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EXECUTIVE SUMMARY
A. Purpose of this Paper

1. This working paper is one of a series produced by PINZ, a consultant firm engaged by the
Asian Development Bank (ADB) under the ADB-Republic of Palau (ROP) Facility for Economic and
Infrastructure Management Project. Collectively, the papers in the series propose economic
policies and institutions needed to improve national development on a sustainable basis over the
medium term (FY 2009-2013). Sustainable national developed is defined as:

a sustained and widespread improvement in general standards of living while preserving the
cultural and environmental values of the people of Palau.

2. The focus for the paper is the formal education sector comprised of three subsectors - pre-
primary, elementary and high school, and post-secondary. Each sub-sector in turn is comprised by
multiple educational institutions. Formal education is defined as:

instruction and related support services provided in an institutional setting that lead to formal
credentials recognized in Palau and abroad.

This paper summarizes the current situation across the sector and identifies options for:

i) Financing future development of the sector, sub-sectors, and educational
institutions; and
i) Implementing macro-economic fiscal adjustments as necessary.
3. It is important to recognize at the outset that in education, the impetus for fiscal adjustment

comes first and foremost from within. Ambitious goals have been set in the strategic plans already
adopted or under development within the sector. Most of these plans call for new expenditures.
Prospects, however, for substantially increasing recurrent revenues from traditional funding
sources i Olbiil Era Kelulau (OEK) appropriations and U.S. Federal grants i are limited. If plans
are to be implemented, funding must come from within i through efficiency measures, user
charges and other new revenue sources, and reallocation of funds between and within sub-
sectors. The size of the fiscal adjustment needed to meet internal sector targets is significantly
greater than the sum of even the worst-case externally-imposed macro-economic fiscal adjustment
scenario.

5. This is a summary of the working paper. The working paper is not a sustainable financing
plan but rather a step toward planning. The actual plan will evolve through further discussion of
priorities and options by stakeholders.

B. Vision and Goals

6. The overall vision for national development set forth in the National Master Development
Plan, NMDP ( i P a | a user2e8 @s@he Yision for the MTDS:

To substantially enhance the quality of life of Palauans and future
generations of Palauans.

7. Education is an essential strategy for realizing this vision both for individuals and
collectively, for the nation. It is proposed that the vision of the Education Master Plan 2006-2016 is
applicable sector-wide:

Medium-Term Sustainable Financing Strategy 1 Education 1
June 2008



C‘ Education... Global Specialists

Our students will be successful in the Palauan society and the world.
8. This vision captures the dual obligation of educators i to individual students and to the
nation - and the multiple demands placed on educators i to ground students in Palauan custom,
tradition, values and language while simultaneously preparing students for domestic and global
labor markets. Key strategies for achieving this vision include:
Enhancing chil dr en Giertoschamleentrpj;ess t o | earn p

Enhancing the ability of parents and guardians to provide effective support for children
throughout the educational process;

Progressively improving the quality of classroom instruction and assessment across all
levels of schooling while providing a balanced educational experience that imparts:

Basic skills in literacy, numeracy, civic and scientific knowledge;

Practical life skills;

Knowl edge of Pal aubs history, cul tur e, natur al
Essential workforce readiness skills; and

Providing access to post-secondary schooling that imparts higher level skills needed in the
workforce together with lifelong learning opportunities.

C. Current Situation in Education
1. Overview

9. In FY 2007, Palau spent $19.1m for education, 91 percent from public funds. This was
equivalent to 11 percent of gross domestic product (GDP), a rate of expenditure more than twice
the global average. (4.9 percent of GDP represents the average expenditure for education across
all countries).* Although expenditure levels are high, funding has declined since independence in
nominal terms, in relation to GDP, and in relation to total government current account spending.
New spending needs have also been identified that include:

i) An immediate and urgent need for $1m in additional recurrent financing for public

schools identified by the Ministry of Education;

i) An additional $2m in one-time project funding needed to fully implement the
Education Master Plan 2006-2016;

iii) New capital and recurrent financing needed to expand and strengthen vocational-
technical education across all levels of schooling;

iv) Capital costs for a new public high school in Babeldaob that when built, will add

! International comparison of expenditures in relation to GDP must be approached with caution for a country like
Palau where aid constitutes a significant source of income.

Medium-Term Sustainable Financing Strategy 1 Education 2
June 2008



C‘ Education... Global Specialists

$325,000-$375, 000 to the Ministrggetof Educationds r
V) New capital investments needed to progressively upgrade Palau Community
College and to fully capitalize the PCC endowment;

Vi) Possible new recurrent funding needed to implement the new PCC strategic plan,
now under development.

10. It is probably realistic to expect that funding for infrastructure and trust fund capitalization
can be derived from external sources i COFA, overseas development assistance (ODA), and
private donations. In view of the prevailing macro-economic and political climate, it is probably
unrealistic to expect that significant new recurrent funding will be forthcoming. Planned
improvements in education, including higher standards for teacher and administrator certification
and commensurate increases in compensation, will need to be funded primarily from within the
sector i through cost savings, enhanced efficiency, reallocation of funds between and within sub-
sectors, and where permitted by law, user charges.

2. Overview - Pre-Primary Sub-Sector

11. Pre-primary education is provided by the private and quasi-government sectors. In the
private sector there is one private pre-school and two private kindergartens all serving students in
Koror-Airai and all receiving a modest government subsidy. Fourteen quasi-public Head Start
centers provide comprehensive services to students in Koror-Airai and eight other rural states.?
Approximately 75 percent of age-eligible children participate in pre-primary education. The per-
child cost averages $2,539 (School Year, SY 2006-2007) ranging from a low of $963 at Gospel
Pre-school to a high of $2,780 in the Head Start program. Issues in pre-primary education include:

i) Perception by some people that pre-primary education is less important than
Ahi ghero | evels of acualpshdws thegoppedite-thatr e sear c h
economic returns on investment at pre-primary levels exceed returns on
investment at other level of schooling;

1)) Relatively high costs and high levels of dependency on U.S. Federal grants;

iii) Less than universal participation, a factor that undermines system-wide
efficiencies that could result from a universal system;

iv) Ongoing struggle to identify, train, and retain teachers; and

V) Lack of a child tracking system and Palau-specific data that charts the impact of
pre-primary education on individual children and society as a whole; this
information would help to guide policy.

12. The pre-primary sub-sector is vulnerable to changes in the macro-economic environment.
Services to preschool children are not included under the constitutional mandate for free publicly-
financed education. Ninety percent of funding for pre-primary comes from U.S. Federal grants, an
additional eight percent from OEK appropriations, and only 2 percent from private tuition. In the
event that U.S. Federal funds were to be significantly reduced or eliminated, this sub-sector would
collapse without a large influx of new funding. The minimum funding required to support a network
of public kindergartens serving 5-year old children is about $0.63m ($0.5m more than current OEK
appropriations). Were this sub-sector to be left to private initiatives, there would be a gradual
expansion of private facilities over a multi-year period but no realistic possibility of achieving

Head Start is referr epubodbico blisup e hliceoordes bufitteipraggamiso m p u
managed by the non-profit Palau Community Action Agency (PCAA).
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universal participation anytime in the foreseeable future.
3. Overview - Elementary and High School Sub-Sector

13. Palau has 26 elementary® and high schools that served 3,906 students in SY 2007-08.* Per
student costs for SY 2007-08 are estimated:®

Elementary schools High schools
Public schools, $2,961 Public schools, $2,841
Private schools, $1,291 Private schools, $2,071
14. Issues in elementary and high school education include:
i) 10-13 percent of age-eligible children are not in high school.
i) Most children not in school are drop-outswh i | e ot pushiouws, ap es i
outso are suspended or expelled from schoo

there are no alternative programs for children under the age of 18 who do not
attend traditional classes.

i) Palau students in general do not perform as well as their U.S. counterparts on
standardized tests in the core subjects.
iv) A significant proportion of teachers (29 percent) do not have an associate degree,

considered to be the minimum credential required. Although the law requires that
teachers take U.S. level standardized examinations as a pre-requisite for
licensure, the testing center has been established but is not operational due to
lack of funding.

V) Palau has a large number of schools relative to the population. Many schools are
cost-inefficient; per-student costs at some of the smallest schools exceed $6,000
per student per school year.

Vi) Operating revenues for education (in nominal dollars and as a percent of GDP)
have declined since independence (FY 1995).

vii) The proposed new high school in Babeldaob will incur additional operating costs.

15. The private sector contributes actively to the elementary and high school sub-sector with 7
schools operated by 4 religious organizations. Private schools serve nearly 20% of the elementary
student population and nearly 40% of the high school student population. Private schools operate
in a manner similar to Acharterd school &givenat he |
partial public subsidy ($360 per student in grades 1-8 and $800 per student in grades 9-12 for SY
2007-08), and enjoy wide flexibility to design and manage their own programs contingent upon
maintaining basic standards for instructional days, graduation credits, and content of core courses.
Private schools operate at much lower cost per student then do public schools mainly because
they do not have a nation-wide service mandate and can use a variety of creative measures to
lower their wage bill. All but one of these schools, however, depends on the government subsidy to
help finance core operating costs.® In the event the government subsidy to private schools were to

% There is one additional public elementary school on Hatohobei that is operated only when children are present
on the island; it is not in operation for SY 2007-08.

* Student numbers vary across the school year as students enter and leave the system. The number shown is based
on the MOE data base (as of December 7, 2007) and a telephone survey of private schools conducted by PINZ-
ADB staff in March 2007. The student census taken at the beginning of the school year in August 2007 found an
additional 56 students enrolled at that time.

® Annex 4 documents the method used to derive these estimates.

8 Only Palau Mission Academy has been able to earmark the government subsidy for developmental and project
purposes. Emmaus has started the process of reducing dependency on government grants by expanding food
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drop, schools would have no choice but to raise tuition. Tuition hikes would result in a significant
(although unknown) number of students transferring to public schools. At least until a new high
school is built, public schools cannot accommodate a significant inflow of new students. While the
paper recommends that government aid to private schools continue as this is a cheaper option
than expanding public schools, it is also recommended that private schools act to reduce their
dependency on the government grant. ldeally, the government grant would be earmarked for
developmental projects and supplementary activities rather than core instructional costs.

4. Overview - Post-Secondary Education and Training Sub-Sector

16. Palau Community College (PCC). PCC is the leading on-island provider of post-
secondary education and training. PCC offers 18 academic and vocational degree programs’ and
a wide range of non-degree courses. PCC operates two permanent campuses i one in Koror and
one in Ngaremlengui - and offers classes in other states where there is sufficient demand. The
college also offers distance learning courses within Palau and provides facilities and administrative
support for Palau-based students to participate in distance learning offered by off-island
institutions. With more than 600 full-time equivalent students on campus each semester, costs per
full-time equivalent student are about $3,140 per year. This cost compares favorably to that of
similar institutions in the United States.

17. With its roots in vocational and technical training, PCC has undergone significant change
since it was chartered and accredited as an independent community college in 1993. It is now the

postsecondary institution of choice for a majority

to attract students from the FSM and RMI. While the PCC master plan for 1997-2007 has
concluded and a new plan has not yet been finalized, it is expected that the new plan will reflect
the following priorities:®

i) Full capitalization of a trust fund established in 1997 to build financial
sustainability;

i) Maintenance of and progressive improvement in academic standards;

iii) Completion of the new library and associated educational technology (in
progress);

iv) Construction of a new student services center;

V) Development of new laboratory facilities in support of tourism studies;

Vi) Expansion of mariculture facilities, research, and instructional programs; and

Vi) Progressive development of new programs according to market demand.

