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Introduction

The Education Finance Watch (EFW) is a collaborative
effort between the World Bank (WB), the Global Education
Monitoring (GEM) Report, and the UNESCO Institute for
Statistics (ULS). The EFW aims to provide an analysis of trends,
patterns, and issues in education financing around the world. The
EFW uses various sources of education, economic, and financial
data from the World Bank, UIS, the International Monetary
Fund (IMF), and the Organisation for Economic Co-operation
and Development (OECD).

The first volume of the EFW report (EFW2021) documented
continuously increased global education spending in absolute
terms over the decade but indicated that the COVID-19
pandemic would interrupt this trend. EFW2022 shed light on
the impact of COVID-19 on global education spending in 2020,
the first year of the pandemic, and revealed that half the analyzed
sample of countries reduced their annual education spending, in
real terms.

This year, the EFW2023 updates analyses on trends and
patterns of education spending for the past 10 years, up to 2021,
the second fiscal year after COVID-19. As a special theme of
this year’s volume, the EFW2023 sheds light on changes in
the school-age population and projects its fiscal implications
for the upcoming ten years for selected countries. In 2021,
low-income countries (LIC) increased year-on-year total
education spending (a total of government, households, and
development aid) in real terms. This increase was driven by an
increase in government spending, which reached 50 percent of
total education spending, while official development assistance

(ODA) to LIC decreased both in absolute and relative terms.

1 To account for inflation, we use real terms throughout the EFW2023.
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Although the increase was notable, it was insufficient to close
the learning gap sustained during the pandemic. Indeed, around
the world countries of all income levels are grappling with
pandemic-induced learning loss.
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The pandemic caused significant learning losses that will
harm the future of people and economies alike if the right
investments in education — in terms of amount, efficiency, and
equity — are not implemented right now. School closures are
expected to reduce the learning-adjusted years of education
across developing regions by roughly a third to a full year
(Azevedo et al. 2021). This, combined with deskilling due to
prolonged unemployment, will likely lower future earnings
and dent human capital (Fasih et al. 2020; Fuchs-Schiindeln
et al. 2022). Overall, the COVID-19 pandemic could reduce
developing regions’ potential growth by a further 0.6 percentage
points, to 3.4 percent over the next decade, absent reforms to
boost underlying drivers of long-term growth (World Bank
2021). Increasing investment in human capital can help reverse
the losses caused by overlapping adverse shocks of recent years
(Schady et al. 2023; World Bank 2023).

Less learning translates into lower earnings over the course
of an individual’s lifetime. While more years of education
are associated with higher earnings, every standard deviation
(SD) increase (decrease) in cognitive skills is associated with a
substantial increase (decrease) in earnings. The global learning
loss is equivalent to 0.7 years of lost learning (0.2 SD), which
could translate into an annual reduction of 6.5 percent in the
future earnings of current students once engaged in a job, as a
result of lower productivity due to fewer cognitive skills. This
reduction in earnings prospects could contract national income

growth by 2.2 percent each year of working life (45 years on
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average) of the generation hit by the pandemic (Psacharopoulos

et al. 2021).

Learningloss is significantly higher in middle-income countries
(MIC) and LIC, which already come from a low learning base.
'This situation positions around 86 percent of the world’s current
student population at risk of encountering lower future earnings
within countries with tighter economic restrictions. Education
was hit the hardest in MIC. These countries account for 76
percent of the world’s student population and face a full year of
lost learning, which will likely contract future annual earnings
by 9 percent and annual economic growth by 0.1 percent. Future
economic growth in LIC is likely to suffer the most because of
pandemic-induced learning loss. LIC learning loss is equivalent to
0.7 years of education, which is likely to lead to a reduction of 7.4
percent in annual earnings which will translate into a 7.5 percent
decrease in their annual economic growth. Larger learning losses
and tighter economic restrictions put LIC and MIC countries
at high risk of falling into a vicious cycle where low education
spending produces less learning in the aftermath of the pandemic
leading to lower economic growth, and lower economic growth
produces even lower investment in education, and so on.

High-income countries (HIC) investing heavily in education
every year managed to minimize their learning loss. HIC
encountered a learning loss equivalent to 0.4 years of schooling,
which could result in a decrease of 4.2 percent in future annual
earnings and a contraction of 0.7 percent in national economic
growth.



1. The pandemic exacerbated the global learning crisis and
government education spending is insufficient to close the
learning gap. Along with a slight rise in annual real spending
on education, government per-capita education spending
increased in 2021. This is striking, given that it occurred
during the height of the pandemic. However, spending as a
percentage of gross domestic product (GDP) declined in all
country income groups, except LIC. Government spending
on education has historically accounted for less than half of
combined education spending in LIC but reached 50 percent
in 2021. In countries of all income levels, particularly LIC and
MIC, spending increases were far from sufficient to even make
a dent in the large learning gap.

. Now that external support is needed most, ODA is falling
—and could be spent more efficiently. Aid to education fell
by 7 percent, from US$19.3 billion in 2020 to US$17.8
billion in 2021, because of the reduction in general budget
support, which returned to pre-COVID levels. ODA for
education continues to be important for LIC, accounting for
13 percent of their total education expenditure; nevertheless,
the proportion of ODA devoted to education is declining.
Only 30 percent of direct aid to education among the ten
largest donors to sub-Saharan Africa (SSA) goes straight to
recipient countries; the remainder is funneled through donors’
aid agencies, international and domestic non-governmental
organizations (NGOs), and multilateral organizations. Since
2017, there has also been a significant discrepancy between aid
commitments and disbursements among multilateral donors,
totaling US$1.7 billion in unused commitments over the five
years.

. Families spend significant portions of their funds on
education; more than one-third of total education spending
in LIC and lower-middle-income countries (LMIC) is from
households. Within countries, household spending varies
considerably by household characteristics. This includes socio-
economic status, household location, education levels, and the
type of school children are (or are not) enrolled in. Overall,
households spend more money on non-state (private) than
state (public) schooling. In selected African countries, it costs
families 1.5 to 5 times more to send a child to a private rather
than public school.

. Demographic changes present challenges and opportunities
for education financing. While more education spending
does not necessarily lead to better education outcomes,
learning outcomes are lowest in countries spending the
least per school-age child. LIC and LMIC exhibit a striking

variation in demographic change: some countries are
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experiencing or will soon face a decline in per-capita public
education expenditures partially caused by a growing school-
age population, while others are seeing school-age population
stagnation or decline and could free up fiscal space to increase
per-capita education expenditure.

. Closing the learning gap will require more efficient and

equitable financing. In all countries, particularly those with
relatively lower income, the level, efficiency, and equity of
education spending is often inadequate to reach learning goals.
More money will only partially solve it. In a current climate
of increasing inflation, high debt-to-GDP ratios in many
countries, and falling ODA, particularly to LIC, spending
smarter is the imperative and urgent next step. Doing so can
mitigate pandemic-related learning loss, helping to develop
the foundational skills needed to grow human capital and
sustain economies into the future.

.Education spending data availability has improved

considerably, yet gaps remain. The actual availability of
the latest data for the key education finance indicator,
“governmental spending on education as a percentage of
GDP,” fell from 76 percent of countries reviewed in July 2022
to just 66 percent in July 2023.



Global education
spending trends

This section puts observed education spending trends during the
onset of COVID-19 into alonger-term perspective and analyzes
changes in spending distribution by source. Education spending
data availability has improved considerably, yet gaps remain (see
Section 7). The EFW uses a coherent methodological approach
to deal with missing education spending data by imputation
to estimate total education spending for the past 10 years. The
specific methodology and rationale are described in detail in the
accompanying Technical Note.

The economic and social implications
of spending well on education

Education is a key investment in human capital that translates
into economic growth. Education raises productivity (Sianesi
and van Reenen 2003; Hanushek and Woessmann 2010;
Hall and Jones 1999; Schoellman 2012; Hendricks 2002).
According to harmonized learning outcomes (HLO) database,
a change of 1 percent in learning is associated with a change
of 7.2 percent in annual growth (Angrist et al. 2021). It is
an economically and socially productive investment partially
because of its positive association with earnings (Card 2018).
One additional year of schooling increases earnings by 10
percent (Psacharopoulos and Patrinos 2018; Montenegro and
Patrinos 2021), which is greater than stock market returns
(Heckman 2008; Arias and McMahon 2001). In almost every
country and at all levels of schooling, returns to education
are higher for women (10 percent) than for men (8 percent)

(Figure 1).

