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ECONOMIC AND FINANCIAL ANALYSIS  
 

A.  Sector Assessment 
 

1. Bangladesh has a strong commitment to secondary education (grades 6–10). It has one 
of the largest secondary school systems in the world, with a total of over 10 million children 
enrolled in grades 6–12, spread over 10 types of secondary education institutions.1 The 
available indicators from the Bangladesh Bureau of Educational Information and Statistics 
(BANBEIS) show significant positive trends. In 2010 the gross enrolment ratio (GER) was 57%. 
The secondary education system has achieved substantial gains in enhancing equity of access, 
and gender parity has been achieved (GER 51% for boys and 63% for girls in 2010).2 Pass 
rates for the Secondary School Certificate (SSC) and the Higher Secondary Certificate (HSC) 
have been increasing since 2005. In 2010, the pass rates for SSC examinations had increased 
to 78% from 53% in 2005, while the pass rates for HSC examinations increased to 72% from 
59% during the same period.  
 
2. Government support to secondary institutions is not uniform. A report published by the 
Campaign for Popular Education, based on a sample of 280 secondary education institutions, 
indicated that: (i) on average, costs per pupil are significantly higher in government secondary 
schools than in other types of secondary schools; (ii) private expenditure per student in 
government secondary schools averaged Tk11,204 per student, with the figure rising 
significantly by grade level, from Tk6,801 in grade 6 to Tk14,641 in grade 10; (iii) private 
expenditures are higher than public expenditures throughout; and (iv) public expenditures are 
higher in urban areas than in rural areas for all types of schools.3 Private expenditures are 
higher for nongovernment schools receiving government support compared to other types of 
schools. The Household Income and Expenditure Survey (HIES) 2005 reports that average 
expenditure on secondary education by households was Tk4,348 (urban households: Tk7,583; 
rural households: Tk3,177). 
 
3. The system faces the following critical challenges:  

(i) About 50% of children do not enter secondary school at all. These children are mainly 
from hard-to-reach poor families for whom the opportunity cost of attending school is 
high.  

(ii) Repetition and dropout rates are high with most students taking 10 years on average to 
complete 5 years of secondary education; 53% of those who do enter secondary 
education do not complete grade 10, resulting in an inefficient system.4 Studies on 
dropout from secondary school found family poverty to be the major factor.5  

(iii) Those who do complete 10 grades achieve on average a moderate grade and lack 
essential problem solving skills. Of those very poor children that do attend school, many 
are hungry or malnourished and are unable to learn effectively.  

                                                      
1
  The National Education Policy, 2010 restructured school education with primary education up to Grade 8 and 

secondary education for grades 9–12. Implementation of this restructuring is being prepared.  
2
 Considerable differences between socioeconomic groups were measured in 2005. The GER among the poorest 

50% of the population was 38% compared to 75% for the richest 50% of the population. 
3
  CAMPE. 2007. Financing Primary and Secondary Education in Bangladesh. Dhaka. 

4
  Though the cycle dropout rate in secondary schools has fallen in recent years, it was still at an unacceptable level 

of 57% in 2010. On average, students took 10 years to complete the 5-year secondary education cycle in 2008, 
compared with 17 years in 2005. Dropout rates were 57% for secondary grades 6–10 (54% for girls) and 38% for 
higher secondary grades 11–12 (36% for girls) in 2010. 

5
 Girls from poor households tend to marry early, and contribute to higher dropout rates.  

http://www.adb.org/Documents/RRPs/?id=40448-013-3
http://www.adb.org/Documents/RRPs/?id=40448-013-3
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(iv) The unit cost per student provided by the government is low, especially for non-
government schools; this is inadequate for essential non-salary expenditures needed for 
quality.  

(v) Demand for teacher training is low due to poor incentives, as training does not lead to 
additional financial benefits to teachers. 
 

