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1 Introduction

Since the second part of the™2€entury there has been a growing consensus, tmth f
a theoretical as well as from an empirical perspectthat investing in education
provides significant private and social returns.

From a labor economics perspective, since the sdnairiicle by Mincer (1974), a
positive relationship between human capital andnme has been proven to exist and to
be robust. According to this literature (Card, 199@vided a very complete survey on
this issue), private returns to schooling are coigg.

From a different perspective, macroeconomists Hauad also a robust and positive
relationship between economic development and hucagital levels. See Englander
and Gurney 1994, Temple 2006 and also Temple 200a tomplete survey on this
issue, and also Hanushek and Wo6mann 2010, SelfSamdowski 2004, for cross-
country and country-specific analysis.

Another strand of the human capital literature Hasused its analysis on the
determinants of the demand for education. In thisse, in the last decades there has
been a significant increase in the number of cbutions that analyze, from an
empirical point of view, the demand of educationl #me role played by family budget
constraints (see Chevalier and Lanot 2002, AcemagtlPischke 2000, Cameron and
Taber 2000, Becker and Tomes 1986) and family cieriatics such as socio-economic
status, parental education, etc. (see Cameron autnian 1998, 1999, Ermishand
Pronzato 2010, etc.).

In Spain, correlation between economic growth ashatation, on the one hand, and the
determinants of education and educational attaibnoenthe other hand, have deserved
attention of an increasing number of authors fraffei@nt perspectives. Thus, while
Serrano (1998 and 2003) analyzed the correlatiawds® economic growth and
education, Casquet (2003), Martinez-Grada and Ra#ilo (2002), Petrongolo and
San Segundo (2002), Marcenado and Navarro (20@&hei® et al. (2001) and Salas
(2008) focused their analysis on the demand focaiiton and educational attainment.

These contributions are based mainly on the arsabfsmicro-data on households (or
workers) that contain income data, individual chteastics (gender, age, years of
schooling, number of siblings) and socio-economatad(individual and parental job
status, parental level of education, place of ewd -urban versus rural-,
unemployment rates, etc.). The availability of datgether with the fact that the social
science literature posits a great number of meshai(relating family structure and
children’s outcomé$ explains why the list of control variables thaave been
considered in the literature is very extensive.

? Very often the variables are not validated from theoretical models but they are based instead

on ad hoc perceptions.



However, we argue that the empirical approach Wl in the existing literature when
analyzing school dropout introduces some distostionthe estimates due to the fact
that data refers to private agents (workers or élooisls) that have already taken a
decision €éx pos) regarding whether to enter the labor market attinaing with their
education.

Then, the aim of this paper is to study school dubfpased on subjective and objective
data obtained directly from students that were etqueto take a decision concerning
their educationgx antg, that is, in their last year of compulsory edisraiat the age of
16). We argue that students take their decisiomglitoned to their socio-economic
environment, which is also validated in the exigtilterature, but also on the quality of
information they receive regarding the differeriealatives that exist after compulsory
education, their preferences on present-future wopson, their perception on the
correlation between education and earnings, or thgiected chances to find a job in a
labor market that is open to unskilled workers.

Our results, in line with those obtained by othpaish authors (see Casquet, 2003),
confirm the relevance of family background and labmrket conditions on students’
decisions and educational attainment. However, w®me step further and we show
that students’ perceptions and students’ inter-taalpreferences also matter. Students
that prefer to obtain low present wages as opptsédyher future wages show a lower
probability to continue their education. Finallyewind significant differences among
those students attending public or semipublic sish@these are private schools that
receive subsidies that cover 100% of professorstscand a compensation to cover their
expenses). If both models are publicly financedytaee expected to offer the same
results to their students. If academic resultsedithis should open the door to analyze
what are the differences between tféstudent segregation, differences in management
procedures, professors’ labor status, etc.). Howelis goal is beyond the scope of this
paper.

This paper is structured as follows. In the nexttiea, we present the main
characteristics of the students in the Baleari&nidé and we describe the questionnaire
that was presented to them. In section 3 we desthid sample and the main statistical
results. In the fourth section we show the empinieaults and the econometric model,
which is based on probit estimations. Finally,@ctgon 5 we present our conclusions.

2 Education in the Balearic Islands and the survegata

Most contributions that analyze school dropout eddcation demand in Spain rely on
three surveys that contain micro data on educatibncuesta de Presupuestos
Familiares the European Community Household Panel (ECHP) Bnduesta de

> We must note that professors’ wages at public schools are much larger than those received by
professors at semi-public schools and the ratio of students per professor is larger in semi-public schools.
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Poblacion Activa(EPA). According to these data, different authoase analyzed the
correlation between education and earnings and réfetionship between budget
constraints and education demand. However, cumengirical analysis is based on
those individuals who had taken already a decisamterning their level of education.

In this paper we want to follow a different strategive want to study the impact of

students’ preferences on their decision to incafoto the labor market or to continue
studying. In order to do so, we obtained our dedanfstudents that were expected to
take a decision a few months after responding tajaastionnaire.

Due to budget constraints, we decided to restuctsample to the students that live in
the Balearic Islands, with total population of IO inhabitants distributed in four
islands. Besides, we think this case has a spetékst because has been a region with
a per capita income above the national averageyibiithigher rates of school dropouts
and with less skilled workers. It is justified thhis fact is a consequence of being a
region specialized in the tourism sector which ngemsive in blue-collar workers.
Although, to our knowledge, any previous work aged to deepen in the relation
between labor market conditions and school dropoutse Balearic Islands.

First of all, in order to understand students’ cksi it is necessary to have certain
knowledge of the Spanish education system struckwen if most children start school
when they are 3 years old, compulsory educatiamsséa 6. Students from 6 to 12 years
old must attend primary education and then, thewdditional years of compulsory
secondary school. Students at their fourth yeasemondary school (when they are
around 16) must decide whether they continue #dbucation or whether they go to the
labor market. Finally, there are two additional ngeaf non-compulsory secondary
education for those who want to start a univerdeagree. Alternatively, students might
opt for vocational training (they must choose &dfief specialization), which eventually
could allow them to continue their studies at theiversity, but only in their
specialization field.

