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Introductory Remark

* This is a “Policy Paper” based on a Research
conducted in the framework of the IAP 6/09

Project financed by the Belgian Federal
Government.

* Research Model is presented in a.0. Gérard
(2010)
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Introduction and Motivation

 General framework: In most EU countries,

— HE tuition fees are very low if not zero
* UK is an exception

— Does not mean HE is a free good

* |tis publicly funded

* But graduates repay through higher income after
graduation generating higher tax and higher
contribution to HE expenditures since the tax system is
usually progressive = a kind of contingent loan

* Argument doesn’t hold in an open mobile economy
making current system little sustainable, especially in
the prospect of the Bologna process.



Introduction and Motivation

* |[n an open economy with Students” mobility:

— The country which benefits from a graduate is not
necessarily that which finances a student (high
rate of returning home after graduation)

* Host country Principle (HCP, see below)
— How to manage HE such as the country which
benefits is also that which pays for HE
 Origin country Principle (OCP)
* HCP or OCP coupled with a Bhagwati Tax // football pl.
* Contingent Loans Mechanism



Introduction and Motivation

* |s Students’ Mobility an important issue? (1)

— Cross border mobility of students is not a new
phenomenon but it is an increasing one
— It is encouraged by the European Union
e See the Erasmus program (see graph)
e See the Bologna process
— Mobility however is unbalanced

» At world level (see graph)
e Within the EU (see table)



Figure 3. Number of students in the ERASMUS program.
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Figure 2. Market share of the main host countries
In international student mobility.
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Table 1. Imbalance in the mobility of students within the EU (2008).

Foreign | Balance of Foreign | Balance of
Countries students | mobility Countries students | mobility
(%) (%) (%) (%)

Austria 11,36%|  -8,02%|Hungary 1,20% 0,36%
Belgium 6,98%|  -4,62%|Italy 0,54% 1,06%
United Kingdom 406%|  -3,63%|Finland 0,74% 1,37%
Czech Republic 5,21%|  -3,01%|Poland 0,11% 1,43%
Netherlands 417%|  -2,41%|Portugal 0,68% 2,50%
Denmark 270%|  -1,18%|Greece 0,15% 4.06%
Sweden 2,03% 0,11%|Ireland 1,92% 747%
Germany 2,61% 0,26%|Slovak Republic 1,59% 9,73%
Spain 0,75% 0,30%|Luxembourg 37,00%| 232,70%
France 1,60% 0,33%




Introduction and Motivation

* |s Students’ Mobility an important issue? (2)

— European legal specificities complicate the story

* Open area: if not accepted in one country, go and study
in another with good level and same culture = free
rides your neighbor (FR/GER<>BEL/AUS; even ROM)

* No price discrimination allowed = EUR vs. US and within
EU vs. within US

* Quota (non-price) discrimination is a temptation
e UK vs. AUS/BEL

— Research called upon by recent ECJ decision



ECJ decision

* Articles 18 and 21 TFEU (the Treaty founding the
EU) preclude national legislation, such as that at
issue in the main proceedings, which limits the
number of students not regarded as resident in
Belgium who may enrol for the first time in
medical and paramedical courses at Higher
Education establishments, unless the referring
court, having assessed all the relevant evidence
submitted by the competent authorities, finds
that that legislation is justified in the light of the
objective of protection of public health”.



Moreover, although “the Belgian Government,
supported by the Austrian Government, confirms that
the legislation at issue in the main proceedings is
necessary to attain the objective of ensuring the
quality and continuing provision of medical and
paramedical care within the French Community”, the
Court adds that “it follows from the case-law that a
difference in treatment based indirectly on nationality
may be justified by the objective of maintaining a
balanced high quality medical service open to all, in so
far as it contributes to achieving a high level of
protection of health. Thus, it must be determined
whether the legislation at issue in the main
proceedings is appropriate for securing the attainment
of that legitimate objective and whether it goes
beyond what is necessary to attain it (...).



