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Education and Poverty in Peru
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In the late 198035 and early 1990s, Peru experienced enormous economic and political
upheavals. Hyperinflation reached 7.000 percent by 1990, and the country was torn by
civil unrest. Structural reforms and the ending of the Shining Path insurgency brought
stability to the country by 1994, Within three years, inflation was reduced to 7 percent
and GIP growth reached 7 percent in real terms, among the highest in the region sec-
ond only o that of Chile (World Bank 1999a), In 1997, Peru enjoved a gross domestic
product (GDP) per capita of $2,460 (World Bank 1998). Despite impressive growth,
however, disparity in income distribution remains among the highest in the region, In
1997, about 49 percent of the population of 24 million people in Peru lived in poverty
and 15 percent in extreme poverly, with a concentration in the highland and the jungle
{World Bank 1999h).

Viewed against this larger political and economic background, Peru has achieved
rates of participation in education that are particularly impressive. Tn 1997, the educa-
tion system enrolled practically all of the six- to eleven-year-olds, nearly 80 percent of
the twelve- to sixteen-year-olds, and over 30 percent of the seventeen- to twenty-five-
¥ear-olds. This progress was made from a very low base only hall a century ago. Be-
tween 1950 and 1997, enrollment expanded 6.6 times, more than double the threelold
mncrease of the population (Diaz et al. 1995), Total enrollment grew from a mere 14 per-
cent of the population in 1950 to 36 percent in 1997, As a consequence, over the period,
the average education level of the population of age fiftcen and over increased from 1.9
Years (0 8.6 vears, and the illiteracy rate was reduced from 58 percent to 11 percent. Fe-
male illiteracy was reduced from 70 to 18 percent, and rural illiteracy from over 60 to 29
Percent. Other countries, by contrast, have achieved far less: Figure 14.1 shows Peruvian
2ross enrollment ratios in a remarkably favorable light in international comparison.
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These accomplishments in education sre all he more remarkable when laking jato
account Peru’s historically low level of public spending on educariom, which stood 2
only 3 percent of GDP in 1097, When its level of public spending on education as
percentage of GDP is compared with other countries’, as i Frgure 14.2, Peru's posi-
tion changes rum'l;_:e{ﬂ}_r from the enrolimecnt pﬂs:}mn ﬂ'li'ﬂ Figure H\._] []Ul'll'&l.?'i._‘.d_ In
comparison with a group of nonsocialist, lower-middle-mcome countries, FE:ETI.l g |f',‘-_.-'l?.',|
of public cxpenditure on education is lower than what should be expected of countries
with its income level (Figure 14.3).

Furthermore, because pensions of retired teachers and administrators in Peru were
, paid out of the recurrent expenditure on education, actual government expenditures ,

that went o operate the public education system were only about 2.4 percent of GDP
JJ_,-I in 1997 This was far below the Latin American and Caribbean regional average of

about 4.5 percent (which were net of pensions) (UNESCO 1998). The Orzanization
for Economic Cooperation and Development (OBECD} average was around 4.6 percent
f (OECD 1998). Even if the level of public spending on education as a percentage of

' (GGDP had been similar, Peru's need for educational services is much greater because
{ the proportion of 1ts school-aged population is much higher (36 percent) than those in,
for example, France and the United Kingdom (16 percent), Mexico (28 percent),
Colombia (26 pereent), and Chale (23 pereent). |

What can explain the puzzle that Peru has been able to achieve an unusually high
participation rate with such a low level of public spending on educaton? Is 11 because
public resources have been better used and targeted than these in other countries? 1s it
because Peruvian households have invested heavily in education? Has expansion of
basic education come at the expense of qualitative improvement ? This chapter! aims to
answer these questions by examining public and private finance on education and their
impact on guality, internal efficiency, and labor market outcomes. Tt will address these
issucs particularly from the perspective of the poor—of what the outcomes of policy
fur the poor have been and ol how [uture education policies might best serve the task
ol poverty reduction.

