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ESPITE THE nega-
tive effects of the
pandemic, as India
persists with its goal
of becoming a $5
trillion economy, it
is imperative to uti-
lise its resources to
the hilt. In this regard, education is one
of the most promising resources at our
disposal. According to the Human Capi-
tal Theory, education is an investment
that gives both private returns in the
form of higher earnings in the future as
well as social returns in the form of high
economic growth and poverty eradica-
tion. To optimallyleverage education for
achieving the desired results, policymak-

also depend on the level of development
in acountry. Returns are usually found to
be higher in developing countries. They
also exhibit higher returns to primary
education whereas the developed econo-
mies exhibit higher returns to tertiary
education.

Trends in returns to education have
implications for policymaking and in-
vestment decisions. To take the case of
India, it deviates from the norm by ex-
hibiting higher returns to tertiary educa-
tion despite being a developing country.
We, at the Institute for Competitiveness,
calculated the returns to education in
India using the Periodic Labour Force
Survey (PLFS) data published by the Na-
tional Sample Survey Office (NSSO).
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enrolment in post-primary education.
However, since returns to secondary
education are the lowest, it is crucial to
maintain the high transition rates after
secondary education up to higher sec-
ondary, in order to enhance the earning
potential of individuals.

These peculiar trends in India are
also areflection of increasing inequality.
The high returns to primary education
allow individuals in developing coun-
tries to come out of poverty, while the
diminishingrates of return after primary
education ensure that an additional year
of schooling does not create huge wage
gaps between primary graduates and
tertiary graduates.

Since this is not the case in India, in-

Why Investment =
inSecondary

Education
Needs Priority

ers need to assess ways in which it can
give the highest returns for the largest
number of people.

To arrive at their rate of returns to
schooling, the value of an average indi-
vidual’slifetime earnings is equated with
the cost of education. Calculation made
at individual levels give the private rate
of return to education, while calcula-
tions that incorporate social costs such
as money spent on schools and teachers
give the social rate of return.

As per latest estimates, the global
average of the private rate of return to
an additional year of schooling is ap-
proximately 8.8 per cent, which is much
higher than mostlong-term asset invest-
ments. The patterns in the rate of return

As per our estimates, the rates of re-
turn to primary (I-V), secondary (VI-X),
higher secondary (XI-XII), and tertiary
education stand at 4.2 per cent, two per
cent, 5.4 per cent, and 6.7 per cent, re-
spectively. This implies that investment
in primary education is not giving as
much returns as it does in other devel-
oping countries.

Primary education investment in In-
diaisreachingits saturation point, which
is partly attributable to high supply of
primary graduates in the labour market
and technological progress that favour
high-skilled labour. Such trends make
a case for increasing efforts towards

vestment in education can potentially
increase the existing inequalities.
Hence, itis not onlyimportant to pur-
sue higher returns by expanding invest-
mentin secondary and higher secondary
education but also temper the disequal-
ising impact of education with targeted
investment. In other words, investment
insecondary education can accrue maxi-
mum benefits for the larger economy if
itistargeted towards socio-economically
disadvantaged groups, while a part of
the cost of acquiring education is shifted
tothe higher-income groups, particular-
lyin tertiary education where subsidised
education has a universal provision. @
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