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Introduction3

The Bologna Process was launched in 1999. Its philos-
ophy is well summarized in the Bologna Declaration, 
which states that “A Europe of Knowledge is now widely 
recognized as an irreplaceable factor for social and hu-
man growth and as an indispensable component to con-
solidate and enrich the European citizenship, capable 
of giving its citizens the necessary competences to face 
the challenges of the new millennium, together with an 
awareness of shared values and belonging to a common 
social and cultural space” (Bologna Declaration 1999). 
In other words, the main aim of the Bologna Process 
has been to create a European Higher Education Area 
(EHEA) based on international cooperation and aca-
demic exchange that is attractive to European and non-
European students and staff. 

This article focuses on one key element that has been ne-
glected in the Bologna Process: the financing of higher 
education when students and graduates, i.e. (potential) 
tax-payers, are mobile. More precisely, it deals with the 
central issue of who will pay for the education of mo-
bile students. This, in turn, raises the questions of: What 
share of higher education costs should be publicly (viz. 
privately) financed and which jurisdiction(s) should be 
taken into account in the financing process? 

1  Catholic University of Louvain and CESifo. 
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3 This article is based on research partly conducted in the framework 
of Project IAP 6/09 of the Belspo agency of the Belgian Federal 
Government. 

Imbalanced migration

Ultimately, the Bologna Process should lead to a single 
market for high skilled labor. Whether this also leads 
to spill-over effects or externalities and endangers the 
efficiency of the higher education system in the Europe 
Union (EU) depends on the extent of student and gradu-
ate mobility; and even more on the link between them. 
Do students who have graduated in one country embark 
upon their professional career, earn their wage income 
and pay their taxes in that country? Or do they join 
the workforce in their country of origin or in another 
country? There is empirical evidence that mobility in-
creases with the skill level of workers (see, for example, 
Ehrenberg and Smith 1994, for the US, or Uebelmesser 
2006, for Germany). This would suggest that university 
graduates are comparably mobile. Besides, the mobil-
ity of graduates is incentivized by mobility before and 
during tertiary education (see, for example, Dreher and 
Poutvaara 2011; Parey and Waldinger 2011; and most re-
cently Voin and Gérard 2013). This means that foreign 
students are fairly likely to move on after graduation. 

In terms of the financing of higher education, graduate, 
and thus tax-payers’, mobility would not present any 
problem if migration flows were balanced. As illustrated 
in Table 1, however, the mobility of students is imbal-
anced. A negative sign means that the country is a net 
importer of young people – or raw human capital – and a 
net exporter of graduates – or enriched human capital – 
if most intra-EU migrant students do not stay after their 
studies.

Those countries that face a negative balance can be sep-
arated into two different groups: one group comprising 
Austria, Belgium, the Czech Republic, the Netherlands 
and Denmark, and the other group featuring the United 
Kingdom.

The members of the first group all have large neighbor-
ing countries – France for Belgium, Germany for the 
other countries – that are quite selective regarding ad-
missions to medical and paramedical studies. Students 
who fail at the entrance examination level in their 
own country, either France or Germany, enroll in the 
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equivalent programs of their small neighboring coun-
tries where language is the same or similar, access to 
studies is formally easier – no entrance examination – 
and tuition fees are generally low – they do not exist in 
Austria, Denmark and the Czech Republic (in the Czech 
Republic, a EUR 1,000 per term fee is charged to stu-
dents following courses taught in a language other than 
Czech), and amount to EUR 830 per year in Belgium 
and up to about EUR 2,500 in the Netherlands.4 As a 
result of EU laws, the nationality of the degree does not 
preclude practice in another country. So, one could con-
clude that France and Germany free ride on their small 
neighbors. The latter face a net inflow of students who 
are not the best in their field and cohort.5

The other group comprises the UK alone. In that coun-
try, the language is country specific, but used in the en-
tire world as lingua franca, access to studies is intel-
lectually demanding – admission is very selective – and 
tuition fees are very high by European standards, reach-
ing up to GBP 9,000 a year. The UK, therefore, can be 

4 See http://www.studyineurope.eu/tuition-fees. 
5 It is worth noting that Denmark is also a net importer of students 
from other Nordic Countries. We will come back to this case later. We 
would like to point out that the negative sign for the Czech Republic 
should be seen together with the positive one observed for the Slovak 
Republic. 

expected to face a different, rather 
able, group of students. 

