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ECONOMIC ANALYSIS  
 

1. Background. This economic analysis summarizes the costs and benefits of the proposed 
Second Strengthening Higher Education Project. The proposed loan and grant for it from the 
Asian Development Bank (ADB) is $39.9 million, with cofinancing of $1.26 million from 
participating foreign universities and a counterpart contribution of $4.5 million from the 
Government of the Lao People’s Democratic Republic (Lao PDR). The project will deliver the 
following: (i) output 1—quality and relevance of higher education services (teaching, research, 
and extension) enhanced ($10.10 million); (ii) output 2—access to modern higher education 
programs introduced ($28.02 million); and (iii) output 3—governance and management of higher 
education institutions (HEIs) strengthened ($0.62 million).   

2.  Macroeconomic performance. With a gross national income per capita of $1,730 in 
20151 (up from $280 in 2000), the Lao PDR is undergoing sustained economic expansion. The 
country is endowed with rich natural resources and lies within the fast-growing Southeast Asian 
region. Gross domestic product grew at an annual average of 7% between 2005 and 2015. 
Despite these positive long-term trends, the current macroeconomic performance invites some 
caution. Since the fiscal year 2013/14 (ending on 30 September 2014), the fiscal deficit has 
widened markedly due mainly to large increases in public sector wages and benefits. As a 
consequence, slower growth in public spending is expected in the medium term.  

3.  Employer demand for graduates. The lack of a well-educated workforce is a critical 
constraint to further growth.2 A survey of graduates’ skills and employer requirements identified 
the need to bridge the gap between skills demand and supply. About 50% of companies face 
problems in recruiting staff, noting that graduates lack qualifications, knowledge, skills, and 
motivation.3 An inadequately educated workforce is not conducive to doing business in the Lao 
PDR.4 The higher education subsector needs to provide job-ready graduates, generate research 
to support socioeconomic development, and partner with industry and government in 
productivity-enhancing endeavors.5 The government is strengthening its higher education 
subsector to provide a steady supply of high-level skills needed by the market and to support 
knowledge accumulation and application to achieve global competitiveness.  

4.  Social demand for higher education. In 2014, the Lao PDR’s gross enrollment ratio for 
tertiary education stood at 17.1%, well below neighboring countries such as Viet Nam and 
Thailand, although higher than Cambodia.6 Annual population growth in the Lao PDR has 
decreased from over 2.5% a year to about 1.6%. The cohorts coming through to the 18–24 age 
bracket are still growing strongly—both a challenge and an opportunity for tertiary education 
provision. The government’s latest Education Sector Development Plan (ESDP) envisages an 
increase of 25% in university enrollments at the five public universities, from 36,000 in 2016 to 
45,000 in 2020.7  

5.  Key focus of the economic analysis. About 70% of the total funding for the project is 
allocated to output 2, largely for the new campus of Savannakhet University (SKU). The 

                                                
1  World Development Indicators Database updated in 2016, calculating using World Bank Atlas method. 
2  ADB. 2011. Critical Constraints to Growth in the Lao PDR. Vientiane. 
3 J. Duronsoy, V. Syvilay, and N. Billany. 2014. Report on Employers’ Survey Related to Higher Education   

Graduates’ Employment Issues in Lao PDR, Strengthening Higher Education Project. Vientiane.  
4  http://www3.weforum.org/docs/GCR2014-15/LaoPDR.pdf (accessed 28 September 2014).  
5  K. Mohrman, W. Ma, and D. Baker. 2008. The Research University in Transition: The Emerging Global Model. 
   Higher Education Policy. 21 (1).  
6  United Nations Education, Scientific, and Cultural Organization (UNESCO). Institute for Statistics. 

http://data.uis.unesco.org/index.aspx?queryid=142&lang=en (accessed 3 May 2016). 
7  Ministry of Education and Sports. 2016. Education Sector Development Plan 2016–2020. Vientiane. 
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economic analysis assumes ADB and government funding for the SKU component.8 Other 
project activities such as the centers of excellence and the competitive research fund are 
grounded in a clear rationale about what makes for an effective university of high quality, but 
they are relatively small in scale. Only the SKU component can be systematically appraised by 
established economic methods.  

