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Introduction

As the semester is near to the end, undergraduates in their last semester are often anxious about their decisions of what they should do upon graduation. Some are confused and not quite sure what their next move should be after graduation, in that, there will be some undergraduates contemplating the choice of entering the workforce or continuing on with graduate studies. And then there will be those who will be taking a break to travel, see the world and have fun before worrying about their future. However, for those who are indecisive of their action after graduation of whether to continue to pursue higher education or to enter the workforce should the take the following into consideration (with the assumption that all factors such as GPA and program are not an issue): current economic and job conditions, financial position, personal and surrounding environment, previous work experiences, age and expectation for the future. All these will have significant implications on their decision, whether it is to enter the workforce or to pursue graduate studies. This paper will use Human Capital, Value and Production theories to evaluate the decision of entering the workforce or continuing on to graduate studies, given economic conditions. 

To fully evaluate the economic conditions effect on decision making one need to do a quantitative analysis using the production theory derive in Jing Chen’s book ‘the physical foundation of economics an analytical thermodynamic theory’. Let’s consider the cost of getting an undergraduate degree or to pursue graduate studies to be fixed costs; where the undergraduate degree is considered to be low fixed cost systems and graduate studies to be high fixed costs systems, K. Then let’s consider the following variables: S = the going wage/salary in market, sigma = the probability of not finding desired job (uncertainty), T = duration of labor demand or time required to find work in months. Since these variables are functions of the variable costs, then variable costs will be the additional costs/expenses incur to find the desired job = C; and Q = the number of jobs available given market conditions. 

The analysis that is to follow will show how the economic and job market conditions will affect both Graduate and Undergraduates entering the workforce, which will help other Undergraduates to figure out how they will fair in the current economic state, given what’s going on in the market. Once the Undergraduate realize his/her likely position in the market he or she may find that entering the workforce upon graduation will be in his/her interests (or not). Therefore, for example, let us say there are two students who are going for the same job but one has an Undergraduate Commerce degree, the other has a Master’s degree in Economics as well as a Commerce degree. For argument sake, say they both have the required qualifications for the job (work experiences, and relevant business knowledge), they are both in an urban area; the job pays an annual salary of $40, 000; the educational costs/loans to pay back for the Undergraduate are $42,000, and the Graduate has an $ 80, 000 loans. With all else equal, we can now look at how the economic and job market conditions will affect the Graduate and Undergraduate.

Booming Economy and Busy Job Market

For a booming economy and a busy job market both the Graduate and the Undergraduate will have a low uncertainty of finding work. However, given the fact that they are in an urban area where both will be vying for the same job, the likely result will be in the Graduate’s favor. Why? This can be answered with the principles of Human Capital theory, which states that the higher human capital investments (job training, higher education) an individual have the more productive he or she will be and as such should be compensated accordingly. Therefore, with these two young professionals competing for the same job where one has higher human capital in terms of education, then it will be likely that the employer will choose the Graduate student because he/she will be consider being more valuable to the company than the Undergraduate. To quantify this analysis the following example will use the production theory derived by Jing Chen using the Black-Scholes European call option pricing Model
:
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Where the rate of return is calculated as:
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 With using the above formulas calculated in excel one can see the effects for the two young professionals going for the same job.
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The above figure shows that the Graduate will have a higher rate of return (little more than double that of Undergraduates), much lower variable costs, and is more competitive than the Undergraduate in the urban area. Since the Undergraduate may not be competitive in the urban area he or she may want to consider going to a rural area where the competition with Graduates will be lesser. In rural areas, Undergraduates will have increased their opportunity to get job with similar or even higher compensation. 

The above shows that both high and low fixed costs system will thrive in a busy economy with the higher fixed cost system having a higher return on investment in education because of lower variable costs, and being more competitive with greater marketability. So, as an Undergraduate looking on he or she could use this as a possible reason for deciding to pursue graduate studies given that he or she is not willing to relocate; and will expect the boom to continue, after completing graduate studies. Consequently, the likelihood of pursuing graduate studies will be in their benefits given that the aforementioned factors are conducive to his/her pursue for graduate studies.

