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FINANCIAL ANALYSIS 

1. Background. A financial analysis was carried out to determine the level of resources 
available to the Government of the Lao People’s Democratic Republic (Lao PDR), both centrally 
and in the provinces, to manage any recurrent costs of the project investments to be funded 
under the proposed loan and grant from the Asian Development Bank (ADB) for the Second 
Strengthening Higher Education Project. The analysis was conducted in accordance with 
relevant ADB guidelines1 on the basis that this is a non-revenue-generating project.  

2. The funding proposed for the project consists of a grant of $23.47 million and  a loan of 
$16.45  million from ADB Special Funds resources and about $4.5 million in counterpart funding 
from the government. The ADF funding will have a loan term of 32 years, made up of a grace 
period of 8 years with 1% interest, and a repayment phase of 24 years with 1.5% interest. 

3. Recurrent costs. The project budget allocates resources for the three outputs as follows: 
(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). The extent to which these outputs 
give rise to recurrent costs for the government varies: (i) the new campus for Savannakhet 
University (SKU) will provide an additional 3,700 student places and thus add to staffing and 
other operating costs; and (ii) other activities, such as centers of excellence and the competitive 
research fund, will be largely funded from the loan during the life of the project, but will be more 
effective to the extent that universities are able to add funding from their own resources. These 
activities are initiated on the premise that the government will sustain them after project 
completion. The salient recurrent costs are:  

(i) In the grace period, loan interest charges will gradually build to the level of 
$165,000 a year as the loan is disbursed, perhaps reaching that level in 2020 if 
the loan becomes effective at the start of 2017. The grace period would end in 
2024. 

(ii) In the amortization phase, from 2025 to 2049, annual repayments will be about 
$800,000 a year. 2 

(iii) The additional recurrent cost of the additional 3,700 student places supplied by 
the first installment of the new campus of Savannakhet University will be about 
$2.96 million—an average unit cost of $800 per student at current prices—once 
new capacity is reached in the mid-2020s. 

4. Recurrent costs arising from other project activities (such as centers of excellence, 
competitive research fund, and support for e-learning) amount to about $1.5 million–$2 million 
annually at the levels funded under the loan, but the loan activities are pilots and will need 
expansion to reach their full potential impact on the Lao university system. On that basis, the 
annual ongoing costs of sustaining these activities total about $4 million. Some of that should be 
offset by research and consulting income, leaving an estimated net charge of $2 million.  

5. In sum, additional recurrent costs arising from project activities reach about $5.1 million 
(including interest charges) in the early 2020s, rising to about $5.8 million (including loan 
repayments) from 2025. Government funding to higher education in 2015 amounted to about 
                                                
1  ADB. 2009. Financial Due Diligence: A Methodology Note. Manila.   
2  The Financing Agreement negotiated on 3 August 2016 provides for loan repayments of SDR493,000 a year for 24 

years as principal. Calculation allows for 1.5% interest, and SDR1 = US$1.393.  
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$24.7 million. The universities also raise “technical income,” mainly from student fees, worth 
15%–20% of their total resources. On this basis, by the mid-2020s, commitments initiated 
during the project can add about 17% to recurrent higher education costs, as they stand now. 

6. However, direct additional costs resulting from the proposed investments need to be 
seen in the context of the expansion of higher education enrollments and funding planned for 
the Lao PDR under the draft Education Sector Development Plan (ESDP) 2016–2020 and 
thereafter. For example, the SKU expansion amounts to little more than a third of the 9,000 
additional enrollments that the Ministry of Education and Sports (MOES) plans for universities 
during 2016–2020. The key issue is whether higher education funding as a whole is sufficient to 
sustain progress toward the objectives that the project is intended to support—widening of 
access to and strengthening the quality of higher education.  

7. Economic context. The Lao PDR is a low-income country with gross national income  
per capita of $1,730 in 2015, up by 54% from $1,120 in 2011. Economic growth has averaged 
above 7% a year since 2006.  In recent years,  

(i) population growth decreased from over 2.5% a year to about 1.6%, but the 
cohorts coming through to the 18–24 age bracket are still growing strongly—both 
a challenge and an opportunity for tertiary education provision;  

(ii) public expenditure grew strongly but erratically as the government sought to 
implement large increases in public sector wages; and 

(iii) ambitious expenditure plans, and a tendency to overestimate revenue, led to 
budget deficits of around 5% of gross domestic product (GDP) in the fiscal years 
from 2012 to 2015, and the emergence of insufficient cash to fund the budgeted 
expenditure plans.   

8. Higher education funding. At the aggregate level, the government sets a quantum for 
annual public sector spending and MOES is allocated a share of that—the education sector 
quantum (ESQ). The National Assembly approved an ESQ target of 17% of the public sector 
spending quantum, which the Government planned to attain by FY2013/14. In the upshot it was 
not attained; in FY2014/15 the education sector received 14.6%. Once the ESQ is determined, 
MOES has to share it between subsectors. From 2010 to 2014, the four universities funded by 
MOES—Champasak University, National University of Laos (NUOL), SKU, and Souphanouvong 
University—received between 6% and 8% of the ESQ.  

