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EXECUTIVE SUMMARY

he 21st century is marked by global intercon-
Tnections. People, capital, information and goods
all flow across borders at ever-increasing rates. By
2030, not only will emerging market economies con-
tribute 65 percent of the global GDP but they will
also be home to the majority of the world's working
age population. As national and international busi-
nesses increasingly compete for the best graduates in
emerging market economies, skilled young people are
rapidly migrating from Asia, Africa, and Latin America
to provide much needed talent in the face of aging
workforces in Europe and North America.

It is clear that the skills and talents of youth in the
global south will be the engines of the world's future
growth and prosperity. But, critically, an education
crisis in these regions threatens this very possibility.
In too many locations, parents and governments are
unable to provide young people with a quality educa-
tion and existing international assistance programs
are not coming close to addressing the magnitude of
the problem. A quality education for all young people,
especially those in the global south, is a good for
which there is a global public interest and it is time to
ensure that all that benefit from it can play a role in
ensuring its provision.

Yet conventional wisdom states that national gov-
ernments should fund and deliver this “public good”
through state controlled public education systems.
However demographic shifts will put a disproportion-
ate burden on the countries whose systems are least
able to cope. The core thesis running throughout
this report is that the private sector, who have most
to gain (or lose) from weak education systems com-
pounded by demographic shifts, should engage more
fully in solving this education crisis through a combi-
nation of funding and capability.

There are at least four reasons why a compelling
business case can be made for private sector invest-
ment in global education. First, new action is urgently
needed to improve education systems in emerging
market economies and low-income countries. It is the
children born today whom companies will be recruit-
ing to their ranks in 2030, and the vast majority of
these new employees will have been educated in weak
education systems in Asia, Africa or Latin America.
Currently, the United Nations estimates that there is
an annual $38 billion external financing gap for basic
and lower secondary education in these regions be-
tween what governments can reasonably be expected
to fund and what international aid donors are likely
to support.! Today, this financing gap seems unlikely
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to be addressed, and indeed it may even get worse.
Corporate giving to global health is 16 times what it
is to global education. While governments and inter-
national aid donors must be pushed to do more, new
actors are clearly needed to advance the status of
education around the globe. Business has a vested
interest in helping education systems develop the
competencies of young people and, we argue in this
report, it may be time for corporations to invest ac-
cordingly.

Second, access to a good-quality education is a
strategic growth constraint for business that has
a direct impact on the bottom line. The inability to
secure future talent with the right skills and to man-
age talent-related costs keeps firms from being able
to quickly scale up their operations to meet demand
in new locations and to launch new products and ser-
vices. In a global survey of over 1,000 CEOs, almost
30 percent said that talent constraints kept them
from pursuing market opportunities, and that number
jumped to over 50 percent among business leaders in
countries that belong to the Association of Southeast
Asian Nations. Labor costs are increasing, and in the
same survey 43 percent of CEOs said talent-related
expenses, including turnover, have a negative impact
on their firm's growth and profitability. Companies
also bear significant costs to compensate for poor-
quality education and the low skill levels of graduates,
including investing in remedial training programs. In
India alone, for example, in one five-year period in-
formation technology companies almost doubled the
amount they spent on training employees, from $1 bil-
lion in 2007 to close to $2 billion in 2011.

Third, there is in fact a significant return on invest-
ment in education, as well as the potential to close
a major value gap. Modest early-stage investments
to ensure that each child attends school, remains in

school and learns in school can yield significant eco-
nomic returns. Indeed, using data from a “typical”
Indian company, we have found that $1 invested in
education today returns $53 in value to the employer
at the start of a person’s working years. Furthermore,
these investments have broad-reaching effects on
the opportunity cost for "“lost talent”—namely, young
people who do not survive, due to preventable child
mortality, let alone thrive and make it through the
education system—and thus have a significant impact
on a country’s overall economic performance. In India
alone, nearly two-thirds of children born each year do
not finish secondary school for a plethora of largely
preventable reasons. In pure economic terms, this
represents an opportunity cost of over $100 billion to
national annual economic output, or about 5 percent
of gross domestic product (GDP).

Fourth, innovative new vehicles for business invest-
ment in social sectors are emerging, demonstrating
that the future economic value of tomorrow's talent
could be positioned as an attractive investment op-
portunity for today. Where a business case can be
made to investors, it is perfectly possible to chan-
nel significant private sector resources to help solve
public problems. Lessons from innovative financing
models, whether from global health or prison recidi-
vism, can provide a useful starting point for exploring
how business could invest in public education systems
in emerging market economies and the developing
world. Ultimately, good-quality education for all young
people is a good investment not only for governments
and individuals but also for business, as the analysis
of this report explains. Forward-thinking corporations
must now engage further upstream in the talent pipe-
line and begin to “backward integrate” to augment the
talent pool. What is needed now is a concerted and
collective effort to develop new models of private fi-
nancing for the public education challenge around the
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globe; not to privatize education but to ensure that
every child, irrespective of background, has access
to a fully funded, good-quality education. National
governments should think about how fiscal incentives
could be used to help attract and reward private cor-
porations that embrace a long-term investment mind-
set toward talent development.

This challenging situation calls for nothing short of
global collective action. We urgently need efforts to
quantify the future economic value of human poten-
tial and to tie it to financing models that leverage both
economic and societal returns on the investment of
capital.? The future prosperity of our global economy
depends on our ability to recognize our shared re-
sponsibility in providing quality education and act
with new energy to invest in its provision in emerging

market economies and the developing world.
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IMPROVING GLOBAL EDUCATION:
NEW COLLECTIVE ACTION IS
URGENTLY NEEDED

he 21st century is marked by global interconnec-
Ttions. People, capital, information and goods all
flow across borders at ever-increasing rates. By 2030,
not only will emerging market economies contrib-
ute 65 percent of the global GDP but they will also
be home to the majority of the world's working age
population. Business will increasingly seek to recruit
the talented employees it needs from these econo-
mies, located largely in Asia, Africa and Latin America.
Ultimately, the youth in these regions will be the en-
gines of the world's future growth and prosperity.

However, it is precisely in these regions where weak
education systems are failing to cultivate the full tal-
ents of all young people. Globally, 132 million children
have not even made it to the doors of a primary or
secondary school. And many more are in school but
are receiving such a poor quality of education that
they are not developing the capacities they need to
thrive. A total of 250 million children cannot read,
write or count well, and 200 million youth leave school
without the skills they need to contribute in society

and find jobs.?

In this report, we argue that global education is a stra-
tegic issue for business and that companies thus can
no longer afford to support it only through corporate
social responsibility initiatives. From our analysis,
there are four main reasons why a compelling busi-
ness case can be made for private sector investment

in global education:

1. New action is urgently needed to improve education
systems in emerging market economies and low-
income countries, where the vast majority of the
world's global talent pool will reside in the future.

2. Access to a good-quality education for all young
people is a strategic growth constraint for business
that has a direct impact on the bottom line.

3. There is a significant return on investments in edu-
cation, as well as a potential to close a tremendous
value gap.

4.Innovative models for business investment in social
sectors demonstrate that it is possible to channel
significant private sector resources to help improve
public education systems.

