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Welcome Address by

JÜRGEN CHROBOG

Chairman of the Board of Directors, BMW Stiftung

Herbert Quandt 

Dear Mr. Pavluts,

Excellencies,

Ladies and Gentlemen,

On behalf  of the BMW Stiftung Herbert Quandt, I

welcome you most warmly to the 11th Munich

Economic Summit in the Bavarian state capital! Once

again, more than 150 participants have accepted the

invitation that we have issued together with the

CESifo Group. You who come from a variety of back-

grounds and from 20 countries in the European

Union and beyond form the real foundation and

backbone of this Economic Summit. After all, what

the Summit focuses on, and aims at, is the interdisci-

plinary exchange among its diverse participants –

experts, business leaders, politicians as well as civil

society representatives. This is in keeping with our

conviction that the challenges to Europe’s future can

only be met by engaging in an international and cross-

sector dialogue. I am happy to report that, this year,

we have been able to broaden this dialogue by includ-

ing the perspective of the younger generation that is

directly affected by these challenges; in the form of

the Summit’s Young Experts Group, these decision-

makers of the future – these so-called Young Leaders

– will, I am sure, make an important contribution to

our discussions.

‘Education and Training’ – for this year’s summit, we

have chosen a topic that has received little attention

in the recent political and public debates, which have

been dominated by the European debt crisis. And yet

the quality of  the European education systems will

largely decide whether we will be able to keep up

with the emerging economies and North America in

the global competition. The education policy deci-

sions we make today will ultimately determine

tomorrow’s innovative strength and technological

progress, which are the key conditions for economic

development. Improving our education and training

systems will be fundamental to ensuring Europe’s

future competitiveness.

Especially in Germany, the education sector faces a

number of  major challenges that are obviously a

legacy of  mistaken developments in the past: accord-

ing to a study released by the German Federation of

Trade Unions, approximately 1.7 million people

between the age of  20 and 30 have not completed

school or their vocational training. In addition, one

out of  five 15-year-olds is unable to read or write

beyond an elementary school level. According to a

study commissioned by the Bertelsmann Foun -

dation, the economic costs resulting from these so-

called ‘high-risk youths’ or ‘deprived children’

throughout their life-span will amount to roughly

2.8 trillion euros; and this does not even take into

account the enormous potential for social conflict

that these abstract numbers hide. 

But let me also mention the other end of the social

spectrum: we are also missing out on the great poten-

tial of highly qualified, non-working women who

want to return to gainful employment. Especially in

light of the ongoing demographic changes – with the

shrinkage in the labor force anticipated to be twice as

large as the overall population decline –, we can no

longer afford to take this attitude. Integrating low-

qualified young people into the labor market is strate-

gically as important as integrating those ‘forgotten

women’.

Furthermore, there is no way around the fact that we

will have to extend the work life of older employees

and pursue a policy of controlled immigration in

order to successfully address the shortage of skilled

labor in the future. Let me just emphasize, however,

that a forward-looking education policy also has to

make better use of already existing resources so that

the forecasts, according to which we will lose one third

of our productivity as a result of our shrinking popu-

lation, will not become a reality.

This still will not be enough, however, to compensate

for the labor shortage especially in the technical and



engineering fields. Even so, there is a positive immi-

gration trend in Germany – in 2011, the net migra-

tion, i.e. the total number of immigrants minus the

number of emigrants, was well above 200,000 people.

Despite language barriers, thousands of young skilled

laborers are entering the booming German labor mar-

ket especially from southern European countries such

as Greece, Spain, and Italy, which are suffering from

high unemployment. In order to increase the numbers

of skilled workers from non-EU states, the German

government is planning to lower the minimum income

requirements from 66,000 euros a year to nearly

45,000 euros a year or even 35,000 euros a year for

skilled workers who are in particularly high demand.

In my view, this is the right and necessary thing to do,

especially if  we keep in mind that the Federal

Employment Agency has calculated that we will need

6 million skilled laborers by 2025, and that it will take

2 million immigrants to meet this demand.

But let me get back to the education situation in

Germany: what should a forward-looking education

policy look like? The experts actually agree on many

points; here, let me mention only a few. To me, the

important points are: increasing preschool enrolment

and upgrading the training of preschool educators;

moving towards mandatory full-time schooling with

students receiving individualized support and instruc-

tion, especially in the shortened Gymnasium; increas-

ing access to the dual education system; and improv-

ing the situation for both teaching and research at

universities. One thing, however, is clear: we will only

achieve the dual goal of ‘providing comprehensive

and better education for the many’ and ‘increasing the

number of top achievers’ by making enormous invest-

ments; only then will we be able to create a stable basis

for economic success in the global competition.

Let me end with a brief  overview of the three confer-

ence panels which will be held today and tomorrow:

first, an international systems comparison will pro-

vide insights into different education policy approach-

es and strategies both within and outside of Europe.

Next, the diverse landscape of European higher edu-

cation will be examined from an international com-

parative perspective. Finally, we will take a look at

what may well be Europe’s biggest trump card in the

global education competition – the ‘dual education

system’ – and evaluate its economic importance and

exportability. 

Let me add that all these discussions will be guided by

our overarching question: will Europe continue to

play a leading role in the education competition and
thus, by extension, in the economic competition?
Maybe it is too early to give a definitive answer, but
many proposed and already launched reforms are
pointing in the right direction and provide reason for
optimism.

Together with our partner, Professor Hans-Werner
Sinn of the CESifo Group, I thank you very much for
coming and hope that you will have two stimulating
and inspiring days. Mr. Sinn, the floor is yours.
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Introduction by

HANS-WERNER SINN
Professor of Economics and Public Finance,
University of Munich; President of the Ifo Institute

Dear Mr. Chrobog,
Excellencies,
Ladies and Gentlemen,

Some years ago the Summit focused on Europe and
the Demographic Challenge, which helped lay the
foundations for this year’s Summit on Education and
Training.

Education and Training: the European Economy’s
Best Hope.

Let us begin by looking at the OECD’s well-known
PISA tests of 15-year-old school pupils. Figure 1
shows the results of the 2009 PISA test in mathemat-
ics. The champion is South Korea followed closely by
Finland. Germany and France are above the OECD
average, but Britain and the United States are below
it. The 2009 results were met with some relief  in
Germany, the country having fallen below the average
in the first tests. This sent a shock wave through

German society, giving rise to an ongoing debate on
the quality of education. In the meantime German
teachers seem to have learned how to prepare their
pupils for these tests as they are now performing
somewhat better.

Whatever the hypothetical reasons given by econo-
mists for these score differences, it is important to
recognise that their explanatory power is limited.
This is clearly illustrated by the 2006 PISA tests as
shown in Figure 2. For the sake of  comparison, the
German Länder, represented in yellow, are treated as
states and compared with the OECD states.
According to this graph, the German Länder are
among the best and the lowest performers, despite
the fact that they all basically share the same educa-
tion system. This shows that a state’s performance
depends on a wide range of  subtle factors, including
the degree of  care put into education, the extent the
system is monitored and the money invested in it,
etc. Bavaria, ranking number nine among the OECD
countries, can be proud of  its performance, while
Bremen at the other end of  the spectrum has less to
celebrate. Thus it is quite clear that the German sys-
tem cannot be viewed in a monolithic manner and
that simple explanations for a country’s overall per-
formance cannot easily be found.

Educate earlier 

Education should begin earlier
rather than later. Some years
ago James J. Heckman gave a
presentation here in Munich on
this topic in which he convinc-
ingly argued that the rate of
return on human capital invest-
ment in early childhood is much
greater than that made at a later
point in time. This applies par-
ticularly to disadvantaged chil-
dren. Figure 3 shows a stylised
curve illustrating that invest-
ment in the first three years of  a
child’s life generates a huge rate
of  return. If, on the other hand,

PISA 2009: MATHEMATICS
Mean score
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Source: OECD (2010), PISA 2009 Results: What Students Know and Can – Student Performance in Reading, Mathematics 
and Science (Volume I), p. 135, http://www.oecd.org/pisa/pisaproducts/48852548.pdf.

Figure 1



investment is made later on in a child’s life cycle,
huge efforts and resources are required to achieve
similar results. Let us consider language learning as
a classic example of  this phenomenon. If  pupils
begin to learn languages too late in life, they will
always keep their accent, but with an early start the
accent is easily overcome. 

For children from a well-to-do background the pic-
ture is different as far as return on investment is con-
cerned. The rate of  return is not that high because
these children already benefit from parental invest-

ment, so the marginal productiv-
ity of  investing in their educa-
tion with public money is obvi-
ously smaller. However, the re -
sults show that for children from
affluent backgrounds, the pro-
ductivity of  educational invest-
ment is higher at the secondary
level. 

This figure is particularly impor-
tant in view of  the fact that
Germany has many immigrants.
One third of the babies born in
Germany and one third of prima-
ry school pupils have a parent or
parents who have migrated to
Germany. In the big cities this fig-
ure rises to over 50 percent
(Berlin and Frankfurt) and over
70 percent (Cologne). Immigrant
children are naturally disadvan-

taged in the German education system since they
began life learning another language. A particular
effort therefore needs be made to invest very early in
their lives, because if  it is done too late, full integra-
tion will never be achieved. 

Inequality: redressing the balance

Inequality in society is an ongoing problem that can
be compensated for by transfers between the well-to-
do and the needy, but this can be achieved even more

effectively via the education sys-
tem. So the question is: does the
education system achieve this
goal? Figure 4 demonstrates the
difference in test scores between
the upper and the lower quartiles
in the mathematics scores of the
PISA test and the OECD average.
I would like to highlight the per-
formance of  three countries:
Austria, Germany and Belgium.
These countries exhibit the
largest inequality in the test
scores of all OECD countries.
Finland, by contrast, has very lit-
tle inequality. This may be the
reason why it has the highest
ranking in the PISA test. Finland
seems to be able to help all chil-
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PISA 2006: MATHEMATICS
Mean score
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Source: Prenzel, M., et al. (2008), PISA 2006 in Deutschland - Die Kompetenzen der Jugendlichen im dritten Ländervergleich 
(Zusammenfassung), p. 12, figure 3, http://pisa.ipn.uni-kiel.de/Zusfsg_PISA2006_national.pdf.

Figure 2

THE LIFE CYCLE OF EDUCATION POLICY
Stylized returns to a euro spent at different stages of education
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Source: In adaptation of Woessmann, L. (2006), Efficiency and equity of european education and training policies, CESifo 
Working Paper No. 1779, p. 5, figure 1.

Figure 3
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dren attain their personal efficiency frontier and teach
them as much as possible. Education systems that fos-
ter inequality are a serious problem for society
because considerable redistribution activities are
required later on, as is the case for countries like
Germany and Belgium. 

What are the causes of  this inequality? One hypoth-
esis is early separation. The education systems in
Germany and Austria separate children at the age of
ten, which basically informs their entire career.
Decisions at this stage depend very heavily on their
parents, which can create serious problems. In
Belgium this separation takes place at the age of  12,
but in Finland it takes place
much later. Finland’s school sys-
tem was modelled on that of
Germany until the mid-1970s
when it switched to its present
system with later tracking.
Other changes were also made
and the results have been out-
standing. 

The problems with inequality
that are experienced by some
school systems can be demon-
strated by comparing the rank-
ings for two tests: the PIRLS
tests for elementary school chil-
dren and the PISA tests. Figure
5 suggests how successful coun-
tries are in translating initial

inequality early on into equality
later on or vice versa. The ideal
school system reduces inequality
over time by educating children.
Unfortunately, Germany actual-
ly creates inequality in terms of
PISA test scores, making it near-
ly the worst in this respect, fol-
lowed only by Greece and the
Czech Republic. On a more pos-
itive note, there are countries
that succeed in reducing the ini-
tial inequality found in elemen-
tary schools later on in their
school career. The champion
here is Turkey, with a school sys-
tem that reduces previously
existing inequality more than
any other OECD country. Addi -
tional good examples of  coun-

tries with equa liz ing school systems are New Zea -
land and Canada. 

