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Social returns toeducation

“*Earnings differentials by level of education reflect the monetary incentives for
someone to invest ineducation

“*Earnings differentials by education represent the intersection of supply and
demand curves for educated labor

<»Differences in relative earnings between countries reflect a number of factors,
for example, the demand for skillsin the labor market, minimum wage
legislation, the strength of unions, collective agreements, the supply of workers
with various levels of educational attainment, the work experience of workers
with high and low levels of schooling, the distribution of employment among
occupations, and the relative incidence of part-time and seasonal work

Ability bias

“»*The bias is to the returns to schooling that can result formthe fact that people

who acquire more education may have greater innate skills that would allow
them to earn more evenwithout additional schooling

“»*Individuals may differ by innate ability, motivation, organizational skills,
entrepreneurship, time-management skills and willingnessto work hard

“»+To the extent that these factors lead to higher earnings as well as higher
education, and they are not accounted for in the statistical analysis, then

omitting them from the estimating equation means that some the higher

returns to educationmay be reflecting the effect of these factors
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Endogeneity of education

Causal returns

“»*The returns to education that are induced or caused by additional education “»The fact that education isa decision variable in that the amount of education
rather than simply correlated or associated with additional education acquired may be a function of factorssuch as ability, motivation, family
background, income, proximity toschool, and compulsory school laws

Returns to education

Measurement error

“*The possibility that collected data, lke education, may be measured with error “»*The financial rate of retum to investing in an additional year of schooling,

since people may not accurately report their education obtained by comparing the additional earnings from an additional year of
education with the cost of acquiring the additional education— it shows how

“»*1f the misreporting israndom or unrelated to the level of education, thensuch th th C L
classical measurement errorleadsto a downward bias in the estimated retums average eamingsincrease with added education

to education
“»If the misreporting issystematically related tothe level of education, then the
bias can go in either direction

“*Card(1999) concludes that measurement errorin education leads to a
downward bias in retums to education, withthe estimated returns understating
the true returnsby about 10%- that is, if the estimated returns were 0.10, the

true returns would be 0.11




Selection bias

1t is the bias that can be created by the fact that education may be a function
of conventionally unobserved factors such as ability or motivation

Sheepskin effect

“»*The credential effect or additional returns associated with the credential of
completing key phases of education like graduating from high school or
university (sheepskin was used historically to make the parchment for diploma)

Social returns to education

A positive extemality and its existence justifies government involvement in the
promotion of education

«»Citizenship
«»an educated citizenry is often argued to be necessary for a functioning democracy
“»Milligan et al. (2004) find that schooling increases civic participation in the United
States —they find that higher levels of education are positively associated with
individual awareness of campaign issues and that educated individuals are generally
more involved in the political process

“Crime
“»*the reduction in crime dueto higher education levelis de facto an extemality
of education
“»*Crime usually involve opportunity-cost arguments - individuals with few
marketable skillshave alow opportunity cost in the commission of crime and
in the possible time cost of incarceration
“»Property and violent crimes increases through adolescence for males, peaks
in the late teens, anddeclines markedly thereafter
“*White-collar crime tendsto require some what more sophistication, peaks at
a much later ageand the declines more slowly
“»*Lochner and Moretti (2004) attempts to measure the causal effect of
schooling on crime activity
“»*they estimatethat anextra year of schooling results ina 0.37 percentage
point reduction in the probability of incarceration for blacks, anda 0.10
percentage point reduction for whites
“»They estimate that the social savings per additional high school graduateis

between USi1170 and USﬁlOO
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“»Health
“*Vaccinating an individual against communicable diseases benefits the
individual (a privatereturn), but alsolowers the incidence of the diseasein
the population (a social retum)

«»If education has a causal effect that increasesvaccinationrates, thiswould
imply the existence of anextemality — althougha strong positive correlation
exists between education andvaccinationrates, a definitive causal link has
not been established

*If potential dropouts are compelled to stay in school longer by compulsory school
laws do they receivereturnsthatare higher or lower than the average returns?

*Are the retums theresult of education enhancing the productivity andskills of
individuals or arethey the result of signaling of such conventionally unobserved
factors such as ability, motivation, and time-management skills?

*What are the appropriate methodologies for estimating the retums to education,
especially for dealing with factors such as measurement error, ability bias, credential
effects, and financial constraints?