6. In 2009, SKU established its campus within the premises of a former secondary school 
in Naxeng. It currently has about 4,000 students. The proposal is to expand SKU on a green-
field campus in Nongpheu, with capacity initially for 3,700 students in six faculties,9 and room for 
further expansion. Student enrollment across faculties was agreed between government, SKU, 
and ADB for the design of the new campus based on an assessment of the local labor market 
and student demand. Two faculties will continue at the Naxeng campus.10 The staple course at 
SKU will remain the 4-year bachelor’s degree program.  

7. Local economic environment. Savannakhet is the largest and most populous Lao 
province, with 800,000 people. Its high proportion of arable land supports extensive agriculture, 
but since 2006 mining for copper, gold, and gypsum has also grown strongly. The tourism and 
hospitality sector is expanding. The Second Friendship Bridge over the Mekong near 
Savannakhet City carries a strategic highway connecting the Lao PDR with Thailand and Viet 
Nam (East–West Economic Corridor). In this area and adjacent to the new site for SKU, a 
special economic zone has been set out to attract manufacturing and logistics companies. SKU 
provides courses relevant to the industrial and business activities in the area. 

8. Data for the economic analysis. Higher education in the Lao PDR is funded principally 
through a mix of government grants and government-regulated tuition fees. The Government’s 
ESDP 2016-2020 implies government grants equivalent to $600–$700 per student for the 
increasing number of students planned over the years 2016 to 2020 About 80% of bachelor’s 
degree students pay the regulated fees, which averaged about KN1,369,000 ($169).11 The 
remaining 20% are scholars who do not pay fees. The economic analysis assumes current fees, 
government funding of $800 per student, and provision for annual depreciation of 5% on new 
buildings and 10% on new equipment.  

9.  The main source for calculating student costs apart from fees was the Lao Expenditure 
and Consumption Survey (LECS V), conducted from March 2012 to February 2013, although 
some of its data relate to the previous 12 months. Forgone earnings were taken to be the 
monthly earnings of upper secondary education (USE) graduates with 0–4 years of work 
experience as found by LECS V, adjusted for 5% unemployment and for students’ own 
earnings. On that basis, the economic cost of forgone earnings was $1,010 per student per 
year. Living expenses incurred by students and their households are excluded from the 
calculation of student costs because they would mostly be incurred whether or not the student 
attended university.  

10.  The graduation rate is a key input to the calculation of benefits. No good data on 
graduation or dropout rates are available for Lao universities, but a variety of sources indicated 
that significant numbers of students drop out of the bachelor’s degree course, or do not 
complete it within 4 years. In the upshot, the number of students admitted each year is assumed 
to be 1,000, with 600 graduating each year (i.e., 60%), and the average duration of study for a 
bachelor’s degree being 4.5 years.  
                                                
8 The scope for building the new campus through a public–private partnership was explored, but due diligence found 

that the legal basis for such a partnership was not yet in place in the Lao PDR. 
9   Faculties of Agriculture, Food Science, Science, Information and Technology, Engineering, and Linguistics. 
10 Faculties of Business and Administration, and Education. 
11 The exchange rate used for this analysis is US$1 = KN8,115. 
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11. Benefits are measured as the difference in earnings between graduates from USE, and 
those with at least 4 years of higher education (HE2). The LECS V data distinguish HE2 
graduates from other higher education graduates (men and women), and graduates working in 
the public and private sectors. In 2014, about two-thirds of Lao university graduates12 worked in 
the public sector, where earnings differentials for graduates are relatively flat. The government 
has recognized that public sector salaries for professionals are too low, and has taken steps to 
increase them. In AY2014/15, SKU had the highest female percentage among the four MOES-
funded universities at 56%. Accordingly, the estimation of benefits in the economic analysis was 
been on both sets of gender data for private sector HE2 graduates.  

