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Abstract

Exploiting the human capital versus screening hypothesis frameworks, this paper stud-
ies the link between delayed graduation and overeducation, and their effect on wages, by
using the ISFOL-Plus data. The evidence lines towards predictions based on the signalling
model. However, as to the determinants of overeducation the coefficient of delayed gradua-
tion is significant only for delays of 3 years or more and also controlling for the entire set of
covariates. This suggests that delay conveys a signal of low skill.
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1 Introduction

Delayed graduation is spreading worldwide, from the United States to Europe, especially
Germany, France, Denmark and Sweden (Hékkinen and Uusitalo 2003; Van Ours and Rid-
der 2003; Brunello and Winter-Ebmer 2003; Bowen et al. 2009; Bound et al. 2010). It is
hence a cause of concern for academicians, policy makers and practitioners at all levels,
as it may generate important consequences on the individual, such as psychological dis-
tress as well as negative effects on several labor market outcomes, such as employment
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and wages (see, among others, Brodaty et al. 2008; and Gary-Bobo et al. 2016; Witteveen
and Attewell 2019). It may also lead to later start of career trajectories and foregone tax
revenues for the State. In the long run, it may lead to decreasing enrolment rates, especially
during economic crisis, when the expected net return of investment in higher education
may shrink. Overall, the causes are similar across countries, except for some country spe-
cific factors.

Italy, the country on which this contribution is focused, is indeed an interesting case
study due to its large and persistent share of students that spend more years than the cur-
ricular number prescribed to attain their degree. According to data provided by the Ital-
ian Ministry of Education, about 40% of students experience some sort of delay. In this
respect, a neologism has been introduced for this phenomenon: “fuoricorsismo”.

Following the amended human capital model (HCM; e.g. Altonji 1993; for a survey, see
Aina et al. 2019; for a discussion on Italy, see Pastore 2019), delayed graduation is a con-
sequence of low ex ante returns to education net of the (direct, indirect and opportunity)
costs. It means that any factor affecting the expected returns to education, including a lower
share of graduates, might cause further delay or dropout. For instance, excess time to grad-
uation recently increased where the cost of education has steeply risen, forcing not well-off
students to engage in paid work to support their own studies (above all US and UK). In the
North European countries, graduation over 30 accounts for about a quarter of the total, as
students can leave the education system relatively easily and re-enter it later (OECD 2010).

The lack of admission tests may also be a factor. Carrieri et al. (2015) show that admis-
sion tests have reduced the dropout rate of first-year students by about 14%, increasing
their grade average by 0.78 points. Not being forced to pass all the exams scheduled during
an academic year to enrol to a subsequent year of study along with uncapped completion
period also discourages graduation on time. Providing scholarships to not well-off students
regardless of their talent, even if enrolled beyond the minimum period may be factors (Gar-
ibaldi et al. 2012).

From the demand side, poor labour market prospects contribute particularly to the
length of time to degree by reducing the opportunity cost of education (Aina et al. 2011).

The relevance of this topic arises in consideration of the greater expenditure on educa-
tional investment, lower starting salary, later launch of their career trajectory and foregone
tax revenues for the State. Moreover, as noted by an increasing strand of recent literature,
delayed graduation and overeducation contribute to slow down the transition from school-
to-work, with dramatic consequences for young people (see Pastore 2019; and Pastore et al.
2020).

By following the identification strategy adopted by Groot and Oosterbeek (1994) (see
Sect. 2 for further details), this paper aims to contribute to the soaring literature on the
consequences of delayed graduation, by testing whether it can affect the risk of over-
education and the returns to education. In our empirical exercise, we look at the vertical
overeducation that is when a graduate worker does a job for which a university degree
is not required. Still in line with the specification of Groot and Oosterbeek (1994), we
test how the educational path of each graduate influences his/her labour market perfor-
mance, by looking at the total number of years spent in education or its decomposition
in legal years, repeated years accumulated up to high school diploma and delayed years
(see Table 1). We define the legal years of schooling as the number of years nominally
required to complete a certain degree; while the repeated years are the number of years
of schooling that an individual has spent in the same grade before enrolling to the sub-
sequent one; finally, the delayed years represent the number of additional years beyond
the legal duration that a person spent at university before achieving the degree. Besides
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Table 1 Human capital versus

. . H ital S ing hypothesi
screening model, expected sign urian capia creenung Hypothesis

in Groot and Oosterbeek (1994) model
Repeated years Sp >0 Sp <0
Skipped years Sg<0 Sg >0
Inefficient routing years $; >0 S, <0
Dropout years Spo >0 Spo <0

Table 2 Expected signs in PROBIT equations of the determinants of overeducation

Human capital model Screening hypothesis
Actual years @ =n.a. @ =n.a.
Legal years y <0 y <0
Repeated years 6<0 6>0
Delayed years 6<0 6>0
1-2 years of delay 02 <0 0'2>0
3 years or more of delay o3plus < o3rins 5

Coefficients are as presented in Egs. (1)—(4) in the main text

Table 3 Expected signs in

) . Human capital Screening hypothesis
earnings equations model
Actual years @ =na. @ =na.
Legal years Y >0 Y 20
Repeated years 8'>0 §'<0
Delayed years 0 >0 0 <0
Delayed graduation 0 >0 0 <0
Overeducation w<0 w<0

Coefficients are as presented in Egs. (7) to (9) in the main text

to the educational career, we then gradually add further control variables (i.e. gender,
formal human capital, parental education, labour market conditions and job tenure) to
the baseline specification to detect which mechanism mostly explains the role played
by each type of year of schooling considered. The effects of the quality of the year of
schooling on the selected outcome, either overeducation or earnings, are discussed
within two theoretical frameworks: a) HCM and b) screening hypothesis, by looking
at the expected sign of the variables of interest. In fact, delayed graduation reduces the
risk of overeducation within the human capital model, but increases it according to the
screening hypothesis (see Table 2). Accordingly, delayed graduation provides greater
(smaller) returns to education if the human capital framework (screening hypothesis)
holds (see Table 3). In short, within the HCM additional years of schooling, regardless
of the type, should be rated positively in the labour market as spending more time in
education individuals may have acquired more competences and skills. Instead, within
the screening framework repeated years and graduation with delay are signal of lower
skills, which penalise graduates (See Sect. 2 for additional details).
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Our empirical exercise is based on a sample of graduates drawn from the ISFOL-Plus
survey. Over the time span 2005-2008, we include in our estimates only the first record in
which a graduate is observed working as employee. The cross-section nature of the data is
a limitation as it reduces our chance to control for omitted heterogeneity in a fully satisfac-
tory way, giving to our study the characteristics of multivariate correlation. Nevertheless,
this is the only data source available in the country which provides detailed information
about overeducation, educational path followed (i.e. information on delayed graduation,
repeated years) along with a series of other indicators of the quality of education (e.g.
grades achieved at each step of the educational path) on a representative sample of the
country’s population.

