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Abstract

The current study concentrates on the influence of family background, labor-market con-
ditions and existing tuition policies on tertiary-education choices. We explore the natural
experiment of changes in tuition policies happened during 1995-2006 years in the Russian
Federation (passage from state-subsidized education to mixed forms of tertiary education: on
a state-subsidized and full-tuition basis). We construct and estimate the model to analyze
the different influences of family educational background, family income, and labor-market
conditions on college attainment within different educational systems. First, we allow family
income (together with family background) to affect students’ abilities at the moment of col-
lege entrance. Second, we allow for heterogeneity in the quality of college education. Third,
we introduce an admission selection performed by colleges, which is strictly determined by
applicants’ abilities and varies depending on the educational type (state-subsidized or full-
tuition) and college quality (low and high quality institutions). The particular structure of
the Russian tertiary education system (the possibility to obtain a college degree on a state-
subsidized and full-tuition basis) allows us to analyze the determinants of additional financial
investments into children tertiary education conditional on their abilities. The results sug-
gest, that educational reforms in Russia during 1995-2006 years have significantly increased
the importance of family income in determining college enrollment, especially on a full-tuition
basis. Moreover, family income, compared to parents’ educational background, determines
to a larger extent the sorting of students among colleges with different quality of education.
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1 Introduction

The current paper contributes to the growing body of literature on the analysis of
families’” educational choices and factors determining them (see |Long| (2007)) for a recent
review of related studies). We model the joint influence of family background, labor-market
conditions and existing tuition policies on the educational choices: choices of educational
levels and choices of colleges of different educational quality. The current study explores
the natural experiment of changes in tuition policies happened during 1995-2006 years in
the Russian Federation (passage from state-subsidized education to mixed forms of tertiary
education: on a state-subsidized and full-tuition basis). The particular structure of the
Russian tertiary education system (the possibility to obtain a college degree on a state-
subsidized and full-tuition basis) allows us to analyze not only the importance of family
educational background and financial resources in educational choices, but also the deter-
minants of additional financial investments into children’s tertiary education conditional
on their abilities.

During the Soviet period, state universities were the only higher education institutions
in the Russian Federation. Government completely financed tertiary education. Never-
theless, the number of available places in universities, colleges and vocational education
institutions was limited. Potential students obtained their admission on a competitive
basis. Admission tests selected high-ability candidates for study, so students’ choices for
school were restricted by their ability levels.

The return to tertiary education has been increasing substantially after market libera-
tion. This in turn led to a significant increase in the demand for tertiary education and,
therefore, to an increase in the number of private universities and creation of non-budget
studying options (on a full-tuition basis) in the state universities. Thus, in 2006 the per-
centage of full-tuition students reached 59%, including 43% studying in state universities
and 16% studying in private universities (Gohberg et al. (2007))).

Today individual educational choices are limited not only by personal abilities but
also by families’ capacities to finance education. In the both types of tertiary education
admission tests are mandatory, but the required level of knowledge is lower for full-tuition
posts. Thus, families’ financial capacities to pay for tertiary education weaken the minimum
ability requirements. Nevertheless, the educational process is the same for state-subsidized
and full-tuition students, as well as final certificates of degrees obtained. Therefore, the
existing educational system provides two possibilities for Russian youth: either they should
be smart enough to enter the universities, or their parents could "buy” the university
entrance for them.

In the current study, the main interest is to analyze the choice of families for their
children’s tertiary education and the influence of family background, expected labor-market
outcomes and existing tuition policies on these choices. We use the exogenous changes in
the number of available full-tuition places (in colleges of different quality) to test the
importance of family income in decisions related to college enrollment and choice of college
quality.

We construct and estimate a model describing household decisions. Following previous



researchers the estimation are conducted in the form of sequential choices. Firstly, house-
holds make a choice between three alternatives after secondary school graduation: working,
continue studying and obtaining the first level of tertiary education, continue studying and
obtaining the second level of tertiary education. At this stage the households’ decisions are
influenced by the expected future earnings as well as expected probabilities to find a job in
general and to find a job corresponding to the education obtained. Secondly, households
make a decision about financing the tertiary education (conditionally on the possibility
to enter universities on the state-subsidized basis), in other words a decision to acquire
additional level of education which is unavailable on the state-subsidized basis due to low
personal abilities.

Moreover, we allow family income (together with family background) to affect students’
abilities at the moment of college entrance. We suppose that higher-ability students tend
to choose the state-subsidized education, and lower-ability students need to pay tuition fees
completely. So dividing all the young population entering the tertiary education system
into these two groups allows us to use the information about their educational abilities
and to analyze the demand function for tertiary education and factors determining it for
higher-abilities and lower-abilities youth.

We also take into account the heterogeneity in the quality of college education. We
suppose different admission selection performed by colleges of different qualities. We also
assume different labor-market returns to low and high quality college education.

The data for this analysis are taken from the Russian Longitudinal Monitoring Survey,
Russian State Statistical Agency and Russian Survey of Education for period 1995-2006.

The results suggest, that educational reforms in Russia during 1995-2006 years have
significantly increased the importance of family income in determining college enrollment,
especially on a full-tuition basis. Moreover, family income, compared to parents’ educa-
tional background, determines to a larger extent the sorting of students among colleges
with different quality of education.

The paper is organized as follows. Section 2 presents an Institutional context and a
brief description of the Russian market of tertiary education. Section 3 discusses literature
and contributions made by the current study. Section 4 describes the theoretical model.
Section 5 discusses the empirical model and introduces the methodology of econometric
analysis. Section 6 presents data and results. Section 7 concludes.



2 Institutional Context

2.1 Tertiary Education: Introduction to the Educational System
& Time Trends in Admission Rates.

The Educational system in the Russian Federation consists of four levels: primary and
general education (8 years at general schools); secondary education (2 years at general or
specialized schools); tertiary (post-secondary) education; and post-higher education (3-6
years of graduate education). Tertiary education is presented by two levels (in the current
study I also refer to them as the 1st and 2nd levels of tertiary education). 1st level of
tertiary education is post-secondary professional education, which consists of 2-3 years of
study at technical schools or specialized schools (military, medical, musical). 2nd level of
tertiary education is higher professional education: 4-6 years after secondary education at
universities and colleges.

Figure presents the ratio of students admitted to the 1st level of tertiary education
establishments according to the category of their studies: studies within public educational
institutions (on budget and non-budget basis (with paying in full tuition fees)) and studies
within private educational institutions (thus non-budget basis).

Figure illustrates the ratio of students admitted to the 2nd level of tertiary educa-
tion establishments (higher education) according to the category of their studies: studies
within public educational institutions (on budget and non-budget (with paying in full tu-
ition fees) basis) and studies within private educational institutions (thus non-budget basis
(with paying in full tuition fees)).

One could observe the substantial increase in the share of non-budget places within
public educational establishments as well as an increasing number of private educational
establishments. The increase in the total admission rate is mainly driven by the growing
number of available non-budget places (with full tuition fees).

However, the probability to be enrolled in universities for each individual is also limited
by the size of corresponding cohorts of youth. That is why, at Figure we present the
proportion of the number of university students (2nd level of tertiary education) relatively
to the size of corresponding cohorts (we look at ages from 17 to 23). Figure illustrates
the correspondent figures for the first level of tertiary education. The figures suggest the
increasing accessibility of higher education in Russia during analyzed period (in terms of
the number of places in universities). This increase is driven by the development of paid
higher education (on a full-tuition basis).

2.2 Parental Education and Household Income.

The strong correlation between household income and parental education is a major
obstacle for separating the effects of their influence on educational choices (Haveman and
Barbara (1995)). To solve this issue some studies have used an instrumental variables
approach (Sheal (2000))) or a structural approach (thus, Keane and Wolpin| (2001)) have



modeled the influence of parental cash transfers on college attainment by US youth).

As for developed countries, in the Russian Federation there is also a positive association
between parental education and household income. Nevertheless, this association is not
as strong as in developed countries (due to significant changes happened in the labor
market during previous period of transition), in other words, parental education influences
significantly the level of household income but does not determine it completely. The
following figure illustrates this stylized fact. However, in the current paper we do consider
the endogeneity of household income (in the following sections we will cover this question
in more details).

Figure [1| presents the nonparametric estimations of the household income distributions
(by the number of household members) conditional on the educational levels of parents.
According to Kolmogorov-Smirnov test - these distributions are not equal. Nevertheless,
we do not see that the higher education of parents guarantee significantly higher level of
household income.

Figure 1: Household Income (in rubles and in in) by Maximum Level of Parental Educa-
tion.
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Note: Estimations are done using the Russian Longitudinal Monitoring Survey (RLMS dataset for the 2006 year) for the
households with 17-23-year-old children (whose educational choices are analyzed in the current study).

2.3 Tuition Fees and Household Income.

Figures and show the importance of college tuition fees in household incomes
in the Russian Federation and on the regional level during past years. This representation
confirms that the level of tuition fees is significantly large for the Russian families, and, in
average, less than 25% of the Russian population are able to easily afford the payment of
college tuition fees.



2.4 Parental Education, Household Income and Tertiary Educa-
tion Admission.

Following tables (Table |1l and Table [2)) illustrate the changes in admission rates among
students from different family backgrounds (we look at parental education and household
income).

Table [1] shows the admission rates of students with different parental education. We
take into consideration the maximum educational level attained by parents (looking at
mothers’ education or fathers’ education separately leads to the same conclusions, that is
why we do not present a more detailed analysis here).

Table 1: Educational Attainment by Parents’ Educational Levels: 1995 and 2006 years.

by Maximum level of
Educational Parents’ Education
Total
. 1st level 2nd level
Attainment secondary R .
tertiary  tertiary
100% 100% 100%
1995 YEAR
Only Secondary Education 71.32% 52.34% 35.36% 55.30%
1st Level Tertiary Education 19.62% 28.97% 16.02% 21.67%
2nd Level Tertiary Education 09.06% 18.69% 48.62% 23.03%
TOTAL 100% 100% 100% 100%
number of observations 265 214 181 660
2006 YEAR
Only Secondary Education 49.40% 26.43% 20.09% 38.05%
1st Level Tertiary Education 22.97% 20.26% 14.16% 20.49%
2nd Level Tertiary Education 27.63% 53.30% 65.75% 41.46%
TOTAL 100% 100% 100% 100%
number of observations 579 227 219 1025

Note: ...
Source: RLMS 1995 and 2006 years, Author’s calculation.

The listed data suggest that the highest increase in higher education attainment (2nd
level of tertiary education) during the analyzed period (1995-2006) occurred for youth,
whose parents do not have any college degrees. Thus, the college admission rate for chil-
dren, whose parents have only secondary education degree, increased from 9% to 27.6%
(more than three times). For children, whose parents have a first level of tertiary education,
the college admission rate increased from 18.7% to 53% (therefore, by 185%). For youth
with parents graduated from universities the correspondent rate increased from 48.6% to
65.8% (in other words, by 35%).

Table [2| displays the changes in tertiary education admission rates among different in-
come groups. The reported calculations provide evidence of the increasing importance of
family income in college admission decisions. The largest increase in college enrollment



occurred within higher income households. Thus, the college admission rate for the first
income group (25% of households with the lowest income levels) increased from 14.5% to
21%, for the second income group - from 21% to 37%, for the third income group - from
26% to 47%, and, finally, for the fourth income group (with the highest income levels) -
from 32% to 63%.

Table 2: Educational Attainment by Households’ Income Groups: 1995 and 2006 years.

by the level of
Educational Household Income
. K . . Total
Attainment 1st income 2nd income 3rd income 4th income
group group group group
100% 100% 100% 100%
1995 YEAR
Only Secondary Education 68.79% 59.68% 49.07% 46.78% 55.96%
1st Level Tertiary Education 16.76% 19.35% 24.84% 21.64% 20.67%
2nd Level Tertiary Education 14.45% 20.97% 26.09% 31.58% 23.37%
TOTAL 100% 100% 100% 100% 100%
number of observations 173 124 161 171 629
2006 YEAR
Only Secondary Education 53.07% 42.63% 33.21% 20.97% 38.29%
1st Level Tertiary Education 25.89% 20.32% 19.78% 15.73% 20.72%
2nd Level Tertiary Education 21.04% 37.05% 47.01% 63.31% 40.99%
TOTAL 100% 100% 100% 100% 100%
number of observations 309 251 268 248 1076

Note: ...
Source: RLMS 1995 and 2006 years, Author’s calculation.

Therefore, the presented analysis of some empirical facts about educational market in
the Russian Federation suggests, that the passage from the state-subsidized to the mix-
financed educational system increased the importance of family financial resources and
decreased the importance of parents’ educational background in tertiary education admis-
sion decisions of youth.

3 Literature Overview

The theoretical and empirical framework of this study is represented by three main
directions: analysis of educational choices and future labor market outcomes, analysis of
family background and educational choices, and analysis of tuition policies and their influ-
ences on educational attainment.

The first set of papers analyzes the educational attainment and influence of future
expected labor market outcomes (such as possibility of finding a job and expected earnings)



on these choices. The first theoretical works analyzed choice between time devoted to
schooling and work (Levhari and Weiss| (1974))) as well as the investments into education
as a risky marketable asset (Williams (1978), Williams (1979)). They showed that the
increase in the expected net rates of human capital depreciation and in the expected rates
of return to employment is positively associated with an optimal level of education. At
the same time, the increase in local absolute risk aversion, in the variance of the returns
to education and in the variance of future wages decreases significantly the optimal level
of educational investments.