The structure of the education system explains smsalts related to the observed
enrolment rates in Spain and in the Balearic Idabata shows that the enrolment rates
drop significantly at the age of 16/17 both in $pand in the Balearic Islands. In 2008
the enrolment rate in the Balearic Islands foegfi-year-old students was 89% (99.7%
in Spain), while at the age of 16 it dropped sigaifitly to a lower 81.7%6(92.8% in
Spain) and to an even lower rate of 63.3% (77.8%pain) at the age of 17, when
education is optiondl.

This low enrolment rates at the Balearic Islandghniseem surprising because the
literature states that there is a positive cori@hatbetween economic growth and
education. However, macro data for the Balearignid$ show that GDP per capita has

* This represents a total of 8.239 students attending the last year of compulsory education

> Source: Oficina de Estadistica del Ministerio de Educacion y Ciencia.
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been well above the Spanish average since theiesghthile education indicators
referred to students in the Balearic Islands haweained below the average during the
same period.

A traditional argument offered to explain theseadet that the labor market in the
Balearic Islands, in which tourism accounts for 80%dtotal activity, offers a good

opportunity for low skilled youngsters to find &jdn 2007 (fourth quarter), the rate of
unemployment for youngster between 16 to 19 yeddtsreached 25,8%, one of the
lowest rates in Spain, while the Spanish averages ®&.34%. However, this

explanation is incomplete because the unemploymatet for qualified workers is

smaller also in the Balearic Islands with respertSpain and more importantly,

unemployment rates for qualified workers is belavemployment rates of non-skilled
workers in the Balearic Islands. In 2008 (third e, 9.8% of total unemployment
corresponded to workers with a university degredenth Spain reached 18.34% in the
same quarter. Therefore unemployment rates foledkitorkers in the Balearic Islands
are below Spanish average, meaning that the laladkehin the Balearic Islands also
demands qualified workers. One of the goals of plaiger is to test to which extent the
availability of opportunities for low-skilled worke conditions the demand for
education.

Our main contribution is that student’s preferenaed students perceptions also matter
to understand school dropouts. We are interesteahatyzing the effects of students’
perceptions on the relationship between educatiah income, their preferences on
future income versus present income, their peroeptif their grades, etc. on their
decision to continue their education. In accordant the approach followed in
Casquet, 2003, in this paper we control for unegmknt rates and also for socio-
economic characteristics of the students.

In order to obtain this information, in May 2008803 students in their fourth year of
compulsory education responded a questionnairedaanebtaining students’ subjective
information. These students were expected to tdkenaal decision by June 2008. This
decision might be influenced by socio-economic abgristics as well as by the grades
students obtained during compulsory-education. démsion of some of the students,
those who were planning to attend the universitightndepend also on the expected
results of the exams to be taken in June (or SdgBnwhich would determine their
chances to choose the degree they wish. The dite¥adaced by students were: 1)
dropping out and going to the job market, 2) folilogvtheir education oriented to a
vocational training, 3) continuing their educatiaith two additional years of non-
compulsory secondary education (in Spanish “Basfatb”), what we call high school
hereafter, which is a requisite to have accessiteetsity, 4) going to the university (if
they plan to go to the university after high sch&jlthey do not know yet.

In order for our data to be representative theesttgland the schools that responded the
qguestionnaire were selected to represent the dusteacture of public and private
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schools; schools at larger cities and small vikagehools at villages next to the coast
and schools in villages without coastline (laborrke& is apparently smaller in these
villages).

The survey collects information about the varialileg might be relevant to determine
education demand. We can classify them into foaugs:

Variables that refer teocio-economic characteristics

* Household composition

« Parental education degree, distinguishing fathdrraother;
» Parental labor status;

« Siblings that are following post-secondary educstio

Variables that reflecdtudents’ perceptionson:

* Quality of information received by students conasgrthe effects of dropping-
out or continuing studies;

« Quality of information received by students conaagrthe different alternatives
they faced if they want to continue their studies;

* Relationship between income and education
Questions aimed at capturisudents’ preferences and their financiakituation:

» Students were asked on their preference to constugying. Alternatives: i)
dropping-out, ii) vocational training (choosing edtion with a professional
orientation), iii) non-compulsory secondary edumati(high school), iv)
university and, v) no opinion;

» Students that responded that they preferred to oditopvere asked their
arguments. The alternatives were: i) earning masegoon as possible, ii) their
perception of their capability to succeed if theyeaded higher levels of
education, iii) their perception on the relationtvimen education and labor
status, iv), the quality of information availabtethem concerning the different
alternatives after completing compulsory educatioe also tried to capture
whether student’s decisions were influenced byféleows’ opinions.

e Those students that preferred to continue studyege asked whether their
parents could afford it or not;

» Students that responded that they would but cooldstudy were asked the
reasons. Alternatives: i) grades are not sufficienthave access to higher
education, ii) their preferred studies were noewdtl in the Balearic Islands, iii)
parental budget restrictions;



e Students, which responded that they could not shayause their parents could
not afford it, were asked whether they would chathgér decisions if they were
eligible to receive a grant or a credit.

Question that intended to capture students’ irgergioral preferences: we asked
students about their willingness to postpone prekem earnings in favor of future
higher income. We intended to capture the studepgmrtunity cost of dropping-out

The questions were presented in two rounds. Rhret; were asked to choose between
continuing studying for another six years (highaahplus a four year bachelor) and
getting a future monthly salary of 1,200 euros ugrgetting a job just after finishing
their compulsory education period for a monthlyasalof 800 euros. In the second
round, the salary they would receive if they deditte continue studying was modified
(increased or decreased according to the answtretdirst question), and they were
asked whether they would change their initial deaisThose who prefer to study in the
first round were asked if they would so if theye®ed a monthly salary of 1,000 euros
after their bachelor. Those who preferred to wdtkracompulsory school were asked if
they would change their mind if the monthly salargs 1,400 euros after the bachelor.
Students’ answers allowed us to classify them fotor categories, from less patient
(denoted in the table as time preference 1) to rpateent students (denoted as time
preference 4). See Table 6 for details.

