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Abstract

International demand for higher education is experiencing a remarkable growth. It is expected that a total
of 8.3 million tertiary students will be scattered all around the world by 2020. This is due to an annual
growth of 8%, assisted by the upsurge in supply and demand. High return from this industry attracts
participation from more countries and further challenges the traditional providers. Hence, this article is a
literature review on international demand for higher education which links between the industry, the theory
and the model. In details, this paper provides a basic idea and current progress of the industry. In addition,
the human capital theory associated with the industry is included. For the purpose of empirical analysis,
appropriate model is proposed to enable more future studies.
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1.0 INTRODUCTION

International demand for higher education is experiencing a phenomenal growth. Statistically supported by
United Nations Educational, Scientific and Cultural Organization (UNESCO), for every 100 tertiary
enrolments, two are studying abroad (UNESCO, 2014). Quest for knowledge is no longer limited to border
and territory constraints. Moreover, pursuing higher education has become one of the five obligations in
the enhancement of human capital (Schultz, 1961). Successful human capital development contributes to
the accumulation of wealth and acts as the growth catalyst for a country (Blanchard & Olney, 2017). At
the same time, this process has become an industry that provides lucrative returns to interested parties
around the world (Havergal, 2017).

This can be seen from the economic returns obtained by several higher education exporting countries. In
Awustralia, higher education becomes the fourth largest export commodity with a total of $14 billion, $2.45
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billion more than the tourism sector (Australian Government, 2015). The same industry contributes a total
of $11 billion for just one academic year in the United Kingdom (Ursula, lain, & James, 2014). The same
kind of return was also recorded in Malaysia. $1 billion was generated just from international tuition fees
in a single academic year, as highlighted in "Bilangan pelajar antarabangsa (number of international
students)", (2013). At the same time, each international student spends $9,500 annually in Malaysia (Zainor,
2011).

Looking at these great prospects, higher education is now an industry that needs to be prioritised by every
country. To facilitate that, more industry-related issues need to be explored, especially on the causes of
trans-border tertiary student movement. Therefore, this paper is written to provide basic idea and recent
development regarding this industry. Additionally, an appropriate theory is included in parallel to the
concept of human capital. A suitable model is also presented as the basis for empirical analysis for more
in-depth studies. Figure 1.0 shows the interrelationships between the industry, the theory and the model
concerned in determining causes for international demand in higher education.
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Determination of causes
Industry

for international demand
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. /

Figure 1 Interrelationships between the industry, the theory and the model in determining the causes for
international demand in higher education

2.0 THE INDUSTRY, THE THEORY AND THE MODEL

2.1 The Industry (Higher Education)

World Bank and Organization for Economic Cooperation and Development (OECD) use a similar
definition for cross-border tertiary education, where "it refers to the movement of people, programmes,
providers, curricula, projects, research and services in tertiary (or higher) education across national
jurisdictional borders” (Vincent-Lancrin, 2007). In this movement, supplier (exporting country) and
demander (importing country) are two main parties involved. Similar to tourism, the process takes place in
the exporting country (Asari, Idris, & Daud, 2011). Its high return attracts many countries to this type of
export. One of which is through the growth of international students that are directly proportional to the
Gross Domestic Product (GDP) (Hajela & Sumption, 2017).
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UNESCO Institute for Statistics or UIS defines internationally mobile students as “those who study in a
foreign country of which they are not a permanent resident” (UNESCO, 2009). The same report stresses
out that this definition however subjects to three conditions; citizenship, permanent residency and prior
education. If any of mobile students does not become a citizen or a permanent resident of that specific
country, plus obtaining secondary education in other than specific country, he/she deserves to be identified
as an international student of that country. Conversely, definition of foreign students is only determined by
citizenship of that particular student.

