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FOREWORD

This report is a follow-up to the two retrospectives on the quality of economic analysis conducted
by the Economics and Research Department (ERD), entitled Economic Analysis in 2002: A
Retrospective (Retro 2002) and Economic Analysis Retrospective: 2003 Update (Retro 2003). The

two previous retrospective reports concluded that the Asian Development Bank (ADB) should put more
emphasis on improving country- and sector-level economic analysis that underpins project operations.
Thus, such analysis focuses on the rationale for external assistance, i.e., identifying the relevant and
optimal role for foreign aid, and explores alternative approaches and instruments for effecting
development assistance. In so doing, economic analysis must substantively contribute to ensuring
quality at entry in that ADB operations are relevant, responsive, and results focused.

Ensuring quality at entry gives ERD an interest in disseminating to ADB’s operations the newest and
best thinking on relevant economic research. Likewise, the interactions between ERD and ADB’s
operations departments keep ERD staff informed about operations leading to relevant research. The
present retrospective report has been prepared in this spirit of enhancing an effective interface
between operations and research.

In contrast to the two earlier Retrospectives, Sector Diagnosis in Education: Economic Retrospective
2004 (Retro 2004) is more focused—on a single sector (education) and on a narrower range of issues
(sector diagnosis). Retro 2004 underlines the findings of Retro 2002 and Retro 2003. In the majority of
projects reviewed, attention was found wanting to establishing a sound project rationale. A primary
factor in the analytical weakness of project rationale seems to be lack of prior and critical analysis of
problems and their underlying causes. Solutions seem to be proposed before problems are clearly
articulated or understood. So, in order to improve quality at entry, ADB needs to further strengthen
country and sector studies. For this purpose, Retro 2004 proceeds in bringing together a set of
diagnostic tools for strengthening sector analysis.

While Retro 2004 focuses on the education sector, the research tools and findings presented are
relevant for a much broader audience than education sector practitioners. Ultimately, the issues
discussed are at the core of ADB’s poverty reduction agenda. The provision of education, health, and
other social infrastructure services to empower the bypassed and marginalized, enabling them to
participate in and benefit from the opportunities of growth, is a political and social imperative in many
developing member countries of ADB. Yet governments, saddled by growing budget deficits that are
compounded by substantial leakages, are in a quandary on what to do. Retro 2004 focuses on these
important human development goals and provides some tools for analyzing the underlying causes and
designing relevant and responsive interventions to address poor public service delivery performance. I
am confident that ADB staff, consultants, and others will find Retro 2004 to be of immediate
application.

Ifzal Ali
Chief Economist
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CHAPTER 1

The Asian Development Bank (ADB) approved its
education policy in August 2002.1 The policy defines
ADB’s vision for the sector in the region, namely that
“All children and adults will have equitable access to
and complete education of sufficient quality to
empower them to break out of the poverty cycle, to
improve their quality of life, and to participate
effectively in national development.” The policy
paper further argues that this vision can be best
achieved through a policy-oriented approach that
(i) links investment to an overall framework for
sector reform and development, and (ii) helps
government identify and implement policies and
strategies that focus on the needs of the poor. The
policy paper specifically stresses the need to give
more attention to education sector analysis. To
accomplish this, the paper notes that ADB will need
to strengthen its own capacity in the education sector.

The aim of Sector Diagnosis in Education: Economic
Retrospective 2004 (Retro 2004) is twofold. First, it
reviews ADB’s experience in analyzing education
sector problems to assess how well the policy
recommendations have been applied in practice.
Second, it introduces a number of tools that could be
used by ADB staff to conduct or strengthen sector
diagnosis and presents findings from relevant
research so that they can be reflected in ADB’s policy
advice or operations (or both), as appropriate. In line
with the education policy recommendations, Retro
2004 focuses more prominently on assessing the
context for education development (sector analysis)
rather than cost-benefit analysis of individual
intervention (how to calculate economic internal rate
of return, etc.). In this respect, the retrospective
complements the 1994 “Framework and Criteria for

the Appraisal and Socioeconomic Justification of
Education Projects,”2 which were more project
focused, in that discussion of project context and
sector analysis was very limited in this framework.
Furthermore, and in line with the broad mandate of
the Economics and Research Department (ERD), Retro
2004 seeks to reinforce the two-way link between
operations and research within ADB—namely ERD’s
research products must influence ADB operations,
which in turn must inform ERD’s research agenda.

The retrospective is grouped into in an operations
review exercise (Chapter 2) and a broader research
agenda (Chapters 3, 4, and 5). Chapter 2 looks at
ADB’s experience in analyzing education sector
problems. The review focuses on selected reports
and recommendations of the President (RRPs),
project (or program) preparatory technical
assistance (PPTA) reports, and advisory technical
assistance (ADTA) reports. Most were processed
after the approval of the education policy. In
contrast to the recommendations of ADB’s education
policy, it seems that ADB has paid insufficient
attention to education sector analysis. In addition,
the resources spent (mostly PPTA) are very thinly
spread out over a wide range of tasks, and mix sector
work with project preparatory work. It is also clear
that the lack of attention to sector analysis often
leads to projects with weak analytical
underpinnings and rationale, such that the projects
may address only some of the symptoms of a
problem, rather than its real causes. Even worse,
lack of clear identification of these real causes may
result in proposals for inappropriate solutions (the
analysis of alternatives being based on incomplete
assumptions). Sector analysis is, therefore, an

1 Available: http://www.adb.org/documents/Policies/Education/Education.pdf.
2 Economics and Development Resource Center and Infrastructure Department. 1994. “Framework and Criteria for the Appraisal and Socioeconomic

Justification of Education Projects: A Reference Guide for Bank Staff, Consultants and Executing Agencies.” Asian Development Bank. January.

Introduction
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essential step to identify the key problems, their
causes and effects, and consequently the basic
rationale for a project and its objective. The chapter
then discusses three key areas of sector analysis
where shortcomings were identified: macro-
economic linkages, social dimensions, and
institutional context—with the last point
particularly important in the education sector.

The rest of Retro 2004 introduces various tools or
techniques for analyzing the underlying institutional
causes of poor performance in education. While the
discussion focuses on the education sector, the tools
introduced can be applied to other sectors as well.

Chapter 3 introduces a basic framework of
accountability in the education sector. This
framework, elaborated in the World Bank’s World
Development Report 2004,3 is useful to (i) identify who
are the key actors involved in the chain of education
service delivery, and (ii) understand how these
various actors interact with each other through
various relationships of accountability. Ultimately,
this framework helps analysts understand why
public service delivery works or fails. The chapter
describes the characteristics of education services
that make creating those relationships of
accountability so crucial and so difficult. The main
thesis is that the currently observed poor education
outcomes are largely the results of endogenous and
systemic failures. What that means for ADB education
practitioners is that institutional, organizational,
and incentives concerns must be addressed as an
integral part of the problem diagnosis, to assess
whether a working structure of accountability exists.

Chapter 4 discusses the use of public expenditure
analysis in the education sector. It presents a
framework for analyzing the level and composition
of public expenditure and discusses how this
framework can be applied to the education sector,
drawing upon some key findings in the literature.
The main conclusions are as follows. First, to ensure
macroeconomic stability, the level of public spending
should be kept at a level consistent with the country’s
long-run financing ability. Second, with respect to

its composition, expenditure should be evaluated in
terms of the rationale for public sector intervention.
This involves asking two questions: If market-
generated allocation of resources has led to efficiency
losses, would public sector intervention enhance
efficiency? And: Could the public sector intervention
be justified because it contributes to a more desirable
distribution of income? If the answer to both of these
questions is no, the public sector activity should be
carefully reviewed or, failing adequate justification,
be cut. The chapter also provides several suggestions
to assess how well the state is performing in its role,
on both efficiency and equity grounds.

Chapter 5 discusses the use of microeconomic
surveys for assessing public service delivery
performance. It focuses on two relatively new
survey tools—the public expenditure tracking
survey (PETS) and the quantitative service delivery
survey (QSDS)—and suggests that they can indeed
be useful instruments both for diagnostic purposes
(identifying problems) and analytical purposes
(trying to understand why the problems occur). The
PETS and QSDS reviewed confirm that the
translation of new funds and resources into
improved education outcomes cannot be taken for
granted. They also show some of the reasons why
service failures may occur—often, leakage of funds
and provider absenteeism.

Chapter 6: Conclusions. Retro 2004 introduces
various tools or techniques that can be used to
further strengthen sector analysis. From ADB’s
perspective, the benefits of using such tools should
be clear. They can help diagnose problems in the
service delivery chain more rigorously, understand
the underlying causes of these problems, and design
more effective interventions. Undertaking such
sector work also generates benefits beyond project
preparation per se, by providing a sound basis to
further policy dialogue and to carry out information
benchmarking in a given country or sector context.
Despite these obvious benefits, these tools have
seldom been used in ADB, largely due to concerns
over costs and over the potential trade-off between
lending quality and volume.

3 World Bank. 2003. World Development Report 2004: Making Services Work For Poor People. Washington, DC.
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Introduction

ADB’s new education policy (approved in August
2002) stresses the need to pay more attention to sector
analysis. This chapter reviews ADB’s experience in
analyzing education sector problems. The chapter is
also a logical follow-up to the two earlier retrospective
reports published by ERD that reviewed the quality
of economic analysis of all ADB-financed projects and
programs processed in 2002 and 2003.4 Relative to the
two earlier exercises, this retrospective is much more
focused—on a single sector (education), and on a
narrower range of issues (sector analysis/problem
diagnosis). The proposed emphasis follows logically
from the findings of Retro 2002 and Retro 2003. These
studies concluded that ADB paid insufficient attention
to establishing a sound rationale for a project.5 Many
project proposals fail to clearly demonstrate why
public sector involvement is called for, or why a
particular set of interventions is proposed. Retro 2003
further noted that the key to strengthening the
articulation of project rationale and improving
analysis of alternatives lies in systematic and careful
problem diagnosis.

The objectives of Retro 2004 is twofold. First, it
assesses how well the issue of project rationale has
been articulated in the education sector context (it
largely revalidates the findings of Retro 2002 and Retro
2003). Second, it assesses how rigorously the issue of
sector analysis/problem diagnosis has been dealt
with in the education sector. The exercise is based
primarily on a selected review of RRPs, PPTAs, and

ADTAs processed for the most part after the approval
of the education policy.6 However, two main
difficulties in accurately tracking economic and sector
work (ESW) in education present themselves: there
are no centralized data on ADB-wide ESW efforts,
and the linkages between ESW and ADB’s operations
are not always well documented.

Ultimately, the goal of this retrospective is to
promote learning and knowledge sharing among
ADB staff for conducting meaningful analysis that
will inform project design and implementation, so
as to enhance the effectiveness of ADB operations by
helping its staff learn from its own experience. The
retrospective refers to actual project cases, which are
solely intended to illustrate and clarify the
discussion. While the exercise focuses on the
education sector exclusively, many of the findings
are likely to apply to other sectors as well.

How Well Has the Issue of Project Rationale
been Articulated in the Education Sector?
Revalidation of Retro 2002 and Retro 2003
Findings

Establishing a sound project rationale involves three
levels of inquiry: (i) problem diagnosis,
(ii) articulation of the rationale for public sector
intervention, and (iii) the choice of design and
modality. Items (ii) and (iii) together form part of
the broadly defined “analysis of alternatives.” Each
of these issues was examined in the specific context
of the education sector.

CHAPTER 2
ADB's Experience in Analyzing Education Sector Problems—
Retrospective Review

4 Economic Analysis in 2002: A Retrospective (Retro 2002), and Economic Analysis Retrospective: 2003 Update (Retro 2003).
5 For simplicity purposes, “project” refers to both investment- and program-type interventions.
6 The review did not focus exclusively on finalized RRP, PPTA, and ADTA papers. Instead, the author worked closely with the project teams

throughout the processing cycle. As a result, some of the examples that are used in the paper for illustration purposes may have been addressed
at later stages of project processing and therefore may not be reflected in the final project documents.
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Problem Diagnosis

Quality and thoroughness of problem diagnosis
vary greatly across projects. Ideally, problem
diagnosis should involve several steps:
(i) identification of problems in the sector that need
to be addressed, (ii) developing a sense of priorities
(which problems are more important and should
be addressed first), and (iii) developing a sound
understanding of the underlying causes of the
problems to be targeted under the proposed project.
Weaknesses were identified at all levels of analysis
in the projects reviewed.

The problems to be addressed were not always
articulated in a sufficiently detailed manner or fully
substantiated. For example, the UZB Information
and Communication Technology (ICT) in Basic
Education Project (PPTA paper) did not clearly
highlight the specific problems that the project
sought to address. The technical assistance (TA)
paper argued that, in Uzbekistan, basic education
was often of low quality and relevance, and school
attendance rates were low. How ICT could address
these problems, however, was not clearly spelled
out in the TA paper. As a result, the rationale for the
proposed intervention was weakened considerably.
The TA paper should have more clearly explained
to what extent the lack or inadequate provision of
ICT services was a binding constraint to improved
quality, relevance, and access of basic education in
Uzbekistan. In this particular instance, the problem
was not clearly expounded, but was merely
identified as a lack of a solution—in this case, ICT.

The VIE Lower Secondary Education Project (draft
RRP) identified three main constraints that needed
to be addressed in the lower secondary education
subsector in Viet Nam: (i) poor quality and
efficiency; (ii) limited access, especially by the poor
and disadvantaged; and (iii) limited management
capacity. However, the RRP did not clearly specify
the nature of the problems identified (for example,
what was the exact nature of the quality problem
to be addressed?) The RRP noted that learning
assessments were inadequate. If this was the case,
how could it be known that there was indeed a
quality problem? The RRP included some data to
capture internal efficiency issues (drop-out rates,

repetition rates, and average time for completing
lower secondary education). However, they showed
substantial progress in terms of internal efficiency
gains over the previous 10 years, and it was therefore
not clear (based on the data alone) that there was
indeed an internal efficiency problem. (Perhaps
some comparative data with other countries would
have helped show that.) The more important point
is that the report provided no data on external
efficiency, even though this was mentioned as a
weakness to be addressed. The RRP articulated well
the nature of the access/equity problem identified,
by showing stark differences in net enrollment rates
by various ethnic groups, income groups, and
gender. In terms of management capacity, the report
did not elaborate on the nature of the capacity
problem that needed to be addressed. Indeed, this is
a common weakness observed in the reports
reviewed. Virtually all projects included some
capacity-building components, yet the nature of the
capacity-building needs were rarely articulated
clearly, such that in many cases it was not clear to
what extent the issue had been examined through
some sort of institutional analysis.

There are often no references to earlier ESW
undertaken in project documents. Where references
to such work are made, it is usually in a footnote (to
the title of a report or a reference to a PPTA or ADTA).
The scope or methodology of the work is almost
never specified and the findings of the work are not
synthesized. For example, the PNG Literacy for
Everyone Project (draft RRP) noted that field
surveys were conducted during the PPTA to assess
demand for adult literacy programs. Yet it provided
no details, such as coverage, methodology used, and
key findings, on these surveys. More specifically,
the RRP did not discuss whether current literacy
programs were sufficient to meet demand and what
factors affect attendance in these programs. As a
result, the rationale for the proposed intervention
was weakened considerably.

The PAK Restructuring of the Technical Education
and Vocational Training System Project in North-
West Frontier Province (processed in 2004) built on
the results of a labor market survey conducted in
2003 under a small-scale TA (SSTA for Preparation
of the Restructuring of Technical Education in the
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NWFP). The findings of the survey were briefly
summarized as part of the sector analysis (included
in an appendix to the RRP). However, no detail was
provided on the scope of the survey and the
methodology used. Very limited details on scope
and methodology were provided in the TA paper
itself, which raised some concern with respect to
the thoroughness of the analysis. ERD requested a
copy of the consultant report but the report could
not be located, so ERD was unable to assess how
rigorously labor market issues were examined in
this particular case.

In many instances, the review revealed that the
problem diagnosis may not have been thorough
enough to distinguish symptoms from causes.
Incentives and institutional issues are rarely
considered as an integral part of the problem
diagnosis. Because the discussion of causes and
effects is often missing, the link between the problem
identified and the proposed solution is weakened.
The LAO Basic Education Project focused on two
key objectives: (i) improving access to basic
education, particularly in rural areas, and
(ii) improving quality and efficiency of education
services delivery, particularly in rural areas. The
PPTA (processed in 2004) focused on several issues,
among them the physical construction of schools
and provision of qualified teachers as a way to
improve access. However, the TA paper did not
clearly explain why enrollment rates were so low
and drop-out rates so high in rural areas. The TA
paper actually sent mixed messages on the issue.
The text of the TA paper suggested that these
problems stemmed mainly from supply-side issues,
such as lack of schools, learning materials, and
equipment, as well as of qualified teachers. The initial
poverty and social analysis, though, seemed to
indicate that the most binding constraints to
increased access were the high costs (direct and
indirect) of schooling. Again, there were no
references to prior sector work on these issues.
Because the underlying cause of the problem was
not clearly articulated (or examined), the link
between the problem identified (lack of access) and
the proposed solution (building more schools or
training teachers) was weak. The project seemed to
implicitly assume that if more schools were built or
more teachers were trained, students would come,

though it undertook no careful demand analysis to
examine what factors affected enrollment rate and
attendance, especially in rural areas.

The BAN Teaching Quality Improvement in
Secondary Education Project (approved in 2004)
sought to enhance the quality of education in
Bangladesh secondary schools by improving the
quality of teaching. The link between education
quality in general and the quality of teaching was
well established in the RRP, and the sector diagnosis
emphasized incentives issues. For example, teachers’
incentives were identified as a major problem area,
with many unfilled vacancies at all levels of the
system. While the RRP suggested some underlying
causes (lack of transparency in the recruitment
system, for example), it did not clearly state why
teachers’ incentives were so low. Also, even though
it described the organizational structure of the
secondary education system (which is essentially
managed by the private sector but with the
Government paying uniform salaries for all
teachers), it did not seem to explicitly acknowledge
the link between the organization structure of the
education system and the issue of teachers’
incentives, despite the fact that the issue appeared
to be important. Clearly, if all teachers are paid the
same, what incentive will they have to pursue
training or remain in the profession once they are
trained? If the secondary education system is
privately managed, why should the public sector
become involved in teacher training? Even though
the project introduced some sort of incentive
schemes, such as increased salaries for trained
teachers, the broader issue of management of the
education system as a whole and the role of
government versus the private sector was not
addressed in the scope of the project. (In fact, the
project team later clarified that these issues were to
be addressed under different projects.)

Analysis of Alternatives

Having clearly established the problem to be
addressed, the next question is how best to address
the problem at hand. This involves asking why there
should be public sector intervention and, if public
intervention is warranted, what are the best ways
to meet the project objectives?

Chapter 2: ADB's Experience in Analyzing Education Sector Problems
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Rationale for Public Sector Intervention

It is important to justify a particular type of
intervention in terms of the rationale for public sector
involvement. In most project proposals reviewed,
this rationale was not explicitly stated. This may
have been because the reports dealt with a social
sector, and because government intervention in
education is widespread in many countries.

The few exceptions that specifically mentioned
the rationale for public sector intervention did so in
rather generic terms. For example, the NEP Skills
for Employment Project (draft RRP) simply noted
that public intervention in the technical education
and vocational training (TEVT) subsector was
justified on the grounds of market imperfection,
externalities, and equity. This standard textbook
argument was neither very insightful nor
convincing. The RRP should have elaborated on the
specifics of the Nepalese TEVT context, for example,
what kind of market imperfections and/or
externalities were being tackled, and what the
specific equity issues, which needed to be addressed,
were. The BAN Second Primary Education
Development Program offered a notable contrast.
The rationale for government intervention was
articulated reasonably well in the RRP, with the
discussion going beyond the standard public good
argument, and specific to the Bangladesh context.
The RRP also included a discussion of what would
happen in the absence of the proposed intervention,
which really helped highlight the potential benefits.

