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Foreword

The global economic crisis and the Arab Spring have raised additioniénges to most
countries in the Middle East and North Africa. In particular young people in MENA are asking
for better opportunities to study and workAs some countries are facing fis@nstraints,
seekindinancial sustainabilityo meet student demand is a priority fatl higher education systems

The World Bank and the Agence Francaise de Developmen (AFD) have developed a partnership
programto explore alternative financing mechanisms that would enable countries in MENA to
achieve financial sustainability in the short and medium term,ileskat the same time increase
coverage andmprovethe quality of their graduates whilassuring equitable distribution of public

funds. This program has emerged as a result of the multiagermmperation efforts at CMI
Marseille Center for Mediterranean Integration. It is part of the CMI Cluster on Skills, Employment
and Labor Mobility (SELM).

To launch this endeavour a joint seminar took place at the Marseille Center for Mediterranean
Integration (CMI) on January 234, 2011. The meeting gathered ministers, government officials and

experts from MENA and beyond. The discussions focused on four key areas: (i) How to use resources
more effectively; (i) How to compensate for limited public resegrc(iii) How to introduce more

flexibility and diversity in funding higher education; and (iv) How to innovate and adapt in the

context of technological change and the knowledge economy. Evé&n2 dz3 K GG KSNB A&
formulad GAGK aO2 YLK SoeA NDKBf t SYYAFESENBj2 f dzi A2y aé (K¢
opportunity for participants to share their knowledge, learn from their respective experiences, and

discuss practices from around the globe. This report is an outcome of the analysis following the
recommendations of this event to provide further knowledge on the current financing trends
observed in the MENA region, and the lessons learned from around the globe that could help
countries in the Region build Sustainable Financing Strategies.

This report was prgared under the leadership of Mourad Ezzine, Education Sector Manager for the
Middle East and North Africa Region, by a team led by Adriana Jaramillo Senior Education Specialist
at the World Bank, and Thomas Melonio, from the Research Department at A&fidition to the

team leaders, other main contributors to this report were Sebastian Trenner, consultant , Hafedh
Zaafrane, Consultant, Bruce Johnstone Distinguished Professor at State University of New York and
Diego Angel Senior Economist. In preparatioh the report, the team received important
contributions from Jamil Salmi, Tertiary Education Coordinator at the World Badieas Blom

Senior Education EconomistSunita Kosaraju, Benoit Millot, Maureen Woodhall, Mark Gurgand,
Juan Manuel Moreno, Jedbhristophe Maurinfrom AFDJocelyne Vauquelyn from ARDd Mats
Karlsson, CMI Director

Through the different chapters, the report addresses the key questions of how to provide additional
funds, use them in ways that will yield more results and distglihem in equitable terms to better
serve the young people in the Arab countries.

STEEN JORGENSEN REMI GENEVEY
DIRECTOR HUMAN DEVELOPMENT DIRECTOR STRATEGY
Middle East and North Africa Region Agence Francaise de Development
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Introduction

Higher educationHE)systems worldwide ardéaced with three main challenges: providing young
people with the skills required by the job markétmnproving access to high quality servicasd
seeking out new sources of financing to cope with the growing student demand. Although most
countries in the world are facing thesameissues, the problem is particularly acute in the Middle
East and North Africa (MENA) region, where student numbeasse risen dramatally in the past
eightyears with averageenrollments climbingfrom 20 to 30 percent between 2000 and 2008.

In addition to increasing stress on education quality, this rapid expansion has increased the pressure
on already scarce publftnances,a situationexacerbated bythe global economic crisi$Vhile the

Arab Spring has brougknormous potentiafor important reformsto the region,it has also brought
challengesincluding how to cope with additional demands within existing fiscahstraints. In
relative terms, MENA countries dedicate more of their GDP to educatioaveragethan other
developing countries at similar levels of per capita income. Yet takingtpdent expenditures into
account, theHEsystens in MENA appeamderfunded. Forexample, Egypt spends about 8 percent

of its GDP on education (compared to 6 percent on average in OECD countries) and this represents
only about 23 percent of GDper student(in HB, taking into account purchasing power parity
(compared to 36percent on average in OECD countries and 55 percent in lower middle income
countries). In additionexpenditures on R&D are much lowier MENAthan in OECD countrigsen
average, MENA countries spend 0@&centof GDPon R&Dwhile the OECD average @&uf times

that, at 1.84percentof GDPIn addition to theamountof public spendingn education the quality

of resource allocationand linking funds to results are critical areas that need to be addressed.

The Arab Spring has made it clear that young people in MENA are asking for dftaagare asking
for more and better opportunities to study and wotkconomic growth in MENA countries over the
past few years has not been enough to absorb the increasiogr Iforce, for a variety of reasons:
excessive GDP volatilitfabor demand heavily dominated ke public sector economies over
dependent on oil revenues and highly dependent on low vadéed products and weak
integration into the global economy. IlEhmacro scenariacoupled with mismatches between labor
supply and demand, very slow schaotwork transition and low quality and relevance of pesasic
education and training systenfgesulting in high rates of secondary school drop outs, many of whom
enter the labor force with low baic skilly, provides ableak outlook for sustainable economic
development in the region.

As in the case of OECD countries confronted with the expansidikaffew decades agin moving
from elite to broad accessincressedfinancial resourcesas well as equity in the allocation thfose
resourcesare concerrs in MENA Some countries are facingeverefiscal constraints and recovery
from the financial crisis is still underwagiven additional impacts frorthe recent pditical changes
brought by the Arab Spring, financial sustainability isetiouschallenge for alHEsystems.

It will be necessary to increase fundingn@et the expansionquality, and relevance goals required
from tertiary education institutions. Increasing public resources to meet the demantajiven

the aforementionedfiscal constraintsis unlikely. Thereforecountries in the MENA region will need

to diversify sources olihding and explore ways to increase private fundingH&rIn generalmost

of the countries in MENA have low to medium fiscal space, sagdificantchallenges related to
expansion, quality, relevancand equity.A critical issue facing systems in tlegion is whether they

are able to provide students and graduates with the skills necessary to succeed in the labor market.
HEgraduates should be able to enter the workforce with cognitive, behaviara social skills that
allow them to bring advanced kwledge to solve complex problems, promote new ideasd
engage in diverse cultural environmeni® meet these goalsnore financial resourceare needed



but more importantly reallocation ofexisting resourcess critical. In the near futureit will be quite
difficult to increase or introduce newaxes therefore most countries in theregion will be
confronted with finding alterntive sources opublicfunding, improvinghe efficiency inthe use of
current funds and explomgways to increase privateinding.

Solutions already implemented in other countries coupdovide better alternatives from an
economic and social perspectiveooking at lessons from Europea&ountries, the &, Canada,
Australig and other OECD countrieas well as from countries whekEsystems have moved from
0SAy3 ubBifgladcéshle io2a wideange of studentsis critical, as isopng with the
increasing costs needed to provide good quatey

In almost all countrieghat have made thidransition, critical questios have included: To what

extent shouldHEDbe entirely publicly funde® Who should benét from public fund® and How can

funds beallocatd in efficient and equitable wagsAlthough different countriesaround the world
have setup different funding schemes, they do not necessarily respond to economic conteggs
areusually a product of political and cultural contexts and constraintthe past two decadesnost

changeshaveprimarily beenrelated to the use of student fegand other chargés and student aid
programs to compensate for equity concerns relatedatai dzR fagkinfia@cess dut financial

constraints

This document will provide evidence on the need to seek sustainable fimpratrategies for
countries in MENA, whether they are high incosenomiessuch as the ogproducing countriesor

low to middle income economie€hapterl presens an overalldescription ofHEgraduates and the
many challenges they face in théiangtion into the workforce. The different elements thaffect

this transition are discussed and special attention is given to the mismatches between labor supply
and demand. Chapte2 analyses the current levels of spendingldB projects thefuture finandng

gaps taking into account the need to continue expanding access and improving quality and
relevance, angrovides a framework for funding approaches linked to meeting access, egqoiy
guality goals. Chapte3 outlines ways of using current fundsrimore effective ways, emphasizing the
need to align financing allocatiomgth policy goals. Innovative funding allocatiathsit link funding

to performance and demands well as supplgide mechanisms are discussed. Chagtdiscusses
different waysto diversify sources of funding and presents alternativethods ofcostsharing.The
chapteremphasizes the equity measuresededfor costsharing mechanismsuch as student fees

and provides an overview of student loan programs used in MENA and elsewhere. Chapter
discusses the role of private provisiohHE and how this can be an alternative to increase access
and quality, provided the necessary regulatory and quality cdataoe in place. Chaptérdescribes

an alternative source of funding ngtet common in MENApamely the use of philanthropic
resources to build endowments to suppde Examples from thé).S are described at length, as
they constitute the most prominerdand successfidxamples of this type of funding worldide.

Vi



Chapter 1 Higher Educationproductivity, and labor market insertionare
MENAcountries getting results?

Higher educatiofHE)brings about economic and social benefits, a#tién improves national social
welfareand contributes to economic growttVarious studies have shown thdEincreases the skills
necessary to participate in the global economy, encourages innovation, bolsters social mobility, and
creates democratic andhnovative leadeship and citizenryWorld Bank,2009). Universities are
relevant institutions in promoting economic growth and civil society participationh only for their
capacity to create and disseminate knowledge, but also as organizations thattat&lented
people, inject new ideas, enrich cultural |ifend encompass the whole social fabric of which they
are a part. Unfortunately, in the context of the MENwgion the social and private returns tdE

may not be very highas evidenced bynempbyment rates as high as 4fercentfor university
graduatesn some countries.

There are many factors that influence econongiowth, ranging from governance andverall
macroeconomic and political stabilityto productivity, innovation and the quality 6 skills that
educationsystems can develoskills development is a cumulative and dynamic process that occurs
throughoutl Y A y R Kfedcycke dSkilts @ré acquired through many aventhesformal education
system, informal and continuing educatioand on-the-job training. Additionally, skills can be
cognitive,academic, generjor disciplinespecific, and there are alswmcial andife skills related to
being part of asocial networkor in aprofessionalor work envionment. %ills development is a
complex phenomenon and formal education systems play an important role in providing citizens
opportunities for acquiringkills Recent researcltonducted by Hanushek (200d¢monstratedthat
education and in particulargood quality educatiorms measured by cognitive skillsas a positive
impact oneconomic growthOne critical element in the contribution éfEto growth and prosperity

is the higher employability and higher earnings assted with HEgraduatesHowever if graduates

do not have the skilldemanded byemployerstheir chances of being employed diminish.

HEgraduates todayooking for jobsare facing challenges relatewt onlyto their lack of skillsFor
instance the 2009 financial crisis triggered increased unemployment rates worldwide, and this
effect is likely topersistfor a fewmore years.There are several reasons for this assumption. The
recent crisis has been theedpest postwar recessionand the most g/nchionized recession on
record.Key sectors such asanufacturingand construction have bedmard hit,and unemployment
has risen worldiide. MENA countriebiave beenaffectedby the crisisn various waysmost affected

are the GCCmainly due to the drop in dl prices and the real estatenarket collapse For oil
producerswith limited integrationwith the international banking systensuch as Algeria andblya,

the financial crisi®iashad lessimpact. Ol importing countriessuch as Egypt, Jordan, Tunisia, and
Lebanonwere hit by the secondary effects of the crisim reducedrade, remittancesand foreign
direct investment.In any case,dr all MENA countries, recovery will depend on their capacity to
develop new marketsand fiscal prudence will be needethe recent political changes in tihegion
give hope that governance in the region will be more democratic, transpasagat efficientin the
long term However, in the shottierm, the transition will add some fiscal flen in most countries.

While the impact of thefinancial crisis on official unemployment rates has been negligible
participation rates in the labor forgevhich prior to the crisiswere already low compared to other
regions have declinedWB,2010)However, ncreased unemployment rates the US and in theEU
arealso affectingnigrant workerghere, potentially impacting workers from MENA



1.1 Higher Education anéconomicand social returns

The private monetary and nemonetary benefits toHE together with the positive externalitiesor
social returngo education have a combined effect that ultimately contributes to economic growth.
One critical element is the evidence of higher earnings obtained thrbljbased orcalculatons of
wage prenums for university graduates.

The Internal Rate of Return (IRR),standard measure ofhe profitability of invesing in HE
measues cost and benefitstaking into account direct costs oHE (fees and living expenses),
opportunity costs (time it takes to complete degree, and incomedone during this period ahe
rate of a secondaryschoolgraduate salary)the premium wage fora university degreea higher
probability of being employed toughoutl y A Yy R W@k liRediztlef a@dia pension premium.
Private IRR for OECD countries calculated by Boarini and Strauss (2007) (for tertiary education in
general, with nodistinction betweentypes of programs orthe period for whichthe degree was
earned) showd that in 2001, IRRgangedfrom 4to 14 percentfor the twenty-one countries in the
analysis The average IRR was &Brcent, lower than previous OECD estimates. According to
Santiago et al (OECD, 2008w average returns were faul in cantries where there wee below
average net labor market wage premia, despite low direct and opportunity costs.

An analysis of private returrte HEin MENAcountriesfor a similar period shows that they are close
to the OECD averagbeut well below countries in LAGs shown in figurel.1 Althougha more
recent analysis of rates of retuiis not availabletaking into account the difficulties thamiversity
graduates in the MENA region amew facingregardingemployment opportunities, IRfare likely to
be even lower

Figurel.l Private rates of return toHE(various years)

Morocco (1999)
Egypt (2000)
Jordan (2004)
Argentina (1996)
Chile (1996)
Peru (1997)

Uruguay (1996)

0 2 4 6 8 10 12 14 16 18 20
Source Carnoy 2006

1.2 Higher Education andmploymentin MENA

Although unemployment has increased worldwide as a consequence of theZBl@8financial and
economic crisis, when tertiary education graduates from MENA are comparedheglke inOECD
countries persistentlyhigh unemployment ratefor the past decadare observed in countries like
Tunisiathe ratehas dramatically increased in the last ten yeaeefigure 1.2).



Figure 1.2 Proportion of unemployed adults with a tertiary degree
(minimum of anassociat® degree
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1.3Unemployment for young people in MENA

Many MENA countries, especially Arab Mediterranean countries, face important and overlapping
challenges. Youth unemployment rates in MENA f@dcentin the Middle East and 2percentin

North Africa) are higherhtan in any other region in the world. Young women and new educated
entrants in the labor market are disproportionately unemployed. Moreover, young entrants to the
labor marketare more educated than ever befordut are unable to capitalize on the time and
resources invested in their education becauseaddick of goodquality jobs in the respective labor
markets.

Figurel.3Youthunemploymentrates (%) Figurel.4 Privateinvestmentas % of GDP
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To copewith scarce formal jobs, youngducated workers are opting to work in the informal sector
and/or withdraw from the labor force. It is worth noting that acquiring informal jobs is a way for
young educated university graduates to enter the labor marketingexperience, and eventually
move into formal employment. In practice, however, there is little mobility between the formal and
the informal sectors. Having to rely on informal sector jobs constitutes an important loss of human
capital for young entrantReturns to education (even among those with university education) tend
to be very low in the informal sector. Informal jobs are generally-lage, which suggests low
levels of productivity compared to the formal sector. In reality, net hourly wages anmbognal
workers in the private sector are quite Idifigure 1.5).

Figurel.5Returns toeducationper years attained(Egypt 2006)

Private formal
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1.4 Main constraints preventing new graduates from gettingo®

(a) Investments in th@rivate sector remain low and capital intensiveespite great improvements in
recent years, private investment remains low in MENée(fgure 1.4). Due to high energgubsidies

and negative real interest rates, most private investments in MENA focus on capital intensive
activities. According to ICA surveys, corruption, unfair competition, and rexomic uncertaity

are important barriers to greater private investme A recent World Bank regionalreport (World

Bank, 2009)dentified the issues of arbitrariness and unequal implementation ofdtues of the
gamet as the core problems constraining private sector development.

While progress in reforming the rulesries among countries, the region as a whole suffers from
discretionary implementation of policies, and from lack of government credibility to change a deeply
rooted status quo of privileges and unequal treatment of investdlat a singlecountry in MENA
exhbits the kind of dynamism and economic transformation witnessed in Malaysia, China, the
Republic of Korea, Poland, Turkey, and other-aietving economies. Export diversification is also
insufficient. The best MENA performers export around 1,500 gooust of whichare low in
technological contentcomparedto close to 4,000goods n countries like Poland, Malaysiand
Turkey. The technological content of these exports is about three times lower iroihdhENA
countriesthan in countries inEast Asiar Eastern Europe. Also, firms are less productive than in
comparative countries.



(b) Skillsare mismatchel. Results from enterprise surveys indicate that firms identify worker skills
and education among their top five constraints to business in the regéspecially in Arab
Mediterranean countries (AMCs$de fgure 1.6). Employers not only express their dissatisfaction
with deficiencies in relevant experience and technical skills but algh soft skills such as
personality traits, social graces, intemgsonal skills, languagand personal habits. A large share of
new HEgraduates major in humanities and social sciences. This pattern of enrollment is suited for
absorbing university graduates in civil service jobs in the public sector, but appeaitedito meet

the demands of the recent private sector expansionthe manufacturing and service sectors.
Furthermore, despite important efforts in recent years to improve the quality of education systems,
they remain largely fragmented and the effect abgramson labor market outcomes of graduates
remainsunassessetbr the mostpart.

Figure 1.6 Share dirms indicating labor skill level as a major constraint to business creation
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(c) Thepublic sectorstill distorts incentivedn many MENA countrieshe civil service remains large

for the level of development. Despite the fact that the employment growth of the puddittor has
slowed dramatically in recent years, public sector employment still accounts for a large share of all
formal sector employment in many countries in North Africa. Since public sector jobs are still
associated with relatively generous medical aatirement benefits, relatively short work hours, and
transportation benefits, many educated individuals (mainly women) still queue for public sector
jobs. This phenomenon undermines entrepreneurship among young educated workers and
contributes to long uamployment spells.

(d) Laborregulationremains rigid and labor taxes higkiring regulations in MENA remain quite
strict and firing costs remain high. While the termination of workers due to redundancy is legally
authorized in all MENA countries, mostucdries have complex regulations that require notification,
justification, and approval for dismissals. In some countries, employers are even required to comply
with stipulated obligations to reassign and/or retrain workers after terminatiemthermore firing

costs involving notice requirements, severance payments, and penalties due when terminating a
redundant worker are rather high in most countries in the region.

Protective firing regulatiomare partially explainedy the lack of unemployment insurance schemes

AY Y2al a9b! O2dzy UNASad hyS AYRAOIFIG2NI ISYySNI ffe
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payments and penalties due when terminating a redundant worker, expressed in weeks of salary.
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The RCI in MENA countries accaufur fifty weeks of salary on averageersus twentyeight in
Europe and Central Asia (ECA), amehty-sevenamong OECD countries.

