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SØK3521 – Economics of Education
Answer all 5 questions. Share of marks including with each question.
Question 1 (25%)
Consider the following mincerian wage equation
ln(𝑤𝑖 ) = 𝛽0 + 𝛽1 𝑦𝑜𝑠𝑖 + 𝛽2 𝑒𝑥𝑝𝑖 + 𝛽3 𝑒𝑥𝑝𝑖2 + 𝜀𝑖
(1)
Where ln(w) is the natural log of individual i's wage, yos is their number of years of schooling,
and exp is their years of labour market experience.
Imagine we estimate (1) by Ordinary Least Squares on a representative sample of the working
population and gain an estimate of 𝛽̂1 = 0.07.
a. What is the interpretation of this estimate? What are the barriers to interpreting this
estimate causally? Why might it matter whether the relationship between years of
schooling and earnings can be interpreted as being a causal relationship?
Suppose there is a change in the compulsory school leaving age. Previously you could leave
school in the year you turn 15. Now you must stay at school until you are 16. i.e. You must stay
an additional year in school (for instance, like the 1972 England and Wales reform described in
Grenet, 2013, and Clark and Royer, 2013). We re-estimate (1) using this increases as a source of
exogenous variation in years of schooling and gain an estimate of 𝛽̂1 = 0.14.
b. What is the interpretation of this estimate? How can this be reconciled with your answer
to 1a? What does this estimate tell us about the wage returns to completing a university
degree?
Question 2. (25%)
a. How might peer group composition influence educational attainment? What are the key
difficulties in understanding whether there are peer effects in education?
Consider the following linear in means model
𝑌𝑖𝑗𝑡 = 𝛽𝑌̅−𝑖,𝑗𝑡−1 + 𝛾𝑿𝑖𝑗𝑡 + 𝜀𝑖𝑗𝑡 (2)
Where Y is a measure of educational attainment, X is a vector of controls and 𝑌̅−𝑖,𝑗𝑡 is the average
educational attainment of the ith student’s peer group (j) at the end of the previous time period
(t-1). 𝛽 provides an estimate of the peer effect, if any. Carrell et al (2009) estimate a variant of
(2) and find peer effects on individual educational performance of between 0.34 and 0.42.
b. What does this estimate tell us about the relationship between average peer group
composition and individual educational performance? What implications does it have for
average educational performance and the distribution of test scores?
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Carrell et al (2009) also (see attached – Appendix A1) find that these effects are larger for
students who we would expect to have lower educational attainment.
c. What implications could this result have for policy? Are there any reasons why it may be
difficult to generalize these results to other educational settings?

Question 3 (15%)
a. How and why might class size influence educational attainment?
b. How do class size rules help us to understand the effect of class size on student
educational performance?
Chetty et al (2011 for the US) and Fredriksson et al (2012 for Sweden) provide evidence that
exposure to lower class sizes increase earnings in later life.
c. Why is it interesting to examine the effects of class size on wages along with the
effects on test score performance?
Question 4 (15%)
a. What do we mean by ‘effective’ teachers? Why might it be important to identify
them?
b. How can performance-related pay schemes potentially increase worker output?
What are some issues in applying these schemes to teachers and schools?
c. How do accountability schemes aim to increase school performance?

Question 5 (20%)
a. Why do you think there is so much focus on estimating causal effects in the
economics of education? Illustrate your answer using a research paper(s) of your
choice.
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APPENDIX A1

Excerpt from Carrell, Fullerton and West (2009)