For this report, advancing global education means
building high-quality education systems across Asia,
Africa, the Arab world and Latin America that develop
young people's capacities right from early childhood
through postsecondary school and offer relevant
skills training programs. It also means strengthening
public education systems and to some extent dis-
connecting education delivery from the question of
funding. We do not see transferring responsibility for
education from governments to private providers as a
sustainable, or fair, solution. This is a separate ques-
tion entirely from what, in any given context, is the
right mixture of government and nongovernmental
methods to deliver education services. In virtually
every country, education services are delivered by a
range of actors, including the government, nonprofit
organizations, faith-based groups, communities and
for-profit agencies. Regardless of the diversity of de-
livery mechanisms, a system of public financing—even
where part of the resources may come from sources
other than the government-remains crucial for equi-
table, long-term and sustainable solutions that deliver
desired outcomes.

In this report, we analyze a range of data from the
global economic, development and education litera-
ture. We also look in-depth at selected issues arising
from the global literature by examining them in the
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context of one particular country, India. We selected
India for its strategic importance as one of the world’s
leading emerging market economies and because it
will provide one-quarter of the world's global talent
in 2030. “Is there a business case for private sector
investment in global education?” is the main ques-
tion we seek to answer in this study. As such, we leave
aside any questions of the relative effectiveness of
different types of education systems and different
models of service delivery. We do this merely as a
means of focusing our research, but we nonetheless
recognize that they are important issues that must be
examined in any effort to galvanize business's invest-

ment in education.

Ultimately, we conclude that the combination of weak
educational outcomes and demographic shifts make
access to a good-quality education in emerging mar-
ket economies and the developing world an essential
investment for business. Advancing global education
is a complex, but not impossible, task. Unfortunately,
our current set of solutions has not been sufficient to
address it, and what is needed now is global collective
action. One important way forward will be to quantify
the future economic value of human potential and
to tie it to financing models that leverage both an
economic and societal returns on the investment of

capital.

Education Is a Major Driver of Human
Development

Education has long been accepted as a foundational
component of human development and a key enabler
of social progress. Higher levels of educational attain-
ment have been shown to have a direct impact on
individual earnings, labor productivity and national

economic output or GDP.

At an individual level, each $1 spent on education
yields $10 to $15 in economic growth over a person's
lifetime in the form of higher earnings and wages.*
Improving literacy is an important way to boost labor
productivity, increase GDP per capita, and lift people
out of poverty. Countries able to attain literacy scores
1 percentage point above the international average
will achieve 2.5 percent higher labor productivity
rates and 1.5 percent higher GDP per capita than coun-
tries with average literacy scores.> A total of 171 mil-
lion people could be lifted out of poverty if all students
in poor countries had basic reading skills.®

The educational achievement of a nation’s youth also
has a direct impact on GDP. Each additional year of
schooling has been found to increase the average
40-year growth rate by 0.37 percentage point, which
translates as a boost of more than 10 percent, consid-
ering that the world’s economic growth has roughly
averaged 2 to 3 percent of GDP since World War I’

Weak Education Systems Fail Young
People in Emerging Market and
Developing Economies

Universal primary school attendance was established
as one of the United Nations' Millennium Development
Goals in 2000. Since that time, significant progress
has been made; enrollment in primary education in
developing regions reached 90 percent in 2010, up
from 82 percent in 1999.8 Despite this progress, a
large portion of the world’s population is growing up
uneducated or undereducated, a reality that no longer
has an impact only on the child's country of birth.

In countries across the developed world, primary
school attendance is close to universal. However,
enrollment rates show a direct correlation with na-

tional income, falling for middle-income countries and
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averaging just 80 percent for low-income countries
(figure 1). Gender gaps between girls' and boys' edu-
cational attainment are also higher in poorer coun-
tries. Many of these countries are in Africa and Asia.
In Nigeria alone, 10.5 million primary-age children are

not attending school, accounting for 18 percent of
the world's out-of-school youth population. Pakistan's
share of out-of-school youth is the next largest, ac-
counting for 9 percent of the world's out-of-school

children.?

Figure 1. Primary School Net Enroliment Rates, 2010

100% + 0
97% 95%

90% 1 87%

80% -

70% -

60% -

50% -

High income countries Upper middle income Lower middle income Low income countries

countries countries
HTotal EBoys mGirls

Source: UNESCO, Education for All Statistics, 2013. Analysis of total net enrollment data reported for 2010, Table 5.

There is also a significant drop in enroliment after
primary schools. Globally, enrollment in secondary
school is 62 percent, with 32 percent of young people
attending secondary school in low-income countries.
Examining secondary school enroliment in several
emerging market economies in Asia and Africa dem-
onstrates this phenomenon. Figure 2 shows that in
emerging market economies, student enroliments
fall sharply as students fail to make the transition to
secondary school, and then further drop off signifi-
cantly, with a very small number attending a college

or university.°

Ultimately, education systems are not only failing to
reach all young people; they are also failing to provide
a good-quality education. Many children, even if in
school, are failing to master the foundational skills in
literacy and numeracy that are meant to be acquired
during primary school and are needed to continue
with their education. Additionally, of those who do
advance, many youth are failing to acquire the skills
they need to find decent work. The latest global data
on educational access and skill development paints a

stark picture:
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Figure 2. Enroliment Rates by Education Levels for Select Countries
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Only 15 percent of young children access prepri-
mary education in low-income countries.

Nearly 57 million primary school age children are
out of school, having either left at an early age or
never attended." Approximately 71 million teenag-
ers are not attending secondary school.

Worldwide, 250 million children cannot read, write,
or count well, many despite having spent four years
in school.? For example, in Nigeria 58 percent of
children in grades 4 and 5 are not meeting mini-
mum learning levels.”?

200 million adolescents, including those who com-
plete secondary school, do not have the skills they
need for life and for employment.”

Business Has a Significant Stake
in Education in Emerging Market
Economies

In today's global economy, just as economic troubles
in one country have an impact on economies around
the world, the effects of weak global educational
systems are felt far beyond borders. Education in
emerging market economies and the developing
world affects businesses operating both in and out-
side those regions—because of a combination of de-
mographic shifts, changing migration patterns and
increased growth in emerging market economies. As
populations in most of the world’'s wealthy countries
start to age, the large young population in the lower-
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and middle-income countries will increasingly become
the world's workers. The private sector will increas-
ingly expand into these regions as emerging market
economies capture the majority of global GDP. Even if
businesses only operate in wealthy countries, they will
likely be relying on skilled workers from other parts of
the world, thanks to both a growing knowledge econ-
omy where employees will be scattered across the
globe and an influx of migrants from emerging market

economies and the developing world.

Demographic Shifts: Global Talent Resides in
the Developing World

Over the next 50 years, the vast majority of the
world's talent will come from the developing world. As
the working age populations of the U.S. and Western
Europe decline, those of Asia and Africa will peak. In
2010, the largest working age population was China’'s,
followed by India’s. Between 2010 and 2020, the work-
ing age populations of India and Brazil will increase
by 17 percent and 11 percent, respectively. In Western
Europe and in Japan, where the populations are aging
by comparison, the working age populations will start
to shrink. By 2030, India will have the largest working
age population and will have reached the peak of its
demographic dividend, with its working age popula-
tion exceeding China's.