We can conclude from the stylized 
facts presented above that the cross 
border flows of students are imbal-
anced. In a decentralized world 
like the EU, where higher educa-
tion is extensively financed by the 
government of the jurisdiction that 
hosts the students, and where tui-
tion fees must not discriminate be-
tween EU residents on the basis of 
their country of origin, imbalanced 
transfers, and thus externalities, 
undermine the efficient function-
ing of the Bologna process. This is 
per se an argument for allocating 
the responsibility of higher educa-
tion to the level of the EU, some-
thing that is already the case when 
it comes to the definition of cursus 
norms, but which seems to be im-
possible in terms of financing. 

The focus in the following is 
therefore on a decentralized system of financing higher 
education, whose outcome comes closest to that of a 
centralized one. We will, in particular, address the ques-
tion of whether higher education should be financed via 
taxes or fees. A two-step procedure is called for to arrive 
at the optimal financing regime with open borders. In a 
first step, the private and social benefits and the corre-
sponding share of costs which should be borne through 
fees or taxes have to be determined. In a second step, 
the specific implementation of the regime has to be con-
sidered. This involves the private part and the question 
of whether tuition fees should be levied at the time of 
studying or after graduation (as graduate taxes or in-
come-contingent loans). This also concerns the public 
part and how it should be allocated between the country 
of education and the country or countries where the so-
cial benefits arise. In fact, with migration, the financing 
would have to be split up among four parties: the gradu-
ates, according to their private returns, the country of 
higher education (the host country), that of previous 
education (the origin country, possibly identical to that 
of birth), and the working-country or countries, which 
benefit from the improved skills of the worker.6

6 For a more detailed analysis, see Gérard and Uebelmesser (2013).

Table 1

Imbalanced mobility of students in the European Union 

Note: Foreign students: fraction of students coming from abroad. Balance of 
mobility: the number of outgoing students minus the number of incoming 
students, divided by the total number of students (Erasmus students excluded).  

Source: Gérard (2012) based on Eurostat and own calculation. 
 

	  

Country Foreign students (%) Balance of mobility (%) 

Austria 11.36 -8.02 

Belgium  6.98 -4.62 

United Kingdom  4.06 -3.63 

Czech Republic  5.21 -3.01 

Netherlands  4.17 -2.41 

Denmark  2.70 -1.18 

Sweden  2.03  0.11 

Germany  2.61  0.26 

Spain  0.75  0.30 

France  1.60  0.33 

Hungary 1.20  0.36 

Italy 0.54  1.06 

Finland 0.74  1.37 

Poland 0.11  1.43 

Portugal 0.68  2.50 

Greece 0.15  4.06 

Ireland 1.92  7.47 

Slovak Republic 1.59  9.73 

Luxembourg                37.00              232.70 
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The private and public parts in  
a closed economy

As Table 2 illustrates, both the pub-
lic, i.e. society at large, and the in-
dividual benefit in a significant way 
from higher education. Private and 
public benefits, as detailed in the ta-
ble, refer to the difference between 
benefits that can be claimed by 
people who have attained a tertiary 
education and benefits obtained 
by those who have attained an up-
per secondary or post-secondary 
non-tertiary education. Private be- 
nefits include differences (posi-
tive or negative) in net earnings, 
transfers and grants; public benefits 
comprise differences in income tax 
and social contribution payments, 
transfers and grants. 