The pioneer empirical work on this subject was presented by |Willis and Rosen! (1979),
where they allow the demand for college education to depend on expected future earn-
ings. Later following the work by |Keane and Wolpin| (1997) several econometricians have
estimated structural dynamic models of schooling and working decisions. The detailed
review of the schooling attainment and market outcomes estimation within a structural
framework is presented in [Belzil (2006). Differences in the initial endowments (personal
abilities) and in the expected market outcomes explain different schooling attainment by
population cohorts, for example for white and black youth (Keane and Wolpin| (1997),
Keane and Wolpin| (2000)). These studies analyze the educational choices as the length of
study (attending higher school, than college).

Similar approach has been used to analyze enrollment into different types of educational
institutions - mainly the analysis is conducted on the choice of majors and the influence of
expected earnings on this choice. Recently, |Arcidiacono| (2004)) has considered sequential
models of college enrollment and major choices. He shows that even if there are significant
differences in payments for majors on the labor markets, future earnings explain very little
of the ability sorting across majors.

There is large evidence about positive intergenerational correlation in educational at-
tainment (in other words, children of more educated parents obtain higher educational
levels). However, previous researchers argue that parents’ education has rather indirect
influence on schooling attainment: via hereditarily effect on the personal children abilities
(genetic endowment) and preferences towards higher educational levels (cultural endow-
ment); via family income and thus higher investments in children education, their skills,
health, learning and motivation (see Haveman and Barbara (1995) for corresponding pa-
pers overview). Children who grow up in a poor low-income family tend to have lower
educational and labor market achievements than children from more affluent families.

Keane and Wolpin| (2001) focus on the analysis of the importance of listed above chan-
nels in determining the intergenerational correlation in educational attainment. Using a
structural model approach they model the influence of parental money transfers on the
education attainment and find that: first, more educated parents do indeed make larger
transfers to their children especially during college studies; and, second, that these transfers
are responsible for higher completed educational levels observed for the children of more
educated parents. Post-estimation counterfactual simulations show that the equalizing of
parental transfers (making them independent of parental schooling) significantly reduces
the completed schooling levels of children whose parents are college graduates, but nev-



ertheless does not significantly increase the enrollment levels of children of less educated
parents.

The current paper also makes a contribution to the question of importance of financial
channel in the intergenerational correlation in educational levels by analyzing household
investments in children education, which they have to make in order to obtain higher ed-
ucational levels than their children’s abilities allow (taking into account the competitive
environment during educational institutions entrance).

The third set of paper that makes up the framework of the current analysis is dedicated
to the analysis of tuition influences on schooling attainment and simulation of tuition
policies. Previous works on the effects of tuition on the schooling attainment show that
an increase in tuition and a decrease in financial aids lead to declines in enrolment; at
the same time enrolments are more sensitive to grant awards than to loans or work study,
especially for students from low income families, minorities and non-residents (see |Heller
(1997)) for the review of correspondent studies).

Recent studies provide evidence on the relationship between tuition policies and edu-
cational attainment from the general equilibrium model of student choices and universities
decisions. Thus|Epple and Romano, (2002)), [Epple et al.| (2003), Epple et al.| (2006) provide
an extensive analysis of the allocation of students by income and ability among colleges in
the USA as well as an evidence of tuition fees charged by different level colleges to students
that differ in abilities. The findings of their works suggest that there is a strong hierarchy
of colleges by the educational quality provided to students, and consequently this hierarchy
is characterized by income and ability stratification. They show that the highly ranked
schools (with correspondingly higher educational quality) exercise a substantial variation
of tuition fees with income together with discounts to more able students. Lower ranked
schools charge also lower tuition to more able students. There could be two explanations
of such college policies. Firstly, it could be an evidence of the importance of peer effects
in educational achievements, so that students with higher ability levels pay lower tuition
in equilibrium because of the positive externality they have on other students through the
peer group effect. Secondly, such strategies underline the importance of presence of high-
ability students for colleges as a signal of correspondent educational quality that would
increase its prestige. Authors propose also the policy that would increase the financial
aid targeting toward lower income students and thus encouraging poor students to attend
higher quality colleges.

Nevertheless, there is not a lot of evidence on the joint influence of tuition policies,
family background and wages expectations on the educational choices. Below we list three
of such works that combine and analyze these aspects of educational choices in a joint form
and which are used as the main basis for the current research.

Arcidiacono| (2005)) has recently estimated a structural model combining the analysis
of individual educational choices effecting by future earnings and tuition policies of the US
colleges. More precisely he estimates how individuals decide where to submit applications
and, conditional on being accepted and offered financial aid, in which college to enrol and



what major to study. At the same time the school decisions about acceptance and finan-
cial aids are estimated. By this model he explains the different educational attainment
and effect on earnings for white and black students. He shows that race-based advantages
(advantages in admission and financial aid) have little effect on earnings but do have a sig-
nificant effect on black students enrollment at top-tier schools and colleges. His approach
consists in structural estimation of a four stage sequential model: at the first stage indi-
viduals choose where to submit applications; at the second stage schools make admissions
and financial aid decisions; at the third stage individuals decide which school to attend,
conditional on previous school decisions; and, finally, at the fourth stage individuals enter
the labor market with correspondent wages.

Magnac and Thesmar| (2002) estimate a dynamic schooling model analyzing the in-
crease in schooling attainment observed between 1980 and 1993 in France. They looked at
three factors that potentially could be behind this increase: an increase in the return to
education, a decrease in the direct and physics costs of schooling and a decrease in aca-
demic requirements (an increase in the success probability given enrolment). They show
that the observed increase in attainment is most likely explained by a decrease in academic
selectivity.

Boudarbat and Montmarquette| (2007) analyze educational attainment of Canadian
youth paying a special attention to the parents’ education and taking in the account the
probabilities that students will be able to find an employment related to their field of study
when evaluating lifetime earnings after graduation. They suppose a myopic form of expec-
tations proposed by Manski| (1993), according to which students are assumed to form their
wage expectations by observing the earnings of comparable individuals who are currently
working. They show that lifetime earnings have no statistically significant impact when
the parent of the same gender as the student has a university education.

In the current study we follow the Arcidiacono| (2004), |Arcidiacono| (2005)) and the ap-
proach of Boudarbat and Montmarquette (2007) concerning the way how students form
their expectations. There is a large number of works dedicated to the analysis of the valid-
ity of the rational expectations assumption in the context of educational choices (Manski
(1993)). We use a myopic form of expectations mainly because of the structure of the data
available for our analysis.

Additionally to the previous literature, we take into account the options of obtain-
ing state-subsidized education or paying in full tuition fees. First, we concentrate on the
analysis of factors influencing a decision to acquire additional level of education on the
paid basis. Especially we focus on the question which family background stimulate the
additional "buying” of education even if the skill level is not enough to enter correspon-
dent educational level and how the expectations of labor market outcomes influence these
choices. Second, we take into account the expectations of employment and expectations
of having a correspondent level of occupation while taking a decision about educational
attainment. And, finally, we explore the heterogeneity in the college educational quality.
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4 Model

This section describes the model, which analyzes the importance of personal abilities,
family background and family income in educational choices depending on the structure of
the tertiary education system. We distinguish five types of tertiary education systems:

e Homogeneous quality of college education; all college education is state-subsidized;

e Homogeneous quality of college education; college education is state-subsidized or on
a full-tuition basis;

e Heterogeneous quality of college education; all college education is state-subsidized;

e Heterogeneous quality of college education; all college education is on a full-tuition
basis;

e Heterogeneous quality of college education; college education is state-subsidized or
on a full-tuition basis.

The model allows us to analyze the different influences of family background and family
income on college enrollment within these structures of the educational system.

The current model is an extension of the model of educational choice presented in |Belley
and Lochner| (2007). Belley and Lochner| (2007) analyze the increase in the importance
of family income for the educational achievement in the USA from the early 1980s to the
early 2000s. In their 2-period model, the family income enters as the initial individual
resource and as a variable that determines college tuition (which is assumed to be higher
for families with greater financial resources because of the financial-aid policies for students
with lower-income backgrounds - a typical practice in US colleges).

Here we extend their model in the following ways. First, we allow family income
(together with family background) to affect students’ abilities at the moment of college
entrance. Second, we allow for heterogeneity in the quality of college education. Third,
we introduce an admission selection performed by colleges, which is strictly determined by
applicants’ abilities and varies depending on the educational type (state-subsidized or full-
tuition) or college quality (lower and higher quality institutions). We restrict the model
in that individuals do not have a capacity to borrow, however, the current model can be
easily generalized to the case with borrowing constraints.

The results suggest, that within educational systems, which provide tertiary education
through both types of colleges on a state-subsidized and on a full-tuition basis, family
income plays a significant role in determining college enrollment on a full-tuition basis.
Moreover, family income, compared to parents’ educational background, determines to a
larger extent the sorting of students among colleges with different quality of education.
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4.1 General Framework of the Model.

We assume that N individuals live T+1 periods. In the first period (which corresponds
to the first year after secondary school graduation), they choose whether to receive a higher
education degree (college education) or not. Instead of college education, one can enter the
labor market directly. Study at college is possible only during the first period and covers
one period of life, and then all individuals enter labor market and work for T periods.

0; represents individual abilities at the beginning of the first period. We assume here
that 6; is a function of family background (Ed,,; - parents’ education is used as a proxy for
family background ), family income (Inc,;), and individual ability endowment (&;):

92‘ =40 ( Edp,i7 Incp,ia 51) (1)

We assume that individual abilities ; increase according to parents’ education and par-
ents’ income. Such representation of individual abilities at the moment of college entrance
takes into account three channels of intergenerational transmission of abilities: genetic
transmission of abilities from parents; different non-monetary investments (time, efforts)
in children’s education by parents with different educational levels; and different monetary
investments in children’s education that occurs before secondary school graduation (due
to the different households’ income levels).

Let W; stay for initial family resources available to spend on education of an individual
i (W; = 0). W; is a part of a yearly family income W; = k; - Inc,;, where 0 < k; < 1 (thus,
a family cannot spend all its income on children’s education, but can also decide not to
spend anything).

B stands for future discount rate (0< g < 1).

v(0;) represents the consumption value of college attendance.

An individual ¢ makes educational decision maximizing his/her net lifetime value func-
tion (which we specify bellow).

Colleges make their admission decisions maximizing the level of abilities of their stu-
dents. Admission decisions by colleges are restricted by the number of available places in
colleges (we assume that this number is given exogenously; however, assuming the endoge-
nous choice of the number of student places will not change significantly our results).

At the beginning we assume that all colleges provide the same level of education (ho-
mogeneity in college quality), and that college education is fully state-subsidized. In the
following subsections, we relax these assumptions and analyze the changes in the roles of
family background and family income in college enrollment.

12



4.2 The case of homogeneous quality of college education on a
state-subsidized basis.

Variable s; describes the individual choice: it is set to I if an individual 7 decides to
enter college and 0 otherwise.

ws(0;) reflects earnings per period in the labor market of an individual ¢ with educational
level s. We assume that both education and individual abilities influence wages positively.
Thus, wi(0) > we(f) > 0 for all §, wy(6;) > w,(0y) for all §; > . Individual utility
function U(z), where x is the consumption in a correspondent period (in other words the
wage), is an increasing, strictly concave function.

t represents direct costs of college (living expenditures, transport, etc.) and does not
include any tuition fees.

Therefore, we can write the lifetime value function for non-college attendance of an
individual ¢ as following;:

137
Vo = U(W;) + U(wo(6;)) - =5 (2)
The lifetime value function for college attendance of an individual ¢ is given as:
137
Vig = UWi = 1) + v(0;) + [U(wi(6) - 7— 5~ U(wi1(6;))] (3)
Thus, the net lifetime gain from college could be written as:
1- 7
V(Wi,05) = [U(wi(6:)) = Ulwo(63))] - 7— 7 U(w(6:))
+v(0;) + UW; —t) = U(W;) (4)

Influence of 8; and W; on the net lifetime gain from college can be expressed as follows:

—aV Wi, b / / / / 1—p" / ’ /
oV (W;, 0; , )
—fawi ) Uy, (Wi = t) = Uy, (W3) (6)

Because of the utility function concavity, the partial derivative of the net lifetime gain
from college with respect to initial available resource for education is positive. The positive
sign of the partial derivative also comes from the fact that with the increase in family income
(and, thus, in available resources for education) the direct costs of education count for a
smaller part in the family income, and this fact results in the lower loss in utility of the
first period due to college attendance. The patterns of the influence of individual abilities
on the net lifetime gain from college are determined by the financial returns to college in
terms of the increase in wages conditional on abilities and by the difference in schooling
tastes among individuals with different abilities. If the increase in abilities (6;) does not
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yield a higher increase in wages after college graduation, compared to the increase in wages
with a secondary education degree (in other words, if wj(6;) < w{(6;) ), the net lifetime
gain from college could be a decreasing function with respect to abilities (but still could
have a positive relationship with abilities if the consumption value of schooling is strongly
positively affected by abilities and has a convex form, thus v/(6;) > 0 and v"(6;) > 0). If
the increase in abilities (6;) yields a higher increase in wages with a college degree compared
to potential wages with secondary education (in other words if wj(6;) > w(6;) ), so that
Uy, - wi(0;) = U, -wy(6;) > 0, the net lifetime gain from college will increase with abilities.
The last assumption is usually imposed in educational choice models and consistent with
empirical data (see Belley and Lochner| (2007) for more detailed analysis). Therefore, the
net lifetime gain from college is an increasing function with respect to abilities and initial
financial resources available for education. And, thus, there exists the level of ability 0
such that for all 6; > 0 the net lifetime gain from college is positive, and for all individuals
with the level of ability 6; < 6 the net lifetime gain from college is negative. Consequently,
individuals with ability level 6; > 6 will prefer to attend a college, and individuals with
ability level §; < 8 will not apply for college admission.

Moreover, 6 for individuals with higher initial resources will be lower. U (W;—t)—U (W),
being negative, is decreasing in absolute value with the increase in initial resources, and
that is why the net lifetime gain from college V' (W}, 6;) becomes positive for lower levels of
abilities 6;.

