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Introduction

Inequality remains high on the global agenda and, if anything, has gained greater attention
through the focus of the Sustainable Development Goals on leaving no one behind. A
number of studies have recently been published to illustrate the importance of such a focus.
Between 1990 and 2010 it was estimated that of 89 developing countries, 46 became more
unequal (Bastagli et al., 2012). It is also reported that wealth is becoming more concentrated
amongst the few with the latest estimates indicating that the wealthiest 1% of the world’s
population had more wealth than the rest of the world combined in 2015 (Credit Suisse,
2015). And further analysis estimates that, in 2010, 388 people owned as much wealth as
the amount owned by the poorest 50% (3.6 billion people); by 2015 the equivalent was 62
people (Hardoon et al., 2016).

Moreover, there is a need to address wide inequalities within the education sector. The
proposed SDG target for education, Target 4.1 pledges to, by 2030, “ensure that all girls and
boys complete free, equitable and quality primary and secondary education leading to
relevant and effective learning outcomes” (UN, 2015). The Incheon Declaration adopted at
the 2015 World Education Forum, committed to “addressing all forms of exclusion and
marginalization, disparities and inequalities in access, participation and learning outcomes”
with no education target being considered met “unless met by all”(UNESCO et al., 2015). As
our accompanying paper highlights, the world is currently far from achieving such
commitments in equitable access and learning (REAL Centre, 2016).

More and better allocated financing will be key to achieving these education commitments.
As such, target 17.1 of the SDG Agenda pledges to strengthen “domestic resource
mobilization, including through international support to developing countries, to improve
domestic capacity for tax and other revenue collection” (UN, 2015). This is important given
that tax-to-GDP collection ratios in many developing countries are low by global standards
meaning that inadequate resources are collected to invest into education systems.

As this paper shows, addressing inequality in education requires attention not only to the
mobilization of additional domestic resources, but also to how domestic resources are
mobilized (including the types of taxes that are used and ability of tax authorities to tackle
tax avoidance and evasion); as well as how they are spent (including the amount of domestic
resources allocated to education overall, and how these resources are distributed within the
education sector).



1. Meeting commitments on taxes collection and education spending

Over the last 15 years, domestic revenues in developing countries have increased, on
average, by 14% annually (Gulasan and Hurley, 2015). Domestic revenues are the largest —
and most stable — source of financing for development, underlying why it remains such a
core issue as was underscored at the Third Conference on Financing for Development, held
in Addis Ababa in 2015.

While indicators for SDG17.1 include total government revenue as a proportion of GDP and
the proportion of domestic budget funded by domestic taxes, the goal does not explicitly set
targets for these. At the most recent conference on financing for development, held in Addis
Ababa in July 2015, domestic resource mobilization was heralded a top priority. The draft
document had proposed that “[cJountries with government revenue below 20% of GDP
agree to progressively increase tax revenues, with the aim of halving the gap towards 20% by
2025 (Schmidt-Traub and Sachs, 2015). Though the target of 20% was omitted in the final
outcome document, it can be considered a starting point as a minimum target for the SDGs
to be sufficiently funded from domestic resources. This is in line with amounts that are
currently collected in high-income countries. According to recent World Bank calculations,
revenues generated from tax account for 10-14% of GDP in low-income countries, compared
with high-income countries where it makes up between 20-30% of GDP (World Bank,
2013a). With respect to education the Incheon Declaration adopted at the 2015 World
Education Forum further reaffirmed a previous commitment of at least 15-20% of total
government public expenditure being spent on education (UNESCO et al., 2015).

Using the two indicators of tax revenue as a share of GDP and the proportion of government
public spending allocated to education together, our analysis of the most recent data
available finds that, for 111 low and middle-income countries with data, more than half (59
countries) fail to raise at least 20% of GDP in tax nor allocate 20% of the government budget
towards education (Quadrant 2; Figure 1). Within this group are countries like Bangladesh,
Pakistan, Tanzania and Uganda, which not only have some of the lowest tax-to-GDP rates in
the world, but also spend a very small share of the government budget on education. In
Pakistan, government expenditure in social services has traditionally been dwarfed by what
the government spends on the military and debt servicing which together made up 7% of
GDP in 2014. Given that only around 11% is collected in taxes overall, this leaves little in the
way of spending for education, which barely reaches 2% of GDP (Malik and Rose, 2015).

Nepal and Ethiopia are among 18 countries which should be commended for their high
prioritization of spending on education within government budgets (Quadrant 1; Figure 1).
Yet, the overall amount of resources available for education is constrained by poor tax
collection rates. Currently both countries only collect around 11% of their national wealth in
tax meaning that government expenditure’s potential to redistribute national wealth to the
poorest is limited.

Zimbabwe presents a different pattern whereby it collects more than a quarter of its
national wealth through taxes — one of the highest in the sub-Saharan African region. Yet,
education spending as a share of the government budget is just 9% — roughly the same as
what it earmarked for military spending in 2015. Similarly Angola, which collects nearly 45%
of its GDP in the form of tax, and in per capita terms is one of the wealthiest countries in
sub-Saharan Africa, spends just 9% of its expenditure is on education (Quadrant 3; Figure 1).



Just nine low and middle-income economies collect a minimum level of their national wealth
through taxation and meet, or exceed, 20% of government spending being on education.
One is Swaziland which collects 36% of national wealth in taxation — largely due to
international trade and transactions taxes — and spends 22% of its budget on education.
Another is Malawi which, in 2013, collected 21% of its GDP in tax and spent 20% of the
government budget on education (Quadrant 4; Figure 1). These statistics need unpacking
further, however, to better understand their potential for redistribution. In Malawi, for
instance, the largest share of tax revenue comes from taxation on goods and services and
28% of public education resources are spent on tertiary education — as this paper will seek
to illustrate — both of these are regressive in nature and so the resources do not necessarily
reach those who need them most. Swaziland, on the other hand, collects a larger share of its
tax revenue in the form of more progressive taxes and also earmarks a large share of
spending on education towards primary education which would benefit the poorest.

Figure 1: Many countries need to both mobilize tax revenue and prioritize education
Tax revenue as a percentage of GDP and education expenditure as a percentage of

government expenditure, selected low and middle-income countries
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Our analysis is supported by other recent work. In many low-income countries, the amount
governments currently collect in tax revenue remains far below the potential. Tax effort —
the ratio between the share of actual tax collection and taxable capacity® — is greater in
countries with a higher level of GDP per capita: in low-income countries tax effort is 0.65
versus 0.76 in high-income countries. Beyond a country’s wealth, high tax effort is also
positively correlated with public expenditure on education. Data from a recent IMF study
shows that 25 countries — which include India, Nigeria and Pakistan — were collecting less

1 A definition of tax capacity can, simply speaking, be that of the predicted tax-to-gross domestic product. This
would be calculated by taking into account a country’s specific macroeconomic, demographic and institutional
features (Le et al., 2012).



than half of what they are able to potentially collect in taxable revenue in 2011 (Fenochietto
and Pessino, 2013).

Our analysis that follows highlights that, not only are reforms needed to raise additional
domestic resources and to allocate a fair share to education. It is also necessary that, within
the broad targets set by the international community on revenue collection and spending,
the discussion goes further towards ensuring revenue is collected through progressive taxes
by governments and is spent within education in ways that have the greatest impact on
redistribution, and so on raising learning outcomes equitably. As such, the 20% tax-to-GDP
ratio cannot be considered an achievement if this largely relies on collecting resources in a
way that hurts the poorest households, or is not sufficiently spent on forms of education
that benefits the poor and other disadvantaged groups.

2. Mobilizing government revenue

Key messages for Section 2

1. Progressive taxation policies can, if implemented effectively, redistribute wealth
towards the poorest households. Yet of the 50 low and middle-income countries with
data, 26 countries collect at least 40% of their tax revenue through indirect taxes on
goods and consumption which can be regressive and hurt the poorest households.
Currently 25 developing countries collect less than half of what can potentially be
collected in tax revenue. This is due to both legal and illegal tax avoidance, by both
domestic and international actors. Assets stolen by government officials, for instance,
are the equivalent of 21% of the USS$39 billion education funding gap identified for low
and lower middle-income countries to meet the SDG goals for pre-primary, primary and
secondary education.

In 2013, donors spent 0.05% of aid helping countries improve their efforts to mobilize
more domestic revenues. This is despite the high returns that investment in this area
can result in. However beyond resources for tax mobilization projects, its success
hinges on strong political domestic support to strengthen resource mobilization.

2.1 Many low-income countries mobilize their revenue through regressive taxation

In many of the poorest countries tax revenue is not only insufficient, but its collection is also
often regressive. A large reason for this is that many governments rely on a very narrow tax
base for their tax revenue, including the institutionally less demanding tax on goods and
services. In such situations, the poor are in effect subsidizing the rich for their use of
publicly-funded services, such as education.

The IMF estimates that an increase of about 2-4% of GDP in tax revenue is feasible in many
low-income countries to achieve the minimum 20% tax-to-GDP benchmark (IMF, 2011).
However, achieving a minimum tax-to-GDP ratio of 20% in low-income countries is currently
hindered by the limited capacity of many tax authorities to collect revenue from individuals
and corporations together with the high levels of resources leaving the country (World Bank,
2013a). Associated with this, a number of studies corroborate the findings that there is a
positive correlation between tax revenue as a share of GDP and the level of development of
countries (and allocation of public expenditure to education); equally there is a negative
correlation between tax revenue as a share of GDP and income distribution (measured
through the gini coefficient) and levels of corruption (Pessino and Fenochietto, 2010).



Strategies to increase the tax-to-GDP ratio need to consider how governments collect tax
revenue to assess whether resources are being collected in a way that promotes equity. For
this reason some experts have expressed skepticism about the broad 20% tax-to-GDP target,
given that the manner in how it is collected may worsen existing levels of inequalities and
poverty levels (Moore, 2015). One study, for instance, estimates that an increase of 1% in
general sales tax as a share of GDP would result in an increase of income inequality of 0.5%;
an increase of 1% in income tax as a share of GDP, on the other hand, results in a 0.1%
decrease in income inequality (Martinez-Vanquez et al, 2012).

In general, personal income tax is a preferable means to achieve redistribution given that it
directly takes into account the ability of households or individuals to pay. By contrast,
indirect taxes on goods and services tend to be regressive in nature; this is because the tax
tends to be uniformly applied regardless of an individual’s income or wealth (Table 1) (IMF,
2014). Yet while personal income tax form a significant proportion of tax revenues in high-
income countries (9-11% of GDP), in developing countries their share in tax revenue
amounts to just 1-3% of GDP (Peter et al., 2010).

Property tax — an annual tax on immoveable property such as land and buildings — is one of
the mechanisms through which tax revenue can be collected in a progressive and equitable
manner if administered correctly given that what is owed is directly reliant on wealth. It also
has the potential to help sub-regions in federal systems which have weak capacity to collect
tax do so more easily. For example, the rapid economic growth in sub-Saharan Africa since
the beginning of the millennia has created super cities which have led to the proliferation of
property of high value underlying the potential of revenue from property taxation
(Goodfellow, 2015). The potential of collecting resources through property tax at municipal
levels of government is an area which requires further exploration given the trend towards
decentralizing decision-making on expenditure. Revenue from property tax can often be a
significant share of total municipal tax collection. And yet in many developing countries it
continues to be a hugely underutilized mechanism by which to collect revenue: while
property tax accounted for 4% of GDP in developed countries, the equivalent in the
developing world was 0.6% (Norregaard, 2013). Data from the IMF corroborates this finding:
in low and lower middle-income countries just 1% of tax revenue is collected from property
tax (IMF, 2015b).

Table 1: Types of tax and their relative power at redistribution

Progressive/
Regressive

Type of tax Description

A tax that collects a larger percentage from high-income earners than from

Progressive tax .
low-income earners

A tax that takes a larger percentage from low-income earners than from high-

Regressive tax . . . . .
income earners; this is generally where a tax is applied uniformly

A uniform tax applied on goods and services
transactions. It can include value-added tax, Regressive
general sales tax, excise duty, taxes on extraction,
processing or production

A tax applied on wages and salaries and on the
profits of corporations. It is inclusive of both
corporate and personal income tax.

Progressive

Progressive and

Taxes on imports and exports and global financial >
regressive

taxes

Tax on property owned made up of taxes on Progressive
immovable property
Source: Adapted from Morrissey (2013).




Despite recognition that goods and services tax can be regressive, data from 50 low and
lower middle-income countries shows that many of these countries collect a large share of
total tax revenue through taxes on goods and services. Over half (26) collect two-fifths or
more of their tax revenue through tax on goods and services. Twelve of these countries —
the majority of which are situated in Central Asia or sub-Saharan Africa — collect over half of
their tax revenue in this way (including Uganda, Lao PDR and the Kyrgyz Republic) (Figure 2).

In South Asia, where tax revenue as a share of GDP is low, there is a high dependence on tax
collection through goods and services tax. Nepal, for instance, must be commended for the
high share of the government budget which is spent on education; however, it also has one
of the lowest tax-to-GDP rates in the world (11%) and around half of this is collected in the
form of taxes on goods and services, while around one-fifth is collected through income tax.

Low rates of tax collection and how it is collected is similarly true of other South Asian
economies. While the share of tax raised from goods and services is lower in India than
many other countries (19%), high levels of tax exemption mean that just 2-3% of the
population pay income tax (this compares to 1% in 1986) (Piketty and Qian, 2009). Similarly,
the narrow tax base in Pakistan means that tax collection continues to remain one of the
lowest in the world, at just 11% of GDP (IMF, 2015a). Fewer than 1 million of Pakistan’s 20
million eligible taxpayers pay any income tax (Bari et al., 2016).

In the short to medium term, governments are likely to continue to be reliant on sales and
consumption taxes for their revenue given these are easier to collect, and tax reforms will
take time. As such, it is necessary to consider how income inequality can be reduced under
this approach. One approach would be to consider a differentiated commodity tax where a
lower rate of tax is applied to goods that make up a relatively larger share of poorer
households budgets. However, some critics argue of the danger of this approach as it
increases inequalities given richer households will be likely to spend more on these goods
and services in absolute terms and so accrue the benefits (Martinez-Vazquez et al., 2012).
An alternative would be to implement a higher tax rate on luxury items largely consumed by
richer households which would be more effective at targeting. Another option is to off-set
the effect on inequality as a consequence of goods and services tax with spending that will
benefit the poorest, including public expenditure on education (see Section 3). Beyond this
tax diversification needs to be addressed through the issues of tax exemptions and evasion
at both the domestic and international level that currently favor the rich, as the next Section
discusses.



