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Life-Cycle Impacts of Graduating in a Recession

Hannes Schwandt and Till von Wachter

Young adults who enter the labor
market during recessions can experience
negative impacts to their economic,
family, and health outcomes that endure
into middle age and beyond. Those who
join the workforce in a downturn have
lower long-term earnings, higher rates
of disability, fewer marriages, less suc-
cessful spouses, and fewer children. In
middle age they also have higher mor-
tality due to lung, liver, and heart dis-
case. The long-lasting effects of labor
market shocks to young adults have
important implications for assessing
the costs of recessions and government
interventions.

Young adulthood —the period
from age 18 to 25 —is a time of pro-
found changes that affect the entire life
cycle. During this time, the vast major-
ity of people transition from adoles-
cent dependence to adult independence.
They complete their education or train-
ing, enter the labor market, and start
families. Economic theory and casual
observation suggest that their early
life-cycle decisions are highly interde-
pendent and vulnerable to economic
shocks. An increasing number of studies
in medicine and psychology also show
that carly adulthood is a critical phase
for neurological, social, and psychologi-
cal development.

Large and recurring shocks like
recessions can affect a significant share
of young adults who are in this criti-
cal phase. A staggering 30 percent — 46
million — of prime-age workers in the
US labor force in 2019 entered the mar-
ket for the first time during a reces-
sion year. Business cycles are known to
have strong contemporaneous impacts
on young adults and their household
decisions, including marriage, fertility,
and homeownership.!

A growing body of research has
shown that entering the labor market in

a recession leads to losses in earnings,
wages, and employment that persist for
about 10 years, and that these losses are
larger for less advantaged labor market
entrants.” Yet, recent analysis suggests
that an unlucky start could have longer-
term consequences. For example, Anna
Aizer and coauthors suggests that the
effect of economic interventions may
last into middle age.> A small number
of studies indicate that some impacts
on earnings and health can persist until
age 40, and that economic conditions
in youth and early adulthood may even
affect mortality in middle age.* Hence,
it is important to extend the follow-up
period of studying the effect of adverse
labor market entry into middle age, and
to analyze the effect on noneconomic
outcomes.

Studying life-cycle and midlife
effects comes with some challenges,
however. It requires long follow-up peri-
ods and data on a broad range of eco-
nomic, family, and health outcomes,
as well as knowing where and when an
individual entered the labor market. To
be able to study a range of outcomes
over the life cycle with sufficient preci-
sion, we develop a new method for har-
nessing large, repeated cross-sectional
survey and vital statistics data. To ana-
lyze effects in middle age, we focus on
cohorts entering the labor market in US
states before, during, and after the 1982
recession — the largest postwar down-
turn before the Great Recession — from
labor market entry until age 50.

Evidence from Recession
Graduates

Economic models of career pro-
gression, family formation, and health
predict that even short-term economic
shocks can affect the entire life cycle
into middle age. The theory also high-
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lights how family, economic, and
health outcomes can influence one
another over the life cycle, and helps
us understand why some groups may
respond differently than others to
an initial shock. While standard
models of career progression suggest
that entering the labor market in a
recession has only temporary effects,
models in which job search and
human capital accumulation occur
in sequence can imply long-lasting
effects, especially if workers’ ability
to adjust declines with age.

Models of marriage and fertil-
ity suggest that having fewer labor
market opportunities may lead some
individuals to start families earlier,
especially if income losses are mod-
erate. Marriages induced by unfavor-
able labor market conditions may
be less stable, and persistently lower
earnings are predicted to lead to an
increase in divorces, lower marriage
rates, and reduced fertility. In paral-
lel, economic stress, family instabil-
ity, and lasting reductions in earnings
likely imply lower health investments
throughout people’s lives. The cumu-
lative effect on health will result in
increasingly greater mortality dur-
ing middle age, when death rates
naturally increase. Poorer health and
unstable families will, in turn, tend
to depress productivity and are asso-
ciated with a rise the incidence of
work-related disability.

To measure a broad set of out-
comes in a comparable fashion over a
long period of time, we use National
Vital Statistics System data from
1979 to 2016 and population esti-
mates from the US Decennial Census
and the American Community
Survey (ACS) to compute mortal-
ity rates. Information on socioeco-
nomic outcomes, including earnings,
labor supply, marital status, divorce,
and cohabitation, is derived from the
Census, the ACS, and the Current
Population Survey. Our mortality
analysis is based on more than 900
million person-year observations and
over 1.7 million deaths. The analysis

of socioeconomic outcomes is based
on 7.8 million survey observations.

