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1. Introduction

Education systems universally employ exams as one of the main evaluation tools. The pre-
dictive capacity of these assessments regarding future academic and labor achievements, and
their impact on equity issues, has long been a topic of discussion. An example of the latter is
the admission exam to selective higher education institutions, which on the one hand is predic-
tive of students’ college and post-college performance (UC-Academic-Council (2020), Chetty
et al. (2023)) and on the other hand, highlights disparities between high and low-income back-
grounds and other groups ((Friedman et al., 2024)). Whether to keep or drop those exams is the
question that has challenged many colleges in recent years.!

Within the role of exams discussion, this paper switches the focus of attention from the admis-
sion exams example to examining the consequences of eliminating exams as the standard eval-
uation tool throughout a whole educational stage. We delve into the different mechanisms that
materialize an effect on labor market outcomes and the differential impact by gender, family
income, and the student’s academic rank in the standard exam environment. More specifically,
we investigate the effects of fully eliminating and substituting exams and quizzes with group
projects throughout all classes and programs at ULACIT, a highly-ranked university in Costa
Rica; ULACIT’s 2008 exam-to-projects reform continues to be active nowadays. Our analysis
focuses on several outcomes: college GPA, program duration, likelihood of formal sector em-
ployment (extensive margin), and wages.

We contribute to three strands of literature. First, to the formative assessment literature, which
focuses on the usefulness of more frequent, lower-stakes evaluations, which allow more feed-
back. Eren and Henderson (2008), Eren and Henderson (2011), Grodner and Rupp (2013) and
Kalenkoskia and Pabilonia (2016) present evidence of the positive impact of the presence of
homework on test scores and college attendance, while Kokotsaki et al. (2016), Kingston (2018),
Saavedra et al. (2022) and Krajcik et al. (2023) do so in favor of project-based learning; Berry
et al. (2020) studies the impact of higher frequency of evaluations within classes. The main con-
tribution of this paper to this literature lies in studying the effects of such formative assessment
policies on labor market outcomes.

Second, to the role of exams literature, which we have discussed already to some extent with
the college admission exams case. However, it also covers the signaling value of exams (Clark
and Martorell (2014), Schwerdt and Woessmann (2017), Diamond and Persson (2017)) and some
disadvantages they have like encouraging memorization and exacerbating anxiety in students,
which in turn harms their performance (Ebenstein et al. (2016), Jackson (2018), Heissel et al.
(2021) and Lincove et al. (2022)). Third, we also contribute to the literature on the growing im-
portance of social skills, like teamwork, communication, and social connections, on labor mar-
ket outcomes (Deming (2017), Deming and Kahn (2018) and Deming and Weidmann (2021)), as
in this setting, group projects play a role in strengthening those skills in college graduates.

!While the University of California officially eliminated in 2020 the standardized testing requirement for admis-
sion decisions, other universities like Stanford, Harvard, MIT, and Yale have reinstated them after COVID; see
Borghesan (2023) for effects of reducing emphasis on standardized exam scores in admissions. Instead of drop-
ping admission exams, many universities and countries opt for complementing them with preferential admission
policies that target diversity, such as Carlana et al. (2024).
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2. Data

Employer-Employee Administrative Dataset

This panel, collected by the Social Security Administration, covers all formal workers in
the labor market in Costa Rica from January 2006 to December 2017. For each worker, this
dataset records demographic characteristics such as date of birth, nationality, gender, as well
as monthly labor earnings (wages), and three-digit occupation, among other worker and
tirm-employer characteristics. Labor earnings are not censored and we deflate them to 2013
real ‘colones’ via the consumer price index, CPI. Only workers between 18 and 65 years of
age are kept. As usual in employer-employee datasets, this panel does not track informal
employment.’

Graduation Records from Top Universities

This dataset contains the historical records of graduates from the top 4 universities in the coun-
try: the University of Costa Rica (UCR), the Institute of Technology of Costa Rica (TEC), the
National University of Costa Rica (UNA), and the Latin American University of Science and
Technology (ULACIT). For each individual, it includes the person’s ID, all degrees, dates of
graduation, program level (technician, bachelor, licentiate, master, doctorate), program name,
and area; admission year for UCR-TEC-UNA is estimated based on the earliest graduation year,
and the respective historical and official program duration. For ULACIT and UNA, the list also
contains information on graduation distinctions (honors). ULACIT provides additional infor-
mation regarding final graduation GPA, the exact date the individual started each separate
program, and the student’s high school exit-GPA?® (average across all school core subjects in
tinal two years; does not include standardized exit-exams scores).

National High School Exit Exams

The Ministry of Education of Costa Rica provided an anonymized student-level database of
high school exit exams for the entire country, covering the years 2000 to 2019. For each student
who graduated from high school, the dataset includes the score of the standardized mathemat-
ics exit-exam, mathematics high school exit-GPA (not including exit-exam score), the individ-
ual’s gender, the type of high school (private or public), the region of the high school, and the
university from which they will graduate in the future (broken down by each of the top 4 uni-
versities, and a residual category of “other”, which groups any other university or no college
education). Given the anonymization, we are only able to link back to the other datasets the
respective averages at the university and admission cohort levels.

2Informal workers represent 39.1% of total employment in Costa Rica; this share is smaller than the average for
Latin America (ILO, 2018).

3This specific variable is only recorded for applicants who applied for any kind of scholarship at this university
(51% of all of ULACIT’s historical graduates). Given the nature of some of these scholarships, this particular
sub-sample may or may not be representative of all ULACIT students. Nevertheless, it will be useful for several
robustness checks and heterogeneity analyses.
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