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ECONOMIC AND FINANCIAL ANALYSIS 

A. Macroeconomic Context 

1. During 2010–2018, the Lao People’s Democratic Republic (Lao PDR) achieved robust 
economic growth averaging 7.5% annual gross domestic product (GDP) growth (Table 1). Despite 
this growth, the pace of structural transformation, from an economy based on the exploitation of 
natural resources to one driven by industry and services, remains sluggish, with little change in 
the sectoral composition of employment (Table 1).  
 

Table 1: Gross Domestic Product and Employment by Sector, 2010–2018 

 2010 2011 2012 2013 2014 2015 2016 2017 2018 

GDP growth 8.5% 8.0% 8.0% 8.0% 7.6% 7.3% 7.0% 6.9% 6.5% 

GDP per capita growth 6.9% 6.6% 6.7% 6.7% 6.3% 5.9% 5.5% 5.3% 5.3% 

Share of value added by sector        

   Agriculture 23.4% 22.3% 20.4% 19.7% 19.7% 19.7% 19.5% 18.3% 17.6% 

   Industry 31.5% 33.0% 35.6% 33.5% 31.7% 31.0% 32.5% 34.9% 34.2% 

   Services 45.1% 44.7% 44.1% 46.8% 48.6% 49.4% 48.0% 46.8% 48.2% 

Employment share by sector        

   Agriculture 71.5% 70.5% 67.1% 65.5% 64.3% 63.1% 62.0% 61.3% 59.9% 

   Industry 8.3% 8.5% 9.4% 9.3% 9.4% 9.5% 9.5% 9.7% 9.8% 

   Services 20.2% 21.0% 23.5% 25.2% 26.3% 27.4% 28.5% 29.0% 30.3% 

GDP = gross domestic product. 
Sources: Asian Development Bank. 2018. Key Indicators 2018. Manila; World Bank. Lao PDR. 
https://data.worldbank.org/country/lao-pdr (accessed 23 March 2019); and Asian Development Bank. 2019. Asian 
Development Outlook 2019. Manila. 

 
2. Weak human capital because of low educational attainment and poor education quality is 
a critical binding constraint in the Lao PDR. This has trapped workers in low-productivity jobs; 
impeded economic diversification; and threatens the pace, sustainability, and inclusiveness of 
growth in the medium term. 1  Employers cite an inadequately educated workforce as a top 
constraint to doing business.2 Consultations held with industry associations during the design of 
the proposed sector development program (SDP) confirmed that employers face a shortage of 
vocation-specific hard skills (e.g., welding, electrical, automotive), foundational skills 
(e.g., reading, writing, basic mathematics and science, critical thinking, analytical ability, transfer 
of learning, and problem solving), and soft skills (e.g., communication, punctuality, hygiene, ability 
to work within teams, gender and cultural sensitivity). Without reforms, the gap between skills 
demand and supply will continue to widen, constraining the Lao PDR’s transformation toward a 
higher value-added economy, and reducing its economic competitiveness relative to regional 
neighbors. The weak alignment between education and the labor market leaves the country’s 
youth particularly vulnerable, with limited prospects for productive employment. The 2017 Labor 
Force Survey points to a gradual rise in formal wage jobs between 2010 and 2017, but many 
youth face bleak employment prospects.3 Among the working youth aged 18–27, 83% of women 
and 79% of men are own-account or unpaid family workers. 4 An ADB-supported 2018 Household 

                                                      
1 ADB. 2017. Lao PDR Accelerating Structural Transformation for Inclusive Growth. Country Diagnostic Study. Manila. Other 

challenges include weak governance and inefficient public management; and inadequate and poor infrastructure. 
2 World Economic Forum. 2017. The Global Competitiveness Report 2016‒2017. Geneva.  
3 Lao Statistics Bureau. 2017. Labor Force Survey. Vientiane. 
4 Unless noted, quantitative figures are based on ADB staff analysis of data from the 2015 Population and Housing 

Census and 2017 Lao PDR Social Indicator Survey datasets. 