Lending in the education sector often helps
strengthen public sector institutions and expand the
coverage of public services. The relative merits of
public versus private sector activities should be
carefully examined. Any project should take into
account the need to ensure complementarities
between public sector education services and
alternative modes of provision. While the state
remains the main financier and provider of education
services in many countries, it is important to
recognize that there are other providers, such as
private for profit or nonprofit organizations, religious
bodies, nongovernment organizations, and the home.
The role of these alternative providers should be
carefully examined. The INO Decentralized Senior

Secondary Education Project (currently in
preparation) seeks to establish about 60 selected
schools with “international education standards.”
The initial draft technical report noted that there had
been a growth in private schooling in Indonesia
combining the national curriculum with
international standards. The report maintained that
these schools had been quite successful and demand
was high for them. Through the proposed project,
however, it seemed that the Government was to come
in and do the same thing, raising a couple of
important questions: If private schools are already
doing this and doing it reasonably well, why should
the Government become involved? Can the
Government do it better than the private sector, or
even as well? Presumably, the Government may have
a role to play on equity grounds, but this point was
not well emphasized in the report—in fact, the report
even argued that poverty reduction and equity of
access were not the main aims of the project.
Consequently, the rationale for the proposed
intervention was not clearly highlighted. It seemed
that the project would benefit a few privileged
recipients, already well served by the private sector.

The PNG Literacy for Everyone Project raised
similar concerns. While the rationale for focusing
on the issue of adult literacy was fairly well
established in the RRP, that for public sector
intervention in the subsector was not. In Papua New
Guinea, nongovernment organizations and
churches are the major literacy providers to the
community. While these bodies have limited
capacity, it is not clear whether the public sector
can do better. The RRP argued that the district
administrations had weak capacity and virtually
no budget for literacy programs. It was therefore
unclear how the public sector could complement or
build upon the role of these alternative providers.
To establish a solid rationale for government
intervention in a sector, it has to be demonstrated
that the Government can actually improve on
private sector outcomes—something not always
obvious, even in a sector like education.

Choice of Design and Modality

There are different ways of achieving education
goals. For example, measures to increase access may
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include school construction or rehabilitation,
teacher recruitment or deployment, introduction
of multiple shifts, or some type of demand-side
financing mechanisms (such as stipends or
vouchers). Similarly, to increase the quality of
education, one may rely on teacher training
activities, curriculum reform, distribution of
textbooks, or various system-wide reforms
(education financing, monitoring and evaluation,
etc.). Too many projects propose interventions for
financing, often representing a chosen package of
inputs, without any indication that other
possibilities have been considered. The UZB Second
Textbook Development Project (draft RRP processed
in 2004) did not clearly highlight the rationale for
focusing on the issue of textbook development. The
RRP simply argued that textbooks play a key role
as a determining factor of student performance,
using references to broad education research
findings dating back to 1978. More recent education
research suggests that institutional variables, such
as centralized examinations, issues related to school
management, and extent of competition from private
sector schools, are much more important in
explaining the variation in student performance
than the availability of textbooks themselves. ERD
has suggested that the discussion focus instead on
the key role of textbooks as the main form of
teaching/learning support in Uzbekistan, and on the
link between the proposed intervention and ADB’s
earlier work in the sector.

The discussion of alternatives also includes the
choice of instruments—TA, investment loan,
program loan, sector loan, or sector development
program (SDP). In line with the recommendations
of ADB’s education policy, recent education projects
have put greater emphasis on policy issues, as
evidenced by a greater number of program loans
and SDPs. Even with typical investment-type
interventions, policy elements seem to play an
increasingly important role. There is also an evident
push—coming from both the developing member
country (DMC) and donor governments—toward
sector-wide approaches (SWAPs). In most RRPs
reviewed, the reason for choosing a particular
modality was not discussed. The few exceptions are
as follows. The TAJ Education Sector Reform Project
(RRP) explained that three types of lending

modalities were considered (program loan, SDP, and
investment loan) and explained the rationale for
eventually choosing the investment-type modality.
The RRP argued that the environment in Tajikistan
was not yet appropriate for a program loan or SDP,
due to ADB’s still limited understanding of the sector
and poor institutional capacity on the government
side. The BAN Second Primary Education Program
(RRP) also explained the rationale for choosing a
SWAP approach and for focusing on one subsector
(primary education). Various consultations with
staff have also revealed that there seems to be
considerable confusion among staff on the so-called
program-based approaches, such as: What is the
difference between a program loan, a sector loan,
and an SDP? What is a SWAP? When are program-
based approaches appropriate? What are the main
differences in terms of project preparation relative
to more traditional investment-type modalities?

Summary

Retro 2002 and Retro 2003 provided a detailed
assessment of the practices of project rationale and
analysis of alternatives and concluded that this part
of project analysis was a weak link in the analytical
chain. Retro 2004 provides a further assessment of
how the issues of project rationale and analysis of
alternatives have been dealt with in the education
sector, and largely confirms the findings of Retro 2002
and Retro 2003, as detailed in the following
paragraphs.

First, the problems to be addressed are often not
articulated in a sufficiently detailed manner or fully
substantiated. As a result, it is difficult to assess
whether the problems identified are real problems,
how serious they are, and whether they should be a
priority. There are often no references to prior ESW
undertaken in project documents. As a result, it is
virtually impossible to assess how rigorously sector
issues were analyzed (i.e., is analysis based on facts
or on opinions) or how the project builds on the
findings of preliminary sector work. Relevant sector
work should, therefore, be cited in the project
document. When specific surveys or studies are
undertaken as part of project preparatory work, the
scope and coverage of these studies, along with their
key findings, should be summarized in the RRP. In
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many cases, the review revealed that the problem
diagnosis may not have dug down enough to
distinguish symptoms from causes. Because the
discussion of cause and effect is often missing, the
link between the problem identified and the proposed
solution is weakened. The inclusion of a problem
tree diagram should help clarify these causal links.
Although the New Business Processes indicate this
as a requirement, it is rarely done in practice (very
few RRPs include such a diagram).

Second, many project proposals do not clearly
demonstrate why public sector involvement in the
education sector is called for. Careful assessment of
the appropriate role of the government in the sector
should involve an analysis of: (i) whether there is
market failure; (ii) the source of that market failure
(i.e., is it because of capital market imperfections,
information problems, affordability problems, etc.);
and (iii) whether government intervention would
produce a better result than the private market,
after accounting for the fact that government
intervention is itself not costless (there are efficiency
costs to raising taxes) and not perfect (government
failures may also exist). It is not sufficient to take for
granted the role of government just because a social
sector is under discussion. While the state remains
the main financier and provider of education
services in many countries, there are other
providers as well. Their role should be
acknowledged and carefully examined to ensure
that ADB’s projects actually improve upon private
sector activities and outcomes rather than merely
substituting for them.

Third, many project proposals do not explicitly
indicate why a particular project design or modality
is adopted. Many projects propose specific
interventions without any indication that other
possibilities have been considered. Selecting the
most appropriate approach to reach the chosen
objective needs to be based on rigorous economic
criteria. At the very least, each project should
discuss the alternative options considered and on
what basis a particular option was chosen. This is
especially important in cases where rates of return
are not calculated, so as to justify the project on
some other, nonfinancial, basis. With respect to the
choice of instrument, there seems to be a push in the

sector toward program-based approaches, yet there
appears to be limited understanding among some
staff of such approaches. This is an area of concern.
Should this trend continue, it might be worthwhile
to invest in further training to upgrade staff skills.

Retro 2004 therefore confirmed that in the majority
of projects reviewed, insufficient attention was paid
to establishing a sound rationale. A primary factor
in the analytical weakness of project rationale seems
to be the lack of prior and critical analysis of
problems and their underlying causes. Solutions
seem to be proposed before problems are clearly
articulated and/or understood. Establishing a sound
project rationale is among the necessary first steps
in assuring the overall high quality of project
analysis, for two main reasons. First, from a
development viewpoint, unless a project represents
the most effective means to address a real problem,
its effectiveness is in doubt. Second, from an
analytical perspective, a project proposal silent on
rationale implicitly assumes that it does the right
thing and does it the right way, but without
critically examining how the project adds value.
Articulation of project rationale and consideration
of alternatives (which in turn should be based on
solid ESW) are critical links in the sequence of
economic analysis and constitute the groundwork
for subsequent analysis. Focusing on the quality of
operations without first addressing the broader
issues of project relevance and responsiveness is
tantamount to blind targeting (see Figure 1).

A Closer Look at Sector Analysis

Sector analysis is an essential step to identify key
problems, their causes and effects, and consequently
the basic rationale for a project and its objectives.
However, ADB offers no detailed guidelines on what
a sector analysis should cover. Its Operations
Manual refers to sector analysis in various sections
(Section D3/BP on sector lending, Section D4/BP on
sector development programs, and Section D5/BP
on program lending). These broad guidelines apply
to all sectors and stipulate that sector loans, SDPs,
and program loans need to be supported by a
comprehensive sector analysis covering policy
issues, a review of sector expenditure, the respective
roles of public and private sectors, social and
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environmental dimensions, and institutional
development needs.

The 1994 “Framework and Criteria for the
Appraisal and Socioeconomic Justification of
Education Projects” offers some suggestions specific
to the education sector. More specifically, it
highlights three areas: (i) the sociocultural context
and its receptiveness to the proposed education
intervention (in particular, demographic
composition, sociological and religious structure,
cultural traditions that can have an impact on e.g.,
the schooling and performance of minorities, and
of girls and boys); (ii) the economic and financial
capacity of a country (macroeconomic outlook,
education sector financing, cost-recovery and
privatization alternatives, labor supply and
demand, and returns to education); and
(iii) institutional capacity (organizational
structure and culture, capabilities and skills of
available personnel, supportive information
systems, and incentive structure for teachers and
qualified personnel).

The manner in which these various issues have
been addressed in the various project documents is
summarized in the following paragraphs. More
specifically, the focus is on three broad areas that
appear particularly relevant from an economic
analysis perspective but that were not well covered
in the majority of projects reviewed:
(i) macroeconomic linkages (including a discussion
of the fiscal context disaggregated at the sector level),
(ii) social dimensions, and (iii) the institutional
framework.

Macroeconomic Linkages

ADB’s Operations Manual stipulates that program
loans and SDPs must take into account the linkages
between the proposed intervention in the sector
considered and the macroeconomic conditions in the
DMC concerned. While Retro 2004 concurs that
understanding macroeconomic linkages is critical in
the case of program loans and SDPs, it also argues
that in the case of education, these linkages should be
emphasized even with investment-type

Chapter 2: ADB's Experience in Analyzing Education Sector Problems

Figure 1: Getting it Right Early



Sector Diagnosis in Education: Economic Retrospective 200410

interventions in view of the way that macro variables
affect the viability of investments in the sector. In
particular, the following aspects should be examined
as an integral part of the sector analysis: (i) the budget
framework for the country as a whole and for the
education sector in particular (since in most countries
the government remains the main financier of
education services, and so a closer look at the budget
allows an examination of how efficiently government
funds are spent); and (ii) labor market trends (since
education benefits are in the majority of cases
measured in terms of employment gains, e.g., more
people can find a job or earn higher wages).

The issue of education financing is typically not
discussed as part of the sector analysis but rather
as part of the economic and financial analysis to
assess the fiscal or financial sustainability of a project
(if it is discussed at all). The CAM Second Education
Sector Development Program covered the issue very
comprehensively and even developed a medium-
term education financing scenario. The BAN Second
Primary Education Development Program also
covered it very comprehensively, but this was not
reflected in the sector analysis (it was discussed in
a draft working paper that was circulated with the
draft RRP). ERD has recommended that the
underlying budget constraints identified in the
financial and economic analysis be brought up in
the RRP’s analysis of key problems and
opportunities (this was important to justify a
SWAP). For investment-type interventions, the issue
of sector-wide financing is often not discussed at
all. The financial sustainability analysis for these
types of projects relies typically on the argument
that a project’s claim on future fiscal resources is
very small in proportion to the reported total
resource availability in the sector. Past experience
has revealed serious limitations to this type of
individual project-based fiscal impact analysis. In
particular, postevaluation findings indicate that
many social sector operations face a persistent
problem of being underfunded after project
completion. A sector-wide public expenditure
review (PER) may therefore be more useful to assess
the overall fiscal sustainability of a project. Such a
review would provide critical analysis of sector
development priorities, budgeted and actual
allocations of capital and recurrent financing, and

consequently provide a substantive basis to
determine additional requirements of fiscal
resources.

The examination of labor market trends and
needs should be an integral part of the demand
analysis. Demand for education sector projects can
be assessed from two perspectives: (i) from the
students and parents’ perspective, since they
decide whether or not to enroll and attend school;
(ii) from the employers’ perspective, since
employers decide whether or not to hire
graduating students, and at what rate. This latter
aspect is particularly relevant for upper levels of
education (secondary, higher education) and for
TEVT. The extent to which labor market issues are
addressed in project documents varies greatly
across projects.

The CAM Second Education Development
Program (SDP processed in 2004) sought to
improve access and quality of secondary education
and life-long learning opportunities for out-of-
school youth. The RRP included an extensive
discussion of the macroeconomic context, but the
linkages between the proposed intervention and
the macroeconomic situation in Cambodia were
insufficiently emphasized. For example, the RRP
highlighted one key source of uncertainty
regarding the macroeconomic outlook, namely the
change in garment quotas, which was likely to
affect growth, employment, and overall fiscal
prospects in the country. This could have serious
implications for the design of the proposed
intervention—Where are the job prospects likely
to be in the medium term? What do people need to
be trained for?—and for the overall sustainability
of the reform agenda. This point was not explicitly
addressed in the RRP.

The RRP included a discussion of labor market
trends, though. Overall, the labor market prospects
in Cambodia looked pretty bleak: the population
was very young and growing, and the number of
unemployed was already large. The RRP argued
that high levels of economic growth would be
needed to translate this into job creation, yet the
macroeconomic outlook suggested that this was
unlikely to occur in the short to medium term. The
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RRP further argued that the role of the education
and training sector would be pivotal in
determining economic prospects. The discussion
of the macroeconomic outlook and labor prospects
raised concerns on this latter point, given that the
education and training sector can only do so much,
seen against overall macroeconomic prospects. The
proposed intervention focused on basic education
(to address basic literacy and numeracy needs) and
skills training (to encourage job creation),
particularly in rural areas. The rationale for ADB
intervention in skills training was not clearly
established in the RRP. Although the project
suggested various skills such as growing
mushrooms, sericulture, and raising ducks, there
was no real discussion of job creation prospects in
these activities.

A similar issue arose in the NEP Skills for
Employment Project. The project focused on the
TEVT sector and was based on economic grounds,
and posited that students would more easily find
jobs (abroad, locally in the informal sector, or
through self-employment) after being trained. The
draft RRP discussed foreign labor market prospects
and demand fairly well, but the discussion of labor
prospects in the informal sector or for self-
employment could have been strengthened
substantially. Effective TEVT interventions should
be based on a thorough examination of the precise
skills that are needed in the market. In this case,
the RRP argued that labor market prospects in the
formal sector were limited because of the slow
growth of the economy. Presumably this could
affect the informal sector and self-employment as
well, i.e., if labor market conditions are depressed
because of unfavorable macroeconomic conditions,
it is questionable whether TEVT can really make a
difference in terms of access to informal or self-
unemployment. In severely depressed labor
markets, the link between training and access to
jobs is likely to be weakened considerably, and it
seems unrealistic to expect that TEVT projects will
lead to strong employment gains in such
circumstances. A thorough labor market analysis
would have been be helpful to determine whether
poor labor markets prospects were due to poor
overall macroeconomic prospects or to specific
skills mismatches and deficiencies.

Social Dimensions

Social dimensions, in the education sector context,
refer primarily to the issues of access and
participation. Resolving them requires presenting
and analyzing education coverage by level and type
of education. To the extent possible, the analysis of
education coverage should be disaggregated by
gender, location (region, district, rural versus
urban), and sociocultural groupings (social stratum,
ethnicity, language, etc.). The analysis then should
go one step further and examine the factors that
affect enrollment and attendance, through a demand
analysis from the parents’/students’ perspective.
The analysis of access and participation should
consider both supply- and demand-side factors,
which means finding out if access and schooling are
more limited by incomplete supply, by deficient
demand, or by a combination of the two. For
example, children may not have access to education
because there are no schools in their village or
because there is not enough space in their school; or
they may not wish to go to school for other reasons.
This investigation will allow the forward
identification of appropriate strategies to increase
schooling, either by enlarging the school supply, by
boosting social demand for education, or by
improving the school environment. To tackle this in
a rigorous manner, it is often necessary to organize
household surveys, in order to identify the real
causes and possible corrective measures.

It is difficult to assess how rigorously the issue of
demand analysis was examined in most project
documents. The majority of projects reviewed had
no discussion on whether a demand analysis was
undertaken—and if so, what it entailed. A few
exceptions stand out. The PNG Literacy for
Everyone Project (draft RRP) noted that field
surveys were conducted during the PPTA to assess
demand for adult literacy programs, though gave
no details on these surveys with regard to e.g.,
coverage, methodology used, and key findings. The
SRI Distance Education Modernization Project
mentioned focus group discussions with A-level
graduates from poor families as the basis for the
demand analysis, though again, the scope and
coverage of these discussions were not specified. The
VIE Second Lower Secondary Education
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Development Project (RRP) did include a demand
analysis that built on the results of the 2002 Living
Standards Survey. The analysis raised a number of
interesting points. First, households are willing and
able to pay for a share of schooling costs. Second,
there is substantial unmet demand for lower
secondary education in every province of the
country. Third, the main reason for low secondary
enrollment among the poor has to do with the
opportunity cost of sending children to school,
because poor students need to contribute toward
the family income or assist in the household. While
these findings are very important, it was not
entirely clear how they had been incorporated in
the project design.

Institutional Framework

Institutional issues are very important for projects
with a strong policy dimension. A successful education
reform often stems from a country’s institutional
capacity to design sound reform policies and carry
out clear implementation plans. For such projects, an
institutional assessment is recommended as an
integral part of the sector analysis. Ideally such an
assessment should cover three key areas:
(i) identification of key institutions involved in the
sector and in the project in particular (including both
public and private institutions if applicable), (ii) a clear
definition of the roles of these institutions, and (iii) an
assessment of their capacity to carry out that role.

Most project documents reviewed provided limited
discussion of institutional issues. In many cases, they

failed to provide a comprehensive discussion of key
institutions in the sector, and discussion was often
restricted to certain public institutions, with little
reference to private institutions. Furthermore, the roles
of these institutions were rarely portrayed in a clear
manner. This is particularly important in
decentralizing environments, where project
documents should: name the functions that are being
decentralized; explain the roles of the various
institutions at the central, provincial, and district
levels; and describe how decentralization is actually
being implemented. Consequently, the capacity of
various institutions was almost never assessed or
discussed, since one cannot meaningfully discuss
capacity if the roles of the various institutions have
not been clearly laid out.

The World Bank has developed a tool kit to assess
organizational capacity in the education sector.
Broadly speaking, capacity can be assessed in three
main areas: (i) formulating a vision, designing
strategies, and developing plans and programs;
(ii) mobilizing funds to implement them; and
(iii) actually carrying them out. The kinds of functions
that are typically associated with these three abilities
are summarized in Table 1.