4. The main objective of the Medium Term Budgetary Framework (MTBF), now a part of 
the Sixth Five Year Plan, is to transform the population of the country into productive, well 
educated, and morally balanced human resources.6 The Second Teaching Quality Improvement 
in Secondary Education Project (TQI-II) contributes to this objective by improving the quality of 
teaching and student learning in secondary education, through the development and 
implementation of a holistic system of teacher education and training. Pupils in secondary 
education institutions benefit from the project in the form of better skilled teachers. 
Improvements in teaching quality further enhance the learning ability of pupils, which results in 
better educational outcomes and better performances in the labor market. In other words, better 
teaching quality is likely to increase the earning capacity of pupils, assuming that wage levels 
reflect the ability of employees. 
 
B. Economic Analysis 
 

1. Internal Rate of Return Analysis 
 

5. TQI-II aims at improving the quality of secondary education through teacher training and 
development. Secondary education leads to an increased chance of employment and higher 
earning potential, and reduces poverty incidence. The wage differences between those with and 
without secondary and higher secondary education are substantial in Bangladesh. Employees 
with higher secondary education earned in 2005 $78 per month, which is $28 higher than the 
earnings of employees completing secondary school. 
 
6. The rate of return for Bangladesh, estimated using a Heckman selection model and the 
HIES 2005 data, indicated that the private return for an additional year of schooling was 10.4% 
and the public return 14.3%. The average private returns for schooling for females are higher 
than for males. However, the private returns for another year of education in rural areas remain 
as low as 7.8%–8.2%. The results of estimating a Mincerian wage regression using the 2005 
HIES data indicate a total monthly wage premium of 0.136 for individuals who complete grades 
5–9, relative to those with no schooling. The education premium rises to 0.29 as individuals 
complete SSC or HSC. This means that the earnings of SSC graduates are expected to be 
29.3% higher than those with no formal education. Low productivity and lack of employment 
opportunities lead to migration to urban centers. Further studies are necessary to provide the 
needed synergies to attract more qualified teachers in disadvantaged and underperforming 
areas. 
 

2.  Economic Cost-Benefit Analysis  
 
7. In order to assess the economic efficiency of the project, the economic internal rate of 
return (EIRR) was estimated for a period of 25 years based on 5 years of investment in teaching 
quality in secondary education.7 To illuminate the impact of the proposed project, it is assumed 
                                                      
6
  The MTBF is a tool for linking policy, planning, and budgeting over a medium term (5 years), government-wide.  

7
  Prices are adjusted to economic price using the standard conversion factor of 0.88, estimated from export, import, 

and tax data. The shadow wage rate of secondary school graduates (skilled labor) was estimated at 0.87, based on 
the estimates used in the Urban Governance and Infrastructure Improvement Project. ADB. 2008. Report and 
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that enrolment, secondary education completion ratio, and SSC pass rate remain constant at 
the estimated 2010 level in a without-project scenario. The SSC pass rate is projected higher in 
a with-project scenario.  
 

3. Economic Benefit Stream 
 
8. The project is expected to generate three major streams of priced economic benefits, 
apart from the general population and health benefits from improved secondary education. The 
priced economic benefits include (i) direct benefit for teachers, (ii) improved internal efficiency 
for the system (through reduction of repetition and dropout rates), and (iii) improved external 
efficiency for students (enhanced value for money). The direct economic monetary benefits for 
trained teachers are the increased productivity and hence earnings of beneficiary teachers, 
assuming the provision of higher wage rates for trained teachers. It is estimated that a trained 
teacher receives 15% more salary per year than an untrained teacher.8 
 
9. Improvements in the internal efficiency of the system are measured by the difference in 
completion and SSC pass rates between with- and without-project scenarios, based on an 
assumption that better trained teachers lead to better completion and SSC pass rates. 
Improvements in completion and SSC pass rates result in improved internal efficiency, leading 
to the reduction of wastage in resources. It is assumed that the project will bring improvements 
in the internal efficiency of secondary education; increasing it by 6% from the current level; with 
3% for the first 5 years from the second year, an additional 2% for the next five years, and finally 
1% more for the remaining 15 years, not taking other factors into account.9 Improvement in 
external efficiency for students is measured by the enhanced learning ability and earning 
capacity of SSC graduates in the labor market. In other words, the benefits are the increased 
earnings of students who complete secondary education, over those who drop out. A 3% 
increase in SSC pass rate from the 2011 level is estimated for students who are expected to 
appear for the exam and who are supposed to get employment.10 A sensitivity analysis was 
carried out to assess the effect of various internal and external efficiency improvement 
assumptions on the rate of return. 
 