Figure 1.7Redundancy Cost Indicatdin weeks ofsalary]
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(e) Innovation andinvestmentsin R&D are needed to teak the low productivity cycldn all
knowledgebasedeconomies, competition and strong firtarnover are at thecore of theinnovation
process. Movingup the production ladder towards more knowledgentensive activities in MENA
requires improvements in the investment climate that favor innovatibased competition and
business entry and exit. To achieve this theraineed to(i) promote linkages betweeHEand the
private sector (ii) review governance and financing ldEto promote linkages with private sector
firms and incease publigrivate financing forresearch and (ii) design mechanisms (such as
technologyincubators) to promote thé&third missiorg of HEorganizations and increase participation

of students inR&D Lastly MENA countries need to capitalize on diasporas abroad by introducing
wider measures to encourage the engagement of kilgifled diaspora@n research and innovation
projects in academimstitutions and firms.tlis alsoimportant to develop strategies to improvihe
guality and relevance of tertiary education institutions and introduce entrepreneurskils and
business training in edutian curricula across specializations that can foster innovative thinking and
creativity.

1.5Higher Kucation andproductivity

HE plays a critical role in providing the basis for the range of skills needed for a productive
workforce.HEgraduates shouldbe able to enter the workforce with cognitive, behavigaaid social

skills that albw them to bring advanced knowledge to solve complex problems, promote new,ideas
and engage iiverse cultural environmentddow well are MENAountries preparedo move up

the valueadded chain?

Usingbroad indicators to benchmark MENA countraggainstcountries such as Sweden, Chded

Malaysia to see how well prepared thayeto participate in a knowledgbased economyit is clear
that large gaps existFigurel.8 presentsfour indicatorsthat measure:the economic incentive
regime the capacity to develop innovation systentise performance of the education systepand

the information infrastructure. In all MENA countries for which information was availabléual

indicators are belowhose ofcomparator countries

Without a solid capacity to innovate and produce quality services and products, countries in the
region will strugle to become moreproductive and developmore knowledgebased products and



services. This will have consequences for overall economic growth, and demand feskiligjobs
will not increase.

Figurel.8 Knowledge Economy Index in MENA
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Source World Bank 2008

A recent analysis of demaridr skills in East Asia @Nd Bank,2011) measured wage premiwfor
workers taking into account their education levednd showed that tertiary education premiums
have been sectespecifi¢increasing in serviceslecreasing in agriculturand flat in manufacturing.
Likewisg it was obseaved that technologically intensive firmand to some extent expoitriented
firms, demand greater number of tertiary educated graduates. This observatisnpports the
already welldocumented interaction between technological development and tertiaryoadion.

The association between foreign direct investment, technolegyl HEis critical to develop growth

and productivity. Most countries in MEN#eed toproduce highewvalueaddedgoods and services,

and to do so must develop their technological capadiiEcan contribute to increaskproductivity,

as has been the case in East Asia, to absorb technology through foreign firms, a critical mass of local
high skill level workers is necessanowéver, for this to happen HEsystems need tdeach the

relevant skills. Furthermore, experience from fast growing economiess shown that developng

local technological capacities requires a steady stock of scientists and engineers involved in
assimilating and adapting foreign technology.

1.6 How fit are Hidner Educatiorsystemsto meet economic andocial demandsn
MENA?

This section takea broadlook at the resultdHEsystems are obtaining in MENExpansion access,
quality, outcomes and labor market insertiorare analyzedor countries in theregion, andare
comparedwith OECIand fast growingountries.

1.6.1How well are countrieexpanding access

Although countries in the MENA region have doeasonablywell expanding access WEcompared
to OECD countries, there is still a dapefigure 19). The proportion of the population ageal least



twenty-five yearswith a tertiary degree is as high as @ércentin countries like Irelanut is below
10percent,and in some cases belowpgrcent,for MENA countries.

Figure 1.9 Proportion oftie population (25+year9 with a tertiary degree
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Enroliment trends in the pasten years have increased steadily. Howewbe majority of students
are enrolled in social sciences and humaniti€sempared tofast growing economies and high
developed countries such as theSJand Norway, there are important gaps in the sectors where
enrollments are needed to make more substantive contributions to economic development.
Likewise, the vast majority of MENAIrollments are in undergraduate programs. The experience of
Japan, Koreaand Taiwan suggests that if a country is to assimilate technologythirseor more of

its university graduates need to have studied science and engineatitige graduate leve{World
Bank,2011). OveralIMENA countries are far from this gowlith only 8percentof students enrolled

in engineering.



Figure 1.10 Evolution dakrtiary enrollments in selected MENA countries
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Figurel.11Enrollment by levels, in MENA and Figurel.12Enrollment in HEby sectors in MENA and in
OECD countries the Fast Growing Economies (202809)
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Participation of women inHEhas increasedn all counties (see fgure 113), and especiallin the

GCC countries, where g#rcentof enrolled students are female. This isignificantachievement,

y2i 2yfeé F2N (KS edudtion il t&rmsioKdoniribudich 16 g618denic growth
butalsoforg 2 YSy Qa O2y GNROodziAzy (2 HoRedek, viile warted Bafie2 LIY Sy (i
increased access tdE this has notesulted inhigher employabilityln an analysisdone in Tunisia

(Jaamillo et al, 2009)where women mostlyenroll infour year programs, it was observed théuely

tend to take longer than men to find a job. Mareer, if they attendengineeringprogramsof five or

more yearstheir chances of finding a job are no dint thanthose ofwomenwho graduate from

two year engineering programs.



Figurel.13Percentage oenrolliment by Figurel.14Ratio of femaleto male attainmentin tertiary
gender in different types of HEIs (2006/2007 education
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So increasing accesalthough an important achievemenis not enoughthe type and qualityof
services areequallyimportant. Key challenges still ahead for MENA couniriekide modifyingthe

type of programs offered and develimg new programs to respond temergingeconomic and social
needs. Graduate programs are also important, as countries in MENA start building their own
research capacities. Each country will need to reviewritsllment targets, with a careful analysi$ o
sectors, typs, and leves of programs to be offered to responbest to its economicand social
needs.

One important element to consider is the demand for technical skills.Eds Asia reporfWorld
Bank, 2011ocumentsthat in Indonesia, the Philippineand Vietnam, firrs emphasized the need
for practical knowledge. échnical and Vocational YE] graduates in Magolia, Indonesiaand
Thailand are obtainingignificantpremium wagesin Tunisia asin Indonesia the in®rtion rate of
TVET graduates is higher thdrat of universitygraduates. These are important observations as
countries consider how to balancenrollments between technicalprofessional and academic
programs to meet labor market demands.

1.7 What outcomesare Higher Educatiorsystemsproducing?

To answer thi€omplex questionseveral indicatorgre examinedLearning outcomes in secondary
schools provide the basis for cognitive skills to be developed thréli§tirogram of International
Sudent Assessment (PISAggults for the few countries in the region that have participatdtbw
that cognitive skills of high order are quite low. This is critical, as a faa@mortion of secondary
school graduates/ho enter HEinstitutions do so with already low lewsf cognitive skills.
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Figurel.15PISAresults2006
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The completion rate in four year programeovidesanother indicator.For the countries in MENA for
which information was availablepmpletion rates increasebdetween 2000 and 200# Jordan and
Lebanon, andvere higher thanin countries like Malaysia, Chjland Mexico but were much lower
thanin Finland, Sweden, Denmaknd the Netherlandgsee figure 1.16)

In the absence of student learning outcomes in tertiary educattbe, number ofscientificcitations
per 100,000 inhabitants is used as a proxy iftkellectual contribution to the world body of
knowledge In this regardthe contribution of MENA, ai& other developing countries like Malaysia,
Chile and Colombiais very limited compared to OECD countifgse figure 1.17)
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Figurel.16 Average completion rates in fouyear Figurel.17Number ofscientificcitations per
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Perhaps the most striking indicat@s the disproportionatelyhigh proportion of tertiary graduates
unemployed in MENArecall figure 1.2)This isa growing concemin Egypt,e.qg., 27 percent of
unemployed people in 2006 wemniversity graduatescompared to 9percentin 2001. Although
university graduates still have better choices than secondary school graduatper@htof whom
were unemployed in 2006), their unemployment rate shincreased dramatically in the lasgven
years.

1.8 Conclusios

Countries in MENA need to make efforts to move towards more vadlteed knowledgeintensive
activities. This requiimprovements in the investment climat® favor more private sectorrad
technologydriven foreign investment The cycle ohigh HE enroliment in humanities and social
sciences disciplines moresuited for civil service johsneeds to be broken. As thgrivate sector
expards andthe manufacturing and service sectaggow, tertiary education institutions need to be
ready to produce graduates with the skills required to meet these expansion.dbattary
education programs need to be adjusted to develop cognitive, behavioral, sathtechnical skills
aligned withthe rapid changes of globalization. Beeare important demandsf young people in
Arab countries andgovernments need to addreghem in systematic ways. Thellowing chapters
provide some policy options to move in this direction.
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Chapter 2 Benchmarkinghe financial sustainability of HigheEducationin
MENA

There is atrend in increasedtertiary education enrollmentworldwide. In OECD countries, the
number of students enrolled in tertiary education more thaloubled between 199%nd 2004
(OECD, 2008Thisis also the case in the MENA regjovhere enrollments tripled between 1995 and
2009 The expansion of secondary education atm increased number of secondary graduates
throughout the regioncombined withpopulation projectiondor the next twenty yearssuggest that
this upward trend is likely tocontinue Although expansion ofHEis one component of satisfying
greater demangas discussed in the previous chapiéis not enough.

The worldwide expansioof HEhas in many instancagsulted in adilution of quality including in
OECD countriegSchoferand Meyer, 2005) In addition torapid expansion, tertiary education
systems are seeking to diversify the tgpaf tertiary education available, rangingofm university
graduate and undergraduate programs, to technical and professional degrees granted by polytechnic
institutes, to community ollegesand Open University programs. There is also a wide interest in the
region for developing 4earning and distace education tertiary program$or many of the countries

in the region, greater provision of private tertiary education ia goal for the near future.
Transnational educatigrparticularly in the form of importing institutiondas been thepreferred

chaice in the Gulf countriesin Maghreb and Mashg many public and private universities are
setting up partnerships witforeigninstitutions to raise their standards and reputation.

HE systems around theaworld need the ability to respond toa constanty changing economic
environment, and to adjust to the increasingly rapidly changing technedoigen international
markets. This is critical for developing countrieand in particular for the MENA regionwhere
expenditures on R&D are quite low anshiversities are not linked to innovation system3he
expansion bthese systemshasnecessitatedncreass in financial resourcedyut this has not been
done in the most cosgfficient wayin most casesAlthough total expenditure on education as a
percentageof GDPare high for most MENA countries, thresources spenhave not resulted irthe
economic or social benefits expecteds evidenced bthe high unemployment rate ofiniversity
graduatesandlow innovation outputs

MENA countries faced with the chalige of expansion withirfiscal constraints needo seek
comprehensive funding strategieBunding approachs consistent with the goals of the tertiary
education systenare critical. In determiningand defining tertiary educatiopriorities, policy makers
must considerfour main forces (i) expanding accesgii) seeking excellence(jii) promoting equity
and social mobility and (iv) working within the constraints ofvailabe financial resourcesThe
interaction between theséorcesis discissed next

2.1 Determining factorsassociated with educational@als andfunding mechanisms
in Higher Education

DifferentHEsystems have different goals and priorities, which depend on their level of development
and or national economic and political goals.general, most countries need to balance expansion
goalswith provision of servicesthat meet quality and relevance standards according to economic,
social and technological needs. Matching these needs withrfaia resources is challenging for
most countriesIn defining priorities for funding higher educatighere are always competing goals.
Figure 2.1 illustrates this in the context thie decisioamaking processegardingprioritization and
allocaton of fundsto supportHE
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Figure 2.1Competing issues the decisionrmaking procesgor Higher Educatioriunding
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Expansion, i.e., seeking to increase access to the majority of the population, is usually a primary goal
in most counties. Unlikeprimary and secondary education, which are recogniaedniversalrights

(i.e., the entire population should havdree accesy tertiary educationis not yet seen as such
Expandng tertiary educationis a factor of: demand forHE completionrates in secondargchoo|

the structure of the supply of pgrams by type, levelnd sectorthe financial resources available

and overall national goalgnroliment goalsare related to demand folevels and types of programs.
Methodologies to predictthe skills needed for future jobs and market demands are always
imperfect. Thereforefeachinggood cognitive skills andevelopingthe capacity to adapt to new
situations and to acquire new learnirigroughout lifeare the most critical skillkor any edication
systemto provide.

Goals related to promoting excellence and/or increasing the relevance or quality of programs
competewith expansion goalsThelevel of effort needed to provide education services of the type
and quality desired is alstetermined by multiple factorghe most critical beinghe extentto which

the tertiary education systa is already producing the expectedearning outcomesand how it is
responding to the needs of society as a whole. Measutigjis complex Some indi@tors used to
monitor this include:completion ratesjnsertion of graduates o the labor market; capacityof the
tertiary education systento contribute toinstitutional developmentn the given countrycapacity

to develop R&Dand to contribute to thedevelopment of innovation systemand the potential
contribution to meetnational goals and competitiveness ageada

Equity, or the goal topromote sociamobility or/and build democratic societiess a third competing
goal Determining to what extent aystem is quitable impliesmeasuring to what extendifferent
segments of the populatiomave the opportunityto pursue HE Complete equity would entail
affording all individualshe same opportunities to obtain aniversitydegree regardless of gender,
social or economic status, or geographic location (e.qg., rural or urban)

Based on therelative priorities of these mairgoals, different funding approaches will be
appropriate Hnancial sustainability ialso determined by many factorshe fiscal constaints faced
by the state;the level of expenditures already allocated to tertiary educati@md an assessment of
the needs of the systenbased on theestablished priorities. For exampld, the main goal is
expansion,then using existing resources inmore costefficient ways to povide access to more
studentsmight be most appropriatelf the main goal is improving quality and relevantteen how
resources are allocated becomtee keyissue It has been demonstrated thahore fundingalone,
per se does notlead to higherquality. If promoting excellence and investment in R&Dthe goal
then the need for additional resources ttear. Finally, whenequitable opportunitiesare the main
goal targetingfinancial resources to serve students from digantaged groupbecomes important
In this case, funding foHE needs talke into account the financial needs of different population
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groups,particularlytargeting public funds tewardslow income and underserved areas or population
groups.Figure 2.2 illusateshow funding mechanisms and educational priorities are linked.

Figure 2.2 Linking tertiary education priority goals to funding approaches
Increased resources + Efficiency in using existing resources

Expansion
Linking Funding to Performance Targeting funds to specific
+ additional resources populations/students
Quality Equity

Sourc | dzidliggPaMI &

How to cevelop sustainable financing strategiasd different tools within each of the funding
approachedinked tothesepolicy goalsare discussedn chapter3. In the next sectionthe extentto
whichMENA countriedunding approacheare sustainablds examined.

2.2 CanMENAQ funding approachesustainablymeet the needs oHigher
Educatior?

The queryis dividedinto three sub-sections

1 How much funding is currently availabbnd what is the fiscal space to increase public funds for
HEsystemsn MENA

1 How equitable is tertiary educatién

1 To what extenfare current financing approaches fit to meet access, quadind relevance goals?

2.2.1How much funding is currently available and what is the fiscal space to increase public funds

for Higher Educatiorsystemsin MENA?

As mentioned eaidr, the financial and economic cridigs affected countries differentlyand the
Arab Springand its political consequences are changing the political and economic landactyge
region Based orrecovery fromthe recenteconomiccrisis and projectios done bythe World Bank
(2010) GCC countrieare recovering well due to stimulus packagasd grovth is expected to stay
around 4 percent a remarkable comebaclbut less thanthe precrisis level of 6percent For
developing oil producers, growth #so expected to be at gercent higher tharthe pre-crisis level.
The recovery of oil importers will depend crucially on their key markets, especialigUbed the
GCC. The weak recovery in ewill drag down growth, especially in countries whictvé&U zone
countries as main trading partnersTherefore, for this set of countries, growth is expected to
decline, and long term investments and private sector developmahitbe neededto regain pre
crisis growth rates. Fiscal policy is expected to icmt to be expansionary as countries use different
measures to stimulate deman@nd in some casedo stimulate private growth. However, fiscal
expansion is also having an adverse effect. For some countries, including Egypt, Jordan, Lebanon,
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and Yemenfiscal space is limited and creates an obstacle for teng growth. Therefore, painful
fiscal adjustment is in store in the coming yefmsmost countries in theegion(World Bank, 2010).

Expenditures odEare already high in MENA countries. Tunisiargfs 1.6ercentof its GDP, while
Algeria spends 2.percent and Libya spend more than @ercent around 2.5 times the average of
the BJ, and also above the spending level of thesU2.7 percen). However, the expenditures on
R&D are much lower tham OECD countries. On average, MENA countries spench8rdént of

GDP while the OECD average is four tirtret, at 1.84 percent of GDP. As discussed above,
enrollments inHE have increased dramatically in the past decade, and given the already high
allocations to the sector, governments face fiscal constraimiacreasng financial resources at the
pace of enroliment growth. As a consequence, the quality of services has dropgditionally,

most countries have not been able to realize gaingtieir substantial investmentis educationvia

labor market participationinnovation or R&D outputs.

A comparison of expenditures dtiEbetween OECD and MENA countries shows that countries like
Morocco are spending less than the OECD average, and counikesJbrdan have dramatically
decreased their funding for tertiary education in recent years. In comparing levels of expenditures,
there are important distinctions to make. One rough indicatoths level of total expenditures
compared to GDFhelpful forestablishing international comparisonéseefigure 2.3).

Figure 2.3 Total spending on tertiary education as a percentage of GDP

D Tl 1,6%
Tunisia | .. W 2010
i 1,3%
Syria AR

0
. 1.0% B 2000

& 0.5%
Lebanon | S0 1,0%

0,1%
Jordan [ — o 0%

Egypt | S

Bahrein - 0 5%
3%

Algeria N

1,2%

2,6%

o

. . 1,7%
Criic _ | s 2.
Mexico NN 1%
. 1,8%
Coombia .,
Turkey | .