18. The major challenge facing PCC is its high level of financial vulnerability. Approximately 40
percent of operating revenues are derived from Compact Section 221 and an additional 40 percent
are derived from U.S. Federal programs, including U.S. Federal PELL grants to low-income

student s. PCCb6s cont i numldfunds lisi sghbiett itol review and possible) .

modification during COFA Phase Il. In 1997, recognizing the need for financial sustainability and
independence, the College launched a drive to create a $10m trust fund projected to yield annual
returns on investment of $1m. The trust fund has generated enthusiastic support from the
community albeit mainly in the form of small donations from students, staff, and alumni. After ten
years, the fund has amassed only $1.7m i an impressive sum but below target. The financial
outlook for the college will be greatly enhanced if it can attract several large donations that will

production and small businesses on campus.

" Two additional programs in Palauan Studies and STEM (science, technology, engineering, and math) disciplines will
come on line in August 2008 bringing the total number of PCC programs to twenty.

8 pccC senior staff, personal communications, February 2008.
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accelerate capitalization of the fund and thus provide the college with a stable source of non-
government revenue.

19. Scholarships and Loans. The Palau National Scholarship Board administers $1.2m
annually in Palau-government appropriations for financial aid to post-secondary students together
with about $300,000 in student aid provided by private and external donors. Over the past decade,
the Board has taken steps to enhance efficiency that have resulted in increasing graduation rates,
declining default rates, and an increasing number of students returning to Palau to work after
finishing school. Still, there are continuing issues:

i) Graduation rates need to increase still further, especially at off-shore institutions;

i) Human resource development priorities need to be updated and priorities used to
guide financial awards; and

iii) Reorganization of the Board as a non-profit corporation would facilitate private

donations toward scholarships and loans.

20. Vocational-Technical Education. Development of vocational-technical education has not
kept pace with development in other areas of education. A 2008 study by the Forum Secretariat
recommends new investments at every level i elementary schools, high school, and post-
secondary. At the post-secondary level, the study recommends that the PCC School of Technical
Education be re-developed into the Micronesia Sub-Regional TVET center.

D. Strategic Plan for Sustainable Financing
21. The MTDS vision for education is the same as that of the Master Plan for Education i
inPal aubds students wil!| be successful in the Pal
support of this vision is:

To provide Palau students with access to quality educational opportunities from pre-school
through to post-secondary schooling at a cost affordable to families and to government.

22. In support of this vision and goal, 13 strategies and 27 actions have been identified.
Strategies include:

Sector-wide strategies:
To develop a sector-wide plan for sustainable education financing;

To develop a coordinated public-private strategy for expanding high school capacity while
reducing drop-out rates.

Pre-primary sub-sector strategy:
To achieve and sustain universal participation in quality pre-primary education.
Elementary and high school sub-sector (public schools) strategies:
To minimize expenditures for non-instructional purposes;
To maximize efficiency in school operations;

To increase revenues (where allowed under the constitution).

Medium-Term Sustainable Financing Strategy 1 Education 6
June 2008



C‘ Education... Global Specialists

To reduce dependency on the government-aid to private schools grant.

Elementary and high school sub-sector (private schools) strategy:

Post-secondary sub-sector (vocational-technical) strategy:

To strengthen voc-tech education by progressively expanding training capacity focused
around a small number of high priority fields.

Post-secondary sub-sector (Palau Community College) strategy:
To enhance financial sustainability by reducing dependency on government revenues.
Post-secondary sub-sector (Palau National Scholarship Board) strategies:
To better align student assistance awards with current national development priorities;
To diversify funding for student awards;
To enhance efficiency in board operations.
Post-secondary sub-sector (cross-cutting) strategy:

To critically assess a proposal put forth in 2007 to develop educational products targeting
the Asian market demand for instruction in English.

1. Balancing Financial Needs against Resources

23. In preparing the working paper, the author had three objectives:
i) To identify options to enable sector development to be financed internally;
1)) To identify options to enable the sector to withstand macro-economic

adjustments of up to 12.5%; and
iii) To subject options i de-mpactfdo abitity)testi t he ASI DO
- Options are SUPPORTED by communities, professionals, and leaders;
- Options IMPACT on financial sustainability without undermining outcomes;
- Options are DO-ABLE to implement efficiently.

24, By the end of the MTDS period, implementation of the strategies and actions identified in
the working paper are projected to enable the education sector to fund internal developments while
withstanding macro-economic adjustments of about 10 percent. This assumes, however, that the
proposed new public high school on Babeldaob will not open during the period. Should the new
school open, it will be necessary to make additional adjustments in the sector budget (or elsewhere
in the government budget) to accommodate the recurrent expenses required for school operation.

25. Table 1 summarizes the key elements of a sustainable financing plan. Remaining chapters
of this paper provide additional details about the education sector and adjustment options. Section
Three provides an overview of the sector and the macro-economic environment. Section Four
examines education financing in greater depth. Section Five projects future demand for
educational services - a function of population growth rates among school-aged children and
school participation rates. Section Six investigates options for fiscal adjustment. The annexes
provide supportive information that expands on the text of the papery of the paper.

Medium-Term Sustainable Financing Strategy 1 Education 7
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Table 1. Strategic Plan for Sustainable Financing T EDUCATION

Vision. Pal auds students wil!/ be successful in the Palauan sogc
Goal. To provide Palau students with access to quality educational opportunities from pre-school through to post-secondary
schooling at a cost that is affordable to families and to government.

Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted | Rank!®
Average®’ | (1-5)
(1-10)
Target: Sector-wide
1. Develop 1.1. Facilitate cooperative planning by 8.5 1* Minister & Nil 2008 or
sector-wide plan all education providers leading Director of as soon
for sustainable toward sector-wide sustainable Education to thereafter
education financing implementation plan facilitate as
financing. based on the working paper and collaboration possible
this matrix.
1.2 Create permanent sector-wide 5.2 5 Voluntary Nil 2009 or
organization (e. ( initiative by as soon
Association) to: professional thereafter
- Monitor progress across educators as
sector (financing & other) possible
- Facilitate sector-wide

coordination and planning
- Advocate for children and
education.

® To calculate SID, each action is rated according to a 10-point scale for S (support), | (impact), and D (do-ability). In obtaining the weighted

average, support and do-ability are each given 25 percent weights and impact is given a 50 percent weight. See Table 21 that shows ranking of each action
according to the three SID components.
0 general SID rankings determine priority level. SID 9+=priority 1; SID 8-8.9=priority 2; SID 7-7.9=priority 3; SID 6-6.9=priority 4;
SID<6=priority 5. An asterisk in priority column indicates action has been given different priority ranking than indicated by SID scores.
Generally this is done because action is a pre-requisite to other high priority actions.

Medium-Term Sustainable Financing Strategy 1 Education 8
June 2008



Cl Education... Global Specialists

Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
2. Develop a 2.1. Providers of secondary education 7.5 3 MOE to facilitate | Planning = nil | Planning
coordinated to come together to: with private new costs; to begin
public-private - Examine need for providers (CMS, | Implementation | 2009 or
strategy for expansion PEC, SDA, costs TBD; as soon
expanding high - Examine need for BMS) Benchmark: thereafter
school capacity alternative education new public as
while reducing programs for students who high school possible
drop-outs do not thrive in traditional capital cost
settings =$12m;
- Examine expansion plans operating costs
by various service =$0.3-$0.4m
providers per year
- Develop coordinated
strategy for expansion.
Target: Pre-primary Subsector
3. Achieve and 3.1. Increase public awareness of 9.0 1 Early Childhood Nil 2009-
sustain universal benefits of early childhood Consortium 2013
participation in education
quality pre- - Intensify information and
primary education
education
programs
3.2. Facilitate research to generate 7.3 3 Early Childhood Nil 2009-
Palau-specific data on educational Consortium, 2013
and economic impacts of different Head Start,
forms of early childhood MOE
education.™
! Research can be conducted by designated provider groups. Alternately, provider groups can facilitate research conducted by others (professional
researchers, graduate students, etc).
Medium-Term Sustainable Financing Strategy 1 Education 9
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
3.3.A Option 17 If status quo continues 6.0 4 PCAA, MOE, Additional 2010-
with Head Start the main service Early Childhood costs to be 2013
provider but wit Consortium determined
enroliment
- Develop training, support,
and incentives for NGOs
and CBOs to expand
private services reaching
out to children not served
by existing providers.
3.3.B. Option 27 If alterations in status 8.0 1* PCAA, MOE, Public 2010-
quo due to COFA-induced Early Childhood kindergartens 2013
changes in Head Start funding or Consortium cost=$500,000
administration: Incentives &
- Expand services: support to
1 Create network of CBOs & NGOs
public Cost
kindergartens =$100,000
1 Provide training,
support, and
incentives to
NGOs/CBOs for
services.
Target: Elementary and High School Subsector - Public Schools
4. Minimize 4.1, Fully recover cost of school lunch 9.0 1 Minister & Savings by 2009-
expenditures for program: Director of change in 2013
non-instructional - Change cooks from full- Education status of cooks
purposes. time to part-time =$120,000
employment status
Develop income New revenues
guidelines for through fees =
free/reduced-cost lunches $400,000
- Progressively increase
fees (add $0.25 per year).
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
4.2 Reduce costs associated with 6.8 4 Minister & Savings by 2010-
school transportation Director of change in 2013
- Change bus drivers from Education driver status =
full-time to part-time $40,000
status (short-term
measure) Savings from
- Privatize school bus privatization
services through TBD
contractual arrangements
(medium-term measure).
5. Enhance 5.1. (All options) Implement public 10 1 MOE Nil 2009
efficiency in consultation and education Management
public school program to gain support of Team
operations. Babeldaob parents and
communities for consolidation.
5.2. (All options) With Public Service 7 1* MOE Nil 2009
System plan for reduction-in-force Management
to bring staff levels in line with Team
requirements as consolidation
progresses.
5.3. Choose from among three options 8.5 1* MOE Nil 2010-
for consolidation of schools on Management 2013
Babeldaob and proceed to Team
implementation.
5.3.A. Option 17 Regionalize schools 8.5 1* Savings 2010-
(grades 1-4 remain in villages; $335,000 2013
grades 5-8 consolidate into 3
regional schools). MOE
5.3.B. Option 27 Implement official 8.5 1* Management Savings 2010-
1999 consolidation plan resulting Team $430,000 2013
in 5 schools in rural Babeldaob
plus Airai.

Medium-Term Sustainable Financing Strategy 1 Education
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
5.3.C. Option 37 Implement expanded 8.5 1* Savings 2010-
consolidation resulting in 3 $570,000 2013
schools in rural Babeldaob (in
addition to Airai).
5.4. Gradually expand use of multi- 7.0 3 Savings of up 2011-
grade teaching to enhance to $100,000 2013
efficiency in small schools: per year may
- Target small schools to MOE be possible;
train in multi-grade Additional
. Management
techniques T costs for
; eam >
- Gradually increase use of training
multi-grade teaching as to be
existing staff resign, determined
retire, or are redeployed.
6. Increase 6.1. Institute charges for ancillary 7.3 3 MOE Additional 2009-
revenues (where services provided to non-students Management revenues to be 2013
constitutional) (e.g. use of MOE facilities and Team determined
equipment, services by MOE
personnel, etc).
- Work with OEK to gain
authorization for charges
- ldentify opportunities for
revenue generation
- Develop system of
charges and procedures
for collection.

Medium-Term Sustainable Financing Strategy 1 Education
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
Target: Elementary and High School Subsector - Private Schools
7. Reduce 7.1. Take actions to enable schools to 8.5 2 Management & Nil 2009-
dependency on meet recurrent costs from Boards of 2013
government aid revenues while gradually Directors of the
to education earmarking government aid for various schools
grant development.
- Critically assess
operations and implement
efficiency measures
- ldentify new revenue-
generating services to be
offered
- Diversify funding sources
beyond government aid
and tuition.
Target: Post-secondary Subsector - Vocational-Technical
8. Strengthen 8.1. Develop human resource strategy for 6.8 4 Palau Training Costs to be 2010-
voc-tech by increasing Palauan participation in Council, PCC, determined 2011
progressively vocational and technical fields MOE, Chamber
expanding - Identify priority fields to of Commerce
training capacity target for increased Palauan
focused on a participation™
small number of - Develop holistic strategy for
priority fields. action (training, support,
policy).

salar y

career

devel opment
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on government
revenues
(Federal & OEK)

jurisdictions of the Western Pacific.

