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. Xichard !'rmm s ?hc Overdéduocated Ameriomt is an i-pottmc bock. e -

A

; It: g.-nnnl thasis is that dnrms thn 19&: we have sntered & umique T
) tphoda in Mim history vhers we cm no hmser assume that the once

nvuid collsge diplm :ls a prafitable and safe avenue to economic . ‘ _

' succ.lu. Fresman arguu thnt: .tncme returns from colhse ‘have declined o

~ s

upiﬂsy n;lnc.l 1970. that t‘ron both a privstc and social perspective
ﬂdditimal investmants in‘*calhaa tniniug ui.ll. be marginal at « . | "
‘m: md m liksly to rmin 50 fnr nmy years to come. This rather . | ‘
glnony mme is dnlivcred not snly to those young pcog:ie u’ho mlc
Nu.ke t:hl;r individual chntcn ibau:; attending college bur. lhm to thc:t*
of us who nh our li\nlihood :l.n :hu odt&tion 1ndustry. .
© This book is & popuiariud varsicm of Prae:nn s rnaarch p;'evi— ﬂl‘-
cusly published in .usanic joumh nd has many of the chnracccria- |

‘tica that hlV‘ nypificd his work in the put. It is. opies! ' merse:ic.

:huy.xncive and hn m uncanny aye fm; idmtifying significa.nt changes )
occmins in chc wrld around us, It alsn hu the most de(inhle attri—
butn ‘of good. rmarch in that it has stimlsted many othars to reinves- [

_ tigntn and chn}.hmse the cvidmm that Fremiq;at aptly presents. In

1‘

.this reviw, we have takes our oppar:uni;y to become devil's. advocates.

™ t.he buis of our reexminttim of the vgge and employment data since o .

. \; the 1970:, ve vﬂ} n:auc thu: at best P‘rm:n exaggerates the c.ue Yor . o |
. an avorlupply of concgn-educatqd mpmr and that ha ny in fa::f. be )

L

dead wrong. - . _
"\v‘.' | !‘rm‘ﬁn dravs uw; u{n cénclusiom in t_iis bo;k._uhic;h we paraphrase.

»
N L]
[ ] - .
- * "

1. m collage job uﬂut" un_dsm&t an unprecedented downturm at
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unut: ¢f. thu 1928‘ vit.h ynuns grlduates juat besinn:{ng thair camrs

S / . ;b."on mrcl:,r ;ffcctvl In rupmn to the depressed urket. the

‘/’

jmr btby-bom coborts.® . : . -

prwim af yo;m nen enronins in conese dropped subs:mt.ialiy re- .

g wntns t’:n long term upmrﬂ trend in educatiml attaim\nt

E. J?our njur facturn mderlie the calhge *cb urket:r. the :es;:on-
li\m :upply bnlmvior of the gqung\' r.he long \mrkins life of pgct

graduntu Hhinh makas toul \upply felatively fixed in the Qho@t Tun;
. .
ths. conmtr:tion of colhge graduac iF:lx:x ce:t:qin sectors of \chc econ~

“my. and tht cphnb fudback system due to the feur-year lag b@tugan the

decision to attcnd cnllqge an& entry into the labor market. Frmn

l:gun* that .the dmtuxn'of the seventies was caused both by a dhcﬁn&

‘*n grcvth of dmd in :Lndnstrm relative,ly. intensive in cnllese-r.:ainad

manpover and thc large incrmes in supply dug to the entry of the pqnt
f 'l

3. Cht iges vithin th& collagc Labor mimt ware as dramatic as

thm bcmen colhge sducated wrk_grs and others. The new dapression

altdqd Qignifimtly‘ carser ;lcci:iom of new g:;;sdpatu." E_came of re-

*

Jductianl in enrollments and low birth rates, t:he ddciina i:f the-college

e e ¥

markst was hdlt severe in tnchins and ‘research pasitima. I'E'éaﬁi?’u‘é,

\gudmtu v:lth dcsrm in buainns epqcm:iu, nccount:ins, bu:ineu ad~

_miltratim,wudicine mé mgimering were sore imme frn the wrst

cmoqmcu of :h: dltcriarxtim in the ‘Labor urket. There was a geu-

nu.l shift among new graduates sws, from icMc and scient;ific fields
to t:ht trnﬂtimﬂ prnfcil.iml and buinen oriented lpecizlcies.

é. )‘edcnl policin ccmtributed to the msnitvde of the depreseim.
’

rodcnl mqurch and developnent: spandins reached a,peak in the uid®1960s

' .

K

]

’
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\ R o and t\!)c.résulting c_ontr#ct:ion in funds was a tnjér cuﬂtribut;:é! ‘to' the

| “": . uﬁnéiusb&at. In addition, the curtailm;mt of federal fellewﬁh{p _ <

;," .;néf.fchohrshiv ;ﬁi*s:m during the '1970s contributed to'the )

- decline. ) ) . ‘. N ‘ | , ', ] v - "};.
~_S. In spite of the markac c?m.qii:um, Black college graduates " "

- fn'tcd reasonably well—a. mnult of afiim\:ive action snd related . Y

e . . . . v~

ey

' anti-discrimination activity _

6. The job wke: for womsen gradua:es did not daterioriate sig-
nificmtly excap: in the case of teachers.

';. Farecas:a of ‘t':he state of the mllege labor market for new
sale gra‘d;m;aq' into ‘tha future mdiut;é t:hat it is likely'to femain
depressed thrbugﬁaut the end of the 19?03;5.&;“:wovtﬁg‘»'_moaénfm1y in the
aarly 19803 ‘ané rapidly in the late 1‘38;25, plthouﬁﬁ aever retur}sing :

.. to the boom condititm of the 1960s. - Th% fm\jor 'eq‘;#iibratins factor

| . will be thg reduted supply of new g’ra&.ﬁateu. Wh;iié the position of .
_~£u’;u’rq graduates will improve, the {ukure csareer i:i'ospeccs of current
.gmdu.ttgs may not. ’Thesa cohorts mighpb_‘e“mbscg‘;‘itivany penalized v

throughout their :wct_'fc career by their bad luck in being members of a

v relatively large cohort.

In our review we will ignore the third (effects within disciplines) O
and fourth (the role of federal policies) conclusi{}m. concentrstmg'
‘ . ™o , e
sur efforts on the minm five, - This is not & reflection on their
= relative inportance: but as devil's a&vhca:es who ,have never researched
those ps‘:ticuur issues wa fnmkly have nac‘xing to add to Ffeeilan's ex-
cellent c}iseunien. In any case. the basic message ot‘ his book lies in

the ether’fivéma(fémau that addrns the broader n;grket for college

LT traioed manpower. ?\ | . Y

-
- ‘ . . . 1' . . .
. .

.l
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Our rcvinw is organizad ss for‘ous We first examine freaﬁnn's

evid.ncﬂ docunnnting tha new &epressiop for college educ:teﬂ uurkars
N e A Y \
- and critically uunnariza bis model of how the cnliege labor :atkct oper- )

ates and the renson:-wﬁﬁ'thgh warket became depressed in the 19708, We

. & - .

~ then ¢xamine some of the demographic clnsequedces resultfiog -
).‘ . . . ) LI

-

. from the éntry of the bab;:boom cohorty ant speculate about why

cohort size may matter for enploymcnt and wages. These ) .
_ N *
s apuculaciuns .Suggest, at, Ieaat t6 us, an alternative ‘explanation of
’ : what re&ily happeneé *n *&is periad. While oot inpdhsist&nt with '

Friauun J hypctheuis. it certainly ahi‘:s enphaﬁ*__fron comparisons’
v B aneng education nlxsses to those batveen new entrants and moTe experi- -

enced mrurs Using che 1968-—19?6 Current Papulatzm Surveys, we offer

aviéence on some\drastic changes ia the relativs ecunoqic ycsdtian of

new entrantn in ¢t

¢

Tebor market. We conc lude. hy briefly sunmari;ing

— .

s resesrch findings obtaincd by one of’ ug {Welch) predicting teqporafy L

s . and pernistcﬁc effcccc of cohort size on wages and enplayment.l . :

o

FPresmin™s snd Hclch‘s prajnctions for ,the futurc viabili:y of calxege .

) \ - J?
\\\&Vinuu to ccnacnic success and li&ety-acnnqmic status Ister in o

; -

:hei: vork careers’ fo: thase unfortinate enough to §nter the 1abor BEr-

. . ket 1o tht 1926& aég also contrastcdi’pin the sceond half af our review,
- 4
Ce . - we investigate Freeman s evidenca on how these labor market changes inr

4

-, .pacted a{‘blacks and wonlens, | ' . /

- & N

« ' ,THE NEV DEPRESSION IN HIGHER EDUCATION . /7 ' . B
N . . .

. * . » N . .
h y Although Freeman é;ploys a number of indicators documenting the -

\\ . . . o ,",
. L 1soe }‘xug'}:ffeccs of Cohort Size on Earniags: - The daly Booa Babies'
,\\ : Financial Bust,” ﬁinfﬁ Welch, Jowmal of Polijioal EBoonomy, forthcoming.

. . - . : * . ' O - ’ -

14 . ¢ . 8 N -_.‘J\
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~decline in incowme of college gradusres--starting salaries by fleld, re-

-

cruitmeant @iyi:s‘te:colleges. incressigg dissativfaction expressed by
raceht gradustes iun surve§ dab&--the essence of.his :rgument is repro-
duced in . Table 1. Therc. the relative earning ot collegg to high school
gradu;:ez are-listed from 1967 cthrough 1976 for ali varkers shd for
those eppluyed‘full cime, -where presumsbly better contr. { 'of employment
variahiii?} is possible. Thuse ratdos are alsa provided sepsrately for
new entrants (;hose 25-34 years old)-and older workers whose formaj
schooling long preceded this period. In his book, Freeman incl;ded

only the years 1965 ;hrough_}?&é, and we have blocked out Pis sub-period
in our table. | |

For those aaaa 25-34, the decliﬁf in tﬁs relative earnings of col-

lege graduates bet 1959 and 1974 is indeed :ckikins Compared to
htgh school graduateﬁ. the wage advantage of‘college graduates fell
Yram 40 percent to 16 parcent in just gix vears. This is ;n brfef the
new dept;ssion in higher educ;tioﬁq Since many economists belie;edﬂ

- ]

chat t%e economic returns to college oQgr the laég thirty YUSTHE Wery
velatively coustant, the etperience of :Se early 1970s was certainly
'stattling.. However, one's despair over the prospects for coileée grad-
uates is tempered Wy including yesrs preceding 1969 snd the 1975 and
19?§\3§Es.1 The years Freéman selected were clearly pesk to trough
conpari;cns. The end peﬁﬁt yaaré in Table 1 indicatéra decline of '8 per-
ccntsge points (one~-third of tha,peak to trough movement betweern 1969

- _dal
! ;
and 1974). - Although this may seem more akin to & recession than. a

AN

lfhnnq last two years were not avaigable to Freeman although the
earlier ypars were.

