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Introduction: What is at Stake? 

The long term prosperity of Mongolia requires not only training the qualified professionals 

needed to manage the State and strengthen the existing mining-focused economy, but even more 

importantly preparing the high-quality graduates who can spearhead the emergence of non-

mining industry and services activities.  This makes the development of a solid tertiary education 

system an economic necessity. 

Very few countries, rich or poor, have managed to define and implement a sustainable financing 

strategy.  The success of the Mongolian government’s ambitious plan for developing its tertiary 

education system will hinge, to a large extent, on the availability of sufficient financial resources 

and the ability of the country to rely on allocation methods that encourage innovation and 

effective use of resources among tertiary education institutions.   

The objective of this policy note is to present a range of options for designing and implementing 

a sustainable tertiary education financing strategy in Mongolia.  The note starts with a discussion 

of non-financial strategic decisions that heavily influence the cost of expanding tertiary 

education, and continues with a review of options and approaches for effective resource 

mobilization and resource allocation.  It finishes with a call for serious attention to donor 

coordination and the political dimensions of financing reform. 

Elements of a Sustainable Financing Strategy 

When it comes to the analysis of existing financing strategies, tertiary education systems all over 

the world can be divided roughly into four main groups:  

i. well-funded systems that rely almost exclusively on public funding (more than 1.5% of 

GDP) and public provision (more than 90% of enrollment).  These include the Gulf 

countries, the Scandinavian countries, Saudi Arabia, Scotland, Singapore, and 

Switzerland;  

ii. public systems that are relatively well-funded through a combination of public resources 

and a significant level of cost-sharing with appropriate student aid.  Examples are 

Australia, Canada, England, Hong-Kong - China, Iceland, the Netherlands, and New 

Zealand; 

iii. mixed provision systems (more than 25% private enrolment), relatively well funded 

through public resources and high levels of cost-sharing in both public and private 

institutions.  These include Chile, China, Japan, South Korea, and the US); and 

iv. public and mixed provision systems that tend to be insufficiently-funded overall (rest of 

the world). 

Like most developing countries, Mongolia belongs to the fourth group.  In that context, 

elaborating a sustainable funding strategy would involve consideration of the following three 

elements: 

 Strategic decisions that influence the medium and long-term financing needs: what 

institutional configuration would allow for a balanced expansion of the tertiary education 

system? 



 

 Resource mobilization options: how can public and private funding sources be mobilized 

in the most effective manner? 

 Resource allocation approaches: what are appropriate mechanisms to distribute public 

resources in a manner that encourages innovation and rewards performance? 

Strategic Decisions Influencing Financing Needs 

Sustaining enrollment growth and strengthening graduate education programs in Mongolia 

cannot be achieved by relying only on tuition fees or by drastically increasing public funding.  

Even though it is not a financial measure per se, spreading enrollment growth across a variety of 

tertiary education institutions—public and private, universities and non-university institutions—, 

instead of simply expanding the public university sub-sector, can be an effective strategy from a 

public resources perspective.  Balanced enrollment growth can be achieved through a three-

pronged strategy: (i) development of good quality non-university tertiary institutions, (ii) 

development of cost-effective distance education programs, and (iii) development of a dynamic 

private tertiary education sub-sector. 

 

Development of the Non-University Sub-Sector 

 

As part of its overall tertiary education development strategy, the Government of Mongolia could 

actively promote institutional diversification by supporting the development of polytechnics, 

community colleges and open education institutions.  In addition to protecting the resource base 

of the public universities by absorbing a significant proportion of secondary school graduates, 

the non-university tertiary institutions can make a useful contribution by offering training 

opportunities that respond flexibly to labor market demand.   

 

Establishing Cost-Effective Distance Education Modes  

A pillar of Mongolia’s tertiary education strategy could be to develop the type of open 

universities and distance education programs that have been found to benefit large segments of 

population in other parts of the world, such as India, South Africa and Thailand.  Thailand’s two 

Open Universities, for instance, have been the principal instrument for expanding access and 

reaching out to students from rural areas and the poorest social stratum.  

