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Abstract 
 
 
 We utilize the 2000 cohort of university graduates from the National Graduate Survey 
(NGS) to estimate the extent to which the choice of field of study is influenced by expected 
returns to those fields of study.  The expected returns are based on earnings equations estimated 
from the earlier 1990 NGS cohort for the years 1992 and 1995 -- years that are around the time 
when the 2000 cohort would be applying to university and forming expectations of their 
expected returns by field of study.  We estimate those expected returns using conventional OLS 
earnings equations as well as IV estimates to account for the potential endogeneity of the returns 
by field of study since selection effects may bias the expected returns.  Our IV estimates utilize 
measures of skill-biased technological change as instruments. 

Overall, our results suggest that prospective students do choose fields of study in part at 
least on the basis of earnings they can expect to receive in those fields.  Furthermore, earnings 
expectations formed around the time they are applying are more influential than earnings 
expectations based on years further away from that time, although both generally have an impact 
on the choice of field of study. 
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Executive Summary 
 
The purpose of this study is to determine if higher education decisions respond to 
differential economic returns that exist by field of study.  It builds upon an earlier body of 
work that documented substantial differential economic returns by field of study.  This 
study takes the previous analysis to the next logical step of seeing if these differential 
returns affect the decision to acquire education in particular fields.  The empirical 
procedure is to estimate a series of logit models indicating whether an individual 
graduated from one of a number of mutually exclusive fields of study with the economic 
return to each field around the time of entry into university as the key independent 
variable, along with other control variables.  
 
We utilize the 2000 cohort of university graduates from the National Graduate Survey 
(NGS) to estimate the extent to which the choice of field of study is influenced by 
expected returns to those fields of study.  The expected returns are based on earnings 
equations estimated from the earlier 1990 NGS cohort for the years 1992 and 1995 -- 
years that are around the time when the 2000 cohort would be applying to university 
and forming expectations of their expected returns by field of study.  We estimate those 
expected returns using conventional OLS earnings equations as well as IV estimates to 
account for the potential endogeneity of the returns by field of study since selection 
effects may bias the expected returns.  Our IV estimates utilize measures of skill-biased 
technological change as instruments. 
 
Overall, our results suggest that prospective students do choose fields of study in part 
at least on the basis of earnings they can expect to receive in those fields.  
Furthermore, earnings expectations formed around the time they are applying are more 
influential than earnings expectations based on years further away from that time, 
although both generally have an impact on the choice of field of study. 
 
 There were notable exceptions, such as for the Social Sciences, and the pattern 
did not always prevail.  Nevertheless, the broad-brush picture is one where perspective 
students respond to earnings incentives in choosing their field of study.  They may well 
chose fields like Fine Arts, Humanities and Interdisciplinary studies in spite of their low 
monetary return, but they are still less likely to choose these fields if the monetary 
returns become even lower. 
 
 From a policy perspective this does suggest that prospective students respond 
somewhat to the market signals of expected earnings in choosing fields of study.  This 
suggests that demand shifts from such factors as skill-biased technological change will 
be met somewhat by prospective students responding to the market signals generated 
by such demand shifts or by other factors.  Whether this response is sufficient is a more 
open question, as is the issue of whether universities respond by creating more spaces 
in fields where demand is growing, or whether they simply ration scarce spaces by 
increasing entry requirements. 
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