To sum up, this paper extends and develops the setting laid down in Groot and Ooster-
beek (1994) in two main directions. Firstly, we include overeducation in the econometric
testing of the human capital versus the signalling model. Secondly, we compare our econo-
metric findings across a number of Probit and OLS specifications extended with a number
of control variables, which allow us controlling for several fixed effects at the individual,
regional and time level.

The rest of the paper is structured as follows. Section 2 motivates the research by show-
ing the links of delayed graduation and overeducation. Section 3 shortly reviews the rel-
evant literature, highlighting theoretical framework of the analysis and empirical testing.
Section 4 discusses our identification strategy. Section 5 presents the main findings of the
analysis. Some concluding remarks follow.

2 Motivation

The Italian education system, before the 2001 Bologna reform, which introduced a two-
tier structure of the university degree (i.e. 3 year course degree—Bachelor degree—plus
an optional 2 years course degree—Master degree), was characterised by a one tier sys-
tem, namely Laurea degree. Within the former scheme the average curricular number of
years varied between 4 and 6 depending on the field of study. Graduation was expected at
the age of 23-25 years, but in standard 4-year programs, students were observed to grad-
uate, on average, at 27.5 years. According to AlmaLaurea (2012), this tendency has not
changed after the 2001 reform since the average time required to achieve a Bachelor degree
is 4.5 years instead of 3 years.

Delayed graduation is a long-lasting feature in Italy. Figure 1 shows that the number
of enrolled students has been growing since the early 1970s up until the late-1990s, when
there was a lull. The trend restarted only after the 2001 reform. Therefore, also the number
of students enrolled beyond the legal duration has increased over time.

Even the Bologna reform, meant also as a remedy against delayed graduation, only
marginally increased the number of students graduating on time (Fig. 2). This result was
achieved mainly via the reduction in the length of first-degree courses and by giving the
opportunity to students enrolled under the old regime to switch to the new one and com-
plete their studies with fewer exams to pass. However, only a small number of students
completed their studies.

The reasons of the failure to improve the Italian university system lie in the fact that
this reform did not change its specific traits, namely lack of admission tests, no constraints
in enrolling in the subsequent academic years, in sitting exams and in setting a cap on the
length of the degree programmes.
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the year when “342” university reform has been introduced. Source Own elaboration of Istat and MIUR
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Fig.2 Trends of graduates within the minimum period and fuoricorso (2002-2010). Source Own elabora-
tion of MIUR data (2002-2010)
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Despite the importance of this phenomenon, except for some recent research (Monks
1997; Becker 2006; Aina et al. 2011; Francesconi et al. 2011; Bound et al. 2012; Gari-
baldi et al. 2012), contributions addressing the analysis of the causes and consequences of
delayed graduation are still not many, and, to the best of our knowledge, only one contribu-
tion (Ordine and Rose 2009) formally investigates the link with overeducation. The pur-
pose of this paper is then to contribute to filling this gap.

In this empirical exercise we ask: Does delayed graduation affect overeducation and
through which mechanisms? How does it influence earnings in turn? First, graduating with
a delay might increase the chances of overeducation; second, it might also affect earnings
either directly or through overeducation. We build on and develop the empirical framework
devised in Groot and Oosterbeek (1994) by adding overeducation and controlling for sev-
eral mechanisms. In their exercise they disentangle the effects of the quality of the years of
schooling by exploiting the HCM and the signalling framework to discriminate between
these models, Groot and Oosterbeek (1994) apply Mincerian earnings equations and divide
the actual years of schooling into effective, repeated, skipped, inefficient and dropout years.
Their expectations are summarised in Table 1. Repeated years should bear a wage gain or
no gain in the HCM if they lead to some deeper understanding of the subject studied. They
lead to a negative effect in the screening theory, since employers might perceive them as a
signal of low skills. The wage effect of skipped years is the opposite of repeated years. The
wage effect of inefficient years and dropout years is the same as repeated years. Inefficient
routing years are those that an individual spends in a program that he/she decides to leave
or to change at a later stage because it is not consistent with his/her aspirations. Dropout
years are those spent in education without gaining the expected final certificate.

They essentially find confirmation of the HCM and argue that a model including con-
trols only for the actual and effective years is statistically inferior to one where each com-
ponent is clearly specified. In addition, class skipping generates a wage penalty, class-
failing is wage neutral, and dropout years bear a wage premium. Within their theoretical
and empirical framework, the delay in one’ studies, and therefore at the university, can be
rationalised as being conceptually opposite to skipped years and similar to repeated years.
Repeated years will have a non-negative effect on earnings in the HCM and a negative one
in the screening model.

Finally, in the HCM, delayed years may (or may not) lead to a thorough understanding
of the intellectual content of the schooling program attended. If they do so, they might
increase the human capital and productivity (earnings) of students. According to the
screening hypothesis, instead, delayed years signal low skills (motivation and effort) to
prospective employers, hence, yielding a wage penalty.

In line with this identification strategy, we provide evidence for Italy, by decomposing
the educational career of graduates drawn from ISFOL-Plus data. In particular, we control
for the total years spent in education and their components: legal years,' repeated years
up to high school and years spent at university beyond the minimum period. Despite the
wealth of information of our database, we can neither define “inefficient years”, i.e. years
spent to find the best field of study, nor “dropout years”, i.e. years spent at school/univer-
sity before dropping out.?

! For the sake of clarity, we rename effective years as legal years.
2 Even if available, this information cannot be used as our analysis focuses on graduates.

