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Abstract

The accumulation of knowledge and its use have become important factors that promote
economic development as they contribute to a countryís competitiveness in the global
economy. The basic significance of research is obtained by defining new approaches in
the organisation, function and efficiency of the higher education system (HES) by
emphasising its qualitative aspects. The aim of the article is to describe the influence of
education reform on economic competitiveness, paying a special attention to analysing
and evaluating international experiences from an interdisciplinary perspective, including
economics, pedagogy, etc. Quantitative indicators are used to characterise specific
features of the HES and the interaction of this system in the overall context of state
development. Some aspects of the Latvian HES are also analysed. The economic activity
of inhabitants often directly depends on their level of education. In order to reorganise
the Latvian HES and increase its competitiveness and efficiency, thus ensuring quality
and availability, the Latvian education system must define a middle-term (4ñ5 years)
and long-term (10ñ15 years) development plan that is coordinated with national
economic development.

Keywords: higher education system, sustainability, innovations, economic competi-
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Introduction

Knowledge management, the coordinated and directed creation, accumulation, distribu-
tion and use of knowledge, is a complex process that represents one of the pillars of
economic and social life covering the entire country and society. The functioning of the
higher education system (HES) and the activities of individual higher educational institu-
tions (HEIs) takes place in a very complex and not completely explicable context within
an unpredictable changing social, political and economic environment. The interdiscipli-
nary perspective that includes economic, pedagogic and social challenges, among others,
significantly influences the choice of indicators and the results of efficiency measurements.
Thus, if there is not a successful interaction of external and internal factors related to
the HES and if the level of the HESís efficiency does not correspond to societal conditions
and goals, in this case, the balanced development of the country, its competitiveness
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can be hindered. The HES and the outcomes it creates considerably influence the develop-
ment of the country. On the other hand, contextual changes demand that a stronger
attention be paid to the development of the HES. In this way, the improvement of
higher education (HE) can be promoted with the goal of ensuring the sustainable develop-
ment and competitiveness of the country. Consequently, the improvement of the HES
must be realised in close relation to societal development, in general.

Changes in HE in Latvia and all over the world are connected to the general develop-
ment of the state and society. The HES of Latvia has experienced fast and important
changes during the last 20 years, evolving from a system that was largely elitist to its
present form, which is widely accessible. This transition can be best evidenced by the
more than doubling of the school population while the actual number of inhabitants
significantly decreased. A study of the Latvian HES reveals that career choices, prog-
ramme availability, facilities, equipment, etc. have increased substantially. Furthermore,
an institutional base has been created, educational financing and the mechanisms to
allocate resources are constantly being improved and a unified system of degrees and
qualifications has been ensured.

But, at the same time, new challenges have arisen that are determined by interna-
tional tendencies and by internal factors of the system. For instance, the funding of the
HES is not regular and stable (especially following the global crisis and its consequences).
Additionally, the negative character of demographic tendencies, the lack of innovative
capacity and potential, and obstacles limiting knowledge transfer also negatively affect
the HES. These factors, together with the globalisation process and the development of
knowledge-based economy as well as internal structural imperfections of the system,
create significant challenges for the sustainable development of the system in general.

Conceptual framework and research methods

Presently, European countries face new tendencies in the global environment that
influence not only the way the HES operates, but effect the ultimate aims and objectives
of this system. Scientific findings during the past 30 years have significantly changed
many premises of education, making reform necessary in practically every education
system (Carnoy, 1999; Fullan, 2005). Experts underline that contemporary HE in the
Western Europe is undergoing its third wave of reforms in response to global tendencies
such as massification, internationalisation and autonomy of the education services
(Hargreaves & Goodson, 2006). Many countries are reforming their education systems
to provide their citizens with the knowledge and skills that enable them to engage
actively in democratic societies and dynamic knowledge-based economies (Riley &
Torrance, 2004).

Individual experts also note the increasing mercantile tendency of educational
services since the last decade of the 20th century (Apple, 2001). The mercantilisation of
education values labour productivity, efficiency, responsibility and competitiveness, all
of which are extensively included in the global education reforms. As a result, the
standardisation and, as a consequence, responsibility and reporting were offered as
means to increase education and education efficiency. Educational requirements of
building democratic societies and enhancing economic competitiveness often contradict
the changes introduced in these global education reforms (Sahlberg, 2004).
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The methodological approaches used to ensure the integral evaluation of the socio-
economic impacts of the HES is systemic, synergetic and qualimetric in nature include
graphic, monographic and abstract-logical methods, institutional analysis, statistical
and economic analysis. Quantitative indicators are used to characterise specific features
of the HES. Calculations, methodology and definitions are provided by Eurostat.
Educational statistics collected by the Ministry of Education and Science of the Republic
of Latvia and the Global Competitiveness Report were also used.