$10 per credit
hour increase

per year)

Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
8.2. Strengthen vocational-technical 7.5 3 Palau Training Study 2009 &
training Council, PCC & | proposes new | ongoing
- Review 2007-08 Voc-Tech MOE investments =
study recommendations $1.5m in
(study by Forum public schools
Secretariat) & $4.5m in
- Accept or modify PCC
recommendations
- Implement as modified.
8.3. Assess feasibility of developing a 6.0 5* PCAA with Initial new 2011-
civilian apprenticeship training Training costs $50,000 2013
program focusing on fields not Council,
currently include Chamber of
apprenticeship program: Commerce,
- Assess current PCC, MOE
apprenticeship program
with CAT team to distill
elements that make this
program so successful
- ldentify opportunities for
civilian apprenticeship
program in one or more of
priority fields (see 6.1)
- Implement pilot project;
monitor, assess, and
expand as appropriate.
Target: Post-secondary Subsector - Palau Community College
9. Enhance 9.1. Progressively increase charges per 9.5 1 PCC President Cumulative 2009-
financial credit hour until charges are in line & Board of new revenues 2013
sustainability by with the average of community Trustees $2.25m
reducing reliance colleges across the U.S. affiliated (based on

Medium-Term Sustainable Financing Strategy 1 Education
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
9.2, FuIIy capitalize PCC Trust Fund: 9.5 1 PCC President | Target capital 2009-
Aggressively seek new private & Board of in-flow of 2013
and bilateral donors Trustees $8.3m
- Seek designatio
non-profit (under U.S. tax laws) Once
1 Option 17 direct capitalized
designation through COFA fund will
f Option 27 affiliate with U.S. generate up to
based non-profit partner. $1m per year.
Target: Post-secondary Subsector - Palau National Scholarship Board
10. Align 10.1. Update list of priority fields of study 8.5 2 PNSB Board of | Estimated cost 2009-
scholarship - Create public-private Directors with of study 2010
awards with partnership task force to carry- partner $15,000
national out HRD study (PNSB, PCC, organizations
development MOE, OEK, Chamber of
priorities. Commerce, and other interest
groups)
- Seek OEK endorsement of
outputs of the study
- Set aside a portion of
scholarship funds for students
studying in priority fields.
11. Diversify 11.1. Amend law to designate PNSB a non- 8.5 2 OEK Nil 2009-
funding sources. profit corporation. (This will facilitate 2010
private funding).
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
11.2. Attract new non-ROP funding for 8.5 2 PNSB Board of Nil 2010-
scholarships and loans: Directors & Staff 2013
- Develop a marketing plan
- Develop multi-year plan that
sets targets for non-ROP
scholarship and loan funds
- Aggressively implement
marketing plan to increase
funding for scholarships and
loans from non-traditional
sources (bilateral, multi-lateral,
and private).
11.3. Institute new requirements for a portion 8.5 3* PNSB Board of | New revenues 2009-
of student loans to be repaid in cash; Directors to be 2010
this money to be designated for new determined
awards.
12. Enhance 12.1. Increase graduation rates: 9.3 1 PNSB Board of Short-term 2009-
efficiency in - Conduct desk review of student Directors & Staff technical 2010
operations. records to identify correlates of support may
success be needed
- Survey students and former (estimate one-
students to further identify time $10,000)

correlates of success

- Integrate information derived
from research into policies and
procedures designed to improve
success rates.
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Strategy Action Action SID Priority Responsibility Cost Timing
Number Weighted Rank
Average (1-5)
(1-10)
12.2. Increase proportion of first and second 7.8 3 PNSB Board of Costs i Nil 2010-
year students who attend PCC Directors & Staff 2011
- Develop communications strategy Increase
to gain support for policy revision graduation
from students, parents, and policy rates
makers
- Implement changes in policies and
procedures to limit 1% & 2™ year
awards to PCC except where PCC
does not offer necessary
coursework for s
field of study.
12.3. Assess feasibility of channeling more 7.0 3 PNSB Board of Costs i Nil 2010-
students to lower-cost Asian institutions for Directors & Staff 2011
tertiary studies. with program Potentially
- Form a committee (PNSB, PCC, partners increase #
MOE, Ministry of State, diplomatic study awards
community) to assist in identifying offered
af fordable fAscho
with programs directly relevant to
Pal auds human re
- ldentify strategies and incentives
to encourage students to consider
Asian institutions.
Target: Post-Secondary Subsector - Cross-Cutting
13. Assess 13.1. Create task force to further develop 7.0 3 Office of the ROP Costs 2010-
proposal for Palau concept, identify pitfalls, and undertake President $20,000- 2011
to develop preliminary feasibility assessment; $25,000 for
educational information to be used in determining if initial
products targeting full feasibility assessment warranted. assessment
Asian market for (short-term
instruction in technical
English assistance
and some
travel)
Medium-Term Sustainable Financing Strategy 1 Education 17
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l. INTRODUCTION
Overview

26. As a nation, Palau values education, invests heavily in education, and has developed an
extensive education infrastructure. Within the local community, there is an expectation that most
children will complete high school and many will continue education at post-secondary levels.
Progressive development of the sector is a prerequisite for social and economic development in an
increasingly competitive global economy. Expenditures for education, however, have been declining
since 1996 (in nominal terms and as a percent of GDP) although Palau still spends more than the
global average (in relation to GDP).™® With expenditures approaching $3,000 per student in the public
sector, Palau spent $19.1m on education in FY 2007, 91 percent of this sum from public resources.
As a sector, education represents the single largest expenditure item in the national budget outside of
general government administration. It is impossible to talk about the macro economy and possible
fiscal adjustment without considering the education sector.

27. This working paper is one of a series produced by a consultative team engaged under the
ADB-funded Facility for Economic and Infrastructure Management Project in collaboration with the
Palau Ministry of Finance. This paper summarizes the situation within the sector, identifies current
and emerging challenges, and suggests options for fiscal adjustment. Fiscal adjustment is necessary
first and foremost to finance sector development but may also become necessary to accommodate
reduced revenue flows. This paper is not a sustainable financing plan but a step toward planning. The
plan will evolve through continued discussion of options by stakeholders.

28. This paper addresses only formal education defined herein as dnstructional and related
support services provided in an institutional setting leading toward formal credentials recognized in
Pal au an dThadecisinatd foaus on formal education does not negate the importance of non-
formal education but rather, establishes manageable parameters for analysis and discussion.

29. The education sector is comprised of three sub-sectors:

Pre-primary education sub-sector (preschools and kindergartens)
Elementary and high school sub-sector (grades 1-12):

- Ministry of Education (nineteen public schools);

- Private schools (seven schools operated by four religious organizations);
Post-secondary education sub-sector:

- Palau Community College;

- Palau National Scholarship Board;

- Vocational-technical education and training.

30. Each sub-sector consists of several autonomous or semi-autonomous service providers (Table
2). There is no central focal point for sector-wide planning, collaboration, and policy formulation and
no mechanism, apart from the public sector budgetary process, for setting sector-wide priorities.

13 Expenditures as a percent of GDP must be interpreted with caution in a country like Palau with high levels of
overseas development aid.
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Table 2. Institutional Players in the Sub-Sectors

Sub-Sector Public and Semi-Public Entities Private Entities
Pre-Primary 1 Ministry of Health (Early 1 Palau Community Action Agency
Childhood Consortium) (Head Start Program)
1 Child Care Center at Palau 1 Gospel Preschool (Koror Evangelical
Community College Church)

1 Maris Stella Kindergarten (Catholic
Mission Schools)

1 SDA Kindergarten (Seventh Day
Adventist Schools)

Elementary 1 Ministry of Education (19 9 Maris Stella School (operated by the
Schools public schools) Catholic mission)

(Grades 1-8) { SDA Elementary School (operated by
the SDA mission)

High Schools 1 Ministry of Education (1 public 1 Mindszenty High School (Catholic

(Grades 9-12) high school) Mission)

1 Emmaus and Bethania High Schools
(Palau Evangelical Church)

1 Palau Mission Academy (SDA Church)

9 Belau Modekngei School (Modekngei

Religion)
Post-Secondary: 9 Palau Community College 9 Palau Community Action (management
Vocational- 1 Apprenticeship program of the authority for the apprenticeship
Technical Civil Action Team of the U.S. program)
Navy and Air Force 1 Palau Community Action Small
1 U.S. Job Corps Business Development Program
1 Workforce Investment (WIA)
1 Small Business Development
Program at PCC
Post-Secondary: 9 Palau National Scholarship 9 Private scholarship providers (12
Academic Board providers in SY 2006-2007)

1 Palau Community College

31. An assumption that underlies this paper is that existing strategic and operational plans at the
sub-sector level, themselves products of extensive consultative processes, reflect the best thinking
about future directions given available information and socio-political realities. Except where there is
clear incompatibility between plans and financial realities, strategic debates laid to rest at the time
sector plans were formalized, are not reopened.

1. Planning Environment
32. Options for financing education are constrained by the Constitutional mandate that gives the

national government responsibility for education and requires that education be mandatory and free
for citizens.™

1% Education is mandatory for persons aged 6-17 or until high school graduation, whichever comes first (PNC 22).
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The national government shal/l take positive
education for citizens that shall be free and compulsory as prescribed by
law (Palau National Constitution, Article VI).

33. A constitutional amendment has been proposed to clarify what has been the generally
accepted interpretation of this clause i that mandatory and free provisions apply only to elementary
and high school levels of schooling.*

34. The education sector carries a substanti al b u
development. Expectations for education are set out in the Education Act (Palau National Code, PNC
Title 22) which states:

It is hereby declared and found to be the policy of the national
government to provide for an educational system which shall enable the
citizens of Palau to participate fully in the progressive development of
the Republic as well as to gain knowledge in all areas. To this end, the
purposes of education in the Republic are to increase citizen
participation in economic and social development, to unify the Republic
by giving the people the knowledge of their islands, economy,
government, and world, and to provide citizens of the Republic with the
knowledge and skills required for self-development and the development
of the Republic. These skills include professional and vocational, as well
as social and political, abilities (PNC 22.101).

35. In striving to meet these challenging expectations, money (or lack of money) is a sector-wide
concern. Even though Palau outspends many other countries, educators still identify spending
shortfalls as did the Palau leadership meeting in national consultative forums in 2006 and 2007 (see
Annex 2).*® The Ministry of Education estimates that for the existing public schools system to function
optimally, an annual operating budget of $11m (including $9m in local appropriations and $2m in U.S.
Federal funding) is needed.'” This is approximately the level of funding available pre-Compact but is
$2.5m less than FY 2007 allocations, a 23 percent shortfall. In addition, there are one-time project
spending requirements identified in the Education Master Plan 2006-2016 that total more than $5m
(of which about $2m remains unfunded) and capital spending requirements identified outside of the
plan, including construction and operating costs associated with a proposed new public high school in
Babeldaob.

36. Beyond immediate financial short-falls, the sector confronts an uncertain macro-economic
environment. U.S. Federal categorical grants for education may be subject to change as a part of the
ongoing COFA review. These grants supplement national appropriations but most support essential,
as opposed to discretionary, services. Two sub-sectors i pre-primary and post-secondary i rely
heavily on Federal grants and would face serious challenges in the event that Federal funds were
reduced or discontinued. Palau lost eligibility for some U.S. Federal grants when the COFA came into
force. Over the first fifteen years of COFA, U.S. Federal funding for public schools was reduced by
more than one-half (nominal dollars). Although OEK appropriations increased (nominal dollars), the
increase was not enough to offset the loss of U.S. Federal funds resulting in a reduction in total
expenditures for public schools in nominal terms (Figure 1-A) and as a proportion of GDP (Figure 1-
B).