This chapler argues that both the government’s ability to contain personnel costs and
limut spending on tertiary education and households” willingness to bear the direct and
mndirect costs of education have contributed 1o the attainment of high enrollment at a rel-
atively low level of public spending on education. However, this achievement has come i
al the expense of quality and opportunitics [or the poor, The very low level of public ;
spending, despite being distributed relatively evenly across consumplion guintifes over- .

all. has resulted in unequal cutcomes because of the need for complementary financial |
mputs from households, which can impose a heavy burden on the poor. Tncreasing pub-
lic expenditures on education and targeting specific assistance to the disadvantaged
groups, particularly to indigenous people, 1s necessary to provide the educational op-
portunities for the poor that are essential o a long-term reduction in poverty. I

Pary [Rank 15)
A

PueLic EXPENDITURES ON EDUCATION {

] | | i | | | | L it
= = = i = i 2 = o = = Covernment allocation constitutes the most important source of funding for education,
accounting for 17 percent of central government spending in 1997, Between 1970 and

1997, public expenditures on education fluctuated widely, peaking in 1972 at 3.7 percent ‘
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Figure 14.2

International Comparison of Public Expenditures on Education as a Percentage of Gross Domestic Product
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ol GDF, falling ro 2.2 percent in 1988 al the lowest point, then gradually recovering to 3
percent in 19972 Even though public expenditures on education were increased steadily
throughout the 1990s, the level in 1997 was sull lower than that of 1972 (see Figure
t4.4), The enormous Nuctuation of public expenditures on education over time reflected
decp-seated instability and unpredictability in resource allocation, which made it diffi-
cult for any strategic planning and undermined program continuity (see Figure 14.5),

The wend of public spending in the 1990s showed recovery from the extremely low
base in the late 1980s. Between 1990 and 1997, wital public expenditures on education
increased by 94 percent, while capital investments grew by 980 percent {see Figure
14.6). By contrast, salaries and compensation increased by 74 percent and pensions by
40 percent. Salanies and compensation accounted for only 37 percent of wtal public
expenditures, while pensions accounted for about 22 percent. This level of personnel
costs is low by international comparison because, in many countries, salaries oflen take
ap over 90 percent of the total education budget. Thus, Peru’s ability to contain per-
sonnel costs is key 1o ils ability to maintain fiscal discipline, although not without
adverse effects on morale and quality of the teaching Torce.

In 1997, about 6 percent of total public expenditures was spent on initial education,
27 percent on primary education, 19 percent on secondary cducation, 2 percent on non-
university tertiary education, 16 percent on university education, and 21 percent on
admimistralion.?

Due 1o relatively slow growth of enrollment in public institutions, expansion of pri-
vite cducation, and increased public spending on education between 1990 and 1997,
per student recurrent public expenditures increased by 70 percent in initial education,



Fiaure 14.4

Public Expenditures on Education as a Percentage
of Gross Domestic Product, 1970-1997 . 0

el

. -
A E ’\\‘N/——_/A‘\‘\
2 g ——
E P —4
fal} &
5 3 2 s0
- 2
3 2 A
T (a8
= 2
= =
: g 20
= ‘E P e
1 - i — — e —
g —
| 10
0 = T T T T T e e ] % H
o 8 o3 @ o® 82 8 3 8 8 8 8 3 8 g —*:‘:a—*__—#——
5 5 8 3 3 & & &8 3§ 8 3 3 8 0 .
5 1990 1993 1‘952 1993 19911 1995 1996 19‘3?
Year , ] Year
G —+4— Salares and Compensation —#&— Pensions
: —&— Capital Expanditures —— Gaads and Services
Picuns 14.6 ' —s— Other Expenditures
Total Recurrent and Capital Expenditures on Education, 1870-1997
iConstant 1997 Soles) i "
5000 ' 87 percent in primary education, 71 percent in secondary education, 79 percent in
5000 ] nonuniversity tertiary education, and 335 percent in university education {sce Figure
14.7}. While the percentage increase was impressive, it started from a very low base,
w4000 . Converted to U.S. dollars* per student public spending (inclusive of pensions) in 1997
B - f = o i ' u " " ]
= was $175 in imtal educanon, $201 i primary education, 5264 in secondary education,
E 3000 b $324 in nonuniversity tertiary education, and $1,255 in university education. The dil-
: T L} a - . v - - - - 3
- | fercnce in the unit costs between higher education and primary education in Peru 1s 81X
2000 = limes. This is relatively lower than that in many countries of Latin America (which may
(R I be a5 high as twenty times). In many countries in the region, higher education unit costs
X‘»K‘_--‘ are often abowve 52,000, The relative restraimt in public spending oo higher education 1s
o D i = S i S e S ki another factor contributing o Peru’s ability to contain public expenditures on education.
© N ¥ W @m o W = @ @w 9 g 3 % ' To assess how equitable public expenditures are distrihl_lted among the rich anld
5 % & 5 % § § g g 3 8 § g . poor, a Lorenz curve’ was constructed to reflect the proportion of tecurrent expendi-

tures on cducation which accrue to each consumption quintile. Because of the lack of
information on unit cost by consumption guintile, it is not possible to estimate the varia-
tion in public spending in schools attended by children from different sociceconomic
hackerounds. The Lorenz curves in Figures 14.8 and 14.9 were constructed under the
assumption that unit costs are uniform for all quimtiles. The Lorenz curve in Figure [4.8

