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Introduction

According to the national legislature, until December 2019, the Ukrainian public funds in 
the higher education sector were allocated through the mechanism of state order. The state order 
was to be formed by the Ministry of Economy of Ukraine following the medium-term forecast 
of specialists needed for the effective economic development of the country and allocated 
between the national higher education institutions (HEIs) on the principles of fair competition, 
transparency, and equality (On Higher Education, 2014; On the Formation, 2012). 

The previous approach to the public funding of HEIs turned out to be inefficient due to 
several reasons. First of all, the governance of Ukraine failed to ensure the transparency of 
the competitive allocation of state order thanks to the lack of clear criteria of participants’ 
selection and legal obligations to publish the final results of state order allocation; undeveloped 
monitoring system of higher education quality; engagement of a considerable number of 
specialists which increased chances of lobbying for individual universities (Stadny, 2016). 
Second, according to the official statistical data, the number of students in Ukraine tends to 
decline as a result of both economic and demographic crises, military conflict in the East of 
the country, and the annexation of Crimea. This decline and the strong dependence of public 
funding of universities on the students  ‘ number encouraged HEIs not to expel unsuccessful 
students, develop popular educational programs, and decline their requirements. Moreover, 
the absolute amount of public funds resulted from the law GDP of Ukraine and the ongoing 
depreciation of the hryvnia (National Bank of Ukraine, 2021; NAQA, 2020: 44), combined 
with the enormous network of national HEIs as a consequence of the popularization of higher 
education in the first stages of independence of Ukraine (NAQA, 2020: 12-13) led to the split 
of scarce financial resources and their inefficient distribution (Sovsun, 2017: 7).

 The described model of public funding of higher education in Ukraine failed to 
create a competitive environment in the educational market of Ukraine and to motivate HEIs 
to increase their efficiency and reliability and, as a result, to ensure the quality of education. 
The Ukrainian governance announced in December 2019 the transition of Ukraine to the 
performance-based funding (PBF) of higher education to overcome the existing challenges. 

Performance-based funding of higher education:  
international context

There are several approaches to the understanding of PBF and its definition. According 
to the organizational approach, PBF is considered as a mechanism of tying public funds to 
the predetermined indicators illustrating institutional outcomes, such as student graduation, 
retention, and transfer rates, job placement (Alshehri, 2016: 34; Dougherty et al., 2014: 164). 
The representatives of the governmental approach focus on the mission of PBF and define it 
as a model which informs stakeholders on how efficiently and successfully HEIs have used the 
public funds to support their students and enhance their learning outcomes; as a system that 
enables governors to better comprehend students’ outcomes and develop measures for their 
improvement (Miao, 2012: 1; Soulsby, 2020: 57). 

The history of PBF began in Tennessee (USA) in 1979 as a response to the diverse economic 
(several economic growths and recession periods), demographic and social (increase in demand 
for higher education and in the number of underrepresented students), political (1970s voters’ 
tax revolt, acceptation of neoclassic ideology) transformations which occurred in the American 
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society during 1979-2009 (Gorbunov, 2013: 22-28). These transformations led to the shift of 
the U.S. political course from ensuring access to higher education to increasing institutional 
productivity and efficiency, demanding greater institutional accountability (Burke, 2005). 

Since the adoption of the first PBF model, this concept has gained popularity. More than 38 
American states have developed and experienced with their PBF models (Dougherty & Natow, 
2015), European and Asian countries have also adopted the national models of PBF of higher 
education. These tendencies have resulted in a variety of PBF models which differ in their 
essence, indicators and their number, the volume of performance-based funding, the weight of 
some indicators, sectors of higher education covered by the public PBF program (De Boer et 
al., 2015: 8-9), (Fig.1).