@ Springer



Delayed Graduation and Overeducation in Italy: A Test of the... 539

In addition, to further analysing the consequences of delayed graduation once in the
labour market, besides the returns to graduation, we investigate the relationship between
delayed graduation and overeducation, since both may entail poor labour market outcomes,
especially we test whether the two phenomena correlate with each other and generate a
cumulative effect on wages.

All in all, our modelling strategy consists, firstly, of testing the extent to which delayed
graduation is positively correlated to overeducation and, secondly, whether the wage pen-
alty associated to each of these two characteristics are related. By decomposing the school-
ing years obtained by each graduate in our sample, we have then the opportunity to test the
human capital theory against the screening hypothesis, hence investigating whether school-
ing enhances or uncovers individual’s productivity.

3 The State of the Art
3.1 Causes and Consequences of Delayed Graduation

Delayed graduation has recently attracted much attention (see, among others, Garibaldi
et al. 2012; Gary-Bobo et al. 2016; and Witteveen and Attewell 2019 and, for a detailed
survey of the literature, Aina et al. 2019).

Altonji (1993) proposed a revised version of the classical HCM to take into account the
sequential (rather than simultaneous) nature of the decision to invest in education and sug-
gests that delayed graduation is the consequence of the interaction of demand side, supply
side and institutional constraints. The country’s specialisation in traditional manufacturing
explains the low demand for higher education, the ensuing low ex post returns to higher
education and the tendency of young people to reduce their effort to attain a degree in the
shortest possible time. This behaviour is called “parking lot hypothesis”. Moreover, the
low expected net returns to tertiary education crucially depend on the high costs of tertiary
education itself, not so much university fees, but also high dropout rate, which reduces ex
ante returns.

Sasha Becker (2006) sees delayed graduation within the context of a job-search theo-
retical model where time-to-educate matters. In this model, unemployment rates affect the
choice whether continuing to study or start looking for a job: when unemployment rates are
high, job search is generally less intense. However, if the unemployment rate reduces and
enrolled students find a job, then they dropout of university.

In principle, it is hard to say whether the delay is increasing the human capital of uni-
versity students, or not. On the one hand, delayed graduates made some progress to pass
the exams they initially failed. On the other hand, it is questionable whether this process
is increasing their human capital and labour market opportunities after graduation. It is
hence a matter of empirical analysis to ascertain which of these two alternative outcomes
prevails.

Moreover, in line with the screening hypothesis, delayed graduation might hint unob-
served characteristics with a negative productivity value. Monks (1997) finds a negative
correlation between age at graduation and entry-level wages, also controlling for work
experience, job tenure, hours of work, ability measures and individual fixed effects. Tani-
guchi (2005), still for the US, estimates that the penalisation for late graduation already
begins from 25 years and above. Contributions for Sweden, instead, analyse the issue of
late graduation by focusing on the effect of gap years between high school and university,
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as it has become common to enrol at university not immediately after high school diploma.’
Holmlund et al. (2008) find that gap years have a significant and negative effect on earn-
ings at ages 30 and 40, which is persistent over the work career. Similarly, for the UK,
Egerton (2001) finds that, for students graduating after age of 25, 15 years are required to
fully catch up.

For the Italian context, without controlling for the field of study, Aina et al. (2019)
examine the association between age at tertiary graduation and labour outcomes during
the first phase of graduates’ working careers in Italy. Findings suggest that older age at
graduation slightly reduces the probability of being employed in the private sector but does
not penalise weekly wages, annual earnings, or employment/unemployment spells either in
the first working year, or in the following ones. Aina and Casalone (2020), still for Italian
graduates, find that once employed they are penalised in their net monthly earnings, even
after 5 years of graduation.

3.2 Overeducation

Education-job mismatch has been widely analysed as it has effect in a number of labour
market outcomes. Several studies contributed to identify the most relevant determi-
nants that promote overeducation. In particular, the probability of being overeducated is
explained looking at ability and institution quality measures (Robst 1995); heterogeneity
of skills endowment (Chevalier 2003), workers’ geographical mobility (Biichel and van
Ham 2003; Jauhiainen 2011; Devillanova 2013; Croce and Ghignoni 2015). About labour
market consequences, instead, significance evidence reported that overeducation is associ-
ated with labour turnover (Hersch 1991; Tsang et al. 1991), and job satisfaction (Tsang
and Levin 1985; Battu et al. 2000; Di Pietro and Urwin 2006). Nevertheless, the major
line of research has analysed the effects on wages. A well-established result is that grad-
uates employed in non-graduate jobs earn less than those who are correctly matched in
the labour market, but more than individuals working in an equivalent job with the level
of education actually required (Duncan and Hoffman 1981; Hartog and Oosterbeek 1988;
Dolton and Vignoles 2000; Hartog 2000; Rubb 2003).

Although the share of Italian graduates is low in the EU countries, evidence suggests
that the proportion of overeducated workers with a university degree is significant (OECD
2016),* indeed because firms have strong incentives to hire university graduates rather than
high school graduates (Schivardi and Torrini 2010).

In line with this evidence, using the ISFOL-Plus data, Mandrone et al. (2017) estimated
that in 2014 the share of undereducated was only 5.7%, whereas that of vertical overedu-
cated amounted to 18%. In general, wage penalty of overeducation is found to be lower in
Italy than elsewhere. Caroleo and Pastore (2018) focus their analysis on jobs held 5 years
after graduation among Almalaurea pre-reform graduates. They estimate a conditional
wage penalty of about 12.2% of the median wage for overeducation and of about 6.9% for
overskilling. Controlling for sample selection bias, the authors find that the wage penalty
associated to overeducation/overskilling goes up to 13.6 and 7.6 percent, respectively. They

3 About 25% of individuals enrol at university between two to four years after high school diploma, while
about 40% more than five years later (OECD, 2015).

4 The average percentage of graduates in the age group 25-34 is 44.5% in the OECD countries and 26.8%
in Italy, whereas the portion of overeducated is 16.8% and 18.2% in the OECD countries and Italy, respec-
tively.
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take this finding as supporting the human capital, the job competition and the job assign-
ment models versus the search theoretical model, suggesting that the non-employed would
be more likely overeducated/overskilled if they found a job. Finally, Ordine and Rose
(2009) report that the completion of the degree on time is completely irrelevant in deter-
mining overeducation in the South of Italy while it appears to be strongly significant in the
Northern area, arguing that this may reflect signalling mechanisms working differently in
geographical sub-markets.

