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ABSTRACT

This publication presents the result. of a study
undertaken to measure the economic costs of students ."ho drop out of
secondary school in Canada and summarizes the social and economic
costs of dropping out. The primary objectives of the report are to
raise awareness of these costs among the business community and to
motivate all stakeholders to invest in the labor force of the future.
The economic prosperity of the nation as a whole, employment rates,
and the climbing dropout rate in Canada during the 1980s, when over
one-third of Canada's youths were not graduating from secondary
school, are considered in terms of education's importance. The myth
of the over—educated Canadian is also discussed. The cost to Canadian
society over the working lifetime of the nearly 137,000 secondary
schoo} dropouts who should have graduated in 1989 is $4 billion in
present—-value terms. Each individual male dropout will lose nearly
$129,000 in today's dollars over his working lifetime, while the
female dropout forfeits $107,000. As an investment vehicle, education
has a higher rate of return than almost any alternative investment
project. The rate of return to society of investing in secondary
school education is 19.0 percent for males and 17.8 percent for
females. Canada could save $26 billion if the dropout rate was
reduced from 34 percent to 10 percent by the year 2000. Any
initiative that encourages students to complete secondary school can
have a major positive impact on the future economic well—being and
prosperity of both the individual student and Canada as a whole.
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Canada will lose more thar: $4 billion in present-vaiue terms over the working lifetimes
of the nearly 137,000 youths who dropped out of secondary school instead of
graduating with the class of 1989.

Each individual male dropout will lose nearly $129.000 in today's doilars over his
working lifetime, while the female dropout forfeits $107,000.

As an investment vehicle, education has a higher rate of return than almost any
alternative investment project. The rate of return to society of investing in secondary
school education is 19.0 per cent for males and 17.8 per cent for females.

Canada could save $26 biltion if the dropout rate were reduced from 34 per cent
to 10 per cent by the year 2000.
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The Conference Board of Canada’s mission is to be the leading private applied
research institution dedicated to enhancing the performance of Canadian organizations
within the global economy. The Conference Board is an independent, not-for-profit
organization with affiliates in the United States and Europe. The Conference Board’s
studies of management policies and practices, public issues, the economic environment
and international business produce a continuing flow of timely and practical information
to assist leaders of business, government, labour and other institutions in arriving at
sound decisions. The Conference Board's research is also made available to the news
media in order to contribute to public understanding of economic and management
issues. Worldwide, the Conference Board has more than 3,000 subscribers.

AsouT THE CustoM EcoNomic SERVICES GROUP

The Custom Economic Services Group is a research division at The Conference
Board of Canada. The Group’s purpose is to address the specific information require-
ments of the Conference Board’s Associates by conducting financed research. Services
include customized economic forecasting at the municipal, provincial, and national levels
for periods up to 10 years; economic impact analysis; custom-tailored econometric models;
consumer and business attitudes surveys; and analysis of the economic implications of
changes in public policy. '

PREFACE

This report discusses the findings of a major study undertaken to measure the eco-
nomic costs of students dropping out of secondary school. The primary objective of the
report is to raise awareness of these costs among stakeholders, particularly the business
community, and motivate them to invest in the labour force of the future.

The Conference Board of Canada is grateful for the sponsorship received for this
research from the Mobilizatiuon Component of the national Stay-in-School initiative
delivered under the auspices of the Minister of State for Youth by Employment and
Immigration Canada. This report was prepared by Brenda Lafleur, Senior Research
Associate, under the direction of Marie Burrows, Director, Custom Economic Services.

The Conference Board wishes to acknowledge the co-operation and assistance of
individuals in the Youth Affairs Branch, the Occupational Studies and Program Linkage
Unit, and the Labour Market Outlook Unit of Employment and Immigration Canada.
Appreciation is also extended to a panel of experts on education and labour economics
who participated in a review of the research.
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James R. Nininger

President and Chief Executive Officer
The Conference Board of Canada
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DrorriNG OuT: THE Cost TO CANADA

The Costs of Dropping Out: Everyone
Loses

The costs of dropping out of secondary
school are discernible and significant.
Canadian society will lose more than
%4 billion over the working lifetimes of
the nearly 137,000 youths who dropped
out instead of graduating with the class of
1989. The $4 billion figure is the “present
value” of the working lifetime cost of
dropping out for the group of students
who did not complete their secondary
school education in 1989. For an explana-
tion of the concept of present value, see
Exhibit 1. The economic cost of
$4 billion consists of lost earnings and
unrealized tax revenues as well as the
additional expenditures society has to
make to address related social problems.
This cost becomes even more staggering
when we realize that the amount repre-
sents the lifetime loss to society of only
one sclool year of students who drop out.

Individual students are also clearly
harmed by their decision to drop out of
school. Each individual male dropout
loses nearly $129,000 in today’s dollars
over his working lifetime, while the
female dropout forfeits $107,000. In
concrete terms, what these lifetime losses
cost the student right now can be repre-
sented by the graduating student receiv-
ing a cheque for more than $19,000 along
with the diploma, while the dropout
receives nothing. The $19,000 is the
present value of lifetime loss due to
dropping out for males and females.

As an investment vehicle, education
has a higher rate of return than almost
any alternative investment opportunity.
The rate of return to society for investing
in secondary school education is 19.0 per

1 Statistics Canada. Workers Experiencing Permanent Job Loss.
A Survey of their Labour Market Experiences. 1981-84. (Ottawa
September 1986).
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cent for males and 17.8 per cent for
females. The rate of return for the indi-
vidual student is even higher. The indi-
vidual male student receives a rate of
return of 65.4 per cent by graduating from
secondary school, while the female
student earns a 74.4 per cent return.

The Importance of Education

Canadians are increasingly aware that
education is essential to our social well-
being and economic prosperity; indeed, it
is one of the most significant public issues
facing Canada in the 1990s. It is no longer
news that Canada’s educational system
has a vital role to nlay in our industrial
competitiveness cr that a growing gap
between skilled and unskilled labour
threatens to deepen the gulf between
haves and have-nots.