12.  Cost–benefit analysis. Per economic analysis guidelines for social sector projects, a 
discount rate of 10% was used to calculate the net present value (NPV) of the project. Costs 
and benefits are projected forward over 40 years (from 2016 to 2055) to acknowledge the 
cumulative effect of increases in the graduate stock (Table 2). Given the Lao PDR’s likely 
economic growth, an allowance of 5% for the rate of annual increases in recurrent costs and 
benefits was made. The combined impact of the two factors is always to lower costs and 
benefits later in the project cycle. This is very significant for a project whose main benefit—more 
and better-qualified graduates in the workforce—takes three decades to reach its full effect.   

13.  The financial costs are as estimated in the project administration manual. They are 
converted to economic costs by applying a shadow wage rate factor (SWRF) of 0.75 and a 
standard conversion factor (SCF) of 0.9. The SWRF is applied to local unskilled labor costs and 
forgone earnings. The SCF is applied to most local costs, including those subject to the SWRF. 
Table 1 summarizes the results. 

Table 1: Summary of Economic Costs for the Savannakhet University Infrastructure 
Component 

 Infrastructure Costs Time Period 
1 Construction $21.3 million 2017–2020 
2 Maintain buildings and equipment $1.03 million  Annual from 2021 
 Student costs   
3 Forgone earnings, net of student earnings $1,010  Annual 
4 Student fees $169  Annual 
 Annual student costs $1,179 Annual 
5 Government budget funding per student $800 Annual 

Notes:  
(1) Item 1: total cost for buildings, equipment, and design and construction management.  
(2) Items 2, 4 and 5: recurrent cost and student fee assumptions are as stated in paras. 8 and 9 above.  

  
14.  The first step in estimating benefits is to establish the earnings differentials that HE2 
graduates have over USE graduates as they progress through their careers, and the number of 
graduates to which these benefits will apply. In Table 2, the benefits were adjusted for 
probability of employment13 as well as earnings differentials using the LECS V data and an SCF 
of 0.9. Graduate numbers are based on the production of 1,500 graduates in the quinquennium 
2021–2025 because students who start 4-year courses at the new campus will not begin to 
graduate until 2023, and 3,000 graduates (i.e., 600 a year) in each subsequent quinquennium.  
The numbers were not adjusted for emigration or mortality.  

                                                
12 J. Duronsoy, V. Syvilay, and N. Billany. 2014. Report on Tracer Study on Graduates’ Employability in Lao PDR. 

Vientiane. The report showed that 66% of graduates in work were employed by state organizations, 8% by semi-
state organizations, 19% by firms in the private sector, and 7% in self-employment or family business.   

13 The probability of employment varies with age and gender. The overall average probability is about 93%.  
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Table 2: Savannakhet University Graduates – Economic Benefits and Cumulative 
Graduate Numbers 

Working Life Benefits Growth in Graduate Numbers 

Years of Experience Annual benefit per 
HE2 graduate 5-year periods Graduates  

0–4 1,013 2021–2025 1,500 
5–9 1,445 2026–2030 4,500 

10–14 1,573 2031–2035 7,500 
15–19 2,223 2036–2040 10,500 
20–24 2,449 2041–2045 13,500 
25–29 2,102 2046–2050 16,500 
30–34 1,949 2051–2055 19,500 

HE2 = those with at least 4 years of higher education. 
Note: Years of experience are measured from graduation.   

 
15. Sensitivity analysis. This was carried out to assess the impacts of downside risk as 
follows: (i) all costs up by 10%, (ii) benefits down by 10%, and (iii) costs up by 10% and benefits 
down by 10%. Upside potential is not quantified, but at least two significant possibilities exist: 
(i) SKU succeeds in getting more than 60% of students through to successful completion; and 
(ii) graduate earnings differentials in the Lao PDR, which are still low compared with those in 
other emerging economies, increase over time, thus boosting the benefits calculated.   
 
16.  Economic and sensitivity analyses. Table 3 summarizes the results of the analyses.  
Key findings are: 

(i) For the main economic analysis, the NPV is positive at $37.9 million and at the 
10% discount rate, and the economic internal rate of return (EIRR) is 13.1% 
(Table 4).  

