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Background
Education is considered one of the most prioritized sectors in Armenia and secondary educations plays a major role and instrument for public sector as Constitution stipulates every citizen to have free access to secondary education. Secondary education comprises main part of public expenditures in education. 
Secondary education reforms go back to 1998 when government decided to run a complex program of decentralization. As a result of this prime program a complex and comprehensive measures have been designed and implemented in functional, territorial, policymaking, financing and other dimensions. The existence of such complex measures makes it hard to consolidate and evaluate an overall impact and success of the program and its reflection in the budget one can notice is almost neutral. 
On June 26, 2001 the Parliament of Armenia passed law on Approving 2001-2005 program for Education Development of the RA. The program includes overview of the overall educational sector, the tasks, and the measures with timetable to be implemented. 
Narrowing to program level following main programs aimed for secondary education are:
· Rationalization of the system;
· Decentralization of the management functions;

· Modernization of textbooks;

· Capital repairs and improvement of the secondary schools.
Each of these programs consists of subprograms and it is expected to finish them at the end of 2005 for which the following phases where outlined: 
Phase 1. 2001 – Bringing education system to a sustainable condition allowing for further developments. This phase can be also called crisis overcoming stage;

Phase 2. 2002 - 2003 – Having sustainable evolutionary development for education system;

Phase 3. 2004 - 2005 – Transition towards progressive development insuring thorough advancement.
Regardless labeling and separating the overall program to the phases it is worth mentioning that the program seems to be feasible though the system of evaluation of expected results and real impact doesn’t exist as is written in the draft budget 2003. The conclusion is that programs are outlined based on theoretical assumptions and proposed activities and the impact calculations may be difficult to asses. Moreover the main measures to be undertaken mainly represent changes in the structural, functional, legislative aspects of the system plus development of new criteria for education thus requiring small amounts of funding. As a result it is hard to draw links between state budgets and the broad activities designed by these programs. It also brings to a situation when the process of the implementation will be hard to manage and can be seen only after the final report of program implementation is received. This can bring to the lack of the integrity during implementation when different measures will be undertaken in separate from each other even if they contradict each other.
Draft Budget 2003
Rationalization of the system

1. The share of the overall public expenditures on education system to GDP is shown below:
	
	1997
	1998
	1999
	2000
	2001
	2002
(Est.)
	2003

(Plan)

	Public Expenditure on education / GDP (%)
	2.2
	2.3
	2.5
	2.8
	2.5
	2.2
	2.2

	3 Year Moving Average
	
	
	2.33
	2.53
	2.6
	2.5
	2.3


* Source: Ministry of Finance & Economy
The 2003 budget outlines a smooth policy to reach 3 percent of GDP financing for the education system till the 2005
. The public expenditures on education GDP ratio is one of the main policy target and analysis tool for bringing in harmony the economic development of the country and public money spent for education. The comparison with OECD countries shows the overall shortcoming of Armenian expenditures towards education as the last for OECD average is about 5.3 percent. 
For the years 2001 and 2002 estimate the decrease of the GDP ratio is explained by the unexpected growth of GDP compared with the estimates. As it is shown in the above table if the planned smooth increase towards 5 percent is volatile and can be viewed even in opposite direction if we take 3 year moving average for smooth figures. Hence the unexpected economic growth of GDP is not being reflected in education expenditures for the current year if the plans stay the same. For that reason to make policy correction for the year 2003 it will be needed to put 2.8 percent of estimated GDP for 2003 to reach 2.5 percent in terms of 3 year moving average. 
2. Next criterion for policy is the ratio of education expenditures to general expenditures.
	
	2000
	2001
	2002
	2003

	Expenditure on education / Public Expenditures (%)
	14.6
	11.9
	11.3
	12.0


This figure is relatively closer to that of OECD average of 12.9 percent. The difference is the fact that in Armenia state budget expenditures comprise relatively small share of GDP. Also it can be seen from the table that there is an increase of 6 percent in the share of expenditures in education showing higher priority is given for education compared with last year. 
3. For the secondary schools there are two aspects of the program showing the efficiency in the system: (a) number of teachers; (b) salary of the teachers. These two factors are main indicators and reasons for the need for rationalization of the system and the shortcomings of the spent money’s efficiency. 
(a) number of teachers

	
	Pupil/Teacher ratios
	Pupil/Non-Teacher ratios

	Current
	10.9
	18.2

	2003
	11.7
	21.3

	2004
	15.2
	24

	2005
	15.9
	24


It is obvious that the rationalization of the number of teachers/pupils is planned to reach that of OECD average within 3 years. It will be coincided by the rationalization of the teaching loads of the teachers which also currently far behind optimal values. 
Current situation comes from the distribution of the Armenian population and setting such targets will bring to have “an army” of unemployed teachers of about 2900 if the number of pupils doesn’t increase. Though the positive outcome of optimizing public expenditure efficiency by rationalizing the system there is an affiliated impact on unemployment as a result of this program. 