 

http://www.adb.org/Documents/RRPs/?id=50399-003-3
http://www.adb.org/Documents/RRPs/?id=50399-003-3
https://data.worldbank.org/country/lao-pdr
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and Youth Labor Survey5 found that many youth are not benefiting from growth, and that the Lao 
PDR is not realizing benefits from an anticipated demographic dividend. As a result, the youth 
unemployment rate (13%) is six times higher than the adult rate (2%), and around 473,000 youth 
aged 15–24 years are not enrolled in education, employment, or training. In recognition of these 
challenges, the Government of the Lao PDR has been prioritizing education. The 8th National 
Socio-Economic Development Plan (2016–2020) 6  and the Education and Sports Sector 
Development Plan, 2016–20207 emphasize the strengthening of education as being critical for 
inclusive growth and poverty reduction, and central to the goal of graduating from least-
developed country status by 2020.  
 
B. Economic and Socioeconomic Returns to Education 

3. Human capital and growth. An extensive academic literature confirms that investment 
in education has positive macroeconomic impacts, in that it increases national productivity, 
accelerates growth, and supports a shift to higher value-added goods and services.8 A 1-year 
increase in average education is found to raise output per capita by 3%–6% (according to 
neoclassical specifications), while it would lead to 1 percentage point faster growth according to 
estimates from new-growth theories. Education’s role is particularly vital in developing economies, 
where it expands the supply of skilled workers to allow the economy to transition to more 
technologically advanced production, attract foreign investment, and increase productivity and 
trade competitiveness.9  
 
4. Individual returns to education. Education and human capital accumulation are also 
critical determinants of labor market participation, job security, and earnings of individuals. Many 
studies demonstrate significant wage returns to education, with most finding that one additional 
year of schooling raises an individual’s earnings by 5% to 15%.10 While higher education generally 
yields the highest returns in advanced economies, the returns to primary and secondary schooling 
are particularly high in less-developed countries.11 Studies specific to the Lao PDR find that 
returns by education level are 43% for primary, 78% for secondary, 87% for technical and 
vocational education and training (TVET), and 143% for higher education; and among 
microbusiness entrepreneurs, they average 4.9% per year of schooling overall (with 6.6% for 
rural, 3.6% for urban, and 7.0% for ethnic groups).12  
 

                                                      
5 The forthcoming study was supported by ADB. 2017. Technical Assistance to the Lao People’s Democratic Republic 

for Economic Policy Support for Enhancing Productivity and Employment. Manila.  
6 Government of the Lao PDR. Ministry of Planning and Investment. 2016. 8th Five-year National Socio-Economic 

Development Plan (2016–2020). Vientiane. 
7  Government of the Lao PDR. Ministry of Education and Sports. 2018. Education and Sports Sector Development 

Plan, 2016–2020: Mid-term Review Report. Vientiane. The plan aims to raise the secondary education gross 
enrollment rate, one of the two indicators in the Human Assets Index (aside from adult literacy), to 75% by 2020. 

8 B. Sianesi and J.M. Van Reenen. 2003. The Returns to Education: Macroeconomics. Journal of Economic Surveys. 
17 (2). pp. 157–200. 

9 E.D. Peet, G. Fink, and W. Fawzi. 2015. Returns to Education in Developing Countries: Evidence from the Living 
Standards and Measurement Study Surveys. Economics of Education Review, 17 (C), pp. 69–90. 

10 G. Psacharopoulos and H.A. Patrinos. 2004. Returns to Investment in Education: A Further Update. Education 
Economics. 12(2). pp. 111–35. 

11 D. Acemoglu and J. Angrist. 1999. How Large are the Social Returns to Education? Evidence from Compulsory 
Schooling Laws. Working Paper. Department of Economics. No. 99-30. Cambridge, Massachusetts: Massachusetts 
Institution of Technology. 