Figure 2: In more than half of low and lower middle-income countries, at least two-fifths
of tax revenue is collected from more regressive taxation on goods and services
Share of tax revenue from various tax sources, various years
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2.2 Many of the poorest countries fail to achieve their potential in tax collection due
to tax exemptions or evasion by powerful interest groups

In many countries where resource mobilization is low, regressive tax systems are associated
with weak political institutions that provide opportunities for high levels of tax evasion by
senior officials and powerful lobby groups and individuals in the domestic context.

Addressing domestic issues relating to low tax compliance must, therefore, firstly contend
with the power of wealthy individuals and influential lobbies which avoid paying tax. While a
great deal of attention in recent years has focused on the difficulties that governments face
in taxing transnational corporations, more limited attention has focused on tax evasion by
those who are classed as high net worth individuals. The potential resources that can be
collected from the wealthiest individuals cannot be understated. In the African region, for
instance, it was estimated that there were 165,000 high net worth individuals, the number
of whom grew at twice the rate as the rest of the word in the past 15 years (McCluskey,
2016). And yet enforcing that these individuals pay tax has proven challenging. A recent
Christian Aid study estimates that just 100 high net worth individuals out of a potential
40,000 are currently registered with the tax authority in Kenya: similarly, in South Africa it is
estimated that between 28,000 and 114,000 high net worth individuals are not registered
with the tax authority meaning that an estimated US$10.9 billion is foregone in tax revenue
(Kumar, 2014). This is equivalent of between US$1.6 and 2.2 billion in public resources for
education foregone assuming that the government spends between 15% and 20% of its
budget on education.

Similarly, powerful lobby groups are able to avoid paying tax: in Pakistan, for instance, lobby
groups seeking patronage amongst influential politicians are able to evade paying tax. The
agricultural lobby is particularly strong. In 2014-15 agriculture made up 21% of national GDP
(Government of Pakistan, 2015); yet its contribution towards total tax revenue amounted to
just 1%. One study of Punjab province calculates that, had agricultural incomes been taxed
at comparable rates to non-agricultural incomes, this would have raised around $500 million
in 2014 (Mukhtar and Nasim, 2016). Pakistan presents a powerful — but not unusual —
example of where special interest groups have eroded the potential for a more diversified
tax base; in the Philippines, for instance the power of various lobbies have significantly
watered down reforms intended to increase taxation on tobacco, alcohol and petroleum
(DiJohn, 2010).

Beyond rich individuals and domestic lobbies, the problem of tax evasion is similarly
endemic within the political class; in Pakistan, for instance, it is estimated that over 60% of
the cabinet and two-thirds of federal lawmakers paid no tax in 2011 (Ali, 2015).

A separate but equally pressing issue within many countries relates to public assets collected
through tax or other sources of revenue which are then stolen by public officials and
transferred abroad. The sums involved often eclipse that spent by the government on
education and particularly harm the poorest given they do not get back their contribution in
tax collection in the form of investment in public services which would benefit them. The
value of assets stolen by developing country government officials has been estimated at
between US$20 and 40 billion each year (Gray et al., 2014). Had 20% of these funds been
spent on education it would raise between USS$4 and 8 billion of additional funds for the
sector — enough to fill around 10-20% of the current US$39 billion funding gap identified to
achieve the SDG education goals for pre-primary, primary and secondary education
(UNESCO, 2015a).
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The Stolen Asset Recovery (StAR) initiative — a partnership between the World Bank Group
and the United Nations Office on Drugs and Crime (UNODC) — supports international efforts
to prevent laundering proceeds of corruption and facilitate a timely return of stolen assets.
Yet, to date the repatriation of funds as a share of what has been stolen has been minimal.
In the past 15 years, it is estimated that just USS5 billion of funds have been repatriated; in
addition, the accountability over these repatriated funds remains weak. Between 2004 and
2006, for instance, the Swiss Government seized US$506 million stolen by the former
president of Nigeria Sani Abacha and sent this money back after a common agreement
between the governments of Switzerland and Nigeria and the World Bank that these funds
would be used for investment in Millennium Development Goal (MDG) projects relating to
health, education, water, electricity and roads. Although positive, the funds made up a
fraction of what were stolen, and there was little transparency in tracking what repatriated
funds were spent on (World Bank, 2006).

Domestic issues relating to tax avoidance and evasion (whether through legal or illegal

means), including related to resources leaving countries, need urgent action. Currently, they
result in an over-reliance on a very narrow tax base to which the poor are contributing more
than their fair share, and are also depriving the education sector of much-needed resources.

Beyond addressing domestic issues such as these, the domestic resource base can be
significantly enhanced if action is taken towards multinationals operating in developing
countries who are finding ways to avoid paying tax in the host country (Archer et al., 2016).
This requires limiting tax exemptions granted to multinational companies. Kenya, Uganda,
Tanzania and Rwanda, for instance, are estimated to be losing US$2.8 billion a year from tax
incentives offered to multinational corporations to attract foreign direct investment (Tax
Justice Network and ActionAid, 2012). This is in spite of tax incentives generally not being
important in multinational corporations’ decision-making; of 12 criteria, tax incentives
offered ranks 11t in influencing where corporations choose to invest (IMF, 2015a).

There is a further need to address illegal tax evasion of corporations. The latest Global
Financial Integrity Report identified that in 2013 alone, US$1.1 trillion flowed out of
developing countries due to illicit practices of multi-national corporations; the highest
reported over the decade (Kar and Spanjers, 2015). The majority of this is accounted for by
trade mis-invoicing which, simply put, is when a multi-national corporation deliberately
misreports the value of a commercial transaction it has undertaken to custom officials to
avoid paying tax. For low-income and lower middle-income countries alone illicit flows were
the equivalent of USS247 billion. For these countries illicit flows as a share of national
wealth can be huge and — in the case of some countries — eclipse what is currently being
spent on education. In 37 low and lower middle-income countries, illicit flows as a share of
GDP was in fact larger than what governments spent on education. In 17 of these countries
public spending on education was below the Incheon Declaration target of 4-6% of GDP
adopted at the 2015 World Education Forum. If 20% of the value of illicit flows were
directed to education, then all but five (Bangladesh, Georgia, Guatemala, Sri Lanka and
Zambia) of these 17 countries would be spending at least 4% of GDP on education (Figure 3).
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Figure 3: Volume of illicit flows in 37 low and lower middle-income countries surpassed
what governments spent on education
Hlicit financial flows and education spending as a share of GDP (%), 2013
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Source: Authors’ calculations based on Kar and Spanjers (2015), UNESCO Institue for Statistics and World
Economic Outlook

Notes: Where spending on education was not available for the year 2013, data from the closest year was used.
(a) =2008, (b) = 2009, (c) = 2010, (d) = 2011, (e) = 2012 and (f) = 2014.

To ensure education and other public services receive the necessary funds, transparent and
timely information on the nature and scale of tax avoidance and evasion at the domestic and
global level must be strengthened over the course of the next 15 years. This must be
accompanied by strategies to tackle tax avoidance and evasion. Local and international civil
society organizations will continue to play a crucial role in monitoring developments in this
regard. In addition, international agencies should play a greater role in supporting the
capacity of tax authorities in addressing tax avoidance and evasion.

2.3 Some countries have been successful their tax reform efforts

Examples of good practice can provide useful lessons for raising tax in ways that promotes
redistribution. Some countries have expanded the tax base, and so reduced reliance on
indirect taxation as the main source of revenue. In Chile, for instance, after a democratic
government was established in 1990, Congress passed a law that required businesses and
high-income earners to pay two-thirds of the new tax burden (Arnson and Bergman, 2012).
Income tax as a share of total tax revenue increased from 25% in 1990 to 39% in 2013 (IMF,
2015b). In addition, Chile has not become dependent on resources raised from the revenue
it earns from its earnings on copper — a prevalent challenge in many developing countries
with large natural resources (Arnson and Bergman, 2012).

Tax policy in Ecuador has undergone significant reform since 2007 to try and ensure a more
progressive and fairer system to collect revenue. In 2008, when Ecuador adopted a new
constitution, there was an emphasis on equity and redistribution; Article 300 of the
constitution stated that the tax system shall be “governed by principles of....progressivity,
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efficiency, equity, transparency and revenue collection adequacy. Priority shall be given to
direct and progressive taxes” (Republic of Ecuador, 2008). As far as expenditure is concerned
Article 18 of the 2008 Constitution states that the state would “progressively allocate public
resources from the General Budget of the State for initial basic education and secondary
education leading to a high school diploma, with annual increments of at least 0.5% of GDP
until the share amounts 6% of GDP” (Republic of Ecuador, 2008).

Mozambique is held up as a successful example of a country that has managed to increase
its tax revenue as a share of GDP in a relatively short space of time. This is largely attributed
to the introduction of a simplified tax system for small enterprises in 2006. Following this,
40,000 additional taxpayers were registered in one year (OECD, 2013). As a result, tax
revenue as a share of GDP increased from 14% in 2009 to 23% in 2013 - well above the sub-
Saharan regional average (IMF, 2015b).

In Sierra Leone the Local Government Act of 2004 was accompanied by extensive capacity
building support by donors. Following this, there has been a degree of success through
which property tax has increased in some municipalities. A study of four local city councils
found that this success hinged on a number of factors. Firstly where there were not close
ties between economic and political elites, municipalities were found to be more effective in
collecting property tax. Secondly it appeared that where local councils were aligned with the
national political opposition, there was more incentive to strengthen the local tax base as
the expectation was that national government would not provide financial support (Jibao
and Prichard, 2013).

Lastly, in Uganda there is evidence of widespread tax avoidance and evasion by high net
worth individuals. Following exposure of this, in September 2015, the Uganda Revenue
Authority established a special unit seeking to identify and monitor high net worth
individuals. As of February 2016 the Revenue Authority had raised approximately USS$3.3
million in additional revenue (ICTD, 2016).

2.4 Donor investment can help improve the mobilization of additional tax revenue,
but needs to do more

The role of official development assistance in helping countries with low capacity to mobilize
domestic resources has been an area which has elicited renewed interest amongst some
international donors. This has been driven, in part, by the convincing case of returns that
such investment can bring; one estimate calculates that for every US$1 of ODA invested in
resource mobilization projects, an additional US$350 is mobilized in domestic resources
(UNESCO, 2014). In some cases the returns are much higher. In Kenya, for instance, a tax
support programme costing US$20,000 led to an increase of US$33 million translating into a
return of USS1,650 in revenue for every USS1 spent (OECD, 2014). In Colombia, a US$15,000
aid project supporting the tax authority in issues relating to transfer pricing, increased tax
revenue from USS$3.3 million in 2011 to US$10 million in 2013 (OECD, n.d.).

In spite of the returns, however, current donor investment in helping recipient partners
increase their capacity to collect tax revenue currently makes up a very small share of ODA.
The latest OECD estimates indicate that of total ODA commitments, just 0.07% is for tax-
related activities (OECD, 2014). A more recent study similarly estimates that in 2013 US$93
million (or 0.05%) of aid was disbursed for 232 aid projects where domestic resource
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mobilization was the core objective. The largest donors disbursing this aid were the United
Kingdom, Norway and the EU (Development Initiatives, 2016a).?

At the Third International Financing Conference held in Addis Ababa in July 2015, a key
initiative was to increase cooperation in aid for domestic revenue, together with effective
cooperation and monitoring systems. This supports SDG17.1 which aims to ‘strengthen
domestic resource mobilization, including through international support to developing
countries’ (UN, 2015). Seventeen donors pledged to double technical cooperation for
domestic revenue mobilization by 2020. As technical cooperation accounted for almost half
of core aid for domestic resource mobilization in 2013 (approximately US$40 million), this
means that the target is USS80 million by 2020 (Development Initiatives, 2016a). However, it
is worth illustrating the small amount of ODA that technical cooperation for domestic
revenue mobilization makes up: in 2013 it made up just 0.04% of the total ODA levels
disbursed by the 17 donors who are signatory to the agreement.?

Of the aid disbursed, a large share is well aligned to those recipient countries where current
mobilization of domestic resources is low, and which collect under US$500 in government
revenue per person per year.* However, aid volumes according to size have largely been
concentrated amongst three recipients (Afghanistan, Mozambique and Tanzania) and this
reflects a long-term trend as far as disbursements go. Regionally of the USS93 million aid
resources disbursed in 2013 for core tax-related activities, sub-Saharan Africa received
around 36%; this was followed by South and Central Asia which received 22% (Development
Initiatives, 2016a). However, while aid intended for revenue mobilization has been well
aligned to recipient countries and regions with low capacity to mobilize domestic resources,
not all countries with low capacity have been reached adequately through international
support: this is something that must be more closely monitored going forward.

Little reporting on the aid meant to support developing countries mobilize domestic
resources indicates whether donors are supporting developing countries raise this
progressively. Current descriptions of aid projects give some information on whether
support is targeted to strengthen tax authority capabilities in reducing tax evasion or
increase tax revenue. However, beyond this there is limited focus on whether aid projects
support ways in which tax can be collected progressively: going forward donors and partner
countries must better report whether aid projects are intended to improve the capacity of
tax authorities to collect taxes that are deemed progressive and redistributive.

The way that aid support is channeled also deserves attention: in Kenya and Uganda aid has
largely been to help support systems and processes, to invest in infrastructural development
required to collect tax efficiently and to strengthen the capacity of tax staff. In the case of
Uganda, the majority of ODA was to provide training capacity in helping to effectively tax
revenue from oil resources: in the case of Kenya, ODA was primarily disbursed to the Tax
Justice Network which advocates for democratic and progressive taxation systems
(Development Initiatives, 2016b). Recipients of aid which supports their tax collection efforts
have seen vastly different results. Mozambique, a major recipient of core aid for tax-related
activities, has frequently been held up as a success story with respect to increasing its tax-to-

2 An additional USS601 million was disbursed in 2013 on aid projects for which revenue mobilization was
amongst one of many objectives (Development Initiatives, 2016a). Under the current DAC-CRS Reporting system,
it is not possible to isolate resources between the various objectives contained under the same project.

