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. -of data from the National Longitudinal Surveys of young men and women to

1nvestigate how young peopie adapt to the mayrket p]ace He estimateaa

C.O. . PREFACE L.,

SN - ,
. ‘ o - , / i - ot
_Young~pebple in.their~1ate teens and early twenties prese&{\some of
.the most cha]]enging problems for manpower policy They dart in and out

of emp]oyment, schoo], and unemp]oyment are battgred about by the ebb . 7 *

-

and, flow of'/ggregate economic conditions and suffer the,severe effects

of race and sex discrimrnation\ Yet as youth reach their mid-twenties

many of these probiems moderate-aunemp]oyment rates are substantiaily

1ower; average wages, substantially higher Th1S study\uses 51x years

recurs1v§ mode]l of five 1nterreiated activities: schooi enro]Iment and

1abor force,status, wage determ\nation, turnover “duration of subsequent

unemponment, and wage growth . These topics have for the mostapart been
1nvestigated separately. Linking them together 1n a unified theoretical - “

framework facilitates a synthesis ‘of past research and prov1des hew

insight into some of the comp]ex“problems of youth.

-
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L.t CHAPTER I Y R

. L * ‘- - L roo N e .l.’
~ . Introduction : ’

Ne

.

v

”'._ Thi's study is an econometric investigation ‘of the youth Iabor mar(et using
, data taken from the Nationai Longi tudinal Surveys for yobng men and women. .In this
chapter we* provide a brief overview of the study, first discussing the ana]ytic o

framework ths data. and the estimating prbfedures. and then summarizing major', '
f'Ind'lngS ° \‘ - S e LI e

“

R 3

1.1 Modeit\Eata, and Estimating Procedures e

Using the NLS data for young men and women, we estimate a recursive model, of
}abor market behavior that has. five compoﬂents 1abor market status, wage determi~
nation, turnover. unemp]oyment duration and wage chahge. The model. is stratified
by age. We begin by poo]ing all 18 year o]ds and estimating the status and wage
dgtermination compone<ts Next. we foi]ow the 18 year olds to the next year' S sur- .
vey (where they ‘are 19), and document their dynamic activity:{job and wage changes,

unemp]oyment duration, etc.” Using both sets of observations, we estimate the turn-

. ‘over, unempioyment and wage change components A second, iteration estimates the

status and wage determination components for 19 year o]ds and then examines turn\

;OVeP, unempioyment and wage change between ages 19 and 20. Successive iterations

reestimate the model for each age group through 27-28., Stratification of the modei
by age he1ps ‘Rinpdint important changes in th/4/outh labor market and provides ’
observations from different years characterized by varied aggregate economic condi-
tions. The mode] is estimated for a combined sample and separate]y for each race '
and sex. The status and turnover components are estimated by multinomial 1ogit
ana1ysis. the other components by regression techniques " A detailed qescription

., of the Jvera]i model is presenﬁed in Chapter II. » 7

Y

' . ‘ -

: : .‘ ’ ‘ ’ 123._“ . - ‘ A'L._".l
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-} Classified by mode'l componeht. ._maj’év"'empirical firdings can be summar zed

:i‘:' : was fOlIOWS. ) s . S Y A - ' . , ) L ? .
'>..l“ K N - . .“ " > . Y 3 /j .
. o . - . ,\ l. . . . \ , s s . _’
~ Labor Market Status (Chapter I1I} " S, e : =,
.0 : N . >
o ) The S'tatus component examines the sorting~of individ ks school, .
AR 4 «

and)ather activities at eag.h age. Three mode'ls are estim e to analyze various

-

.- nomial’ 1,ogit model 'of four mutuaHy exclusive and exh ustTvE' aTternatives.A working.

not enrqtied; working. enroﬂed enroHed not working. and other (nat enroHed or "’
g >

worldng).ﬁ5 The more traditiona] distinct’lon between émployment, . gnemp]oyment. and

aut of t‘he 'labor force is emphasized in'a sec'o,nd multinomial 1ogit mode'l Fina!’ ‘

(3

we estimateea mode1 of the educationa1 atta1n‘£nt of‘2-4 year olds. an’ age when

S C I Y ,‘l.,«

, near{ly\a]l reSpondents had comp]eted their formal-. educatibo\

' A . N
P i ) - re 4 . > e y “r T \

8 (1) : Co]]ege—age' b]acks‘ are r’nore jikeluo be enrolled in school than ‘
whites with sin‘ii']ar measured‘abilit':ies and soc’ioecoromic chkgrounds. A ’

\. The average, enrone t rate of b“lacks 1s, however substantiaﬂy lower, ° .

ref]ectmg 1mportant background d1fferences Smn]ar]y% equa]]y quaHﬁed “

-O
b]ack unemployment rate it this age is more than 4 percentage po1nts higher .

o
.f

} s blacks at age 24 are Just as’ 11.ke1y to be emp]oyed as whites, but the o . - \
than the white rat;e At younger ages, rac1a1 dlspar1t1‘es fgy\employment e r

. are greater, b]‘acks are more 11ke1y to be unEmployed at’ ages 18 and 20
& & .

. even controﬂing fos persoﬁa] and family characteristlcs‘ ‘q.
"’ - 5 N K - - ‘ - - — . ' ~ . 0 N
. ‘ o . N ) . A
(2) JAt eyery age, females are more hkely than ma]es to drop Out of the .

<labdr force, and those out of the 1abor force are 1ess hke]y to be enrolled




~

.

) females fare worse than males, “the most’ ser1

-

3\ JThe relatxdnsh]p between educati

=< mark t;sucéess is strfklng Unemployme_

school Unemployment rates fo females are h1gher% with black females-

at attainment and suBsequent labor

B

rates are per51stently hlgher for

%ﬁai&} als who do not go on to college, nitial wage rates are lower and

rlse mor slowly For each‘age and level o educat1onal atta1nment,

LY

S early labor'market prdblems,

> -

\

from reduced'pressures to remain in school as a method avo1d1ng m1l1tary

¥ *

service durlng the V1etnam era.

wage Determinat1on (Chapter IV)

* At each age 1teratlon, a two stage wage determinatlon’mo el 1s estimated‘ ln
the first stage aétual wage is regressed on a set of human cap tal varlables, sex
and race dummles (except When the sample is stratlfled by'sex a\d/or race). and
dummy varlables 1nd1cat1ng\the -year the respondent was the releva t age. In the

second stage, the regression is expanded to 1nclude structural varjables such as (

to 1nvestigate the routing effect of human capltal (how much of educ tion's lmpact

LS

on wages is 1ndlrect--working through the occupathnal structure) and the 1mportance

© of structural or demand side factors in the wage determinatlon process ‘cbntrolllng

for varlatlon 1n‘worker quallty, in what occupations and 1ndustr1es do warkers l.

recelve wage premlums) SN

, . K

- v . T

_occupational, industrial and locatlonal status. The two stage framework 1s employed
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(1) Education has a large:positive'impact on wages; the impact increases with age..

i + “and 1s :greatqr for females. S - /.
L

(2) Married workers receive'a wage premiwngmat deciines sharply with age. Disaggre-
‘gating by sex reveals that married males receive a large premium that dec]ines only
modest1y with age. whiie females begin with a)gma11 premium that turns -into a dis-

-ﬂcount and becomes successively more negative after age 19, '
(3) Abi]ity. hea]th status, and attitudes all, have the antiéipated impact on wages

’Although coefficients are typically significant the change in wage imp]ied by large

differences in the independent variables is rather modest. The variables increase

- . 4

.infimpact with age. RV > {. \ !
‘ ’ o w o , o .
i4)~'workers ajso enrolled in school receive wage discounts that range from 17 per- .
: . ' - . e / Ce
* cent at-age 18 to 10. percent at age 24. . ) 1/‘ h .

" ) N - o ./
(5) Taking a. vocationa]»program in high school or a formal training program ha [
positive—impact on wages. The effect of a training program is greatest for b}éik
females, increasing wages by 10 percent at age 18. At that age, a. training program
. has no significant impact on wages of the other sex7race groups; by age 24 it has
'a& significant impact for all except. b]ack males. Taking a vocationa] program in ) .
~ high schoo] initia]iy benefits white females the mdst. increasing wages bj 8 percent
; ; at age 18. By age 24, the vocationa] training program variab]e has ‘a sidnificant

effect only for white males, where a 9 percent increase in wages is estimated " ‘ \'.

. (6) Contro]]ing"for measured differences 1in proZuctive capabilities, blécks and

iemaTeS‘receive Tower.wages, These wage discounts increase with age. ' PR
v . ,,\'--'_w A
» - 7 ’

i?) We find substantia] wage f]exibi]ity in response to aggregate Tabor market

- conditions For ma]es, real wages--standardized by age and ski]] leve]--increased &
dramaticaTT//during the boom period of the late 1960's. When aggregate ]abor market
conditions deteridriated in 1970, however. real wages stagnated fpr o]der workerg

| ,KC

Jed 22 26) and actua]ly declined for younger workers: For fema]es, we find th
] Teal wages increased sharpij in 1969, and stagnated’ in 1970 and 1971; ‘ '
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“

- {8) '?he‘inciusion'of occupation, industyry and location variabléd~in the wage regres-_

} sions clarifies the nature of the wage determihation process.considerabiy.
‘ . < . . . 4

“The estimated impact. of the humah capitai variables on wages decTines by 20 to

40 penggnt for males and 40 to 60 percent for females mhen we inciude the structurai .

variabies. This decline suggests that education and training play important S

indirect ro1es in routing workers into high paying occupations and industries.‘ —

\'He also find that, controlling for occupation and industry, the magnitude of esti- ‘

mated 5ex, and race discounts deciine sharpiy

.v",

> -

(9) Horkers#having identical measﬂred characteristics receive wage premiums or dis-

counts of up to. 20 percent for iocationai differences and up to 50 percent for ‘

_ occupational ‘and industriai differences. Professionai and managerial workers

.-

refeive the iargest premium, service workers, the iargest discount Transportation/.'

' and communications is the industry group with the iargest premium; agricuiture, the

_ Turnover (Chapter V) . ;

.

iargest discount

< o i

E »
e h » f -

i

Based on the observed turnover behavior of wage and saiary workers empioyed in

+

adjacent surveys we estimate a multinomial logit. model that has four mutuaiiy

'~

exclﬁsive and exhaustive alternatives§ quits, layoffs, job changers not reporting

‘a reason, and JOb stayers' S ('. : , L ’ L . T

bowd

(i) No significant pattern of racial differences“’n turnover is found when various o

Job and person 1-ch racteristics are controlied. .\ o ¢f3:"
) - ’ ‘ ’ l - s > ” . -
(2) Females are,much more 1ikely than comparable men to change jobs at .each age.
" 4 " —~ . " . -
. . 8 7 ’ » .
R - \ 3 ) 1 6» : .
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’ '(3) Characteristics of the current job generally affect turnover in the expected
direction. Maie'workers receiving less than their capabilities warrant quit; tbe

effect ts, insignificant for females. The converse proposition that employers
lay off, workers receiving‘;ents is not borne out By the data. workers with moxLe .

. experience at the current Jjob are less likely to change jobs, with a greater reduc—
tion in quits than in layoffs. Education a]so reduces turnover, although with less

- of an impact than experience; ’ BN
‘ 2 '1 " > ) -, E . t . \.

(4) Job stability declines as aggregate economic conditions deterigrate with the

greatest effect for layoffs.

*

’ - 7 , . .. ’ ‘. . v
= iﬁﬁemployment Duration (Chapter VI) S _//

- Fa

- We esgimate a'regression model of the determinants of unemployment duration -

for workers changing. jobs between successive surveys.

A3

(1) The state offaggregate economic conditions has a tremendous impact on the

o

‘expected duration of a job changer's unemployment spell. A]l else constant, an
18 year oid changing JObS during 1970 could expect to be unemployed 3.5 weeks
longer than the same 18 year old ¢changing Bobs during 1969 For a 24 year old the\ .

Y

difference in expected duration declines to 1.2 weeks. - \

RS Y L

(2) Reason for Job change has an .important impact on a job changer s expected

'
duration of unemp]oyment At _every age, quits are unempioyed two to three weeks

~ less than-layoffs. C . | - SN
: : ' : ~ . -J
* (3) Blacks have substantiaily longer duration, increasing from .7 weeks more than’
whites at age 18 tb 2.3 weeks more at age 24 - . . CL :

(4) Females have shorter duration. At every age, the length of,tﬁeir unemploymenf

o M is about two weeks shorter than that of ma]es.l,,7

H
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" Wage Change (Chapter VIH— "~
/ o .

: -Finally, a'regression model of the determinants of the.percentage . o

change in the worker's real wage between succeeding gurveys is estimated.
B ’ - .
v ) v’ ) fe *
1) workers do not remain trapped 1n jobs below the1f capab1l1t1es
7.
“Those 1n1t1ally 1dént1f1ed as rece1v1ng wage discounts have 1arge wage
increases between surveys. Although we are unsuccessfu] i 1dent7fy1ng

_part1cular types of turnover act1v1ty .as systématlcally affect1ng wage

changé, th1s 1mprovement in economwc pos1t1on is fac311tated if the worker\

<+
\ ~

chandés Jobs. - S N \

'
L}

(2) As aggregate economic conditions worsen, the real'wage declines.

Controlllng For turnover, unemployment, and %uman cap1ta1 acquls1tlon,

~ the average 18 year o1d's real’wage declined 10 percent dur1ng 1970. For

- 24 year olds the decline was only 3 percent.
(3) Race and sex have nb‘s%gniticaqt independent 1mppc¥&on wage change

2 . :
between adjacent surveys. _ c

)
%

7\(4) 'ror_ﬁob changers ) duration of unemployment hae.no systematic impact ;
on the wage received at)the new job. If we adopt a Ionger time ‘horizon,
however, substant1a1 unemp]oyment during the early years of lahor market

i activ1ty is’ i;soc1ated with a sigp1f1cant1y lOWer rate of wage growth.

.. The longer t1me hor1zon also reveals a s1gn1ficant1y greater rate of

wage growth for blacks.

°

- -, P -
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~ labor force. For any age, or year, the unemployment rate among blacks? is

-

CHAPTER 1T S

A Dynamit Model of the: Youth Labor Market * ..
The youth 1abor market is the sett1ng for many of the country s most
cr1t1ca1 emp1oyment re]ated prob]ems--1nc1ud1ng Jobs prov1d1ng 11tt1e mean1ng-

ful work experience, race and sex*d1scr1m1nat1on, and h1gh unemployment of

:these, youth unemp]oyment has been the’ most studied prablem.! Table 2. }

which reports the uneimployment rate by age, race, and sex groups for 1967

(a ful] employment year) and 1975 (a year of substantial overall unemp]oyment)

-y

summar1zes the pattern of youth unemp]oyment The basic facts, are ,disturbing.’

Persons -aged "16-19 .have an unemp]oyment rate more, than four t1mes that of

adu]ts aged 25 and over, whnle the rate for persons aged 20 to 25 is twice that

of the older group As a result, persons aged 25 and under account for over

half the unemp]oyed even though they represent Tess than one fourth of the

twice that of whites{ the female-unemployment rate exceeds the male rate.

’

Fina]ly, aggregate econom1c condwtlons have a~ profbunp impact on the youth

. 1abor market. The deter1orat1on in overall cOnd1t1ons in 1975 increased

N -
unempd oyment for all, reaching.extraordinary’ leveTs for_young m1nor1t1es.

.
©

Although unemployment is central to any discussioh of the youth labor

_market, it is by no means the on'ly Sel”’lOUSprob]em for researchers and po]]c_y \

makers to cons1der. The acquisition of productive skills (both through‘forma]

education and training programs and meaningful work“eXperience}, race and.sex
. . v ' .

1 «
\
.




LR ,I ".‘ ) . ) ) . . B
ot d1scr1m1nation and the genera] soc1a1 strat1f1cat1on process are topics ,

" o ‘4 o, »l,
¢y, o~ of much importance and concern what needs to be stressed at thé\outset,

<

. hOWever,c1s that the youth labor market cannot-* be 1ooked at “simply as.

. jo R
‘e -, T s T

T { a coI]ect1on of 1ndependent act1V1t1es Unemployment, wage determ1nat1on

1

.-~

?‘, and turnover are not 1ndependent act1v1t1es, and unlesg this s explicitly
recognized any ana]ysis of the youth labor market w1{? be incomplete.
Simp]y knowing that a pattern of ?requent Jjob chang1ng and (re)entry 1nto

L e ‘the labor force is the prox1mate cause .for youth unemp]oyment for examp]e,
B L tells ué/very 11tt1e compared to ana1y21ng the determ1nants and 1mp11cat1ons
e .

. of dynamic activity. Does youth~unemp1oyment leave lasting scars or is it

:

merely a transitional phenomenon? Is the high rate of job changwng among
» ' )\ T e
\ young workers product1ve equ111brat1ng behavior 1mprov1ng the worker-job ’

-

match or is this turnover excessive and unproduct1ve? uestxons of this ~

{ sort are best answered from the vantage point ta n he

‘that the youth

o

ac iyities;

labor market is a col]ectJon of causa]]y i érrelate

Unfortunate]y, the vast majority of exist1ng research on the youth 1abor .
market (or for that matter, 1abor markets in genera1)~~abstract1ng from 1ts

other merits or shortcomings-lhas not acknowledged this 1nterp1ay among

& /)

behavioral relat1onsh1ps Rather’, the research has typ1ca11y been tightly

focused c0ncentrat1ng on specific topics and 1gnor1ng 1nterdependenc1es~

. ‘:‘ " With the recent ava11ab111ty of 1arge 1ongitudina1 data f11es, however, "the

f 14
+

S1td5tion is rapidly chang1ng. Longjtud1na1;data enable researchers to fo]low
) : ' . . . . .
individuals over time, thus providing evidence essential to understanding the

e R i , '
interactions between various labor market activities. . . -
T, R : © r‘ v ‘l < ] "
\ s . . ~ .
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;. Recently,.several studies have used longitudinal data to examine the
K . ’ ; * . Y . ’ ,
causal intgrrelations between youth labor market activities, estimating models

that se1ective1y 1ink together activities such as educationa1 attainment, wage
de;ermination, unemployment and turnover 3 This study continues in that direc- '
tion. Using data from the 1966 through 1971 1nsta11men¢s of Nat1ona1 Long1tud1na1
Survey (NLS) for young men and women, we:* est1mate a recur$ive model of the yngfqr

market that contains f1ve basic components: labor market status, wage determi-

nation, turnover, duration of subsequent unemployment, and yage grovth.

