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European Context

1. Enlargement to 10 new Member 
States

2. Low growth in the last decade 
relative to the US.

3. Growing trade integration, China 
and India emerging as major 
actors (service and goods)



• Europe: remains wealthy and 
beginning of convergence of 
New Members

• but high unemployment... 
especially in large countries
(Germany, France, Italy, Poland)

• difficulty to adapt institutions
(education and labour market)



Human capital is the comparative 
advantage of Europe vis-a-vis trading 
partners. 

Can education improve economic
performance? Can it reduce inequality? 
How to improve the supply of human
capital in Europe? Does supply fit with
the demand for skills? Do we want to
spend more and in every sector of 
education? How do institutions in the 
labour market affect skill investments?

• But first: we need to analyze the 
current context



1. Both in Eastern and Western 
parts of Europe: labour 
reallocation to be expected

2. Life-time employment or sector
specialization hard to preserve

3. Mobility (geographical and 
between occupations/sectors) 
to be encouraged



Organization of the report

1. Facts

2. The supply of general education

3. Institutions and schooling

4. Education and internal mobility

5. Over-qualification and mismatch

6. Talents and international mobility

7. Policy implications



Section 1

Facts



Can we compare education 
systems despite their diversity? If 
yes, what are the main differences 
between Europe and the US ? 

Three dimensions: participation 
rates at each level, type of skills 
and financing



Comparison of education systems

•We use UNESCO-ISCED 1997

•Complex, but guidelines:

•Number = quantity of education

(1= pre-primary to 6=tertiary+)

•Letter = proxy for the degree of 
specificity (A=general, B=mix gen-
voc, C=leading to LM)



1

2A 2B 2C

4A

5B

3A 3B 3C

4B

LMLMLM

LMLMLM

5A

6
LMLMLM LMLMLM

LMLMLM

3A, 3B

LM: Labour Market

Figure 1.1. ISCED-1997 Transition Pattern (Source: UNESCO, 1999)



Fact 1. Educational attainment of adult (25-64) 
population in 2002: US-EU close to each other

Av. number of years of schooling: 
Europe(14) 11.6 ; US: 12.7
Variations: Spa 10.3, Fra 10.9, Ita 9.4, 
UK 12.7, Ger 13.4, Swe 12.4

Fact 2. Population that has attained tertiary 
education (2002): large gap for type A

Type B. Europe(14) 8.5% ; US 9%
vs. type A and advanced. Europe (14) 
13.5%, US 29% !
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Fact 3. Convergence in average levels of 
education by cohort



Fact 4. Convergence in upper secondary, 1960-2002

Upper secondary + post-sec non-tertiary

1960 1980 2002

EU14 19% 32% 44%

US 44% 57% 49%

Diff. -25% -25% -5%

Fact 5. Divergence in tertiary, 1960-2002
Tertiary (Univ.) 

1960 1980 2002

EU14 5% 11% 22%

US 8% 19% 38%

Diff. -3% -8% -16%



Facts on financing
1. Europe and US spend about the same

fraction of GDP per enrolled student (all
levels) but US spends more as a fraction
of GDP (7.3% vs. 5.3% in Europe)

2. Financing effort per student is larger in 
Europe for secondary ; smaller for
tertiary

3. Share of private financing: 10.8 in 
Europe, 31.5% in the US

4. Tertiary: 1.1% of GDP in large EU 
countries, of which 0.1 is private. In the 
US, 0.9% is public, 1.8 is private ! Private
money triples spendings of higher
education (of which about 40% are fees)



Why investing in education?

1. Raises earnings (5-8% per year)

2. Reduces unemployment, raises 
participation to the labour market

3. Raises geographical mobility, adaptability

4. Reduces costs of R&D, externalities, 
growth

5. Reduces inequality



Section 2

General Education



How has the quality of general
education evolved over time and 
what are the consequences in the 
labour market ?



Source

International Adult Literacy Survey 
(IALS) in 1994, 1996 & 1998 for 6 
to 16 countries, 15-64 population, 
basic skills (prose, quantitative 
reading)

Addition: PISA (age 15), maths
and language of those at school



Methodology

Detect cohort effects in the quality 
of education: level, variance.

Relate it to investment in 
schooling (causes)

Relate it to labor market inequality 
(consequences)



Conclusions reached

1. US invested earlier in education (gap 
in the 60’s)

2. Part of the gap absorbed, notably 
basic skills

3. PISA results: European do now as 
well (reading) and slightly better 
(maths)

4. US: student/teacher ratios decreased
in the US, remained constant in 
Europe (in the 1990’s)



Conclusions reached (cont.)

5. Between-school variance in test scores 
increased in Europe, decreased in the 
US (but slighlty more heterogeneity
between students in the US)

6. Basic skills: large impact on 
individuals. Notably: inequality in basic 
skills in the bottom of the skill 
distribution translates into inequalities
in the labour market: quality of skills
matters!



Section 3

Institutions 

and 

Skill Investments



What do we know about
incentives to learn and more 
specifically, what is the impact of 
institutions and labour market 
imperfections on those incentives?



Methodology

Human capital theory 

Augmented with market 
imperfections: (labour market, 
financial markets)



Conclusions reached

1. Human capital acquisition is costly but raises 
individual perspectives (wage, careers)

2. Incentives to learn decrease over time 
(incentives to early-retirement)

3. Financial market imperfections reduce skill
investments (loans, grants)

4. General vs. specific skills: crucial distinction

4a. Employment protection raise incentives
to learn specific skills

4b. Specific rather than general skills raise
the cost of displacement



Macroeconomic context during the transition to a market economy, Poland



Conclusions reached (cont.)