LIC have the most to gain by investing in education. The social
rate of return to human capital — compared with investment in
physical capital — is higher in LIC than in countries with greater
income levels (Psacharopoulos 1973; Psacharopoulos et al. 2017).
Also, the average payoff for one more year of schooling is higher
in LIC than in MIC and HIC. This also happens by education
level. The average returns to primary, secondary, and tertiary
education are higher in LIC.
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Figure 1. Returns to education (percent)
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The longer a child stays in school, the greater the return.
Returns to education are highest at the tertiary level across
the world, even in LIC where there is a scarcity of skilled labor.
This fact has been characterized as a race between education
and technology (Goldin and Katz 2009; Tinbergen 1974),
and shows that, while the demand for skills is increasing due
to a technological change that puts a premium on higher
order competencies, globally the supply of schooling is not
keeping up with demand for such skills. Further, workers
with higher education are better at learning new skills and
adapting to changing conditions (Schultz 1975), for which
the labor market also pays a premium. Also, during crises,
the employment prospects of tertiary education graduates
are protected by their skills, while the earnings of those with
secondary education or less are more vulnerable, which likely
contributes to persistent wage inequality. The insulating
effect of higher education was observed during the financial
crisis of the 1990s and the late 2000s recession (Cholezas et
al. 2013; Fasih et al. 2021; Fiszbein et al. 2007; Patrinos and
Sakellariou 2006; Psacharopoulos et al. 1996), as well as during
the COVID-19 pandemic. Analysis of the returns to education
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Figure 2. Total real spending on education began to increase in 2021 following a brief period of stagnation due to the
COVID-19 pandemic

a. Government, ODA, and household spending on education,
constant 2021 USS, trillion, 2012 - 2021

b. Evolution of total real education spending (all sources), by country
income group 2012 — 2021(2012 = 100)
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Note: LIC: Low-income countries, LMIC: Lower-middle-income countries, UMIC: Upper-middle-income countries, HIC: High-income countries, follows the World Bank country income
classification published in 2022 (https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups, accessed on 28 June 2023). Interpolation was
used to fill in missing data and ensure a comparable sample of countries in all periods. Considering the change in data availability in the EFW2023 database post-imputation, there is a slight
increase in UMIC from 2019 to 2020, reversing a decrease initially reported in EFW2022. This shift is largely due to data changes. Specifically, 2020 data were added for three more countries

on net government education spending (net of ODA) in EFW2023, while the UIS reported seven fewer countries for actual spending.

Source: Author estimates using the EFW2023 database.

in fourteen countries for which we have data before, during,
and after the pandemic (Argentina, Bolivia, Brazil, Colombia,
Costa Rica, Ecuador, Egypt, Panama, Paraguay, Peru, Rwanda,
El Salvador, Thailand, and the United States), shows that

the average returns to higher education grew from 14.1 to

’ '

15.0 percent during the pandemic and persisted above their
pre-pandemic level afterwards, at 14.7 percent. In contrast,
the average returns to an additional year of schooling declined
during the pandemic (from 8.9 to 8.8 percent) and continued
their downward trend afterwards (to 8.5 percent).
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How has total education spending
changed over the last ten years,
particularly since the COVID-19
pandemic?

At the beginning of the pandemic, total global education
spending stagnated, but it increased again in 2021. The global
total real expenditure on education, combining spending by
governments, ODA, and households, inched upwards in 2021
to US$5.4 trillion after two consecutive years at US$5.3 trillion?
(Figure 2.a). This is a noteworthy development given that it
occurred during the height of the pandemic. It is also slightly
surprising since early reports warned of declines in spending
(Alam and Tiwari 2021; Riggall et al. 2021; UN 2020). The
overall increase (US$0.1 trillion) is driven by an increase in
government spending in all country income groups. The increase
in 2021 was modest in HIC, and more substantial in LMIC,
with a total year-on-year increase of 7.6 percent (Figure 2.b).
This difference highlights how various country income groups
have reacted differently and recovered to pre-COVID-19 levels
of education spending at diverse rates.

Government resources remain the main education funding
source in all country income groups. More than three-quarters
(78 percent) of global education spending in 2021 stemmed
from government spending net of ODA contributions,® which
increased by 2 percent from 2020 in real terms (Figure 2.a).
Households account for a sizable share of total spending in LIC
and LMIC, accounting for 37 and 36 percent of the total, in
2021. After a 15 percent increase from 2019 to 2020, ODA to
education decreased by 7 percent in 2021.

In LIC, government spending reached 50 percent of the
combined education expenditure in 2021. Historically, LIC
governments have funded less than half of total education
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Figure 3. In 2021, for the first time since 2015,
government spending made up 50 percent of total
education expenditure in LIC
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Note: Interpolation used to fill in missing data and ensure a comparable sample of coun-
tries in all periods. As in EFW2022, 218 countries and territories were included in the
EFW2023 database. To avoid double-counting, government expenditure nets out part of
the ODA received by countries.

Source: Author estimates using the EFW2023 database.

expenditures within their countries, with households and donors
playing a larger funding role than in countries with more income.
By contrast, UMIC and HIC mostly rely on governments for
their financial sources for education (around 70 percent and 85
percent, respectively, in 2021). Despite the proportional increase
in LIC government spending on education, ODA for education
continues to be important in LIC, accounting for 13 percent of

the total (Figure 3).

2 EFW?2023 revised the estimates of total global education spending upward by approximately 8 percent over the past 10 years (total education spending in 2020 was estimated at US$4.9 trillion
in EFW2022, but new estimates in EFW2023 is US$5.3 trillion). This upward revision was due to a combination of various factors, including the replacement of imputed data last year with
newly available data this year, revisions of reported data in the past year, and a rebasing year for constant values from 2020 to 2021.

3 To avoid double-counting, aid received by countries is deducted from government expenditure.



Government
spending

Government funding of education makes sense because
education and its returns constitute a global public good.
Education is a basic human service, a human right, and
optimal investment is often thwarted by market failures,
borrowing constraints, and differences in household incomes
and preferences, among others (Haveman and Wolfe 1984;
Oreopoulos and Salvanes 2011). Schooling is also a mechanism
for enhancing social cohesion and nation-building, producing
numerous positive externalities. These are some of the reasons
governments do and should continue to invest in education, even
in the face of economic, social, climate, and public health-related
crises. Education builds human capital and human capital is the
backbone of every country, strengthening its ability to withstand
and overcome, innovating into the future.

How does fiscal space vary across
countries for mobilizing greater
funding for education?

Governments are facing challenges in achieving the minimum
recommended international benchmarks on public education
spending. To ensure countries have enough financial resources
to provide education for all, UNESCO and its partner agencies
established international benchmarks, namely that governments
spend at least 4-6 percent of their gross domestic product
(GDP) and/or 15-20 percent of total government spending
on education (Incheon Declaration Education 2030). Of 27
countries with available data in 2021,* we can distinguish three
groups of countries: (1) countries that met both targets (four
countries); (2) countries that achieved one or the other (16); and
(3) countries that met neither (seven) (Figure 4). Interestingly,
our analysis reveals no definitive correlation between a country’s
income level and its adherence to international benchmarks for
public education spending. Examples of the first group include
Bhutan, Mali, Rwanda, and the West Bank and Gaza’, where

4 See Appendix for the full list of countries.

5  World Bank denomination. The denomination used by UNESCO is the State of Palestine.
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Figure 4. Many LIC and LMIC fell short of either one
or both international public education spending
benchmarks in 2021

Education as a share of total government expenditure and as a share
of GDP (%), 2021
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education spending exceeds 4 percent of GDP and 15 percent
of total government expenditure. To meet recommended
international benchmarks of over 4 percent of GDP, some
countries would need some combination of expanding the
share of government spending in the economy and increasing
the share of education in total spending. For instance, for
Mauritania to reach 4 percent of GDP, either government
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Figure 5. Comparative increase in per-capita government education spending as a share of GDP per capita in LMIC

(2018-19 vs 2020-21)

a. Changes in government education spending per capita (constant
2021 US dollars) by income group; two-year averages: 2012-
13,2018-19, 2020-21
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b. Changes in government education spending per capita as a share
of GDP per capita by income group; two-year averages: 2012-13,
2018-19,2020-21
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Note: Estimates including interpolated values of government education spending are used in place of missing country-level data. The composition of countries is the same in the two time periods
(2012-13,2018-19, and 2020-21). Per-capita figures use total pre-primary to tertiary school-age population in UIS and UNDESA. Due to an excessive amount of missing data on government
spending as a percentage of GDP per capita throughout the observed year, Figure 5.b is limited to only three country income groups (LMIC, UMIC, and HIC).

Source: Author estimates using EFW2023 database.

spending as a share of GDP would need to significantly increase
(from 19 to 45 percent) or the country would need to almost
triple its share of education spending in total public spending
(from 9 to 21 percent) while maintaining its current government

spending on GDP.

In the following subsections, we look at government education

spending over the past decade, particularly during and after the
COVID-19 pandemic.

How has government education
spending changed in the last decade?