Malaysia \———— 1,6%
Korea I 2.5%

A
Sweden | EEEEG_—_—S————G—
Spain | E—— 5

Netherlands | 1.7%
Ireland I 2%
Germany I 3%
Franceg ;
Finiand . ey 75,
Denmark L | .,
EU27 average | EN— 7
OECD average | IEG—————— 4%
I FEE® #d3 B &3 0d ) FEFED

0,0% 0,5% 1,0% 1,5% 2,0% 2,5% 3,0%

4%

SourceKosaraju and Zaafrard®11

Figure 2.4 showper studentexpenditure as a proportion of GDP/per capita. This indicator takes
into account public expenses d¢tEdivided by totalenrollments. In the past fifteen years in MENA,
total per studentexpenditureshave increasedyhile per studentexpenditures on a GDger capita
basis have decreased. This is explained by the incrgagealation growth experienced byMENA
countries for the same periodPer studenexpenditures as a percentage of GDP per capita decrease
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as countries get richere.g., 36 percent on averagfor OECD countries, and p@rcent in MENA
However only compaing per student expenditures in & dollar equivalent the differences
between MENA and OECD countries are substastafigure 2.5).

Figure 2.4HEper studentexpenditures as a proportin of GDP¢apita (in USD)
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Figure 2.9Per studentpublic expenditure {n USD)
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Figure2.6 Public expensger studentas a percentage o&EDP

GDP adjusted public expense per student
180,0 ~
160,0 /
140,0 —=— Algeria
120,0 Egypt
/ —e— Jordan
100,0 % - =
\ \ —e— Lebanon
>
80,0 b o Morocco
60,0 \V —=— Syria
40,0 —=— Tunisia
20,0 \
0,0 T T T T ]
1990 1995 2000 2005 2010

SourceUNESCQWNorld Bank, National Statistical Institut¢sdzii K2 NQa OF f Odzf | GA 2y @

Another important indicator is the cost @& graduate as a proportion of per capita GDP. This is
calculated usinger studentexpendituresbut the denominator is the number of graduates instead
of the number of studentsThe high costs oproducing a graduate in MENA ageite remarkable
compared toOECD graduates (see figure 2R8D expenditures as percentage of GRIE alsovery

low compared with OECD countries

Figure2.7 Cost ofa graduate as gercentageof per Figure2.8R&D expenditurs as a percentage oEDP
capita GDP
Tunisia Tunisia i 1,00% B 2010
Syria Morocco 2000

Morocco 1053% Koweit

Egypt Egypt

Bahrain Chile
S 594% ico |
Algeria 681% Mexu:or
Chile Colombia

Mexico Turkey
Korea Malaysia |
UK Korea
Sweden UK .
0
Spain Sweden il T 4,20%
i ,96%
Netherlands Spain 7* o
Netherlands 3,50%
Ireland ‘ A

Germany Ireland
France .
Finland Sltwa
Denmark M 37% W 2010 Finland 3,35%

3%-{,;0/“ Denmark

EU 27 average
9 W 2000 OECD average

40%
OECD average 44% |

R ERE !
T T 00% 05% 10% 15% 20% 25% 30% 35% 40% 45%

0% 200% 400% 600% 800% 1000% 1260% .
. SourceKosaraju and Zaafrarg911.
SourceKosaraju and Zaafrargd11. J

T T T T |

Two important indicatorsrelated to fiscal spacare total education expenditures and total public
expenditures on tertiary educatigmoth expressedas a proportion of GDMn the past twentyyears
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expenditures for bothtotal education andHEwere at their peak in 1990, reachingp@rcent and
1.43 percenbf GDRrespectively The level of expenditures dropped in the M@0s and increased
again in 2010.Total education expenditures did noteach the peak of 199(gain while
expenditures orHEdid. Thus,MENA countries are already spending at the highest levels in terms of
GDP.

Figure 2.9 Evolution oéducationand HEexpenditures as percentage of GDP in MENA
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This suggestghat MENA countries will need tdetermine how to obtain new sources of funding.
With increased enrollmentsvorldwide and new modes of delivery, as well as a more diversified
student population, new funding mechanisrhave appearedn countries around the worldThe
burden on public resources héarcedthe need to look for alternative sources of fundiagen for
high income countriesFrom 19% to 2004, insixteenout of the twenty OECD countries for which
there wasinformation available (BCD, 2008there was an increasein expenditures from private
sources.The proportion of private sources varies widely, from more thapé&@entin Korea to less
than 5percentin Austria. Although these arggnificantdifferences and in each country there are
different mechanisms for funding, higher private fundsgemscorrelated with higher participation
rates. This is particularly striking in Korednere the student support system is nasdeveloped as
in other countriessud as Australia, Chile, the Netherlandsd New Zealandor the U.K.,where
private participation is high and student support systems are in fl@&CD2008)

Worldwide trends show that public funding fbiEis decreasingseefigure 2.10). This figurés based
on calculations by Mot (2011) using a sample tfenty countries’ including OECD, middle and low
income countries. Thisend is consistent withan OECD review (2008) that showed thatlevenof
thirteen countries for which information wasvailable, the proportion of private spending increased
between 1995 and 200¢@rance and Irelandere the exceptions)

! Korea, Philippines, Lebanon, Japan, Atigen Azerbaijan, Swaziland, Burundi, Lesotho, Mozambique,
Malawi, Azerbaijan, Kazakhstan, Liechtenstein, Madagascar, Togo, Burkina Faso, Niger, and Ethiopia.
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Figure2.10PublicHEexpenditureper studentin 21 countries
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In summaryoverall MENA countri€expenditures orHEas aproportion of GDP are high, and even
higher on a GDP per capibasis,despite lowexpenditures on R&D compared to OECD countries.

SourceMillot 2011

Some exceptions are Jordd@which has dramatically decreased its funding ftin the past five
years,to less than @ percentof GDF, Lebanonwhichhas decreased to0.88 percentof GDF; and

Egypt (0.89 percent of GDR)However as will be seen in the following sections, to meet the

expansion and quality and relevance goalguieed from the tertiary education institutions, it will be

necessary to increase funding. Increasing public resources to meet the demands of higher education,

given the fiscal constraintgs unlikely. Therefore countries in the MENA region will needverdify

the sources of funding and explore ways to increase private funding for higher education. How to do

thisisdiscussed at length in future chapters.
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Figure2.11 Public subsidies for financial aid to students as a % of total public expenditome
tertiary education in1998 and 2007
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2.2.2 How equitable is tertiary education in MENA?

Case studiefrom Egypt and Tunisi&ibased orhousehold data and tracer studies were analyzed to
highlight trends in access to Hly secondary school graduates, based @amumber ofvariables.
Although the analysighcludes onlytwo countries, statistics show that income disparities and the
urban \ersusrural divideaffect access t&élE in most MENA countries.

2.2.2.1Association betveen acess ttHEand income levels in Egy@nd Tunisia

People from the highest income levéiave higher chance®f accesisg HE in EgyptSeventysix

percent of those with access to HE came from a higher than median income level, compared to only
9 per@nt for the population of the poorest quintile. Furthermoraccess to HE programs with
higher employabilitycharacteristics isletermined at a very early aga both Egypt and Tunisia. In

Egypt pupils in general secondary schdotome from households Wi an income level twice as

high as pupils in technical secondary schools. Attending a technical secondary school makes it
virtually impossible to accessumiversity In Tunisiaaccess toHEis determined by the centrally
administered admission policyhe choice of program is determined by a centralized system, the
GaeadsyS ylLriAaz2ylf REQ2 MK BYK I (1A I Selinink fio§z8B givieri A NB
his/her preferenceshis/her scores at the BAGhe BAC stream, and the quota set by tiministry for

2 The Labor Market Panel Survey (2006) allowed for a comparison of trends over time for irgeimgénder,

rurakdzNB | Y2 Y R LlalMiyindet for thedR w0 had dccss to HE.

SAtracersurvey( 9 Y ljdzs 0 S adzNJ f QAYaSNIA2y LINRPFSaarz2yySHtsS RSa
was designedo collect information on the labor market insertion of recent graduates. The survey was
conducted at two different points in time: 18 months aBdzyears after graduation. The sareplas based on

97 percent of the 2004 graduates.

* Attending a generalesondary school is the only chance that students have to be prepared to ldBter
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each field of study. Alsdhe analysis demonstrated that only two BAC streams are conducive to 5+
year programs: Math and Experimental Sciences. Yet, the most popular stream is Humanities, most
often leading tdfour year programs, where most of éhstudent population is female.

Regional location is a strong determinaftHE access in both Egypt and TuniSiaere is a strong
difference in accessbetween urban and rural areasuch as in the South or North. Cairo and
Alexandria represent only 38percent of the total population but account for 53 percent of the HE
student population. This compares with 24.2 percent of the population in the North and South
Valleys who representonly 11.3 percent of the student population GNd BankOECD Report,
2009). An analysis of enrollment rates ¢myvernorate (Al Araby, 2009) yields similar results, dad
corroborated by Vérld Bank analysis (Jaramillo et al, 201®). Tunisia, there are clearly more 4+
year programs in urban than in rural ared$ere are lso more two year programs in the South than

in other regions. Regional disparities and urhaanrsusrural divides affect opportunities forHE in
most MENA countries.

2.2.2.2How does it dlfit together?

The level ofresources needed HEsystems wereexpanded at the current levelsf growth is now
examined While Saudi Arabia, thieilbyanArab Jamahyria, the West Bank and Gara Tunisia have

I OKAS@SR adzy A @S NA | Eggpt, Byfaanz Werocookare aoDtkere2ybtAHOHEever,
due to huge reent increases in primary schooling, these countries will catch up in the near future.
The WestBank and Gaza is the only part of the region where the geossliment rate in primary
schools is inferior to that in secondary education, which will probbgalg to a medium term decline

in both secondary and tertiary schooling.

A typical shape of tertiary schooling growth is that of Tunisia, which experienced a rapid increase in

the number of studentbetween1990and 2005. Therate of growth hassincedecined. Inthe first

period of growth, enrollment accelerates up to an inflection pointsually ataround 25percent of
grossenrollment in HE at which pointthe growth rate starts to decreas&vhile the actual inflection

points vary across countriesmost are observed betweer20 and 30 percent. Although many

countries do not publish exhaustiearollment datafor years prior ta2000, the trend of the last ten

years indicats clearcut separatios between countries that have nogtet S E LISNA Sy OSR (G KS &
& dzZNIB§.£Syria, Morocco), thos¢hat F NB Ay GKS YARRES 2F G4KAa (&Ll
period €.9., Algeria) and those that are close to the end of that transitjcend that will be

confronted with a slower rate of growth in the coming ye#.g.,Egypt, Tunisia, Lebanon, Jordan).

The rate of increased expenses as share of @RP calculatedand compared with the rate of
enrollments for the past ten yearf®r a set of MENA countrieft can be seetthat enrollments have
already increasedt a higher rate than expensésee fgure2.12).
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Figure2.12HEexpenses as share of GDP index a Figure2.13HEexpenses as share of GDP and

Enroliments Index tertiary enroliment rate:
(100=2000ndex) past trends anduture projections
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Bahrain Egypt, JordarKuwait Lebanon, Libya, Moroccc Batrain, Egypt, JordarfKuwait Lebanon, Libya, Moroccc
SaudiArabia, Syrigand Tunisia SaudiArabia, Syrigand Tunisia

Using the same rate adnrollment as observed in the past ten yeaesroliments up to 2030were

calculated as wasthe level of financial resourcaseededin terms of GDP to meet this increase.

Based onthis calculation(not taking into account additional resources needed to increase R&D
expendituresor make any quality improvementsy 2030 MENA countries on averagdll reach 40

percent enrollments in HE and will need to spend 3.3ercent of GDP.To reach this level of
expenditure sources of funding other than public ones are clearly neededitionally, diring the
GGSNIAIENBE KEdzZNBEA 6 SN 2 F & ( deReBhyighet thah YOPeREE: 18vBlIZbe F G N
almost impossibldor any countryto increase public resources at that pace, unless the country-is oil

or natural gagich. As noted earlier, the current levels of 1.7 percent are already high. Identifying

other sources of funding is disceskat length in the chapters ahead.
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of grossenrollment ratio in the primary cycle (GER1) dividedéeoyollment in the secondary cycle
(GER2) is between 1 and 1.5, which means that the transition rate between primary schooling and
secondary schooling is around twiirds. Similarly, a transition rate of 5@ercent between
secondary schooling and universities would yield a ratio equal to 2. In fyidethe ratio of GER2

to GER3 (grossnrollment in tertiary education) is higher than 2.5 in Egypt, Tunisia, Algeria,
Morocco, and Syria. Apart from Turkey, the West Bank and Gamh Jordan, most Mediterranean
and MiddleEast countries will therefore face either a sharp increaseniroliment or will have to
maintain a low transition from secondary tertiary educaticn. Generallyspeaking, a GER2/GER3
ratio of 3is correlated with a 5Qpercentincrease in the number of studesta ratio of 4with a
doubling and a ratio of 6with a tripling. The same kind of projection can be made to assess the
pressure on secondary adation. This graph disentangl¢he effects of the education transition
from those of the demographic transition by putting the emphasis solely on education transition
effects.

Coping with tertiary massification not only requirdke systemto bear the ost of that increase in

the number of students:but emerging countries also have higher inflation rates on averége (

G. | tf-1avdzSt a2y STFFSOGéovr a2 GKFG GKS ySOSaal NB Ay
15 percenta year to maintain the polic expenseper studentt & | O2y aidGl yid GaNBFf & f
education is an economic activityvhere equipment costs increase with inflation and sometimes

even faser. Figure 2.15shows that the only countriethat managed to increase the real public

spending per studentin the recent pastwere those at the very early stage of the education

transition €.g.,Morocco, Syria) or those that export oil and/or natural gas.
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Figure2.15Public expensger student(inflation adjusted)

Inflation adjusted public expense per student
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This makes it even more difficult for emerging countries to finance their tertiary education system
in a sustainable way, to keep the public expense at a sufficient, ieweltherefore to maintain the
guality of schooling at the same time.

2.2.3 Assessinginancial sustainability

Based on the factors described above and using data for MENA couriréeginancinggap is
classifiedas a function of combined needisr expansion, qualityequity, current expendituresand
fiscal spacdsee table 2.1)Additionally,the extent of the financinggap is ratedas medium, high or
low for a group of countriesThe most appropriate type of funding approach, based on the neisds
also suggestedn the chapters aheadlifferent funding approaches and financing toéids eachare
described in more detail

Table2.1Fiscal constraints anfinancingapproach

Fiscalkonstraints andsector needs Financingapproach
Lowfiscal space, high expansion needs Additional revenue, private sources, cestaring
Lowfiscal space, high quality/relevance needs More efficiengy in using resources, link funding to
performance
Medium tohigh fiscal space, high quality/relevance Link funding tgperformance, prepare for the future,
needs build capital and endowments
Equityconcerns Targetpublic subsidies, develop student aid progra
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Table2.2 Summary of financing needs and financing strategies recommended

Fiscal Current Expansion Qe Equity | Financin
Countries Expenditures P Relevance —0 9 Financing Strategy
Space Needs Issues = Gap Level
onHE Needs
Algeria Low High Medium High NA Medium LinkFunding to
Performance
Link Funding to
Bahrain Medium High Medium High NA Medium | Performance, Preparing fo
Future, Build Endowments
Additional sources of
Egypt Low Medium High High High High | funding

Link funds to performance
Targeting subsidies
Additional resources
Lebanon Low Low Medium NA High High Link fund to performance
Target public subsidies
Additional resources
Jordan Low Low Medium High High High Link funds to performance
Target public subsidies
Additionalresources

Morocco Low High High High NA High Link Eunds to Performance
Saudi Link funds to performance
: Medium High Medium NA NA Low Prepare for Future, Build
Arabia
Endowments
Syria Low High Medium NA High Additional Resources
Additional sources of
Tunisia Low High Low High High High funding

Link funds to performance
Target public subsidies

Note: NA=Not available

In summary most of the countries in MENA have low to medium fiscal space, sigmificant
challenges related to expansion, quality, relevanaed equity. To meet these goals it will be
necessary to increase financial resoure@sl use the current funding in ways that are better sdit
to obtain results In the near future iwill be quite difficult to add taxes, therefore most countries
the region will be confronted with finding altertise sources of fundingsuch as cossharing
mechanisms, promoting private provision bfE (e.g., philanthropic resourcesgnd generating
revenue.
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Chapter 3: How to use current funding more é&kctively: linking Higher
Educationpoliciesand priorities with allocation mechanisms&ndtools

The previous chaptedescribed the need to increase resources to finahitesystems andghowed

how pressure on public financesombined with the recognized necessity to strengthi¢systems

to produce better resultshas also ledgovernments to develop new allocation mechanisms to

improve the efficiency of spendingmproving theuse ofexisting resources is critical and has ted

the worldwide trend of moving from untied to reultsbased budget allocations. This chapter will
presentinformation onresultsbased allocationalready being used in MENA countries, and will

provide a framework for linking allocation of funds priority goals such asccess quality,

relevance and equity. Another recent trend has beerio move from direct to indirect funding

giving higher education institutions(HEIS) more flexibility while demanding increased
accountability? Starting in 2002,a series of reforms, mainly in AoglSaxon countrieswas

introduced to increa® accountability This has meant a transfer of power from
researcheg/academis and the stateto intermediate bodiesd 2 YSGAYSa {(y26yEé a Wod
mainly by determiningallocatiors through competitive mechanismslhese changes came with

increased institutional autonomy, and allowed governments to use different governing instruments

t2 LINRPY23GS GKSAN LREAOASA® ¢KS dzas 2F (KSaS 02
al ylF3SYSyié¢ NBnivediidstanbsitidh hto ldSrR entrepreneurial organizations, and
thusenabledthem to widen their capacity for generating revenues.

As discussed ishapter 2, there are three funding approaches thfit the above descriptn: (i)
increasedefficiency in using resources; (ifking funding to performance; and (iitargeting public
subsidiesRespectivelyand combine¢theseaddresghe fundamental tertiary education policy goals
of accessquality, relevance and equity.

A switch from traditional to more resuHlsased allocation mechanisms could rend4¢E systems
more efficient, providedhe switchcorresponds to political will and is implemented in a thorough,
transparent and fair manner. Yet the gaims a shift will rot be sufficient to cover the underfunding
of HEin the MENA region. In particular, the low spendp®y studentmight only allow a very narrow
margin of overall improvement. Therefore, reformdimancingHEneed tosupplementbetter use of
currentfundswith new sources. In this chaptethe focusis on using current funds in more effective
ways, while chaptex4, 5, and 6focus onidentifying new sources of funding.

Despite the limits to achievable efficiency ggithe main advantage of using currenhéls in more
effective waysds that it considerabljimits the political economyisks compared, for instanct the
introduction of any cossharing measure. Yet the retaineggllocation mi¥ should reflect the
country, its priorities, and itspecific @acumstances Therefore, different allocation mechanisml
suit different countries there is no one single solutiothat will prove most effective in all
circumstances.