The World Bank tool kit also stipulates that an
institution has capacity if and only if all the following
conditions are met: (i) its key functions and activities
are clearly allocated to adequate subunits; (ii) it has
effective leadership; (iii) it has adequate financial
resources with which to procure the necessary input;
(iv) it has the material resources necessary to carry

Formulating Vision, Policies,
Strategies, and Plans of Action

• Collect statistics and information
• Analyze and generate policy and

strategy alternatives
• Debate policy and strategy

alternatives
• Develop programs and plans of

action
• Monitor, evaluate, and provide

feedback

Mobilizing Funds

• Obtain funds from parent
organization

• Obtain funds from donor
organizations

• Introduce user fees and collect
revenues

• Obtain contributions in kind from
communities

• Control fund allocation and
expenditure

Conducting Operations

• Administer personnel
• Provide technical support
• Conduct core operations
• Train teachers
• Deliver primary, secondary, and

tertiary education
• Provide pedagogical supervision
• Provide diagnostic services
• Conduct national examinations

and assessments

Table 1: Defining Capacity in the Education Sector

Source: World Bank. Global Education Reform. Assessing Organizational Capacity Tool Kit. Available:
http://www1.worldbank.org/education/globaleducationreform/04.InstitutionalAssessment/institut%20assessm.htm.
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out its mandate; and (v) it has the human resources
necessary to carry out its mandate and the people
working for it follow adequate work practices.

These issues were rarely discussed or examined in
the project documents reviewed. If they were
mentioned at all, it was often only as a risk or
assumption (the magnitude of which was not
specified). The SRI Secondary Education
Modernization Project II, for example, identified
several project risks. One referred to the sustainability
of the investment, in terms e.g., of ensuring that the
project had adequate teaching staff, especially in rural
areas. In addition, schools were expected to develop
cost-recovery schemes for the community learning
centers. The RRP noted that schools in poor
communities might not be able to sustain themselves.
To mitigate this risk, the Government had given
assurances that it would finance the incremental
recurrent costs of the project for 7 years after project
completion. An additional covenant was included as
part of the loan assurances requiring the Government
to prepare, within 6 month of loan effectiveness, a
review of the incentives and disincentives for teacher
transfers to rural areas and to develop an action plan
to deal with this problem.

Another risk in the project was that stakeholders
might not have the capacity to implement
decentralization, yet the project gave greater roles to
zonal offices to facilitate and monitor school activities.
A covenant was included as part of the loan assurances
requiring the Government to prepare, again within 6
month of loan effectiveness, a review and synthesis of
its policies on decentralization and to develop a series
of action plans for implementing decentralization of
education. These issues are critical for the success and
sustainability of the proposed project, and should not
be treated merely as risks mitigated through the use
of assurances. These assurances have little meaning
unless a previous assessment suggests that they can
realistically be met.

Summary

The review has revealed that, in contrast to the
recommendations of ADB’s education policy, critical
aspects of sector analysis do not receive sufficient
attention in project documents. This often leads to

projects with weak analytical underpinnings and
rationale. Solutions seem to be proposed before
problems are clearly articulated or understood. Lack
of thorough problem diagnosis may result in
projects that only address some symptoms of a
problem rather than its causes. Even worse, lack of
clear identification of these causes may result in
proposals for inappropriate solutions. Sector
analysis is therefore an essential step to identify
key problems, their causes and effects, and
consequently the basic rationale for a project and
its objective.

It is difficult to track ESW in the education sector
because of a lack of centralized data on ADB-wide
ESW efforts, and because the linkages between ESW
and ADB’s operations are not always well
documented. Overall in the education sector over
the past 5 years, the majority of ESW appears to
have been funded from TA resources, primarily
PPTAs; ADTA amounts were primarily used for
capacity building and implementation support. The
scope of the majority of PPTAs reviewed was found
to be overly broad vis-à-vis the available resources
(project preparatory work together with sector
work). It would seem very difficult, if not impossible
in many cases, to fully implement all the tasks
required to a high quality within the relatively short
TA duration and available budget. This applies to
ESW as well. Given the limited resources, the best
consultants may be able to creatively assemble
existing data, or in a few cases even generate new
data, that will shed light on important problems.
But in most cases, their assessment does not go far
enough to achieve a careful analysis of the
underlying causes of a problem in the particular
country or sector context considered.

The review has also revealed that the consultants’
terms of reference (TOR) are often worded in a very
loose manner (broad tasks are given without any
suggestions on depth of coverage or potential
methodology). As a result, it is not always clear
what the consultants are expected to do. In addition,
the TOR rarely build on earlier ESW, and do not
consider what is already known (through previous
ESW) and where the information gaps are. Ideally,
the TOR should focus on the specific areas where
information is missing. In practice, however, they
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tend to cover the widest possible range of relevant
topics. This seems to be a deliberate decision by
mission leaders to allow greater flexibility. In many
cases, the mission leader implicitly relies on the
consultant to review the literature (this is
sometimes included as an additional task in the
TOR) and to focus on the needed areas. This
approach is very risky. It also nearly always
precludes a focused and in-depth investigation of
specific areas of interest.

There is a need to better rationalize TA resources.
More focused TAs have several advantages over
those with broader coverage. Instead of
comprehensive reviews of a general nature, a focused
TA may provide clear insight into the key factors
underlying particular issues, detailed measures for
addressing such problems, and the testing of
selecting recommendations when appropriate. The
TOR of the consultants should also reflect the sharp
focus of the TA’s scope. Finally, ADB staff should be
given more opportunities to engage directly in these
kinds of studies. This would help maintain or
upgrade staff skills and ADB’s knowledge base, as
well as staff morale and interest (since staff would

be offered a broader and more interesting range of
tasks rather than being mere project
administrators).

The review has identified three key areas with
shortcomings in sector analysis—discussion of
macroeconomic linkages, social dimensions, and
institutional context. Of the three, understanding
the institutional context is particularly important
in education. Successful education systems vary
widely across countries: some systems are
centralized, others are decentralized; some have
almost exclusively public schools, while others
provide public support to private providers. “One
size does not fit all” is a truism, but it is not in itself
very helpful. Everyone wants to know “what size
fits me,” i.e., what are the actions that would
improve services in my circumstances? To evaluate
alternative arrangements for the provision of
services, an encompassing framework is required
to analyze which of the many items on the menu of
reforms is right for the circumstances. Chapter 3
introduces such a framework, while Chapters 4
and 5 present various tools to diagnose problems
more rigorously.



15

Introduction: What Is Meant by
Accountability and Why is it Important?

Improving education services delivery and
outcomes is not an easy task. It involves a
complex range of actors and relationships,
closely interconnected. This chapter introduces
the accountability framework elaborated in the
World Bank’s World Development Report 2004. This
framework is helpful to identify who are the key
actors involved in the chain of public service
delivery, and to understand how these various
actors interact with each other. Ultimately, the
framework will help analysts understand why
public service delivery works, or does not.

The proposed framework is essentially an
extended principal-agent analysis7 in which the
relationship between the principal and agent is
called a relationship of accountability. (This
chapter follows the World Development Report
2004’s definition of accountability.) Broadly
defined, it refers to a relationship, among various
actors or stakeholders, which has five key

features: delegation, finance, performance,
information about performance, and
enforceability (Figure 2).

Relationships of accountability can be as simple as
buying a sandwich or taking a job. In buying a
sandwich, you ask for it (delegation) and pay for it
(finance). The sandwich is made for you (performance).
You eat the sandwich (which generates relevant
information about its quality). And then you choose
whether or not to buy another sandwich another day
(enforceability), affecting the profits of the seller.
Likewise, in a typical employment relationship, a
person is given a set of tasks (delegation) and is paid a
wage (finance). The employee works (performance).
The contribution of the employee is assessed
(information), and the employer acts to reinforce good
or discourage bad performance (enforceability). Two
points are worth emphasizing. First, accountability
involves several mutual relationships between
various agents and principals. Second, weaknesses in
any aspect of accountability can result in service
delivery failures. One cannot strengthen enforceability
in isolation—for example, holding providers (i.e., the

CHAPTER 3
Basic Framework of Accountability in the
Education Sector

Figure 2: The Five Features of the Relationship of Accountability

7 In economic theory, the actors who hold others accountable are sometimes called principals, and the actors who are held accountable are called
agents.
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agents) responsible for outputs and outcomes. If
providers do not receive clear delegation, with a
precise specification of the desired objective, increasing
enforceability is unfair and ineffective. Likewise, if
providers are not given adequate resources, holding
them accountable for poor outcomes is again unfair
and ineffective.

The accountability framework presented in this
chapter is important because it provides a way to
understand the underlying causes of service delivery
failure by identifying: (i) which relationship of
accountability was the weak link; and (ii) within the
relationship of accountability, which was the missing
feature (delegation, finance, performance, information,
or enforceability). The framework therefore helps
diagnose not just the symptoms of poor performance
and the proximate determinants of these symptoms.
It also provides a way to analyze the underlying
institutional causes of poor performance.

The Conceptual Framework: Key Actors and
Relationships of Accountability in the
Education Sector

Numerous scholars and policy makers have
presented frameworks for understanding issues of
accountability in public services provision in general
and in education in particular.8 This literature has
been usefully synthesized in the World Development
Report 2004, which distinguishes three actors: (i) the
clients or customers of public services; (ii) the direct
service providers; and (iii) the policy makers who
make decisions about how much of the service to
provide and how to organize its finance and delivery.
This chapter discusses how this framework applies
specifically to the education sector.

Clients. There are two main clients of public
education. One is the direct beneficiary—the students
and their parents. The other is the indirect
beneficiary—the citizens who receive benefits from
living among a well-educated population and a
productive labor force. Clients have a dual role. As
students and parents, they are the direct beneficiaries

of education services. As citizens, they participate in
political processes that define collective objectives,
they strive to control and direct public action in
accomplishing these objectives, and they pay taxes
and contribute to the government budget.

Direct Service Providers. The frontline service
provider of education is the school, including its head
teacher, teaching faculty, and other resources.
However, the school is supported by a large array of
actors, such as supervisors, teacher trainers,
curriculum specialists, and assessment experts. Some
of these actors are located at the point of service
delivery, but many are located elsewhere—district
office, provincial office, etc.

Policy Makers. Policy makers set the fundamental
rules of the game in which service providers operate
by regulating entry, enforcing standards, and
determining the conditions under which providers
receive public funds. Numerous actors play a role in
policy making—elected public officials, appointed
public officials who head the education and finance
ministries, senior managers in the education
bureaucracy who ensure that policies are
implemented, and actors outside government that
can influence education policies, such as teachers’
unions and think-tanks. When the responsibilities
for financing and delivering education are split across
levels of government, the web of policy makers can
be particularly complex.

These three groups of actors constitute the triangle
involved in education accountability. Taken together,
they determine education outcomes through their
actions and interactions. These groups are in turn
influenced by the incentives faced by each agent.
Moreover, the agent’s incentives depend on the
education sector’s relationships of accountability.

To illustrate what accountability means in the
context of the education sector, one might first
consider the example of a private school. Parents pay
tuition and send their children to the school—they
delegate the education of their children to the school

8 See for example, F. Newmann, M. King, and M. Ridgon. 1997. “Accountability and School Performance: Implications for Restructuring Schools.”
Harvard Educational Review, vol. 67, no. 1, pp. 41-74; and D. Winkler. 2003. “Strengthening Accountability in Public Education: The Challenge
Facing Central America and Mexico.” Mimeo. Research Triangle Institute. Paper prepared for the Civic Engagement for Education Reform in Central
America project funded by United States Agency for International Development (USAID) .
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Figure 4: The Long Chain of Accountability in Public Education

Source: World Bank. 2003. World Development Report 2004.

Figure 3: The Short Chain of Accountability
in Private Education

SERVICE PROVIDERS CLIENTS/CUSTOMERS
(Schools/Teachers) (Parents/Students)

and finance the school so that it might carry out its
responsibility. The school performs by teaching the
children. Parents obtain information by talking to their
children and finding out how they like the school
and how much they are learning. They then enforce
their decision by leaving their children in school or
withdrawing them. In the case of private education,
clients directly buy education services from a private
school (Figure 3). Money flows directly from the client
to the service provider, and the service provider is
directly accountable to the parent (with an education
ministry oversight role). Schools that fail to respond
to client demand and expectations are likely to find
themselves quickly out of business.

In public schools, however, the story is much more
complicated. Clients make their preferences known
to policy makers through political processes and
finance their demands through general taxes. This is
called voice. The policy makers formulate policies,
which reflect those preferences, and command the
service providers to implement these policies. This is
called a compact. The service providers follow the
policies and regulations delivered from above and
with the financing made available deliver
instructional services to children and their parents.

This is called management. Voice, compact, and
management form a chain of accountability that links
clients all the way around to the school and teachers
(Figure 4). Like any chain, this one is no stronger than
its weakest link. At each link, failure is possible—of
voice, compact, or management—and they can all
lead to service delivery failures. And, as in the case of
private education, provider organizations and
teachers should also be directly held accountable to
client citizens. This is called client power.9

Why is Accountability Poor in Public
Education?

Public provision makes accountability more
complicated. In the market transaction (Figure 3), one
relationship of accountability, between the client and
the provider, was enough. In the provision of public
education (Figure 4), however, there are three
categories of actors and there are at least four

Chapter 3: Basic Framework of Accountability in the Education Sector

9 This framework greatly simplifies the reality in education. The role of clients as service beneficiaries does not imply that all clients are alike or have
the same views. Individuals and households may disagree about collective objectives and work to promote their own views, sometimes at the direct
expense of others. Politicians and policy makers are not necessarily one and the same. There can be several types of providers (public and private).
When the organizational provider is in the public sector, the analytical distinction between the policy maker and the provider becomes blurred.
Nonetheless, this framework is useful to illustrate how the service delivery chain works.
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relationships of accountability (voice, compact,
management, and client power) which should, but
may not always, exist among them. Furthermore, in
order for an accountability relationship to work, all
five of the features must be present. Without delegation,
no relationship is initiated. Without finance, the agent
lacks the means to perform the delegated task. If the
policy maker has enforceability but no information,
he or she cannot make a credible threat to punish the
provider for nonperformance because he or she does
not know when to carry it out. Knowing this, the
provider has no incentive to perform. If clients have
information but no enforceability, they cannot make a
credible threat as they have no power to punish the
provider—again, the provider has no incentive to
perform. The following paragraphs discuss why
accountability is generally weak in public education.

Are Providers Accountable to Clients (Client
Power)? Information about performance is typically
present in the client power relationship, as parents

probably have a good idea of what is going on in
their children’s schools (Box 1). However, finance and
enforceability are likely to be missing. Parents
typically do not pay teachers’ salaries, except
indirectly through their tax contributions, nor do
they have the right to hire, fire, or promote teachers
to enforce their expectations.

How Accountable are Frontline Providers to
Provider Organizations (Management)? Unlike
parents, provider organizations pay teachers and
have the notional power to hire, fire, promote, give
raises, and so on (Box 2). In practice, however, this
authority is rarely exercised. Firing a teacher for
poor performance or even absenteeism
(enforceability) is often difficult. Information is also
a problem. Even if someone in the provider
organization, such as the head teacher, knows
whether a teacher is performing or not, those with
the information and those authorized to hire and
fire may not be the same. As a result, almost no one

Box 1: The Client Power Relationship

Delegation Parents rely on teachers and school systems to provide an education for their children.

Finance Parents finance schools indirectly through their taxes and directly through school fees and other
supplementary private expenditure. However, this is likely to be a weak link in the accountability
relationship.

Performance The provider organization creates adequate facilities and supplies scholastic materials. Teachers
show up, lecture, grade, etc.

Information Parents and students are in the best position to assess whether teachers and school systems are
doing the job adequately. Still, the degree of communication between students (who see teachers’
performance first hand) and parents (who can do something about it) varies. Parents and students
may not know what part of an education will turn out to be most valuable later in life.

Enforceability This is likely to be another weak link in the client power relationship as many policies are set in a
top-down fashion, with schools reporting to higher authorities rather than clients.

Box 2: The Management Relationship

Delegation Provider organizations hire teachers to run the classroom, take attendance, administer the curriculum,
and evaluate student performance.

Finance Schools may pay teachers or they may receive salaries directly from the center, although the school
may still provide bonuses, housing allowances, etc.

Performance Management should seek to induce high-quality teaching.

Information Head teachers and other education administrators must make efforts to find out whether teachers are
teaching well.

Enforceability The authority to fire nonperforming and underperforming teachers is useful to administrators who
want to establish high standards of performance in their schools. But administrators do not always
enjoy such authority. Firing a teacher is often impeded by legal barriers or by tenure arrangements.
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suffers adverse consequences if children fail to learn.
In most countries, teachers’ pay is rarely linked to
their performance in the classroom and teachers
and head teachers very rarely lose their jobs as a
result of poor school performance. In developing
countries, teachers are seldom evaluated, much less
rewarded or penalized for performance.

Are Provider Organizations Accountable to Policy
Makers (Compact)? Policy makers who channel
finance to provider organizations notionally have
the right to reform or overhaul them if they are not
satisfied with their performance. In practice, the
political clout of teachers’ unions may make this
difficult (Box 3). Furthermore, even if politicians are
ready to challenge vested interests, they may have
only a vague idea of how well the education system
is doing or what is required to make it work better.
This problem of information asymmetry gives
service providers a large degree of latitude to follow
their own agendas. Education services are
transaction intensive, involving multiple tasks and
agents, and the transactions require discretion, such
that teachers must continuously decide on the pace
and structure of classroom activities. Services that
are both transaction intensive and discretionary
present challenges for policy makers, because it is
difficult for them to know if the providers have
performed well.

Are Policy Makers Accountable to the Public
(Voice)? In the private marketplace, or in the
purchase of private education, clients’ direct
purchase of services gives them a strong voice. In
publicly provided services in general, and in
education in particular, clients have a weak voice
and often incur high transaction costs in making
their voice heard. Parents express their voice by

voting for national legislators and leaders who raise
and expend revenues consistent with the desires of
the average voter. These elected leaders are
responsible for the full range of public services, not
just education. The voice of parents demanding more
or better education may be extremely weak
compared with the voice of stakeholders in other
sectors wanting more funding, the voice of teachers’
unions, or the voice of the general population not
wanting to pay more taxes.

Strengthening Accountability and
Improving Performance

Several broad principles have been suggested in the
literature to strengthen accountability.

Strengthening Client Power. Public service delivery
performance can be improved significantly by
strengthening the link between clients and
providers. Increasing client power can be more
effectively achieved through improved choice and/
or participation. The most direct way to make
service providers accountable to their clients is to
make whatever they get out of the transaction
depend on their meeting the clients’ needs. In market
transactions, this is done by a buyer paying money
to the seller. But that is not the only way. Payments
by governments to schools (and the pay of teachers)
can depend on the number of students enrolled and
continuing with their studies. Vouchers issued to
consumers are another method for linking service
provider compensation to consumer choices, even
though the consumer is not the original source of
the funds. Another argument for having money
follow clients is as follows. When people buy things,
they tend to make sure that they get them and they
pay more attention to the quality of what they get.

Box 3: The Compact Relationship

Delegation Policy makers set broad policy outlines and then authorize provider organizations to carry them out.

Finance While regimes differ, most school funding is usually allocated at the center and channeled through the
hierarchy of the school.

Performance A provider organization should execute its tasks efficiently and honestly.

Information All too often, policy makers know little about what happens to funds after they have been disbursed.

Enforceability In theory, policy makers have the authority to replace personnel and overhaul the organization
structure. In practice, they may face stiff resistance from vested interests.

Chapter 3: Basic Framework of Accountability in the Education Sector
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Many services problems can be improved by
making sure that payment follows clients; however,
for any of this mechanism to work, clients must
have a real choice with real options.

Choice-based improvements alone cannot be a
solution to the problem of poor services, especially for
the poor. Complementary policies may be necessary
as well, and include the following.