Investment in education

Like most good things in life, education costs money.
How does education expenditure compare from
country to country? To determine this, an index is
needed that takes into account the different income
levels in general and the number of  pupils. Thus the
expense per student is divided by GDP per capita to
obtain a relative measure of  human capital invest-
ments per child relative to some common indicator

DIFFERENCE IN TEST SCORE BETWEEN UPPER AND
LOWER QUANTILE: MATHEMATICS
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tics and Science (Volume I), p. 224, table I.3.3, http://www.oecd.org/pisa/pisaproducts/48852548.pdf.

Figure 4

SPLIT STREAMING AND INEQUALITY
- PIRLS AND PISA -

PIRLS (elementary school)

Source: Luedemann, E., Woessmann, L. (2011), Mehrgliedrige Schulsysteme, in: ifo Wirtschaftskompass, Milbradt, G., Nerb, G.,
Ochel, W., Sinn, H.-W. (ed.), Hanser Verlag, München, 2011, p. 109, figure 2.
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of the average income level of  a society (see Fi -
gure 6). Let me focus on Germany, which is located
at the bottom of  this international ranking. No
country spends less money relative to its wealth per
child on education than Germany. Finland, on the
other hand, spends much more money and obvious-
ly obtains results. 

Interestingly, Germany spends much more than
other countries on upper secondary education and
ranks second highest. This is primarily due to the
German vocational education system, the dual edu-
cation system, in which Germany has invested heav-
ily. I think vocational training is a key issue and
should not be neglected in discussions about educa-
tion. Un fortunately, the OECD,
which has written a great deal
on education, tends to overlook
vocational education. The
OECD repeatedly argues, for
example, that Germany needs
more widespread university
education, draws international
comparisons showing that Ger -
many has fewer young people at
universities than other coun-
tries and urges it to address this
situation. 

In my opinion, these recommen-
dations are absurd and do not
pay tribute to Germany’s special
approach of  having a dual edu-
cation system. Personally, I

think that the main reason for
Ger many’s strong economic per-
formance in terms of  exports
and low youth unemployment
etc. is its vocational training sys-
tem. For an economy to func-
tion well, it must have the
tradesmen and other specialists
who can handle the materials
(buildings, cars, machines) that
surround us, and it cannot
afford to have its young people
drift away from an ordered exis-
tence. Figure 7 illustrates the
percentage of  people in sec-
ondary and tertiary education
that complete vocational educa-
tion. Switzerland outperforms
both the United States and

Germany in this respect, and, as a result, the quality
of  its workforce is outstanding.

Some conclusions

The German Council of  Economic of  Advisers has
drawn up a list of  ten recommendations to improve
education in Germany. One of  the key recommen-
dations concerns childcare for children under
3 years of  age: in view of  the high rate of  return on
early investments (see the Heckman results) there
should be an obligatory preschool year. All-day
schools should also be introduced to give disadvan-
taged children from immigrant backgrounds, for
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EDUCATIONAL EXPENDITURE PER STUDENT
(RELATIVE TO GDP PER CAPITA)

OECD average

Source: Woessmann, L. (2012), illustration on request.
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example, a better chance of  being integrated. In the
Council’s opinion tracking at the age of  ten is too
early and should take place at a later stage. I fully
share this view. The Council also supports public/
private competition and recommends that private
schools receive subsidies, be publicly monitored and
have common test scores. Research by Ludger
Woessmann, which undoubtedly influenced the
Council’s recommendations, suggests that such
competition generates the best academic results.
Finally, in a complex society that is changing quick-
ly the Council highlights the need for more lifelong
learning and on-the-job training. 
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Panel 1
Keynote Address by

DANIELS PAVLUTS

Minister for Economics, Republic of Latvia

Ladies and Gentlemen,

Today I would like to share some thoughts with you

about peering over a hedge. Firstly I would like to

consider the nature of the hedge that we should actu-

ally be peering over. Western European visitors to

Latvia – or any post-Soviet European state – often

make a rather unexpected observation. In post-Soviet

Europe, cafés and restaurants are almost exclusively

full of young people, while senior citizens are con-

spicuously absent. Clearly, it is the young people in

these countries who have money to spend and enjoy

going out and socializing. 

This trend contrast sharply with the habits in so-

called ‘old’ Europe, where it is usually seniors who

often crowd cafés and restaurants. This can give the

impression that retired people in Western Europe have

all the time and money in the world. I wonder if  this

may be due to a difference in the paradigms for grow-

ing old in Western and post-Soviet Europe.

This observation reflects what can be seen as a dis-

tinction between the concepts of passive and active

retirement. Societies that promote active retirement

are more suited to prolonging the active lifespan of

their members. At the moment, however, the passive

retirement concept dominates in Latvia. Such percep-

tions clearly impact the economic potential of a soci-

ety among other things. 

However, passive retirement currently dominates in

Latvia not due to any conscious choice on the part of

its people, but primarily due to the historical mindset

and socioeconomic implications of a transition econ-

omy. I am sure that the lifestyle of Swedish or

German pensioners is something that Latvians dream

about. However, is there anything wrong with the pas-

sive retirement concept? 

The problem is clear – Latvia is getting older, much

older, as a society. This is not a unique phenomenon,

of course; but combining it with the mindset of pas-

sive retirement changes the overall perspective for a

country’s economy and its education system. 

As it turns out, the hedge that Latvia should be peer-

ing over is really an age hedge. I would like to focus on

how Latvia has already peered over the hedge and

looked for new ways to utilize potential based on our

existing resources. 

Europe’s populations are not only greying, so are its

economies. This may be a good thing, as long as we

learn to take advantage of it. Peering over the age

hedge is not only about increasing the retirement age.

We also have to become more competitive and pro-

ductive. How can Europe achieve this? One of the

obvious answers is learning, lifelong learning. Europe

is unlikely to produce numbers of engineering gradu-

ates comparable to those of China anytime soon, but

it can excel at lifelong learning. 

With our demographic situation, we cannot afford to

focus exclusively on teaching young people, as this

will not cover our labour force needs. We have to find

innovative ideas on continuing learning and prolong-

ing our active life. The challenge is: how do we design

a system accessible across the board regardless of

where people live and work? 

In Latvia we decided to use the most accessible and

extensive network of public institutions available to

us, namely public libraries; and we turned these

libraries into universally accessible lifelong learning

centres. 

We did not simply install computers and internet con-

nections nationwide (including the most remote loca-

tions); we made sure that we trained librarians to

become leaders in their local communities, as well as

trusted guides in the knowledge world. We also pro-

vided engagement programs for all age groups: job

search groups, interest-based groups, community

organizing, career services and professional develop-

ment. Libraries serve as knowledge and community
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centres, access points and one-stop shops for e-gov-
ernment services. 

Peering over the hedge worked well for us in Latvia,
where surveys show that people now view libraries as
cultural and information centres, and not just as book
stores. Libraries help people to remain economically
and socially active, as well as to access vital resources
and services. 

There is a story behind every computer: an old lady
who studied online for her drivers’ licence test, an
unemployed person who found a job at a library, a
50 year-old student who attended an online training
course, etc. These stories tell of countless active, pro-
ductive lives that can make a real difference to
Latvia’s economy. 

Our lesson is that of using existing institutions to pro-
vide vital services to the broadest possible audience in
order to increase competitiveness and well-being.
Public libraries have proven part of the solution to
our ageing puzzle in Latvia. Peering over the hedge,
however, we can see many other challenges that lie
ahead. 

To conclude, let me raise a few questions relating to
education and the economy in Europe. Given the
importance of boosting our competitiveness, it may
be time to rethink our perceptions and approaches to
education economics, especially in terms of what kind
of investment provides the best return on investment?
Are our institutions ready to provide life-long learn-
ing in the context of workforce mobility? Should mid-
life retraining be seen as a basic public good that is
equally as important as educating our youth?
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Panel 1
Keynote Address by

LORD ANDREW ADONIS

Member of the House of Lords; Former Secretary of

State for Transport, United Kingdom

Ladies and Gentlemen,

It is great to be here in Bavaria, which has one of the

most successful economies and also one of the most

successful education systems in the world; and the two

clearly go hand in hand. When Tony Blair became

prime minister, he said that his three priorities were

‘education, education and education’. The then prime

minister, John Major, also said that he had the same

three priorities, but not necessarily in the same order.

And that sets the essential context for this discussion,

which is concern bordering on alarm about educa-

tional standards in much of Europe and the United

States; and the belief, which has become stronger over

time, that the West is being outstripped by the East,

particularly East Asia and China. By the West I don’t

just mean Britain and those countries which have tra-

ditionally had weaker education systems. (By the way

what links education and transport is that I spent my

time as a minister going around institutions of Britain

that don’t work and trying to fix them. There is a long

list that goes on after schools and transport, but that

heads it to start with).

The country with the most acute sense of crisis about

educational standards is the United States: twenty

years ago in 1992 a famous report was published

called ‘A Nation at Risk’, which highlighted low edu-

cational standards as the single biggest risk facing the

United States and educational reform has been a

strong theme of both the Bush and the Obama presi-

dencies. In Germany, as Professor Sinn said earlier,

the first PISA results led to a great sense of crisis and

it is very telling that the exemplar, which is held out to

be a great success in Europe, is Finland. 

Now I think the Finns are wonderful. I’ve been and

I’ve examined their education system and I think that

we have a lot to learn from it, but Finland is a very

small country. Helsinki is a city about the size of

Birmingham in Britain, and it is very telling in terms

of the wider debate about education reform that we

highlight, as the example of outstanding practice, one

of the smallest nations in Europe and one where the

lessons are, to a considerable extent, culturally specif-

ic. And it is not even true that in Scandinavia as a

whole education standards are high. In Sweden there

is a very similar debate about educational standards

to the one that pertains in Britain, and many of the

reforms taking place are the same. 

The challenge from the East is, of course, getting

more serious, not less serious over time. I don’t just

mean Singapore, Korea, Taiwan and Hong Kong

(Hong Kong is, of course, now a country, but the

other three as we saw in Professor Sinn’s tables, head

the PISA tables). What he didn’t show us, because it

doesn’t usually feature in these tables because they

only rank countries, they don’t rank regions; but in

fact, the highest performing region in all three of the

PISA assessments, that is reading, science and maths,

by some margin is Shanghai in China. In the last

PISA assessment it topped all three, and as Martin

Jakes argues in his book ‘When China Rules the

World’, which is the single most influential book on

me that I’ve read in the last six months, for Shanghai

today, read most of urban China and therefore most

of China’s 200 million young people under the age of

20 in about 20 years. Martin Jakes also sets this up as,

to some extent a commentary on the difference

between Confucianism and Westernism. I think that

there is a big debate to be had there and I am not quite

sure what the concept of Westernism is, but it is

undoubtedly true that in the Confucian tradition edu-

cation, and education for the whole community, not

just part of the community, goes very deep indeed

socially. 

As I have myself  engaged in the education debate,

both as a journalist, as a minister and as an advisor

over the last 25 years, I am struck by the fact that

although much has changed: educational standards as

well as investment have risen in all countries, many of

the acute failings that we experienced two decades ago
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have been remedied, the relative gap between coun-

tries has not changed very much at all. We are seeing

a rising tide and all appears to be rising in a similar

way. As it happens I was struck by Professor Sinn’s

remarks about Germany being better at taking tests.