In the MENA region, the 2011 revolutions will have a strong impact on the way politics are
conductedin the future Populations have appealed for stronger accountability across the board.
Moreover, the role played bynemployed yet educated youth, combin&dth the already identified
shortcomingsof HE in the region, will likely also triggeforms. This could lead to shetgrm
actions favoring access and alleioat of the broken schoeto-work transition process. This could
also lead to increasan pulic positions or creation of temporary (partially) subsidized jobs in the
private sector. In such casagyvernmentsrun the risk of taking shomighted stabilization actions

! SeeSalmi(2011).
>More details on the recent trends iHEcan be found in Altbacét al (2009.
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rather than soling systeme issues with a loreg term perspective At the sametime, the possibility
of introducingchange also represents a formidable opportunity tg hew approaches, including
increasing university autonomy, accountability, andthrough innovations in polieynaking,
enhancingthe results that higher institutiondiave in providinghe younger generation with the
skills needed to build solid and democratic societies.

Taking into account the budget constraints gdvernmens and the challenges faced by increased
demand and quality and relevance concerasproperly @fined andwell thought through mix of
short, medium, and longerm measuress needed. In addition, reforming théallocation mix¥ with
the priority goalsin mind could be a way to gain beitsfwithout additional cos{e.g, the cost of
legislation andeforms in the mechanisms currently used to allocate, asel monitor budgetys

3.1 Financing Higher Educatisupplyand demand

Building on a classification of funding allocations describe8digni and Hauptma(2006) one basic
distinction is whetheresources are transferred or allocated through demaide mechanisms.é.,
students) or through supplgide mechanismgj.e., institutions). In addition, allocation mechanisms
range from untied negotiated funding to competitive allocations andolock grants with no
performance criteria to performancebased funding.Figure 3.1 (modified from Salmi, 2011)
presents a summary of the variety of mechanssmsed to transfer fundsand noteswhether they
imply some kind of performance criteria, if they follow competitive mechanisms, and if they fund the
supply or demand side dfiE In the following sectiona summary of the most commbnused
supplyside mechanismss provided Thisis followed by a discussion oflemandside instruments

and some of the advantages of each type, as well as exarophesvthey are used in MENA.

Figure3.1 Resourcallocation matrix: dimensions of performance, competitioand
demand and supply

Negotiated Allocations

Entittements (S) Funding Formulas(output-based) (S)
Earmarked Funds (S) Performance Contracts (S)

Funding Formulas (input-based) (S)
Vouchers (D)

Tax Benefits (D)

No Performance Q1 Q2 Performance-Based
Criteria Q4 Q3 Criteria
Need-based Grants and Scholarships (D) Merit-based Grants and Scholarships (D)
Student Loans” (D) Merit-based Student Loans (D)
Universal Tuition Fees (S) Merit-based Vouchers (D)
Philantropic Resources (S) Dual-Track Tuition Fees (S)

Competitive Funds (S)
Sale of Products and Services (S)

Competitive Mechanisms

Sourc’ ! dzinferprbiaidn, modified from Salmi 2011
Note: (D):demand; (S)supply.

3.1.1Hnancing thesupplyof Higher Educationpublic funding ofHigher Educationnstitutions

Typically, a large share of public financing goes to HEIs themselves and ifoused main
purposes: (ifeaching(this includes instruction, operations, and investments to allow instruction and
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operations); and (iijesearch(basic and/or applied). Depending on the structure of the institution in
question, financing for both purmes may be combinetFurthermore, public fundingyenerally
goes to public institutions. Howevea growing number of countrie®.g, New Zealand, Chil@nd,

in the MENA region, Lebanband some Mashreq countri&sallow for private providers to compete

for public funding for either training or researdseebox 3.1 for additional details on Lebanon).
Finally,governmentscan directly finance HEIs or set up agencies devoted to the disbursement of
funds on the basis of a detaflenandate or to meet spedd policy and priority goaldVhile the first
option mighttheoreticallydecrease transaction costs by cutting intermediation, the second option
might provide a moreépoliticallyneutrak medhanism to distribute fundsamong different
institutions.

Box3.1 Lebanorg A Unique Hybrid System in the MENA Region

Started in the 1800shy 2009] Sol y2y Qa | 9 aeadasSy AyoOf dzRSR
hosted about half of all registered HE students), 27 private universéres 12 private specialize
higher institutions.Contrary to most other countries in the MENA region, Lebanese public fun
Oty o0SYSTAG 020K Lzt AO0 YR LINARGIGS 1 9 Lhasd
been shaped primarily by a logic of confessional and lingudifferentiatiorg 6aSft 2
Mezouaghi 2010, which fits the specific historical, sogiahd economic situation of the country
This results in a dual structure system with a large and highly politicized public university
financed by thestate on the one hand, and on the othea series of private HEIs financed by
combination of (i) tuition fees, (ii) donations (religious, corporate, philanthropy), (iii) public fun
(iv) international cooperation grants, and (v) bank loans. Public furidipgvate HEIs is justified a
a means to extend access to HE. Furthermore, it is complemented by grants, scholasdij
student loan programs run by the universities directly.

Source Melonio and Mezouaghi 2010.

3.1.1.1Publicfunding of teaching and operational costd dligher Education Institutions

There are fourmain types of allocation mechanisms for these expensesie(iptiated or ad hoc
budgets whereby a specific amount of pubtimney is allocated to an institution (with or without

prior negotiation); (ii)categoricalor earmarked funds wherebgovernmentsspecifically target one

or various institution(s) based on predetermined criteria; (iihding formulae whereby financial
allocations are based on a standardized formula composed of a weighting of criteria, such as number
of staff and/or students, anticipated cogter studens, etc; and (v) performancebased funding

() Negotiated orad hocbudgetsconstitute the most traditional allocation mechanisand are the

most widely usednechanismin MENA Theyinvolve setting aside a specific amount of funding for a
specific HEI. Direct negotiations betweegavernmentand a HEI, mostly based on past adkions,

can take place to determine the resource allocation. Two main variants cokmxésitem budgets

and block grantsLine item budgets are a traditional and centralized way of defining how resources
are spent. The budget igemizedinto lines corresponding to specific expenses. HEIs are more or less
restricted in their transfers from one line to another, depending on the system in place. While they

¥ SomeHEIdocus only on teaching or on research while others do both.

* SeeMelonioand Mezouagh(2010).

® In Qatar, most of the construction costs of privatEIssince 2003 have been covered by the Qatar
Foundation. In the United Arab Emirates, tbeo-investment model dominatesj.e., symmetrical financial
responsibilities are shared between the institution and tigevernment. For a more detailed account of the
specific developments in GCC countries, refer to Ro2a09).
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present the advantage of clarity, line budgets allow only limited (if any) flexibility for Bibksk
grants allow for more flexible management of public financing by the institution. The entire amount

Aa G GKS AyaildAaddziazyQa RAALRAlIE X LINPGARSR Al

In practice, most hurdles appear during the desmmd implementation of these accountability
mechanismsensuring fairness and transparency appear particularly important.

(i) Categorical oearmarkedfundstarget specific needs of institutior{driven by regional demandls
socioeconomic needsor specifc governmentgoals(e.g., related to infastructure, or the use of
ICT.

(i) Funding formulaavere designed to be able to weigh different types of factors as well as to
present a moresobjectivee way of determining budget allocation$hey represent a step forward
from blockgrant allocations, as they identify more precisely how budgets are alloc&tednulae
vary greatly from country to countnalmi and Hauptman (200ig)entified three main types:

1

Input-based formulaeThese are @determined based on inputs suels the overall number of
staff or students. While presentingopmeadvantages, these formulae also have some drawhacks
in partiaular, the difficulty of determining the student number given the parallel existence of full
and parttime students. Furthermore, funding formulae need to be capped to a certain number
of students to avoid providing incentivés institutions to €blindly¢ increase their enroliment
figures In the MENA regh, Palestingntroduced a funding formula based on student and staff
numbers(seeKuhai| 2011)

Costsper student Formulae taking costger studentinto account are now the most widespread
around the globeMost are based on past costs but the calculation of those costs can vary
greatly from one country to the next. Governments can calculate costs base(l) actual
expenses as reported by the institutions; (ii) a sysigide averagepr (iii) normative cgts. The
latter is a composite of what costshould beg determinedthrough, e.g, a benchmarking of
other systems, the calculation of a reference staff/student ratio, the level and/or field of studies
(e.g, to be of quality, a medical course requires maadnfrastructure investmentshan doesa
philosophy courselue to the need for a laboratojy etc. In the MENA region, Jordan has long
considered the adoption of a hybrid funding formula based on student headcount and per
program student unit costs. Howey, the idea was abandoned due to political disagreements in
the early 2000sa periodcharacterized by plummeting public resources and increasing student
numbers.

Performancebased formula component$inally, formulae can include some elements based on
the performance of a given institution or group of institutions to reward them based on pre
established criteria such as the overall number gshduaes or a low level of repeaters.
Denmark, England, dnthe Netherlands have included this dimension into their formulae to
make the system more competitive artd provide positive incentives to institutions. At the
same time, such incentives need to be carefdigignedo avoid unwanted sideffects.

(iv) Performancebasedfunding(i.e., financingthat focusson outputs or even outcomesuch as

the number of graduates, results of graduates, or number of students integrated into the labor
market)has recenthemerged as an alternative way to provide pulilnances to HE hese
mechanisns present two main advantages: (i) a focus on resiggsding to more accountability and
possible efficiency gains; and (ii) the development of a competitive environment and thereby the
promotion of a culture of innovatioand savingsTwo types are discussed here:

1

Performance contractsl... governments enter into regulatory agreements with institutions to set
mutual performanced I & SR 2 a(SanOand HAGpEMan, 2006)his modality is similar to
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the negotiatedbudgets mentioned abovewith one major differencethe contract between a
government (or its representative) and the institution(s) includes provisions related to results.
Various North American and Western European countries are allocating part of pinlelic
resources through performance contracts. In the MENA region, Morocco and Tunisia have
already introduced them (selaox 3.2).

Box3.2 The introduction of performance contracts in Morocco and Tunisia in 2009

In Morocco, in the framework of the HEform process initiated in 2000, and of tiieSergency
Program 20092012 ¢he government initiated performance contracts with public universities
2009. In exchange for a systemide envelope of about EUR 1.2 billion, 2,400 new positiand
the adopion of supporting legislative acts, universities committed themselves to achieve sp
negotiated targets irsixdomains. In parallelith this move towards greater university autonom
the government also workd on various reforms to reinforce accounitity (e.g, the creation of an
evaluation agencynd the strengthening of ICT governance tools). While the evaluation of tH
contracts will shed more light on their direéefficiency impacg one objective has already beg|
met: the focushasprogressvelyshiftedaway from inputs tavardsoutputs and outcomes.

Also h 2009, Tunisia started to introduce a similar instrument. After a first round of methodolo,
SELX FYylFiA2yas LlzotAO dzyABSNBAGASE 6SNB A
discussed with theggovernment andwhich led to the establishment of performance contracts.
line with the specificities of Tunisian public HE, this was followed by a secondstegigning of
similar contracts between the universities and their faadfiinstitutes, schooJand other entities.
As in Morocco, a particular effort was made to also strengthen monitoring and evalu
capacities. Nonetheless, anecdotal evidence suggests that in their current state, perforr
contracts could have simplgeen another instrument to channel the same funds to the sa
institutions. As the entire process is still very recent (the results of the 2011 terid external
evaluationhave not yet beempublished), and as the effects of the Jasmine revolution aréyliice
bring about further reforms to the Tunisian HE system, it is too early to perform a thorough
benefit analysis.

Source Based on Koukhi (2009) and Debbarh and Bennouna (2009), as well as on anecdotal evidence
gathered by the author.

1 Competitive FundsTheseare ¢support peeireviewed proposals designed to achieve institutional
improvement or national policy objective$Salmi and Hauptman, 2008)ise of hese funds
involves a competition between dferent HHs or entities within institutions facilities centers,
etc.) based on predefined criteria faward of a specific sum of money. Criteria and amounts
vary widely Anessential condition for the establishment of competitive furiglé thaxpracticeof
transparency and fair play through the establishment of clear criteria and procedures and the
creation of an independent monitoring commitég@almi and Hauptman, 2008Jlany countries
have set up such funds to channel part of thdiEbudget. In theMENA region, through World
Banksupported projects, Egypt, Jordan, Palestianed Tunisia, have experimented with, and set
up, competitive funds (refer tdwox 33 for an overview of lessons learned, andkox 3.7 for
more details aboutompetitivefundsin MENA.
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Box3.3 Lessons learned from the implementation of competitive funds in
Egypt, Jordan, Palestine, and Tunisia

The governments of Egypt, Jordan, Palestine, and Tunisiaaileeeperimented with competitive
funds in the framework of projectsupported by the World Bank. Different formats ai
methodologies have led to different results. The main lessons égkare to:

Take time to thinkthrough the project design(i) make a distinction for each level and type
funding; (i) define the prad N> Y& Q 2 6 2 S,GaildA ptbSedses cloadligrid Gii)Erisure a
sufficient amount of incentives for stakeholders to participate in the competition.

Ensure transparent implementation and adeguate management capaciiijeensure a rigorous
selectionprocess with fair and transparent criteria; @iganize and manage the fund in line with

importance, complexity, and past experiences with such an instrumengr(ire neutral, credible
and reliable reviews of proposaland (iv) set up simpleimplementation requirements ensurin
accountability and reliability.

Emphasize the importance of regular monitoring and evaluaiiobe able to adapt in the course ¢
the process depending on arigithanges and/or opportunities.

Source See box 3.7 for @etailed description of sources.

The transition from traditional to performandeased funding might encounter strong resistance
both within and outside any givadEsystem. A recent study conducted in theSl{Dougherty et al,
2011)highlights a series of lessons learned from both design and operation of such a mechanism in
eight states (seetable 3.1), six of which have put in place a performandmsed allocation
mechanism foHEfunding. While these might not all be directly relevant to countries in the MENA
region, they nonetheless provide an overview of key pointsctmsider when planning and
implementing such a reform.
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Table3.1 Lessons foimplementing and sutining performancebasedfunding in eightU.S states
Step Lessons Leart

1 Secure support from Hby addressing their feathat performance funding provides an
excuse to keep down regular HE funding, undercuts the autonomy of HEIs, and does n

Successfully sufficiently recognize different institutional missions.

enacting 1 Secure wider and deeper support from the business commgmign that busiess is
performance typically a very influential player in.8 state politics Dougherty et afecognize that the
based mobilization of business also carries dangers.

funding 1 Reach out to equitgriented groupshat aremotivated primarily by a commitment to

educational quality, articularly for underserved students, rather than an interest in
government efficiency.

f LyadzZldS LISNF2NXIyYyOS Fdzy RAy 3 T NByWnclddinglzO {
performance funding as part of the basic funding formula for HE so that the system doe
stand out separately and loakipe for cuttinge

1 Retain the support of HEy wide and deep consultations with HEIs on the design, both at

Preventing o )

the demise of beginnhg and when the system evolves over time.

performance Cultivate other sources of suppdmt continuous outreach to various stakeholders.

- Help performance funding evolve effectiviejyensuring a partial insulation from external
funding and internal demands so that funding levels and performance indicators do not change
systems ddzZRRSyft& FYyR SNNIGAOIftes GKSNBoe AyudsSt

same time Dougherty et ahote that the review and revision process needs to be designg
in a way that allows performance funding systems to change enough to keep demands
change from building up to such a point that they lead to demands to eliminate or radic
change the system.

Source! dzii K rhjdion Based on Doughertgt al2011

3.1.2Financingdemand for Higher Educationndirect funding of institutions through
students/households

In addition to financingHEsupply, most governments have also been involved, to vargtegrees, in
financing its demand. In other words, public funds have been made available to support the studies
of selected individuals by channeling the amounts through the (prospective) students and/or their
families. Depending on the design of theoalition mechanism, money can go directly to the
(prospective) students and/or their families to cover predetermined ¢astghrough them to the

HEIs. In the latter case, (prospective) students and/or their families act as intermediaries whose
choices wildetermine the budget of the HEI. This mechanism stimulates HEI compe8atmi and
Hauptman (2006) list five types of demasidie allocation mechanisms: §lpemandsidet vouchers;

(i) governmentgrants and scholarships; (iigx benefits; (iv)student loans; and (vpart-grant/ part-
loanmechanismsThe first three are discussed here; student loans are discussed at length in chapter
4.

3.1.2.1¢Demandside¢ vouchers

The concept of a voucher is relatively straightforward: an individual or his fasgiéyves a coupon

from the government providing him/her with a sum of money to be used for a predefined purpose.
Vouchers have been widelysedto provide people with a range of services, such as food or housing.
In the education sector, they have thus fargely remained narrowly focused on basic education
only a few countries have implemesd them for HE.0cDemandsidet vouchers can be restricted to
only cover operating expenses of HEIs. The main reasoning behind a derdanditiative is that
students will choose the institution and program that seem most appealifigereby,vouchers
createcompetition between HE providershichshouldlead to greater efficiency of the system as a
whole.One such example is the introduction of a vouckstem in Tunia for attendance of private
Vocational Education and Traini(ET)seebox 3.4).
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Box3.4 The Tunisian experience with training vouchers

In 2008, the Tunisian Government put in place the systeéCbheques Formatian(training voucher)
for private VET. Following an application process, the vouchers are given to recipients wh
choose the training course thayant to attend (specialty, location, and training structure), provid
the VET school is duly accredited. The funding of the medsumenped with other professiona
training sources coming from(i) professional training tas paid by companies; (ii) direg
contributions by the state;and (iii) direct contributiors by companies. The program benefitedven
companies in 2008 and abotdiorty in 20092010. Despite this growth, the program apparen
struggles with direct competitionfrom G KS A SNIIA OSa LINE @A R Agence
Tunisienne de la Formation Professionnelle (Tunisian Agency for Professional Training).

Source Toumi 20009.

When a government decides to create a voucher systemugtmake a series of policy choictst
need to be carefully weigheds they will undoubtedly affedhe demand for and supply dfiE
Some of the questions that emerge ar@hat type of costs does the voucher cover? What
percentage of total costs? Mé is eligible?What responsibilitiesdoesthe voucherholder have? Are
vouchers renewable, timbound, or operended until graduation? Ftirer studies and lessons
learned from the recent attempts to set olemandsides vouchers will likely helprovide answers

to these fundamental questions in the context of their respective societies and systems.