We observe that the private and 
public benefits from higher educa-
tion are significant in all countries 
with private ones ranging from 
EUR 82,000 in Turkey to EUR 
365,000 in the United States and 
public ones from being as low as 
EUR 26,000 (Estonia) and amount-
ing up to EUR 215,000 (Hungary). 
With the exception of Belgium and 
Hungary, public benefits fall short 
of private benefits in all countries. 
Comparing public and private ben-
efits could provide some indication 
of the relative contributions to the 
financing of higher education by 
the public and the student. On aver-
age, public benefits amount to 36 percent of total returns 
when the latter are measured by summing up private 
and public returns. On the contrary, the public expendi-
ture share is almost twice as large at 70 percent.7 

It is worth making two remarks at this point. Firstly, we 
have implicitly abstracted here from any market failure. 
Secondly, we have neglected any further social ben-

7 Public expenditure refers to subsidies, while its counterpart, private 
expenditure, comprises mostly tuition fees paid by private households. 
Data are after transfers from public sources, i.e. subsidies attributable 
to payments to educational institutions received from public sources 
are included as private expenditure.

efits. Let us briefly consider the implications of these 
restrictions.

Firstly, in the absence of any market imperfections, i.e., 
particularly if the credit market is perfect, it is straight-
forward that there is no justification for additional pub-
lic intervention if not related to social or public benefits. 
Additional interventions, however, are called for (in-
dependently of benefit considerations) when there are 
market imperfections related, for example, to borrowing 
constraints. If there is a mark-up to the interest rate, for 
instance, which reflects the moral hazard problems (von 
Weizsäcker and Wigger 2001; Jacobs and van der Ploeg 

Table 2

Private and public benefits and expenditure for higher education 

Country Private 
benefits* 

Public  
benefits* 

Public 
benefits / 

total (in %) 

Public 
expenditure /  
total (in %) 

Australia 166,171 93,958 36 45 

Austria 236,476 159,110 40 88 

Belgium 140,903 177,439 56 90 

Canada 183,575 86,318 32 63 

Chile      23 

Czech Republic 222,826 107,484 32 80 

Denmark 106,617 89,239 46 95 

Estonia 90,610 26,723 23 80 

Finland 173,811 113,999 40 96 

France 196,484 101,687 34 83 

Germany 184,918 177,091 49 84 

Hungary 174,960 215,674 55  

Iceland      92 

Ireland 263,123 162,856 38 84 

Israel 168,558 88,638 34 58 

Italy 173,002 148,338 46 69 

Japan 219,138 75,263 26 35 

Korea (South) 239,529 47,196 16 26 

Mexico      69 

Netherlands 226,635 177,804 44 72 

New Zealand 99,297 50,303 34 68 

Norway 149,158 92,805 38 96 

Poland 210,093 106,521 34 70 

Portugal 320,627 117,196 27 71 

Slovak Republic 187,571 70,037 27 70 

Slovenia 222,633 165,223 43 85 

Spain 167,788 72,709 30 79 

Sweden 114,866 69,956 38 90 

Turkey 82,176 38,000 32  

United Kingdom 260,237 115,103 31 30 

United States 365,591 204,132 35 38 
Average 
(unweighted) 190,978 112,529 36 70 

Note: Data for benefits are from 2008 or latest available year; data for  
expenditure are from 2009 except for Canada (2008) and Chile (2010). 

* Net-present value in equivalent USD converted using PPPs for GDP  
(mean of men and women).  

Source: OECD (2012, Tables B3.2b, A9.3 and A9.4).	  
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2006) or the riskiness of the human capital investment, 
what would then be the optimal financial regime? If the 
distortions on the credit market are not too large, there 
is still an argument for a positive fee level (albeit smaller 
than in the absence of this market imperfection – and 
combined with a subsidy from the public sector) in or-
der to induce the optimal number of students with the 
optimal ability. A pure tax-financing regime can only 
arise if the distortions are very large. So, distortions on 
the credit market justify (additional) intervention by the 
government via tax-financing. 

Secondly, among other limitations of the data, the 
public benefits displayed in Table 2 only comprise 
of the additional tax revenues from individuals with 
tertiary education relative to those with non-tertiary 
education, as well as saved transfer payments. There 
are other positive public benefits of a more educated 
population like those related to productivity gains 
and thus to economic growth. Similarly, many oth-
er positive (causal) effects of education have been 
established, for example, a reduction in crime 
(Lochner and Moretti 2004) and an improvement in the 
health status (Webbink, Martin and Visscher 2010).