I’ve never shared the view that Germany somehow did

have an educational crisis 10 years ago: its standards

have always been high and those who have looked at

the quality of its school system in particular, and its

dual system, have long been impressed by it; and in

my country I have wanted to make our country more

like Germany in these respects. 

But what has changed though in those twenty years,

to come back to it, is the rise of  China. In the mid-

1970s in England there were precisely two Chinese

national overseas students. There are now ninety

thousand. Ninety thousand, to put it in context, is

about half  the size of  each year’s cohort of  students

in Britain; and that is simply the number of  Chinese

students studying in Britain. Each year now China

is producing around 7 million graduates. 7 million

graduates is equivalent to the entire cohort of

young people under the age of  18 in Britain. So the

sense of  challenge that we face is enormous and it is

clearly going to intensify massively over the coming

years.

Now in England seeking to meet these challenges over

the past fifteen years there have been eight reform

agendas: I want to highlight them very briefly and say

a very few words about them. Many of the themes

that I raise are being discussed in more detail in later

sessions. The first reform agenda has been addressing

the huge disparities in educational achievement by

ethnic groups and by social classes. The second

reform agenda has been to improve underperforming

schools. This great problem that we’ve had in England

and many other European countries too, of a long tail

of seriously underperforming schools. Thirdly, to

improve and modernize the curriculum. 

Fourthly, to improve the quality of the teaching pro-

fession, to make teaching a much more favoured pro-

fession amongst young graduates. Fifthly, to integrate

employers much more effectively within the educa-

tional system in ways like the dual system. Sixthly, to

raise the education participation age. Obviously life-

long learning is important in its own right, but to see

that at least all young people engage in full-time edu-

cation, or in full-time education and training up until

the age of 18. The seventh agenda has been to expand

higher education and to make its expansion affordable

and sustainable; and the eighth priority has been –

until the financial crash but even since then – to strive

to increase funding for education.

To say just a few words about each of those in turn:

firstly addressing huge disparities in achievement by

social class. In England nine out of ten of the children

of the professional classes go on to higher education.

About one out of ten of those who come from the

lowest group of unskilled families go on to higher

education. It’s very telling that the PISA assessment

has Britain towards the top end, and closer to

Finland, in terms of disparities between the top and

bottom quartiles in mathematics. Viewed from

London the picture is still one of very, very stark

social and ethnic differences in terms of educational

attainment. 

A large part of that has to do with traditionally the

absence of under-fives education entirely. I share the

analysis, and the government of which I was a part

shared the analysis, that significant investment in

under-fives education is crucial to narrowing attain-

ment gaps between ethnic and social groups and that

needs to take the form both of organized childcare,

help for families, particularly poorer families and sys-

tematic provision of nursery education; and all three

of those agendas have been taken forward decisively

in Britain in the last ten years. Essentially we have cre-

ated a national under-fives service from scratch and

have sought consciously to emulate the Scandinavians

in that regard. 

But of  course, secondly underperforming schools:

underperforming schools quite closely mirror the

gaps between social classes. The schools, which in

England are mostly private schools, which serve the

top echelons of  the professional classes have the

most outstanding results, they have the highest levels

of  funding, they have the best teachers and so on.

The schools serving the most deprived communities

have traditionally had the worst teachers, the lowest

levels of  funding and the worst results and tackling

that systematically was the single biggest priority of

the Blair government in office and one of  the princi-

pal ways it sought to do this was highlighted by

Professor Sinn, which was bringing new forms of

contestability into the system, new forms of  school

management, private not-for-profit managers direct-

ly of  schools with a mission to transform those

schools, to recruit much better teachers, to modern-

ize the curriculum and not to accept past failure as

future destiny. 
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The third priority: improving the curriculum. Im -

proving the curriculum has had two different dimen-

sions to it. The first is to introduce a much stronger

component of technical education into the curricu-

lum for young people and children who are not on an

academic career trajectory. In England traditionally

they have been neglected. They traditionally left

school at fifteen or sixteen with few qualifications and

were then expected to learn on-the-job. We have essen-

tially been seeking to introduce the equivalent, as are

so many other countries, of the dual system: more

apprenticeships, a much larger technical component

to the apprenticeship and technical education in the

schools themselves with the systematic introduction

of technical courses as options alongside traditional

academic courses both pre and post-sixteen. 

Fourthly: improving the teaching profession. Study

after study shows that the best school systems inter-

nationally recruit teachers from the top third of grad-

uates by quality; the worst school systems interna-

tionally recruit teachers from the bottom third.

Finland, Korea and Singapore head the pack in terms

of the quality of graduates by attainment who go into

teaching. This is also symbolised and exemplified by

the number of applicants that there are per teaching

post. In all three of those countries there are roughly

ten, and in some cases more, applicants per teaching

post compared to two for every teaching post in

Britain; and teachers who are largely, apart from the

private schools which serve the social elite, drawn

from the bottom third of graduates by attainment.

Seeking to change that has been a big priority partly

by pay, partly by marketing campaigns, and partly by

radical reform completely transforming the nature of

teaching as an occupation, for example, by the intro-

duction of the Teach First scheme; and we have the

director of Britain’s Teach First scheme who is pre-

senting to us later. 

Fifth priority: integrating employers much more effec-

tively in the education system. This has partly taken in

Britain the form of a big expansion of apprentice-

ships which largely fell into disuse in the 1970s, but

reforming the concept of  the apprenticeship to

include a significant component of vocational educa-

tion, whereas apprenticeships traditionally had been

about learning on-the-job and high level education

only applied to a very small number of apprentice-

ships in the past. 

The sixth priority has essentially been to raise the edu-

cation participation age, including training with a

technical education component to it, to eighteen.

Traditionally the majority of the cohort in Britain left

school and any form of systematic training at the age

of sixteen. The great majority of England’s schools

stopped education at sixteen, they provided no educa-

tion beyond the age of sixteen at all, which, of course,

further encouraged people to leave at sixteen and the

examination system, the high stakes examination sys-

tem was also at the age of sixteen and we have been

seeking to change that. Now the majority of schools

provide education right through to eighteen, there has

been a big expansion of courses and qualifications

which apply and are taken at the age of eighteen

rather than at the age of sixteen and further education

has expanded significantly.

Seventhly: higher education. Thirty years ago one in

ten of young people in Britain went on to higher edu-

cation, now it is four in ten and rising towards five in

ten. This is an international trend. The difference

between our countries is what is classified as higher

education, or to be more precise, university education.

Universities apply to different sorts of institutions in

different countries: if  you put together the Fachhoch -

schule and advanced technical education in Germany

and Asian countries and put all that together with tra-

ditional higher education, then the percentage of the

cohort going through higher education is about the

same in all our countries: between four and five in ten

and in the most successful countries now it is typical-

ly over five in ten. My own view is that over the next

generation higher education will expand to seventy or

eighty percent of the cohort seen in the context of

advanced technical education as well as traditional

university education. 

Eighthly and finally: the funding. Systematic improve-

ments in funding have taken place in Britain for edu-

cation over the last fifteen years and more or less that

is the case in most other developed countries around

the world. Thirty years ago Britain spent one and a

half  times as much on defence, actually twice as much

then on defence, as it spent on education now it

spends more on education, significantly more, on edu-

cation than on defence. My own view is that reflecting

the challenges that we face as countries spending two

or three times more on education than on defence is

about the right order of priorities. 

One final anecdote, because I have used up my time,

I’ve always sought in my own work on education to

internationalize the debate about education in my

own country as far as possible because this is an inter-
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national market that we are engaged in and it is an
international challenge that we are engaged in, but
when five years ago I did a long study visit to many of
the major East Asian countries I was shocked by the
disparity in average standards, because our elite in
Britain has very high standards, I was shocked by the
disparity in average standards between most of the
East Asian countries and my own country. 

The seminal moment for me was visiting Singapore,
which is a former British colony, which still takes
examinations which are set and marked by the
University of  Cambridge in English. The main
examinations that they take at the ages of  sixteen
and eighteen are called O-levels and A-levels, which
are exactly the same examinations that were set and
taken by English students a generation ago and the
average standard attained in those examinations in
Singapore is forty percent higher than is the case in
England and the percentage of  the cohort getting
five or more O-levels, which is the benchmark
Baccalaureate standard that we apply in Britain, last
year in 2011 in Singapore was 75 percent and in
England it was 59 percent. That to me exemplifies
statistically the scale of  the challenge that we face.
So far in the last ten years most of  our countries
have been accelerating simply to stand still. Given
the challenge of  China in the future we are going to
have to accelerate very fast indeed if  we are not
going to be overtaken entirely.
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PEERING OVER THE HEDGE:
HOW DO THE NEIGHBOURS

DO IT?

LUDGER WOESSMANN
Professor of Economics, University of Munich; Head
of the Human Capital and Innovation Department,
Ifo Institute

With once cheap-labour countries such as China,
India and others moving rapidly up the value chain,
the only way for Europe to secure its prosperity is to
remain innovative. Therefore, it comes as no surprise
that businesses are clamouring for top-notch educa-
tion and training systems that can tap, foster, cultivate
and stimulate knowledge and talent. But Europe’s
educational outcomes are still quite uneven. How can
we identify the best approaches for improving the
education system? 

Learning from cross-country
analyses 

Countries differ widely in their
education policies and outcomes.
As a consequence, cross-country
comparisons provide a huge
opportunity to learn which edu-
cation policies work and which
do not. As Arthur W. Foshay, a
pioneer in international testing,
said in 1962 on the first pilot
study of  international student
achievement: “if custom and law

define what is educationally allowable within a nation,
the educational systems beyond one’s national bound-
aries suggest what is educationally possible”.

Rather than comparing any given country to just one
other country, we should look at a whole sample of
countries to see whether countries with certain poli-
cies perform systematically differently – rather than
being exceptions to the rule. This report is thus based
on such systematic econometric cross-country
research.1

Educational achievement is the key to economic 
prosperity

Empirical research clearly shows that the cognitive
skills of the population, measured by international
student achievement tests such as TIMSS, PISA and
their predecessors, are indeed leading predictors of
countries’ long-run growth in GDP per capita (see
Figure 1). Because of this crucial role of basic skills,
the following analysis concentrates on educational
policies at the school level. 

1 For a detailed survey of underlying cross-
country research, see Hanushek, E.A.
and L. Woessmann (2011), The Eco -
nomics of International Differences in
Educational Achievement, in: Hanushek,
E.A., S. Machin and L. Woessmann
(eds.), Handbook of the Economics of
Education, Vol. 3, Amsterdam: North
Hol land, 89–200.
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Figure 1

Note: Added-variable plot of a regression of the average annual rate of growth (in percent) of
real GDP per capita in 1960-2000 on the initial level of real GDP per capita in 1960, average
years of schooling in 1960, and average test scores on international student achievement tests
(mean of unconditional variables added to each axis). 

Source: Own depiction based on Hanushek, E. A. and L. Woessmann, “Do Better Schools
Lead to More Growth? Cognitive Skills, Economic Outcomes, and Causation”, Journal of
Eco nomic Growth, forthcoming. 
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‘Throwing money at schools’ is not the answer

According to extensive available evidence, simply
providing more resources – direct spending, reduc-
tions in class size, and the like – within the context of
current school organization is very unlikely to lead
to noteworthy improvements in student outcomes.
Contrary to what one might intuitively expect, coun-
tries with higher spending or smaller classes simply
do not perform systematically better (see Figure 2
for an example). 