> Amendment was proposed by the 2006 Constitutional Convention; subject to ratification in November 2008.

16 Participants in the State-National Leadership Symposium (2006) and the National Economic Symposium (2007)
called on the OEK to formally declare education as a national priority and for government funding for education to
increase. The OEK is now considering both recommendations.

7 MOE Budget Office, personal communications, April 2008. This does not include operating costs associated with
the proposed new High School in Babeldaob.
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37. As a proportion of GDP, expenditures for public schools have dropped by 39% over the past
eleven years. In contrast, total government current account expenditures for all purposes have
dropped by 30% over the same period. Clearly education, especially public schools, has taken a
fi nanhciitaldo AiThe sector therefore embarks on a
disadvantage to other sectors that have enjoyed more stable funding since independence.

38. The medium-term financial outlook depends in large measure on the outcome of the Compact
review now in progress. Compact review could change the way that U.S. Federal grants for education
are allocated and managed. Compact review could also change the absolute level of financial
resources available for education either directly, by changing the value of U.S. Federal grants
(inclusive of $2m appropriated under COFA Section 221 now earmarked for Community College
operations) or indirectly, by changing the value of the total aid envelop available to Palau. Analysts
generally concur that the most probable change will be toward declining funds available for all public
purposes, including education. A reduction in public funding of up to 12.5 percent has been
suggested.

39. The challenge for sustainable financing of education is four-fold.

i.  First, there is the challenge of adopting a sector-wide approach in which priorities are explicitly
set across the sector as well as within subsectors.

ii. Second, there is the challenge of funding un-funded or under-funded priorities already
identified in strategic planning documents.

iii.  Third, there is the challenge of doing more with less as the government struggles to implement
across-the i board macro-economic adjustment.

iv.  Fourth, there is the challenge of gaining clear political support for internal adjustments
necessary to reduce costs while still protecting core instructional services.

40. To address current and projected financial shortfalls, a multi-strategic sustainable financing
plan is needed with the following features:

Sector wide in approach;

Clearly identifies priorities between and within sub-sectors;

Chooses among revenue generating options;

Chooses among cost-savings and efficiency options;

Incorporates an implementation strategy;

Incorporates a communications strategy that involves stakeholders (educators, the public, and
political leaders) in planning and subsequently, enlists their support for implementation.
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Figure 1-A: Ministry of Education Expenditures - = = OEK
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Figure 1-B. Ministry of Education Expenditures as % GDP
Source: Ministry of Finance Data, OEK & Grant Funding
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SITUATION OVERVIEW

41. In FY 2007, Palau spent $19.1m for education from all sources, equivalent to $950 per
resident and 11 percent of GDP'® (Table 3). Public funds accounted for 91 percent of expenditures
(Figure 2). Seven percent of expenditures were for pre-primary education; 48 percent for elementary
and high school education; and 36 percent for post-secondary education (Figure 3).

Figure 2: Education Expenditures Figure 3: Education Expenditures
(Source of Funding- FY 2007) (Purpose-FY 2007)
Private
expenditures
Other Q0 OEK. Private Fre-
external Appropriatn -
funds 4704 rrnary
10% ¥
Federal
grants i Elementary
%4 PostH
24 COFA ;zhoé,glh & High
Section 221 3604 3chool
10% Forsources see Table 3notes. | | Forsourcessee Table 3 notes. 48%
Table 3. National Expenditures for Education
(FY 2007 Estimates in USD)
Expenditures
Sub-Sector CO'_:A U.S. Other .
OEK Section Federal External Private Total
221 Grants
Pre-Primary
Public $115,000 0 | $1,300,000 0 0 $1,415,000
Private $29,972 0 0 0 $114,365 $144,337
Sub-total $144,972 0 | $1,300,000 0 $114,365 $1,559,337
Elementary and Secondary
Public $6,301,791 0 | $2,265,135 0 0 $8,566,926
Private $577,719 0 0 0| $1,224,681 $1,802,400
Sub-total $6,879,510 0 | $2,265,135 0| $1,224,681 $10,369,326

8 n comparison, global average spending on education is 4.9 percent of GDP; the U.S. expenditure is 5.9 percent of

GDP. Source of comparative data http://www.nationmaster.com (most recently available statistics).
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Post-Secondary

PCC $385,000 | $2,000,000 | $991, 703 | $1,557,190 0 $4,933,893
Scholarships $1,270,000 0 0 $270,000 $21,000 $1,551,000
Other $375,000 0 0 0 0 $375,000
Sub-Total $2,030,000 | $2,000,000 $991,703 | $1,827,190 $21,000 $6,869,893
Cross-cutting 0 0 0 0 $328,458 $328,458
SECTOR TOTAL | $9,054,482 | $2,000,000 | $4,556,838 | $1,827,190 | $1,688,504 $19,127,014

Sources: FY 2007 National Budget Act; Head Start; Ministry of Finance; PCC Annual Report for 2006;
Palau National Scholarship Board; Household Income & Expenditures Survey 2006; private
expenditures for private schools derived from tuition charges multiplied by enrolled students.

Note: Private expenditures are under-estimated as fees and tuition paid privately to PCC are included
here under fAothero, a category that also includ
Federally subsidized work study). It is probable that much of the private tuition paid to off-island colleges
is not reflected in this table.

B. Students

42, The 2005 census found 5,107 Palau residents enrolled in school, an increase of 22 percent
since 1990 (average annual increase, 1.4 percent). Of the enrollees, 89 percent were ethnic Palauan
and 79 percent attended public schools, proportions virtually unchanged since 1990.

Figure 5: School Enrollment, Public
& Private, 2005

Figure 4: School Enrollment by
Ethnicity, 2005
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C. Pre-Primary Education

43. While some people may still consider pre-primary schooling (preschools and kindergartens) to
be an optional component of the education system - maybe even a luxury for the affluent - there is a
very strong body of research evidence that demonstrates pre-primary education makes a significant
andlong-l asting i mpact on &inschoollarmtdndife.lFa every dokauirvestedis
pre-primary education, it has been estimated there is a seven dollar return in increased productivity
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and reduced social welfare costs.”® Research shows pre-primary education is particularly beneficial
for children who are at educational risk.

44, In Palau, pre-primary education is provided by the private and quasi-public sector.?’
Participation is voluntary. The Master Plan for Education 1996-2 006 ( i Pa) called f& @0 0 o
publically-funded network of public kindergartens attached to elementary schools with participation
mandatory for 5 year old children. This proposal was not implemented due to funding constraints and

has been deleted from the Master Plan for Education for 2006-2016.

45, There are six pre-primary programs serving children aged 3-5 years:

Early childhood consortium, a home and community program that aims to upgrade the knowledge and
skills of parents as t he c h-patrkedistiatifei lad oyt theeviihisty @ft or s
Health and funded by U.S. Federal programs;

Palau Community College Childcare Center, a subsidized day care program serving the low-income
members of the college community and the general public;*

Gospel Kindergarten, a preschool program operated by the Koror Evangelical Church, serving
children 3-5 years of age;

SDA and Maris Stella kindergartens operated by the Seventh Day Adventist and Catholic churches
and serving children 5 years of age;

Head Start program and network of 14 community-based pre-school centers serving children 3-5
years of age.

46. Of these, the four preschool and kindergarten programs (Gospel, Maris Stella, SDA, and Head
Start) meet t he dadutation.i Comlned, thefse phofgrams seave (BY 2007-8) 614
children through 17 centers (includingl4 head start centers). This represents about 75 percent of the
population aged 3-5 years.

47. Per child cost in the private schools averages $1,000 per year while per child cost in the quasi-
public Head Start program is about $3,000. These costs, especially in Head Start may appear high,
but in the United States average per child cost of Head Start is $6,934 (FY 2002 data). Cost for all
types of preschool programs in the United States typically range between $2,000 and $10,000 per
child.?> Comparing costs across countries, programs, or centers is difficult because program designs
vary and costs are based on many factors i population served and resulting economies of scale,
participation rates, duration of the program (half day or full day); competitiveness of staff salaries and
required qualifications; free-standing centers versus those integrated within other facilities; scope of
services; and extent and cost of program support.
free-standing nation-wide program that provides comprehensive services to children and families
according to U.S. standards.

“Ppalau Mini stry of Education Master Plan for Education | mpro
“fQu ouibl i co i s uthePRdlautHead &tarspogrambfinded by U.S. Federal grants and a small local
match but managed by the non-profit Palau Community Action Agency.
# Thistoo is a multi-partner consortium with PCC providing the facilities, Ministry of Health providing the
training and supervision, and Palau Community Action Agency subsidizing the tuition (from a Federal grant).
22 Source of U.S. comparative data National Prekindergarten Center, FPG Child Development Institute, University of
North Carolina at Chap e | Hill . ANPC Prekindergarten Framework, o http://
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Table 4. Pre-Primary Sub-sector
Private Cost
p Service Children Public Cost Cost® Total Cost Per
rogram Population Served Child
Loca® | U.S. Federal
Gospel Ages 3-5 71 15,240 0 53,125 68,365 $963
Kindergarten | Koror-Airai
Maris Stella | Age 5
Kindergarten | Koror-Airai 40 7112 0 26,640 33,752 $844
SDA Age 5
Kindergarten | Koror-Airai 40 7,620 0 34,600 42,220 | $1,055
25 | Ages 3-5 463(a) $2,780
Head Start National 509 (b) 115,000 1,300,000 0 1,415,000 $3.056
Total 614 144,972 1,300,000 | 114,365 1,559,337 | 22,539

In contrast, private programs are attached to schools, serve urban populations and focus primarily on
cognitive and social development of students.”

48. Major issues in pre-primary education today include:

High costs and dependency on U.S. Federal grants;

Less than universal participation which undermines efficiency by requiring elementary teachers to
gear instruction toward children who have not had a pre-primary experience;

Ongoing struggle to identify and train teachers who meet minimum qualification standards (defined as
an associate degree with coursework in early childhood development and education); and

Lack of a child tracking system to generate Palau-specific data that charts the impact of pre-primary
education on individual children and the education sector as a whole.

D. Elementary and High Schools

1. Introduction

49, Pal aubds el ement asaye madeldd atter thobe ofbthe Wnitedl States. Elementary
school extends from grade one through eight. High School extends from grade nine through twelve.
(Palau does not have middle schools). There are 26 elementary and high schools in Palau - 19 public

schools and 7 private schools. All private schools are owned by religious groups and operated as
non-profit corporations.?’

% private cost is estimated based on tuition charged multiplied by number of children enrolled.

| ocal (public) costs for the private centers are part of the annual OEK appropriation for aid to private schools.
Amount shown represents allocations for FY 2007.

% Head Start has capacity for 509 children but typically serves 5 percent-7 percent fewer. Costs per child are shown
according to (a) capacity of 509 and (b) actual enroliment (2006-2007 School Year).

* |t is a Federal requirement that a community have at least ten age and income eligible children prior to opening
Head Start Center.

" palau tax laws contribute to a vibrant private education sector. Under the law, donations to non-profit corporations
are eligible for tax rebates of up to 10 percent of the total tax paid on earnings. Tuition and fees paid to private
schools qualify for rebate. This represents an indirect government subsidy to private schools.
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Table 5: Schools in Palau
Public® Private
Elementary 18/19 2
High School 1 5

50. Public education is centralized within the Ministry of Education headed by a Minister appointed

by the President. Pr i vat e schools operate tsoemewhf@oolsi mo dealrd t
licensed by the Ministry and a modest public subsidy provided.? Private schools enjoy wide latitude in
designing and managing their own programs provided these meet minimum standards set by the

Ministry for instructional days, graduation credits, and content of core courses.