3.1.2.2Governmentgrants and sholarships

Both grants and scholarships can be administered directly or indirectly (via a dedicated agency or
even HEIs themselves) by the government. In essence, if designetbasdt on transparent and

fair criterig), they shouldincrease both the quality and ¢hequity of HE systems by encouraging,
respectively, talented and disadvantaged students. Some models include a combination of both
(need and meribased). Here again, implementation modalities vary greatly.(types of costs
covered, aid volume and dation, conditionality etc).

In the last decade, to respond to growing demands due to demographic pressures and the
worldwide race toHE countries across the MENA region have reported increased numbers of
scholarship programs. For instance, about 35cpat of all Tunisian students receive a government
scholarship about 31 percentdo in Morocco. Furthermore, since 2001, Kuw@man and Saudi
Arabia have created new or strengthened scholarship progtgbts 3.5 presents the program run

by the PrivatdJniversities Council in Kuwait).

® For more details, refer to UNESD09).
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Box3p Ydzol AGQ& tNADIGS ! yASSNEAGASSH

Ydzg AG ' YABSNEAGES (KS &2 daytinudds sk in applicaion Inidnbe
over the last decade. Having reached its capacitit lmd being concerned with the quality of stud
conditions, the University raised itainimum admission gradeequirementsin 2001 todiscourage
additional student intake. As a consequence, a larger proportion of the steatgipopulation wasg
left out of public HE.

This fact, combined with thg2 SNy YSy i1 Qa 321t (2 I OKAS@S
legislative reform allowing the establishment of private HEIs (Royal Decree 56/2000) in 194
their subsequent development, led to the launch @ scholarship program designed to facilita
student access to private HE in 2006. In addition to 82 @SNy YSy (i Qa O2y]
universities are paying 20 percent of the tuition fees, are increasing student intake, an
enhancing further cortsuction works to continue to increase their capacity. The quality of th
teaching is closely monitored by the Private Universities Council, an administrative body respg
for evaluation and accreditation. By 2009, the program had attracted 5,76lcafipns and granted
4,595 scholarships (a 78 percent admittance rate). From gee@ S NY YSy (1 Qa Theg
d0K2f I NAKALI LINPINYY Ffft2ga oX0 G2 &l @S pn
additional governmental educational institutisror foreign scholarshigs.

Source AkAtiqgi et al 2010.

3.1.2.3Taxbenefits

Another instrument governments can use to fund the demandHais tax collection. Lately, this has
been one of the areas witthe most innovations. The tainstrument can be used in at least two
ways to support individuals and their families in their pursuit of HE studies: as a crediededving

a tax credit; or as a debit, i,dy agreéngto pay higher taxes for a specific amount of time following
graduation and tha securing a formal worgosition. Different countries havaesedthese modalities

to coverdifferent costs: Salmi and Hauptman (2006) differentiate between benefits to cover tuition
fees and benefits to provide increased family allowances. However, such instruments can only be
put in place in countries with efficient and reliable tax collection systems.

3.2Howallocation mechanisms can be used to meet access, equity, quadityl
relevance goals

3.2.10verview

Table3.2 presentsa general overview of the possible effectsazfch dlocation mechanism on the

main policy objective of access, equity, qualjtgnd relevanceThe table can be used asational
decisionmaking too) but the final éallocation mi will be based om0 2 dzy i NBE Q& SELISNA Sy C
and appetite for reform. While some mechanisms might seem on paper to have more positive
impacts than others, they might not be acceptaliiea given contextor a number of reasons
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Table3.2 Fundingallocation mechanisms ash policy objectives

Type ofallocation mechanism

Increase Access

Improve Equity

Improve Quality
and Relevance

I. FinancingdEsupply: public funding of institutions

1. Fundingnstructions, operations and investment
1.1. Negotiatedbudgets
1.2. Categoricatarmarked
1.3. Formulgunding

i) Inputbased

if) Costbased

- Actualcosts / stident

- Averagecosts / stident

- Normativecosts / stident

iii) Priority-based

iv) Performance&omponents
1.4. Performancdased @inding

i) Performanceset-asides

i) Performancesontracts

iii) Competitivefunds

iv) Payment foresults

2. Publidunding of universitypbased research
2.1. Funded withinstruction
2.2. Bloclgrants

2.3. Projectpeer-revieved

Il. Financinglemandfor HE funding of institutions through students/households

1. Demandside vaichers
2. Grantsscholarships and loan

2.1. Administered by thinstitutions

2.2. Meangested

2.3. Meritbased

2.4. Needandmerit-based

3. Taoenefits
3.1. Tuitionfee offsets

3.2. Familhallowances

+/-

Sourc& ! dzl K2 N a

Y2 RA T A OHaiptnzay 20065 | & S R

Note + = Positive impact,= Negative impact; +£ Depends on specific program design

3.2.2Increasingaccess through more efficient use of existing resowsce

As mentioned earliera sustainabldunding strategyrequiresa combiration of additional resources
(whether through cossharing mechanisms, private provisjam philanthropic resourcésand more
effective use of existingunds. Table3.2 only consides allocation mechanisms, without looking at

additional sources of funddt can be seen thaall mechanisms with positive impacts on access are

demanddriven: e.g.,vouchers, meastested grants, needand meritbased scholarshipand loans
tuition fee offses,and family allowanced he impacts of these mechanisms are descrilethér:

i. Meanstested grants are designed to increase HE access of the lower-esmriomic

categories of the population, thus also favoring equity. The Tunisian Government is

considering a scholarship for VET in public institutions in parallel to theheodescribed

above. In Lebanon, 10 to 25 percent of students receive scholarships and grants on
socioeconomic criteria; as these are allocated by the universities themselves, the
percentages vary from one HEI to the n@elonio and Mezouagh2010)
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ii. Need and meritbased scholarshipgclude elementsthat increa® access and address
equity.

For thosetwo caegories, clearly defined and communicated eligibility criteria and transparent and
fair selection processes are the ledg successful implementatn.

iii.  Tuition fee offset are one way to put in place an indirect and deferred esdsring system.
Yet these might favor betteoff students at the expense of equity, given the limited
availability ofplacements In addition, they require setting upollection systems which
might be costly in some countrieShese issues are discussed at length in chapter

iv.  Family allowances are another way to increase access, albeit in an even more indirect way
via sponsong 4 4 dzZRSy 1aQ T YA f A Slsodhavé Kekondary &fecisdamt Ol y
example, it might further reinforce a family culture in which the education of the next
generation is of central importance. The design and possible targeting will determine
whether this instrumentasa positive repercussioon equity as well.

Another way to increase access is to include the demand component in a funding formula or as one
determinant of performancédased funding: HEIs would receive additional funding for additional
intake. This simple statement naturatpmes with a numbeof caveats if the mechanismused on

its own. First, the main constraimn governmentds the limited availability of financial resources
thus it might seem unrealistic to increase (Rawailable) funding to stimulate increases i® H & Q
student intake. Second, there is a strong likelihood that the increased funding per additional student
would be lower than the actuaéneeded funding per additional student. This could seriously
undermine education qualityandin a region like MENAyhere educatioral quality isalready being
challenged, ould further exacerbatethe situation. Nonetheless, it could prove workabl@) in oit
producing countries, for example, where additional funding could be made availabléi) if
combined with oher compensating and/or limiting measures and adaptations to dhkocation

mixd €

3.2.3Improvingequity through adequate targeting and similar measures

In addition to grants and scholarshipsategorical/earmarked funds, prioridyased funding
formulae, and dpayments for resuliscan be used to target funding the poorestor most deserving
students. In MENA, with the support of the World Bank, Palestine is working on introduction of a mix
of instruments to §) facilitate HEaccess (b) in priority fietdof study (c) to the less walff. The

goals are to streamline funding while maximizing cost efficieaog at the same time diminish
inequalities in theHEsystem $ee box 3.6). Jordan islsocurrently contemplating introduction of a
similar formula.

3.2.4Boostingquality and relevancdy linking funding to performance

The mainway to enhance HE quality through th&llocation mi¥ is to link public funding to
performance, both on the demand and supply siddegotiated budgets and funding formulase
considered to be weak mechanisnfisr improving quality, as they are based on static budget
allocationswith no reference made to result€One critical element that goes hand in hand with
quality is relevance oflE This is normally measured Iiye exent to whichgraduates meet the
demands of the labor marke©On the demand side, meritased scholarships provide incentives for
the most talented to participate and thereby contribute to the quality of, Hiesecanbe linked to
needs to minimize inequdyi. Demandside funding can also be prioritized to specific areas of study.
On the supply side, a range of different instrumentm lead to a stroger focus on education
quality and relevancee.qg:
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i.  Priority-based funding and outpthhased formulaecan be designed to favorégood
achieverg based on clear and fair criteria.

i.  All performancebased fundingdue toits quality and competition focuge.g.,performance
setasides, performancéasedcontracts, payments for results, and competitive fuptas
great potential to improvethe quality and relevance of education outcomds creates
incentives for improvement andan beused to promote specific policy goals.hasbeen
used inEgypt,Jordan, Palestine, and Tunisia witiryingdegreesof success.

In Egypt the objective of the Competitive Fund initiated in 19&&s toimprove (i) the quality and
occupational relevance of engineering education in Egyptian universities; idnihe( quality of
secondary and postecondary technical educatiprby suppeting the creation of Industrial
Education Colleges to meet the demand for better prepared and qualified technical teachers.
Through the fund159 laboratories were established ove&ix rounds of proposals. iproved to be

an efective mechanism to bringuality improvements to universitieShe competitive element
spurred Universities to comg with the best possible proposal. The participatory process of peer
reviews also led to a common practice of sharing lessons from experience among faculty niémbers.
The fund was deemed successful and led to a continuation of the reform process in the framework
of the Higher Education Enhancement Project (HE&R) to the establishment by thgovernment

of a broader competitive fundsing government resources.

In West Bank and Gazthe Quality Improvement Funevas established ir2005 (Lemaitre, 2008)

with the primary purposeof improving the quality and relevance in HE, and with the objectife
providing support to Palestinian tertiary education institutions aptbgrams to improve their(j)
relevance to the job market and esomic development(ii) international competitiveness; andli)
capacity to develop income generating prograr8ce its inceptionforty-five projects have been
funded in three rounds. i external evaluatiomoted that the selection process has followed full
transparency, as the decisions have all been based on external peer reviewing, which are the basis
for Board decisions. Based on the diversity and innovation of the proposals appibigdvident

that they are all aligned with improving the quality and relevance of tertiary education in Palestine.
A spillover effect of grant implementation has been the capacity building in project management,
procurement and financial management dnreporting. It is evident that the process of preparing
project proposals has resulted in capacity building in project preparation, and for several
institutions, this capacity has resulted in generating additional revenues for the institutions.

In Jordan the Higher Education Development Fumebs initiated in 1998 (Hatakenaka and
Thompson, 2005)The objectives were to(i) support improvements in the quality and relevance of
HE and (ii)align HEwith the needs of a market driven economy. Through the fuhdty-three
grants upgrading or creating new undergraduate and graduate programs, as wellse&gsen
entrepreneurial projects with private sector industries, were funded dhege rounds (only he last
was competitive) (English, 2007)Thiswasthe leastsuccessful experiencas the idea otompeing
for funds was nofully acceptedand thusled to less lasting outcomes.

In Tunisiathe Quality Support Programwas established i2006 (Jaramillo 2009)with the objective
to set up a new mechanism to transfer grants to HEIs.Prbgramme dAppui a la QualiteAQ was
part of a larger program supported by the World Baak, part ofthe Higher Education Reform

" An Implementation Completion and Results Report can be found at:
http://web.worldbank.org/external/projects/main?pagePK=64283627&piPK=73230&theSitePK=40941&menu
PK=228424&Projectid=P005140.

& Abstract from the Implementation Completion and Results Repemtionedpreviously

° More information can be found at http://www.heep.edu.eg/.
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Support Il. Ithad two components (i) PAQQE for the Quality of Teaching and Programs; and (ii)

PACG for the Management Capacity of Universititshas awardedforty-one grants in three

rounds.dt has helped tareate greater accountability ithe use of public resources, facilitated the
implementation of contracbased budget allocation, contributed tthe development of skills in the

field of university management, and stimulated a quality cultur@ ¥ | 34 Sa aWeéy e o
202S0GA0Sa |INB Of SIFNJ I yR & abfeQd dekeldp iiefedtidzgAd0d  dzy A
AYy2@FGA0S LINR2SOGa GKFG INB tA1Ste (G2 RS@OSt 2L
(World Bank, 2009)

X
%

3.3 Building acomprehensive straégy

Developing a comprehensive funding strateggquires a mix of dmand and supplyside
mechanisms and clear linkagj® priority goals for each mechanism usé&zhe critical question i®

what extent public funds should be allocated on a competitive basis, or what percentage of the
budget should be assigned through pmrhancebased contractsThee is nodone size fits all
solution Desigring a comprehensive strategy depends not only on the priesiof a givenHE
system, butalsoon the institutional capacity to implement and monitor it. In addition to the above,
political and cultural issues are critical, especially when-shating mechanisnmare involved

In 2002, he Palestinian Authoritglevelopeda comprehensive strate(§that attempts to combine a
series of elementto build a sustainable financing strategy geared to improve the quality, releyance
and equity ofits HEsystem.The overall objectives of the Strategic Framework were to maketbe
system more effective, accessible to students from low income households, mtaeame to
Palestinian economic and development needsd more sustainableProgressively the PA s
adopting a set of comprehensive instruments to reform its HE financing, while also imptbging
governance of its HE system. Some of ¢hements of the sategy are described ibox 36 as they
can serve as an example for other countries in the region.

19 SeeAlami(2011) and Kuhail (2011).
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Box 3.6 Palestinian Strategic Framework for Funding Higher Education

Target public funds to programs identified as having high priority

Incorporate @mandside financing:a Student Loan Revolving Fund was created in 200]

increase equity (most HEIs rely on tuition fees). Students are selected based on

achievement and income. The Fund disburses loans, grants (as incentives) and scholarsl

students in priority areas). Moreover, various other scholarship programs have

implemented by the PA; on its own budget, and with the support of donors such as

Europeam Union, UNESCO, private entrepreneurand non-profit organizations such a

AMIDEAST.

I Promoe quality through competitive funding of selected projed@iality Improvement Fung
(QlIF)asdescribed above

9 Establish a autonomous Accreditation and Quality Assurance CommissidPalestine, thisvas
established in 2002 to ensure common minimquality requirements across Palestinian HE.

I Improwe the management of the systena Tertiary Management Information System (TEMI

linking HEIs and the Ministgf Education and Higher Educatiaras set upto increase steering

capacity and overall HEI accountability.

Promot research through competitive funding

Promotk vocational and technical education enroliments as a share of total higher educ

enrollments.

9 Basefunding formula on students and staffimbers or projecbased funding for researcihese

are currenty under consideration by the PA to allocate funds directly to institutions.

=a =4

=a =9

3.3.1Publicfunding of research

This chapter hafocused on funding allocatisifor teaching and operating costs ohiversities One
other critical element oHEsystems is funding researgbarticulaty in medium to high income level
economies In some MENA countries, the education and training fionstare separated from the
research functionFor a number of reasons often linked to argumeab®ut market imperfection
and externalities! governments have been financing R&D through their innovation pofitid&ls
are key players in this domain for two main reasongh@y NI Ay G2 Y2 NNR ¢ Qkey 4 OA Sy i
themselves perform basic and/or applied resear8k.noted earlier, the level of investment in R&D
in the region is quite low. Althougthe topicis of critical concern for improving Eoutcomes, and
key to develomg innovation systems, its complexity merits detailed analysis thasdmeyond the
scope of this document. Nevertheless, X lists some of the most commbnused mechanisms to
suppat R&D

™ An overview of the justifications for public innovation policy can be found in T6X@08).
2 For an overview of the principles afnovation policies and programs in various policy contexts, refer to
World Bank2010.
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Box 3.7 Public funding of research and development

9 Jointfunding ofinstruction andresearch is the most traditionallocation mechanisgand the
easiest to implement. Institutions can use the received amounts to pursue two objectiv
once:education and experimentation.

1 Researclproject funding favors specific projects or programs of research. There are diffe
variants of this allocation mechanisme, they can bemore or less competitivepperate with
or without ex antepeer reviewing processeand existwith or without matching grants from
the institution and/or the private sector, directly by governments or through dedicg
agencies. From a policymak®perspective, this allocation mechanism provides for incred
flexibility in terms of research orientation. If designed well, it can also enhance the qualit
aspects of research through transparency and competition In the MENA regime 2002,
Palestine has engaged in a reform process towards prbj@sed resarch funding, with a pee
review process and focus orareas of national priority.

1 Block grant funding for researdh based on predetermined criteriand institutions receive &
lump sum to conduct research. From the @HKlerspective, this allows full flexibility in settin
and pursuing research objectives. At the same time, if governments only finance the instit
that serve their own agenda, the innovation policy migktnarrow and politicallydriven. The
¢blue skes approach in Englands a Results Assessment Exercise (RAE) conducte
universities on a regular basis. Based on their achievements, institutions are allocated a
money to finance their research efforts.

I Centers of excellencare a selective fnancing approachthat is gainingtraction in many
countries as witnessed by ongoing projects and reforms around the globe. The goal
developcenters of excellenci particular subjects and/or areas anddesignatefunding for a
specific period ofime. The Millennium Science Initiatiiended/managedby the World Bank
and the Science Initiative Group, aitasbuild capacity in science and technology through 1
targeted financing o€enters of excellenci developing countriesSarted in 1998 inChile the
initiative now covers fulscale operations in Chile, Brazil, Mexico, and Ugarzhl is
progressively extending its presence in various-Sabaran African countries. China has 4
been an active proponent ofenters of excellencewith a serés of projects involving both
secondary and HEIls. France and Germaleg have invested heavilp centers of academig
excellencecombiring a series of allocation mechanisms (competitive funding, grants, \itt)
a targeted approach, both in terms of ggraphical area and subjectls is worth noting that
these projects will also likely lead to a consolidation of the public HE sector in both count
sideeffect desired by the governments to reap economies of scale.

Source Salmi and Hauptman, 2006

3.4 Conclusions antessons leaned

This chapter has provided a review of different funding allocation mechanisms dethonstrated
how they are being used in MENA countri€dome funding tools are better sad to meet access
goals, while others are more appropriater improving quality and relevance. As discussed in
chapter2, most countries in MENA need to develop comprehensive strategiesnitiatiea suite of
instruments to allocate funds combinifmpth supply and demandsidemechanisms.
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In generalthe following conclusions can be made:

1 Demanddriven tools are efficient mechanisms to increase HE access

1 Targeedfundingisthe best mechanism to maximize equity in the HE system

9 Linking funding (of institutions and students) to performaceaboost quality

T 'fhdAaYrGSter GKS 2 @idNg uftabiliy ltd & g@ver dorkexty andYits E = ¢
concurrent satisfaction of the priority goalsatters most.