At present, secondary school dropouts
experience higher unemployment rates
than their classmates who graduate. The
critical link between education and
employment is shown in Chart 1, in
which the unemployment rate falls
significantly as the level of education
rises. The workers most likely to be laid
off in times of economic recession are
those in occupations where job growth is
lowest—precisely those jobs that require
lower skills. A Statistics Canada study
indicates that the probability of perma-
nent layoff was highest for those with
lower levels of education, especially those
who had not completed secondary
school.!

The importance of education will not
diminish in the future. Of all the new jobs
to be created between 1990 and the year
2000, it is projected that 64.5 per cent will
require a minimum of 12 years of




* untii graduation as long as the present value of the future benefit due to graduating outweighs the present value of the costs

Calculating the Present Value |

The concept of “present value” refers to how much a future benefit is worth in today's dollars. For example, if an
individual is given the choice of receiving $50 today or $60 one year from today, the person must be able to compare the
two options on an equal basis, either to have bath in today's monetary value o¢ both in the value one year hence. The
present value concept uses the former; it calculates the value that a future benefit is worth today. In the above example, the
value today of the $60 to be received one year from now can be calculated by discounting the amount by the current rate of
interest. If the current rate of interest is 10 per cent, the present value of the $60 is $54.55 (i.e., 60/1.10). The person
would thus choose to receive the $60 one year hence.

The general formula for estimating the present value of a stream of future benefits is:

n
v, = T E (1)
=1 (14) '

In this formula. £ is the benefit expected in year £, /is the discount rate. 7 is the working lifetime of the individual and
V.is the present value of the stream of future benefits In the case of education. the expression £, relates to the net benefits
attributable to graduating from secondary school. Because there are costs associated with acquiring more education, these
costs must be included in the above formula. Equation (1) then becomes:

n n
oo oX B X 0 @
=1 (1+) =1 (14)

C, represents the stream of costs associated with remaining in school. In effect, both society and the individual will
continue to invest in education if the following relationship holds true:

n n
P £ 3o .
ey 1 ()

Equation 3 says that society will continue to spend on secondary school education and students will remain in school

incurred to achieve that graduation diploma.

: Calculating the Rate of Return

Calculation of a rate of return simply identifies the rate of interest. or discount rate. that equates the present value of the :

; expected future benefits ard the present value of the costs. The rate of return on secondary school education can be [
. calculated by modifying Formula (3) slightly. It refers to the rate that equates the present value of the expected benefits

aftributable to graduating from secondary school to the cost of acquiring that diploma. This is illustrated as Equation (4).
n n |
r E ¥ C (4) |
t=1 (14} t=1 (14) i

education and training (see Chart 2). This
is in marked contrast with the current
situation, where only 53.3 per cent of jobs
require at least 12 years of education.

We as Canadians feel that we have a
highly educated workforce compared

2 I'ie Conference Board ot Canada

with those of many other countries. We
may therefore be shocked to discover that
over one-third of Canada’s youths are not
graduating from secondary school and
that the numbers increased steadily
during the mid to late 1980s. According to
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Statistics Canada, the national secondary
school dropout rate stood at over 34 per
cent in the 1988-89 academic year (see
Chart 3). This rate is substantially above
that of countries such as the United
States, Germany and Japan.

In the 1988-89 academic year, more

3 Ilie Contterence Board of Canada
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than three out of every 10 secondary
school students dropped out. This works
out to be nearly 137,000 students who
were enrolled in grade 9 in the 1985-86
academic year but failed to graduate by
1988-89. This number, reported by
Statistics Canada, does not include those




A continued

national dropout

rate of 30 per cent

or more weill have an
increasingly negative
impact on Canada’'s
cconomic future.

dropouts who subsequently return to
school to continue their education either
full- or part-time, While it must be ac-
knowledged that the inclusion of this
drop-back-in factor would reduce the
dropout rate reported by Statistics Canada,
a survey conducted for the Ontario
Ministry of Education reports that the
success rate of “dropbacks” in Ontario is
extremely low.* No official figures for
dropbacks are available for Canada.
While the most recent dropout rate is
below the 1979-80 peak of 38 per cent, the
gains won in the mid-1980s—when the
dropout rate was cut by over one-quarter
to a low of 28 per cent cent in 1984—have
been eroded.® There is significant dispar-
ity in the dropout rates among the prov-
inces. The most recent evidence (see
Chart 3) shows that Quebec suffers from
the highest secondary school dropout
rate, followed closely by Alberta, Ontario,
British Columbia and Nova Scotia.

There is no single, magic solution to
the dropout problem. Any attempt to
focus on the causes and characteristics of
the phenomenon or to propose solutions
to the problem must address a range of
complex issues.

For a variety of reasons, including
demographic shortages, growing competi-
tion from the academic systems of competi-
tor nations, and the rising skill require-
ments of new and existing jobs, a continued
national dropout rate of 30 per cent or more
will have an increasingly negative impact
on Canada’s economic future. The bottom
line is that the problems now facing the
educational system threaten to reduce the
national standard of living, heighten
demands on social safety nets, and increase
the economic burden on individual and
corporate taxpayers.

It is obvious from the performance of the
Canadian economy in the 1980s that the
country was not using its human resources

Secondary School Dropout Rate, Canada and the Provinces, 1989*

(percentage)
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.+ The date on the charl reters 1o Ihe acagemic year 1988-89
i Source Educabion. Culiure ang Toursm Owision Statistics Canada

2 Elien Karp. The Drop-Out Phencmenon in Onlarnig Secondary
Schoois A Report o the Ontarto Study of the Retevance 0!
Egucation and the Issue of Dropouls {Toronto™ Ontario Minisiry
of Education. 1988). 194

3 The 197879 academic year 1s the earhiest period for which
Statistics Canada has calculated consistent Canadian ano
provincial dropout rates.
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A "lnunan capital”
approach vicws
expenditure on
education as a

form of investment.