3 As a share of total ODA from all donors, it made up the equivalent of 0.02% of the total.

4The Zero draft for the Third International Financing Conference had proposed that countries needed to spend a
minimum of $300 per person to ensure a minimum adequate package of public services.
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GDP rate. In contrast in Pakistan, which up until 2012 was another major recipient for these
purposes, international assistance has done little to change the situation largely attributed
to poor political will (Box 1).

Box 1: Successes and failures in international support to strengthen domestic resource
mobilization: lessons from Mozambique and Pakistan

Longstanding donor support in Mozambique has helped the Mozambique Revenue
Authority — created in 2006 — to increase tax revenue as a share of GDP from 11% in 2005 to
23% in 2013 (IMF, 2015b). A big reason for Mozambique’s success has been due to the
creation of a simplified tax regime which has been created for micro and small enterprises.
Tax revenue has become more diversified. In 1999, corporate income tax as a share of GDP
was just 0.7% versus that of taxes on goods and services for which the equivalent was 6.6%
(AFRODAD, 2011). By 2012, corporate tax as a share of GDP had risen to 5.8% of GDP; the
equivalent for taxes on goods and services was 7.5% (IMF, 2015b). Mozambique also offers
insight into how donor support has been channeled to help different recipient governments
expand their narrow tax base. Support to the Mozambique Revenue Authority, for instance,
this has been through the use of a multi-donor trust fund which disburses approximately
USS6 million per year in ODA resources. This model, which currently has five donors, pools
funding to help strengthen the mobilization of domestic resources and so is preferential
over fragmented bilateral donor efforts in supporting tax systems. The modality for how
donors work means that there is a single process for dialogue, monitoring and quality
control. A high degree of alignment has been achieved with Mozambique’s own in-country
systems and prioritization and in addition has helped improve the capacity of the
Mozambique Revenue Authority (OECD, 2013).

Pakistan, up until 2012, was one of the largest recipients of core aid to help support
improved domestic resource mobilization, primarily due to the World Bank-led Tax
Administration Reform Project. One of the objectives of the project was to improve the
integrity and fairness of tax administration through increasing the number of eligible tax-
payers to pay income tax. Over the course of the project, however, Pakistan’s tax-to-GDP
ratio actually stagnated and evaluation of the project by the World Bank scored it as
“moderately unsatisfactory.” An evaluation found that, in an environment where there is
little domestic political support for tax reforms, external support is unlikely to reach its
stated objectives. It states that to “increase likelihood of tax reform success, a thorough and
systematic political economy analysis should not only be seen as a desirable feature, but
rather as a key component of project design and implementation” (World Bank, 2012).
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3. Government expenditure on education

Key messages for Section 3
1. Almost 40% of 53 low and lower middle-income countries with data allocated less than
15% of government spending to education.

. In some countries, significant resources are allocated to tertiary education, to which
very few of the poorest gain access. Of 21 low-income countries with data, two
allocated more to tertiary education than primary education; and eight allocated more
to tertiary than secondary education.

. Investing early has the potential for reaping dividends throughout the education cycle.
However, investment in pre-primary education is extremely low with only three of the
21 low-income countries allocating 2% or more of education budgets to pre-primary
education.

. A benefit incidence analysis of 31 low -income countries found that for one-third of the
countries surveyed, spending on primary education was largely pro-poor. For
secondary and tertiary education, however, public expenditure benefits the richest in
all countries, often significantly so.

. Anincremental, progressive approach for achieving universal fee-free access beyond
primary must be considered, taking into account countries different starting points.

3.1 Education budgets have great potential to redistribute wealth as they make up a
large share of government budgets in developing countries

Many countries spend a relatively large share of their government budget on education (see
Figure 1). As such, in many low and lower middle-income countries, education budgets have
the potential to contribute significantly to the redistribution of income to the poorest
households. In many low and lower middle-income countries today, however, the low rates
of completion and learning at primary level by children from poor households and other
disadvantaged groups affects transition to higher levels of education (REAL Centre, 2016).
The distribution of education spending therefore needs to take into account who is getting
access to what level and type of education, and ability to pay of those accessing higher levels
of education.

As the SDGs have a broad coverage across levels of education at the same time as
highlighting equity, there is a need to consider how resources should be prioritized. Given
the various stages that countries have reached in access and learning at different levels of
education, an incremental approach for achieving universal fee-free access beyond primary
should be considered as one mechanism to take into account countries different starting
points (Rose, 2015).

Currently, however, one of the main obstacles to more equitable public education spending
in many low and lower middle-income countries is that a significant share of education
budgets is allocated to higher levels of education which are disproportionately accessed by
high-income groups (Figure 4). Of 21 low-income countries, 11 spend 50% or more of their
budgets on primary education. However, 2 countries — Ethiopia and Eritrea — spend more of
the education budget on tertiary education compared to primary. Similarly, in eight low-
income countries a greater share of the education budget was allocated to tertiary
education compared to secondary education. Even of those spending a smaller share on
tertiary education, this often still far outweighs the numbers reaching this level, particularly
from disadvantaged households. Pre-primary education receives a very small share; just one
low-income country — Niger — allocated more than 5% of its budget to this level.
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Figure 4: The share of education spending amongst low-income countries illustrates very
different prioritization of different levels
Share of education spending to various levels of education, latest year
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3.2 Current spending on pre-primary education makes up a very small share of total
education funding in the poorest countries

SDG Target 4.2 proposes to ensure that “all girls and boys have access to quality early
childhood development, care and pre-primary education so that they are ready for primary
education” (UNESCO et al., 2015). In 2014, however, just under half of pre-primary aged
children globally had no access to pre-primary education. This is markedly worse in some
parts of the world; in sub-Saharan Africa just 18% of 3-6 year olds accessed pre-primary
education in 2013, similar to the average of all low-income countries (UIS, 2016). Many
governments, particularly those in poorer countries, are failing to invest adequately in pre-
primary within their education budgets. Investment in many low-income countries on pre-
primary education is just 0.1-0.2% of GDP (World Bank, 2015a).

Large intra-country inequalities exist in terms of access to pre-primary education differing
markedly depending on poverty, region and rural residence. In Nigeria many children
attending primary education do not have access to pre-primary schooling, but access is
markedly worse for those coming from poorer households or disadvantaged regions. In 2011
just 16% of the children coming from the poorest quintile in Grade 1 had attended pre-
school in the previous year, compared to 62% from the richest quintile. Similarly just 6% of
children living in the poor North-East region of the country attended Grade 1 of primary
school, the equivalent for the more prosperous South-South region was 80% (UNICEF, 2011).
In Malawi, in 2014 just 12% of children coming from the poorest quintile in Grade 1 had
attended pre-school in the previous year versus 35% from the richest quintile (UNICEF,
2015a). Of total expenditure on education, the Government of Malawi disbursed just 0.03%
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of the total to pre-primary education in 2013, while spending on tertiary education, which is
almost entirely accessed by the richest half of the population, was equivalent of 28% (llie
and Rose, 2016a; UNESCO-UIS, 2016).

While many countries have failed to roll out pre-primary education to all children, some
have made remarkable progress in a short period of time by prioritizing spending on pre-
primary education services. Ghana, which in 2013 spent 7% of its education budget on pre-
primary education, had increased net enrolment at pre-primary level from 28% in 2000 to
near universal enrolment by 2015 (UNESCO-UIS, 2016). Similarly, Peru which spends 17% of
the education budget on pre-primary education, has seen net enrolment rates at pre-
primary level increase from 58% in 2000 to 85% in 2014 (UNESCO-UIS, 2016). The Cuna Mas
programme seeks to improve access to pre-primary education for children under the age of
3 living in the poorest areas of the country with a target of reaching 123,000 children in
2015.

3.3 The investment case for prioritizing domestic resources for primary education
remains strong for low-income countries

Of 173 countries surveyed world-wide, 135 have enshrined in law that public primary
schooling is fee-free (although as Section 7 will illustrate this has not always been
institutionalized in practice) (Transparency International, 2013). The provision of fee-free
public primary schooling globally over the last two decades has meant that many countries
have seen marked improvements in access to education. The primary education net
enrolment ratio in sub-Saharan Africa rose from 60% to 79% between 2000 and 2014;
similarly for low-income countries the proportion rose from 55% to 81% over the same
period (UNESCO-UIS, 2016).

Despite the chances of attending school vastly improving over the last 15 years, in many
low-income countries, enrolment remains extremely low for some population groups. One
study of 35 low and lower middle-income countries in South Asia and sub-Saharan Africa
illustrates that for eight West African countries® primary participation is below 80% even
amongst the richest 50%. All eight of these countries are also amongst a group of 15
countries, which exhibit at least a 20% gap in participation at primary level between the
richest 50% of children versus the poorest 50%. Guinea, which is one of these countries,
allocates 40% of its budget to primary education versus 35% for tertiary, suggesting that the
vast majority of the rich who make it to higher education benefit from a large share of public
resources.

Participation rates for children from the poorest households are in some cases quite
shocking low; in Burkina Faso, Mali and Niger just one-fifth of the poorest 50% participate in
primary education (llie and Rose, 2016a) (Figure 5). These countries, along with other low
and lower middle-income countries, also have a long way to go for children not only to be in
school but also to be learning (REAL Centre, 2016). This presents a strong case for the
government to continue prioritizing primary education, while also ensure a balanced
approach to supporting other levels of education.

> Benin, Burkina Faso, Cote d’lvoire, Gambia, Guinea, Mali, Niger and Senegal.
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Figure 5: Primary participation is below 80% for the richest in 8 out of 15 countries where
the widest disparities between the poorest and richest exists
Net primary participation rate between the poorest and richest 50%
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Source: llie and Rose (2016a).
Notes: Countries have been ordered according to the largest gap in participation rates between the riches 50%
and the poorest 50%. (*) denotes where primary participation rates for the richest 50% is less than 80%.

3.4 Prioritizing primary education spending at early grades

Beyond just considering allocation across sub-sectors of education, more must be done to
prioritize the deployment of teachers, reading materials and other resources to early grades
within the primary sub-sector. The investment case for this is that early grades are where
children from the disadvantaged groups are most likely to access and where learning
disadvantages already emerge, and need to be tackled before they become entrenched
(REAL Centre, 2016; Rose and Alcott, 2015). And yet, too often investment in upper primary
grades is many times higher than that in the early grades; the consequence of which is over-
crowded classrooms at lower grades with inadequate qualified teachers and teaching and
learning materials. Of the 30 countries with data, a comparison of the average number of
pupils per classroom/ teacher in Grade 1 and Grade 6 indicates that in just five countries
(Namibia, Comoros, Seychelles, Mauritius and Sao Tome & Principe) was there at least parity
of resources, or otherwise more allocated to Grade 1. However, in countries with some of
the worst primary education indicators globally, resources are clearly skewed towards
higher grades: in Malawi and D. R. Congo, the number of pupils per classroom/ teacher in
Grade 1 is over 100 and almost double what the pupil per classroom/ teacher is in Grade 6.

The unequal distribution of teachers by grade is often further compounded by the
differences in experience and qualifications of teacher at the lower grades of the primary
schooling system compared to the higher grades. Despite convincing arguments for
deploying the best teachers to earlier grades, it is often the case that in low-income
countries teachers deployed to lower grades have little or no training in teaching literacy
(UNESCO, 2014). Teacher salaries, which in the case of low-income African countries make
up the overwhelming majority of education budgets, would therefore be skewed in favor of
higher grades where more highly-qualified, and so highly-paid teachers, are allocated.
Taking the assumption that unqualified teachers are largely deployed to lower grades versus
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qualified primary teachers being deployed to higher grades, together with the larger
numbers of pupils per teacher at lower grades, the difference in the amount spent per child
in Grade 1 versus Grade 6 can be acute. In Benin, for instance, spending on a Grade 6
student would be almost five times what is spent per student in Grade 1 (Figure 6). It
remains important to have information that enables tracking spending across grades more
accurately to ensure that such spending is equitable.

Figure 6: Spending on pupils markedly less at lower grades than for higher grades
Primary spending teacher salary per pupil, Grades 1 and 6
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Source: Authors’ calculations based on UNESCO Institute for Statistics, Pole de Dakar and World Bank database.

3.5 Countries must heed the lessons from primary schooling when planning the roll
out of fee free secondary education

With an increase in numbers of children progressing through primary schooling over the last
15 years, questions are increasingly being raised on what this means for financing the
provision of fee-free secondary education. The Incheon Declaration adopted at the 2015
World Education Forum pledged to ensure access to “quality education for all children and
youth to at least 12 years of publicly-funded primary and secondary schooling, of which at
least 9 years should be compulsory and free” (UNESCO et al., 2015). This extends the EFA
promise at Dakar of fee-free primary schooling to at least lower secondary schooling, and
the 1966 Covenant on Economic, Social and Cultural Rights which committed to progressive
implementation of fee-free secondary schooling.

A question arises about the timescale in which the extended commitment of fee-free
education can be achieved in the light of continued low access and learning in primary
school, and so a bias in who gets access to secondary school in some countries. An
increasing number of low and middle-income countries have already made lower secondary
free and compulsory over the last decade; as of 2015, 94 out of 107 low and middle-income
countries had legislation in place making lower secondary free (UNESCO, 2015b). Yet, in
many of these countries, the majority of children from poor households are not completing
primary school so have no chance from benefiting from this public subsidy to secondary
school.
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Additionally, the sustainability of financing fee-free secondary education must also be
considered in low-income country contexts. Excluding tertiary education, rolling out fee-free
funding for pre-school, primary and secondary education is estimated to be 6.6% of GDP in
low-income countries; this moreover masks differences between countries — for those with
low levels of access and rapid population growth the needs are as high as 15-20% of GDP
(UNESCO, 2015a). Given this is more than the total amount collected in taxes in some of
these countries, it would clearly not be feasible.