If these two points were to be relevant, the public ex-
penditure share would increase. Importantly, however, it 
is very unlikely that, even in such a case, full tax-financ-
ing of higher education would be justified (on efficiency 
grounds). So, in a closed economy, we would expect the 
tax share in the financing of higher education to roughly 
reflect the share of public benefits in total benefits from 
higher education (Table 2). This would point towards a 
mixed financing system.

The question is whether these conclusions have to be ad-
justed in an open economy with mobile students and / or 
mobile graduates.  

The specific design in an open economy

Whatever the conclusions may be for a closed economy, 
it is obvious that a financial regime that relies heavily 
on taxes is not sustainable in the presence of significant 
mobility of graduates, i.e. high-skilled and high-wage 
tax-payers (Justman and Thisse 2000; Demange, Fenge 
and Uebelmesser 2013). With tax-financing, students 
receive their education free-of-cost at the time of study-
ing, as it is financed by tax-revenues from those working 
at that time. This is based, however, on the implicit un-
derstanding that in the subsequent period those former-

students-and-now-workers finance the next student gen-
eration with their tax-payments. But this requires that a 
sufficient number of those or other graduates is present 
in the country at that time. If migration is unbalanced 
(see Table 1), a tax-based regime is only sustainable if 
there are transfer agreements between the countries af-
fected, in particular between the host country providing 
higher education and the working-country or countries 
benefitting from the graduates’ increased productivity. 
If there are no transfer agreements, the sustainability of 
the public budget requires that the students bear a larger 
share of the costs involved.8 Otherwise, the host country 
will have an incentive to underprovide higher education 
to foreign students, but also – in the absence of any way 
of discriminating – to their own native students.

Sharing of education costs among the governments of 
affected countries

We now discuss the current system of financing the high-
er education of cross border students in the EU and in-
vestigate alternative avenues (Gérard 2007). Currently, 
in most EU member states except for England, higher 
education for native and foreign students from other EU 
countries is mainly publicly funded by the local govern-
ment of the host country, and thus by the tax-payers of 
that country (Table 2). Moreover the tuition fees are ei-
ther zero or equal to a very moderate amount compared 
to those charged in England or the US (or in the EU to 
non-EU residents). These features characterize what is 
referred to here as the Host Country Principle. 

A first alternative is the Origin Country Principle. 
According to that mechanism, the country of origin of 
a student, say, the country where she/he received sec-
ondary education, is responsible for her/his higher edu-
cation, irrespective of whether the latter takes place 
at home or abroad. In both cases, it is up to the origin 
country to pay – and to decide on the number of students 
it sends abroad. From the perspective of the host coun-
try, the incentives to underprovide higher education are 
reduced. 

A system based on the Origin Country Principle can 
be implemented through the provision of vouchers by 
the government of a given country to potential students 
who are residents of that country. Those vouchers may 
be used for, say, one year of studies in a particular field 
in an university located at home or abroad, provided it is
8 Of course, nothing is said here about the relevance of special schemes, 
scholarships, etc. deemed to alleviate the burden and guarantee equal-
ity of chances independent from individual financial resources. See 
below for further discussion.
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recognized as an institution of high quality by the issuer 
of the voucher. Those vouchers should either cover the 
actual cost of studies, or a standardized benchmark cost. 
It is up to the issuer of the voucher to decide whether 
the vouchers are distributed upon request, or are al-
located through a competition; and whether they are 
made available for free or subject to a present or future 
(re)payment. Vouchers could also finance the cost of liv-
ing during the studies or be targeted at certain socio-
economic groups, or may even be used as instruments to 
incentivize young people to study for jobs which are not 
very attractive or poorly compensated, although socially 
highly desirable.