12 More details in (i) P. Onphanhdala and T. Suruga. 2007. Education and Earnings in Transition: The Case of LAO. 
Asian Economic Journal. 21(4). pp. 405–424; and (ii) P. Onphanhdala and T. Suruga. 2009. Entrepreneurial Human 
Capital and Micro and Small Business in the Lao PDR. The Developing Economies. 48(2). pp. 181–202. 
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5. Broader socioeconomic returns. Studies indicate that secondary education has a strong 
gender-equalizing effect, conveying larger wage returns to women than men, as well as broad 
cross-generational benefits to women. Education empowers women, raises the marriage age, 
lowers fertility, promotes household savings, and increases investments in the human capital of 
the next generation, thus helping to break long-term poverty traps. Similarly, secondary education 
confers large socioeconomic benefits to poor, ethnic, and other disadvantaged groups by allowing 
them to fully participate in society and the economy. Such social benefits represent important 
positive externalities, providing a strong justification for government investment. 
 
6. The need for evidence-based approaches and consideration of soft skills. Evidence-
based approaches will be critical to ensuring that the Lao PDR’s investments in education deliver 
the returns outlined above (paras. 3–5). Significant mismatches exist between what educators 
assume to be skills needs in the economy versus the actual skills required by employers. 
Education systems often underestimate the need for flexible, foundational soft skills, which are 
increasingly needed for modern industry and services. It is often assumed that TVET and higher 
education are principally responsible for providing skilled workers, while the role of secondary 
education is often underestimated. In several developing economies, secondary education 
accounts for a much larger share of youth entering modern sector jobs: in the Lao PDR, it 
accounts for 47% of new entrants into nonagricultural jobs, almost double higher education and 
TVET combined (29%). A World Bank meta-analysis of 27 countries found that employers value 
all skill sets but face a huge shortage of soft skills—results that are robust across region, industry, 
occupation, and education level. 13  The study concluded that investment in strengthening 
secondary education will be particularly critical.  
 
C. Cost-Effectiveness Analysis  

7. The design of the SDP provides a combination of interlinked initiatives to tackle key 
challenges related to low quality and low completion rates in secondary education that constrain 
the Lao PDR’s human capital and broader development. Under output 1, it will provide 
crosscutting support to ensure that secondary education functions as part of a more cohesive 
post-primary education system, and is strategically aligned with the Lao PDR’s evolving skill 
needs. This design is more cost-effective than alternatives considered and generates high 
estimated rates of return (Section D).  
  
8. Evidence-based strategic alignment. Support under output 1 will help to bring about an 
evidence-based realignment of secondary, TVET, and higher education (i.e., post-primary 
education) to collectively meet the Lao PDR’s emerging skill demands and support a transition to 
balanced, inclusive, and sustainable growth. Program reforms will reform and strengthen 
secondary education so that the youth are better prepared for enrolling in TVET or higher 
education, or directly joining the labor force. This will contribute to efforts to universalize lower 
secondary education as prioritized under the government’s Education and Sports Sector 
Development Plan, 2016–2020 and facilitate the Lao PDR’s progress from least-developed 
country status. Improved cross-ministerial collaboration and industry engagement will support 
joint analysis and adoption of new post-primary learning pathways linking secondary, TVET, 
higher education, and continued learning after workforce entry.   
 

                                                      
13 World Bank. 2016. Employer Voices, Employer Demands, and Implications for Public Skills Development Policy 

Connecting the Labor and Education Sectors. Washington, DC.  
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9. Secondary education. Under output 2, the SDP will help to strengthen secondary 
education curriculum, pedagogy, and student assessment focusing on the priority subjects—
sciences, mathematics, English, and Lao language—that are critical for higher education and/or 
for jobs.  