The experience of countries rolling out fee free secondary education in contexts where large
parts of the population are not getting access to a complete cycle of good quality primary
schooling should also be considered. In Kenya, for instance the government introduced “fee-
free” secondary education for all in 2008; however, the government has not been able to
implement this effectively in practice due to insufficient public resources being mobilized.
Schools continue to levy charges for many inputs including school uniforms, books and
teaching and learning materials. One study found that day secondary school costs in the first
year were eight times the monthly income of employed parents — far beyond what families
can afford (Ohba, 2009).

Lessons from the roll out of fee-free primary education are useful when considering the
financial ramifications of introducing fee-free secondary education. In Malawi, where fee-
free primary education for all was introduced in 1994, the surge in enrolment overnight
meant a severe deterioration in learning environments, leaving a lasting legacy of high
repetition and drop-out rates, accompanied by continued poor quality (Kadzamira and Rose,
2003). Other countries took a gradual approach in rolling out fee-free primary education. For
example, Ghana initially targeted the poorest 40 districts before rolling out fee-free primary
education nation-wide (World Bank, 2009).

Experience suggests that for low-income countries which continue to have low enrolment
primary level and poor learning outcomes for the poor, a progressive approach needs to be
adopted whereby fee-free access to secondary is initially extended to the most marginalized
groups, before being rolled out gradually to the broader population until it is finally
sustainable to roll out fee-free secondary education for all (R4D, 2015).

3.6 Tertiary education subsumes a large share of public spending on education in
many poor counties relative to the share of the youth who gain access

The SDG agenda for education pledges that by 2030 equal access is to be assured “for all
women and men to affordable quality technical, vocational education, including university”
(UN, 2015). A strong case has been made for a greater focus on higher education given its
role in helping to achieve other post-2015 global goals, most notably economic development
and poverty eradication (llie and Rose, 2016a). Moreover, the “critical mass” of tertiary
educated citizens necessary to effectively deliver quality basic and secondary education and
other public services cannot be understated.

However, many education systems in low and lower middle-income countries currently
experience extremely low access to higher education for young people, especially from
disadvantaged backgrounds. One study finds that for 35 countries in South Asia and sub-
Saharan Africa, access to higher education is below 10% for 31 countries and below 5% in 20
of these 31 countries (llie and Rose, 2016a). The picture is even starker for the poor; in only
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three® of the 35 countries are 5% or more of the poorest half of young people accessing
higher education. A rich young person in these countries is between 2 to 3 times more likely
to attend higher education than a poor young person. In a further five” of the 35 countries,
the number of poor young people under the age of 25 accessing higher education is not
statistically different to zero (llie and Rose, 2016a). These countries include Malawi and
Tanzania where, currently, around one-third of the education budget is directed towards
tertiary education largely due to the government subsidizing higher education tuition fees.
This translates into high expenditures per student with Malawi spending 225 times more per
tertiary student compared to a primary pupil; the equivalent for Tanzania is 81 times more
(Figure 7). Even where the share of budgets on higher education is low in many low-income
countries, given the small numbers accessing higher education public expenditure per
student will be high which raises questions about equity of public education expenditure.

Figure 7: Spending on tertiary students is many times higher than that spent per primary
child in many countries
Ratio of tertiary expenditure per student against primary expenditure per child
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The current government subsidization of higher education in low-income countries is often a
source of great inequity. In Malawi tertiary education absorbs 31% of the education budget
despite just 3% of learners nationally enrolling at tertiary level; for the poorest 50%,
participation is next to negligible equaling just 0.01% (llie and Rose, 2016a). Despite the
government recently increasing university fees five-fold to USS630 per year, the annual unit
cost of university education is US$3,300 meaning that the government still overwhelmingly
subsidizes the majority of university costs. This raises concern around sustainability and

6 Comoros, Bangladesh and Pakistan
7 Burkina Faso, Liberia, Malawi, Sao Tome and Principe and Tanzania
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equity, particularly because beyond government subsidization the student loan system in
many sub-Saharan Africa countries does not predicate loan allocation on the financial
background of student raising concern about the sustainability of such systems. The
government of Malawi, like many low-income countries, has been ineffective in recovering
money lent to students for fees through its loan recovery system (Hall and Mambo, 2015).
One recent estimate is that ex-students owed the government US$2.5 million in unpaid
loans taken out between 1985 and 2012 (Muheya, 2016).

Given the skewed distribution of access to higher education, approaches to cost-sharing at
this level need to be considered to ensure equity is achieved. To ensure more effective
support through a loan delivery and recovery system, there are a number of areas which
need addressing. The first is to ensure that targeted and differentiated support by
government is given to those students from low socioeconomic backgrounds. In Tanzania, a
start has been made to improve data collection methods to ensure that there is more
transparency of the applicant’s socioeconomic status (World Bank, 2010). Secondly, the
provision and administration of loans should be overseen through an autonomous or
specialized body so as to ensure more effective recovery. In Rwanda, Tanzania and Ghana, a
specialized government agency has been formed to administer student loans and build
formal relationships with other stakeholders. Thirdly is improving the legal systems in place
for loan recovery which are currently costly and, in terms of enforcement, have no legal
authority to do recover loans (World Bank, 2010).

The benefits that graduates accrue in terms of higher wages and other benefits upon
completion of study can be tapped into. In the health sector, for instance, one of the
recommendations relating to raising resources was a tax on tobacco and other substances
harmful to a nation’s population health (Lancet, 2014). For education the equivalent could
be the application of the graduate tax where students pay nothing upfront to attend a
tertiary institute but upon graduation pay the costs out of their salary for the course of their
life-time.® Currently no low-income country has a graduate tax in place: in Ethiopia a
graduate-like tax was introduced in 2003/04 with payment being collected as a percentage
of salary over a period of 15 years (Wanna and Chalchisa, 2012). Given its time-bound
nature, it is not a graduate tax in the true sense. The advantage of a graduate tax is the
potential it has to be more equitable in allowing students from poor backgrounds to reach
higher education without placing financial barriers to their access. It could also mean greater
revenue diversification if implemented together with policies encouraging a more effective
approach to cost-sharing for higher education (Woodhall, 2007).

3.7 Public expenditure on education is more regressive in low-income countries

The above discussion highlights potential inequities that can arise from the distribution of
public spending, depending on the share of enrolment across levels of education. One of the
most striking findings pertaining to public expenditure on education is the strong inverse
correlation between the income of a country and the regressive nature of education
spending. In low-income countries the 10% most educated students’ access 46% of public
education resources. The equivalent for lower middle-income countries is 26% and in upper
middle-income and high-income countries it is 13% (UNICEF, 2015b).

8 The difference between a graduate tax and an income contingent system is that in the case of the latter, loan
repayments will only be collected from the graduate until the total amount borrowed has been paid back, A
graduate tax, on the other hand, is a life-long obligation (Woodhall, 2007).
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Benefit incidence analysis allows us to assess further which income groups benefit the most
from public spending on education. Whilst largely focusing on income groups, benefit
incidence analysis can also be used to assess by location of user (rural versus urban or by
sub-region), by gender or by different ethnic background, for example; in this way it proves
useful in measuring whether different sources of deprivation receive their fair share of
government resources. The analysis should be more systematically institutionalized at a
country level, with international agencies supporting data collection in ways that can inform
the distribution of education spending.

Despite the power of expenditure on education being a potential source of redistribution, if
it is not allocated appropriately then it can have adverse effects on equity. A recent benefit
incidence analysis of public expenditure in education for 31 low and lower middle-income
countries in sub-Saharan Africa and South Asia illustrates not only the variation in the level
of inequality of public spending between many developing countries, but also the breadth of
inequity. While public education expenditure disproportionately benefits the richest groups
in all 31 countries, the levels of inequity vary substantially. In the case of Nepal, Comoros,
Bangladesh and Namibia, for instance, for every $100 spent on the richest 10%, at least S50
is spent on the poorest decile. At the other extreme are Malawi, Guinea, Republic of Congo
and Liberia, where the poorest decile benefit from less than $10 of every $100 spent on the
richest decile (llie and Rose, 2016b).

Disaggregating the benefits of public spending according to different levels of education
(primary, secondary, tertiary), the study finds that for one-third® of the 31 countries, primary
education expenditure is largely pro-poor with the poorest decile benefitting from larger
shares of public resources than the richest deciles. For secondary education, expenditure is
pro-rich for all countries although there is great variation between countries; in Nepal public
secondary spending for the richest decile is just 1.3 times more than the poorest decile while
in Ethiopia it is 72 times more. Higher education is the most skewed in favor of the rich for
all countries; in 12 countries®? public expenditure on higher education is 1,000 times more
for the richest decile than for the poorest. The analysis further shows that the countries with
the largest inequities in public education expenditure overall demonstrate more pro-rich
expenditure patterns at each of the three levels of education analyzed, including primary
education (llie and Rose, 2016b).

9 Swaziland, Bangladesh, Mozambique, Comoros, Nepal, Namibia, Madagascar, Rwanda, Zimbabwe and
Cameroon.

10 Mozambique, Madagascar, Zimbabwe, Cameroon, Niger, Tanzania, Zambia, Cote d’lvoire, Malawi, Burkina
Faso, Guinea and Liberia.
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4. Targeting resources to reach the most disadvantaged

Key messages for Section 4

1. Education budgets are often formulated on the basis of the numbers of children
enrolled per school. This fails to take account of the higher investment needed to reach
those children who are disadvantaged due to income, gender, geographic location,
ethnic origin and disability — many of whom remain out of school.
Many low-income countries follow the principle of equality of funding i.e. disbursing
the same amount per child, rather than equity of funding which rather looks at
differentiated funding depending on disadvantage.
In a number of middle-income countries, including Brazil, India and South Africa,
governments have tried to address the large disparities in school access and learning
outcomes for children from the most advantaged and disadvantaged backgrounds.
They have done this through funding formulas intended to mitigate disadvantage and
ensure these gaps narrow over time.
Large disparities in learning outcomes, however, continue even in those countries
where resources have tried to better target the most disadvantaged pupils and schools.
Some reasons are that teacher salaries (representing the largest share of the education
budget) are often not included in funding formula redistribution, there is poor
autonomy over the use of funds by schools, and parents and funds are delayed by late
disbursements meaning schools do not receive money until late in the school year.

4.1 Education budgets are often distributed without taking into account the
investment needed to mitigate disadvantage

In many countries, both developed and developing, children and young people who are the
hardest to reach are often the last to benefit from government investment in education.
Reaching children who are disadvantaged by income, gender, geographic location, ethnic
origin and disability are likely to entail much higher investment needs than reaching those
children from groups not affected by disadvantage (UNESCO, 2009). The cost of reaching
these children is likely to be far much higher than the average cost per pupil because costs
include interventions intended to mitigate the historical and present disadvantage that
these children/ adolescents face (UNESCO, 2014). While equality of funding would be
defined as disbursing the same amount of money to per pupil or per school, equity of
funding would rather be about “providing the right amount of resources that a certain group
needs to live a full life, given the historical, material and social marginalization they have
experienced” (Zine, 2001).

Since the 1980s governments have progressively moved towards a system of allocating
funding for education through a per-pupil formula (Levacic, 2014). And yet these are often
based on the principle of equality of funding where funding is allocated to schools on the
basis of the numbers of children without factoring in for the differing needs of providing
education. Failing to differentiate between the different backgrounds of students in
different locations, equality of funding approaches can be highly regressive. Equity of
funding approaches is based on the principle of different amounts of money per child based
on need, but even where funding is allocated in this way, it often makes up only a small
proportion of total public education funding, particularly where teacher salaries are
excluded from the formula (Save the Children, 2014). In addition to formula funding,
demand side financing, usually associated with social protection programmes, redistribute
public resources by giving cash payments to low-income families, with payments sometimes
being dependent upon regular attendance of children in school (see Section 5).
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Given the current high repetition and early drop-out rates at primary level for many
disadvantaged in poor countries, a high percentage of public expenditure on education is
being spent on children who leave school without having learnt basic literacy and numeracy
skills. Analysis in Ghana illustrates the strong cost-effectiveness argument to be made for
targeting resources towards marginalized children. Simulations found that were 500 pre-
primary schools to be built and spread evenly throughout the country, the number of
primary completers would total 6,202. However, if these schools were situated in the North
of the country and in those districts where 90% or more of the children come from poor
households, then the number of additional primary completers would equal 27,327. In other
words, for the same investment there would be an almost four-fold improvement in the
numbers of primary completers, provided that resources are targeted towards disadvantage
focusing on both region and poverty in Ghana (UNICEF, 2015c).

Another incentive of investing in equity is the foregone national income in not doing so.
Children with disabilities are one of the most marginalized groups and make up one-third of
the global numbers of children who are out of school (Seebgnes at al., 2015). Being disabled
is associated with a 10% increased probability of falling in the bottom two wealth quintiles
(Filmer, 2008). It is estimated that the cost of excluding people with disabilities is equivalent
to 7% of GDP in low and lower middle-income countries (Buckup, 2009); however, were
access to schooling for children with disabilities made a priority by governments it would
allow caregivers the chance to engage in employment and increase children’s potential
wealth creation (Seebgnes at al., 2015).

4.2 Some middle and high-income countries have addressed disadvantage in their education
budgets through the use of redistributive funding formulas

A number of middle and high-income countries have embarked upon differentiated funding
according to need, with varying degrees of success and different approaches to addressing
this disadvantage. In the case of the Netherlands, for instance, a school funding formula has
been in place since 1985 and is weighted in favor of the number of disadvantaged children in
a primary school. The main categories of disadvantaged children are defined as native Dutch
children, whose parents themselves have little education and disadvantaged immigrant
children. Schools with a large number of disadvantaged children, on average, have 58%
more teachers per student, together with more support staff (Ladd and Fiske, 2010).

However it is not always the case that funding is equitable even in countries where income
levels are high; in the case of England, for instance a child attending school in the relatively
wealthier Inner London region receives approximately 1.5 times more in government
funding than does a child attending school in the South West of the country. A proposed
reform for the 2017-18 school year is to make school funding more equitable. While the
proposed revision of the funding formula is currently still under discussion, it is intended
that the grant will go directly from the government to schools, as opposed to passing
through local authorities as is the case currently (Johnes, 2016).