Figure 1. Classification of existing PBF models of higher education 
Authors’ compilation based on De Boer et al., 2015; Dougherty & Reddy, 2011; Ziskin et al., 2014

As you can see from Figure 1, contemporary models of PBF of higher education take the 
form of either a bonus (PBF 1.0) to the regular funding or a component of the regular funding 
(PBF 2.0). As a special form of PBF, performance agreements are widely used in European 
countries such as Ireland, Finland, Austria. They might be defined as contracts between the 
individual institution and the government that set out goals, outcomes, and performance 
standards to be achieved by HEIs to get public funding (Adam, 2020: 9). The main merit of 
these contracts is their flexibility which enables them to address the differences between HEIs 
and their missions by allowing institutions to esmitate some performance indicators.  

The international models vary considerably in state proportions allocated based on the 
performance. In 2015 American states tied from 1% (Illinois) to 95-100% (Tennessee) of their 
public funds to the institutional outcomes (National Conference, 2013). Such variations are 
common to European countries; Great Britain allocates up to 50% of state proportions through 
PBF, Austria – up to 100% (De Boer et al., 2015: 12). 

The main feature of the American models is that they primarily contain educational metrics. 
The majority of performance policies include graduation and degree completion metrics as a 
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There are several approaches to the understanding of PBF and its definition. According to the 
organizational approach, PBF is considered as a mechanism of tying public funds to the predetermined indicators 
illustrating institutional outcomes, such as student graduation, retention, and transfer rates, job placement (Alshehri, 
2016: 34; Dougherty et al., 2014: 164). The representatives of the governmental approach focus on the mission of 
PBF and define it asa model which informs stakeholders on how efficiently and successfully HEIs have used the 
public funds to support their students and enhance their learning outcomes; as asystem that enables governors to 
better comprehend students’ outcomes and develop measures for their improvement (Miao, 2012: 1; Soulsby, 2020:
57). 

The history of PBF began in Tennessee (USA) in 1979 as a response to the diverse economic (several 
economic growths and recession periods), demographic and social (increase in demand for higher education and in 
the number of underrepresented students), political (1970s voters’ tax revolt, acceptation of neoclassic ideology) 
transformations which occurred in the American societyduring1979-2009 (Gorbunov, 2013: 22-28). These 
transformations led to the shift of the U.S. political course from ensuring access to higher education to increasing 
institutional productivity and efficiency, demanding greater institutional accountability (Burke, 2005). 

Since the adoption of the first PBF model, this concept has gained popularity. More than 38 American 
states have developed and experienced with their PBF models (Dougherty&Natow, 2015), European and Asian 
countries have also adopted the national models of PBF of higher education. These tendencies have resulted in a
variety of PBF models which differ in their essence, indicators and their number, the volume of performance-based 
funding,the weight of some indicators, sectors of higher education covered by the public PBF program (De Boer et 
al., 2015: 8-9), (Fig.1).

Figure 1. Classification of existing PBF models of higher education 
Authors’ compilation based on De Boer et al., 2015; Dougherty& Reddy, 2011; Ziskin et al., 2014

As you can see from Figure 1, contemporary models of PBF of higher education take the form of either a 
bonus (PBF 1.0) to the regular funding or a component of the regular funding (PBF 2.0). As a special form of PBF, 
performance agreements are widely used in European countries such as Ireland, Finland, Austria. They might be 
defined as contracts between the individual institution and the government that set out goals, outcomes, and 
performance standards to be achieved by HEIs to get public funding (Adam, 2020:9). The main merit of these 
contracts is their flexibility which enables them to address the differences between HEIs and their missions by
allowing institutions to esmitate some performance indicators. 

The international models vary considerably in state proportions allocated based on the performance. In 
2015 American states tied from 1%(Illinois) to 95-100% (Tennessee) of their public funds to the institutional 
outcomes (National Conference, 2013). Such variations are common to European countries; Great Britain allocates 
up to 50% of state proportions through PBF, Austria – up to 100% (De Boer et al., 2015: 12). 