Our analysis focuses on the
impact of fluctuations in the state-
level unemployment rate. This pro-
vides us with exogenous variation in
local labor market conditions and
allows us to net out ongoing trends
for all cohorts at the national level.
To further ensure that we only mea-
sure the effect of temporary initial
conditions and not the ensuing evo-
lution in regional economies, in an
extensive robustness analysis we con-
trol for potentially confounding con-
current trends at the state and cohort
levels.

One complication is that our
cross-sectional data do not contain
information on the state or the year
in which an individual entered the
labor market. Furthermore, people
might migrate to a different state
before graduating, or time their grad-
uation in response to local economic
conditions. These responses could
bias the analysis even if we knew the
location and time of graduation. To
address these measurement and selec-
tion issues, we reweight unemploy-
ment rates to reflect the economic
conditions a cohort would face at
graduation if it had migration and
education rates similar to those of
surrounding cohorts.> A key advan-
tage of this approach is that it only
requires information at the birth-
state and birth-year levels and hence
can be applied to Vital Statistics,
Decennial Census, and ACS data,
which otherwise could not be used to
study the long-term effects of state-
level labor market entry shocks.

Long-Term Impacts on
Mortality, Earnings,
and Family Lives

Our modeling approach allows
us to display the effect of enter-
ing the labor market in a recession
graphically. Our figures show the
estimated changes in the life-cycle
profile of several of our core out-

comes due to a 1 per-
centage point higher
unemployment rate
at labor market entry.
Our first main find-
ing is that a tempo-
rarily higher state
unemployment rate | 08
when young people [ 45
enter the labor mar-
ket leads to precisely
estimated increases | 02
in their mortality in | oo
middle age. [Figure
1] The magnitude of
these effects is mean- ‘ i
ingful — if sustained 20 2
until the end of the
cohorts’ lives, a 3.9
percentage  point

1.0

0.4

Unemployment Rate at Labor Market Entry and Mortality

Effect on mortality of a percentage point increase in the
state unemployment rate in year of labor market entry

1.2 additional deaths per 10,000 people

they reach their mid-
40s. Our fourth main
finding [Figure 4, next
page] is that recession-
entry cohorts tend to
marry and have chil-
dren earlier, then expe-
rience a rise in divorce,
and in the long run see
lower marriage rates,
higher divorce rates,
and smaller family
sizes.

The horizontal axis represents age. Shaded area is the 95% confidence interval.
Source: Schwandt H, von Wachter T, NBER Working Paper 26638

Our fifth main
finding is that those
who enter the labor
market during a down-
turn tend to be mar-
ried to spouses with
slightly less education,

higher  unemploy-
ment rate, as experi-
enced by the 1982 graduation cohort,
would lead to a decrease in life expec-
tancy of six to nine months. Consistent
with our findings of increased mortality,
we also see a rise in morbidity as measured
by a rise in the incidence of self-reported
disability and receipt of federal disability
insurance in middle age.

Our second main finding [Figure 2]
is that these midlife mortality increases

Figure 1

labor market during a recession has sub-
stantial dynamic effects on key economic
outcomes over the life cycle, including
annual earnings [Figure 3, next page],
but also wages, employment, poverty, and
receipt of income from government pro-
grams. We find that despite initial earn-
ings recovery in their mid-30s, adversely
affected entry cohorts suffer a reduction
in annual earnings and hourly wages as

and who have similar

long-run income losses

[Figure 3, next page] and increased dis-
ability risk from adverse entry.

Our sixth main finding is that com-
pared to White recession graduates,
non-White individuals experience larger
initial economic losses and mortality
increases that appear earlier — during the
first decade after joining the labor mar-
ket. Non-White individuals also do not
experience a short-term increase in family

are driven to an impor-
tant extent by increases
in mortality from dis-
cases related to lifestyle
and health behaviors,
such as lung cancer, liver
disease, and drug over-
doses. In contrast, we
find no long-term effects
on other causes of death,
such as accidents or can-
cers other than lung can-
cer. Interestingly, we find
that a recession at the
time of labor market
entry lowers the mor-
tality of young workers
immediately after gradu-
ation through a reduc-
tion in accidents.

Our third main find-

m Heart and liver disease, lung cancer, drug poisoning

Unemployment Rate at Labor Market Entry and Mortality by Cause

Effect on mortality of a percentage point increase in the
state unemployment rate in year of labor market entry

m Accidents, other cancers

0.8 additional deaths per 10,000 people

The horizontal axis represents age. Shaded areas are the 95% confidence interval.
Source: Schwandt H, von Wachter T, NBER Working Paper 26638

formation, suggest-
ing that the stron-
ger negative income
may offset lowered
opportunity  costs.
Across genders, on
the other hand, effect
patterns are simi-
lar in the short and
medium run. But in
the long run, both
female and non-
White recession
graduates  increase
their labor force
participation while
experiencing smaller
income losses. At the
same time, they suf-
fer greater mortal-
ity increases due to

ing is that entering the

Figure 2

heart, liver, and lung
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disease in the long
term.