Some of the highest inequalities in the world continue to persist in fast-growing middle-
income countries with large populations, where the benefits of impressive growth rates over
the last two decades have been very unequal. Governments in many of these countries have
increasingly recognized that the equality of funding approach towards funding education is
perpetuating disadvantage for the poorest, and are shifting towards a system of ensuring a
more equitable distribution of resources. In many of the middle-income countries surveyed,
the majority illustrate extreme geographical inequities. In India, for instance, the population
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classed as multi-dimensionally poor constitute 79% and 68% in Bihar and Uttar Pradesh
respectively; this is compared to 12% and 13% in Delhi and Kerala respectively (Alkire and
Robles, 2015). Similarly in South Africa the poorer provinces of Limpopo and Eastern Cape
had 64% and 61%, respectively, of the population living below the poverty line; this
compared to 23% and 25% in the Gauteng and the Western Cape provinces respectively
(Statistics of South Africa, 2014). The marginalized in Brazil and Kenya, amongst the most
unequal countries in the world, similarly are concentrated in particular geographical
hotspots. These countries should be commended for their efforts to start reversing the
trends in unequal distribution of government resources for education, which, for too long,
have been at the expense of the most marginalized groups. Table 2 illustrates some of the
ways in which these middle-income countries have embarked on distributing education
resources through a funding formula which favors disadvantaged whether this is by poverty,
by geographic region or by school.
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Brazil

Mexico

Pakistan

Name of scheme

Fund for the
Development of
Basic Education and
Appreciation of the
Teaching Profession
(FUNDEB)

Description

Brazil introduced FUNDEF in 1996 with the aim of
committing to invest a minimum amount per
child with state spending complemented by
federal allocations.

In 2006, FUNDEF became FUNDEB. It further
differentiated between categories of students to
account for certain marginalized groups.
Furthermore, it was extended beyond primary
education to include primary, secondary and
youth adult education

How does scheme direct resources to
most disadvantaged

Federal funding ‘tops’ up State funding
to minimize historical disparities in
funding between poorer and richer
states to counter the highly unequal tax
mobilization capacity amongst states.

Funding formula favor rural and
marginalized indigenous groups. The
majority is earmarked for teacher
salaries to reconcile the fact that
historically poorer states in the North
and North-East had a larger share of
unqualified teachers.

Table 2: Summary of middle-income country interventions in increasing equity of education expenditure

What does the
scheme cover?
FUNDEF resources
earmark 60% for
teacher salaries and
40% for school
operations

Shortcomings of current funding formula
approach

Special Focus
District (SFD) under
Sarva Shiksha
Abiyan

(SSA)

SSA has been operational since 2000 and is
intended to reduce the gaps in educational
outcomes between regions, income groups,
genders and minority communities.

In 2006 SSA identified districts to receive
additional funding based on variables including
out-of-school population, gender disparities and
large populations of minority groups. These were
Special Focus Districts (SFDs)

Government disburses additional
resources to states/ districts with high
out-of-school populations, gender
disparities, large disadvantaged minority
groups and with special needs

SSA disburses grants
to schools around
three broad areas: (1)
Maintenance, (2)
Development and (3)
Teaching and learning

Grants to schools are earmarked around
three areas and so may not align with
school needs

There is no mechanism to compensate
schools for increased enrollments as
grants are not based on per child norms

- Large schools, with higher operating

costs, are penalized meaning total grant
per child is inequitable when comparing
between type of school

Consejo Nacional De
Fomento Educativo
(CONAFE)

In 1992 the government, through the CONAFE
Program — part of a “Compensatory Programmes
—tried to ensure an equitable distribution of
resources and education standards across all
schools.

”

Funds skewed in favor of the poorest
districts within the 23 poorest states.

Spending is on infrastructure
improvement, school equipment,
textbooks and teaching and learning
materials, pedagogical training and
monetary incentives for teachers. In
addition small volumes of funds are
disbursed to parents who have the
discretion to invest in what they deem
appropriate for the needs of the school.

Non salary
expenditure including
monetary incentives
for teachers and
support for SMCs

- Excludes teacher salaries and capital

spending

National Finance
Commission Award
(NFCA)

Federal transfers account for 90% of provincial
spending on education. Up until 2009, funding to
provinces was disbursed on the share of their

Federal transfers to provinces make up
90% of total resources for provinces. The
criterion relates to the distribution of

All education
expenditure

- Weighting given to poverty is just 10%

- Formula based budgeting within the four

provinces is currently not operational

29



South
Africa

Sri Lanka

Vietnam

population. As this failed to take into account the
deprivation of provinces and their ability to raise
their own resources it was considered a
regressive funding formula.

The 7t" Award in 2009 added three additional
criterion to determine provincial allocations. This
took into account disadvantage of certain
provinces in mobilizing resources and poverty
levels

federal resources. Distribution to
provinces is weighted on four criterion:
82% is on population size, 10% on
‘poverty backwardness’, 5% on
provincial revenue collection and 3%
with inverse population density.

The change in formula is intended to
favor smaller, less sparsely populated
and less developed provinces.

despite intra-province inequalities

National Norms and
Standards for School
Funding (NNSSF)

The programme was introduced in 2006 to
reverse the legacy of Apartheid. It was intended
to reduce the wide gaps by race in education
spending.

Fee free schooling for schools in the
poorest three income quintiles
geographical areas.

Each Provincial Education Department

directs 60% of non-personnel and non-
capital recurrent expenditure towards

the bottom two quintiles of schools.

Non salary
expenditure

Excludes teacher salaries and capital
spending

Funding is earmarked and so may not
align with school needs

A school might be situated in a wealthy
catchment area and yet the learner might
come from low-income households.
Similarly learners from wealthy
households may be attending no-fee
schools without having to make any
contribution

Education Quality
Inputs (EQI)

The programme was introduced in 2000 to
address disadvantage faced by smaller schools in
rural and poorer areas which have higher
operating costs.

Funds are skewed towards smaller
schools which are largely situated in
rural and poorer areas.

Resources are earmarked for purchase
of consumables and repair and
maintenance of schools.

60% for consumables

40% for repair/
maintenance

Excludes teacher salaries
Funding is earmarked and so may not
align with school needs

Primary Education
for Disadvantaged
Children Project
(PEDC)

The Project was implemented from 2003 to 2010,
focusing on achieving fundamental school quality
levels with particular attention to initiatives for
highly vulnerable children.

Geographically project targeted 227 of the
poorest districts out of a total of 615 districts.
This targeted approximately 70% of
disadvantaged children

The Project targeted disadvantaged
children defined as those not enrolled in
school, attending sub-standard school or
being disabled or part of other
vulnerable groups.

Targeting was at the district level

Targeting based on district and not
school. Within district all schools eligible
to receive project support, meaning
some better-off schools could be
included

Source: Da Cruz et al. (2015); Bruns et al. (2012); Jhingran and Sankar (2009); World Bank (2008); Motala and Sayed (2012); Giese et al. (2009); Arunatilake and Jayawardena (2013); Getler et
al. (2012); Poisson (2014); Mestry and Ndhlovu (2014); Malik and Rose (2015).
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Some low and lower middle-income countries have also begun to consider ways in which
education resources can be redistributive, although the developments are not as advanced
as the case studies presented in Table 2. Part of the reason for this is due to the capacity
constraints that these governments face in being able to target and implement programmes
effectively.

In Kenya, for instance, the government adopted a new constitution in 2010 which set out
how government allocations would meet the requirements relating to equity. This
specifically related to reducing the disparities between regions and closing the gap in
relation to access and quality of basic services, including education. Article 202 of the 2010
Constitution set out that revenue raised nationally should be shared equitably among
national and country governments. The equitable share provision set out under Article 203
stated that counties would receive a minimum of 15% of national revenue. A further 0.5% of
revenue would be channeled by the Equalization Fund, created in 2010 by the constitution
to improve services in the most marginalized parts of the country to “bring the quality of
those services....to the level generally enjoyed by the rest of the nation, so far as possible”
(Watkins and Alamayehu, 2012). However, capitation grants to primary schools have been
dependent on the numbers of children enrolled which firstly fails to take into account where
disadvantaged groups may be in need of more resources, and secondly penalizes the poorer
Arid and Semi-Arid regions of the country which are home to 46% of the out-of-school
population (Watkins and Alamayehu, 2012).

In Malawi, schools currently receive two grants directly; the ‘Direct Support to Schools’
grant initiated in 2006 and the ‘School Improvement Grant’ introduced as a pilot in 2010. In
the case of the latter there is a specific focus on orphans and vulnerable children and HIV-
positive children; this grant is disbursed on the basis of both the total numbers of children
and the number of vulnerable children enrolled at school level. At the national level US$12.9
per child had been determined for orphans and vulnerable children, while USS20 was the
flat rate for HIV positive learners (Nampota and Chiwaula, 2014). In the context of what
schools get in grants for Direct Support to Schools, however, the School Improvement
Grants are a small share of the total.

4.3 Even where a funding formula is in place, a large number of factors continue to
perpetuate learning inequalities for the most disadvantaged

Despite some countries with the largest inequalities (Brazil, India, South Africa)
institutionalizing a redistribution of public education resources towards the most
marginalized parts of the country, and in some cases closing the gap in learning disparities,
there remains a large divide in both the funding and learning outcomes in those schools and
regions deemed as poor compared to their richer counterparts.

Moreover, even where funding formula grants direct a larger share of resources to the
poorest schools and regions, disparities have not completely closed. This can be for a variety
of reasons. In large decentralized systems, for instance, where contributions are contingent
on local governments, as well as central government, inequalities may be perpetuated given
that poorer states’ will only be able to contribute much less than wealthier states. In India,
for instance, public elementary expenditure per child in 2011-12 was approximately USS126
and USS256 for the wealthier states of Kerala and Himachal Pradesh, whereas in West
Bengal and Bihar these amounted to US$79 and USS$54 respectively (Dongre et al., 2014).
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Similarly, in Pakistan, a wide variation exists in the capacity of different provinces to raise
revenue through local taxes. In the wealthier province of Punjab, 11% of its total revenue is
through its own taxes; the equivalent for the poorer province of Baluchistan was just 3%. In
spite of the changes brought in to elicit more equitable resource distribution amongst the
provinces in Pakistan in 2009, what provinces disburse to the districts is still beset by large
inequities. In the wealthier province of Punjab, the districts of Lahore and Faisalabad receive
9% of the total budget while the 8% of the total budget is disbursed to the eight worst
performing districts. In all four provinces, it is in those districts where the proportions of out
of school children are the highest that district budgets are the lowest (Malik and Rose,
2015).

A remaining challenge is that, even where government resources have been skewed in favor
of poorer schools, wealthier schools continue to be able to supplement government
resources with other sources of income. In Sri Lanka, for instance, despite non-salary
recurrent expenditure being skewed in favor of schools from the bottom three income
quintiles, those schools in the top two quintiles — where state funding has been reduced -
continue to be able to acquire physical and human resources paid for through school fees
which continues to keep in place the inequities in funding (Mestry and Ndhlovu, 2014).

While increasing attention has been given to distribution according to enrolment, less focus
has been given to how the distribution of resources affects the quality of education in
schools where the majority of poor children attend. In South Africa, for instance, the poorest
60% of learners are three grade levels behind that of the richest quintile by Grade 3; this
increases to four grade levels by Grade 9 (Spaull and Kotze, 2015). Schools with an
overwhelmingly large population of learners of African descent in South Africa still
underperform those learners in predominantly Afrikaans or Asian schools. In spite of
additional resources being channeled more equitably according to the National Norms and
Standards for School Funding policy, the increase in the aggregate number of candidates
passing examinations successfully has been minimal (Mestry, 2014).

An important point is not that adopting formulae for the distribution of public resources is
misplaced, but rather that there are lessons to be learnt for ensuring they achieve their
desired objectives. The experience from countries which have specifically targeted
disadvantage through institutionalized redistribution policies offer important practical
lessons on how their design can be strengthened to improve the learning outcomes of the
most disadvantaged children.

School grants must be invested in areas that can raise quality: In India SSA funding
largely appeared to prioritise investment for infrastructure over improvement in outcomes;
in 2013-14 76% of the budget was for interventions relating to teacher salaries and
infrastructure. Interventions earmarked for “quality” interventions within the SSA grant are
made up of two components; an innovation grant and the Learning Enhancement
Programme (LEP). However, as a share of elementary spending this has been negligible
amounting to less than 1% in financial year 2014-15; prior to this the share going to quality
made up 1-2% of allocations (Accountability Initiative, 2014).

In the case of Bangladesh while spending on primary education is pro-poor, one recent study
finds that as well as schooling inputs being inadequate, they are also not pro-poor. While the
shortage of adequate inputs was perceived to be a nation-wide issue, it was more acute in
poorer areas with a shortage of infrastructure and gender equity inputs being particularly
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weak. These were found to account for some of the stark differences in learning outcomes
between schools in poorer and richer catchment areas (Steer et al., 2014).

Funding formula must take into account teacher salaries: In many of the countries
reviewed where a proxy funding formula is in place, salaries — which make up the
overwhelming majority of education expenditure — sit outside funding formulas limiting the
effectiveness of redistribution. In Sri Lanka, for instance, the Education Quality Inputs
programme makes up 2% of the total education recurrent budget as it discounts for
teachers’ salaries. Similarly, in South Africa grants meant to disburse more funds to
disadvantaged areas are limited to non-salary recurrent expenditure. Non-salary
expenditures make up only 8-10% of school budgets. There continues to be a skewed
distribution of qualified teachers to wealthier schools and a higher teacher-learner ratio in
township and rural schools (Mestry and Ndhlovu, 2014). Brazil provides a counter example
to this with 60% of FUNDEF funds being earmarked for teacher salaries. FUNDEF made it
mandatory that all teachers acquire minimum qualifications meaning that by 2002 almost all
teachers in the Northern disadvantaged areas of the country had acquired the minimum
teaching qualifications required.