(b) Salary of the teachers

Two approaches are applicable for assessing teachers’ salary: (i) compared with public sector employees’ average salary and (ii) compared with per capita GDP.
Armenian drams

	
	2000
	2001
	2002

	Average Salary
	12615
	15138
	18592


There is a policy for the 20 percent annual increase of teachers’ salary for last several years. That makes teachers’ salary comparable to those working in public sector. However actual monthly salary per teacher is mostly below that of public servants’ if we take into consideration the current teaching loads. Also the budget explanatory notes
 explain that the increase will be possible partly as a result of rationalization program. Thus the increase of salary will be in cost of non-efficient teachers quitting from the education system. Also targeted 3 percent of inflation is not taken into account. Hence the 20 percent increase will be in nominal and not real terms. 
The average salary of teacher is 0.39 percent of per capita GDP in Armenia. The draft budget 2003 clearly defines to reach 1 percent of per capita GDP for average salary till the 2005 which is fairly closer to OECD average. That will mean to almost increase salaries by 60 percent for the years 2004 and 2005 or will require 43 percent per year increase in budget if we take into account rationalization program. These calculations assume current level of GDP while latter will add to the rates shown above. Hence the growth of salary for 2003 is not proportional with those supposed for 2004 and 2005. Moreover part of the burden in 2003 is sharing the rationalization program while the last is remarkably planned for 2004. 
Poverty and gender aspects
Per capita GDP in Armenia is less than 2 US dollars per day which grades Armenia as poor country. Even to reach the OECD average of 1 percent of per capita GDP for teachers salary will mean for Armenia to sustain an education sector as one of the poorest. It is notable to emphasize the following from the draft budget 2003:
“Raising the effective use of human capital will foster not just only to the economic growth but will alleviate unequal income distribution as for our main target: lessening the levels of poverty” (Page 43)
“It is worth mentioning that notable share of poor people are those who work” (page 44)

Thus the main strategy for the years 2003-2005 is stated bringing social justice and lessening polarity in income distribution. For that purposes education and health sectors’ expenditures are planned to grow more progressively than the average budget growth is. However comparing the salary level of teachers it is notable that teachers will not pass the line of poverty till 2007 at the rates of current salary growth levels and are twice below of that called poor by international standards. 
85 percent of teachers comprise women. Thus the abovementioned has negative impact on women from the gender point of view while rough calculation shows that only 41 percent of total budget expenditures on fully male dominated expenditures on military, police, and capital construction. Moreover it is possible to claim that these sectors enjoy really very high level of salary. 
Conclusion: From the poverty and gender aspects it is clear that people working in secondary education sector are more vulnerable. Though the financial increase for this sector is remarkably progressive the growth rates show that it will take more than 5 years to pass the line of poverty and to close to gender equality for this sector.
Expenditures on education as a share of GDP is low compared with OECD countries though it is close to that countries in terms of share in overall budget expenditures. And the level of salaries targeted to reach 1 percent of GDP shows the same level of criteria existing in OECD countries. However in terms of current and planned levels of GDP and state budget is far from those of OECD countries making these criteria for education sector as vulnerable group. The number of teachers and the nature of poverty in Armenia can make the level of teachers’ salaries an important tool to alleviate poverty. While it seems that poverty strategy and poverty reduction priorities are not taken into consideration for the education sector and the financing of the sectors mainly designed based on the “memories” of last years’ budgets.
Also, as the education is mentioned as one of the most prioritized and the reason behind scant financing is lack of budget resources there is a need to fix this commitment in the budget for the possible savings in the budget to be directed for this sector only.

Decentralization of the management functions
It is believed that per pupil financing will aim in bringing about efficient management based on democratic norms; will raise oversight functions of parents; will raise competition among schools, will bring to rational use of resources, etc. 
2003 draft budget includes following changes for per pupil financing:

	
	2003
	2002
	Difference

	Minimum amount of maintenance cost for instituation (C)
	3400
	2600
	800 (+ 30.8 %)

	Annual amount per pupil (A)
	27128
	24348
	2780 (+ 11.4 %)


It is worth mentioning to look at the management improvement needs for this sector and the decentralization of management as important part of it. There is an additional type of decentralization is planned for 2003 in a form of changing the status of schools from budget institutions to non-commercial state institution. As a result government is going to procure services of secondary education rather than financing line by line. This is made under the reform of state sector organizational reform and not shown and targeted in the educational program. This makes complicated and agreement based relations between government and schools, and these relations are not clearly stated in the draft budget. The only possible assumption is that the budget of each institution is planned based on the former methodology of line by line budgeting. 
2.8 times increase of administrative staff salary is noticeable. Such big increase is required to reach balance between teachers’ and administrative staff’s salaries. It shows the shortcomings of the absence of overall management program for the secondary education sector as the increase of salaries of teachers for the 2002 was not paralleled with the increase of that of administrative staff bringing about disharmony in the system. 