Just as graduation
from secondary
school can be
viewed as an
economic benefit to
the student and to
sociehy, failure to
«raduate can be
mewed as an
cconontic cust.

to their full potential. High unemployment
rates coexisted with skilled labour short-
ages; productivity growth, a key indicator
of the trend in the standard of living, was
sluggish; and real wages fell. The link
between education and economic prosper-
ity has been an object of intense concern to
all stakeholders: the business community,
educators, policy makers, labour, parents
and students. All of these partners have a
strong interest in ensuring that today’s
youth have the opportunity to become
productive participants in Canada’s future.

The Value of Investing in Education

The majority of studies undertaken
since the late 1950s to estimate the eco-
nomic returns to education have adopted
what economists call a “human capital”
approach, which views expenditure on
education as a form of investment. The
returns to this investment can be calcu-
lated for the individual student (private
returns) or for the overall economy (social
returns). In essence, the idea is that the
individual student and society invest in
education in the hope of gaining a future
return on that investment. The human
capital approach states that society will
continue to fund education if the benefits
of doing so outweigh the associated costs.
Similarly, individual students will remain
in school if they perceive the future
benefits of the additional education to be
greater than the related costs.

The benefits of graduating from
secondary school and the costs of drop-
ping out of school are two sides of the
same economic coin. Just as graduation
from secondary school can be viewed as
an economic benefit to the student and to
society, failure to graduate can be viewed
as an economic cost (see Exhibit 2).

The social cost of dropping out of
school takes two forms: on the one hand,
the lower lifetime earnings of the dropout

5 The Conference Board of Canada
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and the resi!ting lower tax revenue and,
on the other hand, the variety of factors
that have been claimed as social costs—in
particular, increased administration costs
of unemployment and welfare programs,
increased demand on the health system, a
less efficient operation of markets, and
higher costs for crime prevention and
detection. As has been noted by many
researchers, the existence of these latter
costs is implicitly one of the major argu-
ments for programs that enhance the
secondary school retention rate.

The loss to individual students who
drop out of secondary school before
graduation also comes in two forms—
market-related and non-market-related.
The former refers to the fact that the
dropout can be expected to earn lower
lifetime earnings compared with someone
who graduates from secondary school.
The latter refers to a host of factors that
are less easily measured. These factors,
collectively referred to as non-market
costs, include decreased opportunities for
mobility and training, the lower proba-
bility of actually finding work, lower
returns on personal investment portfolios,
the propensity to have less highly edu-
cated offspring, and a lower level of
personal health and longevity.

Against these costs must be placed the
savings that the dropout and the rest of
society gain when education is cut short.
For the individual student, the savings
include the cost of books and miscellane-
ous fees that no longer have to be in-
curred. If employed, the dropout also
benefits by earning income rather than
attending school. The after-tax income
benefit has to be reduced by the income
that the person would have earned
through summer and part-time work if he
or she had continued to attend school.
The savings to the rest of society that
occur when students drop out of
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secondary school include lower experdi-
tures on teacher’s salaries, equipment and
buildings.

An illustration of the overall cost to
Canada of dropping out is found in Exhibit
3. This shows that the dropout’s lifetime
earnings profile is below that of the gradu-
ate, illustrating the fact that, on average, a
dropout will earn less money over time
than 1 graduate. The area between the two
earnings profiles, Area B, is the income-
related cost to the student of dropping out.
Non-market-related costs of dropping out,
such as lower personal health or higher
costs of administering social programs, are
represented by Area A.

6 e Contterctice Board ot Cuaitada

On the savings side, Area C represents
the income that the dropout earns while
working rather than attending school.
The value of these earnings is reduced by
the value of part-time and summer
employment, illustrated as Area D, that
the dropout could have earned while
attending school. The final group ot
savings is shown in Exhibit 3 as Area E.
These are the expenditures that no longer
have to be made by the student and the
rest of society when a student drops out.
They include school board expenditures
on education as well as the student’s
personal expenditures on books, fees and
other miscellaneous items. The total

J
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economic cost to Canada of students
dropping out of secondary school can be
illustrated by subtracting the value of
areas C and E from the total value of
areas A, Band D.

Dropping Out—The $4 Billion Loss for
Canada

The cost to society over the working
lifetime of the group of secondary school
dropouts who should have graduated in
1989 is $4 billion in present-value terms. As

7 The Couterence Board ot Canada
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noted previously, this $4 billion problem
represents the lifetime loss to society of
only one school year of students who did
not complete their secondary education.
The most obvious cost included in the
$4 billion figure is the income that the
dropout forgoes by not obtaining a
graduation diploma. Those forgone
earnings represent lost economic
production for society. Dropouts are less
productive because of a shortage of
learned skills; therefore, they contribute




Dropouts >
contribute less to

less to society in terms of productive
capacity 2nd economic output. This
society i terms of reduced national income results in lower
productive tax collections for all levels of govern-
capacity and ment.

cconontic ottfput, Using data from the 1986 census,'the
age-income profiles of a typical second-
ary school graduate and a dropout were
estimated (see Chart 4). The shape of the
profiles reflects the fact that, on average,
individuals earns less income at the
beginning of the career and nearing
retirement, on their sixty-fifth birthday. In
the peak earning years, between 35 and
50 vears of age, both the graduate and the
dropout experience their highest earning
potential. Chart 4 reveals that the income
potential of dropouts is less than that of
graduates at every age level.

| (1989 dollars)

~

To assume that the income difference
between secondary school dropouts and
graduates is solely a result of the diploma
is unrealistic. [t ignores the fact that the
students may not be identical in innate
ability and that socio-economic factors
can also affect carning potential. Socio-
economic characteristics include the
parents’ level of education, the family
income level, labour market conditions,
the geographical area in which the stu-
dent resides and the characteristics of the
school the student attends.

