedreasing attractiveness of their receiving higher education
systems.
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Figure7: Inbound student mobility ratio
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Source: UNESQtitute for Statistic§2014), accessed on March 14, 2014 at
http://stats.uis.unesco.org/unesco/tableviewer/document.aspxp&td=143

Aspreviouslymentioned, investment in R&D is very low in Latvia. In 2@0%as at 0.56 percent of GDP
andit has fluctuatecbetween 0.46 and O@percentsince 200¥.

Accordingly, Latviaoverall, does not perform well in the area of research and development in
comparison with neighboring countries. This applies in particular to indicators like the number of peer
reviewed articles publishedhoughlanguage barriers and preferences might also plagle. Ad-igure8
shows, Latvia performs significantly lower than comparator countries.

% http://epp.eurostat.ec.europa.eu/portal/page/portal/europe_2020_indicas/headline_indicators
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Figure8: Number of peefreviewed articles published
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Source Scopus (2014) accessed on March 14, 2014 at http://www.scopus.com/

The number of patent applicationeas been fluctuating in recent years. Significantly less patent
applications have been originating from Latvia during the years of the economiqTable 14)

Table14: Breakdown of Invention Patent Applications by Categories and Years, 2013

Total

2007 | 2008 2009 2010 2011 2012 2013

20072013
National applications ‘ 147 | 215 | 243 | 185 | 183 | 205 | 233
Including domestic applications ‘ 139 | 206 | 240 | 178 | 173 | 193 | 224 1353
International applications (PCT) \ 15 7 - - - - - 22
Total number of applications ‘ 162 | 222 | 243 | 185 | 183 [ 205 | 233 1433

Sourcé Patent Office of the Republic of Latvigtp://www.Irpv.gov.lv/en/patent-office/statistics/inventions

The number of patent applicatiomsiginating from Latvia that have been filed with the European Patent
Office tended to be lower than those from neighboring Estpmia illustrated in Table 15, with the
exception of a substanti@crease in 2013

Tablel5: European patent applicationsybcountry of origin

Estonia 29 42 41
Latvia 27 25 80
Lithuania 14 19 22
Romania 20 35 30
U]1¢ 4,753 4,717 4,567
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164 139 149
247 385 371
26,226 27,276 26,645
1,735 1,874 1,995
5619 5063 5,826

SourceEuropean Patent Office

To summarize, while the low level afrfding for higher education @ not seem to affect the mere
number of studens and graduates (the section daest discusghe quality of provision), there might be

a negative impact on research outcomes as illustrated by low number of articles in peer reviewed
journals. This coincides with a comparatively low percentage of doctoral candiolatexf the overall
student population These trends may negatively impact fiaéure research capacity of Latyiahich

may affect theviability of R&Das well ashe overall attractiveness of the Latvian higher education
system.

Development of the Current System of Higher Education iraLatv

The Latvian higher education system evolved in accordance with legislative changes introduced since
1991. In 1991, the legislative body of Latvia passed the Law on Education, which provided the legal basis
for the introduction of tuition fees irhigher education Supreme Council of the Republic of Latvia
1991). This was a move from a fully sta¢égulated higher education system towards system
characterized by the interplay between the state, market and academia (Goedegebuure, Kaiser,
Maassen & déVeert, 1994, p. 4). This development was further suppoiited 995, when the national
legislative body Saeima passed the Law on Higher Education Establishments. This law outlined the
current structure in higher education and established the framework fatititional autonomy in

higher education|In effect, higher education institutions were alitedetermine their internal structure,
develop and adopt their own internal codes of conduct and procedures, establish academic programs,
determine the levels of paabove governmentalgstablished minimums for academic staff, and set
tuition-fee levels at the institution. These changes were in line with the overall liberalization and
democratization reforms taking place in the country following the collapse oSthaet Union. Reforms

in higher education thus aimed to modernize the sectarprder to meet the needs of a democratic
society and market economyhe move from a fully stateegulated system towards a markbased and
autonomous one changed the landseapf the sector.

In the reforms,significant emphasis was placed ohet provision of enhanced educational mobility
opportunities. Accordinglythe degree structuren the Latvianhigher education system adheres to the
three-cycle system of the Bologrerocess, comprising Bachedgundergraduate), Masters (graduate),
and Doctoralevel studies. Within this threeycle system, study programs can be of either professional
or academic orientation. Programs of both orientations are offered by universitynamelniversity
types of public and private tertiary institutions (Eurydice, n.d.). Universities administer programs on the
level of Bachel®;, Mastess, and Doctoral or their equivalent level of studies. Noriversity types of
institutions offer Bachel@and Masterglegree programs.
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The distinction between university and namiversity types of HEIs in Latvia is stipulated by the Law on
Higher Education Establishments (1995). The main distinction between the two types of institutions, as
mentioned aboveis that while universities offer Doctoral study programs, -noiversity HEIs do not

have such study programs. Naniversity HEI status can, however, change their status and become
universities by developing and receiving accreditation for a parti@detoral study prografi. Colleges

are distinct types of nowniversity institutions that offer firstycle professional higher education
LINE AN} Y&as Ay | O0O2NRIFIYyOS 6AiGK o6KIG 61a RSa&FNAOSR
The full duratiorof these programs is between two and three years. The funding formula in the case of
these institutions is similar to the one applied for public HEIs, whose allocation is done ostapjtar

basis, per study prograth College graduates may continue pursphigher education, should they wish

to obtain higher professional or academic degrees. Holders of academic and professional bachelor
degrees are eligible for admission to both types of master studies, whose paths make them also eligible
for doctoral studes, resulting in the promotion of upwar@slucational mobility.

Another significant outcome of higher education reforms was the expansion of the s&€b®mumber

of institutions of higher education grew from 10 state/ned institutions in 1988, to 3gublic HEIs and

27 private HEIs; including both colleges, and three branches of foreign HEIs (Central Statistics Bureau,
1988; MoES 2012). To provide quality assurance in higher education, it was stipulated that only state
accredited HEIs and study progra were able to graduatstudents and issue a corresponding diploma
recognized by the stateS@eima 1995). The condition of accreditation teftiary institutionsand study
programs was extended to accessibility of public funding for higher educatiam tisatconly accredited

study programs are eligible for state funding, amtly students in these pragms can receive student

loans that are subsidized by the government.

One element of continuitfrom the previous eras the multi-ministerial oversight of the sectof.here
are currently seven ministries that oversee at least one of the institutions of higher educatiorvia Lat
(Table 16) The most recently established institutions of higher education operate undesv@esight of
the Ministry of Education and Science (MoES), together with some older institutions.
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Tablel6: Supervision of ministries over public HEIs and colleges

Ministry

Ministry of Education and
Science

Ministry of Health

Ministry of Agriculture

Ministry of Culture

Institutions of Higher
Education

University of Latvia
Riga Technical University
Daugavpils University

Liepaja University

Latvia Academy of Sports
Education

Latvia Maritime Academy

Riga Teacher Training an
Educational Management
Academy

Rezekne Higher Educatio
Institution

Ventspils University
College

Vidzeme University of
Aplied Sciences

BA School of Business an
Finance

Riga Stradins University

Latvia University of
Agriculture

Latvia Academy of Culture
Latvia Academy of Arts

J.Vitols Latvia Acadenay
Music

Colleges

Riga Building College
Riga Business College
Riga Technical College

Olaine College of Mechanics and
Technology

LiepajaMaritime College

Jekabpils Agrobusiness College

Daugavpils Medical College

Malnava College

P.Stradindvledical College of the
University of Latvia

Riga I Medical College

Riga Medical College of the Universit
of Latvia

Red CrosMedical College of Riga
Stradins University

Latvia Culture College of Latvia
Academy of Culture
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Ministry of Defense National Defense
Academy of Latvia

Fire Safety and Civil Protection Colleg
Ministry of Interior - State Border Guarding College

State Police College

Ministry of Welfare - Social Integration State Agency

Source Authors, based on data provided by MoES, 2014

Themajority of HEIsestablished after 1996 privately funded, and primarily located in Riga. However,
several public higher education institutions that receive direct public subsidies have also bee
established; among which are regional pubfion-university type HEIsn Valmiera, Reime and
Ventspils established in 1996, 1993 and 1997 respectivdil. institutions of higher educatian
university and nofruniversity type institutionsncludingcolleges which offer short cycle professionally
oriented higher education receive public funding according to the same set of rules, elaborated in
greater detail later.

In 2012/2013, Latvian HEIs togethefeséd a total of 910 study progranasross eighsubject areasnd

29 study directions The majority of study programs is implemented in Social Sciences, Commercial
Sciences and Law16; followed by Engineering, Manufacturing and Constructib®0, and Arts and
Humanities 110. The distribution of théotal number of students (99,474 students) across subject areas
differs slightly from that of study programs, i.e., the largest share of students study Social Sciences,
Commercial Sciences and La®9,252 Engineering, Manufacturing and Constructidr8,75L; Health

and Social Welfarel 1,832 which points to differences as to the average number of students per study
program in various subject areas (MoES 2012).

The most recent data on higher education published by MoES display the tendency of a decreasing
number of students within a relatively stable number of study programs. At the beginning of the
academic year 2013/2014, the number of study programs was close to the previous reportimg year

901; in state HEIs and colleg&60, and in private HEIs andlleges, 201. The distribution of programs

across subject areas has not significantly changed: Social Sciences, Commercial Sciences and Law: 310;
followed by Engineering, Manufacturing and Construction: 159; Arts and Humanities: 122; Health and
Social Welfee: 83; Natural Sciences, Mathematics and Information Technology: 82; Services: 68;
Education: 63; and Agriculture: 14. The most notable changes of the program structure have taken place

in Arts and Humanities which gained 12 study programs and in Edoealich lost 15 study programs.
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Tablel7: Study Programs offered by HEIs in Latvia, 2013/2014

Subject area | Number | Total Number of Number | Number | Number | Proportion | Proportion
of number of | programs of of of of of
programs| students administered | students | programs| students | programs | students

by public at public | carried at at public at public

HEIls HEIls out by private | HEIs (%) | HEIs (%)
private HEls
HEIs

Education 63 5,435 63 5,435 0 0 100 100

Arts and

. 122 8,119 98 6,441 24 1,678 80 79
Humanities

Social

Sciences,

Commercial 310 36,317 186 18,380 124 17,937 60 51
Sciences and

Law

Natural
Sciences,
Mathematics
and
Information
Technology

82 6,636 73 5451 9 1,185 90 82

Engineering,
Manufacturing
and
Construction

159 13,786 144 13127 15 659 91 95

Agriculture 14 1,559 14 1,559 0 0 100 100

Health and

83 10,977 69 10,118 14 859 83 92
Social Welfare

Services 68 6,834 53 4,899 15 1,935 78 72

Total in HEIs
and Colleges

Undergraduate

Studies

(College, 504 72,650 368 51,233 136 21417 73 71
Bachelor,

Professional)

901 89,663 700 65410 201 24253 78 73

>
>

= ~ (63} ES w N =
29
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Graduate
Studies
(Master and
Doctorate)

397 17,013 332 14177 65 2,835 84 83

Including
Doctoral
Studies

93 2,404 85 2,198 8 206 91 91

Source Authors,based on data provided by MoES, 2014

Student numbers have, however, changed more prominently: in 2013/14, the total number of students

is 89,663, which represents a decrease of about 6 percent compared to the previous year. Again, the
distribution of students across subject areas does not match that of study programs. The number of
students in both public and private HEIs studying Social Sciences, Commercial Sciences and Law is
36,317; Engineering, Manufacturing and Construction: 13,786; Health anal S¢eifare: 10,977; Arts

and Humanities: 8,119; Services: 6,834; Natural Sciences, Mathematics and Information Technology:
6,636; Education: 5,435; and Agriculture: 1,559 (MoES$})201

Higher Education Students in Latvia

Entrance to tertiary educatiomithe form of first level professional education (j.ehort cycle) and
Bachelor degree programs is granted to secondary education degree holders who meet the admission
criteria set by the relevant higher education institution(s). Since 2006, most higtecation
institutions in Latvia admit students on the basis of the national centralized-dulgbol graduation
exams (Cabinet of Ministers Regulations B#6,adopted on October 1®006 dRegulations Regarding

the Requirements, Criteria and Procedures Admission to Study Programngegn which students are
selected competitively based on their results in national exams as per their chosen field of higher
education study. Institutions of higher education are free to set additional student selectiamiarit
should they wish.