• Increasing the Purchasing Power of the Poor by
Providing Them with Finance Directly. The big
problem with services that can, in principle, be
provided in markets is that poor people do not
have enough money to pay for them. For market
mechanisms to help the poor, their purchasing
power must be increased. In education, vouchers
are one way of handling this, but there are other
mechanisms as well, such as scholarships,
stipends, and tuition waivers.

• Increasing the Scope of Competition. Sometimes
increasing competition merely means allowing a
private sector to emerge where laws previously
restricted entry. But competition can also be
encouraged by allowing subsidies to the poor to
be used both in public and private schools.

• Increasing Information to Improve Consumer
Choice. One critical limit to well-functioning
competitive markets is the consumer’s
awareness. The private sector is very
heterogeneous. Private or nongovernment
organization schools may cater to specific skills
not provided in the public sector (foreign
language, religious studies, art and music, etc.) or
they may just be profit-seeking ventures. An
essential part of improving people’s choice is to
provide information about these providers. Many
times people simply do not know enough to
choose better (or worse) services.

The accountability of providers to clients can also
be achieved when people voice their concerns. In this

case, enforceability is not through the clients’ money
but through their direct participation in the delivery
process (monitoring, voicing encouragement or
complaints, etc.). The direct participation of parents
in schools—as volunteers, monitors, or sources of
cofinancing—can increase their power. While financial
and in-kind contributions do not ensure an important
role for parents in school decision making, they do
pose the threat that the school’s failure to listen to
parents may result in decreased school resources.

Improving Compact and Management.
Strengthening compact and management is necessary
for creating proper incentives for good performance.
Instructions to providers must be clear and backed
with sufficient resources. Good information on the
actions of providers and the outcomes of those actions
must get to the policy makers. And remuneration must
be tied as closely as possible to these outcomes. In this
context, accountability can be improved by:
(i) clarifying responsibilities by separating the role of
policy maker and provider, (ii) ensuring adequate
monitoring, and (iii) providing good information.

• Separating Policy Makers from Providers. This
can help sharpen incentives for the following
three reasons. First, policy makers, balancing
political pressures, can insulate providers from
the problem of meeting the demands of many
“masters” with conflicting aims and can offer
unambiguous instructions. Second, provider
organizations can sometimes face performance-
based incentives more easily than individuals.10

Increased incentives for good performance at the
school level can take many forms. One is financial.
For example, schools that perform better than
expected or that meet agreed-upon performance
targets can be rewarded financially. Another is
to create strong political consequences by
publicizing school performance scores. Third,
managers of the provider organizations, if they
have flexibility over operational decisions, can
supervise staff and choose the appropriate form
of remuneration that best reflects local conditions.

10 The most difficult problems, particularly for the social sectors, are the dual problems of measuring outcomes and attributing these outcomes to
the actions of providers. Test scores may adequately reflect certain educational goals, but abstract thinking and social adaptability and not so easily
measured. These problems make it impossible to have performance contracts that make payments to individual frontline providers depend on
outcomes. All contracts will necessarily be incomplete, requiring at least some payment of wages independent of outputs. When the actions of
the provider are specified in great detail, the results are often less than optimal because of inflexible response to local variation.
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For teachers, career advancement and salaries
should be more closely tied to performance, even
if all contracts are necessarily incomplete
(footnote 10).

• Ensuring Adequate Monitoring. All contracts
(both compacts and management relationships
within provider organizations) need to be
monitored independently and with objectivity.
If the policy maker and the provider organization
are separated, the former will want to know
whether compact provisions are satisfied.
Competition among providers helps, since the
policy maker will not feel locked into using a
particular provider, and so obliged to ignore bad
news. If they are not separated, an independent
regulator or auditor should be assigned the
monitoring activities. When monitoring is
difficult because of the technical nature of the
service provided, the policy maker may want to
enlist the help of other kinds of monitors. For
example, soliciting information from clients can
be very useful, as they are usually much better
informed than policy makers about what is going
on in their particular schools.

• Providing Good Information. Generating and
disseminating information are powerful means
to improve service delivery. They are also clear
public goods and the responsibilities of the
government. Accurate information can motivate
clients to demand better service. Knowledge of
the real impacts of a program also helps the policy
maker set priorities and design better compacts,
while knowledge of the impacts of different
techniques of service delivery helps the provider
organization better fulfill its compacts. Policy
makers and parents need three kinds of basic
information about their schools—minimum
service standards, academic performance, and
financial performance. Minimum service
standards set a benchmark of inputs about class
size, teacher qualifications, and building safety,
etc. Academic performance includes measures of
student learning and academic success,
standardized test scores, repetition rates, drop-
out rates, and university acceptance rates.
Financial performance includes measures of
resource adequacy and efficiency (discussed

further in Chapter 4). Evaluation of the
information is a more complex process that seeks
to assign causality between program inputs and
real outcomes, and should be directed at the full
impact of programs, not just the direct outputs of
specific projects. There are, though, impediments
to collecting such information, since provider
organizations often do not want to acknowledge
their lack of impact (even if it may not affect their
revenue directly), but knowing when things are
not working is essential for improvements.
Further, it is necessary to know not just what
works but also why, in order to replicate the
program and even increase its coverage.

Strengthening Client Voice. Voice is the relationship
of accountability between clients and policy makers
through which clients express their preferences and
influence policy makers. As noted earlier,
accountability must have the quality of answerability
(the right to receive relevant information and
explanation for actions) and enforceability (the right
to impose sanctions if the information or rationale is
inappropriate). In principle, elections provide clients
with both answerability (assessing a candidate’s
record) and enforceability (voting a candidate in or
out). In practice, countries vary greatly on both
dimensions, depending on the political setting. When
elections are not enough, other approaches may be
needed to enable clients to hold policy makers more
directly accountable for services. These activities do
not replace the electoral process, but complement it to
strengthen the long route of accountability. As in the
case of client power, client voice can typically be
strengthened through a combination of increased
information and participation. Participatory
mechanisms such as parent-teacher associations and
school boards give parents an opportunity to organize
themselves and have a more effective voice with policy
makers.

Client voice can also be strengthened through
decentralization. Decentralizing delivery
responsibilities for public services is prominent on
the reform agenda in many developing countries (e.g.,
India, Indonesia, Pakistan, and Philippines). A key
objective, usually linked to the political motivation
for decentralization, is to strengthen clients’ voice by
bringing services and policy makers closer to clients.

Chapter 3: Basic Framework of Accountability in the Education Sector
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There has also been a push for institutionalizing
greater autonomy of decision making to the schools
themselves. These interventions are also likely to
address the credibility of policy makers. Policy makers
located at the center far from the communities where
services are delivered cannot credibly commit to
improving service quality in such transaction-
intensive services as education. At most, they can only
commit to providing such verifiable elements as
infrastructure, equipment, and salaries.

The varied experiences with education services
delivery across countries show that no single solution
fits all countries. Furthermore, some of the options
suggested above may not be suitable in particular
country contexts. One must therefore adapt to the
particular circumstances of the country considered.
For example, countries differ in the capabilities of
different tiers of government to develop policies,
transform policies into programs, implement these
programs, and deliver the final education services.
Which level of government is responsible for what
should therefore inform the service delivery
arrangements. Likewise, the degree of homogeneity of
clients is also important in determining the optimal
service delivery arrangements. In general, the more
people differ in their desires, the greater the benefits
from decentralization. In comparison with more
advanced countries, developing countries face several
additional challenges that make improving
accountability even more difficult, including
(i) citizens’ lack of experience with popular democracy,
resulting in passive behavior that reduces the voice of
clients; (ii) pervasive weak management practices in
the public sector, making it difficult for the education
sector alone to improve its management; and (iii) poor
public sector budgeting and spending practices,
making for unpredictable education funding.

Summary: Implications for ADB Education
Practitioners

Education achievements are the outcomes of decisions
taken by many agents. In such a complex framework,
what are the opportunities available for improving
education services delivery? An opportunity in this
context is a feasible intervention that affects
outcomes. An intervention just means some induced
change that could be anything from greater

expenditure to increased teacher training, to the
adoption of new textbooks, to lower school fees, to
systemic changes in the “rules of the game” for
running schools. Any assessment of the opportunities
must invoke a plausible model in which the
intervention changes the previous decisions made
by parents or teachers in a way that leads to more
learning (through new enrollments, less repetition,
or other results) in the post-intervention situation.

To evaluate an opportunity, practitioners have to
specify a complete, coherent, causal chain from the
action to the desired outcome. That chain has to
include a plausible behavioral model for each agent
(parent, child, teacher, head teacher, policy maker,
etc.) whose actions are on the critical path from policy
action to outcome. There needs to be an answer the
question “Why will they do that?” for everyone
involved in the chain. If practitioners claim that
building more schools will increase enrollment, they
need to be able to explain why the children will show
up. If they claim that expanding the budgets will
raise learning, they need to be able to say why those
using the additional resources will use them to
increase learning. If they claim that rigorous
evaluation will improve outcomes, they need to be
able to say why the new knowledge will be adopted.
And if they claim that teacher training will improve
learning, they need to be able to say why the training
will change teachers’ behavior.

The principal message of this chapter (which is also
the key message of the World Development Report 2004) is
that the currently observed poor education outcomes
are largely the result of endogenous and systemic
failures, i.e., failures in the relationships of
accountability among the key actors involved in the
education sector. In many countries, the key constraint
to improving education outcomes is the way in which
the production of schooling is organized—the
relationships of accountability for performance
simply do not exist (i.e., there are too few incentives to
create performance-oriented management in either
the government or market sectors). This chapter has
provided several broad suggestions to strengthen
accountability and improve performance. Effective
solutions are likely to be mixtures of them, but the
pieces have to fit together as a system. For example,
more scope for parental choice without greater
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information about schooling outputs will not
necessarily lead to better results. Information systems
that provide data on inputs but do not change the
capabilities or incentives of frontline providers cannot
improve quality. Schools and teachers cannot be made
more accountable for results without also receiving
sufficient autonomy and resources as well as the
opportunities to build capabilities. Conversely,
schools cannot be given autonomy unless they are
given clear objectives and regular assessments of
progress.

There is no quick fix in an area as complex and
extensive as education. Responses may be

categorized as follows. First, careful problem
diagnosis is needed, which goes beyond symptoms
and focuses on the real causes of the problems.
Institutional, organizational, and incentive concerns
must be addressed as an integral part of the problem
diagnosis to assess whether a working accountability
framework exists. Second, if the diagnosis reveals
issues with this framework, they must be addressed
in the design of interventions. This entails gradually
linking current operational projects or programs
(focusing on curriculum design, pedagogical
methods, textbooks, teacher training, school
construction, or new information technologies) with
long-run institutional strategies and goals.

Chapter 3: Basic Framework of Accountability in the Education Sector
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Introduction

Financing is an important dimension in any
relationship of accountability, as without financing,
the agent lacks the means to perform the delegated
tasks. When education services fail clients, an
analysis of the manner in which the government
spends money offers solid initial steps in isolating
the underlying problem. If politicians and policy
makers spend more money than they can sustain,
public services deteriorate. If budgets are
misallocated, basic services remain underfunded,
and frontline providers are handicapped. And if
funds are misappropriated, service quality,
quantity, and access suffer. The budget is a critical
link in the long route of accountability connecting
clients to providers through politicians and policy
makers. Thus it is important to take a closer look at
the budget when assessing the performance of
education services delivery.

Public expenditure analysis is being increasingly
used for assessing public service delivery
performance. As will be demonstrated below, it
constitutes a useful tool to assess the efficiency and
equity of public spending in the education sector.
As such, it provides an important insight when
analysts consider the rationale for government
intervention in education.

In this chapter, a framework for analyzing the
level and composition of public expenditure in the
education sector is introduced. The broad approach
follows Pradhan (1996)11 and can be applied to other
sectors as well. The objective of this chapter is to
show how this framework can be applied to analyze
broad expenditure allocations in the education
sector. Some key findings in the literature are drawn
upon. The chapter is organized in four main sections,
starting with a brief discussion on the importance
of the macroeconomic context to analyze the

aggregate level of public funding. It then introduces
the basic framework for analyzing the composition
of expenditure and discusses how this framework
can be applied to analyze both intrasector
expenditure and the economic composition of
expenditure. Subsequently, it identifies basic data
and information requirements to help carry out
such analysis. The chapter concludes with a
summary of the main findings.

Macroeconomic Framework and Aggregate
Level of Public Spending

The evaluation of broad allocations entails
analyzing both the level and composition of public
spending. The bulk of this chapter focuses on the
latter. However, it is critical that the allocation of
public expenditure take place within a consistent
macroeconomic framework.

The level of public spending is important, not
because there is an “optimal” level of government
spending, but because fiscal deficits caused by
excessive spending can trigger macroeconomic
crises. Hence, the analysis of the level of public
expenditure centers on its impact on
macroeconomic stability. Typically, such analysis
covers three key areas:

• Revenues. How was the level of government
revenues determined? What information is
there, if any, about the distortionary and
distributional effects of taxation in the country?

• Spending. How comprehensive is the public
budget? The aggregate level of spending should
include all levels of government (central,
provincial, and local), particularly in
decentralized systems, as well as public
enterprises. Such consolidation will be
constrained by data availability in many

CHAPTER 4
Public Expenditure Analysis in the Education Sector

11 S. Pradhan. 1996. “Evaluating Public Spending: A Framework for Public Expenditure Reviews.” World Bank Discussion Paper 323.
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countries. However, failure to consolidate key
components may seriously distort the true
picture of aggregate public spending.

• Deficits. How is the deficit defined? What
assumptions underlie the analysis of its
sustainability? How is foreign aid treated in
the estimate of the deficit?

Knowing the answer to these questions may be
insufficient to achieve a desirable level of public
expenditure. The reason is that the public budget
suffers from the “tragedy of the commons”—in this
instance, the benefits of higher budgetary allocations
accrue to individual ministries while the potential
costs in terms of higher inflation, debt, or
unemployment are borne by society at large. An
important issue is therefore to assess the aggregate
fiscal discipline of the government. For example, do
various actors in the government face hard budget
constraints? Are there mechanisms in place so that
when the urge to increase spending hits, it can be
resisted (by, e.g., restrictions on borrowing)? Another
important issue is whether the overall expenditure
level is predictable. In many countries, the ability to
forecast revenue is poor and budgeted expenditure
sometimes has to be cut midyear. Such practices
clearly undermine the government’s budget process.

In practice, improved macroeconomic balance,
including fiscal discipline, is obtained through
good estimates of the available resource envelope,
which are then used to develop budgets that fit
squarely within that envelope. This top-down
approach, often referred to as a medium-term
fiscal framework (MTFF), is essentially a
macroeconomic model that contains integrated
medium-term macroeconomic and fiscal targets
and projections. In terms of selecting the
appropriate estimation method, practices vary
widely across countries. Some countries rely
exclusively on International Monetary Fund
macroeconomic and fiscal data to develop the
initial MTFF. Others develop their own
spreadsheet-based or econometric models. One
general principle is that the model used should
be appropriate to the given administrative

capacity. Overall, the quality of the MTFF should
be assessed by ADB’s country economists.

Framework for Analyzing the Composition
of Expenditure

The composition of public expenditure should be such
that it finances the mix of goods and services that
maximizes social welfare. Pradhan (1996) proffers
three criteria for analyzing expenditure choice. The
first two reflect efficiency criteria while the third is
concerned with equity. First, public expenditure
should channel resources to those programs that the
private sector cannot undertake, and away from
programs that constitute the comparative advantage
of the private sector. This would imply a reallocation
of expenditure toward programs providing public
goods and with strong externalities. Second, even if
there is an underlying market failure, it needs to be
ensured that alternative expenditure allocations
actually improve upon private market outcomes. In
other words, the social costs and benefits of
alternative allocations need to be computed and
compared. Third, the impact on the poor needs to be
taken into account to ensure that the composition of
spending helps meet the poverty reduction
objectives. The following discusses in greater detail
how these criteria apply to the education sector.

Rationale for Public Sector Intervention in the
Education Sector

The rationale for government intervention in the
education sector has usually been justified on
grounds of market imperfections or equity (or both).

Externalities. The first, and most commonly alleged
source of market imperfections with respect to
education, is the presence of externalities from
schooling, i.e., some of the benefits from education
accrue not only to its direct recipients but also to
society at large. Some claim that an educated
electorate is essential to a successful democratic
society because, for example, it permits
individuals to keep records, file tax returns, and
evaluate political campaign material.12 Others
argue that an educated workforce is critical for

12 J. Dewey. Democracy and Education: An Introduction to the Philosophy of Education. 1966 edition. New York: Free Press; and D. Ravich and J.
Viteritti. 2001. Making Good Citizens: Education and Civil Society. Yale University Press.
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Figure 5: Hypothetical Market in Education

the adoption of new technologies and for
improving not just an individual’s productivity
but that of his or her coworkers as well.13 For yet
others, there is a negative correlation between
education and crime, so that widespread
education will reduce crime and associated social
disruptions.14 Others suggest that women’s
education brings external benefits for fertility
control and child health and nutrition.15 Each of
these arguments suggests that private spending
on education contributes to a public good. If
parents ignore the externalities associated with
education when deciding how much to spend on
their child’s education, education spending will
fall below the socially efficient level (Figure 5).
Public policies designed to increase education
attainment therefore have some prospects for
raising social welfare.

Graphically represented, the market for any
particular level of schooling might look like Figure 5.

In Figure 5, the private sector would provide
up to Q of the good on its own. The socially
optimum level, however, is Q*. The theoretical
literature therefore suggests that (i) there is a
compelling rationale for government intervention
in the education sector, and (ii) priority for
government intervention should be directly
related to the value of “s” (i.e., the size of the
externality or the gap between social and private
returns to education).

Agency Issues. A second rationale for government
intervention arises because minors, who are the
usual recipients of education, are not responsible for
deciding how much schooling they will obtain. Since

13 P. Romer. 1990. “Endogenous Technological Change.” Journal of Political Economy, vol. 98, no. 5, pp. 71-102.
14 T. Yamada and J. Kang. 1991. “Crime Rates versus Labor Market Conditions: Theory and Time Related Evidence.” NBER Working Paper 3810; and

L. Lochner and E. Moretti. 2001. “The Effect of Education on Crime: Evidence from Prison Inmates, Arrests and Self-Reports.” NBER Working
Paper 8605.

15 J. Behrman and B. Wolfe. 1987. “How does Mother’s Schooling Affect Family Health, Nutrition, Medical Care Usage and Household Sanitation?”
Journal of Econometrics, vol. 26, nos. 1–2, pp. 185-204; and M. Rosenzweig and P. Shultz. 1989. “Schooling, Information and Non-Market
Productivity: Contraceptive Use and Its Effectiveness.” International Economic Review, vol. 30, no. 2, pp. 457-477.
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the benefits of education accrue primarily to the
children who receive it, the level of spending on
education depends critically on the degree of parental
altruism. If parents place a low value on improving
their children’s future earnings potential, possibly
because they are unaware of the benefits of education,
they may underinvest in their children. This
argument needs to be treated cautiously since it
implicitly assumes that the government cares more
for children than parents. One setting in which this
may be broadly correct is where there is widespread
discrimination against girls. In such cases, there may
be a case for government intervention, but such
actions are likely to come into conflict with deep-
rooted cultural values.

Capital Market Imperfections. A third market
imperfection, which may be relevant for education
decisions, involves capital market constraints. The
private purchase of schooling, especially higher
education, is beyond the means of many poor
families. Most credit markets do not provide an
effective solution because of imperfections that
reduce participation, especially among the very
poor. In principle, the budget constraint can be
overcome by borrowing, given the high private
return to education. However, there are risks for
both borrowers and lenders in education financing.
Banks do not accept the promise of future earnings
as collateral. The failure of capital markets thus
affects not only the lower-income groups, but also
middle-income groups who cannot finance tertiary
education without credit.

