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Anecdotal evidence points to a falling standard of living for the educated in Venezuela.
During this same period, President Hugo Chavez implemented several education reforms.
We focus on a major university education reform known as Mission Sucre and its poten-
tial impact on returns to university education. First, we show that returns to education
decreased significantly in Venezuela from 2002 to 2008. Subsequently, we explore the
impact of the program on non-program participants and provide evidence that a substan-

24 tial part of the falling returns at the tertiary level can be linked to Mission Sucre. Our results
138 suggest that the reform created a negative externality on students who did not participate
121 in the program, leading to a 2.7 percentage point decline in returns to university education
012 for non-Mission Sucre students in the 23-28 age cohort.
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1. Introduction

After experiencing an economic downturn in 2002 and
2003, Venezuela’s economy has boomed, in large part due
to the rise in the price of petroleum, which increased four-
fold between 2002 and 2007 to just under $100 a barrel. In
Venezuela, the oil sector accounts for about 90% of export
earnings. Since 2004, the annual growth rate of Venezuela’s
gross domestic product has hovered between 8 and 18%.
However, contrary to what one might expect given an eco-
nomic boom, anecdotal evidence suggests a trend in the
opposite direction. “Things are worse than ever. You can’t
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afford to live like you used to,” said a middle-class resident
of Caracas. Statements like this have become commonplace
in Venezuela, especially among the more educated.

During this same period, President Hugo Chavez imple-
mented a number of education reforms that may have had
important labor market impacts and should be evaluated
in light of this puzzling anecdotal evidence. Specifically, we
focus on the implementation of a major university edu-
cation reform and whether it led to a decline in returns
to education in Venezuela. The reform program, known
as Mission Sucre, was enacted in September 2003 to pro-
vide free mass tertiary education, eliminating screening
and providing scholarships to the poor. Given the nature
of the program’s implementation, there are two potential
economic channels that may have led to a decline in the
returns to education.

The first is a simple demand-supply argument. The
program, which in 2007 enrolled 336,499 students,
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dramatically increased the supply of skilled labor. All other
things equal, returns to education will decline if the supply
oflabor increases and demand does not. Even if demand for
skilled labor increases, as long as the increase in demand
is less than the increase in supply, there is potential for
a fall in the returns to education. The second possible
channel is quality. There is evidence that education in
the Mission Sucre universities is of low quality. If this
is true, it follows that returns to education will decline
when graduates from this program join the work force.
A related issue is the decline in the quality of students
receiving tertiary education. The Sucre Mission universi-
ties eliminated entrance exams, which applicants to public
or private universities had to pass before entry into ter-
tiary education. The removal of this quality screening
mechanism implies that the quality of students in Mis-
sion Sucre universities would be lower than elsewhere.
In addition, the average quality of students who grad-
uate from universities in Venezuela would decline over
time, resulting in a fall in average returns to educa-
tion.

Though these two channels could affect returns to edu-
cation, the fall in returns to education resulting from a
decline in the quality of education is harder to tease out
due to the potential change in the selection into university
education after the establishment of Mission Sucre uni-
versities. The absence of screening mechanisms at these
universities would facilitate the entry of low ability indi-
viduals, making it difficult to disentangle the effect of
an increase in low ability graduates in the labor market
from the effect of a fall in the quality of tertiary educa-
tion itself. We avoid this problem by not estimating the
returns to education for either Mission Sucre graduates
or all tertiary graduates in general. Rather, we focus on
the labor market impact of this program on graduates
from non-Mission Sucre universities. By focusing solely on
non-Mission Sucre students, we do not address the full
impact of the program, but rather focus on the externali-
ties on non-Mission Sucre students. Given the scope of this
university education expansion, short-term labor market
externalities are an important area of research in their own
merit.

A different reason for a decline in the returns to edu-
cation during this period could be linked to the oil boom.
Uwaifo (2006) shows that in Nigeria, another country heav-
ily dependent on oil, returns to education have consistently
declined during resource booms due to the high returns to
rent-seeking activities during these booms and the greater
ability of those with lower levels of education to move
to rent-seeking jobs. This mechanism implies that the
difference in income between low and high education indi-
viduals will be attenuated over the period of a boom, and
hence the average returns to education will decline. How-
ever, there is also evidence of the importance of policy
reforms and changes in institutional structures on returns.
Uwaifo (2006) also highlights how democratic reforms and
institutional change in Nigeria led to an increase in returns
to education. Venezuela has undergone significant policy
reforms over the last decade, and it is the link between a
specific policy and returns to education that we provide
evidence for in this paper.

First, we answer whether returns to education
decreased in Venezuela after 2002. This exercise is partic-
ularly useful given Patrinos and Sakellariou (2006)’s result
of increasing overall returns from 2000 to 2002. Using data
from Venezuela’s household survey for 2002, 2003, 2007
and 2008, we estimate simple Mincer (1974) wage equa-
tions. Though we do not control for ability, we do not worry
about the potential endogeneity of the schooling variable
in the wage equation, since our focus is not on obtaining a
consistent estimate for schooling, but rather for the change
in returns to education over time. This difference will be
consistent as long as the effect of ability on the returns to
education estimate does not vary over time for the sample
considered. Prior to 2004, we expect the effect of ability in
Venezuela to be constant. However, the implementation of
an education policy in late 2003 has the potential of vary-
ing the impact of ability. We test for a possible change in
the impact of ability, noting no such change between 2004
and 2008.

We find that the average returns to education declined
by 3.1 percentage points over 2002-2008. This decline
occurred for both men and women, though the decline for
women was about one percentage point higher. Similarly,
we note a decline in returns across states in Venezuela that
varied significantly, between 1.2 and 5.6 percentage points.
This variation across states is interesting and we explore
it further in later parts of the study. Given our interest in
potential changes in returns for the highly educated, we
also compute the change in returns to different levels of
education. We find that returns to all levels of education
declined during this period, but that the return to univer-
sity education fell by over 10 percentage points more than
other levels.

Motivated by these preliminary findings, we move to
evaluating the possible role of Mission Sucre on the signif-
icant decline in returns to university education. To provide
evidence of the impact of Mission Sucre on non-Mission
Sucre students, we exploit some of the unique features of
the program to estimate the returns to education for dif-
ferent occupation categories we believe should be affected
differently by the program. The results from these analy-
ses provide suggestive evidence for the impact of Mission
Sucre. For our main analysis, we compare the returns to
university education and technical education. We focus on
these particular levels of education because both are ter-
tiary levels and are more likely to have similar general
trends in returns. More importantly, Mission Sucre origi-
nally focused on only expanding university education. This
allows us to classify those with university education as
a treatment group and those with technical education as
a potential control group. Identification is based on the
premise that if Mission Sucre is responsible for the fall
in returns to university education, we should only find
significant changes in the returns to university education
between 2007 and 2008. In contrast, we should find no
change or insignificant changes in returns for those with
technical education.

Using a difference in difference strategy, we estimate
the impact of Mission Sucre between 2007 and 2008 on
returns to university education of non-Mission Sucre grad-
uates. We focus on these two years because the first
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