2. Expenditures per Student

51. In the elementary schools, expenditures per student averaged $2,655 in FY 2007 ($1,291 in
private schools and $2,961 in public schools). Expenditures per student in public schools vary by
region from a low of $2,325 in Koror to a high of $4,690 in Babeldaob (Table 6). Expenditures at some
of the smallest schools are in excess of $6,000 per student. Per student expenditures in the two
private schools averaged $1,291 but this figure can only be compared to expenditures in the Koror
public schools since the cost of educating students in widely scattered rural communities is obviously
higher than in compact urban communities. Expenditures per student at Palau High School were
$2,841 while expenditures in the private high schools ranged from $1,867 per student at Palau
Mission Academy to $2,727 at Belau Modekngei School.** Comparison of expenditures between
public and private high schools, however, should be made with caution since there are important
differences between the schools, for example:

As a public school, Palau High School must accept every applicant; this results in a diverse
student body in terms of ability, interest, and discipline. By contrast, private schools can be
selective in the students they accept. Mindszenty, for example, requires applicants to sit an
entrance exam and accepts only high-scoring students. Typically Mindszenty turns away one-
third of applicants.

Palau High School offers a vocational/career orientation program that is expensive to operate
and is not replicated in any of the private schools.

Wages in the private schools are lower than in the public schools. PMA relies on volunteer
mission teachers. The Protestant schools draw staff primarily from their faith community and
pay salaries well below those paid in the public system. Mindszenty benchmarks its salaries at
75 percent of salaries in the public system and recruits mainly from public school retirees and
from the Philippines. Belau Modekngei School also makes extensive use of Filipino and
volunteer teachers.

52. Whil e Palaubs per are low ey U.S. stangasds (hvertagerper sstudent
expenditures in the U.S. were $8,701, FY 2005),%" expenditures are high by standards of the Pacific
islands and developing countries in general.

8 There is one additional public school on Hatohobei, a remote Southwest Island; this school operates when there
are children present on the island. It is not operating during SY 2007-08.
* The level of government financing for charter schools varies among each of the U.S. states; typically
charter schools receive a higher | evel of public subsidy th
%9 The BMS cost for FY 2007 is artificially inflated by the large government grant for that year. In addition to regular aid
to private schools, this sum also included a one-time grant to help the school pay down prior-year debts and
support urgently needed capital improvements.
31 source of comparative data http://www.nationmaster.com (most recently available statistics).

Medium-Term Sustainable Financing Strategy 1 Education 27
June 2008



( d Education... Global Specialists

Table 6. Cost of Elementary and High School Education

Program Children Public Cost™ Private Total Cost Cost Per Child
Served (USD) Cost® (USD) (USD)
SY 2007- (USD)
2008
Public Elementary Schools
(Number in parenthesis indicates number of schools in region)
Koror (3) 1,351 3,140,982 0 3,140,982 2,325
Airai (1) 179 452,640 0 452,640 2,529
Babeldaob (9) 430 2,016,756 0 2,016,756 4,690
Islands (5) 158 661,185 0 661,185 4,185
Sub-total Public 2,118 6,271,563 0 6,271,563 2961
Private Elementary Schools
Maris Stella 244 89,115 216,916 306,031 1,254
SDA 232 82,236 226,200 308,436 1,329
Sub-total Private 476 171,351 443,116 614,467 1,291
All Elementary
Public and Private | 2,594 | 6,442,914 | 443,116 | 6,886,030 | 2,655
High Schools
Palau High (1) | 808 | 2,295,363 | 0] 2,205363 | 2,841
Private High Schools
BMS 37 75,000 Instruction 100,900 2,727
25,900
Boarding 9,450 255
9,450
Bethania 79 67,728 Instruction 156,603 1,982
88,875
Boarding 60,040 760
60,040
Emmaus 62 51,480 Instruction 116,270 1,875
64,790
Boarding 74,400 1,200
74,400
Mindszenty 212 160,752 $296,800 457,552 2,158
PMA 114 51,480 161,310 212,790 1,867
. Instruction 1,044,115 2,072
Sub-total Private 504 406,440 637,675
All High Schools
Total All High 1,312 2,701,803 Instruction 3,359,410 2,561
Schools 657,607

Source: Ministry of Education database and private schools. For detailed information about sources and
methods of calculating costs, see Annex 4.

%2 ocal (public) costs for the private centers are part of the annual OEK appropriation for aid to private schools.
Amount shown is for FY 2007.
% private cost is based on tuition charged multiplied by number of children enrolled.
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53. Purpose of Education. Schools the world over continuously struggle to define and re-define
the purpose of education in a rapidly changing global economy. Palauans want their children to be
grounded in Palauan tradition, language, and culture, but at the same time, educated to compete in
the world. The Ministry of Education has summed up this dichotomy in the Master Plan for Education
2006-2016:

3. Other key issues

Vision for Education: Our students will be successful in the Palauan
society and the world.

54, In line with this vision, Palauan studies curriculum has been significantly strengthened in
recent years with new texts produced for Palauan history, government, and orthography. Some
instruction in practical skills, however, has weakened. For example, agriculture, once taught in
virtually all schools, is now taught as an elective in only a few rural schools.

55. Drop-outs and push-outs. The law requires children between ages 6 and 17 to attend
school. Although enforcement is sporadic, it is generally believed that enrollment at the elementary
level is in the range of 98-99 percent. There are anecdotal reports of some children who are not
enrolled and some children that are enrolled do not attend consistently. While drop-out rates between
elementary and high schools have declined, drop-out rates within high school continue to be high.
Table 7 illustrates attrition with data drawn from Palau High School where each year about 300
students enter the freshman class but less than half graduate four years

| ater . Whil e most of t he-ouditmi ssboqée-oat eddrmptBahauve

alternate program for children suspended or expelled

from school. Adult education programs accept only Table 7: Palau High School Students

students 18 years of age or older who have been out of
school for one year. Job Corps and the U.S. military Male | Female | Total

apprenticeship program also require students to be 18 Grade 9 162 129 291
years of age. There is need for an alternative program for

children who do not fifit,an {Gradeol0O t hje t 994 d i 1t6i| 0 Rk |

issue not addressed in the Education Master Plan.
Educators are reportedly concerned that an alternative | ©rade 11 G . i

program will attract students otherwise capable of | grade 12 66 78 144

completing the standard high school curriculum thereby :
increasing costs and encouraging additional children to | Source: Palau High School self-study, 2006.

drop-out.

56. Student performance. Instruction in all schools centers around five core subjects i Palauan
studies, English, math, science, and social studies. In the public schools, instruction revolves around
curriculum frameworks developed centrally that form the basis for standardized quarterly tests and the
annual Palau Achievement tests. These tests are the primary means that educators and the public
use to judge the performance of students, teachers, and schools. Private schools have their own
curriculum frameworks and assessment measures. The OEK has mandated that the SAT-10, a U.S.
normative test, be used as the benchmark for gauging progress of all Palau students against their
U.S. counterparts. By law, this test is to be administered once every six years but private students sit
the test every year. Test results are difficult to interpret because there is wide variation in performance
across subjects, grades, and schools. On the basis of the first (and so far only) nationwide testing
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performed in 2004, private school students out-performed public school students® and elementary
students performed better than high school students.

57. Use of the SAT-10 test is controversial among P a | aeddcators. Because the SAT was
designed for an entirely different student population whose schooling is based on different curriculum
framewor ks, it does not neces schools.|Dgmograpbid variatitleain i s
Pal aubs student p o gr family incomas and slmasthuniveersal useoofvEnglish as a

second language, further complicate comparison between Palau students and the U.S. normative
population. The main argument in favor of testing is that if Palau students are to compete with U.S.
counterparts in higher education and Palau is to compete with the United States in the global
marketplace, Palau students need to have educational preparation similar to that of their U.S.
counterparts. It is not reasonable, however, to expect Palau students to perform at U.S. normative

|l evels unless Palaub6s curriculum frameworks are a
with U.S. curriculum may o rucatomal objeaives fonstedents Poabe a u 6 s
grounded in Palauan values and culture while still competent to compete globally.*

58. While Palau schools are struggling to improve performance in the basics, the world is
changing. Students of the future will need many new skills including the ability to use technology, find
and analyze information, engage in critical thinking, and work in teams. There are no benchmarks at
present to measure how well Palau schools are doing in equipping students with these more
gualitative skills.

Figure 6: Stanford Achievement Test
Palau Student Standing Compared to the U.S. National Norm Group
2004-2007 Test Results - Complete Test Battery Summary Scores

- Source: PCC Report to the Ministry of Education
60 55
52
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59. Human resources for education. Ther e are 345 teachers empl oyc¢

and high schools. Table 8 shows the distribution of these teachers together with their qualification

34 Comparison between public and private schools should be made with caution. Better performance by the private
schools may reflect a selection bias. At the elementary level, parents who are more highly educated and higher
income may tend to select private schools. At the high school level, there is competition for admission to some
private schools that may select only academically elite students.

% While the value of the SAT-10 is subject debate, it is universally agreed among educators that testing, if it is to be
done, must be performed annually or at least biennially. The rationale behind the legal requirement for testing to be
done every six years is unclear.
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levels. The large number of high school graduates employed in teaching positions is a legacy of a
mandatory public service retirement law that came into force in 2003 (retirement at 30 years of service

or 60 years of age). Thi s | awy fdr@ng mamg teachers Guadf thay 6 st
public service system at relatively young ages (50-55 years of age). A later amendment allows the

Ministry to re-employ teachers for up to five years if there are no qualified applicants for their
positions. A further amendment to extend this option to ten years has been introduced into the Senate

where its passage is uncertain.

60. At the time mandatory retirement came into effect, there were few qualified applicants for the

vacated positions. To fill positions, the Ministry of Education was forced to employ high school
graduates whom they e qui pped with an intensive summaemwe AHAcCr
employed, the Ministry of Education pays (from U.S. Federal program funds) for their enrollment in the

Pal au Community Col | ege 6 sineadgcationcandaupoa sudcesgful eompleiono g r a
of an associate degree, enrol |l ment in a bachelorés program o]
Diego State University. None of the private schools provide comparable educational benefits for their

faculty. Head Start teachers without degrees participate in the same intensive preparatory education

course as their Ministry of Education colleagues and are also eligible for financial assistance for

degree studies paid for from Head Start program funds.

Table 8: Classroom Teachers and Qualifications
(School Year 2005-2006; Ministry of Education Data)
e Total
Qualifications Teachers
Not in High Associate Bachelor Master
MOE Data
B School Degree Degree Degree
ase
Public Elementary 20 78 61 29 0 188
Public High School 7 8 20 26 6 67
Private Elementary 19 10 7 5 1 42
Private High School 4 5 4 29 6 48
Total 50 101 92 89 13 345
All Schools (14.5%) | (29.3%) (26.7%) (25.8%) | (3.8%)
61. Recruitment and retention of qualified teachers is a sector-wide challenge primarily because:
(a) education is not ranked as a fdApriotrhe ydobdsdtel
brightesto of Pal aubds student s Ofarb9%postisedondaryhstuadests n g

who received scholarship or loan assistance from October 1994 to October 2007, only 24 (3 percent)
majored in education and only 6 are currently working in Palau in the field of education (Palau
National Scholarship Board, FY 2007 Performance Report).

62. Facilities for education. In the public sector, Palau has a large number of small, scattered
schools many of which date to the post-war era and are difficult to maintain. Additionally several of the
schools occupy private land and are the focus of land disputes. The Ministry has been trying to obtain
clear title to these properties through various means and failing this, to relocate schools to
government land.

63. While land and maintenance are ongoing issues, the two pressing current issues are
consolidation of public elementary schools and construction of a second public high school. Both
issues are specific to Babeldaob. In the immediate post-war era, villages built and managed their own
elementary schools. A school for each village made sense then because village populations were

Medium-Term Sustainable Financing Strategy 1 Education 31
June 2008



( d Education... Global Specialists

larger and there was no easy or reliable transportation between villages. The Compact Road has
revolutionized inter-village access; travel time from Airai to Ngarchelong is little more than an hour via
an all-weather road. It is no longer necessary to maintain small community schools that are expensive
to operate and that limit the educational experience of students. In anticipation of the road, an official
plan for consolidation was approved by the OEK in 1999 to:

Consolidate Ngatpang into Aimeliik (completed);
Consolidate two Ngarchelong schools into one (completed);
Consolidate three Ngaraard schools into one (completed);
Consolidate Ibobang into Ngaremlengui (pending);
Consolidate Ngardmau into Ngaraard (pending);
Consolidate Ngiwal and Ngchesar into Melekeok (pending);
Leave Airai unchanged.

