~Discussion Paper ilo. 3314 September 1589

TERT1ARY EDUCATION IN THE PRILIPPINES:

© Individual Rationality and Social Myopia

NOTE:

LRI

by

Cayetano ydem:ga, Jr.

UPSE Discussion Papers are preliminary versions
circulated privately to elicit critical comment,
They are protected by the Copyright Law (PD No. 49)
and not for quotation or reprinting without prior
approval.



ABSTRACT

This paper anaiyzéﬂ the ohenomena of large volumes of
callege enrolment, educated unemployment and "job mismatch”. It
reviews the structure of tertiary education in the Philippines,
the investment behavior in schooling by individual households and
the labor market in the Philippines. It concludes that the high
rates of gducated unemployment and job mismatch resulis from the
cxpected response of household investment behaviour to the
dualistiec structure of the labor markeé. The solution te the
problems, therefore, are to be found in industrial rather than

education policy.
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fine of the most pressing problems of the Fhilippines foday
is unam;lnymgnt, The nuaber of unenployed workers has been
eatidated at 2,008 million as of Ociober 1988, the most recent
period for which the information is awailabie. Thie is 8.8
percent out of a total labor force of 23.5 millicn. At the same
time, th% underemployment rate was neasured at 25 percent for
1786 representing & worsening frnm.t?ﬁa, when labor force
surveys started, when unemplovment was measured at 14 opercent and
the undsremployment rete was 21 perceﬁti {Tacle 1). Finding a
long~term approach to emploving its labor force is an wrgent task

for the country,
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3*he rates are not directly comparable because 1956 figures

Se 10 to &3 vears Lo Ue in the labor force and the past woek as

he refarence pericd. After 1974 the labor force was redefined

Lo include only those 13 to 6% yvesrs old and the past guarter as

the reference period. More comparable but much sarlisr informa-

1o for 1974 give the uneaplovement and underemployment rates as
percent and 10.6%, respectively.
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Ure featurg of the Philippine emplovment oroblem is the

lerge amount of sducated unesployment. OFf the wnemploved, 40

eroent  have complete or incomolete tertiary educaticn. The

{3

unemblovment rate for those with cpollege pducation is 2.7%4 (Table

Eru o Tdelg ﬁﬁt A& recent pghasnomenan. For eéxample, the data for
1976 sholr a similar ievel of under-utilization for haighly edu-
cated warbers, ‘et, the influx of students into institutd
higner ;Eaﬁging continues unabated. Since the satond World War,
the nusber of fertiary level aschonls has increased by F0.6%
{Teble 3 end snrolment has grown from 154;223 e 1,119,852, 8an
increagae of Hal (Table 4).

1t would seem that tne high level of unemployment for those
with higher lesasrning has not registsred in the consticusness of
students. Finding the roots of this problem is important bscause
this is a potential point of dissatisfaction, dangerous for
Eal:ti:al stabkility ang the continued expenditwres, both public
and private, in bhigher education 13 & heavy cost. Finally., the
phenomenon may e manifestations of more deep-seasted flaws in Dur

patisra of development, with serious implicationg for public

policwy, '

Felicy Dilemma

In 1986 the probliem of labor under-utilization was divided
b 5 A ¢ :
into two parts: condunchural and stractural {Alburo, 2t als 11l

The former couls be sliminated with sppropriate monetary and

tirecal policies. The latter was the large residual of under-
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utilized labor traceabls te the structure of the sconomy. Trying
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o climbh out of the recessjon of 1984 and 19835, the govarnment
could go for & "guick fix" that would ismsdiatelvy sclve con-
junctural labor GHder—-utilization. However, this would incresse
the cpst of subssguent industirizl restracturing in order to s0lve
gtructursl under-utilization. The aliternative was Lo ﬁtgrt
modifying the indostrisal structure which would regquire more
caliberate soaves and, therefore, slower resuscitation of in-
gitstrimg. Thias would avesd the extra cost of reéviving industries
that wWould Crgappesr wilth fore appropriate policlies anvwawv.

The sconomic recovery in 1927 and 1988 decreased the open
ungmployment rate from 11.1% in 19846 to 8.5% at the end of 1988,
Buring that period, underemployment remained high, fluctuating
between 2464 and 24% (Table 1). Th&krematning high levels of ocpen

unemployment indicated & major porticon of the saployment problem

g
1

to be structural, The patiaern of edutated labor unemplayment
corroborate this inference.

In the foellowing sectiopne, the labor utilizatien o, oblen for
educated labor and its relationship to tertiarveeducatiion will be
expiored. Section 2 reviews the various concepts of the labor
force and labor utilization. Section I sxamines tha househald
model of investment in sducations, labor supply and iok search.
Section 4 summarizes these various strands into a ﬁi:turn of the
interrelationship between tertiary education andrthghﬂéplnym*nt
of skilled labor in the Philippines. Secticn 3, con.ains some
sugoestions for policy.

I. PRODUCTION AND EMPLOYMENTY OF TERTIARY BRADUATES




'
6. The Tertiary Education Sectar’

The tertiary education sector in the Philippines is dominat-
ed by privately managed, privately funded institutions, although
public institutions have had relatively rapid growth in the past
fitteen vears. Pecause of this, the sector supplies a large
”quaﬁt;ty“ o4 education at low cost to the public treasury.
Almost all secondary schocl graduates enter some kind of post-
Eﬂcﬂnﬁar?-prcgramg and abpout I%L of the age cohort is in c?lleqe,
;pprnximatﬂlv the same rate as in most Egrupwan countries and
Japan. In contrast to many other developing countries, the yi
participation rate is as figh for females as for males. Females
constitute over H0% of almost a11.¢ﬁ11EQI and university gprﬂllm
ments. |

Ong of the system’s main strenaths is 1ts divgrqity in
content, quality and price, but most programs are joh-oriented,
with heavy concentration in business, engineering, teaching or
nursing. Both non-degres courses af one o twa:yeariﬂ duration
and four-year La:n-lari' degree courses are available, with
curricula affering transition form the +ﬂrmwr.tn_thullattwr if
students are able to pass the MNCEE. Fart-time a8 well as ;P;;F
tima programs are offered and the system prnv}ﬂﬂa_eigy_ru!nyrr,
gg;ﬁgp-ﬂhanpﬂwfand secontd cholces. 63 a rﬁﬁult,nthg 5?ﬂtem
-aﬁfnﬁﬁ & wide array of choices to students with.ggryiaq back-
grounds, prefsrences and financing capabilities. It is flexible

ercugh, for sxample, to allow a student with little meanalgu

Largely based on World.Bank (1928).
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w2t e Iow-paving job,

o =Tl

atguire an inespensive collens degres.
and then snreol part~time in hig oreferred orofescioan.

ted to its advantages. that isita.its

i
s
ety
o

The weaknessas are ¢
being mostly privately funded. Guantity is often oféered atithe
expense oFf guality: college faculty are poorly paideoand traiﬁed}
only & minarity having any grsduate training. Libegriog and
laboratories are non—-existent o ill-souipped in o most institu-
tions and expensive products such as science @dusation, ‘graduate
training and research are only ainimally provided, llf:alﬁmﬁmaanﬁ
that potential students from laﬁ-znzﬂmg families'mannﬁifﬁffnﬁd
higher education and those wha can atiend the lgwaﬁt-ﬁﬁgt,
lowesst-quality institutions. |

fAs mentioned earlier, the avetem is dmminatiq*#yatha”prtulﬁﬂ
sector. Eighty-five percent of 2ll college and uﬁ#?&rﬁi{y
students attend private institutions ;hiﬂh are runrwtthhéxﬁtually
ng subsidy from the government (Tahle 5. Buth-fﬁraprﬂift:ﬁﬁ%kt
nonprofit private schools are permitted. And the paucity of .
slots in public educational institutions cambinea:ﬁ?tﬁ-afﬁiﬁhT 
private rate of return, led to an ercess demand:ﬁur%hfghn#
education, making it a profitable industry for privits investosnt
during much of the periocd since i1ndependence. .

The rest of this section pressats, %irﬁt,-tﬁetﬂr+¢-wnnuiu
between the public and private sectors in such variab;is:utfﬁ%%r,
product mix, cest, guality, price, student background and future
labor market experience.