Development of the Private Sector 

Mongolia has already achieved considerable results in this area.  To consolidate the development 

of the private tertiary education sector, it is important to remove the legal and administrative 

hurdles that could constrain the operation of private tertiary education institutions.  Allowing 

flexibility for private tertiary education institutions in terms of faculty hiring and promotion 

practices, levels of remuneration and tuition fees, program and curriculum development, and 

procurement rules would go a long way towards providing a favorable operational environment 

for these institutions.  At the same time, the Government should make sure that the existing 

quality assurance mechanisms (licensing and accreditation) succeed in ensuring high standards 

of quality and relevance in the program offerings of private institutions.  Finally, low-income 

students enrolled in quality private institutions should be eligible for financial aid under the same 

conditions as students enrolled in public universities.   



 

Achieving Synergies 

For this institutional diversification strategy to work in the long term, it is important to define 

clear policies regarding the respective roles of the various types of institutions.  One of the 

challenges that most countries face is to dispel the perception that non-university institutions and 

programs are second rate compared to the traditional universities.  To help in that regard, it 

would be useful to think through the functional linkages among the various types of tertiary 

education institutions.  Universities and non-university institutions should not operate as parallel, 

unrelated sub-sectors, but rather as complementary parts of a well-articulated system that offers 

multiple learning paths, as happens in the United States where the community colleges have 

made an important contribution.  Establishing an open tertiary education system can be achieved 

through recognition of relevant prior professional and academic experience, degree equivalencies, 

credit transfer, tuition exchange schemes, access to national scholarships and student loans, and 

creation of a comprehensive qualifications framework. 

Given the important fiscal resources constraints faced in Mongolia, the Government’s 

development strategy for the tertiary education sector should aim, as much as possible, at 

achieving synergies by undertaking projects that can benefit the entire system.  For example, the 

Ministry of Education could look at the possibility of establishing an intranet and internet 

network that would link all tertiary education institutions, explore the feasibility of setting up a 

national digital library with open access education resources, and implement an integrated 

Management Information System for all tertiary education institutions.   

Resource Mobilization 

Public Resources 

Mongolia has the highest level of cost sharing in the world.  Relying predominantly on tuition 

fees is not a sustainable strategy if the Government is committed to further developing the 

tertiary education system, improving the quality and relevance of programs, expanding graduate 

education, and investing more in research.   Mongolia must consider significantly increasing 

public spending for tertiary education, not only to cover the needs for capital and recurrent 

expenditures, but also to invest in university research in a few carefully selected areas of high 

priority for the country. Notwithstanding the competing sectorial demands for public funding, the 

Ministry of Education could attempt to negotiate with the Ministry of Finance a funding formula 

that would guarantee adequate financing to meet the needs of tertiary education.  Based on 

international practice, it would be advisable to mobilize public resources equivalent to at least 1 

percent of GDP for tertiary education.  This level of commitment could be achieved 

progressively over the next five years. 

The availability of a significantly larger public budget for the universities does not mean that 

cost sharing should be eliminated.  But the level of tuition fees could be reduced to a certain 

extent and significant financial aid (scholarships and student loans) should be offered to the 

neediest students. 

 

 



 

Income Generation 

 

In the medium term, the Government of Mongolia could actively encourage public tertiary 

education institutions to diversify their income sources beyond the payment of tuition fees.  Over 

time the universities could seek additional resources through donations, contract research, 

consultancies, continuing education and other fund-raising activities.  Annex 1 presents the range 

of income generation practices that can be found in other parts of the world, organized around 

the following categories: 

 

 Continuing education;  

 Productive activities; 

 Fund raising; and  

 Loans 

 

Resource Allocation Mechanisms 

Mobilizing more public resources for tertiary education does not mean that universities would 

receive their budget without accountability.  To stimulate an effective use of public resources, 

the Government of Mongolia could introduce a combination of performance-based budget 

allocation mechanisms that provide financial incentives for improved institutional results in 

relation to national policy goals.  Four main types of innovative allocation mechanisms might be 

considered, separately or in combination, for this purpose: 

 Output-based funding formulae: output or outcome measures are used to determine all 

or a portion of a funding formula, for example universities are paid for the number of 

students they graduate, sometimes with higher prices for graduates in certain fields of 

study or with specific skills. 

 Performance contracts: governments enter into regulatory agreements with institutions 

to set performance-based objectives. 

 Competitive funds: financing is awarded to peer-reviewed proposals designed to 

achieve institutional improvement or national policy objectives. 