3 Statistical results
This section is devoted to the description of dui@gsle and the main statistical results.

1,803 students responded the questionnaire oyk888hat were currently registered in
the last course of compulsory education in the &&tdslands. This represents 21% of
the target population, which indicates that ouladatrepresentative. In order to check
whether the questions were clear, the options welevant and they include all
plausible option for all students, a test questmrenwas answered by 155 students
before preparing the final questionnaire.

Table 1 shows that 77% of the students that resgabtiie questionnaire were enrolled
at public schools and 22% at semipublic schoolsidation is offered by private
institutions but they are publicly financed). OrB6 of the sample represented students
enrolled at private schools. This distribution ¢fidents is similar to distribution of
students among public, semi-public and private slshowhich were registered as
students at the last year of compulsory educatiahe Balearic Islands in 2008 (60%,
37% and 3% respectively).

[Table 1 near here]

Table 2 contains the main socio-economic charastiesiof the students that responded

the questionnaire. The first interesting resulthiast 65% of the students were born in
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1992, meaning that at least 34% of the studentsréaehted a year. This result might
influence students’ decision to continue studyingt @an restrict students’ alternatives
(university access is significantly conditioned $tudent’s grades, especially in some
degrees).

To what concerns students’ family background, then@e is characterized by the
following facts. First, 88.47% of the students kasged that they had at least one
brother or sister, although only 50.17% had attleasl elder brother. Second, marital
status of the parents correspond mainly (in 77.3%#%he cases) to stable couples
(married or cohabiting couples). Third, 55.89% lué students’ fathers had completed
secondary education at least, percentage thatryssimilar among students’ mothers,
55.95%.

[Table 2 near here]

Finally, data in table 2 shows that 94.52% of thelents’ fathers and 83.36% of the
students’ mothers were working.

In order to understand this high employment rate®ray students progenitors, it is
important to remark that the questionnaire wasaedpd by May 2008 in a moment
when the Balearic Islands’ unemployment rate was(8%% in Spain). However, this
situation worsened sharply since the fourth quaalr2008, and it persists until
nowadays because during the first quarter of 20#2 unemployment rate in the
Balearic Islands was 28% (24.4% in Spain). Unemplayt rates worsened for all
strand of the population although it was more iséenfor youngsters. The
unemployment rate for youngsters, from 16 to 19yedd, rose to 40.14% in 2012 in
comparison to 5.88% in 2007. Therefore, from the second par2@¥8 students’
alternatives were dramatically reduced, which exglathe observed increase in
attendance rates in post-compulsory education 2008 to 2011 Nevertheless, the
questionnaire was passed in a moment when studextgifferent alternatives after
completing compulsory education and their decisiwase not influenced by the current
crisis. Still, in order to check the impact of urayment on students’ decisions we
introduced local unemployment rates in our estisate

Table 3 collects students’ responses concerninig pineferences to continue studying.
The table contains also student’s perception reggitie correlation between education
and income. Additionally, the table shows studerdpinion on the quality of
information they receive from professors and schoohnagers regarding the
professional alternatives they will face after céetipg compulsory education as well
as students’ opinion concerning the quality of infation they receive —if any- that
might help them deciding what to study (in caseytheere willing to continue
studying).

The main finding observed from this data is thai59% of the 1.803 students that
responded the questionnaire confirmed that theyeweilling to continue their
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education. This means that some of the studentiseirsample that have repeated one
year or two (those born before 1992, which accéom85% of the total) responded that
they would be willing to continue their educationspite of their low grades.

Another interesting result is that 78.92% of theidsnts perceived a positive
relationship between education and income, whBé&%. did not or were not sure about
it (13.72%).

Finally, data in Table 3 also indicate that 83.582the students thought that they were
offered information that might help them decide thlee to continue studying or not,

and what to study. Still, to what refers to theomfation received about the

professional alternatives they would find if thegcaled not to study, 77.71% of the
students perceived that it is still adequate. Tioeee data suggests that most of the
students think that the school provides them widbgaiate information that may help
them taking their decision concerning their prof@sal and educational alternatives.

[Table 3 near here]

Next, in Table 4 we present the main argumentsredfdoy those students that were
willing to dropout: i) 58.5% were willing to earnaney as soon as possible, ii) 41.5%
did not like to study, iii) 12.2% did not like amy the alternatives available to continue
their education. Finally, a small fraction of thadents (2.4%) said that continuing their
education would not help them to find a good job.

[Table 4 near here]

Finally, Table 5 collects the students’ answers wtiey were asked if they would be
able to go to the university in case they decidedd so. Most of the students, 67%,
responded that if they wished to continue theircation they could do so. 12% of the
students indicated that they could not continué #ggiucation because their grades were
unsatisfactory. Another 14% of the students dedldhat they did not know whether
their parents could or could not afford it or wrestkheir grades would be high enough.

However, the most important result to be remarkedhfthis data is that only a small
fraction of the students, 4.33%, answered that {herients could not afford their post-
compulsory education. More interestingly, 3.19%tluése students argued that they
should move to another region —probably because degree was not offered in the
Balearic Islands- and they could not afford it, \ehl.14% declared that even though
they could continue their education in the Baledsiands, they could not afford it.
Finally, 2.51% of the students declared that tHeyutd move to the mainland and they
were not willing to do so. Therefore, data suggésas budget constraints do not bind
the decisions of most students.

[Table 4 near here]



4 Econometric model and results

In this section we explain the methodology we wsanalyze the determinants of school
dropout and we comment our results.