The Frivaete Sector
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There are two types of private institutions, nonprofit and

tor-profit. Nonprotit schools are not paermitted to distribute

ghares of ownerships. They are predominantly

et

dividends or se
religiocus 1n origin but a substantial group of secular non-profit

Existe. For-pgrofite are permitted to distribute

institution

i

dividends (but not all avail themselves of this opportunity and

in many cases the profits s#re smalls. in the Philippines, ths
nan—-profit institutions are called ron-stock corporations while
the for-profits are celled stock corporations (whose shares are
zamatimes traded on the stock exchange) o proprietary busi-
nesses, and this terminology will be adopted in the rest of this
chapter,

Because they largely depend on tuition and fees. privatse
schogls are vaocation-oriented. Over 90% of all enrolipents are
in vocatlon—-ariented programs. Most populsar are business and
engineering, which together attract over half the student body.
Only 4k of all students major in the humanities, sccial science,
natural sciente and mathematics, Moregver, many private schools
teach engineering chiefly, a8s & theogretical subiset. Engineering
graduates are perceived to be generally book-oriented, attuned
more to solving textbook rather than practical problems.

Faculty salaries are low, with aost facully members receiv—
ing less than the national poverty tine'. &l thouwah %;rmﬁ infor—
mation is not available, data from the Frivate Education Retire-
ment Annuity Association anmd digcussions by World Bank authors

The national poverty line measures the neseds of a family
which, typically, (dncludes more than ons income earner.




13

with several institutionz indicate that monthly salaries range
betwesn PL.400 anc ELL,O00 with most Clustersd below 2,000, Mot
iaﬁhltv aembers (71X} have onlyvy & bachelor's dﬂ?r?ﬂﬁ. There are
very few FhD's in privete schoois and & large portion of these
are graduate degrees in education. The very low rate gf graduate
tralnln%-#mr dbaculty members ig related to their low salaries and
the absence of subsidies to graduate programs, Faculty menbers
will acguire costly graduste degrees only 14 their training is
suﬁgiﬁizad or if & sufficient wage premium is paid to cover the
costes. Both of these are minuscule absent in the private sector.

Labor costs are lowered further by hiring part-time faculty.
They are cheaper because they typically paid less per course and
are not entitled tg fringe benefits. The student facult# ratiaon
ig also higher in proprietary institutions then in the public
sector, as is the ﬁtudant‘adminiatrative staff ration, with the
pen-stotk institutions in between. Since size has been con-
gtrained by government regulations, heavy teaching leads (20-70
hours per wegk in the grivate sector) are used to attain their
high faculty~student ratio, Thess tuo factors contribute to less
commi tment by the faculty to their students, very little research
arnd further training.

Yartical integrstion is another characteristic of higher
education in the Fhilippines (Table &). Two—thirdas of ;il

tertiary achools (which sre predominantly privatel have affiliat-

s
"This is +or the whole ftertiary sducation system. tnly 44

have a FhD and these are heavily concentrated at the University

of the Fhilippines and & few other chartered state institutions.
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ed elementary and secondary schools whlch share their buildings

and facilities, and most others (mainly proprietary institutions)

offer only nen-degres post-secondary vaocaticnal courses. Onlvy
15% of the institutions are gegree—granting schools with no
af+iliatsd achools,

Through the various methods describhed above, private
schocle, especially gropraielary ipstatutions, iowear their Casts.
Gdditidnasl scoromies arg achieved with respect ke manplies and

1 othar current expenditures, A 4 resylt, aL0r cast oer student

n

-

ie only one third as high in private as in public teriiary
school®. while current cost per student is only 40 me booabn ang
can be coversd by tne teition fue i ieh aversged BL 415 per year

Table 7).

The Public Sector
The public sector is subdivided into several categories:

% £F4 0
~ i

the University of the Fhilippines (UP) sstablishac i 4

¥

L1 3

provide high guality higher education to a selest den &G, SINCE
expanded, io oscome a sysiem with nine avtonomous CABLLGEREDC the
more recently chartered public institutions pstabl . shet 45 &
political response (o the popular Hapard for maze higher Boulas
tion with a statutory base that gives them cennsiderable auIononyl
and the uncharterad colleges and comaunity tollegss that are
directly supervised by Department of Educstion, Culturs and
Sporte (DECES).

Within the public sector, thers also gxists a fiversity in

programs. The University of the Philippines has & T8roe Zradate




' componaent (21%) while the unchartered institution Yave R TRy
non—degres component (40X, Thisg is concistent i IrighEan
and intended cons i T b Ha I was astabdighed
28 A "igh-guality seleCtive universit ; bl i
colleges are nonselactive, catering fo a2 mass rather than ar
glite clientele. The svidence polots to & lesser ali ity by
public tertiary schools compared o their grivaete ¢o MLErparte Lo
proguce graduates at low cost (Table 7yl  "WhRile Lthe private

sector cdominates higher sducation. 20% of 21l enralliments are 4h

sEpehilin

I

the public sector which spend aloaat kald of a1 foirics

tertiery wducation (Table B3

All studies show large variations within the public sector.
The University of tha Philippines ie at the top of the hierarchy,
enrolling 104 of the students and receiving one-third od tha
tatal budget of the sntire syabtem with an sverags cusrating
expenditure per studesnt of E21,000 in 1984, At the lower end,
several schools spend iess than ane-tenth of thie zsount. The
newer state collegas tend to spend such less per students take
in a student body with from pobrer family backgrounds and lower
NCEE scores and their graduates tend to ssrn 1838 in the future
{Arcela and Sanval, 1987},

Many state collecses have substantial seconcary DO &ms ,
often sharing bGuildings and facilities with cullege courses.

Overall. I2X of their sarcollsent are at the slementary and

secondary levels. In many instances,. this oxcoeds S0%: Whilso
this many enable-lower tosty through fuller wtilization of

fatilities, it may also downgrade the cuality of aigher sduca—
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Espenditures,; Teitson fsd Beseis Pyr
Tertiary Btudent, 1984-33
R e s S e e e R e e i b e S e rihdF eb Rt ke e b e b S e
4 hrd 4] 4] i3) [} i1
) Total
Total Total assels
Expendi-  curfent Cagital asskis FEF Terdion -
tures per  Expendi~  owiliys pEr studont: Teition Brpandi-
2 student on  tures per neT stufent:  oetside nef tares per
1 porsgnnel  student slugent Meaiia Baniia studant student

St e S T R R g R e R e R e N N T N N A N N P A A I N AN T N T T R N

Peblic h
Lhartered 1,08 3887 788 B.8. fiuda e £.2
Unchartered 2.0 3,894 873 Aad n.i. o L&
Totel Public e 34 89 ., i §78 B.i

s o B e, - - —— — s ———— ———— —————

tarian nonprofit 1,138 2,885 434 7,788 1,798 1,842 8.9
far nongrofit 87! 5,168 588 1,188 2,108 1,464 LB

-profig ' 4R 1,138 o 1,80 e 1,45 1.1

Total Private 529 1,518 483 1,400 8% §,41B 1.6

g e ke 1 PSR i o et e o e et S

S THTAL 1,898 1,748 549 Nii A 1,278 a7

B s s o ————— e - — -

R I N N R D R R I N T TR T S L T IR R T R T D I IO L TN I AN B O a R

= pot avaiishie.

ce: Morld Bank, {Deceaber 198B), fneew Tahle 44,11,




Table 3

Corrent Expenditures Ov Higher Edacatise By Scurce, 1V
: ! fir billion pesns)

et RGeS ES SRR NI TTAS AN AT AITRLESS S a0 BAL 4L LATED AT LIMESA RS P L TATAT IR BTLAS TR e Sde RERIRRAGR SR TR FEARS

Incoae of Qs ooks, supplies,

S i o e e e K e L transport

From Froe Ciher Teial supenditures
gov' L, tuitien saurees incoss v riudents Total

nm:lwmmumtwttrus:mutzan‘:tﬂfﬂmirt-‘-:ﬂnn'-alﬂsn ARZLN TSR
Pusliz IHs 3.2 8.7 B.: 23 6.5 e
Frivate IHLs - .3 8.7 23 i i.8
Motal X z.5 8.t 5.9 2.8 7.8

P ]
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Source: Norld Bank [Decesber I95R), Anown Table #.4.04.
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tiorn. Theee stzte oolleoess il vend ta bBe samalil. fany with

Tewar than 1,900 studentis. Hhile economass Of scele have notb

[

been investicated +or public schocls, svidence frop selected

private scheols in Metro Manila sugoests thet colleges with this

number of ztudents mav be Euﬂmﬁtimhi#n
Camparing the +two sectors

The differences beltween the two tertisry sducstion ssctors
can be briefly summarized as fallows: the polivats gector through
low salaries, uss of part—tisers and teaching loads resulting in
high student—faculty ratiocs produce graduataﬁ at much lower cost
than the public sector. The latter, at least among its higher
guality institutions, concentrate on the basic courzes such as
the human‘tiés.and physical scisnces marg than private institu-

tiong whe tend ta gmphasize vocation-grignted Courses.