The decline in the size of the talent pool will con-
tinue in Western Europe and Japan. Bangladesh and
Indonesia will experience a growth in their working
age populations of 11 percent and 6 percent, respec-
tively. By 2040, the Brazilian labor force will shrink,
while the talent pools in Bangladesh and Indonesia will
reach their highest levels. Between 2030 and 2040,
China's working age population is projected to fall by
11 percent. Bangladesh, Pakistan and Nigeria will con-
tribute about half the growth in the global labor force

between 2010 and 2050. In 2050, the working age
populations of Pakistan, Bangladesh and Nigeria will
still be growing. The U.S. and Australia are expected
to see increases in their working age populations
at marginal rates of 3 to 4 percent given projected
positive in-migration. By 2060, Nigeria's working
age population will triple, while Ethiopia’s will double
from 2020 levels. By 2060, the demographic dividend
will have moved to the African nations, where better
health conditions and growing wages are expected to
increase the working age populations by substantial

levels as compared with 2010.®

Migration Trends: Business Operating
in Wealthy Countries Will Hire Migrants
Educated in Emerging Market Economies

As population growth slows across the United States
and Western Europe, these countries are taking in im-
migrants in increasing numbers to fill job openings in
key industries. Young people in the developing world
are leaving their home countries in search of jobs and
prosperity in the West. During the five-year period
from 2008 to 2012, the United States received a net
inflow of nearly 5 million, while India, Bangladesh,
Pakistan and China sent a combined net outflow of al-
most 10 million emigrants (figure 3).° Hence, even if a
business does not operate in emerging market econo-
mies or the rest of the developing world, it very likely
will be seeking to hire employees who are products of
their education systems.

The Share of Global GDP Will Shift from
Developed to Emerging Market Economies

As more firms continue to shift operations to emerg-
ing markets to take advantage of the growing supply
of labor and potential for profit, the share of world

economic output from these emerging market econo-
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Figure 3. Population Trends in Developing and Developed Countries,
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mies will rise. In 1990, just 37 percent of the world's
GDP came from emerging markets (figure 4). That
figure grew to nearly half in 2010 and is expected to
reach 65 percent by 2030."”

This shift is already well under way, as exemplified by
the growing footprint of multinational corporations
in emerging market economies. In keeping with the
growth in economic output in these emerging market
countries, corporations have shifted their operat-
ing strategies to take advantage of the consequent
increasing opportunities. In 2002, for example, 22
percent of Unilever's revenues came from Asia and
Africa. By 2012, that figure had nearly doubled, to 40

percent.® And Unilever is not alone. As seen in figure

5, during this same period significant increases in the
share of revenue from these markets were achieved
by many other multinationals, including Coca-Cola,
Nestle, General Electric and Vodafone.

New Actors Are Urgently Needed in
Global Education

To realize the potential of these emerging market
opportunities, the private sector will need an ever-
increasing supply of good-quality candidates from
emerging markets. Yet despite this need, business
has not yet played an influential role in improving
global education systems—a role it has successfully
assumed in other arenas, such as global health. Today,
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Figure 4. Emerging vs. Developed Economies: Share of Global GDP
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corporations invest 16 times more in global health
than in global education.” This type of private sector
influence is very much needed today, given that inter-
national aid to education is declining and that many
governments are simply not able to provide a good-
quality education to all their young people without
forming partnerships with others.

In 2011, total development aid to global education
decreased by 3 percent in real terms. As 2015 ap-
proaches, the impact of this reduction will be felt as
official development assistance to the education sec-
tor falls.?° Today, there is a funding gap, estimated
by UNESCO at $26 billion annually, vis-a-vis the goal
of achieving basic education for all children in low-
income countries (figure 6). If the goal is expanded

to also include lower secondary education for all chil-
dren, this gap rises to $38 billion annually.?'

This estimate includes what low-income country gov-
ernments can reasonably be expected to finance, and
many countries do devote significant percentages of
their national budgets to education-but it is simply
not enough. Coupled with limited international as-
sistance for education, this financing gap means that
young people continue to miss out on a good-quality
education. For middle-income countries, the case may
be slightly different, as they may indeed have the re-
sources but need either political will or more effective
systems to help transform education. In both cases,
external private sector partners can play an impor-
tant role.
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Overcoming this funding gap requires concerted ac-
tion from all stakeholders. Governments in emerging
market economies across the developing world must
be pressured to do all that they can to improve their
countries' education systems. International aid do-
nors should also be pressured to continue to support
global education, including reallocating aid money.
Currently, approximately 25 percent of aid money is
spent on enabling students from developing countries
to study in developed countries. But in parallel, global
corporations should be approached as a new source
of potential funding, out of enlightened self-interest.

Ultimately, we argue that business should play a role
in improving education systems in these regions be-
cause they, along with the rest of society, stand to
gain a great deal from a skilled global talent pool.
Tremendous possibilities also lie in developing new
innovative models for investment that would enable
private sector firms to invest in education while meet-
ing their larger business goals and needs. To develop
these new investment vehicles, the private sector
should look to the early success of initiatives such as
impact investment bonds, which link investment per-
formance to social outcomes. We explore examples of
these models in the last section of this report.
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Summing Up

In today's interconnected world, the weak perfor-
mance of one country's educational system is no
longer a national policy issue contained within that
country's borders. Millions of young people living in
the developing world leave home each year to find
employment in Europe and the U.S. For those that
remain in their countries of birth, multinational cor-
porations are moving into the region and hiring from
the scarce supply of good-quality talent at ever-in-
creasing rates.

Furthermore, traditional sources of aid that have sup-
ported educational systems in emerging markets are
drying up. Investments in education naturally need to

have a long-term horizon to allow time for students to
mature and pass through successive levels of school-
ing. We need to act now to ensure the availability of
sufficient talent to sustain current levels of economic

growth and prosperity worldwide.

In this report, we present our perspective on the
strategic imperative for private sector investment in
global education. To grow the global talent pool, busi-
ness must begin reaching back into the talent pipe-
line to “backward integrate.” The time to act is now,
as public educational systems worldwide are facing
challenges in both the capacity to educate current
and projected youth populations and in the quality of

service delivery.
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GLOBAL EDUCATION IS A
STRATEGIC GROWTH IMPERATIVE
FOR BUSINESS TODAY

Talent is the most strategic issue of

a country like India. The country is
tremendously short of talent. There is a
gap between industry needs and what
comes out of technical institutions.

—Baba Kalyani, CEO Bharat Forge

rivate sector investments in education have both
Pdirect and indirect benefits. However, for the pur-
poses of this report, we have limited the discussion
to the direct, or business-related, value of education
to the private sector—supporting the proposition that
global education is a strategic business issue beyond
just corporate social responsibility. In simple terms,
two factors that are influenced by access to good-
quality education have an impact on business's ability
to achieve strategic growth, especially in emerging
market economies: (1) securing talent, and (2) con-
trolling talent management costs. Today, gaps in the
talent that is required for growth and expansion in
emerging market economies are a constraint for busi-
ness that has a direct impact on the bottom line. The
inability to secure talent with the right skills and to
manage talent-related costs keeps firms from being
able to expand in key locations and to launch new
products or services. Our proposition is that these
challenges will only worsen without effective inter-
vention with respect to the state of global education.

Analytical Model: The Relationship
between Education and Private
Sector Success

For the purposes of our analysis, we have categorized
the benefits of education to the private sector as stra-
tegic growth factors and indirect benefits (figure 7).

