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ABSTRACT

This report presents an analysis of educational inequality with special reference to
tertiary education, followed by the proposal for reform in education finance to lessen
inequality. We assume that parents are altruistic to their children but many families have limit
resources (income and asset) that result in: a) investment in children among poor families is
much less than the rich- and the middle-income families; b) tertiary attainment among poor
children is much less than that of nonpoor children. The research adopts an economic
approach as methodology and uses concepts originated from human capital theory and the
extended life-cycle to understand investment in children and other types of support. The
unit analysis refers to household which is consisted of two generations, parents and children.
On data sources, we rely on the National Statistical Surveys, specifically, the socio economic
survey and the labor force survey. In addition the team conducted a small survey of the
enterprises and their workers to analyze different opportunities of on-the-job training (OJT)
which are assumed to be different depending on hierarchy of employment. In total, we
assume there exists inequality of education in every stage of life, from school-age children,
youth, and adulthood.

We organize topics of research into five interrelated parts. The first topic focuses on
investment in children. We examine household expenditures of book and learning
equipment; we calculate the marginal cost of children in household consumption (divided
into food item and non-food item); and impute an opportunity cost of housewife who chose to
do household production instead of earning income from labor market. Implicitly we assume
that these expenditures which represent the investment in children exert impact for child
development, physically and mentally. The second topic refers to the returns to education
based on human capital and in particular the Mincerian equation. This is mainly to test
whether investment in schooling (classified under primary- , secondary-, vocational- and
tertiary educations) worth the cost of education. We hypothesize that education open new
opportunities and options in relation to occupational choice, salary and employment welfare).
We formulate econometric model and test the relationship between wage and salary against

the set of explanatory variables that include age and working experience, occupation, work
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status, urban — rural, and others. We calculate the stream of monetary benefit over working
lifetime; this is compared with the cost of education which is decomposed into two items,
namely, an opportunity cost and the educational expenses. The third topic analyzes
opportunity for tertiary education (with a focus on bachelor degree) among two generations,
parent and children. We formulate econometric model and make use of household survey to
analyze inequalities. We makes use of NSO'’s classification of socio-economic classes, but
redefine them into three broad grouping, namely, the high income class (mainly consisted of
professional worker and entrepreneur), the medium income class (mainly clerical worker) ,
and the low income class (operational and blue-collar worker). The multinomial logistic
model is applied to test the relationship and to calculate probabilities of being high- or
medium-income classes. We also formulate the structural equation model in which the
dependent variables of interest include income, saving, and asset. From this estimate we
can make a forecast of lifetime income and asset and inequalities generated from different
level of education while holding other factors the same. We are interested in
intergenerational effects, in particular we hypothesize that the children education is
significantly influenced by family income and parent educational background. The fourth
topic concerns on-the-job training with a focus on working adult. Part of information is drawn
from the Department of Skill Development, the Ministry of Labor and secondary data
compiled by their training centers; these include types of training, number of trainee, etc. In
addition we conduct a small-scale survey from enterprises and their workers to infer about
opportunities of OJT, with the presumption that the opportunities may be different by
hierarchy in organization. The hypothesis is: the low-level workers have less opportunity with
economic reasons that low-level workers are more or less highly competitive, these workers
tend to work by routine and hence little need for training and, in the case of labor turnover,
the enterprise can easily hire new worker as substitute.  The fifth topic concerns supply
response in education sector which classifies into two levels, namely, the basic education
(primary- plus secondary-education) and tertiary education institute.

Regarding the public policy study in which we propose an institutional reform within
the Student Loan Fund (SLF). Specifically, we recommend a new body to perform screening

for poor children; this may be referred as a “area-based” approach (say, district- or
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subdistrict-levels). They have a delegated authority from the SLF to perform screening
responsibility, i.e., to choose children in secondary-school who are poor and fair record of
learning, to visit these families to educate and to encourage parents to allow their children for
tertiary education. Upon approval from the area-based subcommittee, the chosen students
are entitled to borrow from SLF and a privilege to get a grant (free from obligation to pay
back) as monthly stipend. We also recommend a set-up of the central monitoring committee
to perform monitoring duties with an objective to minimize “targeting error” and to construct
the longitudinal data of poor students over time (once they receive the privilege, their

success in universities and their employment opportunities and abilities to pay back loan).
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