The main feature of the American models is that they primarily contain educational metrics.The majority of
performance policies include graduation and degree completion metrics as a result of a national focus on college 
graduation (only 59% of U.S. bachelor’s students graduate within six years; only 29% of students getting an 
associate degree to manage to complete their studies within three years) (Li, 2019: 5-6; Hiler, 2018). In contrast to 
American states, European countries use not only educational but also research outcomes, such as number of 
winning research contracts, count of publications and patents, active involvement in national and international 
research projects, number of Ph.D. degrees awarded, to measure the institutional performance (De Boer et al., 2015:
12;Jonkers et al., 2016: 19-20; Kivistö&Kohtamäki, 2015: 6). 
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result of a national focus on college graduation (only 59% of U.S. bachelor’s students graduate 
within six years; only 29% of students getting an associate degree to manage to complete 
their studies within three years) (Li, 2019: 5-6; Hiler, 2018). In contrast to American states, 
European countries use not only educational but also research outcomes, such as number 
of winning research contracts, count of publications and patents, active involvement in 
national and international research projects, number of Ph.D. degrees awarded, to measure 
the institutional performance (De Boer et al., 2015: 12; Jonkers et al., 2016: 19-20; Kivistö & 
Kohtamäki, 2015: 6). 

The diversification of performance policies based on higher education is a peculiarity 
of American states that use these policies to fund either community or 4-year colleges. The 
PBF models of some states, for instance, Ohio, are applicable to both community and 4-year 
colleges (Li, 2019: 4). 

The efficiency of PBF of higher education requires the use of diverse public policy 
instruments. The main policy instrument considered by the American and European PBF 
advocates is providing financial incentives. According to the resource-dependence and the 
principal-agent theories, the strong dependence of HEIs on public funding is to motivate 
institutions to take measures to get the state funds and increase their amount (Dougherty et al., 
2016: 149). The next policy instrument widely used by the American advocates is informing 
HEIs on the main goals and methods of PBF of higher education. This instrument flows from the 
theory of neo-institutionalism, which states that the success of performance policies depends 
on the alignment of institutional missions, governmental interests, structures of student bodies. 
In this regard, the instrument of informing aims at ensuring this alignment (Nisar, 2015: 295). 
The representatives of American and European governments also inform institutions on their 
performance, especially in comparison with other HEIs. The aim is to mobilize feelings of 
pride and status striving (Dougherty et al., 2016: 149). The vital instrument is building up the 
organizational capacity to collect and analyze data on students’ outcomes, development of 
measures on their improvement, and the following evaluation of their effectiveness (Dougherty 
et al., 2016: 149). This policy instrument is not given much attention to but is worth being 
considered by the Ukrainian governance from our point of view. 

Peculiarities of public policy of Ukraine on implementation of 
performance-based funding of higher education

The history of PBF in Ukraine began in December 2019 when the representatives of the 
Ukrainian governance announced the transition to the performance policy of public funding of 
higher education. As already mentioned, this measure was taken to overcome the problems of 
inefficient allocation of public funds and poor performance of national HEIs.

The Ukrainian model of PBF of higher education and public policy on its implementation 
is currently at the first stages of its implementation. The only institutions which obtained 
public funds based on their performance in 2020 were 148 (together with branches) HEIs 
subordinate to the Ministry of Education and Science of Ukraine (More money, 2020). The 
national policymakers intend to extend the scope of PBF to institutions subordinate to other 
governmental bodies (Ministry of Health of Ukraine, etc.) within the next few years (On 
Public Funds, 2019). 