General Agreement on Trade in Services (GATS) that came into effect in 1995 is a catalyser for this industry.
Higher education was one of the subsectors listed out and can be liberalised in four ways, as proposed by
World Trade Organization (WTO):

i) demander travel to supplier country (e.g. tertiary student studying abroad),

ii) supplier institution supplies service without existence in demander country (e.g. distance learning),
iii) presence of supplier institution in demander country (e.g. university offshore campus), and

iv) presence of person from supplier institution in demander country (e.g. visiting professor).

All these are presented in Zeynep (2002). Simultaneously, increasing in both demand and supply, with the
assistance from information and communication technology (ICT) enhances the industry.

An annual growth of 8% on higher education demand allows the number of international students to grow
up to 8.3 million by 2020 (Hearps, 2016). This value surpassed the expectation made by Bohm, Davis,
Meares, & Pearce (2002) of 5.5 million for the same year. As reported by International Consultants for
Education and Fairs (ICEF), 53% of these demands come from Asia, especially China, India and South
Korea (ICEF, 2015). Highlighted in Osawa (2016), there has been a threefold increase in higher education
in Asia Pacific since 2000, leading to a total of 1.7 million people to study abroad. Consequently, a special
meeting was conducted by UNESCO in setting-up common indicators for the internationalisation of higher
education in this respective region (Sharma, 2016).

Exporting countries differ in terms of inbound-outbound ratio. Australia for example, receives more
students, while China sends more students overseas. Concurrently, Malaysia has a balanced number
(UNESCO, 2013). In comparison, international students studying in OECD countries are three times as
much as locals who study abroad (OECD, 2014). This is due to a rise in students from middle-class
economies of 161%, as compared to OECD countries by only 29% for over 12 years (Ortiz, Chang, & Fang,
2015). For Matthew (2016), the same group will monopolise this higher education in maintaining the status
guo for the next generation.

On the supply side, an expansion took place following the growth by countries other than main English
speaking destination countries (MESDC) including China, Malaysia and Singapore (Hearps, 2016). China,
as an example, targets a total of 500,000 international students at the end of this decade, as a part of the
Belt and Road Initiative (Gao & de Wit, 2017). For MESDC member, there is a fierce competition amongst
them. Australia and Canada recorded increases in international student acceptances, more than the UK and
the US (ICEF, 2016). The US' strict visa policy against some countries also undermines the demand for
higher education in the US (Kopf, 2017) while the burdensome cost remains in the UK (Else, 2017).

Volume 6 Issue 2 2017, 192-208
e-Academia Journal (http://journale-academiauitmt.uitm.edu.my/v2/index.php/home.html)
© Universiti Teknologi MARA Terengganu

194



e-1SSN: 2289-6589

Regional students are also the focus of exporting countries. Erasmus Mundus which began in 1987 is the
best landmark of enabling tertiary student exchange in continental Europe (Hujak & Sik-Lanyi, 2017). In
North America, the US agrees to receive 100,000 students from Mexico and in return Mexico receives half
of the value as a reciprocal, under the Mexico's Proyecta 100,000 program (Tobenkin, 2016). For Southeast
Asia, ASEAN International Mobility for Students (ASIMS) is a collaboration initiated by Malaysia,
Indonesia and Thailand which started in 2010. The program was further developed in 2013 with the
presence of Vietnam, Philippines, Brunei and Japan (Abdullah & Aziz, 2015).

2.2 The Theory (Rate of Return)

As highlighted in Choi (1998), the rate of return theory is most widely used by economists in determining
demand for education. One instance is shown in a study by Campbell & Siegel (1967), where people will
bear the cost of education if the present value of benefits is more than the present cost. The maximum
benefit then will be obtained, when marginal benefit equals to marginal cost. The same opinion is shared
by Schultz (1961), Becker (1964), Elaug (1965), Agarwal (1983), Agarwal & Winkler (1985a), Agarwal &
Winkler (1985b), Berliri et al. (1999), Bouwel & Veugelers (2013), Yang & Wang (2016) and Ouedraogo,
Brorsen, & Dicks (2017).