Since 2012, government spending on education relative to
GDP has increased the most in LIC followed by UMIC,
while remaining stable in HIC and decreasing in LMIC.
More recently, in HIC, government spending declined (0.2
percentage points) from 4.9 percent (2020) to 4.7 percent
(2021), and in UMIC (0.1 percentage points) from 4.9
percent (2020) to 4.8 percent (2021). In LIC, government
education spending as a share of GDP has increased steadily
since 2018 (3.2 percent), reaching an average of 3.6 percent in
2021 (Figure 6.a). However, it is well below the international
benchmark of 4-6 percent of GDP (Education 2030

Framework for Action).

When viewed per capita, government spending on education
since 2012 increased in countries of all income levels, with HIC
improving the most (by US$1,008) and LIC improving the least
(by US$14). The amount a country spends on education per child
is the most direct measure to assess whether sufficient resources
are devoted to education. While it is difficult to establish a
benchmark for the cost of ensuring quality education in different
countries and contexts, comparisons are informative. UMIC
and LMIC were in the middle, increasing government per
capita spending on education over the past decade by US$276
and US$45, respectively (Figure 6.b). Changes in per capita
education spending over the past decade are influenced by overall
decreases in HIC countries and increases in LIC countries’
school-aged populations (see Section 6 for more on demographic

shifts).

Zooming in on changes before and after COVID-19 onset,
per-capita government spending decreased in LMIC, and
rose in HIC and, to a lesser degree, in LIC. Upon evaluating
the change in per-capita government spending across income
categories, a downturn was detected in LMIC for 2020-21
(US$337) from 2018-19 (US$340), in contrast to continuing
growth in other income groups (Figure 5). Only HIC
significantly increased expenditures, surpassing pre-COVID
levels. LIC have also increased spending, but to a far lesser degree
and from a very low base.
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Figure 6. In 2021, government education spending as a share of GDP increased only in LIC

a. Government education spending as a percentage of GDP by
income group, 2012-2021
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Source: Author estimates using the EFW2023 database.

Following the COVID-19 pandemic, overall, global
government education spending per capita increased in 2021,
after a downturn in 2020. In HIC, despite a discernible decrease
in the government share of education spending as a percentage
of GDP and while total spending on education stayed the same,
there was a 2 percent increase in education spending per capita
(up from US$8,340 in 2020 to US$8,515 in 2021) (Figure
6.b). In LIC, though experiencing an increase in the proportion
of education spending compared to GDP and an expansion
in overall educational expenditure, a comparatively marginal
absolute rise in per-capita education spending (from US$52
in 2020 to US$56 in 2021, or by 8 percent in relative numbers)

was registered.

Despite these increases, many countries are not spending
enough on education, particularly in LIC. In 2021, government
per-capita spending on education was on average 152 times®
higher in HIC than in LIC.” The amounts spent vary widely:
expenditures per child per year in LIC are on average US$56.1n
UMIC,US$1,195,and HIC,US$8,515. With this information,
it is important to distinguish between a country’s commitment
to education and the resources it has available to invest.

Per-capita spending on education grew year-on-year in 2021 in
real terms for LMIC and UMIC (Figure 6.b), but government
education spending as a percentage of GDP declined in these

6 'This is slightly lower than the 162 times noted in 2020 (World Bank and UNESCO 2022).

income groups (Figure 6.a). Per capita education spending in
LMIC increased from US$332 in 2020 to US$341 in 2021.
Similarly, UMIC increased its per capita spending in education
on average from US$1,135 in 2020 to US$1,195 in 2021.% Yet, the
global economy tentatively recovered in 2021 (IMF 2022). This
suggests that at a time when education investment should have
increased to offset learning loss due to pandemic-related school
closures, the growth in education spending lagged economic

recovery rates in LMIC and UMIC.

How has education spending changed
over the past decade, by region?

Over the past decade, government spending on education (per
capita) increased until the COVID-19 pandemic. After that
(2018/2019-2020/2021), all regions — except LAC — continued
to grow, though at a lower rate. Average per-capita government
education spending rose in all regions between 2012-2013 and
2018-2019 (see all lines between the beginning and midpoints
in Figure 7.a). Following the onset of the pandemic in 2018-
2019 and until 2020-2021, government spending slowed
around the world, dropping by US$88 in Latin America and the
Caribbean (LAC), and rising at a more modest rate elsewhere
(see decline in grey line and less-steep inclines in all other lines
from the middle to endpoints in Figure 7.a). Overall, Europe

7 Within country income groups in 2021, per capita government education spending also varied significantly, from US$17 in the Central African Republic to US$123 in Tajikistan (both LIC),

and from US$71 in Pakistan to US$1,076 in Moldova (both LMIC).
8  We use GDP deflator.
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Figure 7. Comparative decrease in per-capita government education spending

(2012-13 vs 2018-19 vs 2020-21)

a. Changes in government education spending per capita (constant
2021 US dollars) by region
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Source: Author estimates using EFW2023 database.

and Central Asia (ECA) registered the largest absolute increase
in the level of per-capita government spending on education
(US$820) between 2012 and 2021. In relative terms, South
Asia showed the largest increase with per-capita government
spending going up 54 percent over the decade.

Government education spending per capita as a share of GDP
per capita has not recovered. Educational spending per capita
as a share of GDP per capita shows the proportion of economic
output that is allocated to education spending per person (Figure
7.b).° In LAC countries, average education spending per capita
decreased between 2018-19 and 2020-21. At the same time,
education spending per capita as a share of GDP per capita
increased, indicating the decrease is led by the overall economic
downturn experienced in LAC.? By contrast, both ECA and

EAP saw an increase in education spending per capita as well
as an increase in the proportion of economic output allocated
to education spending per person between 2018-19 and 2020-
21, indicating average government education spending in those
two regions grew between pre- and post-COVID-19 onset even
while their economies were impacted by the pandemic.

What is being spent is not always spent well. Achieving better
learning outcomes requires efficient use of adequate resources.
There are wide variations in efficiency in spending between
countries: South Africa, an upper middle-income country, invests
US$1,400 per child. However, it struggles with a persistently high
learning poverty rate of 79 percent (2016 PIRLS). This level of
learning poverty is like that of Guinea, a much poorer country,
which invests about US$50 per child.™

9 LAC region faced a significant economic downturn in 2020 (negative 6.5 percent annual GDP growth from 2019, which is more than double of world average of negative 3.1 percent that
year). WDI. https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG, accessed on July 27,2023.
10 Here it is interesting to note that the variance in human resources costs between South Africa (more) and Guinea (less) does not fully explain the large difference in their returns on education

investment.
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Education aid

| How has aid to education changed?

Aid to education has declined. Over the period of a year,
international aid to the education sector declined by almost
US$2 billion, or by 7 percent in real terms (Figure 9)." It fell
from US$19.3 billion in 2020, to US$17.8 billion in 2021.12 Total
aid to education includes two factors: (1) direct aid from donors
that are specifically earmarked for education, and (2) a 20 percent
estimation of general budget support, which is aid provided to
governments without being earmarked for specific projects or

sectors.” Direct aid (ODA grants and ODA loans) specifically

© Irina Oleinik | World Bank | 2012

earmarked to education is dominant (over 85 percent) in total
external finance flows (sum of ODA, Other Official Flows (OOF),
private development finance, and equity investment) to education
in 2021.In LICs, earmarked aid to education was particularly high
(almost 95 percent) in 2021. The share of ODA in total external
finance flows in the education sector is higher than in other sectors
such as Transport and Energy, whose share is about 55 percent of
total external finance flow (Figure 8). A large part of a reduction
in aid can be attributed to a decline in general budget support.
Excluding global budget support, direct aid to education has
remained stagnant since 2018 at around US$15 billion.

Figure 8. Education receives most of its total external finance flows in the form of grants

a. Total external finance flows, by sector and source, 2021

b. Total external finance flows to education, by source and income
group, 2021
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11 'This includes only ODA grants and loans for education; it does not include other official flows (OOF) such as non-concessional loans (e.g., IBRD loans) or private development finance.

12 The most recent year with sector and recipient level data.

13 For this report, we estimate that 20 percent of direct budget support to governments is diverted to education.




Figure 9. Aid to education fell by 7 percent from 2020
to 2021

Total aid to education disbursements, by education level, 2010-2021
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The largest brunt of the decline is being felt by LICs, and
specifically in basic education.” The OECD’s Creditor Reporting
System (CRS), which tracks international aid flows, shows that
almost 85 percent of aid to education goes to individual recipient
countries, as opposed to regional or broader cross-country
programs. Of that 85 percent, LICs received 22 percent of all aid
directed to education. Basic education receives approximately 39
percent of total education aid, secondary education receives 21
percent, and tertiary education receives 40 percent. Since 2010,
the share of aid to basic education has fallen by 5 percentage
points, while the share of secondary education has increased by
roughly 4 percentage points, showing a slight movement. Since
2015 there has been a notable increase in aid to basic education,
specifically targeted at LICs. In absolute terms, the amount they
received almost doubled from US$1.1 billion in 2015 to US$2.0
billion in 2020, before falling to US$1.7 billion in 2021.