To process and analyse research data, both the descriptive and the experimental-
analytical method were used. In the first case, descriptive methods were used to obtain
a quantitative-qualitative description of the research object, its properties and condition.
The experimental-analytical method was used to construct a model of functional and
causational interactions that would provide an opportunity to develop appropriate policy
alternatives.

Findings and discussion

Successful economies compete on the basis of high value, not only low cost. High value
is best guaranteed by well-trained and educated personnel and flexible lifelong learning
opportunities for all citizens (Hargreaves, 2003). Competitiveness is based on the determi-
nants of the complex process of economic growth and development. When the compe-
titiveness of economies is compared, a set of institutions, policies and structures is
constructed using sub-indices that attempt to grasp the heterogeneity of different countries
(Porter, Schwab, & Lopez-Claros, 2005). Based on these commonly used determinants
of economic competitiveness and various indicators of the knowledge economy, three
core domains have been utilised to explain economic growth: education and training
(human capital); use of information and communication technologies; innovations and
technological adaptation (Porter et al., 2004).

Improving of the HES is a condition for successful development of the country as it
ensures competitiveness. Figure 1 shows how education reform influences the factors
that increase economic competitiveness (Sahlberg, 2004).

Figure 1. Factors of economic competitiveness and education reform (Sahlberg, 2004)
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From the macro point of view, the countryís education system, including the HE sub-
system, is linked in its external environment with three universal bonds: 1) societal
education needs (HE demand) and the resources needed to satisfy these needs; 2) the
possibilities of the education system (HE offers) and 3) the satisfaction of societyís
education needs (HE results) (PaÚina, 2010). The concept of the education system must
include four basic components: values, goals, politics and elements for execution of
decision making (mechanisms of need and financing or resource distribution) (Broks,
Geske, GrÓnfelds, Kangro, & Valbis, 1998).

Thereby, if there is no successful interaction of external and internal factors put
into practice in the HE system and if the efficiency level does not correspond to the
existing state and overall societal goals, a balanced development and competitiveness
of the country is hindered.

The goals of the education system are complex because they include both the
preparation of people for labour market and the broader long-term objective ñ personal
development. For instance, according to the data of the Flash Eurobarometer survey
ìStudents and Higher Education Reformî (2009), 74% of students indicated that the
main objective of HE is to ensure employment (the total number of students questioned
n = 14 964, in Latvia n = 525). It should be noted that, in Latvia, the estimation of
students was similar to the average European Union (EU) indicators, respectively, where
84% of HEI students stressed that the objective of HE is to ensure employment. In the
same study, 56% indicated that an important aim of HE is to enhance personal develop-
ment, also 49% noted the goal of HE is to educate an active citizen (Students and
higher education reform, 2009).

Thus, assessing HE must be performed within a framework of a particular socio-
economic, historical, legal and political environment, taking into account not only the
strategies of national economic development, but also global priorities of the systemís
development. Of course, the aims and objectives of education in different countries
may mean different things; they may be different even for different groups of inhabitants
of one country since there are differences in microeconomic tendencies among geographical
areas, in the quality of the state institutes and technological development (Figure 2).

Beginning in the 1990s, considerable changes began to take place in HE systems of
the EU which determined there was a need for reform in many countries. Some of the
most important influences include globalisation, the constantly increasing value of
knowledge as the main driver of growth and the rapid development of information and
communication technologies. The accumulation and use of knowledge has become one
of the most important factors affecting economic development as it increasingly
determines a countryís competitiveness in the global economy. In such conditions, its
principal importance is acquired in the search for new approaches to the organisation,
function and increased efficiency of the HEI, emphasising its qualitative aspects.

The most important reforms in the fields of the HE management and economy in
Scandinavian and Baltic countries during the previous decade are shown in Table 1
(Progress in higher education reform across Europe, 2008). In Table 1, C indicates
competitive institutions; N indicates negotiations-based institutions; E indicates evenly
distributed across institutions.
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Figure 2. Interaction of the higher education system and sustainable development

Table 1. Targeted funding to address education-related goals: Areas where initiatives took place
from 1995 to 2008

Country
Initiatives on Initiatives on Initiatives on Initiatives on
area of Access area of Efficiency area of Quality area of Mobility

1 2 3 4 5

Denmark Completion and Excellence (C) Attracting inter-
time to degree national
(E) students (E)

Finland Special Mergers (N) Quality of teaching
programmes (C)
(C)

Norway Student
exchange (E)

Sequel to Table 1 see on p. 78.
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Sequel to Table 1.

