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The ambitious commitment of Sustainable Develop-
ment Goal 4 (SDG4): Quality Education challenges the 
global community, including national governments, 
to provide adequate funding to “ensure inclusive and 
equitable quality education and promote lifelong 
learning opportunities for all.” The Education Commis-
sion estimates that low- and middle-income countries 
will be required to more than double their domestic 
public expenditure on education from the current 
US$1.2 trillion per year to US$3 trillion by 2030 while 
also ensuring that financial resources are utilized more 
effectively.1

The Global Partnership for Education (GPE) is a global, 
multi-stakeholder partnership that seeks to strengthen 
education systems in low- and lower- middle-income 
countries and in countries affected by fragility and con-
f lict to ensure equitable, quality education for all. GPE 
plays a unique role in helping governments to develop 
and finance the implementation of strong education 
sector plans (ESPs) that further equity and learning. 
GPE leverages the financial support and expertise of 
donors, developing country governments, interna-
tional organizations, civil society organizations (CSOs), 
teacher organizations, the private sector, and philan-
thropic institutions to ensure the delivery of results, 
with an emphasis on mutual accountability.

GPE recognizes that while external aid can be an 
important means to address funding gaps, the key to 
the sustainable development of education systems 
and education outcomes is the national effort in 
both funding education and maintaining strong 
public financial management systems. The relative 
level of education spending in the national budget, 
especially from domestic resources, has become a 
benchmark to gauge the credibility and sustainability 
of national education policies. 

1 The International Commission on Financing Global Education Opportunity, The Learning Generation: Investing in Education for a Changing World 
(September 2016). 

2 GPE’s strategic plan for 2016–2020 sets the target at 20 percent of total public expenditure to be allocated to education for its partner countries. 
Countries that apply for GPE Education Sector Implementation Grants commit to gradually allocate and spend 20 percent of their total budget on 
education.

3 A generic term used by the Global Partnership for Education for the in-country multi-stakeholder sector coordination group. 

The engagement of local education stakeholders in policy 
dialogue and monitoring of education financing 
and spending can be instrumental in advocating for 
adequate national budget allocation and expenditure 
along with overseeing effective and transparent finan-
cial management.

In alignment with Education 2030: Incheon Declara-
tion and Framework for Action for the Implementa-
tion of Sustainable Development Goal 4 (FFA), these 
guidelines for the monitoring of national education budgets 
are driven by the following principles for education 
financing:

• Increase public funding for education: increase the 
share of the national budget allocated to education 
to the internationally recommended benchmarks of 
15 to 20 percent of public expenditure to education 
and 4 to 6 percent of gross domestic product (GDP);2 

• Improve the availability and use of data: improve 
the availability, monitoring, transparency, and use 
of financing data, disaggregated by education sub-
sectors, including data on the scale and nature of 
household costs of education; 

• Prioritize those most in need: prioritize allocation 
and use of education resources in ways that focus 
on increasing equity and inclusion, and support the 
most marginalized populations, including girls and 
children affected by conflict;  

• Increase efficiency and accountability: existing 
resources to be used more efficiently through 
improved governance and accountability. 

The primary objective of these guidelines is to equip 
the local education group (LEG),3 a country-level 
multi-stakeholder policy dialogue and monitoring 
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forum which serves as a platform to ensure mutual 
accountability within the education sector, with the 
foundational knowledge on education sector bud-
gets and enable them to better engage in policy 
dialogue and monitoring of the education sector 
budget development and expenditure management 
process.

In pursuit of these objectives, Chapter 2 of these guide-
lines provides foundational information on essential 
(and common) concepts and features of both national 
government budgets and education sector budgets. This 
chapter is structured to cover broad concepts like expen-
diture and revenue, before delving into budget structures 
and classification systems. This chapter can be seen as a 
brief reference guide toward a broader understanding 
of the key elements of a budget system. A Glossary with defi-
nitions of key terms is also provided at the end of this 
document for further reference. 

Chapter 3 provides more in-depth information on the 
purpose of and activities involved at the various stages 
of the budget cycle, along with guidance on how education 
stakeholders could engage in policy dialogue and monitoring 
activities during these stages, and why this matters. The 
guiding questions presented in this chapter are not 
exhaustive, but rather an illustration of actions stake-
holders could engage in during the various stages of 
the budget cycle. 

The guidelines that follow are meant to provide a 
strong foundation and initial introduction to the essen-
tial elements of education budgets. At a later date, a 
resource guide will be made available that will include 
an annotated bibliography of additional resources 
developed by various partners and organizations on 
government budgets and education finance. Readers 
are encouraged to explore the additional resources 
cited in these guidelines and in the forthcoming 
resource guide to gain more in-depth knowledge. 
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2.1 What is a budget?
A national budget is a document produced by the 
government, which outlines the financial plan for the 
financial year in terms of expected revenue (or incom-
ing funds) and expenditure (or spending). The national 
budget is the primary government document that lays 
out the legal framework for government agencies to 
manage government funds; i.e., obligations, commit-
ments, and priorities for government spending on pub-
lic services. A budget can be viewed as the contract that 
establishes what the government will deliver in return for taxes 
and funding from citizens and donors. 

The budget process is typically initiated by the ministry 
of finance4 with inputs from various line ministries 
and is debated and approved by the legislature/parlia-
ment. Once approved, the budget becomes law and can 
be thought of as the approved or projected budget. Various 
branches of the government and line ministries are 
then authorized to use this budget law—the approved 
budget—to spend government funds for public service 
delivery—the executed budget. Monitoring approved 
budget expenditure is essential for understanding how 
resources are allocated across government priorities, 
while monitoring actual expenditure sheds light on 
the capacity of the government entities to spend funds 
according to the approved budget.

4 In a small number of cases, this could be the ministry of budget.

2.2 Financial flows: Revenue 
and expenditure
A specific budget approach and format differs from 
country to country (see Section 2.5). However, the end 
product (the budget document), always provides a map-
ping of revenue from all sources and lists the expendi-
ture required for the delivery of public services. 

2.2.1 Revenue
Revenue within the budget document represents the 
income that a government receives from a variety of 
sources to spend on public service delivery. In most 
countries, a majority of funds come from revenue raised 
from taxes, with a varying proportion of funds also com-
ing from external aid and public borrowing from various 
sources. Understanding the sources of revenue for the 
budget is important because these have implications 
for sustainability.

Tax and non-tax revenue—Domestic resources are 
obtained mainly from levies (duties and taxes) applied 
by the national government on economic transaction. 
In fiscally decentralized systems, taxes can be raised at 
the state or provincial level in addition to the national 
level. Taxes generally represent the greatest part of 
national revenue; therefore, the level 
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of government revenue depends predominantly on 
the government’s ability to raise taxes—often weak in 
countries with considerable informal economies (see 
Glossary in Annex 1 for examples of different taxes.) 
Nontax revenue includes income from state-owned 
enterprises, fines, interest received, social contribu-
tions, and various fees levied on certain government 
services, etc.  

External aid—External aid or official development 
assistance (ODA) from bilateral and multilateral donor 
agencies comes primarily in the form of grants and 
concessional loans (loans extended on generous terms, 
whether through below-market interest rates or lon-
ger grace periods). Reliance on external aid can be 
problematic for a country, as this revenue source can 
be unpredictable, volatile, and politically sensitive. 
External aid is incorporated within education sector 
financing and budgeting by the following three broad 
mechanisms:

1. General budget support is a way for the bilateral or 
multilateral donor to provide funds to the recipient 
country for the overall national budget. The funds 
are directly channeled to the national treasury and 
are allocated through the ministry of finance. The 
funds are not earmarked for any specific sector or 
program, but rather finance national government 
priorities.

2. Sector budget support is similar to general budget 
support but is allocated to a single sector (for exam-
ple health or education), although not earmarked 
for any specific program within the sector. It is 
meant to fund the sector priorities established by 
the recipient government.

3. Program/project support is channeled from donors 
for specific projects or programs. These types of 
funds are considered on budget when they are 
applied directly to the government budget, similar 
to general or sector budget support. However, some 
aid does not f low through the government bud-
get, or is off budget; it goes directly to a particular 
project or program and is managed by the funding 
agency.

Public sector borrowing—Government may also bor-
row funds in the form of non-concessional loans (see 
‘External aid’ above for concessional loans) from mul-
tilateral or commercial banks, or in the form of finan-
cial products (like bonds or treasury bills) sold on the 
domestic or international capital market. Public sector 
borrowing is not technically classified as a source of 
revenue (as these loans need to be repaid) but does 
provide funds toward the government budget. Most 
often, government borrowings are not recorded in the 
revenue section of the budget but appear instead in the 
financing section dealing with the funding of the deficit.
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BOX 1. EDUCATION AND DOMESTIC RESOURCE MOBILIZATION

Governments’ ability to collect revenue from internal funding sources is essential for predictable and sustainable financing. 
Domestic resource mobilization for education is affected by two factors: (i) the size of the overall government budget or total 
government revenue, and (ii) the share of the education budget within the total government budget. In order to increase the 
total amount of funding available to the education sector, countries should both increase the total government budget and 
increase the proportion of the total budget allocated to education. 

A large proportion of the overall budget is funded through government revenue from taxes, like taxes on individual income 
and profits, on goods and services, and on ownership or transfer of property. Tax revenue is considered the most predictable 
income source in the longer term as it is correlated with the level of economic activity in a country, which tends to remain 
relatively stable. This is true even in low-income countries that are highly aid dependent. A 2014 sample of 56 low- and lower- 
middle-income country government budgets showed that domestically raised revenue (i.e., from taxes) accounts for, on aver-
age, well over 86 percent of overall education sector spending in the budget. In comparison, domestically raised revenue 
accounts for, on average, 74 percent of spending in the health sector, 57 percent in the agricultural sector, and 25 percent in 
the water and sanitation sector.5

Global recommendations suggest that countries should mobilize between 15 and 20 percent of their GDP to fund their full 
national budgets.6, 7 However, the average tax revenue as a share of GDP in 2014 for low- and lower- middle-income countries 
was well below this recommendation at 12.5 percent. When a government does not raise enough tax revenue, the resources 
available to fund public services, including education, are small. 

Two indicators are normally used to evaluate the share of domestic funding allocated to education within the overall budget:8

1. Percentage of total government budget—The FFA recommends that countries allocate at least 15 to 20 percent of the 
total government budget to education. This indicator is a good measure for assessing government’s commitment to 
education spending. 

2. Percentage of GDP—The FFA recommends that 4 to 6 percent of GDP should be spent on education. This indicator is a 
good measure to evaluate a government’s fiscal capacity; i.e., the government’s ability to collect sufficient tax revenue to 
finance public expenditure in relation to the size of the country’s economy. A low GDP-to-education expenditure ratio does 
not necessarily indicate low levels of government commitment to the sector, but may instead reflect limited capacity for tax 
collection by the government. This could translate into a low volume of resources directed to the sector in absolute terms.

Estimations by the Global Education Monitoring Report Team for 67 low- and middle-income countries showed that, in 2015, 
if governments had modestly increased their tax-raising efforts and devoted 20 percent of their total budget to education, they 
could have raised an additional $153 billion for the sector, and in turn would have increased the average share of GDP spent 
on public education from 3 percent to 6 percent.9

Countries are still far from reaching this goal, with the global average of 14.1 percent of total public expenditure allocated to 
education in 2015 and 4.7 percent of GDP to the same. Global aid to education as a proportion of total aid disbursements has 
also decreased over the past few years, from 10 percent in 2009 to 6.9 percent in 2015.10

5 Walker, J., and K. J. Mowé. 2016. Financing Matters. A Toolkit on Domestic Financing for Education. Johannesburg: Global Campaign for Education.
6 See “What Will It Take To Achieve the Millennium Development Goals? An International Assessment” (UNDP, 2010) and “Domestic Tax and Education” 

(ActionAid background report for The International Commission on Financing Global Education Opportunity, 2016).
7 Vitor Gaspar, Laura Jaramillo and Philippe Wingender. 2016. Tax Capacity and Growth: Is There a Tipping Point? Washington, DC: International Mon-

etary Fund.
8 Adapted from Walker, J., and K. J. Mowé. 2016. Financing Matters. A Toolkit on Domestic Financing for Education. Johannesburg: Global Campaign 

for Education.
9 Education for All Global Monitoring Report. 2014. Technical note prepared for the Education for All Global Monitoring Report 2013/2014: Teaching and 

Learning: Achieving Quality for All. Paris: UNESCO.
10 Global Education Monitoring Report. 2017. Accountability in Education: Meeting Our Commitments. Paris: UNESCO.

 5 6 78 9 10
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2.2.2 Expenditure 
Expenditure within the budget document represents the 
authorized spending on various aspects of public service delivery 
by government agencies and line ministries. We can distin-
guish two types of expenditure: recurrent and capital. 
Note, however, that interpretation and classification of 
what is considered recurrent versus capital expenditure 
in the budget differs substantially across countries.