Strategic growth factors include (1) maximization of
revenue through access to qualified talent; and (2) a
reduction of talent acquisition, training and retention
costs. Investments in education can lead to higher
enrollments in primary, secondary and tertiary edu-
cation, in turn leading to a larger talent pool with the
appropriate skills from which the private sector can
recruit new employees. A larger and appropriately
skilled talent pool will also help the private sector ef-
fectively harness growth opportunities at home and in
overseas markets, thereby leading to higher revenue.
Similarly, a more qualified talent pool can help the
private sector reduce the costs of talent acquisition,
training and retention, helping to enhance profitabil-

ity.

As shown in the bottom half of figure 7, a larger and
more educated workforce also has other indirect ben-
efits for private sector firms. These benefits include
greater overall economic growth and a reduction or
shifts in poverty levels, as well as enhanced social
outcomes such as a higher quality of health, a more
stable society, and reduced crime and conflict.

In this report, we focus on the strategic growth fac-
tors of education for the private sector. According to
our analysis, and as noted above, two main issues are
holding back the private sector’'s ability to achieve
strategic growth: hiring employees with the right
skills, and rising costs related to talent management.
We review both of these issues in turn.

Strategic Growth and Expansion:
Limited by the Availability of Talent
with the Right Skills

The availability and employability of talent is crucial
to success in this fast-changing world, permitting
businesses to seek out innovative avenues to create

value and capitalize on new opportunities. With the
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changes in the global marketplace, successful growth
in emerging market economies is the key to sustained
business performance. Talent is one of the biggest

constraints on growth and profitability.

CEOs across the world are concerned about finding
the right talent to compete effectively in the global
economy. In a 2012 survey of 1,258 CEOs around the
globe, approximately half of CEOs are looking to in-
crease their organization’'s headcount over the next
twelve months, with more than half of these anticipat-
ing staff increases of above 5 percent.?? More than
half fear that talent shortages will constrain their
company's growth. Many report that difficulties in hir-
ing talent are having a direct, negative impact on their
business success. This shortage of skilled talent af-
fects businesses in emerging markets in Asia, Africa,

South America and the Middle East, where the avail-

ability of experienced people is insufficient to keep up
with growing demand. As these markets expand and
drive business growth, the squeeze on available talent

is likely to grow.

The results of the global CEO survey, shown in fig-
ure 8, indicate that, globally, one in three CEOs said
they were unable to pursue a market opportunity.
This number rises to one in two for CEOs working in
Southeast Asia. Globally, one in four have had to can-
cel or postpone a strategic initiative because of talent-
related constraints, and that number is significantly
higher—over 40 percent-in Brazil and India. One in
three CEOs globally is concerned that skills short-
ages will have a negative impact on their company’s
ability to innovate effectively. More than half of the
businesses surveyed say they were affected by one or
more of these three issues.
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The concern that business leaders are raising is not
just regarding the availability of candidates but also
the relevance and quality of their skills. Business lead-
ers during the last several years have highlighted the
unavailability of skills as a strategic threat across vari-

ous sectors.

Projecting forward, many regions of the world will
experience talent mismatches between where talent

is most needed and where it is most available. Global
employability studies indicate that between 2011 to
2030, the availability and demand for talent will in-
crease in emerging market economies such as China,
India, Indonesia, South Africa and Brazil. However, in
these emerging market economies, despite a rising
pool of available workers, “employability” will appear
as a major concern. Employability refers to an individ-
ual's readiness for work with basic foundational skills
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(i.e., literacy and numeracy) and transferable skills,
such as problem solving, communication and critical
thinking. As explained by the UNESCO's 2012 Global
Monitoring Report Pathways to Skills framework,
foundational and transferable skills are acquired upon
successful completion of primary and secondary edu-
cation. In developed countries, where "employability
is not a concern,” almost the entire eligible student
population completes primary and secondary educa-
tion, and a substantial portion follows through with
college education. In developing countries, however,
the drop offs between primary and secondary educa-
tion are substantial, and those between secondary
and tertiary even more so (as highlighted in 2 above).
This lack of education is reflected in the “employ-

ability” concerns projected between 2011 and 2030
in countries like India, Brazil, China, Indonesia and
South Africa. The lack of completion of secondary
education leads to a workforce with a lack of the “soft
skills” needed for employment-leading to a loss of
economic value for both businesses and the economy.
Unless education enrollment and completion are
strengthened in these economies, the eligible working
age population may continue to experience a denial
of more productive and remunerative opportunities,
which will have a negative impact on their standard
of living, the growth potential of businesses in these
locations and the overall growth of these economies
(figure 9).

2030

! — Medium employability challenge
Il  Strong employability challenge

Economic Cooperation and Development, 2006), 155.

Figure 9. Challenges in Securing Talent with the Right Skills, Projected to

Source: Organization for Economic Cooperation and Development, Education at a Glance (Paris: Organization for

Talentshortage & reduced Greater Talent availability
demand & demand

INVESTMENT IN GLOBAL EDUCATION: A STRATEGIC IMPERATIVE FOR BUSINESS



Rising Talent Management Costs Will
Have an Impact on Profitability

Talent management costs represent all those costs
incurred for talent acquisition and retention. As high-
lighted in figure 8, 43 percent of CEOs surveyed over-
all reported rising talent-related expenses that have
an impact on growth and profitability. This issue is
an even greater for CEOs in countries that belong to
the Association of Southeast Asian Nations. Data on
wage increases, a key component of talent manage-
ment costs, confirm this issue. Many emerging market
economies—including countries with large presence of
multinational corporations, such as India, Philippines,
China and Indonesia—have seen wage increases signif-

icantly higher than the corresponding wage increases
in developed economies such as the U.K. and the U.S.
(figure 10).%

These rising wage increases are indicative of the short
supply of skilled talent that is in demand in emerging
market economies. Firms operating in markets with
shortages of required talent must contend with wage
inflation when hiring qualified candidates in key skill
areas. For example, with the growth in the Indian mar-
ket for products and services as well as the entry of
large multinational corporations into India, skilled and
experienced talent is in short supply, pushing up the

wage levels over the years.
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6% - ./’.\
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Figure 10. Annual Rate of Change in Wages, 2005-10
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Source: Analysis of ILO data from Global Wage Database, 2012.
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In India, salaries in most industries have seen signifi-
cant increases in recent years. The results of a 2012
compensation study, as portrayed in figure 11, indicate
that between 2012 and 2013, the cross-industry me-
dian salary increase in India is expected to be 12 per-

cent.?* The manufacturing and infrastructure and real

estate sectors in India reported the highest annual in-
creases, at 15 percent during the last year. Rates of in-
crease in the financial services sector have been more
conservative, with an increase of 10 percent projected

over the coming year.?®
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Figure 11. Annual Wage Increases in India, 2012 and 2013
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Source: Deloitte, Compensation Trends Survey, 2012—13 (New York: Deloitte, 2012).
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Furthermore, as the supply of desired talent is limited,
young workers move from one company to another
for small increments in wages. In 2012, the overall at-
trition rate in India across industries was 13 percent,
with as high as 20 to 34 percent attrition rates in ju-
nior management roles (figure 12).2¢