In the specific contebof the MENA region, HEIs themselves have already taken &nortmeasures

to minimize budgetse.g, by replacingqualified fulltime faculty with part-time faculty, increasing

the sizeof classesor simply delaying investmepas well ady makingneassary infrastructure and
material refurbishments. Such measures have temporarily eased the financing burden but will likely
represent larger expenses later oms further degradation of study conditions, and possibly
education quality occus.

One critical lesson to be learnedoi introducing reformss that it isessentialto address the
political and cultural context from the starConsultation, consensus buildipngnd, above all
transparent information sharing are key elements of succAssess, qualityrelevance, angquity
need to be emphasized in a comprehensive, holistic approitdreover, before enacting new
legislation or changing processes, thorough and adequate analysis is needed to inform the difficult
policy choices. In partitar, costbenefit analyses taking into account both quantitative and
gualitative elements might indicate budgetary implications and facilitate de@blishmentof new
¢allocation mixe® §he current situation in the region is prone to reforiithisunique momentum
can be usedo push forward an agendthat enhan@s the accountability of public spending in
general, and of HE in particulagsuesof utmost importance to the next generatioof MENA
citizens
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Chapter 4.Costsharingin tertiary education why, when, and how?

Countries in the MENA region are not alandacing public budgetary constraintghis global reality

has led to an increase in private financimg,costsharing of HE Johnstone and Marcucci (2010
assert(i K | costshtaing is both a statement of facti.e., that the costs ofHE are shared by
governments (or taxpayers), parents, students, and philanthrapestsl also a term designating a
worldwide policy shift of the costs of instruction as well as the costs of studiegt fiem what was

at one time, in many countries, a predominant or even exclusive reliance on governments to being
shared by governments, parents (or extended families) and studéiabnstoneand Marcucci,

2010)

As discussed in chapter 2, the rapid expansion of tertiary education in MENA has led to increases in
public costs that are difficulfor states(with perhapsthe exception of oitich countrie$ to bear,
considering the usually limited potential tax base.

4.1 Policy options forHigher Education financing in countries with a limited fiscal
base

Confronted withrapidly rising numbes of students, governments of countriesith limited fiscal
revenueneed to decide between difficult policy optioasoutlined below:

1 ange the growth dynamics of the student populatiohn education system is generally
assumed to have a series of fixed parameters, such as the transition rate from one academic year
to the next, but some of the characteristics of a system mafaat be changed over time if
necessary. However, few countries in the MENA region are likely to limit the quantitative
development of theiHESystems, since most have decided to invest extensively in human capital
as a core element of their growth strayg. Student selection at the entry of universities is often
O2yaARSNBR (2 0SS OSNE RATTA-DUA NBERBRRIGADYEItEERS
dropout rates in the first year dfiE an unsatisfactory outcome.

1 Reduce the public expenger studentwhile keeping the structure of the system unchangeus
option typically lead to higher class sizes, fewer courses taught student lower levels of
GSFOKSNJ N AyAy3Ix NBONHA GYSy(d 26undériSvedtdemNInNE G St
teaching materia, and consequently, a loav level of education quality and potentially high
unemployment for graduates¢t KA & -Oétdg aO0SylINAR2 AaxX RSaLAGS
common.

1 Commit more public resources or raise itiddal taxes to keep the real expenper student
constant The massification of tertiary education allows for some economies of scale, but a
massive surge in the number of students will require a rapid growth in public resources to
maintain the quality ®education and the skills of studentSewcountries maybe able toafford
the projected15 percenteducation budget increases pgearover a ten year periodThefew
MENA countrieghat are resourceaich may decide to invest some difeir wealth in human
capital a choicethat may prove both economically efficient and socially fair if investment in
education has a sufficient lortgrm return. However, countries with imited tax base cannot
afford to neglect other public investments, sway not be ableto follow. The largeshare of the
informal sector in the MENA region is an obstacle to rapid increiasiscal revenues, because
taxes cannot be levied on informal businesses.

1 Increase public resources through augmented financial participation of dtidmmd their
families.In a country where the tax base is limited or when the government is concerned with
equity issues and does not want all taxpayers to payH& having the beneficiaries (i,e.

43



students) contribute makes sense. In this chapter, tibals for such cossharing strategiesire
described

9 Foster development dhe private supply oHE which willultimately lead to a dual system that is
less costly for a government than a fully public system without tuition fees orst@sing. This
option isdiscussed in chaptes.

1 Develop incentives to increase private donationsodvuild private endowments for universities
This optionisdiscussed in chaptes.

Costsharingis an option to prevent the development of a las@st education system, coupled with
the development of private higher educatigRHE}supply. There are a number of solutions and tools
to share the cost oHE Different tools lead to different eventual sts for the government, different
opportunities for students depending on their social statusd different political constraints. Raising
tuition fees at first glance the simplest optignhas major drawbacks both socially (because
disadvantaged studentsight be discouraged to further their studies) and politicéligcause even
students who have the means to pay for their studies may dislike the upfront payment of tuition,
with uncertaineventual returrsto their education.

Governmentscan compensatefor the inequity issuesssociated withtuition fees by setting up
student aid programs in the form of grants and loans. The development of such financial products
requires some level of state intervention and implies public casteer to offer subsidied interest

rates orto pay for the deferment of repayments. However, the cost of saiskheme, when tuition

fees are set up, is alwaysssthan that of an entirely free public system. In this chapter, different
scenarios and schemese discussed.

Private financing of a public service is not generally associated with equity, howtsisra special

kind of public service, since it is not universal and benefits only those who are accepted in a
university. There is obviously a strong social selection himeng pupils who further study in
universities.The supporting evidence that this social bias does exist, even in countries \fEse

free, such as Tunisia and Egyptas presented in chapter. Studentgyenerallycome from privileged

or at least uppermiddle classsocial backgrounds while high school students of disadvantaged
families have lower access KHE A public service financed by the whole population and benefiting
only a minority or a selected majority is one of the very few examples ofaadially regressive
public service. Even countries with broad access to tertiary education may encounter regressive
transfers due to the insufficiently progressive financindH&: In Egypt for example, thenrollment

rate inHEis almost five times highidfor students from the richest quintile compared timose in the
poorestquintile (seefigure 4.)).

' In the case of France, for example, Allégre, Melonio and Timbeau (2010) tried to measure the transfers from
poor to rich households through theEsystem. Their mainonclusion is that it requires a progressive taxation
structure to help offset the effects of social selection ikia:

http://www.ofce.sciencespo.fr/pdf/dtravail/WP201006.pdf In a lifecycle perspective, university graduates more
than repay the cost otheir education through higher taxes, and therefore the public financinglefs not
necessarily regressive. However, it is difficult to extrapolate results found in France, where acEHss to
common, to countries where it is more scarce.
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Figure4.1 Enrollmentratesin Egypt byincome quintile andeducationlevel (20042005)

120
100

o | — ] ] -
60 -
40 -
“ l_\

D T T T T

Poorest Quintile  Second Quintile Third Quintile Fourth Quintile  Richest Quintile

‘EI Basic Education m Secondary Education g University Education |

Source Household Survey Data 262805 World Bank calculation.

Social inequalities commonly mirror regional disparitlesth in terms of unequatnroliment and the
nature of theHEsupply. In Tunisignrollment outsideof the major cities is not insignificartiut the
trainings offered are mostly shotérm, which neans that the public transfers towards these regions
or governorates are smaller than in the main citisse table 4.1)

Table 4.1Regional Distribution of Programs in Tunisia

Programs
Region of [ 2-yr 4-yr 5yr+ | Total
origin | programs| programs

Grand 16.8 26.1 33.0 23.3
Tunis

North 10.3 11.7 9.8 111
East

Sahel 141 10.1 6.1 11.2
Sfax 12.5 13.8 13.1 13.3
Centre 14.2 10.1 6.3 11.24
South 22.6 15.5 14.6 17.9
Abroad 2.4 1.9 2.2 2.1

Source Jaramillo et al2010.

In summarya fully publity fundedHEsystem is not necessarily equitable, especially when access to
HEis socially selective or unequally distributed on a geographic or income basis. Since education is
generally assumed to have both private and social returns, an education systgmpéid by
students might prove both inequitable and inefficient, but eskaring, with varying proportions of
public and private funding according to the context, has economic justifications. The challenge in
developing countries is that private finaatsystems are less developed than in OECD countries, so
that credit constraints might prove binding at the individual lex@me country case studidsave
shownthat credit constraintfor educationare significantin some developing countries, espebjal
among poor households

4.2 Tools for costsharing: tuition fees

Registration and tuition fees are one tool timancethe public cost oHE The level of fees varies
greatlyacrossthe world. While most Commonwealth countries and th&Wave a long tradition of
moderate to high tuition fees, continental Europe, countries which belonged to the Soviet Union and
other formerly socialist countriesand former French, Spanishand Portuguese colonies or
protectorates usually charge no or lawition fees to students in public universities. There are, of
course, numerous exceptions, but around the Mediterranean, access to most public universities is
either free or inexpensive. Indeed, Algeria, Egypt, Lebanon, MoraccbTunisia all haveo or low

2 SeeGurgand, Lorenceau and Melonio (2011) for a literature review and a measure of the credit constraint in
South Africa identified through a quaskperimental design.
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of their educationhowever,even in public universitiesln Egyptonly some fields of study require

payment of significant fees. In Morocco, vhil G KS 3JI2OSNYYSyiad OFffta F2NJ
NE&A2dz2NODS&a¢ Ay AdGa ylFiaAaz2ylt SRdzOFGA2Yy OKI NISNE FS

In the region, only the Jordan and the Palestinfarthority haveadopted a different strategyand

rely significantly on private contributiont® finance public education. In the West Bank and Gaza,
approximately 6(ercent2 ¥ dzy A GSNRAAGASEAQ 02aGa& | NB m@2aditSNBER 0
recorded in Jordanin Jordan, tuition fees in public universities vary between 85500 and$3,000

per yeari.e., 45 to 90percentof GDP per capita. These fees were progressively rasedhe last

ten years,while the governmentreducedpublic expenses. The upfront payment of tuition fees is
unpopular among students and their familjest surpisingly Most universities divide the annual

fees ino several instdiments so as to limit the initial upfront payment. This strategy may help reduce
liquidity constraints of disadvantaged students by smoothing the payment and limiting immediate
out-of-pocket costs. In emerging countries, many households do not have enough savings to pay 30
percent of their annual income (the average cost HE at once.In Jordan, scholarships and
subsidizedinterestfree loanschemes werestablishedo mitigate these issues.

In some other emerging countries, bursaries are also progressive 2®ithQ or 75 percentof a full
bursary granted to students of different social backgrourRisrsaries an be matched with the two
systems described aboveyen though the number of potential brackets in a bursary scheme is
generally less than that of an income tax system.

Table4.2Fees, taxesand bursaries can bdiscally neutral

Lowincome Lower MI Upper MI Highincome
households households households households
1: feespaid / 2: taxes paid / 3bursary received
Ol ok MR S 0/0/0 500/0/0 1,000/0/0 1,500/0/0
tuition fees
Option 2: Uniform
tuition fees + variable 1,500/ 0/ 1,500 1,500/0/ 1,000 1,500/0/500 1,500/0/0
bursaries
Option 3: Uniform
tuition fees +income 500/0/500 500/0/0 500/500/0 500/1,000/0
tax + bursaries
Total cost for the 0 500 1,000 1,500
household

SourceAdzii K2 N& OF f OdzA | GA2Yy ®

Table 4.2 illustrates aotional exampleof the use of three instrumentghe cost ofHEis artificially
set at 3,000 fora cohort of students (divided to income quatrtiles). In all situationd{Eis free for
low income households, costs 530r lower-middle income households, 1,000 for uppeiddle
income householdsand 2,000 fohighincome households. Thexampleshows that different tuition
fees systems can be financially identical, even though the measisexsto implement them are
radically different.

Option 1 (meandased tuition feesyequires universities to be able to identify the means of the
student or his/her household, unless the tuition fees scale is set and implemented at the national
level. Option Zequiresthe same when the bursary is given by the university (it also may $iate
bursary or a state voucher). The only difference between options 1 and 2 is that option 2 is easier to
implement for universities when bursaries (or vouchers) are distributed at the national level, as is the
case when financed by a large donor. Hatitical economy of the implementation of tuition fees
might be more suitable in option 2 at the national level, because a government bears the cost of
higher fees buit also gets the benefits of a larger bursary or voucher system. In the MENA region,
since tuition fees are low in public universities, these options are mostly found in private universities.
In some universitiexe(g., theUniversité Saindosephin Beirut,and theAmerican University in Cairo),
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the student social welfare offices weltstaffed (ifteen LIS2 LI S 62 NJ Ay officedt a a2 OAl

SaintJoseph, with 34ercentof studens benefiting fromat leastone type of financial assistance).
Both universities offer both merbased and needbased bursarie®n a relatively large scale. In
Egypt, most private universities offer fees reduction for studemih the best marks at the final

SEIFY 2F KAIK a0OKz22f o6dac¢KIylgSeel 'YYLé0od | 268508

usemore needsbased bursarieand fewer meritbased scholarships, because mdxitsed bursaries
are often awardedto relatively advantaged studentaccording to the universityn South Africa, the
existence of relatively high tuition fees in public universities has led to the creafi@a subsidized
loan mechanism targeted towards poor households, in additiothéouse ofmore classic systems of
bursaries.

In option 3, which relies on the existence of a progressive income tax, the state needs to have a
proper income tax system artd be able to verify the income of the individuals. In countries with a
large share of the active population employed in the informal sector, usually less than half of the
population has a regulgpay slipand is effectively ineligible to pay direct incometaxes When an
income tax is impossible to implement, other types ofasrmay still be used, such asconsumption

tax ora proportional tax. Howevelitable 42 implicitly assumeghat all households have equal access

to HE Inreality, students from disdvantaged households are less likely to ehiola university. If

the tax system is universal but accesdHibis socially biased (likely if the tax is a VAT®), then the

riskof implicit transfers from poor to rich households is high.

In the examplesabove, bursaries are only designed to pay for tuition fees. However, in many
countries, bursaries can also be granted in the absence of tuition fees, to cover the cost of living for
needy students. Direct bursaries as well as partially subsidized meats@mmodation can be given

to a significant proportion of students: almost otf@rd of the students in Tunisia receive a bursary,

26 percent benefit from the services of university restaurangnd 15percenthave a room in a
university residence. Anotlevay to share the cost dfiEis therefore to target social help towards

the most disadvantaged. Moroccon the other hand has reduced the cost of bursaries and other
similar mechanisms by targeting the neediest students.

4.3 Student loans in theory anghractice

A government mightinitially consider raising tuition feeasthe easiest way to share the cost ldE
However,this solution presentsgwo major theoretical drawbackand one major practical difficulty.
Thepracticaldifficulty arises fromaskingstudents or their familieso bearthe cost of a formerlyree
publicservice. The theoreticalrawbacksare: (i) the existence of social returns to educatiand (i)

the potential existence of credit constraints. If social returnditeare greater than private returns,

then privatizing the financingnot the supply of HEcouldreduce the demand foHEto a suboptimal

level. Students would only further their studies as long as it is profitable for them, even though
society might benefit from aditer trained labor force. There is nomuch evidencehowever,that
social returns to education are strong in the MENA regionsuperior to private returns.

The existence of potential credit constraintReans that students from disadvantaged social
backgrounds may not only be unable to pay for tuition fees with their saymgshey may also be
LINEGSYGSR FTNBY O02NNRgAy3ad GKS ySOSaal NB,anRySe
students maytherefore lose the numerous benefits of education. T§tandard framework in the
theory of human capital and education returns (Mincer, 19%&1 1974) assumes that needy
students can always borrow money to further their studies and therefuitebe able to continue to

study as long as the retusito educatian are superior to its cost (including the opportunity cost). Box

4.1 detailsthe successful experience of student loans for low income students in Colombia.

% As reviewed irchapter 2 of this report anih World Bank (2008).
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Backgroundd / 2f 2 YO Al Q& Ly aidchnaal Studies? Adroatl, NISEREX] i
government entity aimed at promoting HE access through student loans. In 2001, the Ing
put in place a strategy to increase the number of aid recipients by 100,000 over a foul
period.

Methodology: Colombian buseholds were classified imix income categories. Performin
students coming from the lowest three could apply for a loan to cover tuition, and somet
even accommodation. Applications were graded according to the following eligibility syste
points based on the studerisociceconomic level (only for the lowest two income categorie
90 points based on academic performance; up to 10 points for students registeritechnical
degrees; 10 points to prioritize first year students (who face compzely more difficultiesn
obtaining a loan); and 15 points to prioritize programs validated by the Columbian Accredit
Commission.

Loan ConditionsOnce patsthe eligibility stage, to obtain the loan, students in the lowest t
household income catgories needed to draft a simple 1.0.U. (acknowledgment of debt) whe
students from the third category needed a financial guarantee. The loan itself bore a 12 psd
interest rate¢ which included 6 percent to cover inflation, 3.5 percent for administeacosts,
and 2.5 percent as a risk premium for A@payment. After a grace period of one yed
repayment took placever a period twice the period of studkinally, monthly repayments wer
set at 16 percent of the individug@lincome.

Results From 201 to 2006, the number of student loan recipients from ICETEX jumped
48,000 to 120,000 and increasinghent to the lowest two income categories: thegharein
L / 9 ¢ portf@lio increased from about 30.4 percent before to 67.8 percent after
introduction of ACCES. Finally, the average study dropout rate of ACCES beneficiaries
percent, compared to 28.4 percent for ndreneficiaries.

Deferred fees are one way to limit credit conaénts. In fact, deferred fees are very similar to student

loans: in public universities, they are equivalent to public tuition fees with a-inéecest rate loan

granted by the government; in private universities, they are identical to a student loatanem,

where the student pays bacthe university after graduation. Irtable 43, several cossharing

A0NI 0S3IASE YyR GKSANI AYLX Adabedaskribegdtn thif g, defir@d 32 @S N,
fees and student loans are not distinguishes 0 KS FI OG GKIF G  t2Fy A& al
(through a subsidized refinancing) or the government itself does not change the eventual cost for the

state, if costs associated with the loan are the same, @istribution, repaymentand risk costs).

