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Abstract
We study the effect of economic fluctuations on investment in
higher education for a wide range of countries. Our main focus is on
foreign students who come to the United States to attend universities.
There is a strong relation between enrollment and the business cycle
in the sending country. The cyclical pattern of enrollment is sharply
different for two groups of countries. For OECD countries enrollment
is countercyclical, whereas for non-OECD countries it is procyclical.
At business cycle frequencies, opportunity cost plays a dominant role
in explaining enrollment from OECD countries, whereas ability to pay
and credit constraints seem more prevalent at non-OECD countries.
The results are confirmed using data on domestic enrollment from
national sources.
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Introduction

The cyclical properties of investment in human capital had been left largely
unexplored until recently. Some new work, however, stresses the importance
of examining these properties. Dellas and Sakellaris (1995) argue that in
the United States there is significant substitution between education and
competing labor activities during the business cycle. They provide evidence
that the propensity of 18- to 22-year-old high school graduates to enroll in
college is significantly countercyclical.
The direction and size of the cyclical component to enrollment can be described as the confluence of two counteracting factors: the opportunity cost,
and the ability to pay, both of which move in a procyclical manner. The
Dellas and Sakellaris findings for the United States point to the conclusion
that at business cycle frequencies the opportunity cost element of the enrollment decision is more important than the ability to pay element. Credit
constraints, that is, are relatively less important for the cyclical properties of
investment in higher education in the United States. In Section 2, we review
more thoroughly the relevant empirical literature.
Can one treat these U.S. results as general and representative of other
countries too? As countries differ in labor-market institutions, educational
institutions and policies, and financial development, it seems important to
caution against such a generalization. There should be no presumption that
the relative importance of opportunity cost and ability to pay (or their cyclical components) should be the same across countries.
This paper studies the effect of the business cycle on investment in higher
education for a wide range of countries. To achieve this goal it is imperative
to have consistent, and long, time series data for a diverse set of countries.
We have addressed these concerns by assembling data on a measure of educational investment that come from a single collecting organization. The data
definitions and quality are consistent across a wide range of countries. We focus on foreign students who come to attend universities in the United States
(for undergraduate or graduate work). These data are published annually
by the Institute for International Education and are collected as a census of
U.S. higher education institutions. Further details on this and other data
used in this paper are provided in Section 3.1
Our results, contained in Section 4, establish a strong relation between
U.S. enrollment and the business cycle in the sending country in 1961 to
lIdeally, we would have total enrollment data in higher education regardless of whether
the studies took place at home or abroad. In addition, we would like to have variables
that pertain to the rate of return on higher education such as education wage premium,
or the quality of education. Unfortunately, such data are not consistent, or not available
for many countries.
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