We assume, for simplicity, that students’ indirettity function can be written as a
linear function. LetJ; = Bsx; + e represent the indirect utility function associated
those students that are willing to continue thedtucation beyond compulsory
education, where; denotes observable students’ characteristicsearsdan error term
that includes students’ specific factors that migtiéct their utility. LetU}¥ = B;,x; +
e}’ denote the indirect utility function of those stats that prefer to dropout after
compulsory education.

Given that the indirect utility function cannot bbserved directly and we only observe
student’s willingness to study after compulsory ation, we define a dichotomous
variabley; that takes value 1 if the student wants to stutiy@Gotherwise:

Pr(y; = 1|x;) = Pr(Uf-UY > 0) = Pr(B'x; + ¢; > 0|x;) = ®(B'x;) [1]

Pr(y; = 1|x;) represents the probability that an individualhooses to continue with
her education conditioned to her individual chagastics. If we assume th& is
distributed following a normal distribution, theh(-) denotes the standard normal
cumulative distribution function of a probit model.

The vectorx contains variables, and proxies, associated tod#terminants of the
education demand. According to the literature noerd in section 2, there is a wide set
of variables that might be considered »n family background (household income,
parents’ education, number of siblings, labor sgtuenvironmental conditions
(unemployment rates, economic structure —demandskdied or unskilled labor-),
individual characteristics (students’ academic Iltssunter-temporal preferences, etc.).
We use explanatory variables or proxies for atheim.

Local unemployment rates were also introduced agr@ovariables. Unfortunately, the
Spanish National Institute of Statistics does rftigrounemployment rates at the local
level. The problem is that although the numberredraployed workers is available, we
do not know the labor force in each local level.véltheless, we introduce a proxy
using the ratio of unemployed people over total ydaon in each municipality
(therefore, we are underestimating unemploymeesjat

The structure of the questionnaire was designethabstudents faced two different

alternatives: i) dropping-out, and ii) continue dsting after completing compulsory

education. Additionally, those who decided to comé studying faced three additional
alternatives i) professional training , ii) highhsol, as a previous and conditional step
to apply to university, iii) going to the univengit

[Table 6 near here]
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Data in Table 6 describe the variables by type atfosl used in this section (25
observations were not included in our estimatesalmse the information for all the
variables of interest was uncompleted).

It is interesting to remark that 94% of the studeptefer to continue their education
(any of the alternatives). However, only a 74% hajse (70% of the total number of
students) are willing to go to high schboAs expected, the number of individuals who
plan to go to the university is smaller (61%).

This result might be surprising to the reader bseaumhile 94% of the students declare
that they are willing to continue their educatitim enrolment rate at the age of 17 is
61.1%. However, it must be stressed that datagéferevealed preferences and not the
real choice. In addition to that, it must be steglsthat the questionnaire was presented
to the students by May, which means that thoseestsdthat became 16 before May
could have dropped-out already. Nevertheless, v that our estimates are still valid
because data concerning the students’ individuataderistics indicate that at least
35% of the students who responded the questionmagre 16 years old before May.
Therefore students who are likely to dropout ar@resented in our sample.
Alternatively, one may argue that students’ progeai do not support students’
preferences or that students changed their mied t&fiking their final exams in June.

4.1 Probit estimations

Table 7 shows the estimation of the revealed peaf@s on the demand of education.
The dependent variable takes value 1 if the indiaigrefers to continue studying and
zero otherwise. Each column represents a diffeketnative: (1) to go on studying, (2)
going to high school, or (3) attending the univigtrsWe offer the value of the
coefficient and the impact of each explanatoryalga on the probability (on the right
side) that students decide to continue their edutaf positive sign would indicate
that students with those characteristics havegetagsrobability to continue studying. A
negative sign would denote the opposite.

The explanatory variables that we considered irthhee alternatives are the same. Not
surprisingly, the effect on the probability of somiethem changes significantly from
one alternative to the other, as it is shown intéide.

[Table 7 near here]

We will first refer to the results concerning thmpact of the social environment on
students’ decisions. The variable denote@walslic schoolakes value 1 if the student is
registered in a public school and zero otherwisesuRs indicate that students that

® The rest of the students who are willing to continue their education provided the following answers: 1)
19% wanted to follow a professional training, 2) less than 1% wanted to study other things and, 3) 10%
did not want to study or they did not know yet.
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attend public schools have a lower probability emtcwue their education compared to
students registered in semi-public schools. Thssltes very interesting because quality
of education offered in both types of schools igpgsed to be the same and our results
show that students’ decisions differ accordinght® $tatus of their schools. The impact
of this variable is even larger when we observdestts’ decision when the alternatives
are high school or university. Results indicatet thtadents attending public schools
have a lower probability to attend high school amiversity in comparison to those
students attending semi-public schools, 10.8% a®%b,/respectively.

In section 4.2 we perform a robustness analysis.spli¢ the sample into subsamples
according to the type of school they are registered

Unexpectedly, unemployment rates seem not to infleestudents’ decisions to go on
studying or going to the university. But it hasasipive and significant impact only for
those students that decide to attend high school.

The fact that students live in a municipality with@oast line does not affect students’
decisions either. This might be explained by the fhat the island is small and that
moving from one corner of the island to the otheesinot take more than 80 minutes.

Secondly, we refer to the impact of those variablelted to students’ family
background. The number of siblings presents tweeriht effects. On the one hand,
siblings reduce the probability that a student diegito continue studying. This variable
is negative and significant in all regressions. toa other hand, the fact that students
have some siblings who are already studying ineeabe probability that those
students decide to attend high school or university

In the same group of variables, we find that padesiability does not affect students’
decisions in any of the alternatives.