As we assume in this part of the model, government completely finances the college
education. Nevertheless, the number of available places in colleges is limited. Potential
students obtain their admission on a competitive basis. Admission tests select high-ability
candidates for study, so students’ choices for school are restricted by their ability levels.
I,1(6;) represents this restriction: the value of this variable is set to I if an individual ¢
who decided to enter a college will be admitted, and 0 if individual ¢ will not be admitted.
Even if individual ¢ chooses to go to college, but his 0; < ,,;,, he will not be able to
attend. #,,;, is the minimal required level of ability to be admitted. Therefore, for all
0; = Omin => 1,1(0;) = 1, and for all 0; < 0,,;, = [,1(0;) = 0. Where 6,,;,, is determined
on the basis of the number of applications to colleges and the number of available places
in colleges M: S (I,1(6;)) = M.

Thus, individual ¢ solves the following maximization problem, choosing s;:
Vi = mSaX{ (1 =si) - Vo s si- Vi - Ipi(0:) + Vo - (1 = 11(65))] }

subject to:

After receiving students’ applications colleges solve the following maximization problem,
determining cut-off ability level 6,,;, and their admission decision I,,;(6;) for each student ¢
(note that 1,1 (6;) = 0 for those who are not applying to college, thus, for those with s; = 0):
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I = max{i:(%ﬂ&)-@'&)}

Ipl(ei)

subject to:
Y Up(6) =M (8)
i=1

Figure[2]illustrates the solution of students’ and colleges’ maximization problems: equa-
tions [ and

Figure 2: Homogeneous college education on a state-subsidized basis

0.4
b4 ¢
: N
:
1
emin ............... I./é b.
X 4
A
,/ 1
ae :
ol d
By |- 1 >
0l=--4___ P
: Tt
; By
1 //
1 o
0 7 e o 7
Note: ....

For the above figure, the shaded region (Oabcde) corresponds to the distribution of
characteristics 6; and W; in the population of secondary school graduates. Because of the
positive influence of family income on current abilities and initial resources, the last two
characteristics (6; and W;) are positively correlated. The area gfbcdh shows individuals
with a positive net lifetime gain from college (those who are applying for college admis-
sion). The region filled with diagonal stripes (kbcj) illustrates individuals gaining college
admission (according to the selection rule I,; applied by colleges). In the presented figure,
the proportion of students with a positive net lifetime gain from college (thus, the propor-
tion of students willing to attend college) is higher than the number of available places in
colleges. This fact totally corresponds to the empirical evidence for the Russian tertiary
education system: the number of students applying to colleges is 1.3-7.2 times higher than
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the number of admitted students (differences by regional levels in the proportion of the
number of admitted students to the number of students applying to state-subsidized college
education are presented in Figure [B-7)).

In such an educational system, what is the relative importance of individual abilities
and financial resources, of parental background and parental income?

According to the solution of the model described above (note, this solution is presented
in Figure , college admission mainly depends on individual ability level at the moment
of college application. The available financial resources do not influence the probability
of being admitted unless the direct costs of study (%) are relatively high and the financial
constraint (W; > s;-t) cuts the left part of the patched region. In this case (with high direct
costs of study ) the available financial resources for education becomes an important factor
determining the student’s college admission. As we aim to compare this system with the
system, which also provides full-tuition education (in the subsequent sections), we assume
here that direct costs of study (t) are relatively small (and, thus, the main selection occurs
on the college level - admission selection according to the rule I;). Parents’ educational
background affects abilities and, thus, is positively associated with college enrollment.
Household income also positively affects abilities, and through this channel also affects
college enrollment, but does not influence the probability of being admitted by changing
available financial resources.

4.3 The case of homogeneous quality of college education with
a possible choice between state-subsidized and full-tuition
college education.

In this subsection of the model, we assume that there are two types of college education:
state-subsidized colleges and colleges on a full-tuition basis. We also assume that the quality
of education is the same within all colleges independent of their types.

Studying on a full-tuition basis leads to the additional payment of tuition fees 7', which
do not vary with individual abilities or initial resources. Individuals have three choices
regarding their education: s; = 0 corresponds to a secondary education degree, s; =
1 corresponds to the choice to attend a state-subsidized college, s; = 2 corresponds to
the choice to attend a full-tuition college. For simplicity of the model representation we
introduce two choice variables: s;; is set to 0 for individuals choosing not to attend college
on a state-subsidized basis, s;; is set to 1 for individuals choosing to attend college on a
state-subsidized basis; s, is set to 0 for individuals choosing not to attend college on a
full-tuition basis and sy; is set to 1 for individuals who are willing and have a capacity
to attend college on a full-tuition basis (could attend college on a full-tuition basis if
they are not admitted on a state-subsidized basis). As the only difference between state-
subsidized and full-tuition colleges is the tuition fees payment (recall no differences in the
quality of college education and, thus, in the future returns to a college degree in the labor
market), we can assume the following correspondence between variables s;,; and sq;: for
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all s1; =0 = s3; = 0 (those who choose not to attend college on a state-subsidized basis
would not attend it on a full-tuition basis), for all s5; =1 = s;1; = 1 (those who choose to
attend college on a full-tuition basis would also attend it on a state-subsidized basis).

The lifetime value function for non-college attendance of an individual ¢ stays the same
as in the previous subsection (Fquation . The value function for state-subsidized college
attendance for an individual ¢ can be expressed as the value function for college attendance
in the previous subsection (FEquation . The value function for college attendance on a
full-tuition basis for an individual ¢ is represented by FEquation @ wy(6;) represents the
wage in the labor market with a college degree obtained in a full-tuition college. In the
current subsection of the model, we assume that wy(60;) = wy(6;) for all 6;.

Vo = UW;) + U(wo(8;)) - 11__52 2)
Vig =UW; —t) +v(6:) + [U(wi(6))) - 11__65 — U(w1(6:))] (3)
Vo =UW; =t =T) +v(6;) + [U(w2(6:)) - =P U(w2(6:))] (9)

Thus, individual ¢ solves the following maximization problem, choosing s;; = {0,1}
and so; = {0, 1}, and, therefore, choosing s; = {0, 1,2} ( where s; = s1,; + $2; ):

Vi= Hlsax {(1 - 81,1') : Vo,i ;o Sl [Vl,z‘ : Ip1(‘9i) + Vo,z‘ : (1 - Ip1(‘9i))] ;

9.+ [Vayi - Ipa(0i) + Vo - (1 = 12(0:))] }
subject to: (10)
S1,i°t < Wi
So;-(t+T)< W,

The level of ability required to receive a positive net lifetime return to college is higher
for full-tuition colleges: 0} > 9~1.

The increase in initial resources (caused by the increase in family income) will lead to a
higher increase in a net lifetime gain from full-tuition college compared to state-subsidized
college (because of the concavity of utility function):

8V(WZ~,6’Z-,SU = 1) 8V(Wi,ei,82i = 1)
) ) 11
aw, < aw, (11)

0. =1
OV (Wi, 0,51 =1) _ Uy, (W; — t) — Uy (W)

oW,
8V(VV“91, S i = 1) , ,
e = Uy, (Wi =t = T) = Upy, (W)

That is why the difference between 9~2 and 9~1 will decrease with the increase in the
initial resources available for education.
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I,5(6;) represents the admission rule for full-tuition colleges, 1,1 (6;) represents the ad-
mission rule for state-subsidized colleges. The value of I,2(6;) is set to 1 if an individual
¢ who decided to enter a college on a full-tuition basis will be admitted, and 0 if indi-
vidual ¢ will not be admitted. As in the previous subsection, 0,1 and 0,2 are the
minimal required levels of ability to be admitted to a state-subsidized and full-tuition
college correspondingly. Therefore, for all 6, > 60,1 = [,1(6;) = 1, and for all
0; < Oming = I,1(6;) = 0. The same is true for full-tuition colleges in the tertiary
education system: for all §; > 0,0 = [,2(6;) = 1, and for all 6; < 0,0 = 2(6;) = 0.
Omin,1 and O 2 are determined on the basis of the number of applications to colleges of
each type and the number of available places in those colleges M; and M, correspondingly:

Zﬁl(lpl(ei)) = M; and 21'111([172(9@')) = M,.

Therefore, after receiving students’ applications colleges, both state-subsidized and full-
tuition, solve the following maximization problems, determining cut-off ability levels (6,51
and 6, 2 correspondingly) and admission decisions (1,1(6;) and I,2(6;)) for each student
i. Note that [,;(6;) = 0 for those who are not applying to state-subsidized colleges, thus,
for those with s;,; = 0; I2(6;) = 0 for those who are not applying to full-tuition colleges,
thus, for those with sy; = 0.

N
L= fm?g{){ > (L (6:) - 6; - 514) } (12)
PRTT =
subject to:
N
S (U (6:)) = M,
=1
N
L = Im(an){ Z([p2<9i> -0; - 52,1) } (13)
PR =
subject to:
N
> (a2(6:) = My
i=1

Figure |3] illustrates the equilibrium in the case of state-subsidized and full-tuition col-
lege education assuming that all college education is homogeneous (thus, the solution of

maximization problems , and [13]).

As previously, the shaded region (Oabede) corresponds to the distribution of character-
istics 6; and W; in the population of secondary school graduates. The area gfbcdh shows
individuals with a positive net lifetime gain from state-subsidized college (those who are
applying for a state-subsidized college admission). The area mlbcdn corresponds to individ-
uals with a positive net lifetime gain from full-tuition college (those who are applying for a
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Figure 3: Homogeneous college education on a state-subsidized or full-tuition basis
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full-tuition college admission). Note that those with a positive net lifetime gain from full-
tuition college also have a positive and higher lifetime gain from state-subsidized college.
The diagonally striped region (kbcj) illustrates individuals gaining college admission on a
state-subsidized basis (M; individuals). The region with mesh fill (sjpr) represents indi-
viduals gaining college admission on a full-tuition basis (M5 individuals). These two areas
are determined according to cut-off rules of college admission - 1,1(6;) and [,2(6;) - and,
consequently, according to minimal ability level requirements - 0,,,;,, 1 and 6,,;, 2. Here, the
proportion of students with a positive net lifetime gain from college (on a state-subsidized
or full-tuition basis) is higher than the number of available places in colleges. This fact
also corresponds (as in the previous section) to the empirical evidence for the Russian
tertiary education system: differences by federal districts in the proportion of the number
of admitted students to the number of students applying to colleges (on a state-subsidized
or full-tuition basis) are presented in Table

In such an educational system, what is the relative importance of individual abilities
and financial resources, of parental background and parental income?

According to the solution of the model described above (note, this solution is pre-
sented in Figure |3]), initial available resources have a higher influence on college admission
compared to the case of only state-subsidized colleges. Available financial resources sig-
nificantly influence the probability of being admitted to full-tuition colleges. As the figure
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depicts, there are individuals with the same ability level as those admitted to full-tuition
colleges (with 0; > 0,2, but 8; < 6,.1), who do not apply to full-tuition colleges because
of the financial constraints. Parents’ educational background affects abilities and, thus, is
positively associated with college enrollment, as in the previous subsection. Household
income, in contrast to the case with only state-subsidized colleges, significantly influences
the probability of being admitted to full-tuition colleges not only by affecting students’
abilities, but also by determining available financial resources. Thus, family income plays
a significantly greater role in college enrollment, compared to the system with only state-
subsidized education.

It is worth noting, that if a country passes from the educational system I to the
educational system 2, and increases college enrollment by adding full-tuition places in
colleges (thus, M, = M and M, > 0), students who can afford full-tuition college education
and who cannot be admitted to state-subsidized colleges because of low level of ability
(0; < Omin1 = Opin) would significantly benefit from this change. This change would not
affect low-income families who cannot afford full-tuition college education and cannot be
admitted to state-subsidized colleges. If a country passes from the educational system 1 to
the educational system 2 keeping the number of college students constant (M; + My = M,
and thus, Omine < Omin < Omin1), the places in colleges will be reallocated from high-
ability and low-income students (0, < 6; < Opin1 and W; < t +T) to low-ability and
high-income students (6in 2 < 0; < Oy and W; >t 4+ T).

4.4 The case of heterogeneous quality of college education on a
state-subsidized basis.

In this subsection, we relax the assumption of homogeneous quality of college education.
We assume that there are two types of state-subsidized college education: high (H) and
low (L) quality of education.

wy g (0;) reflects earnings per period in the labor market of an individual ¢ with college
education of high-quality level H. wy 1 (6;) reflects earnings per period in the labor market of
an individual 7 with college education of low-quality level (L). We assume that the quality
of college education positively influences wages. Thus, w; g (0) > wy 1(0) > we(d) > 0 for
all 0. Abilities affect wages as previously: w,(6;) > w,(6y) for all ) > 6s.

The lifetime value function for non-college attendance of an individual ¢ stays the same
as in the previous subsections (FEquation . The value function for state-subsidized low-
quality college attendance of an individual 7 can be expressed according to Equation [14]
The value function for state-subsidized high-quality college attendance of an individual ¢

is represented by Equation[15]
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1—p7

Vou = V(W) + Ulun(6) - T @
Vi = UOV; = ) 4 2(6) + [U(wnal6)) - 5~ Ulwr1(69) (14)
Viaws = Ui = )+ 0(6) + U(wna(6)) - 5~ Ulwnn®))] (15

Because of the positive returns to education quality in the labor market, Vir; < Vig,;
for all i. Therefore, the level of ability required to receive a positive net lifetime return to
college is higher for low-quality colleges : 51, L > 0~1, H-

Thus, individual i solves the following maximization problem, choosing si,; = {0,1}
and s;p; = {0,1}. Note that for all individuals sy, = 0 = s1,,; = 0 - those who choose
not to apply for high-quality colleges on a state-subsidized basis would not apply for low-
quality; for all s1,;, =1 = s1g; = 1 - those who choose to apply for low-quality colleges
on a state-subsidized basis would as well apply for high-quality colleges.

