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Some crifics claim a master’s degree in business has little job-market

regarding the value of the MBA has never bee
tentious. Some critics argue that the luster of the
been tarnished by an oversupply of MBAs, excessive
top-20 schools, an uncertain economy, and corporate miscondu
use ancedotal evidence to declare that an MBA has very little ef
graduate’s subsequent salary or carcer,

by Antony Davies

. sultants, or to CEOs without professional educations. In ;
and Thomas W. Cline simply attempts to show whether or not average, plain-v
illustrafion by Lou Beoch | MBAs can expect to fare better or worse than average culle
eraduates over the entire course of their careers,

Deconstructing the Benefits

Four economic benefits are linked to obtaining an MBA degree: a |
starting salary, greater compensation growth, more stable long-term
employment, and a higher likelihood of partapating in the workforee.

Storting salories. [n 2002, the median full-time MBA student earned
550,000 before obraining an MBA, according to The Graduare
Management Admission Council’s “The 2003 Global MBA Graduate
Study.” Immediately after completing the MBA program, that same student
expected to earn §75,000, excluding signing bonus,

Compensaotion growth, Since 1993, the expected annual wage growth for
workers with professional degrees, including MBAs, has exceeded inflation by
more than two percent. Those figures are provided by the Statistical Abstracts
of the Unired Stares for the years berween 1995 and 2003, which covers aver-
age annual wages for those with BS, BA, and professional degreces.
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The "“average” MBA fares ‘ SPECTACULARLY i better than the “average” college graduate.

By comparison, the expected annual wage growth for
workers with only undergraduate degrees has averaged just
one percent more than inflation. Because of this difference
in growth rates, the expected annual earnings gap between
those with undergraduate degrees and those with MBAs
should more than double—in real terms—over the course of
their respective careers.

Long-term wnemployment, Since 1970, graduates with profes-
sional degrees have experienced unemployment rates that are
25 percent less than those with undergraduate degrees, accord-
ing to the Statistical Abstracts of the Unired States, Unemploy-
ment rates were 1Y percent and 2.4 percent, respectively.

Likelihood of porticipating in the workforce. To be considered a
workforce participant, an individual ecither must be
employed or actively secking a job. Between 1970 and
2001, 81 percent of those with professional degrees were
worktoree participants. By comparison, only 78 percent of
those with undergraduate degrees fell into thar category.
Again, figures are drawn from 1.5, Sratistical Abstracts,

When all measures of salary and employment are consid-
ered, the value of an MBA can be quantified. Graduates with
MBA degrees clearly fare better than those who have only
earned BS or BA degrees,

Combining these four cconomic benefits makes it possi-
ble to measure the earnings gap, or the difference berween
the lifelong carnings potential of the average college gradu-
ate and a graduate with an MBA. Figure 1 shows the typical
annual compensations thar graduares with MBAs and bach-
clor’s degrees can expect to earn during their careers,
Salaries are calculated from age 31 onward, as the majority
of MBA students are berween 28 and 34 years of age.
Figures have been adjusted for the likelihood of unemploy-
ment and labor participation,

Expected Annual Compensation Over Course of Career
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MNote that,
during their
Primc earning vears,
around the age of 50,
those with MBAs carn abour $120.000 annually. That's
roughly twice the amount earned by their counterparts with
bachelor’s degrees.

Evaluating the Investment

Any investment can be evaluated by three measures: the
breakeven point, the internal rate of return, and the net pres-
ent value, The freakeven pofne represents the number of years
it takes for the income from an investment to pay for the
investment. The internal rare of vetron is the effective inter-
est vield that results from the investment. Neg present valne is
the amoeunt of cash-in-hand today that, if invested at current
interest rates, would vield a stream of payments identical o
the income generated by the investment. Ifwe use these three
measures o judge an MBA from an AACSB-accredited
school, we find that the average MBA degree is an extraordi-
nary investment—even better than it was ten years ago.

Breakeven point. In 1993, a 31-year-old who had carned a
full-time MBA had invested an estimared $124.000 in the
degree—5815,000 in tuition, plus $109,000 in lost compen-
sation—according to the Annual Survey of Collgger pro-
duced by The College Board. He could expect to pay that
oft in 9.8 years,

By 2001, however, the cost of the MBA had increased to
$162,000, including 523,000 in tuition plus $139.000 in lost
wages. Nevertheless, the graduate with an MBA now could
cxpect to earn more money more quickly, enabling him to pay
off his higher debr in less time—=8.7 years. Figure 2 shows
that the breakeven point is gerting shorrer, nor longer, despite
rnsing fuition costs,




Breakeven on Investment in an MBA
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Internal Rate of Return: In 1993, the average full-time MBA
student could expect that, over the course of his career, his
5124000 mvestment in an MBA would vicld total increased
compensation of’ $745,000 (in 1993 dollars). That's the
equivalent of a real rate of return of 15 percent—i.c., 15 per-
cent more than inflation. By 2001, however, the average stu-
dent investing $162,000 in an MBA could expecr toral
inereased carnings of 51.4 million (in 2001 dollars) over the
course of a carecer. That works out to a 17,6 percent real rate
of return, or 2.6 percent more than in 1993, And this was
despite a 50 percent increase in tuidon.

In shorr, over the past decade, an MBA's average ROT has
been three times the return on Treasury Bills, ten percent bet-
ter than wiple-A bonds, and four percent greater than the
Dow Jones Industrial Average (DJIA). From 1993 through
2001, as Figure 3 shows, only the NASDAQ provided a
return on investment equal to that of the plamn-vamlla MBA.

Average Rates of Return {1993 through 2007
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Getting a plain-vanilla MBA today is like receiving a tax-free, cash award of more than a half million dollars.

Net Present Volve: To determine ner present value for an
MBA, look at how much it will cost a candidare in tuition and
lost compensation, and subtrace thar figure from what the
degree holder expects in increased salary over ime. In 1993,
a 28-year-old could derermine that the probable cash-in-hand
value of her MBA was $360,000. Put another way, suppose
two identical 28-year-old college graduares were contemplat-
ing their furures in 1993, One of them was given $360,000
and entered the job market; the other started with nothing
and had vo pay for her own MBA. By the end of their carcers,
the two would be equally well-off financially. Figure 4 shows
that, by 2001, the cash-in-hand value of an MBA had
increased significantly, to $550,000,

Met Present Value of an MBA
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Clearly, not all MBAs atmin greater compensation and
carcer benefits than their counterparts with bachelor’s
degrees. Still, it's even clearer that the “average™ MBA fares
spectacularly better than the *average” college graduate.
Getting a plain-vanilla MBA today is like receiving a rax-free,
cash award of more than a half million dollars.

No wonder 100,000 students are currently secking mas-
ter’s degrees in business. Perhaps, unlike the eritics, these can-
didates have done the math 1o determine what very real
rewards they can reap by investing in their MBAs,

Anteny Davies is o Reseorch Fellow of the Mercalus Center, George
Mason University, Capitol Hill Campus, ond assistant professor of ece-
namics al Duguesne University in Pittshurgh, Pennsylvania, Thomas W,
Cline is an associale professar at Saint Vincent College in Latrokbe,
Pennsylvania. This arlicle is odopied from o leclure given to policymakers
at the LL5. House of Representatives in March.
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