Another component of the program is encouraging extrabudgetary operations of the schools as an additional source for them. 
Conclusion: Though per pupil based financing seems to be a method for changing the management structure of schools it acts as a target for this program. Even more, attention is mostly paid on rational planning and effective use of resources without highlighting the impact of the program on quality of education. There is no integrity in the overall reform and each program actually represents sub-activity without clear links to each other. The new status of the schools which aren’t financing on per pupil basis can bring to the situation when the decentralization in the form of unjust or different ways of financing under the same conditions of the schools can bring to incur arrears for them. And the later change of these schools to per pupil based financing will transfer this newly raised problem to the new management. Also it is worth mentioning that the assumed improvement for per pupil based financing schools is artificial because the other schools can just be financed less than was planned. That means if for the year 2003 the lump sum amounts for the schools will not fully and smoothly financed the program targets and success will not be met delaying the possible effects for the years. 
Also the reliance of some schools on extrabudgetary amounts will have an impact of having secondary education of different quality. This may deepen the unjust education having schools with high extrabudgetary amounts collected from reach and those without any extra amounts for poor people.
Modernization of textbooks
The establishment of sinking fund for renting textbooks and making that turnover to help to solve the rational use of resources and to give possibility to update textbooks is the logic of this program. The collection of payments and oversight is being implemented via an established NGO. The government pays only for the first class textbooks and for poor pupils primary education textbooks.
Capital repairs and improvement of the secondary schools
The program of improvements of secondary schools was adopted in 2002 and was not included in the prime program for 2001-2005. The fact that only 17.4 percent of the schools are in normal conditions is alarming and makes this program of higher importance. 

The program aims to solve the issue in the near future by means of different sources – state budget, donors, Armenian Social Investment Fund, external loans, etc.

The responsible bodies for the design and implementation of the program are Ministry of Territorial and Infrastructure Activities Coordination, Ministry of Education and Science, Ministry of Construction and Yerevan Municipality.
The program is divided into two phases: (i) first priority measures – 9.57 billion AMD, (ii) Completion of capital repairs and improvements – 48.79 billion AMD, totaling to 58.36 billion Armenian drams or 1.9 times more the amount drafted for education in the 2003 state budget. 1.53 billion drams is in the 2003 budget draft for this purposes comprising 2.62 percent of total program amount. 
Conclusion: As it was mentioned for other programs - it is unclear why issues having such utmost importance are raised in such unexpected way. The program amount is big enough and is a result of inadequate financing of the sector for the previous years. Hence the inclusion of the amounts in the calculation of the sector financing compared with the GDP or in other way may mislead the targets. Also the policy of decentralization of the schools and state centralized financing may interfere to the logic of the programs. It has to be clear for the future that who is responsible for what otherwise repetition of functions and centralized approach hamper the efficiency in the management of the schools. 
Other points
· The nonexistence of the evaluation system of the sector - which is given a specific place in the 2003 draft budget – can be placed in the list of utmost priority issues if we take into consideration the fast pace of the reforms in the sector. It seems from the programs that they mostly look like activities where the emphasize is given on the theoretical changes itself without highlighting the outcomes. So there is a need to have evaluation strategy or program assessing the effects of program implementation;
· The management changes need to have more attention instead of just leaving and hoping on market rules while the latter is new and didn’t exist in the culture of education management. As an example it can be noted that corruption levels in the sector are evaluated to be high
.
· The effects of poverty on the level of education and the effect of less education on poverty are worth of attention. Analyses
 show that poverty raises apathy in teachers to give education to pupils while they begin paid tutoring activities with separate groups or pupils. Also students mention that they believe that secondary education is not fully giving needed level of education for continuing education in the higher education. 
� The Draft Budget 2003 states 2.5 percent of GDP as public expenditure/GDP ratio for 2002 on page 21. 


� Page 93


� Polling surveys made by Transparency International Armenian Branch show that education is the third largest corruptive sector in Armenia. Source: “Assessment and Pervasiveness of Corruption in Armenia”, TI – Armenian Branch, Yerevan, 2002


� “Education, poverty and economic activity in Armenia”, UNDP, Yerevan, 2002.