The influence of lower educational
attainment on the earning differential
must be disentangled from socio-eco-
nomic influences. Since not all of the
income differential between the second-
ary school dropout and graduate can be

Lifetime Pre-Tax Income Profile of Graduate & Non-Graduate, Canada
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most recent and the most compiete data Note that the 1986
Census of Canada conducted by Statislics Canada reflects income
data for the 1985 calendar year. These figures were then adjusted
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lor Inflation to reflect 1989 dotlars The year 1989 was chosen
because It is the most recent year for which complete information
on dropout rates and the number of dropouts 1S available from
Statistics Canada for Canada and the provinces




attributed solely to dropping out, an
adjustment based on a survey of other
studies was included in this report. This
explicitly recognizes that other factors
play an important role in determining
both the successful completion of second-
ary school and subsequent career success.
The strong relationship between
dropping out and the cost to the student
and the rest of society in the form of lost
income and productive capacity has been
well established. Beyond these income-
related consequences, a host of social
indicators, such as crime rates, health care

associated with students dropping out of
secondary school is in the area of lower
school board expenditures on salaries,
supplies and buildings. The expenditures
made by society to educate secondary
school students are relatively high,
because they are not offset to any great
extent by tuition fees.

Exhibit 4 shows the components of the
$4 billion lifetime cost to Canada of the 1989
year of dropouts. The $4 billion is the
present value of the lifetime costs to Canada
due to the group of students who entered
Grade 9 in 1985-86 and failed to graduate

[he 52,7 bullion > costs, and social secus ity payments, from secondary school by 1988-89. It is
cost to dropouts suggest that education plays an even composed of a $2.7 billion cost incurred by
represents Hie lower larger role than traditional studies have the dropouts themselves and a $1.3 billion
atter-tax nmicome indicated. A comprehensive study by cost that the rest of society incurs. The
carned by a dropout Robert Haveman and Barbara Wolfe $2.7 billion cost to dropouts, part of the
and the loss in non- identified these factors and offered-a overall $4 billion figure, represents the
market-related procedure for estimating their value.® It lower after-tax income earned by a
benetits, concluded that standard estimates of the dropout compared with a graduate and
benefit of incremental schooling substan- the loss in the non-market-related benefits
tially understate the full value of educa- that accrue to graduates. This amount is
tional investment on the part of the both a private cost to the dropouts them-
society and the individual student. They selves and, since it represents lost economic
estimated that these non-market factors activity and quality of life, part of the
The $1.3 billion > are equal in value to the market factors. overall cost to Canada. The $1.3 billion cost
cost to e rest ot Their procedure of equating the value of to the rest of society is composed of the loss
soctety is composed the non-market and market factors was of tax revenue, the extra public administra-
of the loss of tax adopted in this report. tive costs related to crime and social
revenue, te Dropping out has associated savings as welfare programs, and costs reiating to a
extra public well as costs. The major saving for the broad community-based “quality of life”.
adntistrative ce -t individual dropout is the value of the The last-named include the costs of
related to crime and income generated by working full time decreased social cohesion, decreased
social welfare instead of attending school. Even when participation in political issues, and lower
programs, and cests adjustments are made to reflect part-time educational attainment among offspring
relating to a broad earnings during the school year and full- of secondary school dropouts.
comnunity-based time earnings in the summer, the dropout The $4 billion includes both market
“quality ot life”. earns more than the full-tim 2 student and non-imarket factors. The estimated
during that time period. non-market costs shown in Exhibit 4 were
The major saving to the rest of society obtained by first equating the value of the
5 Robert H. Haveman and Barbara L. Wolfe. "Schoolin and
Econormic Well-Being: The Role of Non-Market Effects.” The
Journal ¢f Human Resources, 19. no. 3 (1984): 377-407.
Q 9 T Conterence Board of Canada
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| Estimated Working Lifetime Costs for the 1989 Year of Secondary School Dropouts

- ($ miltions)
f Total cost to Canada |
! Dropout Rest of society (Dropout + rest of society) ‘
i |
| Market ,
i
! Lost lifetime after-tax eamings $1335 $1.335 !
= i
' Lostlaxes $1,697 $1.697
‘ Savings in costs to Students associated -$156 -$156 :
* with remaining in school

Savings in costs to society to educate -$2.067 -$2.067

students to graduation :

' Non-market ‘
l Lost private non-market benefits $1.492 $1.492
i associated with graduation
I
i
! Lost sccial non-market benefits $1,738 $1.738
| associated with graduation
[
i Tota! Costs $2.671 $1.368 $4,039

i
I Note: See Extubit 2 for examples of market and non-market CostS.
, Source  The Conference Board of Canada.

separate male and female non-market
costs to their respective market costs.
These amounts were then adjusted to
reflect their present value and weighted
by the number of male and female drop-
outs to obtain an overall non-market cost
to Canada. These adjustments cause the
value of the non-market costs to differ
slightly from that of the market costs.

Students Lose by Dropping Out

The individual student loses by drop-
ping out of secondary school. Exhibit 4
shows that the cost to the dropouts who
should have graduated in 1989 is $2.7
billion. Each of the nearly 137,000 stu-
dents from the class of 1989 who did not
graduate forfeits over $19,000, in present-

10 e Conterence Board of Caada

value terms, upon dropping out. This lost
is made up of the present value of lifetime
lost earnings as well as an estimated
amount to reflect such non-market factors
as the decreased opportunity for mobility
and training and a reduced quality of life.
In effect, this amounts to a large-scale
underdevelopment of human resources.

When education is cut short, individu-
als earn less over their working lifetimes.
In lost income alone, each individual
loses approximately $7C,000 in today’s
dollars on average over a working life-
time. Instead of earning $888,000, the
male dropout will earn $812,000, while
the female dropout will earn $385,000
rather than $448,000 (see Chart 5).