Outside of countries with a funding formula in place, the unequal distribution of teachers by
sub-region remains a challenge. In 25 sub-Saharan African countries, just six countries
deployed 80% or more of the teacher workforce in relation to the number of pupils (UNICEF,
2015b). The Rainbow Spectrum in Philippines, which was initiated in 2006, executed a fairer
distribution of qualified teachers to more marginalized districts. In color coding districts
according to need and making this information publicly available, those areas with high
pupil: teacher ratios were prioritized for teacher deployment (UNESCO, 2010). Togo is
another example which has improved the high inequity in teacher allocation over a relatively
short space of time; the proportion of teacher allocation not dependent on the pupil
population per school went down from 68% in 2010-11 to 50% in 2012-13. Government
officials responded to the inequitable teacher allocation by posting approximately 6,000
newly appointed teachers to regions with high pupil-teacher ratios (UNICEF, 2015c).

Increasing school autonomy over how resources are spent: One of the arguments
made in support of greater decentralization over the last decade was to allow greater
autonomy over spending decisions at the school level in order to better link this with the
needs of the school. However, in some countries with funding formulas in place, and indeed
decentralized structures, rigid earmarking of how funds are spent is limiting the potential
effectiveness of decentralized decision-making. In India, despite various commitments made
to increase the autonomy of schools and school management committees over spending
decisions, this has not been executed in practice (Accountability Initiative, 2012). In 2013-14,
for instance, one state expressed an interest in restructuring its in-service teacher-training
model, whilst another state asked for a top-grant to improve the quality of textbooks; in
neither case were the proposals accepted. Of total SSA resources in 2013-14, schools and
school management committees have no power over how the bulk of resources are spent
(Aiyar et al., 2013). Similarly in the case of Sri Lanka, education quality inputs are chosen
according to guidelines administered by the Ministry of Education; these may not always
correspond to what the schools themselves would spend on and the rigid use of funds to
budget lines makes it difficult to change this according to what best suits the school’s needs
(UNESCO, 2011).

The degree of autonomy over spending also creates inequities between the disadvantaged
and advantaged. In Sri Lanka and South Africa, schools that receive the bulk of their funding

33



from Education Quality Inputs and National Norms and Standards for School Funding — and
which are where the most disadvantaged students are likely to attend — have less autonomy
over spending than schools which mobilize additional income from school fees and other
sources of income. In South Africa richer schools are able to hire teachers, in addition to
funds it receives from government sources. Given that South Africa’s National Norms and
Standards for School Funding is meant only for non-recurrent expenditure, it means that
poorer schools whose income is solely dependent on these funds are unable to spend on
teachers even where this is the greatest need. The inequities over school autonomy is
similarly reflected in Honduras in relation to how school grants are spent between less and
more developed regions; in the former case it was found that parents had no power over
recruitment of teachers, whereas in more developed areas parents had more autonomy
over teacher recruitment.

Greater school autonomy can pay dividends as the example of Mexico illustrates; in doubling
the grants made to parent associations test scores in Spanish and Mathematics significantly
improved (Getler et al, 2012). A recommendation going forward would firstly be to ensure
that grants to schools are not rigidly earmarked, as this often fails to reflect the needs of
schools receiving funds. This must be accompanied with providing increased support to
improve capacity for schools and school management committees so they are able to use
funds on areas which will improve learning outcomes.

Increasing timeliness and information on funding to schools: In almost all cases
where a funding formula has been institutionalized, favoring poorer schools and districts has
generally meant an increase in resource allocation for the poorest schools. However, a
mixture of poor timeliness of disbursements and information as to what schools expect to
receive has impeded progress in equity given the poor utilization of funds. Poorer states and
schools remain the most affected by the discrepancies in amounts and timeliness of
disbursed funds, given their more limited capacity to spend. Beyond countries with funding
formula, lack of information and delays in the disbursements of school grants are also
prevalent in Kenya, Uganda, Lesotho, Malawi and Ethiopia to name a few countries.

In South Africa, schools in the poor region of the Eastern Cape were receiving lower
allocations due to them as compared to other regions (Sayed and Motala, 2012). In Sri
Lanka, school census data from 2011 indicated that less than one-third of schools had
received Education Quality Inputs funds half-way through the school year; in the poorer
North Western province just 6% of schools received funds half-way through the school year.
In both South Africa and Sri Lanka this has proved most detrimental for the poorest, given
the greater reliance of schools in poorer districts on the funding (Aruntilake and
Jayawardena, 2013).

Delays have often meant that when money finally does arrive, resources are not fully utilized
or when they are, the pressure of spending within the financial year is often done without
necessarily aligning it with school needs. In India, utilization of funds was just 62% in 2011-
12 (Accountability Initiative, 2012); this disguises the much lower utilization rates amongst
poorer districts and schools. Moreover, it is reported that the funds were used in more than
60% of schools to white wash their walls annually. This has reported to have largely been as
a consequence of schools experiencing delays in what they receive in funding leading to an
inability to effectively spend around activities that reflect school needs: school expenditures,
instead, are spent on activities like white washing to allow schools to use resources before
the financial year ends after which resources cannot be spent (Aiyar at al., 2013). Evidence
from Sri Lanka illustrates how schools with qualified teachers and head-teachers are often
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more adept at utilizing and aligning funds with school needs, even when there is a delay in
receiving them (Arunatilake and Jayawardena, 2013).

Ensuring greater utilization of funds is crucial if the equalization of opportunity is to be
achieved. While Sri Lanka has introduced a policy of allowing schools to carry over unspent
funds into the next financial year, this fails to adequately address the issue in the long-term
which is the poor capacity of teachers in poorer schools to spend. In Mexico, to counter-
balance the problem of delayed disbursements, parents received skills training in the
management and spending of funds (Getler et al., 2012). One recommendation would be to
train personnel, including teachers, in effective financial management. Similarly, increasing
information around the predictability of when funds should arrive is necessary. In Kenya, the
Ministry has established a disbursement schedule to try and make funding more predictable;
50% of resources are meant to be disbursed in the first school term, 30% in the second term
and 20% in the third term (Njihia and Nderitu, 2014).

Reducing the complexity of financial disbursements to schools: Funding in
decentralized settings often comes from multiple sources; additional pressure is placed on
poor schools with limited capacity to spend effectively. Schools in Indonesia currently
receive funds from 8 different sources and 4 different budgets making the education funding
system incredibly complex (World Bank, 2013b). This makes equalization of resources more
difficult; in the case of India, for instance, the system with multiple agencies disbursing funds
to districts and schools has meant that equalization between districts has been extremely
limited in nature (Accountability Initiative, 2013). In Uganda, the number of conditional
grants has meant a highly fragmented system which makes it difficult to assess whether
funding to schools is equitable; in 1997-8 the number of sector conditional grants numbered
10 before increasing to 46 in 2014-15. As such a current proposal is to reduce the number of
conditional grants to 13 in 2015-16 (Government of Uganda, 2015).

Ensuring minimum levels of investment correlate to funding needs: Despite a
weak correlation between direct spending on education and quality outcomes, a minimum
level of spending on areas of investment including teachers, textbooks and school
infrastructure is necessary to affect learning outcomes positively. Evidence suggests that
pupil scores can increase, on average, by 10% if they are taught by teachers with better
qualifications. Similarly, providing an additional 10% of textbooks can impact text scores by
0.44% and are amongst some of the most cost-effective interventions (UNESCO-UIS, 2011).
The poorest households are adversely affected if these areas remain underfunded given the
ability of wealthier households to send their children to private schools, pay for additional
tutoring or purchase teaching and learning materials.

One of the biggest criticisms of how governments allocate funding is the extent to which
funding allocation per child is actually reflective of what it costs to deliver quality education.
Increased funding has not necessarily meant sufficient funding to deliver quality education
to the poorest schools. In Brazil, it has been calculated that an investment of at least US$550
per pupil is required to attain a minimum level of quality for grades 1-4; this figure exceeds
Brazil’s current minimum investment of USS346 per pupil annually in the North-East
province (PREAL and Lemann Foundation, 2009).

Redistributive measures to equalize education opportunity for the most disadvantaged need
to be bolstered by a range of other measures to ensure that funds are not just equitable, but
their effectiveness and efficiency are increased. Firstly, on the expenditure side investments
must be better linked to those interventions which would improve learning outcomes; this
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would mean less rigid earmarking of education expenditure so it better reflects school
needs. Secondly, given the largest expenditure item of many country budgets is teacher
salaries, it is vital that any funding formula is accompanied by effective deployment of
qualified teachers to those schools and regions with the largest disadvantage. Thirdly, it is
necessary to improve the disbursement of funds so that schools receive them in a timely and
predictable manner. Governments should avoid complex mechanisms through which to
disburse funds to schools and make efforts to ensure transparency of what schools should
expect to receive.

5. Spending on social protection programmes

Key messages for Section 5

1. Globally cash transfers exist in 130 countries, with most rapid growth occurring in sub-
Saharan Africa. Between 2010 and 2014, total spending on social safety nets was
USS329 billion.
Though a small share compared to what many countries currently spend on their
education budgets, cash transfers have great potential — especially if targeted well — to
increase access to school for children from disadvantaged backgrounds.

While targeted cash transfers are more costly and difficult to administer in low-income
countries, they can generate cost savings as well as increase the share of the poorest
targeted from 38% to 82%. Different approaches to targeting have been utilized from
means tested/ proxy testing, to geographic to group-based.

Conditional cash transfers are found to be more effective in influencing if a child is
enrolled in school compared to unconditional cash transfers. Conditional cash transfers
improved the chances of a child being enrolled in school by 60%; the equivalent for
unconditional cash transfers was 18-25%.

5.1 Social protection programmes: a global picture

In an era of an increased focus on intra-national inequalities, the role of social protection
programmes in targeting the poor has been elevated on the policy agenda of many
governments and donors. Government spending on education can address supply side
issues adequately; however, spending through education budgets alone is not enough to
address the historic disadvantage that children may face be it by income, gender, geographic
location, ethnic origin or disability. Demand side interventions through social safety nets are
complementary interventions to public spending on education to reach groups most in

need, preferably through targeting transfers as oppose to a universal approach of giving
transfers to everyone.

In some countries where poverty is correlated with specific sub-national geographic regions,
governments have complemented direct spending on education and other social service
with more targeted social protection programs and other safety-net measures. Valid
guestions have arisen over the capacity of poor countries to roll out social safety nets which
attach conditions to transfers or use some sort of eligibility criteria to target resources to the
most marginalized. However, there exists a robust evidence base of the impact that these
transfers have had for the poorest households in accessing schooling and other social
indicators.

As of 2015, cash transfers existed in 130 countries with the most rapid growth taking place
in the sub-Saharan African region. Of the 120 developing countries with social safety nets in
place, total spending amounted to US$329 billion between 2010 and 2014 (World Bank,
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2015b). As a share of the GDP of low and middle-income countries in 2015, this was the
equivalent of 1.4%. The top 5 conditional cash transfers in 2015 in terms of the numbers of
beneficiaries were Bolsa Familia (Brazil), Prospera (Mexico), Pantawid (Philippines), Familias
en Accion (Colombia) and the stipend programme for primary students (Bangladesh). All
these programmes have, amongst their overall aims, an education specific target of reducing
non-attendance and drop-out rates amongst the poorest children and students (World Bank,
2015b). Currently there are over 100 programmes worldwide which aim to improve
education enrolment (Garcia-Jarmillo and Miranti, 2015).

5.2 Government budgets on social protection programmes though small can be
effectively complemented alongside government budgets on education

While there has been a rapid growth in the numbers of countries institutionalizing social
safety nets globally, spending on these programmes as a share of government expenditure is
generally low. Resources directed towards social safety nets and, more specifically, targeted
conditional cash transfers, which are better at targeting the poorest households, are
currently much smaller than direct spending on education services and other social sectors.
This remains true regardless of region or income group; in the Latin American region for
instance, where cash transfers are most established, volumes of resources going to
education budgets were up to 24 times that earmarked for conditional cash transfers in
Mexico, 14 times in Colombia and 13 times in Brazil (Figure 10).

Virtual income can, in simple terms, be defined as what households receive through the
provision of government services such as education, health and cash transfers which are
then converted into a cash value. From an equity perspective, the virtual income
redistributed to children from the poorest households through conditional cash transfers is
currently eclipsed by the potential for redistribution through education budgets,
themselves, in many countries. However, if administered and targeted effectively, cash
transfers have great potential to maximise both income redistribution and poverty
alleviation (Garcia-Jarmillo and Miranti, 2015). This is especially so if complemented with
spending on education budgets. One review of 42 conditional cash transfers found that
these were most effective in influencing educational outcomes in contexts where school
enrolment levels were low and where supply side interventions — such as in school
infrastructure, additional teachers and textbooks — complemented conditional cash transfer
interventions (Saavedra and Garcia, 2013).