£

BN
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Table 1

~

RATIO OF MEAN INCOME OF COLLEGE TO FIGH SCHOOL GRADUATES

1.58 1.54¢ 1.55 1.55 1.52

. Xear
67 68 69 70 71 72 73 74 15 76
Year-Round P° }
Pull-Time f ;
Workers i v ;N
Ages f ’
- i . {
25-34 1,32 1.38 1.3 N33 1.2¢ 1.28 1.23 1.16 1 1.22 1.26
3544 1.50 1.50 | 1{5% 1.49 1.56 1.51 1.48 1.50 = 1.52 1.5
CAll Workers | !
Ages A i
25-3¢ 1,33 L3200 133 133 127 122 119 115 ) 119 1.28
35-4b 1.53 1.47 1.55 ¢+ 1.56 1.55

SOURCE: Various issues of Qwurent Pojulati m Reports; Series P-60.

&eprussion. there {¥ no question éha:‘relative wages of new college grad-
. r ‘

ustes declined duriniy the 1970s. However, we may be more sanguine sﬁnut
. r

future prospects ;}vcg the racovery suggested by the.§9?5 and 1976 datas.

If we have really witnessed a permsnent decline in the demsnd for

¢ ”

*

" collage gtadud:eﬁ4’€ﬁe perplexing data in Table 1 are the relavive wages

for :hqin aged 35-44. The most reaspnable descripiion of the data for *

) 354¢4'y¢ar olds 18 that {t exhibits no tread over the-éérzod.

L4

’ §
Tha new depreusion appsars arvbest to hawe buen(qx?%eaaly selective in

its targets, hitting only new entrant

t.e mean of the,uxperience discributien.

. %

for c&liige gracuates in the 197087 Chapter 3 ocutlines the aneiytic’

- &

~

What'cxplanation‘daes Freeman offer to exolain the depressed market -

. " 10

# and leaving untouched those in

(3

-
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core Lf bis work, sui the teéchoical details are contained in Appendix 5.
Thers, Fressan develops a sisple model of the college laber market, the
reasons for its coliapse, and some pré:pdctu.for the future. His fore-

cants are derived from & recursive sdijustment msodel! of the supply and

e~

" desand for coilege graduates, and we confine our discussicn of his pros-

[ Y -
pects for the future to & later section. *

Yreeman sqes four key elemepts as cdetermining the operatior of the mar-

ket for collége graduatres. The firet is chat prospective young college

N

cattendees are quits responsiive and sensitive t? the economic incentives
, of attendxab college. Broadly speaking, this erona;ic inccnt}v in—
901V¢t a conpariion ‘of the full wealth receivé& by college granuutes
f:cinttvs to that -ccruﬁug to high school graduates. Changes {n the ’
relastive values o} these s;resms aho#ld then translate intb relativeiy
large adjustments in the nusber of college graduates. Wages of new
coiiugw graduates are aleo viewad as qux:e flexible whil gkéttieu
::kits\gmong

pnr:ly fuduced by prior commitments constrain wage adjus
N :
older graduates further alony inm the{r work careers.

The second recoguizeﬁhth&t most of the coilege work torce received
their degrees long &yo, and cannot revoke ;hst &sszﬁion.’ Thus, cven
with responsive new entrante, total supply adjustments are likely to
be quite slow, and & re}ati\@ surplus og shortage in the market can per-
sist for many years.

The third element relates to the relative grcv;h in demand tor

 ¢011ege—train¢d -hnpoger5 The demand for college graduastes depends

among cother- things on the merular growth in demand in induwtries that

are rclativuiy‘ccilege labor intensive. 1If there occurs & decline in



-

the rtlatlv: desmand for co{xggu nanpouer. the extent Of QEACESNBATY Vage

e

adjustesit rsguired cepgﬁ&c on the degree of substitution of labor

*

§croes aduc:tiop.clpdseu. 1f firme view workers stratifipd by achqol-
ing as relatively good substitutes, then most of the “ad:ustsent to M he
nev markst eguilibriws wiil involve supply responses with ifttie change

in the relative wage structure across education clases., Freeman Cites
&

the large wage adjustoents in Che 19708 s (ndicsting that subsrituisca

pussibllitlcs acroas different schooling clagses gre not large.

The final iﬁsréﬁirnf is the classic cobwed dynamics. Since 1t

- . . . .
typically requires rour yesrs to finf{®h college, Freeman argues that

.

¢

the supply of yradustes is de.ermined by signsle*received four wvears
sarlier. Thus high wvages of college gradustes on entering coliege

4 _ .
translate into large entering clssses vh{itﬂi:u{yyears iater {nuirease

supplies-of new entraots and dapress wvagees. “Covpounding Lhe cobweb

" dynemics is an accelerator principle. Si{nce universttivs are an i=por-

B 2PN

tant source of employment for wany graduates, the Jdemsand of universities

will be partly determsined by the number of graduates. Increases in tie
\ .

gusber of gragustes will incresse demand of Qniverﬁifiee, which in turn

improve prospectw for new gradustes, and resolt in further Increases in

f

the nupber of graduaves. N
\ -

Given th s basic outline, uha: then caused che éeyr»as;on sarket?

0o the desand side, Freeman conténds that the 1970s witnessed a stunifi-

. . .
cant daciine in che rezstiee-c:nmnd fo coli®Re fatensive - indust

- Crowth rates were simply slowey in industrsws where larxe numbers ui
graduntes heve traditlionally been emploved. On thy suppliy side. thure
. :

wvas the wotry %o the late sixties a% the high'y sducated pdut-war

e
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baby boom cohorts.l Thus in the 1970s, the market collapsed because of

sharply increasing supply as well as a leveling 9Ef.in demand. There is

one potential explanation of the market downturn that Freemsn dismisses--

i
G

. | 2
that it resulted from the ovgrall economic recession of ¥he 1970s.” We

will argue below that aggregate economic activity played s larger role

' -
than Freeman assigns, especially when one's perspective shifts frow educa-
tion compariscns to the new ertrant labor wmarket.

-
.

How wéll does Freeman's model explain the new depresdion? Using
‘ N - '
his empirical estimates, Freeman demonstrates thst it certainly tracks

toth college enrollments and relative wages of new graduates remarkedly

. 2

well both through the booming sixties snd the ensuing seventies bust ~
But the-ability to répraduéﬁ the past is not the ﬁniy criterion otie
usgs in f;dging the value cf a model. We must aléb~axamine'it} internal
lcéical structure, the importance of behavioral relative to purely mech-
an;cal relationships, the car;esvondence of the empirical model teo its
theoretical counterpart, the rcbustness of the estimates to'si@ple de-
partures from assumptions or minor changes in the dsta, end irs ability

~ to project the future as wefi as t.acking the past. Since we did not
have the data to experiment with his empirical model, the concer .5 we

« express serve mostly as a caution that at this point somethir less tgan

full acceptance of 'reeman's model is in order.

LWe will document the extent of these demographic changes below.
2
For example, see p. 72.

3For example, see Fig. 9, p. 54, and Fig. 13, p. 71.

~




-10- .

- THE FREEMAN HQPELTaF THE MARKET FOR BEGINNING COLLEGE GRADUATES

Freasan's ewpirical model is summarized in Appendix B of the Look

which, for convenience, we reproduce: -

¢ L

1. Supply of freshman males to college (1951~1973)

FRSH = -2.02 + .86 Pop + 1.31 [CSAL - ASAL]
(.21) <~ (.28 ‘

+ -

. +" .21 FRSH (~1)
(.18) + -
RS = .987 SEE = .049 . -

2. Dependence of ;¥Q33ftﬁs on number of freshmen (1954-1973)
- -
BA = -,63 + .71 FRSH (~4) + .29 FRSH (-5)
(-20% ' (.20)

RS = .576 “SEE = .061

-

3. Determination of college salaries (1951-1973)

CSAL = ~2.25 - .15 BA (-1) + 1.1 DEM + .31 ASAL.

(.02> .51y N {.2&)
4+ .45 CSAL (-1} v
(.11
E ~.
K™ = 594 SEE = .018
‘ wheré: FKSH = pumber of first-degree credit enrolled maies.

Pop = mumber of 18 to 19 yesr old wmen;
CSAL = gn aversge startlﬁg salary {in 1667 dollars);

ASAL = averagk _smnual earning ot fg&lvtime workers
(in 1967 GoTigrs); it

DEM » gn fndex of demand, calculated as sn ~wverage
of employment in 46 industries (with fixed
weights for the 1960 proportion of employment

' in each industry with college degrees); and

BA = number of male bachelor gradusates.

i

-
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‘Nusbers in parentheses beside regressors indicste number of years isggea

\

. .« . x .
amd numbers in parentheses bglow the estimated coefficients sre esti-

¢ *

mated standard errors. All regression varisbles are {n log&rithss so
that coefficients <can be road as alisticities or ratios of perceniasge
i ’ ‘l l'

change. For ‘'xample, in the fi;g:,équ&ticn, thg;eé:;mate,ia that other
- . . ~ ‘ 3 ,
~ 5 - 1 N - - .

things equal an Iucresse of one percest ih the number of 18 and 19 year

e e- -‘ &
old men in the populatfon ta reaser ireshmen enrollment by .88 percent
; . - : -

and an increase in the nuigbe® of freshmen last year of ohe perceht,
increases thEAnumbeg of freshwen this year by .21 perééntn

?he»behaviorsl coapenent of the first equation relates the decision

of potential .freshmen to enroll to thy relative incowe advantsge of s

2

college degreg as proxied by (CSAL - ASAL). The second. equation is o

4

mechanical relation between nun er of BA degrees granted and freshmen

-~

. . .
€nrollwment four and five yvars earlier. The key behaJioral link in the

third equation is the effect of the supply of BAs (BA(-1)) on the wage*”

of new graduates. Thus the process is one in which current sglaries of

college graduates {relative to others) attracls an enterifng freshman

class of a certain size. Four wars down the road, thsse freshmen be~

*

- come newly produced BAs who will depress college w&ges‘ﬁne year later.

This lower wage will then raduce the number of new freshmen and we are
N

- off and running on another round.

. o . L)
Freeman's comouted R™'s which suggest a "good f4t" are not uncom-

mon to time-series data. All in all, the statistical model {s well

&

extraordinary sensitivity to economic factors.

\
For example, iﬁ\ghe freshoan enrqlimeﬁt equation, the [CSAL - ASAL}

behaved and suggests

variable, the ratio of beginniﬁg salaries to average salaries for

*



full-time workers has ‘s higher partial corrc.ation (0.76) with enroli-
ments than either the nunber of enrclliments last year or the 18-19 year
- old gopulatiﬁn. In :rying to interpret regressions of this sort, how

ever, it is important to keep in mind the fact thac the underlying data

%

are highly correlated and regression estinates sve subject tg won~
trivial estimarion error.
A litexral readins of the freshnen enroliments equation suggests

that the nunber enxoiling lant )ear has no statistically nigniticant

‘

effect on enrollments this year given the 18-19 year otd’popubaczan.