The fact that women forfeit less income

t———

)
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than temale dropouts,

than men by dropping out of secondary
school reflects the fact that women continue
to earn less than their male counterparts at
all levels of educational attainment. Indeed,
as Chart 5 demonstrates, female graduates
earn only 5C per cent of what male gradu-
ates earn over their working lifetimes. The
difference is not wholly attributable to
wage differentials. Women tend to experi-
ence more periods of unemployment and
more work interruptions, due in part to
childbearing and childrearing responsibili-
ties. Yet there is greater economic incentive
for females to complete secondary school
than there is for males: in percentage terms,
female graduates earn 16 per cent more
than female dropouts, while male gradu-
ates earn 9 per cent more than male drop-
outs.

The future income that the dropout
forfeits by not completing secondary school
is partly counterbalanced by savings. The
most obvious saving is the income earned
by working full time instead of remaining

in school. As noted previously, even when
adjustments are made to reflect the part-
time and summer emplovment of a fuli-
time student, the full-time student earns
less than the dropout during the period of
secondary school attendance.

Other savings associated with leaving
secondary school include the cost of
textbooks, tuition (it the student attends
private school), and other miscellaneous
fees and charges. These expenditures are
not onerous at the secondary school level,
particularly when compared with the
expenditures made by society to educate
the secondary school student.

The non-discounted lifetime income
accruing to graduates and dropouts by
province is illustrated in Table 1. This table
shows the cumulative current dollar value
of the earnings of graduates and dropouts.
From Table 1 v/e note that the lifetiine
income of a male graduate ranges from a
high of $977,000 in Ontario to a low of
$591,000 in Prince Edward Islaiid. The

Estimated Private Lifetime Income by Education Level & Sex

" (1989 $ thousands)

 Dropout
% Graduate
" 51000 | 3888
‘ $812 y//
$800 . ///
s | $448
] 7
$400
$200 | ‘ // //
| %
30 Males Females

Source Statistics Canada. The Conference Board of Canada.
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Table 1

| Estimated Private Lifetime Income by Province and Education Level, Male and Female

|
| (1989 $ thousands) ;
'l Male Female !
'| Graduate Non-graduate Difference Graduate Non-graduate Difference
I, Canada 888 812 76 448 385 63 '}
, |
| Nitd. 731 537 194 274 251 B
\ PEL 501 556 35 394 273 121 ;
i NS. 821 665 156 347 324 2 ;
. NB. 812 672 140 355 298 57
I Que. 810 751 59 447 378 69
{ Ont. 977 895 82 476 410 66
* Man. 906 748 158 455 362 93
Sask. 928 745 408 333 75
L Alla.. 974 848 126 464 414 50
. BC. 882 839 43 430 390 40

! Source. Statistics Canada. The Conference Board ot Canada.

highest non-graduate income is earned in
Ontario, while the lowest is earned in
Newfoundland. As with the national
average, the income of females is less in
each province than that of males. In fact, in
no province does the average female
secondary school graduate earn as much as
the male dropout. Provincial figures for
female secondary school graduates show
that the lifetime income ranged from a high
of $476,000 earned in Ontario to a low of
$274,000 in Newfoundland. For the female
secondary school dropout, the highest
income was earned in Alberta and the
lowest again in Newfoundland.

Education Is an Investment

The value of investing in education can
be assessed by calculating the rate of
return. A rate of return is the yield on a
dollar that has been invested. The use of
rates of return to assess the value of
investing in education is similar to their
use in making decisions about other
investment options, such as bonds,
stocks, or capital projects. In the case of

12 The Conterence Boand of Canada

education, the rate of return can be
thought of as the yield on completing
secondary school. A quick review of the
basic techniques of rate-of-return calcula-
tion is found in Exhibit 1.

For the student trying to decide
whether to stay in school, the rate of
return is the tool to use to make an
economically intelligent decision. If the
rate of return to graduating is greater
than the rate of return that the student
can get by following some other course of
action, then it makes economic sense for
that youth to remain in school. Similarly,
from society’s point of view, if the rate of
return that society receives from funding
secondary school education is greater
than the rate of return that it could get by
funding some other project, then it is
beneficial to continue to fund education.

The overall rate of return to society
(social rate of return) of investing in
secondary school education is estimated
to be 19.0 per cent for males and 17.8 per
cent for females. The rate of return to the
individual student (private rate of return)

s
(Y




The social and
private rates of
return for both
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with alternative
investiment
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is 65.4 per cent for males and 74.4 per cent
for females. Both social and private rates
are generally higher than the rates of
return that are commonly cited for
alternative investment opportunities. It is
common practice to use a social discount
rate of return of 7 per cent as a bench-
mark below which investment in educa-
tion is not deemed to be wise or profit-
able. To account for the higher risk
premium for individuals, the benchmark
chosen for the private rate of return is

12 per cent, reflecting the rate of return in
financial markets.

The rates of return discussed above
include benefits from botn income-related
and non-market sources. If the non-
market benefits are excluded, the social
rate of return for males drops to 10.3 per
cent and for females to 8.9 per cent.’
Similarly, the private rates of return fall to
41.3 per cent for males and to 47.7 per
cent for females. Even at these levels, the
social and private rates of return for both
males and females compare favourably
with alternative investment possibilities.
The social rates of return are higher than

7 per cent and the private rates of return
clearly exceed 12 per cent, indicating that
the decision to remain in school until
secondary school graduation benefits all
parties.

The provincial rates of return shown in
“harts 6 and 7 demonstrate that the value
of a secondary school education differs
among the provinces. The social rate of
return ranges from a low of 4.7 per cent in
Newfoundland to a high ot 27.7 per cent

_ in Saskatchewan. The private rate of

return ranges from a low of 18.1 per cent
in Newfoundland to a high of 102.7 per
:ent in Manitoba. The private rates of
return are much higher than the social
reto- reflecting the fact that the public
funding of secondary schooling in
Canada requires little or no monetary
expenditure on the part of the secondary
school student. Because the average
public school student does not pay tuition
fees and pays little for textbooks and
other supplies, the extra income that the
student will earn by obtaining a second-
ary school diploma is virtually cost-free
in terms of dollar outlay. In contrast,

l Social Rate of Return by Province, Male and Female, 1989
| (percentage)
i Hl Femzle

;30 % Male

25

Alta.