Incomplete Information. A fourth market
imperfection relates to the problems of uncertainty
and incomplete or asymmetric information. Parents,
especially those from low-income families with little
education, may be less informed than better
educated parents about the benefits or quality of
education. As a result, they may underinvest in
education.16 This argument needs to be looked at
critically as some more recent studies suggest that
the poorest income groups actually make very
sophisticated choices about schooling for their

children, and there is notable willingness among
the poor to pay (though ability is often limited or
nonexistent) and to make a sacrifice for what they
perceive to be good quality education (though
teachers, parents, and students all have different
views on what constitutes quality in schools).17

Furthermore, frontline providers of education
services tend to have more information than clients
on their relative performance in terms of financing,
spending, and outcomes, so students may end up in
institutions other than those they would have
selected with better information.

Equity Issues. Not all groups in society can afford
the direct costs of investing in education such as
tuition fees, books, school uniform, and
transportation, and the indirect costs such as
earnings forgone to family and individuals. The
government therefore plays a role in promoting
equality of opportunity. If education were provided
under market conditions, only those who could
afford to pay would be able to enroll. Not only would
there be underinvestment from the social point of
view, but income inequalities would be preserved
from one generation to the next, since education itself
is a determinant of lifetime income.

Intrasector Expenditure Analysis—Efficiency
Considerations

Within the education sector, public expenditure can
be further disaggregated by subsector—primary,
secondary, and tertiary as well as TEVT. Each
subsector is characterized by different market failures,
the nature of benefit provided, and impact on the poor.
It is often argued that the rationale for government
intervention is more compelling for primary education
than secondary or tertiary education, because of the
generally accepted large social externalities from basic
literacy. However, this has not been proven in the
empirical literature, as now discussed.

Returns to investment in education, based on human
capital theory, have been estimated since the late 1950s.
In the 40-plus year history of such estimates, there

16 N. Barr. 1993. The Economics of the Welfare State. Stanford, CA: Stanford University Press.
17 Department for International Development (DFID). 2001. “Reaching the Poor: The Costs of Sending Children to School: A Six Country

Comparative Study.”
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have been several reviews of the empirical results to
try to establish patterns. The most recent review
presents the latest estimates and patterns as found in
the literature in the 1990s. The results are presented in
Table 2.18

The kind of inference that is usually made from this
type of information is that since primary education
has a higher social return than other levels, it should
receive the most public funds. While it would seem
logical to invest more where the social rate of return is
highest, it is not consistent with the standard
theoretical argument in favor of government
intervention in the sector. When one looks at the
numbers closely, the social rate of return is actually
lower than the private rate of return in all cases. If the
words “social” and “private” mean what they mean
in the theoretical sense, then the clear inference is that
not only would a government refrain from
subsidizing (or providing free) education, rather it
should actually tax whatever is being currently
provided. Hammer19 notes that what is actually being
measured in the empirical literature are wage effects.
Private returns measure the increase in earnings
derived from a particular level of education. Social
returns are private returns minus the cost of public
provision. There is therefore an important mismatch
in the terminology used in the empirical and
theoretical literature. The majority of empirical

estimates do not
capture true social
benefits or
externalities. What
they in effect measure
is really some form of
private return based
on wage differentials
associated with
different levels of
education.

E x t e r n a l i t i e s ,
though, are hard to
identify and even

harder to measure. A recent review of the literature
that specifically attempts to measure externalities in
the social sectors finds that the empirical evidence is
scarce and inconclusive, providing some support for
human capital externalities, but it is not very strong.20

Hence, while the rate-of-return studies have yielded
useful insights that have become widely accepted, it
is important to keep in mind the studies’ limitations.
A central concern is that the rate-of-return calculations
take into account only private benefits, i.e., the future
earnings of the individual educated, at least some of
which could be captured in the private market. A
critical issue is thus whether this limitation negates
the policy implication for broad allocations emerging
from these studies. It probably does not, but if public
provision of schools substitute for private provision
and if most of the benefits are private benefits, the net
social return from public provision could in fact be
much less than suggested by the rate-of-return
calculations. The studies’ results do show, however,
that investing in education yields high private returns
and is therefore a worthwhile endeavor.

Intrasector Expenditure Analysis—Equity
Considerations

Traditionally, rate-of-return analysis merely
compares aggregate benefits and costs without
placing differential weights on various groups,

Table 2: Returns to Investment in Education by Level

Social Private

Region Primary Secondary Higher Primary Secondary Higher

Asia 16.2 11.1 11.0 20.0 15.8 18.2
Europe/Middle East/North Africaa 15.6 9.7 9.9 13.8 13.6 18.8
Latin America/Caribbean 17.4 12.9 12.3 26.6 17.0 19.5
OECD 8.5 9.4 8.5 13.4 11.3 11.6
Sub-Saharan 25.4 18.4 11.3 37.6 24.6 27.8

World 18.9 13.1 10.8 26.6 17.0 19.0

a Non-OECD.
Source: G. Psacharopoulos and H.A. Patrinos. 2002. “Returns to Investment in Education: A Further Update.”
World Bank Policy Research Working Paper 2881. September.

18 G. Psacharopoulos and H.A. Patrinos. 2002. “Returns to Investment in Education: A Further Update.” World Bank Policy Research Working Paper
2881. September.

19 J. Hammer. 1996. “The Public Economics of Education.” Policy Research Department. World Bank.
20 R. Venniker. 2001. “Social Returns to Education: A Survey of Literature on Human Capital Externalities.” CPB (Netherlands Bureau for Economic

Policy Analysis). Report 00/1.
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including the poor. An evaluation of the
implications for the poor is therefore also needed to
ensure that the composition of spending helps meet
the poverty reduction objectives. This can be
accomplished through various methodologies. A
common one is benefit-incidence analysis.

Benefit-incidence analysis is a powerful technique
for assessing how effectively public spending is
targeted to the poor. It identifies who benefits from
public expenditure in education in different groups.
Depending on the interest, a population can be
grouped by various categories such as income, region,
ethnicity, or gender, although most of the benefit-
incidence analysis uses income grouping. The
analysis links information provided by the public
sector (estimated from the government’s fiscal
accounts) on the subsidy for different kinds of
education with the distributional profile of
utilization of public schools (obtained from
households through various surveys). Carrying out
a benefit-incidence analysis typically involves three
basic steps: (i) identifying the distribution of student
enrollment rates in public schools across population
quintiles sorted by income; (ii) estimating the unit

subsidies for each level of schooling from the
government finance data; and (iii) combining this
data to derive an estimate of per capita subsidy
accruing to each quintile.21

A recent review of benefit-incidence analysis in the
education sector concludes that primary and
secondary education expenditure is usually more
pro-poor than tertiary education expenditure
(Table 3).22 The literature therefore suggests that
(i) public sector intervention in the education sector
may be justified on efficiency grounds (even though
the magnitude of the positive externality has rarely
been measured empirically); and (ii) public
intervention in primary education may be more
equitable than public intervention at the secondary
level, which in turn may be more equitable than in
tertiary education. This latter finding is not entirely
surprising, given that children from poor households
tend to have less access to schooling at progressively
higher levels than children from richer families, and
their attrition rates increase as they become older
(see World Development Report 2004, especially Chapters
2 and 7). In practice, governments around the world
spend significant resources on education, and in many

Table 3: Benefit Incidence of Public Spending on Education in the 1990s

Sample Allb Primary Secondary Tertiary

Sizea Poorest Richest Poorest Richest Poorest Richest Poorest Richest

Sub-Saharan Africa 10 12.8 32.7 17.8 18.4 7.4 38.7 5.2 54.4
Asia and Pacific 4 12.4 34.8 20.3 16.9 8.3 37.3 2.5 69.0
Western Hemisphere 14 19.2 20.7 29.5 9.4 15.1 17.8 4.7 41.6
Middle East and North Africa 2 15.3 24.1 24.7 12.4 11.0 24.4 4.0 46.9
Transition 7 15.3 24.0 19.3 20.0 12.5 24.6 8.7 32.6

Total 37 15.8 26.3 22.8 15.1 11.3 27.9 5.4 46.3

Memorandum items:

Minimum 5.0 9.7 7.4 4.3 1.9 9.6 0.0 24.6
Maximum 33.3 46.0 39.4 27.8 24.3 60.8 18.3 93.1

a Number of countries based on overall spending. Some countries may have more than one observation.
b Consists of primary, secondary, and tertiary education. The components may not sum to the total because of differences in sample size across

education levels.
Source: H. Davoodi, E. Tiongson, and S. Asawanuchit. 2003. “How Useful are Benefit Incidence Analysis of Public Education and Health
Spending?” IMF Working Paper 227. November.

21 For a more detailed description on how to conduct a benefit-incidence analysis, see L. Demery. 2003. “Analyzing the Incidence of Public
Spending.” In Evaluating the Poverty and Distributional Impact of Economic Policies (Techniques and Tools), ed.  F. Bourguignon and L.A. Pereira
da Silva. Washington, DC: World Bank.

22 H. Davoodi, E. Tiongson, and S. Asawanuchit. 2003. “How Useful are Benefit Incidence Analyses of Public Education and Health Spending?” IMF
Working Paper 227. November.
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countries, it is in one of the largest government
expenditure items. On average, the composition of
education expenditure is usually skewed toward
basic education (primary and secondary levels). Table
4 shows trends in public education expenditure
among DMCs by level and by region.

Analyzing Economic Composition of Education
Expenditure

Another key issue to consider is the existence of
potential input-mix imbalances within a particular
sector. Pradhan (1996) refers to this as the “economic
composition of expenditure,” which comprises:
(i) capital investments typically grouped under a
country’s public investment program; and (ii) current
or recurrent expenditure, which includes wages and
salaries, other goods and services (including nonwage
operation and maintenance), interest payments, and
subsidies. Pradhan argues that there are often patterns
of under- and overspending for each of these categories
in many developing countries. These frequently
include (i) the bias for new capital investment, as
governments in developing countries tend to
undertake new, mostly donor-funded, investment
projects without adequately considering their future
stream of recurrent costs; (ii) the underfunding of
recurrent expenses, mainly nonwage operation and
maintenance, which leads to inefficient service
provision to the point of seriously reducing the
effectiveness of these investments; and (iii) the
overstaffing of a poorly paid civil service. In education,
the principal input-mix problem typically relates to

w a g e / n o n w a g e
expenditure imbalances.
As in many developing
countries, teacher salaries
account for a very large
share of education sector
expenditure, leaving little
for nonwage operation
and maintenance and even
investment spending. An
integrated analysis of
capital and recurrent

expenditure at the sector level can serve as a check on
distortionary and ineffective expenditure composition.

An analysis of the economic composition of
education expenditure also requires an understanding
of the relationship between, on the one hand,
expenditure categories such as teachers, schools, and
instruction materials, and, on the other, education
outcomes, such as what allocation of resources across
various inputs would best achieve desired education
outcomes. There has been much research on the
“education production” function, i.e., the relationship
between education inputs and outcomes in the
literature. Schools, for example, are not the only source
of learning. The nonschool factors of family, initial
student ability, community, and peer groups must be
controlled for so that the unique influence of school
resources can be isolated. Numerous studies have
estimated the education production function, and
some generalizations can be made. Socioeconomic
variables (i.e., family background) and student ability
have had the largest relative impact on school
achievement. Community and peer effects have been
smaller and frequently ambiguous. After controlling
for these factors, the relationship between school
resources and student achievement can be measured.
No particular school resources have been found to
have a consistent and positive effect on academic
achievement, and this has been shown within both
industrial and developing countries, across countries,
and across time within most OECD countries, as well
as within some East Asian countries.23 An extensive
debate has unfolded on whether the absence of any

Table 4: Public Expenditure on Education in DMCs by Level and Region

As Share of Total Public Expenditure on Education (%)
Share of
GDP (%) Primary Secondary Tertiary Other

East Asia 2.75 34.2 41.6 12.6 11.5
Southeast Asia 3.47 43.2 29.0 20.5 7.3
South Asia 3.45 43.0 35.6 15.1 6.3
Central Asia 3.91 11.6 66.0 10.5 11.8
Pacific DMCs 6.23  — — —  —

— = data not available.
Source: Processed from Key Indicators 2003. Table 24. Manila: Asian Development Bank. 2003.
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23 See for example: E. Hanusheck. 1995. “Interpreting Recent Research on Schooling in Developing Countries.” World Bank Research Observer,
vol. 10, no. 2, pp. 227-246; E. Gundlach, L. Woessman, and J. Gmelin. 2001. “The Decline of Schooling Productivity in OECD Countries.” The
Economic Journal, vol. 111, no. 471, pp. 135-147; and E. Gundlach and L. Woessman. 2001. “The Fading Productivity of Schooling in East
Asia.” Journal of Asian Economics, vol. 12, no. 3, pp. 401-417.
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statistically significant input-output relation can be
taken at face value. Critics point to problems in the
methodology employed and the choice of measurement
of education outcomes, and, using alternative
techniques, some studies have shown positive resource
effects.24 Notwithstanding this debate and the fact that
there certainly are circumstances where resources do
matter, the large body of empirical evidence suggests
that while there are large international differences in
student performance, differences in the amount of
education inputs probably do not suffice as the full
explanation.

Data and Information Framework for Public
Expenditure Analysis

Consistent with the methodological framework for
public expenditure analysis presented above, this
section identifies elements of a basic information
and data framework to help carry out such analysis.
Whenever possible, the analysis should be based
on trend data.

Defining the Education Sector

The first task for analysts is to decide how to define
the sector. Figure 6 shows increasingly inclusive
definitions.

Analysts can mix and match—for example, just
tertiary education, or just TEVT. The important
point is to recognize that explicit choices have to be
made. For example, if analysts decide to look at TEVT,

they should immediately be aware that they will
need to check for public financing sources in
ministries other than the education ministry.

How Much is Spent and How Much Does the
Government Spend?

Financial resources for education may come from
different sources—both budgetary and
nonbudgetary. To begin to answer the question on
spending, data on overall budgetary operations are
needed to facilitate the analysis of the consolidated
deficit and aggregate spending. It is then necessary
to calculate the indicators that reflect the priorities
of education spending. These indicators are total
education expenditure as a share of GDP, and as a
share of total public expenditure. These indicators
are then compared with those of other sectors and
across years. The examination of education spending
relative to other sectors allows the analyst to assess
whether education has been a priority economic
development strategy. It will also show whether
education is an increasing, decreasing, or steady
priority. To estimate total public expenditure,
analysts should make sure that they are working
with: (i) the consolidated budget (including both
central and local government budgets); (ii) the entire
public budget for education expenditure (most central
government expenditure will show up in the
education budget, but some may be included in
budgets from other ministries such as labor, culture,
or youth); and (iii) executed budgets—or if the budget
is still being implemented, analysts should clearly

24 See for example: L. Hedges, R. Laine, and R. Greenwald. 1994. “Does Money Matter? A Meta-analysis of Studies of the Effects of Differential
School Inputs on Student Outcomes.” Educational Researcher, vol. 23, no. 3, pp. 4-14; J. Angrist and V. Lavy. 1999. “Using Maimonides’ Rule
to Estimate the Effect of Class Size on Scholastic Achievement.” Quarterly Journal of Economics, vol. 114, no. 2, pp. 533-575; and A. Case and
A. Deaton. 1999. "School Inputs and Educational Outcomes in South Africa." Quarterly Journal of Economics, vol. 114, no. 3, pp. 1047-1084.

Most Restricted Most Inclusive

Specific level of All education All education plus All education plus All education plus
education but no TEVT TEVT if offered in all TEVT all TEVT plus
(e.g., tertiary) and no adult literacy secondary or wherever offered publicly financed

post-secondary institutions R&D

Figure 6: Education Sector Definitions
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flag that the budget is planned (there are at times
significant differences between planned and executed
budgets).

Nonbudgetary resources come predominantly
from private contributions and from foreign aid.
Ideally, data on these should be included as part of
the resource envelope. For private contributions,
any analyst would ideally want to know total
annual private payments for public education
services (formal fees by level of education and
informal payments) and for private education
services. Unfortunately, such data are very
difficult to glean from government statistics.
Household survey data are usually required, and
in many cases they are unavailable or incomplete.
Because of this, it is often very difficult to assess
the total resources available for education. With
respect to foreign aid, the amount of donor grants
and loans may be included or excluded from the
government budget. If they are included, they can
easily be traced. If they are excluded, the donors
themselves should have information on these
sources and the analyst should try to estimate their
magnitude (which can be significant in some
cases).

How Does the Government Finance Education
Expenditure?

The analyst should then examine the
intergovernment financing arrangements in the
sector, and needs to know answers to questions that
include the following:

• How is the total public budget for education
divided between the central and local
governments?

• If financing is split between the central and
subnational levels, which level of government
pays for different levels of education and/or
specific inputs?25

• If local governments have a financing role, how

do they get their money (e.g., tax revenues,
subventions)?

• Is there evidence of vertical imbalances?26

• Is there evidence of horizontal imbalances?27

What Does the Government Finance?

As noted in the section “Framework for Analyzing
the Composition of Expenditure,” above, the analyst
should examine both the functional and economic
composition of expenditure. In practical terms, this
implies analyzing how public expenditure is
allocated among various education subsectors. The
analyst should deduct, to the extent possible, from
the total figure for education expenditure both the
amount going to the ministry of education and other
purely administrative costs. The analyst should also
try to derive the per student cost by level of education
by dividing the total public expenditure for a level of
education by the total number of students enrolled
at that level, and look for anomalous ratios in per
capita costs across levels. The OECD publishes
average ratios that can be useful for reference
purposes. Relative to the per student expenditure for
primary education, in 2001 the average OECD
country spent 0.86 per student at the preschool level,
1.19 per student for lower secondary education, 1.39
per student for upper secondary education, and 2.07
for tertiary education.28

In terms of economic allocation, the analyst should
determine how expenditure is allocated among the
different inputs by level of education (if at all
possible). At a minimum, he or she should try to
obtain data on (i) recurrent versus capital
expenditure; (ii) within the recurrent category, staff
costs versus nonstaff costs; (iii) if possible within
staff costs, the breakdown between teaching and
nonteaching staff; and (iv) if possible within nonstaff
recurrent costs, the breakdown between utilities
and textbooks, etc. A hypothetical education budget
framework is provided in Appendix 1 for
illustration purposes.

25 In some cases, local governments might fund preschools and basic education but not upper secondary education, or they might fund school
maintenance but not capital expenditure.

26 I.e., shortfalls in the amount that the central government provides for specific local governments.
27 I.e., do local governments differ in the amount of money that they have available per student for education services?
28 OECD. 2004. Education at a Glance: OECD Indicators 2004. Tables. Paris.
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Should the Government Intervene in the Sector?

The subsection “Rationale for Public Sector
Intervention in the Education Sector,” above,
introduced a number of issues to consider in
determining whether there is a role for government
intervention in the education sector. Overall public
intervention in the education sector is warranted
if, and only if, public allocation can improve upon
private sector outcomes, either on efficiency or
equity grounds. A range of information is needed
to assess how well the state is performing in its
role, on both equity and efficiency grounds. In terms
of equity, the analyst should assess how
progressive (i.e., pro-poor) or regressive the state’s
financing of education is overall and by level of
education. Answering this question requires a
benefit-incidence analysis (see the subsection
“Intrasector Expenditure Analysis—Equity
Considerations,” above). More broadly speaking,
the analyst should examine whether there is an
equity problem in the sector. Checking outcomes is
generally a first step for identifying potential
inequalities. To assess this question, the analyst
needs data on key outcomes by subgroups at
different education levels, including net and gross
enrollment rates by level of education; completion
rates for primary, lower secondary, and upper
secondary levels; and learning outcomes from
standard national or international assessments.
Potential subgroups to consider would include
poverty quintiles, urban and rural variations, and
gender. Data from household surveys will almost
certainly be required for this task.

