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PhD (Economics) Vorontsova A. S., Mayboroda T. M.
Sumy State University, Sumy, Ukraine

STATE REGULATION OF THE EDUCATION SECTOR IN TERMS
OF THE COUNTRY’S EDUCATIONAL POTENTIAL FORMATION

The education sector is traditionally observed as a social institution, which is
responsible for the comprehensive development of personality and society on the
whole, and thus, produces the so-called “product” — human capital and forms the
general educational potential of the country. The conditions and mechanism of such
development are provided on the level of the state control regarding the education
sector and its relationship with other constituents of the economic policy. Therefore,
the financing of the education sector is considered as investments in the human capital,
which have an appropriate return.

The term “human capital” was introduced in science in 1960 by the American
scientist T. Schultz. The scientist defined this concept as the citizens’ socially
significant qualities (he observes it on the example of education and future incomes
from it), which it obtains and increases through the appropriate investments [8].

The significant contribution to form the modern conception of the human capital
was made by the American scientist G. Becker, who observes the human capital as an
existing stock of knowledge, skills and motivations, which have everyone. It is formed
by investing in people, among which there are costs for education, training at the
production site, costs for the health protection, migration and search of information
about prices and incomes [1]. Besides, he compared return from investments and costs
for education and defined the investment return in people. This approach may be
considered an investment one because human capital is observed as a set of different
investment objects (education, health protection, mobility etc).

Hrishnova O. A. observes the human capital as “economic category, which
describes the complex of formed and developed productive skills, personal features
and motivations, which are in their property, are used in the economic activity, assist
in increasing the labour productivity, and influence its owner’s incomes (earnings) and
national income growth as a result of investments™ [4].
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As we can see from the above definitions, the human capital closely relates to
the financial capital, which gives positive results both at the personal human’s level
and at the economic entity’s level and state on the whole. Such a relationship may be
seen in the concept “investment in human capital”.

The concept of “investment” from Latin “invested” means to invest, to endow,
etc. In the scientific literature, it is often understood as capital investing with the
purpose of its further increase [2]. Thus, there is a close relationship between
investments and capital: “capital, on the one hand, as a stock, wealth or money is a base
for investment, and on the other hand — investment is a condition of its normal
functioning, reproduction and multiplication” [7].

In its turn, investing in the human capital is investment of individuals, firms,
state, public organizations in the main assets of the human capital (education, science,
health, children’s upbringing, migration, motivation of labour, searching the
economically important information etc) in order to achieve the economic result
(higher income and profit, increase of the national wealth and others) [9].

The main peculiarities of investment in the human capital, which distinguish
them from other forms of the capital are the following:

such investment return depends on peculiarities of the concrete person (his or
her age, duration of the capacity for work etc);

there is always some limit, till which one can observe an increase of the
investment return share in the human capital, after it there is a decline; this limit
depends on the peculiarities of every person and more often it relates to the employable
age;

human capital is characterized not only by accumulation but also by moral and
physical deterioration;

the human development investing may be positive and negative (for example,
criminal activity etc) and it is not always defined as investment in human capital;

peculiarities of investment in human capital, their form and size, are different in
different countries depending on the historical, cultural, social, economic
preconditions;

benefit from investment in human capital is shown at the individual level of a
person and at the level of society, economic entity and state on the whole;
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the possibility to form and to use the human capital is regulated mostly by its
owner, although investment has various sources;

investment on human capital has a high-risk degree, caused by the long period
of return from them (according to the estimation of some scientists, it may be twenty
years). This term is much shorter for other forms of the capital (financial, physical) [3].

Analyzing the numerous scientists” works regarding the essence and components
of human capital, we consider it is expedient to emphasize the educational constituents
as its basic and fundamental form.

The group of scientists headed by V. A. Zhamin observes the educational
potential as a component of the country’s national wealth, which includes:

— the total amount of knowledge and skills of the society, i.e. experience and
science, and also theoretical and practical knowledge, which are necessary for their
use;

— set of the spiritual, cultural, aesthetic and literature values and skills, which are
available for society.

In the above researchers’ opinions, the educational potential may be expressed
both in the natural form through a number of person-years of education, accumulated
by everyone in the national economy, and in the cost form — through total national

economic cost for workers’ training (education fund) [10].

Workers with a more higher level of education have in average high incomes.
Such correlative relationship is confirmed by the following data: in the USA, for
example, workers, who finished only the secondary school, earn 1.5-2 times less, than
their peers, who have Bachelor degree, and almost three times less, than those, who
have Doctor of Science Diploma. The European countries have the same proportion
[6].

As for the norms of such investment return, it has been empirically confirmed
that in the USA estimations of the primary education return norms reached 50-100%,
secondary — 15-20%, higher — 10-15%. In the 70s of the last century, the higher
education efficiency decreased to 7-8% that gave reason to talk about overproduction
of the certificated workers. However, in the 80s it came back to the previous higher
level. The international comparisons demonstrate the fact that with the growth of
income per capita, the investment efficiency in person decreases, but in the richest
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countries, it increases again. Thus, the relationship between the economic development
level and education return norms has U-form [5].

The above results of the research prove the significance of investing in the
educational sphere for the country’s social and economic development. However, it is
necessary to regulate the process to form and to develop the educational potential at
the state level for more effective organization of this process. We suppose that it is
possible through investigation of the effective mechanism to involve the
representatives of the state and non-governmental sector to the investment provision of
education sector both at the regulatory and organizational levels.
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