Canada  Nfid. Que. Ont. Man. Sask.

i Source The Conference Board of Canada |
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Private Rate of Return by Province, Male and Female, 1989 5
(percentage}

Que. Ont. Man.  Sask. Alla. BC.

' Source The Conderence Boara ot Canana

Canada as a whole bears a large cost
outlay to educate each secondary school
student, thereby dampening the return on
investment. All provinces clearly exceed
the benchmark for the private rate of
return, while onlv Newfoundland does
not meet the minimum benchmark for the
social rate of return.

It is often difficult to isolate the various
factors that create differences among
provinces, yet the formulation of policy to
deal with the disparity depends largely
on identifving where the disparity arose.
Differences among provincial rates of
return generally reflect two sets of factors:
differences in the private or public costs
of providing a secondary school educa-
tion and regional differences in earned
income between graduates and non-
graduates. For example, the relatively low
rates of return for Quebec males result
from the facts that per-student school
board costs in Quebec are the highest of
the 10 provinces and the earnings differ-

6 For a brief review of the issue of school board expendtture
differentials. see Stephen T Easlon Education in Canada: An
Analysis ol Elementary. Secondary and Vocational Schoohng
(Vancouver: The Fraser Institute. 1989) 39-60

14 The Conterence Bourd ot Canada

ential between males with secondary
school diplomas and those without is the
lowest.

Identifying the reasons for varying
school board costs or education-based
income differentials is largely beyond the
scope of this report.” Regarding the latter,
however, one explanation sometimes
given is related to differences in regional
industrial structure and economic per-
formance. If the province is heavily
weighted with jobs that do not require a
secondary school diploma, a lower value
will accrue to the diploma. A study by
Employment and Immigration Canada
identifies five characteristics of economic
activity in low-income/high-unemploy-
ment regions: small scale and relative
labour intensity; a general lack of corpo-
rate agglomeration; a low level of educa-
tion and skills in the regional labour
force; lags in the adoption of new technol-
ogy; and a high degree of seasonal or
cvclical demand.”

7 Employment and Immigration Canada Success i the Works
A Profile of Canada s Emerging Workforce {Ottawa: 1989) 11
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Lower returns to education in some
provinces may not reflect the value that
the population or the market places on
education; they may simply reflect the
particularities of the economic and
industrial structure. The population of a
province may believe that secondary
school graduation has positive value, yet
if the bulk of the industries in that prov-
ince do not require a secondary school
diploma—as is the case in many resource-
based industries—the differential in
income will be diminished. The returns to
education in that province will then
largely reflect the non-income benefits,
such as reduced crime or improved
general health. )

There may be other reasons why a
province with low returns to secondary
school education may wish to continue to
fund this level of education. For example,
the economies of traditionally resource-
based provinces, such as Newfoundland,
have been hit hard by recent economic
events that have intensified their desire to
diversify their economy. As the structure
of the economy evolves and the skills
required by industry increase, a province
such as Newfoundland will need to
ensure that it has a workforce with the
education levels that allow it to adapt to
new technologies, new industrial require-
ments and increasing global and national
competition. Continued support and
commitment to education will thus be
required frorm all participants.

The Overeducated Canadian?
During the 1970s, there was a decline

8 Richard Freeman. The Overeducated American (New York:
Academic Press, 1976).

9 Martin D. Dooiey. “The Overeducated Canadian? Changes in the
Relationship among Earnings, Education and Age for Canadian
Men: 1971-81", Canadian Journal of Econamics. XiX, no. 1
(February 1986). 142—159.

15  The Conference Board of Canada
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in the returns to secondary school educa-
tion. The issue first attracted wide public
attention with the publication in 1976 of
The Overeducated American, by Richard
Freeman.® Focusing on post-secondary
education, Freeman reported that the
average private rate of return for male
graduates had fallen in the 1970s com-
pared with the 1960s. Comparable results
were reported in Canada by such re-
searchers as Martin Dooley’ and Frangois
Vaillancourt and Irene Henriques.”
Freeman concluded that, because of the
flood of baby-boomers into the labour
market, there was an oversupply of
college graduates in the United States; in
effect, America was “overeducated”.

According to David Stager, the decline
in returns to higher education in Canada
in the 1970s appears to have been a
relatively short, cyclical condition rather
than the beginning of a long-term trend."
He reports that private and social rates of
return have increased rather sharply and
are approaching the level of the 1960s. He
cautions, however, that the recent rise in
the rates of return may be due in part tc a
slower increase in the supply of new
university graduates.

Changes in the overall number of
graduates at any level of education will
have an impact on the earnings potential
of that group of students. It would clearly
be misleading to claim that if all currently
enrolled secondary school students
completed secondary school, they would
necessarily earn what is presently being
earned by graduates. It would be equally
mis'eading, however, to claim that no

10 Frangois Vaillancourt and irene Henriques. “The Returns to

University Schooling in Canada’, Canadian Public Policy, X1,
3(1986): 449-458.

11 David A A. Stager. Focus on Fees: Allernalive Policies for

University Tuition Fees (Toronto: Council of Onlario Universities.
July 1989): 73.




additional value would accrue to society
or the individual if all secondary school
students graduated from high school. As
discussed previously, there are a range of
non-income benefits that both society and
the student acquire as a result of in-
creased education. Enhanced education
also has the potential to improve labour
productivity, a key component of eco-
nomic prosperity for the country.”