Focus on institutions, incentives
and teacher quality

So, if  more money or smaller
classes will not work, what
would? The existing evidence
suggests that what matters is
the institutional structure of
schools. Foremost, the perfor-
mance of  a system is affected by
the incentives that all the
 people involved in the educa-
tion process face: if  they are
rewarded (extrinsically or in -
trinsically) for producing better
student achievement – or other-
wise face negative consequences
for not producing high achieve-
ment – achievement is likely to
improve. 

The incentives to produce high-
quality education, in turn, are
created by the institutions of the
education system – the rules and
regulations that explicitly or
implicitly set rewards and penal-
ties for the people in volved in the
education process. Therefore, it is
important to get the rules and
regulations right. Changes in the
institutional structure and incen-
tives of schools are also funda-
mental to improving teacher
quality, a crucial ingredient in
determining student achieve-
ment. What does this mean in
practice? Existing research has
shown that the following interre-
lated policies are important for
better results. 

Competition 

First, countries that have a large share of privately
operated schools and government funding for all
schools perform systematically better on the interna-
tional achievement tests. That is, students perform
better in countries with more competition from pri-
vately operated schools and where public funding of
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Note: Regression line of best fit (without three outliers).

Source: Own depiction based on data on math achievement of EU countries in PISA 2009.
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Note: Based on cross-country student-level multiple regressions using the PISA 2003 micro
database. ‘Low’ and ‘high’ refer to the first and ninth decile on the international distribution
of the two variables (0% and 55% in the case of private operation and 55% and 100% in the
case of government funding). 

Source: Woessmann, L., E. Luedemann, G. Schuetz and M.R. West (2009), School Account -
ability, Autonomy and Choice around the World, Cheltenham: Edward Elgar.
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such schools ensures that all families can make choic-
es (see Figure 3). Thus, a crucial aspect of successful
school systems lies in the promotion of competition,
so that parental demand will create strong incentives
to individual schools.2

Accountability 

Second, countries with central school-leaving exams
and other means that hold students, teachers, and
schools accountable for the achieved outcomes per-
form significantly better (see Figure 4). Another fea-
ture of  successful school sys-
tems is thus accountability sys-
tems that identify good school
performance and lead to re -
wards based on this. There is
also some indication that stu-
dents perform better in coun-
tries that allow for teacher
salaries to be adjusted based on
teaching performance.3

Autonomy 

Third, once schools are held
accountable for their outcomes,
and once a country operates at a
reasonable level of development,
school autonomy leads to im -
proved student achievement, in
particular in decision-making
areas related to academic content
and to personnel (see Figure 4 for
an example).4 Thus, autonomy in
local decision-making can help to
ensure that individual schools
and their leaders take action to
promote student achievement.

De-tracking 

Apart from the overall level of
achievement, education systems

also tend to aim for equality of  opportunity for chil-
dren from different family backgrounds. Thus, the
cross-country evidence suggests that tracking stu-
dents into different types of  schools at an early age
leads to a stronger dependence of  ultimate achieve-
ment on family background, without any positive
effect on achievement levels (see Figure 5).
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Source: Own depiction based on Schütz, G., H.W. Ursprung and L. Woessmann (2008),
“Education Policy and Equality of Opportunity”, Kyklos 61, 279–308.

2 For recent evidence that the effect of
competition on educational achievement
is likely causal, see West, M.R. and L.
Woessmann (2010), “Every Catholic
Child in a Catholic School’: Historical
Resistance to State School ing, Con -
temporary School Compe tition and
Student Achievement across Countries”,
Economic Journal, 120(546), F229–F255.

3 See Woessmann, L. (2011), “Cross-
Country Evidence on Teacher Perform -
ance Pay”, Economics of Education
Review 30, 404–418.

4 For the most recent evidence on school autonomy stressing that a
reasonable level of development is a precondition for successful
autonomy reforms, see Hanushek, E.A., S. Link and L. Woess -
mann, “Does School Autonomy Make Sense Everywhere? Panel
Estimates from PISA”, Journal of Development Economics, forth-
coming.
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Therefore, when aiming for equality of  opportunity,

the practice of  early tracking should be eliminated.

Early childhood education 

Finally, the cross-country research suggests that coun-

tries with more extensive early-childhood education

systems achieve more equal outcomes for children

from different socioeconomic backgrounds at the end

of secondary school (see Figure 5). 

In summary, the most recent evidence from cross-

country comparisons proves that improving educa-

tional outcomes is possible without spending large

amounts of extra taxpayer money. What is called for

is rather a focus on institutions and incentives in the

areas of competition, accountability, autonomy, de-

tracking, and early childhood education. In this age of

austerity, that is a message governments should take

to heart – and focus on the necessary institutional

reforms. 

PANEL

John Peet of The Economist who chaired the first

panel once again emphasized that educational

achievement is the key to economic prosperity. But

Europe’s educational landscape is uneven as is the

quality of educational outcomes, and their contribu-

tion to economic performance. 

Looking at the problem of education in pictures, the

first panel speaker Marc-Michael Bergfeld, Professor

of  Global Entrepreneurship and Family Firms,

Munich Business School, who presented the findings

of the Young Experts Group, depicted Europe as a

smoking house with education at its centre. In Europe

“we are all aware of the problems, but we are getting

few results”, said Mr. Bergfield. In his view, changing

the education system represents a political risk, and

expenditure on education is a long-term measure that

does not lead to immediate success or win votes. This,

in turn, is blocking innovation. The Young Experts

proposed a solution involving setting up educational

entrepreneurs as an alternative to the state to create

an incubator for entrepreneurs who can influence the

system from the outside

Marius Möller, Executive Board Member and Head

of Human Capital, PriceWaterhouseCoopers AG

Deutschland, joined Mr. Bergfeld in stressing the

importance of flexibility and innovation when it

comes to education. He described knowledge and

people power as the one way for Europe to set itself

apart from Asia in the future and called for a common

European education situation. Marius Möller berated

the fact that the education system remains Länder-

based in Germany and said that there was still a long

way to go before achieving educational integration.

Despite the Bologna process of university exchanges,

Europe’s job markets remain local. Mr. Möller high-

lighted the need to increase mobility and to send peo-

ple to learn in other countries and about other coun-

tries. He ended by raising the question of how far

businesses should dictate what students learn in uni-

versities. 

Margaret Suckale, Executive Board Member and

Industrial Relations Director, BASF, agreed with Mr.

Möller that Germany has some catching up to do

when it comes to education. “In Germany we drive

great cars, but when it comes to education we are still

driving with the brakes on”, warned Ms. Suckale.

Companies are very good at benchmarking and com-

parisons, and these are the principles that Germany’s

education system should be based on, she argued,

emphasizing the importance of  the OECD studies. If

Germany really opens its education up to competi-

tion then the federalist system opens up opportunity.

Education is a mobility blocker. Asians think that

their education system is much better in Asia than in

Germany and don’t want to move here. The good

news is that the German states are moving towards a

common standard for the Abitur. “From a chemicals

company point of  view we need to get more children

interested in sciences, maths, etc. and we need to

make Germany more attractive to overseas profes-

sionals” explained Ms. Suckale. Citing the German

Chancellor Angela Merkel she urged support for a

vision of  greater integration to turn Germany into a

Bil dungs republik.

The panel’s fourth speaker, Brett Wigdortz, Chief

Executive Officer and Founder, Teach First, London,

focused on education at a micro level. Citing the

example of a school in West London with an intake of

over 90 nationalities, he argued that outstanding

school and system leadership are needed to ensure

that people achieve their maximum potential.

Training teachers to be excellent leaders and to raise

the performance expectations of their children serves

to close the education gap for low income children, he

concluded.



CESifo Forum 3/2012 20

Panel 1

Panel chairman Mr. Peet opened the discussion up

to the floor by asking how the quality of  teachers

can be improved and by raising the issue of  teacher

pay. He highlighted the potential danger of  excessive

external examination, which may encourage schools

to teach for the test and make examinations easier in

order to boost their results. Ludger Woessmann rec-

ognized this pitfall and emphasized the need to

check that the bodies controlling accountability are

not the government, as this could lead to conflicts of

interest.

Mortimer von Plettenburg, Co-Founder und Regional

Managing Director, Teach First Deutschland GmbH,

asked how much teacher quality plays into the equa-

tion. In his experience, one of the best routes to get-

ting top teachers is establishing competition, autono-

my and improving teacher education. He highlighted

the lack of research into teacher education systems

and noted that these systems are very outdated in

most German states. Money is not everything, he

noted. “Finnish teacher pay is lousy, but it [teaching]

is a very prestigious job and Finnish teachers have to

pass tough exams. That creates an incentive to belong

to an intellectual elite”.

Peter Dolton, Professor of  Economics at the Uni -

versity of  Sussex, nevertheless insisted that, “if  you

pay more, you get better quality teachers”. Hans-

Werner Sinn confirmed the correlation between

teacher pay and quality. “There is a rich body of

econometric results looking at cross-country data

which shows that pay does matter” commented Mr.

Sinn. The real problem, added Mr. Dolton, is retain-

ing brilliant teachers. In view of  the high returns on

early education, Margaret Suckale argued that nurs-

ery school teachers in Germany should be paid high-

er salaries. She also stressed the lack of  recognition

for teachers in today’s society. “Germany has high

burn-out rates among teachers, but this is not

because they aren’t earning enough, it is because

parents are disrespectful towards teachers. These

attitudes need to change” warned Ms. Suckale.

Given the more attractive working conditions in

companies and the lack of  recognition for teachers,

she does not expect many women to opt for a teach-

ing career in the future. 

Peter Thiele from the German Federal Ministry of

Education and Research in Bonn asked how Europe

can become more competitive in the future compared

to other regions of the world. The results of the PISA

tests created such shockwaves in Germany that it now

invests 10 percent of GDP in education. Germany’s
main problem, in Mr. Thiele’s view, is that there are
now too many programmes and measures to help dis-
advantaged people in education; the real challenge
now lies in coordinating these programmes effectively,
he concluded.
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MAKING THE GRADE: HOW

DO EUROPEAN HIGHER-
EDUCATION SYSTEMS SCORE

INTERNATIONALLY?

RICK VAN DER PLOEG
Professor of Economics, University of Oxford1

Europe has been talking of  the knowledge economy
for years. Everyone has to study, be excellent and
innovate. But in many parts of  continental Europe
universities and schools of  higher education have
become giant factories. In too many cases the focus
has been on increasing the number of  graduates,
instead of  quality and differentiation. And nowa-
days, there is perhaps even a focus on too much
quality research at the expense of  quality education.
The government also frequently finances studies
that are socially desirable, meaning that higher edu-
cation is becoming entangled in bureaucracy and
regulations.

Europe’s universities can do so much better

Europe is facing a crisis in higher education. Al -
though accessibility is a big achievement, there is
also a danger of  a culture of  mediocrity and a lack
of  motivation in students and staff. French universi-
ties have no admissions selection procedure, over-
crowded lecture rooms and dilapidated buildings
and teaching materials. The ‘grand écoles’ are very
selective and offer excellent education for future top
managers, but limit entrance to tiny elites from a
good background. The picture is equally bleak in
Italy where universities suffer from a ministerial/reg-
ulatory straightjacket and nepotism reigns. Italy’s

top researchers with Harvard degrees are sometimes
defeated by insiders without a scientific reputation.
German universities are plagued by bureaucracy,
absurd hierarchal relations and gigantic student
numbers. Moreover, the archetypal German profes-
sor is all-powerful. This is detrimental to creativity
and scientific research. Nokia in Finland finances
top pure scientific research, and conducts its own
applied research. Anglo-Saxon universities domi-
nate the top of  international rankings, while Chinese
universities enjoy a growing presence. Continental
Europe has no presence in the top 50.