This is quita paasibly &n frtifact of the correlation between the size

of the 18~-19 yesr old poﬁ(l&tian and freshmgn last year. From the data
\4Fremnan repor:s, we cannot calculate this corrclation. but we can com=

pute what the ragresnian Rz would be if the [CSAL - AS&L] (the only

t

bﬁhﬁ?iﬁt‘l) variable were delete&—— 670 as oppoee& to .987 when it is

2

includad The .970 R° that obtgim}/(ith [CSAL - ASAL] deleted is, of

cdurse, the lowest of the: regressions poaaible when omitting one of

the tiree regréswors and is & clear indication of the colinesrity in

-
- - . . ‘—
.

(f’thﬂﬂﬁ dsta.
K\\ Colinearity in and of itself does not fintroduce bias, but it does
give estinates that are likely to be sensitive to specification. In

such a case the high multiple Rz.guarantees succerxs in trq;&ing.data.‘

But the fact-thit-thesg data could have been tracked almost as well

..

(R2 970 versus .987) as a purely wechanical relation between popula-
) \

tion and enrollments last year without reference to economic variables
is reason for care in interpreting the role of economic varisbles.

0f couree, in cowpsarison to the third equatian, the determinaticn

-

of beginning salaries, the implied role of ecanonic variables in the

G

N\
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knrollment equstion pales considerably. The partial correlation be-

-y
- °F

twesn beginning salaries (this year) and the qumber of Bas C?ggf year)
is 0.87, but the same colinearity proviso holds: 'If the'variabie re-
ferring to the number of BAs was deleted"from the beginning salary
'~ equation, the RE would be‘.975 instead of .994 when it is included:l
Before examining the logic of the mo“el, one observation councerning
dats seems ié order. The supply equation fé} cdllege eq;&llments use;'
the ratio [CSAL - ASAL] as an indicator of the prospective income gain
g .te college. Unfortunately, the denominatég of this r;tin. the average
¥ leary«of full-time workers, includes college graduates too. As &
result, growth in the college graduate share of full-time work force
. (sée Freeman's projections, from 15 percent in_ 1969 to 25 perceat in
1990, Fig. 14, p.F?S,'fér ghe male labor force) will builé in spurious
‘decay in the beginningiaveisge salary ratio. In add{tion, thi§ income
rat@pfnessuren the eainings of new college graduates relative to average
male esrnings. It is as much a proxy for the wase of new entrants rela-

tive to péak earnings as it 1s for the income advantage of college grad-

uates. As Freeman nates, this measure i{s forced by data limitations

IWe have noted that with colinearity regression estimates are sen-
sitive to specification. As such, Freeman might have considered alter-~
nativg gpecifications to dispeﬁﬂ”concerns (like ours) that results may

: not be bugt. There are two rathersobvious re-specifications tharr
. present themselves. %~ " ' A
' First, io Equation 3, CSAL{-1l),and ASAL appear in free form. This is

beciuse of the recursion in CSAL. Inm contrast, in Equation 1, coeffic-
fents on CSAL and ASAL are constrained to be_of equal numerical value
and opposite sign. Why not free these coeffi{cients in Equation 17 A
finding of opposite sign but equal value would strongly support Freeman's
contentdi that onliy relative wages matter. -

Second, in Equstion 3, the number of BAs this yeaag does not affect
this year's starting salaries, but the number of BAs last year dges.
Why not permit both to have an effect; i.e., include both BA and BA(-1)
and see what estimates emerge? -

T Y

- ”

+
b’}
ey
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outside his control, b it does make one wonder what model of the
. - .

labof‘fqtca is really being t:g:ed.
-

THE LOGIC OF THE STATISTICAL MODEL

. Freefian's model hag;three characteristics thar are more or lews
familiar to economists. It is recursive in the sense that for the
enrollment and salory equations, where you are today depends on where
you were last year, and the current crop of BAs depends on ffeshman
enrolliments four and five yoars ago. Part of it is S;se& on &n

*‘accelerator idea, that an increased supply of %fu&ents creates an in-
creased &ennné for teacgers._ Usually accelerstcts contribute to
6ypqg&p inst;bilit?. but in Freeman's implemgptstian\:he accelergtpr'

loop seems not to\htrflose&. The demand measure {presumably) encom~

- -

passes enpie%ﬁent in educgtion‘“industries.“ but there is go feedback

o —

noted between employzent in these igdustries and the number of college

gradustes in process (students). The accelerator idea, which is quiZe

-

appealing, was lost somewhere in the empirical implementation cf the

theory.
. LA F
"The final feature which also spplies to Freeman's earlier warkl

L.

- 48 that c¢f the cobweb which, as-Freemad notes, was f£irst used in

+

‘studies of agricultural markets. " Let's go through the model's dynamics.

Equation 1 suggests that the number of en;éilments this year is affected

£

by curreunt population of 18 and 19 year olds, by last year's enrollments

7"{ 15"?:3 Labor Narket for ba@lege-huimd Manpower.

»

. fé;
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tﬁd through thes Qhatever affectedﬂenrollment last year,vand by the

ratio oﬁﬂb&ginning college graduate salaries to average full-time
-0 worker silarieg: .Other than for ;Q§i§ﬁertla of the reéuraf&&:thst
last-year's freshmas looked at selaries‘las: year, and 80 on; this
year's freshmen are myopic: They ignore selaries of elder'éfaduates’
i; favor of the wage this year's graduates receive.

After four or five years, this.yesr’s freshmen "hatch" as SAs
(ﬁsgation 2), and one year later”they drive salggien of beginners
down. It 1s~no: clear why &n increased number of graduates this
year does.pot reduce thi“,yiﬁx's starting waée, but it makes sense
that & large crop this year migh:‘"cverhaég“ the market and drive
. next year's wage down . / \

Now trace the cobweb. Suppose that thié year's starting wage

is "aigh.” }f so, when the students attracted by this wage hit
the joh waégét, the starting wage will be "low.”" Th: w»ub with this
kind of model is that it.fcrces‘expeétations to be frustrated. The
implication of =he sup)ly ﬁo&el is that prospective freshmeé expect:’
to receive the s&la;y that obtains ?hen they enroll an§ yet the
model's dyﬁamicg imply that a one percent higher salary today lowers
tﬁe wzg\'receiv enmg;a&ustion from .14 to .20 percent. How many
cyéles would have to éccur before prospective‘freshmen caught on?7

‘} This kurd of model is the antithesis of the,full-gareer view
ve sketch below vhere,higﬁ.entfy vages signal low ggbsequen; wages

and vice versa. We don't really know how prospective students form

ekpectatians about post-graduate esrnings. We do know, however, that

b
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if they behave wyopically and if salaries are as sensitive to the
number of BAs as Freesan's ?aicuiacionx suggest, then high schaal‘an&
‘ . , céllqse counselors would be well advised to varn theér st(&ents: Things
are not only not whs; they Seem. thaytgre the opposite.

N

- . BBSISESS C¥€LES

-

Our :thticiﬁa abaut some of tbe nechanics of the madel Freeman

e

uses to explain the new daptcusiun dravs our attention to one ex-
planxtffn he dismisses. ‘f@grc uufortunately ptovide; ;q with few
uncontininated experinen:s; Coincident with the entry into the

labor market of the baby haonhcoﬁcrtt, the o;eralll oncay was de-
pressed Fglatiﬁ% to its recent past. As background ¥or the wages of
individuals observed over the 19671974 period, we had a igcro—econony
that began &# very robust, expérieneé& a siﬁi-raeessiou in13970 that
bottomed in 1971, rebounded in $972 snd 1973, and agais floundered
late in 1874 (as described ﬁy yearly unemploynent rates‘in Table 2):
Wi:h this ycar-hy-year volatility, it would be surprising if all
workers dasisn;:ad by skill or job experiencc were s#milarly affected
Just as the labor market was forced to assimilate thq largest and

o nogt educated Ciill of new eatrants in its.hi?caty, ?he business cycle

-

deterioration certainly made that task much more dif%icult. Can these
!

business cycle trends explain wot only part of the dfffiqplties

encountered by young people scross &ll edication levels, but also
sone of the decline in the relative earnings of new éallese grsépates?
. . 1 -

P ,
Yo the latter question, Freeman answers in the negative because he

agssumes that cailége graduates are less vuloerable tp recessions than

-  those with less schooling.




Tible 2

i

MEASURES OF ANNUAL LEVELS .OF CYCLIC ACTIVLZTY

I Year ,
\ L 1967 1968 1969 1970 1971 1972 1973 1574
\ | . A. Annual Aversge'ﬁnénployment Rate, White Hales,t
\‘ 2.7 206 2.5 4.0 &9 &3 3.7 4.3
\ . . | — ‘
< ) . iPurcentase~nsviation”ftuufrrenﬂ of I[ndustry of
g T Employmsent” by Year '
| High School C
, \ Graduates ‘ 1.8 2.3 3.8 6.9 -2.2 -1.5 0.5 0.6

| College Graduates 1.7 2.3 3.5 L5 1.4 -1.4 -0.6 =0.2

\ Lrhese are 9ui§hted averages for industry deviations of fgploymen:
from tyend. The weights are employment shazes by industry Tor college .
and high school graduates. These are presented in Smith-Welch (19?8q?
Table &). ‘

\ Kl

4
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L4 N ' 1 )
M His view is based on the theory of skill specificity.” The sotion

is that firms invest (through hiring, training costs, etc.) in their

workers and prategt those investnantn as demand falls by raducing util-

~.
ization rates rather thsan by terminating employment altogether. The

skill composition part of the theory is gaiped by positing that the
) fiym‘s‘npecifie investmggt share of_gagar:s pro&gcta is positively cor-
$ related with skill level. Thus'the firm protects its ski&le& work |
o force relative to the unﬁkilie& graup unde; tcn;erary‘ﬂounwards trends.

‘ ; However, while this theory makes sense. for experience& erkﬁrs;
, ' . . W - » .
} _ N
oue must he careful in applying it to new entrants where wmost of Freeman's
. ‘ * . #\f :
wage sction takes place. . With firm specific training, it is important .

to distinguish between insiders (those where training and hiring costs

]

have alréady been incurred) and outsiders (potential new biyes with
B
positive training and hir{ng costs). If firm spﬁgific training predicts

that during downturus a firm will underutilize its in-plice skilled

L]

labor force (essentially hosrding its skilled labor for fear of losing

prior inveézments). whst 4s the likely plight of a highly skilled new"
L] ‘
entrant? The forces that tend to stabilize demand for its experienced

workers are exactly the same as those that could destabilize demand for
<
new entrants. Such a view would predict pro cyclic ratios in income re-

turns to schooling for new eatrants relative to the experienced work

ﬁcrce.' ‘ %

-
§ -
v &

lﬁn alternative theory often used to explain why skilled labor is
less vulnerable to cycles posits that substitution-elasticities between
(short-run) fixed capital and "unskilled" labtor exceed those between
: "skilled" labor and capital. If substitution relationships are as
x posited, then the demand for unskilled labor falls relative to the de-
) mand for skilled labor as firms compenszste for capital fixity.