L2 .~
£l Al ‘x‘(
- cx N

. The study has a variety of goa1s. In addition to providing a broad over;
view of the youth labor market and probing for what faci1itate§&or inhibits'a;
successfu1 trans1t1on of young people from the c1assroom to the 1abor market ,

- we will examine how race and sex dﬁscr1m1nation, structural segmentation, and E
!variations in aggregate labor market conditions-impinge on "the youth labor
‘market. Linkingttogether in an'interre1ated theoretical structure topics that °
shave fgr*the ‘most part been znvest1gated separately fac111tates a v

> synthesis of past research and helps determine the robustness of prev1ous1y ’

. observed empirical re]at1onsh1ps-rv1ta1 objectives if we are to be successfu]
in ¢ur attempt to provide a comprehensive overview of dynamic act1vity in the
youth ] bor -market. . - ) ' | SR ’ | ” 0
§2;1 ‘Daty and Model . ;a " - K::j> ' . a n

€ L4

‘Much Mesearch in 1abor econom1cs currentTy and histOrica11y, has taken
1

either the nedclassical-human capita1 view of 1abor markets or the structura11st-

—

idual labo rket view. Researchers with a human Cap1ta1 or1entat10n‘em§haszze
:the comSeti jve forces at work.in the market, and frequently disregard}institu-
tdonal rigfdities which_may limit the market's ability to fully (and quickly);
.1 djust to chapging condittons{ Structuralists, on the other‘hand, concentrate

4 > LA - M -
.21 A '
e - 3




’ the formal striucture of our model.

11
X,
. . : . e ,
on institutional factors such as un1on12ation and industria] concentrat1on
J

which tend to segment the Jmarket, often failing 'to consider the possible inter-

vention of conpetitive forces." The present study takes a more balanced, eciectic .

view of the forces dominating the "youth’ Tabor market Although ‘the competitive
model of Tabor markets ‘is the stimulus for most of our hypotheses, the importance

of structura] forces and.institutional rea]ities -is exp]ic&t}y examined within

- - . L 7
> IS - .

Since the precise formu]ation of our mode1 crucial]y depends’ on the unique -

characteriStics our data. that is where we first turn our attention The data :
ve: ana]yze in this study are from, the Nationa] Longitudina] Surveys (NLS) for
young men and women Briefiy, the NLS data were co]iected as fo]]ows During

October-December 1966, 5225 men aged 14.to 24 were surveyed with subsequent

] iptervrews conducted through 1970. Interviews’of 5159 women in the same ‘age

group were»begun'in ear]y‘igsg,‘and were continued'annua11y through 1971.5

Yo

With the NLS administered to'the same individuals in succeeding years, responses
from any given individua] are avat]abTe at five different ages (four for females).

In addition to asqsrtaining the respondent 3 current situation, the initiai inter-

A
viéws extensive]y probed the past--particu]ar]y aspects of fami]y background

education. work experience, and training Fo]]owup surveys monitored subsequent

Tabor market activities, - ' L. ' "

The data are partiqu]arlyzy(e'ﬂ suited to our needs. The suyeys provide
detailed information on individua]s family background persona] attributes
(inc]uding'mentai abi}ity tests taken early in the educatfonal process). and

- aspects of’current labor market status (such as 1abor force participation, N

enrol1mént .in school, wage ratk and type of job). In addition,.the lgn

. -~ [ 4 L £
o .. N ' .
. - . R2, S

- . - » e - B
’ ~ ¢ * . .

)

;'character of the data make it possible to trace the movemént of jndi .




. through the labor market over time. Finally, the ages of the respondents 7
,(14 to'24 at the time of the initial survey) spap any relevant definition of
the youth labor market, and the time period covered (1966 to 1971) provides

. observations from periods of sharply different levels of aggregate demand. \\

~ The model is recufsive, examining labor market activities in sequence. In
estimating the model, we stratify thg/ukg/;a;:?é by age. In addition to helping &

pinpoint. structural and b?hav1ora1 di fferences attrxbutab%e\to age, th1s strati-

fication generates observations from periods when\aggregate labor- market cond1-
tions differed sharply. .

~ The 1n{tia1 jteration (age 18-19) 4f our model is described in Table 2.2.

de beg1n by pooting all respondents age 18 in any survey year, and examine the1r ’
- 1abor market status (2. l) Next, we limit tgg‘gample to ‘employed wage and
salarw[workers and analyze the wage determ1nat1on process (2.2).6 The»nema1n-
v _ing cunponents explo1t the logitudinal character of the dafa Follow1ng
respondents to age 19, we document labor market activity during tha 1nterven-
* ing year and 1nvest1gate\%he tempora]ly ordered act1v1t1es of turnover (2. 3) v

unemploydgnt (2.4) and wage change (2.5). This comp1etes the first 1terdt1on

-

“PHithin an 1terat16n the sample fluctuates as ‘we move from componentimo

componeﬂt After the status component, respondent§ not employed as wage and

€




salary workers are‘dropped from the sampie since the rest of the iteratjon

¥ A}

examines emp]oyment-reiated activities. Movingffrom wage determination to the
’ 'S

" turnover, unemployment, and wage change components, more respondents are, dropped.

These components require infbrmation from respondents at age 19. Conseguently,
t ' .

those respondents age 18 in the finai survey (1970 for males and 1971 for

fémaies) plus those not .interviewed at age 19 because \1fattrition from the ,

1

NLS are exc}uded, The unemployment componeht is 1imi€ed to job changers.

In subsequent iterations the modei is estimatedbfgr the fo]]oWing age groups:
19-20 20-21, 21- 22 22- 23 23-24, 24-25, 25-26, 26- 27, 27-28--a totai of ten .
iaerations. The procedure for each of these iterations,is much the same. First
a new sample is drawn, conSisting of a]i respondents of the requisite initial
age in any survey. Moving through components,‘adJustments in the sample occur
i: thelsame,manner as in the age 18-19 iteration. Table 2.3 indicates the source

of data for each iteration of the model, Figure 2.1 illustrates the f]ous with-

“in each iteFation and how iterations are linked tdgether.

€

The model can best ‘be understood by abstracting from its iterative character
and working through the various components in the age 18-]9 iteration. What
follows is a brief discussion of each component, including how it relates to other

parts of the model, Our intent is to provide a preliminary overview; at this
/‘\ ,
point, we wili not address many of the substantive issues associated with esti-

-

mation or probe very deeply into underlying. behavorial relationships. A more
,detaﬂed development of the various components (which can be viewed as se'parateg

'submodels) is found<ﬁn subsequent_chapters 7.

[

Each iteration begins by examining a respondent's labor market .status during -
the survey year, divided into four exhaustive and exclusive categories: enrolled.

in schootl, ‘not working; enrolled‘in schoo],\horking; not enrolled in.schoof,

NI

i

-
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I working; and either unempfoyed or out of the labor force (2.1). With these ‘

’ 'categOries as alternatives, a mu]tinomia] logit model is estJmated Exp]anatory
Variables include family backgroundk abi]ity, sex, race, and controls for the

_year in which the respondent was age 18 ("market opportunity" variabies) As an

\

alternative, the status component is estimated on the basis of survey week actiVity

The status component is a simultaneous equations model of the schooling and
employment decision. In relation to the rest of the model, therstatus component

"performs two important housekeeping functions. First, it reduces the samp]e to
- © employed wage and sa]ary workers--the group analyzed in subsequent components--and

in the process reveals any systematic differences between these workers and other P

respondents. Second, Tt 1inks together successive iterations of.the model by

accounting for changes in the sample associated with each iteration.

-

’ | For those respondents empioyed as wage and salary workers, we estimate a
two-stage model of the wage determination process. In the first stage (2, 2a),
actual wage is regressed on a vector of standard human capita] variab]es, p]us
_ the market opportunity variables (and race and/or sex dummies when the‘samp]e.is not
~ stratified along those lines). This»cross-sectiona]whedonic wage regression pro-:
(a vides estimates of “the éurrent market prices for specific eiements‘yﬁ the human
capital vector. We define the predicted value from this regress1on the- worker s .
“potential wage," it is the wage he could be expected to receive in the market given \

his capabilities. . ' - ', ‘ . . {
R . . . > i

\

A worker's current wage, however, frequeht]y deviates from his poten- ' f'_‘
tial; ge‘designate this deviation the "market differential." Market differ- |
entials might result from entry into’a privileged emp]oyment enclave , differ-
entia] investments in training at the workplace or other unmeasured

gvariations in working conditions, labor market disequilibrium, or simp]y

*from a chance encounter and acceptance of an exceptiona] Job opportunity

[:R\!:e pnoxies for the systematic determinants of t2§é?arket differential




-

4

1nc]ude occupat1on, 1ndustry, and location. In the second.stage reQres- ‘
s1on (2 2b) these pr041es are added to the set of exp]anatory'variabtes ., '
1n order to prov1de am esttmafe of current waée as opposed-to the _
Qotent1a wage est1mated 1n Stage I. Equat1on (2. 2c5 def1nes the market
d1fferent1a] as the d1fference between a worker's predlcted currerit and
potent1a] wage. An a}ternat1ve spec1f1cat1on of course, is the res1dua]
“from the potent]a] wage equat1on In the context of our mode], however,
using a res1dua] spec1f1cat1dn wou]d result in ser1ous ecqnometr1c prob-
]ems measurement error in current wage will.be spur1ous]y corre]ated

w1th observed wage change. mt?l the 1nstrumenta1 spe01f1cat1on of the

market d1fferent;a] (2.2¢), this prob]em is eliminated. L7 .

¢+

Subsequent components examine dynanic behavior stidu]éted by the
-market d1fferent1a1, test1ng the hypothes1s of an equ1]1brat1ng labor
market. The compet1t1ve theory of labor markets predicts that noncompen- ?
sating wage d1fferent1a]s erode over t1me, With wages 1ncreas1ng “for _ '\ é

workers earn1ng ]ess than the1r potent1a] and falling for those earn1ng

- more. Frequently, however , wages at the current job are 1nf]ex1b]e, neces-

sitat1ng job changing activ1ty to accomp]1sh th1s equ1]1brat1on As a
resu]t we eXpect negative market d1fferent1a]s (potentﬁa] wage greater

than current wage) to st1mu]ate qu1ts, and positive dltferent1a]s to”

’ %encourage ]ayoffs We test this hypothes1s by est1mating a mu]tinom1al

]ogit model of respondents turnover act1v1ty between adjacent sggyeys 2. 3)

"Alternative job chang1ng act1v1t1es 1nc]ude rema1ps at 1nit1a] job. g1f-

A

ferent emp]oyer, quit 1n1t1a] JOb d1fferent emp]oyer, laid ofif 1nit1a] . k.i -
job; and different emp1oyer, d1scharged or ]eft for an unknown reason. .*',
x . . 4 ("‘
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e . A]though we have scarce]y ment1oneﬂ the posS1b1e 1mpact of race and !

.‘v

e S - T3
» “’ . ! ) .-a i :, h

N - . ' -

o _ g To’tnvestlgate the 1mp11tat1ons of, turnover we go on to estimate

o regress1on models of the durat1on of unemp]oyment for respondents chang-

ing jobs between surveys (2.4), and wage change between adJacent sur- L

veys (2 5) The wage'Ehange component convenwent]y sufimarizes the pat—

3

tern of., dynam1c equ111brat1on in the youth Tabor market, 1nd1cat1ng the

extene'to which compet1t1ve forces liquidate ex1st1ng market d1fferent1a15
- 4
. and what, if anw, contribution turnover or unemployment make to the process.

~ . v

-

. \ : .
To summarize, the model initia]ly documehts the status quo--who is
. where, what are ‘the market prices for spec1f1c skills, and who receives . -
o p 4
a wage 1ncons1stent w1th his skills. Doing so is a va]uah]e, but incon-

'S
A -

c]us1ve exerc;se--the implications for manpower policy are quite dif’ferentﬂ~

3

_ . 2 ’ .
-if @Rpecific cohort of young workers are permanently trapped in dead-end

jobs below their capabilities, than if these young Workers are, routinely

ab]e té move 1ntoqobscon515tent with’ the1r capabililies. ,The dynam1c portﬁon .

of the model attemgts .to provide cruc1a1 ev1dence on what happens to qpec1-'

fic workers oveﬁ‘t1me thus serving to clarify many issues that cannot be

4 . * LN

reso]ved in a static sett1ng. ) . : R T

. 4
€., ° . N
¢ . N

>
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1

SeX, either (or both) of these factors--as th& evidence presented 1n '

"Table 2.1 1nd1cates--has the potent1/

- i

1n the youth 1abor market To 1nvest1gate

be a dom1nat1ng sy§temat1c forces\‘_.

e poss1b111ty of structura] -

<

-~

for tHese groups, 1n add1t1on to 1nclud1 g dummy variabies 1n the genera] .

H 5 4
- . . ' [

specdftcat1on.- .”* B . c ‘ Y :

i

. N
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\if“’r" 2.2 'Longitudinal Data and Recursive Models '
<QQ — -7 Before concluding this chapter, we address two important issueS'
. alternative methods of explo1t1ng the 1ongltud1na1 character of the data, - T

. b
C et and the appropriateness of using a recurs1ve,mode1.
) ¢ o A

We pool observations by age from every year in the _survey and,pstimate,
a forward recurs1ve model consisting of f1ve equattons for,each age.
S . Seyera] alternative organizations of the data are possible. Probab]y the

e " most appealing opt1on is to limit the sample to respondents part1c1pat1ng !

{

“in every survey, and trace the labor market activities of a given age

>

« cohort over time. This approach is used by Stevenson (1977), who follows st
a*EOhort of youth aged 16 'to 19 in the initial NLS survey {1966 for maies,
]958 for feriales) through seven years of dataa This alternative could, of

course, be expanded to 1nc1ude respondents of all ages who part1c1pated in

every survey and 1ntroduc1ng 1nteract1on var1ab1es to allow for age re]ated

structural differences. In add1t1on, the,samp]e could be expanded slightly-
- in earlier Yyears-of the surrey if subsequent attritions-are not removed -

. , _ : N N
- ’ from the ana]ysis. T . \\(

. - . - . . - - . ’ N - -

>

Our argument is not that an “ag1ng cohort“ organization of the data is .:> |
,1nappropr1ate On the contrary, 1t has 1mportant advantages and prov1des (
.’ - T a useflil and va]uab]e contrast to\our approach The most 1mportant advan-

tage is that _the same 1nd1v1duals are studied over a g1ven period of time. _

Inethis senSe,tour own approach ¥s not authentica]]y 1ong1tud1na1, since
‘, d1fferent groups of 1ndi@1dua]s are stud1ed at d1fferent ages. Moreover,

if, the sample is restr1cted to a s1ng]e age aging cohort ana]ysis a]so




¢
. : P ,

‘eliminates problems in interpretation due to human dapita] vintage effects

.-

-

In brief, a v1ntage effect occurs when persons who were educated at d1f— ’ -
i;; .pferent times are pooled. Changes ip the available stock of know]edge ‘l R .
over time (due, sa&,gto technological advance) imp]y that a given number
of years of schooling represents a different ievel of useable skills for ca

h Y

respondents eduEated at’ w1de1y separated times The approach actuallz o

used in this stldy pools indiVidua]s across years’ and is thus subject to

this problem (a]though the prob]em may not be severe given that at most

fourﬂyears separates. observations of individuals at a given age).

; The aging cohort organization does have limitations If we restrict-q e
// sthe ana]ysis to a single age cohort to avoid vintage effects, only about ] < ]
1/11th of the data wouid be uti]ized. The sample would be too smali to

estimate the turrover and unemployment components of the mode1.w1th any
pe - . . kS
confidence. Expanding.the analysis to include several ages reintroduces

. - ? -
vintage effects and requires the additfon of numerous age interaction

-~ "
-

variables to uncoveg any systematic age effects on market structures. By

comparison, our approach disaggregates ‘the data by ‘age and allows, us to i .

,”direct]y observe stPuctural change’ by COmparing e.mated coefficients of” :.
the model across ages. In addition the inf1uence of changing aggrega
economic and social conditions cannot be distinguished from the effects of &

the aging process u51ng the aging cohofigtechnique. At each iterdtion of .o

the model. the samp]e ages one year, simuitaneous]y with any change in econo-
mic and social ciimate that oceurred over the year. Pooling observations
for a Single age 0ver five years of surveydata allows an explicit ‘examina-

tion of the jmpact af changing conditions disentangled from the effects of
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;;~J,,_ . The . tiwo, aTternat1ve methods of data organ1zat1on prOV1de d1ffere4/

vantage po1nts for an overview of the youth labor market. Resu1t1ng

ana]ys1s shou]d be v1ewed as comp]ementary rather than compet1ng, and

= » ' much is to qslga1ned by comparing studies. based _on the two methods. o
Indeed although we emphas12e the age d1saggregat10n approach we also
empToy an ag1ng cohort analys1s to supp]ement our discussion of job chang-

» ding’ act1vnty 'and its consequences.

[N » . . -~ ——
-
< . t P

. The mods1 itself is retursive. That is, each activity (dependent .

H

. variable).-is temporally orderéd, and we treat each activity as predeter-

mined in estimating subsequent equations {components). Error terms are

e A theh independent across compbnents, which allows the estimation of each
3 a eomponent&%eparately. This_estimating procedure is appropriate even if a

compbnent is itself a simultaneous system-~as is the.case with the two
[} . R . -~ ~ .
. § componentsfthat’are estimated using a mpltTnomial logit specification.9

&
2 It cbu]d we}} be argued that some of the activities examined here are

I3
¥

Jo1nt]y determ1ned We didnot attempt a full simul taneous equations’

g ‘ o :
specificatdon of the modeliﬁecause~samp1e sizes fluctuate from component
; o 'to component.,‘The status component is estimated using the fd]] sample, the

/,—wage determ1natTon component is restricted to wage and salary workers,

- ," the turnover and w age growth components are further restricted to wage and '

’

salary workegﬁ empToyed in success1ve years, and the unemp1oyment compo- -
nent i restricted to wage and sa]ary workers empToyed in success1ve years

‘who changenﬁobsj This f]uctuat1on prec]udes standard S1mu1taneous equations

- Ly,

estimatinb techn1qués: An alternat1ve is to'use an 1nstrumenta1 var1ab1es_

~ P . | K . .

v

L
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“,there are’problems here too.