In principle, students are able to study in either dihe or parttime mode, providing that paftime

study programs are offered by tertiary institutions in the respective area of studies. Not surprisingly, the
proportion of stucents in fulltime study programs at public institutions of higher education has always
been bigger than in pattime study mode. In 208/14, 80 percent of allstudents at public HElsere in
full-time education (MoES, 2@L

While in fulltime study programs at public HEIs, a proportion of students are able to study statee
funded study places without paying tuitiom parttime study programs, students are almasithout
exceptioncharged tuition fees. That is, only [itime students in Latvia are eligible to compete for fully
state-funded study places (Cabinet of Ministers Regulations 994, 2006). In 2®&I14, 35 percent of
full-time students at public HEIs, including colleges, paid tuition fees (MoES8). Zadr pat-time
studies, nearly all students paid tuition.
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Figure 9 Students by mode, level and financing of their studies at public HEls, 2013/2014
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SourceAuthors, based on data provided by MoES, 2014

Data from 208/14 show that the majority of students73 percent, study at public HE|scolleges

included (MoES, 204). Of the 65,410 students enrolled in publibigher education sector, 5percent

paid tuition fees, charged by their institution. Depending on the institution and study program, tuition

fees atpublic institutions of higher education in Latvia in 2014 ranged: from EUR82 to EUR5,208

per academic year for Bachelor degree students; from 884Ro EURL5,000A Y al G SNBE Q RS3IANE
programs; and from EUR0B7to EUR 94,35in Doctoral degree study programs (MoB&14, p. 77).
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Tablel8: Tuition fees and other fees in European higher education systems in 2013

Country Most Most Proportion of
common in. . common students paying fees
fee (EUR) fee (EUR) | (%)

Belgium 80 611 611 80 611 611 70 pay fees

(Flemish)

Bulgaria 59 741 59 793 Almost all pay max.

fees

Czech 20 21 20 21 All students pay

Republic admission fees

Denmark nofees nofees nofees no fees nofees no fees no fees

Germany 200 1,000 200 1,000 Majority pay

minimum fee

Estonia 0 7,200 0 7,200 Fees mainly charged

for incomplete ECTS

Ireland 2,500 6,000 2,500 4,000 30,000 6,000 60% pay fees, alf'l

cycle pay 2500 EUR
student contribution

Greece no fees nofees no fees no fees nofees no fees no fees

Spain 713 2,011 1,074 1,052 4,734 1,074 70% pay fees

France 183 2,000 254 10,000 65% pay fees

Croatia 665 1,329 665 1,329 61% pay fees

Italy 1,300 1,300 88% pay fees

Cyprus no fees nofees no fees no fees nofees no fees no fees

Latvia 903 4876 918 6,571 55% of 1’ cycle and
40% of 2% cycle pay
fees

Lithuania 625 5,260 1,411 6,249 48% pay fees

Hungary 795 5,532 1,556 6,569 43% payees

Malta no fees nofees no fees no fees nofees no fees no fees

Austria no fees nofees no fees no fees nofees no fees no fees

Poland 41 41 41 41

Portugal 631 1,066 631 1,066 All pay fees

Romania 525 2,819 525 2,819 45% of ' cycle and
37% of 2% cycle pay
fees

Slovenia 1,210 9,375 2,800 1,250 12,462 2,800 Less than 20% pay
fees

Slovakia 10 1,960 10 2,940 All pay registration
fees (10100 EUR)

Finland no fees nofees no fees no fees nofees no fees no fees
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Sweden nofees nofees no fees nofees nofees no fees no fees

England 11,099 11,099 4,810 All T cycle pay fees

Iceland 373 373 All students pay fixed
fees

Norway no fees nofees no fees no fees nofees no fees no fees

Switzerland 830 3,319 830 3,319 Almost all pay fees

SourceAuthordalculations, based on data provided by Eurydiegional Student Fee and Support SysteP@d4

* The range of tuition fees at public HEIs in 2013/14 according to data from the Ministry of Education and Sckgietyis

different. The lowest fee for part time Bachelor degree studies was EUR 882, for full time st&di€s 968. The highest fees
NEaLISOGAGSte 6SNB 9!w HATT FYR 9! w pHAy dimdsyidies regoite8 NdEOR RSINB S
384, in full time studies9 ! w ymMy ® ¢KS KAIKSad ddzAaldAzy Ay LINI GAYS al aGdSNA
time studies EUR 15,000 (MoES, 2014, p. 77).

Table B summarizes the latest information on tuition fees and other fewdlected in public or
governmentdependent private higher education institutions in Eurdpécross eight countries in the

first cycleof higher education, and five countries in the second cycle, no fees are collected. Compared to
other Europ@n countriesshown in Table 8 where fees are collected, tuition fees in Latvia (as well as in
Lithuania and Hungary) are relatively high (even in nominal yahgth in the first and second cycles.
However, because of the dual trackittan fee system applied in haa, the proportion of students
paying fees is to some extent lower, when compared with those European countries where other than
nominal (< EUR 500) fees are collected.

The primary pool of students for HEIs in Latvia is local residents. At the saménttitetions of higher
education seek to increase the number of international studeAiscording to the Guidelines for the
Development of Education 20420, the Government of Latvia aims to increase the number of foreign
students in higher education institutions so that ysgar20208 percentof the total number of students

are foreign students studying for obtaining a degmmequalification(project approve by the Cabinet of
Ministers on January 7, 2014hdmission requirements for international students include completed
prior education which would qualifsnhem for admission to tertiary education programs in their country
of origin. An additional requirenm¢ is a good command of English. International degree seeking
students in Latviare only able tostudy in fulltime mode.

International students studying in Latvia pay tuition fees. Some institutions of higher education set
higher tuition fees to nofEU students, while others charge the same amount of money across all
students on the program. Students who are also citizens of the European Union are eligible to compete
with local students for state budget places at public HEIs if they are able to stuitiye ibhatvian
languagé".

% |Information in Tablel8 refers to fees collected in public or governmeatependent private higher education
institutions and cover$ees ofdomestic/EU students in the first and second cycles only (Eurydice, 2013 Ad. 2)

fees are in nominal value (EUR).

¥ However, state funded study places are also provided in programs which are either fully implemented in an EU
language or for programs where the majority of courses are in an EU langesadel/g., English philology o
modern lanaguages).
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In addition, since 2012, international students in Latvia, together with students residing in countries that
offer scholarships to Latvian students, can apply for a scholarship within the framework of
intergovernmental agreement&s per Cabinet of Ministers Regulatidds. 68, 2012 dProcedures for

DN} yiAy3 { OK2ft | NESkhbladkhipsiage allochthidStd dudedithlIorestudy programs and
research as specified by intergovernmental agreements. If the study program is not specified,
international students in undergraduate and graduate study programs studying in Latvian ooHwne
official EU language may apply for one year of scholarship. For students in study programs administered
in the Latvian language, Baltic philology, literature and culture or Master level studies in Latvian history,
the scholarship can be awarded favd consecutive academic years, providing all course requirements
are met. The minimum amount of the scholarship for international students in college, Bachelor and
Masters degree programs is EUR 4@&38d EUR 669 a month in Doctoral progeamt the same tne,
governmental regulations might also mean that no scholarships are awarded if there is no sufficient
funding for this purpose in the state budget for the respective academic year (Cabinet of Ministers
RegulationsNo. 68, 2012). In 2012/2013, there we8 scholarships distributed to foreign students,
researchers, and faculty58 scholarships of which were for studies and research, and 30 of which were
for participation in summer schools (MoES, 2013a).

With respect to international fullime students inLatvia, most of them pursue a degree in the field of
medicine and health care (MOES, 2012, p. 92). Among local students, however, enrollment is highest in
the areas of social and commercial studies and law (MoES, 2013). Overall, 42 percent of students wer
studying in these subject areas. Half of the students in social and commercial studies and law were
enrolled at public HEIs. The majority of these students studied full time and independently financed
their studies.
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Table B: Students by subject area at public institutions of higher education in 2013/14

Subject area| Total Proportion
number | of students
of in the
students | thematic

group

Education 5,435 8%
2 Arts and
. d o 10w
Humanities
3 Social
Sciences,
Commercial 18,380 28%
Sciences anc
Law
4 Natural
Sciences,
Mathema
. 5,451 8%
tics and
Information
Technology
5 Engineering,
Manufactur
: 13,127 20%
ing and
Construction
n Agriculture 1,559 2%
7 Health and
Social 10,118 15%
Welfare
n Services 4,899 7%
Total in HEIs
65,410 100%
and Colleges

Proportion
of students
at public
HEIs

100%

79%

50%

82%

95%

100%

92%

71%

Full
time
students
at public

HEIls

2,812

6,184

13,152

5,356

10,774

1,025

9,549

3,125

51,977

SourceAuthora €alculations, based on data provided by MoES, 2014
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Proportion
of full
time
students
at public
HEIs

52%

96%

71%

98%

82%

66%

94%

64%

Government
funded
students at
public HEIs
(no tuition)

2,308

4,424

4,617

4,676

8,854

807

6,200

2,605

34,491

Proportion
of
governme
nt funded
students at
public HEIs
(no

tuition)

42%

69%

25%

86%

67%

52%

61%

53%



There are some differences in terms of enroliment by subject area when Latvia is compared to EU27;
however, the differences are less pronounced than one could expect from public debate which tend to
highlight low(er) enrollment in STEM subjects in Latviarollment in humanities and social sciences
combined in Latvia accounts for 49 percent of all students enrolled; it is on average 46 percent in EU27.
The STEM subjects account for 22 percent of allestts enrolled in Latvia; the corresponding figure is

24 percent for EU27 (see Figur@).

Hgure 1Q EU27 Tertiary Students (ISCEB6bby field of education (2010)

8%
| m Social sciences, business and law

12%\

2%\
4%/‘

14%__—

34% m Science, mathematics and computing
Engineering, manufacturing, and constructic
B Agriculture and veterinary sciences
Health and welfare
m Services

Unknown

204 Humanities and arts
10%

Teacher training and education science

14%

SourceAuthorgralculations, based on Eurostat database

While across law, social and business studies, there is a strong competition for local students between
private and public HEIs, applicants in other subjects mostly study at public institutions. Across all study
programs for services, arts amtimanities, 71 and 79 percent of all students, respectively, are enrolled

in the public sector. Public institutions enrol? @ercent of students in the area of natural sciences,
mathematics and IT; D percent in health and social welfare; and 95 percent engineering,
manufacturing and construction. Agriculture students are exclusively enrolled in public institutions.

Public funding covering tuition fees by subject area is most available tonfellstudents in natural
sciences, mathematics and IT pragrst 86 percent of which study free of charge. This is also the
subject area with the highest proportion of full time students. The next top two subject areas with
nearly a total fultime student enroliment are (i) health and social welfared (ii) arts and humanities.
However, in these subject areas, the government funds between 61 8mue&ent of tuition fees.
Social and business studies and law are the most competitive in terms of pfilfidsd study places,
since the government covers tuition fefes only 25 percent of full time students (MoES, 20)1
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The aforementionedmigration issues might possibly trigger questions about repayment modalities of
migrating students. However, students who have studied free of charge in Latvia and have suldgequent
decided to move to another country are not required to repay part of their stemists. They would only
need to pay back a governmegtiaranteed loan to cover the costs of their studies, if applicable. At the
moment, no dataare available for Latvia othe proportion of higher education graduates who have
received statefunded higher education and have moved on to pursue professional careers in other
countries (however, general data on migration are provided in the initial part of this section).

AcrosslLatvia, a high number of students pursue work alongside their studies. A representative survey
of students in Latvia reveals that almost half of full time students in Latvia are employed besides their
studies (Korolevat al, 2013). Of all students, Jercent said they work full time, spending on average

30 hours per week working in their jobs (Koroleva et 2013, p. 51). The same study reports tirat
2013o0n studyrelated activities, fultime students spenabout 34 hours a week on average (p..58h

the one hand, this work experience might contribute to the development of skills and practical
competences of student$dowever, a study on undergraduate student employment in Latvia finds that
working while studying has a negative effect on theirdmraic achievement (Auers, Rostoks, & Smith,
2007).An anpirical stug undertaken by these authors confirm that the majority of working students
also pay tuition fees.