Sub-Saharan Africa (SSA) receives just over one-third of all aid
for basic education,and MENA's share of the total is increasing.
Sub-Saharan Africa has over half of the world’s primary-age
out-of-school children, received approximately US$2 billion of
total basic education in 2021, which has stayed at the same level as
it was in 2010 (US$1.9 billion). By contrast, the amount of aid to
basic education for countries in the Middle East and North Africa
(MENA) has more than doubled — increasing from US$0.8 billion
in 2010 to US$1.9 billion in 2021 in real terms. In large part, this
is due to the recent influx of aid for the Syrian refugee crisis.

© Dana Smillie | World Bank | 2010

Most of the aid to education is from a handful of donors. More
than 50 percent comes from 5 donors — European Union, France,
Germany, Saudi Arabia, and the World Bank combined. Including
the next 3 top donors — Japan, the United Kingdom, and the
United States, we reach 70 percent of all education aid donations.
Between 2019 and 2021, Germany was recorded as the largest
donor to international education aid, giving an average of US$3.3
billion a year. However, it is important to note that Germany, as
well as other countries like France, allocate 60 percent of their
aid to education at the post-secondary level within their own
countries. This is because these countries count disbursements
that go largely to scholarships and imputed student fees to
international students in their ODA total. These waived tuition
expenses are estimated and recorded as aid. Japan also distributes
more than one-third of its aid to scholarships and imputed student
fees. The United States, by contrast, does not include international
student scholarships as a form of education aid.

If scholarships and imputed student fees are excluded from
all grant donations, the World Bank is the largest education
aid donor. The World Bank roughly finances US$1.8 billion
in education aid a year through International Development

Association (IDA). This is followed by Germany and the United

14 Per OECD definition, basic education covers "primary education, basic life skills for youth and adults, and early childhood education”.
15 Approximately 67 million primary education age children are estimated to be out-of-school in 2021, of which 36 million children are in SSA (GEMR and UIS 2022).



Figure 10. European Union, Germany, and World Bank/
IDA have been increasing aid to education

Three-year average of aid to education, excluding scholarships and
imputed student fees, seven largest donors, 2004-06, 2009-11,
2014-16, and 2019-21
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States (US$1.4 billion each roughly), and the European Union
(EU) (US$1 billion). Aid from the United States has remained
constant recently, while other donors such as Germany, the EU,
France, Japan, and the World Bank show slight increases in
recent years. However, in contrast, education aid from the United
Kingdom has dropped significantly by 39 percent between 2014
and 2021 (Figure 10).
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Figure 11. Education takes a back seat: Widening
disparity in funding priority with health

Share of education sector in comparison to health in sector-specific
ODA, 2002-2021
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In Sub-Saharan Africa, donors disbursed a third of their aid
to education in 2021 through non-government organizations
and universities. France and Germany channel large parts of
aid through their own development agencies. The World Bank/
IDA only funds recipient countries directly; by contrast, the EU,
Germany, the United Kingdom, and the United States distribute
no more than 20 percent of their aid directly to recipient countries.

© Sarah Farhat | World Bank | 2017
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Figure 12. Multilateral commitments to education exceeded disbursements in recent years

Total aid to education disbursements and unused commitments, by type of donor, 2002-2021
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The share of education aid compared to other sectors has fallen
in recent years. Despite international calls for more education
financing, the portion of international aid allocated to education
has decreased slightly since 2002 and has remained stagnant in
recent years. It reached the lowest point of 9.7 percent in 2013
and 2015 (Figure 11). Although there were some signs soon after
that the share might recover, as it reached 10.9 percent in 2019,
it fell back to 9.7 percent in 20202021, absorbing the impact of
the shift in donor focus on health during the pandemic, which
saw an increase from 16.6 percent in 2019 to 19.5 percent in 2020
and 23.3 percent in 2021.

There is a lag among donors between commitments to
education and disbursements allocated in the same year.
It is not straightforward to compare the two: commitments
predate disbursements by some years. However, it is worth
noting that in education, there has been a larger discrepancy
between commitments and disbursements in recent years among
multilateral donors. As we see from the figure below (Figure 12),
the discrepancy was first seen in 2017-18.The figure shows that
for multilaterals, on average, US$1.7 billion has gone unspent
since 2017. In the education sector, bilateral aid has been 4
percent unspent since 2002, while multilateral aid is on average
21 percent unspent. In contrast, the health sector spends all or
uses more aid than it commits each year: since 2002, on average,

14

© Nafise Motlaq | World Bank | 2013

only 4 percent of bilateral aid and 3 percent of multilateral aid
has gone unspent each year. More research to inform policy
could be helpful.



Household spending
on education

Economic shocks often decrease household spending on
education (Read 2020), as families are less able to pay for
education until the economy recovers (World Bank 2020).
EFW2021 and EFW2022 reviewed trends and patterns of
household spending in education over the past decade, using the
global database. EFW2023 advanced this analysis by accessing
household survey data and country case studies on household
education spending, such as by education level, type of schools,
and education items that households pay for.

How important is household
education spending globally?

Household spending as a share of total education spending is
highest in LIC and MIC. In 2021, households accounted for
32 percent of total education spending in LIC and MIC, while
household contributions to education in HIC were around 16
percent (Figure 3).

Household spending levels are different from country to country
and within a country. In LIC and MIC, household spending
as a proportion of total education spending ranges from 5 to
80 percent. This wide difference is seen even within the same
country’s income group. For instance, in 18 LIC household
education spending accounts for between 5 and 73 percent of
total education financing. In general, richer households spend
a higher proportion of their income on education than poorer
households (Foko et al. 2012, World Bank and UNESCO 2022).
However, the financial burden is higher for poorer households
who are less able to afford schooling for their children than for
richer families (UNESCO 2021).

Education spending is costly for households, especially poor
households. Within countries, governments provide public
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schools and may pay private school tuition for some families.
However, school fees go beyond tuition and often include books,
uniforms, etc. Even when governments proclaim ‘fee-free’
education, households spend money to send their children
to school. This constitutes a regressive tax when education is

compulsory, and often excludes poor children from schooling
(Hamillman and Jenker 2014; UNESCO 2021).

International remittances increase household expenditures on
education and other essential goods and services, particularly
in LIC and LMIC. Recent estimates (Ratha et al. 2023) show
that globally, remittance flow to LIC and LMIC was limited
in 2020 (1.4 percent decrease from 2019), after which the flow
surged and continues growing (Ajefu and Ogebe 2021). The
impact in SSA LIC and UMIC lagged, with countries registering
a large decrease in 2020 (13 percent down from 2019) before
recovery in 2021 (16.3 percent up from 2020). Families relying on
remittances to fund their children’s education likely experienced
income loss due to the pandemic’s onset (Al-Samarrai 2020),
and thus their education spending in 2020 may have decreased
in response.

Household spending on education is elastic. This is based on the
household’s socioeconomic status and the specific characteristics
(line items) of public investment. When government spending
on education increases as an overall share of GDP, household
spending on education also increases (Naurin and Pourpourides
2023). However, within certain groups, households spend less
on education when governments spend more. For example,
in a household with few resources, if the government begins
providing educational materials like textbooks, a parent may
reallocate education resources to other household needs. In India
and Zambia, when the government provided grants to schools,
parents reduced investments in their children’s schooling (World

Bank 2018).
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Figure 13. The share of education in total household consumption varies by economic status and location

Share of household spending on education as a share of total household consumption, %, various years
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How much do households in LIC and
LMIC spend on education and on what
items?

Regardless of economic status or school type, households bear
significant costs when sending their children to school. This is
the case for all six LIC and LMIC analyzed in EFW2023.¢ For
example, in Ethiopia, households spent on average Ethiopian
Birr 2,342 (approximately US$43) per primary student, which
was equivalent to 4 percent of the country’s GDP per capita in
2022." It is noteworthy that households have maintained and
even increased their absolute levels of spending on education
despite the collapse of incomes over 2020 and 2021 and the
significant amount of time children were not enrolled in school.

