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Abstract 

This paper analyzes the returns to education and educational mismatch in thirteen 

European countries taking account not only of years of education but also of cognitive 

skills actually acquired by workers. Using the PIAAC database, our results suggest that 

both years of education and skills contribute to determine wages, with higher returns to 

years of education as the level of skills increases. Educational and skills mismatches 

appear to be two different phenomena, with educational mismatch lying behind wages. 

It is also found that the higher the level of skills achieved by an individual, the higher 

the returns to years of required education or to years of overeducation. Policy 

implications are derived as regards educational mismatch, which reflects inefficiencies 

in the allocation of the educational resources, and as regards the relevance of cognitive 

skills, leaving room for improving the quality of education to fully take advantage of 

educational investments. 
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1. Introduction 

The study of the economic effects of education has known a great interest since 

the development of human capital theory, in the middle of the 1960s, with the decisive 

contributions by Schultz (1960, 1962), Becker (1964), or Mincer (1974). According to 

this theory, education can be considered as a form of investment and its returns will 

depend on the economic effects of education in terms of higher productivity, which in 

turn will result in a greater probability of employment, better working conditions and 
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