While it seems likely that the high number of students working alongside their stigdretated to the

issue of dropouts, urther research is needed in Latvia to determine to what extent the inability to
finance studies contributes to students dropping out of higher education. According to statistics
provided by the Ministry of Educaticend Science (2013b), the drowit rate at public institutions of
higher education, (excluding colleges), has fluctuated between 12 percent and 18 percent during the
years 2000 to 2010. The draqut rate has been the same as in public institutions, on ayerat private
institutions of higher education.

1.C Funding levels of higher education and research in Latvia

The focus othe following analysis isn the technical features of funding instrumentsis nevertheless

also relevant toexamine the Latvian situatioof higher education with respedo funding levels;
especially since there anecurrentdiscussioB NS 3+ NRAYy 3 [FG@ALF o0SAy3 |y
order to analyze the validity of this argument, Latvia is once again caupagainst European
benchmarks.

The higher education sector in Latvia is funded from public and private sources. The total spending for
higher education in 2 was 14 percent of GDP or EUR B2 million (MoES, 204). The state budget
contributed 34 pecent of the total funding. Private funding from students paying tuition fees paid
constituted 24 percent. Other sources (where half of the funding comes from EU structural funds),
constituted 42 percent of the total higher education revenue. As a propoioGDP, higher education

110

a dz



funding has not changed across the past decadthough there has been an increase in terms of the
absolute budget. In 2001, the total higher education sector budget was LVL 68 million (EUR 99 million)
and constituted 1.5 percarof GDP (MoES, 2002).

Hgure 11 Total public expenditure on higher education
15
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2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
—FEU 27 countries1.08 1.15 1.14 1.13 1.15 1.13 1.11 1.14 122 1.26

= Estonia 1.03 1.08 102 086 092 090 104 111 134 1.23
—| atvia 090 0.85 0.74 068 0.89 091 0.93 1.00 0.79 0.80
— L ithuania 133 139 099 106 1.02 0.99 101 103 114 1.27

SourceAuthor<ralculations, based on Eurostat database

As shown in Figuré&l, the level of public expenditure on higher education in Latvia (expreased
percentage of GDP) was clearly lower than the2Flhverage and was, in fact, the lowest across the
Baltic countries between 20032010. In 2010 (most recent data), public expenditure on higher
education represented only 0.8 percent of GDP in Lateissus an average of 1.26 percent in the U
countries and 1.281.27 percent in Estonia and Lithuania respectively. Unlike in Labwhblic
expenditure has been constantly increasing in Estonia and Lithuania between the yea202008
2008, just before the financial and economic crisis, Latvian public expenditures accounted &hready
1.0 percent of GDP before the budget cuts in 2009 and 28t.0ned itto the lowest levels in Europe.
Among all EE27 countries in 2010, only Bulgarf0.61 percent of GDRXhibited alower level of public
expenditure on higher education than Latvia.
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Figurel2: Public funding in 2012 compared with 2008, adjusted for inflation
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Tne above graprrigurelz) lllustratesanotner perspective on tharamatic decline in puplic Tunding for

higher education during the crisis years.

Figurel3: Annual expenditure on public and private educational institutions in 202Q10 per student
(purchasing parity standard based on fitlme equivalent students, ISED 56
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2,000.0
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= FEU 27 countries7,740.| 8,007.| 7,961.| 7,931.| 8,335.| 8,615.| 9,092.| 9,308.| 9,264.| 9,638.
e ESstonia 3,285.| 3,340.| 4,311.| 4,500.| 4,772.| 5,037.
e |_atvia 2,750.| 2,945.| 2,839.| 2,931.| 3,673.| 3,810.| 4,561.| 4,895.| 3,605.| 4,315.
= | ithuania 2,956.| 3,191.| 3,481.| 3,685.| 3,753.| 4,015.| 4,644.| 4,741.| 4,249.| 5,066.

Source Author<ralculations, based on Eurostat databas
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When expenditures (both public and private) on higher education are meagareflil-time equivalent
studentA y LJIZNDOKI a Ay 3
levels of Estonia and Lithuania throughout the period of 20®1(Figurel3)*2. However, due to the
economic and financial sis, annual expenditure per studeint Latvia fell behind the levels of the two
other Balticcountries,especially in 200andin 2010. Overall, annual expenditure on HEIs per student is
very lowacrossall Baltic countriesn comparison to other European countries. Otee years 200410,
expenditure per student in Baltic countries has been only half of th Edverage (the difference has
been around EUR,800c52 o n n
private expenditure per studemas third lowest in amiag all ELR7 countries after Bulgaria (EUR&3)

and Romania (EUR956). If one would take a look only at the public expenditures per student, Latvia
would again drastically fall behind the two other Baltic countries.
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The situation remains similar, even if we make similar comparisons for R&D expenditures il &igure

Figurel4: Expenditure for R&D in higher education sector as percentage of GDP
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Source Authors calculations, based on Eurostat database

In 2011, R&D expenditurad y

[FGOAF Q&

KAIKSNI SRdzOI A2y &aSO02NJ
countries andhe EU27 average, but has been steadily increasing following the significant drop in 2009
(Figurel4). From 2001 to 2011, Latvia has been dbléncrease the expenditerlevels in total by @7

percentage points. This increase is lower than the respective increfaté&huania (R9 percentage

% Expenditure per student in public and private institutions measures how much central, regional and local levels of
government, private households, religious institutions and firms spent per student. It includes expenditure mabrether
current and capital expenditure (Eurostat).
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points), and Estonia (81 percentage points), but higher than the increaseha average ofEU27
countries (008 percentage piots). Furthemore, it should be noted that, in 2011, expenditure for R&D

in the higher education (0.34 percent of GDP) sector constituted almost half (0.34 percent) of the total
Latvian expenditure for R&D (0.7 percent of G3B (Figure).

To summarize

The higher education an®&Dsystem in Latvia isignificantly underfunded, compared with botU
averages as well &altic countrieswho are close neighbors and competitors. In the higher education
sector, the drastic undefiunding in public budgetiscompensated onlyartly by private contributions.
Given the magnitude of this problem, one would expect repercussions concerning the quality of higher
education. It would be desirable if transparency initiatives like the neMtulli-rank project, in which
Latvian universities participate, would shed more light on this particular sue

1.D Financial Autonomy of HEIs in Latvia

Institutions of higher education in Latvia are autonomous, in accordance with the Law on Higher
Education EstablishmentSdeima 1995)which provides them with the status glublic authority. This
means that the government has no right to intervene in the way public and private HElIs manage their
budgets, beyond the scope of the regulations in thenfework of which public funds to HEIs are
allocated. According to the law, institutions of higher education in Latvia can acquire and manage their
property, as well as take out loans for institutional purposes from commercial banks and other lending
institutions. They may receive donations from legal and private entities, in which case they need to
deposit this funding in a special budget account of the institutiSaejma 1995). Higher education
institutions are free to determine their tuition fees andethtotal number of studentghat can be
admitted annually. Overall, HEIs in Latvia enjoy a significant amount of financial aut¢seenghapter

2 and Table20), as the EUA autonomy scorecard exercise highlighted:

Table20: Latvia's position in the EUfnancial autonomyscorecard

1

Luxembourg 91%
2 .

Estonia 90%
3 United Kingdom 80%
4 .

Latvia 80%
2 Netherlands 7%

s http://www.umultirank.org/
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6 Hungary 71%

7 Italy 70%

Portugal 70%

Slovakia 70%
10 Denmark 69%
11 Ireland 66%
12 Switzerland 65%
13 Austria 59%
14 North RhineWestphalia 58%
15 Finland 56%

Sweden 56%
17 Spain 55%
18 Poland 54%
19 Lithuania 51%
20 Norway 48%
21 Czech Republic 46%
22 France 45%

Turkey 45%
24 Brandenburg 44%
25 Iceland 43%
26 Greece 36%
27 Hesse 35%
28 Cyprus 23%

Source EUA, in Estermann & Bennetot (2011)

However, institutions of higher education are responsible for the rational and purposeful use of their
financial resources as stipulated by the law.

The Ministry of Education and Science ondgulates how many students are going to study on
governmentfunded study places. This precise number is stipulated in an annual protbabl

115



complementsk & LIS NJF 2 NJY I y @uBning G/&tBa 8l-yedrypériod between the HEland the
MoES".

The Lawon Higher Educatiofstablishments(Saeima, 1995%tipulates that the founder of a HEI is
responsible for financing its operations. In the case of a private HEI, this means that the institution is
financed from private contributions. In the case of pubfistitution, this generally means that the
government is responsible for allocating funds to support operations of the HEI. Looking at the total
budget of public HEIs,baut 31 percent come from the national budget designated to cover the
expenses of edudimg a certain number of students in governmdnhded budget places (MoES, 201

This funding is allocated to the institution as a lump sum. In instances where a pitdldoes not spend

all the money allocated for the running year, it is not requirededturn these funds to the state budget.
Thus, in principle, public HEIs can build reserves.

The MOES is also involved with monitoring whether or not the publigrHitlestion has met the terms

of agreement for which the state funding was allocatece., regarding the number of specialists that
must be educated. In cases where the HEI has failed to uphold this part of the agreement, it must
justify its reasons for doing so. If the MOES considers that the public HEI did not adequately meet the
terms of agreement and did not, moreover, spend the money as per the designated purpose, it does not
budget free study places in the respective program for the particular ptiticfor the following year.
Thus, when allocating the state budget funds for freadst places at public HEIls, the Ministry of
Education and Science reacts to the behavior of the HEIs in a prospective manner.

Incorporated within the agreements betweendS and HEIs concerning the number of specialists that
must be educated in the scopd state budget places, is a provision enabling HEIs to reallocate public
fundsup to the amount of 10 percent tother programs than the ones for which the amount allocated

by the MoE®. Thus, institutions of higher education have some flexibility witiyard to funds
allocated. The MoEs is currently considering whether or not to remove this 10 percent flexibility margin,
in order to ensure that HEIs do not spend publiads on educating specialists for which no public
funding is usually foreseen.

Some apects of institutional autonomy are nevertheless regulateth as in respect to setting wages
and to hiring staff. The law on higher education establishments stipulttat at least 65 percent of
academic personnel need to have a doctoral degrgae{na, 1995) at universities (i.einstitutions
conferring doctorate degrees). At academies, this proportion must be at least 50 per cent, whilst at
other HEIls this figure drops to 40 per cent. The government also regulates the thresholds of the
minimum montly compensation for academic staff at public institutions of higher education (Cabinet of
Ministers Regulationblo. 836, 2009).

3 Agreement Protocol updated annually as an Annex to the Contract between the HEIs and Ministry on the preparation of a
certain number of graduates and scientific activity.

BC2NI I RAaOdzaaA2Yy 2y [ @FAfLotS ¢LISNF2NYIyOSé REGE o6Ay Tl Ods

% Interview with MoES expert.
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Table21: Minimum wage thresholds for academic staff at institutions of higher education

Academicposition Minimum monthly Averageremuneration

wagein EURas of academicstaff at
required by publicHEIsSn 2011
regulations (EUR/pemonth)

1. Rector 1,410.07 n/a

2. Professor 1,175.29 1791

3. ViceRector 940.52 n/a

4. AssociateProfessor 940.52 1371

5. Dean 940.52 n/a

6. AssistantProfessor 752.7 1028

7. DepartmentChair 752.7 n/a

8. ViceDean 601.87 n/a

9. Lecturer 601.87 747

10. Assistant 480.93 421

SourceCabinet of Ministers Regulations, 2009; MoES, 2013c
Note:n/a = not available.