In some LIC and LMIC countries, households have decreased
the share of their budget allocated to education. Ivorian
families slightly decreased the share of education in their total

household consumption expenditure from 2.2 percent in 2015 to
2.0 percent in 2019. The decrease was stronger in two countries
where spending was compared before and after COVID-19.
Households in Ethiopia (from 1.7 percent in 2019 to 1.3 percent
in 2022) and Tanzania (from 3.1 percent in 2015 to 1.1 percent
in 2021), reduced the share of education in their consumption. In
contrast, Burkina Faso (from 1.9 percent in 2014 to 2.3 percent in
2019), Ghana (from 5.9 percent in 2013 to 8.2 percent in 2017),
and Nigeria (from 4.8 percent in 2016 and 5.9 percent in 2019)
increased the share.

While wealthier families are often seen to allocate a higher share
against their total household consumption for education, this
is not always the case. For instance, poorer families allocated a
larger proportion of their budget for education in Burkina Faso
(2014) and Cbéte d’Ivoire (2019) than did wealthier families.
Also, urban households spent a larger share of their budget
on education than did rural households. For instance, urban

16 To analyze household spending we give examples from six LIC and LMIC countries: Burkina Faso, Céte d’Ivoire, Ethiopia, Ghana, Nigeria, and Tanzania. The data come from household
surveys that were conducted at least twice in the past 10 years. Household education spending was analyzed in terms of its share of total household consumption for a particular year, by the
type of educational institutions (state or non-state schools), household residential areas (urban or rural), household wealth quintiles, and education levels (pre-primary, primary, secondary, and

higher education).

17 Own calculation, using Ethiopia Socio Economic Survey 2022 dataset for education spending per capita and IMF WEO database for GDP per capita (accessed on May 30,2023).
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Figure 14. Most household spending on education went to primary and secondary education

Distribution of household education spending, total (state and non-state), %
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households in Burkina Faso spent 3.5 percent of their budget
on education while their rural peers spent 1.7 percent in 2019
(Figure 13).

Household spending is largely concentrated in primary and
secondary education. EFW2023 looked at which education
levels households spent most in each country. Among the
countries analyzed, families spent over 80 percent of their
education funds on primary and secondary education, and just
20 percent on tertiary. Households in Burkina Faso allocated the
most (up to 96 percent in 2019), while Ethiopian households
allocated the least (66 percent in 2019) to primary and secondary
education. This pattern among countries remained constant
(Figure 14).

Not surprisingly, households spend more money on private
schools than on public. In most cases, the per-student education
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cost in private schools is 1.5 to 5 times higher than in public
schools; in Ethiopia and Tanzania, it is 10 times higher. While
some private schools cost a lot, others supply their education
service at low cost (UNESCO 2021). Private costs are especially
high at the pre-primary and primary education levels, compared
to public schools. For instance, in 2018 Ethiopian households
needed to pay more than 20 times to send their children to
non-state pre-primary schools compared to their peers who sent
children to public pre-primary schools. Tanzanian families spent
19 times more on non-state primary schools in 2021, while the
ratio in secondary education was relatively lower (5 times). In
private primary schools, fees are key spending items (the largest
item in four countries and the second largest in two). In public
primary schools, fees are not among the top three items in any
country. This pattern is observed in other countries in Africa.
Opverall, the share of school fees is lower when children attend
public schools (except in Burkina Faso in 2014).



Equity
and efficiency

Will increasing spending be enough to
close the learning gap?

School closures during COVID-19 worsened the global
learning crisis. Before the COVID-19 pandemic, six out of ten
students in LIC and MIC could not read and understand simple
texts by age 10 (World Bank et al. 2022). Upon the pandemic’s
onset, learning losses were projected (Azevedo et al. 2021). Actual
learning losses are much worse than projected: now seven out of
ten cannot read (World Bank et al. 2022). On average, one month
of school closures led to one month of lost learning (Schady et
al.2023). Learning loss is significantly larger for students whose
schools faced relatively longer closures (on average of 33 percent
of a SD — roughly equivalent to one year of schooling — in 65
countries globally, and 20 percent of a SD in ECA). Further,
lower-achieving students before COVID-19 have experienced
much larger learning losses than higher achievers (Jakubowski

et al. 2023; Patrinos et al. 2023).

Without adequate remediation, learning loss will likely translate
into a huge negative impact on the global economy - up to a
0.68 percentage point reduction of GDP growth, totaling a
global loss of more than 80 trillion (analysis using PIRLS 2021
data) (Jakubowski et al. 2023). Because economic growth is a
main driver of increased education spending, the global income
loss could in turn substantially decrease future public education
spending (Al-Samarrai et al. 2019). In this negative scenario, a
negative cycle perpetuates — lower-skilled individuals earn less,
countries experience GDP erosion as a result and consequently
invest less in education, ad infinitum.

Countries with lower education spending and efficiency
are expected to see the largest learning gains from increased
education financing. While in general there is no direct correlation
between education spending and student learning outcomes,
there are empirical suggestions that colinear relationships exist
between the two in countries where education spending is still
low or relatively low (Al-Samarrai et al. 2019; Vegas and Coffin
2015). Using global data from 41 countries compiled by Patrinos
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Figure 15. Increasing education spending would lead
to decreased learning loss
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(2023), EFW2023 found schools in LIC closed for an average
of 30 weeks and learning outcomes were significantly lower than
global benchmarks (e.g., harmonized learning outcomes (HLO):
329 in LIC vs 462 in global samples). If government per-capita
education spending in LIC were increased by 30 percent (US$56
to US$73), LIC could mitigate learning loss equivalent to 0.36
years of schooling. If LIC schools closed longer (33 weeks, which
is the average for MIC), LIC would need to increase education
spending more to reduce learning poverty at the same level (0.24

t0 0.12 SD), at least $76 (Figure 15).

Increasing funding for education has a significant, though
relatively weak, impact on student learning. Al-Samarrai
and Lewis’s (2021) econometric analysis in Brazil, Colombia,
Indonesia, and Uganda shows that both government transfers and
subnational education spending have a positive and significant
impact on student achievement. For example, in Indonesia, a 10
percent increase in subnational per capita education spending
increased students’ test scores by 0.6 percent. However, although



the relationship is significant, it is not very strong, and there is
considerable variation in the effectiveness of subnational entities
in translating funding into outcomes.

Increasing education spending is necessary, but not sufficient to
halt learning loss and overcome the learning crisis. If countries
increase education spending by one percent from 2020-2021
levels, learning loss could be mitigated by 0.4 percent in SD,
equivalent to 0.01 years of schooling. However, learning loss
because of school closures is larger than this (author estimates
using data in Patrinos 2023). It is estimated that global education
expenditure is over US$5 trillion. Public expenditure on
education is significant; on average, countries spend about 4.5 to
5 percent of GDP on education, except for low-income countries
(3 to 3.5 percent, on average).

Despite increases in education spending and schooling
worldwide,'® learning poverty has reached high levels.”
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Education financing is an important factor: Often, countries
are either spending too little, the spending is ineflicient, or a
combination of both (Al-Samarrai and Lewis 2021). What
governments spend on, and how, are key to recovering learning
loss and avoiding the ‘negative cycle,” mentioned above. If
spending is ineflicient, meaning misallocated and misaligned,
and/or does not target what works, it will not translate into
student learning. Further, education funding must be equitable
to bring and keep all children in school and learning.

Key learning outcomes are lowest in countries spending the
least per school-aged child. EFW2023 updates the analysis
done by World Bank and UNESCO (2021) and Arias and
Kheyfets (2023), using the latest available public education
spending data.”’ Figure 16 plots the relationship between LAY S*
and spending for each country. LIC — with few exceptions —
achieves very low LAYS with very low levels of spending per
child (blue in Figure 16.b). These countries could benefit from

18 Primary education completion rate (both sex) in LIC increased from 46.6 percent in 2012 to 55.8 percent in 2021 (SDG4 Indicator Dashboard http://sdg4-data.uis.unesco.org/, accessed on

August 21,2023).

19 For instance, learning poverty are 99 percent for Zambia, 98 percent for Lao PDR, 97 percent for Democratic Republic of Congo and 91 percent for Philippines. (World Bank and UIS. June
2022. Learning Poverty Global Database, https://datacatalog.worldbank.org/int/search/dataset/0038947, accessed on August 22,2023).

20 Asatwriting EFW2023, 2020 is still the latest for LAY data.

21 The LAYS metric combines quantity (expected years of schooling) and quality (harmonized learning outcomes). Expected years of schooling measures the number of years of school a child
born today can expect to obtain by age 18.1t is based on age-specific enrollment rates between ages 4 and 17 and has a maximum value of 14. Meanwhile, harmonized learning outcomes are
calculated using a conversion factor. For more details see Filmer et al. (2020); Kraay (2019); Patrinos and Angrist (2018).
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Figure 16: Countries differ in how effectively they translate funding into outcomes
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more spending to adequately fund essential inputs to ensure
effective delivery of education services, and from cost-effectively
investing to maximize impact on learning (Banerjee et al. 2023).
It is important to note that the correlation between education
spending and outcomes is weaker at higher levels of spending:
some countries have education outcomes that are far worse than
those of other countries with similar spending levels per child (see
LMIC in yellow in Figure 16.b). Education spending efficiency
can be improved by: (i) prioritizing universal foundational
learning, and (ii) spending a greater portion of government
expenditure on high-efficiency educational investments rather
than low-return investments (Psacharopoulos et al. 1986;
International Commission on Financing Global Education
Opportunity 2016; World Bank 2018, Angrist et al. 2023).