While the social rate of return to
secondary schooling fell over the 15 years
between the 1¢71 census and the 1986
census, it remained high and continued to
justify an investment in secondary school
education for both the individual student
and society. The social rate of return for
males fell from 22.5 per cent in 1971 to
19.6 per cent in 1981 (see Chart 8). The
figures for females are similar, with the
social rate dropping from 26.4 per cent to
19.8 per cent over the same 10-year period.

From the 1981 census to the 1986 census,
the rates of return remained virtually
unchanged, with the male rate falling
slightly to 19.0 per cent and the female
rate slipping to 17.8 per cent.

The fall in the social rate of return to
secondary school education in Canada in
the 1970s confirms the evidence presented
by Freeman that cohort size can influence
the returns to education. The concept of
the cohort effect is the idea that as more
individuals achieve a given level of
education, that level becomes relatively
less valuable. For example, a high school
diploma is a more valuable asset if only
5 per cent of the population have ore
than if everyone does.

The results of this study suggest that
cohort size does have an impact on
earnings and thus on the value of educa-
tion. Isolating the impact of cohort size on
earnings demonstrates that there is a

Social Rate of Return, Males & Females, Canada

(percentage)
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12 Productivity measures the vatue each employed person
contributes to the economy through his or her labour. it 1s
commonly caiculated as the value of economic cutput per
worker. Productivity growth rates are often used to indicate. in @
general way. a countrys abilily to compete in world markets.
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correlation between the number of
graduates and their income levels.”
Given that the number of secondary
school graduates in the Canadian labour
force increased significantly over the
1970s, it is not surprising to discover that
the relative returns to education fell
somewhat.

The decline in both the social monetary
returns and the social rates of return to
education in the 1970s does not, however,
justify a weakening of either private or
public support for secondary school
education. In fact, these returns stabilized
in the 1980s and continue to remain above
the benchmark used to evaluate the viabil-
ity and desirability of an investment by
students and society alike in secondary
schooling.

For the individual student, the private
rates of return were extremely high, and
they increased from 1971 to 1986 (see
Chazt 9). This increase not only reflects
changes in the tax system over the
15 years, but also reveals that the cost of

remaining in schocl became relatively
lower for the student. The average student
spent a relatively smaller amount on
books, direct fees and miscellaneous
school-related expenditures in 1986 than
in 1971. Moreover, an increasing number
of students held part-time jobs, thereby
shrinking the difference between the
earnings of the dropout and the student
while the student remained in full-time
attendance at school. The amount of
income that the student had to forgo in
order to remain in school was thus
correspondingly less.

Conciusion

Any initiative that encourages students
to complete secondary school can have a
major positive impact on the future
economic well-being and prosperity of
both the individual student and Canada
as a whole.

The federal government’s 1991 Speech
from the Throne proposed certain
Canada-wide goals for education. One of

(percentage)

100 7]

80 —
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Source. The Conference Board of Canada.

13 The techmique used to assess the impact of cohort size nvolved

a regression equation in which the level of education, age.
unemployment rates. the time penod in which the education
was attained. and cohort size were adopted as explanatory
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vanables for the level of income. The cohort variable turned out
10 be a significant expianatory vanable in that. as the size ofa
particufar student cohort increased. the resulting income level
for that cohort decreased.
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these goals is to ensure that 9C _er cent of
Canadians attain secondary school
diplomas or the equivalent by age 25. If
the dropout rate is lowered from its
current level to 10 per cent by the year
2000, and if students face labour market
conditions similar to those experienced
by the 1989 class of secondary school
graduates, the present value of the
lifetime dropout cost to Canadian society
over the 1989 to 2000 period can be cut by
40 per cent—from $65 billion to $39 billion,
resulting in a saving of $26 billion."

A study by James Catterall notes that
a puzzle emerges when we compare the
high costs of dropping out with the scale of
current commitment to enhance retention.”*
He suggests that one reason for the lack of

14 This calculation assumes that the income differential between

graduates and dropouts remains constant in the face of a falling
dropout rate

18  Ihie Conterence Beard of Canada

full participation of stakeholders inay be
that they underestimate the true magnitude
of the problem. Our objective in this report

. is to raise awareness of the significant
dropout costs currently carried by society
and individual students in an effort to
motivate all stakeholders to work towards
reducing the number of secondary school
dropouts. Our results confirm that all
stakeholders have an interest in promoting
and participating in such an initiative.
Given the kind of future that is anticipated
for Canada, one in which education will
play an increasingly important role in
emerging technologies, international
competitiveness and economic productiv-
ity, action on the secondary school dropout
problem is imperative.

15 James Catterall. “Dropping Out. The Cost to Socety,” Education
{UCLA Graduate School of Education Magazing)
4. no. 1 (Spring 1985).
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The $4 Billion Cost to Canada

The costs of dropping out of high school are
discernible and significant. Canadian society will
lose more than $4 billion over the working lifetime
of the nearly 137,000 students who dropped out in .
1989.1 Each individual male dropout will lose nearly
$129,000 over his working lifetime, while each female
dropout will give up $107,000 over her working
lifetime. The rate of return to society for investing in
high school education is 19.0 per cent for males and
17.8 per cent for females. The rate of return for the
individual student is even higher. The individual
male student receives a rate of return of 65.4 per cent
by graduating from high school, while the female
student earns a 74.4 per cent return.

Canadians are increasingly aware that educa-
tion, because of its impact on our social well-being
and economic prosperity, is one of the most signifi-
cant public issues facing Canada in the 1990s.
Problems facing the educational system threaten to
reduce the national standard of living, heighten
demands on social safety nets, and increase the
economic burden on individual and corporate
taxpayers. One of the most important of these
problems is a high school dropout rate that stands
at 34 per cent—meaning that one in three Canadian
high school students fails to graduate. Equally
disturbing is the fact that although the dropout rate
has fluctuated over the last 10 years from a high of
38 per cent to a low of 28 per cent, the dropout rate
has been rising again in recent years.