In other words, education is now a kind of investment, and it has been recognised by many economists
including Adam Smith as emphasised in Pejovich (1966). Human in the economy should be regarded as a
property and not just a kind of production inputs. Five requirements in improving human capabilities have
been listed by Schultz (1961), and formal education (including tertiary level) is one of them. In another
study, investment is not only performed by capitalists; labourers invest in themselves, especially in the
fields of knowledge and skills. This process allows them to become new capitalists in the market as
proposed by Johnson (1960).

Though knowledge is infinite, the supply of education is constrained by resources and structures. In 1960s
and 1970s, most developing countries have depended on other countries. The reason was due to
incapability in producing their own graduates (Mcmahon 1992). In another view, the prospective leaders
of the developing countries were educated abroad, especially in their colonialist countries. These graduates
then, inherited the same way of administration and uphold the interest of their colonialist (Goodwin, 1993).
In a recent study, human capital ranks high in term of income accumulation and growth determination
(Blanchard & Olney, 2017).

In detail, the benefits can be categorised into monetary and non-monetary benefits. Monetary benefits are
strongly linked to individual earning, in which the better the educational level, the more earning will be
obtained. In some cases, income derived by a degree holder is 75% higher than a high school leaver (Hill,
Hoffman, & Rex, 2005). More importantly, return earned from continuing education may yield as much as
15.2% per year, higher as compared to other assets such as land, bonds and stocks (Greenstone & Looney,
2011). In addition, increase in each year of study will increase future earning by 10% (UNESCO, 2011).
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From an interesting perspective, furthering the study can delay the process of making debt, until we have a
better and higher income to pay for it (McGuire, 2011). The income however, may differ according to
several factors, such as type of programme (Jacobs, 2014) and institutional reputation (Schneider, 2013).
In Malaysia, the three highest wages for fresh graduates are monopolised by pharmaceutical, business and
finance holders as emphasised in JobStreet.com (2014). In addition, the initial salary in the private sector
for graduates from three major Malaysian universities is slightly higher than other universities as shared in
Lok (2016).

On the other hand, the non-monetary benefits affect both graduates and societies at the same time. It can be
categorised into three criterions, and one of them is betterment in life for both individual and his/her society
due to a change in mindset and action (Vila, 2000). For example, educated people are more concerned with
health awareness. Instead of relying only on traditional medicine, modern medicine has become an
alternative (Yew, MalKong, Lam, Sarmila, & Selvadurai, 2015). Preventive measures taken such as breast
self-examination at secondary school level can reduce the high cost of treatment (Sapkota, Parajuli, & Kafle,
2016).

Another example is a crime rate. Greater awareness of crime control may reduce the cost borne by the
government as a result of managing the crimes later (Baum & Payea, 2005). The level of education is also
directly proportional to community involvement such as volunteering and sharing (OECD, 2013). The
benefits of the education also have a great impact on the macro level. Investment in female education
generates an additional 0.2% GDP per year, as well as reducing the per capita gap between sexes by 20%
(Matsui, 2013). As emphasised by U.S. Agency for International Development (USAID), an additional
0.5% of GDP can also be generated through an increase in another one-year of studying (USAID, 2017).

In general, higher education-related costs can be divided into two, namely direct costs and indirect costs
(Corazzini, Dugan, & Grabowski, 1972). In particular, the direct costs can be divided into fees (tuition fees,
enrolment fees, curriculum fees, library fees) and other costs (cost of living, expenses for books and
stationery, transportation charges) as detailed out in Jackson & Weathersby (1975). Currently, lack of
government funds forced the public universities to raise their fees (Ozoglu, Giir, & Giimiis, 2016). High
cost in tertiary education put student in a dilemma, whether to work or to continue study as mentioned in
Greenstone & Looney (2012).