4 Empirical Strategy

We investigate, on the one hand, whether the total number of years of schooling attended
is a relevant factor in explaining the risk of experiencing overeducation and of receiving a
wage penalty; or, on the other hand, whether other specific individual characteristics count
more.’ In attempting to understand the role of specific aspects of the educational career, we
divide the total number of years spent in education between legal duration of the degree
chosen, repeated years and delayed years (i.e. years spent at university beyond the legal
duration). We aim to verify whether, in line with the human capital theory, staying longer
in education is rated positively in the labour market, which would prove that individu-
als have acquired more competences and skills and, hence, increased their productivity,
regardless the quality of the years of schooling. On the contrary, if delayed years are penal-
ised in the labour market, suggesting that firms consider this trait as a signal of lower skills,
then the screening framework holds. In analytical terms, the following probit models have
been estimated to study the determinants of the probability of overeducation:

Pr(0 =1|X) = (oS, + X'B) )

Pr(0 =11X) = ®(yS, + X'p) )

Pr(0 =1|X) = ®(yS, + 8Sg + S, + X1p) 3)

PrO = 1|X) = q><ysL + 655+ 0,552 + 0,87 4 x’ﬁ) @)

where O is a binary variable with outcome 1 in case of overeducation and O otherwise; X is
a common vector of regressors including the constant term and O is a vector of parameters;
Pr denotes probability and O is the cumulative distribution function of the standard normal
distribution. We consider a number of components of the schooling variable: actual years
of schooling (S,), to mean the algebraic sum of all the type of years spent in education:

Sy=8S,+Sx+Sp (5)

where S; represents the legal duration of the educational career taken, namely the official
curricular number of years that are necessary to achieve a university degree in the field of
study chosen. S represents the number of years that an individual has repeated during his/

5 See Data Section in the online Appendix for further details.
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her pre-university educational path. S;, represents the number of years of delay added dur-
ing the undergraduate degree beyond the legal duration prescribed. In the fourth specifica-
tion, Sj, is collapsed in two components:

Sp =S5 +50 6)

where SLI)‘2 represents a delay of up to 2 years and Slz')ph” represents a delay of 3 years or
more. Considering that no cap is set to the overall number of years necessary to attain a
degree, it is quite frequent to complete with some delay. This last specification can help to
capture whether employers penalise only students with longer delay.

The expected signs associated to our coefficients of interest are summarised in
Table 2. Legal years are expected to reduce the probability of overeducation in both the-
oretical contexts. In particular, in the HCM it happens because of the greater productiv-
ity acquired with more years of schooling, whereas according to the screening hypoth-
esis, more years are preferred by prospective employers as a signal of superior skills.

Repeated years are expected to reduce the probability of overeducation according to
the human capital model, since they increase individual’s productivity. According to
the screening hypothesis, instead, they should increase the probability of overeducation,
since they signal lower skill endowment.

Finally, delayed years at graduation increase the probability of overeducation accord-
ing to the screening hypothesis and reduce it according to the HCM. In the latter frame-
work, delayed graduation means the possibility of students to be exposed to educational
course programmes and other university activities for a longer period of time; while,
according to the screening hypothesis delayed graduation signals to potential employers
lower skills.

We compute the average marginal effects of each component of schooling years on the
probability of overeducation without additional controls (column 1 of Table 4) and then
adding variables observed at the time of graduation: gender (column 2); formal human cap-
ital (i.e. final score obtained in each educational grade, field of study grouped and whether
a graduate attained a short degree course programme) (column 3); parental education (col-
umn 4); labour market conditions (column 5); and all the aforementioned variables together
(column 6). Adding covariates to the baseline estimation will help us underlining which is
the main mechanism that contributes to explain the role played by each component of the
educational career on overeducation.

The chore specification of step two of the analysis is a standard Mincerian earnings
equation, estimated by OLS and augmented of several terms to catch the effect of the over-
all years of schooling spent in education and of its decomposition along with the dummy
variable of being overeducated:

Lnw=a+¢'S, +0'0+X'p @)
Lnw=a+y'S, +0'0+X'p (8)
Lnw=a+y'S, +8Sp+0'S, +0' O+ X'p )

where the dependent variable (Lnw) represents the natural logarithm of monthly wages
net of taxes. The independent variables include different components of the actual years of
schooling (S,) as reported in Eq. (5). In each specification, we also include a dummy vari-
able for overeducation (O).
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Similarly to the specifications of being overeducated, we estimate returns to education
adding to the baseline specification (column 1 of Table 5) the following covariates: gender
(column 2); formal human capital variables (i.e. final score obtained in each educational
grade, field of study grouped and whether a graduate attained a short degree course pro-
gramme) (column 3); parental education (column 4); labour market conditions (column 5);
actual work experience6 (column 6) and all the variables together (column 7).

Table 3 provides the expected signs of the coefficients of interest in the earnings Eq. (9)
as based on the HCM and the signalling framework. The sign of the coefficient for actual
years of schooling is hard to predict a priori, as it is the algebraic sum of coefficients of
individual components. The legal years should bear a positive sign in earnings equations
according to both the theoretical frameworks considered as, on the one hand, increasing the
curricular number of years of education due to move from a three to a 6-year programme
is likely to increase the human capital (and productivity) of individuals. On the other hand,
additional years of education signal higher skills to prospective employers. Like in Groot
and Oosterbeek (1994), repeated years bear a non-negative effect on earnings according to
the human capital model, since they enable better understanding of the content of programs
attended, but a wage penalty in the screening model, by signalling a lower skill level in
individuals. In this framework, delayed years are similar to repeated years. Finally, based
on a large empirical literature, overeducation is expected to determine a wage penalty in
both theoretical frameworks, although for different reasons. In the HCM, the wage penalty
depends on the fact that regardless of the schooling level achieved, overeducated individu-
als are still missing some important components of human capital, such as work-related
competences, which make them less easily employed in jobs that are in line with their edu-
cational path (Leuven and Oosterbeek 2011; Cappelli 2015). In the screening model, verti-
cal overeducation is a signal of low skill on graduate’s side.