.~ the samp]e at hand may result in well known problems of selectiVity bias 10

. approach to obtaiﬁ’consistent‘estimates_qf unobseried vapiables, but
¢ — ’ *
. Since we analyze survey data, the power af

estimation for indiv1dua1 equations is frequently quite Tow. Adopting

i an 1nstrwnenta1 variables approach under such conditions wou]d push

the signai to n01se§;atio of most imputed variables to near zero. In _”

- ~

sacrificing effiC1ency to obtain consistency the price would be too high., - -

, Moreover, imputing values of unobserved variables for respondents outside .

t

2.3 Plan of the Study

s

The study is organized as follows: In Chapter III we take a detailed look
t the distribution-of young people among labor market activities and estimate

the status component.  In a short digression, this chapter also analyzes the
determinants of»educational attainment. Chapter IV contains the wage determi-

nation component. The turnover, unemployment, and wage change components are

. ¥ di$cussed in Chapters V, VI, and VII respective]y. Chapters 111 through VII are

" for the most part self-contained, with a detailed articulation of the specific

_hypotheses to be tested, as ‘well as presentation of the empirical resuits.

Howevér, they do follow the recursive structure of the mode] and—take_the resuits ’

obtained in ear]ier chapters (componehts) as given. In Chapter VIII the resu]ts

are drawn together and some conclusions for 1abor market ana]ysis and manpower

policy are.offered.
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B . " Footnotés to Chapter 11,
. . qQee, for examp]e Fo]k(1968) Ka]achek (1969), Fisher (1973), )

. ’ { M ’

e : Freeman (1976), Hedges (1976), Ragan (1977), and Adams and Mangum (1977)
N v _. - T * ; b v . ¢

‘ : t gThroughout thié study, b]ack inc]odes all individuajs who are not white,

;T . ¢

3For .example, Kbhen and Roder1ck (1975) and-Griliches (1976) ana!yze

the 11nkages between the acquisition of schooling and wage ﬁeterm1nat1on

‘_,Andr1san1 61973) and Flanagan (1974, 1975) relate wage determination and

o

23

tornover;yghrenberg and Oaxaca (1976), unemployment and wage growth. o

>

4or.a detailed discussion and comparisons of tde alternative

theories,

7 seé the recent suyrveys by Wachter (1974) and Cain (1976). The basic. human

- I

capital gpproach is set out in.Becker (1975) and Mincer (1974). Internal

I@Sor market theories are-discussed in Doeringer and Piore (1971).”

SSince this study was undertaken, additiona] years of data have

L4

’ become available. For a more complete d1scuss1on of the NLS, see U.S.

Department of Labor (1970-1975 and later, volumes) and Center for Human

Resource Research (1973) In addition to a general discussion, these

”

- _monographs. prov1de a full and detalled accolinit of the survey quest1onna1res,

. ", the samp11ng, 1nterv1ew1ng, and est1mat1ng procedures; and basic statistical
- “ information on selected.variables. I L .
s> ‘,GIhrdhghout the study, all mongtary variables (including wagesd 3re

o

0 e

deflated for price Tevel changes and are expressed inl1966Adollars.

' £
70ur modet is similaf 1p sp1r1t to the soc1a1 strat1f1cat1on models of

Duncan, Featherman and Duncan (1972) Ornstein (1976), and others,

[

O ’ s . -

and ~~ *

»

-~
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ingfude§ Qany of the Tinkages that have been égféctively-ana]yzed b}

others (see footnote 3). Its specification is quite similar to that_of

Mellow (1975), who analyzed Tabor market behavier of élder,men.e
' ’ e . oA

!

8elch (1973} discusses vintage effects in Qbe context of racial .

~differencés in returns to education. .
‘9See Maddala and Lee (1976).
L ]
105ee Heckn®A* (1974).

-
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< [}
. * 2
T B L Unemployment Rates by Sex, Age - : !
*  and Race: 1967 and 1975 - L
. . e Unesployment Rate ' .
. il i .
. Sex and Age ¥hite .+ Black L * o, ? .
- ¥ .
1967 1975 ¢ 1967 1975 4 -
Males ; ' v
18-19 9.0 17.2 . 20.1 32.9
20-24 . 4.2 13.2 * 8.0 . 22.9 .
25 and ° 1.9 5.0 3.8 9.5 . .
over .
Fomales
. ,18-19 10.6 16.1 28.3 38.3
20-24 6,0 11.2 13.8 22.5
25 and 3.4 5.8 6.0 9,1 '
over - :
- * \ ‘s
{ .Source: Handbook of Labor Statistics 1976, Table;a 3 and 57. Figures for
f those aged- 25 and over were calculated as a weighted average . .
i * ' of the unemployment rate for. the various adult age groups; weights
. were obtained from dats in Table 3.,
*- ~ Y
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; T Jable' 2.2 ‘ . L.
. "A Dynamic Model of the Youth Labor Market: The Initial (Age 18-19) Iteration
(2.1) smT; - - F(RACE, SEX, H0,FB, 1Q , ED, 4, CIT, ;) ,
- 7 . -
(2.22) WAGE,; = Gmcg,sex,m,zq,enla,mm,mls,mmm,pt_:m) o
(2.2b) waGE,;, = a(mcs,sax,m,zq,sola,mwmm,mmmmcw,wcla,ocpls,zunls)
Ty o~ . ) C ‘

;@.20) %, WAGE)g(2.2b) - WAGE)5(2.20) - i . \ )
(2.3) TURMjg 1o = Icm,sex,»?,som,cnm,mm,mm)‘ ST .
(2.4) U‘m‘ia,w = J(RACB',SBX,W,EDIB,CJTIB,HSTIB,mls,TURNIB;lg) _

2.5) l!’D()’l‘ls’l9 = ‘fmfs.sx'm’mls'mls’”s"ls""’ls'mla,19"““1"13'“"5‘13,19'“’”13,19)

. * . ~ 4 .g
The variables in‘equat:lons (2.1) through (2.5) are defined as follows: .

R ] ) “ < i -

' ; - STAT)g ' = 1abor market activity at age 18 (alternatives include employed, enrolled in school, -

»
enrolled in school and employed, and a *residual which includes uneaployed or out of 2
" the labor Force). ‘e
WAGE, o = hourly wage”at current job. o J >
: gmparison of, employment status at agesg 18 and 19 '{altematives Anclude same employer,
fferent -employer-quit prior job, different e=ployer-l1aid off prior job, different

Ay

«
>

. i ?ployer-’fea.'{cn not ascertainable),

UNEM; ¢ 19 =~ Weeks unemployed between ages 18 and 19 ) -
. WDO'l‘w’l9 = percentage change in real wage rate between ages 18 and 19.
- RACE"®» - dichotomous variable indicating’' that the respondent is nonwhite, . 2
SEX - dichotomous variable indicating that the respondent is female, |,
o) = vector of dichotomous varisbles indicating the survey Year respondent was 18,
FB - fasily background variables, including ‘mother's education, father's occupational -3
sbcioeconomic status, and nusber of siblings., - .
IQ - mental ability score. -
EDyg = completed years of education at agex}s.
Ty - current job tenure in years at age 18. . r
MSTyg . = marital status at age 18,
TRA}N18 = training programs completed at age 18, .
PCig - - other personal characteristics, including health status and attitudes at age 18,
- [Fe o = geographic locavion at age 218, : :
) 0CCy g - occupation at dge 18, .
INDyg - industry at age 18. , T
" ADD1g 19 - increments of education, training, and, experience betvsen ages 18 and 19,
o 18. - market differentif1 at age 18. ) ’

. Le 39
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- s . . hd « * - .
- . ¢ - Y-
K. - : . - N . - e
- fSurny ]+ . Age Dwring Survey Week ¢ : - . . i Total in
Yeor - v 4 ) ! < Year
. , ' 3: 18) 6 g7 |18 e jo BN .
— —
1966 693_ . 604_ | 516 293 . v |6225
1967 : ~a~ 3\*542:4'L 1::342 . 4790
1968 \551\*1189 -1142__11083__ 1917 Vasa‘i :?_ > o477
ST - I T ‘ 385_ 534112471064 976%‘\. 312 . |8963
" ® 1970 ,_./ ‘ < \384::527 1049 7] 981:“944\ 1::«3;09\‘305 8759
971 <, . T .y . 315 515 Th497 Phass 328 1353 4794
- Yotal in . 0 . . - ‘ . ' oo i A
 AmGowp 1087 2260 '3450 4414° [4767 |4191 64 3505 1301 1093|2071 |2208 1617 "Jo74  |a05
" Model Components® ' - | > ]

Estimated with . . - : .
., Datsfromthe - r <&
luﬂaudAmeup

. * . . " Y

. ) . A S é}g 192%21 212222123
_ ) . 'Y . - w ' . ) -
N ° ) : ,

3 The table indicates the number of responderts whe were ghe stated age during a pamcular'survey week. Males were interviewed annuauy from. 1966 through 1970 females from
1968 through 1971 The 1966 ertries for males and the females portion of the 1968 entries contam all respondents’ mitially interviewéd. For other years, only indviduals still

participating in the survey are included. The arrowsxmdmte the same individuals in different sunfey years:. i 3
b. The component symbols are defmed in the no?? to anure 21. - i
-¢ Independent variables for the dynamic sector { 0 ) arg obtained from daté at the init'ial age, dependent variables, from the next year's survey. ’ e
A . - E A. , ‘ T
* . N . - . . ~ ) ". - . A\l . ‘ . .
- .36 “Table2.3 - ’ S
« . . sample Dustnbutlon by Age aWw Year for NLS Young Men and Women Dma .

X . - s - _— - -




+713

Age 19

+816

+745

Age'20

Age 24

J

‘Age 21 o
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’

v

Labor
. Market
Status
N 141

Wage
Determination
Sector

AL A AL
. -

a. Components of the model at a grven steration are represented by the following symbols.

Dynamic
Behavior
Sector
73.28)

The relevant sample sze for esch component of each iteration 18 indicated within the componem symbol.

inflows and putfiows. The
inflows are those at the indi-
cated age in 1966 (1968 for
females): the outfiows are
those at the indicated age

in 1970 (1971, females)

O

Individual§who
are not empioy-
ed as wage and
safary workers
at the undncated
age.

ERIC . .-

Ao provided by ERic

Fxgure 2.1
A Flow Chart of the Model”,
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CHAPTER 11T~ . | o

ASchooling and Labor Market Activities of. Youth
The late teens and early twenties are a tran51ttona1'perlod durtng S -’Q:
‘which 1nd1v1duals make decisions which 1nf1uence the future course of ' |
thelr llves Forma] educatlon is usuaI]y comg}eted and 1nit1a1 contact
made with the labor market This chapter examines the educatlon and
employmeqt aCtiv1t1es of the youth 1n our sample, empha51znng the changlhg '
pattern of activities as maturing 1nd1V1duaTs become aware of thEIP market -v>~¢ ﬁl .f
opportunities and lifetime goa]s. Wngocus on severa] quest1ons -Nhoxs
are the.tnemployed? Wha Eontfnue théir formal education beyond high -, -
school? Do the Tess educated experience a more difficult transition from .’
school to work, engountering longer periods of high unemp]oyment? Do
deter1orat1ng aggregate economic conditlons dlsproportﬁonately affect

some groups 1n the youth labor market? ‘ .
. Fl
These and other issues are investigated using cross tabular ana]ySJs

to document flows of various groups. 1nto employment and schoo]1ng In
addition multlvarlate mode]s of current market act1v1ty and‘comp]eted : -
education are estimated to deterpine. the re]atlve contrlbutlon of individuals'
ab111ty and Pprevious experlencesV family background, and externa]‘market

forces, to ‘decisions made at edch age. We treat the current schoo] attendance~

labor force participation decislon as a problem of a]]ocat1ng time among

competlng act1vit1es' That is, current school attendance and labor force .

-

participation are analyzed in a swmultaneous framework which. accounts for




.

Ry

&

Ve

1

Vé.

@

4

- 3.1a Survey Week and Survey Year Activities

< . '
dependence of these decisaons " The analySis lS related to recent

ons of educational attainment “by Duncan, FEatherman, and Duncan
(19]2) Jehcks (l972) Griliches and Mason (1972),- Parsons (l974), and

others who have investigated various aspects of the intergenerational

5

transm1551oneof ecopomic ineqUality.

We begin by describing the|alternative actiyity classifications upon '

.53 e .

youth at a single moment in time may not capture the, full variety and

- L 2

volatility of their experiences Consequently as we examine school enrollment

‘and labor market activities, we will alternatively classify the youth in .

+ .y

,6ur sample according,tp their actiiities during the survey week and during

K the year preceedipg the survey. - e

N ] a »
t N f * v -
i

- -
- . . -

B ;

~ The survey week claSSification is based on Bureall of Labor Statistics
definitions’o;’:mployed unemployed and out of the labor force 1 We

further subdivide the three BLS clasSifications according to survey-week-

~

B enrollment status, resulting in Slx CategorieSf employed currently

_enrolled (UNEMP-S); ynemployed. not enrplled {UNEMP- NS) out of the labor

enrdlled in school (EMP- S), employed n&t.enrolled (EMP- NS), unemployed

s T *
L.

I - N
which the analysis is based. .
» ’/‘ . . ‘ ' ] )
3.1 School Enrollment and Labor Market Activities:  Tabular Analysis *
P : . - s -
As we noted- in _Chapter II, JOb instability is a dominant feature of
the yQuth labor market. Labor force attachment -is low; turnover is high
even among those who have completed their eduGation Observations of ,

.




The survey year c1a551f1cat1on expands the time hor1zon to one, year

?

Four c]assxf1catlons are def1ned worked at all during the year prfceed1ng ‘

i'no work dur1ng ‘the survey year but enro]]ed (SNN) worked dur1n-'the

?

v

labor force for the year and not enro]]ed 1n schoo] (OT) Iod1v1dua1s
-, e ]

. are 1nc1uded in the two "work“ cate es if they worked ar'1east two

Table 3,1 reports school enroliment and labor arket aotﬁvities by

race and'seé?for youth aged 18, 20, andl24.2' In fable 3.2 suryey week

¥

qct&yities are disaggregated by enrpliment status. Examining the relation-

/

shfbs among stgvey year andl survey week actigjties highiights the volatility

/

in the youth(Tabor market A much.hidher'p’oportion of 18 year olds

:worked or went to schoe] some part of the/year than dur1ng the survey
wee§g>the,d1spar1ty dec]nnes with age. HAbout 8% pe(cent of 18 year old
Awh1te males worked during the year (WK*+ SH), compared to 63 percent for
the week (EMP); <78 percent went to s hoo] dur1ng ‘the year (SW + SNW),

compared to 57 percent for the wee (ENROLLED) The h1gh proport1on af

: respondents whb are both workers /and schoo] enro]]ee#’%dr the survey

T ew

N/

year at age 18 1arge1y ref]ects the phenomenon of summer employment

to. amoqg co]lege students By contnast those c]ass1f1ed as emp]oyed and

enro]]ed dur1ng the survey week are most 1ike1y engaged in one of the

- -

. e

* - [ >
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. even at very young ages.

' this pattern of pers1stent .high unemployment is not obvious.

, two activities on & part-time basis.

-’ ~-
’

‘ Actfyfty patterns,chqracteristic‘of.different race.and sex groups _

are dopumented in ;he tablesf,‘Young males have @ high degree of labor

Lower labor force partici-

-

pation,ra%es by whites are largely explained by highef school enrollment '

fﬁrce aftachmept, even at the youngest ages.

~ N . e

rates, but by age 24 white and black males exhibTt very similar partici-
- i

petion_rates.

pation rates than males end, és Table 3.2 shows, a very high proportfon

<

of'femgles out of the labor force are.not enrolled in school. These

figures suggest the importance"of,domest{c‘fesponsibilities"br women
Enﬁ.1nc1dence of unemployment fal]s heaviest on

‘females--especially b]acg§--and‘on black ma]es. A11 groups exper1ence

Young females have substantially kower 1abor force' partici~

-/,

lower unemployment rEtes at older ages, but, $ef1ect1ng nat1ona] patterns,

,Athe rates of WOmen and minorities are st111 substantial at.age 24.

O

The persistence of high uhemp]oyﬁent among women and blacks can be
traced back to their pattern‘o% 1abor market activities at age 18. It

is then that a h1gh proport1on enter the labor market possess1ng very

_1ow skill levels. Th1s, coup]ed with possible d1scr1m1nat10n in h1r1ng

pract1ces requts in h1gh unemp]oyment rates. Unemp]oyment retards the

early development of arketable skills resu1t1ng in 1ncreased unemployment:

rates at subsequent ages.3 How stt-h1gh schoo] educatiow 1nterrUQts

Forma]
. -~

—~
educat1on contr1butes to the 1ndiv1dua1 s stdtk of marketab]e sk1lls e

In addition, some analysts (Spence (1973), for example) argue h]ghgr

educition is é Sqtiening device used by employers to differentiate among

43
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_ Workers.
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In otber words, edugatton prov1des ‘the basis for 1dent1fy1ng

potent1aL}Workers W1th such des1rab1e character1st1cs as’ ablllty, mot1vat1on,

~ e

Irrespect1ve

[

of the channe]s through waich education tontr1butes to. Job stability,

and d1sctp11ne--attr1butes wh#ch are not easily measured.

- what is clear is that white m%]es (the most h1gh1y educated‘group 1n

- 3.1b; Labor.Market«Activities’of Youth Grouped hy Educatjona] Attainment

our sample) have substantlally 1ower unemployment rates at everyﬁage.