—4— Total Expenditures —a— Recurrent Expendilures
—&— Capital Expanditures




Ficure 14.7
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shows that the distribution of public expenditures on education across consum
qulntllﬁ:« was relatively cquitable,

f.hﬁ.riggrﬂbﬂll.d hj-' level of educmnn. Public speudmg on pre-primary and pl'l
cation was skewed toward the lowest income quintile (29 percent) because o

versal enrollment in primary edocation and because families in the top two gl !

off. In contrast, public spending on higher education was skewed toward the |
income guintile becanse 47 percent of students in higher education were from-
quintile and only 4 percent were from the bottom quintile. :
Given that per student spending varied substantially by department, the assu
of uniform unit costs across all guintiles may not hold. Therefore, four more
lations were run 1o test how equitable the distribution of public a:l;pendlmrﬂs
be under various assumptions (see Figure 14.10). These were compared agaI
original in Figure 14.8, which is labeled Simulation 1 in Figure 14.10: SIIII'II-}H
took pensions away from public expenditures. The curve became less equitable U
Simulation | but did not differ substantially. Simulation 3 varied the unit @S
quintile to examine the impact. While the unit costs of the middie quintile we
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Flaure 14.10
!__u::-_ren: Curves for Incidence with Five Simulations
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unchanged for all levels of education, that of the second quintile was reduced to 13
percent below that of the middle quintile, and that of the first quintile was reduced to
30 percent lower. Similarly, the unit costs of the fourth quintile were raised 15 percent

higher than that of the third quintile, and the top quintile was 30 percent higher. The

Lorenz curve of Simulation 3 was dramatically more unequal. Simulation 4 combined

the principles of Simulations 2 and 3 and repeated the same experiment after taking

out the pensions, Predictably, the distribution was the worst among all simulations,
Simulation 5 tested the hypothesis of how higher unit costs of university :.ducahfi.u
and uniform unit costs for all pre-university education affect the equity of dlSH'lhllllﬂﬂ
The Lorenz curve of Simulation 5 was almost as unequal as those In Simulations 3
and 4. This experiment demonstrated that the relatively low unit costs of unweﬁlt}"

cducation were very important to why the overall Lorenz curve looked equitable m‘
Simulations | and 2. However, il schdol resources were distributed inequitably ﬂﬁfmﬁ
quintiles, no matier how high enrollment ratios were in hasic cducation, the Lorent
curve would look worse, The policy implication is that unless public expenditures are
imereased and targeted to the poor 1o ensure quality, the system would be unegual even

if enrollment in primary education were universal.

HousenoLp ExXPENDITURES oN EDUCATION

Peruvian households contribute relatively more to education than their counterparts in
many countries, so that total expenditures on education in Peru (public and huuhﬂhﬂiﬂ
are mote in line with the international comparators, Our analysis of Instituto Cuanto’s

IN PERU 387

Fieure 14.11
Lorenz Curve for Incidence of Private Expenditures, All Levels =
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1997 houschold survey data for this study found that household expenditures on educa-
tion were about 2 percent of GDP, higher than the 1.3 percent of GDP spent by house-
holds in the much richer OECD countries. This was also higher than that of other Latin
American upper-middle-income countries such as Argenting (0.75 percent) but lower
than Chile (2.5 percent) (OECD 1998).

However, the key gquestion is not whether households in Peru spend too much or
too little in international comparnison but what the high level of spending by house-
holds implies for educational policy in Peru. Are certain groups of Peruvians deprived
ol educational benefits because they are oo poor to afford the necessary expenditures?
What variables determine the variation in expenditures across households?

The Lorenz curve for total private expenditures (including spending on both private
4nd public schools) shows the Towest quintile accounting for only about 4 percent of
the cxpenditures and the upper quintile as much as 57 percent (see Figure 14.11). When
unly examining household expenditures on public schools, the Lorenz curve improves
shightly (see Figure 14.12). Peruvian households spent approximately 41 percent for
the education of children who were enrolled in public schools 1o complement the pub-
lie spending on education. These household expenditures included registration fees and
coniributions o parenls” associations, uniforms, school lunches, and transportation,
Figure 14.13 shows the Lorenz curve of household expenditures on public primary
schools; the situation was only worse in regard to secondary schooling,

The level of household expenditures on education varied tremendously by income
level—the total amount spent on education by the richest quintile in Peru was thirteen
limes the total amount spent on education by the poorest quintile. Even this figure is
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Ficure 14.12 ‘
Lorens Curve for Incidence of Private Expenditures, Only Public Schools
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likely 1o be underestimated because the household survey questionnaire which provided
the data for analysis did not include spending on extra mitoring and other school activi-
ties such as field wips.