1 2 3 4 5

Sweden Capacity, low Mergers (C, N) Curriculum inno- Student
SES, lifelong vation, strategic exchange (C, N)
learning, e-lear- programmes
ning (C, N) (C, N)

Estonia Social economic Curriculum inno-
status partici- vations and stra-
pation (N, C) tegic programmes

(N, C)
Latvia Enhance Sending abroad

capacity (N) (N)
Lithuania Sending abroad

(N)

One of the most important driving forces of reforms in modern times is the improvement
of the HES. This HE component is related to several aspects. Firstly, it is linked with the
constantly increasing diversity of HEI resources and, consequently, the number of partici-
pants involved as well as the diversity of their demands. Secondly, it is related to the
global competition among education systems. Thirdly, the global recession has created
financial difficulties for students to pay for their studies and for governments and
businesses to finance the work of HEI.

A countryís ranking in the global competitiveness index represents an important
source of information about the economic situation of a country as it uses a unified
system to reveal the strengths and weaknesses of every country in specific fields of
competitiveness. One of the determining factors of competitiveness is the quality of HE.
The most recent available data (2011) show that among 131 countries the competitiveness
of Latviaís HE ranks 35th (Estonia ñ 22nd place, Lithuania ñ 25th place). The analysis
of the pillars and factors determining the competitiveness in Latvia when compared to
other Baltic and Scandinavian countries (Figure 3) is carried out within the global
competitiveness monitoring (Schwab, 2010).

Figure 3. Comparison of the indicators of the Global Competitiveness Index among countries in
2010ñ2011 (Schwab, 2010)
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Latvia lags behind the Scandinavian countries both by the rating of the HE and by
other indicators related to the education: innovations, level of technologies and efficiency
of the labour market. The innovation index in Finland is 5.56, in Sweden ñ 5.45, in the
United States of America ñ 5.65, but in Latvia ñ only 3.02. Latvia has the lowest ranking
among its neighbouring countries. Innovations and qualitative aspects related to the
development of entrepreneurship are determining factors in economic development and
the development of a knowledge-based economy. Latvia has a very low rating both
among world countries and among our neighbour countries. The low level of cluster
development (113th place), the low quality of research institutions (66th place) as well
as the low cooperation of HEIs and branches in the field of research (86th place) deserve
particular attention (Table 2).

Table 2. Indices of competitiveness, higher education quality, innovation and knowledge-based
economy in different countries

Global competiti- Higher education Knowledge-based Global innovation
Country veness index (GCI) quality index economy index index (GII)

2010ñ2011 2010ñ2011 (KEI) 2009 2009ñ2010

Norway 14 12 5 10
Sweden 2 2 2 2
Finland 7 1 3 6
Denmark 9 3 1 5
Estonia 33 22 21 29
Lithuania 47 25 31 39
Latvia 70 35 32 44

The same is true with innovation and knowledge-based economy indices. The World
Bank ranks the knowledge-based economy (KEI) of Latvia 32nd, which is the lowest
indicator among the Baltic countries. However, it is important to note that northern
European countries lead the field of knowledge-based economy development. Also,
Latvia is 44th in the innovation index (GII), while Lithuania and Estonia are 39th and
29th, respectively. A higher level of education promotes fundamental innovations as
well as the adoption and imitation of global high-tech practices. Lamentably, Latvia
does not appear to use these possibilities (Table 2).

Countries like Denmark, Sweden, Norway and Finland are consistently reforming
their HES, constantly improving the system in general and in its components. The HES
of these countries have gradually ensured the competitiveness and sustainable develop-
ment of the country, and this is confirmed by their leading positions in the global compe-
titiveness index, global innovation index and other indicators. The reforms of the previous
decade include associations, integration, structural cooperation and the creation of
strategic alliances with Norway, Denmark, Finland and other European countries.

Paying a more detailed attention to Finlandís HE system and examining its corre-
lations with the processes of national economy, it is possible to reach some conclusions.
Firstly, Findlandís economic policy is based on the integration of different branches
(Aho, Pitk‰nen, & Sahlberg, 2006). The mid-term policy anticipates the integration of
the education and vocational training systems, involvement of the private sector and
industry participation in evaluating the education systemís quality, in formulating require-
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ments and in monitoring process (Sahlberg, 2006). Secondly, the strategic framework
of education system development and reformation has a long-term character. Thirdly,
the influence of the state administration and institutions has a significant role in the
policy of the HE and in the implementation of education and economic reforms (Sahlberg,
2009). Efficient state administration and the high level of development of public institu-
tions play a significant role in the creation and execution of the policy of societyís sub-
systems as well as in the implementation of the changes planned. Fourthly, well-educated
human resources and their expanded involvement in continuous education guarantee
the improvement of human capital that is necessary to ensure HE services and economic
growth. One of the main qualities of the Finnish education and economic systems is
their flexibility.