*What are the private returns that individuals can expect from investingin
education?

*How do those returnsvary by factorssuch as level of education, field of study,
and individual background characteristics?

*How have those retums varied over time and across different countries?

*Is there an extra effect froma year of education if that year provides the
credential of completing a phase of study such as graduating from highschool
or university?

“»*The causal returns to education after controlling for other observable and
unobservable factors likeinnate ability or motivationthat may affect the
outcomes associated with higher education

“*Understanding the underlying causal relationship process isimportant for
policy purposes so as to ascertain the effect of policy interventions
“»To reallocate resources from fields of low returns to fields of high retums or
raise the age of compulsory schooling or institute policies to deter dropping
out
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I ”U St rat ve eStIm ates Of retu s tO *Returns to education tend to be inthe neighborhood of 10%, typically ranging
education using alternative approaches from 6% to15% ,
*Returns to education tend to be inthe 6-10% range when based on OLS
Author  GeneralMethod sample Returns to estimates from conventional schooling equations and the 10-15% range (and
ediction sometimes higher) when based on instrument variables (IV) and other
Grilliches Regression logmedian earnings of expected 17-27 year old men in 1969 from US National 0.059(0.003) prOCedUreS Used to |dent|fy exogenous variationin education
(1997) occupation at age 30 on schoolingwhileusinglQ Longitudinal Survey for Young Men, usinglog median
scoreas additional proxy controlfor ability earnings of expected occupation at age 30 'The returns tend to be h'gherfor
Ashenfelter Regression differencein logearnings between 1991-93 PrincetonTwins Survey of identical twins 0.102(0.010)
(arlmg:so)use identical twins on differencein schooling 1. Females as opposed to males
Card (1995) Use indicator for whether livingnear a 4-year college  US Longitudinal Survey for YoungMen 0.132(0.049) 2. Obtaining the Credentials associated Wlth completing phaSeS Ilke hlgh SChOOI
as an IV for predictingschooling or university
Chen Use average tuition fees at thelocal college in 25-42 year old men in 1979-2000 from USNational  0.133(0.028) . . .
(2008) countyas instruments for predictingschooling Longitudinal Survey for Youth, 1979 3. General academic streams COmparec| to technical vocational streams
Oreopoulos Use differences in state compulsoryschoolinglaws  25-64 year old men and women in 1950-2000 US ~ 0.142(0.012) Professional fields Iikeengineering, medicine, business, and sciences and
(2006) as instruments for predictingschooling Censuses i . ; . ’ . 7 A
Bezil and Construct structural model on education attainment White males from the USNational Longitudinal 0.069(average Iower n SOCIaI sciences and humanmes and esPeCIa”yﬁEIds Ilke ﬁne arts
Hanson decisions and estimate model alongwith returnsto  Survey of Youth between grade

*The returns tend to be increasing over time in spite of the large increases inthe
supply of educated persons, highlighting that the demand for education
associated with the knowledge economy andthe widening of the skilled—
unskilled wage differential are outstripping the supply responses

Returns to Investment in Education: A Global
Update

PSACHAROPOULOS, G. (1994)
WORLD DEVELOPMENT




“*Provide a comprehensive update of the profitability of investment in education
at a global scale

“»The returns decline by the level of schooling andthe country’s per capita
income

“»*Investment in women’s education is in general more profitable than that for
men

“*Returns in the private competitive sector of the economy are higher than
among those working in the public sector

*»*The public financing of higher education is regressve

“»*Investment in education continues tobe avery attractive investment
opportunity in the world today —both fromthe private and the social point of
view
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Rates of Return to Schooling in Thailand

TANGTIPONGKUL, K. (2015)
ASIAN DEVELOPMENT REVIEW
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«»This paper examines the rates of retum toschooling

«»*Using 2007-2010 data from Thailand’s National Labor Force Survey

*»The Mincer-type rate of return to investment in schooling was estimated

¢ The rates of return to schooling for work experience are significantly positive, but at a
decreasing rate

“»*Region of residence and variation in gross provincial product per capita are significant
factors in determining the private rate of return
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*»The rates of retum to schooling by type of industry reveal higher earningsin mining,
utilities, construction, manufacturing, and services than in agriculture o
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The regressions are based on Mincer (1974)