 Vouchers: students receive coupons representing a given financial value that allows 

them to pay for their studies at any tertiary education institution of their choice.  

Formula Funding 

A transparent and objective way to distribute funds for recurrent expenditures is to use a formula 

linking the amount of resources spent on inputs such as the number of students or professors to 

some indicator of institutional performance such as the number of graduates.  Examples of 

countries that have built performance into their funding formulae include:  

 Denmark which has a “taximeter model” in which 30 to 50 per cent of recurrent funds 

are paid for each student who passes exams; 

 Netherlands where half of recurrent funding is based on the number of degrees awarded; 



 

 South Africa where the funding formula takes both the number of students enrolled and 

the number of graduates into consideration; 

 Australia, where funding for doctoral student places is based on a formula comprising 

graduations (40%), research outputs (10%) and research income, including competitive 

winnings (50%).  

A 2004 feasibility study in Malaysia calculated that the Government could save between 10 and 

30% of the operating budget of the public universities if resources were allocated on the basis of 

a funding formula using unit costs benchmarked against the better performing institutions 

(Innovation Associates, 2004).  

Performance Contracts 

Performance contracts are non-binding regulatory agreements negotiated between governments 

and tertiary education institutions which define a set of mutual obligations, usually performance 

targets to be achieved by the institution, sometimes with additional funding provided by the 

government. The agreements may be with entire systems of institutions or individual institutions. 

All or a portion of funding may be based on whether institutions meet the requirements in the 

contracts. The agreements can be prospectively funded or reviewed and acted upon 

retrospectively. 

Examples of countries or regional governments with performance contracts include: 

 France, which since 1989 has devoted one third to half of the recurrent budget to four-

year performance contracts. Payments are made when the contracts are signed, with a 

post-evaluation to assess the degree and effectiveness of implementation.  

 Finland has contracts that set out general goals for the entire tertiary education system 

as well as specific goals for each institution. 

 Denmark uses “development contracts” setting long-term improvement goals for the 

institutions. 

 Chile has introduced “performance agreements” on a pilot basis, whereby four public 

universities are receiving additional resources to implement a carefully negotiated 

institutional improvement plan with clear progress and outcome indicators. 

 United States has examples of different types of postsecondary education compacts (e.g. 

Maryland, Michigan, North Dakota, Virginia). 

Competitive Funds  

Competitive funds have proven their strength and value as an effective and flexible resource 

allocation mechanism for investment purposes.  Under such systems, institutions are generally 

invited to formulate project proposals that are reviewed and selected by committees of peers 

according to transparent procedures and criteria.  Positive experience in countries as diverse as 

Chile, Egypt and Indonesia show the ability of competitive funds to help improve quality and 

relevance, promote pedagogical innovation, and foster better management – objectives that are 

difficult to achieve through funding formulae.  The Government of Mongolia could seriously 



 

consider piloting a competitive fund as channel for allocating public investment funds to tertiary 

education institutions.  

The actual eligibility criteria vary from country to country and depend on the specific policy 

changes sought.  In Argentina and Indonesia, for instance, proposals could be submitted by entire 

universities or by individual faculties or departments.  In Chile both public and private 

institutions are allowed to compete.  In Egypt a fund was set up in the early 1990s specifically to 

stimulate reforms within faculties of engineering. 

One of competitive funds’ principal benefits is the practice of transparency and fair play through 

the establishment of clear criteria and procedures and the creation of an independent monitoring 

committee.  An additional benefit of competitive funding mechanisms is that they encourage 

universities to undertake strategic planning activities, which help them formulate proposals based on 

a solid identification of needs and a rigorous action plan. 

Vouchers 

As a long-term option, the Government of Mongolia could look at vouchers as a possible 

alternative.  The purpose of voucher funding is to promote greater competition among tertiary 

education providers in response to student interests by giving public support indirectly through 

the consumers rather than directly to the providers (Salmi and Hauptman, 2006). While many 

countries use voucher-type arrangements to pay institutions for enrolments driven by student 

preferences, there are few that use demand-side vouchers in the form of coupons provided to 

students to pay for recurrent expenses. The most prominent examples can be found in the former 

Soviet Republics of Kazakhstan, Georgia and Azerbaijan, as well as Lithuania.  In Kazakhstan, 

about 20% of the students receive voucher-like education grants that they carry with them to the 

public or private university of their choice, so long as they choose to study a grant-carrying 

subject.  In a way, the existing mechanism of “subsidized” students in Mongolia is similar to a 

voucher system.  But a true voucher system would need to be universal, that is available to all 

students.  