9. On the basis of budget allocations, the Lao PDR ranks 82nd out of 107 in a worldwide 
comparison of tertiary education funding per student. Another measure—government expenditure 
per tertiary student as a percentage of per capita GDP—allows for differences in national wealth. 
On the latter basis, the proportion for the Lao PDR is 50%, around the average for all countries.  

10. Public HEIs in the Lao PDR are funded by a mix of government funding and user fees. 
Government funding per student averaged $708 a year for the four universities under MOES in 
2014–2015. Expenditure per student was quite close to this average at Champasak University, 
NUOL, and Souphanouvong University, but SKU’s was lower at about $500 per student.3 For 
bachelor’s degree students, the fees in AY2015/16 add about $163 a year per student. Fees for 
postgraduate students are close to full cost, but among the four MOES-supervised universities 
only NUOL has significant numbers of postgraduates. Other sources of income exist, but an 

                                                
3 Lao People’s Democratic Republic Higher Education Sector Assessment (accessible from the list of linked  

documents in Appendix 2). Table V.15 p. 91 
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assessment conducted for NUOL and SKU indicates that they are very small. The four universities 
are, on average, still about 80% reliant on government funding.  

11. At the end of each financial year, the universities draw up statements of expenditure 
from the government budget funds allocated to them and from technical income. These show 
significant shortfalls in the delivery of funding as budgeted by the government: 

(i) SKU: 16% in AY2013/14 and 36% in AY2014/15;4 
(ii) NUOL: 7% in AY2013/14; and 
(iii) CU: 9% in AY2012-13, 14% in AY2013/14 and 0% in AY2014/15.  

12. The government makes up some but not all of the shortfall in the ensuing year. Even so, 
shortfalls cause instability in university funding, and significant arrears in payments of salaries and 
allowances as well as payments to suppliers. The large differences in shortfall levels between 
universities may in part reflect the difference in status—NUOL is funded directly by the central 
government, the other three are funded through their home provinces. In their case, decisions by 
the provincial governments may also affect the outcome. The universities claim that the funding 
they receive depends as much on bargaining power as on the merits of their case.  
 
13. There are indications that present funding levels do not offer a sustainable basis for good-
quality higher education. In aggregate, almost three-quarters of government funding goes to 
salaries and allowances, leaving other requirements very tightly funded; these are also likely to 
bear the brunt of any shortfalls. The problems were recognised when the ESDP 2011–2015 was 
drawn up. In view of other pressures on the education budget, the solution was seen to lie largely 
in raising fee income by reducing the proportion of quota students from 50% in 2009 to 20% by 
2015, and raising the rate of cost recovery per fee-paying student to double the level of 2010. The 
reduction in the quota was achieved, but even after the 2015 increase, fee levels remain low—
probably lower in real terms than in 2010.  

14. In the context of a general insufficiency in recurrent funding relative to government aims 
for the higher education subsector, SKU, where the principal investment under the project is 
proposed, appears to suffer from the double disadvantage of a below-average share of 
government funding and an above-average shortfall in its delivery. Two examples illustrate this: 

(i) 31% of the SKU teaching staff in 2015 were volunteers. 
(ii) The government’s budget allocation to SKU for the maintenance of premises is 

usually 10%–20% of the government’s own norm, and this allocation is most 
vulnerable in the event of a shortfall.  

15. Higher education funding plans for 2016–2020. MOES is preparing the ESDP 2016-
2020. As also seen in Table 1, its priorities include: 

(i) an increase of 25% in university enrollments at the five public universities, from 
36,000 in 2016 to 45,000 in 2020; and 

(ii) annual ESQ shares (assuming that economic growth continues at 7.6% and that 
the education sector receives a 17% share of aggregate public expenditure) of 
5%–6% for MOES-supervised universities.  

16. The following needs to be highlighted: 

                                                
4 Data provided by each university, and is not always consistent.  
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(i) Total public expenditure (and ESQ, which is a constant 17%) is projected by 
MOES to grow at over 10% a year. Even if economic growth at 7.6% a year 
continues, growth in public expenditure may in practice be slower. 

(ii) The amounts proposed for higher education investment are ambitious, implying a 
much larger capital-spending program than the government has hitherto funded 
from its own resources.  

(iii) Recurrent higher education funding per student is mostly projected to increase, 
but is always below the actual level of $708 given in the Higher Education Sector 
Assessment (footnote 3) for AY2014/15, despite the strong annual rises in the 
ESQ. The reasons for this lie in the high capital spending already noted and also 
in the percentage share of the ESQ assigned to higher education, which is lower 
than in recent years. From 2010 to 2014, recurrent expenditure on higher 
education averaged 7.5% of recurrent expenditure on overall education, and it 
never fell below 6.2%.  