Vi= max {(1—simi) Voi ;5 siei- Vies - Ipn(6s) + Vo - (1 — Lur(0:))] ;

S1L,isS1H,i
sui - Vimi - Do (6:) + Vo - (1= L (6:))] }
subject to: (16)

The minimal required levels of ability to be admitted to state-subsidized low-quality
and high-quality colleges (€pnin1r and €m0 ) are determined on the basis of the number
of applications to colleges of each type and the number of available places in those colleges
(M and My correspondingly): Zfil(lpm(ﬁi)) = My, and Zi]il(lle(Qi)) = Mpy. As we
have seen, a high-quality college is a strictly preferred alternative by all individuals, that
is why the high-ability individuals will sort to high-quality colleges, and, therefore, the
minimal ability level imposed by low-quality colleges will be lower than those imposed by
high-quality colleges: Opin,1z. < Omin,1H-

Thus, colleges of two quality types solve the following maximization problems, deter-
mining cut-off ability levels (0in1 and 1) and admission decisions (I,14(6;) and
L1 (6;)) for each student i. Note that I,11(f;) = 0 for those who are not applying to
state-subsidized low-quality colleges, thus, for those with s17,; = 0; 1,14 (0;) = 0 for those
who are not applying to state-subsidized high-quality colleges, thus, for those with sy5,; = 0.

N
L = max {3 (Ine(6) -0 i) } (a7
p1L(0; i—1
subject to:
N
S (us(6) = My
=1



N
Ly = Im&(}g{){ Z(Ile(ei) +0; - SlHﬂ') } (18>
plH\Vq i=1

subject to:
> (Iuu(8)) = My
i=1

Figure [4] illustrates the equilibrium in the case of state-subsidized college education of
two quality levels: high and low (thus, the solution of maximization problems and

18))-

Figure 4: Heterogeneous college education on a state-subsidized basis

In such an educational system, what is the relative importance of individual abilities

and financial resources, of parental background and parental income?

According to the solution of the model described above (Figure [4)), college admission
mainly depends on individual ability level at the moment of application to colleges. More-
over, the sorting of students between high and low quality colleges is determined only by
their abilities. Therefore, parents’ educational background, which affects abilities, is posi-
tively associated with both college enrollment and quality of college education. Household
income also positively affects abilities, and through this channel also affects college en-
rollment and quality of college education, but does not influence the probability of being
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admitted by changing available financial resources.

4.5 The case of heterogeneous quality of college education on a
full-tuition basis.

Before moving to the case with heterogeneous quality of college education and a possi-
ble choice between state-subsidized and full-tuition colleges, it is worth looking briefly at
what happens if we have only full-tuition colleges with heterogeneous quality of education.

We assume that there are two types of full-tuition college education: high (H) and
low (L) quality of education. ws p(6;) reflects earnings per period in the labor market of
an individual ¢ with college education of high-quality level (H). ws 1,(6;) reflects earnings
per period in the labor market of an individual ¢ with college education of low-quality
level (L). As previously, we assume that the education quality positively influences wages.
Thus, wy g (0) > war(f) > we(f) > 0 for all §. Abilities affect wages as previously:
ws(61) > ws(e) for all H; > 5. We also assume that high-quality education is more costly,
than the low-quality education: Ty > 17, > 0.

The lifetime value function for non-college attendance of an individual 7 stays the same
as in the previous subsections (Equation . The value function for full-tuition low-quality
college attendance of an individual i can be expressed according to Equation [I9] The value
function for full-tuition high-quality college attendance of an individual ¢ is represented by

Equation20]

Vi = U0+ UG (0)- 5= 2
Var: = U(Wi —t —Tp) + v(6;) + [U(wa.(6;)) - 11—_ Bg — U(war(6:))] (19)
Vars = UW; — t — Ty) + v(8;) + [U(wan (6;)) - 11—_ Bﬂ — U(wa(6:))] (20)

9~27 1, is the minimal level of ability required to receive a positive net lifetime return to a
low-quality college and 0~27 g is the minimal level of ability required to receive a positive net
lifetime return to a high-quality college. Without additional assumption about the form of
wages and tuition fees we cannot define a-priori whether 527 LS 52, . But, as in the previous
sections 527 1, and 52, g are decreasing with greater initial financial resources (because of the
concavity of utility function). Though there is a positive return to education quality in the
labor market, but as high-quality education is more costly, there is no strict preferences of
the students towards the high-quality or lower-quality colleges (we cannot define whether
Vo S Var,i ). Individual ¢ prefers high-quality education to low-quality education if:

Vorri — Vori ={UW, =t —Tyg) —UW, —t —TL)} +
BT

U (wa,m(6:)) — Ulwa,L(6:))} 1-3

> 0 (21)
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The first part of the equation (U(W; —t — Ty) — U(W; —t — T71)) is negative and
decreasing in absolute value with increasing initial financial resources. The second part of
the equation (U(wsa g (60;)) — U(we,1(6;))) is positive and increasing with the rise in ability
level (we assume that {Uy,, , - w5 (0;) — U, , w5 1 (0;)} > 0). Thus, there exists a level of
ability 52, HvsL S0 that for all ¢ with 8, > 527 Hesr, @ net lifetime gain from high-quality college
is higher than a net lifetime gain from low-quality college. U(W; —t—Ty)—U(W; —t—1T7)
is negative and decreasing in absolute value with increasing initial financial resources, thus,
527 Hesp 18 decreasing with a rise in initial financial resources. Formal proof of this fact is

presented below:

VzH,z'(éz,HysL) — VzL,i(éz,HmL) =0 (22)
UW,—t—Tyg)-UW; —t —Tp) +
; ; 55" _
H U (wo, 1 (02, 10sr.) — Ul(wa (02, 1os1)) } - -3 0
thus:
a(§Q,HUSL) o U/(Wz —t— TH) — U/(I/Vz —t— TL) 0
N 7 / r (D 5T <
8<Wl) (U'LUQ,H : w/Q,H(GQ»HUSL) - Uw27L ’ wQ,L(GQ»HUSL)) ’ 1-38
as:
U/(Wi—t—TH)—U/(VVi—t—TL) > 0
/ / N / / N 6 - ﬁT
(UwzH 'wz,H(62,HvsL) - Uw27L 'w2,L(62,HvsL)) " 3 >0

Individual 7 solves the following maximization problem, choosing sor,;, = {0,1} and

SQH,i = {0, 1}

Vi= max {(1—max{soms;sari})  Voi; Sori- VoL Ipan(0s) + Vo - (1 — L (0:))];

S2L,i,S2H,i
Somi - [Vami - Lo (0:) + Vo - (1 — Lou(6:))] }

subject to: (23)

Sori- (t+ 1) <W;

Somi - (t+Ty) < W,

Thus, colleges solve the following maximization problems, determining cut-off ability
levels (@min 21, Omin2m) and admission decisions (12 (0;), I2m(6;)) for each student i.

N
L = max {3 (Lon(6:) -0 son.) } (24)
p2L(0; i—1
subject to:
N
S (her(6) = My
=1



Ly = max { Z(IPQH(@) - 0; - Somi) } (25)

Ipom (0;)

subject to:

> (I2u(8)) = My

i=1

Note that L1 (0;) = 0 for those who are not applying to full-tuition low-quality colleges,
thus, for those with sap; = 0; Ipom(6;) = 0 for those who are not applying to full-tuition
high-quality colleges, thus, for those with s ; = 0.

Figure [5|illustrates the equilibrium in the case of full-tuition college education with two
quality levels (high and low) and correspondingly with two levels of tuition fees (high and
low); thus, the solution of maximization problems , , and [25] .

The minimal required levels of ability to be admitted to full-tuition low-quality and
high-quality colleges (@minor and 6, 2m ) are determined on the basis of the number of
applications to colleges of each type and the number of available places in those colleges
(M, and My correspondingly). As can be seen in Figure 5| €,,i,2r may be higher or
lower than 6,,;, 1, - their relative values depend on the proportion of the population with
desire and capacity to pay full-tuition fees for high-quality colleges and on the number
of available places in colleges (Figure , Ist and 2nd graphs). Moreover, sorting of stu-
dents among high-quality and low-quality colleges is determined by the ability level 9~27 HosL,
which depends on the differences in tuition costs and returns to college education between
high-quality and low-quality colleges. Thus, the 3rd graph of the Figure [5] illustrates the
case of the high level of 92, HvsL, Which leads to that some students even with a high level
of financial resources (enough to pay for a high-quality college) choose low-quality colleges
(area zyz).

In such an educational system, what is the relative importance of individual abilities
and financial resources, of parental background and parental income?

According to the solution of the model described above (Figure |)), college admission
mainly depends on individual ability level at the moment of college application. How-
ever, the sorting of students between high and low quality colleges is determined mainly
by financial resources of their parents. Therefore, parents’ educational background, which
affects abilities, is positively associated with college enrollment and with quality of college
education. Moreover, household income influences college admission and college quality by
determining available financial resources and by influencing individual lifetime value func-
tions of high-quality and low-quality colleges (thus, affecting the level of ability determining
preferences between high and low education quality - 9~27 HoslL)-

A comparison between the educational system 4 and the educational system 3 (full-
tuition colleges and state-subsidized colleges with heterogenous education) suggests that
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Figure 5: Heterogeneous college education on a full-tuition basis
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in the case of full-tuition college education the sorting among high-quality and low-quality
colleges is more determined by financial resources than it is in the case of state-subsidized
education. Thus, within a full-tuition educational system, family income, compared to
parents’ education, might have a stronger effect on the sorting of students among colleges
with different quality of education. In the first case (with state-subsidized colleges) parents’
educational background has significantly higher influence on the sorting of students among
colleges with different educational qualities, than household financial resources.

4.6 The case of heterogeneous quality of college education with
a possible choice between state-subsidized and full-tuition
college education.

In this final subsection of the model, we assume that there are two types of state-
subsidized college education and two types of full-tuition college education: colleges with
high (H) and low (L) quality of education.

The lifetime value functions for the five possible educational choices can be expressed by
equations [15, [19} 20l V4, represents the lifetime value function for non-attendance of
any college. Vi ; represents the lifetime value function for low-quality college attendance
on a state-subsidized basis. Vjp,; represents the lifetime value function for high-quality
college attendance on a state-subsidized basis. Var; represents the lifetime value function
for low-quality college attendance on a full-tuition basis. V,p; represents the lifetime value
function for high-quality college attendance on a full-tuition basis.

Voo = UV + U(un(8)) - 5= ®
Visa = U0V, = 0) (6 + 0 01a6) - 55 ~ Uluna(@)
Vi = U =) 4 000 + U un(8) - 5=~ Ul n(8)
Vi = UV, = 1 = T3) (6 + 0 (w20(6)) - =20~ Uluno(09)
Vargs = Ui == ) +-00) + Wnn0))- 5=~ Uwn(@)) @D

We assume that in the labor market: wy 1(0;) = wa 1(6;) < wy g (60;) = wa g (6;).

Thus, individual ¢ solves the following maximization problem, choosing s1.,; = {0, 1},
simi = {0,1}, sar; = {0,1}, and sop; = {0,1}. Note that for all individuals s14; =0 =
s11,; = 0 - those who choose not to apply for high-quality state-subsidized college would
not apply for low-quality; for all s1,; =1 = s;g; = 1 - those who choose to apply for low-
quality colleges on a state-subsidized basis would as well apply for high-quality colleges on
a state-subsidized basis; for all s, =0 = sop; = 0 and s1,; = 0 = sy,; = 0 (those who
choose not to attend college on state-subsidized basis would not attend it on a full-tuition
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basis), for all sop; = 1= s1y; =1 and sar; = 1 = sy, = 1 (those who choose to attend
college on a full-tuition basis would also attend it on a state-subsidized basis).

Vi = max {1 = s1m4) - Vou

S1L.i,51H iy52L,1»52H.q
s1c,i - Viri - Ipnr(6:) + Voi - (1 — Lan(6:))] ;
sii - Vim - Ipim (05) + Vo - (1 — L (05)));
sori* [Vari - Iper(05) + Vo - (1 — Lor(0:))] ;
Somi - [Vami - Lpor (0:) + Vo - (1 — Lou(6:))];
subject to: (26)
Sipit < Wi syt < Wi
Sori - (t+TL) < Wi somi- (t+Th) < Wi

Thus, colleges solve the following maximization problems, determining cut-off ability

levels (Qmin,1L7 Hmmle, Qmmng, emin72H) and admission decisions (]plL(Qi), Ile(Qi), ]ng(Qi),
Lyom(0;)) for each student 1.

L, = max{z pi(0:) - 0; - si) } (27)

plL

subject to:

Ly = max{z o (0:) - 0; - s1ms) } (28)

le

subject to:

Ly, = maX{Z (Ipar(0:) - 0; - sari) } (29)

p2L

subject to:
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Ly = max { Z(IPQH(@) - 0; - Somi) } (30)

Ipom (0;)

subject to:

> (Ton(6:) = My,

i=1

Note that L1 (0;) = 0 for those who are not applying to full-tuition low-quality colleges,
thus, for those with sap; = 0; Ipom(6;) = 0 for those who are not applying to full-tuition
high-quality colleges, thus, for those with sop; = 0. I,11(6;) = 0 for those who are not ap-
plying to state-subsidized low-quality colleges, thus, for those with s1.,; = 0; I,1g(6;) =0
for those who are not applying to state-subsidized high-quality colleges, thus, for those
with s1p,; = 0.

Figure [6] illustrates the solution of the maximization problems [26] 27} 28] 29} and [30] —
the equilibrium in the case of state-subsidized and full-tuition colleges of two quality levels
(high and low) and correspondingly of two levels of tuition fees (high and low).