 
10. Output 3 of the SDP will help address high dropout rates after primary education. ADB’s 
analysis of the Lao PDR Social Indicator Survey (LSIS) dataset confirms that nearly 87% of youth 
complete primary education but only 32% complete upper secondary education (Figure). That 
nearly two-thirds of primary completers fail to enter or drop out during secondary education 
dramatically undercuts the socioeconomic returns to national investments in education. The rate 
of dropouts after primary education is highest in disadvantaged areas. An analysis of the 2015 
Census and Education Management Information System (EMIS) identified a particularly high 
dropout rate in the 12 districts identified for focused support (para. 11). Raising national secondary 
education completion rates and decreasing wastage also require tackling high dropout rates 
among youth in poor households and ethnic groups. LSIS data confirms that nearly two-thirds of 
youth in the poorest quintile of households finish primary education but only 1 in 6 youth (13% 
females and 16% males) complete lower secondary, and only 1 in 20 (3% females and 5% males) 
complete upper secondary education.14  
 
11. Geographic targeting. Output 3 will (i) alleviate supply-side constraints in 
12 disadvantaged districts by constructing additional classroom blocks, sex-segregated 
dormitories, sanitation facilities, and toilets at 60 primary and secondary school sites (owned by 
the government); and (ii) reduce demand-side constraints to access and completion by providing 

                                                      
14 In sharp contrast, for the wealthiest quintile of households, 91% of females and 89% of males complete lower 

secondary, and 71% of females and 75% of males complete upper secondary education. In general, female students 
have lower transition rates (e.g., from lower to upper secondary) but males have higher dropout rates within levels.  

 

Completion Profiles: National Aggregate, Top and Bottom Wealth Quintiles 

 
LSE = lower secondary education, USE = upper secondary education. 
Source: Asian Development Bank estimates using the 2017 Lao PDR Social Indicator Survey dataset. 
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stipends based on a combination of need and merit.15 At primary schools, new lower secondary 
facilities will be built. At lower secondary schools, facilities will be provided for upper secondary 
classes. Additional classrooms will be built in overcrowded schools. These measures will ensure 
that more girls and boys, including those belonging to ethnic groups, will be able to enroll in 
secondary schools and complete their education. Table 2 compares enrollment, overcrowding 
rates, and school size in school year (SY) 2017/18 for the Lao PDR as a whole and for the 12 
target districts. More than 85% of secondary students in the target districts are required to endure 
overcrowded learning environments, compared with 56% nationwide. Gender gaps (among both 
students and teachers) are larger in the 12 target districts. Table 2 shows that the 12 target districts 
have fewer schools—restricting access to education—with larger and more frequently 
overcrowded class sizes, which leads to higher dropout rates and/or poor learning outcomes.16 
 

Table 2: Secondary Education Enrollment, Overcrowding, Teachers, and School Size – 
School Year 2017/18 

 
Lower Secondary 

Enrollment 
Upper Secondary 

Enrollment 
Overcrowding 

 
Secondary 
Teachers 

Secondary 
Schools 

Location Total Female Total Female Students % Total Female Number 
Average 

Size 

Lao PDR 447,757 48.0% 223,307 46.8% 374,269 55.8% 59,058 50.9% 1,758 382 

12 target districts 43,874 47.0% 18,549 45.5% 53,181 85.2% 3,869 40.7% 131 477 

Lao PDR = Lao People’s Democratic Republic. 

Source: Ministry of Education and Sports, management information system—tabulated from school year 2017/18 data. 
 

12. Poor transition from primary through to secondary completion represents a significant 
nationwide wastage of education investments. This is a multifaceted problem driven by weak 
management, poor quality, and a range of other supply- and demand-side constraints. Wastage is 
especially high in the 12 geographically targeted districts. While the lack of individual student data 
precludes precise calculation of transition rates, rough district-level estimates can be derived using 
a cohort-based approach from EMIS data for SY2010/11–SY2017/18. The data confirm that 
dropout takes a particularly high toll on the 12 target districts, with only 39% of primary graduates 
reaching the final year of upper secondary education, versus 50% in other districts nationwide. 
This strengthens the justification for targeting these 12 underserved districts under the SDP. 
 