Life-Cycle Impacts
of Recessions
Occur in Three 0.00

Unemployment Rate at Labor Market Entry and Earnings

Effect on log earnings of a percentage point increase in the
state unemployment rate in year of labor market entry

= Own earnings = Spousal earnings
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wages lead women and
non-White individ-
uals to increase their
labor supply to make
up for lost earnings.

This chronic labor

Phases

Our results imply
that the life-cycle | 002
impacts of adverse
labor market entry
occur in three phases. | o0
Shortly after the end of
the recession, when the | 00
economy and employ- 20 2
ment have returned to
normal for most work-
ers, we see persistent
but declining earnings
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The horizontal axis represents age. Shaded area is the 95% confidence interval.
Source: Schwandt H, von Wachter T, NBER Working Paper 26638

44

market stress might
further depress mar-
riage rates and harm

health.

Implications
for Social
Insurance and
Young Workers

46 48 50

Our findings cast
new light on the ability
of individuals to self-
insure against tempo-

reductions as predicted
by most career models.
In this phase, a rise in family formation
and fertility occurs, suggesting that fewer
labor market opportunities may lead
some young individuals to invest time in
marriage and child-rearing. Mortality is
not significantly affected, as most young
people’s health is far from the threshold
leading to mortality.

In the medium run, roughly when
workers are in their 30s, careers have set-
tled at a better level:

Figure 3

40 to 50, average health has declined
enough that the health gap of unlucky
graduates triggers increased mortality.
At the same time, poorer health tends
to further depress remarriage rates and
earnings. Wages may start declining
for healthy individuals as well, possibly
because their slow start may have put
them on the lower rungs of job or skill
ladders. At the same time, these lower

rary macroeconomic

shocks early in their

careers, as well as the role of public social
insurance programs. Our results suggest
that unlucky labor market entrants have
some ability to recover their earnings
losses through higher labor supply, but
that this ability is limited by several fac-
tors. On average, only those not already
working full time — notably women or
non-White individuals who have lower
mean employment rates in the cohort
we study —can sub-

two-thirds of the earn-
ings gap has faded.
However, a rise in
divorces occurs, likely
due to lower-quality
initial matches and
possible chronic mar-
ital stress from lower
wages, and fertility is
depressed. During this
phase, lower health
investments and other
stressors likely increase
the latent health gap
between lucky and
unlucky cohorts, —
but with only small
impacts on mortality.
In a third phase,

when individuals

1.5 percentage points

1

Effect of a percentage point increase in the state
unemployment rate in year of labor market entry

m Marriage rate mm Share of households without children

Unemployment Rate at Labor Market Entry and Family Formation

stantially offset losses
through  increased
work. Yet even then
the earnings gap is
only closed tempo-
rarily, and initial and
late-life earnings losses
are never recovered.
Furthermore, we find
that this increased
labor supply may come

24 26 28 30 32 34 36 38 40 42

The horizontal axis represents age. Shaded areas are the 95% confidence interval.
Source: Source: Schwandt H, von Wachter T, NBER Working Paper 26638
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at a cost in terms O
health.

More  generally,
the fact that an ecarly
shock has a compre-
hensive effect on eco-
nomic, family, and
health outcomes may
mean it is hard to avoid

46 48 50

reach midlife, ages
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Figure 4

these impacts with-

out affecting some other dimension of
lifetime outcomes. Our finding that
unlucky individuals marry unlucky
spouses within their cohort implies that
within-family insurance may not be as
effective in offsetting the effect of a
weak labor market as it may be for buff-
ering the effect of an individual job loss.

These findings put a spotlight on
public social insurance mechanisms and
the role of government interventions
during recessions. Government pro-
grams targeted at lower-income peo-
ple play some role in buffering these
losses, mostly initially, but are unable to
prevent long-lasting losses.® Currently,
only Social Security benefits and the
progressive nature of income taxation
are likely to help buffer some of the
cross-cohort earnings variation due to
recessions. New government programs
keeping young people in education or
employed could help to improve career
outcomes and to prevent the potentially
destabilizing impacts of anticipated
family formation. Similarly, workers are
only indirectly and imperfectly insured
against adverse life-cycle effects on
health. The increase in take-up of Social
Security Disability Insurance benefits
we find reflects one mechanism provid-
ing partial insurance. General health
insurance such as Medicare or public
funding of unpaid emergency room care
could be another.

Our results imply that despite
some available social insurance mecha-
nisms, recessions lead to longer lasting and
broader impacts on young workers than
previously thought. This implies that mon-

etary and fiscal policies aimed at avoid-
ing or dampening downturns can play an
important role in averting the long-term
effects of adverse labor market entry.
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