Recurrent expenditures (sometimes referred to as the 
‘regular budget’) are made by the government to main-
tain ongoing operations during the budget period and do not 
result in the creation or acquisition of fixed assets. These 
include wages, rentals, office requirements, interest pay-
ments on borrowed funds, and maintenance of fixed 
assets. However, sometimes the recurrent expenditure 
budget does include some capital expenditures (for 
example, certain equipment like computers or chalk-
boards), depending on how the economic transaction is 
defined.

Capital expenditures are expenditures on assets that last 
for more than one year. This includes equipment, land, 
buildings, legal expenses, and other transfer costs 
associated with a property. For capital projects (e.g., 
building of schools), all associated expenses are also 
considered as capital expenditure. The entire value of 
the asset is recorded in the year it is purchased. How-
ever, as mentioned above, some capital expenditures 
can fall under the recurrent expenditures budget.

Inconsistency across countries in recording capital and 
recurrent expenditures can be compounded by differ-
ent budget presentations. 

In some countries, a separate development budget, some-
times called an investment budget, is prepared where 
externally funded projects, primarily donor-funded 
capital outlays, are recorded (i.e., with the general aim 
of separating out donor-funded projects). However, 

11 For examples and more insight into the integration of capital and recurrent “development” budgets, see http://www1.worldbank.org/publicsector/pe/
StrengthenedApproach/CapitalRecurrentIntegration.pdf.

12 For a list of definitions as understood and applied by Government Spending Watch, see http://www.governmentspendingwatch.org/component/
content/article/8-govt-spending-site/7-definitions-and-sources.

the development/investment budget may also include 
domestic funds for line items classified as investment 
projects. In these cases, the development/investment 
budget can also include recurrent expenses (such as 
those for training). In some instances, this is compli-
cated even further when countries extend their capital 
expenditure budgets to include not just actual capital 
outlays, but also substantial amounts of ‘developmental’ 
recurrent expenditure, largely financed by donor funds.11 

As such, the widened development/investment (capital) 
budget often represents the best available proxy for 
capital spending. For example, the nonprofit Govern-
ment Spending Watch (GSW), includes all donor project 
money as capital spending in government budgets, even 
while noting that “much donor-funded ‘capital’ expen-
diture, though referring to projects, includes spending 
on non-capital payments.”12 In practical terms, while 
development/investment and capital expenditure are not 
equivalent concepts, it is often the case that national 
financial reporting blurs the line between true recurrent 
and capital spending, and only allows us to separate out 
recurrent and development expenditure. 

Furthermore, what is included within the recurrent bud-
get versus capital budget is also contested heavily within 
countries. In general, teacher salaries are included in the 
recurrent budget and make up the lion’s share of this bud-
get, along with other inputs required for regular service 
delivery (e.g., textbooks, uniforms). Often, the debates 
around where these inputs are included take investments 
into education quality into account. As a result, some of 
the latter kinds of inputs might instead be included in 
the  development/capital budget in some contexts, if they are 
seen as investments into education quality. Furthermore, 
a one-time policy commitment to increase investments 
(e.g., new textbook development) may mean that text-
books are accounted for in the capital budget. However, 
the replacement or distribution of new books based on 
existing material may be included in the recurrent budget. 
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BOX 2. PERIMETER OF EDUCATION EXPENDITURES WITHIN THE TOTAL BUDGET 

With multiple entities responsible for education spending, it is important to consider all relevant expenditures in education to 
get a comprehensive understanding of the education budget. Beyond the expenditures outlined in the budgets of ministries 
directly responsible for education, analysis of total education expenditure should take the following into consideration, when 
relevant:

• Add education expenditures funded by ministries other than those directly responsible for education (e.g., ministry of 
health, ministry of social development).

• Subtract all noneducation expenditures funded by education ministries. In particular, if a ministry is directly responsible 
for education along with another sector, expenditures associated with the other sector should be removed (e.g., ministry of 
education and sports—here all sports-related activities should be excluded from the calculation of education spending).

• Add any social contributions attached to education staff expenditures when they are not paid out of the ministry of educa-
tion’s budget (e.g., payments into staff pension funds). 

• Add all sub-federal education expenditures, when not recorded as such in the national budget. Under some fiscally decen-
tralized systems (see Section 2.2.3), where regional (state/provincial) and local governments raise revenue locally for bud-
get allocation, sub-federal expenditures may not be reflected in the national budget documents.

Expenditure within the education sector is com-
monly understood to refer to public (or government) 
expenditure by all ministries directly responsible for 
the delivery of education (e.g., ministry of basic edu-
cation, ministry of higher education) and typically 
excludes private (largely household) expenditure on 
education. For ease of reading, from this point forward 
in this document, the term ministry of education will 
refer to all ministries directly responsible for the deliv-
ery of education.

2.2.3 Decentralized financial management
Actors engaged in the budget development and imple-
mentation process may be located at various levels 
of the government/ministry depending on the level 
and form of decentralization in the country. In a 
centralized system, where decision-making power is 
concentrated at the center or national level, the cen-
tral government decides how resources are raised and 
used down to the school level. In more decentralized 
systems, where some decision-making authority is 
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TABLE 1: DIMENSIONS OF DECENTRALIZATION AND APPLICATION WITHIN EDUCATION SECTOR

TYPE OF 
DECENTRALIZATION DEFINITION ADMINISTRATIVE FISCAL POLITICAL

Deconcentration Deconcentration is the reor-
ganization of decision making 
within the ministry of educa-
tion and the bureaucracy. In 
a deconcentrated system, the 
central government retains full 
responsibility, but administra-
tion is handled by regional/state 
or district offices. 

Managerial decisions 
and managerial account-
ability are transferred to 
regional offices of central 
government and ministry of 
education. 

Regional managers 
are given greater 
authority to allo-
cate and reallocate 
budgets.

Regional elected 
bodies are created 
to advise regional 
managers. 

Devolution Devolution is the permanent 
transfer of decision-making 
responsibilities in education 
from the central government to 
lower levels of government such 
as provinces, municipalities, and 
districts. 

Education sector managers 
are appointed by officials at 
the local or regional level. 

Subnational gov-
ernments are given 
power to allocate 
education spend-
ing and, in some 
cases, to determine 
spending levels (by 
raising revenue). 

Elected regional 
or local officials 
are ultimately 
accountable both 
to voters and to 
sources of finance 
for the delivery of 
schooling.

Delegation Delegation, or school autonomy, 
is the administrative or legal 
transfer of responsibilities to 
elected or appointed school 
governing bodies such as school 
councils, school management 
committees, and school govern-
ing boards. 

School principals and/
or school councils are 
empowered to make per-
sonnel, curriculum, and 
some spending decisions. 

School principals 
and/or school 
councils receive 
government fund-
ing and can allocate 
spending and raise 
revenue locally. 

School councils 
are elected or 
appointed, some-
times with power 
to appoint school 
principals. 

Source: Weidman, J. C. and R. DePietro-Jurand. 2011. Decentralization: A Guide to Education Project Design Based on a Comprehensive Literature and 
Project Review. EQUIP2 State-of-the-Art Knowledge in Education. Washington, DC: FHI 360 and USAID.

transferred from the central government to regional 
entities (e.g., Ghana, Ethiopia, Pakistan), state or pro-
vincial level governments may have f lexibility or a 
degree of autonomy in resource allocation decisions.

Most education systems lie somewhere on a ‘decentral-
ization continuum’ with various decision-making and 
management functions decentralized to different lev-
els of the government. Table 1 shows the three primary 
dimensions of decentralization along with some examples 

13 For more information on education system decentralization, including fiscal decentralization, see: Winkler, D. and A. Gershberg. 2003. Education 
Decentralization in Africa: A Review of Recent Policy and Practice. Washington, D.C.: The World Bank, and Winkler, D., and B-L. Yeo. 2007. Identifying 
the Impact of Education Decentralization on the Quality of Education. EQUIP2 Working Paper. Washington, D.C.: AED and USAID.  

of their operationalization across governance func-
tions, including fiscal decentralization.

Decentralized policy decision making is often driven by 
the expectations of reduction of costs, improved spend-
ing efficiency, and enhanced accountability to parents 
and other education stakeholders. In a country where 
local financing is an essential part of decentralization, 
state or provincial governments may also have revenue 
generation responsibility to supplement the transfers 
made from the central government.13
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2.2.4 Balancing the budget
It is rare that government expenditure and revenue 
are equal in any given year. Where expenditures are 
greater than revenue, the budget is in deficit; if revenue 
exceeds expenditures, the budget is in surplus. It is par-
ticularly important to consider the consequences of a 
budget deficit as government borrowing typically funds 
this deficit (see Section 2.2.1). All borrowing creates 
an obligation for the government to repay the amount 
borrowed along with regular interest payments (debt 
servicing), which is generally repaid by future taxes, 
essentially requiring the government to generate addi-
tional revenue in future fiscal years. 

Figure 1 demonstrates the relationship between govern-
ment revenue and budget allocation for education. 

2.3 Budget cycle
Budget documents are produced and executed during 
a number of broad stages in a budget cycle followed 
to some extent by most governments. It is essential for 
education stakeholders to be aware of both the budget 
cycle of a given country and the specific authorities 
(and their functions) in order to engage in policy dia-
logue and monitoring of the national budget at vari-
ous stages. What follows is a general and simplified 
description of the primary stages of a budget cycle. A 
more detailed description of each stage is provided in 
Chapter 3, along with activities for stakeholder engage-
ment at the various stages. 

National
budget

Budget
 deficit

Budget allocationRevenue

External
resources

Domestic
resources

Domestic
resources

GDP
Education

budget

FIGURE 1: FROM GDP TO THE EDUCATION BUDGET

Source: Adapted from “Education Sector Analysis: Methodological Guidelines,” UNESCO, World 
Bank, UNICEF and GPE, 2015.
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1. Budget Formulation is driven by the central gov-
ernment (usually the ministry of finance), which 
develops a draft budget plan based on macroeco-
nomic analysis. This analysis includes projected 
government revenue and predefined budget ceil-
ings (the maximum amount to be spend), as well 
as proposals from line ministries (e.g., ministry of 
education, ministry of health) that consider sector 
priorities and costs of service delivery. 

2. Budget Approval is when the legislature (typically 
elected officials) reviews, debates, and amends the 
draft budget plan and enacts the final budget into 
law, often known as the Budget Law or Appropria-
tion Act. 

3. Budget Execution or implementation is when the 
government, including the line ministries (e.g., 
ministry of education), implements the policies and 
programs outlined in the budget. 

4. Budget Evaluation happens when the actual expen-
ditures of the budget are audited and accounted 
for against planned expenditures, and assessed for 
effectiveness. 

The budget is established for a specific period, usually 
one year, called the budget year, fiscal year, or finan-
cial year. It may be the calendar year starting 1 Janu-
ary (as in Benin, Ghana, or Honduras), or it may start 
at other dates, for example 1 October (in Thailand and 
Costa Rica), 1 April (in Lesotho, South Africa, and the 
United Kingdom), or 1 July (in Malawi, Kenya, Tanza-
nia, and Pakistan). In countries with different national 
calendars, the start date could correspond to other 
dates, as in Afghanistan (Solar Hijri calendar) and Nepal 
(Bikram Sambat Nepali calendar).

In any given year, multiple overlapping budget cycles 
are usually taking place simultaneously. Discussions 
taking place for one cycle at a particular stage could 
inf luence decisions made in others. For example, an 
external audit for the previous year’s expenditure could 
be taking place while the current budget policies are 
being implemented and the following year’s budget 
is being formulated. Figure 3 shows a sample budget 
cycle time for a country with a fiscal year from July to 
June. 

FIGURE 2: SUMMARY OF BUDGET CYCLE STAGES

1. Budget Formulation
Ministry of finance, with inputs

from line ministries, formulates
the draft budget

3. Budget Execution
Line ministry implements

policies and programs in the
budget

4. Budget Evaluation
Audits to assess effectiveness

2. Budget Approval
Legislature reviews, debates,
amends, and then enacts the

budget into law

Source: Adapted from Andrews, M., M. Cangiano, N. Cole, P. de Renzio, 
P. Krause, and R. Seligmann. 2014. This Is PFM. Harvard Kennedy School 
Center for International Development Working Paper No. 285. Cambridge 
MA: Harvard.
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FIGURE 3: BUDGET CYCLE TIMELINE (FOR A BUDGET YEAR STARTING 1 JULY)
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Execution

Execution

Execution

Execution

Execution

Execution

Execution

Execution

Execution

Execution

Execution

Execution
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Evaluation
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Evaluation

Evaluation

Evaluation

Formulation

Formulation

Formulation

Formulation
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Approval

Current 
Year’s Budget
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2.4 Who are the major actors 
in the budget process?
Several actors are engaged to varying degrees and at 
various stages of the budget cycle. Table 2 provides a 

general and simplified outline of the major govern-
ment actors during the four key stages of the budget 
process.