As seen in figure 12, those sectors that have regis-
tered the highest attrition in India are information
technology, pharmaceuticals, health care and life sci-

ences, and media and advertising. The sectors that
have registered the lowest attrition are manufactur-
ing and energy and resources. Rising salary levels and
unending recruitment cycles due to attrition have an
adverse impact on the profitability of both multina-
tional and domestic companies attempting to oper-
ate in the Indian market. To address issues with the
availability of appropriately skilled talent, many firms
make significant investments in employee training
and development, especially training new employees.
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For example, to fulfill the demand for talent in the
information technology services sector in India, com-
panies have developed and conducted extended new
employee training programs to mitigate the gap in the
skills of new recruits. The Indian information technol-
ogy industry is estimated to have spent about $1.9
billion on training activities in 2011, up markedly from
2007, when it spent close to $1billion. Further, training
spending in the industry has maintained a continuous
growth trend since 2007, with an annual growth rate

of about 17 percent (figure 13).%7

Additionally, average training spending among Indian
technology firms is higher than that for global tech-
nology firms, since their Indian competitors have fo-
cused largely on classroom-based training (figure 14).
The average training period for new employees is 14 to
16 weeks, while that for existing employees is about 2

weeks. However, this varies significantly for medium-

sized and small firms.?®

The case of India provides a stark picture of how
talent-related costs are a strategic threat to business
with a direct impact to the bottom line. It is also clear
from global data that the case of India is not unique.
Around the globe, particularly in emerging market
economies, rising talent management costs—including
wage increases, attrition, and training and develop-
ment costs—pose a significant threat to profitability.

In summary, access to a good-quality education is
a strategic imperative for business to ensure that
growth is not inhibited due to a lack of qualified talent
and that profitability is managed by controlling talent
management costs. Thus, it is in the private sector’s

interest to “backward integrate” and help augment
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Figure 13. The Growth in Training Spending for the Indian Information
Technology Industry, 2007-11
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Figure 14. Training Spending per Full-Time Equivalent Job, Indian
Information Technology Industry, 2011
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the talent pool so as to strengthen its own perfor- wage increases, attrition and high learning costs due
mance, especially in emerging market economies. to inadequate talent availability. These factors could
Without adequate intervention to improve the quality reduce profitability in an already-competitive market-
of talent pools, companies face the prospect of high place with low margins.
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THE BUSINESS CASE FOR
PRIVATE SECTOR INVESTMENT IN
EDUCATION

he positive impact of education on economic
Tdevelopment is discussed in the previous sec-
tion. This section seeks to make the business case
for the private sector to engage with education in a
different and more strategic way than it has done in
the past. Traditionally, business has kept its distance
from direct involvement in education, save offering
vocational training or internships, or making small,
isolated investments in a school in a developing coun-
try as part of its corporate social responsibility or lo-
cal community engagement programs. By and large,
business has left education to the public sector, with
government ultimately accountable for developing
the skills and talent that will ensure a ready supply of

candidates for well-paid private sector careers.

But as we have explained in the previous section, this
situation needs to change. Issues that prevent a child
from obtaining a successful education-ranging from
poor access to schools or high dropout rates due to
a lack of sanitation facilities for girls or inadequate
teaching quality—have traditionally been viewed as
social issues by business. However, these issues now
need to be viewed as strategic roadblocks. What is
more, addressing these issues through an economic
lens could in fact create significant investment oppor-

tunities for private capital.

The Opportunity Cost of “Lost
Talent"” for the Economy

Consider the analogy of a country rich in natural
resources such as oil and gas. It invests heavily in
extracting, producing and refining these resources
to maximize the return to the country's economy. A
leaking pipeline would be quickly fixed so that valu-

able revenues are not squandered. So why would a
country rich in human resources not adopt the same
approach? For many emerging market economies,
growing human resource pools will be the source of
economic development.

Every year, nearly 11 million children die before reach-
ing their fifth birthday, most from preventable causes.
That is approximately 30,000 children per day.
Another 300 million children suffer from illnesses
caused by a lack of clean water, poor nutrition and in-
adequate health services and care. Evaluating the im-
pact at the individual level highlights the “value gap”
from lost talent—children who do not complete sec-
ondary education. For instance, each year, of the 27
million children born in India, 1.7 million will die before
the age of five; over 5 million will never attend school;
over 1 million will start primary school but not finish;
and nearly 9 million will begin secondary education
but not finish. Considering that the GDP per employed
person in India is $8,939, the “value gap,” or cost to
the Indian economy, is over $100 billion annually from
the approximately two-thirds of the Indian children
who do not complete secondary education. Clearly,
this "opportunity cost” for lost talent has a significant

impact on the economy (figure 15).

The Value Chain of Talent

With the premise that education needs to be viewed
as an investment in the future economic value of tal-
ent, we have articulated the "value chain of talent”
concept to define the "“return on investment” (ROI)
in education for the private sector. A value chain is
the popular business term for a series of processes
or production steps that take raw materials and turn
them into finished products. The "“value chain of tal-
ent” concept, as seen in figure 16, illustrates benefits
to individuals, business, governments and society
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Figure 15. Opportunity Cost for “‘Lost Talent” in India on an Annual Basis

TOTAL GAP
$104,824

Child mortality from preventable |

diseases B 511,420

Children who do not attend school |

I 531,135

Children who leave school before |
completing primary education B s7.784

Children who drop out before

completing secondary education I 55 4s5

$- $20,000 $40,000 $60,000 $80,000 $100,000 $120,000
Millions of USD

Note: The value gap is calculated based on the differential between India’s GDP per employed person and GDP per
capita. Figures are reported for 2011 at purchasing power parity in international dollars. Figures have been adjusted to
account for the rate of anticipated unemployment across the population.

Sources: CIA World Factbook, 2011; IMF World Economic Outlook Database, 2012 (India GDP at purchasing power
parity); World Bank Development Economics Database, 2012 (total population figures).

Figure 16. The Value Chain of Talent
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through investments in education. This concept is
used to show the costs and benefits throughout an
individual's life.

In any given context, relatively small investments are
made during the early part of an individual’s life, from
birth to age 22, in education, health care, vaccinations
and food and shelter, among others. Traditionally, this
includes both private investments by the individual
and/or family as well as public investments, which
typically are made by governments. Employers have
tended to get involved only in hiring an individual;
however, there are valid reasons why this may have

to change.

Upon entering the workforce, an individual begins
reaping the rewards from investments in education in

the form of earnings, benefits and a higher standard
of living. He or she also provides returns on these in-
vestments to business, government and society. The
public at large reaps benefits from the individual's
productivity and prosperity in the form of additional
government tax revenue and contributions to overall
national income. Other nonfinancial benefits to so-
ciety include things such as higher levels of engage-
ment in civil society, less crime and a higher quality of
health and well-being.

Private sector employers also enjoy benefits from
the contributions to the company by the individual as
an employee. These contributions enhance the firm's
growth and sustainability, by expansion in existing and
new markets, innovations leading to new products and
services, and contributions to knowledge capital-all

Benefits

+

Strategic
Growth
Drivers
0 5 18 22
Educational Costs
Early Childhood Education
Primary Education
Secondary Education
Tertiary Education
Costs
|

Note: This is a nonexhaustive list of costs and benefits.

Figure 17. The Business Case for Private Sector Investment in Education
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reflected in increasing revenues and profitability.

As seen in figure 17, the benefits to the business from
a qualified and educated employee are enhanced
revenue potential and a reduction in talent manage-
ment costs, including wages, attrition and training and
development costs. These benefits are attained by an
employer during each year of an individual's employ-
ment using an approximate working age of 22 to 65

years.

Conceptually, the total cost of investment in education
is significantly less than the total benefits returned
over the lifetime of the individual employee. Figure
17 illustrates the costs and benefits in the form of a
graph plotted against the individual's years of life. This
figure shows that a relatively small amount spent on

education yields a much larger benefit in future years.