Because recurrent public expenditures cover mostly salaries. household contribu-
tions in registration fees and to the parents’ associations are often used by schools for
repair and maintenance, cducational materials and supplies, and water and EIECh‘iEi.F].{*-
The disparity in the ability of parents to pay, therefore, has contributed to the disparity
in school resources. Our analysis of the Ministry of Education’s 1994 survey of some:
400 rural and urban public schools in Lima and Cusco found that the annwal parents’
contribution to very large urban schools (with an average of over 160U students)
amounted to 11,735 soles, in contrast to only 279 soles of contribution to small rural
schools (with an average of 96 students). Therefore, when taking inlo account houses
hold expenditures, the difference in total expenditures on the education of students:
from poor and rich households is striking. The very inadequacy in the level of P“hllc‘
support makes basic education fall far short of becoming a socially equalizing force.

Nevertheless, Peruvians value education highly and would go to great lengths 10
make sure that their children have an education, Analysis of the behavioral aspect ¢£
household education expenditures (Engel curves) found that the income f,‘ia-;tiﬂii.!r’-'?f:
demand was a low 27 percent. This means that education expenditures are considered
to be a necessity by Peruvian households and that there is a strong underlying demand
for education, by hoth rich and poor. The income elasticities were lower for the MO
disadvantaged groups—12 percent for the poorest quintile, 14 percent for rural popi=
Tations, and 10 percent for indigenous people.

e —

Ficure 14.13

PoveERTY IN PERU
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Lorenz Curve for Incidence of Private Expenditures, Only Primary Schools
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The finding resonated with that of Radriguez and Alber (1997) for a sample of
Peruvian children six to sixteen years old. They found that even if there was a posi-
tive relationship between income of the family and the probability of school atten-
dance, the estimated marginal effects were small, Moreover, the magnitude of the
negative effect of family income over participating in the labor force was also small.
T!Lul 18 why enrollments did not decline, and child labor did not increase, during the
lime of economic crisis.

From the point of view of educational policy, however, the sovernment cannot rely
on general increases i income Lo bring about greater expenditures on education. For
every doubling of household income, the budget share spent on education would go
up by only a quarter on average. For the poor, rural people, and indigenous people,
their budget share in education would go up by only 10 pereent or so, Given that levels
of houschold expenditures on education vary vastly by income level, there is a et
!h:r:d for specific policy instruments to address the inability of poorer households to
incur additional expenditures,

INTERNAL EFFICIENCY, QUALITY, AND LABOR MARKET OUTCOMES

The mnadequacy of public spending on education, coupled with the inability of the
poor o incur additional costs, translates into uneven access, large variabilily in learn-
ing outeomes, disparity in school completion rates, and unequal labor market out-
comes. Although enrollment among the six to eleven age group (which corresponds
lo the age for primary education) has been universal irrespective of socipeconomic
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status, gender, and urban or rural location. it has not been evenly distributed in other
age groups which correspond to early childhood, secondary. and tertiary education, Tn

1997, in the rural areas only I5 percent of the relevant age cohart enrolled in initjal
education, 49 percent in secondary education, and 8 percent in tertiary education, in

contrast 1o the urban areas” 16 percent in initial education, 78 percent in secondary

education, and 30 percent in tertiary education. The gender and rural/urban differ-
ences in net enrollment ratios were striking at the tertiary level even within the same.
quintile. For example, in the rural areas, only 2 percent of girls and 6 percent of bﬂj,_ig:_
of the first gquintile enrolled, but in the urban areas, 16 percent of girls and 11 pﬂmuﬁt_
of boys of the same quintle were 1in schoaol.