The minimal required levels of ability to be admitted to full-tuition low-quality and
high-quality colleges (0yin2r, and Opin2m ), as well as the minimal required levels of abil-
ity to be admitted to state-subsidized low-quality and high-quality colleges (0yin17 and
Ominam ) are determined as the solutions of the maximization problems , and
30, on the basis of the number of applications to colleges of each type and the number
of available places in those colleges (Mp 2, My , My, , and My, correspondingly). The
cut-off rules applied by colleges are the following: I,01(6;), Ly (0:), L1 (0;), and I, (6;).

The alternative of attending a state-subsidized high-quality college is better than all
other college possibilities, thus, Opin10 > Ominir, Ominimg > Ominom, a0d Onin 10 > Omin oL
The alternative of attending a low-quality state-subsidized college is strongly preferred
to the alternative to attend the low-quality full-tuition college by all individuals, thus
OminiL > Omin2r. We cannot say anything about the relative values of other cut-off rules:
Ominit S Ominom 2 Omin2r. Their relative values depend on the proportion of the pop-
ulation with desire and capacity to pay full-tuition fees for high/low-quality colleges and
on the number of available places in colleges. Moreover, as in the previous subsection,
sorting of students among high-quality and low-quality full-tuition colleges is determined
by the ability level §2 Hvs2L, Which depends on the differences in tuition costs and returns to
college education between high-quality and low-quality colleges. Sorting of students (who
have the capacity to pay for high-quality full-tuition college) among high-quality full-tuition
and low-quality state-subsidized colleges is determined by the ability level fapps1z, which
also depends on the tuition costs and on the differences in returns to college education
between high-quality and low-quality colleges. Note that éZHvsl L > égHvsgL, égH > élg,
égL > élL, and these levels are decreasing with a rise in initial financial resources. For
a simplicity of the graphic representation we do not illustrate cases where égHUSQL and

29



m m
‘oY ~ Y -
S S
L ~ o~
. 2 : B
NG I E 5 22
N\ @ A ~\ ' A
D Nl
< ~

.
2 (
Gan
A
.
==z, (
02H(

~—
~—
b
t+ Ty,
~—~—
~—
i
27 b
t+ Ty,

N L N |
[]/7 e [ T

M)‘I
4
—

~
~

_ar

S

s

t+ T,
Méﬁ
~
~N~
_\r
\:*_
t+ T,
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ég Hes1r, Cut the patched regions, but one can easily imagine the consequent distribution of
students among analyzed college types, taking as an example the 3rd graph of Figure
in the previous subsection. However, Figure [0 represents two possible cases: when in the
equilibrium 0,17, < Omin2r and when in the equilibrium 0in.1 > Omin 20 -

In such an educational system, what is the relative importance of individual abilities
and financial resources, of parental background and parental income?

According to the solution of the model described above (Figure @, college admission
in general mainly depends on individual ability level. Nevertheless, the sorting of students
between high and low quality colleges is determined to a large extent by financial resources
of their parents. Thus, because of the higher or lower family income, some students with
the given ability level go to the low-quality state-subsidized colleges and others, with the
same ability level, obtain their education in the high-quality full-tuition colleges (concerned
students are those with the ability level 6; such as max{0,in 20 Omin1} < 0; < Omin1m)-
Therefore, parents’ educational background, which affects abilities, is positively associated
with college enrollment and with quality of college education. Moreover, household income
significantly influences college quality by determining available financial resources and by
influencing individual lifetime value functions of high-quality and low-quality colleges (thus,
affecting the level of ability determining preferences between high and low education qual-

1ty - é2Hvle and éQHUSQL)'

It is worth comparing the transition from the educational system & (only state-subsidized
colleges with two quality levels of education) to the educational system & described in
this subsection. Let us look at the case if a country passes from the educational sys-
tem 3 to the educational system & and does not increase total college enrollment (thus,
Mp1+ Mys = My and My 1 + Mo = Myp). In this case, high-income students would be
reallocated from low-quality state-subsidized colleges to high-quality full-tuition colleges.
Low-income students would have to move from high-quality colleges to low-quality state-
subsidized colleges (besides those who have the highest ability levels in the population)
and some of them would not go to colleges at all (students with lowest abilities and income
among those admitted within the educational system 3). Therefore, high-income students
would gain from this transition in both college enrollment and college quality, but at the
expense of low-income students. In this case, household income would determine to a larger
extent the quality of college education than parents’ educational background.

Let assume that a country passes from the educational system & to the educational
system & and increases the number of college students. If we add only low-quality full-
tuition colleges (M1 = My, and My 5 > 0), a larger number of high-income students would
be able to enroll in colleges (those who cannot be admitted to state-subsidized colleges and
who can afford full-tuition college education). This change would not influence low-income
students who cannot be admitted to state-subsidized colleges. In this case household
income, as well as parents’ educational background, would influence the college enrollment
probabilities.

31



If we add high-quality full-tuition colleges to the educational system 3 (Mpy, = My
and Mps > 0), a larger number of high-income students would be enrolled in colleges.
Moreover, high-income students would move from low-quality state-subsidized colleges to
high-quality full-tuition colleges. The influence of household income on college quality
would increase considerably. At the same time, and it is worth underlying this fact, a
larger number of low-income students would be able to obtain college education (thought
it would be low-quality college education). Low-income students with lower levels of ability
(lower ability levels compared to those that would be admitted to colleges with the educa-
tional system &) would be able to enroll in low-quality colleges on the places of high-income
students who moved to high-quality full-tuition colleges.

Therefore, the transition from the educational system & (only state-subsidized college
education) to the educational system & (with college education on a state-subsidized and
on a full-tuition basis) keeping college enrollment constant would provide an advantage to
high-income students (in terms of college enrollment and college quality) at the expense of
low-income students, and, thus, would increase the role of household income in college ad-
mission and college quality choice. On the other hand, the transition from the educational
system 3 to the educational system &, which increases the number of college students,
would benefit both high-income and low-income students in terms of college enrollment.
Nevertheless, household income would have a stronger effect on the quality of college edu-
cation compared to parents’ educational background.

In the following sections we bring this model to data, in order to test the predictions of

the model and to explain the changes in educational demand in Russia, as well as chang-
ing role of parental educational background and household income in educational decisions.
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5 Empirical Model

Denotation

1 or F - State-subsidized college

2 or P - Full-tuition college

1H or FH - High-Quality State-subsidized college
1L or FL - Low-Quality State-subsidized college
2H or PH - High-Quality Full-tuition college

2L or PL - Low-Quality Full-tuition college

Model Equations:

0; =0 ( Edpi, Incy;, &)
Specific function of ability endowment:

191‘ = O[0+(]11 . Edp7i+042 -]ncp7i+ —I—&-’-’I]Z

Where §; captures unobserved heterogeneity in ability endowment,

7; represents the random ability shock.

&; is modeled as type-specific constant, with R possible types:

exp(ao, + 0, - Edy; + aoy - Inc,; + ...)
Zle{exp(ozovj +oy ;- Edy+agj-Inc,; +...)}

P& =& 1=1.R) =

Value functions of college attendance/non-attendance:

Vos = V(W) + Ulun(8)) -
Vi = UGWs = 0) +0(6) + [U(wn(69) - = = U (69)
Vs = U(Ws = £ = 1) 9(6) + U (wa(6) - T — Ulwa(6)]
%L,z‘ = U(WZ — t) + V(QZ) + [U(wl,L(QZ)) . 11__55 — U(wl,L<02))]
‘/1[{71‘ = U(WZ — t) + V(@) + [U(U)LH(QZ)) . 11__55 — U(wl,H(el))]
‘/vQL’Z‘ = U(VVz —t— TL) + V(‘gz) + [U(/LUQ’L(Q,L-)) . 11__65 — U(sz(Qz))]
Var: = UW; — t — Ty) + v(8;) + [U(wan (6;)) - 11—_ BB — U(ws 1 (6;))]

Specific function of utility and wages—ability € education:
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Wage after college k graduation (k=1...K) of individual i at period t:
Wi = Bo(0s) + Brr(0:) - I(k) + Bor(0s) - Xi + Bap(0s) - Expiy + ... + &

Utility of future earnings after college k graduation (k=1...K) of individual i:

T

Uk,i = Z(ﬂt_l * Pempt kit - Log(E{wy it }))

t=2

Educational Choices: Heterogeneous College Education on a State-Subsidized
(F) or on a Full-Tuition (P) Basis:

Note:
those who choose to apply for 1L college, will always apply for 1H college;
those who choose to apply for 2H college, will always apply for 1H college;
those who choose to apply for 2L college, will always apply for 1H college;
those who choose to apply for 2L college, will always apply for 1L college;
Ominar < Ominams Ominzr < Ominim: Omin2r < Ominars;
we cannot say nothing about 0,,in 00 S Omin1z and Omin 2 S Ominor (see theoretical model
for details).

— probability of studying in k-th college (K - total number of college choices):
P(k) = P(apply to k-th college) - P(admitted to k-th college) -

K P(not apply to j-th college)+
: +P(apply to j-th college) - P(rejected in j-th college)+
7=1, 5#k ' +{P(apply to j-th college) - P(admitted to j-th) - P(k is better than j)}

— probability of not studying in any colleges:

K
P(not apply to j-th college)+
P(0) = H { P (

Pl apply to j-th college) - P(rejected in j-th college)

— probability of studying in k-th college (K - total number of college choices):
P(k)y=PVo; < Vii) - P(b; = Opin) -

' H +P(Voi < Vji) - P(0; < Opinj)+

i=1 37 H{P Vo < Vi) P(6i = Ominj) - P(Viey > Vji)}

— probability of not studying in any colleges:
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K
P(Voi > Vji)+
P — b J7
(0) H{ +P (Vo < Vji) - P(0i < Omin,j) }

7=1
Thus:

probability of  studying in 1H college:
P(1H) = P(apply to 1H) - P(admitted to 1H)

probability of  studying in 1L college:
P(1L) = P(apply to 1L) - P(admitted to 1L) - P(rejected in 1H) -

P(not apply to 2H) + P(apply to 2H) - P(rejected in 2H)-+
+P(apply to 2H) - P(admitted to 2H) - P(1L is better than 2H)

probability of  studying in 2H college:
P(2H) = P(apply to 2H) - P(admitted to 2H) - P(rejected in 1H) -
P(not apply to 1L) + P(apply to 1L) - P(rejected in 1L)+
+P(apply to 1L) - P(admitted to 1L) - P(2H is better than 1L)

. P(not apply to 2L) + P(apply to 2L) - P(rejected in 2L)+
+P(apply to 2L) - P(admitted to 2L) - P(2H is better than 2L)

probability of  studying in 2L college:
P(2L) = P(apply to 2L) - P(admitted to 2L) - P(rejected in 1H) - P(rejected in 1L) -

P(not apply to 2H) + P(apply to 2H) - P(rejected in 2H)+
+P(apply to 2H) - P(admitted to 2H) - P(2L is better than 2H)

probability of no-studying in college:
P(0) = {P(not apply to 1H) + P(apply to 1H) - P(rejected in 1H)} -
{P(not apply to 2H) + P(apply to 2H) - P(rejected in 2H)} -
{P(not apply to 1L) + P(apply to 1L) - P(rejected in 1L)} -
{P(not apply to 2L) + P(apply to 2L) - P(rejected in 2L)}

We observe P(1) = my,(6;) - P(1H) + (1 — my,(0;)) - P(1L).

probability of  studying in 1H college:
P(1H) = P(Vo,; < Vigi) - P(0; = Ominan)
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probability of  studying in 1L college:
P(1L) = P(Vo; < Viri) - P(Ominar < 6 < Ominan) -

. { P(Vo; > Vami) + P(Voi < Vami) - P(0; < Ominom)+ }
+P(Vo,i < Vaui) - P(6; 2 Opinon) - PViri > Vo)

probability of  studying in 2H college:
P(2H) = P(Vo,; < Vap,) - P(0; = Ominan) - P(0; < Ominan) -

' { P(Voi > Vipi) + P(Vo, < Vi) - P(0; < Ominar)+ } _
+P(Vo, < Vips) - P(6; = Ominar) - P(Vami = Vir,)

' { P(Voi > Vari) + P(Vo, < Vari) - P(0; < Ominor)+ }
+P (Vo < Vari) - P(6; 2 Ominar) - P(Vami = Var,)

probability of  studying in 2L college:
P(2L) = P(Vo; < Vari) - P(6; = Ominar) - P(0; < Ominan) - P(0; < Opminar) -

. { P(Voi > Vo) + P(Voi < Vaui) - P(0; < Ominom)+ }
+P(Voi < Vauy) - P(0; 2 Ominon) - P(Vari > Vo)

probability of  no-studying in college:
P0) = P(Vo; > Vims) +{P(Vo,

< Vi) - P(0; < Oinam)}-
AP Vo, > Vami) + P(Voi < Vamy) - P(0; < Ominom)} -

<0

<V

APWVo,i > Viri) + PV 104) - P(6i < Ominar)} -
APVo; > Vori) + P(Vo, ori) - P(0; < Ominaor)}

Thus, we can write the final Maximum Likelihood Function in the following way:

N R
L — H H{P<O)1{(Edi:0) . P<1L)£(Edi:1L) . P(2L>7{(Ed¢:2L) . P(lH){n(Edile) . P(QH){q(Edi:y{)}

this section is under development and is not completed yet

= preliminary estimation results starts on the next page
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6 Results

6.1 Data

For the empirical analysis presented in this section, we use the data from the Russian
Longitudinal Monitoring Survey (RLMS). It is a series of nationally representative surveys
designed to monitor the effects of Russian reforms on the health and economic welfare of
households and individuals in the Russian Federation. A description of RLMS data and sta-
tistical approach can be found in [Swafford et al.| (1999a) and [Swafford et al.| (1999b)). This
base offers several important advantages for our analysis in comparison to other statistical
sources available in Russia. The most important is that it includes two surveys: household
data and individual data. By combining these surveys, we have an opportunity to generate
a full set of data determining individual, his parents’ and household characteristicg] We
use the data for 1995-2006 years.