The Universities for All program (ProUni) launched in 2006 in Brazil constitutes an interesting 

variation of a voucher scheme. Under that program, the Brazilian government uses tax incentives 

to “buy” places in private universities for deserving, academically qualified low income students 

who were not admitted in the top public universities because of the limited number of places.  A 

similar scheme operates in Colombia in the Province of Antioquia.  A public-private partnership 

bringing together the local authorities, a group of private universities and a number of private 

sector employers offers qualified low income students who could not find a place in a public 

university the opportunity to study in one of the local private universities. The students get a 

scholarship equivalent to 75% of the tuition costs and receive a loan from the National Student 

Loan Agency (ICETEX) for the remaining 25%.  

Annex 2 offers a schematic representation of key financing mechanisms and flows of resources 

commonly found. 

  



 

Conclusion 

My interest is in the future 

because I am going to spend the rest of my life there. 

Charles Kettering 

 

Financing reform is not an end in itself.  It serves the purpose of ensuring funding sustainability 

in order to expand tertiary education opportunities and improve the quality and relevance of 

programs offered.  It needs therefore to be part of a national vision about the future of tertiary 

education and its contribution in support of economic and social development.  

Guiding Principles.  As discussed in this policy note, the elaboration of a sustainable financing 

strategy for the development of tertiary education in Mongolia can be guided by six key 

principles.   

 plan the shape and institutional configuration of the tertiary education system bearing in 

mind that this determines, to a large extent, the cost of building and operating tertiary 

education institutions; 

 mobilize sufficient resources, public and private, to meet the needs for quantitative 

expansion and quality improvement on an equitable basis; 

 guarantee that cost-sharing is always accompanied by adequate and sufficient student aid; 

 rely on funding mechanisms that are performance-based and, when appropriate, allocated 

in a competitive manner;  

 ensure full compatibility among the various funding instruments used; and  

 offer transparency in the design and operation of all funding mechanisms (policy 

objectives sought, rules and procedures for resource allocation). 

Need for Close Coordination Among Donors.  While several donors may be willing to support 

the development of the tertiary education system in Mongolia, an important lesson from other 

transition countries is the risk of lack of coordination of donor interventions, which has two 

potentially negative consequences.  First, the assistance offered may not be always related to the 

priority needs of the system and/or institutions targeted.  Second, the various programs and 

projects supported by the donors may not be fully consistent among themselves, which could 

lead to serious dysfunctions in the system.  To mitigate this risk, the Minister of Education needs 

to play a proactive role in orchestrating donor coordination.  This is important in order to ensure 

that the various donor programs and projects fit coherently in the Government’s own list of 

development priorities.  Having a well-crafted vision and a credible strategic plan will help 

significantly in this respect 

Political Economy Dimensions.  Joan Prats, director of the Governance Institute of Catalonia, 

accurately observed that “institutional change always implies conflict, and for it to be positive, it 

always requires consensus as well.  No society can exist without conflict, or mechanisms for 

producing or resolving conflict through consensus.”  The design and implementation of a 

sustainable funding strategy for Mongolia is likely to be met with distrust and opposition at first.  

This means that the success of the tertiary education development strategy is conditioned by the 

Government’s ability to address the political sensitivity of financing reforms in a constructive 

and effective way.  This involves four basic considerations.  The first one is a social assessment 



 

to review the needs and preoccupations of all major stakeholders.  With the results of the social 

assessment in hand, the government authorities can more easily identify potential champions 

who can be relied on to play a leading part in the implementation of the reform and better 

anticipate the possible reactions in the camp of potential “losers”.   

The second and perhaps more crucial step is the consensus-building phase.  Translating a 

financing reform program into reality depends to a large extent on the ability of decision-makers 

to build consensus among the diverse constituents of the tertiary education community, allowing 

for a high degree of tolerance for controversies and disagreements.  A potentially effective 

approach for addressing the political sensitivity of the proposed reforms is to initiate a wide 

consultation process concerning the need for and content of the envisaged changes. 