Cost pressures also reduce learning opportunities especially for those with low incomes (Hershbein, 2016).
More worrying, high tuition fees bind low-income parents with longer repayment schedules and high
interest rates (Browne & Shen, 2017). In easing the costs burden, financial aids such as scholarships, loans
and rebates should be offered to the eligible candidates as suggested in Li & Bray (2007) and Lee (2017).
Johnstone (2004) projected it in a bigger view, as these types of costs can either be shared or transferred
between four parties; the government, parents, students and individual or institutional donors.

Indirect costs involved are the opportunity cost. As an example, the forgone earnings when someone
pursuing higher education. During economy crisis for instance, people tend to further study compared to
working and this decreases the opportunity cost (OECD, 2012). In Jiménez & Salas-Velasco (2000),
families with higher incomes are more easily able to cope with the opportunity cost. Other than that,
opportunity cost is associated with household responsibilities. A woman with a baby, may be less attracted
to enrol in an academic programme as compared to a woman with a schooling child (Stratton, O’Toole, &
Wetzel, 2004).
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Gender discrimination issue is the emphasis in a study by Eron & Emong (2017), where women will
experience higher opportunity costs than that experienced by men due to their needs to get married at an
early age, traditionally. For Walstrum (2014), men are more sensitive to labour demand than women, and
are more willing to leave their studies at any time to work. Walstrum continued that, the opportunity cost
also varies for each type of job and field, depending on gender. VVedder (2015) however came with different
opinion, which involves a macro view. A sudden rise in college enrolment will cause a sharp fall in
economic growth, due to the lack of labour in the marketplace.

2.3 The Model (Gravity Model)

The gravity model was rooted out from Newton’s Law of universal gravitation, before it is used widely in
the field of international trade (Filatov & Novikova, 2015). Tinbergen (1962), a Nobel laureate, first
introduced the use of the gravity model in explaining the trade flows (Fi;) between the two countries. The
simplest model proposed, would involve only three explanatory variables, namely the size of the economy
of the exporting country (m;), the importing country's economic size (m;) the physical distance between the
two countries (dj;) and the constant value (C). The model can be portrayed as:

m;i* m;?
Fij =C
di

For regression purpose, this equation is converted into a log-linear form as follows:

logFij=C+ alogm;+plogmj+ylogdi+e

In the same research, the effect of neighboring countries and economic unions were captured using three
dummy variables, which were added in the second model. In the next model, Gini coefficient was added as
a quantitative variable in explaining the diversity of export for each country involved.

This theory was later incorporated with more related variables such as tariff, transportation cost, population,
common language, real per capita income and exchange rate as applied in Péyhdnen (1963), Aitken (1973),
Geraci & Prewo (1977), Pelzman (1977) and Abrams (1980). Around 20 years later, Deardorff (1984)
lauded that the gravity model is an "extremely successful empirical” model in analysing trade flows between
countries or blocs. The same opinion is shared by Bergstrand (1985). Possibly, R-squared in the range of
65% to 95% which is high in value, is the most suitable factor in explaining its success, as highlighted in
Sohn (2005).

Kimura and Lee (2006) agreed with the Sohn’s study, revealing the suitability of the gravity model for
services trade as compared with goods trade. Contemporarily, gravity model is used in wide scope of
services including Santeramo & Morelli (2016) for cross border agro-tourism, Czaika & Parsons (2017) on
high-skilled immigration, flows on foreign direct investment in Kahouli & Maktouf (2015), flows of air
passenger in China (Zhang & Zhang, 2016) and domestic tourism in Spain by Voltes-Dorta, Jiménez, &
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Suérez-Aleman (2016). Even gravity model is introduced in medical for identifying growth for nine types
of cancer (Cheng et al., 2015).

In demand for higher education, Kelley (1921) was possibly the initial study that applied gravity concept,
as emphasised in Schofer (1975). Shorter distance gravitated enrollment in most American colleges. Stewart
(1941) proved it empirically, when enrollments at Harvard, Princeton, Vassar and Yale were inversely
proportional to distance. The use of whole gravity model was then continued by McConnell (1965). The
study successfully illustrated 84% of the variation of enrollment in Bowling Green State University, Ohio.
Later, Kariel (1968) managed to record 98% of the enrollment variation in Western Washington State
College.