B. Tertiary Bridustes and their emplovnaesnt
Two indicators otten used to meagure graduates’ pericoraance
in the labor market are the gross rate of unemployeent and the
rate of "aismatch” betwsen Their Training snd their actual work
or profeszion, The +ormer demonstirates their gensral accep-—
¥

tability to the final “users" of education, the seplavers . A

secular, persistent trend can be discerned even with cosplica-

byporld Bamnk (1988%: 90.

?Thiﬁ LEES & Narrow description of the benesfits from gsuaa~
tion and is used to portray what some sectors consider to be the
main use of formal schooling. -




ks

tions by ditferent phases of the business cycle.

some, denotes the antlity o the education sector to resgond to
damands by the labor market. The volume of mismatches ie tnkan*
-;5 & Sign that the sducaticnal system ie not Lraining the right
kinds of workers. Thers i® alsc waste irn form of unueed training

& k

or further training of the worker in his new fipid.

The data on emplovment of tertiary gfafuntﬁs ghow that the
level of unemplovaent bas Lot changed ough over the last decade
and & hal¥ (Table 2}, Data on the number of terittiary graduates
for selected vears since 1978 to LFEY, the year with the most
recent data, show that the labor merket is absorbing only & &mall
portion of the additional workers with college deoress and bhevond
tTable %),

The cther peassure of the sfucational asveEtem’ s adeguaty in
responding to the labor market itg the ancunmt of "migmateh®
between the training and actual sECcupation of workers. YR NGo
(1%74) indicates that in some occupations the pErcentange af
workers with t;afning geared +or "higher” occupations (under-—
utilized: plus worbers with training geared for “lowsr" otcupa~

-.

tions {over-utilized) can ke as high as B&X. Thie iz true ¥or
o
proprietors and managers and fermers. for sxample. The fsct that

miners and guarrymen have a total of 1G0% over and under-utilirzed
May be due to absence of gsoEcific training +oc thia-godupation
points to the weakness of this kind of snalys:s but that will pe

distussed later.
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1971-T8 18T, 505 5] B0g 1.1

1979-52 151,804
1981~67 163,577 12 448 §.24
1987-83 147, 6B 118,888 RT3
196364 164,851 164, 368 B.43

198483 254,998 7o, 008 .38
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Classification 0f Male Householy Hesds By Ereupalion

By Place Of Renidence And Pilization tsing £

ecupelion Cospatabiloby Tast
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Frofessionals 1.1 §1.2 T {348 1828
Bov'y 041, & Adein. 2.2 7.8 o i34 1.8
Proprietors, Managers 2.1 §3.5 44,4 152 se.p
Clerical Warkers 9.4 4.8 27.4 {&T6E i48.9
Sales 53.3 .3 4.2 {368} i1 1
Transport 8.2 184 . 4.3 {638  1e0.8
Lraftopen £1.3 156 4,1 E1, 390} i0g.8
Hanual Workers 3. Z.8 42.9 (1%}  f4e.9
Service Borkers 28.7 Fy 55.3 b3y  185.8
Hiners & Buarrysen .8 - 0.2 fTi} 8.0
Farsers 521 13.8 .2 {9 19,0
Total 48.7 i2.3 I {4,854 iep.g
aiRL
Prafessignals : -~ LS. - (192 seg

Gov't Off, & Adein, %8 5.3 = ThE!  i8@.B
Progrietors, Managers 3.8 R.8 H.B {76} isn.0

Clerical Morkers - 28,4 14,3 8.1 252)  iga.m
Sales 35,3 72.2 44,4 i32¢)  1pp.
Transport 31 4 33.3 2~ R TTY
Crattssen 17.5 18.2 .2 (%8  1ema
Hanuzl dorters 7.5 1.8 £7.6 f252) ies.%
Servite Workers 4, 7 1.4 568 LEECT It 7 |
Hiners & Quarrygen 87,8 il3 B 951 tes 4
Farmers 8.7 198 9.3 {18,299) ~ 188,68
Yotal 5.9 0.9 9.1 (17,4131 tgs.g
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Soorce: Domingo (April 19741, Table i¥.47,




anothier publi%hﬁ@i study bearing nn the issup of mismatch is

Arcels and Sanval (1987). In that study, they found out that at

1mast 2 third of all gradustes cbtain work outside their fields.

Howaver, this sane study arrived at the fallowing Concidsions:
al the students’ expectations with respect Lo income,
empfbymentj waiting period and returns to gducation wers
imoregsively realistiz., Thelr evperiences tr: the 1abor

This realism 1¢ indica-

=l

mariet alsc confirmed expect ations.
tive of the merit and effectiveness of an informal ward-—af-
mouth communication network. |

bl the fact that the waiting period is much shorter (only
twh months in HELMS I compared to &£.3 months in HELMS I
i978 survey), that income and the return to education are
higher show that thers have bzen some improvesants in th
labor market situation for college graduates.

] The empirical data do not lend suppert to the much
talked abcut problem of the educated unemploved and the
frustration of aradustes. If graduates are the sounce of
social discontent; it is not because of the economic wvari
ables discussed here, viz. employment, income and other

related variaolies. The ressch nust lie outaide thig domain,

Esmma tracer studies on sone graduates of various programs
may have been dene orF in process by some agencies in connection
wWith funding reauirements but these are not vet readily available
or apply to other skill classes. For example, the trager studies
made by the Mational Manpower and Youth Council (NMYLD) refer to
graduates of their post-secondary vocational programs.
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I¥. Copcepts of Labor dbsorpticon and Unemployment

Domings (1974) offers & groposed g@hpanaion of currant laboe
force concepte and & tentative asasurament oF wnhder and over
utilization which provides a convenient framework for discCussing
some a2spects pf tertiary education Dutoomes. Herpnt titerature
have substantially gualified the awpliuamzisty of arthodox
enployment concepts developed for morg forepal sectings. Hauser
{1972) traces the history of the tersas “work® and employment in
data gsrise on the labor {forse. He susmarizes some of the more
serious misgivings about fhe “modern approach" to the measuwrenent
of the labor force. He ends with & grmmn%nd classitication which
considers peculisrities of worlk ip developing countries which was
further refined by Domingo (1974) fmrlthe FPhilippines.

Under Domingo™s clagssification, the Philippine labor force

gould be glassificd acoording to the follorping schaoe,

Total labor force 1O0%
I. nNot in the Iguff fgrem
£
II. In ths labor forcs LFFE ‘%
b Sy

f. Utilized Adeguately

B. titilized Iradenuately
&} By unemplavyment ] i -

adapted frem Dominge (1974}, p. 1é.
EiFFﬁ - lahor force participation rate.

% - unemployment rate.




&) By hours of woerk
el by incama
B by mismatched cccoupation

The test for the totaily unemploved follows the current method of
inciuding those without work snd actively msehing work. The teagt
for lapor under-utilization according to income i® Dy COMRAarison
with a level of incoms determioed
45} by réference to some fixed level of real inﬁamu,iz

in which case “"cdevelopaent over time is Jjudged with

reference to the increase or dﬁfrwasa i the proportion of
low income workers over time."", or

th) by ueing a cut~off point for & specific portion isay iowssl
F0%) belonging to the lower gend of the empirigal income
digtribution. An increase or d&;reaue in the cut~off is

then indicative of improvement or NGPEEﬁiHQ-H

Underemplavment by hours of work distinguishes two tynes of
underemployment: visible underemployment where a wor ker works
less than the legal {full-time number hours and want more work;
and invisible underempioyment, where a worker warks full time and
still wants more work. In the literature, the number of these
visibly a&nd invieibly underemployed {according ta work hours) are
asdiusted to a full-time squivalent figure. Finally, under-

e g i B SR i SR R o T e B ] o o e T

i$arhna$ with the use aof a referpnce Dasket of basic Comeo~
dities and SErviCe8S.

, q)minqa (19743, R. Fb.

ypig, p. 77.

Zan- & .
1} é‘x f the Tl 'Uppines System
University of U P .

e o
School of Feopouues LADFAry .

fa



utilizatien bv mismatched cccupation is Sased on whether an
individual’ s cccupation “matches® his education. Domings (19743,
using an empirically th;WCJ matri af woducation and occocupation
categories, concludes that 1o 1968 about 40% o4 Filipino whrilers
were under~utilized according to mismatchen oCoupation with the
rate ag hiaolh as 80% in some ococcupsEtions €.9. gener~al clerks

I11. Household Schaoling Decisions

The preceding discussion provides a convenient framewark for
discussing the tertiary sducation sector’s accomplishments,
gspecially it relates to the labor market success for its
graduates. AE a preliminary step, we sxplore a model for the
individual or housshold’s decision to enter and procesd with
formal stucies.