5 Results
5.1 Determinants of Overeducation

Panel A of Table 4 provides the average marginal effects with reference to Eq. (1). When
looking at the probability of overeducation, the average marginal effect of the total num-
ber of years spent in education (i.e. actual years of education) is zero. This result is also
confirmed when we add to this baseline specification the control variables, namely gender,
formal human capital, parental education, and labour market characteristics. This evidence
suggests that firms are more interested in the quality of education rather than in the years
of schooling.

Panel B of Table 4 shows the estimation results of Eq. (2), in which we test the effect of
the legal duration of studies without controls (column 1) and, then, gradually adding our
explanatory variables (following columns). In column 1, the coefficient is negative and sta-
tistically significant. The probability of overeducation decreases by 7 percentage points for
each additional year of university achieved. This result is not unexpected as a higher num-
ber of legal years is associated to a specific degree programme and field of study, hence

® In this estimate we also take into account job tenure.
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it is likely that this variable is catching the specific return of the choice made. Gender,
parental education and labour market conditions (i.e. proxied by the timing of graduation
and region of residence) do not affect the risk of overeducation once the legal duration is
accounted. Conversely, formal human capital (Panel B- column 3) explains about 47% of
the effect of the legal years of schooling with regard to Panel B—column 1.

Disentangling the components of the schooling years in legal duration, repeated years
and delayed years (see Panel C in Table 4), the unconditional average marginal effect of the
legal duration is negative and statistically significant, reducing the risk of overeducation
by about 7.6% as one would expect based on the human capital and the screening models
(see Table 2), while each year of delay increases this probability by 1.8% as the screening
hypothesis would predict. This is in line with the finding of Ordine and Rose (2009) that
graduation on time reduces the probability to experience overeducation. We find no statis-
tically significant effect for repeated years, suggesting that in the case of people holding
a university degree, employers tend to merely look at the last degree attained, not at the
entire educational performance. Again, controlling for gender (Panel C—column2), paren-
tal background (Panel C—column 4) and labour market characteristics (Panel C—column
6) is irrelevant in explaining overeducation, whereas formal human capital (Panel C—col-
umn 3) affects the risk of overeducation. Overall, the formal human capital lessens the
effect of legal duration and of delayed graduation by about 50%. In particular, a degree
in a Scientific field decreases the risk of overeducation by about 11%. In other words, the
risk of overeducation depends more on the field of study rather than the level of abilities as
measured by the final mark at each educational grade. Once controlling for all the explana-
tory variables together, the average marginal effect of legal duration is equal to 3.5%,
instead the years of delay are not statistically significant. Considering that we analyse a
sample of graduates in a large cohort bracket, this latter result reveals that over time the
stigma associated to delayed graduation is mediated by all the covariates together. In other
words, the heterogeneity of the individuals who experience the delay might explain the
probability to be overeducated beyond the delay itself. In turn, it suggests that the measures
of the quality of human capital and other observed characteristics available in our data are
important predictors of delayed graduation and therefore explain the penalty associated to
delayed years, which, in fact, disappears.’

Finally, in the last specification (see Panel D in Table 4), we control for the number of
years of delay by using two dummies—one up to 2 years and another one with three or
more years, since existing research suggests that the effect of delayed graduation on labour
market outcomes is not linear (see Aina et al. 2011). Panel D—column 1 confirms this,
as for delays greater than 2 years the exposure to overeducation increases of about 14%,
whereas there is no statistically significant effect for a delay of up to 2 years. This effect
is not affected by controlling for gender and parental background, but by labour market
conditions and formal human capital. Especially, once formal human capital is controlled
for (Panel D—column 3), the average marginal effects of legal duration and delayed gradu-
ation above 2 years reduce by 50% and 22%, respectively. Finally, when we include in this
specification all the controls, the average marginal effect of legal duration on the prob-
ability of overeducation is still negative but now equals to 3.5% for each additional year of
schooling, whereas the negative effect of the delay again disappears.

7 Previous studies (e.g. Kleibrink, 2016) have found the same result for the wage penalty associated to
overeducation, which disappears when controlling for measures of the skills of individuals in the sample..
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To sum up, the probability of overeducation is lower for graduates in degree pro-
grammes that have a longer legal duration (i.e. graduates under the old regime or in the
master’s degrees under the new regime) and a small number of delayed years. The esti-
mated results confirm the importance of decomposing the total years of schooling spent
in education. Looking at separate probit estimates by set of covariates, the most important
mechanism is the formal human capital, especially in terms of the field of study chosen
rather than the final grade, while gender and parental background are insignificant. This is
an important result as it denotes that employers pay considerable attention to graduates in
Science, Technology, Engineering and Mathematics (STEM) (e.g. Ordine and Rose 2009;
Franzini and Raitano 2012). Overall, estimates on effective and repeated years seem to
confirm expectations based on the human capital model; instead, the evidence on delayed
years, although not always statistically significant, is in line with the screening hypothesis.