Public expenditure should also be assessed on
efficiency grounds (i.e., to determine whether the
public is getting its money’s worth in terms of the
efficient use of resources). Assessing this requires
looking at technical efficiency (Is money being spent
in the right way?), internal efficiency (Are
repetition and drop-out rates low?), and external
efficiency (Do the schools develop in students the
skills and knowledge in demand by employers?).
As part of technical efficiency, the analyst should
examine labor efficiency by comparing student/
teacher ratios in urban and rural areas, teacher/
nonteacher staff ratios, and domestic/comparator
country teaching loads. The distribution of

teachers by level of qualification, teachers’ wages
relative to technically oriented public sector
employees, GDP per capita, and labor market
wages for those with similar qualifications also
need to be assessed. Capital efficiency should also
be assessed as part of technical efficiency. In this
respect, the analyst should examine school
maintenance records, average student/classroom
ratios by level of education, average student/school
ratios, and number of multiple shifts schools by
level of education. To measure internal efficiency,
data on repetition rates and, if at all possible, drop-
out rates should be used. In many countries,
however, public data on drop-out rates are not
very reliable (especially if many families are
moving within the country or emigrating to other
countries). Students that moved are usually
counted as dropouts from their schools of origin,
but that does not mean that they do not re-enroll
in a school at their new destination. Finally, to
measure external efficiency, labor market data
should be used (percentage of graduating students
who find a job, average waiting time before finding
a job, wage rate by level of education, etc.)

Is Public Spending Adequate and Sustainable?

Adequacy and sustainability of public spending
are what public expenditure analysis in a given
sector sets out to find. In the short term, the analyst
should determine whether public spending is
adequate. This will ultimately be a judgment call
based on analysis of the previous topics. What is
now being spent? Is there room for more efficient
use of resources? Is there evidence of not enough
money being spent to fund basic inputs—school
maintenance, learning materials, teachers’ salaries,
etc? The analyst should also assess whether public
spending is likely to be adequate over the medium
and longer term. Starting with how much is needed
now, he or she should examine what may happen
to cost in the medium term, given the following:
(i) government sector goals such as Education for
All, extending the length of compulsory education,
introducing cost-recovery measures for tertiary
education, improving education quality by hiring
better educated teachers, and expanding TEVT
(which will affect total education spending); and
(ii) demographic projections for the school-age
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population. The analyst (in consultation with the
ADB country economist) should also determine
what can be afforded (based on the current and
projected public spending envelope; see the section
“Macroeconomic Framework and Aggregate Level
of Public Spending,” above).

Summary

This chapter has presented a broad framework for
public expenditure analysis. PERs typically help
analyze the level and composition of public sector
expenditure both across and within sectors. The
discussion has highlighted five key principles to
guide public spending evaluation.

• First, to ensure macroeconomic stability, public
spending should be kept at a level consistent
with the country’s long-run financing ability.

• Second, this level should be allocated (both
across and within sectors) in a way to maximize
social welfare. However, this principle is very
difficult to apply in practice, especially in the
education sector, because the empirical
literature has so far not been able to measure
the true social returns to education. Other
criteria are therefore needed to guide
expenditure allocation decisions.

• Third, the role of the government versus the
private sector ought to be a principal criterion
governing the choice of programs for public
financing and provision. Public expenditure
should fund programs that make the most
contribution to social welfare relative to what
the private sector can do, rather than merely
substituting for or even marginally improving
upon private sector activities and outcomes.
While the state in most countries remains the
main financier and provider of education
services, it is important to recognize two main
features. First, in many countries there are other
providers, and their role should be carefully
examined. Second, public intervention is not

synonymous with public provision, since
governments have a range of policy instruments
or tools at their disposal to respond to market
failures.

• Fourth, the impact of key programs on the poor
should be analyzed. Here, the literature
suggests that public intervention in primary
education is likely to be more equitable than
public intervention in secondary education,
which in turn is likely to be more equitable than
in tertiary education.

• Fifth, the input mix, or the allocation between
capital and recurrent expenditure, should be
analyzed in an integrated manner both at the
program and sector levels.

Twenty-one PERs have been conducted in ADB
DMCs over 2000–2005. Appendix 2 provides a list,
and specifies whether the respective studies provide
specific coverage of the education sector. It also
clearly shows that the World Bank has carried out
the most (ADB has participated in only six of them,
in Afghanistan, Bangladesh, Cambodia, Lao People’s
Democratic Republic, Maldives, and Philippines).
An extensive World Bank review of all of the PER
studies in the 1990s highlighted the following
shortcomings.29

• Most PERs define the public sector deficit as
the central government deficit. The deficit of
the consolidated general government
(including contingent liabilities), a more
relevant macroeconomic variable, has largely
been ignored.

• Most PERs do not examine the rationale for
public intervention. Basic public economics
concepts of market failure, public goods, and
externalities are seldom used to analyze the
efficiency of public budget allocation.

• Most PERs do not integrate capital and recurrent
expenditure, and so sidestep the issue of future

29 Development Economics Vice Presidency and Poverty Reduction and Economic Management Network. 1999. “Public Expenditure Reviews:
Progress and Potential.” PREM Notes Public Sector 20. World Bank. April.
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recurrent cost implications of the capital budget.
This introduces uncertainty regarding the
sustainability of policies and projects.

• Less than a quarter of PERs reviewed
adequately focused on institutional issues such
as budget management or incentives in the
public sector. Attention was restricted to
incomplete (and often superficial) economic
analysis of public expenditure.

Thus far, the focus of the discussion in this
chapter has been almost entirely on the analysis
of the level and composition of public
expenditure allocation. It needs to be borne in
mind, though, that focusing on allocative policies
alone will do little unless such policies are
efficiently executed and effectively managed. As
discussed in Chapter 3, this requires well-
functioning relationships of accountability—
more the exception than the rule in many

developing countries. Public institutions lacking
proper incentives (low pay, unfair recruitment
and promotion, etc.) often fall prey to corruption
and low morale, eroding the effectiveness of
public institutions. The often prescribed
approach of capacity building may not be an
appropriate solution to deep-rooted problems
such as lack of incentives and bad governance. It
is therefore critical to incorporate the
institutional context in the analysis of education
sector issues—i.e., it is as important to evaluate
the institutional arrangements or rules of the
game among key players involved in the chain
of education services delivery as the allocations
themselves.30 Unfortunately, public expenditure
analysis has traditionally placed little emphasis
on these institutional issues. However, recent
tools are emerging to attempt to redress these
shortcomings, and Chapter 5 reviews the use of
microeconomic surveys as instruments for
assessing public service delivery performance.

30 Several studies over the last few years have highlighted the importance of the institutional/governance environment in determining educational
outcomes and impact. See for example: L. Pritchett. 2001. “Where are All the Education Gone.” The World Bank Economic Review, vol. 15, no. 3,
pp. 367-391; and E. Dabla-Norris and M. Gradstein. 2004. “The Distributional Bias of Public Education: Causes and Consequences.” IMF
Working Paper 214.
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Introduction

The budget is an important link in the long route of
accountability connecting clients to providers
through politicians and policy makers. Every school
system requires money and other resources to
operate. However, as the empirical literature has
shown, budget allocations tend to be a poor proxy
for services actually reaching intended beneficiaries,
especially in countries with weak accountability
systems. The literature provides at least four
interrelated explanations for the apparent disconnect
between spending (meant to address efficiency and
equity concerns) and actual transformation into
education services. First, governments may spend
on the wrong goods or the wrong people. A portion
of public spending on education may be devoted to
private goods and may crowd out private spending.31

Furthermore, several studies have suggested that
benefits accrue largely to the rich and middle class.32

Second, even when governments spend on the right
goods or the right people, the money may fail to reach
the frontline service providers.33 Third, even when
the money reaches the school, the incentives to
provide the service may be weak. Teachers are often
poorly paid, hardly ever monitored, and given few
incentives from the central government bureaucracy,
which is often more concerned with inputs than
outputs. The result can be a high teacher absenteeism
rate. Fourth, even if the services are effectively
provided, households may not take advantage of
them. For economic and other reasons, parents may
pull their children out of school. These demand-side
failures often interact with supply-side failures to
generate a low level of education services and
education outcome, especially among the poor.

All four explanations, and in particular the last
three, highlight a key motivation for undertaking
microsurveys, namely that improving public
services must involve an explicit treatment of
incentives. This chapter discusses how
microsurveys can be used to assess both the
quality and quantity of education services and
the complexities involved in transforming
budgets into actual goods and services. The
chapter focuses on two relatively new survey
tools—the public expenditure tracking survey
(PETS) and the quantitative service delivery
survey (QSDS). It is organized in three main
sections. It starts with presenting the key features
of PETS and QSDS and explains how they differ
from other survey-based research tools. It then
reviews how these surveys have been applied to
date to support education sector analysis and
presents the main findings from the analysis. It
next presents broad lessons on how to design and
implement a PETS and QSDS, and ends with some
conclusions.

Key Features of Public Expenditure
Tracking Surveys and Quantitative Service
Delivery Surveys

Apart from information on central government
budgetary allocation, information on actual public
spending is seldom available in many developing
countries. The PETS was designed to provide such
information, on a sample survey basis, from
different tiers of government, including frontline
service facilities, with the objective of identifying
the location and extent of impediments to financial
flows. Government resources, which are typically
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31 See J. Hammer, I. Nabi, and J. Cercone. 1995. “Distributional Effects of Social Sector Expenditures in Malaysia, 1974 to 1989.” In Public Spending
on the Poor, ed. D. Van de Walle and K. Nead. Published for the World Bank by Johns Hopkins University Press, Baltimore and London.

32 See H. Davoodi, E. Tiongson, and S. Asawanuchit. 2003. “How Useful are Benefit Incidence Analyses of Public Education and Health Spending.”
IMF Working Paper 227. November; and D. Filmer. 2003. “The Incidence of Public Expenditures on Health and Education.” Background note for
World Development Report 2004. World Bank. May.

33 See R. Reinikka and J. Svensson. 2001. “Explaining Leakage of Public Funds.” Policy Research Working Paper 2709. World Bank.
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earmarked for particular applications in the budget,
upon release, and within a predefined legal,
regulatory, and institutional framework, flow
through the layers of government and via the
banking system down to the schools, which are
charged with the responsibility for the actual
spending. A PETS tracks the flow of resources
through these institutional strata to determine how
much of the original resources reach each level (if
they get there at all), and how long resources take to
get there. It is therefore useful as a device for locating
and quantifying leakage of funds and problems in
deployment of resources.

The QSDS goes beyond tracking funds to examining
the efficacy of spending, as well as incentives,
oversight, and the relationship between agents and
principals. In the QSDS, the facility or frontline provider
is typically the main unit of observation, in the same
way that the firm is the unit of observation in
enterprise surveys, and the household in household
surveys. The QSDS can be applied to government,
private profit, and private nonprofit service providers.
It collects data on (i) characteristics of the facility/
provider (size, ownership, access to infrastructure);
(ii) inputs and costs (salary, textbooks); (iii) outputs
(number of pupils attending schools); (iv) quality
(student satisfaction, completion rate); (v) financing
(sources, amounts, in-kind versus cash, reliability);
(vi) management systems, oversight, and incentives
(reporting and record-keeping practices, audits, staff
absenteeism); (vii) community participation (parent-
teacher association involvement), and so forth. The
QSDS relies both on hard data collected from school
records as well as interviews of managers and staff. In
some case, beneficiaries are also surveyed.
Triangulating the data collection in this way serves as
a means of cross-validating information obtained
separately from each source.

PETS and QSDS complement each other and can be
conducted in parallel. This allows for a detailed
evaluation of wider institutional and resource-flow
problems on frontline service delivery. The facility-
level analysis can also be linked upstream to the public
administration and political processes (through public
official surveys) and downstream to households
(through household surveys) to combine the supply
and demand for services. The novelty of the PETS and

QSDS approach lies not so much in the development
of new methods of analysis per se, but the application
of proven methods (microsurveys) to service
providers and governments.

PETS and QSDS are distinct from other survey tools
in various ways. First, they differ in that they define the
service provider (and the incentives facing the provider)
as the key unit of analysis (as opposed to, say, the firm
or the household). It is not unusual for household
surveys to include facility modules. The rationale for
including such modules is usually to characterize the
link between access and quality of services to key
household welfare indicators. The perspective in these
surveys, however, is that of the household rather than
the service provider. As a consequence, these surveys
pay little attention to the question of why quality is the
way it is. This is reflected in the type of data collected,
which is mainly on access indicators and the range of
services provided. Such information is rarely detailed
enough to form a basis for analysis of service delivery,
such as operational efficiency, utilization, and other
performance indicators.

Second, PETS and QSDS do not use budgeted costs
as a basis for analysis. In benefit-incidence analysis
household data on consumption of public goods are
combined with information on budget allocations for
public expenditure to determine a unit subsidy per
person. Household usage of the service is then
aggregated across key social groups to impute the
pattern and distribution of service provision. By
contrast, PETS and QSDS collect data on actual
spending and services provided at the facility level.

Finally, PETS and QSDS explicitly recognize that
agents in the service delivery system may have strong
incentives to misreport (or not report) key data. These
incentives derive from the fact that information
provided by, for example, a school, partly determines
its entitlement to public funding. Likewise, if resources
(like staff time) are used for other purposes, the agent
involved in the activity will most likely not report it
truthfully. PETS and QSDS deal with these data issues
in two ways: (i) by using a “multi-angular” data
collection strategy, that is, a combination of data from
different sources; and (ii) by carefully considering
which sources and respondents have incentives to
misreport, and identifying the data (or their sources)
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that are influenced by these incentives. (For example,
to document the extent of provider absenteeism,
surprise visits to schools are needed to verify
attendance—some QSDS have been modified to allow
for this.)

Figure 7 illustrates how PETS and QSDS relate to
more standard tools of analysis. Public expenditure
analysis has been widely used to assess the efficiency
of public spending in education. As discussed in
Chapter 3, such an approach focuses on analyzing
the composition of public spending across various
inputs and subsectors. The primary issue that public
expenditure analysis seeks to examine is whether
the government spends on the right goods. Household
education surveys are designed to provide
information about the decisions that households
make about how much and what kind of education

to invest in. These surveys are typically combined
with more general household surveys and their depth
of coverage is therefore limited. Nonetheless, from
this type of data, the analyst will be able to derive a
distributional profile of utilization of public schools
which, combined with the government’s budget data
on subsidies to education, will permit some type of
benefit-incidence analysis (to assess whether the
government spends on the right people). Both types
of analysis are based on budgetary allocations, using
government data. PETS and QSDS provide a means
to empirically test whether the accountability
framework described in Chapter 3 is working
properly. More specifically, PETS focuses on the
transfer of funds issue (Do funds reach schools?) while
QSDS examines how resources are used and actual
service delivery at the school level (Does the school
use funds efficiently?).

Figure 7: Ensuring the Link between Education Spending and Outcomes—Tools of Analysis

Source: ADB staff.
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PETS = public expenditure tracking survey, QSDS = quantitative service delivery survey.
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Applications and Findings to Date
Several countries have implemented PETS and
QSDS, including Ghana, Honduras, Papua New
Guinea, Peru, Rwanda, United Republic of Tanzania,
Uganda, and Zambia. Nearly all applications of the
PETS and QSDS have so far concentrated on the
health and education sectors. Appendix 3 provides
an overview of the surveys undertaken.34 This
section summarizes how these tools have been
applied and what key findings emerge, as they
apply specifically to the education sector.

PETS and QSDS as Diagnostic Tools

PETS and QSDS can be used in a number of ways. The
majority of PETS and QSDS undertaken to date have
been used as diagnostic tools, to empirically test
whether the accountability framework described in
Chapter 3 is working properly. As such, they are used
to identify basic problems without necessarily
exploring why they are occurring or how they can be
solved. Two common problems that the studies have
diagnosed are leakage of funds and provider
absenteeism. Studying each problem involves the
collection of a sufficient amount of data within a well-
designed sample. However, the use to which these data
is put is straightforward, for example, a single
calculation of percentages, perhaps of funds leaked or
of teachers absent.

With respect to leakage of funds, Uganda was the
first country to conduct a PETS in 1996. The study
was motivated by the observation that despite a
substantial increase in public spending on education,
several officially reported education outcomes and
indicators remained stagnant. The most obvious
disparity in outcome indicators was observed in
primary school enrollments. The hypothesis was that
actual service delivery, proxied by primary
enrollment, was much worse than the budgetary
allocations implied, because public funds were subject

to capture by local government officials and did not
reach the intended facilities. To test this hypothesis, a
PETS was conducted to compare budget allocations
with actual spending through various tiers of
governments, including frontline delivery points—in
this instance, primary schools.35 The survey results
provided a stark picture of public funds on the front
lines: on average, only 13% of the annual capitation
grant per student from the central Government
reached schools in 1991–1995. The average across
schools masks significant differences among schools.
Most schools received very little or nothing. The
picture looks slightly better when limiting the sample
to the last years of the sample period. Still, only 22% of
the total capitation grant from the central
Government reached the schools in 1995. The study
also revealed that nonwage expenditure was much
more prone to leakage than wage expenditure.

Following this result in Uganda, several countries
implemented PETS and QSDS. For primary education,
these studies included Ghana, Madagascar, Peru,
Tanzania, and Zambia. They confirmed that Uganda
is not a special case. Leakage of nonwage funds was
found to be a major issue in all cases. The survey
findings are summarized in Table 5.

The study in Tanzania attempted to track all
nonwage flows to primary schools. As in Uganda,
funds were channeled to schools via district
administrations. Although schools typically knew
they were entitled to some funding, as resources
reaching the schools were predominantly in kind,
schools or communities seldom knew the value of the
in-kind support that they received, or to what exactly
they were entitled. The study found that in 1998, on
average, 57% of all nonwage funds intended for
primary schools were diverted and never reached the
schools.36 Similarly, the Ghana study tracked the flow
of all nonwage expenditure to primary schools.37 The
Ghanaian education system is similar to that in

34 The World Bank has taken the lead in the design/implementation of PETS and QSDS. However, a PETS/QSDS is to be implemented under the
Bangladesh Second Primary Education Development Program. This would be the first such survey financed by ADB (in collaboration with other
donors). The survey is scheduled to commence later this year.

35 E. Ablo and R. Reinikka. 1998. “Do Budgets Really Matter? Evidence from Public Spending on Education and Health in Uganda. World Bank Policy
Research Working Paper 1926; and R. Reinikka. 2001. “Recovery in Service Delivery: Evidence from Schools and Health Centers.” In Uganda’s
Recovery: The Role of Farms, Firms, and Government, ed. R. Reinikka and Paul Collier. Regional and Sectoral Studies. World Bank.

36 G. Sundet. 2004. “Public Expenditure and Service Delivery Monitoring in Tanzania: Some International Best Practices and a Discussion of Present
and Planned Tanzanian Initiatives.” USAID report.

37 X. Ye and S. Canagarajah. 2002. “Efficiency of Public Expenditure Distribution and Beyond: A Report on Ghana’s 2000 Public Expenditure Tracking
Survey in the Sectors of Primary Health and Education.” Africa Region Human Development Working Paper Series 31. World Bank. May.
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Tanzania: funds to schools were channeled through
district offices, most of the resources reaching the
schools were in kind, and schools had little knowledge
of the monetary value of what they were actually
receiving. The Ghana study found that, on average,
49% of the nonwage funds were captured.