The highest educational costs are incurred during ter-
tiary education, and the greatest benefits to the com-
pany-in terms of expertise, skills and experience—are
received as the individual gains a higher level of expe-
rience. This explains the steeper slope of the curve in
later years of life. In figure 17, as well as in the ROl cal-
culation, we have not included other non-educational
costs incurred during schooling—such as the expenses
of health care, vaccinations, and food and shelter—
however, these are relatively modest and do not affect
the analysis significantly. Similarly, the indirect ben-
efits to the private sector (e.g., contributions to the
overall economy, improved health and higher demand
for products) have not been included. The benefit
in the form of revenue per employee is much larger
than the cost savings on recruitment and retention.
Therefore, the “triangle” in figure 17 (for working age
years) has a much larger contribution from “maximize

revenue by securing skilled talent.”

In the next section, we quantify this concept of the
value chain of talent by using an ROl model. We seek
to understand what the potential returns to business
are from investing in education by using India as a

case study.

The Return on Investment in
Education: India Case Study

The ROl in education for the private sector would vary
based on a variety of factors related to the costs for
education in a particular country (public, private and
individual costs) as well as the nature of private sector
organization (industry sector and type of company-
global, local or regional). Given these complexities, we
have chosen to illustrate the ROI using data for India.
We use an ROI model, as shown in figure 18, which
analyzes educational costs incurred during schooling
years against returns to the individual's employer dur-

ing the person’'s working years.

An Analysis of the ROI for Education to
Business in India

In calculating the ROI for education using the model
explained above, we have used data from publicly
available sources, including average costs in the
Indian public educational system and average salaries
from the Indian labor market. Each of the relevant
calculations are described below with the following

assumptions:

e Working age: We assume the individual enters the
workforce upon graduation from university at age
22 and works until age 64. The Organization for
Economic Cooperation and Development (OECD)
defines “working age population” as ages 15-64.
Although the current average retirement age in
India is 60, following trends in developed countries,
it is assumed that the retirement age will climb in
the future.®
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from Investments in Education

Costs to attend school in the public

system over the educational career of

the student, including:

» Public spend on education per pupil

« Costsincurred by the studentor
family (e.g., fees, supplies, uniforms,
transport)

(age 21).

Calculate

Value to Business

Created

Contribution to the firm’s revenues for
each yearworked. Working ages
assumed 22-64.

Figure 18. Methodology: Analyzing Potential Returns to the Private Sector
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Note: This approach employs the “full discounting method” referred to by as opposed to the Mincerian earnings function
commonly used by labor economists. “The Profitability Of Investment In Education: Concepts and Methods.”
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* NetPresent Value
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» Future Economic
Value of Talent

e |nflation adjustment: Cost data available for the
various metrics used in our analysis included fig-
ures from different years (1999-2013). To account
for this variation, a 7 percent annual inflation ad-
justment has been made for cost increases as nec-
essary to bring all costs up to the 2013 level. This
inflation rate is the 10-year historical average of
annual inflation rates in India from 2002 to 2012.

e Exchange rate: Conversions from figures reported
in Indian rupees to dollars have been made at a rate
of 54.3 rupees to $1 (the market rate as of March
2013).

e Discount rate: Investment calculations have been
made using a discount rate of 7.5 percent, reflect-
ing the India Central Bank interest rate as of March
2013.

Educational Costs

The model includes both public and private education
costs (those costs incurred by the individual or fam-
ily that are not covered by public funds, such as fees,
uniforms and transportation) in order to represent the
“total cost” of education in India. Table 1 highlights the
cost of education by level used in the analysis.
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Table 1. Education Costs in India by Education Level

26

Annual Public . .
Education Level Typical Age Group | Expenditure per Average Prlva.te Total Education
Pupil Cost per Pupil Cost by Level

Pre-primary (Pre-K) 3-5 years $93 - $93
Primary (Class 1-5) 6-10 years $354 $39 $393
Middle (Class 6-8) 11-13 years $737 $58 $795
Secondary (Class 9 — 12) 14-17 years $737 $120 $857
University (undergraduate) 18-21 years $4,144 $1,657 $5,801

Sources: Education for All, Statistics Tables—Long Version, table 11 (figures at purchasing power parity in constant 2009 dollars;
“lIT Fee Hiked,” Times of India, January 8, 2013; Indian Ministry of Statistics and Programme Implementation, “Education in India

2007-2008, Participation and Expenditure,” 2010.

For each year of life from age 3 to 21 years, the total
cost of education is calculated by aggregating public
and private investments in education. The approxi-
mate total cost of education in India is $31,262, with
$23,782 subsidized by public funds and $ 7,479 in-

curred by the individual or family.

Estimating Value to the Business

Factor 1: Revenues Generated per Employee

Our analysis uses “revenue per employee” as an
overall measure of employee value returned to the
business, including factors such as additional sales
generated, knowledge capital created and intellectual
capital developed. This metric is commonly used by
human resources practitioners to demonstrate the
contribution of each employee to a company’s overall

performance.

We selected nine Indian companies across industries
listed on the Bombay Stock Exchange as a representa-
tive sample for our analysis. The annual revenue per
employee per organization is provided in table 2.

We considered alternative options to capture the value
generated to the business. These included “profit

per employee” and “employee salary and wages."”
However, “profit per employee” was not considered
an appropriate measure to represent the value to a
business because human resources industry experts
point out that use of this metric can be problematic
since labor cost is a significant expense for most em-
ployers, and using profit per employee would involve
a labor cost dimension at both the bottom and top of
the fraction. In contrast, previous research on the re-
turns on investment in education by labor economists
has typically used “employee salary and wages” as a
measure of value.3® However, it is our perspective that
this is a measure of benefit to the individual, and from
the perspective of a business/organization, it would
represent a net outflow or cost factor—not a reflection

of the value generated to the business.

Factor 2: Talent Acquisition and Management
Costs Averted

This includes the cost of recruitment, retention and
attrition as well as training and development costs.
This cost has been estimated at about 15 percent of an
employee’s annual salary, based on human resources
industry benchmarks. The model incorporates aver-

age salaries by career level to account for the rising
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Table 2. Revenue per Employee: Industry Comparisons

Company Sector Annual Revenue Number of Revenue per
Employees employee
ITC Limited Consumer Goods $4,806,600,000 25,165 $191,003
ICICI Bank Financial Services $7,386,700,000 56,969 $129,662
Tata Consultancy Services Information $8,976,900,000 238,583 $37,626
Technology
(Lf;";” & Toubro Limited Capital Goods $276,900,000 48,754 $5,680
Oil and Natural Gas
Corporation Limited (ONGC) Energy $26,873,600,000 32,862 $817,771
Bharti Airtel Limited Telecom $13,118,400,000 30,000 $437,280
NTPC Limited Power $12,098,000,000 25,511 $474,227
Tata Steel Metals & Mining $24,400,400,000 81,622 $298,944
Maruti Suzuki India Limited Automotive $6,462,200,000 9,100 $710,132

Note: Selection: Companies were selected based on a listing on the Bombay Stock Exchange, primary location for operations
and headcount in India. Locations: Revenues and employees may include figures from outside India, as location-specific figures
are not widely reported. Year: All revenue and employee figures were reported for fiscal year 2012.