/ffin discussing household choices on how such to invest on
farmal education for a particular child, & decision model coming
from human capital research whitch is very closely assoriateg with
.tnu earlv economics of education is aften used. {te ba;ie
approach of thesg garly studies {(e.g. Becker, 1967, and Weisbrod,
1972) is to treat the schopling decision as an E;Dnnmi; invest~
ment decision. Studies in recent veara have §u$+iti;ﬁtly
expanded the definitions of benefits and costs which are sx—
plicitly considered as to justify the classification of the early
human capital mu&ﬂle 8z a subdivision of this overall liféfaturm4

However, the general a&pproach of thinking of it as a cholice




Table 11
Ciassification 0f Urbeo Workers Diilization
fnd By Becupation
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i tader-
1 Utifized 5 Ubilized t . Totz:
fcrupating 3 eemeeeen 8 aSeesiy P et s e
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fedical Harkers 188.2 - i45) 1Bk. 8
Protessors 1.8 - L3 0.8
Social Scipnbists i#8.2 - ok i99.8
Engineering iwg.E - {68} HE
Lzuyers IBe.8 - Tz} iBd.p
Governeent Dfficizls igg.2 = {38} i88.8
Hatural Scisntisis 168.8 - {1 igG.0
Instructors o jog.2 - {1 - 1B
Broklespars 75,8 5.8 (Thi 18E.2
Other Hal. Scienticis HL.E GE.E {32} fER.B
General Cleris £3.4 5.5 {344} H
Stenagraphers b1.1 36.5 {1 188.8
Protective Services 4E.2 ' 44.8 {158} {0E.5
Other Professices pri: P L i43) 1#E.8
Proprietors b BA,4 £332) 08,8
Whoiesale Salesesn 32.2 7.8 192} fe.8
Elerigal & Related in Transp. 4.8 36.8 ' o f1EE) 1RBE
Skilled Cratiseen ' 92.9 : O | i) 160.8
Eraftssen in Const. & Maint. 68,3 - {274) 44,5
Cutters, Gewersg b1.b 39.2 {136} 188,72
Spinngrs, Woavers 55,0 8.8 1241 88k
Retail Salessen 2.3 3.7 (274) 1808
Locoastive, Shipdorkers .2 50.8 [34) 1.8
Workers in Ron-Prod. Mech. T8.6 2%.4 {48} i
Cervize-Maiters &l.7 3.3 {198 1988
Drivers 3.6 4B.4 1] 1EE.B
Collectors, Transp. & Coa. 31,2 18.8 (44} 1%9.8
Service in Priv, W8 £6.7 %3 i) 1828
Carpenters 8.7 2.3 {%8E) 188, §
Hechanics & Metal dorlers 2.1 47.% {284} 182.8
Gther Crafisaen 3.1 £4.9 {i%) 1BE.B
Food & Capra Workers &4.3 .7 (58} 188, 8
Logoers 44,7 3.3 (24} 1808
Barbere, Beautizians 47.4 57.% {78} ige.g
Banezl #arkers & Laborers 2.4 82.%° {196} lég.@
Riners, Buarryeen : .R 4.5 (24} 188.8
Fare Quners 7.8 8.8 {Hﬂ 1868
Fara Managers e.u .8 ] . iEp.g
Farg Part-lwners g8.0 h.2 {861 igR.g
Fisheraen : 55.8 £4.8 Fety 198.8
Fars Taenants L3 4.7 IRELY foe.a
Fara Laborers B3.7 L s )] i6&.5
ToTAL 2.7 3.3 {6,858} HUR
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Source: Domingo, (1974) Table IV.88.




Table 12

Waiting Feriod After Aciively Loobing For
¥ork By Type Bf Coliegse
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=& sonths 14 h.8 9.4 7 6.9 5.4
7-12 soathe _ 2 5.9 1608 5 4.9 188
1=2 yearg 8 r
Protestants Fraprietiry

i E.P. - L) 1 C.F. 4
Less than 1 santh i %4 29.4 b 28.7 .2 #
£-I sonths 7 8.6 5.8 i 9 L - R
1-% aomths 7 i Tk 5 14.1 7.9
i-5 spnthe 4 158 81.4 ¥ 1.7 TR
7-12 months 5 1.7 57.1 9 8.1 w7
i-2 ymars 9 lead

Gther State Elleges, Aris
and Trades & Sov i Colleges

i H LB
Lese thin L anath 3 45,38 4808
1-2 months 3 W T3
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35 months L s.Be | G9.0e
T-12 months 7 1h14 CI9E.ER
C.F. = Cosulative Percestage
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Source: Arcelo and Sanval, (1987} Tabie 3.73.




dacided by balancing discounted benefite and costs in a capital
ratientng framework grpups these kinds of studies as ohe strand
ot w&?k, The main competition to thie broed tramework, is the
“radical approasch® which uses a striuctural model and views the

1

aducational system and its complementary institutions like the
T

labor market as instruments by which a dominant group maintains
its hold over Eﬂﬂ;etv.ﬁ The formegr sodel]l s uzed in this paper
to help slucidate some of the labor market accomplishment of the
tnrt;ary education sector.

The schooling investment model starts by examining the
nenefits received by individuals and households. Benefitz from
schooling may be classified accﬁrdiﬁg Lo the timing of the
benefits relative to the period when the investments are made,
into consumption and capital benefits or, 2ccording to whather
the bernefits are pecuniary benetits or not. Consumption benefits
are those whick are bought for their own benstits and often oLour
in the period when the expenditures are made while capital
pmnm%itﬁ are those which lgad to incresss & person’s ability to
produce cutput. These normally occur in a periocd later than when
the expenditures ic mada*”' Fecuniary bénm#its refer to an io-
creage in firancial inflow such as wages or to & detresase in
financial outflows. while noa-pecuniary nEHﬂ%igm'ﬂu ot entail
financial flows. An example of non-pecunisry benefits may be

Hee sor example Bowles and Gintis (19731,

&Hure accurately, consumption expenditures are those mada

in order to et immediate bDenetits: rapital expenditures are
incurred with the aim of inersasing a household’'s ability to earn

il“lti‘.‘lﬁ'lﬂ'. &

R ——
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heightened ability teo enjov books or plays. Overlaps bhetween
these two methods of classifying may lead Lo other sub- .
classifications which are not discussad,

Tha benafits gives rise to the foliowing formulation of

benefits from schooling a2t a certain period, t.

W = wvalue of schogling at tisme t

Et = consumpbtion bﬁﬁw+its

W, = additional income due to schooling
Ct may involve pecuniary and non—pecuniary benefits. Wt may
occur in a manner that is not easy to guantify financially as
when & peErson’s sarning capacity in ﬁ;hﬂﬂl may increase not

becavse of skills learnsd but throuch access Lo a network con—
nected with certain elite s:?‘;c::al*s,..r‘r
The increase in income generating capacity can be placed in

a framework that incorporates all sources of earning power. This
will also place the role of formal schosling in career develop-
mant in a more realistic perspective. fhreﬂ.mézar tvpes of
training are recognized. First 1% training acquired thr ough

! farmal education. & person normally come to hig sob with this
completed, although ways of acquiring schooling part-time and on

PP -

qﬁuw&ver, this may be difficult te disentangle from human
capital increments even if a researcher desires. UWhether there
is real output growth for society as a whoie is not discussed.
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e
L

afficial company leaves are asveilable. Second are short-term
tratning proarams.

Companies pften finance these programs altihough workaes
sometimes share in the cosi, Finally, there Is training that is
acauired on_the jnb aither informally or through organized wori
arrangenents. One example of the latter is the almost rituslized
agsignment of executive trainees to all departmsnts for short

-
pariods of fime.

The Bkills acquired by a worker through the programs men-
tioned above can be bBroadly applicable, cccupatian-gpecific or
company—-specific., General skills like communication skills,
mathematical facility, how to dress, Etc.; ara mostly acguired
through formal schooling. Occupation-specific skille such as how
to prepare an accounting wcrkihwEtIDFttn prepare willﬁ are also
be acouired in th@ same way, although on=the—jocbh training may
provide zome of tHis knowlesdge. These skills have value cutside
specific companies and can be recouped by the worker whensver be
works. Companies are understandably wary of investing funds in
fraining whose benefits could disappear with the resignation of
an employes and are willing to finance broadly applicable
programs. Firm-specific skills include knowing where the tools
are kept, “"learning £hw ropese” and knowing whom o see for
specific problems, or knowing the peculiar guirks of branch
manajers 0 as to get the bast afforts from éli of them., These
skills range from simple to very complicated and from low to
w—=high iﬁcraméntal values as in the knowledge of managing

aple. Since, these capabilities have little direct value




outside, a company 16 more willing to finance their acoulsiticn.