TABLE 2: ROLES OF KEY GOVERNMENT ACTORS IN THE BUDGET PROCESS

ACTOR ROLE FO
RM

U
LA

TI
ON

AP
PR

OV
AL

EX
EC

U
TI

ON
A

EV
AL

U
AT

IO
N

EXAMPLE OF VARIATION  
(CASE OF DRC)

Ministry of 
finance

Responsible for determining the overall 
government budget and proposing resource 
allocation to the various functions of the 
government. 

Yes No No Yes In the Democratic Republic of Congo 
(DR Congo), the Ministry of Budget is 
responsible for budget formulation 
and execution. The role of the Ministry 
of Finance in formation is limited to 
the estimation of the total revenue; it 
is, however, a key actor in execution. 

Ministry of 
planning (if 
existing)

Responsible for developing the long-term 
national development plan and providing 
policy prioritization input for budgeting.

Yes No No No In the DR Congo, most of the invest-
ments of provinces are channeled 
through the Ministry of Planning. 
Therefore, it also plays a major role in 
budget execution. 

LegislaturesB Have the power to approve, amend, or intro-
duce new laws relating to education. Also 
have the power to call upon the line min-
istries to account for sector policy choices, 
budgetary allocations, and expenses. This 
means they can influence the budget and 
call for changes they consider necessary.

No Yes No NoC In the DR Congo, the parliament is 
also in charge of the evaluation.  

Auditor-
general

Responsible for assessing compliance in 
all government spending to the authorized 
allocations of funds as per the budget law. 
Usually reports directly to the legislative 
branch or to the prime minister’s or presi-
dent’s office. 

No No No Yes In the DR Congo, only the parliament 
and the Audit Accounts Court service 
play a role in evaluation. 

Ministry of 
education

Engaged in developing the proposed educa-
tion sector budget, debating resource allo-
cation in the parliament, and overseeing the 
implementation of the budget. 

Yes Yes Yes Yes In the DR Congo, the Prime Minister 
debates resource allocation. Ministers 
of Education are present in the audi-
ence as part of the government’s team 
of experts.

(continued)
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ACTOR ROLE FO
RM

U
LA

TI
ON

AP
PR

OV
AL

EX
EC

U
TI

ON
A

EV
AL

U
AT

IO
N

EXAMPLE OF VARIATION  
(CASE OF DRC)

Education 
sector officials

Develop sector policies and prepare the 
ministry budget. State/province or district 
officials implement government policies 
and budgets. Oversee the service delivery 
process and identify where challenges lie in 
the implementation of sector policies and 
budgets. 

Yes No Yes NoD

School/local 
government 
officials

Responsible for the overview of funds at the 
school level. Able to give a picture of what 
needs to be changed in education locally, 
what resources are being received, and 
what the constraints are.

No No Yes No

Notes: 

AWe take execution to mean service delivery at the education sector level. This relates to the implementation of sector policies and does not include 
implementation of macro-reforms that the ministry of finance may be responsible for executing. 

BWhile the legislators do not conduct the audit, they receive the audit reports and use the information for further action.

CAdministrative officials at ministries of finance and education provide inputs to evaluation documents, but do not conduct evaluations.

DParticipatory budgeting processes may more actively include the legislature during the formulation stage.

2.5 How are budgets 
presented?
Budgeting can serve a variety of different purposes in 
different contexts; as such, no single classification can 
meet the budgeting needs of all countires. Therefore, 
organization and presentation of budgets differ across 
countries. Some countries split the budget into two 
documents: one for recurrent expenditures (also known 
as the regular budget) and one for the development/ 
capital/investment budget (see Section 2.2.2 and Sec-
tion 2.6 below). Budgets are typically presented using 
one or more of four essential classifications systems, 
which are described brief ly in this section: administra-
tive classification (or the spending unit; i.e., the gov-
ernment department or agency responsible for the 
spending); program classification (the activity or program 
funded in the budget); economic classification (the type of 

14 See Republic of Zambia 2017. 2018 Budget Address by the Minister of Finance Hon. Felix C. Mutati, MP. Lusaka: Parliament, Republic of Zambia.

expenditure incurred; e.g., salaries, supplies); and func-
tional classification (activities are organized according to 
the broad objectives for which they are intended, e.g., 
health or education). Functional classification is most 
useful when comparing the allocation of resources 
across sectors, and therefore is not elaborated below. 
These three elements help us understand how the 
expenditures in the budget are organized, especially 
who spends what type of expenditure.

The structure of the budget or the ordering of these 
classifications depends on the importance given to 
each dimension and the manner in which they are 
articulated by the government. In some countries, 
another classification is included for function or a list of 
specific pro-poor expenditures. For example, in Zambia, the 
budget includes Expenditure by Function like General 
Public Service, Defence, Environmental Protection, and 
Social Protection, etc.14 

TABLE 2: CONTINUED
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Note that the presentation of expenditures under 
each of these classifications often ref lects a line item 
approach, i.e., expenditures are listed according to 
objects of the expenditure, or ‘line items’. These line 
items specify details on the amount of funds allocated 
to a particular input (and be permitted to spend) on 
transactions like salaries, fringe benefits, travel, and 
equipment, etc. The most important focus of this bud-
get system is to specify the line item ceilings in the 
budget allocation process and to ensure that agencies 
do not spend in excess of their allocations for that  
item/object.

2.5.1 Administrative classification
Administrative classification identifies the entity or 
institution that receives the public revenue and incurs 
the expenditure for public service delivery—that is, 
who within the government spends the revenue. These entities 
can be located at any level of the government depend-
ing on how decentralized the government system is in 
a given country (see Section 2.2.3). An administrative 
classification of expenditure is helpful when identify-
ing responsibilities for the main blocks of public expen-
diture and for day-to-day budget administration. In 
some instances, nongovernmental institutions may also 
receive and spend public funds. Funds usually f low as 
transfers from central level entities to state or provin-
cial entities, and then to local entities (e.g., schools). 
Within the education sector, the following institutions 
are usually included within this classification:

Central government is the level of government at 
which political authority extends over the entire ter-
ritory of the country, such as the federal government. 
All ministries and entities that are under the authority 
of the central government and finance education ser-
vices are classified as part of the central government.

State or provincial (regional) governments are 
responsible for the largest geographic areas into 
which the country as a whole is divided for political 
or administrative purposes, such as a state, province, 
department, or region. State or provincial governments 
usually receive funds transferred from the central 
government. However, in many countries, state or 
provincial governments also have the authority to raise 
revenue through taxes and other channels within the 
territory, to spend some portion of this income accord-
ing to its own policies, and to appoint or elect its own 
officers.

Local governments are responsible for the smallest 
geographic area into which the country as a whole is 
divided for political or administrative purposes, such 
as a municipality, city, or district. The scope of their 
authority is generally much narrower than that of the 
central or state (provincial) government, and they may 
or may not be entitled to raise revenue through addi-
tional taxes in their locality. 

Service delivery institutions receive funding from 
entities at the various levels of government and 
directly carry out education activities for the benefit of 
 students—these are the public and private schools, col-
leges, universities, and training centers operating in the 
country. Also includes administrative offices providing 
education supporting services or any entities carrying 
out the characteristic activities of the domain, such as 
campus management bodies or autonomous education 
research units. These include:

1. Public educational institutions—provide core edu-
cational services such as teaching activities and 
ancillary services. They include schools, colleges, 
universities, and training centers, which are con-
trolled, managed, and funded by the government. 

TABLE 3: EXAMPLE OF LINE ITEM BUDGETING

ITEM TOTAL AMOUNT

Teacher salaries $200,000

Textbooks $50,000

Computers $60,000

Vehicle maintenance $10,000

. . . $ . . .

Total for the ministry of education $X million
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2. Private educational institutions—provide core 
educational services such as teaching activities and 
other education services. They include private for-
profit or not-for-profit schools, community schools, 
colleges, universities, and training centers, which 
are controlled and directly managed by a private 
organization such as a church, trade union, or busi-
ness enterprise. Private institutions, however, can 
be partially or entirely publicly funded, but are still 
considered private because the government does 
not manage them. 

3. Other education production entities—ministries 
of education, regional or district education offices, 
curriculum development centers and other such 
agencies are producers of peripheral education 
goods and services, such as supervision, policy 
orientation, statistics, research, and overall admin-
istrative support. Reviewing funding to these pro-
ducing units is important for understanding the 
administrative and other expenditures within the 
education sector. 

2.5.2 Program classification
Here, the budgets for each spending unit are, in gen-
eral, classified to outline the planned/authorized expen-
diture for the various activities or programs that are to be 
delivered by the unit during the fiscal year. The specific 
items or detailed structure of program classification 
used in the budget may differ to some degree across the 
units depending on the type of fiscal decentralization 
in a country and the policy priorities of the agency or 
ministry. However, the overall format remains consis-
tent with the ministry of finance budget guidance. 

In general, using the program classification, budget 
expenditures are formatted using the following four 
commonly used models or some hybrid structure with 
elements from all:15

15 World Bank. 1998. Public Expenditure Management Handbook. Washington, D.C.: World Bank. 

Program budgeting—in this system, the budget is 
structured in terms of programs rather than depart-
ments or subunit lines. The key to program budgeting 
is the program or public policy objective along with the 
steps necessary to attain it. Program budgeting requires 
that program objectives stretch beyond a single fiscal 
year. In addition, program budgeting requires effective-
ness measures; i.e., the measurement of outputs and 
outcomes. Advocates of program budgeting promote 
the allocation of budgets across programs according to 
the greatest marginal benefit. 

Performance budgeting—in this system, proposed 
expenditures are divided into activities within the 
agency or subunit and the cost of the performed activ-
ity, as a set of workload measurements. Performance 
budgeting allows the budget to be built, not incremen-
tally (as in traditional line item budgeting), but on the 
basis of anticipated workload. Managers might arrive at 
a budget by simply multiplying the cost of a unit of 
output by the number of units needed in the budgeted 
year.

TABLE 4: EXAMPLE OF PROGRAM BUDGETING

Program: School feeding program

Program output: XX million children receive lunch in primary 
schools

Program outcome: Improved student attendance in primary 
schools

INPUTS COST

Personnel salaries $100,000

Transportation $20,000

Lunch consumables $200,000

Kitchen equipment $30,000

. . . . $ . . . 

Total for the program $X million

36666_GPE_NEB_Guidelines.indd   20 2/14/19   11:36 AM



Chapter 2. Understanding budgets

21

Outcome-based budgeting—in this system, allocation 
of resources is linked to specific outcome targets. The 
purpose of this budget is to allocate public funds to 
ministries or programs that use them in the most effec-
tive way to reach outcomes. Spending authorities have the 
freedom and f lexibility to make spending decisions 
on the specific objects or items needed to reach the 
defined outcomes within the overall outcome ceiling. 
Therefore, this budget system is most closely connected 
to a results-based policy planning process that focuses 
on objectives, goals, and outcomes.

16 Barroy H, Dale E, Sparkes S, Kutzin J: Budget matters for health: key formulation and classification issues. Geneva: World Health Organization; 2018. 
http://apps.who.int/iris/bitstream/handle/10665/273000/WHO-HIS-HGF-PolicyBrief-18.4-eng.pdf?ua=1

2.5.3 Economic classification
Economic classification ref lects the type of expenditure 
incurred (e.g., salaries, goods and services, transfers 
and interest payments, or capital spending). Expendi-
tures may further be divided into separate subcatego-
ries for each ministry, department, or public entity. It 
is sometimes argued that while this approach limits 
misuse of funds and sets in place important controls 
in conditions of weak financial accountability, it may 
also create rigidities and constrain effective matching 
of budget and sector priorities. Allocating and monitor-
ing resources based on detailed inputs at disaggregated 
levels (e.g., stationery for schools, or teacher training) 
may impose limitations on accountability for sector 
results,16 since the broad expenditure categories used 
in this budget system may make it difficult to set ser-
vice priorities—there is no way to express the quantity 
or quality of services that are likely to result from vari-
ous expenditure levels.

This presentation is often associated with inputs-based 
or line-item budgets, where individual line items 

TABLE 5: EXAMPLE OF PERFORMANCE BUDGETING

Program: Teacher training

Output: X number of teachers receive pre-service and in-service training

Outcome/impact: Improved student learning outcomes

SUB-ACTIVITY 1: PRE-SERVICE TEACHER TRAINING UNIT COST PER UNIT TOTAL

University faculty salaries 320 $10,000 $3.2 million

Dormitory rooms 4,000 $500 $2 million

. . . . . . $ . . . $ . . .

SUB-ACTIVITY 2: IN-SERVICE TEACHER TRAINING UNIT COST PER UNIT TOTAL

University faculty salaries 100 $10,000 $1 million

Transportation to schools 40 $500 $20,000

. . . . . . $ . . . $ . . .

