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Extended Abstract

After graduating from high school, each individual can choose between two alternatives:

start working or remain in education. If a country is in a recession, labor market entrants

face bad employment prospects. Hence, they might be more likely to continue schooling

because the outside option - working for a relatively low wage or being unemployed - is

less attractive. Howev-er, educational decisions also depend on direct costs (e.g. tuition

fees) and expected returns to education. From a theoretical point of view the direction

of the cyclicality of educational deci-sions is not clear because - while opportunity costs

decrease during a recession - also the ability to finance education decreases.

This study analyzes the effect of being exposed to a recession at high school grad-

uation on the probability to enroll into tertiary education. In addition, we study the

cyclicality in dropout and graduation rates. We test the hypothesis that investment in

tertiary education raises cognitive skills in a reduced form regression of numeracy and

literacy scores on business cycle fluctuations. Business cycle fluctuations are measured

primarily by the percentage point change of the annual unemployment rate. Results sug-

gest that individuals have a higher probability to enroll in college and to receive a college

diploma when they face increased unemployment rates in their high school graduation

year. Furthermore, recession graduates have significantly higher numeracy and literacy

scores. Hence, high school graduates benefit from initially bad macroeconomic conditions

because they (involuntarily) invest more in education.

Existing literature has primarily focused on the effect of business cycles on college

enrollment within the United States. Although Corman (1983), Kane (1994), Card and

Lemieux (2001) and Berger and Kostal (2002) do not find statistically significant effects

of business cycles on college enrollment, most empirical evidence suggests enrollment

patterns to be countercyclical. Dellas and Sakellaris (2003) use the Current Population

Survey to estimate the cyclicality as well as the determinants of college enrollment de-

cisions. They find that enrollment rates are counter-cyclically related to labor market
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conditions and the real interest rate. These results are robust across gender but differ

across race. Dellas and Koubi (2003) examine the cyclicality in the school enrollment

and dropout rates of various age groups in the U.S. Their results suggest that effects

are strongly countercyclical for teenagers and young adults. Hershbein (2009) finds neg-

ative labor supply effects for U.S. women when graduating from high school during a

recession. These negative effects fade out after four years. However, the negative effects

as well as the convergence of labor supply are not driven by higher college enrollment

rates (where women would enter the labor market approximately four years after high

school graduation). Instead, evidence suggests that women substitute into earlier family

formation. Bedard and Herman (2008) examine the effect of business cycle fluctuations

for undergraduate degree holders on graduate school enrollment. They find enrollment

patterns to be countercyclical for male PhD students, procyclical for male master stu-

dents and acyclical for female students which may be due to differential gender-specific

sensitivity to opportunity costs of education, to differential impacts of business cycles on

labor market entry wages, or differential preferences for human capital accumulation.

This article contributes to the literature of returns to education by estimating effects

of tertiary education on skills. To our knowledge, no other literature has considered skill

formation effects in this context before, most likely due to mising data availability. We

use relatively new data from the PIAAC Survey of Adult Skills - which provide a unique

opportunity to study skill formationby containing measures of an individual’s key cog-

nitive skills like numeracy and literacy. Furthermore, even though there already exists

a substantial literature examining the impact of business cycles on an individual’s edu-

cational decision, they are limited to a national level, lack sufficient family background

information, or do not contain measures of cognitive skills. The PIAAC data exploited

here covers 18 OECD countries. Hence, results shed light on the net sign of the cyclicality

in educational decisions from an international perspective.

Our agenda for future research on this preliminary project is long. In a next step we

plan to exploit the variation in business cycle conditions to instrument for tertiary educa-

tion in a two-stage least squares estimation. Even though first results support our reduced

form estimates, measurement error in the approximated year of high school graduation

prohibits significant first stage results. We are confident to reduce the measurement error

by sending do files to the OECD where PIAAC data is available on a more disaggregated

level and for additional countries. Furthermore, we will include more countries from the

second wave (2016) of the PIAAC Survey into the analysis. This will allow us to study

heterogeneities in the business cycle effects with respect to institutional differences across

countries.
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