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Key Concepts
As with all economics, allocation of scarce resources - how
to produce education, how to allocate (or ration) education,
and the economic return to education.

Idea trace back (at least!) to Adam Smith but Becker
(1964) is the founding father of the economics of education.

Value of economics is a clear theoretical framework and
quantitative testing of hypotheses.

Focus on causality

Education as a ‘treatment’ in a social research context



Key Innovations
Economic returns (high for individuals, inconclusive for 
society).

Early investment in education (high returns)

Educational production functions (e.g. class sizes -
resources largely have muted impact on outcomes).

Intergenerational research - education as a mobility
promotor or reinforcing inequalities?

Broader impacts - crime, voting, ‘social capital’



Early Education & Opportunity - Some Perspectives



Quick lesson/reminder of 
economics of childcare/early 
investment:

quality good for outcomes

bad quality damaging

quality investment has most 
impact on low SES children.

Underpinning economic logic is 
based largely on US evidence,
often from long term follow up 
of a small cohort of mid-1960s 
children.

‘Madoff ’ like returns often 
quoted - 17:1

Not clear this can be replicated 
(but attempts are underway!)

EarlyYears Education



Earnings
The rate of return to earnings from compulsory schooling is at least as big as the 
average return to schooling. This may give an estimate of how early-leavers 
value the present over the future.

Yet the focus of policy to encourage participation is often based on financial 
constraint as THE barrier to further participation. Most evidence is that poor
attainment in high school is more important in explaining lower Uni participation 
rates in Uni. A behavioural approach to encouraging participation may be
successful.

Recent US research addresses the complexity of the financial aid process for 
college applications with a relatively low cost (in the region of US$100 per 
participant) ‘nudge’.

Similarly an RCT in Berlin high schools provided information workshops on
returns to post-secondary education - this closed the gap in intended college
enrolment between students from ‘academic’ and ‘non-academic’ parental 
backgrounds, from 16 percentage points to about 5 percentage points.



Health
Despite the correlation between better health (including specific
biomarkers such as those for heart disease or diabetes) and more 
education, the causal nature of this relationship is harder to pin down.

Brunello et al. (2015) shows one additional year of schooling
decreases the probability of self-reported poor health by about 5 
percentage points But Clark and Royer (2013) find quite modest
returns to actual physiological measures of health outcomes (such
as blood pressure), mortality rates, and health behaviors.

Schooling may come too early to have a lasting impact on 
health choices and outcomes. This is consistent with the view 
that reforms which happened in the early part of the century had
a larger effect on health outcomes because they reduced the 
likelihood that children would be in physical employment.



Mental Health
The healthcare costs of an ageing population may be offset if there is a
specific impact of schooling on delaying cognitive decline - what
geriatricians sometimes refer to as ‘successful ageing’.

Crespo et al (2014) examine the impact of compulsory schooling on
depression and cognition. The additional schooling reduces the 
probability of suffering depression by 6.5 percentage points. Banks
and Mazzonna (2011) shows a positive and significant causal effect
on old age memory.

A promising strand of research identifies the role education plays in 
key cognitive choices. Cole et al (2014) shows that each additional
year of schooling increases investment income by US$1760, with 
fewer financial complications, higher credit scores, and lower 
probability of mortgage re-financing. The probability of having any
retirement income rises by 5.9% for each additional year of schooling.



Final Thoughts
Data from NSW Government places the costs of the 2010 changes in compulsory
schooling (from age 15 to 17) at about an additional AUD$100m per annum - a 1%
increase in the total annual expenditure on education.

Is it worth it?

If individuals are unaware of the benefits of more education, the case for public policy
intervention is strong. The private returns in terms of higher earnings and lower
probability of exiting school without qualifications has an impact on public finances
through lower welfare dependency and higher income taxes.

Moreover, the potential for other benefits to substantively outweigh direct costs is likely 
to be large. Estimates for the UK suggests a 1% reduction in the numbers with no
educational qualifications would generate savings from reduced crime that are three 
times the cost of the policy.

Clearly some cohorts are making poor choices and choosing more immediate gain
over the more valuable long term returns to education. This is a challenge which
requires a more targeted approach than policymakers tend to prefer.



Thank you!
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