Program total $X million

TABLE 6: EXAMPLE OF OUTCOME-BASED BUDGETING

OUTCOME
TOTAL 
AMOUNT

MEASUREMENT 
INDICATOR

Improved student learn-
ing outcomes in primary 
schools

$2 million Number of students 
reaching the mini-
mum test score in 
the national exam

Increased access for 
girls in secondary 
schools

$3 million Change in percent-
age of girls’ enroll-
ment in secondary 
school
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represent greater disaggregation of the kinds of broad 
expenditure categories listed above.17 

2.6 Dual Budgeting Processes
Sometimes, countries will present their recurrent 
and capital budgets separately. Leaving the complex-
ity of overall classification of recurrent versus capital 
expenditure aside (as discussed in Section 2.2.2) the 
following items are, in theory, typically shown in each 
respectively:

Recurrent budget: Education budgets generally have 
a high proportion of recurrent spending compared to 

17 Jacobs, Davina, Jean-Luc Hélis, and Dominique Bouley. Fiscal Affairs Department. Budget Classifications. https://www.imf.org/external/pubs/ft/
tnm/2009/tnm0906.pdf

18 Walker, J., and K. J. Mowé. 2016. Financing Matters. A Toolkit on Domestic Financing for Education. Johannesburg: Global Campaign for Education.

other sectors, mainly due to the large teacher work-
force. For example, data from 2014 shows that 81 per-
cent of education sector spending was on recurrent 
expenditure, as compared to 74 percent in health, 
41 percent in agriculture, and 17 percent in WASH 
(water, sanitation and hygiene).18 

1. Compensation of employees—includes several 
components that are grouped together or separated 
into subcategories in a budget, depending on the 
interests of policymakers:

Wages and salaries payable in cash or in kind. These 
are the basic salaries of employees within the 
education system, along with all bonuses and 

TABLE 7: EXAMPLE OF ECONOMIC CLASSIFICATION OF EXPENDITURES

2014 ACTUAL 2015 BUDGET 2015 REVISED BUDGET

Compensation of employees

. . .

. . .

Goods and services

. . .

. . .

Consumption of fixed capital

. . .

. . .

Interest

Subsidies

Grants

Social benefits

Other expense

TOTAL EXPENDITURE
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allowances (e.g., for overtime, working in hard-
to-reach areas, housing, and travel). Wages 
payable in kind could also be included in this 
category (e.g., expenses for housing and trans-
portation to and from work for employees). 
Compensation under this category is disbursed 
to employees at regular periods during the 
course of their service. 

Employer’s social contributions. This includes con-
tributions by the employer (ministry of educa-
tion in this case) to social security schemes, 
pensions, and other employment-related ben-
efits. Expenditure on retirement or pension 
schemes refers to the actual or imputed expen-
diture by employers or third parties to finance 
retirement benefits for current education 
employees. Compensation under this category 
is typically disbursed to the employee after 
retirement but held in government accounts 
during the term of the service. 

  From an education policy perspective, it is impor-
tant to have the compensation budget further 
disaggregated by the type of employee to understand 
how much of the budget is allocated to the teach-
ing force as opposed to nonteaching administrative 
structure: 

Compensation for teachers/academic staff: This cat-
egory includes compensation for classroom 
teachers at pre-primary, primary, and second-
ary school levels. At the tertiary level, it should 
include academic staff whose primary assign-
ments are instruction and/or research.

Compensation for non-teachers: Non-teaching staff 
are employed by educational institutions or 
administrative offices but have no instructional 
responsibilities. Although the definition can 
vary from one country to another, non-teaching 
staff generally include head teachers, principals, 
and other administrators of schools; support 

staff to teachers; supervisors; counselors; school 
psychologists; school health personnel; librar-
ians; curriculum developers; inspectors; edu-
cation administrators at local, regional, and 
national levels; clerical personnel; building oper-
ations and maintenance staff; security person-
nel; transportation workers; and catering staff.

2. Goods and services—normally consumed within 
the current year, expenditure on goods and services 
would have to be renewed if needed in the follow-
ing year. This category may include rent paid for 
school buildings and other facilities, as well as fuel, 
electricity, telecommunications, water and sanita-
tion expenses, travel expenses, insurance, and any 
other non-staff administration costs in schools 
and administrative offices. Regular maintenance 
of buildings is classified under goods and ser-
vices, although major repairs and renovations are 
recorded under capital expenditures. Compensation 
to contract teachers, consultants, and other workers 
who are not employees of the institution is gener-
ally also included as goods and services. 

3. Teaching materials—includes expenses for text-
books following the official curriculum as well 
as any pedagogical materials and other relevant 
materials for students, such as stationery. Typically, 
these constitute less durable materials, which must 
be purchased on a recurring basis. In some coun-
tries these expenses are classified under capital 
expenditure, especially when they are considered 
relatively long-lasting or durable.  

Capital/Development budget: As discussed in Sec-
tion 2.2.2, in some contexts the capital budget may 
include both the capital and recurrent expenditures of 
donor-funded projects in addition to the line items 
listed below. 

1. Construction and major renovations of buildings. 
This includes the costs of school and classroom 
construction, as well as those for other institutional 
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buildings such as school canteens, hostels, and 
administrative offices. Major renovations and refur-
bishment are also recorded as capital expenditure; 
however, maintenance typically is recorded as 
recurrent expenditure. 

2. Durable teaching materials and supplies. These 
can include desks, chairs, chalkboards, and any 
other equipment and machinery necessary for 
teaching (for vocational training courses, for exam-
ple), as well as more durable teaching aids, such as 
pedagogical kits for teachers, computer hardware, 
and software.
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3.1 Introduction
The previous chapter provided an overview of the 
foundational concepts related to budget structures and 
processes. In this chapter, we outline how education 
stakeholders can effectively engage in policy dialogue and 
monitoring at each stage of the budget cycle. 

Increasingly, a wider group of stakeholders are 
involved in education sector policy dialogue and moni-
toring through various education sector coordination 
mechanisms. Known by various terms, these LEGs are 
usually led by the government and comprise develop-
ment partners present in the country, including mul-
tilateral agencies, bilateral donors, nongovernmental 
organizations (including local and international CSOs), 
representatives of the teaching profession, the private 
sector and private foundations, and others supporting 
the education sector. The LEG serves as the focal point for 
coordinating feedback from relevant education stakeholders 
and engages in routine sector planning and monitoring activi-
ties. It therefore provides a natural forum for financial 
monitoring, budget tracking, and engagement with all 
relevant stakeholders to both evaluate the financial 
performance and support upcoming budget program-
ming exercises. LEG engagement can play a critical 
role in improving mutual accountability for domestic 
spending in education through policy dialogue and 
monitoring of the national education budget through-
out the budget cycle. 

In Section 3.2, we describe the common sources of 
data and information that stakeholders can utilize in 
reviewing the budget and actual expenditures. In Sec-
tion 3.3 we discuss the various stages of the budget 
cycle in more detail along with pertinent issues and 
critical questions for key stakeholders to consider when 
engaging in budget-related policy dialogue and moni-
toring. The value of the LEG derives in part from the 
diversity of its composition. In view of the distinct roles 
and responsibilities members may adopt, we provide 
specific ideas on further engagement by particular 

stakeholder groups (ministries of education, donors, 
CSOs, teachers’ unions, and the private sector), recog-
nizing that budget formulation and negotiation are pri-
marily the domain of national stakeholders.

3.2 Information and data 
sources
Lack of reliable and timely financial data within the 
education sector is a major challenge in most countries. 
Yet, availability of information on expenditure is fun-
damental to promoting transparency and accountabil-
ity. Education stakeholders supporting the ministry of 
education in policy planning could utilize timely and 
detailed information to advocate for adequate resource 
allocation while tracking the efficient and effective 
use of funds. It is important to note that while annual 
budget allocation data are often available through the 
ministry of finance, data on actual expenditures are 
sometimes unreliable or significantly delayed, which 
restricts policy decision making based on actual costs. 

When reviewing national education budgets (i.e., 
planned budgets) and actual expenditures, stakehold-
ers can commonly find information and data from the 
sources covered below.

National budget and education budget information 
are often available from:

• Ministry of finance websites or offices—the pre- 
budget statement, executive’s budget proposal, 
enacted budget, or budget law;

• Central bank and central statistical offices—
sometimes publish budget and other finance 
information;

• Ministry of education (or local budget office for 
the ministries)—for a detailed ministry budget 
breakdown;
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• Bilateral and multilateral donors—for supplemental 
information on donor spending; and

• ESPs—can provide greater detail on which budget 
commitments were for which elements of education 
spending.

Expenditure data are often available from the follow-
ing sources:

• Ministry of finance—the in-year reports, mid-year 
review, and year-end report for which data come 
from the Financial Management Information System 
(FMIS, which is discussed in more detail below);

• Auditor-general’s office—for audit reports; and

• Ministry of education (or local budget office for the 
ministries)—occasionally Education Management 
Information Systems (EMIS) will contain some finan-
cial information. 

Within the education sector, there are a few other 
sources of finance data that can be accessed:

1. Financial Management and Information Systems 
(FMIS)—Many countries maintain or are in the 
process of creating government-wide integrated 
FMIS. The integrated system is meant to strengthen 
the government’s core financial management 
processes: budget formulation, execution (includ-
ing treasury/cash management), accounting, and 
reporting. These systems maintain data on:

• Approved (capital and recurrent) budgeted 
appropriations;

• Sources of financing for programs and projects;

• Budget transfers;

• Supplementary allocations;

19 World Bank. 1998. Public Expenditure Management Handbook. Washington, D.C.: World Bank.

• Fund releases (warrants) against budgetary allo-
cations over the course of the year; and

• Data on commitments and actual expenditures 
against budgeted allocations.

These information systems normally operate at two 
levels: the line ministry and the ministry of finance. 
The line ministry’s systems, operated by their 
finance department, enable managers to track the 
budget implementation process and implement 
expenditure controls at the ministry level. The min-
istry of finance system is the central system that 
tracks the budget execution process for the govern-
ment as a whole.

At the start of the fiscal year, the legislature-
approved budget is entered into the system. Budget 
transfers such as supplementary authorizations 
are also entered during the year they are issued. 
As commitment and expenditure transactions take 
place at the line agencies, these systems: 

• Check for budget authorization and the exis-
tence of a prior commitment;

• Record information verifying receipt of goods; 

• Authorize payment; and

• Update the total amounts committed and spent. 

These operate on the basis of commitment, verifi-
cation, and payment request transactions received 
from the line ministry, either electronically or on 
paper.19

2. UNESCO Institute for Statistics (UIS)—Using 
data from the national sources (see earlier in Sec-
tion 3.2), the UIS consolidates education sector 
data across countries, and is currently the primary 
source of internationally comparable statistics on 
education. The UIS’s annual education data col-
lection is the most comprehensive in the world, 
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covering all education levels and a range of issues, 
such as gender parity, teacher distribution and 
training, and financing. Typically, the UIS sends 
surveys to the ministry of education, which often 
works with the ministry of finance to obtain and 
process data on financing. The questionnaire cov-
ers financing by source (government, international, 
private), by educational institution (public, pri-
vate) and by economic classification (teacher and 
non-teacher compensation, current and capital 
expenditure).

3. National Education Accounts (NEA)—The NEA is a 
comprehensive approach to education finance data 
collection, processing, and analysis. As with UIS 
data, this is a secondary source of data where data 
are collected from the official government and other 
primary sources. It involves mapping all sources of 
education funding (government, private, household, 
and external), education spending (public and pri-
vate providers, regions, etc.), and education-related 
economic transactions (salaries, teaching materials, 
infrastructure, etc.) to produce a coherent informa-
tion framework for education financing. Data on 
sources of financing and their use enable analysis 
of the linkage between spending and educational 
outcomes. This mapping of resource f lows through 
the education system is essential to identify waste 
and misallocation of funds, and helps to better 
direct resources to policy objectives and monitor 
progress toward SDG4. Data on financial resource 
f lows are also critical for developing mechanisms 
to improve education system efficiencies.20

4. Other data sources—These include open budget 
data from the World Bank BOOST initiative and the 
International Budget Partnership, data from Public 
Expenditure Tracking Surveys (PETS) and Quantita-
tive Service Delivery Surveys (QSDS), and house-
hold survey data, including Demographic Health 
Surveys (DHS) and Multiple Indicator Cluster Sur-
veys (MICS). 

20 UNESCO currently has NEA data on eight countries: Côte d’Ivoire, Guinea, Lao PDR, Nepal, Senegal, Uganda, Vietnam, and Zimbabwe. Note that the 
NEA methodology was developed by UIS and its partners, although a number of countries have since gone on to fund their own application of the 
approach.

21 Potter, B. H., and J. Diamond. 1999. “Guidelines for Public Expenditure Management.” Washington, DC.: International Monetary Fund.

3.3 Stage 1: Budget formulation
3.3.1 What is it?
The first stage of the budget cycle is when the execu-
tive branch (usually with coordination from the budget 
office of the ministry of finance) formulates the annual 
budget framework, which is based on macroeconomic 
analysis of the availability of total funds (known as the 
‘resource envelop’) for the government budget for the 
given fiscal year. Subsequently, the budget department 
informs line ministries, typically through a budget cir-
cular, of the indicative aggregate spending ceiling for 
each ministry along with guidance on the preparation 
of the line ministry specific budget that is consistent 
with the national macro policy objectives. The line 
ministries submit budget proposals informed by this 
guidance to the ministry of finance budget department, 
which is further negotiated by the two sides until col-
lective final agreement is reached.21

Budget formulation comprises three interlinked 
activities:

 i. The ministry of finance determining the over-
all resource envelop, which is typically estab-
lished through macroeconomic forecasting of the 
expected government revenue based on factors like 
expected GDP growth, unemployment rate, tax col-
lection, and commitment to debt stabilization and 
deficit reduction; 

 ii. The line ministries costing out key expenditure cat-
egories needed for service delivery; and

 iii. Reconciliation of these technical inputs with the 
policy priorities in national and sector plans in 
order to formulate the budget ceilings and budget 
structure guidance. 