Provided that other countries commit to not admit stu-
dents without a voucher, this device expands the geo-
graphical area of sovereignty to the set of those partici-
pating countries, for example, the Bologna Area or the 
EU. As an example, let’s imagine that Germany limits 
the number of students admitted to the first year of 
medicine in German universities in order to optimize 
the supply of medical services in the future; those young 
Germans who go to Austria and enroll in the schools 
of medicine there try to bypass the German numerus 
clausus – at least in cases where they plan to return to 
Germany after they have obtained their MD degree. If 
we move to the Origin Country Principle, only those 
young Germans with a voucher issued by the German 
authorities will be admitted to Austrian schools of medi-
cine; thus the decision to admit those students for stud-
ies in medicine, even outside Germany, is in the hands 
of the German authorities, who are then in a position 
to expand the application of their numerus clausus rules 
and thus their area of sovereignty. Similarly, Austria has 
the opportunity to sell the quality of its medical schools 
while being in accordance with German public health 
policy.

Although the vouchers depicted above channel the 
transfer implied by the Origin Country Principle 
through students, that transfer may alternatively be 
directly operated by governments. This is already the 
case in Switzerland and in the Nordic Countries. In 
Switzerland, cantons that do not have universities pay 
for the studies of their residents in universities located 
in other cantons. 

Among Nordic Countries, a similar transfer system is 
at work. To illustrate the Nordic system, based on a four 
country agreement, it is worth noting that: “the previous 
agreement was signed in 1996, and the new agreement 
will be effective from 1 January 2013 for Denmark, 

Finland, Norway and Sweden (…) The new agreement 
means that the yearly compensation per student for 
Denmark will be DKK 22,000 (USD 3,800) in 2013 
– the same as it was in 2012 – rising to DKK 30,000 
(USD 5,200) in 2014. The compensation will be regu-
lated according to the consumption index calculated 
each year by Statistics Denmark. Under EU regulations, 
Denmark is obliged to treat citizens of the EU and the 
European Economic Area the same as Danish citizens, 
which means that European students are entitled to free 
higher education in Denmark. The compensation agree-
ment has been concluded despite this, with the cost to 
be carried by governments rather than by individual 
students.”9  This quotation seems to indicate that direct 
transfers between governments are a way of bypassing 
EU legislation. 

Implementing transfer systems either via vouchers to 
students or via inter-governmental transfers would al-
leviate the problems related to open economies and to 
the sustainability of public budgets. This would make 
it possible to maintain the cost sharing and the corre-
sponding tax-fee mix as derived above. As far as we 
know, however, the inter-cantonal transfer systems at 
work in Switzerland and in the Nordic Countries are 
among the very few such mechanisms implemented so 
far. This means that most countries do not have a com-
pensatory system. Globalization and increased flows of 
students and graduates then require a shift of the cost 
share to the students if the public budget is to be sus-
tained, and if a race to the bottom in terms of educa-
tional quality or, in general, an underprovision of higher 
education is to be avoided.   

Shift towards fee-financing

The main question is how a larger financial contribution 
by the students should be implemented when graduates 
are potentially mobile and the negative consequences of 
this shift towards fee-financing for equality of chances 
are to be avoided.

A new application of the Bhagwati Tax, proposed by 
Bhagwati (1976) and again by Wilson (2008), is one pos-
sible such mechanism. Those who have studied at the 
expense of one country and currently work in another 
country have to compensate the former for the cost of 
their higher education. In practice, that may take the 
form of a transfer by the government of the latter coun - 
 
9 See University World News, 03 November 2012, http://www.uni-
versityworldnews.com/ar ticle.php?story=20121031163939447#.
UJOYFr7pNiM.email. 
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try to the government of the former within an agree-
ment similar to the Nordic one mentioned previously, al-
though the compensation now occurs ex post. If the Host 
Country Principle applies for the financing, the transfer 
is to that country; but then the opportunity cost sup-
ported by the country of origin is not offset – by oppor-
tunity cost we mean the loss of domestic GDP generated 
by people studying instead of working. If the Origin 
Country Principle applies, the transfer is to the origin 
country and may include the compensation of the op-
portunity cost. In fact, that latter case, which combines 
the Bhagwati Tax with the Origin Country Principle, 
might be better since a transfer may offset both the op-
portunity cost and the cost of studies in that case. Table 
3 summarizes the arguments developed so far.