Higher education institutions are able to pay higher salaries to their academic staff than the minimum
stipulated by the government. The average compensation of the academic staff at public HEIs in 2011
for the most part was moderatgl higher than the minimum set by the government. Howg\tkere is
significant variation between institutits, as the followingrigure 15hows.
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Figurel5: Remuneration of academic staff at public HEIs in 2011
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SourceMoES, 2013c

In most cases, about 40 to 50 percent of the institutional budget is spent on remuneration of faculty and
staff. The exceptions to this Ventspils University College (\Jewhich, in 202, spent only 2 percent

of their budgets on salaries (MoES, 21A further breakdown of this compensation expenditure shows
that the majority of higher education institutions spef percent or more of their salary budget on the
wages of academic staffiie only exception to whichwasthe Latvia Academy of Artwhich spent28
percent on the wages of faculip 2012(MoES, 204). The largest share of the salaries budget at this
institution, 66 percent, was allocated for the wages of general personnel; administrative personnel
received the remaining 6 percent of themn@nerations budget at Latvian Academy of Arts in 2012.
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Table 2: Expenditure of public institutions of higher education on wages in 2014

: : Academic staff (of ACIMTSIENE General staff (of
Expenditure| Remuneration . staff (of ;
remuneration . remuneration
N HEI total total total) remuneration total)
0- total)
thousand | thousand % thousand % thousand % thousand %
Euro Euro Euro Euro Euro
LU

68,703 28,006 40.8% 14,355 51.3% 3,470 12.4% 10,181 36.4%

2 RTU 59,233 22,119 37.3% 12,749 57.6% 4,260 19.3% 5,110 23.1%
LLU 28,068 10,230 36.4% 4,550 44.5% 619 6.1% 5,061 49.5%
DU 11,929 4,629 38.8% 2,702 58.4% 1,106 23.9% 821 17.7%
RSU 43,822 14,444 33.0% 6,130 42.4% 4,367 30.2% 3,947 27.3%
E LiepU 4,619 2,262 49.0% 1,551 68.6% 168 7.4% 544 24.0%
LKuA 3,486 1,325 38.0% 717 54.1% 108 8.2% 499 37.7%
E [ an 5,075 2,015 39.7% 561 27.8% 124 6.2% 1,330 66.0%
m [ an 4,323 1,796 41.5% 1,147 63.9% 649 36.1% 0 0.0%
LSPA 2,830 1,521 53.7% 839 55.2% 240 15.8% 441 29.0%
LJA 2,376 1,178 49.6% 747 63.4% 134 11.4% 297 25.2%
RPIVA 4,048 2,187 54.0% 1,015 46.4% 235 10.7% 938 42.9%
RA 5,965 2,271 38.1% 1,340 59.0% 0 0.0% 931 41.0%
VeA 7,688 1,877 24.4% 992 52.9% 740 39.4% 145 7.7%
VIA 2,968 1,254  42.3% 862 68.7% 57 4.5% 334 26.6%
BA 3,476 1,642 47.2% 871 53.0% 515 31.4% 256 15.6%
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For Vidzeme University of Applied Scien@sl University of Liepajahe largest share in wages was
spenton administration 68 percent Rezekne Higher Education Institution, on the othand, did not
report any budget spent on the wages on administration.

One reason for variationA y (G KS RA & G NR 0 dzii A 2 fppedrF to beKtBat wages bfNRA S & Q
academic staff at public HEIs reflamtly compensation for teaching workload. Althduthere is an
expectation that academic staff at public HEIs perform research, the scientific activity is not accounted

for in the workload of academic staff at institutions of higher educatiddditional compensation for

academic staff is possible inglscope of research projects in which case the compensation is covered

from project funding and, in principle, signifies different status for the recipient (e,gassistant

professor vs. researcher
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Figure B: Distribution of expenditure at public HEI2012
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Institutions of higher education also have flexibility regarding other lines of expenditure. The second
largest category of expenditures in ZDa&t public institutions of higher education was on goods and
servicesfor whichpublic HEIs spent betweetD and 2 percent (MOES, 204). Capital investment was

the third ranked, where some public institutions of higher education were allocated sizeable amounts.
The three largest expenditures on this position were madédyia Academy of Cultur@o the amount

of 30 percent ofthe total institutional budget expenditure in 2@}; Jazeps Vitols Latvian Academy of
Music (27 percent and several institutions spent about 25 percent on this expenditure line.

Institutions of hidper educatiorhave some autonomy to influenaghich studentsare able to study free

of charge in state budget places. Several institutions practice@lIsd f SR Wa (i dzR-B,yoe NR G| G A
2dzi aO0OKSYS 2F adlFrdS o0dzZRISG dedhianudl @Emsi(ditioGyR theteyis &  dzR S
no law requiring this practice). The underlying principle is that state budget places are allocated on the

strict basis of academic merit, such that students who were initially admitted to a budget place and yet
perform lower in semiannual exams might have to forfeit their place to a higpherforming student

who initially had to pay tuition fees. This student rotation takes place twice a year based on the overall

exam performance. At the University of Latviahich is he largest HEI implementing student rotation

of budget places based on academic resuitbanges affect less than 10 percent of students that were

initially admitted to budget placé§

In contrast government directivesire relatively strictwith regard tothe distribution of governmental
stipends for students in budgdtinded places. Based on government regulatiopsblicly-funded

%7 Stakeholder interviews.

120



monthly stipends are awarded tthe highest academiachievingstudents on the program (Cabinet of
Ministers Regulationslo. 740, 2004). Criteria such as need, disability and other socioeconomic factors
are only taken into account in instances where two candidates have the same academic results. These
are taken into account in cases where a single payment stipend for which stud®cing some
extraordinary personal hardships can apply. On these stipends, higher education institutions are only
entitled to spend up to 5 percent of their annual publitiyded stipend budget line.

As mentioned above, higher education institutiansLatvia enjoy considerable financial autonomy. The
main criterion against which they are held accountable for spending public funds is linked to the number
of specialists educated under the framework of agreement between the MoES and a given institution.
Another aspect of their institutional accountability is their compliance with the requirements of private
donors regarding the use of their donations. Conditions for spending these funds are usually set out in
the terms of donation.

Assessing financialperations of public HEIs in Latvia from 2009 to 2012 exhibits an annual growth in
public HEIs assets (Cigit 201). However, the fixed costs coverage ratio has gradually been declining
since 2009. This means that the proportion of costs has been growiedation to HEI revenues. At the
same time, there is an acceptable level of debt to capital ratio at public HEIs that does not raise
concerns in the short term. The analysis of public HEIs financial operations thy (2013) indicates

that liquidity is one of the strengths of public higher education institutions in Latvia: public tertiary
institutions are able to meet their shoterm obligations; a phenomenon which Cigitexplains by the

fact that public HEIs have large financial reserves. Nevieshefrom 2009 to 2012, the public higher
education sector operated without profit with EBIT margin before tax, and with interest rate payments
standing close to zero.

1.E Public State Funding to Higher Education in Latvia

General Overview of Public Funding for Higher Education

The government determines how public funds are distributed to institutions of higher education. There
are two waysthat determine this. The first is via direct allocations from the state budget ke t
institutions (Cabinet of Ministers Regulatiodn. 994, 2006). The second is via indirect suiesid
through the governmenguaranteed student loan systerwhereby the state subsidizes the interest on
student loans issued by commercial banks, coversgitaee period, finances loan forgiveness, and acts
as a secondary guarantor for the loans issbgadommercial bankwithin the scope ofts student loans
scheme (Cabinet of Ministers Regulatidis. 220, 2001).

Direct allocation of public funds to ingtifions of higher education falls under the remit of general

funding that covers the study process for a certain number of students in free budget places and science
funding. In 202, these direct subsidies constituted aboutl Bercent of the total higher education
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budget (MoES, 2@Y). The funding allocated directly from the national budget to science was dbout
percent of the total higher education budget.

Indirect subsidies to higher education via fmablically subsidizedtudent loans scheme constituted LVL

2.7 million (EUR 3.8 million) in 201§dB dz dzy" 1 A y n G Yy, 8G12).IThsYcampdnani dfifigbex 2 |
education funding is primarily concerned with ensuring access to higher education for students. State
support tostudent borrowing enables a larger group of studetdsover their tuition feesThere is no

readily available information on the total proportion of higher education graduates and current students

gK2 K2fR 2dziadl yRAYy3I ai dzRodn/sbhenieRithér forftNiBNYOr for Kidlend 2 @ S NI/
living costs loan. However, the annual borrowing rate to cover tuition fee among students who pay

tuition since 2009 has been 4 percent, on average. The average borrowing rate of governmentally
subsidized loaffor covering living costs has been about 1.4 percent among students who pay tuition and

about 3 percent among students who study free of charge (SZA, 2012; MoES, 2009, 2010, 2011, 2012).

Direct Allocations of Public Funds to Cover Study Process

The anount of government funding to cover HEI study costs is calculated in accordance to a nationally
predetermined formula (Cabinet of Ministers Regulatidds 994, 2006). The funding is only allocated

to full-time study programs that arealmost exclusively offered at public HEIs (although there are
some exceptions which will be addressed later in this section). The amount of funding is calculated
annually by applying a per capita formula that takes into account the costs of the study program by the
field and ével of studies. Specifically, the key components in the overarching formula are: (1) the
number of statefunded study places determined annually by the Minister of Education and Science by
March 1; (2) basic costs of a study place; (3) student socialrgcnd welfare costs; and (4) the
coefficients by subject area.

The basic costs of a study place reflect the lowest costs of a Bachelor and professional study program in
the least expensive subject area in the respective yéar.llustrated in Figure@] this basic cost is
multiplied by the minimum coefficient for the thematic area of studies and by the coefficient
corresponding to the level of studies (of Bachelor, professional, Masters, or Doctoral study level)

Cost coefficients determine the amouof allocation for each study area in relation to the basic costs of
a study place.

The government regulations stipulate the maximum and minimum value of the cost coefficients by
study area. This distinction, which was introduced alongside forbatal funding in 2002, is
motivated by the need to accommodate state budget constraints while projecting a future annual
increase in state allocation to higher education. In 2002, an additional 10 percent (annually) to the
minimum coefficient was planned untthe funding reached the maximum value of subject area
coefficients. Thus, the plan was to reach the maximum coefficient value in state budget allocation by
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subject area in 2012. In reality, however, the higher education sector experienced drastic puitdian
financing; particularly during the economic recession.

Figure I7: Components in the formula for statbudget allocation to cover the study process at a HEI

Basic annual cost per study place. | Basic costs by study level times
includes: (1) faculty and other staff sald
per study place; (2) compulsory socig
insurance by employer per study plac *1.5 for Master's programs;

*1 for Bachelor and prof. study programs;

(3) cost of business trips; (4) cost of *3 for Doctoral programs.
services and maintenance; (5) cost g

energy and other supplies; (6) librar
related cost; (7) cost of equipment.

Total amount of
state budget
allocation to cover
study process

Coefficients by the area of studies. There g

30 areas of studies each of which has a
different coefficient. The minimum

coefficient per study place is calculated bag

Social security and wellbeing costs pe
study place a year. It includes: (1) annu

state scholarships allocation; (2) cost o

sports, culture activities and dormitories] ©N the lowest possible cost of a study place

the respective thematic area of studies.

SourceAuthors, based on data provided by Cabinet of Minister Regulations 994, 2006

As a result, the allocation of public funds dropgeslow even the minimuraoefficient value stipulated

by the government. In 2013, it only constituted on average about 80 percent of the minimum coefficient
value. At the same time, the delta between the stipulated and the actual amount of allocation differs
between supervising inistries under which the HEIs operdtePublic funding per study place to the
HEIls of the Ministry of Education of Science waly 84percentof the minimum. It was 90 percent at

the HEIs under the supervision of the Ministry of Health and the MinigtGutiure.

Table B: Public funding coefficient values by subject area

Studydirections Optimum value of the Minimum value of the
coefficientof the study coefficient of the study
costs costs”®

1 Legalsciences 1.1 1.0

2 Humanities 1.4 1.0

% Interview with MOES expert
% Real allocation was on average 80 percent of the minimurR013 (however, there were differences accross
subject areas and apparently also type of institutianjerview with MoE&xpert.
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Sociakndbehavioralsciences
Informationand communication
sciences

Businesand administration
Teachereducationand education
sciencegexceptfor the programsin
row 21 of thistable)
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Transportservices
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Engineeringciences
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Naturalsciences
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Art (exceptfor the programsin row
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Medicaltreatment
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Music,choreography

124

1.4

1.4

14

1.7

1.8

1.8

2.5

2.5

2.9

2.9

2.9

2.7

2.7

2.7

3.2

3.2

3.5

3.5

3.5

3.5

3.5

5.0

4.0

4.2

4.5

1.0

1.0

1.0

11

11

11

15

1.5

1.7

1.7

1.7

1.8

1.8

1.8

1.9

1.9

3.1

3.1

3.1

3.0

3.0

4.0

3.5

2.7

3.9



28 Art programg TheAudiovisual 4.5 3.9

MediaArt and Design
29 Dentalcare 5.1 4.4
30 Military defense 6.0 6.0

Source:Cabinet of Ministers Regulations No. 994, 2006

While the number of publicly funded study places per programevised every year, theathodology of
calculating the basic costs of a study place the values of coefficients of subject areas feamained

largely fixed since 2002. However, the modes of teaching and learning have changed, along with the
actual cets of studies in various disciplines. In order to revise and update the methodology, the Ministry
of Education and Science has commissioned research to evaluate the current methodology of calculating
study costs and attributing coefficients to various jeaib area&’.