Establishing the budget ceiling for each line minis-
try, and the government as a whole, also involves 
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determining (i) what level of expenditure has already 
been committed to existing objectives, and (ii) what 
level of expenditure is available for allocation. Pre-
committed expenditures could include debt-servicing 
costs, salaries of existing public sector employees, 
public sector pensions, and payments for projects 
under contract that span multiple years (for example, 
major infrastructure projects). As a result, in any 
given year, the f lexible part of the budget for expendi-
ture (discretionary spending) on new policy priorities 
is relatively small. 

3.3.2 Why is it important for policy dialogue 
and monitoring?  
The budget formulation stage is a strategic policy 
dialogue engagement point for education sector 
stakeholders. Education stakeholders can advocate 
for taking sector policy priorities into account for 
determining the budget ceiling for the ministry of 
education. However, it has to be noted that budget 
formulation is primarily the responsibility of the 
government. 

Lack of information and limited engagement between 
the ministry of finance and the ministry of education 
at this stage may result in a unilateral reduction in the 
education budget if the ministry of finance perceives 
spending proposals to be unrealistic. Supplying the 
ministry of finance with credible past expenditure 
data and technical inputs on the cost of policy priori-
ties has the potential to not only build confidence in 
the sector’s capacity to plan and implement policy 
priorities, but also to make the case for increasing the 
budget ceiling or total budget allocation for the educa-
tion sector. 

In order to engage in policy dialogue and monitor-
ing at this stage, stakeholders need to understand 
the key processes and actors engaged in their specific 
country at both the national and education sector 
level. 

National level in general

• When exactly does the budget formulation stage 
start? How is this timing aligned with the education 
sector’s planning process?

• Which national level actors are involved in budget 
formulation and establishing the budget ceilings? 

• Which levels of the government are engaged?

• What legislative commitments have been made to 
financing education?

• What debate and decision-making spaces are 
ensured for participation by the general public or 
other stakeholders during this stage?

Specifically, some critical issues to be discussed and 
monitored at this stage include:

1. Predictability and sustainability of financing. 
Access to predictable finance that can be sustained 
over a longer time period is essential for efficient 
and effective implementation of government 
policy and programs. While sector budgets may 
be managed on an annual basis, policy planning 
and implementation is a longer term process that 
requires sustained funding. Education stakehold-
ers should be in a position to understand the con-
straints the government faces on generating and 
securing revenue. Understanding revenue streams 
and tax base formulae is also a key entry point to 
advocate for greater resource allocation to educa-
tion. Questions stakeholders should get a reading 
on include the following: 

• What are the primary sources of revenue for the 
government?

• What percentage of revenue is raised from taxes 
as opposed to other sources?

• What is the tax-to-GDP ratio? How effective is 
the national government at raising taxes? What 
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percentage of the budget is dedicated to debt 
servicing?

2. Resource allocation to education. In order to 
provide quality education according to the policy 
priorities of the sector, government needs to allo-
cate a sufficient share of the overall budget to the 
education sector. Stakeholders should examine 
how resource allocation to the education sector 
compares to that of other sectors to understand the 
government’s prioritization of education. Questions 
stakeholders should get a reading on include the 
following:

• Is the current education budget ceiling equivalent 
to or above the SDG4 recommendation (i.e., 15 to 
20 percent of the total government budget and 4 to 
6 percent of the GDP)?

• Is education funded by a predictable and sustain-
able revenue source? Is education disproportionately 
dependent on aid relative to other sectors?

• How much priority is given to education relative to 
other sectors?

• Does education ref lect as a prominent priority 
within the national development plan? Are the lat-
ter’s priorities aligned with the policy priorities in 
the ESP? Does the budget allocation for education 
ref lect these priorities?

• Is progress being made in terms of the government’s 
response to education needs? Has the share of edu-
cation expenditure in total government expenditure 
increased when compared to previous years?

• After adjusting for inf lation, does the increase in the 
budgeted amount over the previous years ref lect an 
increase of the student population and/or improve-
ment in quality of inputs provided to schools?

• What proportion of the education budget is allo-
cated to pre-committed expenditure? What pro-
portion is available for discretionary spending? 
Are there specific program budgets dedicated to 

improving the quality of inputs to schools (e.g., 
improvement in school infrastructure, textbooks 
and other learning materials, teacher in-service 
training)? 

Sector level in general

• Which line ministries are engaged in service deliv-
ery in the education sector?

• Which agencies are responsible for spending the 
education budget? 

• At which level of government do these agencies 
operate? 

• Who spends the money at the sub-national level?

The following specific issues should be examined at the 
budget formulation stage:

1. Sector priorities and planning. Linking the budget 
planning process to the policy planning process 
is critical in ensuring that policy priorities are 
adequately funded. Within the education sec-
tor, the ministry of education develops the ESP, 
the guiding document for what the government 
wants to achieve in the sector and the strategies it 
will apply to do this. The ESP is a powerful policy 
instrument, which provides a development vision 
for the education system and outlines a coherent 
set of actionable strategies to implement reforms 
and reach development objectives. Financial sound-
ness, feasibility, and sustainability are key elements 
of quality ESPs. The plan is considered achievable 
when it includes an analysis of current financial 
trends, an expenditure framework, and thought-
ful strategies for overcoming financial constraints 
that may hinder effective implementation. ESPs 
are usually endorsed by development partners to 
ensure alignment of donor financing with the ESP. 
A financially sound and feasible ESP includes the 
following elements:

a. Analysis of existing cost and financing, 
including current and historical trends in 
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government, donors, and, where possible, 
household spending on all subsectors and edu-
cation levels.

b. Financial simulation and financial projec-
tions to evaluate the feasibility of various 
policy reforms and programming options 
using basic parameters (population projection, 
education, cost and macro-economic develop-
ment indicators). These projections should also 
include the potential financing sources (inter-
nal and external) for all costed programs.

While ESPs are multi-year plans, the government bud-
geting process is typically an annual activity. Linking 
the two processes should ensure that the annual bud-
get is aligned with the multi-year financial planning in 
the ESP and vice versa. 

22 See World Bank. 1998. Public Expenditure Management Handbook. Washington, D.C.: World Bank, and Grayson, C. 2010. “Education MTEF: 
Approaches, Experience and Lessons from Nine Countries in Asia.” Asia-Pacific Education System Review Series No. 3. Bangkok: UNESCO.

Examining the following issues is important in assess-
ing whether the budget planning process is sufficiently 
linked to the policy planning process: 

• Does the proposed sector budget include funding for 
all programs and policies outlined in the ESP?

• Is the proportional allocation of funding to various 
education programs ref lective of policy priorities?

• What is the value of capital expenditure rela-
tive to recurrent expenditure? Does this provide 
enough financial space for implementing key sector 
reforms? 

• Do the resources allocated to various education pro-
grams increase in real terms compared with previ-
ous years and, if possible, for the coming years as 
well? 22

BOX 3. LINKING POLICY, PLANNING, AND BUDGETING: MEDIUM-TERM EXPENDITURE FRAMEWORK

National budgets are developed annually, while policy implementation plans span multiple years. Unpredictability of funding 
from one year to the next can significantly hinder operational aspects of policy implementation and, in the long run, policy 
outcomes. Affordability of reaching sector policy goals should be linked to policy planning and budgeting early in the budget 
cycle, with adjustments in both policy and budget needing to be negotiated accordingly. 

At the national level, most countries have adopted a form of medium-term fiscal framework (MTFF), medium-term budget 
framework (MTBF) or medium-term expenditure framework (MTEF), which extends budgeting and future allocations from 
one year to three to five years in relation to national policy priorities. This framework determines the overall aggregate fiscal 
budget, taking into account, government’s economic policy and the state of the economy. An MTEF (or similar framework) is a 
mechanism that allows decision makers to balance the affordability of national policy priorities over a longer period of time. 

Some countries may also develop a sector level MTEF (or similar framework) that determines subsector allocations for the 
planning period. Sector-level MTEFs take three components into consideration for costing: (i) what expenditure commitments 
already exist within the sector, (ii) which programs work (effectiveness), and (iii) what additional resources are available to 
implement new policy or program priorities. The MTEF allows sector-level policymakers to more closely link policy planning 
to the public finance cycle, develop systems for performance monitoring and measurement, and support more transparent 
and rational allocation of resources within the sector. 

Education sector planning is a key process within the education sector that informs the MTEF process. Historical sector 
financing trend review and future costing projections for education sector policy priorities can provide invaluable data for sec-
tor MTEF development. The planning process itself should incorporate sector MTEF financial projections in order to evaluate 
the financial feasibility of the projected sector budget. The ministry of education can use the process to negotiate the sector 
budget allocation within the national budget based on the credibility of financial data analysis and linking the sector budget to 
longer term sector planning.22
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2. Equitable allocation and spending of resources. A 
key goal of public financing for education is to pro-
mote equity in educational opportunity.23 In many 
instances, expenditures reproduce inequalities in 
society, with significant variations in the type and 
quality of education accessible to different sections 
of society. Education financing can compensate for 
socioeconomic differences and remove barriers to 
accessing quality education for children disadvan-
taged by their economic status, ethnicity, gender, 
native language, or urban/rural location, or by 
disabilities. Reaching these groups often involves 
more expensive and targeted interventions.

Strong analysis of equity in education budget allo-
cations and expenditure is required, including 
assessing whether government spending tackles 
different types of inequality. Spending by levels, 
geographic distribution of spending, and spend-
ing on specific marginalized groups should all be 
considered.24

Examining the following is an important step 
toward ensuring equitable allocation and spending 
of resources:

• Do any of the allocations toward the various 
education programs discriminate against, or 
exclude, a certain section of the school-going 
population?

• Are additional resources channeled to marginal-
ized populations?

3. Identification of historical bottlenecks in sec-
tor expenditures. During the budget formulation 
phase, stakeholders can also examine previous 
expenditures (actuals) to address areas in the bud-
get that have historically experienced bottlenecks 
in spending. Assessing past expenditures is an 
important part of the policy and planning process; 

23 Specifically, the FFA states: “Inclusion and equity in and through education is the cornerstone of a transformative education agenda, and we therefore 
commit to addressing all forms of exclusion and marginalization, disparities, and inequalities in access, participation, and learning outcomes. No 
education target should be considered met unless met by all.”

24 Walker, J. and K. J. Mowé. 2016. Financing Matters. A Toolkit on Domestic Financing for Education. Johannesburg: Global Campaign for Education.

in particular, it is important to consider the effi-
ciency and effectiveness of this spending.  

Within the education sector, given limited finan-
cial resources and continuing growth in enroll-
ments, it is crucial for the ministry of education to 
demonstrate efficient and effective utilization of 
educational resources. This has an impact on future 
allocation: if resources are not used to their poten-
tial within a given year, it could dissuade the minis-
try of finance from increasing budget allocations in 
future budget cycles. 

The following questions can help to identify histori-
cal bottlenecks:

• Do delivery agencies tend to spend all their 
funds, or are there funds left over from previous 
years? 

• What was the execution rate for the budget in 
the previous year?

• Were there any specific budget areas where 
the execution rate was significantly lower than 
others?

Review of past expenditures is also a critical aspect 
of other stages of policy planning and budgeting, 
particularly budget evaluation, and will be dis-
cussed further in Section 3.6. 

3.3.3 How can stakeholders engage further?
Ministry of education 

Line ministries generally have the most formal engage-
ment with the ministry of finance (or other budget 
formulation authorities) during the budget formulation 
process, as they provide the technical inputs on cost 
estimates for national and sectoral policy priorities. The 
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education ministry can utilize the financial analysis of 
past expenditures and budget projections from the ESP 
to provide credible costing information to the ministry 
of finance to influence budget allocations for the sector.

The ministry of education should engage with the min-
istry of finance as early as possible to get an advance 
projection of the available resource envelop and to 
negotiate national budget allocations for the sector, 
especially when requesting a proportion or budget ceil-
ing increase from the previous year. 

The ministry of education can provide multiple budget 
scenarios to the ministry of finance for consideration, 
which could show the trade-offs in funding policy 
objectives depending on the available resources. Such 
a scenario planning exercise can also prepare the min-
istry of education for the possibility of receiving a level 
of funding different than the ideal scenario. 