Rural children tend to enter late into the school system because they often have Lo
walk to school and only older children can endure the journey. Due to the need 1o hn]p
their familics and duc to vulnerability 1o climatic fuctors, absenteeism and repetition.
are also high among rural students (Montero et al. 1998). The analysis by Saavedra
and Felices (1997) of the 1994 Cuanto household survey confirmed the mtﬂﬁaqshiﬁ:
among repetition, income, and rural location—the percentage of repeaters went from
17 in Lima, to 24 in other urban areas, and rose further w 33 in rural arcas. Repetition
15 #lso much higher in public schools than in private schools. The study also revealed
the relationship between income and dropout status (delined as the proporion of in-
dividuals in a cohort who have not finished an educational level and are not entolled
in any educational institution). For individuals aged seventeen to lwenty-four, the
dropout rates were 13 percent in metropelitan Lima, 20 percent in other urban areas,
and 34 percent 1n rural areas.

Analyzing school survival rates using a 1997 household survey, we found that al-
though children from rich and poor families started out the same in the first year of
schooling, they rapidly diverged after the fourth grade (see Figure 14.14). Although
inequality is not uncommon in developing countries, some countries have done a better
job than others, Figure 14,15 provides a contrast with Jamaica (World Bank 1999¢).
Although the two methods used are dilferent, they both indicate the extent to which the
system retains students, In Jamaica, which has a GDFP per capita of 31,690, the majf}r_—
ity ol students in the poorest quintile remain in school up to the ninth grade, in contrast
to the rapid dropoff of poor students in Peru loward the end of primary educaton. Fnl-
though the small size of Jamaica helps, it should be noted that the commitment of pub-
lic resources to education is also much higher, reaching 7.6 percent of GDP in 1998.

Uneven school quality has compounded the disadvantages associated with student
background and contributed to low internal efficiency and poor achievement, :‘!'!-J"HJ}_’-'
sis of the 1996 fourth-grade mathematics assessment test by Goldschmidt for thus
study found significant differences in the average 1996 fourth-grade mathematics outs
comes among gender. school types, language groups, and regions (see Table 14.1). To
the extent thut the coefficient of variability is large on the couniry average, and 111.L?Eh
larger among certain subgroups, the disparity in stadents’ mastery of cognitive skills
is 2 key issue in education, h

The between-school variance in achievement (that is, variance accounted for by dif-
lerences in characteristics among schools, as opposed 1o differences among students)
is an important indicator of ineguality in learning outcomes: over 30 percent is BOF
mally considered 1o be serious. In studies done on achievement in primary education i

SR PERG W

Ficure 14.14
_S:}h::rt:il Survival Rates by Poorest and Richest Consumplion Quintiles, 1997
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4 number of countries, the least between-school variance in primary education was
lound in the Nordic countries (ranging from 3 to 9 percent in reading), while that'in the
developing world was found in Thailand (31 percent in third-grade mathematics) and
Colombia (29 percent in third-grade Spanish), In Peru, about 34 percent of the variance
i fourth-grade mathematics outcomes was between schools,

The indigenous people are the most disadvantaged group (see Table 14,15 Analysis
of the determinants of the fourth-grade achievement found that Quechua-speaking stu-
dents who were attending schools with a predominantly Quechua student population,
us well as Quechua-speaking teachers and principals, were associated with lower
achievement® IT indigenous Quechua-speaking students arc wlrcudy behind in fourth
grade, their prospects of advancing through the education pyramid are dim; in turn,
his poor outlook negatively affects their opportunity to break out of a cycle of poverly
afler they grow up.

The labor market consequence of poor quality and low internal efficiency will be-
come even graver in the twenty-lirst century, The 1990s already showed rapidly in-
creasing wage differentials among workers with various education levels, after Peru
Opencd its economy to international trade and competition. This trend parallels the
development in many Latin American economies such as Colombia (Cardenas and
Gutérrez 1997), Costa Rica (Gindling and Robbins 1994), Chile (Robbing 1996), and
Argentina (Pessino 19953, where returns to education also increased after stroctural
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Index of Fourth-Grade Mathematics Outcomes, 1996 g
index of Mathamatics Qutcomes Coefficient of Vanabil {
Countrywide average 1K) 047 .
Wlale 1.04 (.46
Femaic 0496 (.48
Public mural* (183 (.54 J
Public urban 0.97 (.46 ",
Private LAT .34
Spanish speakers 1.0H 0.46
Cuechua speakers 0.73 .54
Aymara speakers 099 .44
Coast |14 (.43
Mowntan 100 0.47
Jungle (.83 .50