Another variable that is associated to the studdatsily background is the level of
education of student’s progenitors. Education issneed through a variable that takes
value one if the progenitor has a level of educatibove secondary school and zero
otherwise. Given that there is a multicolinearitphdem between parent’s levels of
education, we create a new categorical variable. This végiabkes the value zero if
none of the parents has a level of education abegendary school, one if at least one
of them has that level of education and two if boththem have it. This variable is
introduced as a dummy variable in the regressioa. sk “none of the parents have
secondary education” as a reference value. ThetHattat least one of the progenitors
has secondary education affects the decision detlstudents that decide to continue
their education (although not for high school amdversity). As expected, if both
parents have secondary education the probabikyalstudent decides to continue their
education increases. This effect is even largetHose students that decided to attend

’ The variables father’s education and mother’s education are significant when we use them separately.
But when we regress both, only mother’s education seem to be relevant.
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high school although it is not so large for thagadents that decided to attend
university (still, the marginal probability is sificant and positive).

It is worth mentioning that parental labor statumsl school dummies (we introduced a
dummy for each school) have been introduced inipusvestimates but they were
systematically irrelevant and they have been dizhfrom the final estimations.

Finally, we analyze the impact of students’ induadl characteristics on their decisions.
The fact that students think that their gradeshatevery high plays an important role on
students’ decisions (this is a subjective variabld)e perception of having low grades
decreases the student’s probability to continudystig. But this effect is even larger

when the decision is going to university or highaa. Students with low grades have a
probability to choose attending high school that85% lower compared to those
students that think that they have good grades (3@%n the alternative is the

university).

Another variable that offers similar results is thee that takes into account whether
students have repeated at least one course (ttablieatakes the value one if the student
is not attending the course that corresponds t@aferand zero otherwise). As expected,
those students that have repeated a year presewen probability (-5.24%) to decide
to continue their education. This effect is mualyést when the decision is high school
(-35.8%) or university (-15.20%).

The effect of these two variables suggests thattie some kind of self-selection.
Students may discard themselves to continue tlaeication because they might think
that it is very likely they will not succeed.

The student’s perception concerning the relatigndletween education and wages has
also an impact on her decisions. Those studentdhhnk that there is no relationship
and those who do not know whether this relationgiigts show a lower probability to
continue studying. On the contrary, those studémds do think that this relationship
exists show a higher probability to continue tleslucation.

Finally, regarding the variables in this third toaf coefficients, results show that the
perception on the quality of information offeredstnidents is a variable that does not
affect their decisions. However, there is a negaéind slightly significant (at the 10%

level) effect on the decision to continue studytng not on the other alternatives.

It is important to remark that although most caéints present the same sign,
regardless if the students’ are attending high eclar university, the level of
signification is lower when the alternative is wemsity. This might be due to the fact
that some students that decide to attend high $atiianot attend university, or they
do not know yet. Therefore, the decision to attentersity is more difficult to predict
probably because it is a decision that will be taketwo or three years’ time and there

13



is more uncertainty because their decisions depaisdson the results that students will
obtain during the next two years.

4.2 Public versus private schools

In this section we conduct a robustness analysiseplure aimed at understanding the
observed differences between students attendinficpabsemi-public schools. In the
previous section we observed that the variableipgichool was always significant and
with a negative sign. This means that studentsi@ittg public schools showed a lower
probability to continue studying. Additionally, thgrobability that students attending
public schools continued their education in a hsghool was 11% lower compared to
students attending semi-public schools (8% if tbeision was to enroll to a university).

These results are very interesting because mostprschools in the Balearic Islands
are publicly financed. That is why we refer to the® semi-public schools. It is
expected that if both types of schools are publicisgnced, the quality of education and
the students’ results should not vary between goe of school and the other.

We restrict our analysis to the decision of contigustudying (regardless of the
alternative) or dropping-out and we analyze whethere are behavioral differences
between students that attend public or semi-p@ohools.

The first column in Table 8 reproduces the regoessncluded in the first column in
Table 7, for comparison purposes only. The secadnmn shows the results for the
sub-sample of students registered at public schebile the last column in Table 8
refers to the results obtained at semi-public stkshoo

It is important to remark that two variables coulok be introduced in the regression
corresponding to students that attend semi-pubticogls due to perfect multi-
colinearity problems. One of them is “municipaiythout coastline” because all semi-
public schools in the sample were located in Palnffar the same reason,
unemployment rates could not be considered in stimates either). The other variable
is “marital status”. Unexpectedly, all the intemwmd students attending semi-public
schools have married or cohabiting parents. Thiansinteresting result because it
denotes a difference in students’ family structundyich apparently might affect
students’ decisions.

When we split the sample distinguishing betweenlipuand private schools, we
observe that results for students attending pugaiwols are almost identical to those
obtained for the whole sample. This is not surpgdbecause this sub-sample accounts
for 75% of the students that responded the.

¥ln fact, the main Private Schools in the Balearic Islands are located in Palma.
14



To what concerns students attending semi-publioashwe see that the signification of
the coefficients falls dramatically with respectrésults shown in Table 7, which might
be due to the fact that there are fewer observstia@7, as opposed to 1,375 in the
regression concerning public schools. Another engilan to this result might be that
the heterogeneity among students’ characteristicsthe subsample of students’
attending semi-public schools is much lower, atsttes in Table 6 suggest. In fact, the
variable that refers to parental status (married stiable couples versus divorced or
single mothers) indicates that there is no hetereigye among parents whose children
are attending semi-public schools. A similar prablmay occur to what concerns the
degree of education of the parents. The standavahtten of that variable is much
lower for students at semi-public schools in congear to students attending public
schools, which might explain that the coefficiehthos variable is not significant when
we estimate the regression for those studentsatteatd semi-public schools.

In spite of this fall in signification, two variadd remain highly significant. Still,
repeating a year is the main factor that reducadesits’ probability to continue their
education. Students that have repeated a yearedtan probability to continue their
education by 6.26%. It must be stressed that thtsedse in the probability is larger in
comparison to students that were attending pubhoals (5.49%). The second variable
that is significant is the students’ perceptiontloa quality of the information received
by students aimed at helping them decide. While tkariable is not significant for
students attending public schools, the lack ofrmfation is significant and negative for
students attending semi-public schools. This méaatsthe decision of the students that
attend semi-public schools is influenced by theorimfation they receive concerning
their future.