Donors

Donor funding may comprise a significant proportion 
of the resource envelop. Discussions between donors 
and the government at this stage could be especially 
useful in evaluating the partnership commitments 
of the Paris Declaration on Aid Effectiveness and the 
Accra Agenda for Action, formulated around the cen-
tral pillars of ownership, alignment, harmonization, 
managing for results, and mutual accountability.25 

Donors can engage in discussions with the government 
on the amount and proportion of financial aid to be 
given to the country in the form of general budget sup-
port, sector budget support, or as project financing. 
Accurate estimates of the actual amount of aid received 
as compared to aid pledged are critical for resource 
forecasting. Donors also require accurate information 
on expected levels of debt, the budget deficit, and the 
share of expenditure in priority sectors to make deci-
sions on future aid allocations to the country.

Donors can in turn support the ministry of education 
in improving data collection systems specific to sector 

25 OECD. 2005, 2008. The Paris Declaration on Aid Effectiveness and the Accra Agenda for Action. Paris: Organisation for Economic Co-operation and 
Development. 

financial management. They can provide funding and 
technical assistance for integrated FMIS and undertak-
ing a NEA assessment. 

CSOs

Civil society advocacy campaigns can play a critical 
role in increasing the share of education budget allo-
cation at this stage. CSOs can conduct analysis of past 
budget allocations and compare these to neighboring 
countries (or other countries with similar economic 
performance), and provide this information to citizens 
to raise awareness on national prioritization of the edu-
cation sector. 

CSOs can hold public hearings to engage citizens and 
other stakeholders (policy experts, academics, etc.) to 
discuss sector priorities and provide recommendations 
for the draft budget plan. 

Advocacy campaigns at this stage could greatly inf lu-
ence both the ministry of finance and ministry of edu-
cation in allocating adequate funding to meet citizen 
demands for education. 

Teachers unions

Teachers unions can engage with the national Public 
Service Commission (PSC), which usually establishes 
service conditions for government employees, to advo-
cate at this stage for improved salaries and service 
conditions. Any cost considerations for changes in the 
service conditions have a significant impact on the 
budget as the proportion for employee remuneration 
makes up the lion’s share of the education budget in 
most contexts. 

3.4 Stage 2: Budget approval
3.4.1 What is it?
This second stage of the budget cycle occurs when the 
budget proposal prepared by the ministry of finance 
is submitted for approval to the legislative branch of 
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the government (the parliament, congress, or council 
of ministers). The legislature examines the various 
aspects of the budget proposal, debates the proposal, 
and proposes possible amendments. The extent of leg-
islative involvement varies across countries and the 
legislature’s powers under the constitution. In many 
countries, the legislature has less inf luence over rev-
enue than it does over expenditure. At the end of this 
stage, the budget is formally approved by the legislative 
branch and enacted into law. 

3.4.2 Why is it important for policy dialogue 
and monitoring?
During this stage, education stakeholders can help 
raise the profile of the sector with legislatures. Political 
support for the sector is significant to garner support 
to approve a sector budget that keeps resources for key 
expenditures for policy priorities intact. 

Usually, there is little engagement with other stake-
holders while legislatures debate the proposed budget. 
A certain degree of national autonomy should be pre-
served to ensure budgetary sovereignty; the core of the 
dialogue therefore happens between the executive and 
legislative branches, including the political organiza-
tions, and between the central and decentralized levels 
of government. However, in many countries, the legis-
lature requests further information and data from the 
executive branch, and/or the line ministries establishes 
special committees on specific budget topics or issues 
and holds hearings and public debates. Other stake-
holders can therefore engage via these forums to better 
understand the proposed budget and its priorities.

Education stakeholders should be aware of the follow-
ing budget approval processes and actors in order to 
effectively advocate for prioritizing education within 
the national budget and the approval of the proposed 
budget:

• When does the parliament debate on the budget 
take place, and what are the processes in parlia-
ments to approve the proposed budgets?

• Is it possible to identify specific champions for the 
education sector within the parliament/legislative 
branch?

• Are there any public forums for engagement with 
legislatures for discussions on citizen priorities?

Advocacy for prioritizing education

The key goal of engagement of education stakeholders 
during the approval stage is to advocate for prioritizing 
the education sector in the national budget. Education 
stakeholders can investigate the following as a step 
toward achieving this:

• What legislative commitments have been made to 
finance education?

• What are some of the political priorities of the legis-
lators who support improvements in the education 
sector? How are these aligned with the priorities 
identified in the ESP? 

• What information and data can be provided to the 
legislature to help with budget debates and support 
the approval of the proposed education budget?

3.4.3 How can stakeholders engage further?
Ministry of education 

The ministry of education can provide education sec-
tor cabinet members with credible data to make the 
case for investment in the sector. This data might 
demonstrate past progress in the sector and credible 
future plans to utilize the domestic resources available 
to achieve sector goals. The ministry can also make 
relevant data publicly available. This would not only 
demonstrate transparency on the part of the ministry, 
but also allow other education stakeholders to use the 
information for their own campaigns for education sec-
tor support. 
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Donors

Donors can fund data and information projects for the 
ministry of education and other stakeholders engaged 
in providing credible financial data, as well as analy-
sis for public and legislative debates on the education 
budget.

CSOs

CSOs with budget expertise can conduct analysis of the 
draft budget and engage citizens in public hearings 
on the budget. CSO-facilitated public hearings during 
this stage can be inf luential in showing public support 
for the education sector and enhancing the legislative 
debate on the education budget. CSOs can also directly 
engage with specific legislators who have been identi-
fied as champions for the sector to discuss the prioriti-
zation of education within the national budget. 

3.5 Stage 3: Budget execution
3.5.1 What is it?
Once the legislative branch approves the ministry of 
education’s budget, they use the allocated funds to 
implement programs for the year. The approved funds 
for the budget are transferred from the national trea-
sury to the relevant ministry on a quarterly or monthly 
basis. During the course of the budget execution year, 
accounting officers in the ministry record all the out-
standing revenue and expenditure for in-year budget 
and accounting reports. At the end of the year, once 
all transactions have been recorded for the year, an 
accounting report is produced. 

It is important to note that the 12-month period when 
the budget is in effect, that is the fiscal year, differs 
across countries and may not coincide with the calen-
dar or the academic year of the schools under the juris-
diction of the ministry of education.

In practice, budgets are not always implemented in 
the exact form in which they were approved by the 
legislature. Reallocation across different budget lines or 
changes in spending levels may happen with deliberate 
policy decisions made by the ministry of education as a 

reaction to changing context. Actual spending may be 
lower due to institutional spending capacities, delays in 
transfers from the treasury, or lower levels of tax col-
lection than planned. However, revenue policies (or how 
the government collects funding) are rarely changed 
during the fiscal year.

During the execution (or implementation) stage, many 
governments release financial reports or budget per-
formance reports, both during the year (which shows 
progress on budget execution with respect to ongo-
ing spending) and after the end of the budget period 
(which shows a full record of each ministry’s financial 
activities, illustrating actual expenditure against the 
approved budget). The level of detail and the timeli-
ness of the information provided differ from country 
to country. Based on this, budget execution rates—actual 
spending as a proportion of the planned budget—can 
be evaluated. Based on deviations observed between 
the planned and executed budget, the line ministry 
frequently submits a supplementary budget, usually 
once a year, to the legislature, proposing adjustments 
to the enacted budget during the year, and produces 
revised budget expenditure figures. 

3.5.2 Why is it important for policy dialogue 
and monitoring?
Policy dialogue and monitoring activities that explore 
the discrepancies between budget allocation and execu-
tion can reveal inefficiencies, blockages, leakages, or 
weak capacities in the system. It is important to ana-
lyze the factors impacting execution rates, as a low 
execution rate often signals to the executive branch 
that the line ministry has weak spending capacity (i.e., 
units are not implementing and/or spending according 
to the plan or budget) or a tendency to over budget. 
This in turn could have a negative impact on decisions 
on overall budget allocation to the education sector in 
the next budget cycle. 

Discussions about delays or reductions in fund trans-
fers from the central government (treasury) can help 
identify issues in central government public expendi-
ture management systems. However, dramatic  
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differences between the allocated and expended bud-
gets could also reveal weaknesses in the capacity of the 
ministry of education to implement planned services 
and programs. At this stage of the budget cycle, other 
stakeholders can play key roles in ensuring that bud-
get operationalization is on track. Where bottlenecks 
can be identified and easily addressed, they may be 
remedied during this stage. However, in many situa-
tions, obstacles to budget implementation can only 
be assessed during the budget evaluation stage (see 
Section 3.6).

Education stakeholders should become aware of the 
following budget execution processes and actors in 
order to engage in policy dialogue and monitoring 
activities:

• What outcomes are planned to be achieved through 
the budget and what procedures, rules and processes 
are in place to achieve these outcomes? 26

26 Fazekas, M. 2012. School Funding Formulas: Review of Main Characteristics and Impacts. OECD Education working papers No. 74. Paris: OECD 
Publishing.

• Who spends the budget? Which agencies have the 
responsibility for spending the education budget? At 
what level of government are they? Who spends the 
money at the subnational level?

• Who monitors budget spending and addresses 
changes that need to be made? What forums and 
procedures exist to monitor and scrutinize budget 
expenditure? Are these governmental only? How 
and when can the LEG engage?

Equity in spending

The overall education sector budget may not elaborate 
on school-level allocations, which are often determined 
by the ministry and its decentralized agencies after the 
budget is approved. Box 4 describes some of the consid-
erations taken into account when determining resource 
allocation at the school level. 

BOX 4. EQUITY AND SCHOOL LEVEL RESOURCE ALLOCATION

Decisions on expenditures for individual schools follow different models. Traditionally, one of the three following models are 
used by ministries of education in deciding the level of funding each school receives in a given year:

1. Historical funding or incrementalism: Schools receive funding for the year that is equal to the previous year modified 
up or down by a few percentage points. 

2. Bidding and bargaining: Within this model, the school presents a case for funding, based on given criteria and an esti-
mated budget, to the higher levels of government. Funding is awarded based on the spending unit’s assessment of how 
well the bid meets the criteria. 

3. Discretion: Funding is given to the schools according to the opinions and judgments exercised by the unit’s 
administrators. 

In general, these models would not take changes in school enrollment numbers into account. Many education systems are 
moving toward allocating resources to schools based on a school funding formula that takes student enrollment into account, 
based on the principle of “the money following the student” (i.e., ensuring a direct correlation between funds provided to the 
school and the number of students enrolled).

Per-capita formula funding is a type of school funding formula that contains a number of variables (number of students per 
grade, location of school, poverty, etc.) and a cash amount related to each variable. This resource allocation model is used to 
meet the equity objectives in a system that recognizes that while all students may need the same basic resources, students 
with certain characteristics (e.g., remote location, disability) may require additional resources.26
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Ministries develop different approaches to make equi-
table resource allocations across schools and other 
delivery institutions; however, the capacity to spend to 
allocated resources also varies across institutions. 

During the execution stage of the budget cycle, stake-
holders can examine the following to ensure equitable 
allocation and spending:  

• How is equity taken into consideration in a school-
level resource allocation? If there is a school funding 
formula, what variables are included? 

• Is there evidence (empirical or anecdotal) about 
challenges in spending at particular schools or deliv-
ery institutions?

Transparency and accountability

Availability of information on expenditures, especially 
during the budget execution period, is fundamental to 
promoting transparency and accountability. Transpar-
ency in government finances through publication of 
information on financial and programmatic operations 
allows citizens to hold the government accountable  

27 Walker, J., and K. J. Mowé. 2016. Financing Matters. A Toolkit on Domestic Financing for Education. Johannesburg: Global Campaign for Education.

and, in turn, can improve effective spending. Educa-
tion stakeholders supporting the ministry of educa-
tion in policy planning require timely and detailed 
information to track the efficient and effective use of 
funds. During the execution stage of the budget cycle, 
stakeholders can therefore examine the following to 
promote transparency and accountability:

• What if any financial reports does the ministry of 
education make available for public scrutiny?

• Is school-level funding allocation publicly available 
to enable monitoring by citizens?

Reconciliation between the approved  
and executed budgets

Due to changing contexts and priorities during the  
academic year, actual expenditures may differ from  
the approved expenditures in the budget. In many 
situations, delays in fund transfers from the central 
government mean that administrative units respon-
sible for expenditure may direct or reallocate available 
resources to meet immediate needs (such as employee 
salaries) away from planned expenditure. Some 

BOX 5. BUDGET TRACKING

Budget tracking usually means monitoring budget disbursements and expenditures across the system. It determines whether 
the resources allocated by the budget have been released on time and spent according to plan. Budget tracking can be con-
ducted at the national, state, district, or institutional (i.e., school) level. Because it checks disbursements through the system, 
budget tracking can also help to identify mismanagement and corruption. 

Budget tracking can focus either on how the overall education budget has been spent at the different levels or examine a 
specific program, or education subsector (e.g., primary education) nationwide. Comparisons between states or districts can 
reveal how they are implementing programs, if they are reducing inequities, and the overall quality of these programs.27
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deviation is unavoidable. However, changes in expen-
diture that cannot be rationalized based on contextual 
evidence may be an indication of poor planning dur-
ing the budget formulation stage or challenges in the 
spending capacity of the administrative units within 
the education ministry. 