10 W, =y + yalrs of schooling, + SE, 4 SE] 4, )]

where In W, is the log of monthly camings of individual 1, ¥ry of schooling, repre-
seaty years of schooking of individualy, £, is & potential year of working experience
of individual i, E7 is a potential year of workisg experience squared, and u,is the

The imernal rase of resurs of adeoation is estomed in ters of boch prie
vate ad soctal ree of smums. The private mee of resa s wad 19 describe the
derrand for edacation and sucw (he oquity efiocts of public aducation expendiures
(Pracheopocios 1994, 1995) On the ofher hand, $he socal sste of rotum soviews
the cosss and Senediss of the ode from the go s point
(Packaopocios 194, 1094 Pacharopocdon (1929) staes that 3 bey amsraption
n-mdudmnd:ﬂmumm“pn-p‘mhk

) product of lboe, cspecially in & connp v asieg data Fom e
Ve secue of the x The fine d to cormpese the privese rate of semam
h-mnl”kulo‘ﬂtnﬁ-uhh‘&mdmmu
equelives e streen of disoousiod beackts W e sream of Coots of & given poist in
thme as shown In equation (3)
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An extended camings function which replaces Year of schosling, with levels Z“—'l--zw.-&-).llwl' 5

of schooling and individual characteristics is shown in equation (2): - ey -t
N whae Wy — ¥, -um.&uﬂ s y pradk bacrip
In W, = By + BX A BS » LE + LE +u (2) U)and s povens] sshool graduse (subsaripe s, the costal growp), C
m&wmdwmng.mhmd
W, desctes the wudent's forcp % or indiroct costs (Pracharopoudos 1995)
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Tabke 100 Mess Earnings sad Direct Cost by Level of Educstion, 2010
Eduvcation Level Cyche (Riyear) (years) Public Schoel Year (B) Education (%)
No adscation S1.302.5 na 24
Primary 6.449.5 6 0970 Education Level Private Returns  Seocial Returns
Secondary (General) 2588 6 /80 :
Secondary (Vocssonal) 1226574 » 29,800 an-ys ry (Genena) 2:: i.l,
University 224.654.5 ‘ 67,885 Secondary (Vocational) 14.1 88
L e e University 172 213
Note: 81 w MISAS a0 0 28 Angeat 2015
Sewres: Governmwnt of Thalland, Natioeal Striaical Office. Nasonad Laber Fasce Servey (Tade 2 Sources: Governmest of Thasland, Natiosal Statistical Office. Labor Force
e T e s 20 e S Pt B At Survey, 2010. hitp-/web.nso. go.thieng/stat/Ifs_e/Ifse htm: Natiosal Edu-
cortm (proectisearih_ceresn 1) pragcs- O (e ! L)
of Thailand. wminar I o 1 Fila Dowvbasd T 6 cation Account of Thallaad. seminas gif or.th/File /DownlcadFile/699

Table 13, Mesn Earsings and Direct Cost by Level of Education sad Gender Table 14, Shortcut Estimates of the Returns to Education by
Leagth Anssal Direct Gender (%)
Mesn Earnings (Wyear) ofSchosd  Cunt per Public

Education Level Male Female  Cycle(years) School Year (B) Private Returns Soctal Returns
No education 6,588 46,8407 na. na Education Level Male Female Male Female
Pramary 71,2540 593994 6 40,970 :
Secondary (General) 97.279.9 08919 6 29,600 Primary 4.41% 447% 2.55% 2.38%
Secondary (Vocational)  132,2243 108,986.7 ) 40,242 Secondary (General) 6.09% 6.03% 4300 4.03%
University 247,880 8 2108023 K 67,585 Secondary (Vocational) 14.26% 13.91% 9.11% 8.29%
15 = babt, n.a = st applicable Undversity 38.70% 40.14% 22 8076 21.83%
None: 31 = BISAS as of 29 Angust 2015
s G of Thailasd, Natieeal 1 Office. Laber Foeve Servey, 2010, by 'web 30 go 18 Sowrces: Govenment of Thailand, National Stasistical Office. Labor Force Survey,
Jezgiatm1fy_olfie bere; Naioral By A of Tx sarazar gff on 07 e Downlad de’ 2010. hepo//web.nso. go thieng'stat/Ifs_e/Ifse htm; National Education Account of

Thailand. seminar.qlf ce thFileDownloadFile'699
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