6.2 Estimation of the Educational Demand, 1995 - 2006 years:
Changing Role of Parental Background and Household In-
come.

In the Table [A-2] and Table [A-3] we list the estimated coefficients in the reduced-form

model of educational choice for 1995 and 2006 years (using RLMS dataset for corresponding
years). We use multinominal probit model for this analysis with three specifications:

(1> DEduczztion:k,z’ - ](Edf* > Edﬁ*, [ = 1,2,3, [ 7é k‘),
where Edf* = a’f - Education_parents; + uy,;, k=1,2,3
(2)  Draucation=r; = 1(Ed} > Ed.', 1 =1,2,3, | # k),

where EdY" = of - Education_parents; + of - In(Household_Income) + uy;, k=1,2,3

(3) DEducation:k,i = [(Edf* > Edﬁ*a l= 172737 l % k)a
4

where EdY = of - Education_parents; + Z(O‘;m - Income_Group-m) + uy;, k=1,2,3

m=2

We distinguish three possible educational choices: secondary education (SE), first level
tertiary education (1TE, low-quality tertiary education) and second level tertiary education
(2TE, high-quality tertiary education).

As the results suggest, only educational background of parents influence significantly
educational choices in 1995 year (household income is not significant in both 2nd and 3rd
specifications of the model). However, in 2006, both parental educational background and
household income play a significant role in educational decisions.

!The program code, which combines these two datasets and extracts all intra-family connections (parent-
age, sibling connections and others), and thereby provides the characteristics of other household members
including parental characteristics (which we use extensively in the current study), could be available from
the author upon a request.
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Tables and present estimated coefficients and marginal effects of the influence
of parental background and household income on college enrollment decision for 1995 and
2006 years correspondingly. Marginal effects of parental background are calculated for
the mean income level in the population as well as for different income groups. In the
same way, marginal effects of household income are calculated for the average educational
level of parents and for three educational levels separately: both parents have a secondary
education degree or lower, none of the parents have a higher degree than the 1st level of
tertiary education, and one of the parents or both of them have attained the 2nd level
of tertiary education (higher education degree). We obtain a robust result of nonsignifi-
cant influence of household income on educational decisions in 1995. In contrast, in 20006,
household income has a strong positive effect on college enrollment. Moreover, as results
suggest, the marginal effects of household income are higher for households with parents
with higher education. At the same time, the marginal effects of parental education are
also higher for richer households.

Following several previous researchers (Sheal (2000), Maurin| (2002), |Chevalier et al.
(2005)), we then take into account the endogeneity of household income using a joint
model of household income and educational decisions. As instruments for household income
we use the information about whether parents have lost involuntary their jobs during
the previous years of economic transition (variables Father’s Involuntary loss of Job and
Mother’s Involuntary loss of Job), as well as information about industries of their work.
Estimation results for the year 2006 are presented in Table [A-9] We use two specifications
for the first equation: modeling the nominal value of household income, and modeling the
income group of a household (we distinguish four income groups, where the first group is
the lowest one). Estimation are conducted using Full-Information Maximum Likelihood for
the first specification and using Full-Information Simulated Maximum Likelihood method
for the second one (simulations are conducted using GHK simulator).

The results suggest that both parental educational background and household income
play a significant role in educational choices in 2006, even after controlling for the endo-
geneity of household income.

6.3 Estimation of the College Choice (2TE) on a State-subsidized
and Full-tuition basis.

In the current subsection we analyze the influence of parental background and household
income on the choice between high-quality college education on a state-subsidized and full-
tuition basis.

Table reports the estimated coefficients and marginal effects of the influence of
family background and household income on the probability of being admitted to the col-
lege (2TE) on a state-subsidized basis (estimations are conducted using standard Probit
model). The results show the importance of parents’ educational background and non-
significant influence of household income. These results are similar to those obtained in
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the educational choice model for the year 1995 (Table [A-4]), and they suggest that house-
hold income does not influence significantly the probability of being admitted to the college
on a state-subsidized basis in both 1995 and 2006 years.

As described in the theoretical model, the choice of full-tuition education might be
motivated by two mechanisms. In the first case, a student could not be admitted to the
college of a particular educational quality on a state-subsidized basis because of his/her
abilities, and, thus, his/her family has to pay for the similar education on a full-tuition
basis. In the second case, a student could be admitted to the college of a particular
educational quality on a state-subsidized basis, but, nevertheless, his/her parents prefer to
pay for education in order to obtain an admission to a higher-quality college (where this
student could not be admitted on a state-subsidized basis).

We estimate two reduced-form models of such a choice, results are presented in Table
[A-7

In the frame of the first model we look at the probability of obtaining college education
on a full-tuition basis conditional on the non-admission on a state-subsidized basis. This
is the case that corresponds to the first trade-off mechanism between state-subsidized and
full-tuition education described above.

Yie-—free = I(Yfp_free > 0),

where Yiip_free = 1 - Edy, + By - Edy + 1 - Inc, + 1 - X + €
Yip-paia = I(Yip_paia > 0; Y- free = 0),

where Y7 p_poia = Qo - Edy + B2 - Edy + 72 - Inc, + ¢ - Xi + €;

1= (o) = Gy 7)1

Ed,, and Ed; define the set of dummy variables for possible mother’s and father’s
educational levels correspondingly. Inc, represents the set of dummy variables for differ-
ent income groups of a household in the population. X; stands for other individual and
household characteristics.

The results of estimation are reported in the second and third columns in Table [A-7]
Household income does not influence the probability of being admitted to college on a state-
subsidized basis, but influences significantly the probability of receiving college education
on a full-tuition basis. At the same time, parental educational background influences
positively both these probabilities. These findings support the conclusions obtained from
the theoretical model.

In the frame of the second model we look at the probability of obtaining college edu-
cation on a full-tuition basis conditional on the probability of obtaining college education
in general. This is the case that corresponds to the second trade-off mechanism between
state-subsidized and full-tuition education described above. The choice between high-
quality and low-quality colleges is analyzed in more detail in the following subsections of
this paper. We list the results of the following model in order to underline the different
influence of parental background and household income on the sorting of college students
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among full-tuition and state-subsidized education.
Yur = [(Yje > 0),
where Yy = a3 - Edy, + s - Edy 4+ 73 - Inc, + ¢3 - X; + €3;
YHE-—paidc = [(YEE—paid > 0;Yue = 1),
where Yyip hiq = Q4 Edp + B4+ Edy + 4 - Incy + ¢4 - X + 45

e G O R PR

The results of estimation are reported in the forth and fifth columns in Table [A-7]
Household income positively influences the probability of being admitted to college, but
does not influence significantly the following sorting of students among full-tuition and
state-subsidized education. At the same time, parental educational background influences
positively the probability of being admitted to college. However, conditionally on college
admission, parental educational background influences negatively the probability of obtain-
ing this college education on a full-tuition basis compared to the probability of obtaining
it on a state-subsidized basis. Thus, among college students, those with higher parental
educational background tend to obtain their education on a state-subsidized basis. These
findings correspond to the conclusions obtained from the theoretical model about the sort-
ing of students among state-subsidized and full-tuition colleges based on their abilities.

The empirical analysis of this subsection demonstrates to some extent the sources of
changing role of family educational background and household income in educational deci-
sions. The main reason of the increasing influence of family income (even after controlling
for it’s endogeneity) is the changing tuition system in the Russian Federation. In the fol-
lowing subsection we test other predictions of theoretical model regarding the sorting of
students among colleges of different educational qualities and influence of parental back-
ground and household income on this sorting.

6.4 Estimation of College Quality Choice (1995-2006)
among Different Quality Levels:
High-quality and Low-quality Tertiary Education;
Continuous Set of Educational Types.

In this subsection we present two sets of results related to the educational quality
choice. First, for 1995-2006 we analyze how described above changes in tuition policies
(passage from state-subsidized colleges to the mixed form of education) influenced college
enrollment decisions and choices of educational quality. We report the significant switch
from low-quality to high-quality colleges among high-income cohorts of population. Second,
we estimate the choice of college quality, assuming the quality as a continuous measure of
educational institutions, for 2005 (because of the available data on colleges names where
analyzed individuals were enrolled during 2005).
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6.4.1 Educational Quality of College Education: 1995-2006.

We use the similar model as in the section 6.2. Additionally, we use the variation
in the number of full-tuition places in educational institutions of different qualities as an
explanatory variable. Thus, we explore this variation for the determination of household
income importance in college enrollment and college quality choice decisions.

Estimation results are presented in Figure|7| The Figure m illustrates (post-estimation)
simulation results for the probabilities of different outcomes P(1)-P(2)-P(3) conditional
on the number of full-tuition places in high-quality educational institutions relative to a
correspondent population cohort (the axe of abscise: variation from 0% up to 24.5%) and on
the household income (different lines on graphics: Inc_1, Inc_2, Inc_3, Inc_4). P(1) stands
for the probability of non-attainment of tertiary education (SE - secondary education level),
P(2) - probability of low-quality tertiary education attainment (1TE - 1st level of tertiary
education), P(8) - probability of high-quality tertiary education attainment (2TE - 2nd
level of tertiary education). Inc_1 stands for the lowest income group in the population,
Inc_4 - for the highest income group in the population, Inc_2 and Inc_3 - correspondent
income cohorts between the 25% poorest and the 25% richest households.

Figure 7: Tertiary Education Attainment (by Quality Levels) 1995-2006.

0.7 0.55 0.6

e P(1) Inc_1 e==P(2) Inc_1 e===P(3) Inc_1
0.65

\ =P (1) Inc_2 05 =P (2) Inc_2 035 =P (3) Inc_2
06 \ P(1) Inc_3 . P(2) Inc_3 P(3) Inc_3 /

0.5

e==P(1) Inc_4 =P (2) Inc_4 e==P(3) Inc_4 /
055 f—— 0.4 0.45

0.5 4 0.35 0.4

/
NN S

0 /& 0.25 j
03 \ 015 02
0.25 . . . . ‘

0.1 T T r T 015

0 0.1 0.15 0.2 0.245

Source: Author’s estimations.

Note:

The figure illustrates simulation results for the probabilities of different outcomes P(1)-P(2)-P(8) conditional on the
number of full-tuition places in high-quality educational institutions relative to a correspondent population cohort (the axe
of abscise: variation 0% - 24.5%) and on the household income (different lines on graphics: Inc_1, Inc_2, Inc_3, Inc_4).
P(1) stands for the probability of non-attainment of tertiary education (SE - secondary education level), P(2) - probability
of low-quality tertiary education attainment (1TE - 1st level of tertiary education), P(8) - probability of high-quality
tertiary education attainment (2TE - 2nd level of tertiary education).

Inc_1 stands for the lowest income group in the population, Inc_4 - for the highest income group in the population, Inc_2
and Inc_8 - correspondent income cohorts between 25% poorest and 25% richest households.
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The estimation results reports the significant increase in college enrollment rates for
all income groups due to the increase in full-tuition places in educational institutions.
The higher the income group, the proportionally higher increase in college enrollment we
observe: switch from the first option P(1) to the second or third option P(2) or P(3).
The slopes of the presented curves show us the reaction of different income groups on
slight changes in the number of full-tuition places. In terms of college attainment (with-
out distinction as to quality of tertiary education) the fourth income group (the richest
households) has the highest speed of response.

We also observe the switch from low-quality tertiary education (option 2) to high-
quality tertiary education (option 3) for the third and fourth income groups (highest in-
come groups). Additionally, as predicted by the described above theoretical model, the
switch from low-quality to high-quality educational institutions by richer households va-
cates the places in low-quality institutions for low-income households. Thus, we observe a
significantly higher increase for low-income families (1st income group) in the demand for
low-quality education than in the demand for high-quality education.

6.4.2 Educational Quality of College Education on a Full-Tuition Basis: 2006.

In this subsection we assume the continuous set of educational quality types of colleges.
We also assume that educational quality of a college could be approximated by the level
of tuition fees charged by this college. We analyze the influence of the family income
and parental educational background on the sum of tuition fees paid by those who are
attending college on a full tuition basis. Estimation results are presented in Table [A-8]
We use three specifications for the dependent variable, sum of tuition fees: the nominal
value of tuition fees (model 1.1 and 1.2), the level of tuition fees corrected by the regional
Consumer Product Index (model 2.1 and 2.2), and the level of college tuition fees compared
to an average level of tuition fees for college education in a region (model 3.1 and 3.2).

The results suggest the strong influence of mothers’ educational backgrounds on college
quality (especially the presence of a college degree). Family income also positively influ-
ences college quality, nevertheless, once we control for regional differences in prices, the
effect of family income becomes insignificant.

this section is under development and is not completed yet

= preliminary conclusion is on the next page
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7 Conclusion

The current study analyzes the influence of family background on tertiary education
choices (in terms of college attainment and college quality choice). We explore the natural
experiment of changes in tuition policies to determine the effect of income on the college
quality choices by households. During 1995-2006 years Russian tertiary education system
has experienced the passage from state-subsidized education to mixed forms of tertiary
education: on a state-subsidized and on a full-tuition basis. Our results suggests that edu-
cational reforms in Russia during these years (1995-2006) have significantly increased the
importance of family income in determining college enrollment, especially on a full-tuition
basis. Moreover, family income, compared to parents’ educational background, determines
to a larger extent the sorting of students among colleges with different quality of education.