The $4 billion cost to Canada consists of lost
lifetime earnings and tax revenues as well as the
additional expenditures society has to make to
address related social problems. This economic cost

Dropping Out: The Cost
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SYNOPSIS

of $4 billion becomes even more staggering when
we realize that this amount represents the lifetime
loss to society of only one school year of students who
drop out.

This estimate is based on an approach which
compares the benefits that the individual student
and society receive when students graduate from
high school to the social and individual costs of
providing that level of education. The individual
student and society invest in education in the hopes
of gaining a return on that investment in the future.
The payoff for students and society can take two
forms—market and non-market related.

The average dropout earns less than the average
graduate. This loss is a cost to society because it
represents lower economic production as well as
lower government taxes. Students who do not
complete high school are less productive because of
a shortage of learned skills. In turn, they contribute
less to society in terms of productive capacity and
economic output. This reduced national income
adds to the social burden by generating lower tax
collections for all levels of government. The tie
between schooling and earnings is confirmed by
census data, which show that both male and female
high school dropouts earn less over their lifetime
than graduates.

The strong relationship between dropping out
and the cost to both society and the individual

1 The $4 billion figure is the present value of the working
lifetime cost of dropping out for the group of students who
did not complete their secondary school education in 1989,
the most current year of data on national and provincial
dropout rates.
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student in the form of lost income and productive
capacity has been well established. Bevond these
income-related consequences, the high school
graduate and society can expect to gain from a host
of non-market benefits. These benefits include factors
such as lower costs for health services, increased
cultural participation, increased opportunity for
training and mobility, higher viclds on personal
investments, lower expenditures on crime pt. - -
tion and detection, and lower expenditures to
administer welfare and unemployment programs.

Against these benefits must be placed the costs
of providing that level of education. The cost to
individual students includes the cost of books, tuition
and miscellaneous fecs, as well as the labour income
given up while attending school. The cost to society
includes the direct expenditures for teachers’ salaries,
equipment and supplies, as well as the value of the
productive output that students would be generating
if thev were emploved full time instead of remaining
in school.

Students Also Lose by Dropping Out

Individual students are also harmed by their
decision to drop out. Each individual male dropout
loses nearly $129,000 over his working lifetime,
while the female dropout forfeits $107,000 over her
working lifetime. These figures include both income
and non-market factors.

In lost income alone, individual dropouts forfeit
approximately $70,000 each over their working
lifetime—male dropouts each earn $76,000 less over
their lifetime, while female dropouts will each give
up nearly $63,000. The fact that women forfeit less
income than men by dropping out of high school
reflects the fact that women continue to earn less than
their male counterparts, even when the educational
levels of the two groups are the same.

High school dropouts also lose out on a host of
factors that are much more difficult to assess since
most lie outside of the market system, yet are never-
theless significant. Some of the factors identified by
researchers include a decreased level of personal
health, the lower educational attainment of off-
spring, a lower vield on personal investments, less
enjoyment of cultural activities, and lower social
status and fringe benefits connected to their sub-
sequent employment.

The decision to remain in school is an impor-
tant one for the future of Canada as well as for the
individual student. At present, high school drop-
outs experience higher unemployment rates than
their classmates who graduate, and the workers who
are most likely to be laid off in times of economic

recession are those in occupations where job growth
is lowest—precisely those jobs that require lower
skills, The importance of education for the indi-
vidual student will not diminish in the future, Of
all the jobs to be created between 1990 and the year
2000, Employment and Immigration Canada reports
that neatly 65 per cent will require a minimum of
12 years of education and training. These projected
requiremnents show a marked contrast with the skills
required for existing jobs. Currently, only 53 per
cent require at least 12 vears of education.

Education Is an Investment

The value of investing in education can be
assessed by calculating the rate of return. A rate of
return is the yield on a dollar that has been invested.
The use of rates of return to assess the value of
education is similar to the use of rates of return to
make decisions about other investment options,
such as bonds or stocks. In the case of education,
the rate of return can be thought of as the vield on
completing high school.

As an investment vehicle, education has a higher
rate of return than almost any alternative investment
opportunity. The rate of return to society for
investing in high school education is 19.0 per cent
for males and 17.8 per cent for females. The rate of
return for the individual student is even higher.
The individual male student receives a rate of return
of 65.4 per cent by graduating from high school,
while the female student earns a 74.4 per cent return.

Rates of return are frequently used to compare
alternative investment options. For the student
trving to decide whether staying in school is a good
decision, the rate of return is the tool for making an
economically intelligent decision, If the rate of return
on graduating from high school is greater than the
rate of return that the student can get from following
some other course of action, then it makes economic
sense for that youth to remain in school. Similarly,
from society’s point of view, if the rate of return
from funding high school education is greater than
the rate of return that it can get by funding some
alternative project, then it is beneficial to continue
to fund that level of education.

All Stakeholders Are Affected

The federal government’s 1991 Speech from the
Throne proposed certain Canada-wide goals for
education. One of these goals was to ensure that
90 per cent of Canadians attain secondary school
diplomas or the equivalent by age 25. If the drop-
out rate is lowered from current levels to 10 per
cent by the year 2000 and if students face labour
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market conditions similar to those experienced by the
1989 class of secondary school graduates, the present
value of the lifetime dropout cost to Canadian society
over the 1989 to 2000 period could be cut by 40 per
cent—from %65 billion to $39 billion, a savings of
$26 billion.>

Any initiative that will encourage students
to complete high school can have a major positive
impact on the future economic well-being of both
individual students and Canada. All educational
stakeholders--business, government, educators,
labour, parents and youths—have an interest in

promoting and pa\rticipating in any such initiative.
Given the kind of future that is anticipated for
Canada, cne in which education will play an increa-
singly important role in emerging technologies,
international competitiveness and economic produc-
tivity, action on the high school dropout problem is
imperative.

2 This calculation assumes that the income differential
between graduates and dropouts remains constant in the
face of the falling dropout rate.
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