Sources: Company income statements for fiscal year 2012 and Business Week. Figures are reported in dollars, and the number

of employees reported is that at the end of fiscal year 2012.

cost of talent management over the employee's ca-
reer. Average salaries by career level have been taken
from publicly available sources.*

Calculation of Investment Return

For each year of life, the total cost of education was
subtracted from the total value to the business to
create a series of annual cash flows. From the start
of schooling at age 3 through the end of university
studies at age 21, the net annual return is negative
since educational costs are incurred but the genera-
tion of value to the business (through revenues) has

not yet begun. From a "value chain of talent” perspec-
tive, returns are "below the x-axis" (as highlighted in
figure 17 above). Beginning at age 22 and until age 64,
educational costs are no longer incurred and working
years begin. Annual returns become positive as value
is contributed to the business in the form of revenue
generated and talent costs averted. From a “value
chain of talent” perspective, returns are now “above
the x-axis" (as highlighted in figure above). Based on
cash flows from schooling through working age (ages
3-64), the internal rate of return (IRR) was calculated.
This is the "annualized effective compound rate,” or
the discount rate that makes the net present value
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(NPV) of all cash flows (both positive and negative)
from a particular investment equal to zero. In more
specific terms, the IRR of an investment is the interest
rate at which the NPV of costs (negative cash flows) of
the investment equals the NPV of the benefits (posi-
tive cash flows) of the investment. Our analysis found
that the IRR for investment in education across indus-
tries is 42 percent. The IRR per company selected/
industry represented is presented in figure 19.

We further explored the ROI for investment in educa-
tion in terms of the “future economic value of talent.”
That is, what is the value of $1invested today in 20

years when an individual completes his or her educa-

tion? In business terms, although clearly not in human
terms, one could draw parallels with investments in
fine wine or forestry. Wines aged in a cellar for 20
years or trees allowed to grow to their full size will be
far more valuable than the price paid for them today.

So, by using an NPV calculation, which compares the
value of a dollar today to the value of that same dollar
in the future while taking inflation and returns into ac-
count, we analyzed the value of education for a single
person. The NPV of the cost of education (age 3) and
at the start of employment (age 22) have been calcu-
lated using data from a “typical” Indian company with

primarily Indian operations.

Education

Automotive

Metals & Mining

Power

Telecom

Energy

Capital Goods
Information Technology
Fin Services

Consumer Goods

Figure 19. The Internal Rate of Return across Industries on Investments in

Sources:

2. EFA Global Monitoring Report 2012

0% 10% 20%

Note: Annual returns shown use Internal Rate of Return (IRR) calculation. Analysis using a sample of firms from the
Bombay Stock Exchange; figures publicly reported for FY 2012'. Education costs include 2010 public education expen-
ditures? and average family-paid costs reported in 2008 adjusted for annual inflation?®.

1. FY12 company financial statements via Business Week

3. Indian Ministry of Statistics and Programme Implementation, 2008

30% 40% 50% 60%
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Table 3. The Future Economic Value of Talent

Value of Investment

Total Net Present Value (NPV)

Total investment in education (at start of education)

$10,543

Total Value returned to the business (at the completion of education) $530,999

As shown in table 3, every $1invested at the start of
education returns about $53 at the start of employ-
ment for a typical Indian company. Our analysis has
indicated that the “future economic value” of a mul-
tinational company with operations in India would be
far greater-to the tune of a $132 return at the start of
employment (this is due to the higher revenue per em-
ployee of multinational companies as compared with

local companies).

Education Is a Good Investment for
Business

Based on in-depth analysis of data on India for educa-
tion costs as well as revenues across industries (tak-
ing specific companies as examples), there is a clear
case to be made for private sector investment in edu-
cation. On average, as noted above, across multiple
industries in India, investment in an education has a
rate of return at an average of 42 percent.

Modest early-stage investments to ensure that each
child attends school, remains in school and learns in
school can yield significant economic returns. Indeed,
using data from a "typical” Indian company, we have
found that $1 invested in education today returns
$53 in value to the employer at the start of a per-
son's working years. Furthermore, these investments
have broad-reaching effects as the opportunity cost
for "lost talent”—namely, young people who do not
survive due to preventable child mortality, let alone
thrive and make it through the education system—has
a significant impact on a country’s overall economic
performance. In India alone, nearly two-thirds of chil-
dren born each year do not finish secondary school,
representing an opportunity cost of over $100 bil-
lion to national annual economic output, equating to
about 5 percent of GDP.

INVESTMENT IN GLOBAL EDUCATION: A STRATEGIC IMPERATIVE FOR BUSINESS

29



30

INNOVATIVE INVESTMENT
MODELS TO SUPPORT
EDUCATION

iven the substantial business case for private
Gsector investment in education, private sector
capabilities and resources can be utilized in two ways
to address the growing challenges for equitable ac-
cess to a good-quality education, especially in emerg-
ing markets and developing economies. Our call to
action is for private sector support to bridge the
increasing funding gaps in education highlighted in
the first section above (figure 6). In this section, we
explore the benefits of new innovative funding mecha-
nisms that enable collective action to bridge the fund-
ing gap in global education. The ultimate goal would
be an outcome driven marketplace with educational
attainment that would attract sources of both invest-
ment and innovation.

Traditional Funding Models: Gaps and
Limitations

As highlighted by various stakeholders in the develop-
ment sector the development paradigm of the past 50
years—one of grants and concessionary loans to de-
veloping country governments—is now in crisis.* The
current paradigm in development aid involves primar-
ily the building of infrastructure and service capacity,
with major emphasis on getting the money out the
door within the project cycle and on having a hando-
ver of infrastructure to governments. This model
gives a very limited focus to factors that ensure the
sustainability, efficiency and affordability of services
related to governance, behavior change, operations
and maintenance, and capacity building. Currently,
the focus is on the amount of money that the donor
gives away (input models) and on funding individual
programs with their own metrics (output models).
Similarly, the philanthropic world of private founda-

tions and civil society is even more fragmented, and
a sectoral focus ignores the interdependence of many
issues. The introduction and scaling up of develop-
ment innovations and solutions are also hindered by
these traditional donor mechanisms due to the need
for continued financial support and highly complex
bureaucratic, rule-based management systems that
often stifle innovation.

The constraints under which traditional development
actors operate are particularly relevant in cases re-
lated to the application of commercial and financial in-
novations to social issues. The narrow categorization
of profit or not-for-profit funding models calls for an
examination of an alternate paradigm. Our proposi-
tion is for a development approach that starts with a
focus on the inherent value or worth of the services
as opposed to the cost of providing services. This
alternate paradigm can be supported by innovative
funding models to drive new capital and private sec-
tor solutions for solving critical and often chronically
underfunded social causes.

Larger-Scale Opportunities: Paradigm
Shift to Outcome Models

Traditional input and output models direct develop-
ment funding via grants or subsidies to governments
or other implementing agencies based on an estimate
of the cost of providing a set of given services to a
target population. The input model system allocates
capital without repayment to the financier, which
often fails to leverage further funds to ensure sus-
tainability. The outcome model, conversely, takes the
value of services to the target population and society
as a starting point. It recognizes that within the cur-
rent set of conditions, the market alone cannot deliver
the required services to the target population due to
a lack of recognition of the benefits of the services

by the consumer; low willingness or capability to pay
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a price at which services can be delivered; or large
share of benefits, which are nonexcludable (a charac-
teristic of public goods) that are external to the con-

sumer or payer.