All the other variables considered in our analystse not significant. In particular, it is
important to stress that results suggest that stadstending semi-public schools are
not influenced by their perception on the relatropsbetween education and income.
On the contrary, results show that this relatiomspiays a significant role on the
decisions of the students enrolled at public schobherefore, results suggest that there
is some kind of evidence that there are differencdbe determinants of school drop-
out associated to the type of school studentsegyistered.

[Table 8 near here]

4.3 Time preferences

This regression is aimed at analyzing the effecstaflents’ time preferences on their
decisions. In Table 9, we show our results conoerrihe effects of students’ time
preferences.

In our questionnaire students were asked to chbesgeen two options, studying or

dropping-out, each of them associated to a premathta future salary (and there were
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different alternatives of present and future sai&ri Then, students were classified into
four categories according to their responses (setos 2 for a better description of the
process that was followed in the questionnaire).

In Table 6 we presented the statistical charatiesisf this classification. According to

this data 73% of the students seem to be patién} @8 very patient (70%) and a small
2% seem to be very impatient. Additionally, we okeesome differences among
students attending public and semipublic schoolbil&V71.8% of the students that
attend public schools are patient o very patidng percentage is lower compared to
students attending semipublic schools (78.1%).

Once we introduce time preferences in our regrassigee results in Table 9) the
coefficients are jointly statistically very sigraéint and the explanatory power increases
(the Pseudo-Ris higher, denoting that the adjustment and thplagatory power
increase). In addition to that, we observe that dignification and the sign of the
coefficients hardly change. Only the variable tbaptured students’ perception on the
relationship between income and education redusesignification. Still, the sign of
the coefficient is the same and those coefficietiitst were significant without
considering students’ time preferences remaineufgignt.

As expected, results show that the more patient stinelents are the higher the

probability they decide to continue their educatidhe probability that patient students

attend high school is 14.5% larger with respedheoreference group (if the decision is

to attend university the probability is 10.9% la)g&inally, as we observed in Table 7,

effects of the variables and the adjustment ofréigeession are larger when we analyze
the alternative of attending high school in comgamito attending university.

[Table 9 near here]

5 Conclusions

Our results confirm those obtained by other authoiSpain that proved the relevance
of family background (parent’'s education, number sdilings, elder siblings who

decided to continue their education, etc.) andrabarket conditions (parental labor
status and unemployment rates) on students’ desistm whether to continue their
education or dropping-out.

However, we go one step further and we show thatesits’ perceptions and students’
time preferences also matter.

First, we show that information offered to studeotsicerning the educational and
professional alternatives they will face after cémtipg their compulsory education is
an important variable to be considered.
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Second, we find that another relevant variable stedents’ perceptions on the
relationship between income and education. Thas#ests that think this relationship
does not exist and those that do not know whethsrrélationship exists show a lower
probability to continue their education.

Third, we show that students’ inter-temporal prefiees matter. Students that prefer to
obtain low present wages as opposed to higherdutrages show a lower probability to
continue their education.

Fourth, we show that the fact that students repebtast one year and their perception
on the quality of their grades negatively affeditldecision to continue their education.
Therefore, we observe some kind of self-selectimoreg students. Some of those who
think that their grades are not high enough anddlwho have repeated a course seem
to self-discard to continue their education.

Finally, we show that there are significant diffeczes among students attending public
or semipublic schools (defined as private schobkt tare publicly financed). The
estimates based on those students attending pstiiools do no differ from the
aggregate results. However, the estimates basetudents that attend private schools
are rather different. It seems that the numberildings, the level of education of the
progenitors, or the possible relationship betwegncation and income, are variables
that do not influence the decisions of the studatitnding private schools, as opposite
to the students attending public schools. Resuligest that students attending private
schools are influenced by two variables only, whatko affects students attending
public schools. On the one hand, as it occurs hlipachools, those students that had
repeated a year show a lower probability to comtitheir education. On the other hand,
decisions of students attending semi-public schaotsinfluenced by the quality of
information they receive concerning the differentofpssional and education
alternatives they will face after completing congmuy education.

This result suggests that there are differencesngnstudents attending public and
semipublic schools and suggests that public andi-gebtic schools implement
different management procedures that influenceestist decisions. These differences
should be analyzed in future research.
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Table 1: Type of School and number of participaritsat responded the questionnaire

Type of Schools Number of students

Public 1.396
Semi-Public 393
Private 14
Total 1,803
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Table 2: Students’ Socio-economic characteristics
%

Year of birth

1989 0.17
1990 8.76
1991 25.89
1992 65.18
Number of siblings
0 11.53
1 56.3
2 2294
3 571
4 1.68
5 0.67
6 0.67
7 0.17
>8 0.34
Students with elder brothers
Yes 50.17
No 49.83

Marital Status
Married or with stable couple77.37
Divorced or single parent20.28
Widow 2.35
Father’s level of education
No-studies 8.13
Primary 35.99
Secondary 35.01
University degree 20.53
others 0.35
Mother’s level of education
No-studies 6.32
Primary 37.73
Secondary 34.66
University degree 20.89
Others 0.4
Father's Labor Status
Unemployed 1.56
Non-working 0.92
Retired or handicapped 3.00
Working 94.52
Mother’s Labor Status
Unemployed 5.38
Non-working 9.45
Retired or handicapped 1.81
Working 83.36
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Table 3.Students’s preferences and perceptions

%

Do you want to continue your education?

Yes 94 .54
No 2.28
Do not know 3.18

Dou you think that education might help you to
earn a higher wage rate?

Yes 78.92
No 7.36
Do not know 13.72

Do you think that the School provides you enough
information so as to help you deciding whether to
dropout or continue your education?

Completely agree 14.8
Agree 68.78
Disagree 13.47
Very disagree 2.95

Do you receive enough support from your School so
that you know all the possible professional
alternatives if you decided to drop-out?