In Zambia, there are two grant programs in
primary education: a rule-based grant program
where each school is entitled to a fixed grant, and a
program that disburses at the discretion of district
offices. The Zambia study tracked both.38 It found
that most of the rule-based grants reached the
schools, but only about one fourth of the discretionary
funds did. The survey in Peru examined the use of
funds for utilities and found that 30% of schools for
which the government district office claimed to pay
utilities did not receive such payments.

The studies therefore confirm that local capture is
a serious problem, and that nonwage expenditure
seems to be more prone to leakage. This is not entirely

surprising given that failure
to pay teachers would
probably attract much
more attention, as teachers
know how much they are
owed and have an incentive
to make sure they receive it.
The various studies also
demonstrate that the
sources of leakage can result
from different tiers of
government. For example, in
Tanzania and Uganda, the
most serious leakage arose in
local government, while in
Ghana it occurred before the
resources reached that level.
In the countries concerned,
the identification of problem
spots prepared the way for
specific and targeted
interventions.

While earlier studies
established that leakage is a less critical factor in
wage expenditure, there are other issues related to
staff behavior and incentives that can have similar
adverse effects on service delivery. The Honduras
PETS and QSDS explored and diagnosed moral
hazard, with respect to frontline health and
education staff. The hypothesis for the PETS was
that the central payroll office in Honduras had no
means of ensuring that public employees really
existed (ghost workers). Another concern was that
employees were not putting in full hours of work
(absenteeism). Yet another question was whether
workers were working where they were supposed
to be working (migration of posts). The last element
was a major problem because the Honduran system
of staffing does not assign a post to individual
schools, but to the central ministry. Given that the
ministry has discretion over the geographic
distribution of posts, the system provides an
incentive for frontline staff to lobby the ministry to
have their posts transferred to more attractive
locations, most often to urban areas.

Table 5: Capture of Nonwage Funds in Primary Education:
Evidence from Public Expenditure Tracking Surveys, Selected
Developing Countries, 1995–2001

Country Year Expenditure Program Sample Capture
Size (%)

Ghana 1998 Nonwage Spending in Primary Education 126 49
(multiple programs)

Peru 2001 Utilities 100 30
Tanzania, 1998 Nonwage Spending in Primary Education 45 57
United Rep. of (multiple programs)
Uganda 1995 Per Student Capitation Grant 250 78
Zambia 2001 Fixed School Grant 182 10
Zambia 2001 Discretionary Nonwage Grant Program 182 76

Note: Sample size is the number of schools surveyed. Capture is the average share of entitled funds
not reaching the schools.
Sources: Ghana: X. Ye and S. Canagarajah. 2002. “Efficiency of Public Expenditure Distribution and
Beyond: A Report on Ghana’s 2000 Public Expenditure Tracking Survey in the Sectors of Primary Health
and Education.” Africa Region Human Development Working Paper Series 31. World Bank. May; Peru:
Instituto Apoyo, Lima. 2002. “Public Expenditure Tracking Survey: The Education Sector in Peru.”
Inter-American Development Bank and World Bank. 25 September. Unpublished; Tanzania:
PriceWaterhouseCoopers. 1999. “Tanzania Public Expenditure Review: Health and Education Financial
Tracking Study.” 2 vols. Government of Tanzania and Department for International Development.
March. Dar es Salaam; Uganda: R. Reinikka. 2001. “Recovery in Service Delivery: Evidence from Schools
and Health Centers.” In Uganda’s Recovery: The Role of Farms, Firms and Government, ed. R. Reinikka
and P. Collier. Regional and Sectoral Studies, World Bank, Washington, DC; Zambia: J. Das, S. Dercon,
J. Habyarimana, and P. Krishnan. 2004. “Public and Private Funding of Basic Education in Zambia:
Implications of Budgetary Allocations for Service Delivery.” Africa Region Human Development Working
Paper Series 62. World Bank. April.

38 J. Das, S. Dercon, J. Habyarimana, and P. Krishnan. 2004. “Public and Private Funding of Basic Education in Zambia: Implications of Budgetary
Allocations for Service Delivery.” Africa Region Human Development Working Paper Series 62. World Bank. April.
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Table 6: Provider Absence Rates by
Country and Sector, Selected
Developing Countries     (%)

Absence Rates

Primary Primary Health
Schools Centers

Bangladesh 16 35
Ecuador 14 —
Indiaa 25 40
Indonesia 19 40
Papua New Guinea 15 —
Peru 11 23
Uganda 27 37
Zambia 17 —

— = data not available. a Average for 19 states.
Source: N. Chaudhury, J. Hammer, M. Kremer, K. Muralidharan,
and F. Halsey Rogers. 2004. “Provider Absence in Schools and
Health Clinics.” Available: http://www.hec.ca/neudc2004/fp/
rogers_h_sept_30.pdf.

The PETS and QSDS set out to quantify the
incongruity between budgetary and real
assignments and to determine the degree of
attendance at work. In education, the study found
that 3% of staff on the payroll did not exist (ghost
workers), while 5% of primary school teachers were
unknown at their place of work (migration of posts).
Staff migration was highest among nonteaching
staff and secondary teachers. Absenteeism was less
of a problem than in the health sector, with an
average attendance rate of 86% across all categories
of staff (compared with 73% in health). Fifteen
percent of all absences were unaccounted for.
Multiple jobs in education were twice as prevalent
as in health, with 23% of all teachers having two or
more jobs.

The findings of the Honduras PETS have generated
further interest in the issue of service provider
absenteeism. In 2003, the World Bank and partner
organizations carried out a coordinated survey of
thousands of primary schools and primary health
centers in eight countries: Bangladesh, Ecuador,
India, Indonesia, Papua New Guinea, Peru, Uganda,
and Zambia. Results are reported in Table 6. One
major goal of the initiative was to provide good

estimates of the extent of provider absence. The
project did this by making unannounced visits to
those facilities and recording, in a sample survey,
whether personnel were present at their assigned
posts. National average teacher absence rates in
primary schools ranged from 11% in Peru to 27% in
Uganda. These estimates are likely to be
conservative for several reasons. First, providers
are counted as present if they are found anywhere
in the school or clinic (even if they are not delivering
services). In India, enumerators found that fewer
than half of the teachers were actually teaching at
the time of the teacher observations. Second, there
is some evidence that a survey-observation effect
could have reduced measured absence rates during
the second visit to each school.

PETS and QSDS as Analytical Tools

Diagnostic surveys can identify problems, but it
is also important to understand their underlying
causes so that these factors may be changed. PETS
and QSDS can also be used as analytical tools. For
example, a starting place for analysis may be the
observation that the capture of funds varies across
schools and perhaps across districts; or it may be
widely different attendance behavior among
teachers. The task that falls to the analyst is to
determine why this should be so. To do this,
analysts typically look for other factors that are
correlated with the variables of interest,
formulate and test a hypothesis, and try to
discern any causal relationships. If causes are
discovered, they often give a clue to the
appropriate policy intervention.

Reinikka and Svensson39 used statistical
analysis to explain why some schools receive
more funds than others, using data from the
Uganda PETS. The study results show that schools
in better-off communities experience a lower
degree of leakage. Also, larger schools appear to
receive a greater share of the intended public funds
per student, and schools with a higher degree of
unqualified teachers experience more leakage.
These findings suggest that schools use their

39 R. Reinikka and J. Svensson. 2001. “Explaining Leakage of Public Funds.” Policy Research Working Paper 2709. World Bank; and R. Reinikka and
J. Svensson. 2004. “Local Capture: Evidence from Central Government Transfer Program in Uganda.” Quarterly Journal of Economics, 119 (2).



43

bargaining power vis-à-vis local governments to
secure a greater share of funding. If this is indeed
the case, local capture may have obvious equity
implications. Specifically, poor students may
suffer disproportionately because their schools
receive even less funding than others. If local
capture is related to users’ socioeconomic status,
this has an implication for benefit-incidence
analysis as well, since if resources are not being
allocated following government budget decisions,
such analysis (which is based on budgetary
allocations) may seriously distort or
underestimate the potential pro-rich bias of public
expenditure on education.

Chaudhury et al.40 examine provider
absenteeism in schools and health clinics. Using
survey data collected in eight countries, the
authors describe basic correlation and trends in
absenteeism of teachers and medical personnel.
Their results show that rates are generally higher
in poorer countries and states, with an additional
$1,000 in per capita income (at purchasing power
parity) reducing predicted absenteeism by 2.7
percentage points. Absenteeism appears to be
spread out over most providers, rather than
among a small number of people frequently
absent, suggesting a general culture of tolerance
for it. The authors then focus specifically on
teacher absenteeism and use regression analysis
to identify correlates at the individual, school,
and district levels. Their results show that teacher
absenteeism is positively correlated with poor
school infrastructure (which suggests that
working conditions matter) and with distance
from the nearest ministry of education office
(which suggests that administrative monitoring
may also be important). By contrast, proxies for
intrinsic motivation,41 community monitoring,
and salary levels did not turn out to be robust
predictors of absenteeism.

Using PETS and QSDS Data for Impact Evaluation

Another reason to conduct PETS and QSDS is to
examine the impact of a policy intervention that
has already been made. A good occasion to use a
PETS or QSDS for impact evaluation is after an
earlier round, so that results can be compared. This
was done in Uganda. Following the findings of the
1996 Uganda PETS (which revealed that for every
dollar spent by the central Government, the schools
received approximately only 20 cents on average),
the central Government enacted a series of policy
changes. Specifically, it began to publish data on
monthly transfers of capitation grants to the
districts in newspapers.

Reinikka and Svensson42 used a repeat PETS and
QSDS to study the effects of increased public access
to information as a tool to reduce capture and
corruption. The PETS visited the same schools in
2001 that had participated in the 1996 survey. The
new survey found a significant improvement since
the mid-1990s. Leakage had fallen from 78% to 18%.
However, this did not prove that the information
campaign had been successful, as the reduction in
leakage could have occurred for other reasons. To
test for the effect of the information campaign itself,
the authors included questions in the questionnaire
about the schools’ access to sources of information,
particularly newspapers. The authors controlled for
a broad range of school-specific factors such as
household income, teacher education, school size,
and degree of supervision, and took into account
the fact that district personnel might not know
whether schools had newspapers or not. The study
results suggest that the information campaign
accounted for three quarters of the improvement.

Few data have so far appeared on the use of PETS
and QSDS for impact evaluation. The Uganda case
is the best example so far, as most surveys elsewhere

40 N. Chaudhury, J. Hammer, M. Kremer, K. Muralidharan, and F. Halsey Rogers. 2004. “Provider Absence in Schools and Health Clinics.” Paper
presented at Northeast Universities Development Consortium Conference in Montreal, October. Available: http://www.hec.ca/neudc2004/fp/
rogers_h_sept_30.pdf.

41 Measured by whether or not an individual received a degree in education or some sort of teacher training, whether an individual was locally recruited,
and whether an individual received some sort of in-service training.

42 R. Reinikka and J. Svensson. 2003. “The Power of Information: Evidence from a Newspaper Campaign to Reduce Capture.” Working Paper 3239.
World Bank, Washington, DC.
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are too recent to have allowed for a follow-up. It is
important to note, however, that the use of
microsurveys for impact evaluation is not novel.
For example, the use of randomized evaluation
methods has long been advocated for measuring
program impact (particularly in the social sectors).43

Designing and Implementing a PETS and
QSDS: Lessons Learned

Like other micro-level surveys, PETS and QSDS
require careful design and implementation. This
section draws on Dehn et al.44 and briefly outlines
broad steps involved in successful design and
implementation of PETS and QSDS. More detailed
information on survey design, sampling
techniques, implementation as well
as sample questionnaires are available at
www.publicspending.org (subtopic surveys).

In the first step, the survey team needs to have a
good idea of why they are doing the study. When a
new analytical tool is developed, there is a
temptation to use the tool, regardless of whether
the situation on the ground warrants its
application. Even if the study is sponsored by
donors (rather than a developing country
government), it is important to involve the
government in the process of deciding the study’s
motivation and purpose. This will help ensure the
cooperation of public officials. Furthermore, it will
build up the government’s sense of ownership of
the study, making it more likely that the study’s
recommendations will be translated into policy.

As a second step, the survey team should agree
on the scope of the study. A survey requires
considerable effort, so it is advisable to limit the
number of sectors to one or two. Until now, PETS
and QSDS have mostly been carried out in the
“transition-intensive” health and education
sectors with clearly defined frontline service

delivery points (clinics and schools) but there is
no reason to limit them to these two sectors.
Criteria for choosing the unit of analysis are likely
to vary with context. It could be a sector receiving
the largest amount of public funds, service units
most directly connected to the poor, or service units
plagued with high volumes of anecdotal
complaints from users.

The third step is to identify key issues and
problems involved in service delivery in the chosen
sector. Every data collection strategy should be
designed with one or more questions in mind. It is also
useful to develop a hypothesis of what the answer to
the question might be. This is helpful in determining
what kind of data will be the most valuable.

Next, the survey team needs to determine the
structure of government resource flows and rules
for resource allocation to schools. A detailed blueprint
of how the government and its resource flows are
designed is a prerequisite for tracking expenditure to
determine whether the system is working properly.
Before designing their strategy, researchers must
therefore assess how the education hierarchy is
structured and how funds are supposed to be
allocated and disseminated.

The researchers also need to obtain a good
understanding of the institutional setting with
respect to the relationship between government and
private (both profit and nonprofit) providers. Most
developing countries have a mixture of private,
public, religious, and community schools. As
mentioned above, an often sizable share of education
takes place outside the public system. Private
schools may cater mainly to the wealthy so that the
burden of reaching out to the poor and
disadvantaged rests mostly on the public sector. In
other cases, private, religious, and community
schools may be important to the poor. It is useful to
understand the different kinds of schools operating

43 See for example: J. Newman, L. Rawlings, and P. Gertler. 1994. “Using Randomized Control Designs in Evaluating Social Sector Programs in
Developing Countries.” The World Bank Research Observer. July; E. Duflo and M. Kremer. 2003. “Use of Randomization in the Evaluation of
Development Effectiveness.” Paper prepared for the World Bank Operations Evaluation Department. July; and M. Ravallion. 2003. “Assessing the
Poverty Impact of an Assigned Program.” In Evaluating the Poverty and Distributional Impact of Economic Policies (Techniques and Tools), ed.
F. Bourguignon and L.A. Pereira da Silva. Washington, DC: World Bank. September.

44 J. Dehn, R. Reinikka, and J. Svensson. 2003. “Survey Tools for Assessing Performance in Service Delivery.” In Evaluating the Poverty and Distributional
Impact of Economic Policies (Techniques and Tools), ed. F. Bourguignon and L.A. Pereira da Silva. Washington, DC: World Bank.
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in a country and what roles they play. The PETS and
QSDS can then be used to test various hypotheses,
such as, for example, assessing whether education
outcomes are better in public than private schools.

A rapid data assessment is also recommended
early in the process to determine the availability of
records at various layers of government as well as in
the private sector, particularly at the school level. It
is important to do this early on, even if this entails a
delay and extra upfront costs. Necessary data to
conduct a full QSDS may not be available in all sectors
and in all countries at the facility level. A preliminary
assessment is therefore needed to check whether a
QSDS is feasible.

The survey team should also assess available local
capacity to carry out the survey and engage in data
analysis and research. Conducting a PETS or QSDS
requires a variety of staff, ranging from enumerators
and data-entry agents to statistical analysts. Using
local consultants is likely to be more cost effective
than using international resources, as well as being
beneficial for capacity building. In-country
consultants also have an advantage over their
international counterparts regarding knowledge of
local institutions (yet they may be more prone to
local pressures).

In the final step, the survey must decide on the
appropriate survey tool. This will depend on data
availability, the purpose of the study, and the main
problems that the study seeks to address. For
example, if one of the main problems is funds
capture before they reach the service facility, a PETS
may be more appropriate; if it is that facilities are
not performing as they should on the basis of
received resources, a QSDS may be more
appropriate. In many cases, the survey will be a
combination of the two.

Summary

Until recently, analysis of public service delivery
focused almost exclusively on the issue of public

financing—highlighting whether the government
spends its money on the right goods and the right
people—using budgetary allocations. Little was
known of actual spending and little attention was
paid to the issue of whether the resources allocated
by the government actually reached the schools.
Provision, particularly issues related to
institutions, incentives, and provider behavior,
also received little attention. Helping address this
deficit are the promising new microeconomic
tools of PETS and QSDS. This chapter’s brief review
shows that these surveys can indeed be useful
instruments to diagnose problems in the service
delivery chain quantitatively, to understand the
underlying causes of these problems, and to
design more effective interventions.

The PETS and QSDS conducted so far have shown
that translation of new funds and resources into
improved education outcomes cannot be taken for
granted. They have revealed some of the reasons
why service failures may occur. Two common
problems are leakage of funds and provider
absenteeism. A general lesson is that, in order to
ensure that education resources are effectively
transformed into education outcomes, it is
necessary to identify the weak links in the
accountability system and make them the focus of
reforms. As diagnostic tools, PETS and QSDS can
help achieve this. The studies carried out to date
suggest new ways to improve public sector
performance. First, interventions can be targeted
far better at vulnerable types of expenditure, such
as nonwage recurrent spending, and at weak tiers
in the public sector hierarchy. Second, efforts to
improve public service delivery should consider not
just resource flows, but also the institutional
framework and incentives. Adequate resources are
inadequate to guarantee performance if these
resources migrate from where they were originally
intended for use. Third, some studies have suggested
(for example, Uganda) that information
dissemination may be a way to mitigate problems
arising from the information asymmetries that
characterize most public sectors.

Chapter 5: Use of Microeconomic Surveys for Assessing Public Service Delivery Performance
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Retro 2004 largely confirms the findings of Retro 2002
and Retro 2003 (Chapter 2)—primarily that, in the
majority of projects reviewed, insufficient attention
is paid to establishing a sound rationale for a project,
in three main areas. First, the problems to be
addressed are often not articulated in a sufficiently
detailed manner or fully substantiated. As a result,
it is difficult to assess whether the problems
identified are real problems, how serious they are,
and whether they should be a priority. Second,
many project proposals do not clearly demonstrate
why public sector involvement is called for. Third,
many project proposals do not explicitly state why
a particular project design or modality is adopted.
Many projects propose specific interventions
without any indication that other possibilities have
been considered.

A primary factor in the analytical weakness of
project rationale and analysis of alternatives seems
to be the lack of prior and critical analysis of
problems and their underlying causes, which is in
sharp contrast to the recommendations of ADB’s
education policy. As has been discussed, sector
analysis is an essential step to identify key problems,
their causes and effects, and the basic rationale for a
project and its objective. Project-level appraisal, in
turn, helps revalidate the project rationale and
assessment of project feasibility and economic
viability. In a sense, project appraisal is
preconditioned on the choice of a particular
operation. The emphasis on the issue of sector
analysis and project rationale is mainly due to its
significance on two counts. First, from a
development viewpoint, unless a project has a clear
rationale and represents the most effective way of
addressing a real problem, its effectiveness is in
doubt. Second, from an analytical perspective, a
project proposal silent on rationale or alternatives
implicitly assumes that it does the right thing, and

in the right way, in the process adding value. Retro
2004 has questioned this implicit assumption and
has attempted to examine critically whether and
how projects add value. Articulation of project
rationale and consideration of alternatives, which
in turn should be based on solid sector work, are
critical links in the sequence of economic analysis
and constitute the groundwork for subsequent
analysis. Focusing on the quality of operations
without addressing first the broader issues of
project relevance and responsiveness is tantamount
to blind targeting.