A} «

S - . -
. ' ¢
g - ° . i

Additional 1ight can be §hed on the'ré]atiohsbip hetween educational

.attainmeft and the transwtwon from schoo] to work by.examxntng the ea{jy

|
|
|
|
|
|
|
|
S
|
|
|
1
|
|
|
|
\
|

1abor market exper1ence of \nd1v1dua1s grouped according to final 1eve1s

e

" of formal educat1on Imbs class1f1cat1on of respondents 1nto comp]eted

Y

education groups 1s.someWhat arbitrary, since add1t1ona] educatton may
a ¥ e

be rece1ved after the 1ast avanlab]e observataon However,” s1nce most X

{4 ¥

people cémp]ete the1r educat1gn by the1r early twenties, this shou]d

>,

» » / , .
. e . )

. not be a ser1ousrsource of error. o . ) .
J&g .\% ,ql ‘ , .
A two tier. c]ass1f1cat1on system 1s used High schoo] dropouts
A
or termﬁha] h#gh scﬁool graduates are e?ass1f1ed accord1ng~to the1r

-

educat1on;}ratta1nmeht

A

§§§5ge 20 or oner College dropouts or co]]ege .
graduates are’ c?ass1f1ed accord1ng to their educat1ona1 attainment at-

age 24 .or older. ReSpondents 1ess than 20 at the last survey, and
> 3
respondents hav1ng post- hzgh schooT educat1on who éare’ under the age of
&

24 at tﬂE’last survey, are exc]udeg_irom .the sample. All respondents

are c1ass1f1ed.a060rd1ng to the)r 1ast reported education 1eve1
. LN -
AL . : CET T . .

v
Survey week and survey yéar act1vites of respondents grouped by

i )
; . -
. ' [ 44 . :
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terminal education level are descr1bed in Tables 3. 3 and 3.4., The initial
: ‘year in the labor market is. equa]ly bleak for male h1gh school graduates
;; : . and h1gh schoo] dropouts, whose unemployment, exceeds 1] percent at age .

" 18, but graduates adapt more qu1ck1y to the market. By age 20, the

e unemployment rate of grdduates falls to just over 6 percent, while dropouts

experience near]y 11 percent unemployment. A substantial unemployment

gap persfSts at age 24.. The inverse, re]atxonshiﬁ between education and
Ce 7 unemp]oyment ho]ds as well for the college-educated workforce. The racial
dimension of this pattern of early labor market activity is 1nd1cated

by the proportion of each group which is b]ack. Both here and in the
4 < < .

w

female sample, blacks are concentrated in the lowest education groups.’.

” .. Differences in the labor market experience of females grouped by .

Yy P

experience unemp]oyment rates twice as high as graduates at every aée--

oy ey

and three times asxhihh as male dropouts. Among females, high ‘schaol

. .o ,
graduates fare slightly better than co]]ege dropouts, and co]]ege graduates
exper1ence the lowest 1nc1dénce of unempToyment at age 24. In contrast‘

to males, female labor force part1c1pat1on rates appear pos1t1ve]y assoc1ated

-~

with compIeted education, althpugh the part1c1pat1on‘rate among female

college graduates is nearly 9 percgentage points below that of their male

-

- counterparts at age 24.

]

Another diménsion’ of the ear]y 1abor ‘market exper1ence of.. young

pebp?e 1s described in Tab]e 3 5, which presents averagg\zz;e rates for
s ntd
\ \‘WQQSs:s grouped-by terminal education level. This tabuldtidn uses the

. " . < . . . ' 2

. » ' , , . ’
educationa] attainment are even more striking. Female nighlschool dropouts -

1
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~same samples used to construct Tables 3 3 and 3.4, except that persons
not report1ng a’ wage are exc]uded Because of the way survey year
class1f1cat1ons are def1ned a]] persons who are work1ng (WK) or enrolled

and working (sw) reported a wage rate. The response rate for wages from

the wage pai

3 !
- most acute.

r

the survey week gategory emp]oyed (EMP),is very high, with at Teast 85
percent of all employed persons in each age-educationfgroup reporting
a ‘wage. S o / - o )

&
P

The avéra wage paid. high school graduates at age 18 {s higher than
dropouts for both.males.and .females, with the d1fferent1a1
widening.with age Ma]e collegd’ dropouts earn a wage roughly comparable
to that of h1gh school graduates at comparab]e 1evels of potent1a1

Jjob experience, while a positive d1fferent1a1 1s observed for fema]es
Co]]ege graduates oF both sexes earn substantially h1gher.wages at age 24 '

than other groups.” Finally, the male-female disparity is substantial,

e o

with the largest negative differential observed for’ the least educated

females,

<
Adm1ttedJy, some of the results in Tables 3.3 to 3.5 are based on

However the striking c0n51stency of patterns re1at1ng

2

very sTaI} samples.,
educatjonal attainment to measures ofﬁlabor marwet success is worth noting.
Unemp]oyment,rates are Higher and those high rates persist for persons '

who do not go on to college. wage rates are Tower ‘and rise more_slowly
for the less educated., The prob}ehs faced by high schodl dropouts are

Females in any education group fare worse than males.
» o « ) . ) _

Two related studies using NLS data support'tnese oBservations.,‘Kohen

and Andrisani (1973), using a sample of nonenrolled males from the'1969'

- -

*




Survey, find that h}gh school grad tes experience lower unemp1oyment

rates than dropouts 4 They also find small differences in the ave}age

hour]y earnings of high school graduates and dropouts who are-just

increasing with cont1nued market experience. Parnes and Kehen (1975)
use mu]t1p}e c]ass1f1ca{\on analysis to study the labor, market activities

. !
of nonenrolled males and females aged 16 to 21 in 1971. Controliing for a

number of human capital variables, they too find that high schoo]‘dropouts?‘

ahd high’schoo] graduates experience equally high uneTployment during
the -early yea;s of labor marke% enejy (ages 16 to 19 in 1971). \Unemployi
ment for ages 20 and 21 in 1971 is actua]]y higher than the rates for '
ages 16 to 19, although the relative pos1t1on of graduates vis-g-vis -
dropouts improves somewhat for this age group. Parnes and Kohen also

. . ’ ;%R
$ind higher average hourly earnings for high school graduates, with the

A )

highest earnings recei&ed by white males. - e

F

A1though these results are suggestive, the direction of causﬁlity
b 3

' _between education and labor market outcomes cannot be inferred on the

. \ .
~~_>basig of this ebidence aldne. As we discussed earlier, education might

. serve as'a screen, with more productive individuals choosing more education.

"The superior market outcomes of highly educated‘persons would then partly
be a return to their 1h!§(e prodgctivity rathr than solely a returﬁ te
schoo]ing. ﬁg;zover,;hur‘1nvestigation has nof epntrqlled for variations
in other factors Which‘could weil affectllabdr market success. In am =

attempt to do this we turn to a multivariate ana]&Sis.of school enrol Tment

and labor market activities. ' .

R s
o . [ 4 S ¢ = N N N -5 -
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Multivarijate Analysis

3.2 Schodf'Enrollment and Labor Manket Activities:

Dec1sions to enroll in schoo] and to enter the 1abor fomce are Joxntly

determ1ned, in the sense that these activities are compet1ng uses for a ' -
~ L
Moreover, both can be v1ewed at least part]y as

fixed amount of time.

’

- humah capital Tvestment decisions.

L

As Minger (1962) has observed,,employ-. "
{ Kt ’, -

/“xnent generally 1nvolves some form of tra1n1ng, rang1ng from formal training
programs and apprenticeships to informai opportunities to learn from

. experience. Labor market experlence and forma] educat1on often substitute

for eacﬁjother. In many instances an equxva]ent skill Tevel can be achieved

by replacing a pér1od of formal schoo]1ng with work exper1ence. Thus,

entry into the labor market is not the end of educat1on, in the general. - -

sense of -the term. P .

-
4 ~

Many factors influence labor force-education decisipns, including

i

!

previous 1abor market ard educational experiences, éBility to finance

r

quma] education, tastes for’séhool and work'(influencedﬁﬁartly'by the

L]

social climate in which an 1nd1v1dua1 is ra1sed), and the ava11ab111ty
of employment opportunities. In this section we est1mate a mu]tﬁnomlal
logit model® of aTternaf?ye enrollment and labor market activites. tThe
" dependent variables are either the survey week or survey yeeﬁ’aeffVity

Tables 3.6 and 3.7

A

- ) - ) . . (3 é
classifications discussed in the previous section. .

€

report mean values of the variables used in the anlaysis.

4 M ~t
9

The information required to construct several truciallindependeht

varfab]es, especiaily IQ, is incomplete. £1iminating individuals on =~ .
the basis of incomplete data would result in a serious loss of information,

“ s . . | .f r
e T 48 I
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possxb1y resu]ting in selec¢1V1ty bias.

In the case of I1Q, for examp]e,

" the nonresponse rate s s1gn1f1cant1y higher for the "Other" and "Unemplqyed"

. categories. To reduce potential bias, missing values are assigned means -

-

Besed oh the sample of va]}d responses, and a dichotomous variable
aassuming the value 1 for nonreSponses is included. As a result,'inter- -
pretation of the est1mated’1mpacts of some exp]anatory variables shou]d

be quatfffed for variab]es with high nonresponse rates.

I

We can observe individuals only in their chosen activity, having

no information on the alternatives that were open to them. In particular,

wage data are available only for'those currently emp]oyed: ven though

wage prospects certain]y enter the decision making process of other individuals.

As a contro] for th1s def1c1ency we 1nc]ude human capital var1ab]es

1mpprtant in determining wage rates: A measure of native ab111t_\‘, years
/

L4

of completed education, years of ekperience at the most recent job® and

race. Sex and age enter through disaggregation of the sample. One

disadvantage of th1s partial reduced form approach to the m1ss1ng variable

J

problem is that the separate effect of wage rates cannot be disentangled .

from the direct impact of the human capital variables. Thus, the estimated

coefficients of human capital variables measure their net impact on

-~

activity choice.. ‘ » .

F?amjly background'rariab]es partly control for educational preferences
and for financial support that the family might bé able to provide.
Mother's eddcation and father's socioeeonemit status are related to the

?espo d ht s abi]ity, taste for educat1on, and ability to finance educational

waptivities

The number _of s1blfngs 1s an 1ndicator=0f the parents' ttme

49 .\
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. higher for the emp]oyed. On th other hand, some things do not change.

Y

input to the development of the respondent, and may be negativefy re]ated -

to child quality. It atso represents competing demands.on fami]y‘finances. -

'Final]y, market dpportunlty var1ab1es whlch control for the year of

-

observatlon, revea] the impact of aggregate economic cond1t1ons on ‘the

dec1sions of youth Estlmated-coefflclents of the market,cpportunlty

<

variables also reflect changes in other social and econom}c forces which
. occurredrdurlng the perlod of observatlon For example, the activity
choices made by young ma]es over the period studied were clearly influenced

by their exposure to the draft during the Vietnam war. .

.
¢ b

The‘means;reborted in‘Tab?e 3.6 indicate a progressive selection
process in school attendance ReSpbndents enrolled at age 18 have several
advantages compared to those net enrolled IQ and mother's edgcation
means are somewhat higher, fatber s socioeconomic status much higher,
and number~of:sibT?ngs lower for the enrolled. With age the advantage
grows; apparently individuals with fewer financial resourcés and tastes

, \ S

for education terminate their education and enter the labor force. This

pattern is.somewhat less distifict'for females. ’ o

[

" Table 3.7 ii]ustrates how{the characteristics of yeung workers'change
_with age. Those entering the ;abdr force at age 18 are similar in terms
ef aVerage Berscnal and.familytbackground chanacteristics. The same
is true at age 20. By age Zﬁ;Lhcnever, labor force’charactéristics'
<I_:ha'nge as co]]ege-edncated yggth eomp]ete their education. A number

of family background and human capital variables are now substantlally

. . .




ﬂ'The 1mpact of,declining aggregate‘econUmTc‘conditTons_is—notTceabie—at

compared to the employed.

. for men-.and 1971 for women. T .

.
. 4
-~ . E -
Ct Q!E%
‘ M ) -

At every age the_u‘f/ployed have very low levels of recent JOb experience,

€

Out of the labor force males are primarily

enrolied while females are more likeiy to be fOITOW1ng a domestic roie

-

eacn age, Wiﬁh a disproportionate share of unemployment_occurring in 1970

Estimates of the logit status model are reported in Tables 3.8 through
3.15. Tables 3. 8 through 3.1 report parameters and derivatives evaluated '
at the mean for survey year act1v1t1es of males and females ages 18, 20,
and 24; Tab]es 3.12 through'3 15 report survey. week results The Togit
specification was normalized by setting the coeffic1/nts for one of the

dependent variables equal to zero: working, not enrolled {WK) for the

survey year classification and out of the labor force (OLF) for the survey
week classificatiofi. Thus the parameters (Tables 3t&, 3.10, 3.12, 3.14)

report the effect of a change in the independent variables on the relative‘ \
probability that a given activity is chosen, The derivatives,‘on‘the

other hand, are calculated for, all dependent variables. They report the

‘:marginal‘effect of a change in the independent variables'on the absolute

.sample means.

probability‘that a given activity is chosen, in the vicinity of the
Since the logit formulation is nonlinear, the derivatives )

vary when evaluated elsewhere.

.*3.2a Survey Year Results & o

L 3:0).

Consider first the survey year results for males (Tabies 3.8 and
At each age, IQ'has a significant positive effect on school enrofﬁment

although smaller at age 18, before the previously described self-selection

-
-




R "3

bfocess becomes important. The net impact of completed years of educat1on ‘

T

is 11kew1se to increase the probab1lity of cont1nued enro]]ment at all

ages. Coefficaents of work experience are d1ff1cu1t to interpret for

younge g(je ‘ p nere i i 8_no ibilsi 0 ariation R 3 e
. T i ’ o,

o S S '
24, work_exper1ence'has a s1gn1f1qant negative impact on enrollment, ‘-

4

and the derivatives indicate a larger pos1t1ve effect on the probab111ty ' ' _ ;

of employment than on the probab111ty of be1ng in the category of other

act1vit1es (oT). 7 At Aages 18 and 20, father s socioeconomic status has

a significant positive impact g enrollment; the variables lose all - & »

sighificance at 24{ Other fami]y'background variables are insignificant. ‘
Blacks are significaptly more Tikely to be enrolled at ages 18 and 26, “

more likely to be working atlage 24, This result may not represent true . ' . )
equality of opportunity, however, since the depr%ved social and f?napcia]

aackground qf bfaqks effective]y forecloses many of the%r education*and

emp{oxment opportunities.” Summing derivatives of the market gpportunity ..
variabfesiorer the two enrol]ed.categories indicates a decline inoenrollgeat "
over the period. Comparing 1970.with 1968, 18 year olds are 6 percent

and 20 year olds are 17 percent less 1ikely to be enrolled. The impact

is essentially zero for 24 year o]ds,iyher school enrollment is consiﬁeri

ably less‘ihportant, This decline in enrollment for younger maTes may

-

* ¥

reflect the chapging nature of the military graft rather than the effects

of a dec11n1ng aggregate economy. After 1968 both draft ca!10ps and the

protect1on from ca]]up afforded col1ege students dec11ned thus reducing s

the incentive to enro]) s1mp1y to avoid the draft. Th1s speculation .

is supported by the lack of a systemat1c year effecf on female erirol Iment, ‘

shown in Tables 3. 10 and 3.11. ' . . C
T B ’ 52
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" For females, 19 has a significant positive enro]lﬁent'effect at

ages 18 and 20, dec11n1ng to 1ns1gn1f3cance at age 24.. Edu?at1on signifi-

- cantly 1ncreases the probab111ty of current enrolJm t at.each age.

Tl
—

" school.

In }'5‘:,“ Tous wun\ experfence has—a-

Ie
3
Ew

-

jerge‘impect on current employment status, substantially increasing the
1ikelihoodlof employment and decreasirg that of teing engageg in other‘
actfvities. Once again blacks are more likely:tq be enro]led_at ages
18 and 20, and'tq be working at age 24. Mother's‘edﬁcatipn and father's
socioeconomic status have significant effects only at age 18,_when they
both stimulate enrdllment. A]though,perivatives indicate'a modest decline
,iq emp]o&ment between 1970-and=1921, the’overall‘pattern of market -

opportunity coefficients is mixed.

¥ - A

_ 3.2b Survey Week Resu]ts‘ i . B!

[y R ] -
The survey week results (Tables:3.12 to 3.15) provide mpreiairect

"evidence on tBe detq‘pinants of youth qnempleyment. Reflecting the

importance of the enrollment decision, 1Q and education haye their most °

important effects by routing-males out of- the ]ebor force and into

Work experience gredtly 1ncreases the probab111ty of current '

- <

) emp1oyment at age 18; the effect d1m1n1shes at later ages as 1nd1v1duals

o

with advanced educat1on and fewer years of work expenge:seuggtizn jobs.

" _ Blacks are significantly less 11ke1y than wh1tes to be employed at age N

18, and”ore 11ke1y to be unemp]oyed . By age 24 the racial- d1screpancy

—

is i sign1f1qant

%

EYS

In most cases the coefficients of the market opportun1ty




$

trend 1nCreas1ng the llke11hood of unemployment from 196B to 1971 for

.

a]] ages. . ' ' . o .

Turning to the female results (Tables 3.14 and 3.15), eduéation« Fy

has. a htghly s1gn1f1cant pos1t1ve effect on the probab111ﬁ? of empToyment o '
“at alt’ageé, This differs_from the male pattern of 1abor force ndnentny |

at ages 18 and 20, and is cons1stent with the female's survey year

-

ftndjngs. NOrg exper1ence has a stronger p051t1ve impact on the 11ke1i-l

-3 ; . L

hood of employment for females, although the effect declines with age.
Black females are less likely to be employed at age 18, more likely at.24.
{he recession’sA;:Ejsk on the mix of activities is surprisingiy mi]d,,with

derivatives‘indi ing a slight increase in the probability of unemployment -

-y

and decrease in the probability of employment at all ages.. ‘
3.2¢ Addﬁtiona] Evidence , . .