A review of tha type of skills and how they may be acguired
help as to understand how they may be financed (by the worker or
companyl. how they may be szcguilred during the lifetime of the
worker, and pgerbhape oore iaportant, how workers with seemingly
identical sducational and carsger backorouncts can differ subshan-
tially in earning cepacity. Together with “"tastase® amd 1adividua-
al differences in consumption benefits derived from activities
sitd coccupations, these factors help exzplain wWhy persons with
identical backgrounds and strengths may be par#mrminq different
tasks. Aside from thesa, iiée-ﬁyclﬁ phanes of caresrs to be
discussed atar on mav introduce other discrepancies. Converse-
1y, @11 of these factors indicate how individuals with different
backgrounds may occupy identical posiiions.

The foregoing discussion highlights fhe bBreadth of the
conceptual model, capable of incorporating pecuniary and non—
pecuniary, consumption and investment aspects of the houseshbld’a
schooling decision. In empirical work, however, some aspects
which are difficult® to cbserve and guantify such as tastes and
consumption benefits have been dropped w;thmut grastic harm to
the models ability to explain important phﬂﬁﬂMﬂgé (&.q. Hansen,
1963, ang Mincer, 196Z2). 7The same practice 18 followed here
partl} for the same reasons and also because the pecuniary and
investment aspects already explain a major portion af what
chservers notice. We thersfore, rewrite eguation one as

-
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W = increnental income dus to schooling and

training LiwestaenLE.

income increments are intflusnced by tha amount of training and

schooling acguired by the individual

—

(zy Wy = f(S. OTd. TP

g = mumber o yvears of schoeling
OTd = amount of out-of-lob training
™ = accumclsted length of training prdgquﬁ
joined by the worker. L =
The housshold or individual maximizes his lifetime satis-
faction by choogsing the level! oF i1nvestment ak which the capi-
talized value of aucess of his income over his training costs is

maximizad

{3y Mawvimize

Lo ee® « w3 Ptk 21
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where:
E =n expanditures on training, including the

appertunity cost of being in school or

training proarams



r = the discount rate that the individusal usss -

to tranaslate future to present values
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L = individus

Here the individusl's decisicon is characterized as bheing a one-

B what

time dac;sian wharse the ﬁuf?@yﬁ at the start of his carﬁar!
hie earning power would be in sach occupation given his natural
talent, his family background, and other factors. Given a
similar set of factors, the reséurcaﬂ available to him for
further training is also indicated. #An individual®s ability to
finance himsel$ is shown in some reapects-hy the discount (inte-
rest) rate that applies to him. Richer individuals face lower
effective interest rates indicating the reiative sase for them in
procuring the resources for training. Foor houssholds face
higher rates and are less able to send children to school. Thus,
given the benefits would be the individual®s ability to function
in cuwr society, The ability ta read. wrif& and do simple arith-
metic, for example, ara of direct use to the individual. Thers
are, of course., income increments (Y4) for a worker who FOSEESSEs
elementary education skills., The expenditures for the household
consists of direct cash outlays like tuition. books, stipend,
etc. and opportunity costs of foregoing income that could have
been earned by the child.

In some zense, the household makes this decisions avery

S o e e S e e e e Y i e S S et -

i%his may happen at grade one or later but the dilemma is -
rendered most by the following discussicn.
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vear, but may be visualized as deciding sxplicitiveat critircal
points like after graduation from grade and high schoal. The: -
Eﬁ%ﬁﬁ:e ot the decision remains the same aithough bthe degizion
attar high school includes the choice of profession which may
incorporate the choice over the opportunities and costs of
aducatiun: the household will choose the training that maximizes
the individusl’s capitalized lifetime satisfaction. Everyvthing
else the sam@, poorer individual’s tend to stop at lower levels
oF m&hnnlinq énd training due to higher rates of effective
interest. .

ancther way of visualizing the procedurs to think of in-
dividual as deciding at each juncture if ﬁhw net valus of
preceeding the next grade or vesr is worth the sacrifice. That

is, he decides to continue for ancther vaar if

G .(Ct o Ht} & Et
(4) M i Py remesaningten: 305 3
k=g (1 + v t=1 (1 + F)°
wherae
L = previous ofade or yvear
G - succeeding grade or vear .

For example, the household may make the decision when the child

s TET cale

iz arcund 7 years old, @ whather to send him to grade school,

S oamey e e . Rt o

This érgﬁtil ig repeated at sach juncture. It.is usual to think

aélszhﬁﬁling as having distinct subdivisions, slementary, secon-

-
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ilﬂgnlly, they don"t have & choice in the Fhilippines. -
Elamentary education is mandatory.




dary and college. The choicve of cccupation usually also deter—
minegs the length of additional schooling (e.g. deciding whether
o g9 to medical or law schooll.

Another wavy of characterizing the process is to think of the
househcld as estimating & rate of return from sach sctivity and
comparing that to & required rate of return. If the computed
Fate of }efurn ig greater than or egual toc ﬁhﬁ reguired rate,
then the educational or training investment is uwndertaken. The
implicit rate of rebturn (#7) is that imterest rate which squates

the value of benefits and costs that is,

) G Et + Nt Er L Et-
{3a) r{: o S
t=g (1 + r?t t=g (1 o+ r}t
rx = computad rate of return (which eguates

the benefits and costs!.

Empirically, it has been found that the rate of return diminishes
as the relevant grade increasses, that is, rE® For grade school
is higher than r% +Ffor high schosl or collese. Gnother way to

e

dezcribe this phenomenon i1is to say that % diminishes with the
amount of education and training invested on an inﬂivi&uai.

Thi€ is perhaps to be supected. DuEing the lower yvears, the
opportunity cost of a worker with 2 small stock of human capita;
is less. Besides as nore and more human capltal is invested in an

individugl additional increments in income may be hardsr-to cone

by. Finally, a situation wher'e higher years of schooling have
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higher rates of retuwn cannok persist indefinitely. If that werw

80y it would be pest for all individuals to cantinue on to higher

years. ‘But when the bhappens. the supply of lower—schooled workees |
will become starce while higher-schooled workers would be a
gsurplus. When that happens, wases of lower-school workers will
ipcreasse; those of hisher zschooled workers will decline. This
will, in turn, bringe out & decrease in rate of return to higher
vyears of a;nﬂq51nq and an increase Lo that of lowar years.
Aralytically the household’s decision process is done in
three steps. First, it compules the implied F;t& of return tr’°l
at each juncture. The resulting household demand curve for
investment in schocling (fraining) is downward sloping for the
reasons mentioned above. Aside from the interest rate., ®ach
hausehold?*s investment demand is affected other factors like:
innate ability of the child (A}, the household’s social network,
etc.., which i&éluenc& the child®s ability to profit from schobl-
ing. By raising the child’s income increments these factors
afi&ét the family's expectations of the return from schunliﬁﬁ.

Equation (&a) expresses and figure (1) illustrates this downward=

sloping demand for investment.

{&a) diIy = £hr¥z R M owaed S ‘
. whn?ei e i | SRS . }
dil) -:démaﬁﬂ for schocling .
ﬁ - chiid’g innate abillity

M = huuﬁéhmid‘m social network
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Ability, gaqial netuwork and other factors infiuance on

*Aavestaent deﬁann ig shown by Bhifting the whole demand curve.
Thus brighter children rapras: LPe curve di{rE3) will be
expected to make better uso of nchaooling and will isnvest mors

than a slower child (represented by d(r213). A More powerful

Bocial network will oparate gimils
The supply curve of investibie fuhﬁﬁ; on Lhe other hand,
slopes u#ward. That ig, as thae amount of investnent in training
incrna%ui the reguired rate of return (r*) increases. The supply

LUrve is also a function of Mousehio g charact=sristice such as its

wealth

t&h) SIIY = Flr,V., ...)
wheret

E€(I) - the amount of iovestment éunﬂs availablp

Y ~ the household’s wealth
This is necessary because increasing funds for training increas-
ingly takeez funds from oblhor investinont activitieg and fram the
household’ g consumption itsels. Thus, the epportunity cost rises
as the amount of investment incresses, that is, Eﬁn.raqufrad rate
of return (r') increases z= tha investment volume rises. This is
shawn in figure 2. Wealth's influence on tha amount of investible
funde is shown by shifts in the supply curve for fuﬁhs.'Thus, E
waealthy household, with easy arceas fu investible funds because
of the presence of collatersl or from internal Eavings. will be
able to obtain more funds at lower rates as shHowp By the =(r4)

curve in figure %, A poorer household has » hiﬁhﬂr supply curve,

N -
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siri}, indicating harder time ohtaining funds. The wealthier
household will, therefore, invest more, [(4), on,their child than
a poofer household, 14{1).