A third, key ingredient for facilitating acceptance of difficult reforms is the availability of 

additional resources that can be channeled towards tertiary education institutions and other 

concerned groups such as the students.  Another way to increase political acceptability and avoid 

disruptions is to introduce ‘grandfathering’ provisions and transitory funding arrangements that 

guarantee, for all institutions and beneficiary groups, amounts of resources equal to those they 

would have received under the previous system, at least for some period of time.   

Finally, thinking about the timing and proper sequencing of reforms is important.  Sometimes it 

is more effective to delay a key decision by a few weeks or even months to allow sufficient time 

to build a consensus.   

Financing reforms are without doubt among the most challenging policy changes that 

governments face.  International experience shows that the implementation of controversial 

tertiary education reforms has a higher probability of success when decision-makers manage to 

assess effectively the social and political contexts of the reform environment, build a consensus 

among the various constituents of the tertiary education community, mobilize additional 

resources to provide tangible incentives in support of the reform, and think carefully about the 

timing and sequencing of reforms.  While having a political road map to guide the reform efforts 

is neither a magic formula nor a guarantee of success, ignoring potential opponents and failing to 

engage them in a dialogue about the proposed reforms is a recipe for failure. 
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Annex 1 - Resource Diversification Matrix 

Category of income 

 

Source of income 

Government 
Students and 

families 

Industry & 

services 

Alumni / 

philanthropists 

International 

cooperation 

Budgetary contribution 
General budget 
Dedicated taxes (lottery, tax on liquor sales, tax on  
    contracts, tax on export duties) 
Payroll tax 

 
X 
X 
 

  
 
 
 

X 

  

Fees for instructional activities 
Tuition fees 
    Degree / non-degree programs 
    On-campus / distance education programs 
    Advance payments 
    Chargeback 
Other fees (registration, labs, remote labs) 
Affiliation fees (colleges) 
 

 
 
 
 
 

X 
 

 

 
 

X 
X  
X 
 

X 
 

 

 
 

X 
X 
 
 
 

X 

 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 

Productive activities 
Sale of services 
    Consulting 
    Research 
    Laboratory tests 
    Patent royalties, share of spin-off profits, monetized 

patent royalties deal 
    Operation of service enterprises (television, hotel, 
               retirement homes, malls, parking, driving school, 

Internet provider, gym) 
Financial products (endowment funds, shares) 
Production of goods (agricultural and industrial) 
Themed merchandises and services (smart card) 
Rental of facilities (land, classrooms, dormitories,  

laboratories, ballrooms, drive-through, concert halls, 

mortuary space, movie shooting) 

Sale of assets (land, residential housing, art treasures) 

 
 

X 
X 
X 
 
 
 
 
 
 
 

X 
 

 
 
 
 
 
 
 
 
 
 
 

X 
X 

 
 

X 
X 
X 
 

X 
 

X 
X 
X 
X 
X 
 
 

X 

 
 
 

X 
 
 

X 
 
 
 
 

X 
X 
 
 

X 

 
 

X 
X 
 
 
 
 
 
 
 
 

X 

Fund raising 

Direct donations 
    Monetary grants (immediate, deferred) 
    Equipment 
    Land and buildings 
    Scholarships and student loans 
    Endowed chairs, libraries, mascot 
    Challenging / matching grants 
    Religious donations (“Zakat”) 
Indirect donations (credit card, percentage of gas sales,  
     percentage of stock exchange trade, lectures by alumni) 
Tied donations (access to patents, share of spin-off profits) 
Concessions, franchising, licensing, sponsorships, 

partnerships (products sold on campus, names, 
concerts, museum showings, athletic events) 

Lotteries and auctions (scholarships) 

 
 
 
 

X 
X 

 
 
 
 
 
 
 

X 
X 
 
 
 
 
 

X 

 
 

X 
X 
 

X 
X 
X 
 
 

X 
 

X 
 

X 

 
 

X 
X 
X 
X 
X 
X 
X 
 
 
 
 
 

 
 

X 
 
 

X 

Loans 
Regular bank loans 
Bond issues 

 

 
X 

 
 

X 

 
X 
X 

 
 

X 

 
X 

Source: Compiled by Jamil Salmi. 



 

 

Annex 2 - Schematic Representation of Tertiary Education Financing 

and Types of Allocation Mechanisms 
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