. é?g}

. . : - g
¢ « .1'
i . ! T
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‘In [y rdcar:t. paper we examined this notion by iinve‘stigatf)ns eammgf
of naw nntr;ns g;gh :ch&ol aﬁd college graduates using data from the
Hnrcb 1968—1975 Qurrend - Pbpupa*zon Snrveys. Our finding was thac,
within industric-. business cycles weére neutrsl b&tween new hxgh school )
and college graduates, Any aggregate npn—-neucrality for them ‘s.ems to
be an arcrifact of differences in the industrxal.compaéition of engia;-‘ \
‘o  want. BOt, college/high school graduate éiffdrgnceﬁ ;n exploymant pat-
terns are large an&‘thare is‘nnch.roam for compositionsl effegtq. For
‘axample, 43 percent of all new entrant collega gr&du&tas work in ser-
vice industries (largeinﬁealtgy educ§tion. and professional servicgﬁl;
vhi}? only 11 percent of high school graéuatés work in tﬁese indus ries.
'gghsnntra;:, 49 percent of high school éraduaien and only 2% percent of
coliege graduates work in manufacturing. High schqpl,graduntes Q;;k k
in 1ndnstries‘1hgt are disproportionately vulnerable to busineng cycles
, ‘ "
ffx ) and, for "normal recessions,” they are wore sffected than college

L o

graduafes.P We cadulated individual year deviations tn

‘employment from tread for coliecze and high school graduates separately.
) These are listed in Table fg'for the vears 1367-197&4&. If our indices
.2 sre adequate proxies for cyclic variability\differences by §chaoiing
- »

level measure compositional effects of cycles. -

In fact, 1941 uppears to have been a aormal recession and, ss
‘Txhle 1 showed, relative earnings of college graduates were unusually
high that year. But 1973 and 1974 were atypical. ~ Ty both years indus-
trisl englaymeat ps&terns were mixed with some industries lying above -

long-run trend and others below Lrend, and in the aggregate employment

XSee Smith-Welch, "Local Labor Markets and Cf{lic Components ir
Demand for College Trained Manpower," '9?83

€y

. \‘l ’ -
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° was relatively depressed in industries disproportionstely emploving col-
lage giadu;tcn. The sharp decline in relative eamings of college gradu-
ates, particularly im 1%74,\ was probably due in part to cyclic factors.

VPhile business cycles contribured to the magnirtude of some of the

\

swings exhibited in Tadle 1, after we -orrected for business cycles, the

basic tresd of declining wages of new college graduares, although slightly
gJ, . :

muted, remained. Thus, the' new Cepression in college education, while

a - .

possibly exacerbated by business cycle conditions cannot be explained by
thes. Howevar, wher we examine the new entrant labor market below, we

shall see that business cycles did not play a trivial role.
\
5 :

-~

T -
WHAT DOES OVERSUPPLY HE&N-—THE CASE OF PLUMBERS

To this point, we have limited our comé;nts to ﬁho;;\direcﬁly Te-
1&:36.:0 the ¢~ ants of Freexan's book. For the remainder of thiu
rc#gcw. we free ourselves of this restriction s&o tHat we tan more di~
rcctiyvquéééien,whﬂt is really the fundamental tganis of his work.
Fr:aunn’; major point is that the supply of college-trained manpower .
is increasing faster than demand and he supports this view by ghowing
declining relative aafninga fat new entrant college graduates. Ordi-
narily if'thc supply of something wure to inerease-fsgter ;hnn demand,
we vould expect its price to fall, and Freemfz;v’evif:vv* is supges-
tive. Yet for prospective college students,‘fuil cureer esttings, not
j%‘t sniry waged, eré laportant, and the fact that eamninmgs of prime
agsd'collage graduates hawg niot fallen relative to esarnings of similar
high ;chael graduates is rea;an to examine the evidence for new entrants
BOYE c}asaly.

p

Fr !s calculations of rates of rertumn, of incose gains asso-
L Y

cisted with college artendance, which he presents in Appendix A, are
<4 ‘.

.
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baved oo the idea that full-career sagnings ave relevant. This per-

' chctivc. orften called the human capital view, is appealing for under-
standing occﬁpattauak choice regardless of vhether the cholces involved
fﬁf;t to differences in schocl completion levels or not. ‘It is nothing
sore than § simsple statcnégt that full careers matter. But from sugh

u.pnrspcctiw the dimtinction betwwen entry and subsequent wiges 1
cruétal, and it is essy to devise cases in wvhich signale imbedded in

. "entry wvages sre misleasading. >
. Suppose, for example, that ptople-chooséAbe;w-en skilled crafc
| ‘ipccupatio;u by selacting that occupation having the greatest (present
.A‘vuiu- of) i1ifetime sarnings. If this were the only criterion of ghoice,
& ‘ . ‘

;an& if there wers no rvestrictions on entry, then market eguilibrius
would obtain such that lifecime varnings in sach of these occypations )
would be equalized. Now consider.one of these occupations~-plumbers.
A‘?lulbtr'u career consists of two phases, an apprenticeship fol-
‘p«(d by full journevman status. The appreatice performs éiéfsrenc
tasks that are sore conducive to learning snd require less sxill and, kmong‘
other thioge, the velue of these tasks depends cn the numbers of jour-
neyman available to apprentices. As the nuuber of apprerntices increases

relative to the number of journeymen, the value of aspprentice tasks falls

relative Lo the value of jourmeéyman t&ﬁk§,1 Now suppose thet there is

) ~

»

< ~

Ve can think of this relation a# having two parts. The apprantice
iw Both learner and worker. The amodnt of work available to appren-
tices depends on the amount of work done by “journeymen (apprentices are
in parc journeywen's helpars), and increased apprentice/journeymen
ratios reduces the work avsilable to each apprentice. Learning by ap-
prentices requires time from their jpurneyman teachers, and increased
apprentice/joureyman (student/teacher) ratios incresses leaTning costs
of apprenitices. - _ ¢ - ' '

£ -

(2%
ot

e
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an\hnantxcipatp6 tnorsase in demand for plumbing services. In the short

-

fun, the oumber of Journeymen cannaf be incressed so the effect is to
increass jau;u&ysnn wiges. Thue number of “pprentices csn.vaf course,
4 increass and tbi improved prospects for journeymen 1s suffictent ro do
80. -Frafﬁthis, tt,follcw:’tﬁQ: a short-run equilibrius that equates
full carser earnings of plumbers with altemstive craft occupations
calls for lowsrr apprentice wllges wvhen journeyssn vages exceed thelr
long-xun equilibrive levels and vice versa.
This i{# not to say that recent declines {n relative caroiogs of
new entrant college graduates can be construod &8 evidence Tha! denand
1s ipcreasing f{aster than supply. We would te more optimistic if rela-

tive earnings of prime aywd college gradustes had incressed, bul on

~ the othsr band the stabilircy oﬁ,relativc carnings of prime aged worken

by

is reason for skepricism abou y broadly based reduction in demand

for colluge trained workery. The (‘mpgﬁ of plumbers is relevant be-
cause sven though college grsd;ateu'da not ordinarily transit through
formal apprunticeships, they do follow careers xnvaivin; nog-trivial
lesrning phasus during vhich tasks performed are nob always the sanc
as thoss of the senlor ooftbers. H;reaver, the apparent constancy of
relarive sarnings for prime aged college and high school graduates
coupldd‘uith changes for new entrante; diverts our attenﬂxafffrcm
‘brouék& defined murkets for the college trsined o markets tor recent
entrants. Net only do we observe the dncome behsvior Freeman sum-
marizes, but the new entrant labor market exhibired other {nteresting

fastures after 1967 which we now explore.

L%
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WHAT THE BABY-BOONM-COHORTS DID TO THE LASOR FORCE

In Fig. 1, fertility rates are graphed from 1547 to 19?5. Birth
rates increased shsrplyﬂafter 1947 &nd peaked in 1957, & trend popu-
larly labeled the baby boom. After 1960, fertility rates decreasad
rapidly until by 1975 they had reached their historic lows (the baby
bust). That these dramatic swings in fertility rates produced 1arge
shifts in the education and age distributioﬁ of the work force two
deca&gs later is documented in Tables 3 and 4. Table 3.A lists five-
year percentage increases in the labor force by s<hooling level since
1952. As the ﬁ&hy-boan-cnborts began enteriag the labor market io the

late 1960s and the 1970g, the total size of the labor force expanded

by 21 percent from 1967 to 1975. In fact, in absolute numbers the

e

Festility rate

i | t 1 | { 470

1947 1960 1965 19680 1965 1870 1975

Fig.1 — Fertitity rates 1947-1875
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‘total labor force grew more in these eight years than it did in the

fifteen preceding years. Mot only were labor markets pressed by the

-

eatry of those just out of school, but participation rates of married

. -
women have increased and veterans of Vietnam have joined the labor force '

as well,

Table 3

GROWTH IN LABOR FORCE

A. Percentage Crowth in Civilian Labor Force by Eﬂuca;ions

Year Total Labor Force Years of Schosling
: 16 and
: 5-8 611 12 135-15 over
5257 5.73 -6.41  9.61 16.0 9.47 20.1
57-62 7.39 -12.2 6. 31 16.2  30.6  29.%
62-67 8.60 ~13. 8 4.17 * 23.1  20.8 18.4
67-72 12.91  _20.0 0.8 23.2  35.6 31.6
72-75 7.20 -15.9  -6.28 9.57  20.7 2.6
72-75P 11.99 -26.5 -10.5 16.0  34.5 41.0

B. Yearly Percentage GCrowth Rares in Male Civilian Laber
Force by Age 1967-1575€

Year o Age

20124 25-34 35-44 | 45-54
67-69 .023 .035 -.014 . 007
$9-75 * .058 .050 -.004 .001

8couRcE: Bduoational Attairmeni of Workers, March 1975 Specisl
Labor Force Report 186, Table A.

bﬁdjusted to S~year growth for cowmparability with earlier periods.

CCOURCE: Derived from Handbook of Labor Statietice 187¢, U.S.
Departsent of Labor. .

"b



[y

«25-
Evnn‘though the total labor férce,gréw by one-fifth since 1967,

the nuiber of workers with 5-U years of schooling fell by 32 percent

and those with 1-3 yaars of high school declined 6 percent. In con-

‘trast, during thase eight vears the nusber of high school workers

grew by 35 percant, and both fo; tgcae with 1-3 years of college and

for college gr&ﬂ#stes,the(number of persoas in the'civiliaq‘lsbor

force jumped an a#tonishins 64 percent. "As indicated in Tsble 3, the

i;crcasc,iu té; nusber of college graduates was much larger after 1972t
These new cohorts not oniy altered eduEationsl distributions

but they obviously sffected directly the oge distribution of the work

force. Table 3.B lists yearly percentsge rates of gragth'by age for
i

 the male lsbor force. . The totsl pumber of 20-24 year old workers in

the force increased by 47 perceant since 1967, with the yearly rate

o~

of growth sifter 1970 wmore than double tkat from 1667-1969. Similarly,
the number Sf men aged 25-34 in the lebor force expanded by 36 percent
over these eight years. 1In couﬁraat, the total number of mule workers
over 35 has sctually declﬁne&'sinée 1967.