The crucial pillar of efficient functioning of PBF is the existence of a regulatory framework, 
and it is still to be developed and expanded in Ukraine. For instance, the Law of Ukraine 
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“On Higher Education “(section XII “Economic and Financial Relations in Field of Higher 
Education”), which formulates the basic principles of funding of higher education, has not been 
amended yet.  However, the required amendments were made to the Budget Code of Ukraine.  
The Art. 46 of section VI “Closing and Transitional Provisions” states that the public funds 
on higher education are allocated between HEIs through the formula designed by the central 
executive body and considering the number of students of different levels and specializations 
and the balance between tuition fees, applicants  ‘ results of External independent evaluation 
(EIT), institutional education and research performance (Budget Code of Ukraine, 2010). The 
existing legal framework has been amended and expanded by developing the Resolution of 
the Cabinet of Ministers of Ukraine dated 24.12.2019 No. 1146 “On Public Funds Allocation 
between HEIs on the Indicators of their Educational, Research and International Activity.” 
The Resolution approves measures on which the funds are to be allocated (the national 
formula) and sets basic collaboration mechanisms between institutions and governmental 
bodies (On Public Funds, 2019). From our perspective, the existing legal framework requires 
further improvement since it fails to legislate on mechanisms of ascertaining the veracity of 
the institutional information and to clarify and detail the process of its provision (required 
documents, deadlines), set preventive measures on institutional fraud. 

The peculiarities of public funding allocation in 2020 were the provision of Ukrainian 
universities with 80% of their regular funding and the institutional opportunity to get the 
remaining amount based on 6 indicators included in the current formula. Generally, three of 
these indicators (size of the HEI, student population, and regional coefficient) are viewed as 
“political” measures since they result from the problems of the Ukrainian higher education 
system and are used to address them. The indicators of job placement, international recognition, 
and research activity are “performance” components of the formula that aim to identify efficient 
and inefficient HEIs and encourage national institutions to enhance their performance and their 
students’ academic and professional achievements (Conceptual Framework, 2019: 3).

Pertaining to the “political” indicators, the inclusion of a measure of the student population, 
from our perspective, serves to prevent the narrowing of institutional missions and to gradually 
address the current dependence of the number of academics on the size of the student body 
through annual weight reduction of this formula component (Novosad, 2019). Thus, this policy 
instrument ensures the policy coherence and gradual adaption of the education system to new 
“rules of game.” As already mentioned, the popularization of higher education at the end of 
the previous century led to a great number of HEIs (456), many of which are uncompetitive in 
the international education market (NAQA, 2020: 12-13). In this context, the indicator of the 
size of HEI seeks to catalyze institutional unification and to ensure efficient fund distribution. 
The development of the regional coefficient stems from the inequality of regional institutions 
in the student population (Fig.2). 
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Figure 2. The regional distribution of the Ukrainian HEIs
Authors’ compilation based on NAQA, 2020

Figure 2 shows that the majority of the national HEIs and, consequently, students are 
concentrated in highly developed regions (Kyiv, Dnipropetrovsk, Kharkiv, Odesa, and Lviv 
regions) since they provide better professional opportunities and prospects. Considering 
the current dependence of received public funding on student bodies, by adding the regional 
coefficient, the government of Ukraine strives to provide regional HEIS with equal opportunities 
for getting funding and ensuring institutional development.