Social protection programmes have been positively associated with improving the outcomes
for many disadvantaged groups. In Bangladesh the monetary incentives provided to female
students under the Female Secondary School Stipend Programme has led to an increase in
female secondary school enrolment (UNDP, 2010). During its pilot phase, girls’ enrolment
over the first five years meant the enrolment rose from 27% to 44% — roughly double the
national average (World Bank, 2001). In addition the Primary Education Stipend Program
was expanded in 2010 to reach larger numbers of students attending schools in poorer sub-
districts of the country; the average allocation to the poorest quintile of sub-districts
amount to US$12 per student compared to USS6 for students in the wealthiest quintile sub-
districts (Steer et al., 2014). The Japan Fund for Poverty Reduction Scholarship Programme
in Cambodia — specifically targeting girls from the poorest households and girls who came
from households with lower parental education levels — increased girls’ secondary school
enrolment by 30% (Filmer and Schady, 2008).
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Figure 10: Expenditures on cash transfers are dwarfed by education budgets in most

developing countries that have CCT programmes
Ratio of government education budgets to social safety nets and CCTs, various years
B. Conditional Cash Transfers

A. Social safety nets

Djibouti 24 Morocco | 269
Tanzania Tanzania 202
Ghana Ghana 198
Vietnam Timor-Leste 158
Paraguay Tajikistan 134
Mexico Paraguay 126
Tajikistan Indonesia 84
Honduras Panama 82
Colombia 5 Djibouti 75
Indonesia 5 El Salvador 68
Bolivia 5 Fiji 62
Fiji 5 Vietnam 32
Guatemala 5 Bolivia 24
Philippines 5 Mexico 24
Panama 4 Bangladesh 22
Uruguay 4 Peru 1 20
El Salvador 4 Namibia 16
Peru 4 Uganda 15
Argentina 3 Colombia 14
Namibia 3 Brazil 13
Timor-Leste 2 Argentina 12
Brazil 2 Uruguay 10
Ecuador 2 Honduras 9
Morocco 2 Guatemala 7
Uganda 2 Philippines 7
Bangladesh 2 Ecuador 4

Source: Authors’ calculations using data from UNESCO Institute for Statistics database and World Bank Atlas of
Social Protection: Indicators of Resilience and Equity (ASPIRE)

5.3 Social safety net programmes have been expanding in low-income countries, but
do not reach all of the poorest households

In order for direct cash transfers to make an impact, programmes must not only cover a high
proportion of the extreme poor, but the benefits must be large enough so that the transfers
per beneficiary cover the poverty gap (Lustig, 2012). Social safety nets targeting the poorest
households, however, have the lowest coverage in low and lower middle-income countries
with just one-quarter of the poorest quintile reached in these countries; this rises to 64% for
upper-middle-income countries. The gap is particularly acute for the sub-Saharan African
and South Asia regions; here just 10% and 20%, respectively, of the poorest quintile have
access to social safety nets (World Bank, 2015b). Currently, at the global level cash transfers
amount to roughly 20% of what is needed to close the poverty gap in low-income countries
and half of what is needed to close the poverty gap in lower middle-income countries
(World Bank, 2015b).

Where social protection programmes have used targeted approaches, several approaches
have been used; these include means tested/ proxy testing (where resources prioritise those
below a certain income threshold), geographic (where resources are targeted to regions
characterised by certain characteristics including poverty or marginalization) or categorical/
group-based (where particular demographic groups e.g. children, orphans, elderly are
targeted) (Garcia-Jarmillo and Miranti, 2015). Means tested or proxy testing approaches are
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found to be relatively more costly to administer than other targeted approaches (Grosh et
al, 2008). Targeted programmes currently make up a fraction of the total social safety net
spending budgets given that they are more costly to administer in low-income countries.
However, if administered correctly targeted approaches can potentially generate savings in
the long-term. One estimate is that were social assistance benefits restricted to the poorest
two quintiles, then savings would amount to 0.4% of GDP; in addition the average share of
the poorest targeted could increase from the current 38% to 82% (Granado, 2010). Another
study of 122 targeted anti-poverty programs in 48 countries found that, on average, 25%
more is directed to poor individuals through targeted programmes (Coady et al., 2004).

South Africa — the most unequal country in the world — provides a good example of targeted
social safety nets. The Child Support Grant, which is currently the largest social safety net in
sub-Saharan Africa, reaches 11 million beneficiaries. South Africa’s spending on social safety
net programmes, which as a share of GDP equalled 3.5% in 2013, is comparatively much
higher than the global average of 1.6% of GDP or that spent in developing and transition
economies (World Bank, 2015b). One estimate calculates that two-thirds of the income of
the poorest quintile comes from social assistance grants, with most of this being attributed
to the Child Support Grant programme. Targeting according to poverty appears well
coordinated; in 2008 close to 56% of the poorest 20% of households reported receiving
income from Child Support Grants. The equivalent for the richest 20% of households was 9%
(Statistics South Africa, 2014).

While low-income countries may not have the resources to implement means tested
targeted social safety net programmes in the short-term, one recommendation is to begin
by rolling out programmes which are a less costly method of targeting e.g. targeting by
geographic region. Once this sort of targeting reaches minimum coverage rates, countries
should move onto combining this with means tested mechanisms as a country’s capacity to
target more efficiently and equitably grows (Garcia-Jarmillo and Miranti, 2015). Low-income
countries would need to be supported in achieving more accurate targeting in a cost-
efficient way. A medium term goal would be to strive in setting up information systems
which would allow for simple collection and access of data on eligible beneficiaries.

5.4 Despite being more effective at targeting, conditional cash transfers make up a
low proportion of social safety net programmes

Of all social safety net programmes, conditional cash transfers have been found to be the
best at targeting the poorest households. Countries need to have the capacity to design,
implement and deliver cash transfers effectively, together with monitoring whether
compliance has been met. As of 2010, conditional cash transfers were institutionalized in all
but two countries in Latin America and 15 countries in Asia and Africa (Saavedra and Garcia,
2013). Conditional cash transfers are challenging to implement requiring strong in-country
institutional structures and capacity which is needed to disburse resources to the poorest
and most disadvantaged households. Many countries in sub-Saharan Africa, for instance —
while having seen a rise in the number and volumes of resources disbursed for social safety
nets generally — have not seen the same growth in conditional cash transfers which are
more institutionally demanding to carry out in contexts where the capacity of government
systems is low (World Bank, 2015b).

As far as the effect on education is concerned, a large body of literature supports the

effectiveness of both conditional and unconditional cash transfer programmes in improving
school enrolment. There is also evidence that the effects on enrolment and attendance are
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always greater for conditional cash transfers compared to unconditional cash transfers. One
review of 35 studies concluded that conditional cash transfers had a larger effect on
attendance and enrolment; interventions with no conditions improved the odds of being in
school by 18-25%, while conditional cash transfers improved the chances of being enrolled
in school by 60% (Baird et al., 2013). Very few studies have analysed the impact of cash
transfers on outcomes; based on 5 studies, conditional cash transfers significantly increased
test scores while there was no impact of unconditional cash transfers on test scores (Baird et
al., 2013).

6. The combined impact of revenue and spending policies on
redistribution

Key messages for Section 6

1. The combined effect of fiscal policy on reducing inequality indicates that the
contribution of taxes in redistributing income to the poorest households has been
much more limited than the impact of expenditure, including that on education.
Redistribution of resources from the rich to poor is greatest in countries where
inequality before fiscal interventions is higher and so there is more scope for change.

Of 17 developing countries with data, the marginal contribution of public spending and
health on the total reduction in inequality averaged 68%.

The mix of fiscal policy interventions affects income inequality in different ways across
developing countries. In Latin American countries, government spending on education
and health have the most impact on reducing income inequality; in Tanzania on the
other hand direct and indirect taxation do the most to reduce income inequality.

6.1 Currently government spending on public services is having a greater impact on
reducing income inequalities than taxation

Our analysis so far has looked at reforms needed to mobilize domestic resources as well as
ones to spend these resources in ways that will achieve greater equity in education. Looking
at the effects of these reforms combined, analysis suggests that the contribution of taxes in
redistributing income to the poorest households have been much more limited than the
impact of government expenditure on redistribution in poorer countries. Findings from a
recent IMF study conclude that government’s efforts to redistribute wealth has largely been
centred around expenditure policies, as opposed to taxation (Clements et al., 2015c). By
comparison, advanced economies taxation and spending policies have had a combined
effect of reducing income inequality by one-third. Approximately two-thirds of this
reduction in income inequality has been due to spending on social spending, including
education and transfers to the poorest families; the remaining one-third has been due to
progressive taxation (Clements et al., 2015).

More recently, the impact of tax policies and expenditure policies (including spending on
public services such as health and education as well as on cash transfers) in developing
regions have begun to be evaluated together to better understand what their combined
impact has been on the redistribution of wealth. Most of the focus has been on Latin
American countries. The marginal contribution of public spending on education and health
as a share of the total reduction in inequality has been large: averaging 68% for the 17
developing countries for which there is data. This, however, disguises the range between
countries: the contribution was as low as 13% in Ethiopia to as high as 100% in Bolivia and
Guatemala. Moreover, spending on health and education had the largest marginal
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contribution in redistributing income in 14 of the 17 countries with data compared to the
contribution of direct and indirect taxation, and cash transfers. The findings also broadly
show that redistribution of resources from rich to poor is, not surprisingly, greater in
countries where inequality before fiscal interventions is higher and so there is more scope
for change (Figure 11).

Countries in the Latin American region remain amongst some of the most unequal in the
world in spite of high rates of taxation and high government spending directed to social
sectors. Many governments in the region invest in cash transfer programmes which target
the poor, such as Brazil’s Bolsa Familia cash transfer programme and Mexico’s Prospera
(previously Oportunidades) programme; however, the regressive taxation systems in place in
many of these Latin American countries is undermining efforts for there to be a real transfer
of resources to the poorest households through such spending. This — together with the low
share of cash transfers as a percentage of GDP — means that the redistribution of resources
is limited through cash transfers alone.

Direct expenditures on education and health have contributed to the largest decreases in
income inequality in the Latin American countries reviewed. In Brazil, for instance, the gini
coefficient before redistribution efforts through government fiscal policy was 0.58; after
taxation efforts and cash transfers this fell slightly to 0.54. The gini coefficient only improved
substantially after direct government investments in health and education to 0.44 (Figure 3)
(Lustig et al., 2013). If the improvement in the gini coefficient were to be attributed to the
source of government fiscal policy in Brazil, just 10% of this could be attributed to direct
taxation and 15% to direct cash transfer programs like Bolsa Familia. Despite considerable
attention given to Brazil’s successful social protection programmes, currently it is
government spending on education and health which does most to reduce inequality; the
marginal contribution of public spending on education and health as a share of the total
reduction in inequality in Brazil averaged 76%.

Outside of the Central and Latin American region the impact of various policies relating to
revenue collection and government expenditure policies have different impacts on
redistribution of income. Tanzania, in comparison to many Latin American countries, is more
equal, with the gini coefficient standing at 0.38 before government efforts to redistribute
income through revenue collection or spending. Unlike in the Latin American region, direct
and indirect taxation have the most significant impact on redistributing income to poorer
households in Tanzania. As of 2011, 47% of Tanzania’s population lived under the US$1.90 a
day poverty line (World Bank, 2016). However, the currently low coverage of Tanzania’s
conditional cash transfer program in this context helps explains why cash transfers marginal
impact on reducing inequality is so small (2%). Similarly, the marginal contribution of
government spending on education and health services on income inequality is not as large
as what the impact of direct taxation has been (Younger et al., 2016). This is partly explained
by the high levels of spending on tertiary education which are not accessed by the poorest
households; the poorest decile received just 17% of what the richest decile receives in public
education resources (llie and Rose, 2016b). The marginal contribution of direct and indirect
taxes on reducing inequality was 47% and 31%, respectively; the equivalent contribution of
public spending on education and health was 20%.

South Africa presents a counter-example to Tanzania within the sub-Saharan African
context. Firstly, it is the most unequal country in the world. Even after tax and spending
policies, income inequality remains higher than before most other middle-income countries
have even started executing fiscal policies. As an example, for instance, South Africa’s gini
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coefficient after direct and indirect taxation and spending on cash transfers and public
spending on health and education equalled 0.60; this was higher than the gini coefficient for
Brazil (0.58) before it had started to execute these redistribution policies (Figure 11). Since
the end of Apartheid, progressive governments in power have aimed to address and reverse
the legacy of one of the most unequal countries in the world. South Africa performs well in
terms of its resource mobilisation efforts, with 24% of its national income collected in the
form of tax revenue in 2013. Moreover, its direct taxation system is deemed to be largely
progressive with the richest households contributing to a larger share of revenue to direct
tax resources. However, the government’s expenditure policies have had a much greater
impact in reducing income inequality. Close to 90% of the reduction in inequality has in fact
been due to cash transfers and public spending on education and health (Figure 11).

In some countries, fiscal policy may be at the expense of the poor. In Armenia, Bolivia, Brazil,
El Salvador, Ethiopia and Guatemala the number of the poorest households made worse off
as a result of the government expenditure and revenue collection policies actually exceeds
the number who benefit from these policies (Lustig, 2015). In Ethiopia, for instance, one in
10 households are either made poor or poor households made poorer when taking into
account what they pay in tax and receive in benefits (World Bank, 2015c).

Building on the work by the Commitment to Equity Institute, more systematic and
comprehensive analysis of the combined impact of tax collection and expenditure policies
on inequality and poverty across countries and across time is vital to ensure there is a firm
understanding of the impact of different policies, and areas of domestic resource
mobilization and/or spending that need to be strengthened. It would also be valuable to
undertake analysis of this kind with more specific attention to the implications to the
education sector.

Figure 11: Spending on education and health appears to have the greatest impact in
reducing income inequality

Impact of tax, cash transfers and spending on education and health in reducing income
inequality
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Source: Amended from Commitment to Equity Reports, various years

Notes: The overall reduction in inequality used has taken the Commitment to Equity Centre definition, namely
the difference between the market-income gini and the gini arrived at after direct and indirect taxes, cash
transfers and public spending on education and health. The gini coefficient at 0 denotes a situation of perfect
equality, and at 1 it denotes a situation of perfect inequality.
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7. Private expenditure on education

Key messages for Section 7

1. In spite of fee free primary education being enshrined in the constitution of 135
countries worldwide, 110 still continue to charge households a monetary contribution
of some sort. In African countries for which data exist, household expenditure as a
share of total spending on education is higher at primary levels compared to tertiary.
Alternative mechanisms to government spending on education through voucher
schemes or funding from philanthropy are unlikely to be financially sustainable for
low-income countries with poor revenue mobilization capacities. In Pakistan,

philanthropic contributions amount to just 0.1% of the amount the government
disbursed for the education sector.

Lessons can be drawn from National Health Accounts which have in some cases led to
successful cases of redistribution of public health spending towards the most
disadvantaged groups. In Burkina Faso following the results from National Health
Accounts, more resources were redirected to the poorer regions of the country; in
India the revelation of high out-of-pocket expenditure by the poor prompted an
increase in government spending on health.

7.1 Insufficient spending by governments on education hurts the poorest households
in low-income countries

The poor state of current tax collection efforts in many of the poorest countries has
translated into inadequate resources for public services including for education. This in turn
has led to poor learning outcomes for many of the most disadvantage groups. Even when
governments remain committed to education within their national budgets, where
government revenue collected from tax is inadequate, public expenditure on education falls
short of needed resources (see Section 3). As a result, even where free and compulsory
education has been institutionalized as part of the constitution, households have often had
to provide monetary contributions. As such, education is rarely free for households. In 135
countries where fee-free public primary schooling has been guaranteed, 110 continue to
charge households a fee of some sort (Transparency International, 2013).