5.2 Determinants of Earnings

Following the specification of (7) (see Panel A in Table 5), the total number of years spent
in education is not informative, whatever the set of controls added. While the effect of over-
education—a wage penalty of about 16% (Panel A—column 1)—is in line with the existing
evidence. Once controlling for gender, the wage penalty associated to overeducation reduces
of about 3%, while the female dummy shows a penalty of about 29 percentage points. Paren-
tal background does not affect earnings, while the wage penalty associated to overeducation
is mitigated once controlling for formal human capital, regional conditions and job tenure,
decreasing of about 23%, 36% and 40%, respectively. Once all the covariates are jointly con-
sidered, the overeducation disadvantage goes down to 6.3 percentage points. Again, over-
education is a consequence of a number of specific characteristics of the overeducated.
Looking at the estimates in which we replace the actual years with the legal duration
of the study (Panel B in Table 5), we notice that without additional controls the penalty
for overeducation is equal to 14.60 percentage points (Panel B—column 1); adding as
controls gender and parental background their effects are negligible (Panel B—col-
umns 2 and 4). Controlling for field of study and final scores at each grade reduces the
penalty by 13 percentage points (Panel B—column 3), while regional characteristics
and actual work experience reduce this risk of about 41 percentage points (Panel B—
column 5) and 45 percentage points (Panel B—column 6), respectively. These mecha-
nisms are significant in explaining the returns, and the risk of overeducation is lower
when an individual graduate in the Scientific fields and enters the labour market dur-
ing a period with favourable economic conditions. While the premium associated to
each additional year of formal education is equal to about 7 percentage points, which
confirms that a larger human capital endowment increases the returns to the labour
market. Once we add information on parental education (Panel B—column 4), regional
characteristics (Panel B—column 5) and actual work experience (Panel B—column 6),
these mechanisms seem not to affect the premium associated to each year of educa-
tion acquired, whereas controlling for gender and formal human capital reduce this
effect. In particular, Panel B—column 2 denotes that the dummy for females reduces
of about 47 percentage points the premium for each year of schooling, suggesting that
the female dummy captures their average poor labour market opportunities and their
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tendency of not choosing STEM fields.® The positive effect associated to each addi-
tional year of schooling vanishes once formal human capital is controlled for (Panel
B——column 3). Finally, including all the covariates (Panel B—column 7), overeduca-
tion decreases (i.e. 6.1 percentage points) while legal duration becomes statistically
insignificant.

Estimates of Eq. (9) (see Panel C in Table 5), which provides a decomposition of
the years of schooling, suggest that overeducation reduces wages of about 14 percent-
age points and each year of delay of about 2 percentage points, in line with the screen-
ing hypothesis. Legal years of education correlate with a premium of about 7.4 per-
centage points per year, while repeated years up to high school diploma confirm the
expectation within the human capital framework, that is remedial years have a positive
effect on wages, increasing them of about 6 percentage points per year. However, once
we control for all covariates this effect disappears. Similarly, the penalty associated to
overeducation is not affected by gender (Panel C—column 2) and parental education
(Panel C -column 4). Controlling for formal human capital (Panel C—column 3), labour
market characteristics (Panel C—column 5) and actual work experience (Panel C—col-
umn 6), instead, reduces its effect of about 14%, 41% and 45%, respectively. It means
that the wage penalty of being overeducated is attenuated by the quality of schooling
years, better economic conditions as well as the acquisition of job related competences.
With regard to legal duration, we notice that each additional year of education is associ-
ated with higher wages of about 7.4 percentage points, and this effect is not affected by
neither parental background (Panel C—column 4) nor actual work experiences (Panel
C—column 6). Gender, instead, reduces this effect of about 46% (Panel C—column 2),
while labour market characteristics entail an additional premium of 10% (Panel C—
column 5). Conversely, once controlling for the formal human capital, this premium
vanishes, suggesting that the field of study is the most relevant mechanism at play in
explaining returns to education. Regarding the years of delay, in the baseline estimate,
the coefficient suggests a wage penalty of 2 percentage points for each year of delay. The
effect becomes slightly larger when we control for gender, formal human capital, and
parental background (i.e. 10%, 16% and 5%, respectively). The wage penalty decreases
when labour market conditions are accounted (Panel C—column 5), but disappears once
tenure (Panel C—column 6) is considered. Panel C—Column 7 confirms for delayed
years, once all covariates are considered, a wage penalty of 1.6 percentage points.

To sum up, Mincerian equation estimates suggest that it is important to disentangle
the characteristics of the total years of schooling. According to the existing literature,
a graduate with a job not in line with the university degree achieved and with gradua-
tion not on time faces a wage penalty, while the effect is attenuated if the legal length of
the degree chosen is longer. However, controlling for several mechanisms, the penalty
associated to these specific individual traits is lower if the field of study chosen is in
STEM subjects or the labour market conditions at the time of graduation were favour-
able. The negative sign associated to delayed graduation confirms the screening hypoth-
esis framework.

Due to the characteristics of our dataset, a repeated cross-section with a relatively
small number of relevant observations (graduates) and the nature of some of our core

8 According to OECD statistics (2016), women are still under-represented in STEM fields and over-rep-
resented in certain fields such as education and health. On average, in 2014, there were three times more
men than women who graduated with a degree in engineering; and four times more women than men who
graduated with a degree in the field of education.
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Table 6 Heckman’s estimates .

. Variable
on overeducation and returns
to education. Source: own

Average marginal effect of the
probability of being overedu-

elaboration with ISFOL-Plus cated
data Probit Heckprobit
Legal years —0.035%%* —0.029
(0.021) (0.022)
Repeated years —0.032 —0.037
(0.027) (0.024)
Delayed years 0.009 0.004
(0.008) (0.008)
Wald test of Independent equations 0.39

Earnings estimates

OLS Heckit

Overeducation —0.058%* —-0.071%*

(0.035) (0.036)
Legal years 0.019 0.010

(0.023) (0.023)
Repeated years 0.017 0.035

(0.029) (0.034)
Delayed years —0.016%* —0.006

(0.008) (0.010)
Wald test of Independent equations 2.84%
N. of observations 1026 1430

The probit estimate reproduces Table 4, Panel C, Column 6, while the
OLS reproduces Table 5, Panel C, Column 7. The estimates include
the same set of explanatory variables as in the Tables 4 and 5, except
for the selection equation which includes also the instrumental vari-
ables. These variables have been omitted from the table for shortness’
sake. The Heckit includes dummies for the year of graduation cover-
ing 4 years, instead of 3, to allow convergence of the ML estimate

*Significant at 10%; **significant at 5%; *** significant at 1%. Stand-
ard errors are reported in parenthesis

variables (i.e. educational career is a time-invariant variable), to control for possible
omitted heterogeneity of the non-employed, we implement the Heckman selection
model, namely the Heckprobit for the overeducation estimates and the Heckit model for
the earnings equation (see Heckman 1976, 1979). Omitted estimates confirm that our
analysis is robust to the hypothesis of omitted heterogeneity of the graduates who are
employed (see Table 6).

6 Concluding Remarks
This paper builds on the statistical test devised in Groot and Oosterbeek (1994) to discrimi-

nate between human capital and signalling model by looking at the effect of different indi-
cators of human capital on earnings, by adding analysis of the effect of delayed graduation
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both on earnings and on the risk of overeducation, which are aspects not considered in their
contribution.