Increasing the cost-effectiveness of education spending could
maximize learning returns on education investments. Even
before the pandemic, actual learning in LIC was very low. On
average, a child living in a low-income country expected 7.6 years
of schooling, but only 4.3 years of actual learning — as measured
by LAYS — with a government education expenditure of US$51.8
per student a year. In contrast, a child living in a high-income
country was expected to attain 13.1 years of schooling, of which
10.3 years would be of a learning level comparable to Singapore,
with an annual government education per capita expenditure of
US$8,400.
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| Improving efficiency

Global evidence highlights myriad ways to improve education
spending efficiency. This includes reducing repetition, drop-
out, and delayed entry, deploying teachers efficiently, avoiding
teacher absenteeism, promoting teaching effectiveness, procuring
textbooks sustainably, paying teacher salaries, transferring school
grants promptly, and managing fiduciary risks effectively, all of
which evidence shows can raise educational outcomes (Arias and
Kheyfets 2023). Here we present an example about how evidence
can be used to improve the efficiency of education spending. We
draw on the approaches identified in the literature (Banerjee et
al. 2023).

One promising approach is targeting instruction by learning
level rather than age or grade. This approach requires grouping
children by learning level and providing each with teaching
specifically tailored to their learning needs (Angrist et al. 2023). It
can be accomplished with the use of technology (software) or with
teachers and teacher assistants alone. On average, this approach
could provide a full extra LAYS at a unit cost of US$33.3.
Teaching according to learning level with technology support
for one year can improve learning by 0.27 SD, which has the
potential to increase students’ future earnings by 5.5 percent while
yielding US$1,724 in future benefits per beneficiary at a student
cost per year of US$26.6. This translates into a Benefit-Cost Ratio



(BCR) of 65.The rise in earnings associated with this approach
will represent US$261 more in earnings each year per beneficiary
in LIC, and its Net Present Value (NPV) over an average working
life of 45 years would amount to US$6,390 per beneficiary
assuming a discount rate of 3 percent. If every primary student
in LIC profits from this intervention, the total labor earnings
in these countries will increase by US$28,048 million over 45
years, which represents 4.8 percent of the current year GDP. The
non-technology implementation of this approach could increase
learning by 0.15 SD in one year, potentially transforming into 3
percent higher future earnings, and future benefits amounting to
US$940 per student for each dollar invested. In this case, each
beneficiary would receive $142 more in earnings each year for
an accumulated NPV of $3,485 over their working life. If all
primary students in LIC were to receive this intervention, total
labor earnings might increase by US$15,299 million in LIC over
45 years, representing 2.25 percent of current year GDP.

Structured pedagogy aims to improve classroom instruction
with a set of coordinated inputs. This includes, for example,
lesson plans, materials, teacher training, etc.), so teachers can
give classes with clarity — even if they have limited training,
minimizing students’ misunderstanding. On average, this
approach improves learning by 0.13 SD per year of intervention,
which would reflect on a 2.6 percent increase in future earnings
of beneficiary students, namely US$123 more earnings each year.
The NPV of the additional earnings that each beneficiary might
receive over their working life amounts to US$3,021. Again, if
all primary students in LIC were to benefit from this approach,
total labor income would likely increase by US$13,259 million
over the working life of beneficiary students, equivalent to
2.25 percent of current year GDP. Also, it is estimated that its
successful implementation would yield US$105 in benefits per
each US$1 invested (Angrist et al. 2023). One extra LAYS using

this approach would require an investment of $33.3 per student.

Providing information to parents has been proven to propel
learning when it shifts beliefs around the benefits of education,
increasing enrollment and compelling parents to choose the
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best school available. Informing parents and students about the
returns to education increases LAYS by 0.08 (Angrist et al. 2023)
in LIC, which is in line with a moderate typical effect of 0.1 SD
(Evans and Yuan 2022). Although the effect is moderate, it is
cost-effective because information can be shared at a very low
cost. Considering that 1 SD increase in learning correlates with
a 20 percent increase in individual earnings (Angrist et al. 2021),
this modest learning improvement would increase students’ future
earnings by 2 percent. In this case, each beneficiary student could
receive US$95 more each year in earnings, which over a working
life of 45 years, amounts to a NPV of US$2,323. If all primary
students in LIC were to receive this intervention, total labor
income in LIC could increase by US$10,199 million, namely 1.7
percent of current year GDP, over the working life of beneficiary
students. It is estimated that successful implementation of this
approach could produce US$21 in benefits per each US$1
invested (Angrist et al. 2023). Table 1 summarizes the three
outlined interventions.

Table 1. Learning gain (SD) by strategy implemented

Initial spending ~ Learning gain with L'e ;ﬂﬁng gain dEamiil gs increase
r capita initial spending WIth per capita fue to ‘earning gain
Strategy pe spending of US$50  in previous column
(US$) (SD) (SD) %)
Structured pedagogy 7.8 0.13 0.84 16.77
Teaching according to learning level with technology use 26.6 0.275 0.52 10.32
Teaching according to learning level without technology 19.5 0.15 0.38 7.68

Source: Author elaboration based on Angrist et al. (2023) data.
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Closing the learning gap widened by the pandemic will require
more funding for education and investing each additional dollar
better to get its maximum benefit. According to the regression
we used to estimate the learning loss recovery trajectory for
LIC (Figure 15), improving learning by 0.1 SD would require
an additional investment of US$14 per student. However, the
correlation between education expenditure and actual learning
is historically weak as governments mostly invest in inputs
(building more schools, lowering student-teacher ratios, hiring
more teachers) without regard to the actual learning occurring in
the classroom (Angrist et al. 2023). One of the cheapest options
would be providing information related to education where this
is not already widespread as the cost of providing information is
very low and can yield a 0.1 SD increase in learning outcomes.
But if low-income countries were to invest US$50 more per
student — at least in the most underserved — in cost-effective
approaches any of the other two smart buys approaches (such as
structured pedagogy or teaching according to learning levels with
or without technology), they would be able to improve learning
between 0.38 and 0.84 SD (equivalent to 1.15 and 2.54 years
of additional schooling) while increasing future earnings of the
most disadvantaged between 7.7 and 16.8 percent (see Table 1).

| Equity can be improved

Education is critical to equalizing opportunities and providing
each child with the skills to achieve their full potential. Children
in disadvantaged and vulnerable situations face barriers to school
access and learning related to household income and location,
gender, ethnicity, and disability, among others (UNICEF
2023). We examine the distribution of public spending to
education across wealth income quintiles at each education level
(pre-primary, primary, secondary, and tertiary) in two countries
(Cote d’Ivoire 2015 and 2019; and Ghana 2013 and 2017), using
household surveys and published data in government budget and
expenditure reports.

Government spending for primary education benefits poorer
households. The analyses for different data points for the two
countries suggest that each year, government expenditure
distribution for secondary and tertiary education levels was
skewed to wealthier households and this was especially prominent
at the tertiary level. However, spending on primary education was
pro-poor: the Lorenz curves show the distribution of expenditure
by consumption quintile above the diagonal line (45-degree black
line in Figure 17), which means that the poorer received a higher
share of government spending. Results are mixed in the case of
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pre-primary education: wealthier families benefited more in Cote
d’Ivoire, while poorer families benefited more in Ghana. This
finding fits with current global trends as countries recognize the
importance of early childhood development to decrease delayed
entry and increase learning over the life cycle, and countries begin
to fund this priority, given its high return on investment and
positive impact on human capital development.

Sometimes governments have chosen to disproportionately
subsidize higher education. Typically, expenditure on tertiary
education is skewed toward the wealthiest as those with access
to higher education mainly come from the richest households.
Such inequities in spending result in large variances in the
quantity and quality of education received by different groups.
This, in turn, contributes to greater inequality in potential future
earnings, and persistent socio-economic disparities. Reallocating
education budgets away from tertiary to basic education can
make education financing more equitable.

At the same time, higher education financing can be made more
efficient by tapping new sources of funding. Doing so means
using future earnings to finance contemporary education. In
higher education, this can be done with income contingent loan
repayments (Barr 2014; Chapman 2016). Over 30 years later,
income-contingent loans (ICL) exist in different forms in 10
countries, although scheme design, eligibility, interest rates, and
debt forgiveness regimes differ widely between systems, and have
changed over time within jurisdictions (Chapman and Dearden

2022).