The last 10 years have seen substantive growth in
what could be loosely called bottom up development
models. These “social entrepreneurial solutions,”
called “impact investing” or “social finance,” involve
the application of business skills to social issues by
adapting the principles of the capital markets to social
purposes. Social finance is being reinforced by new le-
gal frameworks, new intermediaries, new distribution
systems and access to new technology. Ultimately, it
is in marrying and adapting these innovations that the
opportunity lies to create larger-scale collaborations
that will allow us to address issues such as universal
access to a good-quality education. These social fi-
nance funding mechanisms would allow propagation
of local or context-specific innovations but also intro-
duce global or broad-based funding mechanisms that
are focused on specific social issues (e.g., education)
and incentivize the delivery of tangible, auditable so-
cial outcomes. The details would need to be worked
through, but a new initiative within the global edu-
cation community, the Learning Metrics Task Force,
provides a framework around which this can be orga-
nized. This initiative recommended a small number
of education outcomes indicators to be tracked glob-
ally. There is broad buy-in around these indicators
(participants from 110 countries were involved in their
development) and the framework tracks progress
throughout a child's educational career starting with
early childhood development and finishing with youth
competencies.®

In short, with the innovations in development financ-
ing, hybrid social finance mechanisms incentivize
innovation collaboration and the delivery of public
services at economies of scale by local and global
partners.

Social Yield Notes: Concept and
Opportunities

In this report, our purpose is not to be exhaustive
with the details of how potential impact investing or
social finance funding models can be structured to
support and implement education-related innova-
tions at scale. However, there is increasing interest
in these models within the education sector, as seen
in experiments with early childhood development in
the U.S. state of Utah as well as new interest among
global education policy actors, including within the
Global Partnership for Education. In this section,
we introduce a particularly noteworthy model that
involves the application of “structured investment
products” to development, currently known as social
impact bonds (SIBs) and development impact bonds
(DIBs), but with some additional financial innovation
married to new legal hybrid company structures that
create “social yield notes” (SYNs). These products will
facilitate multistakeholder outcome models, which in
addition to the traditional benefits of a proposed SIB
or DIB also change the incentives to facilitate innova-
tion, collaboration and scale. They effectively move
development from a model of bilateral grants and aid
to an equity framework, where the equity has a value
as a function of the delivery of social outcomes. This
product is gaining particular focus and interest due to
the potential size of the market—-the monetization of
the externalities measured in education (e.qg., health,
nutrition), and as such it cuts to the very heart of the
perceived value created by each of the players; and
second, in its more sophisticated form, it facilitates a
paradigm shift from the dominant bilateral input (i.e.,
how much money) and output models (of funding in-
dividual projects) to one focused on multistakeholder,
multireturn solutions with financial return defined by
collaborative partnerships delivering tangible, audit-
able social outcomes. Ultimately, it is also worth not-
ing that many of these structures create cash flow as
a function of the delivery of a social outcome-so, in
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the medium term, it can potentially be reframed as
different financial products (financial product devel-
opment at a basic level simply being defined as the

reallocation of cash flows).

SYNs are a proposed new iteration and marriage of
three existing instruments—a legal hybrid (the U.S.
L3C and the proposed U.K. SELLP-a form of LLP/
LLC), and an SIB/DIB, together with a long-standing
capital market structure (liquid yield option note-a
zero convert). As an outcome model, SYNs are de-
signed to create an investment vehicle with the social
mission hard-wired that is standardized (applicable to
any social issue), and incentivizes multipartnership
(for-profits/not-for-profits, governments, multilater-
als, citizen sector, local government) to work in a
single collaborative partnership governance structure
with goals, governance and incentives aligned, and
with social mission hard-wired. In addition, it allows
donors and funders of development initiatives (i.e.,
multilaterals, social hybrids and governments) to as-
sess budgets and frameworks holistically rather than
driving this from just the individual innovation—as is
incentivized by the traditional model of grants and
aid. See figure 20 for a sketch of how SYNs work.

This structure allows different players in the partner-
ship to each gain a different economic and social re-
turn from the structure:

e For investors: It allows different risk returns to be
taken by each class of investor in the structure,
allowing effective cross-subsidization. For the for-
profit player in this partnership, it provides access
to subsidized capital and the ability to access new
markets.

e For social investors: The proposed structure al-
lows social investors (government or foundations),

at their discretion, to cross-subsidize the entry of
commercial investors into a partnership, with social
impact hard-wired. In addition, if the collaboration
provides strong social and economic returns, it al-
lows the social investor (a foundation or social sec-
tor participant in the partnership) to receive equity
returns based on the success and cash flow of the
collaborative partnership.

e For implementing agencies: This process allows
them to become beneficiaries in the implementa-
tion of a new tangible social good, where they now
"own" equity, which will have value as a function of
the delivery of the social outcomes. Achievement of
the mission becomes the driving definer of a struc-
ture that can be applied to any social issue.

In essence, this mechanism creates an equity frame-
work (rather than the traditional grant / aid and debt)
where social equity = financial equity; this allows ac-
tors to individually incentivize different players with
differing economic/social drivers. Indeed, it even
potentially allows them to incentivize the status quo
players (unions, governments, vested commercial in-
terests) in order to change their patterns of behavior.
The structure also has the flexibility to be adapted
from the early-stage task of stimulating and incen-
tivizing innovation and collaboration to later stages,
where the objective may be replicating innovation and
partnership models.

Impact investing is simply the application of modern
capital market tools where it is currently an unlever-
aged, unannuitized capital market with a negative 100
percent return (i.e., a grant). These structures use and
adapt existing commercial regulatory, legal and capi-
tal market frameworks to create a social investment
structure that incentivizes and captures the value of
innovation, collaboration and economies of scale.
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Figure 20. Aspects of Social Yield Notes

SYN: How it Works
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. An implementer creates a limited

liability company (L3C) to issue Social
Yield Notes (SYN) based on its ability
to achieve future savings or benefits
by meeting social goals according

to an agreement with government/
donors.

Investors fund the most qualified
solution providers by purchasing
SYN’s from L3C’s they believe
can accomplish the goal, injecting
competition to the goal.

Outcomes of the intervention are
measured by an independent auditor
and reported to Public Sector.

The Government (or donor) pays out
returns based on level of contractual
outcome achieved. Quicker the
impact, higher the return.

Just like regular bonds, the
instruments can be traded in a
secondary market, bringing added
liquidity to social services.
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CONCLUSION: PRIVATE SECTOR
INVESTMENT IN EDUCATION IS A
STRATEGIC IMPERATIVE

n this report, we have shown the importance of
I education as not only fundamental to human de-
velopment but also as a strategic imperative for the
private sector. The world's current educational sys-
tems will not support the needs of the private sector
in the years to come, due to a lack of both resources
and technical capacity. Investments in education have
a direct impact on the bottom lines of both multina-

tional and domestic firms. Using new impact-driven
financing models, these investments may not need
to be made at a “100 percent loss”; rather, they could
be structured in a way that both motivates capital
and incentivizes stakeholders to work together. These
synergies have the potential to drive more efficient
and effective service delivery—and ultimately more
successful educational outcomes. More research is
needed to investigate and develop potential models
for application in global education challenges. But the
value for profit-seeking firms is clear, and the oppor-
tunity for investors is ripe.
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