However, the study by McConnell and Kariel was limited to samples of student from the same county in
which the college is located. A report by Gossman, Charles, Patricelli, Schmid, & Thomas (1967) outlined
about outmigration of Washington students to other states in the United States. The results varied, as
migration variation for public university students’ was recorded at 85%. On the other hand, 95% was a
value for variation of migration for private university students’. In another report, Fairweather (1980)
highlighted that the gravity model is an accepted approach in studying tertiary enroliments, in the United
States and England.

Over time, the gravity model on higher education has been augmented with more relevant variables. For
example, S’a, Florax, & Rietveld (2004) which estimated regional demand for Netherland tertiary education.
While distance and rental cost reduced learning interest, urbanisation process in Netherland attracted more
students. In measuring socio-economic conditions, population density and quality of life in each province
were used in Agasisti & Dal Bianco (2007). As a result, these factors positively affected the demand for
higher education in Italy. More important, both studies explain the need to see higher education as
consumption, besides investment.

Another research in Italy used the gravity model in suggesting suitable sites for the construction of a new
university (Bruno & Improta, 2008). This was done based on the expected distribution of the enrollments
in two competitive nearby sites. To facilitate the process, samples were zoned into 59 areas, including those
from outside the territorial. Grigor & Viktoriya (2009) analysed the interest of 129 countries towards higher
education in Sweden. Similarities in terms of language, boundary and colonial history have a great impact
on marketability of local education. Hence, such countries should be given more attention in the future.

The same model was also applicable in the study by Gonzalez et al. (2011), which analysed flows of tertiary
student between participating countries under the Erasmus Mundus program. As a comparison,
Mediterranean countries receive more students than oceanic/continental countries. Attraction in the tourism
sector was the biggest contributor to this distinction. In increasing foreign admission to European
universities, quality is a main concern under the Bologna Process. This was evidenced by high significance
values for the quality variable in five different categories of host country in Europe, as stated in Bouwel &
Veugelers (2013).

Jena & Reilly (2013) presented a different idea about the demand for high education in the United Kingdom.
The visa application has been the basis of the model. Findings revealed that the bilateral exchange rate had
a greater impact than the per capita income of a visa applicant's country. Using gravity model, Zheng (2014)
differentiated the importing countries for U.K. higher education into developed and developing economies.
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In his conclusion, population and wealth were reasons for enrollment from developed countries. On the
other hand, socio-political and economic factors moved students from developing countries to the United
Kingdom.

Abbott & Silles (2016) used as many as 18 host countries and 38 home countries in their paper. Both types
of country were also divided into high-income countries and non-high income countries. What
distinguished it from others was the use of time zone difference to replace physical distance. There were
also attempts in linking higher education with professional migration such as Ramos & Royuela (2017). It
was concluded that those with higher education level and better result are more willing to migrate to foreign
countries. Mobility experience during the learning period also boosted this migration process, as compared
to other factors.

3.0 CONCLUSION

Developed and developing nations are not impervious to most of the problems that could limit the capacity
of expansion in education for growth and development stimulation. Some of these problems are such as
underemployment, low absorptive capacity, scarcity of professionals, regional imbalances, and brain drain.
The persistence of various problems in spite of the multitude of policies being formulated necessitates a
more focused, responsive, functional, and qualitative educational system. In order to contribute
significantly to healthy economic growth and development, the higher education system must be of an
acceptably high quality which meets the skill-demand needs of the industries.

In conclusion, higher education is a high-prospective commodity that has a great potential to boost up the
economic growth of a country. Not forgetting the positive spillover due to human capital development and
knowledgeable society. There is a hope that this paper will be a stepping-stone for more researches,
especially in macro field in identifying the reasons of trans-border tertiary student movement. Not limited
to academic qualifications from prestigious universities, macro factors related to both countries (home and
host), are essential elements to be taken into account.
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