Europe’s top universities strive to attract top talent
and carry out top scientific research. Meanwhile,
many other European universities are in dire straits.
Their libraries have too few new books, there are
hardly any modern computers, heating is often too
expensive, lectures are regularly cancelled, and
research budgets are under pressure.

School reform: an essential prerequisite for university
reform

It should be the highest priority to get the brightest
and most motivated students from underprivileged
backgrounds onto the best university courses. The
experiments in Britain with academies, as vigorous-
ly promoted by Lord Adonis and, for example, the
new initiative by University College London to take
charge and help set-up a top, publicly-funded
school for such children with their best professors
teaching in such a school (the so-called UCL
Academy) deserve unequivocal support and may
serve as an example for the rest of  Europe. Lord
Adonis has worked hard to transform standards
and opportunities in England’s schools.2 The non-
partisan nature of  this quest is reflected in the fact
that the reinvention of  the comprehensive school
was a central Labour project in the Blair adminis-
tration, but is now being continued enthusiastically
by the Con servative government under Prime
Minister Cameron.

1 More details can be found in my two papers with Jacobs, B.:
“Getting European Universities into Shape”, European Political
Science 5, 2006, 288-302 and “Guide to Reform of Higher
Education: A European Perspective”, Economic Policy 47, 2006,
535–592.

2 See Adonis, A. (2012), Education, Education, Education:
Reforming England’s Schools, London: Biteback.



Comprehensives, many of  which were failing or

underperforming, are being replaced by a radically

new form of independent state school characterised

by strong leadership and an ethos of aspiration, suc-

cess and social mobility: the academy. For state

schools to become world class, bold reforms are essen-

tial, which include higher salaries, better training and

selection to restore the teaching profession's reputa-

tion. Only with such reforms at the school level will

there be a chance to make universities not reserves for

the elites, but magnets for the most able pupils in soci-

ety, irrespective of their background.

Potential merits of the Bologna reforms

Following the Anglo-Saxon system, the Bologna

reforms have introduced a two-tier system of bache-

lors and masters in Europe. This has the following

potential merits. Firstly, it reduces the risk of choos-

ing the wrong course of study and encourages stu-

dents to take more demanding studies. A first degree

in physics, for example, that lasts three years rather

than five or six is a less daunting prospect for stu-

dents. Only those who are passionate about the sub-

ject and excel at it will then continue to take a special-

ized masters degree in physics. Secondly, the reforms

stimulate students to combine different studies. Much

of technological and economic progress in contempo-

rary society occurs in the twilight zone between dif-

ferent disciplines. Graduates with a professional inter-

est can also switch to a professional masters course at

a college of professional higher education, while more

academically-minded vocational bachelors may

switch to university. Thirdly, the system stimulates

variety. Many European countries offer higher aver-

age academic quality than the United States, but have

fewer centres of excellence, less diversity, less flexibili-

ty and less choice between intensive and extensive

forms of education. Fourthly, the system encourages

students to finish their studies more quickly, as they

will then be matched better with universities because

the risks of opting for the wrong course of study

diminishes, variety increases and students have the

option to return. The Anglo-Saxon system of higher

education features almost no dropouts, because stu-

dents know exactly when to study and when they can

work or have fun. Fifthly, the system boosts competi-

tion between shorter degree programmes. If  students

are unhappy with a particular degree programme,

they can switch to another programme without suf-

fering the penalty of many lost years of study. Finally,

it makes the European system compatible with sys-

tems of higher education found in Britain, the United

States, Canada, Australia, New Zealand, India, Pa -

kistan and much of Asia and Latin America. En -

hanced transparency encourages European universi-

ties to compete on a global scale.

My judgement, however, is that many of the Bologna

reforms have not been realized. Too many universities

have merely split their old degree programmes into a

three or four year bachelor and one or two year mas-

ter programmes. There is still a long way to go

towards achieving greater diversity in degree pro-

grammes in all respects and towards promoting com-

petition. Let us hope that these goals will be realized

much more fully in the near future. One danger is that

too many universities seem to want to stifle competi-

tion, which can be seen from the numerous mergers

and standardization of many degrees. So there is still

a long way to go.

University reform must strive for differentiation and
competition

It is astonishing that the best European students leave

for top US universities if  they get the chance, even if

they have to run up debts to do so. In the United

States they get top research and top education from

the best professors in the world, even if  they have to

pay large sums of money for it. The US higher educa-

tion system has a lot more differentiation and compe-

tition than Europe. This stimulates quality of educa-

tion and research. Yet, given the potential for Europe

to have the best schools, there is every reason for the

universities of Europe to strive to become the best in

the world. 

For this to happen, European universities must be

freed from ministerial straightjackets. The govern-

ment should fund studies such as musicology, anthro-

pology and pure mathematics where the market does

not offer an immediate return. Other fields of study

must get a chance to compete with tuition fees that are

justified by the quality of the education being offered.

If  the price is too expensive, Ministries of Education

must not hinder competitors who offer a more attrac-

tive education for a better price.

It is crucial that institutions select the best students

for their Bachelor and Master programmes, are able

to set the salaries and contracts of their staff  them-

selves, and are allowed to differentiate tuition fees per

programme. Only then will real competition arise
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between the best rival universities within and outside
Europe. Potential students will depart sooner to
another domestic or foreign top programme if  it is
better. The Bachelor/Master system will contribute to
this, as students can then switch to a better pro-
gramme after three years. Only the best and most
motivated students should flow into a Master pro-
gramme.

Need for a tough and credible tenure-track system

It is astonishing how many universities in Europe
still prefer to appoint new academic staff  members
who fit in well and have earned their way as the assis-
tants and suitcase carriers of  an incumbent profes-
sor; a practice that remains common in many uni-
versities of  France, Germany, Italy and other parts
of  Europe. Young scholars working, who are sup-
posed to be working on independent research
towards their PhD, are obliged to act as teaching
assistants and are overloaded with courses, examina-
tion and vigilance duties. They often also have to act
as a research or management assistant to their pro-
fessor in the hope of  getting his or her job eventual-
ly. To cap it all, they often work on research topics
that are a derivative of  the topic of  their professor,
rather than a topic of  their own choosing. In the
Anglo-Saxon world, and thankfully in some innova-
tive research universities in continental Europe as
well (e.g. Stockholm, Bocconi in Milan, UPF in
Barcelona, Tilburg and Mannheim), assistant pro-
fessors are recruited on the international job market
on the basis of  who offers the best research and
teaching potential. Interestingly, it turns out that the
best and internationally renowned researchers
become the top university executives in the United
States, whilst in continental Europe these positions
are frequently occupied by academics with little
international or research experience.3

Moreover, five-year tenure-track positions are offered
so that only those who have proved themselves in
terms of innovative research results and papers in the
top international peer-reviewed journals of their pro-
fession and in terms of teaching excellence get a
longer term position. It is often said that European
labour laws do not allow for such tenure-contract sys-
tems, but there may be ways around it. First and fore-
most, there are implicit agreements between top

departments and ambitious young scholars to enforce

the five or six-year tenure-track system. This means

that if  a young scholar does not deliver the academic

output that is expected and his/her labour contract is

not renewed after five or six years, the scholar’s pride

is such that s/he will leave and try for a job elsewhere.

In the few places that operate this system (and where

roughly half  of the assistant professors have to leave

after six years), this has never been a problem. If  it

does prove problematic, two-stream university

appointments could be introduced: one featuring a lot

of research time and the other featuring lots of teach-

ing, with both tracks being valued and professionally

facilitated. This is the concept that has been adopted

by the economics departments of UCL and the uni-

versities constituting the Tinbergen Institute in the

Netherlands.

Too much bureaucracy and too little financial freedom

European universities suffer from excessive bureau-

cracy and a lack of autonomy. Their problems are

exacerbated by the fact that almost all of their key

decision parameters are fixed: subsidies per student

are fixed, tuition fees cannot be varied or only by a

small amount, the number of places for each course is

often fixed by the Ministry of Education, and appli-

cants cannot be refused once they have passed their

national exams. Universities therefore find it tough to

respond to changes in demand and engage in compe-

tition. A lot of time and energy goes into securing

government subsidies for education and research,

rather than into academic entrepreneurship. 

Governments increasingly rely on lump-sum ‘block

grants’ with both output and input criteria. Most

countries fund on the basis of inputs such as the num-

ber of enrolled students (e.g. Belgium or France).

Funding in Denmark has always stressed output,

since universities receive funding based on the number

of grade points that students receive (the ‘taxi-meter

model’). The Netherlands and Sweden take interme-

diate positions. About half  of funding in the Nether -

lands depends on the number of diplomas. A similar

share of resources depends on the number of grade

points in Sweden. Germany and Britain differ as

funds are allocated on historical grounds indepen-

dently of the number of students or output criteria,

but funding is based on negotiations and enrolment

forecasts. However, the UK government places a

grow ing emphasis on output and performance in

teaching and research.

3 See Goodall, A. (2009), Socrates in the Boardroom: Why Uni -
versities Should Be Led by Top Scholars, Princeton, NJ: Princeton
University Press.



How to set subsidies and tuition fees?

Education is a system where students are both con-

sumers and co-producers of education. The cost func-

tion of a degree programme increases with total stu-

dent demand, but decreases with total human capital

produced by the programme. If  students are more

able, more human capital is produced. Positive peer

group and reputation effects then occur, the quality of

education improves and courses are consequently eas-

ier and cheaper to teach. Selecting and attracting the

smartest students generates a positive feedback loop

as it raises the quality and reputation of the institute;

and thus increases further demand from smart stu-

dents. Having high-quality students improves acade-

mic excellence and makes it possible to attract much

better employees/professors and funding from spon-

sors and the state. 

Without peer group or reputation effects, degree prof-

it maximizing universities set prices to a mark-up on

marginal cost. The mark-up is particularly high for

courses with low price elasticity of demand such as

pure mathematics or musicology. These courses may

have high marginal cost anyway, so they will be expen-

sive in the absence of cross subsidies or special gov-

ernment support. If  peer group and reputation effects

matter, tuition fees are higher for the less able or less

motivated students and lower for the smart students.

Hence, universities should award scholarships or give

discounts to bright students. If  universities operate

under perfect competition, the optimal tuition fees

correctly internalise all peer group and reputation

effects. 

The government may support merit studies that are

of interest to society as a whole and will not be pro-

vided by the market, while generating public benefits.

The government may also support studies that con-

tribute to citizenship, democratic participation and

the transmission of  (cultural) knowledge and values

or that induce positive R&D externalities and

growth. The government may want to reduce the

popularity of  studies that lead to excessive status or

rent seeking and signalling. The government may give

greater weight to individuals from a disadvantaged

background with relatively poor parents. The optimal

education subsidies internalise the merit study exter-

nalities of  education on total (i.e. private and public)

welfare. 

Uniform tuition fees are rarely optimal if  social

returns differ between disciplines and students.

Subsidies should be targeted towards fields of study

that have the largest social returns. Furthermore, sub-

sidies should be targeted towards the students that

appear to generate the most social value. Subsidies of

studies with a relatively large private return compared

to their social return violate optimal rules for educa-

tion subsidies. Subsidies should be directed towards

studies with a large social value, not a large private

value. The mere fact that, for some disciplines, the

marginal benefits are mainly non-monetary is not a

reason for government subsidies, as that would lead to

over-investment in those disciplines. Students will

take account of immaterial benefits themselves.