5. European Enlargement : large workers
reallocation flows to be expected

6. Education must ease the transition

7. Labour market institutions, currently, do 
not ease it



Section 4

Education 

and internal mobility

in Europe



Does education improve 
geographical mobility and how?



Source

ECHP (European Community 
Household Panel)

Methodology

Determinants of residential mobility 
(job-related, house-related, short or 
long-distance moves)



Mobility rate for job-related reason in the last 3 years 
(by education and country)
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Conclusions reached

1. Residential mobility strongly raised by 
education, with or without controls for 
individual characteristics

2. Effect of education is larger for long-
distance moves and for job-related
moves (but remains >0 for house-
related moves) 

3. Education raises the returns to mobility
(better wage offers)

4. Also: may reduce psychological costs
of mobility experience



Section 5

Over-qualification vs.

mismatch of skills

in Europe



Are European over-qualified, and 
do they have the right type of 
skills?



Source

ECHP (European Community 
Household Panel)

Polish labour force survey



Methodology

Wage equations: estimate the effect
on individual wage earnings of being
over-qualified and, whenever
possible, mismatched

Detect in the wage penalty the 
employability of over-qualification
and mismatch and the relative 
importance of the two phenomenons



Gross data

55% of employees declare they are 
over-qualified for the job

42% declare they don’t have the right 
type of skills

Self-reported. NB: in Poland, statistical 
measure based on the distribution of 
education across occupations (10-15%)



Conclusions reached

1. ECHP: based on self-declaration (50% OE, 
42% MM): if true or only slightly exagerated: 
failure of education systems

2. Wage penalty for over-qualified individuals
small in EU15 (except Spain)

3. Wage penalty for mismatched individuals
much more important (-5 to –15%): suggests 
mismatch is the relevant dimension



Conclusions reached (cont.)

4. Poland: mismatch measure not available, 
but over-educated individuals are more 
likely to move across occupations or 
industries, suggesting mismatch too.



Section 6

International mobility, 
education and 

innovation



Is Europe attractive enough for
“talents”? If not, how harmful is it
for growth?



Sources

European Labour Force Surveys

US: US bureau of Census

R&D in the US by US state: NSF, 
Survey on Industrial Research and 
Development



Methodology

Link education and international 
mobility (internal, i.e. between EU 
countries/US states and external)

Identify the skill structure of 
migration flows, focus on the top 
of the distribution (“talents”)

Inference about the ability to 
innovate in Europe



Percentage of Foreign-Born by Skill Group in the USA, 2000
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Percentage of Foreign-born by skill group in the EU-12, 1999
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Conclusions reached

1. Low internal mobility in Europe (cross-
country): 2.5% in Europe, 30% in the US

2. Somehow lower for more educated 
(portability of diplomas not so easy!)

3. Emigrants from Europe to the US do 
better in terms of wages relative to US-
born

4. Evidence that in the US, innovation is
(locally) increasing in the share of 
foreign-born PhD



Conclusions reached (cont.)

5. R&D spendings increase the share of 
local foreign-born PhD

6. Median wage also raises this share 
(semi-elasticity = 0.12)



Section 7

Policy implications



Summary of intermediate conclusions. 
One recurrent: try to improve mobility of 
workers. How?

•More education, but more 
precisely, more adaptability and 
general skills. Better to avoid to
early specialization

•Higher education helps to reduce 
mobility costs and raise returns to
mobility



Natural question:

•Can more education lead to over-
education (i.e. socially inefficiently
high levels of education)? 

Contrary to a common belief, the 
magnitude of the over-education
problem is secondary as compared to
the mismatch problem, i.e. skills not
matching job requirements



Europe has also to attract the 
most skilled workers: too few 
foreign-born (i.e. outside Europe) 
PhD compared to the US

Hence, a couple of proposals...



1. Raise financing of tertiary education

Under-investment into both tertiary
general and advanced tertiary
education

Deficit vis-à-vis the US is about 2% of 
GDP. Logically: only four solutions



1. Financing (cont.)

a) do nothing
b) transfer from secondary to tertiary

c) raise public debt (forget about
Growth and Stability Pact?)
d) explore alternative sources of 
financing: students fees, donations
from the private sector.



1. Financing (cont.)

Why would firms or donators
finance low visibility places? 

Why would students pay for
inadequate skills? 

Solution d) requires modernization 
of institutions



2. Improve matching between
demand and supply of skills

Evidence that skill mismatch is a 
large-scale phenomenon, leading to
low job satisfaction and 
misallocation

Evidence of low adaptability of 
universities, especially in centralized
systems where responsability is
diluted



2. Skill mismatch (cont.)

Mismatch is not only supply-
driven, but also demand-driven. 

Points to the double dividend of 
raising fees: remove distorsion of 
choices caused by free education

Being aware of financial
constraints and imperfections. 
Scholarships, grants, loans



3. Reform labour market institutions
encouraging low geographical

mobility

Employment protection and the 
illusion of a life-time employment

Unemployment benefits?

Rigid wage scales?



4. Increase the attractivity of Europe
for the most highly qualified

Spendings in R&D

Friendly environment to researchers 
(remove administrative burden, 
meritocratic grants, not seniority-
based, etc...) 



Final word: it is not our suggestion
to privatize research and higher
education

But in the absence of reforms and of 
credible encouragement to
excellence and innovation, public 
education sector will slowly but
surely deteriorate, at the cost of 
sacrificing social justice and equity.