In many low-income countries, household contributions to send their children to school
continue to be significant given the insufficient volumes governments are contributing to the
education sector. Within the sub-Saharan African region, data from P6le de Dakar reveal the
extent to which insufficient public funding means households are contributing a large share
of their resources to supplement public spending on education. The data also shows that
households are contributing a larger share of total spending on primary education,
compared to household spending on tertiary education. In Chad, household contributions to
tertiary education make up just 14% of total expenditure but for primary education
household contributions make up 56% (Figure 12).

The 2015 Education for All Global Monitoring Report corroborate findings that household
spending makes up a larger share of education spending the poorer the country. Of 50 low,
middle and high-income countries with data, household spending averaged 31% of the total
and in a quarter of countries — largely low-income — household expenditure exceeded the
amount governments were spending (UNESCO, 2015b). As a share of total expenditure
(governments, donors and households), household expenditure as a share of the total
ranged from 14% in Indonesia to 37% in Bangladesh (UNESCO, 2014).
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Household contributions to education hit the poorest the hardest, especially in areas where
there is low public investment by governments. A survey of household spending in 12
African countries found that expenditure on learning materials as a share of total household
spending on education was higher amongst poorer households. On average such spending
consumed 56% of household expenditure on education for the poorest households; for the
richest households the equivalent was 27%, with a larger share of expenditure on education
being spent on school fees to send children to private schools (UNESCO Pole de Dakar,
2012).

Figure 12: Household contributions are higher for primary levels of education compared to
tertiary education in many African countries

Share of household spending on total expenditure, primary and tertiary education, selected
African countries for various years
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7.2 Alternative private financing models to compensate for insufficient public funding
are unlikely to be sustainable

In recent years, the concern of many policy makers about the poor quality of public
education systems has led to alternative systems to help fund education systems in the form
of infrastructure, curriculum and quality of teachers. Two alternatives — a private voucher
system and philanthropy — are presented in brief with some of the accompanying shortfalls
in particular that they are unlikely to act as substitutes to a well-functioning tax system
which has the most potential at addressing disadvantage.

Voucher system: The school voucher system in its most basic form is where parents [or
the school] are given a voucher financed by public funds which can then be used to pay fees
at schools (Makwana, 2011). The basic premise behind such a system is that the quality of
education will be improved as increased choice will enable parents to choose a school of
good quality over one of bad quality. In poorer countries where government resources
raised through taxation and general expenditure on education is low, this alternative system
has been proposed to target poorer households, including providing them with vouchers
funded by public resources to make a choice about which school to send their children.
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Chile introduced a universal non-targeted voucher system in 1980, applying it to both
primary and secondary education. The value of the vouchers differs between rural and
urban areas and a school can charge additional fees up to almost two times the value of the
voucher (Makwana, 2011). The system has been found to result in increased social
stratification as the majority of the poor remain in public schools, while children from
middle and rich backgrounds have moved to study in schools unaided by public funds but
funded completely by private tuition (Makwana, 2011).

A voucher system’s success for reversing disadvantage hinges on ensuring that its value is
enough for poor households to send their children to better quality schools. In the case of
Chile, however, students with vouchers spent an average of US$52 more on school fees per
annum as the vouchers only partly covered the total cost of private schools.

Other questions remain on the feasibility of scaling up such schemes in poorer countries
where the absolute numbers of the poorest children are large. In India, for instance, the
Ensure Access to Better Learning Experiences (ENABLE) funded through an NGO has
provided choice for the poorest households. The voucher covers payment for fees, books,
uniforms and meals. However, currently the programme reaches just 8,000 disadvantaged
children (Dixon, 2015); equivalent to 0.1% of India’s primary aged out of school population.

A voucher system which prioritizes the poorest and most disadvantaged groups would also
require a robust system to identify and target priority households. As Section 5 discussed
accurate targeting involves timely and regular identification of beneficiaries. In many low-
income countries capacity constraints in accessing and verifying such timely, accurate and
up-to-date information would likely act as a barrier in the short-term to a voucher system
given the costly nature of collecting such information (Bastagli, 2010).

Philanthropy: Philanthropy has been put forward as another way of increasing resources
and more efficiently targeting spending towards achieving better quality education for the
disadvantaged. The increase in the numbers of high-net worth individuals worldwide, the
increase in the numbers of philanthropic foundations and the pivotal role that some of these
have had in influencing the development agenda has led to questions around whether
philanthropic donors can serve as an alternative model in countries where tax systems are
failing to mobilize resources, and invest in provision of good quality public education
systems for the most disadvantaged. How feasible a model is this?

Firstly, it is worth putting in context what the global volumes spent by private foundations
and corporations on education in developing countries are. It has been estimated that just
USS$683 million per year by foundations and corporations was disbursed to developing
country education systems; this worked out to the equivalent of 5% of what was given in
education aid by DAC donors (Van Fleet, 2012; UNESCO, 2012). One estimate from Pakistan
calculates that philanthropic contributions amount to just 0.1% of what the government
disbursed for the education sector (Bari and Malik, 2016). Clearly, therefore, the current
volumes remain vastly insufficient to act as a substitutionary mechanism. Moreover, tax
incentives are unlikely to increase giving for philanthropic causes. A 2007 study found that
just 7% of high-net worth individuals (earning between USS$5 to US$50 million) would
“dramatically decrease” their giving should they receive zero income tax deductions; just
over half (52%) indicated that their giving would in fact remain the same (Centre on
Philanthropy, 2007).
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Secondly, the latest statistics of the regional distribution of high net worth individuals
illustrate that they continue to be concentrated in North America and Europe. In many
countries where tax mobilization is failing, the number of high net worth individuals with
substantial resources to invest in education systems remains small. India remains an
exception to the rule with 0.5% of the globe’s population whose assets are worth US$1
billion or more. The African region, on the other hand, had just 29 individuals with assets
worth over USS$1 billion (Credit Suisse, 2015).

Lastly, the question of accountability of such a proposed model deserves attention.
Philanthropists do not, unlike democratically elected governments, represent the electorate.
In the United States, where data on philanthropic and NGO giving is much better
documented, it was found that spending decisions were not found to closely match the
spending choices of the government. Half of charitable donations were made to religious
organizations, and only a small part of American giving redistributed from rich to poor
(Reich, 2011).

The above has cautioned against a model whereby philanthropy is a substitute for state
service delivery in countries where tax systems are failing. However, this is not to say that
philanthropy should not be encouraged to complement state service delivery. Rather, it has
a key role to play, and should be supported in making sure resources are in line with
national commitments to reach the most disadvantaged.

7.3 Information on the financing landscape for education needs to be improved to
effectively address disadvantage

The accountability, efficiency and equity of public and out-of-pocket financing in education
remain increasingly critical in order to achieve maximum impact for education expenditure
(Chawla, 2010). One of the routine challenges faced when tracking resources for education
in their totality is the lack of holistic, reliable and timely financing data. Many countries do
not know how much is being spent on education, on what and by whom. And yet effective
policy making requires that decision makers have complete access to information on
education financing including the share of national wealth spent on education, the financial
burden of education spending falling on households, the extent to which the education
system is supported by external financing or other non-governmental providers and the
overall share of education spending on those sub-sectors of education which are accessed
by the most disadvantaged.

National Education Accounts are one such tool which can help address this and can
potentially influence finance related decisions, particularly for vulnerable and marginalized
groups. National Education Accounts can provide policy-makers with the holistic information
necessary that can allow policy change in relation to inequities existing within the system
(Chawla, 2010). Typically a National Education Account would have information broken
down by:

(1) Financing source: government (central, state, district), private sector (household, NGO,
corporation), international (donor government, philanthropic organization),

(2) Level of education: pre-primary, primary, lower secondary, upper secondary, TVET,
tertiary and

(3) Spending activity: teachers’ salaries, school books and teaching and learning materials.

Few examples exist of National Education Accounts institutionalized at country level; one
that does was a pilot USAID-funded State Education Account in Nigeria for the states of
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Kano, Zamfara, Bauchi and Sokoto. The findings for Kano and Zamfara indicated a strong
bias, by both public and private providers, to fund schools in urban areas; consequently,
state planners reassigned teachers from urban to rural areas. In Zamfara state more funds
were channelled towards girls’ schools. Additionally more funding was allocated towards
textbooks and maintenance where a shortage of funds was identified (Chawla, 2010).

National Health Accounts provide a better insight into where publically made information
has led to widespread support for better health financing decisions. This has been
specifically in relation to out-of-pocket expenditures in health which have adversely affected
the most disadvantaged. In Burkina Faso, National Health Accounts data revealed huge
geographic inequities in health spending with poorer regions receiving less than more
affluent areas. Boucle du Mouhoun and Nord — two of the poorest regions in Burkina Faso —
received a combined 11% total of all health care spending; this is in spite of poverty
incidences being 60% and 69%, respectively, in each these regions. This was contrasted to
the wealthier Centre region which received 29% of total health care spending in spite of
having 22% incidence of poverty. As a result of the findings, the government and
development agencies allocated more resources to poorer regions (Zida et al., 2010).

Similarly in India, National Health Accounts data revealed that household spending on health
accounted for 78% of total health expenditure, therefore making the case for increased
public health spending. The high burden borne by households, as revealed in the first round
of the National Health Accounts, prompted the government to establish the National Rural
Health Mission (2005-2012); objectives included increasing public expenditure on health and
reducing the regional imbalances existing in relation to health infrastructure. It also led to
the creation of the Rashtriya Swasthya Bima Yojna (RSBY) — a government-funded health
insurance scheme targeting the poor (Maeda et al., 2012).

While National Education Accounts are not as well established as National Health Accounts,
in 2013 in partnership between the UNESCO Institute for Statistics (UIS), the UNESCO
Institute for Education Planning (IIEP) and the Global Partnership for Education, technical
support was provided to eight GPE member countries to initiate pilot National Education
Accounts.™ This was intended to collect good quality education finance data from the
government and external funders to glean whether resources are equitably and efficiently
allocated. Going forward, the education sector can learn much from the experiences of
health as far as rolling out National Education Accounts are concerned; work on
institutionalizing and better linking these to high-level policy decisions on education
expenditure needs to be accelerated if the 2030 education goals are to be achieved.

11 Cote d’Ivoire, Guinea, Lao PDR, Nepal, Senegal, Uganda, Vietnam and Zimbabwe
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Recommendations

1.

10.

Governments must make a strong commitment in both increasing resources collected
in taxable revenue, and spending a minimum share of the government budget on
education according to the benchmarks agreed upon by the international community.

Governments must collect resources equitably, ensuring that the indicative 20% tax-to-
GDP ratio is met through progressive tax revenues that do not harm the poorest and
most disadvantaged. Efforts to broaden the tax base must minimize harmful tax
practices which exempt or allow for tax evasion practices by powerful interest groups.

Donors must increase the levels of aid currently invested in strengthening domestic
resource mobilization, ensuring that this is achieved through progressive tax systems.
Support must be provided beyond just the technical, and complemented by evaluating
the political will for such reforms at country level.

Domestic spending must commit to prioritizing those levels most likely to be accessed
by the poor. Despite the ambitious nature of the global SDG agenda for education, an
incremental approach in rolling out fee-free access beyond the primary level is
recommended to guarantee the principle that no one is left behind.

Governments should re-balance domestic expenditure towards pre-primary and earlier
grades of primary, where learning disparities between disadvantaged and advantaged
children can most effectively be addressed.

Cost-sharing and recovery of higher education need to be considered in order to
reverse the current regressive spending in education within many poor countries.

Education spending must adopt equity of funding approaches to address the historical
disadvantage faced by the poorest groups. The design of funding formulas and how
they are executed must take into account how they can most effectively improve the
learning outcomes of the most disadvantaged children.

Government spending on education must be complemented with cash transfers for the
most disadvantaged. Cash transfers should be targeted to the most vulnerable groups.

Regular, comprehensive and systematic analysis to better understand the combined
impact of tax collection and government expenditure on income inequality and poverty
across countries must be invested in with a specific focus on the implications to the
education sector, and the most disadvantaged children.

Scaling up investment to institutionalize country level data tools needed to track who
the disadvantaged are and where funding for education comes from in a timely and
systematic manner. Rolling out National Education Accounts and linking this to high-
level policy decisions for the education sector must be prioritized.
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Conclusion

At the turn of the millennia when the Millennium Development Goals were set, much of the
discussion centered on education inequalities between countries. While this remains
important, the high rates of growth that many countries once classed as “low-income” have
witnessed over the last 15 years —accompanied with widening inequalities in-country —
mean that equal, if not greater, attention must be given towards reducing and, indeed,
reversing in-country inequalities in education. If the universality of the SDG goals on
education are to be realistically achieved between now and 2030, action is needed now on
government policies regarding equitable resource mobilization and government
expenditure.

This paper has pointed to three very distinct but complementary ways which tax systems
and government spending must do more to ensure no one is left behind. Firstly,
governments must commit to ensuring that beyond collecting a minimum of 20% of GDP in
tax revenue, tax bases are diversified towards progressive taxes which redistribute wealth
and do not in the process hurt the poor and disadvantaged. Secondly, governments must
ensure that they keep to the Incheon Declaration adopted at the 2015 World Education
Forum that a minimum level of the government budget is spent on education (15-20%), but
go beyond this to ensure the resources target those areas of education most likely to
accessed by the disadvantaged. Thirdly, education expenditure and other expenditure on
public services must be complemented with targeted cash transfers to the most vulnerable
households to help mitigate long-standing historical disadvantage.

These recommendations cannot be institutionalized and enforced without investment in the
data needs to implement and track progress. Accurate and publically available information
remains vital to pinpoint where the poorest and disadvantaged are situated at the sub-
national level, where current expenditure on education is coming from and what it is
currently being spent on. As it stands governments, donors and other policy-makers in the
education community are hindered in their full understanding of these issues due to the lack
of timely, accurate and transparent data. Investment in institutionalizing National Education
Accounts needs to be a priority in order to ensure the effective execution of the
recommendations on progressive taxation, education expenditure and targeting of
resources to those who need them most.
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