While Retro 2004 has focused on the education
sector, the research methodologies and findings
presented in Chapters 3, 4, and 5 are relevant for a
much broader audience. Ultimately the issues
discussed are at the core of ADB’s poverty reduction
agenda. In most DMCs, the dichotomy between the
formal and informal sectors is growing rapidly.
Unless the bypassed and marginalized are
mainstreamed, and urgently, the social and political
instability resulting from this growing inequality
may undermine the very sustainability of the
growth and development process. The provision of
education, health, and other social infrastructure
services to empower the bypassed and
marginalized to participate in, and benefit from, the
opportunities of growth is, therefore, a political and
social imperative. Yet governments, laboring under
growing budget deficits that are compounded by
huge leakages, are in a quandary on what to do.
Retro 2004 has focused on these important human
development goals and has sought to analyze the
underlying causes of poor service delivery
performance.

One of the key messages emphasized in Retro 2004
is that ADB, as a regional development bank, should
invest more in ESW. One reason why this has not

CHAPTER 6
Conclusions
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been done is the question of costs. According to the
World Bank PER Guidelines,45 the cost of a PER report
can vary from $50,000 to $350,000. The average cost
of a report that covers the standard topics—
analysis of the level and composition of the budget
with detailed assessments of at least two major
sectors—is likely to be around $250,000. As for
survey work, the first PETS in Uganda, for example,
cost $60,000 for the education sector and $100,000
for the health sector. There seems to be a common
perception among ADB staff that lack of resources
is a binding constraint to generating quality ESW.
Yet ADB has a significant amount of resources to
undertake such work. For example, the amount of
TA spent in the sector over the past 3 years was
certainly not negligible.46 Yet the money was spread
too thinly over too many tasks, precluding more in-
depth analysis of particular topics of interest. There
is a need to better rationalize the use of TA resources.

Another area of concern is the potential trade-
off between lending quality and volume, in the
sense that shifting resources from project
preparation work to ESW may reduce overall
lending levels. There are, though, several
counterarguments to this point. First, a higher level
of ESW should reduce the need for preparation
resources, because as a result of ESW the basic
project rationale will be on a much firmer footing.
Second, by improving the design of projects, ESW
should reduce the amount of time allocated to
supervision. Third, ESW actually benefits more
than one project in a given sector (hence the cost is

spread over several projects). Consequently, there
is a need to increase the level of Management
attention to ESW activities within ADB. This may
help generate the required incentives for staff to
pursue such activities. From ADB’s perspective, the
benefits of ESW are clear. It can help diagnose
problems in the service delivery chain more
rigorously, help analysts understand the
underlying causes of these problems, and design
more effective interventions. Besides providing
such support to operations, good ESW can do much
more: it can enable ADB to take a view on whether
or not the mainstreaming of bypassed people and
regions is feasible in a broad sense. Ultimately, it
can help ensure that ADB remains a relevant,
responsive, and effective development partner for
its DMCs.

Chapters 3, 4, and 5 provided some insights on
potential areas of interest for future ESW. For
example, to diagnose institutional and incentive
problems, microsurveys are often necessary to
adequately assess both the quality and quantity of
services provided, and the complexities involved in
transforming budgets into actual services. The
generation of such kinds of data also allows
analysts to track inputs, activities, outputs, outcomes,
and impacts and, therefore, should allow the
benchmarking of progress (or lack thereof)
throughout a project cycle (from design to processing
to implementation to completion and even beyond).
This is critical to measure and ultimately to improve
ADB’s development effectiveness.

45 World Bank. 2001. Public Sector Group. Poverty Reduction and Management Network. “Guidelines for the World Bank’s Work on Public
Expenditure Analysis and Support (including PERs).” March.

46 ADB approved 53 TAs for a total of $2.9 million over 2002–2004 in the education sector. Over this period, the ratio of the number of TAs to loans
was 2.5. In volume terms, the ratio was 0.032. The average of an ADTA was $375,000, while that of a PPTA was $520,000.
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t – 3 t – 2 t – 1 t t + 1 t + 2 t + 3

Total Education Expenditure
(% GDP)

Total Education Expenditure
(% TGE)

Functional Composition of Expenditure
(% GDP or % TGE)

General Administration
Primary
Secondary
Tertiary
Technical/Vocation

Economic Composition of Expenditure
(% GDP or % TGE)
Should be provided for each subsector,
if available

Recurrent

• Wages and Salaries
• Nonwage Operation and Maintenance

Textbooks
Supplies
Maintenance of Facilities

• Subsidies

Capital

• Equipment
• New Construction

Memorandum Item (% GDP)

Total Government Revenue
Total Government Expenditure
Total Government Expenditure
   for Key Sectors

GDP = gross domestic product, TGE = total government expenditure.
Source: ADB staff.

Appendix 1: Education Sector Budget (for a hypothetical country)

Appendix 1
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Appendix 2: Public Expenditure Reviews Undertaken in ADB DMCs, 2000–2005

Item
Complete Title

Document
Author

Education Chapter
Link in PDF formatNo. Date Coverage

1

2

3

4

5

6

Republic of Uzbekistan:
Public Expenditure
Review

Kyrgyz Republic: Public
Expenditure Review—
Fiscal Policies for Growth
& Poverty Reduction

Azerbaijan: Public
Expenditure Review

Mongolia: Public
Expenditure and
Financial Management
Review—Bridging the
Public Expenditure
Management Gap

China: National
Development and Sub-
National Finance—A
Review of Provincial
Expenditures

Kyrgyz Republic: Review
of Social Policy and
Expenditures

1 Mar 05

22 Mar 04

3 Apr 03

30 Jun 02

9 Apr 02

30 Jun 01

World Bank

World Bank

World Bank

World Bank

World Bank

World Bank

Chapter 3 on education
(16 pages)

With stand-alone section
(5 pages)

Has section within a
chapter on synthesis of
key sectoral issues
(section head: Education)

Section within a chapter,
The Sectoral Agenda
(section head: Education,
10 pages)

Section within a chapter,
Identifying Priority Pro-
Poor Policy Actions
(section heads: Education
Sector Outcome and
Resource Allocation, and
Reform Options, 8
pages)

Annex 3 on Education, 12
pages

Stand-alone section
(Chapter 5: Providing
Education, 17 pages)

Stand-alone section:
Sectoral Strategy for
Education, 16 pages

Stand-alone section: Part
2: Education Sector, 51
pages

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2005/04/05/
000012009_20050405092350/
Rendered/PDF/310140UZ.pdf

Volume 1: Main Report: http://
www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2004/
03/30/
000012009_20040330102821/
Rendered/PDF/281230V1.pdf

Volume 2: Reform Priorities &
Sector Strategies: http://www-
wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2004/
03/30/
000012009_20040330103328/
Rendered/PDF/281230V2.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2003/05/13/
000094946_03043004015981/
Rendered/PDF/multi0page.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2002/08/27/
000094946_02080604011422/
Rendered/PDF/multi0page.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2002/05/14/
000094946_02043004015663/
Rendered/PDF/multi0page.pdf

Volume 1: Overview of Health,
Education, and Social Protection
Issues: http://www-
wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2002/
08/23/
000094946_02081304020899/
Rendered/PDF/multi0page.pdf

Volume 2: Health and Education
Expenditures: http://www-
wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2002/
08/23/000094946_0208130402090/
Rendered/PDF/multi0page.pdf

East and Central Asia
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7

8

9

10

11

Kazakhstan: Public
Expenditure Review

Cambodia: Enhancing
Service delivery through
Improved Resource
Allocation and
Institutional Reform—
Integrated Fiduciary
Assessment and Public
Expenditure Review

Lao PDR: Public
Expenditure Review—
Country Financial
Accountability
Assessment-Joint Report
of World Bank,
International Monetary
Fund, and Asian
Development Bank

Viet Nam: Managing
Public Resources
Better—Public
Expenditure Review 2000

Thailand: Public Finance
in Transition

27 Jun 00

9 Aug 03

28 Jun 02

31 Dec 01

18 Sep 00

World Bank

World Bank
and ADB

ADB, IMF,
and World

Bank

World Bank

World Bank

Section within a chapter,
Social Sector Issues
(section head: Education,
23 pages)

Section within a chapter,
Policies, Expenditures,
and Outcomes in Priority
Sectors: Health,
Education, Agriculture
and Road Transport
(section head: Education,
12 pages)

Section within a chapter,
The Sectors (section
head: Education, 3
pages)

Section within a chapter,
Sectors (section head:
Education, 15 pages)

Section within a chapter,
Inter- and Intra-Sectoral
Composition of
Expenditures (section
head: Education Sector,
11 pages)

Annex F: Education
Sector, 51 pages

Subhead of a Section
(Performance of Key
Economic and Social)
within a chapter, Social
Sector Issues (Subhead:
Education, 2 pages)

Volume 1: Summary Report: http:/
/www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2000/
08/18/
000094946_00080205344465/
Rendered/PDF/multi_page.pdf

Volume 2: Main Report: http://
www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2000/
08/18/
000094946_00080205344466/
Rendered/PDF/multi_page.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2003/09/24/
000090341_20030924104425/
Rendered/PDF/256110KH.pdf

Volume 1: Summary Report: http:/
/www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2002/
08/29/
000094946_02080704010138/
Rendered/PDF/multi0page.pdf

Volume 2: Detailed Reports: http:/
/www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2002/
08/29/
000094946_02080804013444/
Rendered/PDF/multi0page.pdf

Volume 1: Main Report
http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2002/08/02/
000094946_02072404015443/
Rendered/PDF/multi0page.pdf

Volume 2: Annexes: http://www-
wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2002/
08/02/
000094946_02072404015544/
Rendered/PDF/multi0page.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2000/11/10/
000094946_00102705335740/
Rendered/PDF/multi_page.pdf

Appendix 2: Public Expenditure Reviews Undertaken in ADB DMCs, 2000–2005

Item
Complete Title

Document
Author

Education Chapter
Link in PDF formatNo. Date Coverage

East and Central Asia (continued)

Mekong

Appendix 2
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Appendix 2: Public Expenditure Reviews Undertaken in ADB DMCs, 2000–2005

Item
Complete Title

Document
Author

Education Chapter
Link in PDF formatNo. Date Coverage

12

13

14

15

16

17

18

Papua New Guinea:
Public Expenditure
Review and
Rationalization—
Overview of Discussion
Papers

The Democratic Republic
of Timor-Leste: Public
Expenditure Review

Afghanistan: Public
Expenditure/Finance
Study

Pakistan: Public
Expenditure
Management

Bangladesh: Public
Expenditure Review

Maldives: Public
Expenditure Review

Public Expenditure on
Social Sectors in
Pakistan: Trends and
Issues

1 Sep 04

19 Jul 04

Forthcoming/
ongoing

28 Jan 04

25 May 03

6 Dec 02

1 Dec 01

World Bank

World Bank

World Bank
(lead) with

other donors

World Bank

World Bank
and ADB

Govt. of the
Maldives,

World Bank,
ADB, and

IMF

World Bank

With stand-alone section,
Improving Education
Spending (3 pages)

Stand-alone section—
Chapter 5: Improving
Access And Quality In
Basic Education

Will include sector
expenditure review for
education (with DFID
lead)

Has a section within a
chapter, Reorienting
Public Sector Priorities
(section head:
Remedying the Neglect
of Education)

With stand-alone section,
Chapter 5: Education (11
pages)

Section within a chapter,
An Evaluation of Sectoral
Public Expenditures
(section head: Education,
14 pages)

None

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2005/01/12/
000009486_20050112122446/
Rendered/PDF/312060PNG0whit
1iew0P07979801public1.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2004/07/29/
000160016_20040729122907/
Rendered/PDF/278860TP.pdf

First draft to be completed by
June/July 2005

Volume 1: Strategic Issues and
Reform Agenda: http://www-
wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2004/
02/06/
000090341_20040206113547/
Rendered/PDF/256650PK.pdf

Volume 2: Accelerated
Development of Water Resources
and Irrigated Agriculture: http://
www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2004/
02/06/
000090341_20040206114019/
Rendered/PDF/
256651PK0vol0II.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2003/08/01/
000094946_03071904003640/
Rendered/PDF/multi0page.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2003/03/14/
000094946_03011004002111/
Rendered/PDF/multi0page.pdf

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2004/12/03/
000012009_20041203135825/
Rendered/PDF/30612.pdf

Pacific

South Asia
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19

20

21

Nepal: Public
Expenditure Review

Decentralizing
Indonesia:
A Regional Public
Expenditure Review—
Overview Report

Philippines: Improving
Government
Performance—
Discipline, Efficiency and
Equity in Managing
Public Resources (A
Public Expenditure,
Procurement and
Financial Management
Review)

11 Apr 00

1 Jun 03

30 Apr 03

World Bank

World Bank

Gov't. of the
Philippines,
World Bank,

and ADB

Section within a chapter,
Sectoral Expenditure
Programs and Key Issues
in Allocative and
Technical Efficiency
(section head: Education,
8 pages)

Stand-alone section (21
pages)

None

Section within a chapter,
Allocative Efficiency
(section head: Education,
4 pages)

Section within a chapter,
Controlling the Wage Bill
(section head: Education
Sector: An Example, 4
pages)

Volume 1: Main Report: http://
www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2000/
06/24/
000094946_00060205382697/
Rendered/PDF/multi_page.pdf

Volume 3: Social Sectors: http://
www-wds.worldbank.org/servlet/
WDSContentServer/WDSP/IB/2000/
06/24/
000094946_00060205382699/
Rendered/PDF/multi_page.pdf

http://www.worldbank.or.id/eap/
eap.nsf/0/7a59aff0cdda9260472
56dc800138fa7?OpenDocument

http://www-wds.worldbank.org/
servlet/WDSContentServer/WDSP/
IB/2003/07/25/
000094946_03071704132781/
Rendered/PDF/multi0page.pdf

Appendix 2: Public Expenditure Reviews Undertaken in ADB DMCs, 2000–2005

Item
Complete Title

Document
Author

Education Chapter
Link in PDF formatNo. Date Coverage

South Asia (continued)

Southeast Asia

ADB = Asian Development Bank, IMF = International Monetary Fund.
Source: ADB staff.

Appendix 2
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Appendix 3: PETS and QSDS Surveys to Date

Country Type of Study Sector Time Period Status Documentation Available
Covered

Bangladesh

Chad

Ghana

Honduras

Indonesia

Lao
People’s
Democratic
Republic

Mozambique

Nigeria

QSDS

QSDS

PETS with facility
characteristics

PETS

QSDS

QSDS

QSDS/PETS

QSDS

Health—Primary
health care

Health—Health
facilities

Education—
Primary and junior
secondary schools

Health—Health
Center

Education

Health

Health and
education–
Primary health
centers and
primary schools
(public with some
private schools
included)

Education—
Primary
health

Health—Primary
health system

Health—Primary
health services

2003

2000

1999–2000

2002–2003

2000–2002
(allocation of

district budgets
for recurrent
expenditure);

2001–2002
(budget

execution)

Latter part of
2002

Completed

Report
writing stage

Completed

Completed

Completed

Field survey
conducted in

April-May
2005

Completed

Completed

"Ghost Doctors, Absenteeism in
Bangladeshi Health Facilities."
Nazmul Chaudhury and Jeffrey
Hammer. Policy Research Working
Paper No. 3065. July 2003.

“Efficiency of Public Expenditure
Distribution and Beyond:
A Report on Ghana's 2000 Public
Expenditure Tracking Survey in the
Sectors of Primary Health and
Education.” Africa Region Working
Paper Series No. 31. May 2002.

“Honduras Public Expenditure
Management for Poverty
Reduction and Fiscal
Sustainability.” Report No. 22070.

Draft report currently being
finalized

Draft report expected around
October 2005.

“Primary Health Care in
Mozambique: Service Delivery in a
Complex Hierarchy.” Magnus
Lindelöw, Patrick Ward, Nathalie
Zorzi. Africa Region Human
Development Working Paper No.
69. April 2004.
“Public Expenditure Tracking
Survey: The Health Sector in
Mozambique.” Magnus Lindelöw
and Jan Dehn. February 2001.

“Primary Health Care in Nigeria:
Decentralized Service Delivery in
the States of Lagos and Kogi.”
Monica Das Gupta, Varun Gauri,
and Stuti Khemani. Africa Region
Human Development Working
Paper No. 70. June 2004. Final
draft.

Completed
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Appendix 3: PETS and QSDS Surveys to Date

Country Type of Study Sector Time Period Status Documentation Available
Covered

Appendix 3

Completed (Continued)

Papua New
Guinea

Peru

Rwanda

Tanzania (1)

Tanzania (2)

Uganda (1)

Uganda (2)

QSDS—Public
Expenditure
Service Delivery
Survey and Twelve
School Study

PETS

PETS with facility
characteristics

PETS

PETS

PETS with facility
characteristics

PETS with facility
characteristics

Education—
Primary schools,
grades 1–8

Education

Education—
Primary schools

Health—Primary
health centers

Education;
Health

Education—
Primary;
Health—Primary
health care;
Water;
Rural roads

Education—
Primary schools

Health—Health
centers

Education—
Primary schools

2001–2002

2001

1998–1999

Three financial
years

1996–1999

1999–mid-2001

1991–1995

November
1998–1999

Completed

Completed

Completed

Completed

Completed

Completed

Completed

“Papua New Guinea: Public
Expenditure and Service Delivery
(PESD).” Draft report, June 2004.

“Restoring Fiscal Discipline for
Poverty Reduction—Public
Expenditure Review.” Joint World
Bank/Inter-American Development
Bank Report. Peru. Report No.
24286 PE. World Bank,
Washington, DC. January 2003.

“Public Expenditure Performance
in Rwanda: Evidence from a Public
Expenditure Tracking Study in the
Health and Education Sectors.”
Africa Region Working Paper
Series No. 45. March 2003.

“Tanzania Public Expenditure
Review: Health and Education
Financial Tracking Study.”
PriceWaterhouseCoopers. 1999.

“Pro-Poor Expenditure Tracking.”
Research on Poverty Alleviation
and Economic and Social Research
Foundation. 2001.

“Local Capture: Evidence from a
Central Government Transfer
Program in Uganda.” Quarterly
Journal of Economics 119 (2). 2004.
“Do Budgets Really Matter?
Evidence from Public Spending on
Education and Health in Uganda.”
Policy Research Working Paper
1926. 1998.
“Recovery in Service Delivery:
Evidence from Schools and Health
Centers.” Chapter 11 in Uganda’s
Recovery: The Role of Farms, Firms,
and Government. 2001.
“Explaining Leakage of Public
Funds.” Policy Research Working
Paper 2709. 2002.

“The Power of Information:
Evidence from a Newspaper
Campaign to Reduce Capture.”
Policy Research Working Paper
3239. March 2004.
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Appendix 3: PETS and QSDS Surveys to Date

Country Type of Study Sector Time Period Status Documentation Available
Covered

Completed (Continued)

Uganda (3)

Zambia

Albania

Madagascar

Pakistan

QSDS with
triangulation with
districts and
patients

QSDS

PETS

QSDS

QSDS

Health—Primary
health care
facilities
(government,
profit, and not for
profit health
centers)

Education—
Primary and basic
grade

Health—Health
service delivery

Education

1999–2000

2001–2002

Completed

Completed

In Progress

In Progress

In Progress

“Health Care on the Frontlines:
Survey Evidence on Public and
Private Providers in Uganda.”
Magnus Lindelöw, Ritva Reinikka,
and Jakob Svensson. Africa Region
Human Development Working
Paper 38. July 2003.

“Public and Private Funding of
Basic Education in Zambia:
Implications of Budgetary
Allocations for Service Delivery.”
Jishnu Das, Stefan Dercon, James
Habyarimana, and Pramila
Krishnan. Africa Region Human
Development Working Paper No.
62. March 2004.

Surveys in Progress

PETS = public expenditure tracking survey; QSDS = quantitative service delivery survey.
Source: ADB staff.
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