Contribution of the paper:

e Analyzing the influence of family background (parental education and household
income) on educational choices we take into account the heterogeneity of educational
institutions quality. A few of previous works was looking on educational choices as
choices of a particular institution, and not as a decision to go to college in general (for
example, Arcidiacono| (2005))). The current study investigates in details the family
background influence on college quality choice.

e The current study explores the ten-years natural experiment of continuous changes in
the proportion of state-subsidized and full-tuition places (changes in tuition policies
performed by colleges). Previous studies (to our knowledge) while analyzing changes
in time have not been looking on any continuous policies or any continuous changes
during analyzed periods. The only exception may be the work of Magnac and Thes-
mar| (2002) that analyzes the importance of macroeconomic changes (such as changes
in educational costs, returns to education, and selectivity of educational system) in
the explanation of a long-run increase in education enrollment.

e The current paper also makes a contribution to the question of importance of financial
channel in the intergenerational correlation in educational levels (work by Keane and
Wolpin (2001))) by analyzing household investments in children education, which
they have to make in order to obtain higher educational levels and/or higher quality
of tertiary education than their children’s abilities allow (taking into account the
competitive environment during educational institutions entrance).

e Finally, this work quantifies the effects of the ten-years tuition policy changes (tertiary
education reforms) in the Russian Federation on the tertiary education enrollment,
choice of educational institutions quality, and socio-economic profiles of students.

Further research:

e Under development is the estimation of the model with finer graduation of educa-

tional institutions quality within the second level of tertiary education: using the
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official ranking by ministry of education, using the subjective ranking of colleges by
Russian population, using the calculated ranking based on entry exam scores. (work
in progress)

e In the current version we did not pay much attention to the importance of expected
labor market outcomes in educational choices. To be developed soon in further
versions of the paper. (work in progress)

e Data of such educational system transition allows also to explore the regional differ-
ences in tuition policies and college enrollements. (work in progress)

e Labor markets outcomes may be expected differently by people from different back-
ground. Richer datasets will allow further analysis.

e Unfortunately, our datasets do not allow us to observe actual choice sets that people
have (more precisely, the colleges where they apply, colleges where they are admitted,
their actual choices). Such a detailed information will allow to get more precise
results, and will allow the estimation of structural model with the less number of
empirical simplifications and assumptions.

this section is under development and is not completed yet
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A Appendix: Tables

Table A-1: The proportion of the number of admitted students to the number of students
applying to colleges on a state-subsidized or full-tuition basis.

Region Only on a Including full-tuition
state-subsidized basis and state-subsidized places
Russian Federation 2.9 1.9
Central Region 2.7 1.8
North-West Region 3.0 2.0
South Region 2.4 1.8
Volga Region 3.3 2.0
Ural Region 3.0 1.8
Siberia Region 3.1 1.9
Far-East Region 3.0 1.8

Note: The number of students applying to colleges, which is reported in this table, overstates the true value of the
number of applying students, as it includes students that are applying to more than one college. That is why the
calculated admission rates (proportion of the number of admitted students to the number of students applying to
colleges) might overstate the true rates.

Source: National Statistics of the Russian Education (http://stat.edu.ru).
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Table A-2: Estimation Results: Multinominal Probit Model of Educational Choice
(Secondary Education, 1st level Tertiary Education, 2nd level Tertiary Education)

under the Assumption of the Exogeneity of Family Income (Income Group)

in 1995.
1.1 1.2 2.1 2.2 3.1 3.2
VARIABLES TE_1 TE_2 TE_1 TE_2 TE_1 TE_2
Mother_SE* 0.478* 0.370 0.519* 0.352 0.529* 0.364
(0.285)  (0.337) (0.209)  (0.349) (0.300)  (0.348)
Mother_1TE* 1.049***  1.070*** 1.080***  1.066*** 1.057***  1.071***
(0.282) (0.332) (0.297) (0.345) (0.298) (0.344)
Mother 2TE* 0.665* 1.580*** 0.632* 1.546*** 0.625* 1.573***
(0.340)  (0.366) (0.364)  (0.383) (0.366)  (0.384)
Father_SE* 0.419 0.714** 0.401 0.772** 0.398 0.771**
(0.260) (0.312) (0.266) (0.326) (0.268) (0.330)
Father_1TE* 0.535* 1.180*** 0.444 1.246*** 0.450 1.244***
(0.306) (0.349) (0.316) (0.363) (0.318) (0.365)
Father 2TE* 0.513 1.549*** 0.472 1.686*** 0.461 1.689***
(0.323)  (0.346) (0.332)  (0.358) (0.334)  (0.361)
In(Household Income) 0.022 0.127
(0.103) (0.110)
1st Income Group* —0.321 —0.227
(lowest) (0.242)  (0.259)
2nd Income Group* —0.216 —0.172
(0.254) (0.267)
4th Income Group* —0.211 —0.034
(highest) (0.233) (0.240)
No_Mother* 0.600 0.108 0.590 —0.357 0.591 —0.280
(0.487)  (0.581) (0.503)  (0.664) (0.500)  (0.648)
No_Father* 0.043 0.114 —0.112 0.141 —0.118 0.135
(0.278) (0.330) (0.287) (0.343) (0.289) (0.346)
Stepfather* 0.003 —0.968* 0.097 —1.008** 0.128 —0.992*
(0.380)  (0.496) (0.393)  (0.510) (0.395)  (0.514)
Age 0.115***  0.175*** 0.151***  0.184*** 0.152***  0.183***
(0.042) (0.045) (0.045) (0.047) (0.045) (0.047)
Male* —0.754*** —0.601*** | —0.775*** —0.608** | —0.776*** —0.615***
(0.164)  (0.173) (0.172)  (0.179) (0.172)  (0.179)
Constant —3.857***  —5.733*** | —4.896*** —7.400*** | —4.427*** —5.732%**
(0.907)  (0.984) (1.497)  (1.608) (0.977)  (1.045)
Observations 660 660 629 629 629 629

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables.

SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary
Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

Estimations are conducted using Mprobit model for 17-23-year-old youth living with their parents. Dependent
variable, describing educational choice, is a latent variable which takes three possible values: 1 for secondary
education (SE), 2 for the first level tertiary education (1TE), and 3 for the second level tertiary education (2TE).

Additional Control Variables: dummy variables for a geographical location (city, town, small-town).

Source: RLMS 1995, Author’s calculations.
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Table A-3: Estimation Results: Multinominal Probit Model of Educational Choice
(Secondary Education, 1st level Tertiary Education, 2nd level Tertiary Education)

under the Assumption of the Exogeneity of Family Income (Income Group)

in 2006.
1.1 1.2 2.1 2.2 3.1 3.2
VARIABLES TE_1 TE_2 TE_1 TE_2 TE_1 TE_2
Mother_SE* 0.159 0.479** 0.046 0.345 0.047 0.346
(0.225)  (0.239) (0.232)  (0.250) (0.232)  (0.248)
Mother_1TE* 0.724***  1.411*** 0.638"**  1.203*** 0.645***  1.202***
(0.231)  (0.241) (0.239)  (0.252) (0.239)  (0.251)
Mother 2TE* 0.818***  1.769*** 0.765%**  1.478*** 0.779***  1.505***
(0.264)  (0.264) (0.276)  (0.279) (0.276)  (0.278)
Father_SE* 0.291* 0.012 0.212 —0.045 0.210 —0.063
(0.169)  (0.161) (0.174)  (0.171) (0.174)  (0.170)
Father_1TE* 0.651***  0.721*** 0.558** 0.668*** 0.560** 0.651***
(0.218)  (0.206) (0.230)  (0.220) (0.232)  (0.220)
Father 2TE* 0.183 0.801*** 0.066 0.682*** 0.058 0.656***
(0.251)  (0.217) (0.265)  (0.233) (0.265)  (0.232)
In(Household Income) 0.202* 0.685***
(0.110) (0.109)
1st Income Group* 0.097 —0.411**
(lowest) (0.183)  (0.183)
2nd Income Group* 0.271 0.278
(0.195) (0.180)
4th Income Group* 0.343 0.627***
(highest) (0.213)  (0.191)
No_Mother* 0.213 —0.488 0.300 —0.539 0.292 —0.530
(0.321)  (0.350) (0.335)  (0.373) (0.334)  (0.373)
No_Father* —0.377*  —0.666™** | —0.388"* —0.657*** | —0.400** —0.682***
(0.153) (0.145) (0.159) (0.153) (0.159) (0.152)
Stepfather* 0.227 0.247 0.221 0.145 0.234 0.181
(0.243)  (0.237) (0.247)  (0.246) (0.247)  (0.243)
Age —0.085** 0.061* —0.089***  0.046 —0.093***  0.047
(0.033) (0.032) (0.035) (0.033) (0.035) (0.033)
Male* —0.758*** —0.958*** | —0.896*** —1.056™** | —0.902*** —1.061***
(0.130) (0.123) (0.136) (0.131) (0.137) (0.131)
Constant 1.011 —2.116*** —0.250 —7.014*** 1.279* —1.470**
(0.706)  (0.689) (1.088)  (1.100) (0.741)  (0.728)
Observations 1163 1163 1074 1074 1074 1074

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables.

Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary

Estimations are conducted using Mprobit model for 17-23-year-old youth living with their parents. Dependent
variable, describing educational choice, is a latent variable which takes three possible values: 1 for Secondary
education (SE), 2 for the first level tertiary education (1TE), and 3 for the second level tertiary education (2TE).

Additional Control Variables: dummy variables for a geographical location (city, town, small-town).

Source: RLMS 2006, Author’s calculations.
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Table A-4: Estimation Results of the Model of College Enrollment for the year 1995.
Estimated Coefficients and Marginal Effects for the Influence of
Parental Education and Household Income.

VARIABLES Coefficients Estimated Marginal Effects
Maximum Level of All All by Income Groups:
Parents’ Education: 1st 2nd 3rd 4th
Estimated P(college enrollment) for the
Reference Category: Lower than SE degree. 0.013 0.011 0.011 0.015 0.016
SE* 0.951** 0.087*** 0.078***  0.077***  0.095***  0.098***

(0.445) (0.026) (0.028) (0.028) (0.033) (0.034)
1TE* 1.313*** 0.166*** 0.150***  0.150***  0.178***  (0.184***
(0.442) (0.031) (0.039) (0.039) (0.042) (0.040)
2TE* 2.088*** 0.430*** 0.405***  0.404***  0.449***  0.457***
(0.443) (0.044) (0.063) (0.062) (0.058) (0.055)
by Parental Education:
Income Groups: All All no SE SE 1TE OTE
Estimated P(college enrollment) for the
Reference Category: 1st Income Group. 0.156 0.011 0.088 0.161 0.415
2nd Income Group* —0.003 —0.001 —0.000 —0.000 —0.001 —0.001
(0.194) (0.046) (0.005) (0.031) (0.047) (0.076)
3rd Income Group* 0.123 0.031 0.004 0.021 0.032 0.049
(0.183) (0.047) (0.007) (0.032) (0.047) (0.072)
4th Income Group* 0.146 0.037 0.005 0.026 0.038 0.057
(0.182) (0.047) (0.008) (0.032) (0.047) (0.072)
Observations 629 629 629 629 629 629

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables.

Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

Estimations are conducted using Probit model for 17-23-year-old youth living with their parents.
variable, describing educational choice, is a latent variable which takes two possible values:

attending the second level of tertiary education (college) and 0 otherwise.

SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary

Dependent

1 if a person is

Additional Control Variables: age, sex, presence of parents and/or stepfather in a household, dummy variables for
a geographical location (city, town, small-town).

Source: RLMS 1995, Author’s calculations.
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Table A-5: Estimation Results of the Model of College Enrollment for the year 2006.
Estimated Coefficients and Marginal Effects for the Influence of
Parental Education and Household Income.

VARIABLES Coefficients Estimated Marginal Effects
Maximum Level of All All by Income Groups:
Parents’ Education: 1st 2nd 3rd 4th

Estimated P(college enrollment) for the

Reference Category: Lower than SE degree. 0.236 0.145 0.236 0.261 0.364
SE* —0.066 —0.020 —0.014 —0.020 —0.021 —0.024
(0.143) (0.044) (0.032) (0.044) (0.046) (0.054)
1TE* 0.540%** 0.193*** 0.157***  0.193***  0.199***  0.212***
(0.158) (0.053) (0.045) (0.054) (0.055) (0.060)
2TE* 0.824*** 0.306*** 0.262***  0.306***  0.312***  0.319***
(0.163) (0.056) (0.051) (0.057) (0.057) (0.060)

by Parental Education:

Income Groups: All All no SE SE 1TE OTE
Estimated P(college enrollment) for the
Reference Category: 1st Income Group. 0.209 0.145 0.130 0.302 0.407
2nd Income Group* 0.342*** 0.111%** 0.092***  0.086***  0.128***  (.135***
(0.127) (0.041) (0.035) (0.033) (0.047) (0.050)
3rd Income Group* 0.418*** 0.138*** 0.116***  0.109***  0.158***  0.165***
(0.128) (0.042) (0.039) (0.034) (0.048) (0.050)
4th Income Group* 0.712%** 0.252%** 0.219***  0.209***  0.274**  0.276***
(0.130) (0.045) (0.045) (0.040) (0.048) (0.049)
Observations 1073 1073 1073 1073 1073 1073

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables. SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary
Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

Estimations are conducted using Probit model for 17-23-year-old youth living with their parents. Dependent
variable, describing educational choice, is a latent variable which takes two possible values: 1 if a person is
attending the second level of tertiary education (college) and 0 otherwise.

Additional Control Variables: age, sex, presence of parents and/or stepfather in a household, dummy variables for
a geographical location (city, town, small-town).

Source: RLMS 2006, Author’s calculations.
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Table A-6: Estimation Results of the Model of College Enrollment

on a State-Subsidized Basis for the year 2006.
Estimated Coefficients and Marginal Effects for the Influence of
Parental Education and Household Income.