 That being the case, it is for the competent national
authorities to show that such risks actually exist.
According to settled case-law, it is for those
Authorities, where they adopt a measure derogating
from a principle enshrined by European Union Law, to
show in each individual case that that measure s
appropriate for securing the attainment of the
objective relied upon and does not go beyond what is
necessary to attain it. The reasons invoked by a
Member State by way of justification must thus be
accompanied by an analysis of the appropriateness and
proportionality of the measure adopted by that State
and by specific evidence substantiating its arguments”.




Introduction and Motivation

* The paper deals with

— How to finance HE when Students are mobile
across borders

* In the framework of the Bologna process where
students enroll and pay tuition fees abroad

* Taking into account EU law, especially non-
discrimination

* In a way which is sustainable

* And decentralized (subsidiarity principle and euro-
barometer)



Appendix - Criteria for determining an internationally mobile student

Resident Non-resident
1 2 National Citizen
3 4
5 6
7 8 Foreign Citizen
Former education
accomplished
abroad




THEORETICAL ANALYSIS AND POLICY
SUGGESTIONS
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Theoretical Analysis and
Policy Suggestions: HCP

* The currently applied Host Country Principle

— A 2-country model

— Each government decides on how many students
it welcomes from abroad (optimal quota)

— Taking into account the effect on its domestic
welfare (remaining students) not on global welfare

— Underprovision of cross border HE as compared to
centralization



Theoretical Analysis and
Policy Suggestions: OCP

* The Origin Country Principle

— A 2-country model

— Each government now decides on how many
students it sends abroad

— Taking into account the effect on its domestic
welfare (returning students) not on global welfare

— Smaller underprovision of cross border HE as
compared to centralization



Theoretical Analysis and
Policy Suggestions: 2V

* A two-part voucher
— |ssued by the Origin country

— Usable in host countries’ certified HE institutions
» Certified by the issuer or a certification agency (e.g. Equis)
* Possible mutual recognition
— Part 1: To finance the cost of studies
e Actual cost (see table)
* No voucher no admission ? => Enlargement of domestic HE
policy
— Part 2: To finance the cost of living
e Student wage
* Possibly used an incentive to targeted student groups




Table 2. Budget allocated by the French-speaking Community of Belgium.

University higher education Euros per student

Any year of bachelor and master degree in 5,597.50
humanities, political and social sciences, law,
economics and management, psychology...

1st or 2nd year of bachelor in medical sciences 11,195.00
and engineering

3rd year of bachelor degree or any year of 16,792.50

master degree in medical sciences and

engineering.
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Theoretical Analysis and
Policy Suggestions: Bhagwati Tax

A many-country world

— Either the Host Country Principle
— Or the Origin Country Principle

— But supplemented by a Bhagwati Tax
* Principle of the Bhagwati Tax

» Application => progressive tax, // contingent loan
* Requires international / EU cooperation or / and treaties

— Might be designed in such a way that there is no
externality (no underprovision of HE)



Theoretical Analysis and
Policy Suggestions: Contingent loans

* A many-country world

— A financial institution either in the Origin or in the
Host country, or in any other country,
* With public guarantee, by which jurisdiction?
 Makes a loan to the student

* The refund being contingent to the graduate income
(contingent in the maturity length and in the amount to
be repaid yearly)

 // Bhagwati Tax

— Might be designed in such a way that there is no
externality (no underprovision of HE)




Theoretical Analysis and
Policy Suggestions: Policy Suggestions

 The Host Country Principle is not sustainable

in a Bologna area where students” mobility
Increases

 The Origin Country Principle is an alternative
option but what if the return rate after
graduation declines?

* The two-part voucher is an attractive but

maybe costly feature, compatible with both
HCP (less) and OCP (more)



Theoretical Analysis and
Policy Suggestions: Policy Suggestions

 The Bhagwati Tax and the Contingent Loans
are interesting features

* They are not “socially unacceptable options”
but might be designed in such a way they are
tools to stimulate HE participation by targeted
groups, or to stimulate education in some
desirable fields though not well rewarded
financially



Some national experiences

Norway

— Loans to finance the cost of living and possible
studying abroad; accessible to foreigners; loans might
be turned to grant

Australia

— Contingent loans and Taxation
Switzerland

— Origin Canton Principle

Canada
— Tax credits