Case for higher tuition fees and social student loans

Europe (with the exception of  Britain) is resisting the

introduction or increase of  tuition fees, although its

universities are pressing for it. However, without

higher fees and with an Australian system of loans

where graduates only pay back each year a percent-

age of  their income and only if  they earn a minimum

amount, it will not be feasible to close the funding

gap with the United States. The Australian system

has taught us that higher fees in combination with a

social (also known as an income-contingent) system

of student loans can create essential funding for uni-

versities without reducing school pupils’ universal

access to universities. Furthermore, it is of  some

interest to note that Australian universities do sur-

prisingly well in international rankings of  top univer-

sities. With higher fees universities can finally really

invest in quality and diversity: top training for top

scientists and top training for practical studies, but

also expensive education for those who really want to

invest in their academic capital, and cheaper educa-

tion for those who are satisfied with a little less per-

sonal teaching. Naturally, some students will leave,

but the most motivated will stay and that is a blessing

for those students and teachers who want to do their

utmost best. Currently, too many universities in

countries such as France, Germany and Italy are

starved of  the funds they need to become first-rate

global universities, not only in terms of  research, but

also in terms of  teaching undergraduates and post-

graduates.

The most talented and subsidized students of their

age group will earn more than their less clever con-

temporaries. This is why those who benefit most in

terms of higher incomes from a university education

are the students themselves. It is therefore not clear
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why other less talented members of the population

working hard in a more menial job effectively have to

subsidize the most talented members of a generation,

especially as those are the very individuals who are

going to earn most in present value terms over the

course of their life. Government subsidies should con-

centrate on giving the brightest pupils from under-

privileged backgrounds a fair chance in primary and

secondary education, especially at times when public

funds have never been so scarce. Since university stu-

dents have good prospects of earning more over their

lifecycle than high school graduates, their problem is

that they are faced with a liquidity constraint, not

poverty. This is why a conditional system of social

student loans is useful. It is also important to make

the loans more conditional on good exam perfor-

mance at university as is the case in Denmark, Sweden

and the Netherlands, for instance.

Talented, motivated children from disadvantaged

families will benefit extra from selection, and espe-

cially when offered social loans that only have to be

repaid at a rate related to the income they earn later

on in life. These talented students should not have to

share lecture rooms with spoilt, lazy and uninterested

well-to-do students.

Limits to market forces in university reform

Students, state and sponsors lack the information

necessary to judge the quality of  higher education.

Higher education is a one-off  purchase that is often

made by parents on behalf  of  their children. Most

students go to their local university and make little

attempt to choose the best university in their field

of  interest. Yet the nature of  academic interchange,

like love, changes in a fundamental way if  a price is

attached to it. The intrinsic motivation of  students

and staff  and trust are vital and diminish if  too

many monetary incentives are introduced. This is

why higher education is probably best operated as a

non-profit enterprise. Objectives are typically not

profits, but how well students perform compared to

their peers. Rankings and peer reviews, and the

competition that result from them, are thus what

drives universities. Peer effects are also crucial for

students as they form values, academic interests

and aspirations in their interchange with other stu-

dents. Universities also need funding from students,

alumni, estates and sponsors. However, non-profit

enterprises tend to exhibit bureaucratic slack; as

shown by big offices for central administration,

‘prestige projects’, etc. They also tend to underesti-

mate the costs of  capital services such as buildings

and campuses.

This is why reforms need to strike a balance: universi-

ties should compete much more, but not so much in

terms of money and profits, but of competition to

achieve academic excellence in its broadest sense

among peers. This means they should be released

from the shackles that prevent them from implement-

ing reforms, but should not become institutions

entirely driven by short-term profits, as universities

are ultimately a long haul venture.

Need for Bildung

What universities need is a return to the values

instilled and encouraged by the great Wilhelm von

Humboldt, who as Minister of Education was the

architect of the Prussian education system with its

Technische Hochschulen and Gymnasien. Von Hum -

boldt’s name is associated with the fundamental idea

of Bildung, which stands for the German ideal of self-

cultivation. The ideal is that philosophy and educa-

tion are linked in such a way that they lead to both

personal and cultural maturation. This is supposed to

lead to a harmonious relationship and interaction

between an individual’s mind and heart; and to the

development of unique individuals and their identi-

ties within a broader society. University and school

education is thus meant to have the grand objective of

nothing less than a personal transformation, which

challenges the beliefs of the pupil or student. This is

not meant to be easy, since the student will have to

abandon preconceived ideas and reinvent him or her-

self. A prerequisite for such an education system is to

allow for a diversity of individuals, each one with the

freedom to develop their talents and abilities in the

widest possible sense. Bildung is thus not only about

developing and challenging intellectual skills of each

student, but also about shaping and realizing each

student as a full human being. It should be well

understood that this process of Bildung starts at

school, continues at university, and then expand

throughout life. It is not just about training certain

skills for the job market, but about training and devel-

oping people’s scientific, cultural and spiritual self

with a strong emphasis on interpersonal skills and

being able to engage with and criticize what is going

on in society. Bildung, and indeed university educa-

tion, is about emancipation of the individual in the

broadest sense.



But Bildung is nowadays too often seen as a universal

right to free university education. Apart from the

arguments against this cited above, this is also a far

cry from the principle of reciprocity, which says that

something should be offered in return for an excellent

education. It also distracts attention from the global

forces that will be shaping university education

throughout the world. There is an increasing global-

ization of universities, employers and employees. To

prepare students and the economies of Europe best

for this race for talent it is crucial to offer teaching in

much smaller groups, not of groups of hundred to a

thousand students, but in tutorials and working

groups of two or three students. Only then will teach-

ing be student-driven rather than teacher-driven and

will be centred on what students do not know, rather

than on what is merely in the textbooks. World

renowned professors of MIT, Harvard and elsewhere

are putting their lectures on the internet for everyone

to listen to. It is thus ludicrous to have lesser academ-

ic mortals rehashing this material in auditoria with

hundreds of students. It is much better if  they con-

centrate their attention on mentoring and small group

teaching.

On their current budgets only a few private universi-

ties with very high tuition fees and old universities

such as Oxford and Cambridge with large endow-

ments can afford to have a system of Bildung. To

make such a privileged and desirable system feasible

for many more universities in Europe, more funding is

badly needed. Given the scarcity of public funds, it

can only come from private agents – sponsors, alumni

and students. 

Summing up

As The Economist (The Brains Business, 10 Sep -

tember 2005) has pointed out, academia in Europe is

not ready for the challenges ahead. Realizing mass

access without sacrificing excellence demands both

bold reforms of  the school system and working

towards a dynamic and competitive university sys-

tem. The European challenge is to achieve the diver-

sity and quality of  the United States without hurting

accessibility, which has traditionally been the jewel

of  the European system. A key problem is that cen-

tral planning and steering cause a generic lack of

variety, monopolistic behaviour, scale increases and

grade inflation. The explosive growth in enrolment

has led to an erosion of  academic standards.

Reforms of  the European university system should

tackle these issues. European universities also have

far fewer resources per student than their US coun-

terparts, so it is crucial to raise tuition fees without

harming access.

The expression ‘excellence for all’ is misleading and

leaves no room for choices. Europe must distance

itself  from this principle. Knowledge and creativity,

not land, mineral resources or physical capital, are

now the engines of  economic growth. Universities

have to go back to their roots in order to survive in

the global battle for talent at universities and in the

job market. A golden age for European universities

could dawn provided that ambitious and bold

reforms are undertaken. Nothing less is necessary

than a return to the philosophy of  Wilhelm von

Humboldt, with an emphasis on small-scale teaching

and realization of  the full academic potential of

each and every university student. It is crucial for

European higher education to rise to this daunting

challenge in order to stand a chance in the global

competition for talent.

PANEL

“Economists have a reputation for pessimists, but

educational experts are even more pessimistic”,

noted Anatole Kaletsky, Editor at Large of  The

Times and chairman of  the second panel, opening

the discussion on higher education in Europe. There

is a consensus that education is in a crisis worldwide,

but this perception is particularly acute when it

comes to tertiary education in Europe, where a per-

vading sense of  insecurity reigns. In Kaletsky’s point

of  view, the current debate centres on the following

five issues: 

(1) Global competition: Europe is falling behind the

United States and Asia, while in Asia there are con-

cerns that the current education system cannot pro-

vide creative, innovative individuals.

(2) What is the purpose of higher education? To edu-

cate or to promote research?

(3) Quality versus quantity: should the focus lie on

producing an elite or making education available to

the masses?

(4) Is higher education primarily an intellectual

endeavour or should it promote economic growth?
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This question highlights the tension that exists

between academic and technical education.

(5) Financing: should the burden of paying for higher

education be spread across society as a whole, or

should it be paid for by the individuals that directly

benefit in a fee-based system?

The panel’s first speaker, Jutta Allmendinger, Presi -

dent of the Social Sciences Research Center (WZB),

Berlin, focused on the situation in Germany and high-

lighted demographic change as an important factor in

higher education. She stressed the need to invest more

in education in order to downsize the poorly educated

members of the workforce and harness their potential

more effectively. She identified non-working women

and unemployed youths as two key target groups in

this respect. In Allmendinger’s view, benchmarks for

what constitutes a good education are also required,

as the frequently cited rankings of universities are

often based on research paper output etc., and not

teaching. With regard to such rankings, she noted that

45 percent of the German government’s funding for

higher education goes to non-university institutes

such as Max-Planck, Leibniz, Frauenhofer, Helm -

holtz, etc. These non-university institutions need to be

covered by indicators, otherwise they are not included

in university rankings for Germany. To boost its inter-

national standing, Allmendinger argued that Ger -

many needs more vertical ranking and horizontal

integration between university and non-university

institutes.

The panel’s second speaker, Bernd Huber, President

of the University of  Munich, stated that Europe has

already started the reforms cited by van der Ploeg

with a view to achieving greater competition and

autonomy. In other words, he insisted that Europe is

already moving towards the model of  the US/UK

higher education systems. In international rankings,

he claimed that one third of  the top 300 universities

are from continental Europe. Huber also touched

upon the thorny issue of  tuition fees. Since the debate

started in Europe a decade ago, Britain introduced

fees of  1,000 British pounds, which subsequently

increased sharply. In Germany nine Länder intro-

duced fees of  1,000 euros, but seven Länder have

since abolished them, as the fees proved very unpop-

ular politically. Bavaria and Saxony are now the only

remaining German Länder to charge fees. Huber

wondered whether the differing developments in

Britain and Germany were based on knife-edged

decisions.

Peter Dolton, Professor of Economics, University of

Sussex, and the panel’s third speaker also picked up

on the issue of fees and examined the situation in

Britain. A large number of reforms were associated

with the introduction of income-contingent fees in

Britain. In Dolton’s view it marked a revolution: 1998

fees ranged from 1,000 to 3,000 British pounds, and

subsequently increased to 9,000 in 2012. The principle

underlying fees is that the people who benefit from

tertiary education should be the ones who pay for it.

On a positive note, Dolton argued that fees enable

universities to determine how they allocate their funds

independently. In his view, this makes universities

more responsive to their customer base and to stu-

dents’ requirements. The drawbacks of  fees, he

acknowledged, are that they reduce demand by

7–8 percent. They may also reduce the number of

people from the lower social classes going to universi-

ties, he warned, unless the latter introduce targeted

bursaries. Dolton wondered whether the rates of

return on education will remain as high as their pre-

sent levels in the future, but suspected that they may

fall if  more people start to obtain degrees. In all

events, he expressed confidence that the introduction

of fees in Britain will provide a useful illustration of

market dynamics in higher education. 