Finally, the household invests up to the point ;here the
computes vi¥  Jjust equals the reguired r'. in éhuiiib;éum, the
household Ehooses that rate of return which aquataﬁqits demand
for investment in schooling and the amount that it is willing to
grens on 1. >
{sc) 841y = gll),

This is shown in as the rate determingd by fha intersection of

the investment demand and the suppl? of investible funds curves

in figure X,

Factors Affecting Investment Demand and Bupply of Funds

Househoald and individual characteristics affect the decision
to invest im schoaling (and treaining). For example, schooling is
combined with gther factors a% it is applied in productive
activity. The incremental effect of schooling is, therefore,
affected by the guality of these cther factors. One factor
frequently menticned is the child’'s innate ability. Schooling
combined with higher innate abilities result in larger increments
in productivity, leadine to higher wace increments due to schocl-

inqﬁa Larger wace increments, upon examination of gguations {4}

i e o B o e e . Sk o b s R frm A S

m&hu “srresning hypothesis® attributes the whole increment
in groductivity to differences in innate ability. Schooling
merely provides a filter that uncovers the ability gdifferentials
and leads to bhetter worker assignaaent. See, for example, Spsnce
(1972), @rrow (1973), and Stiglitz (1975).
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s(rt), indicating harder time obtaining funds. The wealthier

:
household will, therefore, invest mora, I(4), on their child than
A poorer nousehold, 112,

Finally, the household invests up to the point whers the
computed r¥% just eguals the required r’., In equilibrium, the
hmuaahaﬁd rhonses that rete of return which egquates its demand
for investment in schooling and the amount that it is willing to
spend an k.
tét} Bi1) w diir.

Thie is shown in as the rate determined by the intersection of

the investment demand and the supply of investible funds curves

in fiqure =, - :

Factors Affscting Investment Demand and Supply of Funds

Mousehold and individual characteristics affect the decision
ro invest in schoeling itand frainingl. For example, schooling is
conbined with other factors as it is applied in productive
activity. The incremental effect of schooling is,; theretore,
affmcted by the guality of these other +actors. One factor
fraguently mentioned is the child's inngta ability. Schooling
combined with higher inmate abilities result in larger increments
in oroductivity, leading to higher waoe increments due to school-

iﬁgm Larger wage increments, upon examination of eguations (4)

I T i P S S 1 £ e e ey o e i B

jtﬁ]‘hvtar vsrregening bhypothesis” attributes the whole increment
in productivity %o differances in innate ability, Schooling
merely provides a filter that uncovers the ability differentials
and leads to better worker assignmant. See, for example, Spence
(1972), Arrow (1973}, and Stiglitz (1975).
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and {(S&), are indicated by upward shifits in the whole investment
demand curve as shown in fiqure 4. Thus, individuals with higher
ihﬁate abilities tend to target higher levels of schooling.
Other factors such &8s differences in the wage snvironments in
different places have the same effect.

Favttres affecting the supply of investible funds influence
the investment in schooling and training similarly. Ditferences
in hnugﬂhulq\weaith i 1llustrative. Richer households find it
easier to raise funds for schooling whether it decides to raise
the funds internally from its resources nr-ﬁy borrowing. Access
to the firnancial market afforded by the presence of more reliable
collateral decreases the effective interaﬁt rate to the house-~
held. In ow anelvsis, this is illustrated by & shift of tﬁu
supply curve of investible funds to the right. This shifts the
point of intersection o the right, signrifyving an increase in
human capital investment by the housshold., Figure % shows this
effect. Thus, richer individuals tend in obtain higher levels of
tormal schooling even if egquipped with average innate ability.
Other factors may be analyzed in the ssme manner, ae appropriste

movements in the demand and supply for schooling and training

investment.
IV, THE PHILIPFINE LABODR MARKET

' Jobs for tertiary {and other) graduates are generated by the-
iabor mark&f“ﬂhiéh is in turn largely influenced by the indus~

trial structure, Ina the Philippines, the industrial structure has
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buen described as dualistic (Paderencgs, 196880 and Ladly distortag

CILG, 1974: 185 Bautists, Power and Sssocietes, 1979: 9 - 113,

There is & formal sector maoe mostly of inpori-substitouting
indusilriaes heav: iy grotected from bBath danmeti = and foreiagn

competition and sn intornal sector composed mosily vy the sgri-

-
cultural and export industries. IThe latter 16 mads up mostl s of
tirme which have survived thes Resvy pendlties imposad by the

protaectr e ™structure and ooerete 1n ar gavironnsst where casts
are pared down o the minlaun a0 wherg thers 13 ii1ttie room 480
gucess returns o Lthe various {factarg, Fuf erarpliae. the sector on
the average is unable to pav much more than subsistence in a
labor maker with a largs gool of vnemalioved. The imrmal sactor oan
the other hand, enijoys encass returns due to the heavy protection
it enjoys. Factors of production in this sector. including
labor, share in the abnoraal returna allewed by the protective
gyatam. A% a2 consequence, the average worker in the formal sector
recelves 2 premiug over that received by an a&pi;k_u it the
inforemal sector.

{7 b > OW..
+ i
whers

Hi = "wage in the fornal sector

%_ - wage in the informal sactor

A worker in the forpal sector, theretore, earns more than an
identical employge in the informal sector. Since this difference
will persist over the economic lifetimes af the woarkers, the
cumulative diffgrence can be large and workers are willing to

invest substantial amounts on therselves if this can increase



gsapntor. Ordinariivy

this wage differential would induce two changes. First, Qeztcri
where wages are relatively low would enjoy compatitive advantages
and would grow faster than the rest of the economy. Second, the
wage differential weuld induce more workers to shift fto the
protected sector, leading to 2 decresase in LhElr wages., However,
government Eﬂliﬂiﬂﬁ: 2t the sxpeanse of the low-wane industriass.
prevent the deterioration of the protected ssctor's position by
protecting them from competition. As a result, the growth dif-
ferential does not turn in favor of the unprotected sector. At
the same time labor unions and qava?nment labor laws which are
enforceable in the protected ssctor, ensure that workers in the
sactor are able to partake of the shnormal returna and pravent
the ercsion of their wage presium. One Wy this wage prenium is
preserved is through the highly capital intansivn processes in
the sector induced by policipe which aleo limit the number of
warkers ampgloyed.

The continuing wage differential has an effect on the human
capital investment decisicon of households. It creates a wedge
between the wages in the intormal and the protecied sectors which

persist. The lifetime incomez between the two seckare, thersfore,

also differ assuming full employment in both sectors. .

Lot e wh -l ~
U = i . s il s - i . s
§ . T £
k=i {3+ P) Exl (1)
(&)
el o
U = _.-._.q._.._.-.l-_..-.. i ,,____;_,_.,_...,,.,
i - £ _ T ;
t=l (141 E=1  (14r)

and



=
&1

o :
5 F E, ‘
Becaust 0+ the income drfdgrential. households aspire to
Frawve tngff cihililgren work in the protscigd gastor. They are
willing to invest sore on their children as long as this in-
cresses the chances of being emploved in that sector. Une way o

iqﬁreaﬁing the provability ie by increasing the number of creden—
tials for getting intoc the formal sactor. That includes acguiring
more anc more years of formal schooling and other treining. This
ig espeéiallv true in the case of government jobs where the
procedures are more formalistic. However, there are two realities
that the househnold must contend with. First, there iz & cost to
increasing the probanility of Jjoining the formal ﬁ&ctaﬂ. Second,
because there are many morg applicants than formal sector jobs
there is alvery nigh probability that a job-seekor will experisn~
ce an initial period of unemployment. In some Cases, this period
may be substantial.

The segmented labor market merges the pecupational and
industrial choice of workers. By the cholce of occupations
{white—collar against blue—collar} and ymars o+ schooling the
prabability of adﬁzﬁsiﬂn into formal sector industries is also
inﬂre;sed. Thus, households still think the choice betwean
cccupations (and, therefore, industries! and among number of
yeare of schooling a8 an investiment decision. But now houssholds

incorporate the expected perioad of initial unaﬁplmym&nt iy their

caiculations, The household decision ie now based on a modified

&
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dacision process where the expected formal wage incorporating the

expocted period of unsmployment is used. During thie tims, the
workar may be sarning low weges in odd jobs in the informal

- s
S2CLOF -

e - Pl . -

(7 W{ = axw$ + h*ﬁ{

wherea
i e welchted averages of formal EecCiDr wage
w: - wage while unemployed in formal sector

a -~ proportion of tiag unemploved in formal sector
H: - wage in formal sector

b - proportion of time employed in formal sector

With this modification, the housshold investment decision in
equation (B) is moditisd by intrnducing the weightad formal
sactor wage. The household now investe in formal schooling until

the rate of retwn ig ggusl o the hourehold’s intergat rate.