D. Beneficiary Analysis 

13. The SDP will facilitate national reforms to realign and enhance the flow of skills into the 
labor force, driving inclusive growth and better opportunities for the Lao PDR’s youth. While 
difficult to quantify, the SDP will generate substantial gains in system-wide allocative efficiency. 
For example, adoption of evidence-based planning will boost efficiency by directing limited budget 
funds to more effective programs and reducing imbalances (e.g., in teacher deployment), and will 
better target facilities and infrastructure investment to alleviate the most binding constraints. The 
following qualitative discussion of the immediate-term project beneficiaries, and the conservative 

                                                      
15 The 12 districts were selected based on (i) high dropout rates between primary and lower secondary, and lower 

secondary and upper secondary levels; (ii) overcrowding in secondary schools; and (iii) large share of ethnic groups 
where overall school enrollment, especially for girls, is very low.  

16 The literature shows mixed results regarding the impacts of moderate overcrowding on learning, but very high 
overcrowding (particularly combined with inadequate teaching and learning resources) is generally believed to 
degrade learning outcomes. J.A. Benbow, A. Mizrachi, D. Oliver, and L. Said-Moshiro. 2007. Large Class Sizes in 
the Developing World: What Do We Know and What Can We Do? American Institutes for Research. Washington, 
DC: United States Agency for International Development (October). 
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estimates of the economic internal rate of return (EIRR) based only on readily quantifiable 
dimensions of the SDP, are likely to understate the SDP’s overall benefits. 
 
14. Students nationwide. More than 1,200,000 secondary students will directly benefit from 
program interventions during implementation.17 They will benefit from improved learning and 
mastery of critical soft skills thanks to an updated and more relevant curriculum, improved 
teaching quality geared toward student-centered learning, revised student assessments, and new 
career guidance and clearly articulated learning pathways. Improved quality and relevance, as 
well as higher educational attainment, will improve employment outcomes, allowing youth to 
access better-paying and more stable employment.  
 
15. Teachers and managers. All teachers nationwide will benefit from the introduction of 
CPD. Additionally, virtually all lower and upper secondary teachers of math, science subjects 
(lower secondary science, and upper secondary chemistry, biology, and physics), Lao language, 
and English (totaling about 20,000 secondary teachers) will benefit from new teacher guides and 
participation in at least one round of formal in-service teacher training. In addition, teachers in 
20 districts will benefit from a more intensive pilot CPD model, including support by newly 
deployed secondary pedagogical advisors. Programs to improve school management and 
instructional leadership within schools will directly benefit virtually all (more than 1,600) secondary 
school principals and subject-lead teachers.  
 
16. Specific benefits in targeted communities. Geographic interventions will benefit 
60 villages with high rural and ethnic populations, and high secondary dropout and overcrowding 
rates, by building new secondary school facilities. Civil works will include additional classrooms, 
laboratory, library and teacher rooms, sex-segregated dormitories and wash facilities, and will 
accommodate about 42,700 students. This will improve access and raise enrollment by ensuring 
that new facilities meet hitherto unmet demand from large nearby populations of primary and 
lower secondary graduates. Where appropriate, new upper secondary classroom blocks will 
expand current lower secondary schools into complete schools, enhancing access and reducing 
dropout rates. With improved school facilities and dormitories (for students and teachers), it will 
be possible to attract not just more students, but more and better qualified teachers as well. While 
targeting mostly poor and ethnic group families, and prioritizing girls, at least 1,200 lower 
secondary students will benefit from stipends for 4 years, and 1,200 upper secondary students 
from stipends for 3 years, significantly reducing the financial cost on their families. Stipend 
recipients will also benefit from free dormitory accommodation during the duration of the project.  
 