Asalready mentioned, nearly all public funds for higher education studies are distributed to public HEIs.
However, the regulationsllow public funds to beallocatedto private higher education institutions
(Cabinet of Ministers Regulatioméo. 994, 2006). Ministries and other national public administration
bodies are able t®ign agreements concerningcartain number of students to be educated at private
HEIs in the following cases: (i) where private HEIs have study programs of higher quality than public
HEIs (though it is not completely clear how this higher quality is demonstrated) (ii) when they offer a
unique study program that is not offered by public HEIsjidrwhen public HEIs are unable to educate

the number of specialists required by the state in a given area. In 2014/15, under this agreement, the
Ministry of Education and Science allocated 25 stateled study places in hospitality services to the
profed A2yt . OKSf2NJ RSaINBS LINPINIrY Fd GKS dac¢dzZNRol €
was also awarded for five Doctoral study places at the Riga International School of Economics and
Business Administration, with a view to supporting collatiora between HEIs in carrying out joint
study program¥. In years preceding the economic crises of 2009, there was an intention to extend
public funding to private HEIs more frequefitlyHowever, the public budget decreased due to the
recessionand thissubsequently did not happéh

“00ne approach which might be considered further is the full economic costing model (FEC), which was originally dewveloped f
research and which is calculated on a transparent basis using an extension of the TRAC methodology, whereby costs are
normally divided into four main types: (i) directly incurred costs, which are costs spent specifically to enable the research
project to be carried out; (ii) directly allocated costs, which are a share of the costs of a resource used by a project whereby the
same resource is also used by other activities; (iii) estates costs, associated with the use of university buildingsestsch as
repairs, maintenance and so forth; and (iv) indirect costs, which are miscellaneous costs that are otherwise not included as
directly allocated costs (e.g. administrative support, office consumables; usually expressed as GBP per academic Baff FTE).
more information, sedttp://www.worcester.ac.uk/researchportal/documents/A_short_gquide to Full Economic_Costs.pdf

“! Interview with MoES expert.

42 11
Ibid.
“*3There is another minor exception in relation to allocating public funds tdifo# studies only. In 2011/2012, there were 40
parti AYS &a(GdzRSyiéia aiddzRéeAy3a Ay (KS LINRBFSaaAirzylft . I OKSfEBNR&E RSIN

(MoES, 2012). These students were admitted on the basis of a mutual agreement between the State Border Guard and the
FFT2NBYSYGA2ySR Lzt AO I 9L O6YlIt@nySY HanmMmMI mn WdzZ 80 @
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The Process of Deciding on the Number of State Funded Students

The number of study places at various HEIs and fields of studiesois aatannual basisy the Minister

of Education and Science. While the final decisiests with the Minister, the prioprocess involves
multiple stakeholdersh y Of dzZRAy 3 (KS G(G6St @S {SO0G2NI/ 2YYAGGSSa
other professional organizations, ministries, and the Higher Education Council.

The distribution of idget places across study programs implemented by HEIs is planned on the basis of
HEIs performance indicatorghe actual number of statéinanced students, graduates, and dropts.

The planning takes into account labor market forecasts by the Minidtig@nomics as well as the
amount ofthe public budget funds available for the respective calendarear

Figure B: Process of annual planning in stafanded study places at HEIs

1. Analysis In September
October, the aalysis of HEIS|
performancetakes place.
MOES analyzes theumber of
students and graduates in
state funded study places in
the previous year, dropout
rates, and the results of
enrolment This data is
provided by HEISMoES
maintains a database in whic
the performance indicators
are regularly updated. MoES
models the distribution of the
study places for the following
year taking into account the
labour market forecasts.

2. Negotiations:In

November, MOES organizeq

roundtable discussions with
Higher Education Council,

NBLINBaSyidl A @
associations, professional

organizations, other
ministries concerning the
distribution of budget places
higher education subject
areas MoES considers
recommendations provided
by the stakeholders involved

3. Agreementin December
January the Minister of
Education and Science hold
meetings with the key
academic and administative
staff of HElsegardingthe
planned number of state
funeded study places. In earl
January, the Minister signs &
document stipulating the
number of state budget stud
places ar HEIs. Based on th
official document, the
ministries sign contracts on
the preparation of certain
number of specialists with
HEIls and colleges under the
supervision

SourceAuthors, based on information provided by MoES, 2013b

While the MoESs able to determine how many specialists should be financed by the fetatéElghat
operate under its supervision (within the scope of the respective budget allocation), it cannot make
decisions with regardto HElsthat fall under the supervision of other ministrief1 these instances,
MOES essentially agrees to the recommendations of these ministries as to how many state budget
places should be allocated to these tertiary institutions in the respective’y€gis is due tdhe fact

that the funding for these places comes from the budget of these particular line ministries.

The annual agreement on the number of stditmded study places concerns the new matriculation
cohort, i.e., fultime students to be admitted for therkt year in their study program. When planning

for statefunded study places in 2014, the Ministers of Education and Science, Agriculture, and Health,
as well as representatives of eight major HEIs, agreed on the following list of guiding principles:

4 Note difference between fiscal (calendar) year and academic year.
“*® Interview wih MoES expert.
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9 The first guiding principle is to better take the needs of the labor market into account (MoES
ProtocolNo.1-27/289, Annex 1, 2013, December 20).

1 The second is that the budget subsidy for the institution in 2014 must remain the same as in
2013. However, th distribution of study places in study program must be reduced by 20
percent across social sciences and education (decrease of enrolment in 2014/15 academic year)
and a respective increase of the number of study places in STEM fields, especially astiie Ma
and Doctoral level.

1 The third guiding principle is strategic specialization. HEIs and the Ministers of Agriculture and
Health have committed to revising the structure of study programs and to introducing a
curriculum that: corresponds better to labonarket needs, promotes the specialization of the
institution by defining its strategic focus, reduces the fragmentation of study programs by
joining similar programs and supports the vertical development of programs (one program at
various study levels)ather than horizontal development (various program at the same study
level). It was envisaged that Daugavpils University, University of Liepaja, Rezekne HEI, Ventspils
University College, and Vidzeme University of Applied Sciences would evolve as rigital
whose main purpose is to support the development of their region.

1 The faurth guiding principle refers to program sustainability, i.e., only those in demand and well
governed would be financed from the state budget. Programs that fail to maintairffecient
number of students and that have high dropout and low graduation rates should either be
consolidated with other similar programs within the institution or else closed. HEls were
encouraged to consider the development of joint study programseeisfly at the Doctoral
level. All these decisions regarding the curriculum and study programs should nevertheless be
made by the respective HEls themselves.

The changes applied in the scope of the aforementioned four principles require that HEIs @ieasolid
their programs, and make strategic development decisions in order to maintain current levels of state
budget funding for study places.

Quiality assurance in Latvia is regulated by the Law on Higher Education Institutions, as well as Cabinet
Regulatios No.668 dRegulations on Accreditation of Higher Education Institutions, Colleges and Subject

I NBl ¢ ® ¢KS OdzNNBYyd NBIdzA FGA2y S | R2LISR 2y {SLISYOo
accreditation. Previously, the scope of accreditation was leigleducation institutions and study

programs. Study programs had to undergo an accreditation within three years after receiving a license
(permission to implement a study program). With the new regulations, accreditation is granted to the

study directionas a whole and applies tall licensed study programs that belong to this area. Study
programs included in thestudy directionare described in detail in the accreditation application
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submitted by the HEIA study directionis accredited for six years; in case of a conditional accreditation
for two years. Accreditation may be refused on the following grounds:

1. A substantiated joint report of the experts or individual opinion of an expert evaluating the
study directionis negaive.

2. The study program or study programs corresponding to the relesauy directiondo not
comply with the requirements of the Law and regulations

3. The study and informative bases (including the library), material technical, financial base
and the qualfications of the academic staff do not comply with the conditions for the
implementation of the study program or study programs corresponding to the relevant
study direction

4, ¢KS &adddzRe LINPANFYa F2NJ GKS I Olj dzA admplk @ithh 2 F
the state of (scientific) advancement of research or similar

5. The institution of higher education or college has not eliminated the deficiencies detected
during the previous accreditation of thetudy direction

The transition to the new sysin of accreditation oftudy directionwas completed by Augustl, 2013.
According to the most recent data on accreditation published by MoES on Dec&@bg013 for
higher education institutions taken as a whaolteere are currently 21tudy directionaccredited forsix
years, 28tudy directionaccredited fortwo years, 2study directionfor which accreditation was refused
and threestudy directiorwhere the accreditation is in progress.

The regulations foresee that accreditation is organized by tleE® or an institution authorized by
MOoES in an open tender. Currently, accreditation is organized by the Study Accreditation Committee
chaired by MoES. In the lomgn MoEs envisages the establishment of a national body for external
guality assurance to biacluded in the European Quality Assurance Register for Higher Education.

While the previous discussion on external quality assurance has focused on accreditation, it is, however,
important to keep in mind that accreditation, by its nature, only estalelssif the quality of higher
education is sufficient above an established threshold; it does not provide furtfaahing information

on relevance and attractiveness of programs. In order to gain a deeper understanding of the potential
impact of the currentlevel of funding on quality of provision, more research would be needed and
possibly accompanying measures in terms of external quality assurance (like institutional evaluations).
There is, however, anecdotic evidence pointing at deeper quality issuesiapic of perceived
insufficient labormarket relevance wador exampleraised in discussions by employer representatives.

Direct Allocations of Public Funds to Cover Scientific Activities at HEIs

From a national policy financial and governapeespective, higher education and research in Latvia are
viewed as two different activity streams. There are two separate laws regulating the sector of higher
education the Law on Higher Education Establishmer@agima 2005) and the Law on Scientific
Activity (Saeima 2005a), pertaining to research and scientific activity. The latter mostly takes place in
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research institutions distinct from HEIs. The Law on Scientific Activity stipulates that it is the duty of HEIs
to perform research activities.

There are two main sources of science funding in Latvia: the state budget and European Structural
Funds. In 2012, state science funding constituted almost EURniiflion, while EU contribution was

64.5 million euros (MoES, 2014). Additional funding for reseacan be generated through
competitivelyselected research and collaboration with enterprises. Funding from the state budget is
available only to institutions registered in the Registry of Scientific Institutions. In 2013, all public HEIs
(with the excepion of the National Defense Academy) were represented in the Registry of Scientific
Institutions either themselves or by some institution affiliated to some degree with the (Btate
Service of Education Qualit013).

State budget financing is intded to provide base funding for research activitespublic HEIs and
research institutions, as well as to support basic and applied reseBash. funding fopublic scientific
institutions is calculated on the bases of formula which includes infrastreicinaintenance costs,
wages for scientific personnel, and a coefficient for the development of scientific institution (Cabinet of
Ministers Regulations® 1316, 2013). The coefficient for the development of the scientific institution
incorporates perfaomance based criteria which is the amount of research and development projects, the
number of scientific publications and patents, and the number of Masters and Doctoral thesis defended
with the guidance from the respective scientific institution. The istitacture maintenance costs and

the coefficient for scientific development are both adjusted for the area of studies with a coefficient 2
for natural sciences and 1.3 for social sciences and humanities. Similarly like in the case of decreased
funding for sudies, research institutions receive only gércentof the optimal annual base funding for
science®®

Public funding for research is also available on competitive bases from the State Research Program,
Commercially Oriented Research Program, &nddamental and Applied Research Program. Funding
from these sources is available on competitive bases to all institutions registered in the Registry of
Scientific Institutionswhich also includes privately founded scientific institutig@abinet of Mirsters
Regulations N. 1316, 2013; N. 227, 2011). Yet, like in all other instances, the amount of public funding
available is determined by the general availability of resources in public budget.