Look $or ri:

: p _ .
SR “Ed - D

(107 L, - By, i e T e
i {1 o+ 3 =1 (1 + r¥*™
guch that -

r¥€ = r
This feature is graphically iliustrated in figure & whare the

demand for investmenit in foraal schoaoling, dirl, is & welghted
average of two investment deamand curves, d4dir.) when the individ- -
val is unemployed and dir g i+ the individual is emploved in the
formal sector. Thus, while those who are currently unamplnyaﬂ

will exhibit an agperent rate.of return of r’, having invested
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investment level 1 in schooling, the sxpected rate of return is
r¥ when the premium to mg garnaed in the formal sector is factored
in. This weighted rate of return, ri, is egual to the regqulrad
rate of return, r.

tne can think of the Iabor market as having two segments.
Entrance tao this market is restricted and applicants qusue for
agdmission. Howgver, one Can mMOove Up in the gueus and a) increasze
the prooability of admission and b! decrease the initial period
of unemployment by increasing his credentials through more years
of schooling. Thus, when a student decides to invest for formal
sector jobs he already knows that hé will need more years of
schocling and that there will be an inttial period of unemploy-
ment. fcceptance of & pericd of unemployment is part of a
rational investment process. The individuals going into tertiary
education despite a high rate of educated unnmplnymEnt.&ru
behaving retionally.

fAnother feature of this phenamenon 1s o invest in more
costly but more prestigious schools in an effort to reduce the
initial period of unemployment. These schools are perceived as
being of the best gquality and also provide an influential net—
work. This is part of the investment in reducing the length of
uwnemployment. Table 13 shows that the waiting period is, in fact,
shorter for more prestigious schooles like the Univarnit;‘uf the

Fhilippines, Catholic sthools, other government schools and

proprietary schools.

Mismateh
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Table 1%
Keas [riedt o impooped Gradunter i Drespatiomst Coessifizeiion And Type Of Tollege
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Ghhed
. or't Catdeiic  Pretestant  Propriefary  Tomadaticn  Total
Telieges
1. Trelspsionsi, Technical
b apd Belated Workers 1547, 08 496,49 HAF RS e 533,89 [162,33 [063.41
1. Edministratiive, Exec,
i Fanegorial Yarhers 136 B . IS - 1hian - 1341,15
Y. Tierieai ¥erkers L P L LU 1E09.4% £RE. 1 831,89 - 952.93
b Faien ¥orbers 1802, Gb [ Lhis o Gha. o 193354 48,00 1879, 3
5. Rervies Worhers - . : - 151, 8% - 561,60
& Apricaitsrad #3590 505,40 . “ 496,00 §49,51 §546.17
Uprkere
T Frod'w, Yrameportstion
i faluted Yorhers 1A 28 4.4 B91.07 ET 1T, 38 - 115,56
4. Unvsagaified ETEY. Q0 . - - 495,58 - 9,00
Tuial . 458220 BAT.5) 030, 50 L 938,83 §47.56 1096, 47
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The foregoing distussion searves 29 a background for analyz-
1ng'tng phenomenan of mismateh betwesn the braining of graduates
and thn:r-:urrent jobes Thne analyses pxplaing why students. may
"load up"lon cregentizls in order fo reguce their tiee in the
gilegs for formal! ssctor jobs. This leads too'genuine” cases of
migmateh aa w;ét cBunta may nOot oe the arect tratning bub the
number of cradentials. Howsver, in our analysis this behavior 1s
rompletely ratiodal on the part of the stuganis. ihpee 2xpl:zna
Jtions for acparent inconsistencles Detwsan HBFE?PEF bratoing and
their present occcupation ars fiven. These arsg gésnt aniy Lo
qualify rather than sliminate the possibility of attupmt;nnai
miamateh.

The ftirst gualification comes from the :nterrelationship
anong company-specific skills, en-the-jioh raining, and broader
skills whith accrue to schooling and other trsifung of more
genegral application. A particular job requaraments Dits and
pieces of companv-specific, profassion aor ucﬁupmtacn*sﬁwai+&tg
and’ brioader sb4ille. among those palonging Lo tha latter inciudﬁ;
skills in soooth interpersonal relationships (EIR), minifun
knowledos of dress and conduch, ang rudimentary skiils reguired
for participating in an dndustrial souiety sugh as arithmesic and
typing skills. Profession or occupation-specific skills snciude
the ability, say, of an accountant to complete the bockreeping
svole anﬁ oregare financial statesmesnts or the atility To oraw
gereiled road buiiding plansg for clvil engihesrS. In SOBSE CaZES.

rodimentary skilia in & profess:on may be fecessery and easy to

acguire for a broadly trainec penson. This aay he the casd of




rodimarntary booskkesping for all mansgers. dne erample of Conoany=
gpecific siille is tha¥f g vyen sarlier in This paparn,

B werker s farpertln & company and 1n general goes through

L

TEVES =12 , Az 4e ooet us the NHia-archy, Jobhs reguire a

L]

e

Bid
a1

#
1]

changing comiiination ©fF siilis. Thus, 2 position Righiup in the
tierarchy of an agriculiurs:
Fanager or Yice—prezident for markaeting N#ila tachnically a
cales positien, thae Jop almost rsEgeicsges Lhe holder Lo D2 &
mechanical engineesr in drdesre to discues technical machinacy
details with clients. Fesides, the normal process of prosoting
from the ranks of the sales force whnich would be made up of
mechanical engingers or tachniciannrdictlta:'a high probability
that this will happen.

As & worker goes up the hierarchy, his Job requires more and
more company-specific and brosd ﬁkili% compared to his entry ;nb
which may highly ceoncentrated on his initial training. Since ;
broad skills such as SIR and communication ability dao not depend
gn professiconal training and company-specific knnwleﬁqu.mny be
acquired by anybody in the firm, it is highly probable that
individuals move intce positions not diructlé-ralltad te his -
ariginal training. Situations like thess which w;uid bhe picked up
as "mismatches” in job analyses may be guite nUMErouS.

A second source of mismatch come from thae brnldth.and
ambiguity of cccupational ang job classitications, In =ome cages,
the job itself may be amenable to tramning of variuualtyp:n. For
gxample, the jcb classtfication "managar® may require camqlttnlv

ditfarent skills depsnding on the industry. Second, the rigidity




in changing job and functian descriptions such as in the govern—

ment may lzad manaqamant to ‘kesp prople im old plantilla posi-— |
tions a;@n when new duties angd functions dhave bhoen ansl gney.,

Finally, apparant mismatch may ;fiﬁ& becsuse the workar ig
ENgQagec in "seqguentizl human canital investhent® rather than a
one-shot Li£;t1m¢ Jecision. THis arises hegauﬁa individuals (o
their families) may not actually possess Mhe rescurdes for
schoaling invastments at the start of teriiary sChiogl ing. With
paréﬂ:t.capitml markets, there would be no problem as the in-
dividual just borrows the r&quiéad amount at the current interast
rate. However, this transaction is bedeviied By ssymmetric
information. Since the lender does not possess all the informa-
tion about the stugent (e.g. ability and study hébitn}, his
perceived risk is much higher than ctherwise. As a result of the
premium that wguld be imposed, 5tuﬂen£ loans are not saffordeble.
Thus, the supply curve of funde availaSle to the individuzl is
S(rli in figure (7Y which is based on his physical poessessions
angd earning capacity with high school education. Az & result, the
aptimal invﬁﬁtmﬂﬁt at that point is [(1) which may represent
lowar-quality schooling or low-cost degrees.

Upon completion of a chean, lcw*acﬁt deg-ae, however, the
ingividual’s future income stream is raimsed, incrnaﬂing.his
borrowing capacity represented by ﬁfri}. At this stage, the
individual’s optimal investment level has risen to I(32) and he
acts accordingly by taking & sescond degree. Peﬁhaps, & mare

higher-level and more expensive bachelar’s degree (a changa of

degree or school). After completing this level, his supply curve
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of funda may shift further to S(r,) and he may increase his
schoaling iﬁvﬂmtment sven further to I1(3). Thus, over his career
gn ingividual may shifi “"occupations” & few Limes. He may even he
wiliing to take gpportunistic jobs just to implement this seguen-—
tial human capital ifvestment. 6t those times when the worker is
at a transition stage, ot at an intentional though temporary
mismatch, he may be counted zs & lifetime mismatch by cross—
settion Jjob anzlvses.