64. Issues in consolidation will be further discussed in Section 6 of this paper. It is sufficient to
note here that many parents in Babeldaob oppose further consolidation. After almost eight years,
Ngatpang parents, for example, are still advocating with the Ministry for permission to re-establish
Ngatpang Elementary. While the MOE has developed a communication plan to take the case for
consolidation to communities, the plan has not been implemented. As the experience in Ngatpang
demonstrates, consolidation will only work smoothly if parents are convinced that it benefits their
children. If consolidation is to move forward and its many benefits realized, it is imperative that the
Ministry move quickly to implement the communication strategy.

65. The prospect of a second public high school is also specific to Babeldaob because it is in
Babeldaob where population growth is most likelytooccur over the coming
six high schools have a combined capacity of 1,505 students. At the beginning of SY 2007-08, there
were 1,379 students enrolled with Palau High School at capacity (851 students).*® Enrollment could
exceed total capacity by SY 2015-16 depending on participation rates. If participation rates remain at
around 87 percent-90 percent (meaning the drop-out rate continues as at present) and the number of
non-resident, non-citizen students remains stable, the number of high school students in 2015 will be
about 1,460, still below current capacity. If, however, participation rates begin to approach 100
percent, the number of students can quickly exceed capacity.

66. The Ministry of Education and the OEK have recognized for several years the need for a
second public high school and proposals for sites in Ngaraard and Ngaremlengui have been floated.
Recently, however, the State of Ngchesar has identified a public land site appropriate for a school and
the President announced in his 2008 State of the Republic address that plans are moving forward to
construct a combined high school and consolidated elementary school on the site. Funding, however,
has still not been secured for the project that is estimated to cost at least $12m. While the
administration hopes the school will be operational as early as SY 2010-2011, the timeline is funding
dependent. Given the early stage of planning, there are no official estimates of operating costs.
Preliminary estimates made for this report suggest the new school will add $325,000-$375,000 per
year to the MOE operating budget (see Section 6).

67. While discussion in the public sector has centered around where and when to build a new
public high school, private schools are also planning for expansion. Palau Mission Academy and
Belau Modekngei seek to increase the number of students enrolled on their existing campuses. The
Catholic Mission, already nearing capacity at Mindszenty after only six years in a new building, is
contemplating construction of a new school in Babeldaob. Given the lead time required to plan, fund,
and construct a new facility and the opportunity costs involved in operating a high school, this is an

% By mid-year high school enrollment had declined to 1,312, a drop of 5 percent, most of the decline occurred
at Palau High School where enrollment fell from 851 to 808, (MOE database).
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issue where it is imperative that stakeholders come together to jointly explore needs and agree on a
coordinated plan of action. If the private sector is prepared to expand commensurate with increasing
demand, government may be able to defer construction of the second public high school until the
macroeconomic climate is more favorable.

68. Other issues. There are a large number of other issues facing the elementary and high school
sub-sector as highlighted in Figure 7 that summarizes the priorities of the Education Master Plan
2006-2016.

Figure 7: Issues in Public Education - Education Master Plan for 2006-2016

Governance and Policy
Strengthen governance and resolve the issue of the Board of Education

Implement teacher and school administrator certification systems
Strengthen partnerships with BEEA and BFSCA

Implement effective teacher-student ratios

Develop and implement handbooks for students, parents and teachers

Curriculum and Instruction
Strive for high teacher quality, salary, and benefits

Strengthen Palauan language and culture curriculum

Implement a comprehensive student evaluation and tracking system

Improve student achievement on standardized tests (PAT and SAT)

Conduct regular school involvement training for parents

Establish Health Academy at Palau High School to strengthen math and science
Establish curriculum for gifted and academically challenged students

Reinstate physical education including character education

Incorporate service learning curriculum into high school

Upgrade technology education

School Administration and Management
Resolve school land issues and the school consolidation issue
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Post-Secondary Education
1. Introduction
69. Students have several options when they leave high school:

Enter the workforce either in Palau or the United States;

Join the U.S. military (subject to passing the military entrance examination);

Seek admission to one of few on-island vocational-technical training positions;

Enroll at PCC in either academic or vocational programs;

Apply for admission to off-island universities, colleges, or trade schools with the possibility of
partial financial support from the Palau National Scholarship Board and/or student
financial aid programs of the United States (e.g. PELL and collegiate work-study
programs).

70. Because Palau high schools have to-date not implemented a student tracking data base (work
in progress), there are no statistics about the choices students are making. Given, however, the
number of applications processed each year by the Scholarship Board and the number of new
admissions to Palau Community College, it appears that the vast majority of high school graduates do
progress to post-secondary schooling. Drop-out rates are high, however, resulting in relatively low
post-secondary graduation rates.

2. Palau Community College (PCC)

71. On-island post-secondary education is available at PCC, an institution that traces its roots
back to 1927 and the Japanese vocational school then established to teach carpentry skills to
Palauan boys. After the war, PCC retained its vocational training orientation, initially as an
independent institution and subsequently, as the Micronesian Occupational Center, a part of the
College of Micronesia system. In 1993, the College was charted as an independent community
college and gained accreditation by the Western Association of Schools and Colleges. In 2003, PCC
opened a second campus at Ngaremlengui that provides specialized teaching and research facilities
for agriculture, aquaculture, and marine studies.

72. Today, PCC offers certificate, career-specific diplomas, and two-year associate degree
programs supplemented by specialized non-degree courses. Approximately 75 percent of degree-
seeking students are from Palau with the balance from the FSM and the Marshalls. In addition to
Palau-based activities, PCC also operates specialized programs in Yap.

73. Non-degree programs include: continuing education courses based on demand; adult high
school; small business development courses for entrepreneurs; and supplemental programs for high
school students to prepare low-income or educationally at-risk students for college (Upward Bound,
Upward Bound Math & Science, and Talent Search). With the exception of general continuing
education, non-degree programs are funded from U.S. Federal grants.

74. As a community college patterned after U.S. counterpart institutions, PCC has multiple
objectives including:

Life-long learning for students of all ages;

Certificate and degree level education;

Preparation for students intending to transfer to four-year colleges; and
Devel opment of Palauds workforce.
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Table 9. Programs at Palau Community College

Associate of Applied
Science (AAS)
Degrees

Associate or Science
or Arts (AS or AA)
Degrees

Both AAS and AS/AA
Degrees

Other Programs

1 Air conditioning &
refrigeration

1 Automotive
mechanics

1 Construction
technology

1 Electrical technology

Office administration

1 Small engine and
outboard marine
technology

=

1 Business accounting
1 Business

administration

9 Criminal justice
1 Education
1 Environmental or

marine science

1 Information

technology

1 Liberal arts
91 Science, technology,

and engineering and
math discipline

9 Architectural drafting

and design

1 Agriculture science

General electronics

9 Library and
information services

1 Nursing

I Tourism and
hospitality

=

Certificates
(completion, subject
competence,
academic subjects)
Technical studies
within liberal arts
(music, arts,
physical education,
Palauan studies)
Bachelor degree in
education (joint with
San Diego State
University)
Continuing
education (non-
degree)

Adult high school
Upward Bound &
Talent Search
college-prep
programs

Other specialized
programs in
cooperation with
partners (e.g. OMIP
program with U.S.
DOI; AHEC
programs with
Ministry of Health, &
others)

Source: PCC Annual Report for FY 2006.

75. As Table 10 and Figure 8 show, the number of new students enrolling at PCC has
remained stable over the past decade but the total number of students on-campus has steadily
increased. Graduation rates average 47 percent of new enrollees, somewhat higher than
comparable figures at U.S. Community Colleges.®’

37 Source of comparative data http://www.nationmaster.com (most recently available statistics).
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Table 10. PCC Enrollment and Graduates Figure 8. PCC Enrollment and
Fiscal Year New Average | Graduates Graduates
Student | Students/

Semester 800 —#— New student
FY 1997 151 344 71 700 =
FY 1998 190 381 67 600 =~ Average
FY 1999 200 512 71 £ 500 gﬁ:ﬁ
FY 2000 240 612 72 § 400 —#&— Graduates
FY 2001 223 573 82 & 300
FY 2002 235 686 62 200
FY 2003 190 687 138 100 ———a— >
FY 2004 155 648 159 0] — T T T T T
FY 2005 183 638 103 SO RICURSIRSICIRS
FY 2006 180 617 53 ¢ *’Jk ST ECee
Source: PCC Annual Report for FY 2006.

76. In FY 2006, operating expenses at PCC totaled $4,889,863 or $3,140 for each full-time
equivalent student. This is comparable to per student costs at U.S. community colleges (see
Footnote 32). The college, however, has a high level of dependency on U.S. Federal funding
which in turn is largely dependent on the outcome of COFA review. Funding directly affected by
COFA includes:

COFA Section 221 funds ($2m) account for 40 percent of operating revenues (FY 2007);

Grants by the U.S. Department of Education to the college for tuition of qualified low-
income students (e.g. PELL, Supplemental Education Opportunities Grants, and Work-
Study Grants);

Special purpose Federal grant programs many targeting low-income, at-risk students
(e.g. Talent Search, Upward Bound, and Upward Bound Math and Science) or to
subsidize specific programs (e.g. Vocational-Technical education, health sciences
education, and agriculture and aquaculture research and training).

77. Because grants to the community colleges in the RMI and FSM were not affected by the
COFA review, PCC leaders are reasonably confident that federal funds will continue at or near
past levels for the next Compact period. The PCC Board of Trustees, however, is cognizant that
continued reliance on public funds i OEK and/or Federal 7 renders the college vulnerable to
macro-economic shocks and changing political priorities. As early as 1997, when Palau was still
ifl usho wi t h Compact moni es, t he B o andalvmentata
generate investment income of $1m per year to offset future reduction in public appropriations.
The endowment has been very successful in attracting broad-based support from faculty, staff,
alumni, and the general public but most donors make only small bi-weekly pledges while others
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donate to special fundraising events.® Unfortunately, the fund has not attracted many large
donations. After ten years, the fund is valued at $1.7m - impressive but short of the $10m
target.* Effotstoaccel erate growth of the trust |ie at
financial sustainability.

78. The most recent strategic plan for the college covered the period 1997-2007. A task force
is now working on a new five year strategic plan with priorities expected to include:

Trust fund capitalization;

Progressive upgrading of academic standards;

New library and related educational technology infrastructure (work in progress);
New student life center;

New laboratory facilities for tourism studies;

Expanded mariculture research, instruction, and extension facilities; and
Development of new programs of study based on market demand.

3. Palau National Scholarship Board (PNSB)

79. The PNSB was established by Title 22 of the Palau National Code for the purpose of
administering public funds (loans and scholarships) appropriated to assist Palau citizens pursue
post-secondary education at home and abroad. Although the primary mandate of the Board is to
administer public funds, the Board is also authorized to administer non-public funds upon
request by donor(s). The purposes of public financial assistance for post-secondary education
are both social and developmental (PNC Title 22).

From a social perspective, the Government has determined that it is an appropriate use of public
funds to provide financial assistance to citizens who are pursuing post-secondary education and
training.

From a developmental perspective, the Government has determined that special assistance is
warranted for those students training in high priority fields. These fields are currently identified as
medicine, law, and engineering.

80. To the extent that funding is provided to students studying at or through Palau
Community College, public scholarships and loans also help to develop and finance the
domestic post-secondary education sub-sector. This purpose is, however, incidental to the
stated purposes under current law.