If the compensation is borne by the students, the ques-
tion once again is how to implement it. Given that stu-
dents are subject to credit constraints at the moment 
of their studies, an instrument to remedy the negative 
repercussions from an efficiency and distributional 
point of view is to turn the vouchers described above 
into contingent loans (see, for example, Barr 2012; Del 
Rey and Racionero 2012). Payments would then only be 
due if the graduates’ earnings were to exceed a given 
threshold. So, upfront fees are changed into fees after 
graduation; and in addition, they include an insurance 
element whereby successful graduates (and, depending 
on the specific design, also all other tax-payers) cover 
the contribution due by unsuccessful students.10 

10 Whether all students – also the best ones who expect to earn income 
above the threshold – have incentives to voluntarily participate in such 
a scheme or whether the scheme has to be made compulsory is not ad-
dressed here.

If payments associated with the contingent loans are 
deductible against personal income tax liabilities – im-
agine a tax credit – in the country of residence, this 
mechanism is similar to the Bhagwati Tax, except possi-
bly for its timing. Alternatively, when the graduate stays 
abroad, the charge of the loan might be isolated by the 
local tax administration and transferred to the country 
of origin deemed to have made the loan.

Some empirical relations

Taking all of this into consideration, it is interesting to 
see the extent to which the financing-mix of higher edu-
cation reflects these observations. What can be said is 
that the systems differ significantly between countries 
in terms of the relative importance of public and pri-
vate financing (Table 2). At one end of the spectrum, we 
find the Nordic Countries with a public share of close to 
90 percent and above. In Germany, the share is 84 per-
cent and in France 83 percent. At the other end, there 
are the United Kingdom, South Korea and Chile, each 
with a public share of less than 30 percent, followed 
by Japan with 35 percent and the United States with 
38 percent. Comparing public expenditure for higher 
education as a share of total expenditure between 2000 
and 2009, a trend towards more private contributions 
can be identified (OECD 2012, Table B3.3). This holds, 
in particular, for the United Kingdom where the public 
share in 2009 is less than half of what it was in 2000. 
Exceptions are the United States, Ireland and Spain 
where the private share decreased by more than five 
percentage points. 

So, the financing schemes differ between countries, but 
do they also differ in a systematic way? We have dis-

Table 3

Forum

Benefits and costs for the host, origin and working countries  

Country Host country 
of higher education Origin country Working-country 

Host Country Principle 
Benefit = remaining 

graduates 
Cost = Studies 

Benefit = returning 
graduates 

Cost = Opportunity 

Benefit = attracted 
graduates 
No cost 

Origin Country Principle 
Benefit = remaining 

graduates 
No cost 

Benefit = returning 
graduates 
All costs 

Benefit = attracted 
graduates 
No cost 

Origin Country Principle 
+ Bhagwati Tax (BT) 
or Contingent loan 

Benefit = remaining 
graduates 

Cost = BT on remaining 

Benefit = returning 
graduates 

Cost = All - BT 

Benefit = attracted 
graduates 

Cost = BT on attracted 

Source: The authors.	  
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cussed above that we would expect a positive associa-
tion between the tax-fee mix of financing higher educa-
tion and the public-private mix of benefits on the one 
hand, and a negative association between that tax-fee 
mix and graduate (tax-payer) mobility on the other hand. 
Of course, there are many additional relevant factors 
that we do not take into account here. The correlations 
below are, therefore, only intended to highlight some 
basic relations, which can be observed in a cross-coun-
try perspective.