Most of the literature on credit constraints is based onSUdata. Unfortunately, there is little
scientific evidence relying on data collected in developing countries. Attanasio and Kaufmann (2009)
recently studied this topic through the observation of sdtjvely expected wages at various
schooling levels in Mexicdn the absence of credit constraints, schooling should increase with
expected returns to education. If schooling demand is constrained by some binding level of debt,
then this relationship nodnger holds: some students stop studying even though they think they
would benefit from it. The authorund that expected returnsvere correlated with actual schooling

for the richer part of their sample, but not for the poorer, which seems to indichéd the poor

were creditconstrained. Canton and Blom (2004) used Mexican data on actual loan provision.
However, theycould notmeasure the impact orenrollment because all of their population was
already enrolled. They estimateimpacts on academic penfimance insteadand found a fairly
strong credit constraint, but with a strong selectivity bias. Gurgand, Lorenceau and Melonio (2010)
also observd a quasiexperiment of loan grants in South Africa and conctuitleat even middle
income studentswere heavly constrained. In this particular situation, students whad a credit

score just above a thresholiad a high probability of having a loan while those with a score lower
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than the thresholdhad an insignificant probability of having a loan. Using theterise of this
threshold as a source of impact identification, the authstoowed that getting a student loan
increasel the enrollment probability by roughly 5@ercent Poorer households seem to be hit
especially hard by credit constraints, as prova a different manner by Attanasio and Kaufman
(2009). The mechanism evaluated targeted middieome individuals, in a country with a highly
developed financing systehandan unsubsidized interest rate. One would expect the impact of such
a mechanism to be ther low, but in fact it indicatd the enormous magnitude of credit constraints
in developing countries and the low level of savings of young households.

Robust results found in the South African or Mexican contexts do not prove that credit constraints
are equally binding in the MENA region. Howees,the MENAinancial markets and banks are less
sophisticated than in OECD countries, it is very likedy strong credit constraintexist For the
preparation of this report, a dozen bank representatives from MEMhe interviewedand the
financial products of a dozen othergere investigatedMelonio and Mezouaghi, 201Cfudent loan
mechanismsvere found to beuncommon and, when thegid exist targeted towards uppemiddle

or high income students.

In a recent report, Johnstone and Marcu¢2010)reviewed a number of student loan schemes in
developing countrieg¢see table 43).

* In South Africa, thereditto-GDP ratio amounted to 88% in 2009, much higher than that of Burkina Faso
(15%), Cameroon (23%), Nigeria (26%), Ghana (32%dXenya (35%). It indicates a level of financial
development close to that of other emerging countries such as Vietnafrhailand (between 90% and 100%
according to the IMF).
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Table4.3 Selectedstudent loan schemes in low and middle incomeuntries
outside the MENA region

Country Origination Eligibility Estimate Asset| Bearer of risk Capital
Value provision
Botswana Department of
Tertiary General Low Government Government
Education
BurAkma Faso Government Meanstest Negligible Government Government
(Prét foner)
Chile General
(Fondo Solidario . . availability w.
de Credit9 O(Tr_adlthr_lat meanstestin Low Government Government
universities .
traditional
universities
Chile University first,
(Credibde la Ley Banks General Modheirz?]te 0 followed by G?)?/re],ﬂl:irﬁg(rjlt
20027) 9 government
China Based on
(general Moderate to | Cosignatories Banks and
. Banks repayment .
subsidized loans capacity high or government| Government
GSSL) P
Colombia
(AccesCETEX Government Meanstest Low Government Government
Ethiopia Universities General Negligible Government Government
Ghana Student loan Moderate to | Pensions of co .
Meanstest : . Pension fund
trust fund low signatories
Kenya HigherEducation Meanstest Low Cosignatories Government
Loans board or government
South Africa Tertiary
education Fund Meanstest MOdli:;lte © Government Government
for SA (TEFSA)
Tanzania Government Meanstest Low Government Government
Thailand Government Meanstest Low Government Government
Turkey Government Meanstest Low Government Government

Source Johnstone and Marcucci 2010

Based orthis loan scheme analysidphnstone and Marcuc® 2 y Of dzRd® ofierk thei pregent
discounted value of the repayment stream is totally insufficient to cover the cost of the money plus
the administration and collection costpiite aside from any level of n@apayment, or default
Adding the losses from default anther causes of nepayment frequently very great, especially in
developing countrias leaves many governments unable to provide loans either in sufficient numbers
or in sufficient amounts to meet the dual objectives of widening participation and effeetihgost
sharingé

I 2 ¢ S @iStddesign flaws could be solved or ameliorated by more reasonable rates of interest
charged on student loans, and if the defaults could be lessenedghybetter collection practices
together with the addition of a governmental guarantee, or cradirthy cosignatories, or by some
degree ofborrower risk ratingi.e.,not lending to students deemed to be unlikely or unable to repay
on the basis of their acadnic program or likelihood of completion), theagain at least in theony
student loan agencies in low and middteome countries could tap banks and other entities in the
larger capital market seeking profitable uses of their savings, at least for sortierpof the annual
student lending volumé LYy 20GKSNJ g2NRAa&X FS¢ a-sudaniyand modtl y Y S
of them require annual public financing to continue their activities. This does not mean that they are
non-performing, but only that zeranterest rate loans, free grace perigdsnd the absence of risk
coverage are costly characteristics of public student loan mechanisms.
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4.3.1Studentloansin the MENA region

In the MENA region, because education returns are relatively dow fogradua a Q dzy SYLJ 2@ Y S
and low participation rates), banks are reluctant to develop loans for students. However, some banks
2FFSNI FAYIFYOALT LINBPRdzOGA F2NJ 4ddzRSy taQ LI NByidasz
LI & F2NJ 0KS O2 & studiesT Sudh p&somid bank lo&nR Bi® ii Gact conceived as

O2y adzYSN) ONBRAG 3ANIYYGSR o6& olyla 2y YFNYISGO G4SN
education.

In Lebanon personal credit has grown relatively fast over the last six years at thatiwvstiof the
GNBGFATE RSLINILIYSyida 2F GKS YIFIAY oblylaoe ¢KSasS 2
of interest rates (from 9 to 12 percent in Lebanese pounds, and about 200 basis points less in dollars)

and maturities (short, frontwo to five years). These loans are not alwdgiseledas education loans

but the information gathered from banks indicates that their sales staff sell this product to parents

whose children attend school or university. The parents are thus the borrowers and paasstds

or income serve as loan collateral. At such high rates, few productive investments (in human or
physical capital) effectively generate capital gains or allow a leverage effect to come into play with

loan financing.

However, private universitieslso administer loan schemes either internally or through the
intermediary of banks. ThéJniversité Sainflosephoffers both an internal loan scheme and
LINBFSNBYGAFE FFaANBSYSyda gA0K olylad ¢KS AYyaSNyLl
ASNDAOS LIl ea GKS &aiddzRSyidQa GdzAaGA2y FSSa RANBOIC
severalinstallments Theinstallmentarrangement can either be a service in itself (the student pays

tuition to the financial aid service over several masit or a temporary service (while the student is

waiting for funds from the financial aid service or from a foundation). An important aspect of this
mechanism depends on the stud@&tstrong sense of belonging the university and on the

Ay adA G deSpkeddyinildence ik tRe country, which means that mepayment is a risky matter

FyR O02YSa i L& KHRIK ad ySaRiiA | GS3iordble Ghdractelisyey a | & 2
Interest rates vary between 0 and Bercent and the grace period lastsntii one year after

graduation. Some banks also offer life insurance, while others require a minimum score at the
national baccalauréat & score of 12 on a scale of 20). The objective of such a requirement is to

screen students and try to limit the risk giving loans to potential dropouts, who may never have a

sufficient return to their investment in tertiary education. The very low rates offered to students rely

on a recent initiative by the Central Bank of LebarB®angue du Libgnwhich makes soft loes to

GKS O2dzyiNEQ& o6lyla Ay 2NRSN) 2 RAYAYA&aKheiKS 02
students. Almost all banks in the country have started to broadly offer loans to students in the last

two years, which indicates that the developntef such loans can be relatively fast.

The American University of Beiruiffers an intermediate loan mechanism. Initially, the university
launched four tenders to local banks, giving them the exclusivity of student loans for four fields of
study: mediane in 2003, engineering in 2004 (starting from the equivalent of level L2), nursing in
2005 and business from 2006 (also from level L2). Loans were complemented with grants provided
by the social office for needy students. Thighestbidders wererespectivelyHSBC, Byblos, Banque
Misr Liban and Bank Med. In March 2011, the systarasextended to allfacilitiesthrough a new
tender won by BLOM Bank and Fransabank. Beneficiaries now pageecéntinterest rate (in
Lebanesgoundy, are grantedife insuranceand start repaying the loan one year after graduation.
The total number of students receiving aid (grants or subsidized loans) at the American University of
Beirut is 2,980, in the form of partial assistance (from 10 tgp&@entof tuition fees) and for an
average amount of US#4,430. Nearly 34 percent of the students receive financial aid.

® Bank conditions are listeat: http://www.usj.edu.lb/services/social/index.html
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Over the last three years, all major banks in the country have developed education loans for students
in private universities. In 2008, most banks wskepticaldue to the absence of information on the

risk of student loansandthe common absence of material collaterahd were therefore waiting for

their competitors to explore this market. Almost all banks are now competing to attract students,
with the interest of building their future faithful customers. The case of Lebanon can be considered
the precursor of the situation in the MENA region, sifiebs wellestablishedhere (50 percentof

0 KS 02 dzy (i ddBedprivate wriReSsiyiedyith a long history

In the Kingdom of Jordarthe number ofstudent loanshas alsoexpanded in the last three or four
years, in line with the rapid increase in the private supplyH&&and significant tuition fees in state
universities’ International donors fostered the process, for exampl@ the World Bank's
International Finance Corporation, Omnix Internatigraadd the Cairo Amman Bank, which launched
a mechanism to provide loans to pay for the cost of tuition at state and privateersities. Under
this schemeset up in 2008, undergraduates can receive loans of arourid5iD JSD$2,100)while
postgraduatesreceive around JD2,000 (USDH2,800). While studying, and for six months after
graduation,studentsare only required to pay the interest on their loans, whichst be fully repaid
within four and a half years after the intereshly period’

¢tKS W2NRFEYALY [ F0AYyShG ltaz LXFya (G2 ONBIFGS | 4
2011. The experimg would start at the Jordan University of Science and Technology (JUST) and

would serve as a model for other universities. As in the Lebanese case described above, the loans
would probably be issued by the bank that wthe tender, not by the governmentThestate would

provide the bank with collateral and pay the interest on the loans on behalf of the students through a
G3dzk NI yiSS FdzyR¢ G2 6S SaildloftAaKSR F2N GKAA Lidz
studying majors needed on tHabor market. Details of the project were not public in early 2011, but

the government hopes to allow approximately tthirds of students to have their education funded

through scholarships or zetiaterest loans by 2014.

In Egypt the relatively recent restructung of the banking sector and the subsequent emergence of
retail banking services have not yet enabled bank offerings to develop much further than consumer
credit products or personal loans (with collateral). However, a joint IFC/Credit Agricole Egyptt stude
loans scheme was launched in 2009. Both banks associated with -thlecAlMagrabi Foundation,

the Sawiris Foundation for Social Developmemtd AtAlfi Foundation cover some of the potential
cost of such a scheme. Egypt is in many ways in the eadgstaf the development of finance for
education. The late surge in the private supplyH&§ the existence of a free public systeand the
recent privatization of bankkavedelayed the development of sophisticated financing mechanisms,
but they are appeaing now, through the action of international donors, national foundations and
private commercial banks. In this early phase of financial development, education loans will typically
be given only to uppemiddle income or weHoff families,will be more dificult to get for firstyear
students (because of higher dropout rates and hence a higher,rekd will rarely be available for
fields of study where job market insertion is difficult.

In both Tunisia and Morocco, given the predominance of free publica&tion, student loans hold
little appeal for banks. ITunisiZ F2 NJ a8 S@SNJI f & S kgt finanéiry mécBaBisn?2 NDa 2
wasa financial market product. To reduce the cost of ndeded financial aid, some regulated credit

is offered in order tdinance studies in public education. Its price is fixed (100 basis points over the
money market rate)Recentlyin Tunisialocal banks have begun to market complementary financial
ASNDAOSad ¢KS ! yA2y o0l yOIF ANB Lietgdg & hivetsal ¥radg NOS S

® According toUniversity World Nevis a Yl ye LR GSYydAlt adGddzRSyida | NB dzyl of ¢
year's tuition fees at one of the country's private universities averages JD3,500 (US$4,903), while state

dzy A OSNBAGASA dzadzrtte& OKFNHS WsmZInnn 6! {bmInnam0O F2NI &
" More specifically, Cairo Amman Bank is handinarketing and administering. The foundation Omnix
International agreed to fund a share of potential bad debt. The IFC also launched a similar scheme in the West

Bank and Gaza Strip in 2008.
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product (not specifically addressed to students) which is mainly designed to gain young customer
loyalty via a loan product backed by a savings plan (graduate plan) and a loan product backed by a
service package, which notablycorporates the opening of an account and the issuance of a credit
card (a product for young customers under the agéeaanty-five). The BIAT launched a loan product

for students (Najah) in 2009. This product is also backed by a savings plan givingcaactsse

year loanat 200 basis points over the money market rate. The loan, limited to three times the
amount saved, up to a ceiling of TND 15,000 (about EUR 7,500), is granted on a quarterly basis. It is
repayable ovesixyears (including one grace year) after the last loan disbursement has been made.
Attijari Bank also offers loans fanl & (0 Sud@hts (Mostakbali), backed by a savings plan. The loan
amount is limited to twice the savings and must be reimbursed fivesyadter graduation. The
interest rate charged is 2.percent above the national Interbank offered rate (TMM}enerally
speaking, Tunisian banks structure student loans as they do consumer credit, but aim for limited
margins. It should be noted that the @Bconsiders the risk on consumer credit to be relatively low,
with a rate of outstanding credit at 10 to 12 per cent (payment arrears) and a final default rate of
only 3 to 4 percent.

In Moroccq the government created guaranteefund (Enseignement pluset up in 2007) with the

Caisse centrale de garantie guarantee 6(percentof the amount of loans taken by students from

Moroccan banks up to a level of MAD 20,000 per year ($25850 or EUR,170 ). This scheme is

targeted towards Moroccan students der twenty-five years of agestudying ICT, electronics,

electrics and mechanics, finance, accountingd business administration. The government may
guarantee up tdive loansper student(i.e., a maximum amount of MAD 100,000) with a maximum

grace perid of five years, the interest rate being negotiated between the student and the bank,
GaGF1AYy3 GKS {01 (S¢ A& NI gZEE 2A¥ iBKS ODZ OAfdiigrik a Y T2 N
of the amount guaranteed. However, the limited developmentPtiEin Morocco @ccounting for

only 10 percentof the students in 20141, despite an objective of 2@rcentin the 2000 National

Education @arter), has led to modest utilization of this financial tool.

In the West Bank and Gazgiven the current circumstansepublic financing for tertiary education is

weak. Therefore, the system relies heavily on student fees which amount tges€ent of

dzy A@SNEAGASAQ 2LISNFdAy3a O02adad 5SYFYR F2NJ G§SNIA
decades. The numberf gtudents enrolled in Tertiary Education Institutions (TEEgmore than

tripled in the last decade. Student loans are the main mechanism selected by the government to
provide financial support to students, together with scholarships for the neediesilifs. A loan
scheme was organized through the national Student Revolving Loan Fund (SRLF) and in the first
semester of 2007/2008, more than 24,000 benefited from aid from the Ministry of Education and
Higher Education (MOEHE). In parallleére is a piate loan scheme funded and administered by

the Bank of Palestine (BoP) and the International Finance Corporation (IFC). The banks advance the
loan funds to universities and colleges each semester, based on student demand for loans and on
eligibility criteia. Students have an account with the bank, at no cost for students. The banks collect
monthly payments automatically and send them to the Fund. Combined, the two schemes provide
loans to students in all fields of study. The amount of the loans is Uup 600 per semester. Monthly
repayments of 4percent of the loan value are payable immediately, and throughout the study
period. A grace period of two years after graduatiovith the same monthlypaymentas during

study period applies to all students. Uppoemployment,the loan is to be repaid at 1fercent of

income per month. A notional (average) minimum grade point average (GPA) is sepericéat A
GY2NI £ ¢ 3AdzZ NI YyG2NI Aa (2 0S LINE JAiREgried tdzigdzthd f & |
loan contract in person, alongside the student, at the university or college (or at the commercial
bank, if so agreed). Depending on the terms of the contracts negotiated with commercial banks,
administrative fees of # 3 percentmay be charged. Repaymetommenca when income reaches

a specified minimum level (threshold) and dsdgack to the minimum payment if income ceases or
drops below the income threshold.
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There are few developing countries where such income contingent loans have been creatadhin So
Africa, however, the NSFAS schélisean interesting example of such a mechanism. NSFAS is a public
institution that offers loans to students living in disadvantaged households (earning less than ZAR
120,000(USD$17,300 a yearin 2011). The interestate is subsidized by the state and therefore
much lower than in commercial banks: it is currentlyp@cent above inflation, or 5.2ercent

wSLI 8@YSyda adrkNI FFGSN) AN RdzZl A2y S 2yI@ThiskSyYy G KS

in fact verysimilar to a complementary income tax, with repaymeates varying between 3 and 8
percentof the salary. Up to 4@ercentof a NSFAS loan can be converted into a bursary when the
student is successful academically. Of course, both income contingencgcadémic contingency
imply a cost for the state, but this mechanismlikely the most sophisticated public loan scheme
existing in an emerging country. In Colombia, tiaional student loan agency, ICETEX, also offers
meanstested loans which are widelgivailable more than 60,000 students from thevo lowest
sociceconomic strataeceivedan ACCES loan over the last three years with the support of TBRD.
cost of such repayment options is preseniadable 4.4

4.3.2Barriers to student loans develapent

In the MENA regiorthere has beeran expansion of financial services and products dedicatédEo

in recent yearsOnly three years ago, student loan mechanisms were extremely marginal and more
comparable to deferred fees (within private universifieor consumption loans. Education loans are
now more common, especially in countries with either significant tuition feeg.,(Jordan, West
Bank and Gaza) or a large private suppliBée.g.,Lebanon).

Universityfunded loan schemesnostly operatedoy private universities, whether in Lebanon, Egypt,
Jordan or Tunisia to a lesser degremveal a certain confusion of roles within the universities.
Almost all of theseschemesintentionally or not, build up a portfolio of loanat the university(by
accepting deferred paymesbr by granting direct loans) and guarantees (by setting high tuition fees
but only recovering payments below the theoretical fee levels). In the second case, the university is
the final guarantor for each student, as it ultimftdears the cost of nepayment. Outsourcing loan
management,a priori, generates lower transaction costs and fsegniversities from the job of
managing arrears. This trend for outsourcing seenmsote be predominant in the region.