81. Because post-secondary education is expensive and funds limited, the law recognizes
that students and their families are primarily responsible for financing post-secondary education.
Students are encouraged to seek financial assistance from a wide range of sources including
those U.S. Federal grants, loans, and any other forms of support for which they are eligible.*

¥ pccods annual Than Kypicpilyganerajes $30,000-$35,008 ie small donations from the public.

% The PCC administration has requested the Palau Compact review team to incorporate eligibility of Palau-chartered
institutions for non-profit status under the U.S. tax code. This action, which would make donations to PCC eligible
tax credits in the United States for U.S. taxpayers, is believed to be necessary if PCC is to attract large donations
from U.S. donors.

Low-income Palau students are eligible for PELL grants when enrolled in a PELL-approved institution; Palau
students are also eligible for Federal work-study awards at qualified educational institutions. Students may also be
eligible for private scholarships awarded through their institution of study.

40
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Table 11. Scholarships and Loans Administered by PNSB

ROP-Funded Non-ROP Funded

1 Congressional Scholarship (one-time Shell Palau Scholarship
$5,000 award to the top 10 graduates from Bank of Hawaii Scholarship
Pal aubés hiagchyear}c hool s Speaker Tadao Ngotel Scholarship
Palau grant Kayangel State Scholarship
Palau scholarship (juniors & seniors only) Rotary Club Scholarship
Palau Shipping Scholarship

Palau student loan

Scholarships for non-traditional college Didil Belau Scholarship (female students in

programs (e.g. distance learning) their junior or senior year of college)

1 Monbusho (Japan) Scholarships
(professional training, undergraduate, and
post-graduate scholarships)

1 Australia Scholarship (undergraduate and
post-graduate studies in Fiji, Samoa, and
Vanuatu)

1 New Zealand Scholarship (undergraduate
and post-graduate)

1 Taiwan Pacific Islands Forum Scholarships
(undergraduate and post-graduate)

1 Taiwan Government Scholarship
(undergraduate only)

=A =4 -4 =
=2 =4 =4 = =4 =4 =2

Source: Palau National Scholarship Board Performance Report, for FY 2007.

82. Since implementation of the Compact, the OEK has allocated $1.2m annually for student
scholarships and loans and $70,000 annually for Board operations. This is twice the level of
funding appropriated pre-Compact although real value has eroded due to rapid inflation in the
post-secondary education sector of the United States, destination for most Palau students. Non-
Palau funds for post-secondary education administered by the Board originated from 12 donors
and were valued at $281,000 (2007-2008 academic year). While most non-government grants
are small ($500-$2,000), several provide 100 percent multi-year financing for studies at selected
institutions (e.g. scholarships awarded under the Overseas Development Aid programs of
Japan, Australia, New Zealand, and Taiwan). Private donors set their own requirements. PNSB
awards include grants (undergraduates), scholarships (junior and senior years only), and loans
(available to all students including those enrolled in graduate programs). By regulation, PNSB
awards are based on need considering both the financial situation of the student and his/her
family and the cost of the intended course of study; and

Awarded only to Palauan citizens who graduate from a Palau High School (public or private) or if
not graduating locally, have at least one parent or legal guardian resident in Palau for at least
two years or if resident outside of Palau, employed by the Palau government (this provision
extends eligibility to eb)ildren of Palaués dipl om

Awarded only to full-time students accepted by or enrolled in an accredited institution of higher
learning (or the non-U.S. equivalent of accreditation) who have declared a major and who
maintain a 2.0 grade point average.
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83. Although the Board recognizes non-traditional studies (e.g. internet based courses),
students receiving financial aid for non-traditional programs must enroll in programs operated
through PCC, the sole agent recognized by PNSB to oversee non-traditional studies in Palau.

84. By regulation, students receiving financial aid are expected to repay funds received either
in cash or service.

All students not returning to Palau upon completion of study must repay awards in cash over a
five year period.

All students not completing their study must pay back 50 percent of funds obtained within two
years of leaving school.

Students must return to Palau and work for a minimum of three years commencing not less than
two years after completion for undergraduates or three years after completion for graduate
students unless continuing to a higher level of schooling.

Students who have received loans may receive service credit in lieu of cash repayment provided
they are employed in the Republic.

All students must have a locally resident guarantor who assumes responsibility for repaying
funds if the student defaults.

85. While the regulations are strict, enforcement is challenging. Students who leave school
and stay in the U.S. are difficult to trace. While every student must have a guarantor residing in
Palau, there is no requirement for guarantors to submit evidence of ability to pay at the time
awards are issued. In many cases, the guarantors are elderly and on limited income and are not
able to pay. The Attorney General s office
but the office has a heavy workload; action against student aid defaulters is not always a priority.
By the end of 2007, the Board had disbursed approximately $4m in grants and loans but had
collected only $200,000 in cash and $1m in service credit i a cash repayment rate of only 5
percent and a total repayment rate of only 30 percent.

"

86. PNSB has been progressively moving toward a business style of operation and over the
past five years has made a number of changes in policy and procedure to enhance efficiency
including:

Implemented a student tracking system;

Increased the number of students returning to Palau upon completion of studies by
providing service credits as an alternative to cash payments;

Required all students (both scholarship and loan recipients) to repay funds awarded if
they fail to return to Palau following completion of studies;

Decreasing default rates on student loans;

Instituted a single application form for all publicly financed aid that allows students to
simultaneously apply for all funds for which they are eligible without completing multiple
forms.

87. Tables 12 and 13 contain performance indicators.

Approximately two-thirds of applicants receive some financial assistance.
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Business is the most popular field of study followed by the social sciences and vocational-
technical fields.

Average award amounts ($2,500 for scholarships and $2,600 for loans) are small in relation to
the cost of off-island education although adequate for education at Palau Community College
where tuition for full-time study for one year is about $2,100 ($70 per credit hour).*

Overall graduation rates are 45 percent. Graduation rates are significantly higher for students
attending PCC (66 percent) than for those enrolled overseas (51 percent). Graduation rates vary
widely according to course of study. Students enrolled in the health sciences have the highest
graduation rate (75 percent) while those enrolled in liberal arts and other general study
programs have the lowest rate (33 percent).

The rate of graduates returning to Palau is high; most graduates who do not return to Palau are
continuing students.

*11n 2008, the Board of Trustees has agreed to raise PCC tuition by $10 per credit hour each academic year until fees
reach $150 per credit hour.
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Table 12. Scholarship, Grant, and Loan Recipients, 2000-2006
Graduates

° Degree fradgate Outside
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Statistics for Scholarships and Grants
3883 239 161 67% | $2,500 Unavailable at time report was prepared in 10/07
2005- 0 9
2006 273 189 69% | $2,099 5 4% 3 2 0 0 3 2 1 1
2004- 0 9
2005 225 134 60% | $3,500 10 5% 2 5 3 0 3 7 4 3
3882 326 192 59% | $3,429 | 24 12% 13 10 0 1 10 14 12 2
2002- o o
2003 330 202 60% | $3,385 7 3% 2 3 2 0 4 3 3 0
2008 324 | 201 | 62% | $4970 | 30 | 9% | 11 | 15 | 4 o | 24| 6| 6 | 0
388(1) 362 177 51% | $5,840 | 24 7% 10 10 4 0 19 5 5 0
;ggg 439 280 63% | $2,360 | 37 10% 30 7 0 0 30 7 2 5
TOTAL 2518 | 1536 61% | $3,510 | 137 9% 71 52 13 1 93 | 44 33 11
Statistics for Loans
2006 220 116 51% | $2,631 5 4% 3 0 0 1 1
2005 220 112 51% | $2,651 11 8% 1 3 0 4 1
2004 234 120 51% | $2,112 | 33 28% 8 23 2 0 20 13 9 4
2003 165 91 55% | $3,436 | 21 23% 7 10 4 0 17 4 2 2
2002 174 102 57% | $3,727 | 31 30% 11 17 3 0 21 10 8 2
2001 196 78 40% | $3,063 | 34 44% 14 18 2 0 27 7 5 2
2000 270 95 35% | $2,813 | 57 61% 37 12 6 2 47 10 7 3
Total 1479 718 48% $2,919 | 192 27% 81 89 20 2 141 51 36 15
Source: Palau National Scholarship Board Annual Report, 2007
Notes: In 2004-2005 application forms were consolidated into one form; information on applicants, recipients, and
approval rate are comparable only for 2004-5, 2005-6, & 2006-7. Prior to this, each form of assistance required a separate
application form and thus many applicants and/or awardees are double counted.

Table 13. Tracking Student Aid Recipients (1994-2007) by Destination and Field of Study

All Student Continuin Graduation & Drop-
Aid Graduates Studentsg Drop-Outs Out Rates for
Recipients Completed Students
# | % # | » # | % # | % Graduates | Drop-Outs
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Al | 907 | 100% | 310| 34% | 346| 38%| 251| 28% | 55% | 45%
Tracking Information by Destination
PCC Students 224 25% 106 47% 63 28% 55 25% 66% 34%
Overseas Students 683 75% 204 30% 283 41% 196 29% 51% 49%
Tracking Information by Field of Study
ﬁoc'a' sciences & 172 | 19% 67 | 39% 68 | 40% 37| 21% 64% 36%

umanities
Natural Sciences 56 6% 12 21% 33 59% 11 20% 52% 48%
Liberal Arts,
Undeclared & 105 12% 22 21% 39 37% 44 42% 33% 67%
General Studies
Business 269 30% 100 37% 90 34% 79 29% 56% 44%
Information 0 o 0 o 0 0
Technology 58 6% 14 24% 20 35% 24 41% 37% 63%
Professions (other 79 9% 19 | 24% 39 | 49% 21| 27% 48% 52%
than health)
Health Professions 55 6% 27 49% 19 35% 9 16% 75% 25%
Vocational/Technical 113 12% 49 43% 38 34% 26 23% 65% 35%
Source: Palau National Scholarship Board Annual report for FY 2007.

88. Issues in Post-Secondary Student Financial Aid. Three current issues in post-

secondary student financial aid are: (a) establishing priorities; (b) increasing graduation rates;
and (c) enhancing overall efficiency.

89. Priorities. Current law requires that the Board give priority to students in the fields of
medicine, law, and engineering. These priorities are based on a 1988 human resource study that
is now outdated. (There is now an adequate supply of doctors and a reasonable supply of
lawyers although the shortage of Palauan engineers remains). The NMDP (fPalau 20200
recommended new priority fields that favor private sector development - tourism, marine
resources, agriculture, business, and public administration - but this recommendation has not
been acted upon. The National-State Leadership Conference (2006) recommended that
education be declared a priority field for scholarships and loans. While projecting future human
resource requirements is more art than science in a small population such as Palau, there is
certainly value in conducting a new formal human resource needs assessment and developing a
system to systematically revisit and update the assessment at regular intervals. A study of this
nature would be most efficiently undertaken as a collaborative effort of the PNSB, PCC, the
Ministry of Education, the Labor Office, the Chamber of Commerce and specialized bodies (e.qg.
Belau Tourism Association and professional groups).

90. Graduation rates. Although graduation rates have improved, still more improvement is
needed. Anecdotal reports say that the main reasons students drop-out of post-secondary
studies are: (a) inadequate high school preparation especially in math and science, and (b)
finances. A study to confirm or expand on anecdotal information could yield valuable information
for policy and program development.

91. Efficiency. Public funding for post-secondary financial aid doubled at the advent of the
Compact but could decline in future years if resources are redirected into basic education where
economic returns on investment are generally considered to be higher. While the PNSB has
taken measures to increase efficiency, it makes additional recommendations that require OEK
endorsement, including:
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Amend PNC 22 to change the status of the Board to an independent non-profit corporation; this
would facilitate private donations since these would be tax deductable;

Amend the COFA to allow Palau-based non-profit corporations to apply for and receive tax
exempt status under United States laws as this would facilitate new funding from foundations,
corporations, and private donors (including Palauans resident in the U.S.) who would then
receive tax credit for donations made to eligible Palau-based entities;*

Fund an updated human resource study and align awards based on findings;

Modify service credit to require all students to repay at least some portion of their financing in
cash instead of the current policy that allows 100% of obligations to be repaid in service credit;
Obtain better support from the Office of the Attorney General in pursing defaulters.