Sufficient information 14.64
Good information 63.07
Insufficient information 19.66
The information provided is very bad. 2.63

Table 4: Arguments offered by those students thatldred they did not want to
continue their education

| want to earn money 58.54%
| don't like to study 41.46%
It is not useful 2.44%
None of the studies is appealing 12.20%
to me

Note: the addition of all percentages is larget@6% because students might provide
different arguments.
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Table 5: If you decided to continue with your eduaa would you be able to go to the

university?

Yes 67.46%
No, | must move to the main land and | cannot afior 3.19%
No, | want to study in B. Islands and | cannot edft 1.14%
No, my grades are not high enough 11.91%
No, | don't want to move and | cannot study whidd B. 2.51%
Islands

| do not know 13.79%
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Table 6: Descriptive statistics by type of school

Total Public school Semi-public
school

variable mean sd Mean  sd mean sd
Go on studying 94.0% 93.0% 98.0%
Going to high school 70.0% 66.0% 83.0%
Going to the university 61.0% 58.0% 71.0%
Social environment
Public school 77.0% 100.0% 0.0%
Unemployment rate 4.1%0.0096 3.9% 0.0098 4.9% 0
Municipality without 18.0% 23.0% 0.0%
coastline
Family background
N. of siblings 1.4 1 14 1.1 1.3 0.92
Stable Couple 77.0% 78.0% 74.0%
Siblings studying 36.0% 048 35.0% 048 42.0% 0.49
Parents education:
- None of the parents with 33.0% 37.0% 16.0%
studies
- 1 parent with studies 27.0% 27.0% 27.0%
- Both parents with studies  40.0% 36.0% 57.0%
Low grades 11.0% 12.0% 8.0%
Repeating a year 35.0% 37.0% 28.0%
Rel. between education and
wages
- Positive relationship 78.6% 79.2% 76.2%
- No rel. 7.4% 6.8% 9.8%
- Don't know 14.0% 14.0% 14.0%
No information on 16.0% 16.0% 18.0%
alternatives
Male 39.0% 39.0% 40.0%
Time preferences
Very impatient 2.0% 2.0% 1.8%
Impatient 12.0% 12.0% 11.0%
Patient 3.0% 2.8% 4.1%
Very patient 70.0% 69.0% 74.0%
No answer 13.0% 14.2% 9.1%
N. Observations 1,778 1,375 389
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Table 7: Subjective probability of studying aftee&ndary School, Going to high
school and Going to the university

1) (2 ()
Go on Studying Go to high school Go to the univeity
VARIABLES Coef. Effect. Coef. Effect. Coef. Effect.
on on Prob. on Prob.
Prob.
Social environment
Public School -0.435* -2.72% -0.358** -10.80% AM8** -7.80%
(0.176) (0.104) (0.0873)
Unemployment rate 1.578 12.10%2.15***  392.80% 1.949 74.60%
(5.785) (3.976) (3.553)
Municipality without coastline 0.210 1.43% 0.178* .58% 0.0884 3.35%
(0.148) (0.0967) (0.0851)
Family background
N. siblings -0.131*** -1.01% -0.116*** -3.74% -0. B -4.33%
(0.0418) (0.0340) (0.0316)
Stable Couple -0.0801 -0.59%  -0.0137 -0.44% -0.0603 -2.30%
(0.127) (0.0845) (0.0754)
Siblings studying 0.172 1.26% 0.173** 5.49% 0.190** 7.21%
(0.114) (0.0767) (0.0677)
Parents education:
- 1 parent with studies 0.301*  2.05% 0.147 4.64%  .143* 5.42%
(0.134) (0.0906) (0.0822)
- Both parents with studies 0.422*** 3.06% 0.422** 13.20% 0.277*** 10.50%
(0.131) (0.0862) (0.0767)
Students’ characteristics
Male -0.0239 -0.18% -0.0291 -0.94% -0.0634 -2.43%
(0.110) (0.0735) (0.0645)
Low grades -0.227* -2.04% -1.172** -43.50% -0.881* -33.30%
(0.138) (0.112) (0.104)
Repeating a year -0.572%* .5.24% -1.048*** -35.80% -0.392***  -15.20%
(0.112) (0.0747) (0.0691)
No information on alternatives -0.240* -2.13% -®63  -1.29% -0.0436 -1.68%
(0.130) (0.0966) (0.0845)
Rel. between educ. & wages:
- No rel. -0.469** -513% -0.423*** -15.00% -0.062 -0.22%
(0.165) (0.132) (0.121)
- Don't know -0.373** -3.66% -0.291***  -9.99% -03B*** -9.19%
(0.136) (0.101) (0.0909)
Constant 2.339%** 0.881*** 0.635***
(0.361) (0.237) (0.211)
Observations 1,778 1,778 1,778 1,778 1,778 1,778
Pseudo-R 0.148 0.148 0.266 0.266 0.0936 0.0936
Log-likelihood -330.2 -330.2 -798.0 -798.0 -1079 079

Notes: standard errors in brackets under the coeffis. * denotes parameter significant
at 10%, ** significant at 5%, *** significant at 1%

Reference groups are: for parents’ education “nointhe parents has studies higher
than secondary school”, for relation between edocand wage “l believe there is a
positive correlation between level of education arge”.

