
1. Introduction

The starting point of the work is the belief that the
larger funds allocated for the purpose of financing uni-
versity education will have a positive effect upon the
development of companies. Here we will analyse the
effects of alternative measures of fiscal policy the aim
of which is the increase in funds to finance university
education in Serbia. From the point of view of corpo-
rate competitiveness, special importance is attached to
the realisation of doctoral studies and permanent
training programmes. The existing machanism of allo-
cation defined in the Decree (the Government of the
Republic of Serbia, 2005) does not recognize nor does
it ensure the allocation of funds for financing either
doctoral studies or permanent training programmes.

The attitudes on the need for neutral allocative role of
fiscal policy can be given emphasis to on an academi-
cal level, however, in practice, the measures of fiscal
policy directly influence the private sector (Rothbard,
1981). If the need to increase the funds for the purpos-
es of financing university education be adopted as a
goal, it will be necessary to determine whether and to
which extent it is possible to allocate additional funds
in the budget (Johnstone, 2003).

One potential channel for increasing funds for univer-
sity education is adopting the measures that will stim-
ulate companies to increase the allocation of funds for
university education. The relationship between the
university education and economy should function on
the feed-back principle:

1. a quality and efficient university education en-
hances the development and improvement of
the competitiveness of economy 

2. by employing university graduates economy
gives a feed-back information on the quality of
the existing study curricula, or on the necessity
that these curricula should be adapted to the
changing demands of economy. 

2. Effects of increase of funds for university 
education upon the development of companies

The field of reasearch into the university education fi-
nancing will focus upon the financing of doctoral stud-
ies and the permanent training programmes, since the
current academic programmes display the following
characteristics: 

1. Doctoral studies

The importance of doctoral studies is reflected in the
very contents of the teaching process, which consists of
the educational and the scientific-reasearch work. Hence
having completed the doctoral studies, the students are
competent to conduct reasearch independently. Apart
from universities and institutes, the reasearch  can be
conducted in companies as well. The reasearch work of
the employees may be a significant factor of improving
competitiveness and development of companies. 

2. Permanent training programmes

Permanent training programmes play a very impor-
tant role in improving and modernizing the knowledge
of the employees who completed their education
processes and have since never been in contact with
new theoretic and empiric achievements. 

The structure of tuition at the doctoral studies and the
permanent training programmes forms the basis for a
sustainable economic growth over a long-term period.
The competitiveness of companies whose employees fol-
low these programmes grows as a result of developing in-
novation (doctoral studies) and a continuous improve-
ment of knowledge and skills (permanent training).

In numerous studies a qualitative reasearch was con-
ducted into a cause-effect ratio between the effect of
an increased level of education upon qualification and
the resulting rise in the individual's income on the mi-
cro plane. The reason for this attitude is based on
equalizing investments into people to investments in-
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to capital. Hence the increased investments result in
increased productivity (Becker, 1975). It is necessary,
however, to determine to which extent the increase in
the level of education affects the rise in the individ-
ual's income, i.e., whether the increase in the educa-
tion level has a crucial impact upon the rise of the in-
dividual's income. 

The alpha factor marks the correlation of additional
education share in the rise of the income an individual
earns (Glennester, 1998). In this work we present a
hypothesis that the value of the alpha factor = 0.6 (that
is, that 60 per cent of additional income is the result of
additional education, whereas the remaining 40 per
cent of additional income is earned on the basis of nat-
ural capacities). Therefore, the prevailing role in the
individual's income increase is directly related to the
increase in the level of education. 

Although the reaserch so far can be conditionally ap-
proved of, due to the arbitrary calcualted alpha factor
(and the variables affecting the alpha factor), the in-
crease in education clearly has a dominant impact up-
on generating additional income. 

Natural capacity, albeit an important factor of produc-
tion, only forms the basis necessary for the production
process to be performed. An important aspect is also
the awareness of a manifest fact that the offer of natu-
ral capacities is limited. Unless these natural capacities
are upgraded by modern knowledge and skills, the pro-
ductivity will obviously decrease. On the basis of the at-
titudes presented  we can draw a conclusion that an op-
timal effect upon the economic development can be
achieved only if conditions are created for a continuous
improvement of the employees' knowledge and skills.   

3. Possible solutions to the issue of increasing
funds for university education

Increasing funds for financing doctoral studies and
permanent training programmes is possible to achieve
by either increasing public expenditures or determin-
ing tax reliefs for the companies.