92. In addition to these changes which the Board has already endorsed, there are three
additional strategies recommended here for consideration:

i. Develop a more aggressive marketing strategy to further diversify funding for
scholarships and loans.

ii.  Channel more students into PCC for their first two years of post-secondary schooling by
granting financial aid for off-island study only if there is no PCC program of study that
meets prerequisites for a st Thisewouldd(a) improvep os ed
overall graduation rates that are higher at PCC than off-shore; (b) increase the number of
students benefitting from financial aid; and (c) use financial aid monies to strengthen
capacities at PCC.

iii. Expand partnerships with non-U.S. institutions, particularly those in the Philippines and
other nearby Asian destinations, where there are excellent programs at a fraction of the
cost of comparable programs in the U.S.*®

93. Recommendations regarding PCC and Asian institutions may meet with resistance from

students and parents. Both recommendations will need supportive s al es o giestr at e
Nevertheless, their potential to enable more students to receive assistance with the same or less

money makes them attractive options.

4. Vocational Technical Programs
94. Vocational training at Palau High School. Palau High School is the largest provider of
Vocational-Technical training in Palau as it requires all 800+ students to enroll in one of six
career academies: tourism and hospitality; agriculture; business; construction technology;
automotive technology; and arts and humanities. Students enroll in one unit of career
development in each of the 9" and 10" grades and two units of vocational-technical courses in
each of the 11™ and 12" grades. Practical on-the-job work experiences include:
10" grade i six-hour job shadowing;
11" grade i forty-hour career mentoring;

12" grade i 240 hour career practicum;

42 Eligibility for U.S. taxexemptnon-pr of i t st atus was GOFA cameimdfore.tThetohyePalaui me t he
non-profit with U.S. tax exempt status is PCAA that received this status prior to the freeze.

3 PCC has recently entered into a partnership arrangement with the University of the Philippines for engineering.
Students will undertake the first two years of pre-engineering studies in Palau and complete their three-year
professional studies in the Philippines.
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One summer work experience (320 hours).

Construction and automotive technology courses have been aligned with PCC courses so that
students graduating from Palau High School in these career academies can receive credit for
high school studies when enrolling in the same degree-level program at PCC.

95. A recent study by the Fiji-based Forum Secretariat has recommended new investments
in Voc-Tech training totaling $1.5m (about $300,000 in recurrent costs and $1.2m in one-time
capital costs) to:

Expand and strengthen the high school program;
Develop complementary programs in elementary schools; and
Expand inter-school articulation (e.g. elementary-to-PHS and PHS-to-PCC).**

96. Vocational training at PCC. PCC with its eleven vocational certificate or degree
programs is the largest provider of post-secondary vocational-technical training in Palau. The
Forum Secretariat study found that the TVET capacity at PCC is greater than that which Palau
can utilize given the small population. The study recommends further investment in the PCC
program ($4.9m) to transform the School of Technical Education into the Micronesian Sub-
Regional TVET Center. Most of the recommended investment ($4.2m) is envisaged to take the
form of an endowment that will facilitate financial sustainability. Senior education officials are still
reviewing this report and its recommendations. No decisions have yet been made regarding its
acceptance or implementation.

97. Apprenticeship training. A very successful on-island vocational-technical training is the
apprenticeship program of the U.S. military Civic Act i on Team {monthfpiogram
accepts 14 students each year in 12 fields of study. To date, 231 Palauans have enrolled; 91
percent have graduated; and 83 percent of living graduates are in Palau, most working in their
field of study or a closely related field (PCAA data base). Although some apprenticeship
graduates have or are continuing their education at PCC, the program is not articulated with
PCC nor is it a prerequisite for admission into formal apprenticeship programs in the United
States or its territories. Unfortunately, despite its success, this particular program cannot expand
beyond the current enroliment of 14 students a year.

98. Job Corps. Palau citizens are eligible for admission to the U.S. Job Corps program.
Admission is coordinated locally by the Youth Service Division (Ministry of Community and
Cultural Affairs). The program is open to youth ages 18-24. The program involves up to two
years of fully funded study (GED and technical training) at one of three U.S. Job Corps centers
(Honolulu, Utah, and Nevada).Between March 2006 and end-2007, thirty Palauans were
accepted into the program; one graduated; 2 were involuntarily dropped from the program; and 2
others voluntarily withdrew because of family problems. Between December 2007 and February
2008, another 138 Palauans submitted applications. The level of interest in the program clearly
suggests that the demand for vocational-technical training far exceeds the number of training
slots available.

99. Workforce Investment. Palau receives funding under the U.S. Federal Workforce
Investment Act (U.S. Department of Labor). This program serves unemployed individuals by
providing job training (short-term classroom and on-the-job), counseling, and subsidized
employment during a training period. This program also funds summer work experience training

*4 palau Vocational-Technical Training Study (a part of a Pacific Regional Study), Forum Secretariat, 2008.
Neither the MOE nor PCC have yet formally endorsed the study recommendations.
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for high school students. Because this program does not meet the definition used in this paper
for Aformal training, o6 no further analysis of the

100. Entrepreneurial training. The Palau Small Business Development Center, funded by

the U.S. Department of Labor, and housed at Palau Community College, provides training and

mentoring for Palauan entrepreneurs. A similar program operates through the Palau Community

Action Agency. The Palau Chamber of Commerce has recently launched the Junior
Achievement Program in Palau. This program provides entrepreneurial training and hands-on
experience to high school students. The first program (January-April 2008) has been very
popular with over 100 student participants. None
education. o

101. Issues in vocational-technical training. Pal au depends heavily on
workers to meet workforce needs in vocational-technical fields. This dependency is the result of
several factors, including:

i. Negative attitudes allegedly held by some young people about certain occupations,
especially those involving manual labor;

ii. Negative attitudes allegedly held by some employers about Palauan workers who are
considered to be |l ess reliable and more expens

iii.  Limited number of places available in vocational-technical training to develop the Palau
workforce; and

iv. Labor |l aws that set a mini mum wage for Pal aua
workerso hence creating financial incentive fo

102. There is a clear need to expand training opportunities in vocational-technical fields but

any development initiative cannot be just about training. Rather, a comprehensive workforce
development strategy is needed that addresses attitudes and perceptions of prospective

students and their supervisors. In addition there is need to reform labor laws and policies to
ensure a fAl evel allpwoarykienrgs fainedl deémpfloory me n't opportun
wages.o

[l PROJECTING FUTURE DEMAND FOR EDUCATION
A.  Number of School-Aged Children
103. Any plan for education, including a plan for sustainable financing, must begin by
projecting the size of the target population for the different levels of schooling. Table 14 sets out

medium-term projections based on historic trends and assumptions about future demographic
variables. These assumptions include:

Declining fertility rates for Palauan women through to 2015 with fertility stabilizing thereafter at a
total fertility rate of 2 children per woman;

Infant and child mortality not a significant determinant of school-aged populations;

Net migration by ethnic Palauan children now approaching zero;** and

“Since the 19606s Pal au h-migratien{moecPalaziang leftcacin year thdniretumed) Byt
2005, this had reversed with more Palauans returning to Palau.
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Stable population of non-Palauan children (10 percent of the total child population).*®
B. Distribution of School-Aged Children

104. For many years, Koror has been the economic center of Palau and a magnet for the

working age population. The concentration of population in Koror peaked in 1995 (71 percent of

the total) and has declined subsequently (70 percent of residents in 2000 and 64 percent in

2005). The distribution of school-aged populations has historically followed closely that of the

total popul ati on resulting i n a de caged papwdation and &or or 6 s
concurrent increase in Babeldaobd s s h lasrdispersall of population is projected to continue

and possibly accelerate with completion of the Compact Road and improvement in secondary

roads. The pace of population re-distribution, ultimate endpoints, and distribution of population

across the ten Babeldaob states, are difficult to forecast. Table 15 shows past trends and

presents two possible scenarios for the medium-t er m f ut ur e. The #dArapid di
reflects pre-road social impact assessment (Palau Resources Institute, 1996) but may over-

estimate the speed of population movement away from Koror, especially in view of escalating

fuel prices.

Table 14. School-Aged Population 1990-2020
Actual Population Projected Population
1990 1995 2000 2005 2010 2015 2020
Total Population 15,122 | 17,225 19,129 19,907 21,651 22,122 22,593
Preschool (age 3-5)
Number 1,000 1,017 946 818 780 750 750
Percent of Total
Population 6.6% 5.9% 4.9% 4.1% 3.6% 3.4% 3.3%
Elementary (age 6-13)
Number 2,399 2,456 2,578 2,791 3,031 3,080 3,080
Percent of Total
Population 15.9% | 14.3% 13.5% 14.0% 14% 13.9% 13.6%
High School (age 14-17)
Number 1,271 1,111 1,234 1,347 1,472 1,510 1,536
Percent of Total
Population 8.4% 6.4% 6.5% 6.8% 6.8% 6.8% 6.8%
Post-Secondary (age 18-21
Number 1,037 1,019 928 971 o
Percent of Total No Projection
Population 6.9% 5.9% 4.9% 4.9%
Note: Post-secondary population not projected as numbers subject to rapid change in response to job
opportunities at home and abroad. Source: Population data derived from Palau census reports, Office of
Planning & Statistics. Projection of total population for 2010-2020 also by OPS (Census 2005
Monograph). Projection of child populations prepared by the author based on demographic assumptions
outlined in text.

46 Although migration by non-Palauans is a major influence on the overall population, migration by non-Palauan
children is less significant. Non-Palauan children have comprised about 10% of the total student population in Palau
since 1990 with only modest inter-census variation.
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105. For pre-primary, elementary, and high schools, total national demand for education is a
function of the school aged population and school participation rates.

C. Student Population

Student population = School aged population X school participation rate

106. Forecasting demand for post-secondary education is more challenging. While the formula
above is technically valid, the school-aged population is broad, ranging from 18-60 years or even
older and participation is influenced by many factors, most outside the control of the education
sector.

107. Using available data, current participationratesf or fA b a s i cae eséndatedtaltei o n

i). Preschool (ages 3-5)1 75 percent
ii). Elementary school (ages 6-13) 1 100 percent
iif). High school (ages 14-17) i 87 percent-90 percent

108. Moving the high school participation rate closer to 100 percent is a national priority. As
previously discussed, assumptions about changes in high school participation rates, not
population growth, determines when new infrastructure will be needed.

109. Distribution of students. While the school-aged population and school participation
rates determine total national demand for education, distribution of demand is also influenced by
parent and student preferences. Palau does not have a school zoning regulation;*’ parents are
free to send their children to any school and some choose not to use their local community
school because of convenience, perception that education standards are higher elsewhere, and
personal considerations.

110. Although Koror has a larger
share of elementary students than
school-aged population, data show this
is primarily due to the presence there
of the two large private elementary
schools. It is also known that a
significant number of Airai students
attend Koror schools because of
proximity t o their parent so pl ace of
work. Most parents in Babeldaob and
the outlying islands who use public
schools, choose their local community
school. This suggests that as the
population shifts from Koror to
Babeldaob, student populations will
shift in a similar manner (Figure 9).

111. The two private schools in Koror are near capacity. Without investment in new
infrastructure, these schools will continue to absorb a combined total of approximately 500-600
students, most resident in Koror and Airai.”® The projected number of elementary school-aged
children in 2015 is 3,080. Assuming 100 percent participation and 600 children attending the two

" The Ministry of Education has tried in the past to enact a school zoning requirement but this was not easily enforced
and has subsequently been dropped.
“8 SDA Elementary plans to double existing capacity over the medium term planning horizon.
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