The individual may also lack information about Nis Cwn
abilities at the start. For example, a worker from a disadvan-—
taged schooling background may only gradually discover his true
abilities as he achievesa higher levels. He may seguentially move
his demanc curve from dir¥,} fo dfrtg in figure (8). Using the
same reasoninhg as above, his optimal levels of schooling may move

fram IL1) to 143,

Vv, Interpretation and Recommendation

The most salient characteristics of the labor market in the
Fhilippines are the high rates of open unémpluvm&nt and unger-=
employment of educated labor (Tabla 21; the high p;raunplgn af
"under-utilizeg” skilled labor {(Table 11), anc tpu continuing
increases of coilege enrciment in the face of the first tﬁp
facts. This features are not riew and have disturbad cbservers ;pd
policy makers a&libke for many years.

Various solutions have been proposed. Two stand out.

Belonging fo the first type are proposals that call for national
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ning, typically, these suggest that the

or sectoral manpower plan
ﬂcmnﬁmy’s future neeads for all typas of workers be forecast and
the schools allocate the number of Qragustion slots to f1il1l the
predicted gemand, This rendition e probably an oversimpli-
fication but it gaptures the thrust of these proposals. Ex-
periance with orograms like these all over the world has not bean
Ggood . tudents have not been docile enough to funnel inte the
preferred occupations of the planners (exceplt, perbhaps,. in the
centrally planned economies:. Ferhaps, for good reason because
demand forecests of planners have nost often been wrang.

The other solution, which procably shares the philosophy of
the first type of proposal, i® to limit thé nuﬁb&r ofFf students
going on to coliege. In the Philippines, we have initisted this
with the requirement that ccllege ﬁntrgntu pass ths National
College Entrance Examination (KNCEE). In the last few vears, the
antrance reguirement has beeh progressively raited so that 1t now
effectively keeps out significant porticns of college hopefuls.

My thesis is that these two propossls, especially the second
which is being practiced now, do not adﬁ#nas the besic problem
and will not sclve it. For all its usefulness in tranemitting to
hopefuls their probable fate in college, the NCEE Q;il not solve
the probliem of skilied unemplovment and is practically useless in
that n&nie. Ingtead of saving on rescurces as claimed, NCEE .
wastes resources by greventing suhstanderd high schoel graduates
from benetitting from extra yﬁars of in:r&m&ntal.!killn in

college (no matter how substandard that collegs may be). As a

result, ungualified workers are let loose in the labor market




even before they are ready. A few more vears in collese could
have made them Letter prepared for economic participation: The
rgguit;ﬁg restriction on Eholces and ite implication an our
treedom im tO0 high a price to pay %m% Fesults that are vagusly
Seneficial at bBest and may evan be hargiful,

Tha matﬁ reascn that proposals to correct skilled unemploy-
ment in the educational sector will not work is that ¥he defect
if in the industrial structure. It just surfaces in t
non of unemployed college graduates. The soluticn to the prob-
iem, therefore, lie in the industrial sesctor. All proposals
partaining to the sducaticnal sector will remain ineffectivs.
The reasonsg can be briefly traced. .

At the start of our independence, by bits and places and,
perhaps, in some parts not wholly by design, we esmbarked on an
industrialization strategy that EMphaﬁizﬂd the substitution of
previously imported commodities with domestic goods which are
initialiy protected by tariffs and other arrangsments. The idea
behind this strategy was that domestic prcdmcera-naﬁdﬁd the sarly
impulse in order to acquire some familiarity in the production of
those goods. After the familiarization period, our producers

would be able to compete on an even basis with foreigners. AL

that time, we would bonefit because we would nmt.ﬁeeﬁ to sxport

ether gnpdﬁ in order to buy thoses prnduntg from abroad.

The policies have created s dual-ﬂtructure with & pampered,
inefficient manufacturing sector with very hich abnormal returns
unable to create the employment needed by an increasing 1abor

force (Paderanga, 198%). In the labor market, this dualism is i

- b




refigctad in higher than normal salaries pn the protected manu—
facturing sector and low, sometimes subsistence, wWages in the
penalized sectors. This wage differasntial could not digappaar
because governmant policies artificially preserved it.

The raticnal student is confronted with twe chaices. He
could remain in the large, unprotected sectors and sarn 1low
wages. Or he could try to enter the working force of the protec—
ted industries with their high salaries. Howaver, enplaymant
slots in these industries are few and he may be unemployed for
substantial periocds.

&4 substantial number choose the second option and endure the
initial unemployment period. They sxpesct tﬁ resarded when they
finally get into the protected sector. This i® tha'“quuding“
ghenomencn. In the meantime, a student can increase his chances
of emplovment by increasing his credentials. One way is by
amassing higher arng Michar degrees. Thus, a student just goes an
to higher and higher years of schooling. It accomplishes two
things: it keeps him occupied; and it ﬁacrnaias the period of
unemployment. However, the unemployment period does not disap-
pear. In fact, it Lé a stable feature of the labor market.

It is apparent Lhat skilled unemplmvﬁﬁnt is just a manifes—
tation of tha responss of rational students to tha_niqnalf sent
by a dualistic industrial sactor. hnylpnii:y thaﬁ leaves this
basic structural arrangemsnt intact wiii not make a dent on tha
unemployment and "mismatch® phenomenon. That lﬁ.ﬂh? tﬁn ﬁEEE
cannot be nxptatwd'tm solve the unempleyment problem. Given Fhat

the NCEE doea not save rescurces but, rather, decreases the




cranceg of igw-impcoma gtudentsa improvin y thel- laf, 4 oaee ita

appeal a8 a sctreening oevic
Rﬂéﬁntiy, the government initiated a colliege tuition subsioy

arogramn untds® whaich students enrolled 10 schools with tuition

Below stipulated levels would receive gome subsidy. Such a policy

can of analvied using the conceptual framework of this paper. The

subvsidy tends o decresse the cost o 7 college, dncrepase

el 4

ing college enrbiment. However, the policy itsel
the demand for gducated manpower. Thus, its net effect will be to
incresse the numbher of applicants in the gueue for protected
sector employment. It will Just incrsase the number of educated
unemployved. That is, it will be ineffective, further increasiag
the danger of discontent by those not fully emploved.

The main recommendation of this paper is to refrain from
sciving the skilled unemployment praoblem in the educational
sector. It just raises false hopes, has bad side—-efiects, and
will not work. Tha solution is in the restructuring of our

industrial structure. That is where the work should begin.

kn
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Konchariered . 3 : H i § 13 ik
Total Peblic 5 4 11 it 14 " 1§
Privaie
Catbelic § 3 - i i i1 (4]
Protestant - 3 3 1% $ he i}
feculer nomprefit - 3 3 i 16 1L ! |
|
| Totel HNeapeofit 3 . i3 £ L] i}
' Stock I 1 - 3 % 4 n
; Preprietary - i - 12 | L} Fi
Total Por-Profit _ ! 1 L R 14 2
Total Private 2 ? i 35 9 1
GRARD TOTAL i Fi i I3 i 36 FY |
:m:mnunﬂ:mntmnuﬂ:mm:m:umnum-u--aamuzn-nuuﬁaq-ﬁuqmu...,+ -------

4/ Thix iscludes professiosal fields such as Medicel 39, Furelng, Lew & Architecture,
Spurve: World Bask {Decesber 1908}, Amner Teble 45,6,
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Jources: FEDBA, Philippine Sfatisticsl Yoachouk, 1900
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fppendiz Tahle 3

ivate Coste OF Higher Edecation Por Studeat,
Fer Desuster, 1967

A R O R R T N TR A e L S TR S S S e s A TH 2z
Tuition & Bools b Transport - Teitien a3
fous supplios & other Total 1 of total

TN TR e By s mE RS e ey pn s LN TSNSy R e AR L T TR NN R R R SR sy

Public
e N 479 B3 2,31
Bthers 42 %8 74 1,497

Private
Eatholic 2,85 5% e 374 ]
Protestant §,26¢ Mg T 2,3% 3t
Setular nonprofit BT m 526 1,604 |
For-profit 1,203 458 i 5] 2,388 £

BvErage £, 28 457 ¥ 2,43 |
mmwmﬂsumm- =5 T
S

Sourte: World Bank (Decesber 1988}, Aameu Table M4.13,