4. Economic Cost Stream 
 
10. There are three major streams of economic costs: (i) the direct project-related cost, (ii) 
indirect project-related costs, and (iii) public and or private costs of pre-service and in-service 
training for teachers. The cost of the project is estimated at $85 million. The direct project costs 
include (i) public investment made through the proposed project (ADB loan), (ii) counterpart 
funds from the government, and (iii) service and commitment charges on the loan.   

                                                                                                                                                                           
Recommendation of the President to the Board of Directors: Proposed Loan to the People's Republic of 
Bangladesh for the Second Urban Governance and Infrastructure Improvement (Sector) Project. Manila. 

8
  With the implementation of a new pay-scale in 2009, the basic pay of teachers in secondary school is Tk8,000 per 

month. The government subsidizes 100% of basic pay for teachers in nongovernment secondary schools. Almost 
all secondary schools (98 %) are nongovernment schools. 

9
  Currently internal efficiency is 49% according to BANBEIS. 

10
 The median earnings of students who completed secondary education are $50 per month, compared with $41 for 
students who do not complete secondary education, according to a World Bank Study. The World Bank. 2008. 
Making Work Pay in Bangladesh: Employment, Growth, and Poverty Reduction. Washington. In this study the 
expected increased in earnings of SSC graduates is based on a sample of 39% of the students that completed 
secondary education and found employment. To predict the number of students who will participate in the exam 
the coming 25 years the growth rate  in number of students who appeared for the exam from 2001 to 2010 were 
used. Students participating in the exam from general and madrasah education were included in calculating the 
growth rate and estimating the number of candidates for the coming 25 years.  
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11. The indirect project related costs include (i) replacement or upgrading of capital 
investments, such as computer and laboratory equipment; and (ii) additional operational and 
maintenance costs generated by new infrastructure beyond the project period to sustain the 
project benefits. The economic costs of pre-service training for teachers include the public costs 
of the teacher training and teacher salary, and private and opportunity costs.11 The economic 
cost of in-service training, on the other hand, includes only the public cost of re-training since 
the schools pay teachers’ salaries while they are being trained. The project is estimated to yield 
a net present value (NPV) of $64.5 million and an EIRR of 22.7%, assuming a discount rate of 
12.0%. 

 
12. A sensitivity and scenario analysis has been undertaken on the basis of alternative 
assumptions regarding external and internal efficiency, and also regarding teacher training 
capacity and internal efficiency. The “low” case for external efficiency implies that the SSC pass 
rate is 25% lower than the target, and the “high” case 25% higher. The “low” case for internal 
efficiency assumes that the reduction of wastage is 25% lower than the target, and the “high” 
case 25% greater. The “low” case for training capacity represents 25% fewer trained teachers 
than planned, and the “high” case 25% more. The findings of the sensitivity and scenario 
analysis indicate that the rates of return are influenced by both internal efficiency and teacher 
training capacity. If the training targets are fully met, the rate of return varies from 14.6% (low 
internal and external efficiency) to 32.2% (high internal and external efficiency). However, a high 
rate of return of 38.4% can be achieved in the “high” internal efficiency case if the number of 
teachers trained increases by 25% of the training target. The results indicate that, achievements 
in the number of teachers trained and improvement in internal efficiency are equally important, 
and the combination of the two improvements brings about substantial economic returns.  