= The sample of rural schools excluded single-leacher schools, which aceounted for about 29 percent of all
in the country. The variability of achievement, therefore, is likely (0 be nimch greater than what s ﬁhl:rﬁl'l_hﬂ
Mote: The coefficient of variability s computed by dividing the value of the standard d-n‘.'.ilali-::-_n by the cormes i
ing mean of the group. Whils it s a very standard measure, U covfficients ol variahility in this table do wol REvSE
direct relationship with the index, except in the case of the countrywide average,

mfmmﬁhhialah shi Hat ,-%Eg:diﬁﬁﬂnﬁﬁis in urban areas ht:lwe_m wiorkers
who had no education ; e who had primary education dac]med'drg_z;ucally from
50 to 33 m_libél;m.m; 1985 and 1996, signaling that the skills_u!’ primary school
sraduates are less and ltsﬁ in demand. Given the unsatislactory quality of primary edu-
cation, it is nOt surprising that the earnings differentials between people with 4 primary
education and people with no education have narrowed.

On the other hand, the premia of secondary education, nonuniversity tertiary edu-
cation, and university education, after having declined between the mid-1980s and
the carly [990s, rapidly bounced back between 1991 and 1996 when the economy
stahilized and economic growth resumed (Table 14.2). The magnitude of decline in
the 1980x differed among workers ol varied education levels—il was less steep for
pniversity-cducaled workers than others. When the premia bounced back, the increase
was also steepest for university graduates, In 1996, the university premium was as
high as 70 percent. This signals both the poor quatity of secondary education and the
increasing demand for a higher level of skills in an open economy that faces growing
international competition and technological change.

It should be noted that the university premium for women increased much more
than that for men, although women’s level of earnings was lower than men’s (Table
[4.2). Given the very low enrollment ratio of women in higher education in the rural
ared, and among the lower quintiles, the beneficiaries of the rising university premium

TABLE 14.2
Urban Peru: Educational Premia, 1985, 1991, and 1995
Education Premia Change in Percentage Points
1385 19891 1996 1985-1991 19911996
B # # & # S
Earnings differentaly
Primary versus no education 2l 4 33 ~10 -7
Secondary versus primary 43 7 E7 =38 10
Nonuniversily (eriary
versys secordary 43 13 25 -30 12
University versus sccondary 50 47 il -12 23
Malz
Frimary versus no education 3 b 7 al 57
Secondary versus primary 3 G 15 =30 12
Monuniversity lertiary
versus secondary ar 15 & -22 15
University verses secondary i oB 71 - 13
Female
Primary versus no education 47 25 %! -2 Il
Secondary versus primary e 3 13 -a2
Nonuniversity terliary
versus secondary 54 2 23 42 11
University varsus secondary 349 25 T -14 43




are women from upper quintiles. However, the increasing education preminm will
provide strong incentives for urban women in the middle quintiles to seek further
education. This is also likely to sel into motion a virtuous cyele of higher levels of

private investment in education, mostly by women supporting themselves., Rural
women, however, are nol likely to have access to such opportunities without specific

covernment inlervenlions.
Investment in basic education, both in terms of qualitative improvement and quan-

titative expansion of secondary education, will have a positive effect on poverty alle-

viation, although retums to this level are probably lower because the inital general
human capital 15 low. To ensure gender equity, the government needs to ]'.nmacti'-u.r.g]}r

institute policies o support women, particularly those in rural areas, to enable those

with zood academic standing to access higher education.

Povicy IMPLICATIONS

Peru's achievement in atlaining universal primary cducation in spite of its geographi-
cal and ethnic diversity and its recent history of macroeconomic imstabilily and civil
unrest is undoubtedly remarkable. Its fiscal policy in the 1990s of containing costs
while steadily increasing public expenditures on education within overall budget con-
straints is prudent. But there have been costs. The ahility of households to incor

schooling expenditutes varies across income groups, and constrained public finance
entails grave implications regarding the mequity of educational opportunity in Peru.
If schooling is to be used s an instrument for poverty alleviation, the mstrument

clearly needs to be more effective in addressing the basic educational deficits Taced by
the poor, particularly indigenous students.