Tuese age and education trends impacted doubly on wmore recent’
entrants. Table & provides percentage growth rates fer high school and
college graduates by age groups feor two sub-periods between 1966 and
1970. After 1970 the number of college graduates 20-34 years old
increased by over 80 gpercent! Therc was aiso a'rSPid increase in the
number of young high school gradustes relative to thosé over 35,
Freeéman ‘s book and our review hiéhlight some of the problems these
demoygraphic changes caused and the resulting adjustments made in the

lasbor market, espucially for more educated msnpower. But given this

-
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“Table & \ -
) GROWTE IN MALE LABOR FORCE BY EDUCATION AND AGE 1966-1976
- ' >
- A. Percentage Change Between Years
College . High School
20-24 | 25-34 o as+ 20-264 2534 35+
66-70 34.0 12.4 7.2 12.9 15.2  13.3
70-76 82.4 83.6  21.1 43.4 38.3  28.1
B. Bi-yesrly ?arcentage Change for
| g »
; * College AN High School
‘ 20-26  25-34 . 20-24 25-34 #
) 66~68 3.12 6.67 0.41 7.462
68~70 25.6  5.52 12.5 7.30
70-72 50.8  16.1 19.2 5.81
72-74 3.12 23.8 8.61 6.21
74-76 17.2 27.7 10.7 . 23.4

SOURCE: Educational Attaimment of Workers, Special Labor Farce\
Reports, selected issues.

historically unpreéedenced growth in the labor force after 1968 and ity
conceatration among the young and more educated gradustes, one may se -
wmore impressed gy tha eeougny's abilitf to absorb these shocks thsn by
the difficulties encountered. Thoge who tend to worry about how the
U.S. private econowy cas "create" jobs will find it havd to explain

what happenad iz the American economy during this period.




-

-27-

WHY DOES COHORT SIZE MATTER?

The American economy undergoes & continuous process of compositional
v i
change induced in part by past decisions on family size and educational
atcainment. The recent experiepce was an extreme example, but there are

many other instances in American history during which the size and educa-

-

_ tional distribution ef the work force changed significantly im a relatively

short period of tiwe What do we {econonists) know about the affé&ts of
such changes and cohort sizé in particuiar on the wage and employment
structure within the labor force? A truthful answér is embarrassingly
little. While the effects of cohort size.have at timeg been used to
é&plnin other types of behaviar;l their &irect impact on wage structures
have typically been asserted rather than investigated. |

Ve will summarize in the following sections some recent empirical

-

-

vl g . .
//festinatee by Welch on the effects of cohort size. But, encouraged by

:hé relative ssatcit? of evidence on these effects, we will first spec-
‘ulate about some potential mechanismé through which c&h%rt cize may
matter. "What sort of. world éo members of large cohorts confront? They
spand th::; chiidhou& as memhers of relatively large tamilies competing
with their siblings for limited family resources. Not only is family
income spread a;er wore children, but the time and care of parents devoted
to each.child is pr;bably'reduced. Then, they attend crowded elementary
and secondary schcolg where teacher-student ratios.are higher than the

porm, and limited sessions with smasller daily hours, particularly in the

lower elementary grades, were common. They may also face an environment

ISee. fer example, the interesting work of Easterlin on fertility
trends.

e
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.. particularly as they relate to workers arrayed by job tenure. With
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structured by the smaller coborts that preceded them where the number

of available "slots™ in prestigious high schools and colleges are slow

to adapt. What the accunulsted impact on eventual narketable skills of

~

these factors was we sinply do not know. Socioclogical r&search on the
e

effects of family background suggests these effects may be quite real,

and the deciining-S&T scores beginning . the nid-sixties ﬁay bear wit-
1

uess tc it. Barring full compansatory behavior by these coherts, this

class of cohort effects is likely to be long-lived, penalizing its mem-

b;rs throughout their work carecers. These cohort size effects refer to

‘quality per se and, like it or not, we believe that there are good

ressons to expect adverse effects for mewbers of large'cohcr:s;

There is another set of factors set in motlon as these cohorts
enter the iabdr market that are the patural province of economists.
Large cohorts alter relsti?e factor ratios, and the most straightforward.
prediction of economic theory is that relative wages will decline. In-
deed, we conjecture that the regl permsnent contribution of Freemasa's
work is that it has raised this aspect of céharé size to serious scholarly
concein. Oaly if all vorkers, regardless of experience or schsoling level, .
substitute perfectly for esch other is the structure éf earnings indepen-
dent of cohort size. If perfect substitution does not rule, then rela- |
tive wages will be altered by changing relative nunbers of workers across
schaolinstlevels Oor years of.éxperience. Unfértuns;ely. econonists have

iittie hard evidence on the degree of such substitution possibilities,

workers clagssified by schooling and experience or date of entering the

1Cuup1a1nts~hy our university colleagues on the quality of contem-
porary students could also be cited. But, after listening to these com-
plaints foi wany years, we are not sure we detect a secular drifte,

' - 32
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work force, the ndnbar of possible specifications of substitution -

.. patterns is too large to expgéifun;trﬁctgred dats to be able to sort

:hraush them.

~

¢

?r-cunn argues tha:,th&‘éetlinigk rel&tive wages of new entrant

-

college .raduxtt: is an indication thnt guhstitution 8CTOSS schooling

classes way ngdﬁgz\la:se. Buq\thg_sbsence of any effect on more experi—
annd~collesc ﬁorkcr:_bcca-na especixlly puzzling if the main differenti-

iion is one across achooling classes. " The lons-tern‘relative constancy

" in relative wvages across schooling elssaes also nlkes one cautious in

r;lying too hstvily on small substitution pessibilities by educacion.
%n altemative persPective which highlights digtinctions across phsses |
of ‘& work career seems to us to.affer greatey pﬂt&ﬁti&liin explaining
vage Sehaviégjrasultins from the entry of these large cohorts in the
1970s. |

independent of quality considerations referred to above, ;he pro-

ductivity of & cohort may be inverse to ils Size. This relation, often

called the "law" of dininishins produc:ivity. can be fllustrated hy

' ~pu¥cﬁing the example of plumbers which we referred to earlier.

Suppose that there is an exogenous ingsfése in the number of appren-
‘tice plumbers. Iﬁ-le;rning-intensiﬁe career éﬁases, apprentices are
partly journeymen helpers. An increase in the number of apprentices
relative to the number of journeymen simply increases the amcunt of help

av&ilah 3¢ to esch journeyzan and enhances the productivity of jocurneymen,

‘&t 1e&st relative to apprentices who through "crowding" become less pro-

ductive. But as today's largé entering cohort transits at some later
dtte into journeyman status, the number of journeymen will increase

reittivc to the number of lppreutices unless future entering cohorts are

3y
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also lirgc. Thus throughout its career, a large cohort implies ilrels-
givély large number of workere in each of Ats career phases so that the
‘adverse effects of aiig persist. Yet there are good reasgns tq expect

.

't?aa@ ;ifccts to be magnified at entry relative to subsequent points in
;\- éﬁe cnf;é:. Suppose, for example, that a plumber's career spans 4S5 years,
‘_S.year& as an.aﬁﬁreﬁticf snd 40 yesrs us & jaurneynan.' Suppose alsd that

the ability o agprcﬂtice or journeyman to do plumber's work depends

, only on the gpptentieefjaurﬁeyman ratic:—sn increased ratio reduces :h;

productivity of apprentices while increasing productivity of journeymen
and vice versa. Now, if the markei were in a'ftable equilibrium with a
canstant‘nuaber of plumbers, there would be sn equal number of workers
at each of ths 45 work experience yeérs so that the number of retirees
each year {those campleting the{r 45th year on the job} would equal the
number of apprentice recruits. In this case there would be one appren-
tice for cveéy aight journeymen (5 apprentice years/40 journeymen vears).
If a new échort were exactly twice as large as ususl, and if all subse-

, quent coh#gts were the normal size, then_ﬁnr*sagg\sf the, new cohorts
apprentice ye;;s the nunbef of apprentices would be 25 percentvabave
uprn;i,¢yhile for each of ita jourmsywar years the number of journeymen
would be anl} 2.5 percent above normal.

Ehare ic another reason to expect that initisl effects wiil decay
over work careers. As large new cohorts enter, they impact différentiy
on experience, scho?ling,.accupat;ons, and industry grohps. Initisal
vage reductions should b§ cérrelsted broadly with the size of the Aew
cohort in the occupation and i{ndustry gréuping. These {initdial wage

effects create incentives fcé those most sffected to enter and acquire

tﬁosc skills quuirgd in the least affected areas.

‘- . * ,
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In a sense, the labor market operates & a melting pot eventuqlly

—

blending in workers to smooth out the initial parturbations.

THE OVEREDUCATED AMERICAN OR THE OVERCROWDED NEW ENTRANT?

Ug hive seen that the entry of the highly educated- post-war baby
baoa cchorts produced two important demographic changes in the labor

force. There was, of course, tbe incresse in ;he :elative number ef

i

college graduates that Freeman emphassizes. But it also substantially -
sitered thefige distribution of the laber force for both high séhoolf
and ¢ollege graduates, incrrasing the number of young workers (new K\
entrants) relati;e to fﬁggsxperiencéd work force (peak earners). Which

of these trends dominated the labod market adjustments since 19707 The -
&
dngwer to tivkt question depia rtly on the relative ease ef substi-

+

tution across schooling clssses compared to substitution within schooling

———

classes betweep new entrants and "mature’ workers. But let's first see
what the~qumbers, say.

EY

To do this, ée used the 1968-1976 Currené Pbp#lation Surveys, which
are the basis for the puhlish;d data Freeman summarized in Table 1, to
compute income ratios across schooling agé experience élasses.l The -
income data refer to the yesr prior to survey co our trends span the

1967-1975 time frame. In Table 5 we list college/high‘schocl ratios of

weekly wages rnd annual earnings for those aged 25-34wr Freeman's ratios

1Each of these nine surveys imcludes from 130,000 to 152,000 people.
Of these, from 25,000 to 27,000 are included in our tables. They are
civilian, white male, age 14-65, not now in school (8s their msjor ac-
tivicry last week), who either worked 50-52 weeks in the previous year
or repnrt the reason for working fewer weeks as something other than

- being i school or retired. Those self-employed or working without pay .

were also excluded. Our samples clearly do aot correspond precisely with
those euployud in the published tables.

e X 1)
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in Tabie 1 for full~-time workers curtesﬁond most directly to our weekly
wage ratios. Although trends in Table S are simijar to those in Table I,
our pesk levels of relative income of college gradu&ées at the beginning
of the decade are below hi:‘nnd our turning point in maximum relative
earnings occurs in 1970 rather than 1969. Yet; the basic rrends tracked
in Tables 1 and 5 are quite similar. . ' N

There is one problem with the 25-34 ;ge bracket forced by the use
of published data. 1If the typical high school graduate entered the labor

: .

market at age. 19, and the mean age im that inoterval was 30, then Freeman's

average high school "new entrant” would have.ll years of market experience.