17. Conservative cost–benefit analysis. The EIRR estimates capture the direct benefits in 

terms of incremental wages and salaries accruing to additional secondary graduates. It is not 
possible to credibly quantify returns from many potential impacts such as (i) systemic efficiency 
gains; (ii) improved quality and relevance; and (iii) follow-on effects of increased upper secondary 
completion rates on higher education and TVET completion, and further improved workforce 
earnings. EIRR estimates are likely to significantly understate actual benefits. The net present 
value of the project (using a 6% economic discount rate) is a conservative $333.1 million, with an 
EIRR of 13.7%. Details, including sensitivity analysis, are in the supplementary document.18 

                                                      
17 EMIS data for SY2017/18 report 642,235 students in grades 6–12, with more than 130,000 new grade 6 enrollments 

expected each year. Factoring in improved access, retention, and grade progression, student demand projections 
show that secondary education enrollments will increase by 150,000 by 2025. 

18 The economic costs include project investments excluding taxes and price contingencies, recurrent costs over the 
project period, students’ private direct costs in attending school, and opportunity costs from employment forgone had 
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E. Financial Sustainability 

18. Robust growth and rising government revenues. GDP growth slowed to 6.5% in 2018 
as severe floods hit agriculture and slower hydropower generation drove down industrial growth. 
Despite this slowdown, growth over the medium term is expected to remain robust as a result of 
large hydropower projects expected to begin commercial operations during 2019–2020 and 
continued infrastructure investment. Revenue performance improved—primarily driven by higher 
excise revenues, an increase in income taxes, dividend earnings, and other nontax revenues—
thanks to stronger revenue administration, such as the use of electronic tax payment platforms. 
Projected economic growth and increasing revenues from taxes, hydropower, and other sources 
are expected to strengthen the Lao PDR’s fiscal position, as well as public and private investment 
in the education sector. In turn, greater education quality and alignment will support continued 
rapid growth by helping the economy meet the increasing demand for skilled labor, boost 
competitiveness, and feed back into tax revenue growth.  
 
19. Fiscal consolidation. Strong economic growth in the Lao PDR has been overshadowed 
by unsustainable and rising public debt, threatening macroeconomic and financial stability. The 
government endorsed a fiscal consolidation framework to stabilize the public debt. The budget 
deficit is expected to decline to below 4% of GDP in 2020, following revenue improvement and 
expenditure rationalization. Public outlays were rationalized through tighter control of the public 
wage bill and downward adjustment of non-wage current spending. These measures offset higher 
interest payments and the increase in capital spending financed by external loans. Support for 
evidence-based planning and rationalization of post-primary education will improve the allocative 
efficiency of education sector financing by directing resources toward the most critical constraints. 
This will complement ADB support for expanding the medium-term financing of education under 
the 2019 Strengthening Public Financial Management Program.19 
 
20. Projected government finance and education expenditure. The Education Law 
stipulates that education’s share of the total government budget shall reach 18%. Given fiscal 
challenges, the government has not yet reached this target but remains committed to achieving 
this in the medium term, and ADB will support this through the aforementioned Strengthening 
Public Financial Management Program (footnote 20). As identified in the mid-term review of the 
Education Sector Development Plan, 2016–2020, MOES—as the largest public sector ministry—
receives about 24% of the national wage budget; however, during 2016–2018, it was seriously 
underfunded in terms of its operational and investment budget shares. This resulted in the 
reduction or postponement of expenditure programs that are key to improving education quality, 
such as in-service teacher training; purchases of computers, lab equipment, and other tools; and 
construction of classrooms and dormitories. 20  MOES recently established a Planning and 
Budgeting Committee responsible for developing budget allocation formulas, and strengthening 
budget formulation and negotiation processes to ensure that an adequate share of the national 

                                                      
these students left school early and entered the workforce. Economic benefits are taken over a period of 25 years, 
including the 5-year project implementation period (2020 to 2024), and the ensuing 20 years for sustainable delivery 
of market-relevant skills and quality education services. More details in Additional Information to Support Economic 
and Financial Analysis (accessible from the list of linked documents in Appendix 2). 

