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Question and Motivation

• Quality of vocational education important for 
producing skilled labour

• Performance based funding introduced to initial 
vocational education and training (VET) in Finland

• This study examines the determinants of students’
labour market status after the VET

• Uses a rich data set on students, teachers, education 
organisations and companies



Previous Literature

• Vast literature on education production
– Summarized e.g. in Hanushek ( JEL ‘86), Webbink

(Journal of Economic Surveys ‘05)
• Attempts to overcome the selection issues

– Krueger (QJE ‘99), Angrist and Lavy (QJE ‘99), Hoxby
(QJE ‘00), Rivkin, Hanushek & Kain (Etrica ‘05)

• Results ambiguous and only small effects detected
• Lead to increased interest towards the effects of 

incentive systems 
– Angrist and Lavy (NBER ‘02), Lavy (JPE ‘02)



Data construction

• Sample based on students registered in vocational 
education in 1999 and 2000

– applied for secondary education in autumn 1997 or 
spring 1998

– born in 1982 and 1981
• Information on education providers and teacher 

characteristics
• Regional controls
• Information on students and their placement from the 

Finnish Longitudinal Employer-Employee Data 
(FLEED)



Empirical Setting



Destination of students in 2003 by field of 
education



Descriptive Statistics



Descriptive Statistics cont’d



Regression Results



Regression Results cont’d



Regression Results cont’d



Additional Estimations

• Separately for boys and girls:
– Higher share of teachers with university degree 

increases the employment probability of girls, no effect 
on boys

– Quality reward system affects only the outcomes of 
girls

– Local business conditions have an effect for boys but 
not for girls

• For students not selected to their first request
• Excluding fields with application tests
• Measuring the outcomes at the end of 2003



Conclusions

• Not clear policy suggestions for improving quality
• An incentive system a possible solution
• Room for improvement in the current system

– value added versus cream-skimming
– controlling for fields of education
– different regional environments

• Providing further possibilities for evaluating the 
effects of incentive systems required (implementing 
incentive systems in steps etc.)
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