In the case of bankrfancing’ three types of limitatios, with crosscountry variations hinder the
growth of bank financing for schoolinghese include:

(1) Alack of market depth/maturityln countries where private education remains an exception to

the rule (Tunisia) or arginal (Egypt, Morocco), the student loan market lacks depth, which accounts

for the lack of maturity of the financial offerindgzor student loan mechanisms to be financially
sustainable and able to expandy anportant condition is to have a sufficienbme (or depth) in

the national loan market to develop financial products with reasonable operating costs. The volume

of the student loan market depends pfi) tertiary enrollment; (ii) the share of private financing in

the total tertiary education expese and (i) KS &A1 S | yR RSyairde 2F (KS

RAFTFAOMz G G2 SadlofArakKk F 3ISYSNIt NUzA Bwoldizhd 2 F (K

multiplied byd { KI N 2F | 9 t NA @I (i Sper@it\studérd andstiallyirgmain 2 g S NJ
underdeveloped. A significant student loan supply may appear when the product of tertiary
enrollment and the share of private financing is in thdo510 percentrange €.g.,when tertiary
enrollment is equal to 3@ercentand the share of fvate financing reaches Jercent the product

® Seewww.nsfas.org.zéor details.

° In a recent World Bank swey based on focus groups, almost 80% of Jordanian students interviewed
considered interest rates an issue, even though paying for inflation or bank fees is acceptable for half of this
subgroup. Among those not willing to pay an interest rate, 75% thinktti&r government could, however,

pay this interest rate and/or guarantee the default risk to limit the need for an interest rate. Moral, religious
and financial reasons can explain the reluctance of students to pay an interest rate.
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of the two is 5.1percen). In Egypt, Tunisiar Morocco, student loans remain rather uncommon,
unless there is a very strong density of students in a specific area which may allow a local loan system
to operate in a limited niche. Student loans typically become available and popular at a relatieely
stage of theHEmassification process, when banks become more interested and attracted by the
a0dzRSy G 4Ot ASyidSt S

This market is not fully structured yet in the MENA region. In most capast from some Lebanese

or Jordanian bankdoan products mé i 2FGSy O2AYOARS 6AGK 02y adzySNJ
approach is more a question of strategic choice than of technical constraint. Certainly, although
relatively sophisticated portfolio monitoring tools exist (notably, access wemtralizedpool o

individual records and to a credit scoring system), Tunisian banks have very clearly adopted a
rationale of universal, widely accessible products. Competition tends to intervene at the level of scale
economies and, to a lesser extent, banking niches.

Moreover, monetary authorities provide no real incentit@ encourag banks to contribute to
financing education. One possibilitg to exempt banks providing student loans from statutory
reserve requirements, for an amount matching their loan portfolioss Tipe of measure would
make it possible to lower the interest rate proposed to the final beneficiary by about 100 to 200 basis
points depending on national regulatory constraints. The Central bank of LebBaague du Libgn
administers, on behalf of théinistry of Finance, interestate subsidies reaching up to several
hundred basis points to refinance the portfolios proposed by the baimk®ther countries, the
treasury could play a similar role, in particular to increase the demand for fields of efutional

priority.

(2) The (alleged) low profitability of student loankhe initial low market volume of student loans
effectively reducegheir profitability, assuming that a larger market would reduce the fixed costs
associated with developing nespecializedanking products. Added to this are two other factors:
GKS O0l0dzrtf yIFdda2NE 2F (GKS oly{1{Ay3d LINRPRdAzOGZ 6KAOK
favor of other potentially more profitable investments. However, the recent developnoéstudent

loans in Lebanon indicates that once a student loan product is launched, even if it restricted to only a
few universities and fields of study, the extension of such products is rapid in the banking sector.
However, the access to credit miglince most banks have developed the product, be limited to
uppermiddle and high income households, as tresearchcited earlier hasshown'® Anecdotal
evidence suggests that banks target the students of lglome familiesboth to limit credit risks

andto strengthen their relationship with the parents.

BB y1aQ | @SNHA 2y thé Bgiahn,dankizRrd yeliictahtXo dake credit risks on student
loans, even though most of them consider this marehave high potential in the medium term.
Loan institutions (which can be a bank, a microfinance institytom university) need to be able to
limit default risk. In emerging countries where a large share of the economy is informal, the risk of
non-repayment is difficult to estimateex-ante for a lender. Student loan institutions therefore
usually start to give loans only to upp@comecustomers they already kno@most of the time the
parentg and expand their loan supply once they have develghedneans to measure and limit the
credit risk Lenders need to develop economic, legaid social meangor repayment.In some
universities, the degree can be conditioral the payment of tuition fees, but most of the time
banks or MFIs look for more traditional guarantees.

The granting of a loatherefore remains almost exclusively conditioned on the provision of collateral
and proof of asset ownership (a guarantee is thus systematically required, most of the time brought
by a close relative) or other mechanisms to bear the risk, such as thestoged by International
finance institutions or philanthropifoundations Loan approval is usually given to individuals with
the best collateral rather than téhose withthe most talent. The situation is comparable to that

1% SeeAttanasio and Kufmann (2009and Gurgandet al (2010).
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observed for SME financinilassive youth unemployment is one explanation for this phenomenon:
the return to education is not the main motive to grant an education loan. On the contrary, bankers
would rather lend money to children of wealthy families to attract new customers fromleged
social backgrourglandto keep them over the long term. In countries where dropout rates are high,
banks are also less likely to offer loans to fireir students. Because grades in high school are not a
sufficiently good indicator of the dropoutsk, many banks target secomédar students, assuming
that their probability of failure is muchlower. International migration is also a factor limiting the
development of student loans, since repayments are more difficult to collect when studemgsate

to a foreign country.
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Table4.4Comparison of differenpublic cost scenarios of costharing strategies

Total cost for | Shareof the cost | Share of the cost
the state paid by the state.| paid by the state.
Option 1: discount| Option 2: discount
Year N| N+1 N+2 | N+3 | N+4 | N+5 | N+6 | N+7 | N+8 factor=5% factor=10%
Option (A) (B) (©
Nominal public cost of studies (positive values mean a positi
cost for thestate) 1000 | 1000 | 1000
1) AllHEcosts paid cash by students 0.0 0.0 0.0 0.0 0.0% 0.0%
2) All cos$ pald by Student, zerinterest-rate loans for 25% of 250 238 227 -108 | -103 98 93 -89 -85 139 4.9% 8.6%
the population
3) All costs paid by studerterointerest rate loans for all 1000 | 952 | 907 | -432 | -411 | -39.2 | -37.3 | -355 | -338 558 19.5% 34.2%
students
4) Half of costpaid by students, zeriterest loan only 625 | 595 | 567 | 54 | 51 | -49 | -47 | -44 | -42 1499 52.4% 54.3%
available for 25% of the population
5) Half of costpaid by students, zermterest loan only
available for 25% of the population, 80% loan and tuition 700 | 667 | 635 | ‘43 | 41 | -39 | -37 | -36 | -34 177.1 61.9% 63.4%
repayment rate
) ) 1000 | 952 | 907 | -108 | -103 | -98 | 93 | -89 | -85 2284 79.9% 83.6%
6) 25% of costpaid by students, zermterest rate for all
7) 25% of Costpaid by students, zermterest rate loan for all, 1000 95.2 90.7 54 51 -4.9 47 4.4 4.2 257.2 89.9% 91.8%
50% effective repayment of loans
8) Discounted public casbf a 100% public financing 1000 | 952 | 90.7 2859 100.0% 100.0%
Source! dz{i Kcalbliation.
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Table 4.4draws a comparison between different financing mechanisosgged from the lowest cost

for the government to the most expensive. In this theoretical construction, the nominal cost of
education is normatively fixed at 100, repeated three timesstfiree years assuming thathe time

unit is one year). loption 1, the cos of education is fully paid by studentthe share of the cost
paid by thestate is thereforezero,and the public discount factor does not change the public cost
(columns B and C). This situation corresponds either to a fully privatized education system
tuition fees equal to the cost of education in public universities. In this configuration, many students
of disadvantaged backgrounds will be excluded fidEand the social optimum in terms of tertiary
schooling may not be reached when credit maské&ir education are incomplete and imperfect. In
option 2, zerginterest loans are offered to the fourth quartile of students. The cost of syoblicy
varies with the discount factor (typically the interest rate paid by a government on its sovereign
debt), but remains modest (4.9 to 8ercent of the total cost). In option 3, tuition fees are also
equal to education costs, but zeroterest loans are universal. The cost of this policy varies greatly
with the discount factor, but it is high when interesites are high. This option is equivalent to
deferred fees to be paid to the governmenélleviating the credit constraint and diminishing
opportunity costs of education may therefore cost between 20 angp&gentof the total cost of
schooling. Option 4hows the public cost of having students pay for half of the total cost of higher
eduation with a loan scheme for the lowest quartile of students. This situation is similar tarthat
the Republic of South Africa. In this option, the state pays rougdifyof the cost of schooling.

In option 5, the possibility of a partial nerimbursement of loans or tuition fees exemptiors
tested, for example on a merit basibut no loan system can guarantee a 1@€rcentrepayment
rate. This option correspondgpproximately to the South African situation described above. In this
design, thestate pays forjust over60 percentof the total cost of education, while subsidizing loans
for needy students and encouraging academic success via tuition rebates or thersionvof loans
into bursaries for the most successful students.

Option 6 replicates the same operatidmt with student paying only 2%ercentof the cost of their
education, with a universal subsidized loan sche@ion 7 is very generous to studenince they
pay only 25percentof the real cost of education, benefit from zeirterest rates and half ofthe

loans are converted into bursaries. In this situatithe stateeventually pays 9fercentof the cost
of education.Option 8 gives the disemted cost of education for the state whet pays the whole
cost of education.

This table can be used as a tool to design either aglosting mechanism or the transition between
two states of cosstharing. While itis tempting to make formal recommendiahns, there is little
evidenceto suggest that one type of cesharing is superior tanother. However, some general
comments can be made. The first is that the universalization of-inéeoest student loans is very
costly when interest rates are highhdrefore, mechanisms such as deferred fees might be more
costly than expected when this option is given to all students. The second is thathaostg must

be associated with an increase in the quality of education, otherwise it will be very diffiGutify
students paing more for a lowcost/low-quality service. The third is that any loan mechanism has to
be built assuming that some loans will not be repaid, either voluntarily (because loans are turned
into bursaries based on academic success) trbecause not all students will be able to repay their
loans, even if repayment is based on the tax systEimally,the table above isiotional, and does

not includethe management costs associated with each syst€aking this into account,pdion 7
might not be viable astransaction costs might make it more expensive for the society as a whole.
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4.4\What s thefuture of costsharing in the MENX region?

In virtually all countriesn the MENA region, the number of students will continue to increase in the
coming years, even though the rate of growth may decrease in selected countries. Therefore, issues
related to a declining public expenger studentare not likely to be solved in theear future. The

need to find additional resources (and use them more effectively) will be equaisingin North

African and nonGulf MiddleEast countriesln this context, the rapid increase in both the supply of
PHEand the cost of education in plib universities for families (through fees amdng expenses) is

likely to foster the development of loan schemes. In this chapter, a number of experiments currently
being led in the regiohave been reviewedsiven this, thdollowing conclusionsan ke drawn

1

The private supply dfiEwill likely grow faster than the public supply, leading to an increase
in average tuition fees paid by students and their families. Even public universities will likely
try to find additional private resources, either thugh direct contributions from the private
sector or through direct or indirect tuition fees in selected trainings.

Loans targeted towards students from lower income levels are essential to broaden access
to education when either the share of students invate universities is high or when public
universities charge significant fees. While few public universities are officially allowed to
collect fees, this principle does not necessarily hold in all fieidsvelsof study. Students

are typically requird to pay for evening and weekend courses or cover some indirect costs
of education, which may bias the selection of students.

As long as the share &fHEis lower than 1Qpercent student loan mechanisms hold little
appeal for banks, since the number ofteotial customers is too limited. However, once
private universities begin to grow in size and in number (see chd&jtestudent loans are
offered by more banks and may also become available for employees of the public sector
willing to develop new skilldn the public sector, despite the theoretical risk aversion of
individuals, employees might find it acceptable to borrow to further their studies, since they
can benefit from legal clauses guaranteeing them a job in their @ligidministration and

an automatic promotion if theyobtain their degree.

Student loan schemes subsidized by a government can prove costly when the interest rate
charged or the repayment rates are low. However, such a financing scheme is still less costly
than a fully freeHEsystam.

Income contingent loans (ICL) are, theoretically, a good way to attract steideorh
disadvantaged social backgrounggjo might otherwise be deterredrom invesingin their
education. However, the relevance of traditional ICL is notegtfent when a large share of

the economy and of wages is informahdwhen a gate cannotreadily assesghe revenue

of all its citizens. In that context, hybrid loarse¢ Johnsbne and Marcucci, 2010) with
scheduled and incomeontingent repayment obligations, may be more suitable.
Low-costHEsystems are costlin the long run The impoverishment of universities is often

the consequence of diminishing public expenges studentand little effort to attract
private financing. This scenario naturally leads to a decrease in education quality and high
rates of youth unemployment. While raising tuition fees, settimg loan mechanisms,
attracting private sector moneyor fosteling the development of the private sector may
seem unattractive at first glancéor countries withalong tradition of fully public funde#ig

these are alternative policy options that can better serve tHEneeds of young people in
Arab countries.
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Chapter 5: The role of private provision in ensuring financial sustainability,
Increasing access, and improving relevance and quality of Higher Education

As discussed in previous chapters, one way to increassupply ofHEservices without having to
provide additional public finances is to allow the private sector to be active in this particular market
segment. Note that the development ¢fHEis different from privatization oHE which involves
transformingpublic higher education institutions (HEIS) into private bodies.

The ongoing ideological (and economic) debate of whether HE is a public or private good, or both, is

still strongly polarized. On one handpmel NHdzS GKF G 19 (NI Ay ahati2 Y2 NNE
societies as a whole gain from having cultivated, engaged, andtraigled citizens; to ensure

further positive evolutions, the state should therefore cover HE expenses. This argument is often

linked to the necessity of keeping or implementing gradiaaition to ensure a certain sense of

equity in the system; with gradual taxation, high earners, who are likely to have benefited from HE,

pay more taxes and thereby contribute more to the financing of' I€. the other hand, others

argue that HE resultd y o0 SGGSNJ 2204 GAGK o0SGGSNI alFflFNRSa ¢
prospects; people would not study further otherwise. Therefore, the existence of high private

returns justifies privatization of HE. Another recurring argument is that, contrary to @mbmelief,

general public HE favors students who are on average betteand thereby reduces equity within

a given society.Studies over the years have shown that HE has both social and private returns;
depending on the methodology applied, the estimadf the difference between the two varies.

Often, the difference is due to the inherent difficulty in quantifying social returns and to varying
definitions (e.g, taking into account externalities or not; the specific costs included; ®tc.).

In most counties, practice has shown that public and private provisiohlBEan coexist, each with

its own specificity and valuadded. In other words, PHE can complement its public counterpart. Its
existence nonetheless raises a series of questibasare highlighed in this chapter. After a short
explanation of the main concepts of and current situation regarding PHE in MENA, the chapter will
address the extent to which PHE in general, and in the MENA region in particular, can: (i) contribute
to a systemic incre&sin financial sustainability; (ii) increase access; and (iii) help improve the
relevance and quality of HE.

5.1 Private Higher Education: concepts and actors

9RdzOF A2y LRtAOASE IINB || NBFESOlAz2y 2F | az20ASi
development of PHE is also subject to this pefi@king lens. Fiscal constraints have pushed
governments in the MENA region to reconsider and progvessiopen up to the development of a

viable PHE sector, despite traditional preference for public HE. PHE enrollment figures are still low
compared to other regions in the world, such as Latin America or South Asia, but they are growing.

The reforms passeih the last few years, combined with the current excess demand for education,

are likely to trigger a sustained, strong progression towards PHE.

! A contribution to the redistributive impact of education spending and their financing can be found in Allégre
et al(2010.

% Please refer to Bléndat al @002/1) for an interesting account on returns on HE, gégand related matters.

¥ A more detailed overview of rate of returns methodologies can be found in Psacharopoulos and Patrinos
(2004).
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In MENA, the development of PHE has surged only recently, with some notable excéfifuns.
region is charaerized by strong heterogeneity: some countries are just now appealing to the
private sector, while others, such as Lebanon, have a long history of private HEIs. Lebanon is a
particularly interesting case in which religious and cultural factors drove tibation of the first

private HEIs, whicht first replicated the programs and structures of quality public HEsd then
themselves became both the norm and the more popular (in number of institutions as well as in
enrollments)® Another case is that of ost of the oitproducing Gulf countries: the political will to
diversify these economies translated into an appeal to foreign universities to create -pulvite
partnerships (PPPs) to develop tHEmarket. One characteristic common to all private po®rs is
GKFG GKSe& (GSyR G2 0SS Y2NB ¢LRtAGAOITEE AYyRSLISY!
shareholder structure. This governance difference can enhance flexibility and the ability to more
rapidly respond to market needs, but can also causzidn (e.g., between (financial) management
goals and the professional values of academic staff).

After introducing the distinction between feprofit and nonprofit HEIs, this section presents
typologies of private HEIs by type and by degree offer (geed 5.1).

Figure 5.1 Private HEIs

Sourc ! dzi K2NR& O2YLRAtIGA2yZ o6FaSR 2y [ Sge

5.1.1 Distinguishing PHE actors by orientation: 4mofit and non-profit

A major distinction can be drawn between {fprofit and nonprofit private HEIs. The formeraless
numerous than the latter, mostly due to the fear of education becomimgramercialconsumption
product, with a production process exclusively focused on efficiency, shareholder value, and profits.
Therefore, around the world, legislation has bestopted to limit the operation of feprofit HEIs.

The restrictions can have drawbacks, however. Especially in countries whepeofite are not
allowed or are restricted in some way, the literature refers to a whole range of actors who act as
¢ ypipfita Ay Révy F0083@E Byypt, for instance, this debate was particularly strong as
for-profits and nonrprofits were taxed differently; feprofits were taxed on turnove(i.e., annual
sales volume net of discounts and sales taxeisje nonprofits paid no taxes. In general, fprofit
education is frequently criticized for favoring quantity (motivated by revenues) at the expense of
guality. Some econorsisargue that the market will automatically reward serious-foofit HEIs and

* For a broad overview of worldwide trends, region by region, please refer to ChapRrivéte Higher
Education andPrivatization in Trends in Global Higher Education, UNEQO0@.

® To date, there is only one public university in Lebanon, the Lebanese University, which nonetheless hosts
about half of all HE students registered in the courftegall box 3.1 in chapt 3).
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