19 The policy-based loan will support the Ministry of Finance, MOES, and other line ministries to prepare medium-term 
expenditure frameworks to guide phased increases in budgeting for education, health, agriculture, and public works. ADB. 

Lao People’s Democratic Republic: Strengthening Public Finance Management Program (Subprogram 1). 
https://bit.ly/2yRYMid.  

20 Government of the Lao PDR. 2018. Ministry of Education and Sports. Education and Sports Sector Development 
Plan, 2016–2020 Mid-term Review Report. Vientiane (p. 77). 

https://bit.ly/2yRYMid
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budget is allocated to the education sector and that these funds are strategically and equitably 
allocated within the sector.   
 
21. Table 3 presents trends in education sector financing and projections through to fiscal 
year (FY) 2025, which assume that the education budget will reach 15% of the national budget 
by FY2025. This also assumes that the improvement in the fiscal position will help achieve an 
annual increase of 10%–11% in the education budget. Given that the trend in budget allocation 
from 2016 to 2019 only shows a maximum growth of 3%, with the 2019 budget decreasing by 
2%, the forecast is quite optimistic. And even this level of projection falls short of the budgetary 
requirement of 18% set under the Education Law. Such constraints in budgetary allocation raise 
the risk that the project assets may not be properly maintained for lack of adequate funding. 
 

Table 3: Economic Growth and Education Budget Projections, Fiscal Years 2016–2025 

 Reported Figures Estimates for FY2020 and projections to FY2025 

Item 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

GDP (current 
KN trillion) 

129.28 140.75 152.43 165.48 176.45 188.14 200.62 213.92 228.10 243.23 

Total budget a 

(KN trillion) 
25.74 30.12 29.44 33.39 35.61 37.97 40.49 43.17 46.03 49.08 

Education budget 
(KN trillion) 

4.02 4.04 4.15 4.05 4.45 4.94 5.47 6.04 6.67 7.36 

     Share of budget 15.6% 13.4% 14.1% 12.1% 12.5% 13.0% 13.5% 14.0% 14.5% 15.0% 

     Share of GDP 3.1% 2.9% 2.7% 2.4% 2.5% 2.6% 2.7% 2.8% 2.9% 3.0% 

Costs associated with Education for Employment SDP 
(KN billion)     

120.5 37.6 92.0 35.6 31.1 27.3 

as a share of education budget 2.7% 0.8% 1.7% 0.6% 0.5% 0.4% 

as a share of GDP 0.07% 0.02% 0.05% 0.02% 0.01% 0.01% 

FY = fiscal year, GDP = gross domestic product, KN = kip, SDP = sector development program. 
a Total government budget net of debt servicing.  
Sources: Ministry of Education and Sports, Department of Finance (FY2019), ADB staff estimates. 
 

22. Sustainability of project investments. The design of the SDP’s project component 
prioritizes allocative and productive efficiency, and sustainability. Investment is concentrated in 
the first few years of the project: e.g., civil works to add and improve secondary school facilities 
are expected to be completed during the first half of the project. During implementation, the total 
incremental costs (investment and recurrent) will have a peak value of 2.7% of the total education 
budget. This constitutes a maximal value of less than 0.5% of the total government budget and 
0.1% of GDP. Following project completion, net incremental recurrent costs associated with 
program investments are expected to average about 0.5% of annual education sector budgets. 
The scale of these costs is deemed modest and sustainable. 
 
23. Systemic efficiency gains. Systemic benefits of reforms and institutional capacity 
building will deliver sizable efficiency gains with potential to largely offset the project costs over 
the long term. For example, dropouts result in wastage of state (and household) investment in 
education, and indirectly in the lost future earnings potential of students. The SDP tackles both 
supply-side and demand-side factors through comprehensive program and project support for 
access, quality, subsector management, and alignment with skills needed in the economy. Even 
modest decreases in dropout and increases in completion rates have the potential to substantially 
improve the efficiency of education resources during and well after implementation. 