On  the academic level, the decision of the state on the
increase in public expenditures for  the purpose of fi-
nancing the doctoral studies and the permanent train-
ing programmes has a negative impact upon the budg-
etary balance, decreases the level of national savings,
consequently putting pressure towards increasing a bal-
anced interest rate and decreasing investments. The ac-
cumulation of budgetary deficits in a long-term period
increases the level of public debt, shifting the burden of

too big present  public expenditures to future genera-
tions. On the other hand, in practice, the increase in
public expenditures for the abovementioned purposes
would not have any significant negative effects upon
the budgetary balance over a short-term period. 

The analysis of potential negative effects of the in-
crease in public expenditures upon the macroeconom-
ic stability in a short-term period has to be supplement-
ed by the long-term effects. Namely, in case the gross
national product increases over a long-term period as a
consequence of larger investment into education, then
a resulting increase in public revenues will make it pos-
sible to service the accumulated public debt. 

The transmission channel of increasing public expen-
ditures for university education is specific (Stiglitz,
2004), since the period in which the effects will be vis-
ible cannot be foreseen at the moment the measures
are adopted. The basic obstacle for predicting the ef-
fects is that it is not possible to establish the average
duration and success of studies, especially not finding
employment upon graduation. The positive effects of
the increase in public expenditures on macroeconom-
ic stability can therefore be expected only upon the
completion of the study cycle of the first generations
which is financed according to a new system and upon
their employment.

The changes in taxation can influence the changes in
the behaviour of the private sector (Feldstein, 2008).
The majority of Serbian companies are not yet suffi-
ciently aware of the need to invest into the additional
knowledge of their employees, therefore it is necessary
that these companies be in a short-time period stimulat-
ed by tax reliefs, so that they can allocate part of their
funds into improving their employees' knowledge. The
desired effect, the increase in the funds for the purpose
of financing university education, can be achieved by
fiscal policy measures by which the companies will be
encouraged to finance the studies and attendance of
given academic programmes for their employees. 

A most appropriate form of taxation for enforcing the
proposed measures is the capital gains tax. It is neces-
sary that the limit (a given amount in percentage) be
established to which the company expenditure for fi-
nancing doctoral studies and permanent training pro-
grammes would be exempt from the tax base of the
corporate capital gains tax (tax deductions).

It is necessary that the allocation mechanism of public
expenditures be compared to the allocation mechanism
of the tax concessions. On an academic level, it is possi-



ble to identify the arguments in favour of either ap-
proach, however, in the case observed, the decrease in
taxation would create a significant external effect. The
transfer of resources allocation from the public into the
private sector would allow for the creation of a feed-
back between the private sector and the university ed-
ucation by establishing the study curricula/programmes
that offer the knowledge and skills required and appli-
cable in the corporate evelopment and business. 

The proposed solution has four advantages compared
to that of the increase in the public expenditures:

1. in case the public expenditures are increased, the
effect upon the budget deficit is direct, since the
overall increase in the public expenditures in-
creases the budgetary deficit, whereas in the case
of tax deductions (decrease in public revenues)
the effect upon the budgetary deficit is indirect. 

2. the increase in the public expenditures for the
purpose of financing university education is
strongly irreversible, since in unfavourable mar-
ket conditions it is very difficult to enforce the
decrease in public expenditures (such measures
would cause the dissatisfaction of the employees,
the blockade of the already launched projects ...).

3. the approval of tax incentives is reversible, since
certain forms of tax incentives (among which the
solution proposed) are of temporary character -
they last only until the market has improved the
resources allocation.

4. part of the resources allocation is transferred
from the public into the private sector thus pro-
moting the competition among universities and
colleges, which has a positive effect upon im-
proving the quality of study programmes.

4. Conclusion

Investments into university education results into the
increase of the human capital, which enhances the
competitiveness of the economy. The challenges to
the development of small economies will be based on
improving the existing resources management, devel-
opment of innovation and continual development of
knowledge. Therefore the prerogative of any society
that tends to develop and improve the standard of liv-
ing is to increase the funds allocated for financing uni-
versity education on the macro level.

To achieve the set objective - a positive effect of fiscal
policy measures upon the corporate development - it
is necessary to adopt incentive measures of taxation
policy which are a superior allocation mechanism
compared to the increase in public expenditures.
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