The need to treat enrollment and ]abor force decision simult neous (

in the framework of a time a]locatlon problem has been generally getdgnized. .
Unfortunate]y, few eﬁplrlcal studies of these dec151ons are available for ” .
/

comparison_w1th our results. One exception8 is Stephenson S (1977) study

-

* of. school and labor force participation desisions of young mdﬁes, which

a]so analyzes the NLS youth da%a »PooTlnq observations from 1966 o e

A

to 197? for males who were 14 to 17 years o]d in 1966, Stephenson est1mates .
transwtwon probab111t1es between a]ternat1ve enro]]ment and labor force ‘
states usfng a mu1t1nom1a1 logit model. The dependent var1ab1es'are

‘ sim31ar to our survey week actjvities, except they are further subdivided

- -
, . L r
.y . -



by survey week enrollment, status. StephenSon finds'that the princlpal

)

o - \“1mpact of fam1ly soc1oeconom1c¢§’/tus 1s to. increase schd’l enrollment

;if;,,f - rates foﬁhboth blacks and wh1tes Completed years of sch ol1ng is

:,J - p jtively related to rrent enrollment of blacks, th

l967 to 1969 for wh1tes,

IS

are 1nsxgn1f1cant'for w' QEnrollment fell fr

with most of the declnne among work1ng students This flnd1ng co1nc1des
with our survey}year est1mates Stephenson also estimates that black
’ iee%

enrollme *?f reased modestly from l967 to 1969. Thb—ﬂikel1hood that \

. ) a
ot ind1v1duals w1ll be unemployed increases somewhat from 1967 to l969 for

B <. R | ®
whlteﬁ,_and increases substantially Oyer-the same period for‘blacks. g L_
. % e - . . . . ., : ,},, - . ' - .
T, Both Stephenson s analys1s and odr own work support the val1d1ty of

K mult1var1ate approach to the study of enrollment and labor force decisions.

We have found,. for example, that personal and fam1ly background character-

e

_1st1cs play an 1mportant role routing 1nd1v1duals with hlgh status ‘
.backgrounds toward add1t1ona$1eduCatlon This enrollment.effect seems

R to operate 1ndependently of race: blacks with s1m1lar backgrounds are »g .
Loe ‘ { o
| - somewhat more l1kely to be enrolled than whites. But since fewer blacks

',are from hrgh status families and able to afford college costs, the «

- -

average enrollment rate ¢f blad{s is, well below that‘of wh1tes. When the
college- educated ult1mately enter the’ labor force, they do so W1thout

. experiencing the high Unemployment rates and low wages of those who do .
L PR

-

o éi not go to college Th1s lnterplay between backgrounds, enrollment

decisions$a nd labor market outcomes amqunts ‘to a social strat1f1cation 'i

-

process‘which, although ot completely 1nfleX1ble, has Egportant consequencest

}

I
: ,} While our analysis of thlS phenomenon has ‘been jpeomplete and” we have
‘examined -only a few of the determ{nants of school enrollment and labor

ERIC L. o , Ejfslﬁ{ S §
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foréaLdécisions, it.appeans~¢hat the net effect of this prdcess isdaeigngency

ftoward cont1nu1ng economic'$ééquality.

"
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3:3_ Determinants of Educational Attainment -

]

PEPE

A

Because of, the pivotal role‘education'has in determining future labor

market outccmes, we take one final 1ook at factors lnfluencing educationa]

.

. ..
decisipns,athis time exam1ning the 1mpact of family background on

— .
educational attainment of 24 year old respondents The model 1s similar

L e

to that estimaqed in Section z 2 and is closely re]ated to mode]s

est1mated by Masters (1969), Duncan, Featherman, and Duncan (1972),
Grll{ches and adon (1972) Lerman (1972) Hauser (1973) Pahsons (1974),

. Griliches (197#), and Lazear (1976). Most researchers f1nd ‘that fam11y

/
backgraynd"varnables explain much ogthe variatﬁon 1n educat1ona1 atta1n-

ment; we confirm‘fhls fact for NLS data. =~ y .

.-(‘

Table 3. }é reports 11near regression est1mates of the 1mpact three .

-

jgmily backgrodnd vaﬁtabTeSafmother s education, father s socxoeconomic

'aiigus, and nuqber of s1b11ngs--have on years of ‘education completed

by age 24, contrdli1ng for 1Q, race, and sex. The sample incTudes those

enro]led 1n schoo] at age 24, thus reduc1ng poss1b1e sample selectnon

“bias, and a varlphle indicating enrollment status is included. As expected,

those who are currently-enro]led are the more high]y educated " Estimates
A

»'.‘i]uswng a sample restrtcted to the nonenrol1ed are s3m11ar to thpse Yeported

”~ 4

_ here, with the exeeption that est1mated race and sex effects are somewhat
] .

1arger for, the’ nonenro]Ted -

. . « ) - ,'\ N o -

..

The aignificance of the coeffwcients and the overall explandtory

.

,( . qg . . s

. B » .
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power of the regresslon is qulte h1gh Estimatéd effects of the three, . oo

famxly background var1ab1es have the expected s1gn and are highly -

‘signifxcant beher.s eaucatxon and father's soc1oeconom1c status-

w® .

both have pos;tlve impacts on educat10na1 atta1nment The negat1ve LS

Jmpact of siblings. is 1arger for femaless ‘Thls result is cons1stent ,
.t? “a
o W1th the hypothesis that the educatlon of fema]es s sti]l v1ewed as’

a 1uxury in many fam111es that’ 15 expendab]e in the face of the

’

competing financial demands of a:}arge ﬁamtlyuquhe estimated difference

- : N

:fn educationa] attainmént between b%ack and white males is not significant;

-

black ' fema]es comp]ete about three- quarters of a year more educatlon
. -

than whltes when ab111ty and background vafiables are controTled " The

‘ difference in .educational attainment between males and females is
) . ’ . - - ,p , »

[N = . '

“negligible. . o .

~ . . . . . " .
Our results can be comparéd to’studies using Nationaﬁ Longitudinal
Survey data‘by‘Parsons (1974) Kohen and Roderick (1975) Lazear (1976),

.and Gr111ches (]976) Parsons, Lazear,, and r111ches confine the1r samples

«to nonenro]]ed ma]es while Kohen an Rode! jck also study fema]es.* Ai1 AR DO
four use regression spec1f1cat10ns 'S mtlar to ours, and thelr resu{ts o
are. reported in Table 3, 16 Except for GP]]ICheS, none of the stﬂHIes .
contro1 for age. In addition, Parsons does not contro] for race,/ ‘In
spite of differénces in spec1f1cat10n the results of these” studxes are
very sxmi]ar to ‘ours. The impact of 51b11nga“s negatlve and ginera11y o
' €;19n1f1cant the impact of mother s education and .father's socioeconomlc
status is p051t1ve. On]y'La;ear s race coéfficient differs in sign firom’

ours.
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- . T Th!s chapteg ha471nvest1gated many of the factors assoc1ated’ ith

— e

@ agnuth educationa1 and 1abor market dec1s10ns, trac1ng the consequences

of those dec1sions to their subsequent impact on labor market activities.
, . ) [N N i A ) A -
Jn tater years. The critical decision is clearly whether to Continue

. formal education. It appears that i;gpvidda1s who go to college have

less difficulty ‘making the transitioh}from school to work. High schggl/' |
24 . N ;
\d,dbouts experience the greatest difficulty becoming established in the r~

s

"labor macyet w1th extended per1ods of h1gh unemp]oyment rates. Because .

b]acks on avergge compTete fewer. years of education, ‘these f1nd1ngs
| 1mp1y that lower sk111 Jeve]s contr1bute substant1a11y to the severe
. . t

unemp?oyment prob]ems of minor1ty youth . . . -

;. . .
- L : . -
r ¥

L This. chanter has provided a.brief accounting of who is where in
the youth labor market, 1dent1fy1ng some of the systemat1c drfferences . .

. between earTy market entrants and, co}lege goers, and between the emp1oyed
g’
and uJEmp1oyed In succeed1ng chapters we narrow tbe focus to emp1oyed ) s

G

© ' wage and sa1arx.workers and analyze the processes of wage determ)nation

s

- and turnover, and their cpnsequences. : : ) e

o

“y-
e
.
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o : . wFootnotes to Chapter I -~ o, N N y )
T ) . A Y
> 1Br1ef1ﬁ, the anp]oyed (EM ) are persons who, dur1ng the survey week,
a d1d any work at all,ag paid employees or in their own bus1ness or who worked
]5 hours or more éé unpa1d workers in a fam11y-operated enterpr1se “Also.. - o
4 1nc1uded are Fersons temporar11y absent from work due to 111ness, vacat1on, : "‘?

bad weather, labor-management dispute, or other personal reasons: “The

M

unemp1oyed (UNEMP) are persons who d1d not work at all during the survey
-week, were available for work (except for temporary 111ness), and had o
Tooked for work durlng the preceed1ng 4 weeks., A}so included are those who .
“did not work during the survey week ahg were on temporary 1ayoff or were ‘
wa1t1ng to beg1n a new JOb w1th1n the fo]]ow1ng 30 days. Persons ne1ther ) oot 's

employed nor unemployed are c]ass1f1ed as out of the labor force (OLF)

See U.S, Buréau of Labor.Stat1st1cs (1976),Lpp:.6-7;.for More details.

Ed

2As out11ned in Chapter 11, our recursive m del” of the youth. labor

- Pd ,-

market i% app]ied,to each age “group sequent1a1Ty, for a total of 11

-

. 1terattons for males (ages 18 to 28) and 10 for fema]es (ages 18 to 27). ;
For ease in presentfhg—thE\results, and w1th Tittle 1oss in genera11ty,
ﬁt we conf1ne our d15cuSS10n 1n this repon¢ to the ana]ys1s of ages 18 20, .
and 24 % Resu‘]ts obta1ned for other ages “are avaﬂab]e f/om the aut,hors,
dn add1t1on, unwe1ghted data are used throughout the study This was done ',
part]y because samp]e attri ttafter the first survey year wou]d require
unkhown adJustments in the pub11shed we1g\ts Moreover much of our ana]ys1s
i1s conductgd separate]y by race and ‘sex, the two key determinants of the- ‘ Y

'sagp]1ng weﬁghts‘ F1na11y, use of we1ghted data 1n multivariate ‘analysfis

does not yie]d,more desirable estimators. See Taubman (1975) pp 24-25.

. B . L] ‘.
- . ‘e . .

S 3Stevensot\£lg77Ybreports a similar result. \ . * .
e os9 .

*

-
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. tends to dec]ine with age.

.o o 3
» 6CJT measures recent attathment to the labor force.

2

u_

% 4Kohen and Andrisan1 also report that the unemp{oyment rate differentia]
This difference in conclusions is partly v
attributab]e to d1fferences in sample se]ectlon»{hd c]pssification procedures.

Kohen and Andr15an1 use educationa] atta1nment reported 4n 1969 regard]ess
4
of the age of the respondent,to c]ass1fy individuals as dropouts or graduates.

5See the append1x to this chapter for a brief technical discussfon of

the logit formilation. .
A total work

experience variable was not available, and age stratif{catibn coupled with
the jntlusfon.oﬁ education makes the, usual potential experienee proxy (age- '

; egucatinn-G) unuseabte here. ° ) - T .

t 3 . : - ’ 4

s

7The effects of comp]eted educat1on and Job experience on enrol]ment

Y
and labor fsrce dec1s1ons opepafe through several channe]s ‘As we discussed

ear11er, these variables are impoctant explanators of wage rates, sbhthefr o

# estimated impact combines fhe indirect effect of wages on activity choice

K

‘w1th any d\rect éffect of the Independent vaYiables _themselves. Tb the

extent that these var1ab1es are poor prox1es for wages rates and other .

3

unmeasured determ1nants of activxty choices, observationally equ1va1ent

ind1v1duals w111 have d1ffer nt true probabi!ft1es of entering a]terqative

enro]?ment and laboh force status. An 1mp11cation of this‘heterogene1ty

prob]em 15 that over a_ per1od of time the proportfbn of persons with a

L4 s &

greaten unmeasured propénSIty to rema1n 1n a given act1v1ty state 1ncreases

Thus the correlatiqn between years of .completed education and current en-
. , N
.ro]lmept status, and between years of Jjob experience and current emp]oyment

- . * . ¢
' vstatu§, may grow as the population sorts itself out. A discuiﬁjon of this -

See also

?'!E /-

—— e e .o o [ -

mover—stayer problem is contained in Heckman and w11]1s (1977)

S{:eyhenson (19735) Y . 60

Ul
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+
8Another exception, Mallar (1976), estimates a simu]taneous probabillty .

.

’ '. model of school and labor force decisions using a probit formulation.
/

Uwfortunately, Mal]ar s mode1 “does not overlap our study enough ‘to allow

cdhparisons.

-




TABLE 3.1
Activities, Selected Ages?

Proportion In

Praportion In

.. Survey Year Activities Survey Week Activities
AcE N L TR ST — B e O ~ o ufg) (%)
* White Male X -
- 18— 1868 Jd9 ‘66 2 .03 - .63 .09 .28 ’ 13.8 - 72.4
20 103 . a2 43 .09 .05 J3 06, .22 7.1 78.2
) W5 69 .19 .04 .08 93 .02 - .05 1.8 95.2
] s
Nomwhite Male o .
18 844 .28 .54 .13 - ,05 64 04 .23 17.6  77.5
20 515 61 .25 .06 .08 ;78 09 3 0.5 87.0:
2 338 . .83 .02. .07 .08 89 .06 .05 6.2  95.0
® B
[ ynite Fondle | ‘ e e
' 18 1395, TS R TR} 46 1 44 9.2 66.3
20 1349 53 .21 .08 47 54 09 3.6 62.8,
24 M6 85 05 02 .37 5404 .4 7.3 58.8
- . ’ - : " ’ )
Nonwhite Female . -
18 660 A2 250 .23 .19 R RN R 3,9 512
20 97 .53 5 .07 .25 48 a3 .39 212 60.8
a R T3 04 .02 L3 .56 .08 . .3 13.0  64.2
<N N\ . A
a, The unemployment rate (U) is calculated as: N : B
-y = uNePP/ (P + WHENP)
The 1abor.force participation rate (P) s calculated as: . T ’
p=EMR '}:_(HEW A ' - T N ‘
‘ . 82




. ‘“’ ; :’-‘ - hl
.‘E: - ’ * . ! . ’ -
e T -+ TABLE 3.2 °
o ' Survey Heek Activities by Enrollment Status, Selectdd Ages® o
z . . ]
- (’ L
Proportion In Survey Week Activities ]
- ME N n 5~ UREWP-RS
ite Hale . . 0
. - 188 . 27, .3 06 0 TR A ——— =03 - 57
20 . --1303 - .23 .50 .02 * ~-:03 19 .02 A4
” - 2¢ ‘146 -11 s 082’ 000 . .01 ’ g v ! .04 -01 - 015’
fonhite Hale , : - , S
18 844 S | .45 .07 06 - .18 .05 . L. .44
- 20 51% a2 66 0 . .07 £.10 04 . .28
. \
) 338 .04 .85 0.0 . 06 .0 .04 .05
Whife Female ' " N . -7 ' .
38 o135 - . A7 ¢ .28 s .06 - .05 - .28 - 16 -
M . - 2 o N 4 -
20 1349 oo 743 .02 .07 .16 .22 .28
24 M6 05 - .50 . 0.0 KSR * S - S ¥
. . ‘ PO ‘ ’ .
Honyhite Femal\e ), ‘ ! )
w8 0 ¢ . .2 2 .0 mo e 20 47
20 \397 09 - 39 .02 Mo a9, 22
24 o . .03 53 ) .08 02 3 .06
a, The proportion enrolled in the surve’y'week (ENROLLED) s calculated by: T N
- . - » v, » . . ~ 3
ENROLLED = EMP-S +UNEMP-S + OLF-S A ’ -
ENROLLED . c 83 . :
) ) ¢ - -
- L ” . -
"» + LY *
/ , ' 4
kA ) a . ‘. .
L _ ;.’ 4 . - - .- -




o~ 1‘ £ N o - \‘ ¥ o~ N “
_ ) : Hr
ST T T ' TABLE 3.3 L, . ‘ \‘
RN Post-Schoo gétivitfls of Hales Grouped by Educationa] Attatment . _—
- s ;rcportion-ﬂ ,.f . ;roportiwdn - ’ ST
Age . .N’ . ‘Survex Year ’Activities? _ Su;_,vgx Week Q.Ftivitigs. LU pls)’
High School Dropouts . . N , . < E ’
18 210(.51) 54 .35 .07 .04 /T [ R - R | O
20 308(.51) 8 o .03 .0 . .8 a0 .0 s st
-4 20(.3) - .90 .03 0.0 .06 BRI I 49 9.5
Hiigh School Graduates . o ' N . e
T et asta 23 .63 .1 .03 g6 0 a3 - N9 85
20 - 534(.28) 75 3 .03 .8 .8 .06 .05 61. 989
2 a%2(.21) - 86 .02 0.0 .12 o7 .01 2 T 12 e
College ‘Dmuts ‘ , g l . . . ' T
20 . #4018 25. 6 4 0.0 . 505 20 5.7 795
#  #.02) 567 .32 .06 .07 S0 02 .0 27, 9.0
College Graduates : ‘ ' : ' IR
2 IETIRT) I J - N F B B . RN 25 838"
a. Proportion of blacksiin parentheses. |- ' ' ,‘ ) Call
. b4 . HE . ! . o0 .
- . ‘ . BN
) R ‘
.
64 . . :
‘ — . -




24 248(.13) . .65 A7 .05 .13

J7 .04 .20

. ”
P e
o TABLE 3.4 -
' 'Poxst-School' Activities of Females Grouped by Educatfonal Attainment -
: : P - ;
o . §uwepr$g:;t 12213%& Surv Prgg:{t;grt‘i:?ties ;
Cage ¥ WoW o SR 0T - i i W P
-Hfjh School Dropouts ) -
18 173(.49) 45 .06 .14 .35 Yan a7 .53 /.4 47.4
T, 314(.6) 49 .04 0 .04 .43 33 .4 .53 2.9 468
28 C268(.37) .49, .01 .00 .49 v .08 50 . 16,5 49.6
High School Graduates ) °.
18 457(.32) 49 .23 .18 .10 58 .M .36 16.3- 64.3
20 930(.30) 7 .03 .02. .19 64 .09 27 13.0 73.0
2, 672(:22) .59 .02 .01 .38 53 .04 .43 *7.3. 5i.0
College Drgm‘?utsb ) ‘
2 66(.30) 62 .21 .09 .08 6 2% 8.4 782
24 203(.24) 60 .00 .05 .25 62 .07 .30 0.0 69.0
€Coliege Graduates - ; ‘ .
’ 45 80.2

a. Proportion”of blacks in parentheses.

orny four years of data are available.

b. Classification procédures do not allow 1dent1ﬂcat!on of the activities of femne college dropouts at age 20, since
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TABLE 3.5

t

- Mean-Wages of Workers Grouped by Educational Attafnment?