Bernd Brunke, Member of the Global Executive

Committee at Roland Berger Strategy Consultants,

considered the higher education system from a corpo-

rate perspective. He began by urging his fellow panel-

lists to look more positively at developments in

Europe, citing the substantial progress made thanks

to the Bologna process. He highlighted the danger of

over-harmonizing education systems at a European

level and stressed that diversity can be a source of

potential. In Brunke’s view, the European education

system also needs to open up and admit more over-

seas students. 

The panel’s final speaker, Margret Wintermantel,
President of the Deutscher Akademischer Austausch -

dienst – German Academic Exchange Service

(DAAD), added that, in view of Germany’s egalitari-

an approach to higher education, it urgently needs to

find models of cooperation between universities and

non-universities. She also agreed with van der Ploeg

that Germany’s universities need tuition fees to com-

pensate for funding deficits, but feared that the con-

cept was politically untenable.

Opening the discussion up to questions from the floor,

Kaletsky asked why anyone thought there was a prob-



lem with education in Germany in view of its strong
economic and export performance? Van der Ploeg
responded that Germany does well in the Abitur (A-
level equivalent) and offers excellent technical educa-
tion opportunities, which is what accounts for its
strong economic track record, not the performance of
its universities. 

Commenting on university funding in the United
States, Craig T. Redinger, Partner in Charge, Ful -
bright & Jaworski L.L.P in Munich, noted that the
United States has an endowment culture. In other
words, it is traditional for alumni to contribute private
wealth to their former universities. Such donations, he
explained, constitute a major source of income for
institutions of higher education. Redinger also point-
ed out that increasing fees in the United States did not
reduce demand for education, but noted that the
United States currently has around 1 trillion dollars
of potentially bad student debt.

His fellow countryman Jackson Janes, Executive
Director of  the American Institute for Con -
temporary Studies at the John Hopkins University in
Washing ton DC, raised the question of  whether the
departure of  foreign students who came study in
Europe was creating a problem in terms of  a
resources drain. Bernd Brunke replied that increased
transparency in terms of  the career opportunities
linked to higher education and better integration of
graduates into firms was definitely needed. Bernd
Huber noted that, in the past, German universities
offered foreigners education as a kind of  develop-
ment aid and then encouraged such students to
return to their home countries. Now, however,
German universities are trying to hold onto foreign-
ers and good employment perspectives are encourag-
ing them to stay. As far as post-graduates are con-
cerned, however, Jutta Allmendinger noted that
German universities are still losing researchers as
only10 percent of  staff  are tenured and 90 percent are
untenured until the age of  40.

Finally Peter Dolton raised the issue of whether edu-
cation should be market-driven or whether the state
should support courses of study that are less popular
and have no direct vocational orientation as a form of
public goods. Margaret Wintermantel argued in
favour of state support for certain courses of study by
stating that higher education was about personality
building and not just employability. This was a hot
topic in German universities, she concluded.
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DUAL EDUCATION: EUROPE’S
SECRET RECIPE?

ERIC A. HANUSHEK

Professor of Economics, Hoover Institution 

of Stanford University

Europe has long embraced the use of vocational edu-

cation to prepare youth for entry into the workforce.

None has moved into this as strongly and consistent-

ly as Austria, Germany, and Switzerland. With their

dual education systems and the intensive apprentice-

ship programs, these countries have forged very close

links between the education system and industry.

While many other European countries have developed

extensive vocational programs, they have stopped

short of the full commitment to apprenticeship pro-

grams. Would all of Europe be better off  by moving

further in the direction of a tightened school-work-

place linkage?

While the discussion of vocational education in gen-

eral has been going on for some time, it has intensified

with the recession of 2008 and the subsequent slow

recovery of employment. Indeed the raw data suggest

that people with vocational education at the upper

secondary and tertiary level have higher employment

rates than those with general education and that this

difference is especially pronounced for young people

(age 25–34).

Vocational education, particularly with apprentice-

ships, is designed to ensure that workers have job-

related skills that make them immediately useful to

firms. Thus, especially when faced with unemploy-

ment problems, it may be good policy to ensure that

the education system is providing the skills most need-

ed by the economy.

But the decisions are more complicated than just that,

and policy deliberations must also consider a broader

set of issues. First, there is now considerable evidence

that general academic skills – mathematics, reading

comprehension, and scientific understanding – have a

strong influence on economic growth. Part of this

comes from contributing to innovation in the econo-

my, but part also comes from having a generally

sophisticated workforce that can assimilate new pro-

duction approaches. Thus, as a first caution, it is

important that vocational programs not slight on the

development of general cognitive skills.

Second, being prepared for immediate employment

must be balanced by implications for employment as

the job demands change. In a rapidly growing econ-

omy, the nature of  most jobs throughout the econo-

my is continuously evolving. This evolution means

that the skills that a worker initially brings to the job

may become obsolete as the job changes. These

changes may be dealt with through ‘lifelong learn-

ing’, a currently popular theme of  policy discussions.

But, it is important that careful thought be given to

both the character and the economics of  such life-

long learning.

The evidence currently available points to a tendency

for the gains in initial employment that come with

apprenticeship programs to be offset in varying

degrees by lessened employability later in life. Such

tendencies are amplified by more rapid economic

growth. As a result, it is important that policy take a

broad perspective about the expansion of vocational

education and not concentrate completely on initial

employment.

Unemployment and vocational education

The starting point of  many discussions of  the pos-

sibility of  expanded vocational education is often

the performance of  the German economy. In the

face of  recessionary forces across all of  Europe, the

German economy has maintained a very even keel,

and unemployment has not been an overwhelming

concern.

Germany is of course not the only European econo-

my to have significant use of vocational education.



Many other countries have vary-
ing amounts of vocational edu-
cation and have more or less
close relationships between
schools and firms. Germany is
near one extreme with its early
tracking in school and with its
well-developed apprenticeship
programs with firms. But others
have extensive apprenticeship
programs (for example, Austria,
Switzerland and Denmark).
Therefore, it is useful to begin by
looking at whether the degree of
use of vocational education is
related to unemployment.

Figure 1 displays the relationship
between the proportion of students in some sort of
vocational training and the overall unemployment
rate for 2011 for a selection of European countries in
the OECD. From this picture, we see that the appren-
ticeship countries of Germany, Austria and Denmark
do have low unemployment rates to go along with
their schooling programs. Moreover, if  we look across
all of the countries, there is indeed an apparent rela-
tionship between unemployment and vocational
training – as seen by the top line that is slanting down
through the country observations.

But, the downward sloping line is somewhat driven by
Spain and Greece. Without these two countries –
where few people would argue that the form of
schooling is the main driving force – the relationship
becomes flatter but still downward sloping as indicat-

ed by the second, lower line in the figure. On average,
having 10 percent more students in vocational pro-
grams leads to a 0.6 percent lower overall unemploy-
ment rate. 
In summary, even though the business cycle is not so
much driven by the short-run match between worker
skills and employer demands as by macroeconomic
conditions, the added attachment of workers to firms
shows up.

The arguments for vocational education, however,
tend to focus more on youth unemployment. As
shown in Figure 2, there is an even stronger relation-
ship between youth unemployment rates and voca-
tional education. (Again, the steeper line includes all
countries, while the flatter line excludes Spain and
Greece). For youth, a ten percent greater participation

in vocational education leads to a
2 percent lower unemployment
rate. By this measure, the aggre-
gate data suggest that vocational
education does improve the job
possibilities for youth and does
lead to lower unemployment
rates even during the recovery
from a deep recession.

Importance of cognitive skills

The type of education offered is
just one dimension of schooling.
A second, and potentially much
more important, dimension is the
quality of education. We know
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from international assessments that there is wide vari-
ation across countries in what students know.
Moreover, these differences in cognitive skills, mea-
sured by international tests such as PISA, are very
important.

Figure 3 shows the impact of  differences in mathe-
matics and science on long-term growth of  nations.
The graph plots how test score differences on the
horizontal axis match with differences in the growth
rate for GDP per capita between 1960 and 2000.
These long-term growth rates are closely linked to
the skills of  the populations measured by the com-
mon tests across nations. Moreover, the different
growth rates have huge impacts on the well-being of
societies.

This fact is very important for the current discussion
of vocational education. The German dual education
system has been developed over a long period of time.
An important component of this has been the devel-
opment of a strong academic component for those
who are on the vocational track – so that Germany on
a whole is doing quite a good job relative to the rest of
the OECD on the most recent PISA tests.

If, however, a country viewed vocational education as
mostly a nonacademic track with limited emphasis on
academic skills, it might find itself  at a serious disad-
vantage in terms of long-run growth. Anecdotal evi-

dence suggests that some nations
may in fact being looking at
vocational schooling as a distinct
alternative to developing much in
the way of academic skills. In
other words, while some coun-
tries may view the German expe-
riences simply in terms of the
apprenticeship programs and the
linkages with firms, this would be
a mistake. The German experi-
ence really is the dual system that
combines academic preparation
with industrial ex perience.

Lifetime employment patterns

But even with an emphasis on
academic preparation within the
vocational school system, there
may be further trade-off  that is
potentially important. Specific -
ally, the more specific the train-

ing of  people for a given vocation the more likely it
is that they become narrower and less flexible. People
trained to the specifics of  a given firm doing a given
type of  production may not be as well-prepared to
move to a different firm with a different task as
somebody with more general training. Indeed, when
firms talk about needing better prepared students to
enter their firms, they often are suggesting that the
training should be more tailored to their current
operations.

What happens if  the technology changes? Or even the
whole industry changes focus as with many industries
that are suddenly faced with foreign competition? 

The big concern is that vocational training may make
people less adaptable to change and less able to adjust
to new technologies. This concern is particularly
important when there is rapid technological develop-
ment – as would be implied by rapid economic
growth. Vocational training may make students better
able to carry out the school-to-work transition and
better able to enter into jobs quickly. But it may also
make them worse off  in the future when technology
changes and it may lead them to have fewer employ-
ment opportunities over the full life-cycle.

A study by Hanushek, Woessmann and Zhang (2011)
suggests that these concerns are very real. Figure 4
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traces out employment rates by age and schooling

type for a sample of Danish, German and Swiss

workers in the mid-1990s. The area marked ‘A’ repre-

sents the employment advantage of young workers

with vocational training compared to general educa-

tion – exactly the motivation behind much vocational

education that is designed to make the school-to-work

transition smoother. Area ‘B’ on the other hand

shows the lessened relative employment of older

workers with vocational training.

The policy question is whether A is bigger than B.

For Germany, it does not appear to be. The losses

later in the career seem larger than the gains early in

the career for those with vocational schooling.

However, when we do the same calculations for other

apprenticeship countries (Denmark and Swit -

zerland), we find different results. For Denmark,

gains and losses appear to balance out. For

Switzerland, the early gains of  vocationally trained

workers appear greater than the subsequent losses.

Interestingly, the ordering of  these countries exactly

matches difference in growth rates. Germany, with

the highest growth and thus the most technological

change, puts vocationally trained workers at the

most disadvantage later in life, while Switzerland

with the lowest growth finds the early gains to be

dominant.

Some of  these observations of  potential trade-offs

point to the importance of  lifelong learning.

Lifelong learning has been a topic of  importance for

the European Union – and various policy docu-

ments highlight the need for people to continue to

invest throughout their lifetime. At the same time, it

has generally been difficult to figure out how to pro-

vide lifelong learning, who funds it, and the like.

This discussion of  vocational education clearly

demonstrates the need to have some viable mecha-

nisms to ensure that there is learning throughout the

career so that early skills can be adapted to later

employment. 

Conclusions

The summary of this discussion is that vocational

education appears to have some advantages for help-

ing youth to enter firms smoothly. Thus, for example,

Germany’s system of apprenticeships seems to be very

successful. But a nuanced view of the benefits and

costs is necessary.