  AY2016/17 AY2017/18 AY2018/19 AY2019/20 AY2020/21 
Student enrolments (MOES 
universities) 36,000 38,000 39,000 42,000 45,000 
Funding, KN millions 

    
  

ESQ @ 17% of GOL spending 3,383,825 3,738,130 4,191,350 4,692,510 5,247,220 
Estimated ODA for Education 656,000 619,000 625,000 705,000 625,000 
Total Education Sector Resources 4,039,825 4,357,130 4,816,350 5,397,510 5,872,220 
Share for Higher Education 5.10% 6.10% 5.80% 5.80% 5.70% 
HE share KN millions, of which: 206,031 265,785 279,348 313,056 334,717 
HE investment  45,058 114,265 105,395 116,081 107,882 
HE recurrent  160,973 151,520 173,953 196,975 226,835 

GOL recurrent funding per HE student, 
KN millions 4.471 3.987 4.460 4.690 5.041 
Universities' own income per HE student 0.850 0.893 0.937 0.984 1.033 

Total HE recurrent funding per student 
(US$@ KN8115=US$1) $656 $601 $665 $699 $748 

Notes: 
1. The Education Sector Quantum (ESQ) and Estimated Official Development Assistance are as given in Table 5 of 
ESDP 2016-2020.  Percentage share for higher education is from Table 4 of ESDP 2016-2020. 
2. Higher education share in KN millions found by multiplying education sector resources by the percentage share for 
higher education.  
3. Higher education investment comes from Table 29 of ESDP 2016-2020. Higher education recurrent is found by 
subtracting higher education investment from higher education share in KN million.  
4. Universities’ Own Income (mainly tuition fees) derives from data collected by under the project preparatory 
technical assistance, and is assumed to grow by 5% a year.  
Source: Ministry of Education and Sports, Vientiane. 2016. Education Sector Development Plan 2016-2020 (ESDP 
2016-2020) for rows shaded grey, author’s calculations for other rows. 

17. The funding priorities in the draft ESDP 2016–2020 appear to favor other subsectors of 
education rather than higher education, for which the draft ESDP seems to advocate enrollment 
expansion and capital spending rather than recurrent funding. No relief seems to be forthcoming 
in the near term for the quality squeeze caused by insufficient recurrent funding.  

                   Table 1: Projections of Higher Education Enrolments and Funding 2016-2020 
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18. Options for change. Two issues are key here: (i) inadequate recurrent funding to 
sustain expansion and boost the quality of the Lao PDR’s public universities, and (ii) SKU 
receiving a considerably lower level of recurrent funding than the other universities. If not 
rectified, these issues pose the grave risk that investment in a new campus for SKU will not 
achieve its intended objective.  

19. The insufficiency of recurrent funding is well recognized and reflected in the plan for a 
study on higher education financing, which will be undertaken with support from the proposed 
project’s predecessor, the first Strengthening Higher Education Project. There is scope for 
adjusting government funding priorities. There is also a need to diversify university income 
sources. Tuition fees are by far the largest source of nongovernment income, which offers the 
prospect of substantial relief in the near term. How large an increase in fees is tolerable is a 
matter for policy decision. As an illustration, fees at public universities in Indonesia contribute 
about 35% of university income, with the government contributing 65%. Bachelor’s fees of about 
$350 a year may be needed at Lao universities to achieve a similar ratio of government funding to 
fee income. Other things being equal, such an increase will add about $190 a year to recurrent 
funding per student. A similar effect could be achieved by an increase in the government’s own 
funding, or an increase drawing on both sources. 

20. As regards the situation at SKU, if the government is to make a substantial investment in 
a new campus, it is in the interests of both the national and the provincial governments to 
ensure that the university receives its proper share of government recurrent funding so that it 
can make good use of it. This means, at least, 

(i) reviewing the evidence that recurrent funding per student at SKU as allocated by 
the government is abnormally low, and making the necessary adjustments; and  

(ii) ensuring that SKU does not suffer disproportionately if it proves impossible to 
deliver the full amounts of allocated university funding through the financial year. 
This may be an issue as much for the provincial as for the national government.  

21. Summary of findings. The direct consequences of the proposed project activities for 
higher education funding in the Lao PDR amount to: (i) about $5.1 million a year in costs for the 
higher education subsector once the project is completed in the early 2020s; and (ii) an 
additional $0.6 million a year in loan repayments over 2025–2049. Compared with recurrent 
funding for higher education, as it stood in AY2013/14, these sums amount to additional costs of 
17% during the early 2020s and of nearly 20% from 2025.   

22. Project activities will not lead to lasting change unless recurrent funding for higher 
education as a whole is set at levels that support the basic objectives of enlarging participation for 
the increasing age cohort and of enhancing quality. There are indications that current funding 
levels are insufficient for these purposes. MOES is engaged in determining priorities and funding 
under the draft ESDP 2016–2020. It appears that it will be difficult to sustain an improvement in 
recurrent funding per student on the basis of present policies. New sources of income need to be 
found. The most practicable are substantial increases in government recurrent funding and/or 
university fees.  

 