Age T3 Ma’?w EHP T Femfgﬁ o 37
High School Dropouts \ )
18 1.88(113) 1.65( 74) 1.87(153)  1.30( 77) i.zg( 1) * 1.40( 47)
20 2.11(258) 1.81( 12) 2.09(242)  1.38(153) 1.30( 12) 1.44( 89)
24 2.41(283) 2.63( 9) 2.46(238)  1.46(132)  .99( 2) 1.54( 94)
" High School Graduates ; "
18 2.01(108) 1.75(280) TN9Q(306) - 1.62(224) 1.33(106)  1.55(228)
20 Za(402) 2.02,72) 2.39(442)  1.77(72) .67( 29) 1.87(549)
) 20 2.80(421) 3.23( 9) 2.80(425) . 1.97(399) 1.86( 11) 2.03(318)
Co]lggginrqpoutsb, . v
20 1.96( 11) 1.84(27) 1.84( 30)
-2 1.89( 41) 1.59( 14) 2.00( 37)
"2 3.13(135)  2.75(77) 3.00(196)  2.13(321) 2.34( 21) 2.33(i15)
' Cbilege Graduates
726 3.38121) 3:080041)  3.27(245) 2.82(160)  2.46( 42) 2.85(174) _

a. Indollars per hour. Sample sizes in parentheses.

b. See notes to Table 3.4.

——y
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i - TABLE 3.6 ) : PR
. . L - Yariables Useq in Survey Year Activity Apa‘lysis: Ages 18, 20, i . N
_j ) L . -
) .. , “Mean by Dependent Variable Category
o . 3 B Age 18
Variable > Description ' WK TR o1 WK e o7
\ : m;‘ (0° ‘Respondent s nonwhite . ,,,39-9_ 269 .323 .489 297 .245 417 435
1Q ) H}l’choPe{ on IQ-type test , " 98,7 ‘103‘3 . 103.4 :IOLO 100.7 N ‘106.4 101.6 99.5
1€ (D) / Control for missing 1Q values .486 \ 303 3 17 . 299 -, 251 .358 .493
EouC Years of formal education completed © 10,3 . 11.9 7 U .‘7 9.23 1.2, 1.6 n.z 10.3
T Continuous years of experience with .3;3 T .298 .650 739, ‘.‘317 ;353' 201 113
current or last employer ) - ' ™~ K
o ' Hother's education ' 9.55 . 10.7 10.8 .  9.46 10.1 . 11.6 10.7 9.51 ,
' ME{?G (D) . Controi for missing MED values 154 .084 q19 - 174 .‘103 : .076 .089 - .184
« DUNCAN s Father's socioeconomic status 25.1 35.2 33.4 24.5 28.5 38.9 31.2 24.8
“ DUNCANC {D)  Control for missing DUNCAN values 138 072 089 ¢ 152 101 ) 095 150
7 SIBLINGS Number of siblings _ 4.03 ‘3.25 3.4 4.77 3.82 3.24 3.79 4.47.
1966 (D) - Respondent was indicated age in -1966 .160 . .198  .193 239 -- - - --
1957 (D) Respondent was indicated age in 1967 .205 196 214 Toaes” - -- -- -
1968 (D)¢ Respondent was indicated age in 1968 .226 215 181 42 256 .28 .265 .252
+ 1969 (D) Resporident was indicated age in 1969 . .200 204 1181 228 ) -.262 .224 : .298 .238
1976, (D) Respondent was indicated age in 1970 .209 J87 261 \\228$ Note T 261 .209 .233-
1971(0) Respondent was indicated age §n 1971 -- - - 238 W267 .2 272
P * ' Y
67 ﬁ 68
. - P v ’
. — ’
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. . : TABLE 3.6, gontinued . - . L
- - g . ; X
! ¢ ‘ ’ o \\/ ’ V \ - ) N
PN Variables Used in Survey Year Activity Analysis:” Ages 20, 24 )
> Pl ’ - ° ° ) A
s . ‘L o, R + . ‘, . - ., '
T ! * ‘ . .
: . I
- ’ , v ‘ Age 20, ‘\F'_‘é Mean bygPependen® ﬁlar‘iable Catego_y_ JoN - Age 2h, = :
47 Yariable _Male | L Fenale : ; Male . Female
: WK S . St . 0T WK< SW o, S oT wg R PR WK. CEWR 0T
. ET 4 ) . ‘*!" &‘ 2 ‘ = N [ - :
[TORACE .66 088 206, C .34t 304 .22 2637 005 a7 -26 13 .24
.‘ 1 . F) “ " : - A , _ -
B (1 98.9 02,9 109.3= 99.4 100.1  109.4 ~  -98.8 .- 108.0 99.7 102.4 ~:109:5 -7100.4 ©
A3 9 4 3 : . 1] . - - .
s e .367 2139 .68 523 .252 .120 2350 .180 467 .230 B L 2N
CEDUC 1008 RB. 137 0.3 st N7 188 : n.5 .1 M3 25 a6 N3
z ! - . - . ; , : y . ~ ) . .
© e T 729 .453 303 .0 598 780  .488 , (551 .268, 74 T 846 1.93 1.56 116 7..390
T ;MED ‘9.52’ L5 T 944 . ,10.1 Ng 1.5 0.5 9.79 ® 1.8 9.75 10.4 JLT e 977 4 4
| MEOC .56 059“‘”_ 4085 40 - , 8. 074 068 150, .204- .. .095° 75 J38 074, "‘S‘L =
- omear 2.0 10 a7 s se4 a4 uek ol 2851 T 62300
. . N 5 ’ ’\ e , . - ¢ -
E 'DUNCANC _.10§ 062 116 140 © 099061 095 —— 30— 076 ﬁ?se—~~o75—*ﬂ==‘ 0831093 086,
. . . .. . " B . ) . . . . v "\ -
SIBLINGS 3,83 2.72  2.48 4.12 /_,3\.'55 2.94 2.74 426 3:34° ., 2.3 - 3.4 A 2.3 A 340 %
‘v 4 i ' | . e Y ’ . . ) ’ :
% 1966 186 4,139 135 .140 - -- - - .257 .210 200 - - y
. 196’7 a1 099 a9 - 2B -, .- - - 213 2317 - a2 -- - - .
r'a . ~ ". . . . = ‘) . A i 3 R R ‘. - ¢ . .
- }pa 155,233 J67 ¢ 478 .268 220 27173314 214 223 m\n\/ .23 .296 294
1959 v T8 n2a . 239 s 246 ' .29 L2160 .225. 166~ - - RYE . .223 RE N7 A
. . . " ) y ) ! * o " ’ s .
1970 .297 - <208 _.265 ",243 . 252 .274 243 . 199 150 L. 180 .208 .253 .204 8.
) . - ; . ) B B . ) . L)
" 17 - .23 ;.27}7 266 262 \ - - - ~293 3700 . .24,
. S: hd . 6. ™ L . . T
. .;‘:. "-:'“ L ) . . ’ " ..
a. For 18 and 20 {ear ‘olds, thé alternative dependent varfables are: WK, working and not in schpol; SW, wovkinti; and in_school; SNH. in school<and not
-~ workfng; OT, other For 24 year 0lds, the dependent variables are WK, working and not in sch ol, ENR, enrolled-in school; OTz other. N .
. b, Varfables ¥d1lowed by (D) are dichotomous They assume the vaTue of 1 if the indfcated requifement {s met, 0 otherwise. o0

)
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LT .7 Variables Used in Survey Week Activity Analysis: Ages-18, 20, 24 -~ . ., | '
. . Y R . . .
' - .
- - : ‘ , PR K P w ¢ . e
1] > f Py -
- ’ . 7 a : i . .
a8 Q Mean by Dependent Variable Category - s :
' . ) : - Age 18 ‘
Variable ° Descri.pt_ion ' Males o ) Females
. . . P ,unmpg - OLF S O UNEWP OLF
- A 7o, ¥ , 3 M ’
’ b - » ; IS ! ’ L S—
RACE (D) - Respondent is nonwhite T3 .399 w270 ’ <257 .050 113

B N Score on IQ-type test 10117 - L1011 T 105.4 02.8° _ . 1009 ' 02,9 -,
s Gonirol for missing 10 values T . 332 267, a3 369"

~EouC Years_of formal education completed “14 =3 1.8 na o3 e 1.0
QT e Continuous years of experience with 544 052 .079 .532 050 NIt}

) . current or last employer i

L - . Pl - L}
MED Mother's education . J 10.1 , 0 10.4 - Th2.# 10.7 . 10.3 L 10.6
. - - . ‘ - 4 i e
HEDBC ¢D) -Control for missing MED values - 112 135 .082 - .088 & . .100 = W8
. D%&CAN_ Father's socioeconomic status 30.2 . 30.6 38.4 31.7 29.5 32.8
= - N . -® ]
. DUNCANC (D) Control* for missing DUNCAN values . .088 ”> 108, .091 ’ -089 J15 - 104
’ . * N . ~> ) hd -
SIBLINGS ~ | Number of siblings . -3.63 350 3.1 3.68 «4.00 3.67
1566 .('D)' Respondent was;i_rfdicated‘age in 1966 ° .194 ) 201 722 . . . e L em .
1967 (9) _.Respondent was indicated age in 1967 198 DERERTE 1) . .28 - g ”‘;.- - -
- . - p -2 § . : N . .
1968 (D) Respondent was igdicated age in 1968" 414 -365 .30 257 223 | .58 .
: ) . v : . o . Lo
1969-(D) 4™ Respondent.was indicated age in 1969 197 .208 ¥ © .209 - ‘1,256 ' y .234 .255
. . , ! . -, » v R . ‘.
- 1970°(D} , * Respondent was indicated age'in 1370 B 1IN C.2367 27 . " .22 . .23 .857 ,
o oy .. . M . . . T
: 1971 (9) Respondent was indicated age in 1971 ' - .- T em +.261 .290 . *.230 .
L3 ’ . 4 . | - s r : - v .-

. . . . > A . : Lo . ’ - -
. . B ‘ - S, SR N .
R 17}_ } :\N * - * B b . . o’ : . *\ v ”/2‘

7 \\ ) ) . ‘?‘,{)\ LS - ', ’ p
\ ~ a - t = Q ‘ ] ’ - * v ;

-~ 2 . . ) b-' x . z

' - , i R ’ . l ' )
Vo= RIS ' . ! : . ' \
| . K L, o * ) « v £ ! : ';.‘-:- ‘ 1 "" ’ . o
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- N Table 3.7, Continued T
. ” .- B Y R .
. * L |
: N = i ‘ _ |
Variable . Mean by Dependent Variable,Category > |
— . . . . . — “
- - * M vAéé’ 20 . - « . ! -~ ]\
- v |
- - Maled\ ) Females - ' Males - _Eemales [ |
, E¥P UEP N - OLF . B UNEMP , . OLF EMP UNEWP . OLF &% INERP ~OLF 2
¢ . ’ . “2.‘32 . ' R ) |
* RACE .297 .395 191 ) 401 .318° .219 ,+500.° 236 254 .392 . o228 - s |
> N ) . . . . ) S ——
I1q 100.5' 102.1 109.2 102.3 99.0 102.3 100.5 - 98,7 \1‘65»7:7 103.3 99.3 101.1 ~
RS { .;94% . a8s ' .208 .313 35 - B 5 500 - .361 229 354 305 ‘
EUC 1.8 2.2 13.7 R TR I N 1.8 “aza SN2 13.8 12.8 : 1.9 e
- - T ) . , [ ) . i .
., CaT BT 7Y BN 7 .120 .957 .076 a8 0 N .150, a3 .82 <74 2N, !
,. " P . - o . "
MED L, 0.2 n.o 1.6 10.5 0.3 10.2 0.1 .. 101 1.2 10:5 9.1 % 9.9
MEDE a3 34 .048 .098 .156 g0 I .300 .083 125 401 J64
- ’ LN . . . - . < ) -
_ .DUNCAN 730.8 32.2 433% 30.8 28.9 T 30.9 32.4° 24.0 371 34.2 28.2 . 30.5
_ Dbuncanc. 090 134§ .083 .094 .10’4% a0 on ,f‘.o75 . 083 .083 .063. .098
' L o o 1 ’ e
. SIBLINGS , 3:45 3 60 - 2.66 - 3.39 4.02 3,68 3.15 . 4.08 2:60 3.13 3.68 ° 3.30
¥ Y ) . e « - T, T ¢ * ¥ o
, 1966 ~- % .170 J0F .148 -- -- -- . .285 .150 .264. -~ - (- -
. . T N I - . : , e
Jo6? 90 - a8 .194 - e - 224 150 .67 Lt ’g\ - &
T Hoes 2182 .43 1219 260 .23 .287 214 -5 . .208 254 291 s260
N ~ : . ] i 1 . . R B '. ‘- vt ) IR
© 1969 .201 210 .228 .285 7 . 240 .224 .161 . 208 .208!- 212 . .228 .239
. . ' ~ - ’
R 17 -7 1395 .2n .251. .203 .247 156, .325 153 w247 -190 228 .
T Loen - - 243 . ;318 .282 - - - 287 C . .201 212
- . - . ’( .r_' < . ‘& ~ , ’\ - . .
e ] R VT i B * g -
& L] 4 -7
k4 . The a'rternative dependent variables are:. EMP emp‘loye'd UNEMP, unemployed,‘ "OLF, but of the labor ‘Force. ’ l
=@ “ariables followed by (D} are dichotomous. They assume the value of.1 1f the indicated requirement {s met, 0 othemise. . Tt R
¢ [Kcnitted in estimation., L coos , . o .
=R 73 & . * \ . . — >
. - M / »f -




: . TBLE 3.8 - . . - '
- DETERAINANTS OF SURVEY YEAR ACTIVITY: ™ WALES AGES 18, 20, and 28  ~
:‘ ‘ - = .o . ’ - o
- ~ . ] Age18 -~ . . i Ageﬁ 20
> Prob (SW -{Prob 55"""’ Prob ;org Prob (S¥ Prob (SNW)] . {Prob (OT
Yarfable 1“.§ rob (WK i 1"{ rob (WK i I { rob 1 y? {d.f.) 1a { T0 K} 1 {Prob 5mz 1“{ ro } ¥? (d.f.)
i RACE 221 - 503 .235 7:59 (3) , 664 587 <161 TRERC I
Y {1.61) (2.73) (.85) -~ (3.05) (3.22) (.63) E
. ;g 005 - 014 014 5.90 (3) .019 029 01 12,64 (3) .
. (1.22) s(2:31) (1 i . (2.91) (3.25) (1.09) 2 _
10 423 .343 .564 9.85 (3) -.005 205 C .457 3.27.(3)
‘ (2.97) (1.24) (1.73) N 2 (6.03) (.70) (1:61) s
T 8712 ,616 -.210 302.98'(8) 1.609. . 1.505 -.079 325.33 (3)
. (16.41) (8:73) (3.27) (7. 74) - (13.38) (1.33) -
(A4 -.103 SRE)) a1 35.55 (3) ~ .21 -375 . =073 -, 14.34 (3) -
. ‘ . (2,08) (2.48) (2.69) : - (3.17) (3.10) v (.80) .
) <, 027 039 .108 12,35 (3) 000 . . .45 019 . 1.27(3)
(1an (1.27) (2.12) ‘ . (.30) (1.01) (.42‘)'# .
*T L HEDE - - =286 T %021 -.315 3.09 (3) -.45) =3 . -.375 3.81 (3)
. (1.41) (.09) (.94) ) (1.63) (e & sy -
. BuNCAY .013 010 006 . 1678 (3) . . .009 .015 vo.002 g.o7(3
(4.06) (2.50) (.60) S (2.28) (2.93) . °  (.24) ..
TCNCANC -.479 -.285 Y ..025" ‘7.51 (3) .369. oaz i .,258 ° 10.70 (3)
_ (2.69) . (17 (.07) (1.25) (3.15) (.81)
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Logit Analysis

TR}
’

4 ‘ . Two components of the model--status (equation 2.1) and, turnover {equation
T 2. 3)--analyze the factors associated with an individual 's choice of Jabor m rket
Y activities from among several alternatives. The genéral choice’ problem ca‘P
' easily bE expressed in standard utility maximization terms. The utiiity of the
. jth a]ternative to the jth individuai is¢ o R ) .
Upg = Uy(Zatpaae DL Yo (A3)

\

ij

~

“where,
. 4= vector of characteristics of individual 1,

xj= vector of characteristics of alternative Js

" B8 = vector of parameters,ﬂ

)“ - Lt * -

e1j= vector of - random elements.

K

The choice of-alternative’ k from among the set of possibilities imp]ies that,&

L]

u1k > Ugy for all j. S T ) (A3 2)

-

Since we never have information on a]l the relevant characteristics of either
] * qgndividuais or alternatiV%s ‘we cannot perfectly predict +he choice made by each
individual. Instead, we determine—the probability that an individual yith a\given ..

set of characteristics will select a particular alternative. Then the problem '

& v"

. is to estimate ‘the vector of parameters, B, that is consistent with the assumption

-that‘the_chosen alternative most frequently maximizes the average person' s utiiity.