C. Poverty Impact Assessment 
 

13. There is a growing consensus among government, nongovernment organizations and 
professionals that inclusion of marginalized groups in mainstream schooling is the only means 
to provide education and learning for all children. Despite rapid growth in secondary enrollment, 
about 57% of students drop out, and this rate is much higher for students from poor and 
disadvantaged groups. Poor and disadvantaged students are most affected since they rarely 
have other educational options, cannot afford the fees charged for additional tuition, and 
frequently come from a social background which attaches limited value to education. Building on 
the experience of the Teaching Quality Improvement in Secondary Education Project, TQI-II will 
focus on three areas: (i) helping upazilas (subdistricts) and secondary institutions in rural areas 
with less than 20% female teachers to achieve the target of at least 20%; (ii) targeting upazilas 
where student performance in SSC and HSC is low to provide remedial classes; and (iii) 
enhancing the proportion of female members on school management committees to at least 
40%. TQI-II aims at reducing the gaps in SSC and HSC pass rates between the top 10% and 
bottom 10% of upazilas.12 
 
14. The project will contribute to poverty reduction through indirect benefits. As the first two 
categories of beneficiaries (teachers, head teachers and educators, managers and 
administrators) live well above the poverty line, it is unlikely that the direct beneficiaries are 
poor. However, teachers from poor communities receiving pre-service training and members of 

                                                      
11

  The private cost of education includes annual expenses for education materials, living, and transport, estimated at 
$71. The opportunity cost of teacher training is the forgone income during the training, estimated at $1,014 per 
year. 

12
  The gaps in 2010 were 24.3% for SSC and 30.3% for HSC. The target is 10% for SSC and 15% for HSC by 2020.  
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school management committees or parent teacher association from poor communities 
participating in orientation program will benefit. The strengthening of three existing outreach 
centers (ORCs), the establishment of 51 cluster center schools (CCS), and the setup of e-
learning facilities in 51 CCS and 27 demonstration schools and teacher training colleges (TTCs) 
will provide some income generating opportunities for the poor if construction is involved. 

 
15. The project also includes targeted interventions to benefit disadvantaged groups and 
areas. For example, disadvantaged children, including children with disabilities and children 
from ethnic minorities will benefit from the inclusive education program. TQI-II will target 
teachers serving poor families in rural and urban areas, where disadvantaged children lack 
access to quality education. 

D. Fiscal Analysis 
 

16. The fiscal affordability and sustainability of TQI-II is analyzed based on the MTBF in the 
National Strategy for Accelerated Poverty Reduction II (2009–2012) and the Sixth Five Year 
Plan  2011–2015. 
 
17. Gross Domestic Product Growth in Constant Price. The economy of Bangladesh 
achieved a satisfactory average annual gross domestic product (GDP) growth rate of 6.2% in 
the last 5 years since 2005, despite the effects of the global financial crisis and two consecutive 
natural disasters. In FY2009 per capita GDP exceeded $600 for the first time, reaching $621. 
This stable growth was aided by the high remittances from expatriate Bangladeshi workers, who 
contributed about 10% of GDP. In FY2010, 6.1% real GDP growth was achieved. Strong recent 
growth rates provide the platform for higher GDP in the near and medium term. The return to 
more favorable sectoral performance underpins an estimated 6.7% real GDP growth rate in 
FY2011. For FY2016 GDP growth is targeted at 8.2%, based on assumptions of further 
improvements in the global and domestic economy and taking into account the expected 
impacts of reforms initiated in various sectors.  

 
18. Education Share of National Budget and Gross Domestic Product. Education 
expenditure as a percentage of GDP has fluctuated widely. Although short of optimal 
allocations, actual expenditures on education have been marginally increasing since 2009. As a 
proportion of GDP, education spending has increased from 2.14% in FY2009 to 2.3% in FY2010 
and FY2011. The National Education Policy (NEP) envisages a higher share of public funding 
for education development. 

 
19. Ministry of Education Share of Education Expenditure. The total allocation to the 
Ministry of Education (MOE) from the overall government budget has remained fairly constant: 
10.2% for FY2002, 9.7% for FY2010, and 9.4% for FY2011. As a proportion of the total 
education budget MOE received 47.8% in FY2009, 55.4% in FY2010, and 57.2% in FY2011. In 
FY2006 the government revenue allocation for the TTCs, to meet salary and operating costs, 
was Tk1,033 million; in FY2010 it had increased to Tk1,889.5 million (an increase of 83%). This 
increase is mainly due to increased staff salaries. The total recurrent budget for teacher training 
institutions varied between Tk205–240 million during 2007–2011. This budget mainly covers 
staff salaries and operating costs. 