(ii) Sensitivity analyses show that increasing the costs or reducing the benefits by 
10% takes about 1 percentage point off the EIRR in each case. If costs are 
adjusted up and benefits down by 10%, the reduction in the EIRR is 2.1 
percentage points.  

(iii) The switching values14 are 29.8% for an increase in overall costs, 22.9% for a 
reduction in overall benefits, and 13% for simultaneous increases in costs and 
decreases in benefits. These results indicate that the economic viability of the 
project is rather more sensitive to a decrease in benefits than to an increase in 
costs.  

17. These estimates compare favorably with other analyses of the costs and benefits of 
higher education in the Lao PDR. In 2013 in particular, Knowles15 found a negative total NPV of 
$14.6 million for output 3 (new buildings for Champasack University) of the proposed project’s 
predecessor, the Strengthening Higher Education Project, at the 12% discount rate. The main 
reasons for a more favorable outcome in this analysis are: (i) in 2013, only 2002 data were 
available for price differentials, and (ii) technical factors, notably the application to the proposed 
project of a 10% discount rate, and shadow pricing factors.  

                                                
14 A switching value is the percentage increase in a cost item (or decrease in a benefit item) needed for the NPV to 

become zero.  
15 Knowles, J. 2013. Updated Economic and Financial Analysis of the Strengthening Higher Education Project. 

MOES, Vientiane. 
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Table 3: SKU Infrastructure Project, Discounted Costs and Benefits, and Economic Internal Rate of Return ($'000) 
(Scenario: new campus for 3,700 students) 

            Net Present Values at 10% Discount Rate 
  2016-2020 2021-2025 2026-2030 2031-2035 2036-2040 2041-2045 2046-2050 2051-2055 Total 
Capital costs (1) 16,713 

       
16,713 

Recurrent costs (2) 0 27,855 22,073 20,097 13,862 10,985 8,706 6,899 110,476 
Benefits 0 5,546 15,062 25,646 28,042 32,320 33,401 25,063 165,081 
Overall net present value (16,713) (22,308) (7,011) 5,549 14,180 21,335 24,696 18,165 37,891 

  Economic Internal Rate of Return 
Dates (3) 30/06/2018 29/06/2023 27/06/2028 26/06/2033 25/06/2038 24/06/2043 22/06/2048 21/06/2053 Total 
Costs (4) 21,325 53,791 68,649 87,617 111,822 142,716 182,149 232,473 900,542 
Benefits 

 
10,711 46,850 111,795 226,143 419,745 698,770 1,077,038 2,591,051 

Net cost or benefit (21,325) (43,080) (21,799) 24,178 114,320 277,029 516,621 844,565 1,690,509 
Internal rate of return (5) 13.1%                 
  Sensitivity Analysis 
All costs increased by 10% 23,458 59,170 75,513 96,379 123,004 156,988 200,364 255,720 990,596 
Net cost or benefit (23,458) (48,459) (28,664) 15,416 103,138 262,758 498,406 821,317 1,600,455 
Internal rate of return  12.08%   

   
  

All benefits decreased by 10% 
 

9,640 42,165 100,616 203,528 377,771 628,893 969,334 2,331,946 
Net cost or benefit (21,325) (44,151) (26,484) 12,998 91,706 235,055 446,744 736,861 1,431,404 
Internal rate of return  11.97%    

  
  

Costs up 10%, benefits down 
10% – net cost/benefit (23,458) (49,530) (33,349) 4,237 80,524 220,783 428,529 713,614   
Internal rate of return  10.98%          
Notes: 

         (1) Includes buildings, equipment, design and construction management, and buses for Savannakhet University. Excludes taxes and duties. 
(2) Includes forgone earnings, student fees, government grant for higher education, provision for maintenance. Excludes student living expenses.  
(3) The dates are the midpoints of the 5-year periods used for the net present values.  
(4) Costs and benefits used for economic internal rate of return calculation incorporate annual increases of 5%, but no discount. 
(5) Found by using the XIRR function in Excel.  
(6) ( ) = negative. 

 