The most important changes in Findlandís HE took place in the early 1990s when
the majority of state regulatory functions were cancelled but educational opportunities
and directions expanded (Routti & Yla-Anttila, 2005; Aho et al., 2006). In the same way,
the regulatory influence of the state in the private sector was diminished, while more
flexible standards were introduced. All of that ensured the development of network
interaction between the region, state and business in HEI. The integrated policy and
long-term state strategic planning ensured the Finnish HE system took a leading position
in the whole world as well as consolidated the countryís competitiveness and successful
development of the private sector. A constant dialogue between state and private HEIs
permitted a mutual understanding about the anticipated results and factors of society
and the development of a knowledge economy. As a result, education institutions, too,
were more actively involved in the introduction of experiments by using creative technolo-
gies, developing business skills and promoting positive student attitudes towards work.
Strong integrated policy frameworks and long-term strategic visions have enhanced sustain-
able leadership in education and private sector development (Sahlberg, 2006, 2007).

World practice shows that the increasing distribution of HE is strongly related to
work productivity and economic competitiveness (Figure 4). Also, in this aspect, the
tendency in Baltic and Scandinavian countries is similar.

Figure 4. Expenditure per one student compared to GDP per capita in the EU countries in 2008,
EUR
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Researchers stress that one of the contributing factors for regional development could
be a partnership between HEI and regional businesses that more efficiently integrates
HEI in the regional context (Eglitis & Panina, 2010; Jermolajeva, Eglitis, Panina, &
Ostrovska 2010). Integration of HEIs and the business environment is the usual practice
in developed countries (Goddard, 2006; Organisation for Economic Co-operation and
Development [OECD], 2007; Huggins Jones, & Upton, 2008). HEIs are one of the
important factors promoting regional development (Pawlowski, 2009).

The development of the worldís economically most powerful countries shows that
these countries have opened their economies to innovative solutions decades ago. Despite
the comparatively high indicators of HE achievements, the HE systems in the Scandina-
vian countries are still in the reformation process. The same is true about the Baltic
countries where the HE systems have undergone intensive reforms since the 1990s and
whose performance is not yet outstanding. The Baltic countries do, however, continue
to search for better mechanisms to manage and govern the educational system as well
as improved directions for general system development. When analysing interconnections,
one of the most important conclusions is the following: the economic activity of inhabi-
tants and their involvement in the processes taking place in the country directly depends
on the personís level of education.

HE provides opportunities and benefits not only for HEI graduates, but there are
ëexternal benefitsí, too, that are related to progress in science, innovative potential,
economic growth and cultural development. Society is directly interested in how HES
contributes to the economic and social needs of society and ensures international
competitiveness.

On the other hand, macroeconomic policy may provide a considerable impulse for
the development of HE (demand-driven HE) in different ways. For instance, when sup-
porting the business sector and promoting the stability of the labour market, it is also
possible to achieve the development of the HES. Of course, it is a long-term activity,
but the opposite is also true: a highly developed HES with promotes macroeconomic
growth, providing balanced regional development and increased international competi-
tiveness.

Conclusion

The economic activity of inhabitants and their involvement in socio-economic life is
directly dependent on the personís level of education. The HE system and the outcomes
it creates have a clear impact on the development of the country. The improvement of
the HES is a condition for the successful development of the country and its competiti-
veness. Target-oriented reforms in the HES depend on a positive synergy between the
education structure and the participation of all stakeholders. This positive synergy is
important for both the education system itself and the economic growth of the country.

 The experiences of economically advanced countries show that they opened their
economies to innovative solutions several decades ago. For some countries, economic
globalisation and rapid technological development have created a unique opportunity
for accelerated development. However, for other countries, there are threats of stagnation
or even recession. Countries such as Denmark, Sweden, Norway and Finland are consis-
tently conducting reforms of their HES, constantly improving the efficiency of their
educational system, in general as well as its particular elements. During the previous
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decade, the most important changes were directed towards improving the performance
of HE. As a result, the structure of resource investment indicators has been improved,
activities of system reorganisation have been carried out and student mobility is
significantly expanding. The system and performance indicators of HE have also been
improved with the goal of motivating HEIs towards self-improvement. The HES of
these countries has gradually ensured competitiveness and sustainable development, as
revealed by their leading positions in the Global Competitiveness Index, Knowledge
Economy Index and the Global Innovation Index (2011), among others.

In Latvia, it is necessary for the economic policy to create conditions that contribute
to the competitiveness of Latvia and foster the development of a knowledge-based
economy with a strong export sector, including high technology with high added value
that will play a leading role in furthering economic development.

To accomplish the reorganisation of the HES needed to increase the competitiveness
and efficiency of HE, the Latvian education system must create a middle-term (4ñ5
years) and long-term (10ñ15 years) development concept that would be coordinated
with the corresponding planning and vision of Latvian national economy.
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