 
20. Affordability. The cost of TQI-II will account for 3%–8% of secondary education 
expenditure. TQI-II will cost $85 million, less than TQI-I, which cost $100 million. No difficulty is 
expected in allocating the project costs from the secondary education budget. The main issue is 
the recurrent liability after project completion.  
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21. Project Financial Liability. TQI-I initiated activities have implications for financial 
sustainability.13 Under TQI-I, it was expected that a separate budget line would be established 
for teacher training, with recurrent budget increases of at least 10% per annum for each year of 
the project period. Although a separate budget for the TTCs exists in the government’s general 
revenue budget, there is no budget line for in-service teacher training, which means TQI-I 
initiated activities continue to depend on general government expenditure. The government 
plans to meet the recurrent training cost from the proposed TQI-II. 

 
22. Project Recurrent Liability. The recurrent liability of the project includes (i) operation 
and maintenance of new training facilities including salaries of ORC staff, (ii) increased 
incentives for teachers and head teachers after training, (iii) continuous professional 
development for teachers, (iv) additional allowances for training of female teachers and 
teachers from disadvantaged groups, and (v) increased expenditure to meet remote area 
allowances for teachers. Changes in the teacher qualification policy and in-service teacher 
training during the project period will lead to salary increases. Although the total number of 
teachers will not substantial change, the number of trained teachers eligible for salary increases 
will rise by 2016.  

 
23. The total recurrent liability of the project will be Tk178 million.14 To ensure the 
sustainability of the project, it is agreed to (i) establish a system to track the teacher training 
budget under the revenue budget and increase the amount gradually, (ii) establish an operation 
and maintenance fund in each institution and contribute to the fund from the beginning of the 
project as a matching grant, and (iii) allocate a budget to the secondary education subsector of 
at least equivalent to the existing share of the MOE budget. If these conditions are met, 
absorbing the recurrent liability will not be difficult. 

 
24. In order to sustain the training costs, TQI-II includes policy actions for (i) adopting the 
principles of cost sharing in government teacher training institutions, and cost recovery in 
private TTCs, (ii) establishing a system for tracking the budget for teacher training with the 
provision of increasing it by 10% annually, and (iii) providing support to private TTCs based on a 
public–private partnership strategy. Three ORCs established under TQI-I require regular staff 
and trainers to run them. The staff positions need to be covered under the revenue budget in 
order to sustain the operation of the ORCs.  

 
25. Sustainability. The long-term sustainability of TQI-II will depend on two factors: (i) the 
provision of an adequate budget to the MOE to cover investments and associated recurrent 
expenditures, and (ii) improvements in efficiency of secondary education and in the quality of 
teaching and learning. The NEP proposes a significant increase in government budget 
allocation to the education sector (2.3% in FY2011). Given the positive outlook for GDP growth, 
and the NEP’s call for a higher allocation, it is expected that allocations to the education sector 
will increase and secondary education will receive more resources. TQI-II brings two major 
synergies: (i) without ADB’s contribution, government funds would be inadequate to sustain 
training needs within a more sustainable teacher development program; and (ii) continuing the 
support for establishing a robust teacher development system is essential to sustain the 
achievements of TQI-I.   

                                                      
13

 During the annual review of TQI-I in 2010, a sustainability plan for TQI-I developed by the technical assistance 
team was discussed. ADB and DSHE. 2010. Aide Memoire TQI-I Annual Review. Bangladesh.  

14
  Annual cost of CPD (Tk150 million), National Teacher Education Council staffing and operation cost (Tk2 million), 
ORC staff salary cost (Tk1 million), remedial class expenses (Tk3 million), and operation and maintenance (Tk22 
million). 