In fact, some of these "new entrants" have bees in the labor market for

|

as long us 15 years, with relatively few

A

for less than five years.

Table 5

RATIOS OF EARNINGS OF COLLEGE TO HIGH
SCHOOL GRADUATES FCR NEW ENTRANTS

Age Group | . Year
1867 1968 1969 1970 1971 1672 1973 1674 1675

A&. Weekly Wages
25-34 1.27 1.29 1.30 1.32 1.30 1.28 1.24 1,19 1.23

College

25-347
High Schggi 1.52 1.54 1.55 1.57 1.5 1.51 1,51 1.47 _1.48

20-29

. B. Annual Earnings ‘ _
25-34 1,33 1.30 1.32  1.36 =A.3% 1,30 1.25. 1.23 1.31
‘College ] R
25-34/ 1.56 1.55 1.57 1.62 1.64 1.61° 1.61 1.58 1.69
High School | ‘ :
20~29 )
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This certainly does not correspond to common sense notions of who new
entrants are. More importamtly, it could conceivably contazinate.couw-
ptfisansdﬁf wost of the depressigg\fabbr market effects ENpacted on true
pew entrants who are more likely to be represented-in the college group.
*harefore, we also include in Table 5 {ncome ratios for college graduates \
aged 25-34 relativé to high school gradustes aged 20-¢9. Siace college
graduates enter the labor market at least four years later than high
. schaal’graduaten. these ratiés‘ﬁhouid wWOY & cloaelyliggyoximaté workers ,
) with similar tenure in the trork force. while the weekly wage ratics
_still eribit a rising trend to 1970 an& & decline thére&fter, one is
clearly lesus inpressed by the magnitude vf those changes. The 17 7S
vusc.rétin is only é'percéntage points below the 1567 ratio. Relative

wages of college graduates did indeed decline after 1970, but reports !

of the demise of the college degree may have been premiture.
. ' ‘ B
The sensitivicty of earnings ratios to these sge fntervals brings

ug Lo nEj/entrants; In Tables & and 7, ratios of weekly wages and

! Table 6
W |
- RATIO OF WEEKLY WAGES OF PEAK EARNERS
~ TO NEW ENTRANTS
Age Group Year

1967 1968 1965 1670 1§71 172 1973 1974 1975

| High School
35~49/20-26 1.52 1.80 55 1.61 1.8 1.67 1.74 1.7¢

35-49/20-29  1.33  1.36 1.33 138 1.39  1L.u& 1.46 1,47 1.46
\

ot
(™
.
|
P2
i

College :
40-54/25-29 1.61 1.49 1.48 \ 1.50 1.64 1.71 1.65 i.76  1.87

(S¥§:56125—34 1.39  1.31 -1.38 1.38 1.46 1.47 1.43 1.51 1.60
S
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Table 7

RATIO OF ANNUAL SARNINGS OF PEAK EARNERS
TO NEW ENTRANTS
| )

Age Group Year

1957 1968 1969 1970 1871 1§72 1§73 1976 1975
. Bigh School

35-49/20&4 1.56 1.66 1.64 1.73 1.81 1.84 1.86 . 3¢ 1.93
' 35-45/20-29  1.35 1.36 1.36 1.43 1.46 1.48 1.52 1.3  1.59

| College ’ <
40-54/25~29 1.63 1.52 1.5% 1.5%% 1.67 1.73 1.71 1.7% 1.91
G0-54/2%-36 1.40 1.33 1.3 1.39 1.46 1.48 1.45 1.53 1.62

annusdl earnings for pesk earners relffive to new entrants are provided. 7
F?r high‘achaol gradustes, peak earners ﬁge those aged 35-49 and two def- |
initions of new entrants are employed,men 20-24 years old and thosa in

the 20-29% age interval. To capture coklege graduates at similar points

in thnir labor;narkat carears, peak earners 1nc;ude men 40-54 and new

entrs#ts are ;an aged 25-29 and 25-34.

For both annual earninés and‘weekly wages and for botn nigh echool
and golzsge graduates, the fall in the relative incomes of new entrants
dvarfs any changes examined in the relative wages across schooling groups.
The maximum &aﬁlinn in hﬁe weekly wages of 20-24 year old high school
graduates wa# 21 percentage points, with an end point change of 18 per-
cantage points. As one would suspect,» these changes are smaller wien
older n@y entrants (20-29 year olds) are céésidered, but the end point
comparigon 1s still 13 gmrcentage points. For college graduates {iznoring
the somewhat anomaious [to us] 19867 ratio), the trough to peak wovement

is 39 percentage points for the youngesd ney entraat category and
«
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25 percentage poincs for chose aged 25-34. Note, in particular, that
woat of this declive .occurred after 1670 and, as we have seen in Table 3b,
population growth rates were twice as large afcer 1570 compate& to the
1965«1969 period.

Turn next to annual earnings of peak esruers to new eatrants. For
the youngest high school graéu&te;, we now observe & 37 percentage point
ducl?na in relative earnings of new . ntrants, sod for the youngest col-
lege graduates a 39 percentage point drop. Since the &i%éerence between
sunual earnmings and weekly wages represents weeks worked, for high schcai

graduates, half of the decline in relative wages of new entrants involved

\

'r:ducéﬁ eaplnvm&nt.l The good news in :hat\S}aak a:utistic is that

employment effects tend to be much wore tramsitory than wage effects so
_ J
that eventusl isprovements for these new entrants should arrive sooner

and be larger. How permanent are these eifects likely to be?

THE NEW DEPRESSION: ULCERS OR INDIGESTION?

’In & recent paper, ome of us (Welch) estimated the effects of cohort
size op initial wage and employment of wembers of that cohort as they
entered the lsbor market, as well as the persistent long~term effects on .
that cohort ag they proceed through the mature stages of their work

careers.z Welch reports that initial effects on new entrants were large

r

lvnenplaynent rates of male high school graduates as of October in
year of graduation were:

1967 1568 19569 1970 1971 1972 1973 1974 .19?5

9.5 1G.2 7.6 12.9 14.0 12.3 12.3 15.3 16.1
SOURCE: FHandbook of Labor Stat‘géics 1876, Table 32.

ZFor the methodology underlying thgse estimates, see Welch (1978).

e? .t;‘
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for wage rates, weaks worksd, and ours per week. These effects vere
also larger among college grsiutu’ than high school gradustes. This
may reflect lower substitution smong college groduites across their
caresr phases suggesting that worker-learoer substitucion elawtficities
fall with increassd schooling. Sharper distinctions among college labor
in skills scquired over thw life-cycle has sotw i?tuitivc appeal.

However, thess initial effects decayed over work careers 20 that
by the time workers have been i§ the labor force for 10 years, Welch
finds sssentially nouions~turn effects oo bours cor weeks. Since mowt
worksrs evantually';anu-c fuil;ti;n permanent fobs, the exclusive con-
cantratiog of mmployment effects at the front end wheis workers ave pur-
suing thair first job $r engaging in considerable job switching is not
© spurprising. Wage effects dié persist but were one~third of initial
effacts for high schonl graduates and ons—fifth.gf initial effects for
college gradustes. Ihi baby-booa ;obafcs were indeed taxed but their
future n;uus brighter than Freeman's book would indicate.

' To provide a sense for the magnitude of these effects, Welch esti-
mated the effects of cohort sizes of relative wages over the 1967-1975
pnrieé.‘ He reports that the increasing new entrant share of the lador
force pycdictad r;ductionn in weekly wages of new entrants by 13 percent
for college graduates and 8 percent for new bL.gh school grsdua:es.' For
bigh school gradustcs.Faiativc cohort size of puak esarners fell over
this pericd increasing their wages by 2 percest. Thus, new entrant
weekiy wages were pradicted to have fallen relative to peak earmers by
10 percent for high school ggpdua:ts and by 13 percant for college grad-

uatas. This compares to an sctual changa over this period of 12 percent

4y
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for high school and 16 percent for college graduates (see Table 6).

In comparing wages across schooling groups, betwecn 1567 and 1975,
the predicted change in the college/high school new entrant wage was
5 percent compsared té the peak to trough change in Table 5 of 6.8 per-
cent. If thesa estimates are correct, then what has passed for a new
&gpreaaien in higher é&ucn:ion may be unique to the entrants of the

early 1970s. For th , a8 effects erode of their life cycles, the

future is brighter, for subsequent arrivals who themselves will be
pesbers of smaller cofforts, the future is also brighter. The wage dats
for the 19708 are clefrly telling an important story. But to us, the
weight of the evi&ence suggests that it is & story of the overcrowded
nev entrant and not the overeducated American. |

- N tM'

WHAT WILL TEE FUTURE BRING?

Based on the recursive model discussed above, Freeman makes some
projections into the future. On the basis of his model, he paints a
not very optimistic future. He predicts that the relative economic
status of graducres will level off about 1978, improve moderately in
the early 1987s as & result of smaller oumber of graduates in tespénse
to the depressed markets of the 19708 and declines in the size of
college age cohorts. In the mid-1980s, the fall in the number of col;
lege gradustgs will create & new boom for new college wo;kers which
wiil level off in the 1990s. Unless there is a sharp i;erease in
demand, this boom will not restore college income to the premium that
existed in the 1960x. His scenario is just as bleak for those who received

their baccalaureates in the depressed markef era. Since they will be

followved throughout their Iifetimes by large numbers of similarly

{i
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situated workers, he argues that supply preesures will likely maintain

‘thair low wage stotus. His forecasts will go & long way to reestablishing~

r

scopomics’ reputation ni'th§'di-nsl science. ‘
In the previous section, we have alraa&y presented our evidence indi-~

cating that the long=run impacts on wembars of these large cohorts vho
entered the labor market in the 1970s {s likely to be much swaller than

Freeman indicates. i& have slso demonstrated that suc! aac Freeman
calls & new deprassion rétuitﬁ from an inclusion of new entrant:t ip his
collage ngp‘ wvhile by and large excluding them from his high Echx;ol
group. To the extent it existed at all, the depin of the new depression
 WES never a8 severe as Freemidn alleged. But there is no doubt chst wagés
of new college (and high school) gradustes declined during the 1970s, and
the gquestion of future progpects for those who fi;&ow thew remsins. The
additfonal incowme dats avgilsbie after Freema?'s bovok was publisgﬁihisee
Table 1) indicate that the trough in income vratios for new schooling
graduates occurred ia 1974. We may be more sanguine about future pros-
pects given the recovery sugpested Py the 19?5>and 1476 dara. 1In his
study, Walch also projected future incames of college gradya:es fnto 1650
based ba cohort ;izeﬁ of the 1560s and 1970s. Welch reports t'hat inigéﬂ
lifecime ipcome graspéctﬁ for college graduates will rival those og the
wost favored classes eéter;ng in the 1%60s. Whether our more optimistic
foracasts prevail over those Freeman reports is & question that should be
'~ angwerad in the next f;w YEATE. ~

V4

-
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TEF MARKET FOR BLACKS AND WOMEN