A successful system of vocational training cannot

neglect developing strong cognitive skills in individu-

als. Here Germany is also a model, because those in

the vocational track also get strong classroom instruc-

tion in basic math, science, and language skills. 

Further, a successful system of vocational training

must consider whether vocationally trained workers

have enough flexibility to adapt to different technolo-

gies. This is particularly true in a rapidly growing

economy where individual industries change notice-

ably over time and where the composition of firms in

the economy also changes. Such need for flexibility

emphasizes the need for some way of providing life-

long learning.

Germany’s highly developed dual system may indeed

be a model for other countries, but the specific lessons

cannot be lost: vocational skills must be complement-

ed with strong academic skills. And, even Germany

must address issues of the life-cycle of employment:

high growth and rapid technological change require

finding ways to ensure the continued employability of

people with specific vocational skills across the life-

cycle.

References

Hanushek, E.A. and L. Woessmann (2008), “The Role of Cognitive
Skills in Economic Development”, Journal of Economic Literature 46,
607–668.

Hanushek, E.A., L. Woessmann and L. Zhang (2011), “General
Education, Vocational Education, and Labor-market Outcomes over
the Life-cycle”, NBER Working Paper 17504.

CESifo Forum 3/2012 32

Panel 3

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1.0

16–25 26–35 36–45 46–55 56–65

Vocational education
General education

age cohort

LIFE-CYCLE EMPLOYMENT PATTERNS BY 
TYPE OF TRAINING

percentage employed, male

Source: Hanushek, Woessmann and Zhang (2011).

A B

Figure 4



CESifo Forum 3/201233

Panel 3

PANEL

Knut Engelmann, Managing Editor of The Wall Street

Journal Deutschland, chaired the third panel and once

again highlighted the questions to be tackled: is the

dual education system a stabilising factor in an econ-

omy? Does it explain the low youth unemployment

rates in Germany, Austria and Switzerland? How

exportable is the system and does it produce the kind

of workers needed in a digitalised and globalised

world?

The first statement by a panel member was given by

Christian Lettmayr, Acting Director of  the Brussels-

based European Centre for Development of

Vocational Training. He observed that the demand

for skills has been weakened by the 2008–10 crisis,

but the supply of  skills has remained stable. This

imbalance has increased the danger of  a skills mis-

match, which results when the more highly qualified

compete with the lesser qualified, pushing them out

of  the labour market. In Germany, youth unemploy-

ment is currently the lowest in the EU. This may be

attributed to the dual education system, but the

model is not easily exportable and requires adapta-

tions. Many initiatives exist that promote work-

based learning models all of  which are attempts to

reduce imbalances and mismatches on the labour

market.

State Secretary Cornelia Quennet-Thielen of  the

Ger man Federal Ministry of  Education and

Research confirmed the interest in the German

approach to vocational education. The strength of

the German system is that learning on the job com-

plements learning in the classroom and that

employers are strongly involved, rending the train-

ing a practice orientation and providing employ-

ment for most of  those who complete the course.

Companies participate because they benefit eco-

nomically: the system reduces their recruitment

costs and leads to lower employee fluctuation. At

the same time, the system has adapted well to new

vocational profiles. However, because dual training

is deeply embedded in the educational system and

requires substantial coordination among the vari-

ous actors, countries that wish to adopt this

approach must focus on the ‘dual principles’ that

underlie the system. Above all, she stressed, the

attractiveness of  vocational training must be

enhanced by improving quality, offering a broad

spectrum of  careers and ensuring ‘sufficient mobil-

ity and permeability’ in the system. 

Andrew McCoshan of  the University of  Warwick’s

Centre for Education and Industry is an expert in

the comparison of  education systems. He observed

that the success of  the dual education system must

be seen in its context. It qualifies people for entry

into a labour market that is highly stratified and

regulated and is also backed up by employment law.

From a systems perspective, the prospects for the

transferability of  the dual-education model are not

good. Essential features of  the system, however,

such as striving for a close fit between qualifica-

tions and occupations can be transferred, as well as

enhancing the role of  employers. At the same time,

the weaknesses of  the system – lower levels of  life-

long learning, less permeability and flexibility –

should be corrected if  ‘the ideal mix’ is to be

achieved.

The panel also included a vocational training practi-

tioner: Gerhard F. Braun, Vice-President of the Con -

federation of  German Employers Organisations

(BDA) and managing director of a leading medical

textiles firm. He observed that employers view train-

ing as an investment in a company’s future. The dual

vocational education system is the main source for

skilled workers and personnel, and in times of demo-

graphic change it is crucial for employers to attract

talent to the company at a very early stage. The active

co-operation between employers and trade unions in

Germany is one of the success factors of dual educa-

tion in Germany.

Giampaolo Galli, Director General of  the Italian

employers’ federation, Confindustria, lamented the

low rate of  vocational-school graduates in his

country. Italian universities also do not train suffi-

cient numbers of  engineers, doctors and lawyers

and too many trained in the humanities.

Vocational-school enrolment has been declining in

Italy in recent decades, which is why his organisa-

tion has been calling for change and for vocational

training on the lines of  the German dual education

system. 

To start off  the discussion, Knut Engelmann asked

the panellists for their advice to Italy. Gerhard Braun

observed that even in Germany the close links

between schools and companies is fairly recent and

that Italy should move in this direction. Andrew

McCoshan pointed out that the apprenticeship sys-

tem is being successfully rebuilt in Britain, largely

because its value has been recognised. Italy should

also adopt this approach. 



Allessandro Cigno, economics professor at the
University of Florence, shared Eric Hanushek’s criti-
cism of early tracking but added that offering every-
one the same education is not the answer. This leads
to a growing divide between public and private educa-
tion, as can be observed in the United States and
Britain. Then the discussion turned to the alleged
early career gains and later losses of the dual educa-
tion system in Germany. Hans-Werner Sinn wondered
if  the high unemployment of vocationally trained
workers in Germany at the end of their careers was
because the data for this assertion was collected ten
years ago when high unemployment led to a rash of
early retirement schemes. Gerhard Braun confirmed
that German companies lost a lot of know-how at this
time. “The employment rate of older people has sub-
sequently increased”, also due to the demographic
problem Germany faces, he asserted. In response to
the question of whether it is wise to export the dual
education model that has given Germany a competi-
tive advantage, Cornelia Quennet-Thielen stressed
that German industry’s activity abroad is a great
advantage. “It would be a sign of weakness if  we were
not willing to share successful models”.
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The annual growth rate of M3 decreased to 2.9% in August 2012, compared
to 3.6% in July. The three-month average of the annual growth rate of M3
over the period from June 2012 to August 2012 stood at 3.2%, unchanged
from the previous period.

Between April 2010 and July 2011 the monetary conditions index
remained rather stable. This index then continued its fast upward trend
since August 2011 and reached its peak in July 2012, signalling greater
monetary easing. In particular, this was the result of decreasing real short-
term interest rates. Yet the index started to decline in August 2012.

In the three-month period from July to September 2012 short-term inter-
est rates decreased. The three-month EURIBOR rate declined from an
average 0.50% in July 2012 to 0.25% in September 2012. On the other
hand, the ten-year bond yields increased from 1.29% to 1.42% in the same
period of time. In addition, the yield spread increased from 0.80% in July
2012 to 1.18% in September 2012.

The German stock index DAX increased in September 2012, averaging
7,216 points compared to 6,772 points in July 2012. The Euro STOXX
also grew from 2,326 to 2,454 in the same period of time. Moreover, the
Dow Jones International increased, averaging 13,437 points in September
2012 compared to 13,009 points in July 2012.



-6

-4

-2

0

2

4

6

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
-6

-4

-2

0

2

4

6
%

 EU27
 EA17

Gross Domestic Product in Constant 2000 Prices
Percentage change over previous year

Source: Eurostat.

60

70

80

90

100

110

120

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
60

70

80

90

100

110

120

EU27 Economic Sentiment Indicator
seasonally adjusted

September

Source: European Commission.

Index 2005=100

According to the second Eurostat estimates, GDP decreased by 0.2% in the
euro area (EA17) and by 0.1% in the EU27 during the second quarter of
2012, compared to the previous quarter. In the first quarter of 2012 the
growth rates were 0.0% in both zones. Compared to the second quarter of
2011, i.e. year over year, seasonally adjusted GDP decreased by 0.5% in the
euro area and by 0.3% in the EU27.

In September 2012 the Economic Sentiment Indicator (ESI) decreased by
0.9 points in the EU27, to 86.1, and by 1.1 points in the euro area (EA17),
to 85.0. In both the EU27 and the euro area the ESI stands below its long-
term average.
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 Consumer confidence **)
 Industrial confidence *)

EU27 Industrial and Consumer Confidence Indicators
Percentage balances, seasonally adjusted

%

Source: European Commission.

* The industrial confidence indicator is an average of responses (balances) to the
questions on production expectations, order-books and stocks (the latter with
inverted sign).

** New consumer confidence indicators, calculated as an arithmetic average of the
following questions: financial and general economic situation (over the next
12 months), unemployment expectations (over the next 12 months) and savings
(over the next 12 months). Seasonally adjusted data.

In September 2012, the industrial confidence indicator slightly increased in
the EU27 (0.1) but decreased in the euro area (– 0.7). The consumer confi-
dence indicator decreased in both the EU27 (– 1.3) and the euro area
(also – 1.3).
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EU27 Capacity Utilisation and Order Books
in the Manufacturing Industry

Source: European Commission.

(left-hand scale)
Assessment of order books

(right-hand scale)
Capacity utilisation

Managers’ assessment of order books worsened from – 25.3 in July
to – 28.1 in September 2012. In August 2012 the indicator had
reached – 28.7. Capacity utilisation also slightly decreased to 78.2 in the
third quarter of 2012, from 79.9 in the previous quarter.
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Exchange rate

Purchasing Power Parity

USD per EUR

September

The exchange rate of the euro against the US dollar averaged approxi-
mately 1.26 $/€ between July and September 2012. (In June 2012 the rate
had also amounted to around 1.26 $/€.)

After two successive increases the Ifo indicator of the economic climate in
the euro area (EA17) fell in the third quarter of 2012 and is now signifi-
cantly below its long-term average value. Assessments of the current eco-
nomic situation and expectations were both poorer than in the second
quarter. The economy is not expected to pick up in the next six months. The
debt crisis has flared up again and is hampering economic activity in the
euro area.
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Source: Eurostat. 

Euro area (EA17) unemployment (seasonally adjusted) amounted to 11.4%
in August 2012, stable compared to July. It was 10.2% in August 2011.
EU27 unemployment stood at 10.5% in August 2012, also stable compared
to July. The rate was 9.7% in August 2011. In August 2012 the lowest rate
was registered in Austria (4.5%), Luxembourg (5.2%), the Netherlands
(5.3%) and Germany (5.6%), while the unemployment rate was highest in
Spain (25.1%).
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Source: Eurostat. 

Euro area annual inflation (HICP) was 2.6% in August 2012, up from 2.4%
in July. A year earlier the rate had amounted to 2.5%. The EU27 annual
inflation rate reached 2.7% in August 2012, up from 2.5% in July. A year
earlier the rate had been 3.0%. An EU-wide HICP comparison shows that
in August 2012 the lowest annual rates were observed in Sweden (0.9%),
Greece (1.2%) and Latvia (1.9%), and the highest rates in Hungary (6.0%),
Cyprus (4.5%) and Estonia (4.2%). Year-on-year EA17 core inflation
(excluding energy and unprocessed foods) decreased to 1.70% in August
2012, from 1.87% in July.
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