L
t

o . Since the dependent variabies are qualitative, indicating wheth r an actiVity

s‘*’(

is chosen, and are therefore discontinuous, the usu\i least squares aSSumption of

a homoscedastic error term is violated. That is, the error term varies systemati-

‘ cai]y with the explanatory variables, resulting in, inefficient estimation of




regression coefﬁcients Moreover, estimated probabilities based on least squares

regression may well faﬂ outside the zero, oné range. The- solution to this pro-

blem df Hmted dependent var1ab1es 15 to emp]oy maxunum er}ihood estimation,

where the erhhood function 1ncorporates the\]jmt,restr‘lction. In a choice | Sy
N4 problem 1nvo1v1ng two alternatives the most common procedures are prob1t (Qased
on the norma] probab1l1ty distributwn) and logit (based on the logistic d‘lstri- ' dl
bution) Choice problems 1nvo'lvmg more than two al ternat‘{ves as 1n our status ’
and turnover models, can only be est1mated practically usihg mu]tmomizﬁ logit
prq;:edures (see Ne]son. 1[9% A more detaﬂed description of the mu]tmorma‘l

1ogit mode] than will be presented here can bé f‘ound m ﬁer]ove and Press (1973)

’u»r
,4

“For the sa7<e of conveniem:e. consideF\a choice prob]ém involving four o o0

3

mutua]]y exc]usive and exhaustlve pqss1bﬂities Suppressing the error term,

the probabﬂity that the 1”‘ 1ndjv1dua1 se]ects the'Jth al ternatwe 1s gtven by
.. . $ . T v -
. ) * BJX1 . " ~ ;"':” . <t !

Pij = € ) -y (IA3.3)
oo NTTET R F g i
¢ ) m=.1 N . . ) —, s o - - ‘—,‘ . - ~

. .
L4 s

where, y : : “o IV T

f . X{= uector of independent variables Aass‘dciat’ed‘w"?;th the ith ihd%v_‘ldua]'s
. ’ ) . N A ) . 5
. choice. ' CoL o oo, ‘ o .

[ * * -!.‘.

Since one of the four a]ternatives must be se]ected on']y three of the four sets !

- of coefficie’hts Bm are unique]y defined we‘normaﬁze by setting the four'oh set )
! .. .. . et
of coefﬁcientj.egual to zero (84 O) . ' c v S .' LT

o

.
v ~
:"0 ..,p. e .(; .

L

e Using this normahzatwﬁ in, widua’& cojﬁcients can easﬂy be 1nterpret,ed

!

(I B . -

_ Qote that/, dropping <the. i subs{cmpts, ”
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(A3.4)

; . '-»\\P" ' “

!

’Ihus BJk is the percentage change in the odds of se]ecting a]ternative J re]ative to

-

se]ecting alternative 4, for a one unit change in Xy - The margina]
effect of’Xk.pn Bj’ the probability of selecting aiternative j, is given by
. P R i . ‘

g
—“L = Py(BJy - P18y = PoBay - P3Byy)

C Xy (A3.5)

.
- . . . N
* ~ -

. Exprlession (A3 5) holds as weii for a]ternative 4, when B4k = 0. Since the probar

biiities given by (A3.3) must‘by defipition sum %o one, the partia] derivatives )

given by (A3. 5) must sum to zero over the four a]ternatives - -

.. the other probabiiities. _ ‘ ’

*
» -

In interpreting the 1ogit estimates it is important to remember the interdepen- ‘

dence among choices. Our formulation enters all independe’f Variabies into the

A

(
probabi]ity expression for every choice “This a]]ows each independent variab]e
to directly affect the relative odds of selecting any of the four choices Homever,
even if a particu]ar coefficient.is estimated to be zero, the probability of that

outcome is sti]] affected indirectiv by the independent variables's impact on

1 2
v

L]
k3

Maximum iikeiihood;estimates of the logit model are derived using the Newton-
Raphson dterative procedure, as impiemented by Bard (1967). Both parameters Bjk

and derivatives evatuated at the mean are reported for each estﬁmation Severai'

’ mEasures.of statisticai significance are available. Each parameter has an asymptotic

' t ratio associated with it Asymptotic x? statistics test the null hypothesis

ra

that all parameters estimated for a given independent variab]e are zero; an addi-

jonal y? statistic tests the null hypothesis that all parameters‘in the estimation
x - . . i N

®

;* and McFadden (1975)‘.. . et 96

(except the constants) are zero. We aiso peport the natural logarithm of the
likelihood function when the probiem has convergedg and the 1ike1ihood ratio *

index. an analog to the mu]tiple correiation coefficient, deve]oped by Domenrich

- i

]
[ n - . - A.‘f, . ’
> L
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i Wage Determination: _The Impact of Personal Characteristics,'; / r
. Aggregate ‘Economic,Conditions and Market Structutre ”' )

¢ L

- .

In this chapter we examine the determinants of interpersonal Variation in

‘wage rates by estimating cross-sectional wage regre551ons for aiternative age groups.
! - e .

In the context of our overaii model, wage determination is the pivotal component

--wagé’rate is a key indicator of labor market success, and deficiencies in the

wage determination process are hypothesized ‘to be an important determinant of _

dynamic behav1or

' The cross- -sectional wage (or earnings) regreSSion is an exceptionaiiy
vérsatiie and usefu] construct. It has been pressed into service to analyze

i such issues as the economic‘;eturns to hHuman capitai acquisition (Hanoch 1967;
Mincer, 3974, and Griiiches. 1976), tne nature and magnitude ofisex. and/or
race diScrimination (Oaxaca £1973; B]inder, 1973; Welch, 1973, and Kohen,and -

~ —

« Roderick, 1975), the effect oniwages of structurai factors such as industrial ;
concentration and uhionization (Weiss, 1966, and Wachtel and Betsey, 1973), a

- the impiicit prices workers pay for training opportunities and/or working condi~

" tions (Antos and Rosen, 1975 Thaier and Rosen, 1976, and Brown, 1977) It has | .
- also been used td,generate predictions of expected or market wages fdr use in |
other types of anainis (Kalackek and Raines QQIO, Hal1, 1973; and Meiiow. 1977) - -

Our use of the cross- sectionai wage regression is comprehensive In this chapter =
- ' ¢ =
~ we take a- detai]ed iook at estimated parameters, comparing ouH findings to hose -

»
of other., researchers We then use- these estimaﬁes to construct predictions .
‘for a worker's market and curJenx wﬁbe. these predictions become inputs into sub- ‘j/

 sequent parts of our analysfs, f, C ’, | R .
: * o !.//' , ' . £ ) N .‘ ¥ - . .
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4.1 The Wage Determination Process\ j' ] ‘

A central statement of the conmetitive theory of labor markets 1s that, given

the overall level of rea] wages, an Tndividual worker's wage 1s determined by his

productive capaﬁilities--that s, by ‘his innate abt]ities and 1nvestments 1n
human capital He designate the wage. that a worker could be’ expected to receive.

given his capabilitwes, the "potentia] wage," and any prenﬁum or discount from™

the potent1a1 wage the, "market different1a1 " We estimate a model of the wage

determinatton process that sectors current wage into potential.and market differ- .

entia] components Our specification ofithe model is taken from Kalachek and

Raines (}976), and 'is simi]ar to the many cross sectional wage regressions esti-

mated By others.. : . .

- . -
‘The potential wade is the rental price of those characteristﬁcs emﬁedded in.
the worker. Following the human capital literature. those characteristics are
~identified.as ability, education, curreﬁt Job ekperience, trainfng,:age 'hea]th
status,‘plus race and sex. The market differentia] 15 the~systemat1ca11y exp]ain-
able deviations from the potentia] wage. Market differential variables are =~
geographic location, occupation and 1ndustry These variables attempt to capture

{

Jremiums and discounts from the human capital or potential wage resulting from

disequiiibrium in the worker's labor market and from his luck or ability in secur- . .

ing emp]oyment in an enclave. Supressing the age variable,’the human

capital and structural variables are grouped together in the fol]owing

model of wage determinatlon _ ' B 1




.\ .76
- " N
: r . . - 5 .
8 : : . o
W=Xig+Xpy +e o . (4)
. . ’ - .- R 4 . .o
where; \ | . .
W-= natural logarithm of current wage, . ~ . R . ce

—t

. X1= matrix of Human capital variables, ~

X2="matrix o?;market differentia] varfables, = AR ,: -

" & = vector of error terms., assumed independent of X, and X,.

c s .
L4 -
. - ~e +
- L. o -, »
-

Estimation qf equat1on (4.1) provides the basis for 1dent1fy1ng a worker S poten-
tial wage and market differential. 'The stra1ghtfon~ard approach would be to
.~ obtain OLS est1mates of equat1on (4.1) and use Bxl to establish the potential wageL
and Bxl * yxzato estahlishgpredicted current wage.” However, direct estimation
of the’equation will rdot yie]d consistent estimates of the true coeff1c1ents of the
| ,

. human capital 'variables because of the.corre)ation between human cap1ta1 and market

differential variab]es Since more human capita] not only resu1ts in higher pro-

) ductivity\in any sbeqi?ac Job, butgalso’routes workers into higher paxfmgejobs, '/
" direct estimation of (4 1) will neces;arily.produce downward bdased human capital
‘ 'coefficients\ To'illustrate the prob]em more fu]ly, assuie that Some portion, .
X]B, of the ‘variation in the observed measures “of the market differentia] X2, 1s
attributable to the operation of human capital Variahles but that there is a com-
. ~o/ponent, Xg, unfquely attributab)e to market d!ffe:entials themse]ves (a component
' by definition 1ndependent of X]), then ‘ .- _ ' T )
) X2 = X;B + XS, A co (4.2).
Substituting (4.2) 1nto (4. 1) ylelds & - Cel E - : . /
“ W= Xp* o+ Xz,y . c, - 4\ K X N . (#.3).
‘ ,wher’e o ”'( ’ . N . ) .. LT o .
) BY= B +By, T VO ‘7.’.‘.‘ o (4.9)

o
.



‘ ‘As (4 4) 1ndicates. the total effect of human cap1ta]1consists of a d1rect, B,y and
. ; . an 1nd1rect By1 effect. Because Xz is mot observabTe‘§huat1on*{4 3) can not be
', o --estipated direct]y. However. unbiased estimates of the parameters can be obtained
by a two stage‘process In the f1r;t stage, W is regressed on erto obtain con-
AN sistent and.efficient estimates of g* (by v1rtue of the 1ndependence of X, and Xz)..

In the second stage. w is regressed on Xl and Xz to obtain cons1stent and efficient

2

@

. estimates of g and y. o o g

. ) ) o N 1

The (log of the) worker s potent1a1 wage is then X.B,, the pred1cted

va]ue from the human cap1ta] (Stage I) regres51on The pred1cted value from - °
the current wage (Stage II) regression is X’ 8 + X y. The worker"s systematic

market d1fferent1a] is defined as: , >

MD s (XiB + Xp¥) - Xp8* : : ' “(4.5)

' ¢

Because both regressions are Tog-}{near, MD summarizes the deviation of predicted

d Y
A -«
S A

. current from potential wage in relative or percentage terms., - ) ’

-
-

1 . N . . . - -~ iy R
A more general specification of the market differential is W - X18%,

the residual from the Stage I wage regression (RESID). Assuming that on average -

Y

‘market differentials are zero, points on the Stage I regression 1ine can be idehti~
f1ed with the potent1a] wage. That is, for a part1cu]ar worker's endowment of
characten%stics, the regression gives the estimates OF current market prices for
elements in the human capital vector. We can thus take the res1dua1 as an estimate
of tne worker's market differential, because it measures the (percentage) deviation
between his actuai.wage,andithe wage we would predict for him, given his endowmenti

- of productive characteristics, from market ge]ationships.

- White RESID is a more comprehensive measure of the worker's market d1ffer-A

) . . .
"El{l(j ential. it is nevertheless a me]ange of componéﬁts Ih addition to the systematic !

“Tog .-




)

market dlff?rentlal, RESID includes the effects of market errors in the wage deter—

;m1nat1on pnocess at ‘the worker level, measurement error inithe wage variab]e, worker1 A

spec1f1c differences in search efficiency, compensat1ng variytions for tralning'
opportumties1 and worklng cond1t1ons and to the extent tha the human cap1ta1‘
vector is underspec1f1ed a potent1a1 wage component 2 -

of course even w1th MD we isolate some effects wh1ch are rea]]y equ111brat1ng
phenomena A few examp]es come qu1ck1y to mind. Reg1ona1 wdge d1fferent1a]s may

ref]ect cost of 11v1ng differences that, at ]east foﬁuwérkers may be equa11zTng

a 4 -

; differences. The i ustry effects may capture unmeasured human capital variation,

o

given the crudenesg of the years of schoo]ing‘ang experience measures.’ The same

X

might be true of the occupation effects. Again these are equalizing differences, =

not disequilibrium phenomena. The industry and occupation effects might also be
crude proxies for working conditions such as po]iution and a whole related set of

job-consumption attributes. The regional effects might reflect degree of urbanization

-

and'journey to wQth In sum; we probably claim too much by arguing that MD‘reflects"

pﬁre]y d1sequ111br1um effects it conta}ns both disedui]ibrium and equilibrium

2

effects. As a result, our measure of the marktt d1fferent1a1 overestimates actua]

- -

noncompensating wage ‘differentials. The implications ofythis ovérestimate for our

analysis are examined' in subsequent chapters.

Y k4
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. - 4.2 Empirical Findings . :

N~ . hd o T %,

- - At each age, the wage deternination model 1is ‘estimated for th; samp1e'of all

wage and sa]ary workers report1ng a wage of twenty-five cents an hour or.more.

- A1l of the variables used 1n the basic specif1cat1on of the’ mode] along with their
meah values at ages 18 and 24 are presented in Table 4.1. The potentia] .
.(Stage I) and current (Stage II) wage regress1ons re$u1ts for the age 18, 20 and
24 year old samples are reported in Tables 4.2 through 4.3 respectively. Regres"
S1on results are reported for the combined NLS sampte and for se;arate sex and
race subsamp]es The outcomes of several exper}ments*w1th variab]e, model, and
sample spec1ficat1on are reported when approorlate.‘ Since'tbe dependent variable
in the wage model is the natural logarithm-of current wage, thekest1mated coeffi- '

: cients are interpreted as the percentage 1mpact\of changes in the 1ndependent |
variables on wages., ‘

Many of our findlngs closely parallel those. of other. researcherszfan such
instances we do not discuss our results in great detail. In part1cu1ar, since

countless other studies examine the ‘topics in cons?derab]e detail, we do not. %

L “ T . ' : RN
extensively analyze the economic returns to schooling or calculate detailed 3

measures of "net" sex and race discrimination. It is not the case that:these aréaﬁ
. i . . ‘ A E
un1nteresting or. un1mportant topxcs Rather, it is, 51mp1yzthat,several eXcel-‘

> ,
-

ent studies on ﬁiese top1cs a]ready ex1st which use NLS youth data. Rzaardiné‘ 'fi

. . . , P
' ’ Y




”~

the économi¢ returns te education, for instance, the recent,work of Gri]%ches-
(1976, 1977) prov1des a comprehensive discuss1on of many of e/econﬁmetrvp

prob]ens and presents various est1mates L1kew1se ud1es by Flanagan (1§74\

hen and Roderick (1975), and McKay (1975) represent a much more detai]ed and \\

oy tfqn &ge'wage determnatmn precess than we will attempt. A mu]titude of ' e
. ' . 3. .
related %nd1es, using other data sources, also exist. 5
. ° L - .‘,‘ !
C Classified by major area, our principle findings can be summarized .
as follows: S A
~ \‘t \ R

4,2a The Impact of Personal Characteristics .

4

1. The potent1a1 (Stage 1) ‘wage regressions reveal that human capita] dif-

ferences are an important explanatiog for 1nterpersona1 variation in wage rates.

%.

Moreover, the results 1nd1cate that as the aging process continues and the human

) A

capﬂtal vector acquxres more var1ab111ty, its ability to "exp}ain“ wage differences'
®

1ncreases proportionally. ,At age 18, for example, the R® for the potential wage

- regression-is only .17, but by age 24 it 1ncreases to .32. .,
{ .

2. Consistent with the findﬂngs of everyone else, we find that education
has a large, signif1cant and positive 1mpact on wages. The 1mpact increases T .

. b
s1ightly with age and is greater for:females and nonwhites.

N v
’ ’ . i
- (" .
.

i-

‘ 3. S1nce the wage regresswons we est1mate are stratj?ied by age and control
for years of education (EDUC) 1nclud1ng a measure of potential experience (PEX) .

would result in a )Anear dependéncy: te © .. )

. " PEXz ‘AGE - EDUC - 6, o  (4.6) .
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where AGE is a constant in each regression. PEX contains several eTementsi
"PEX = CJT + OF + U 4 OLF, (w7 -
——— ) !5 l 4 "
where'CJT is current job'experiEnce; 0E is othér experience; U is unemployed f‘
time; and OLF is oyt-of-the-labor force ti%%?' )’l o i [ ‘f :
At early ages, of course, CJT‘approximateiy equals PEX, but as worker age;'

CJT and PEX diverge. For maies the gap consists for 'the most part of

.ok

(non-current) job experience° PEX - CJT approximates OE.

For femaiesr

othe

al

N
{
rLén

— portion (which grows with age) of the divergence can be attributed to NORS hbo]. out-

of-the-labor force time PEX - CJT apprOXimates OLF more and more as femal

With the sample stratified ,by age and controiiing for education, the ¢

of CJT indicates the vaiue of recent job experience reiative to other

v

activities. One would expect, therefore, that the coefficient for CJ

largest for older females in our sampie. This is exactly what we find

nonsg
T wom

.

1;ag:e.
oeff cient‘

hOOl(

—} .

i

i

ld‘ﬁe
ﬁ |

}

age 24 for example, the CJT coefficient is ashighiy significant .048 in. the

femaie regression compared to an insignificant .004 in the males regressiop7

4
-

females at age 24).

4. Abiiity-(as measured by the IQ variable),® "self-confidence"

LK

g

(Notehthat/in Table 4:1 the mean value of CJT* is approximately equal for maies and

(as

measured by ATT the score on the Rotter.test of Internal- Externai controi) and'-

heaith status (HFP)7 typica]]y have the antiCipated impact on wages
coeffiCients are frequently insignificant and the change in wages impi

large variations in-the independent variables is rather modest.