Analysis of the determinants of achievement provides a preliminary road map that

could be further refined to guide policy. The analysis both identified the key issues and
found a message of hope. After controlling for a number of explanatory vanables, some
departments were doing a better job than others, Aymara students performed as well as
Spanish-speaking students. Quechoa students could have achieved as much us others
if they were not studying in predominantly Quechua schools, thereby indicating thﬂ
rmuzr:iia] for policy to reduce the disparity. Teachers who graduated from uxﬂn'm‘si’.ues
and from teacher training institutes, teachers who have had longer years of service. ElPl.ﬂ.
teachers who have had more in-service training courses were positively associated wgtil%
higher student achievement. The nonavailability of textbooks wus associated '~=-_f1ﬂi'
lower achievemenl, Parental expectations helped shape outcomes. Even within the lim-
itations of this first assessment effort, the findings are sufficiently important o wrant
atlention for the policy possibilities 1o cqualize educational outcomes and improve
quality more generally, . -
Because many indigenous teachers and principals were disadvantaged in their own
preparation, in-service and pre-service fraining can provide special support through
compensatory education in subject areas and pedagogical programs 10 stirengthen teach=
ing in bilingual, multicultural, and multigrade settings. Provision of bilingual PmE'rm."-'S
and bilingual textbooks to students could ease the ransition from the mother Lﬂﬂgu‘?tl':
Spanish. Tmprovement of lacilites and resources (weatbooks, library, etc.) of schod

——

ﬂ[t&ﬂdﬂd hj." ihe djﬁﬂdmmged aroups, pﬂﬂiﬁﬂ!ﬂdﬁr jl]digﬂlll:"-'lﬁ atudents aned teachers.,
could provide the necessary infrastracrure for teaching and learning L take place.

To finance these interventions, public resources have to be both increased und tar-
geted to the disadvantaged groups, most notably indigenous teachers and stdents. By
increasing public expenditure levels to only the Latin American average of 4.3 percent
of GDP, Peru has the opportunity to enhanee markedly the intellectual ability and
competitiveness of its disadvantaged citizens and alleviate poverty within a generation.
No policy challenge 15 more signiltcant,

MNoTes

=i

This chapter 15 condensed and revised from a World Bank sector stiudy on education in Peng
(World Bank 1999). The views and opintois in the chapler do not necessarily reflect the
position of either the World Bank or the Peruvian government,

The primary source of public expenditures on education comes from the Peruvian Mimisiry

of Fimanee and Economy. The review of public expenditures for this study was carried out

by Silva and Miranda and was built on an earlier study by Saavedra and Pelices (1997),

3, Administration includes all the principals, school admimstrators, and inspectors; disaggerne-
gated information is not available by level. Separate accounting of administrative expenses
makes spendiog by each level low and administration rather high.

4. In 1997 the cxchange rate wis 2,55 soles to 51,

5. The Lorenz curve is an casy diagram to read—the heavy straight black line joining the two
corners a5 shown m Figures 148, 149, and 14,1015 the ling of “perfect equality™ or the line
that would obtam if cach consumption quintile received an equal amount of cducational
expenditurc—for nstance, if 20 percent of expenditures scerued to the poorest quintile just
as b the richest quintsle, The Lorenz eurves shown in these figures represent the disiribution
ol expenditures by guintile. The closer the curves are w the diagonal, the more equitable 15
the distribution of expenditures.

b. However, Quechua students who were not attending predominantly Quechua schools per-

formed as well as Spanish-speaking students. The dillercnce in the performance of Aymara

students compared to Spanish-speaking siudents was not statistically significant. Data are
not avarlable te exploin the reasons for the differences between the Quechoa and the Aymara.

It has been hvpothesized that Aymara students are exposed more 10 a Spanish-speaking

crvironment because of the Aymara’s commercial activicies. Further research on this topic

15 nesded.

=
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Commentary

Richard Murnane, Harvard Graduate School of Education

I enjoved reading this interesting and thought-provoking chapter. [ take the basic theme
o be that aggregate trends on school enrollment rates in Peru are deceptive. While
school enrollment rates in Peru are remarkably high, a closer look at the numbers
shows thal family incomes play a large role in determining educational opportunities,
Al the primary school level, almost all children are in school, But children from poor
families and from lamilies living in rural areas start school late and do not progress
well, They are underrepresented in secondary education and even more underrepre-
sented n postsecondary education. Kin Bing Wu and her co-authors argue that this
pattern is partly due to the level of public expenditures on education—which is low as
a percentage of gross domestic product, It is also partly due to the allocation of gov-
ernment educational expenditures—public expenditures per student on university stu-
dents are six times those the level of public expenditures on primary schoal students.
The basic policy message from the chapter is that the government must find a way to
increase public expenditures on primary school education.

1 lind the basic argument of the chapter convincing. Most of my comments concern
passible strategies for implementing the basic recommendations.

