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MOTIVATION

Anecdotal evidence In contrast with conventional wisdom on
returns to education in Africa.

Very few papers using the IV strategy for estimating returns
to education for African countries.

In the 90s, there was a rise in the proportion of the educated
poor and fall in enroliment in several countries in Africa.

. Importance of looking at Nigeria in Africa.



QUESTIONS

1. What are the returns to education in Nigeria?

2. Did returns to education change significantly overtime in
Nigeria?



WHAT I DO

| estimate the average returns to education in Nigeria using the
Instrumental variable approach and other modern econometric
techniques like OLS. The instrument is constructed based on a
guasi experiment in Nigeria.

[Further discussion on instrument later on in the presentation].



SUMMARY OF FINDINGS

1. | find low returns to education in Nigeria in the 90s. Specifically
| find a 3.6% increase in income for every extra year of
schooling in 1997/1998 .

These estimates are in contrast to the high returns conventionally
believed to be characteristic of African countries (7-20)%

2. | also find that there are significant time differences in returns
to education in Nigeria. Returns to education dropped more
than 10% between 1985 and 1992.

The results are robust to different econometric specification and
subgroups of the population.



1.

CONTRIBUTIONS OF THIS STUDY

This paper provides the first estimates of returns to
education, using a good instrument, in a West African country.

The results draws attention to two major issues with education
outcomes in Africa not previously highlighted: low returns to
education and time differences in returns to education.

When returns to education are low, people would invest less in education. However,
this could be problematic if education has high social returns/externalities. Time
differences are also important since fluctuating returns make investment in
education risky and could lead to lower participation.

The low returns to education in Nigeria provides some insight
regarding two phenomena in the 90s: reduced enroliment in
schools in Africa in the early 90s and increased emigration
from Africa in general.



Outline for remainder of presentation

1. Summary of Literature in Africa
2. Description of data sets

3. Estimation strategy

4. Results

5. Robustness checks

6. Implication/recommendations



Summary of RTE Literature for Africa



DATA

1. Cross-sectional data from the National Consumer Expenditure
Survey (NCS) of the Federal Office of Statistics (FOS) in
Nigeria for 1985,1992 and 1996.

Potential [imitations of the NCS
* NCS has information only on household heads.
 The NCS has information on levels of education, and not years.
» Over-sampling of urban areas in 1992 and 1996.

2. The General Household Survey of Nigeria (GHS) which is
similar to the Labor Standard Measurement Survey (LSMS).
The survey periods used are 1997/1998 and 1998/1999.



Estimation Technique

Approach: Mincer equation estimation of returns to schooling

Strategy
Step 1: As a benchmark, estimate the returns to schooling from
equation 1 using OLS.
Step 2: Using equation 1 and 2, estimate the returns to schooling
In a 2SLS framework at each year of available data [pooled
estimates would also be derived for completeness].

log(y,)=a+ S, +¢X, +xX’+ pD. +&  (eq.1)

S =4, +A4Z +Vv. (eq.2)

S, is years of schooling, y; is income, X: is age of individual i and D; are all other
possible exogenous variables, Z; are vectors of instruments & and v, are uncorrelated
error terms, « and A4, are the intercept term, fis the returns to education/schooling.



ldentification: Instrumental variables

The IV approach in this analysis hinges on finding observable
covariates affecting schooling, uncorrelated with possible omitted
variables in the wage equation.

Instrument for schooling
Length of exposure of individuals to a free education program,with
exogenous timing in its implementation in Nigeria, called Universal

Primary Education (UPE).

[The UPE instrument was first used by Osili and Long (2003).]



Fig 1: Geopolitical regions and states in Nigeria
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Fig 2: Timeline for free education in Nigeria
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Millions of Students
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Fig 4:Changes in Enrollment in Nigeria
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Why the UPE makes a good instrument

It satisfies the characteristics of any good instrument
1. Relevant
2. Satisfies exclusion restrictions

Possible channels through which this condition could be violated
were examined noting no systematic relationship (quality of
education, teacher’s earning potential).

3. Exogenous

Program implementation across region and time was due to
exogenous factors not linked with income. For example
Implementing UPE was not linked to needs or demands of regions
or oil boom but rather taste of the unelected leader and education
officer.
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Robustness checks carried out

Estimate returns to education by gender.[Table 5]
Estimate returns to education by sector.[Table 5]
Estimate returns by single individual households.[Table 6]

Estimate returns to education for wage worker and self
employed.[Table 6]

Estimate returns to education by cohorts of birth.[Table 7]

Checked for potential self-selection bias.[Table 8]






Summary of Results

1. Selectivity is not an issue as comparisons between the 2SLS
estimates of returns to schooling with controls are very similar
to estimates after correcting for potential selectivity with most
of the different selection correction techniques.

2. Correcting for selectivity, the estimates of average returns to
education in Nigeria in 1997/98 & 1998/99 are 3.6% and 3.0%
respectively for every extra year of schooling which is very
low.

3. The null hypothesis of no significant time differences in returns
to education is rejected.Time differences in returns to
education exist. The returns were at an all time high in the mid
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IMPLICATION

As these results indicate returns to education within the range of 2-5%
for Nigeria, and most previous papers have estimated returns to
education for other African countries mostly in the range of 7-20% using
estimation techniques that could be prone to biased estimates, there is
a possibility that returns to education is being overstated for some other

countries in Africa. Hence, another look at other African countries using
better econometric techniques might be insightful.

Policy recommendation

The Nigerian government has to focus strongly on understanding why
returns to education is low in general in Nigeria and then find ways of
stimulating higher returns. One way of doing this, is to sponsor more
academic research aimed at understanding this phenomenon.

Second, as the returns to education for men is twice that for women,
policy makers might consider whether programs to encourage educated
women to actively take part in the workforce at their level of expertise
would be useful.




THE END

THANK YOU