Considering first the relation between public benefits 
from higher education and public expenditure on high-
er education (both as shares of the respective totals), 
we find a positive and highly significant association 
(Figure 1). So, a larger share of public benefits goes hand 
in hand with a larger share of public expenditure, al-
though to a lesser degree than one-to-one.11 In Germany, 
for example, the public benefit share is 49 percent and 
the public expenditure share is almost twice as large at 
85 percent, while in France, the difference is even more 
important with a public benefit share of 34 percent and a 
public expenditure share of 81 percent.

As countries are affected differently by student and 
graduate mobility, the second point of interest is how 
graduate mobility relates to the public share of total ex-
penditure for higher education. The hypothesis is that 
with a high level of graduate out-mobility, a system of 
financing higher education that relies mostly on taxes 
(and not on tuition fees) is not sustainable as a (net) out-

11 Remember, however, that public benefits do not include (positive) ex-
ternalities and are, therefore, underestimated.

flow of graduates also reduces the number of (potential) 
tax-payers. 

As data about graduate mobility are not available, we 
make use of data about the net brain gain (Docquier and 
Marfouk 2005). Figure 2 shows that there is a negative, 
but insignificant relation. This result also holds if the 
Nordic Countries are excluded. Following our argu-
ments above, one could have expected that, for these 
countries, the mobility of students and graduates should 
not affect the choice of the financing mix as much as 
for the other countries given their inter-governmental 
transfer system.

A negative brain gain, i.e. a net outflow of highly ed-
ucated workers is not associated, on average, with a 
larger share of private expenditure on total expendi-
ture for higher education in the sending (host) country. 
Countries with comparable net outflows of between 0.4 
and 0.6 percent have very different financing regimes 
with only the United Kingdom relying much on private 
contributions (public share of 35 percent), while Italy, 
the Czech Republic and Austria have large public shares 
of, respectively, 70, 79 and 85 percent.

On the other hand, the importance of public expenditure 
in immigration countries is relatively modest. Australia, 
with a net brain gain of 11.4 percent, relies on private and 
public financing in a very balanced way (public share of 
48 percent). The public contributions to the financing of 
higher education are slightly larger for Canada with 59 

percent and a net inflow of highly 
educated migrants of 10.7 percent, 
while the United States, with a 
net inflow of 5.4 percent, has the 
smallest public expenditure share 
of these three immigration coun-
tries with 37 percent. 

Policy conclusions

The analysis conducted in this 
article might lead to the follow-
ing policy conclusions. Given the 
externalities related to the pub-
lic provision of higher education 
with mobile students and gradu-
ates, their internalization calls for 
a system as close as possible to a 
centralized one. The system should 
include cross border transfers 

Figure 1
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Relation of public benefits to public expenditure
Share of public benefits on total benefits in %

Source: OECD (2012), Tables B3.2b, A9.3 and A9.4.

Share of public expenditure on total expenditure in %

Note for the regression results: constant 0.197 (t-value 3.357), slope coefficient 0.233 (t-value 3.122).
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aimed at compensating the country that finances higher 
education without sharing in the benefits – mostly the 
host country. Otherwise, there are strong incentives for 
that country to underprovide higher education if it is 
(mostly) publicly financed or to shift the financing-mix 
towards fee-financing. A compensatory system might 
be implemented as a (comprehensive) Bhagwati Tax 
where the transfer is from government to government. 
If the compensation relies on transfers by the students, 
income-contingent loans might be considered. 

To date, compensatory transfer systems have not been 
implemented in Europe – with the notable exception 
of the Swiss system of inter-cantonal transfers and the 
Nordic one. Neither have the national systems of financ-
ing higher education been adjusted to increased student 
and graduate mobility. 

It remains to be seen when the most concerned coun-
tries will put these issues on their agenda. If they plan 
to do so, this contribution is meant to provide some 
guidelines. 
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Source: OECD (2012), Tables B3.2b; Docquier and Marfouk (2005), Tables 5.1.

Share of public expenditure on total expenditure in %

Note for the regression results: constant 4.321 (t-value 1.747), slope coefficient -4.901 (t-value -1.474); 
without Nordic (red) countries: constant 4.519 (t-value 1.566), slope coefficient -5.315 (t-value -1.288).
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