To promote improved reconciliation between the 
approved and executed budgets, education stakehold-
ers can examine the following:

• Are there any delays in fund transfers across govern-
ment agencies?

• How much of the funding has been spent thus far? 
On what have these funds been spent?

• Are teachers’ salaries paid on time?

• How do the budget items included in the supple-
mentary budget request compare to the original 
budget estimations and approval? 

• Has there been spending during the year that was 
not approved in the original budget?

• Did the delivery agencies spent the entire approved 
budget in the previous year? What was the execu-
tion rate of the budget in the previous year and is a 
similar pattern expected in the current year? 

Funding gaps

Monitoring funds at the school level often reveals dis-
crepancies in the funds available and the actual needs of 
the schools, which are essentially the primary adminis-
trative spending entity in an education system. In sev-
eral contexts, principals and school administrators may 
raise funds from other sources (e.g. parent-teacher asso-
ciation fees, other fees levied from parents, community 

fundraising) to make up for any funding gap in meet-
ing the operational costs of the school. 

To gain greater insight into funding gaps at a school 
level, education stakeholders can examine the 
following:

• What requests were made in the supplementary 
budget? What factors contributed to the budget 
shortfall?

• What was the education budget allocation to the 
school? What other sources of funding has the 
school received?

• Has the school received the entire budget allocation 
approved from government? 

• What is the level of spending per student? What is 
the trade-off, intentional or not, between the num-
ber of pupils enrolled and the spending on each? 
What are the most expensive items included in this 
spending? What scope is there to change these unit 
costs?

• Does the school spend funds on items not covered 
by government resources, including electricity, 
security guard(s), water, or printing of examination 
papers?

• What is the level of household contributions to 
education? What is the government-household 
cost-sharing for each cycle? Do household costs for 
schooling penalize the enrollment of the poorest 
pupils, especially in basic education? Box 6 elabo-
rates the importance of taking into account prohibi-
tive costs of education to households and how this 
can be an obstacle to equitable access to education.
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BOX 6. HOUSEHOLD SPENDING

Beyond the government budget, the education sector also receives financing from private sources, in particular households. 
It is imperative to pay attention to the proportion of financing that is coming from households as this may have an impact on 
equity issues, particularly if the cost of education is prohibitive for poor and marginalized groups within the population. 

Any expenditure by students or their families for education should be classified as household spending. Recording expen-
diture from households is challenging in most countries. Where available, it includes payments made to the school directly, 
such as for tuition fees and contributions to parent-teacher associations (PTAs), and expenses incurred for goods and ser-
vices purchased outside the educational institution, such as for textbooks, uniforms, or extra classes. For poor households, 
these costs could make up a large portion of their income and can prove prohibitive for accessing quality education. In many 
countries, data on household expenditure are collected within household surveys like DHS28 and MICS.29 In countries where 
an NEA assessment has been undertaken, this data is incorporated within the overall NEA database. 

A survey of 15 low-income African countries found that, on average, total household spending on education amounted to 
1.7 percent of GDP, almost half of the average public expenditure in these countries (3.8 percent of the GDP). At the primary 
school level, this represented 33 percent of total public expenditure and at the lower-secondary school level, 68 percent.30

28 http://dhsprogram.com/What-We-Do/Survey-Types/DHS.cfm
29 http://mics.unicef.org/
30 UNESCO Institute for Statistics. 2011. Financing Education in Sub-Saharan Africa: Meeting the Challenges of Expansion, Equity and Quality. Paris: 

UNESCO.
31 See Martínez Lattanzio, R., M. Irving, and V. Salgado. 2017. Effective Joint Sector Reviews as (Mutual) Accountability Platforms. Working Paper No. 1. 

Washington, DC.: Global Partnership for Education. 

3.5.3 How can stakeholders engage further?
Ministry of education 28 29 30

The ministry of education is the primary agency in 
charge of the execution of the budget. Officials at vari-
ous levels can engage with other education stakehold-
ers to identify problems with the budget execution 
process. The ministry can make spending data avail-
able to the public and engage other stakeholders in 
monitoring the spending during this stage. An open 
dialogue with stakeholders could help the ministry 
design solutions for the challenges it faces in delivering 
services. 

Donors

During field visits and joint sector reviews (JSRs)31 
(see more on JSRs in Box 7), donor representatives can 
request information on the f low of funds to and actual 
expenditures made in the priority program areas. 
If they identify issues with transfer or spending of 
resources, they could engage in dialogue with the min-
istry of education during forums like JSRs. This could 

help the ministry and donors to jointly design future 
programs to improve sector spending. 

CSOs

CSOs can work on budget tracking at various levels of 
the education system to monitor issues with financial 
f lows. They can create simple budget communication 
documents to make the public aware of funds that are 
supposed to be spent at various levels of the govern-
ment and help citizens monitor whether the funds are 
disbursed and used for the stated priorities. Civil soci-
ety can also engage directly with parents and house-
holds, in general, about access issues and the cost of 
quality education. 

Teachers unions

Many countries are plagued with late or incomplete 
payments of teacher salaries and benefits. In other 
instances, teachers have to travel far to receive their 
payments, which may result in them missing instruc-
tional time in the classroom. Teachers unions can 
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engage with the ministry of education and payroll 
departments to monitor teacher payments during the 
execution period. Unions can help inform the ministry 

about regions or groups of teachers facing exceptional 
hardships, and work with the relevant authorities to 
develop solutions. 

BOX 7. JOINT SECTOR REVIEWS (JSRs)

A JSR is a periodic mechanism led by the government, inclusive of all stakeholders active in the development of the sector. 
A comprehensive inquiry into the use of financial resources is a crucial part of the JSR mechanism. A good-quality JSR is 
expected to monitor sector progress and performance and to provide an overview of financial allocation versus actual expen-
diture, which allows countries to draw lessons from sector plan implementation. Through the JSR, countries identify sector 
priorities for future planning and budgeting exercises.

Education stakeholders can support regular JSRs as transparent forums that subscribe to the principles of mutual account-
ability. JSRs are critical instruments contributing to more effective and inclusive policy dialogue; they provide an opportunity 
for the government and development partners to have an open conversation about challenges and solutions in the sector. 
JSRs not only help with monitoring the implementation of the sector plan, but also in building a case for continued invest-
ment at the national and global levels.

3.6 Stage 4: Budget evaluation
3.6.1 What is it?
The budget cycle concludes with a number of govern-
ment activities assessing how the budget was spent. 
As mentioned earlier (see Section 3.5.1), the account-
ing officers of the line ministry produce end-of-year 
accounting reports on expenditures. Audits of national 
accounts are also conducted to provide information on 
risk areas where controls are lacking or where routine 
failure to comply with accounting rules may under-
mine an administrative unit’s potential to meet its 
objectives. 

Internal audits are either performed by a centralized 
government authority or fall under the responsibility 
of the spending agency’s (ministry of education, in this 
case) management control structure. The most impor-
tant functions of the internal audit are to test the man-
agement controls themselves and to assist management 

in assessing risks and developing more cost-effective 
controls. The external audit, however, is performed by 
an independent organization, which usually reports 
its findings to the legislature and to the audited entity 
itself. The primary purpose of the external audit is 
to examine whether the financial activities were car-
ried out in compliance with the approved budget law, 
rules, and procedures and if there is room for capacity 
development.

Governments and donors may also perform program 
evaluations, PER, and PETS as an oversight mechanism 
for understanding the effectiveness and efficiency of 
public expenditures. 
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BOX 8. PUBLIC EXPENDITURE SURVEY TOOLS

A Public Expenditure Review (PER) is a diagnostic tool used to evaluate the effectiveness of public financing. It analyzes 
the government’s expenditure over several years to assess consistency of spending in line with policy priorities and results 
achieved. PERs may be conducted for the entire government expenditure or for particular sectors (e.g., education, health, 
infrastructure). 

Public Expenditure Tracking Surveys (PETS) are a set of tools used to uncover leakage in the expenditure chain for particular 
budget line items or programs. Traditionally, PETS involve the triangulation of budget and financial records from different 
sources on the expenditure map. The goal of PETS is to identify inconsistencies in records regarding the allocation and dis-
bursement of funds by one office or facility and the corresponding receipt of funds by a different office or facility.32

Quantitative Service Delivery Surveys (QSDS) is a technique to survey the efficiency of service provision. It examines the effi-
ciency of public spending and incentives, and various dimensions of services delivery in provider organizations/government 
departments or agencies, especially at the level of the service facility. It quantifies the factors affecting quality of service such 
as incentives, accountability mechanisms, and the relationship between agents and principals.33

32 See Tolmie, C. 2013. Where Are Our Budgets? Public Expenditure Tracking Surveys as Tools for Engaging with Civil Society. Bethesda, M.D.: USAID 
and Abt Associates Inc. Also see Schiavo-Campo, S., and D. Tommasi. 1999. Managing Government Expenditure. Manila: Asian Development Bank.

33 World Bank 2003. A User’s Guide to Poverty and Social Impact Analysis. Washington, DC: World Bank. Also see Dehn, J., Reinikka, R., and Svensson, J. 
2002. Survey Tools for Assessing Service Delivery. Washington, DC: World Bank.

3.6.2 Why is it important for policy dialogue 
and monitoring?32 33

Thorough evaluation of the budget after execution pro-
vides important inputs for future budget planning. This 
stage provides a valuable opportunity for the education 
stakeholders to generate and access information on 
the efficiency and effectiveness of public expenditure 
on education sector priorities. End-of-year reports and 
audit reports are critical inputs to dialogue on the sec-
tor performance and plan for reforms for the next bud-
get cycle. PETS, PERs, or QSDS can be especially helpful 
in monitoring system efficiency in spending. Program 
evaluation reports, especially impact evaluation stud-
ies, can be used to engage in policy dialogue on the 
effectiveness of expenditure in reaching the intended 
recipients and planned results in the education sector. 

Some key process questions that should be asked at this 
stage are:

• Are the spending agency’s accounts audited? If so, 
by whom: internal agency auditor, the government 
auditor within the executive branch, or an indepen-
dent auditor? 

• When and how often are audits of spending agency 
accounts undertaken: (i) every three months during 
the fiscal year; (ii) every six months during the fiscal 
year; (iii) within six months from the end of the fis-
cal year; (iv) more than six months but less than one 
year from the end of the fiscal year; (v) between one 
and three years from the end of the fiscal year; or 
(vi) more than three years from the end of the fiscal 
year?

• What oversight reports are publicly available? 

• Are there any non-government budget oversight 
activities (e.g. citizen budget watch or tracking)? 

Audit of budget operations

Audit reports carried out during the evaluation stage 
allow for a more thorough review of the bottlenecks in 
expenditures than is possible during the budget execu-
tion stage. In particular, a comprehensive analysis of 
the causes behind implementation challenges can be 
conducted. 
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Some key questions that should be asked at this stage 
are:

• What was the overall execution rate of the educa-
tion budget for the year for combined recurrent and 
capital expenditures, as well as for each expenditure 
type individually?

• Which elements of the budget experienced the 
highest deviation between the approved budget and 
actual expenditure? What were the reasons for this 
deviation?

• How does the execution rate for targeted interven-
tions for marginalized populations compare to the 
execution rate for the budget as a whole?

• Was disbursement of donor funds aligned to 
national systems (i.e., did donors use national pro-
curement systems and disburse aid through existing 
national channels for financial f lows)?

Budget efficiency and effectiveness

Inefficient use of resources represents a critical finan-
cial leakage from the system. In the context of resource 
scarcity, it is critical to maximize value for money in 
education investments. Key factors to consider when 
assessing efficiency include the unit cost of educating a 
student (essentially total education costs divided by  34 

34 World Bank. 2007. Sourcebook for Evaluating Global and Regional Partnership Programs: Indicative Principles and Standards. Washington, DC.: 
World Bank Independent Evaluation Group.

the number of students), as well as process outcomes of 
repetition rates, class size, and teacher absenteeism.

At the same time, increased budget allocation to the 
education sector and improvement in system efficiency 
are only meaningful when they translate into improved 
results. As such, it is also critical to map whether educa-
tion spending has achieved its intended objectives and 
is therefore cost effective. Of key importance here is 
to examine the effectiveness of education spending in 
terms of equitable outcomes as well. To this end, one 
should ask:

• Are there any cost-effectiveness analyses in the audit 
reports? 

• Are there elements of the budget that are rated par-
ticularly low in their cost effectiveness? 

• Have any program evaluations been conducted? 
What can be learned from these to improve finan-
cial management for the sector?

• How will the results of the budget evaluation 
reports used to ensure improved effectiveness in 
subsequent budget allocations?

• How are equitable outcomes for marginalized popu-
lations addressed in evaluations?

BOX 9. EFFICIENCY AND EFFECTIVENESS IN EDUCATION

Efficiency—Efficiency in budget spending requires that the funds invested in the system inputs yield the largest marginal 
returns, as measured by the intended policy outputs and outcomes. Efficiency is typically measured by unit costs of educating 
a student, as well as process outcomes of repetition rates, class size, leakages in public expenditure, and teacher absenteeism.

