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Estimating the Private Rate of Returns to Fducation in Rural China

BAI Ju-hong
( School of Management, Zhejiang University , Hangzhou, Zhejiang 310028, China)

Abstract: This paper introduces two models of eaming functions and intemal rate of returns (IRR) used in es-
timating the private rate of relurns to education. It outlines the estimates on the private rate of returns to educa-
tion in rural Henan Province using the rural survey data from 1997 10 2001. Several microeconomic studics are
described in more details illustrating the marginal income of education investment and the sensitivity of IRR to
different levels of education investment. The concluding section discusses the results achieved:

1. Calculated hy eaming functions, the private rate of returns to education for real education investment
in rural China is 2.3% for primary schooling, 2. 1% for lower secondary schooling, 1.6% for upper sec-
ondary schooling. Calculated by intemal tate of returns, the IRR to education for real education investment in
rural China is 11.4% for primary schooling, 13.7% for lower secondary schooling and 12.8% for upper sec-
ondary schooling.

2. The increase of 10% in expected earnings brings about an IRR increase of 7.76% for primary school-
ing, 7.99% for lower secondary schooling and 7.68% for upper secondary schooling; A decrease of 10% in
the cost of primary schooling brings about an IRR increase of 8.3% for primary schooling, 4.75% for lower
secondary schooling and 2.55% for upper secondary schooling; A decrease of 10% in the cost of lower sec-
ondary schooling results in an IRR increase of 3.11% for lower secondary schooling and 1.79% for upper sec-
ondary schooling. A decrease of 10% in the cost of upper secondary school brings about an IRR increase of 3.
04% .

3. The longer the schooling for rural labor, the higher are the marginal retums of education investment.
The marginal returns of education investment for the rural workforee with mare than 10 years of scheoling is 3
times more than that of rural laborers with less than | year of schooling.

It can be concluded {rom the above numbers that the private rate of retums to education in rural China is
lower than that in uther countries. Tnereasing the net income for farmers and decreasing the costs of education
can help increase IRR to education investment in rural China. Furthermore, reforming traditional agriculiure
and improving the rural labor cutflow from agriculture to other sectors like services and from rural areas to ur-
ban areas are the two major methods whereby the net income for farmers can increase. Increasing the current e-
ducation investment for rural labor with higher education attainments can also help improve eamings for farmers
effectively.

Key Words: private rate of returns; cost of education; IRR; schooling; education investmertt