We use slightly different measures of the quality of human capital from Groot and Oost-
erbeek (1994), namely actual, legal and repeated years, since we focus on graduates. We
assume that attendance of more years of schooling, regardless of their quality, increases
human capital if the effect of more years (actual, legal, repeated and delayed) is reduc-
ing the risk of overeducation and increasing wages; vice versa, the screening hypothesis
is confirmed if shorter degrees, and larger repeated and delayed years increase the risk of
overeducation and lower wages. The analysis is carried out using the ISFOL-Plus data,
specifically a pool of graduates observed for the first time as employees in three separate
samples (2005, 2006 and 2008). In our estimates, we find support for the HCM for legal
and repeated years, but in favour of the screening hypothesis in case of delayed years. The
latter are perceived by prospective employers as a sign of lower skills.

We also consider the possibility that some underlying individual characteristics and/or
local labour market conditions where graduates were searching for a job may partly explain
both the effects on overeducation and on wages due to endogeneity bias. We resort to use
different fixed effects to catch the role of gender, formal human capital, parental back-
ground, and local labour market conditions at the time of graduation in increasing the risk
of overeducation. When controlling for all these mechanisms together, the coefficient of
legal years is still statistically significant, while the coefficient of delayed years is not any-
more, suggesting that delay might be a proxy conveying a number of information regarding
the specific characteristics of individuals and the market where graduates search for a job.
Nevertheless, the dummy for a long delay is still statistically significant.

Mincerian earnings equations suggest that, with reference to legal years, the most
important mechanism is formal human capital, while the wage gap associated to overedu-
cation is lower if a graduate enters the labour market in favourable economic conditions.
With reference to delayed graduation, the penalty is not statistically significant once job
tenure is taken into account. In the full specification, penalisation for each year of delay,
and overeducation persists.

Overall, our analysis prefigures new tests for the human capital versus screening hypoth-
esis in the case of delayed graduation. Delayed graduation is a consequence of individual,
institutional and labour market characteristics, except for the case when the delay is very
long, in which case, it is actually contributing to increase the chance of overeducation and
reducing wages, therefore signalling a low skill level, which is not caught by other observ-
able and unobservable sources of heterogeneity.

Future research should deepen the consequences of delayed graduation on several
labour market outcomes, including overeducation. The model by Ordine and Rose (2009)
is an important reference in this direction, while availability of new longitudinal data banks
with the same wealth of information as the ISFOL Plus data bank, but with more observa-
tions, should allow further developing treatment of endogeneity issues.

Acknowledgements Open access funding provided by Universita degli Studi della Campania Luigi Vanvi-
telli within the CRUI-CARE Agreement.

Open Access This article is licensed under a Creative Commons Attribution 4.0 International License,
which permits use, sharing, adaptation, distribution and reproduction in any medium or format, as long
as you give appropriate credit to the original author(s) and the source, provide a link to the Creative Com-
mons licence, and indicate if changes were made. The images or other third party material in this article
are included in the article’s Creative Commons licence, unless indicated otherwise in a credit line to the
material. If material is not included in the article’s Creative Commons licence and your intended use is not

@ Springer



552 C. Aina, F. Pastore

permitted by statutory regulation or exceeds the permitted use, you will need to obtain permission directly
from the copyright holder. To view a copy of this licence, visit http://creativecommons.org/licenses/by/4.0/.

References

Aina, C., Baici, E., & Casalone, G. (2011). Time to Degree: Students’ abilities, university characteristics or
something else? Evidence from Italy. Education Economics, 19(3), 311-325.

Aina, C., Baici, E., Casalone, G., & Pastore F. (2019a). Delayed graduation and university dropout: A
review of theoretical approaches, IZA discussion paper, n. 12601.

Aina, C., & Casalone, G. (2020). Early labor market outcomes of university graduates: Does time to degree
matter? Socio-Economic Planning Sciences, 71, 1-17.

Aina, C., Casalone, G., & Raitano, M. (2019b). Age at graduation and its reflections in early career pros-
pects. Studies in Higher Education, 1, 1121-1132.

AlmalLaurea, C. L. (2012). Profilo dei laureati italiani. Valutazione dei percorsi formativi nell universita a
dieci anni dalla Dichiarazione di Bologna. Bologna: 11 Mulino.

Altonji, J. G. (1993). The demand for and return to education when education outcomes are uncertain. Jour-
nal of Labor Economics, 11(1), 48-83.

Battu, H., Belfield, C., & Sloane, P. (2000). How well can we measure graduate overeducation and its
effects? National Institute Economic Review, 171, 82-93.

Becker, S. (2006). Introducing time-to-educate in a job-search model. Bulletin of Economic Research, 58(1),
61-72.

Bound, J., Lovenheim, M. F., & Turner, S. (2010). Increasing time to baccalaureate degree in the United
States. Education Finance and Policy, 7(4), 375-424.

Bowen, W. G., Chingos, M. M., & McPherson, M. S. (2009). Crossing the finish line: Completing College
at America’s Public Universities. Princeton: Princeton University Press.

Brodaty, T., Gary-Bobo, R. J., & Prieto, A. (2008). Does speed signal ability? The impact of grade repeti-
tions on employment and wages. DP6832, Center for Economic Policy Research (CEPR).

Brunello, G., & Winter-Ebmer, R. (2003). Why do students expect to stay longer in college? Evidence from
Europe. Economic Letters, 80(2), 247-253.

Biichel, F., & Van Ham, M. (2003). Overeducation, regional labour markets and spatial flexibility. Journal
of Urban Economics, 53(3), 482.

Cappelli, P. H. (2015). Skill gaps, skill shortages, and skill mismatches: Evidence and arguments for the
United States. ILR Review, 68, 251-290.

Caroleo, F. E., & Pastore, F. (2018). Overeducation at a Glance. Determinants and Wage Effects of the Edu-
cational Mismatch Based on AlmaLaurea Data. Social Indicators Research, 137, 999-1032.

Carrieri, V., D’Amato, M., & Zotti, R. (2015). On the causal effects of selective admission policies on stu-
dents’ performances: Evidence from a quasi-experiment in a large Italian university. Oxford Economic
Papers, 67(4), 1034—-1056.