VARIABLES Coefficients Estimated Marginal Effects
Maximum Level of Al All by Income Groups:
Parents’ Education: 1st 2nd 3rd 4th
Estimated P(college enrollment) for the
Reference Category: Lower than SE degree. 0.129 0.116 0.140 0.130 0.136
SE* —0.362** —0.062* —0.056*  —0.065* —0.062* —0.064*

(0.167) (0.032) (0.030) (0.034) (0.034) (0.034)
1TE* 0.239 0.057 0.054 0.060 0.058 0.059
(0.177) (0.041) (0.039) (0.044) (0.041) (0.042)
2TE* 0.503*** 0.136*** 0.128***  0.142***  0.137***  0.140***
(0.178) (0.045) (0.046) (0.049) (0.046) (0.046)
by Parental Education:
Income Groups: All All no SE SE ITE 9TE
Estimated P(college enrollment) for the
Reference Category: 1st Income Group. 0.114 0.116 0.060 0.170 0.245
2nd Income Group* 0.112 0.023 0.023 0.015 0.030 0.037
(0.149) (0.031) (0.031) (0.019) (0.040) (0.048)
3rd Income Group* 0.069 0.014 0.014 0.009 0.018 0.022
(0.150) (0.030) (0.031) (0.019) (0.039) (0.048)
4th Income Group* 0.097 0.020 0.020 0.012 0.026 0.031
(0.151) (0.031) (0.032) (0.020) (0.040) (0.049)
Observations 1073 1073 1073 1073 1073 1073

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables. SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary
Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

Estimations are conducted using Probit model for 17-23-year-old youth living with their parents.
variable, describing educational choice, is a latent variable which takes two possible values:

attending the second level of tertiary education (college) on a state-subsidized basis and 0 otherwise.

Dependent
1 if a person is

Additional Control Variables: age, sex, presence of parents and/or stepfather in a household, dummy variables for

a geographical location (city, town, small-town).

Source: RLMS 2006, Author’s calculations.
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Table A-7: Estimation Results of the Model of College Enrollment on a

State-Subsidized or Full-Tuition Basis for the year 2006.
Estimated Coefficients for the Influence of
Parental Education and Household Income.

1st Model 2nd Model
VARIABLES P(HE-free) P(HE-paidjno HE-free) P(HE) P(HE-paid/HE)
Mother_SE* 0.375 0.258 0.270 —0.378
(0.302) (0.224) (0.201) (0.417)
Mother_1TE* 0.817*** 0.665*** 0.698*** —0.802*
(0.299) (0.245) (0.201) (0.425)
Mother 2TE* 1.029*** 0.797*** 0.838*** —1.041**
(0.311) (0.300) (0.214) (0.425)
Father SE* —-0.417* 0.028 —0.057 0.591
(0.221) (0.305) (0.187) (0.375)
Father_1TE* 0.126 0.530* 0.462** 0.047
(0.239) (0.279) (0.214) (0.446)
Father 2TE* 0.123 0.613** 0.519** 0.064
(0.245) (0.307) (0.220) (0.468)
2nd Income Group* 0.098 0.433** 0.362*** 0.084
(0.163) (0.209) (0.137) (0.406)
3rd Income Group* 0.061 0.509** 0.423*** 0.141
(0.160) (0.249) (0.137) (0.465)
4th Income Group* 0.015 0.787** 0.676*** 0.273
(0.158) (0.357) (0.137) (0.636)
Age —0.008 0.027 0.023 0.029
(0.031) (0.030) (0.025) (0.047)
Male* —0.336"** —0.564*** —0.537*** 0.225
(0.109) (0.114) (0.094) (0.270)
Constant —1.532** —1.949** —1.730*** 0.674
(0.683) (0.925) (0.569) (1.915)
p(e1,62) 0.792 —0.696
x? 1.24 0.91
P-Value(x?) 0.265 0.339
Observations 1071 1071 1071 1071

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables.

Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary

Estimations are conducted using Bivariate Probit model for 17-23-year-old youth living with their parents.

Additional Control Variables: age, sex, presence of parents and/or stepfather in a household, interactions between
dummy variable for stepfather / out-of-household father presence and their educational levels, dummy variables
for a geographical location (city, town, small-town).

Source: RLMS 2006, Author’s calculations.
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Table A-8: Estimation Results: OLS Regression Model of Expenditures for

College Education on a Full-Tuition Basis in 2006.

1.1 1.2 2.1 2.2 3.1 3.2
VARIABLES n(S)  In(S) In(S/CPT)  In(S/CPT) |  S/Spewn  S/Smean
Mother_1TE* —0.116 —-0.114 —0.087 —0.088 —0.058 —0.067
(0.085)  (0.084) (0.083) (0.081) (0.106)  (0.104)
Mother 2TE* 0.189* 0.186* 0.125 0.119 0.268** 0.262**
(0.103)  (0.102) (0.100) (0.099) (0.128)  (0.127)
Father 1TE* 0.012 0.054 —0.000 0.029 0.107 0.118
(0.093)  (0.093) (0.091) (0.090) (0.116)  (0.116)
Father 2TE* —0.080 —0.068 —0.082 —0.073 —0.012 —0.005
(0.091)  (0.091) (0.088) (0.088) (0.113)  (0.113)
In(Household Income) 0.114 0.106 0.057
- Male* (0.107) (0.104) (0.133)
In(Household Income) —0.030 —0.030 —0.003
- Female* (0.073) (0.070) (0.090)
2nd Income Group* 0.155 0.127 0.213
(0.130) (0.126) (0.161)
3rd Income Group* 0.249** 0.154 0.101
(0.126) (0.122) (0.156)
4th Income Group* 0.180 0.139 0.174
(highest) (0.122) (0.119) (0.152)
No_Mother* —0.120 —0.059 —0.066 —0.045 —0.064 —0.110
(0.364)  (0.361) (0.353) (0.348) (0.452)  (0.447)
No_Father* 0.103 0.083 0.070 0.057 0.121 0.125
(0.087)  (0.087) (0.084) (0.084) (0.107)  (0.108)
Stepfather* 0.075 0.063 0.207 0.196 0.143 0.130
(0.154)  (0.154) (0.149) (0.149) (0.191)  (0.191)
Age —0.060"** —0.056*** —0.050** —0.049** —0.051**  —0.053**
(0.020)  (0.020) (0.020) (0.019) (0.025)  (0.025)
Male* —0.019 —1.245 —0.033 —1.199 —0.011 —0.521
(0.073)  (1.116) (0.071) (1.078) (0.091)  (1.384)
Constant 10.765***  11.061*** 10.709*** 11.012%** 2.216"** 2.390%**
(0.426)  (0.713) (0.414) (0.688) (0.520)  (0.884)
Observations 207 207 207 207 207 207
R? 0.183 0.171 0.121 0.119 0.133 0.124

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables.

Education, 2TE - stands for 2nd level Tertiary Education (Higher Education).

SE - stands for Secondary Education, 1TE - stands for 1st level Tertiary

Estimations are conducted using OLS model for 17-23-year-old youth living with their parents, studying at college

on a full-tuition basis.

S stands for tuition fees (sum of money paid for college education on a yearly basis);

S/CPI - sum of tuition fees corrected by the regional Consumer Price Index;

S/Smean - ratio of individual tuition fees to an average tuition fees level in a region (proxy for education quality

level of a college).

Additional Control Variables: dummy variables for a geographical location (city, town, small-town).

Source: RLMS 2006, Author’s calculations.
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Table A-9: Estimation Results: Educational Choices (Three levels: Secondary Education,
1st level Tertiary Education, 2nd level Tertiary Education)
with Endogenous Family Income / Income Group.

1.1 1.2 1.3 2.1 2.2 2.3
VARIABLES In(Income) TE_1 TE2 | Inc_.Group TE_1 TE_2
In(Household Income) 1.165***  1.290***
(0.266)  (0.298)
1st Income Group* —1.329*** —1.446***
(lowest) (0.429) (0.438)
2nd Income Group* —0.696*** —0.501**
(0.231)  (0.240)
4th Income Group* 0.837***  (.883***
(highest) (0.309)  (0.322)
Mother_SE* 0.087 —0.038 0.194 0.039 0.040 0.244
(0.072) (0.235)  (0.260) (0.125) (0.226)  (0.253)
Mother 1TE* 0.243*** 0.353 0.876*** 0.347*** 0.408 0.869***
(0.073) (0.265)  (0.291) (0.128) (0.268)  (0.292)
Mother 2TE* 0.454*** 0.232 1.080*** 0.709*** 0.323 1.138***
(0.081) (0.320)  (0.347) (0.143) (0.335)  (0.361)
Father SE* 0.049 0.297 0.250 0.051 0.243 —0.071
(0.051) (0.240)  (0.251) (0.096) (0.172)  (0.174)
Father_1TE* 0.175*** 0.172 0.699** 0.298** 0.396 0.432*
(0.065) (0.315)  (0.313) (0.119) (0.252)  (0.249)
Father 2TE* 0.337**  —0.029 0.750** 0.438***  —0.213 0.373
(0.069) (0.361)  (0.346) (0.129) (0.271)  (0.259)
Father(out of HH)_SE* —0.182 —0.409
(0.343)  (0.364)
Father(out of HH)_1TE* 0.527  —0.758
(0.458)  (0.491)
Father(out of HH)_2TE* —0.458 —0.375
(0.521)  (0.465)
Stepfather_SE* —0.299 —1.326**
(0.559)  (0.637)
Stepfather_1TE* 0.411 —0.344
(0.735)  (0.755)
Stepfather 2TE* —1.085 —1.674**
(0.749)  (0.714)
No_Mother* 0.386 —0.395 0.170 0.392 —0.527
(0.394)  (0.441) (0.191) (0.288)  (0.341)
No_Father* —0.102 —-0.177 0.061 —0.150 —0.559***
(0.273)  (0.283) (0.128) (0.165)  (0.161)
Stepmother* 0.225 —0.442
(0.591)  (0.827)
Stepfather* 0.399 0.782 0.164 0.062 0.119
(0.477)  (0.506) (0.164) (0.247)  (0.261)
Age —0.098***  0.075** —0.101***  0.078**
(0.034)  (0.035) (0.035)  (0.034)
Male* —0.874*** —1.090*** —0.876*** —1.105***
(0.147)  (0.143) (0.147)  (0.147)

Continued on next page
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Table A-9 — continued from previous page

1.1 1.2 1.3 2.1 2.2 2.3
VARIABLES In(Income) TE_1 TE 2 | Inc.Group TE.1 TE_2
Kids* —0.023 —0.870** —0.051 —0.933***
(0.310)  (0.376) (0.326)  (0.361)
Married* —0.328 —0.709*** —0.309 —0.717***
(0.249)  (0.264) (0.247)  (0.229)
City™* —0.235 0.429** 0.758***  —0.639** 0.204
0.171)  (0.175) (0.095) (0.253)  (0.274)
Town* —0.079 0.114 0.386***  —0.273 0.037
(0.166) (0.180) (0.100) (0.203) (0.218)
Small-town* 0.716** 1.005*** 0.547*** 0.431 0.907***
(0.313) (0.328) (0.201) (0.352) (0.335)
Number of 18- in HH —0.213*** —0.351%**
(0.024) (0.048)
Father’s Involuntary —0.098** —0.194*
loss of Job * (0.049) (0.108)
Mother’s Involuntary —0.054 —0.017
loss of Job * (0.042) (0.075)
Industry - Father * 0.191*** 0.243*
(0.069) (0.136)
Resources Industry 0.203* 0.339*
_ Father * (0.110) (0.195)
Services - Father * 0.265*** 0.500***
(0.050) (0.117)
Public Services - Father * 0.008 0.202
(0.054) (0.124)
Industry - Mother * 0.181** 0.275**
(0.071) (0.123)
Resources Industry 0.208 0.396*
- Mother * (0.133) (0.230)
Services - Mother * 0.183*** 0.298***
(0.052) (0.102)
Public Services - Mother * 0.055 0.144
(0.051) (0.103)
Constant 8.009*** —7.879*** —12.573*** | —0.311* 2.415*** —1.169
(0.078) (2.182) (2.350) (0.178) (0.836) (0.875)
Observations 1036 1036 1036 1036 1036 1036

Standard errors in parentheses
¥ p<0.01, ** p<0.05, * p<0.1

Note: * signals dummy-variables. Correlations between error terms in Income Equations and Educational Choice
Equations are not presented in the table, but they are significant at 5% level of significance. SE - stands for
Secondary Education, 1TE - stands for 1st level Tertiary Education, 2TE - stands for 2nd level Tertiary Education

(Higher Education).

Source: RLMS 2006, Author’s calculations.
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B Appendix: Figures

Figure B-1: 1st Level Tertiary Education Admission, by years. In thousands of students
and in % to the total admission rate.
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Source: Education in the Russian Federation (Gohberg et al.| (2007))
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Figure B-2: 2nd Level Tertiary Education Admission, by years. In thousands of students
and in % to the total admission rate.
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Figure B-3: Number of Students in 1st Level Tertiary Education,
by Categories of Studies and by Years (1990-2006).
In % to the total population 17-23 years old.
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Figure B-4: Number of Students in 2nd Level Tertiary Education,
by Categories of Studies and by Years (1990-2006).
In % to the total population 17-23 years old.
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Figure B-5: Tuition Fees & Household Income, the Russian Federation.
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Figure B-6: Tuition Fees & Household Income, by Regions.
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Figure B-7: The ratio of the number of admitted students to the number of applying stu-
dents: state-subsidized colleges in Russia, 2005

‘The ratio of the number of admitted students to the number of applying students :
state-subsidized colleges in Russia, 2005

1:50 mln.

Source: National Statistics of the Russian Education (http://stat.edu.ru).
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