The returns to education

Since the fall of the Berlin Wall in 1990, many economists have studied how the labor market in transition countries has responded to the changed institutional setting. One of the central questions in this literature has been how different characteristics of employees are rewarded in the newly established market conditions, and how the further progress towards a full market economy have changed these rewards. Indeed, while during the Soviet period, differences in skills and productivity were only to a limited extent translated into differences in earnings, one would expect such differences to matter more and more as transition countries become market economies

One of the individual characteristics that has received a lot of attention is the level of education, more specific, whether people that studied longer also earn higher salaries. While the answer is typically yes, the size of the effect differs quite a lot from one country to another. While in some transition countries, one additional year of education leads to a 3% increase in expected wage, in other countries these returns to education can be as high as 10%. And in some countries this premium has increased since the fall of the Berlin wall, in other transition countries it has remained more or less the same.
Two recent studies one by Belton Fleisher and his colleagues (2005) and one by Luca Flabbi and his coauthors try to explain these differences in level and changes of the returns to education. One potential explanation for these differences in returns are differences in ‘initial’ conditions – even in Soviet times, some countries had more price and wage regulations than others - and the differences in the speed of reform. Both studies found some evidence that the countries with a more reformed private sector had bigger increases in returns to education. And that also the size of the private sector and FDI (relative to GDP) positively affects returns to education. Flabbi and his coauthors further mention that the fact that several transition countries have reduced their expenditures on education and have seen a decrease in the quality of education might keep the returns to education relative low.  
The abovementioned studies do no focus on Ukraine. Still, the available estimates for Ukraine show that returns to education here are relatively low, about 5% per extra year of education. Yuriy Gorodnichenko and Klara Peter from the University of Michigan, in a study comparing the returns in Ukraine to the returns in Russia, conjecture that the fact that returns in Ukraine are about half of the returns in Russia is due to a lower demand for educated labor, more limited labor mobility, higher separation costs, and a larger role played by trade unions in Ukraine.
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