For the State Research Program, the Ministry of EducatmhSzxience invites proposals from scientific
institutes, groups of scientists, commercial enterprises, -gomernmental organizations as to what
should be the subjects tackled in the scope of the research prog@ahirfet of Ministers Regulations

No. 443, 2006). These proposals are evaluated by a committee organized by MoES and representing
various ministries, experts of Latvian Council of Sciences, and the National Academy of Sciences against
the criteria of national priorities in research, scientific ampplied importance of the topic, and the
novelty of the topic. Once the relevant topic proposals for State Research Program are selected, a call
for competitive research plan submissions which would meet the goals of the research program is

“® Interview with MoES expert.
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organized. Théead researcher in this application should be a scientist employed at registered scientific
institution which can also be a HEIl. There can be several partpetsic and private scientific
institutionst engaged in the implementation of the research and reicgy public funding. It is also
possible for commercial enterprises registered as scientific institutions to take part in the execution of
these research projects and provide theirftmding.

Commercially Oriented Research Program is aimed to suppsdgarch and business collaboration.
Project applicant should be a scientific institution. The project should involve a commercial partner from
the manufacturing sector who provides-fanding for the project. The distribution of public funding in

the scee of this program is competitive, administered by the Ministry of Education and Science
engaging experts in the areas of research proposals. Funds received in the scope of this program can
only be used solely for the purposes designated in the allocatioasearch funding. In 2013, however,

there was no public funding allocated for Commercially Oriented Research Program (MoES, 2014a).

Fundamental and Applied Research Program is funded by the state budget and administered by Latvian
Council of Sciencedhe purpose of Fundamental and Applied Research Program is to support the
creation of new knowledge regardless of their relevance for the commercialGeginet of Ministers
RegulationsNo. 227, 2011). In order to ensure that all fields of sciences hageess to this funding,
Latvian Council of Sciences distributes the funding between the areas of science based on the hitherto
results and scientific potential. Evaluation of projects submitted for each area of science is carried out by
relevant experts. A registered scientific institutions, public and private, are entitled to apply for this
funding. However, in the case of scientific institutions with some ownership of commercial enterprises a
clause applies that the respective commercial institutiondsoho priority rights to the use of the
research capacity and results funded by this program.

In addition to three aforementionedcompetitive public grantavhere HEIls registered as scientific
institutions are eligible to apply artehse funding for res®ch institutions, there is additional stipulation
pertaining to allocating funding for scientific activities at the institutions of higher education specifically
(Cabinet of Ministers Regulatioldn. 994, 2006). Regulations on the HEI funding provideradta for
calculating funds for the scientific development of the HEI. This formula differentiates funding allocation
by the area of studies, except for colleges, as mentioned in the regulation. When calculating funding for
equipment essential for the saiéific development of the institution, a higher coefficient of 2.0 is
applied for natural sciences, engineering, technology, health, agriculture, forest sciences, and veterinary
sciences. This increased funding is applied in the case of HEIs but noesoldigother fields of
scientific activity receive funding based on their HEI profile, which includes the number of state funded
students by the level of studies and other indicators like the number of graduates and faculty holding
Doctoral degrees and pfessorship. Governmental regulations stipulate that annual funding for
equipment relevant to ensuring the scientific development of a HEI should not be less than EUR 21,344
in the case of HEIs and EUR 7,115 in the case of colleges (Cabinet of MinigtdasidReNo. 994,

2006). This funding to HEIs and colleges is allocated as a lump sum. Within institutions, these funds are
allocated based on internal competitioli.should be mentionedhat from 2009 to 2014, there were no
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funds allocated to HEIs indtscope of this legislative framework due to severe public budget*tirs.

the years prior to budget crises the distribution of this funding to HEIs was stipulated in the agreement
protocol between MoES and HEI, similarly like it is done for study plhc@914, the funding in the
amount of 55,028 Euros was reinstituted for scientific activities in study programs of Latvian philology
and Latvian history at universities based on the vote in the national Parliament (Ministry of Finance,
2014). The clausenofunding scientific activities at HEI was used to distribute these funds to University
of Latvia, Daugavpils University and Liepaja Univetsity.

All in all, public institutions of higher education which are registered as scientific institutions receive
base funding for science, can receive on competitive bases funding from public research programs, if
there are funds they may receive funding intended specifically for scientific activities at HEls, and finally
funding for Doctoral study programs, calc@dtaccording to the general procedure of state funding for
study places is also considered as part of science funding at HEIs.

The decrease in the state allocation to higher education in the past years has correlated with the
decrease in the research expditure of HEIs (MoE2013). From 2009 to 201FU structural funds
became the main source of funding for HEI scientific acts/iMhile base funding for science from the
public budget might be considered insufficient, this issue seems unlikely tadessed as long as
project-contingent science funding is the primary form of financial support for research.

Research funding from structural funds is available for both developing scientific infrastructure as well

as increasing human resource capadityresearch. One tool for growing human resource capacity in
research has been allocating scholarships to Masters and Doctoral students from the European Social
Fund (ESF). Overall, 23 Masters degree scholarship projects have been supported to the dratliRt o

11.7 million, while 28 Doctoral degree scholarship projects have been supported to the amount of EUR
53 million (SEDA, 2014). ESF funding is also used to support young researchers by paying their wages in
projects that have received funding on a cagtifive basis. EUR 75 million have been allocated for this
purpose (ibid.).

The infrastructure for ESEsearch funding totalE URB0 million (SEDA, 2014). This is also distributed to
institutions registered in the scientific registry, on a competitivesiba According to information
provided by SEDA (2014), about 90 percent of science funding from EU structural funds is received by
the University of Latvia and its affiliated scientific institutions.

Indirect Public Subsidies to Higher Education

Indired public subsidies to higher education are channeled via public support to the student loans
system. Since 2001, governmesubsidized student loans have been available to all residents of Latvia

“ Interview with MoES expert.
*® |bid.
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pursuing higher education who can meet loan-signatory regirements (Cabinet of Ministers
RegulationdNo. 220, 2001). In order to obtain a staseibsidized loan, the borrower needs to provide a
primary guarantor in the form of one loan -signatory with income deemed sufficient by the issuing
bank?®. As a guarantee for the loan, the student can also offer real estate or securities, provided that the
bank acknowledges and accepts these.

The government guarantees 90 percent of the student loan amount to all student borrowers
orphans and children ith no parent guardians, however, the government guarantees their loans 100
percent Student loans are intended cover tuition feesandsupport the costs of student living.

The loan isprincipally provided by commercial banks thate selected throughan annual tender
procedure based on the most attractive interest rate offered. The governmental subsidy to the student
loan isrefleded in the subsidized interest ratethe grace period after completion of studies, debt
forgiveness under certain conditierstipulated by the government, and the secondary loan guarantor
provision offered by the government.

The borrowing student is required to pay interest on the loan to the amount of five percent, even if the

actual interest rate charged by the commerdiaink is higher. This is the case regarding the loan issued

G2 O020S8NJ (KS adGdzRSyidiQa RIAt&e tAQAYy3 SELSyasSaoed ¢KS
rate paid by the student and the one charged by the bank. The governmental subsidy accoeunniodat

the interest rate is even higher on those loans covering tuition. Students do not accrue an interest rate

on these types of loans while they are enrolled in their study program. The government covers these
expenses entirely until the student graduatand must start repaying the loan. The government then
continues to subsidize the difference in the interest rate between the annual 5 percent paid by the
student and the total annual rate charged by the bank.

Once students graduate, there is a grace period of one year during which students need not repay their
loan. The expenses of the grace period related to withholding the loan payments are also covered by the
government visx-vis the commercial banks thateathe principal lenders. The governmenibsidized
student loan is a mortgage type of loan under which students need to repay 1/10 of the amount per
year so that the total repayment is completed within 10 years. If a student borrower drops out of the
study program for which the loan was issued, the loan repayment begins three months after ex
matriculation.

Moreover, there are certain conditions under which the amount owed by the student can be reduced,
such as birth of a child, work in a profession eldfias specified by the government, disability, or death.

In these cases, the government steps in and repays the loan to the commercial bank for the respective
forgiven loan proportion.

9 A natural person of fulhge with the capacity to act, who has a regular income, which is not less then the minimum monthly
salary specified by the State.
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Prior to this student loan scheme, the government had a policy aiftigrgstudy and student loans from
the state budget (Cabinet of Ministers Regulatidis 251, 1997No. 86, 1999). These were loatisat
were generally available and did not require -signatories. Although these loans are no longer
available, there aretdl some outstanding debts today. However, they are¢he process of collection

The overall budget of the indirect subsidy to higher education via the governsugmorted student
loans scheme comprised LVL 2.7 million (EUR 3.8 million) in 2012d8tudiy [ AyniySa F RYA"
2012).

1.F Resource Diversification in Higher Education in Latvia

Tertiary education institutions in Latvia which offer Bachelors and graduate degree studies are expected
to deliver higher education as well as engageresearch (Saeima, 1995). Public funding to higher
education is split into a subsidy for studies and a subsidy for research. As described in the preceding
section, public funding for studies to public HEIs is distributed on the bases of the numbedenftstu
Science funding, on the other hand, generally is awarded on the bases of research results and in public
grant competitions.

Overall, there are three main sources of revenue for covering costs of studies and scientific activities at
HEIs tuition, public funding, and EU structural funds. The proportion of these sources differs by public
and private institutions. Private institutions primarily depend on tuition revedne€022, privatesector

of higher education drew 78 percent of its total revenuenf tuition fees (MoES, 2014). The remaining
revenue in private sector of higher education came from public sources, EU structural funds, and income
generated from institutional servicesuBlic sector of higher educatigomn contrary, generated only 16
percent of its revenue from tuition fees. The most prominent sources of revenue in public education
sector were state funding and EU structural funds.

By the revenue distribution as displayed in the table below, the largest share of higher education funds
88 percenfwasconcentrated in the public sector of higher education. This corresponds to the fact that
public sector absorbs the largest share of students in the country. Private sector of higher education
received 12 percent of the total higher educatibudget.

Table 2: HE funding in Latvia, 2012

Total Revenue of HEIs and colleges EUR3112 million; 1.4
percent of GDP
1.1  Public universities and colleges EUR237.3 million; 88% total
HE revenue
1.2  Private universities and colleges EUR 38nillion; 12% of total
HE revenue

2 State budget funding EUR 116 million; 0.5%
GDP)
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2.2  Subsidy from the general revenue for universiti EUR 9% million; 31% of
and colleges, including 15 percentfioancing total HE revenue
for EU structural funds

2.3 State budget funding for science, including 15 EUR 14 million; 5% of total

percent cefinancing for EU structural funds HE revenue
3 Private funds EUR 73 million; 0.3%
B
3.1 Revenue from tuition fees in state (public) EUR 43 million; 14% of
universities anctolleges total HE revenue
3.2 Revenue from tuition fees in private universities EUR 29 million; 9% total
and colleges HE revenue

4 Other funds EUR 1238 million; 0.6%
GDP

4.1 International funding for science and studies, EUR 64 million; 21% total
including 85 percent cfinancing from EU HE revenue
structural funding

4.2 Revenue from scientific work not financed by tr EUR 12.5 million; 4% total
state budget or international funding HE revenue

4.3 Other revenueof universities and colleges EUR 50.8 million; 16% of
total HE revenue
SourceMoES, 2014

The greatest part of public higher education fundimdnich was 31 percent of total higher education
revenue in 2012was allocated towards study process in higher education. State funding for science
comprised only five percent on the total higher education budget in 2012 (MoES, 2014). This difference
between public investment in studies and science was mitigated byribations from EU structural

funds and other international sources, the third largest contributing source to higher education budget
in Latvia in 2012. International funding for studies and science, including EU structural funds, comprised
21 percent of he total higher education budget.

It should be acknowledged that 15 percent of total higher education revenue in 2012 was generated by
institutions of higher education via sources other than described above. These alternative revenue
sources include irmme from educational services provided by HEIs, revenue from renting facilities, and

donations.

While the presented general data on revenue in higher education sector informs about the general
trends, the availability of more detailed data on the HElerewe streams both in private and public
sector is limited. Tertiary institutions are not required to publicly account for their balance sheets. The
data on funding mix on the institutional level is more available for public institutions of higher
education However, even in instances when consolidated budget reports of public HEIs are examined,
there are concerns on the accuracy of data reported due to underreported transfers between
institutions of higher education, for instance (Civitta, 2013).
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Nevertteless, information that is available on public HEI budgets informs several observations on the
diversification of income at public institutions of higher education. The aggregate data on the
institutional revenue sources in the public sector of higher adion reveals that the amount of income
from the variousncome streams differs from one ingttion of higher educatiorio the next. For some
public HEI$n 2012 about 80percent of their revenueamefrom general governmental subsichimed

to cover thecosts of educating state funded studerffdoES, 204). In other instances, this proportion
wasabout20 percentanddown to as little as two percent.