Effectiveness—In this document, we use effectiveness to describe whether or not the strategies funded under the sector plan 
achieved desired outcomes after implementation (e.g., did investment in reading curriculum reform lead to increased scores 
in student learning assessments?). Effectiveness is an important consideration during the budget allocation process in order 
to ensure that resources are directed to programs that achieve results. 

Cost effectiveness—This is the extent to which the desired outcomes have been achieved at the lowest possible cost. It is 
important to consider efficiency and effectiveness together when evaluating cost effectiveness.34
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• Were any impact evaluations conducted for budget 
activities? What can we learn from these?

• Do program, budget, or impact evaluations suggest 
a need for improvement? Are there proposals for 
improvement?

3.6.3 How can stakeholders engage further?
Ministry of education 

With budget execution falling almost entirely within 
the scope of the ministry of education, it is the primary 
entity to provide data and information for audit and 
evaluation activities. The ministry should include in-
depth financial review with stakeholders during the 
JSR. It could also utilize the information gathering 
process and discussions to identify areas where further 
capacity building is needed to improve data collection 
and analysis, management, and decision making in the 
area of education finance. 

Donors

During this stage, donors could utilize audit reports 
to assess and develop strategies to improve alignment 
between aid-funded projects and national manage-
ment systems. Donors can also engage with the budget 
evaluation process by funding and providing technical 

support for more in-depth studies like PETS, QSDS, PER, 
household surveys, program evaluations, and policy 
impact studies. 

CSOs

CSOs can play a critical role in ensuring the acces-
sibility and availability of comprehensive financial 
information to the general public to improve transpar-
ency and public accountability. They can advocate for 
and support the government in translating audit and 
evaluation reports into simplified language for citizen 
scrutiny. 

Civil society also plays a key role at this stage in hold-
ing government and donors to account for mutually 
agreed planned policy objectives by calling for inves-
tigation of identified system bottlenecks in policy dia-
logue forums like the JSR. CSOs complement abstract 
policy discussions on financial issues by providing per-
spectives on local and school-level realities. 

Teachers unions

Teachers unions can provide locally grounded informa-
tion on annual budget activities related to teachers and 
school effectiveness. Unions can continue engagement 
with the government initiated during budget execution 
on challenges around payroll and other school-level 
disbursement issues. 
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Glossary35

35 Terms and definitions adapted from Walker, J. and K. J. Mowé. 2016. Financing Matters. A Toolkit on Domestic Financing for Education. Johannes-
burg: Global Campaign for Education, and Perry, V. 2009. A Budget Guide for Civil Society Organisations Working in Education. n.p.: Commonwealth 
Education Fund. 

Budget balance, deficit, and surplus: A balanced bud-
get occurs when a government’s total revenue equals 
its total expenditure for a given fiscal year. When 
the budget is not in balance, it is either in deficit or 
surplus. A budget deficit refers to a negative balance 
between budget expenditure and budget revenue; i.e., 
when the government spends more money than it actu-
ally has. A budget surplus refers to a positive balance 
between budget expenditure and budget revenue; i.e., 
when the government has more funds than it needs to 
spend.

Budget ceiling: The expenditure limit imposed on a 
budget or budgetary item.

Budget inputs: The allocation of money for a particular 
use in the budget. This money is spent on the produc-
tion of particular services; for example, school infra-
structure support.

Budget outcomes: The impact on the broader society or 
economy of budget allocations to a particular program 
or sector. For example, the ultimate objective of a school 
nutrition program would be to improve children’s nutri-
tional status, and thereby their ability to learn in school. 
Thus, the budget outcome would be changes in chil-
dren’s nutrition status and learning capability.

Budget outputs: Public services provided by govern-
ment through budget inputs. An example would be the 
number of children who received teaching and learn-
ing materials during the calendar or financial year.

Capital expenditure/spending: Spending on an asset 
that lasts for more than one year is classified as capital 
expenditure. This includes equipment, land, buildings, 
and legal expenses and other transfer costs associated 
with property. For capital projects (e.g., building of 

schools), all associated expenses are also considered as 
capital spending.

Capital gains taxes: Taxes on the profits from the 
sale of capital assets such as stocks and shares, land 
and buildings, businesses, and valuable assets such as 
works of art.

Concessional loans: Loans that are extended on terms 
substantially more generous than market loans. The 
concession is achieved either through interest rates 
below those available on the market or by grace peri-
ods, or a combination of these. Concessional loans typi-
cally have long grace periods.

Consumer price index (CPI): Ref lects the price of a rep-
resentative basket of consumer goods and services. This 
index measures the impact of inf lation on the average 
consumer.

Consumption taxes: Taxes such as value-added tax, gen-
eral sales taxes, and excise taxes.

Contingency reserves: Funds set aside to meet unfore-
seen and unavoidable requirements (such as the costs 
arising from a natural disaster) that may occur during 
the budget year.

Corporate taxes: Taxes on the profits made by limited 
liability companies and other similar entities. The tax is 
generally imposed on net taxable income, specified in 
the company’s financial statement.

Current expenditure/spending: Recurrent expenditure 
on goods and services that are not transfer payments 
or capital assets. It includes salaries, rentals, office 
requirements, the operating expenses of government 
industries and services, interest, and maintenance of 
capital.
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Debt service costs: The interest payable on debt. This 
excludes the repayment of the amount of money origi-
nally borrowed.

Debt servicing: Making payments on the principal and 
interest on outstanding loans.

Deficit: This represents an excess of expenditures over 
the resources available. 

Deflator: A statistical tool used to convert current 
currency into inf lation-adjusted currency, in order to 
compare prices over time (i.e., after factoring out the 
overall effects of inf lation).

Direct taxes: Taxes charged on the taxable income of 
individuals and legal entities.

Earmark: When funds have been earmarked, it means 
that they have been dedicated to a specific program or 
purpose. In some cases, a particular stream of revenue 
is earmarked for a specific purpose.

Economic growth: Economic growth refers to the 
increase in the quantity of goods and services produced 
in a country annually. Economic growth can be mea-
sured by changes in Gross Domestic Product at constant 
price.

Excise taxes: Taxes imposed on a limited range of 
goods, such as luxury goods, or on products that can 
have a harmful impact on the consumer, such as alco-
hol or cigarettes.

Execution rate: The percentage of the approval budget 
that was actually spent during a given time period.

Expenditure: Government spending of money, or the 
amount of money spent.

Fiscal policy: Refers to efforts by the government to 
stimulate the economy directly, through spending.

Fiscal year: The 12 months on which government 
budgets are based. In some countries, the fiscal year is 
 longer than 12 months.

General sales tax: A tax added to the value of all sales 
with no allowance for claiming a rebate on tax paid.

Government debt: Government debt is the outstand-
ing amount that the government owes to lenders at 
any given point in time. Governments borrow when 
they run deficits but reduce outstanding debt when 
they run surpluses. Thus, debt essentially represents 
the total of all annual deficits, minus any annual sur-
pluses, over the years.

Grants: Grants are transfers that international organi-
zations or governments make directly to government 
units, organizations, or individuals.

Gross domestic product (GDP): Total value of final 
goods and services produced in the country during a 
calendar year. GDP per capita is the simplest overall 
measure of income in a country. Economic growth is 
measured by the change in GDP year by year.

Gross national product (GNP): Commonly calculated by 
taking the sum of personal consumption expenditures, 
private domestic investment, government expenditure, 
net exports, and any income earned by residents from 
overseas investments, minus income earned within the 
domestic economy by foreign residents. Net exports 
represent the difference between what a country 
exports minus any imports of goods and services.

Income taxes: Taxes on income, profits, inheritance, 
payroll, and capital gains, which generally constitute 
and are divided between taxes payable by individuals 
and corporations.

Indirect taxes: A form of tax charged on transactions, 
usually on their gross value. Examples include sales 
taxes, value-added taxes, goods and services taxes, 
stamp duties, land taxes, excise and customs duties, 
and levies of all sorts.

Inflation: The rate of increase in prices.

Inputs: The goods or services that go into provid-
ing government services. For instance, typical inputs 
funded by an education budget would be the salaries of 
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teachers, the construction of schools, and the purchase 
of textbooks.

Interest rate: The cost of borrowing funds. The interest 
rate is a percentage of a loan that the lender charges 
the borrower until the debt is repaid.

Macroeconomic policy: A broad government policy to 
ensure economic stability. It includes monetary and 
fiscal policy, as well as the government’s priorities in 
allocating resources.

Medium-Term Expenditure Framework (MTEF): The 
three-year revenue and expenditure plans of national 
and state/provincial governments. Each year the legisla-
ture votes on the projections of the first year. The two 
outer years are retained as a basis for future planning, 
while a new third year is added. Also known as Medium-
Term Fiscal Framework (MTFF) or Medium-Term Budget 
Framework (MTBF).

Monetary policy: The regulation by a central bank of 
the money supply and interest rates in order to ensure 
price stability.

Nominal terms: Actual monetary value in terms of its 
purchasing power at current prices. Nominal terms do 
not take into account the effect of inf lation on the real 
value of money. Government budgets are set in nomi-
nal terms and do not adjust totals for inf lation.

Off-budget aid: Off-budget aid includes donor funding 
channeled outside of government systems and budgets; 
i.e., for projects implemented by nongovernmental 
organizations (NGOs) or private entities that often have 
little involvement or awareness of the government.

On-budget aid: On-budget aid includes bilateral and 
multilateral aid, as well as general and sector budget 
support, that is channeled through government sys-
tems and recorded in budgets and/or public expendi-
ture accounts. Could be project-specific, program, or 
pooled funds, and is aligned to varying degrees with 
the government’s own budget priorities. 

Progressive taxation: A tax system in which the tax 
percentage increases as the income increases, so that a 
higher level of tax is collected from taxpayers who earn 
more and a lower level from those who earn less.

Real terms: Value measured in terms of the purchasing 
power of money at a particular time (i.e., after adjust-
ing for inf lation).

Regressive taxation: A tax system in which the tax 
percentage decreases as the amount subject to tax 
increases. 

Revenue (government): Funds that the government, 
as a result of its sovereign powers, collects from the 
public. Typical sources of revenue include individual 
and corporate income taxes, payroll taxes, value-added 
taxes, sales taxes, levies, and excise taxes.

Social contributions: Payments made by individu-
als and employers toward maintaining government- 
provided health, unemployment, pensions, and 
other basic social rights. This includes social security 
payments.

Subsidies: Government transfers to enterprises on the 
basis of the level of their production or sales volumes.

Tax: A fee levied by a government or a regional entity 
on a transaction, product, or activity in order to finance 
government expenditure. Tax rates and the tax base are 
typically decided by a representative legislative body, 
based on constitutional provisions.

Tax avoidance: The term given to the practice of seek-
ing to minimize a tax bill within the law (as opposed to 
illegal methods, which would be classed as tax evasion 
or fraud). Often involves manipulating the tax base to 
minimize the tax payable.

Tax base: The collective value of transactions, assets, 
items, and other activities that a jurisdiction chooses to 
tax.
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Glossary

Tax burden: The total amount of tax paid by an indi-
vidual, organization, or population. Also referred to as 
tax incidence.

Taxable capacity: Refers to the predicted tax-to-GDP 
ratio that can be estimated empirically, taking into 
account a country’s specific macroeconomic, demo-
graphic, and institutional features, which all change 
through time.

Tax competition: The pressure on governments to 
reduce taxes, usually to attract investment, either by 
way of reduction in declared tax rates or through the 
granting of special allowances and incentives.

Tax compliance: Payment of tax due without engaging 
in tax avoidance or evasion. 

Tax dodging: A legally imprecise term that is often used 
by tax justice campaigners when it is not clear whether 
tax is being avoided or evaded. It highlights the fact 
that many tax avoidance strategies are abusive, while 
being considered legal.

Tax evasion: A term used to denote illegal methods 
used to pay less tax. Also known as tax fraud.

Tax expenditure: The cost of tax incentives of all types 
in terms of lost potential tax revenue. As with any 

other expenditure, it should be considered as an invest-
ment and evaluated on the basis of cost and benefit.

Tax holiday: A period during which a company invest-
ing in a country, under an agreement with the govern-
ment, does not have to pay tax.

Tax incentives: A specific provision not to tax some-
thing that otherwise would be taxed (also referred to 
as exemptions), often designed to encourage a particular 
form of behavior. For example, some items may be 
exempt from value-added taxes, and some companies 
may be permitted exemptions to encourage them to 
invest, for example in a particular field or country.

Transparency: Fiscal and budget transparency refers 
to the public availability of comprehensive, accurate, 
timely, and useful information on a government’s 
financial activities.

Value-added tax (VAT): A tax charged by businesses 
on sales and services, but which allows businesses to 
claim credit from the government for any tax they are 
charged by other businesses in the production chain. 
Different from the general services tax, which does not 
require proof of being an intermediate producer. VAT 
received by businesses is effectively remitted to the gov-
ernment and serves as a key revenue source.
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