Regarding the performance metrics of the national PBF model, two indicators, research 
activity and international recognition, are incentives for HEIs to diversify their funding sources. 
The first measure aims to motivate institutional management to build partnerships with businesses. 
According to the official statistics, the private investment in the education of Ukraine in 2016 
constituted only 0,8% of the total educational expenditures according to the State Statistics 
Service of Ukraine. The second indicator is to catalyze the improvement of the international 
image of the Ukrainian HEIs abroad. Currently, the Ukrainian universities are underrepresented 
in international institutional rankings; there is not a single national HEI presented in ARWU 
Ranking in 2020 (Academic Ranking of World Universities, 2020). Only 6 institutions were 
included in Q.S. World University Rankings (Q.S. World University Rankings, 2020) and 9 – 
into the Times Higher Education World University Ranking (Times Higher Education World 
University Ranking, 2020). In view of the scarce public financial resources, the attraction of 
international students and winning international research grants (international recognition), and 
the attraction of private investment (research activity) are options to ensure the adequate funding 
of Ukrainian higher education. The third “performance” measure, job placement, which is still 
to be considered in 2022, is a tool to overcome youth unemployment (50% of the unemployed 
in 2020 had an academic degree, and 35% of the unemployed were younger than 35 years old) 
(Half of unemployed, 2020). In addition to that, in accordance with the Review of the Education 
Sector in Ukraine, 40% of the young professionals in 2013 held positions that didn‘t require 
university qualifications (Review of the Education Sector in Ukraine, 2019: 9). This reflects the 
misalignment of professional training and market demands which is to be addressed through 
adding job placement to the national PBF model (Novosad, 2019). 
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After analyzing the principles of the public funds’ allocation in Ukraine in 2020, it is 
possible to classify the national model of PBF of higher education and point out the basic merits 
and demerits of the national public policy on the implementation of performance policies. 
The use of the 80-20 principle enables to classify the national model as a performance-based 
funding 2.0 model (an integral part of the regular public funding) with relatively significant 
state proportions allocated based on institutional outcomes. From our point of view, the 
competitive advantages of the Ukrainian public policy on developing the national PBF model 
are as follows:

a) applying diverse policy instruments, such as financial incentives (80-20 principle), 
building up the organizational capacity (development of the national e-system of 
job placement monitoring), information on PBF goals and methods (presentation of 
the conceptual framework of reforming of public funding in Ukraine in December 
2019);

b) ensuring the policy coherence through using 80-20 principle and including the 
measure of the student population;

c) using an integrated approach to the development of the national PBF model through 
learning best international practices (inclusion of the “American” (job placement) 
and “European” (research activity, international recognition) indicators) and paying 
attention to the national context.

At the current stage, the priority issues of the Ukrainian public policy on implementing 
national performance policies are more intensive use of policy instrument of provision of 
information on PBF goals and methods (diverse workshops and seminars), further development 
of the regulatory framework, application of preventive measures on institutional missions 
narrowing. 

Conclusions

1. The previous approach to the Ukrainian public funds’ allocation on higher education 
was based on the mechanism of state order formed in accordance with the medium-term 
forecast in specialists. Due to the lack of transparency of the competitive allocation of state 
order, a decline in the number of students and strong dependence of institutional funding 
on their number, scarce public financial resources, and the enormous network of national 
HEIs, the previous funding model led to the inefficient funds’ distribution and demotivation 
to improve institutional performance and quality of higher education. The existing challenges 
encouraged the Ukrainian governance to transit to a new funding approach, performance-
based funding. 

2. The concept of performance-based funding, as a mechanism of tying public funds to 
the predetermined indicators illustrating institutional outcomes, was initially developed in the 
USA due to various economic, social, political, and demographic shifts in the U.S. society 
during 1979-2009. Since then, different American states and European countries have joined 
this initiative, resulting in a variety of PBF models that differ in the essence, indicators and 
their number, volume of performance-based funding, sectors of higher education covered by 
the public PBF program. To ensure the efficiency of the performance policies, governments 
use such policy instruments as financial incentives, informing on PBF goals and methods, 
institutional outcomes, building up the organizational capacity.
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3. The Ukrainian PBF model is being developed and tested through amending and expanding 
the legal framework of the public funding of HEIs, providing institutions subordinate to the 
Ministry of Education and Science of Ukraine with public funds based on their performance. 
There are six indicators considered in the funds allocation process: “political” measures 
address challenges of the Ukrainian higher education; “performance” indicators encourage 
HEIs to improve their outcomes. The competitive advantages of the Ukrainian public policy 
on implementing performance policies at the present stage are ensuring policy coherence, 
using diverse policy instruments, taking into account both best international practices and the 
national context. The priorities of the further public policy of Ukraine are to include the more 
intensive provision of information on PBF, further development of the regulatory framework, 
application of preventive measures on institutional missions narrowing.
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