Stable Economy and Stable Market conditions
As the above discussion shows, both the Undergraduate and Graduate have opportunities to get their desired job. However, the Undergraduate may need to go rural to get the job as there is lesser competition in the rural market, but if he or she is unable to relocate then he or she may need to consider pursuing graduate studies (should they have an optimistic future expectation of the market). The same analysis is applicable for a stable economy and job market but with the difference that the Undergraduate will be at a greater disadvantage as Graduates will be employers’ first preference for any professional jobs. Thus, Graduates will force Undergraduates out of the market whereby Undergraduates will require obtaining a graduate degree to be competitive in the market. 
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As this calculation result shows, graduates have a much higher rate of return and about ½ the variable costs than undergraduates in a stable economy. Thus, the Graduate will be competitive and more marketable than the Undergraduate; as such, undergraduates pondering the decision of getting a graduate degree may find that it will be in their best interest to do (given that all other factors are to their advantage).

Slow Economy and Tight Job Market
During the slowing down of the economy and tight job market conditions the competitive nature of the market will be determined by one’s willingness to take as given the going wages. In that, employers have the upper hand whereby jobs that used to have high compensations in a busy economy will have relatively lower compensations. Therefore, preference is not necessarily given to graduates but it is whether graduates will be able to survive on the going salary. Since Graduates will have high fix costs and will require higher compensations to have a stable lifestyle, and perhaps, the going salary in the market is significantly lower than what they can live on, they will leave the market (cyclical unemployment) or migrate to other countries where the demand for their qualifications is high with corresponding high compensation. Thus, given this action undergraduates may be at an advantage than graduates in a slow economy as they are able to take the going salary graduates refuse.

During a slow economy the probability of finding desired job is very low (uncertainty will be higher), the time to find that job will be a lot longer, and compensations will be less. Therefore, undergraduates will have the upper hand in this market because they require less compensation to survive than graduates. The Undergraduate will then be able to get the same job a Graduate would have in a busy job market. They would have the advantage in a slow economy over a graduate because graduates will not go for the job as it lacks attractiveness to the graduate who requires more compensation. As such, the Graduate will leave the market thereby increases undergraduate chances of getting the job, as competition will be less. 

	
	
	
	
	
	
	

	
	Undergrad
	
	
	
	Graduate
	

	K
	42
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	80
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	30
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As noted by this calculation, the Graduate and the Undergraduate variable costs is very similar, the rate of return is a lot closer to each other but their fixed costs still remains highly different. Therefore, undergraduates will be better off than graduates in a slow economy as the market is not in favor of graduates. The implications for undergraduates contemplating going on to graduate studies would be to not do so as the market is not supportive of such endeavor. However, if they believe that this slow state will end by the completion of their graduate study, then, they may choose to go onto graduate studies.

Conclusion

While it is very intuitive that the decision to pursue a graduate degree is solely a personal one irrespective of market and job conditions, and is not necessarily base on the factors mention in this write up, the argument is nevertheless quite useful in showing how Production theory and the perceptive Value theory is useful in practical applications. The value theory, which states that the less suppliers of a good or service the more valuable the good or service
.  But as suppliers increase the value of the good or service decreases, which is applicable to this discussion whereby the more graduates in the market the less competitive or valuable an undergrad is. However, as the supply of graduates decreases because of market conditions the value for undergraduates’ increases.  This value theory in combination with Production and Human Capital theory has being the basis of analysis for the decision for undergraduate students pondering their next move upon graduation, enter the workforce or continue on to graduate studies.

To further the analysis, one can use it for current market and job conditions in Canada where there is a shortage of skilled labor and professionals; Undergraduates who enter the workforce now will have the upper hand over employers, irrespective of graduates’ dominances. The abundance of available jobs in the market and employers’ willingness to pay high salaries for qualified workers will prove to be beneficial to undergraduates in the near and distance future. Employers may be willing to pay for additional work training require for the job, which the Undergraduate may find to be more useful in determining the graduate degree that will be practical to pursue in the future. Undergraduates who enter the workforce now will have the advantage to explore other areas given the increase opportunities and responsibilities in any given job.  Thus, once undergraduates decide to pursue a graduate degree he or she will gain more from that degree as the pursuit of the graduate degree will be driven by interest rather than economic or job conditions, as dictated by the market. In sum, the theories used throughout in this paper has just being used to evaluate Canada’s current job and market conditions to show that Undergraduates of this year should enter the workforce upon graduation.  
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