In the final chapters of the book, the eaphasis shifts from &
general analysis of the college labor marker to an exasination of the
.;elstive position within that warket of s.lected groups. Alonguide
the deterioration ium the merket for college graduates, the 1960s ;it-
presed an Slteration in » number of other higioricaily versistent wage
and emplovﬁent patterns. The interaction of these changes with the

 declining murket for new .college gtadustes'ié the primary focur of
:§eie_chtpté¥s. Relying on & con;iderable amount of his research pudb-
lished in much more detail elsewhere (1976), Freemsn first considers
black college gradustes, Income differentials by race bave histori-
cally been largest among highly schooled placks. College egucated
black males traditiaﬁally found employmént in occupations that serviced
the bla;k population (i{.e., teachers and preaéhers}, and were rarely
employed in high paying gghagement positions alongside whites. This
has often been interpreted, as it is here, as indicating ﬁhat thex\\
e;onamic effects of market di;crimin&tion-impinged most seﬁeroly Sn
sore educated blacks. - Mreemsn demonstrates that the relative ~conomic
position of black college graduates improved Qubstantialiy éuring the
1960s. In fact, by 1970*81308trt0t81 racisal wiye paricy among c01£23e
education wales existed in some GCCugatian;. Although the largest gains
accrued’to new black graduates, wage growth relative to whites was also
evident aspng blacks who had received thedr college training earlier.
Parsllieling ihis wvage improvement, coliege enrolloents of blacks ex-

- panded enormougly. In the lsst twenty years, the proportion of black

" males attending college more than doubled, with blscks selecting business
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oriented fields where monetary incentives are presumably piven more
waight. Io spite of the general deéline ian the college labor market,
these g&ins achieved by blacks were at least maintained during thé
1970s. The principal, if not the exclusive, causative factor cited
by Freeman is the enforced compliance to fair enpleyme;;\}egislatian
popularly known as "affirmative action." Title VII of the 1964 Civii
Rights Act prohibited both emp loyment and'uige discrimination on thev
basis of race. It also created tﬁaquual Employment Opportunitcy
Commissyon (EEOC) to wmonitor fins compliance with the provigions of
the¢ Act. The Office of Federal Contract Compliance (OFCC) was estab-
lished in 1965 to adwminister an executive orde:‘ffigﬁddi;g discrimina~
tion by éevernment contraciors.

While there can be no doubt that the wages of black cbliege gradu~ . |
azes increabed substantially in the last fifteen years, we are skeptical.
of some cf'Fraenan's conclusions. 1o particular, we question:

- 1. ‘The idea that the mid-gixties represented a unique and radical
depsrcure from the past. We feel that many of the reasons for these
chaagos reflect &eveiopnents that have been evolving slewly.thraughauaA
‘the twentieth cemtury.

2. The almost._total réﬁﬁance on decreases in discrimination agaiast

/ biacksAespecigily &8 induced by govermment affirmative action pregsures
to explain the observed patterns.

3, Tha,&i&%l“ahtins of the sdmittedly impressive gains of coilege
educated blacks leaves the reader with the impression that little of
the benefits filtered down to iess. skilled blucks. -

’ Table 8 documemts sone reagong for our concern. There, biagk-white

ratios of weekly wages are listed for high school and ccilege graduates,

Q ) . ' ¢;
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Table 8

- | ' BLACK-WHITE ,RATIOS OF AVERAGE WEEKLY EARNINGS
BY YEARS OF WORK EXPERIENCE, 1960 AND 1970

. Years of : " Average Weekly Earnings
Work Experience 1970 1960

High Schoal Craduates

1-3 . - ) .806 714
6-10 .791 714
11-15 . . 749 . 682
16~20 . 750 . 690
21-30 o .698 648
3140 690 590
Ccllege Graduates «
1-5 775 . 655
610 692 . 582
11-15 E . -688 . 582
16-20 o - Jb75 517
21-30 667 421

31~40 .522 422

SOURCE: Smith-Welch (1977)

-

The largest improvement is undoubtedly that of college educated lLlacks,
but less skilled blacks also écored igpressive gains relative to whites.
The decline in wage ratios within ea;h crosg-secticn has often been used
as evidsnc§ that hlsckﬂ &8 & group have been relegated tolaead—end jobs
‘ with little csreer growth potential. Wage ratios also decrease witg
sch§oling level and the cross—sectional deterioration {s moye rapid
among éaliegg graduates. This is the main source for the belief alluded
to earlier that black college graduates suffer more from discrimination
v e both in the form of lower ;ases relative to wvhites as they begin their
uarkat sxperience and 1esa rapid wage growth over their wnrk careers.
However, iuterpreting life cycle procesees from a single cross-section

can be axtremely mislead:ing. Yougser blacks are not only observed at

-~
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an esrlier.point in their work ciareers, but they are simul#gnecusly
uﬂnbcrt of more recent coho:ts. Hith the two cross-sactions contained
in Table 8, we c@n follow individual cohorts over time. The within
cohort treuds (the experience of & }960 cohort of workers with 10 years
of additional experience in 1970) ‘{ndicates quite clearly that relative
black-white uuggs‘did not decline av;; Eha life cycle. Instead, the
cross-sectional pattern reflects t%e fact that new cohorts of blacks
are performing better iﬁ the market relative to yhites than their pre~‘
dec;asurs. This cohort inprgveugnt‘is consiste;t with two hypaq?eses.
The first is that the real relative marketsble skills of blgégkfhave
improved even within schooling classes (presumably through better
;chooling quality or home eﬁvironmeﬁ%s). The alternative explanation
would be “that labor market discrimination is diminishiog througﬁ time.
In this view, the labor ?gyket operates so that a major part of a per-
san{s career profile is determined at the tine he enters the market. |

O
More recent entrants face less discrimination and therefore realize

income profiles that are relatively higher in comparison to white or

"norm" profiles. But if thesge changes are assigneé‘ta.declining dis-
crimination, one caanot rely hegiiiy og laws that were passes\fn thé
mid~gixties. The praééss of cohort convergence has been praceeding
far td&'%éng for that explanation to be convincing. Ve _?tu
In s series of recent articles (1977; 1978}, we argued in favor

£ the firg~ explanation. Ve found that the gdvance in the relstive

income of black males betwees 1960 and 1975 was due mainly to converging
) &

educational and skill distributions by race and a narrowing in wage
differentials between regions. Skill levels were relatively constant

within cohorts Bnd convergence was accomplishéd as increasingly similar

* ' 4{1‘
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vacial ﬁﬁhnxt: sntered labor isrkats wvhile other less similar cohorts
retired. This is illustrated first in Table 9, which iists years of |
sghpol,canpletpd for males at point of entry in the Isbér market from
1930 to 1920. In 1930 the typical black male began his work career
with 3.7 fewer years of formal schooling than his white counterpart,
and almost 80 percent of these blacks never attended high school. How-
‘ever, as successive cohorts entered the labor force over the last foriy
gc:rs. the competitive disadvantage of §Iack: contiguously.di;sipated.
by 19?6 only 1.2 years of schooling sepsrated black ;n& white males at
the time of their initial labor force experience.

The story conveyed by nominal years of schooling is reinforced by
data on scheol quality. The current, and often valig, criti;;sn of the
qgaliéy of contemporary black eduqation makes us forget that the his-

torical situatiog was wuch worse. The dsta on nominal characteristics

of schools tells a clear story of & pervasive improvement in the quality

Table 9

YEARS OF SCHOOL COMPLETED AT ESTIMATED TIME OF
LASOR MARKET ENTRY

Year of Labor Market Entry
Males |
1930 1940 1950 1960 1970

Maan Schooling of Elacks 5.¢ 8.0 9.9 11.1 11.4
Mean Schooling of Whites 9.6  11.1  12.0 ' 12.6 12.6

Proportion of Blacks with
less than 9 years of school (.78 0.58 0.31 0.15 .11

-~
Progortion of Whites with ‘
less than 9 vaars of schoal T 0,42 0.22 0.15 0.10 0.07

-
SOURCE: Sﬂth—w
. ] J
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6f-:ehools attended by Alerican‘£laeks relative to those attended gy

whites.

. By 1835 every southern state had a law prohibiting the scﬁa&iing

of slaves and some even forbade jomstruction of freedmen. Emancig;tian
/k,frthug cina at a time when no slave underﬁthirty years old could legally

have baen nehccicd. Until emancipation, most blacks who attended

schodl were fraednen‘in the North, and they;accoun;ed foredess than

2 percent of the school age papui&tian; The effective origin of nass

black education in the South Was during and imwedistely following the

Civil War. The Freedman's Bureau fipanced construction of something

1ike 4,250 schools anll the period of Congressional rcconstruction,

1867-1875, establighed free publie education on & sigoificant scale as

can be seen fran-the enrollment data of Table 10.

. For practical purposes, today's black population was schooled in

the twentieth century. T7The beginning of the century was concurrent

~

Table 10

BLACK SCHOCL ATTENDANCE RELATED TO SCHOOL AGE J
POPULATION 1850-~1960

~ | T

Number "Percent of Total
Attending. Population 5-20
b Year School (00O} Years Old
1850 26 1.7
. S 1860 33 1.8
*» | 1870 180 9.2
i880 8§56 32.5
1890 99y 32.0
1900 1,097 31.3
1910 1,071 45.4
1920 2,056 564.0
" souRsE: Welch (1973) ﬂ
. ‘g
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with disfranchisement, and quality discrepancies between black and white
schools were probably larger than that at any other time. Whatever evi- )
dence one selects, the implicatfon is that the.trend in this cestury has
been tu&&xd équality. Tahlé 11 contains four indices of schooling
'quality: avarages days ;:Eended, pupils enrolled per classroom teacher,
earoliment in fipet relative to secord grade, and school conplctionleve;;
of public achn§1 teachers.

The change that may have been of greatest importance in terms of
léarning scquired is the convergence in the length of school terms. In
1920, black youths attended school oniy twu«chird§ as sany days as white
students, but there wire no real hlack;white differences in days sttended
by 1956{, Similarly, in 1920 teaghers of black students had 1.75 as ?:any
pupils a8 the average teacher i3 the country. By 19534, this difference
hsd been substantially reduced. The extrncrdinarilg‘high ratio of first
;d second graders suggests that on aversge & black student tocok about
two years to complete ghe first grade in the 1930s. Retention rates
that average 100 perceant ;uggest low quality education coupled with in-
flexiblec st zuduasds. Between 1940 and 1954 implicit xocention rateg in ‘

| southern Negru.schaels woved toward the national anoru.