Basic literacy, including reading with comprehension, and
numeracy support individuals in reaching their full potential,
while contributing to sustainable development, inclusive growth,
and gender equality, among others (UNICEF 2022). Primary
education is the key stage for children to acquire foundational
skills and yields the highest social returns among all education
levels across the globe, especially in LICs (Psacharopoulos and
Patrinos 2018).

Using transfers to make education
spending more effective

Because intergovernmental fiscal transfers comprise a large
share of subnational spending in decentralized countries, their
design and implementation might improve education financing
and outcomes. Recent estimates indicate that 84 percent of the
world’s children live in countries where subnational authorities
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Figure 17. Government education spending is skewed towards richer households, especially at the tertiary level
Lorenz curves of public education spending by education level

Cote d'lvoire 2015 Céte d'lvoire 2019
Lorenz curve for public spending on education by level, Céte d'Ivoire 2015 Lorenz curve for public spending on education by level, Céte d'lvoire 2019
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govern.”> Over the last three decades, many have introduced If the focus is narrowed to the basic level, this share would be
reforms to decentralize education, particularly basic education.” significantly higher. In Uganda, subnational governments account
In most decentralized countries, subnational governments for over 80 percent of government spending on primary and
account for over 50 percent of total public education spending. secondary education (Al-Samarrai and Lewis 2021).

22 'The estimates are based on the Fiscal Decentralization Dataset, International Monetary Fund, Washington, DC, (accessed May 8,2020) https://data.imf.org/?sk=1C28 EBFB-62B3-4B0C-
AED3-048EEEBB684F and OECD (2019).
23 See Dyer and Rose (2005) and Channa and Faguet (2016) for discussions of the potential benefits and actual effects of decentralization in the education sector.
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Most subnational governments receive a combination of
general- and specific-purpose transfers. General-purpose
transfers are typically unconditional and can be allocated across
subnational government responsibilities, including education.
Central governments often complement these general transfers
with conditional or specific-purpose transfers targeted and tied
to providing certain inputs or improvements in education outputs
or outcomes. Beyond core funding, transfer systems can also
provide an effective system for channeling funds to education
systems during times of crisis. For example, in the United States,
tederal stimulus packages used existing transfer mechanisms to
provide additional financial support to local education systems
during the COVID-19 crisis. While all transfers provide
subnational governments with additional resources, relatively
large conditional (specific-purpose or performance-based)
transfers may improve education services most (Al-Samarrai
and Lewis 2021). For example, in Brazil and China, the estimated
marginal effect for education-specific conditional transfers was
higher than that for unconditional transfers (Box 1).

Thoughtfully designed fiscal transfers could improve equity.
World Bank public expenditure reviews and other studies have
shown that, in approximately one-half of developing countries
with available data, there was a negative and statistically
significant relationship between subnational poverty rates and
education spending (Manuel et al. 2019).2* When education
transfers include a per-student element, subnational governments
know that if they expand access, they will receive funding from
the central government to help cover the costs of providing
more school places. This has had the effect of reducing the cost

24 'There are relatively few countries that show an opposite and statistically significant relationship.
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Box 1. Using intergovernmental transfers
to improve education in Brazil

Using existing revenue sources, a performance-
based general transfer improved education spending
efficiency, and equity in Ceard, Brazil (Loureiro
and Cruz 2020; Wetzel and Vifuela 2020). In 2008,
an innovative reform of the fiscal transfer system
in Ceard linked an important general transfer to
learning outcomes. In Brazil, states are obligated
to transfer 25 percent of consumption tax revenues
to their municipalities as a general-purpose transfer.
States have discretion over how they transfer a quarter
of the total transfer and since 2008, Ceard began
allocating 72 percent of these discretionary funds to
municipalities based on their education performance.
The discretionary transfer amount is determined by
a primary “education quality index” that is designed
both to improve performance and to increase equity.
A comprehensive census-based learning assessment is
used to calculate the index. The assessment consists of
indicators on early grade literacy, learning measured
at the end of primary school, and the proportion of
children transitioning to the next grade. Municipalities
are allocated transfer resources based on their scores on
these indicators as well as on the magnitude of their
educational improvements over the preceding year.
Overall, performance-based transfers are a big revenue
source for municipalities, representing as much as
one-third of all revenue for poorer municipalities in

Ceari (Loureiro and Cruz 2020).

Rigorous evaluations show the performance-based
reform to the fiscal transfer program improved learning
outcomes in most municipalities. Even though the
transfer was not a specific-purpose transfer, evidence
indicates it led municipalities to increase their spending
on basic education and narrowed per capita differences
in transfers between municipalities (Franca 2014). The
transfers also narrowed learning gaps between poor and
wealthy municipalities (Branddo 2014). Evidence indicates
their effectiveness is linked to (1) careful design to avoid
any negative consequences - such as the risk of inter-
governmental transfers widening existing inequalities,
(2) solid and comprehensive information systems, and
(3) good implementation capabilities of subnational
governments, down to the local (municipal) level.



burden on subnational governments and households while
narrowing access inequalities. China’s New Mechanism to
Guarantee Rural Compulsory Education Financing, introduced
in 2006, strengthened incentives for provincial governments to
increase basic education access at the same time school fees were
abolished. The New Mechanism introduced a specific-purpose
transfer allocated to provinces on a per-student basis designed
to cover elements of non-salary funding and to compensate
subnational governments for the revenue lost by the abolishment
of school fees. The share of per-student funding covered by the
transfer was linked to the socioeconomic characteristics of each
province.” The New mechanism increased primary and secondary
enrollment and narrowed enrollment outcomes between
provinces (and counties). It also improved attainment and
learning outcomes, and these effects were larger for students from
disadvantaged backgrounds (Ha and Yan 2018; Xiao, Li, and
Zhao 2017). Ding et al. (2020) found that transfers did not lead
to any significant increase in total education spending because
they substituted for other “oft-budget” spending, including
household tuition fees. This may also help to explain their positive
impact on outcomes since the burden of funding shifted away
from households to governments, removing household cost
constraints associated with sending children, particularly from
low-income families to school.

Subnational transfers can enhance education spending
efficiency, especially when designed on a per capita by child
basis. In Bulgaria, the introduction of per capita financing led to
the merging or closing of some schools, significantly increasing
efficiency. Although some spending inefficiencies remain, per
capita funding formulas act as automatic stabilizers that adjust
financing mechanisms immediately in response to demographic
shifts. Conversely, fiscal transfers that are not per capita by
child can sometimes inadvertently drive inefliciencies in public
education spending. In Indonesia, the formula for the largest
general transfers includes incentives for district governments to
spend more on hiring civil servants than on non-salary spending.
In education, this has resulted in a tendency to hire more teachers
than is required to comply with minimum service standards and
maximum class sizes and is an important driver of inefficiency

(Lewis and Smoke 2017; World Bank 2012).

To address inequity through per-student transfers at
sub-regional levels, some countries employ general-purpose
transfers, while others use specific-purpose transfers. In China,
equalization general-purpose transfers make up approximately
two-thirds of all transfers to provinces and counties. These
transfers are allocated according to formulas that include
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estimates of subnational fiscal gaps, which measure the gaps
between subnational revenues and expenditure obligations, as
well as population size, and levels of economic development
(Al-Samarrai and Lewis 2021). Others use specific-purpose
transfers: In Brazil, the Fund for the Development of Basic
Education (FUNDEB) addresses equity issues by guaranteeing
minimum levels of education spending among municipalities.
Before the program began in 1996 with FUNDEB’s predecessor,
the Fund for the Development of Primary and Lower Secondary
Education (FUNDEF), there were large differences in education
spending between municipalities, driven by poorer municipalities’
limited revenues. Before the program started, the wealthier South,
Southeast, and Central West regions in Brazil were spending
almost twice as much per student as the poorer regions in the
North and Northeast (Gordon and Vegas 2005). These spending
disparities led to significant differences in education outcomes
and exacerbated more general socio-economic inequalities
between regions. FUNDEF and FUNDEB narrowed spending
inequalities by redistributing a portion of federal, state, and
municipal tax revenues among all municipalities to guarantee
a minimum level of spending per student while increasing
education funding in the poorest states (Cruz and Silva 2020;
Gordon and Vegas 2005). Per child funding — particularly
considering demographic shifts could be considered in education
funding mechanisms. (For further reading on intergovernmental
transfers to improve education financing, see Al-Samarrai and

Lewis 2021.)

25 'The central government transfers covered 80 percent of the administrative expenses and lost school fee income of the least developed provinces in the west and 60 percent of those of the
central provinces. Initially, the wealthier eastern provinces did not receive any funds through the compulsory specific-purpose education transfer, but this changed in 2015 when they received

transfers amounting to 50 percent of their total expenses.