135



Figure B: Revenue®f public institutions of higher education in 2012
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Table25: Revenues of public institutions of higher education in 2012

State Cofunding " International Oth_er :
funding for EU Tuition funding for funding Smepce Other
for studies structural revenue studies for funding | revenues
funds studies
EUR (thousands)

LU 81,432 14,600 92 14,298 8,157 992 18,159 25,226
RTU 58,665 18,675 1,476 5,987 9,994 0 18,088 5,921
LLU 28,376 8,924 832 2,888 5,235 0 8,028 3,301
DU 10,778 3,985 61 919 674 0 1,558 3,641
RSU 37,806 20,499 9 8,534 1,130 936 3,230 3,476
LiepU 4,431 2,096 0 744 199 0 928 464
LKuA 3,660 3,021 16 472 85 71 10 0
[ an! 4,037 3,293 37 97 213 380 28 26
[ an! 3,278 2,425 40 202 518 40 1 92
LSPA 2,661 1,443 46 788 330 0 38 61
LJA 2,493 635 17 956 390 0 4 508
RPIVA 4,024 1,197 7 2,265 215 134 127 87
RA 5,855 2,067 149 538 1,349 916 773 212
VeA 4,680 1,133 63 215 356 131 2,225 620
VIiA 2,962 933 11 679 731 0 74 545
BA 3,364 90 0 2,429 359 40 0 447

SourceMoES, 2014



Depending on the institution, there were various combinations of revenue proportions for covering the
study process. In all instances, tuition fee paid by full time and part time students presented a source of
income. A source of revenue across all puldfistitutions for financing study process was also
international funding, including grants from the EU structural funds and international student mobility
programs like ERASMUS. Several institutions reported revenue generated from educational services and
intended to cover the costs of study process.

The same variation in institutional revenue in 2012 is observed also in regards to revenue generated for
research at public institutions of higher education (MoES, 2014). Institutions of higher education can
receive public funding for research projects if they are registered as scientific institutes, which nearly all
of them are. As described earlier, public funding to research has declined since 2009 and it has
correlated with the decline in HEIs researchrsiag. Still, funding for science for the most part does
form a significant share in the institutional revenue streams made available through the state funds and
EU structural funding. At the same timeatd on public HEIs revenue streams rewifferenaes in the

ability of institutions to tap into these fund$n 2012, six out of 16 public HEIs reported revenue for
research in the amount of 15 to 48 percent of their total revenue (MoES, 2014). For eight institutions
this revenue contributed 8 to 15 pecent of the total budget. In two cases there was no income from
science funding reporter in 2012.

The ability of HEIs to attract funding for science from public and the EU structural funds depends on

their position among all scientific institutions compej for research grants, which also include
independent research bodies. In 2013, there were 88 institutions registered as scientific institutes; 46 of

the publicly founded and 42 privately founded scientific instituted (3 f p@loH k &n G Sas, O £ &40 &
2013). Among these institutions, 10 were public institutions of higher education and four were units of

HEIs. At the same time many other research institutions, although legally independent bodies have
historic ties and collaborate on various levelshwHEIs. Thus, even if in research competition a public

HEI is not the main applicant, there are partnerships formed which enable access to research funding for
various institutions, including public HElIs.

The authors argue that the ability of public BlIE] attract science funding also depends on their capacity
in research. Most of the public funding for science is competitive. The element of competition in
providing base funding for HEIs is involved in the assessment of their achieved researchAesets.

to other national grants for science is explicity competitive. In order to access these revenue
diversification opportunities, HEIs need to be able to achieve scientific accomplishments.

The national share of science funding revenue at the unsbins of higher education is smaller when
compared to the revenue generated from the EU structural funds for science and human capital in
science. However, public budget for science is also enclosed in 15 pecetemiding for EU structural
fundsto HElgeceiving these funds. Themaining 85 percendre funded by the EWithin the scope of
structural funds projects.Overall,EU grants are the third most significant source of funding for higher
educationand sciencen Latvia.
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Table &: EU structural fuds for higher education and science, 202013

Allocation EuropeanSocialFund EuropeanRegionalDevelopmentFund

HigherEducation LVL51 million LVL102million
(EUR73 million) (EURL46 million)

Science LVL40 million LVL186million
(EURS7 million) (EUR266 million)

SourcelLIVA, 2010

Access to EU structural funds is done on a selective and competitive basis. The procedure for nationally
distributing EU structural funds involves two types of tenders. One is an open call tender where any
higher education institution can apply and submit its project. Project selection is done by assessing the
relevance of the applicant to the minimum requirements set for participants in the tender, as well as by
assessing the quality of the project. The @at type of EU structural fund tenders is a restricted call
tender, where only HEls pielected by the Ministry of Education and Science are eligible to submit
their projects. Once the eligible HEIs have turned in their project proposals, the recipidntgling are
determined in competition between the projects. More than 75 percent of the EU structural funds for
education and science are distributed in restricted call tenders (SEDA, n.d.).

Currently,EU funds provide a main leverage for retaining researchers in the Latvian higher education
sector, namely by financing theresearch $EDA n.d.). Access torternational funding for studies
coming from European sources important income for HElstended for improving the content of

higher education curricula and developing graduate study programs (SEDA, n.d.). The increase in the
number of Doctoral students as of 2008 is a direct result of the EU funds supporting Doctoral study
programs, which allocatescholarships to Hh candidates. In 2008,@5 or 2 percenbf all students

were pursuing Doctoral level studies both at public and private HEIs (MoES, 2008). In 2012, this
proportion had grown to 519 or 3 percent of all stuaes (MoES, 2012).

Nexttoi KS GKNBS YIAYy AyO0O2YS &42dzNDOS&a F2NJ KAIKSNI SRdzO |
reported by public institutions of higher education. In 2012, other revenues contributgaedcent of

total public HEIs budget, colleges excluded (MoES, )24 inquiry into the details of this income
category shows various sources of income. The example of the University of Latvia, which reported
about 30 percent of its budget as other revenue in 2012, shows significant share of this income from
rent of fadlities, services provided by university (University of Latvia, 2012). Daugavpils University, which
also has about one third of its budget from other revenues in 2012, reports the greatest share coming
from an international infrastructure project not reked to studies or research, followed by revenues
from rent and services, some other international grants, and donations to the institution (Daugavpils
University, 2014). A different case from two aforementioned is Ventspils University College which enjoys
strong financial support of the local municipaligystainable Strategy of the City of Ventspils until 2030,
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2013). In 2012, 13 percent of Ventspils University College budget was contributed by the local
municipality on the bases of the mutual collaboost agreement (MoES, 2014).

Vidzeme Uniersity of Applied Sciencesa regional HEI, also receives municipal support. In 2014,
Valmiera municipality allocatedEURHHZpnn F2NJ GKS 1 9LQa NBaASIHNDOK
municipality, 2014)The purpose of this program is to support studies which engage young researchers,
focus on issues relevant for Vidzeme region, and produce applicable reMultsicipality of Valmiera

finances this program since 201Rrior to that equivalenfunding wasallocated to finance research of
academic staffat VidzemeuUniversity of Applied Sciences. In addition the research funding, Valmiera
municipality supports the organization of an international summer schooVid¢eme University of

Aplied Sciences. There $ also a joint library for the city and HEI, funded by Valmiera municipality.

To summarize

Public higher education sector has access to several sources of revenue both for covering study process
as well as research activities. For study process, nogtnue in the public sector is received from
public budget and EU structural funds. Public HEIs also attempt to generate their own revenue from
rent, services and other grants not related to studies and research. However, there are variations by the
amountof each of these revenue sources among institutions of public higher education. While access to
public funding for study process is not competitive, the accessibility of public and international research
funding is linked to the competitiveness of HEIsezmearch centers. Achievement record in studies and
science of public HEIs is also important when applying for EU structural funds. Thus, ability of public HEIs
to diversify the revenue is related to its position in higher education and research seetallov

1.G Student Financial Assistance
Free Study Places art8overnmental Allowance to Students at Public HEIs

Student financial aid in Latvia is provided in the form of both diext indirect public subsidies, and
private resourcesTheseinclude loans and scholarships, as well as income tax rebates for exhajat
expenditures.

In addition to being a mechanism for allocating basic funding for higher education institutions,
governmentfunded study places for a portion of students at pohinstitutions of higher education
might also be considered a form of student financial assistance. In 2012, 37 percent of all higher
education students in Latvia studied ér@f charge. Access to publiélynded study places varies from
program to programbased on MoES distribution of budget places to institutions and study programs.
Thus, chances of being admitted to study free of charge for students dependabdtie stug/ program

and the particular institution since some institutions and areas of dyureceive more support than
others.
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As discussed abovadmitting studentsto governmentfunded study slotss based on academic merit.
Applicants with the best grades are admitted to study freelwdrge,in accordance with the principle of
free-of-charge budget placesyhile others have to pay tuitiofees.a O RS Y A Q hoWevedJisihat
uniformly understood across study progranrsprograms with a large pool of academically outstanding
applicants andewer governmenffunded studyplaces, thegrade thresholdfor free study places can
sometimes be very high. In study programs with fewer applicants and a larger number of government
funded places, applicants with mediocre academic results stampleater chance studying free of
charge. In order to ensure that only the highgstrforming students in the program enjoy free studies,
higher education institutions haveon their own initiative introduced a seOl f f SR a il dzRSy (i WI
scheme, based on the result§ exams usually taken twice a year. According to this policy, students who
pay tuition can transfer to governmentalyponsored study places, providing they outperform (i.e. in
these exams) students who were initially admitted to these free study plabféh. a few exceptions,
only fullime students are admitted to study free of charge at public higher education institutions
(Cabinet of Ministers Regulatiohi. 994, 2006).

Most students on budget places are enrolled in academic and professional &agégiee programs. In
2012, this proportion was 85 percent of all governmepbnsored full time students (MoES, 2012).
Students who are admitted to free study places also qualify for governfugiaied monthly stipends,
whose amount depends on the partiew level of studies. For Bachelor and Masters students, the
government monthly stipend is EUR 99.60 (Cabinet of Ministers Regulations Nr. 740, 2004). For Doctoral
degree students it is EUR 113.83 per month for their coursework and 85.37 Euros per nrotfigsirfo
Doctoral research. A portion of the stipends for Doctoral research are conditional grants that might,
under certain conditions (i.e. Doctoralcandidates fail to complete thedissertation within five years),
become repayable loans. Conditiorstipends for Doctoral research are generaligt available. The list

of subject areas where these stipendse available is approved annually by the Minister of Education
and Science.

The stipends described above are finandeom an institutional budgt liy S 2 F GKS 32 @SNy
subsidy calculatedoy multiplying the number of fulime equivalent study places by the equivalent of a

full-time student on a per year basis (on Bachelor, Masters, or Doctoral level of studies). A small amount

is also allocad to generate funds for covering stipends to students on maternity leave (Cabinet of
Ministers Regulationblo. 740, 2004).

The size of the government subsidy does not always match the number of students studying in free
budgetplacesFunding allocated towals the provision of stipends is typically insufficient to successfully
accommodate all students in governmefninded study sla, i.e. depending on the institution; there
might be more budgeplaces than stipends for students whialould normally be expected to match in

their number the number of budget places provide@nly about 15 percent of all students studying in
state budget places at public HEIs receive state scholarships (MoES, 2014).

Based orgovernment regulations, gevnmentfunded monthly stipends are awarded to the highest
achievingstudents in the program. Criteria such as need, disability and other socioeconomic factors are
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only taken into consideration in cases wherlen two candidates have the same academic siag.
Socioeconomic factgrare the primary criterion for single payment stipends for which students facing

some extraordinary personal circumstaneagmply. For these stipends, the institution of higher education
canspend no more than 5 percent of its arad governmentalyf dzy RSR a0 A LISYRaQ 0dzR3AS

A separate budget line of government stipends funded by the European Social Fund (ESF) is available to
Doctoral students in the scope of their Doctoral studies. However, in cases where the student receives
the ESF stipend, the national monthly stipend is then revoked. Doctoral stipends paid under the
framework of ESF funding are nevertheless more generous, since they include funds for activities such
as academic conferences, and are competitively awardddgioer education institutions on the basis of
developing their Doctoral study programs.