Chevalier, A. (2003). Meausuring over-education. Economica, 70(279), 509-531.

Croce, G., & Ghignoni, E. (2015). Educational mismatch and spatial flexibility in Italian labour markets.
Education Economics, 1, 25-46.

Devillanova, C. (2013). Over-education and spatial flexibility: New evidene from Italian survey data. Papers
in Regional Science, 92(3), 445-464.

Di Pietro, G., & Urwin, P. (2006). Education and skills mismatch in the Italian graduate labour market.
Applied Economics, 38(1), 79-94.

Duncan, G. J., & Hoffman, S. D. (1981). The incidence and wage effects of overeducation. Economics of
Education Reviews, 1(1), 75-86.

Egerton, M. (2001). Mature Graduates I: Occupational attainment and the effects of labour market duration.
Oxford Review of Education, 27, 135-150.

Francesconi, M., Aina, C., & Cappellari, L. (2011). Student Performance may not Improve when Universi-
ties are Choosier. Evaluation and Research in Education, 24(4), 231-242.

Franzini, M., & Raitano, M. (2012). Few and underutilized? Overeducation of Italian graduates. In E. Man-
drone (Ed.), Labour Economics: PLUS empirical studies. Ediguida: ISFOL, Temi e Ricerche 3. Cava
de Tirreni.

Garibaldi, P., Giavazzi, F., Ichino, A., & Rettore, E. (2012). College cost and time to complete a degree:
Evidence from tuition discontinuities. The Review of Economics and Statistics, 94(3), 699-711.

Gary-Bobo, R. J., Goussé, M., & Robin, J.-M. (2016). Grade retention and unobserved heterogeneity. Quan-
titative Economics, 7(3), 781-820.

@ Springer


http://creativecommons.org/licenses/by/4.0/

Delayed Graduation and Overeducation in Italy: A Test of the... 553

Groot, W., & Oosterbeek, H. (1994). Earnings effects of different components of schooling; human capital
versus screening. The Review of Economics and Statistics, 76(2), 317-321.

Hikkinen, I., & Uusitalo, R. (2003). The effect of a student aid reform on graduation: A duration analysis.
Working Paper Series 2003:8, Uppsala University, Department of Economics.

Hartog, J. (2000). Over-education and earnings: Where are we, where should we go? Economics of Educa-
tion Review, 19(2), 131-147.

Hartog, J., & Oosterbeek, H. (1988). Education, allocation and earnings in the Netherlands: Overschooling?
Economics of Education Review, 7, 185-194.

Heckman, J. (1976). The common structure of statistical models of truncation, sample selection and limited
dependent variables and a simple estimator for such models. Annals of Economic and Social Measure-
ment, 5, 475-492.

Heckman, J. (1979). Sample selection bias as a specification error. Econometrica, 47(1), 153—-161.

Hersch, J. (1991). Education match and job match. Review of Economics and Statistics, 73, 104-144.

Holmlund, B., Liu, Q., & Skans, O. N. (2008). Mind the gap? Estimating the effects of postponing higher
education. Oxford Economic Papers, 60, 683-710.

Jauhiainen, S. (2011). Overeducation in the Finnish regional labour markets. Papers in Regional Science,
90(3), 578-588.

Kleibrink, J. (2016). Inept or badly matched? Effects of educational mismatch in the labor market. Labour,
30(1), 88-108.

Leuven, E., & Oosterbeek, H. (2011). Overeducation and mismatch in the labour market. In E. A. Hanushek,
S. Machin, & L. Woessmann (Eds.), Handbook of the economics of education (Vol. 4, pp. 283-326).
London: Elsevier.

Mandrone, E., Pastore, F., & Radicchia, D. (2017). Educational mismatch: New empirical evidence based
on the ISFOL plus data. Typescript: ISFOL and University of Campania Luigi Vanvitelli.

Monks, J. (1997). The impact of college timing on earnings. Economics of Education Review, 16(4),
419-423.

OECD (various years). Education at a Glance 2010: OECD Indicators. Paris: OECD Publishing.

Ordine, P., & Rose, G. (2009). Overeducation and instructional quality: A theoretical model and some facts.
Journal of Human Capital, 3(1), 73-105.

Pastore, F. (2019). Why so slow? The school-to-work transition in Italy. Studies in Higher Education, 44(8),
1358-1371.

Pastore, F., Quintano, C., & Rocca, A. (2020). Stick at a crossroads? The duration of the Italian school-to-
work transition. International Journal of Manpower (fothcoming).

Robst, J. (1995). College quality and overeducation. Economics of Education Review, 14, 221-228.

Rubb, S. (2003). Overeducation in the labour market: A comment and re-analysis of a meta-analysis. Eco-
nomics of Education Review, 22, 621-629.

Schivardi, F., & Torrini, R. (2010). Structural change and human capital in the Italian productive system.
Giornale degli Economisti e Annali di Economia, 69(3), 119-167.

Taniguchi, H. (2005). The influence of age at degree completion on college wage premiums. Research in
Higher Education, 46, 861-881.

Tsang, M., & Levin, H. (1985). The Economics of Overeducation. Economics of Education Review, 4,
93-104.

Tsang, M., Rumberger, R., & Levin, H. (1991). The impact of surplus schooling on worker productivity.
Industrial Relations, 30(2), 209-228.

Van Ours, J. C., & Ridder, G. (2003). Fast track or failure: A study of the graduation and dropout rates of
PhD students in economics. Economic of Education Review, 22(2), 157-166.

Witteveen, D., & Attewell, P. (2019). Delayed time-to-degree and post-college earnings. Research in Higher
Education (Forthcoming).

Publisher’s Note Springer Nature remains neutral with regard to jurisdictional claims in published maps and
institutional affiliations.

@ Springer



	Delayed Graduation and Overeducation in Italy: A Test of the Human Capital Model Versus the Screening Hypothesis
	Abstract
	1 Introduction
	2 Motivation
	3 The State of the Art
	3.1 Causes and Consequences of Delayed Graduation
	3.2 Overeducation

	4 Empirical Strategy
	5 Results
	5.1 Determinants of Overeducation
	5.2 Determinants of Earnings

	6 Concluding Remarks
	Acknowledgements 
	References