Spotlight:
Demographic shifts

Around the world, school-aged
populations are changing

LIC and LMIC school aged populations are expanding
rapidly. In 2020, LIC and LMIC in SSA were home to 492
million children and youth, from 5 to 24 years old. By 2030, this
number will reach 620 million.? The financial pressure imposed
by working to provide education to all children and recover
COVID-19 learning losses (Sénchez et al. 2023a; Jakubowski
et al. 2023) will be even higher, especially for LIC and LMIC.
We categorize LIC and LMIC based on their school-age
population growth and total public education expenditure in
the past decade (2010-2019), grouping countries into three
categories (Figure 18).

© Arne Hoel | World Bank | 2016

For the majority of LIC and LMIC analyzed, government
per-capita education spending is projected to increase while
the school-age population is projected to grow. Their education
spending will grow faster than the school-age population.
For instance, the school-age population in Burkina Faso is
estimated to increase by nearly 25 percent in ten years. If
Burkina Faso increases its total government expenditure
on education at the pace it took during the last decade, its
education spending will grow much faster than its population
growth; government education spending will increase more
than 220 percent over the next ten years. This will lead to higher
per-capita education spending for the coming years in Burkina
Faso (red circle in Figure 18). Some regions, including SSA,
are projected to increase their school-age population in the

Figure 18. Projected changes in school-age population and total government spending

250 -
8 @ Burkina Faso
o
S 200 i
S L}
s
S
[
5 150 :
% Sri Lanka Education spending will grow
§_ India PY ° faster thgn the populatipn
5 LIPS [ ™ (per-capita spending will
& 100 g L increase)
®
S
3 [ ]
g 50 ST ~ = ‘e
£ [ ) ® . e&wu & _& 0 & -
o [ ] ®e | W ©00g "0 g 2 0
3 [ [
s e
g 0 S NPT Lt
] [ — -
.
;g; [ J ° Sudan@
o Population will grow faster
o 50 . ) B
than education spending [}
(per-capita spending will [ )
decrease)
-100 -
-30 20 -10 0 10 20 30 40

50

Projected school-age population change, 2020-30 (%)

Note:We use UN population projection data to estimate school-age population changes and used the past 10-year trend in government education expenditures (constant 2021 USD) to project
changes between 2020 and 2030. Scatter plots (countries) above the dotted line: school-age population growth rate is higher than the total government education spending growth rate. Scatter
plots (countries) below the dotted line: school-age population growth rate is lower than total government education spending growth rate.

Source: Author estimates based on UN-DESA, World Bank Databank,and EFW2023 database.

26 Author estimates using UN-DESA and World Bank Databank data.
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next decades. Such increases require more financial resources
to expand access and ensure the quality of education (Sinchez
et al. 2023b; UN 2023). For instance, SSA countries will need
to recruit 15 million more primary and secondary teachers
(8.7 million new teaching posts and 6.3 million teachers for
those who leave the profession) to meet SDG4 targets by 2030
(Teacher Task Force 2021).

Countries with estimated declines in their school-age
population (the so-called ‘demographic dividend’) may
benefit from less costly public education. This could lead to
an increase in per-capita government education spending,
benefiting students (Miller and Mauricio 2011) (yellow circle
in Figure 18). Sri Lanka and India are among such countries.
Staying on their past efforts and commitments, public spending
on education in these two countries could more than double
in a decade. In addition, the UN estimates that the school-
age populations in these two countries will decline by 6
percent in the next ten years. These two factors could drive
higher per-capita education spending in the future. However,
considering the fiscal implications of aging populations in
countries with fewer youth entering the labor market, education
financing is less elastic to school-age population shifts (Grob

and Woler 2007). This might be because money will need to be
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reallocated to support retired and therefore economically less
productive older generations.

By contrast, per-capita education spending is projected to
decline in more than half of the countries we examined (10
countries) if they maintain downward trends in government
education spending observed during the last decade. For
instance, Sudan — its school-age population will go up by
nearly 30 percent in 10 years — will likely face a challenge in a
continuous decrease of per-capita education spending if they do
not increase education allocations to keep up with school-age
population growth rate (green circle in Figure 18). Given this,
it may be prudent if: (1) countries maintain efforts to increase
government education spending and plan and act to realize better
learning outcomes, using available financial resources effectively;
(2) countries with expanding school-age populations accelerate
efforts to allocate more financial resources to education to
outpace their demographic shifts, increasing education spending
per capita; and (3) countries consider demographic impacts on
education financing, the magnitude of which varies significantly
across countries. As school-aged populations continue to shift,
governments might increase efforts to address inequities in
spending, with particular attention to poorer geographic areas,
and disadvantaged children.



Data Spotlight:
Monitoring
education spending

Education spending data availability has improved
considerably, yet gaps remain. UIS collects and reports
education spending data based on country reporting. As of
May 2023, 18 percent of countries had not reported 2017 data
on education spending as a share of GDP, and 34 percent had
not reported 2021 data (Figure 19.a). The share of education
spending in total government spending is a global SDG 4
monitoring indicator. There is a notable gap, with 50 percent
of countries yet to submit 2021 data for this indicator (Figure
19.b).

© Bart Verweij | World Bank | 2012

The timely availability of updated education finance data has
decreased compared to EFW2022. Data availability has increased
for the indicator of education spending (as a percentage of GDP
or of total government spending) after imputation. However,
compared to 76 percent and 73 percent actual data availability in
EFW2022 for government education expenditure as a share of
GDP and government education expenditure as a share of total
government expenditure, data availability in EFW2023 has fallen
to 66 percent and 50 percent, respectively. This is partially because
some countries did not report on time (Figure 20.b).

Figure 19: The gap in education expenditure data is still severe.

a. Data availability for government education expenditure as a share
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100%

90%
80%
70%
60%
50%
40% W 76% 9
30% 2 55%
20%
10%
0%

2017 2018 2019 2020 2021
[_JUN

b. Data availability for government education expenditure as a share
of total government expenditure

100%

90%

80%

70%

60%

50%

40%

30% 58% .

20% 7%

10% ;
0 15%

2017 2018 2019 2020 2021

[ Others [ Not reporting

Note: Others come from BOOST, WDI, Publication Expenditure Reviews, and the IMF’s GFS. The overall number of countries and territories is 218.

Source: Author estimates using the EFW2023 database. July 2023.

Figure 20: Latest data availability decreased in EFW2023
a.2020 data in EFW2022 vs EFW2023
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b. 2019 data in EFW2021vs 2020 data in EFW2022 vs 2021 data in
EFW2023
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Conclusion

There is a strong commitment to education. Total government spending as a share of total education spending reached
50 percent in low-income countries. Poor people in lower-income countries spend large portions of their income on
education. While there was a small increase in annual real per capita spending on education in 2021, the percentage
of GDP declined in all country income groups, except low income. Furthermore, aid decreased in real terms. While
more spending does not necessarily lead to better learning outcomes, a minimal level of spending is needed. Moreover,

public resources for higher levels of education are skewed to wealthier households, while government spending for

basic education benefits poorer households.

© Arne Hoel | World Bank | 2010
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Appendix

Government spending as a share of GDP, education spending as a share of total government expenditure, and education spending as

a percentage of GDP, 2021

iy G}(l)vt. s;;e(r;dﬁr}l)g asa Govt. education spending Govt. education spending
share o (%) as a share of TGE (%) as % of GDP
Bangladesh 13.0 10.2 1.8
Guatemala 13.4 23.0 3.1
Lao PDR 16.3 10.8 1.9
Chad 18.4 15.7 2.9
Mauritania 19.2 9.1 1.7
Cote d’Ivoire 20.3 16.6 3.5
Peru 23.5 16.7 4.0
Monaco 242 5.9 1.4
Paraguay 24.8 23.6 35
Mali 26.4 16.2 4.4
Philippines 273 16.6 3.9
Nepal 277 14.4 40
Sierra Leone 28.3 14.1 33
Cambodia 28.6 15.7 1.7
Turks and Caicos Islands 29.0 11.2 33
India 29.3 14.6 4.6
Liberia 29.7 7.4 2.5
West Bank and Gaza® 30.4 17.9 5.5
Trinidad and Tobago 31.1 9.8 3.0
Rwanda 31.6 15.5 5.6
Jordan 32.8 9.6 32
Barbados 33.8 14.8 5.0
Ecuador 35.8 10.4 3.7
Bhutan 39.3 15.7 7.0
Maldives 39.5 10.0 5.0
Saint Kitts and Nevis 44.8 7.2 2.8
Timor-Leste 44.8 7.5 5.5

Source: UIS database, accessed April 2023.

27 World Bank denomination. The denomination used by UNESCO is the State of Palestine.
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