A proportion of annual expenditure for all public higher education is allocated by the government for
the purpose of covering student scholarships (Cabinet of d#irs RegulationdNo. 740, 2004).
Additional scholarships by HEIs can be provided from a special fund of private donations. In these
instances, distribution of these funds is regulated by institutional policy.

Figure20: Financial aid to students, as percent of total public expenditure on higher education (ISGED 5
2001c10

30
20

——
15 g N N

NN P

Percent of total public expenditure

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
—EU 27 countries 13.0 156 160 159 165 16.7 17.1 16.7 173 18.2

— Estonia 2.8 7.8 5.0 8.2 8.9 6.3 7.4 10.3 132
—| atvia 248 20.7 19.7 152 9.4 7.7 5.1 7.1 12.7 120
= | jthuania 119 117 1va1 175 170 152 145 141 157 13.2
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As shown in Figurg4, the level of financial aid to students agarcentage of total public expenditure
of higher education in Latvia has decreased significantly between the yearg1ZD(12.8 percentage
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pointsy°. In 2001, the share of financial aid of higher education expenditure in Latvia was among the
highest in Euwrpe, exceeding the ERI7 average by 11.8 percentage points whereas in 2010, Latvia fell
6.2 percentage points below the EJ average. In 2010, the expenditure share of student financial aid
in Latvia was slightly below (1.2 percentage points) the levaidoin the other two Baltic countries.

In 2007, prior to the economic and financial crisis, the percentage of the higher education budget spent
on student aid reached its lowest point of 5.1 percent, which was the fifth lowest among &lf EU
countries n that year. The relative share of public student aid financing in Latvia fell dramatically from
24.8 percent in 2001 to 5.1 percent in 2007 due to a reform in the student loan system. Until the year
2000, loans were granted from the State budget. Howefrem 2001 onwards, loans were granted by
private banks appointed by the state, thereby dramatically reducing the share of student aid in total
public expenditure on higher education. The transition was gradw@dthough the number of state
granted loanglecreased immediately after 2001, the state continued to grant loans until almost 2007.

Governmenssubsidized Student Loans

As discussed extensively time section onindirect Public Subsidies to Higher Educatgmvernment
subsidized student loans aewailable to all Latviaresidents who pursue higher education and are able
to meet cosignatory loan requirements (Cabinet of Ministers Regulatios220, 2001). There are two
types of loans in this program. Onetlie so-called study loan medro cower tuition fees. This loan is
available to fultime and parttime students. The loan for covering tuition festarts accumulating
interest ratewithin justone year after the student has completed the studies and has to start repaying
the loan. The maxiomm annual interest rate that student needs to pay for is 5 percent. If the total
interest rate is more than that, the government compensates the difference to the commercial bank
offering the loan.

The second type of loan is that intended to cogardent living expenses. Only ftilne studentsare

able toqualify for this loapnwhose maximum iEUR 17@er month. This loan also carries the maximum
annual interest rate of 5 percent for students. The difference, however, is that this interest rate
becomes effective from the issuance date of the loan, and students must cover these costs. The
repayment of the pincipal loan amount, however, is postponed until one year following the completion

of studies.

Both loans are also available for students seeking to study abroad. The maximum amount that students
can borrow to finance their studies abroad for severahszErutive programs is EUR 28,458 (Cabinet of
Ministers Regulationblo.220, 2001).

% Financial aido students as currently defined in the UOE data collection on education statistics is referring only to direct
public assistance to pupils or students in the form of scholarships, public loans and family allowances contingent on student
status. This isat a full measure of the level of assistance students may receive as for instance, students may also get financial
support like loans from private banks, other services,(sident welfare services such as for meals, transportation, health
care or dormitories) or tax reductions. The financial aid to pupils/students varies as the education systems are diffessnt ac
countries (Eurostat).
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The governmenguaranteed student loan is a mortgagge loan with fixed monthly repayments over

a maximum repayment term of 10 years. For students who successfully dempkir studies, loan
repayment begins one year following graduation, at a steady interest rate of 5 percent. For students
who drop out, repayment of the interest rate on loans begins immediately aftenatxiculation, at a

rate usually greater than 5 peent. Repayment of the principal loan for these students begins three
months after exmatriculation There are, howeverertain conditions under whicthe amount owed by

the student can be reduced-or every child born or adopted, théudent debt holderhas 30 percent
written off. If both parents have student debt, this provision only applies to one of them. The student
loan debt is fully forgiven if the borrower becomes disabled or dies. Similarly, student debt is fully or
partially written off if the gaduate becomes a military officer and is employed by the military service. In
addition, one tenth or one fifth (each year) of the student debt is written off in instances where the
graduate is employed by public sector (gradual loan forgiveness). Thépissitions that qualify for this
waiver is annually approved by the government.

Prior to the current student loan scheme, the government had a policy whereby study and student loans
were granted from the state budget (Cabinet of Ministers Regulathms251, 1997;No. 86, 1999).
These were widely available and did not requiresinatories. Although these loans are no longer
provided, repayments are still actively being collected.

Private Student Financial Support Programs

There are two mairtypes of private student financial support programs: the first is student lending
schemes implemented by commercial banks for commercial purpoaad he second involves
philanthropists and businesses engaging in philanthropy.

In the case of private laoes, the largest commercial banks in Latvia offer some sort of student loan
scheme. These are essentially commercial loans targeting students and offering funding to cover their
higher education costs.

Philanthropic support to students is also made avdéda in the form of scholarships provided by
foundations to higher education institutiongzor instances, thet | YA @SNEAGE 2F [ | G OAl
manages both monetary donations and income from handlingind donations, such as real estate

bestowed to theuniversity and pays stipends to students [ G @A 21 & | YAOSNBAGNnGSa
FRRAGAZ2Y S GKSNB NB F2dzyRIGA2ya &dzOK a axAl2f dz
terms of the selection criteria, scholarship recipients are usualbseh on account of both need and

merit; however, there are sometimes also particular constraints with respect to the subject area.

Student financial support initiatives are, further, offered by municipalities, where additional funding is
leveraged via lad businesses, philanthropists, and the municipal budget. In these instances, grants
typically tend to be offered on the assumption that recipients will return to the municipality following
the completion of their studies, and thus contribute to the locammunity/economy.
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Apperdix 2 List of documents reviewed development of discussion on HE
funding reform

Below is alsort overview d the main documents discussing argferring to the pros and cons of the
existing HE funding model, proposals ffeforms,andtarget indicators.

Guidelines for the Development of Higher Education and Science Technologie2 @0D2Mnistry of
Education and Science, 2001

Targets:

9 State budget funding to HE.4 percentof GDP state budget funding to science and researth
percentof GDP (from that @ percentfor science universities).

1 Attract private funding to HEL¢1.4 percent of GDP private funding for researchcl.3 percent
of GDP

1 Funding for statdunded studyplaces should cover 2percent of the respective population
aged 18¢23.

1 Provide additional state budget funding for internationalizatisnpport for sudent exchange
programs(Erasmus, Socrates, Nordbatc.).

91 Develop scholarship funds at HEIs fromitteevn resources.

1 Integrate HE, sciencand modern technology.

1 Increase state funding for science at universities for the development of doctoralestudi
support science disciplines, scientific research pbasd infrastructure.

1 Attract internationalfunding for the development of research and technology.

National Concept of the Development of Higher Education and Higher Education Institutions until 2010,
Higher Education Council, 20(dpproved by the Cabinet of Ministers on Jifly2001)

Targets

1 Sate budget funding to HE has to be gradually increased (by, 2006L VL3 million a year by
2011, plus LVL1.3 milion a year). At the same time HEshould bear responsibility for the
effective use of pblic resources in the form gferformancecontracts between HEIs and MoES
regarding the specific number of specialists to be prepared.

1 In the following 10 yeardo increase the state funding to reach the optimum coefficients for
studies in accordance with the existing normative basis.

1 Revise theemuneration system of academic staff by harmonizing the lowest rates of salary for
the different groups of academic personnel.
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Guidelines for the Developent of Education20072013, Ministry of Education and Science, 2006
(approved by the Cabinet bfinisters on September 27, 2006)

Evaluation:In 2004/2005 the number of students pef0D0members of thepopulation is556, whichin
comparison with the average number in Bt371 is high. However, the number of students is not the
indicator of quality. It can be explained by the low prestige of vocational education and limited
possibilities in thelabor market. Moreover, the number of students in STEM is insufficient, 52y
percentof the total number of studentand 12.5 percentof statefunded students. Number of budget
study places is not sufficient and does not promote accessibility.

Targets:

91 Increase the amount of student loans (to redctiL120 a month) and increasthe number of
studyloans, whichare covered by the state budget.

1 Increase the number of state funded scholarships lpekcenta year. Attract private funding
for the formation of scholarship funds.

1 Increase the number of budget study places in STEkkach at least 5percentof all state
funded study places.

1 Attract EU funds for the preparation of the highest level specialists (Masters, Doctors).

1 Increase the coefficients of study costs by 1/10 a year to reaghe8&ntof the optimal value
in 2007and 95 percentin 2010.

1 Increase funding to HE to react8@ercentof GDP in 2007,.1 percentin 2008, 14 percentin
2009,and 1.5 percentin 2010.

1 Atleast 4Qpercentof state budget funding for science concentrated in universities for research.

Is anything wrong with higher education in Latvia?, 2009, paper by V.Dombrovskis, Stockholm School of
Economics

Evaluation:Existing system is geared to funding stydigces, whickare a form of industrial policy in HE

with government subsidizing certaiprofessions. Science funding is largely independent of any
performance indicators and is allocated to scientific institutions based on tradition. Present HE system is
not as effective as the Soviet education in promoting innovativeness.

Proposals for réorm:
1 Research budget should be allocated on the basis of sucpab$ications in internationally
peer-reviewed journals and success in attracting European research grants.
1 Allocation of subsidies for budget placeshould depend on the prografull time facultyQ &
success in publishing in internationally recognized pegiewed journals. That is, a university
with a more publishing fulime faculty in a relevant prograrof study would be entitled to a
greater subsidy as compared to a universitith a less puldhing faculty. This would push
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universities to change their internal motivation systems to stimulate their faculty to produce
research that would comply with the world standards.

The reform would not increase the total amount of finargifor HE but would change the

criteria by which universities receive public subsidies.

Government should offer additional financing contingent otrdducing credible MA prograsn
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foreign students.

Government may provide targeted grants for training PhD students abroad and for attracting

visiting faculty from top schools in the world.

Information Note on the Necessary Structural Reforms immtEScience to Enhance the International

Competitiveness of Latvia, Ministry of Economics, 20@8rmation note was submitted to the Cabinet

of Ministers to present the results of the working group on structural reforms in HE initiated by Prime
Ministers upon the request of HE sector)

Evaluation:In 2009 Latvia has low state budget funding for HE (less thmarcentof GDP). Both public
and private funding for HE has considerably decreased.

Proposals for structural reforms in regard of HiBd science funding

T

Increase statebudget funding to HE to reachZlpercent of GDPin 2015;for science 1.5
percentof GDP in 2015. Increase to be achieved gradually, ar68t0.4 percentof GDP per
year for HEandaround0.4¢0.5 percentof GDP peyear for science.

Improve the system ofllocating state budgefunds; introduce a transparent performanee
0FraSR FdzyRAYy3 LINAYOALX S oaYvYzySe F2ffe@»mELdpdz t A
indicators on the amount of allocated budget funding.

Introduce performanceébased funding in sciencand link funding with the results of scientific
activityc publicationsand patentst and theirapplicationto national economy.

Diversify HEresources;allow attracting additional funding from private sectoindustry,
entrepreneurship) and other sources. Make the HE funding system tnangparent;clearly
differentiate public and private finance to HE.

State funding for graduate studies (MA, PhD) to be concentrated in the Wilisthe
guantitative and quafative indicators to operate at the highest level studies and research.
MOES to evaluate the actual costs of a study place and plan adequate funding for

Optimize study programs, especially those funded by the stateeduce fragmentation and
doublingandto facilitate the development of joint programs.

MOES in cooperation with MoF to work out a performath@sed HE and science funding model
which takes into account the results of HEIs and scieniifstitutions in the previous three
years, as weks sets the expected results (indicators) of the funding to be allocated.
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