T am not sure that it makes sense to argue that the government financing of pensions
for retired teachers is simply a drain on the government education budget. My point
is nol to defend the public pensions. | do not know how important they are in attracting
talent to the teaching profession and in retaining talent in teaching. This depends on
the structure of the pensions, a topic that the chapter does not cover. However, assume
that the pensions are valued by perspective teachers and do act as substitutes for cur-
rent salaries in attracting talent to teaching. Under this assumption. the pension costs
should be seen as part of the cost of delivering educational services, just as teachers’
salaries are. This would be more clearcut if Peru fully funded the pension system—
that is, put into a trust fund cach year sufficient money 1o cover the future pension
costs of today’s current teachers, In fact, if the teaching force is growing in size, fully
funding pensions would mean more resources devoted to pensions out of the current
cducation budget than is the case under the current funding system,

A basic question that comes out of the chapter’s conelusion is: Where should the
money come from 1o increase public funding of primary and secondary education?
Without knowing the structure of the tax svstem, it is not clear that increasing taxes
would benefit the poor. 1t might be that they would pay a disproportionate share of in-
Creased taxes. Without knowing a lot about the allocation of public spending, it is not
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ﬂ_bviuus 'Ehi.'lT. cutiing public spending in other areas to devole more spending to educa-
tion unequivocally benefits the poor. It may, but it is not obvious. Given the history of

mflation in Peru, deficit funding of government expenditures on education does not
seem like a good idea. So it may be necessary to think about ways to reallocate goy-

ernment cducational expenditures to increase resources devoted to primary ¢ducation,

One possible strategy for reallocating educational expendinures is to reduce the subsidy
to postsecondary education. The logic underlying this is twofold. First, the information

on relative carnings by education level suggests that the private economic payoft ta
postsecondary education is high. Tn other words, it is a good private investment for sty-
dents to invest in a umiversily education. Consequently, it is worthwhile to think abour

shifting more of the burden of paying for university education to students. Second, the

refatively affluent are much more likely 1o be students at the university than are young

people from poor families. so not only does cost recovery make sense on efficieney

grounds, it also has attractive equity properties. If this strategy were followed, it is

important that students be able to borrow to pay for university education. Thus some

attention to capilal markets makes sense.
Assumne that cost recovery at the university level or an increase in government

funding of education does free up public resources to increase funding for primary

school education. How should the money be spent? There are two related issues here.
The first is how to target the money to low-income famibies. The second 15 what to

spend the money on, A possible answer to the first question is o allocate a large share

of the money to schools in neighborhoods in which concentrations of poor families
live. This is a strategy that the World Bank recommended for Yietnam,

The low-incorme elasticitics indicate that it is not efficient to give income subsidies

to low-income families or poor communities and expeet them Lo spend it on eduga-
tion. What should be done with it7 That is, of course, another study, one that ::un:::‘:i::{g
the determinants of a high-quality primary school education. Kin Bing Wu's chapter
suggests that, as a start, building schools that are closer to the homes of poor families

may be important because young children are more likely Lo attend school if it is close

to their homes,

A critical, but difficult question concerns how to spend the money to improve the.

internal efficiency of education—that is. 1o promote the timely acquisition of skills:

Donald Winkler's chapter shows how difficult this question is to answer. It is possible

that spreading the money too thinly would be a mistake. Tt is worthwhile thinking about

an evaluation strategy to learn whether particular investment strategies are effective i
improving the internal efficiency of the education system—that is, in increasing the:

timely completion rate of low-income students.

Let me sugeest one simple guestion o keep in mind in designing strategies 1o 1m-

prove the education provided to children from low-income families: Does the inter=

vention result in changes in children's day-to-day experiences? If the answer 15 N0:
then it is highly unlikely that the intervention will result in improved achievement.

This may seem obvious, but the point is often neglected. For example, class $iZ&
reductions, which are expensive, often do not result in improved student achievement

because teachers teach in the same lecture style with a class of twenty-five that they .

did with a c¢lass of forty-five, From the perspective of the child’s daily experience in
school, the class size reduction made no difference.

A final question that is warth thinking about is whether the government should en-
courage relatively affluent famifics to use their own private resources to send their chil-
dren (o private primary schools, The chapter points oul that many _n:lta[wuly thﬂ.ucnl
families do this currently. The advantage of encournging affluent [:.fnulu.:ri‘t.n use private
primary schools is that it removes the burden from government o fund primary schools
for these children. A possible disadvantage is that these familics may be the most able
to articulare a demand for high-guality education. Moreover, their presence in schools
miay have positive ¢ffects on the education of other, less-privileged children,

In summary, this chapter is thoughtful and interesting. It wdentifies a entical prob-
lem. Inevitably, it leads 1o tough questions about how to deal with this problem.