In 1930, 38 percent of black teachers had not gradusted from high
school, and anocther 20 perceat had lees than gwo years of college. The
rate of increase in.average schooling of texg;ers is perhaps greatest &
among the several attributes we have exawiped. In 1530, nine percent
of black tea:?ers had the equkvalen: of a bachelor's degreé;fb; ig52
the proporticn had risen to 73 percent. This compa:es.favarably with
~the 78 percemt .. Southefn white teachers who were colleg e graduatéa

"

\\\‘~\ st that time. Tt is often difffcult to link attributes of schools to
N -~

- A g1
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Table 11

/ - °
‘A- ml ¥ »

J

i

CEHE%BISE;S OF TWENTIETH CENTURY TRENDS IN CHARACTERISTICS BETWEEN
THE szangsxtn NEGCRO SCHOOLS, SOUTHERN WHITE SCHOOLS, AND ALL U.S.\h

‘ SﬁHDGLS oo
! Earollment in
Average lJays Attended © Pupils Earolled per First Relative to
Per Pupil Earolled Classroon Teacher Second Grade
Negro Al Negro All Negro  All
Yeax Schools Schools Schooals Schools Schools Schools
18991500 57 69° 56.7 42.5% 1.37 114"
1308-09 71 88 56.4 35.9 1.45 1. 408
1919-20 , 80 121 56.0 31.8 1.96 1.64
1929-30 97 143 3.7 36.0 2.35 1.48
193940 126 152 465.3 29.0 2.03 1.29
194950 148 158 33.6 27.5% ' 1.62 1.20

T853~54 i51 ) 159 32.9 27.9 1.45 1.25

%Southern white schools only.

3“

School Completion Levels of Public School Teachers in
Segregated Southern Schools 1930-1952

(fh

A

. Year 1930 1939-40 €§§ 1946-50 195152
Percentage of .
Teachers Who Had Negro Negro White Negro - White Negro Negro .
Comnletad ) Schools Schools Schools Schools{JScheels . Schools Schq&f; :
. LY N ~ .
~ &) Less than two S8 30 7 16 6 R ﬁ\ 3 J
years of : :
college .
b) Four or wore 9 35 60 65 72 73 - 78
yesrs of ' C
collage
Y
) ) ¢
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measures of school achievement, but the consistent picture of simulta-
um‘ convergence in all these dimensions vakes the case for impmvmg‘
quality of black schools plausible. Most of this increase in the quality
of biack schooling flowed from tbc‘nigrstion of blacks frow the South
(vhare echooling quality was low for both races relstive to the rest of
the country) and the improvexent in Southern schools. While & broad
view of 20th Century experience leaves littie doubr im our minds about
the enhancssant in icﬁbglina quality for blacks, thers s, however, a
legitimare guestion *f to whather these trends have continued in the ’
lAs: few years. |
In regional gxpianxtians of the ch;ngéa in wage ratios, southemrn
locaticon accounted for a significant part of the r£s§ in black wages.
Although migration flpus’had & small fsvorable impact on blecks, con-
. vergence towards the n#giana} notm in black-white.sguthe;n wages was
far more i&pértant. Relative black~white wage ratios.far both sexes -
YOse more rapidly in the South, especially among the ydung. For maies
with less than 10 years of exper snce and for women under 30 yesars old,
;alativg black-white wages incressed by 10 percent more than in the
reat of the counﬁry.
| Where §ogs a1l this leave Frewsan's érplanstion of declining dia-
,c;inina_ion? 2§1exriy. the factats wié have mentioned so far do not ex~
‘cluae the possibility that gavergmcntai action had an independentAeffect.
Thare ls considerable popular pvidence based on‘;nterviews with fir;m
that they are very much awsre of legal problems if they do not hire a
“reasonable" proportion of blacks. .Enfartunately, the scientific gqual-~
ity of the evidence on this issue is in a very priﬁi:ive state.  There

is 00 consstsus about the gﬁhrapriata teJE nor Iis data available of

- !

-
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sufficisnt scale and quality that comtrols for other jotential factors.
Moreover, thnanxisting studies on che effects of affirmative action
yisld conflip:ing resultas. .
, Bacau;t they do ot deal with ecanony~vide effects, case studies
of EEOC and OFCC hﬁg& been the least uséfuf in determining aggregate
effects on black-white wage ratios. In their survey of this research,
Butler and Heckman (1977) cite the work of Andres Beller (1%74) as
the most sophisticated of :hﬁinicrq?stuéies of EECC. She concluded
that the enforcement of the wage and amployment provisions of the
1564 Civil Rights Act appears to have 3 slight negative economy-wide
impact on relative employment 3nd‘no {or possibly s negative) impact
on relative wages. The OFCC studies are of questionable use because
they deal only with relative employment effects and contain no i%for~
mation on relative wage effects. Eutiér and Eeckmén conclude that
the evidence suggests small but positive short- and long-run effects
on employwent, but possible negative effects on relative occupatianal

P‘?_Sm; ‘1“

—— = «

The most important study srguing for an important government
role was conducted by Freewmsn (1973). With time-series data from
1947-1971, Freemsn regressed the black-white incowme ratios on a rime

treid, deviations from GNP as a proxy for cyclic variation, relative

Y
education of blxcks..&né & variasble meaguring cumulistive EEOC expendi~

- .
rures, Tie latter variable was used as an index of federal antidis~

erimdinstion programs and had a statistically significant positive

—

\ *inotBer cless of studies has concentrated on studying the actual
mechanicr of anforcement by the two agencies. The mechanics include
funding and staffing levaels, and length of time of litigation. The
hard ard aascdotal evidence makes one very skeptical that these agencies
have had such impact. See Wallsce (1975).

o

~
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coefficient. On the bmsis of this evidence, Freeman concluded that
affirm?tive action pressures had shifted the time-series patterm of

relative wages toward blacks. -

The ability of limited time-series data to detect the effect of
affirmative action and more importantly to discriminate am;ng alter-
native hypotheses is questionable. There was a8 dramatic increase be-
tween 1965 and 1966 in black~white ratios, which is often used as
evidence tﬁat the civil rights laws that just preceded this increase
u;rg a factor in aceounting for the recent improvement in the earnings
of biacks. Variahlgs that also change rapidiy during the same period--
such 88 Freeman's cumulative EEOC expenditure series--will undQFbtedly
capture the sharp break at this time in thé time series pattern. How-
ever, year-to-year changes in this series are often quite irregular.
For e;anple. there are two other points (1951-1952 and 1958-1959) whe?e
the increase in the black-white ratis is almost as large as the 1965-‘
1966 cgange. In these years there was, of course, no comparable
1egislat§on. ﬁnr;bver, if che ;ime series data is decomposed into
‘regions afrthe country the only é%arp break in the series occurs in the
"South in-the late fifties. ‘While Southgrners could be credited with
clairyoyanée in anticipating future legislative action, the data may
be telling a different story. P Y

IA our previous research (Smith and Welch, 1977) we attempted to
test the influence of governmeat on the rise in'black—whi:e wage
" ratios. We argued there that the implied threat of preSSures'Bn
government contractors for affirmative action gave us our best chance

to observe the effects of this legislation. Our method was an indirect

oneg~-to focus on workers most susceptible to governpent influence. We

n};} 13
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identified workers by the degrgflof their contact with the government-«
direct government employees, workers in industries regulsted by the T
government, and those in industries chat sell a large part of thelr
product to the government. If affirmstive action was an impoétant
causal factor, its impact shoulé:have beén strongest on employment
and wage trends in these ;ndustfles. Our empirical research indicated, 
however, that for males the largest gains in black-white ratios
ccc:;;Gd in those industries least vulﬁerable to federal or loecal

government influence--i.e., the private sector. We concluded on the

basis of our Census study that the aggregate effects of affirmative

action since the 19G0s was probably small.
Wg are not sufficiently comfortable with even our study to mike

f* any definitive assessment on the role of its 1960's civil rights legis-
lation. We do feel that %reeman exaggerates théir importance and the
uniqueness of this period relative to the other factors we mentionch
above. Yet, there are a number of patterns in the data that are sug-
gestive about the effects of thig legislation. For example, by setting
employment gquotas by race, Chellargest benefits should accrue to blacks
where they are most scarce—i.e. in skilled occupations. Tha more

« .

rapid imé&bvement'for black college graduates is certainly sonsistent
with thisg. Bistributiénal impacts within the black population may be

™ important even if aggregate éffects of hlack-wﬁite wages 5re not.

However, a good deal more methodological and empirical research is neces-

sary before ome accepts even a touned-down version of Freemsn's view.

-t

-

Freeman next furns his\ggtention to college educated women. In-
come returns icom college have craditienal’ een lower for wowen

than men and fewer women attended college. But in recent years there

Q . o Q]
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have beén sigitficant changer in the labor market for women. The

secular growth in labor force participation rates for married women

-

accelerated during the last fifceenAyears. While the overall wage

position for women has not changed substantiaslly, Freeman notes
moderate improvesent ip the economic status of college women relative
to men. “n particular, college women have entered traditional}y male
dominated o ;upations and received wages in these occupations com-
parable to those of men. Moréover, the wages of college educated
women <id not decline as much as those of men in the depressed market
dha college eunrollments of women increased. A counterbalancing
force to these trends is the expectad decline of the teaching profes-
sion-——a trgditimnal stronghold for female employwent.

Freeman cites four factors that may have altered the job market
for women in the 1960s:

1. The civil rights laws and exeCutivg vrders mentioned earlier
also prohibited discrimination on the basis of sex.

2. The growth during this perfod of the woman's movement.

3. The substantial decline in the birth rate during the 1960s
lessened t.e fanily fesponsibilities of these women and made 1t

-

easier for rthem to work.

LS
4 Traditional attitudes towards sex roles have been changed,

perhaps d4s a result of the first two factors.

"While a detailed study of changes in various professions
and degree prograws is needed to pin down the locus and
cause of these changes in the returns to female investments
in college, it seems plausible that the overall gsins are
due to the improved market for college women resulting from
the activity .of the womsnu's liberation movement and federal
affirmative action.”
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We frankly find this to be the weakest chapter in the book.
Writing a popularized version of one's research {s & legitimate and
useful business as long as there -4y & body of good research under-
lying it. In this case, we know of uno research by Freeman (or in
fact by other ecanoﬁistu) that supports his speculations about the
female labor market. Tée growth in female labor force participation
has been proceeding throughout the twentieth ceatury and long pre-
dates the political woman's movement im the 1560s. Frecmsn's speCuiatidns
are good for the’ soul and easy on the intellect, but this chapter
does & di;service to the stimularing and serious research contrﬁbu:iéns
he makes in the earlier chapters. His book would have been stronger

if the temptation to include the chapter on wooen had been resisted.

r
&

CONCLUSION /

In this review, we have offered 8 critical assessment of Ri;hard
Freemsn's intgiguing &nd challenging book The Quereducated Amerizaon,
The basic thesis éf his work is that college trained manpower is in a
grate of serious over-supply and is likely to remain so fgr many years
to come. As part of our review, we have reexamined the wage and enploy~
ment dats for the 1970s. These dats are clesrly telling & fascinating
story of sdjustments to large entering coherts. But to us it is &
story of an overcrowded new entrant and not an overeducated American.
The absence of any reductiom in the ‘lative wages ofmgfre experienced
college workers during this decade reprugents a serious challenge to
Freeman's hypothesis. If their wages dc not decline in the next five -
years, and if the wages of new entramt college graduates of the 1670s

¥
recover most of their initial setbacks, then concerms over the {mpending

desth of the college diploma should themselves be laid to rest.
[ "}‘
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