Effect on probability computes the change in thebpbility due to an infinitesimal
change in each independent, continuous variablergpatts the discrete change in the
probability for dummy variables.
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Table 8: Subjective probability of studying after condary School in the whole
sample, in Private Schools and in Public Schools

1) 2) (3)
Go on Studying Go on Studying Go on Studying
(Public School) (Semi-Public)
VARIABLES Coef. Effect. Coef. Effect. Coef. Effect.
on Prob. on Prob. on Prob.
Social environment
Public School -0.435**  -2.72%
(0.176)
Unemployment rate 1.578 12.10% 1.916 18.70%
(5.785) (5.834)
Municipality without coastline 0.210 1.43% 0.200 78%
(0.148) (0.147)
Family background
N. siblings -0.131***  -1.01% -0.145** -1.41% 0.044 0.06%
(0.0418) (0.0432) (0.267)
Stable Couple -0.0801 -0.59%  0.00678 0.07%
(0.127) (0.132)
Siblings studying 0.172 1.26% 0.186 1.74% 0.0961 12%
(0.114) (0.122) (0.419)
Parents education:
- 1 parent with studies 0.301** 2.05% 0.327** 2.84% 0.386 0.39%
(0.134) (0.143) (0.528)
- Both parents with studies 0.422**  3.06%  0.400*** 3.59% 0.709 1.22%
(0.131) (0.139) (0.471)
Students’ characteristics
Male -0.0239 -0.18% -0.0284 -0.28% 0.145 0.18%
(0.110) (0.116) (0.408)
Low grades -0.227* -2.04% -0.253* -2.89% -0.145 2Z2%
(0.138) (0.145) (0.520)
Repeating a year -0.572%* .524% -0.498*** -549%1.508*** -6.26%
(0.112) (0.118) (0.501)
No information on alternatives  -0.240* -2.13% -B15 -1.63% -0.931* -2.77%
(0.130) (0.143) (0.451)
Rel. between educ. & wages:
- No rel. -0.469***  -513% -0.475*** -6.47% -0.571 -1.36%
(0.165) (0.180) (0.489)
- Don't know -0.373**  -3.66% -0.393** -4.86% -0 -1.65%
(0.136) (0.144) (0.535)
Constant 2.339*** 1.794*** 2.709***
(0.361) (0.288) (0.650)
Observations 1,778 1,778 1,375 1,375 287 287
Pseudo-R2 0.148 0.148 0.125 0.125 0.318 0.318
Log-likelihood -330.2 -330.2 -295.5 -295.5 -27.30 2730

Notes: standard errors in brackets under the cieffis. * parameter significant at 10%, ** paramete
significant at 5%, *** parameter significant at 1%

Reference groups are: for parents’ education “noinéhe parents has studies higher than secondary
school”, for relation between education and wagbélieve there is a positive correlation betweerlle
of education and wage”.

Effect on probability computes the change in thebpbility due to an infinitesimal change in each
independent, continuous variable and reports therelie change in the probability for dummy variable
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Table 9: Subjective probability of studying after S:condary School with and
without time preferences

1) (2) ®3)
Go on Studying Go to high school Go to the univeity
VARIABLES Coef. Effect. Coef. Effect. Coef. Effect.
on Prob. on Prob. on Prob.
Social environment
Public School -0.399*  -2.24%  -0.379** -11.20% 4@1* -7.16%
(0.182) (0.108) (0.0879)
Unemployment rate 1.297 8.83% 12.74**  405.90% 8.08 79.80%
(6.041) (4.068) (3.564)
Municipality without coastline 0.138 0.86% 0.123 8% 0.0529 2.01%
(0.154) (0.0991) (0.0857)
Family background
N. siblings -0.101*  -0.69% -0.104** -3.31% -0.165 -4.01%
(0.0441) (0.0351) (0.0321)
Stable Couple -0.0287 -0.19% 0.0130 0.42% -0.0502 .91%
(0.130) (0.0863) (0.0757)
Siblings studying 0.137 0.90% 0.154* 4.84% 0.179*** 6.79%
(0.118) (0.0787) (0.0681)
Parents education:
- 1 parent with studies 0.276* 1.68% 0.131 4.08% .136* 5.16%
(0.138) (0.0929) (0.0826)
- Both parents with studies 0.406**  2.61%  0.378** 11.70%  0.261***  9.89%
(0.136) (0.0886) (0.0771)
Students’ characteristics
Male -0.0201 -0.14% -0.0128 -0.41% -0.0586 -2.25%
(0.113) (0.0753) (0.0647)
Low grades -0.133 -1.00%  -1.074*** -39.70% -0.818**-31.60%
(0.142) (0.114) (0.105)
Repeating a year -0.523**  -4.22%  -0.992** -33.50%0.371** -14.30%
(0.116) (0.0770) (0.0706)
No information on alternatives -0.253* -2.02% -0002 -0.86% -0.0427 -1.64%
(0.135) (0.100) (0.0850)
Rel. between educ. & wages
- No rel. -0.337* -3.00%  -0.303**  -10.40% 0.0444  69%
(0.174) (0.138) (0.123)
- Don't know -0.315*  -2.66%  -0.263** -8.86% -0.2808 -8.11%
(0.141) (0.104) (0.0917)
Intertemporal preference
Time preference 1 -0.683*** -8.38%  -0.636** -23.40% -0.232 -9.10%
(more impatient) (0.263) (0.284) (0.251)
Time preference 2 0.0404 0.27%  -0.403*** -14.00% 0814 3.08%
(0.173) (0.137) (0.127)
Time preference 3 0.431 2.02% 0.0899 2.78% 0.122 609%.
(0.313) (0.221) (0.200)
Time preference 4 0.563**  4.84%  0.433** 1450% 281*** 10.90%
(more patient) (0.144) (0.104) (0.0941)
Constant 1.901%* 0.599** 0.389*
(0.393) (0.259) (0.228)
Observations 1,778 1,778 1,778 1,778 1,778 1,778
Pseudo-R 0.198 0.198 0.302 0.302 0.0997 0.0997
Log-likelihood -311.1 -311.1 -758.6 -758.6 -1071 071

Notes: standard errors in brackets under the coefis. * parameter significant at 10%, **
parameter significant at 5%, *** parameter sigrafit at 1% .

Reference groups are: i) for parents’ educatioménof the parents has studies higher than
secondary school”, ii) for relation between edumatand wage “I believe there is a positive
correlation between level of education and wagd’ianfor time preference “no answer”.

Effect on probability computes the change in thebpbility for an infinitesimal change in each
independent, continuous variable and reports teerelie change in the probability for dummy
variables.

27