“ .

proaram (TRAIN) has a ppositive impact on wages: The effect of a train

Howeler,‘
3 .
ied Pl

-
{

§
+

é. ‘Kaking a vocational program in.high school (voc) or a formal training ;

ing p

R

" - "-1--.

*dgram'

is greatest for ‘blaek femaies .where it increases\yages by 10 percent at ag£~18 i

ot

‘1og - -

|

f
.

:
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Temees .82

and 17 percent at age 20. At age 18, a training program has no significant

impact on the wages of the other sex- race groups; by age 24 it has d significant_
impact for aii except black ma]es Taking a vocational program in high schooil
;nitiaiiy benefits white females the most, increasing wages‘by 8 percent at age 18. "
At age 24, the vocational training program variab]e has a significant coefficient

in only the white males wregression, where a 9 percent increase in wages is 1ndi-

cated. ® ' : .o ‘(

’ MHe experimented with specificationwof the training variable without great
success. ‘Rep]acing TRAIN with  DTRAIN, éﬁration of training in months/(adjusted
for intensity), the estimated coefficient is positive, but iess.significant |
than that-of TRAIN. (At age 24, for instance, DIBAiN has a coefficient of .007

with a t-value of 3.26 for the full sample.)

6. Married workers receive a wage premium that declines sharply with age.
Disaggregating by sex reveals that married males receive a ]Erge premium that
declines only modestly with age while females begin with a small premium that

. tuﬁ:%cinto a discount and becomes successively more negative after age 19.

7. The potential wage«negreecions include 'a control variab]e indicating
that a respondent is currentiy enrolled in @chooi Its coefficient is negative
and ‘highly significant, indicating a wage discount of roughiy 17 percent at age 18
and 10 percent at age 24. If we do not include the enroiied variabie, the
) coefficients of the training variable increase and those of the 1Q variebie
.decrease:drenaticaiiy; they‘ére turned into proxies for enrollment statu's.9 If »

© o ye

equations are estimated sephrately for the nonenrolled, the results are not

4

seriously altered. .

-

105 - "
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\
.’ ings of enrolled youth to equalizing d1fferences--"students optima]ly choose
. >

. e

“_, ., ‘ . i - N ) . “ . ) ] A

¢ ) - . . ) ) : . oo
:The impact of school enrollment on the wage rates of male youth has also been

- examined by Parsons (1974) and Lazear (1977). Both studies use‘NLS'data and

D ‘ \ ‘ ’ g
obtain results that are comparabié to ours. Lazear attr1butes the lower earn-

‘fiore flekible and easier jobs at the cost-of Tower wage@" (p. 175).

4.2b The Impact ef Aggregate Economic Conditions

Figures 4.1a through 4.1d chart the estimated coefficdents of the market

) opportunity variab]es Recall that the 1968 variable 1s omi tted 1n est1Mat1on,

consequently, the estimated coeff1c1ents of the’ other. variables indicate how real

wages vary by year, relative to ;SEB*\stand;rdizing for the age and skill level

of the respondent. . A secular upward trend.in labor product1vity wou]d argue for
: ™~
rising real wages over time--that is, negative coefficients on. the¢ year variab]es‘

v ~- .,
[~ 4

before 1968 and positive coeffieients'after 1968.

[

The findings are quite 1nteresting For males. veal wages--standardized by
.age and skill, 1eve]r-1ncreased dramatically dur1ng the boem period of the late
1960's. When aggregate labdr market conditions deterior1ated in 4970, however,

real wages stagnated for older workers (aged 22-26) and actually declined for

A B -

younger workersi\ _ . ' ‘ .
" A _ ‘ . . ~

Seueral résearchers, 1nc1ud1ng Freeman (1973), and Smith and Welch (1976).

. have documented and commented on the dramatic improvement in the economic post-
tion of blacks during the last hglf of 'the 1960 s. As Figure 4.1b 1nd1cates. we -
\ also find that during this per1od rea] wages of black malés increased dramati- ,

cal]y Moreover,ebecause we control for variation in human capital, this increase

. is net of any improvements in the acquisition of human capita] of blacks-' "

-

s
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re]ative to whites'that occurred during the period F1na]1y, wh1]e Freeman (1973)

' ,aour resu]ts indicate. that this sen51t1v1ty does not come from a wxden1ng of wage(

@

dlfferent1a]s dur1ng the economic downturns among those who are emp]oyed, at 1east

SN ' . . \ o_

for the time period andLage group we exam1ne . o x
For fema]es, we find that rea] wages 1ncrea$ed sharply in ]969 and stagnated
in ]970 and 1971. The 1ncrease in 1969 is partlcu]arly noticeable for black,

fema]es The real wage of an 18-yéar-old b]ack female increased by “

18- percent between 1968 and’ 1969 the increase at age 24 was 24 percent during‘the:

same one-year per1od. E ‘ X : . oL
. - . ' .

4.2c The Impact of Market Structure . i.
- -4 .

lt‘ Contro]]ing for measurable human capita], race, sex, enrollment status,

l‘ and the state of aggregate econom1c conditions, the structura] variables have a s .

mass1ve impact on wages When they are added to the set of 1ndependent variab]es
the R is increased by about .20 at each age By age 24, the current (Stage II)
wage regress1on ‘accounts for fully one-half of the fnterpersona] variation in wage

rates
I

2.’ The magn1tudes of speciffc occupa£1ona1 1ndustr1a] and locational premiums
3 or discounts are substant1a] For workers the data 1dent1fy as otherwise identi-
"c 1, wages yary by up to 20 percent depending on locationalzéifferences and up to

. 50 percent for occupational and locational differencés. Workers living in SMSAs .

L

receive wage premiums of roughly io percent, with no systematic.difference for

Y

“being in acentral-city as opposed to elsewhere within a SMSA. Major discounts are .

associated wifh working in the §outh particu]ariy for black males. Professional
and manageria] workers rece1ve the ]Jargest premium; service workers, the ]argest

discount Transportation and communications is the industry group with the

. ' . . 107 s"' ,\',/;,

and others find that black incomes are much more cyc]1ca1]/,sen51t1ve than wh1tes,, .

4
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' 3 The estimated 1mpact of the human capi tai vari ab]es on wages dec'(ines .

[ S
g

T by 20 t5 40 percent for maies and 40 to 60 percent;ﬁor/ﬁmaies wheri we inc'!ude

A

. ,tructurai variables in the regression This détiine suggests f.hat education ahd

-

training play important indirect roles in routing workers ’ afxi;_!g‘occ'u-_"' ‘

< patigqs"and industries Ne .also find that; controﬂing for pation and indus-; P

tr_y, the magnitude of estimated sex and race discount deg ines, shar“piy 12 In

. ther yords, ulacks o femaies are demed equal accesy to, hﬂgher paying JObS ]’3

\J

- ¢ = > P ~
0

- 4.3 Further Evideace - S v ' . S e

4.3 Uhion Membership and Wage Rates

The' NLS did not obtain mforma ion on‘{ion membership until 1969, (1970 ’
L to i

for females). Consequentiy, we are unab “to intlude any union membe‘rship‘ -variabies

in the ageg stratified r-egressmns Nhat we can do, however is estimate theé wage

modei for wage and saiary workers empioyed in 1970, adding.years of age (AGE) to
the human capita’l vector and union membe-rship (distinguished by three dichotomous

®

Qvariabies indicating vabership in an industria1 (INDU), craft (CRFU), or govemﬁ

. me;it; wh‘ite-coiiar, or]miscel)aneous QGVU) union) to the vector of market dif-

: f%ren’tia] ’variabies. ‘ ; .
N o AR . . ) . N -

‘ . ce . > . " ’ . ° ¢ N

) Regression results with ‘the sampie strati fied by, sex are reported in Tabie 4 5

The estimated union premium is substantiai, particuiariy if the worker is a meﬁber
<+
of a craft union«where the premium i% about 30 percent. We cﬁwt find a signifi-.c

cant difference in tge magnitude of tﬁe premium'by sex, aithough the proportion of -

-

-, )
femaies who are union%embers s much smaiier STV )
Q ~ . .

- 4 - - ) . . - . , .,_:’

4,3b &Jage Determination for Yurths and. Aduits.: A Comparison ‘

2
-~
o .

N Ne can compare the resu]ts from the combined ages samp]e w1th 'resu'its from _'

¢

,\

the ‘age st,ra~tif1ed sam'ﬂe*‘ As expectad, in the combined ages regressions, the,

‘: @F
T *
. - v . B * . p—

B a . 2

| aga variabie has a sizeabie po.sitive coféicient Contro'iling for schooiing,
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o experiencé vs a shis
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’groups Resu]ts from the wage regressrons indicate several possible factors con-
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'age'fbnct1ons as Fy proxy forﬁfi;ntia] _experience. Fon:ma]es, 2 year of potential

_ 5ma1]er 1mpact than a year of education For feman&n

L7

educationvts decis' ‘re 1mportant to wagel than potential experience, con-
firmi"ng ‘in’a di€

staxes aétuaT eXper1=”E% for females. "The other coefficients Jn both stages'of .

."v

the regress1ons are except1ona]]y robust under the ear]ier specification

-
. .
vy, . o A ' v R
.

Kalachek and 8aines'(1956),use the matureﬁna1es data for ]969 to estﬁmate
essentially the same wage determination mode] ' Our resu]ts with the youth data ) =
are remarkab]y stmi]ar to- theirs » thé major dafference be1ng that we do not find

.

et
a lower return to schoo]ing for blacks. (They included a'race-education inter-

.« ° £

ren var1ab]e, and its estimatéd coefficlent was -.019 with a t-value of 4, 35

If we include, such a var1ab1e (not shown) its coeff1c1ent is .004 with a t-value

-
[} 4 «

} 6) A minor difference in-results, fs that our estimates of occupationa] o, -

1ndustr1a] premiums are.somewhat smaller, while.union membership premiums

are\slightly higher. y T _;q,

-
) . ’ N . v

4.3c Race, Sex, and Waqe Growth o, o .

In Figw$e 4. 2 ve have stratified the sample of wage and sa]ary workers . %

AV
emp]oyed in 1970 by age, race and gex, ca]cu1ated the mean hour]y wage for each,

group, and chartedrthe‘results .
. . ( . , * . . »
A

N . . '
In.contrast to our ‘garlier discussion, which examined how wages at. a given N

-

age vary over t1me, here we look at how wages at a given ‘time vary with age The'

el .

figure 1ndfcates very cléarly a source of major concern: only white mdles make

maJor,progress during the age 18-28 per1od In fact the average hourly gaaz‘.

increases by only about fifty cents between ages 18 and 28 for the other three

» [-]

LY

trfbuting to the extreme]y flat ége-wage growth curves. for bTacks and fema]es ' .

Q ’ . ( . ’ ) .




_ First, blacks have 1ess schooling than whites The effect of this is twoa
fold. More whites than blacks are enrglled whi]e working (see Table 4 1) Since

3
we find that, being enro]]ed in schoo] is associated with a lower wage during the

years. of heavy enno]lment (ages 18-22) wages areﬁpushed down more than propor- ‘
tionaiiy for’ whites However, by their middle twenties whites emerge with signifi- '
cant]y more education (the average white ma]e, for’ instancei;hag a-1.9 year advan- -
tage over the ,average b]ack ‘male at age 24) Given our finding that a year of

education increases wages by more than a year of genera] experience, the sTope of
the wage curve is increased at older ages. . S A ’

) ¥ ”
Sec¢ond, thereais a grow1ng divergence between actua] and potentiai experience
~ for females (as 1mpiicitiy documented by the increasing significance with age of
the current-job—tenure variable in the female-age stratified,regressions and the .
poor performance (relative to ma]es) of the age variable in the females-all ages *I‘
regression) Thl§ suggests that. 1ess "investment" in market work by women may be
an important factor contributing to the widening of the male- fema]e wage gap with

age, - . o . . .o,
. - ~ L) . . -

. Fina]iy, the regression results indicate that specific occupations and

1ndustries pay various discounts or prengums, and thot'blacks and females are
~systemsticaiiy denied equal access “to those with 1arge premiums. Very few blacks

or females become managers and almost no fema]es become craftsmen or work in _ﬂ, ;
jconstruction, all activities that pay substantia] premiums The occupationai- |
jndustrial distribution at ages 18 and 24, reported in Tablé 4 1, reveais a _
_,dramatic 1mprovement in the occupationai position of white ma]es compared to that

of the other groups. Of course, some of the improvement--the: great increase in

the percentége/who are professidhai workers, for instance--resu]ts from those

¢ . ) e
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enrolled at ageT]B completing their education and"moving’%htojthe labor market.

,.u ) .. . X N < ‘ - . . ,‘ . r\ ;
l 4,4. Conclus1ons T e ’: ' s ) L
We’ have estimated a 5tra’9htforward spec1f1cation of the’ standard cross-  ° .

. sectional wage model. -In %enerél, our resu]ts ‘confirm what is already well known.
. - Investments _in human capita] are productive, s1gnif1cant1y 1ncreasing one's wage. -

Control]ing for measured dpfferences 1n.prodnct1ve capab111t1es, blacks and women

z

receive substantial wage d1sc0unts, but dur1ng the late 1960's, blacks effective]y

M ' narrowed the d1fferent1a], We a]so find that, net of measured var1ations “9n worker

'qua11ty, spec1f1c occupataons and 1ndustr1es pav prem1ums or d1scounts. A]though
/

‘human capita] is 1mportant 15 routing 1ndxv1hua1s 1nto h1qh,pay1ng sectors, b]aeks
.and wome; ;re; neverfhe]ess, systemat1ca1}y den1ed equa] access and th1s is ‘
responsrh?effor a-large part of race and’sex d1ﬁferent1a]s. F1na1]v, we f1nd a i
surpr1s1ng dec11ne/1n rea],wéges anoné workers empToyed dur1ng the-recess1onary

- s
. - N
-

per1od of the ear]y 1970's. o, ) -

:’

."ﬁ
~In th1s chapter we have emp1r1ca]¥y 1dent1f1ed the market different1a1 in a
static sett1ng. However, its existence at any one t1me implies nothing substantive

E

. . about the tompet{ttveness of the labdr market. Simply knowing that some workers 2
receiVe wages inconsistent“with their capabfﬂitfes does not necessarily"invalidate
the compet1t1ve mode] The ]dbor market is not a bourse where adJustments are \
,‘“1nstantaneous \A more appropriate test s whether market d1fferent1als pers1st
over t1me, Whether they stimulate equ1]1bratnng behavror wh1ch results in .-
" their liquidations or’ res1st,erosxon because of segmentat1on or ba]kan1zat1on "

of the youth lahor market. Subsequeht chapters prov1de such‘tests.
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h o .-Footnotes to Chapcer v

FaY

1Rosen (]972), for example, contends that workers 1mp]1c1t1y purchase
L4

) 1earn1%g,opportun1tfes through wage reduct]ons. "The-d1fference between

4

the market renta] of a worker s ex1st1ng sk111 and Q:s actua1 wage 15 the  »
- shadow or 1mp11cit price. he pays for 1ear£1ng" (p 328). For young workers, A .
it is espec1a11y 11ke]y that wages are be1ng foregone to obtain tra1n1ng

oppportunat1es. The magn1tude of the .error. caused by this nm1ss1on is

reduced‘when we’ use the 1nstrumenta1 variab]e approacn o def1ne the market ' ‘.-

¥ _diffgrential. : . IR '.: . 2 F

« A
1 -
2 - v s s

1

N

- . i

. ZRecent research examining the nesidua1 variation in earnings suggests‘
that the proport1on of unexp]a1ned var1Pnce attr1butab1e to undenspec1f1cat1on
dgbf the human cap1ta1 vector may be qu:te 1arge. Li]lard (1977) For exampde,

using NBER TH data estimates a var1ance component earnings model that sectors ‘_

Y

the residual variation,in earn1ngs 1nto permanent and‘trans1tory components

~

° and f1nds that unspec1f1ed worker speCific factors account for 57 percent of -
; res1dua1 varmance (L111ard s human cap1ta1 earn1ngs regress1on exp]a1ns St

30 percent of the variation in annual earnings )

P
. ' ‘ ‘
Y - ; ,

v 3For an exténsive rev1ew of the top}L, see the recent suvveys by

Kohen(1975) Kahne (1975) , and Marshall (1974) e

LA

4studies using data from ear]ier time periods typica]]y-find higher

returns to schoo11ng for whites (Hanbch 1967,and Weiss, ]970) More recent

.

ev1dence ‘however, suggests that th1s is no Tonger true (Ne1ss and Ni]liamson,'

i 1972, and Welch, 1973) that there'has been a sharp convergence 1n b]ack and

N [

..  white returns tO‘scboo]1ng, part1cu1ar1y for younger workerss, g

-
A

. . .
- f4 - ]




< males and females.

5For ahdeta1]ed examination of the impact that discont1nu1t1es 1n e
|3
; 1abor market exper1ence have on female earnings, see Mincer and Po]achek. .
(1974). S B
. ‘ o, 4

’ &
L

6In the NLS the IQ variable is constructed from scores on .various

alternative tests as recorded in the respondents' high'schoo} records.”

»

The test resuflts thus refer to a peried that in most cases precédes ‘the , .-

compietion of formal schoo]ing;. Unfortunately, however, IQ scores aré

missing fof.many respondents (the exact missing va]ue rates are.éiven
. ’( < \
in Table 4.1). Moreever, the non- ava:]ab111ty rate is systemat1ca1]x;

related to race and sex. -

~

In"deaTing w1th the nonresponse prob]em, we A
rass1gn mean va]ues and denote the (espondent w1th a d1chotomous var1ab]e.
In exténsive experimentation, Griliches (1976) found that this selectivity

problem did not serfously bias the results for<young men. Also Griliches |

and others who estimate wage regreséﬁons with the'NLS data freduent]y use

scores from .a "know]edge of the world of work" (KNW) test adm1n1stered ,
& - i
within' the NLS as an a]ternat1ve ab111ty,measure We d1d not use the

KNN varTab]e because the test on wh1ch it 1s£based .is not the same for_

(For an ana]ys1s of the’determ1nants and 1mp]1cat1ons

for Jabor market suc&ess of scores on the occugat1ona] 1nformat1on test ~ -
(KNW), see Parnes and Kohen 975)): ~« - ] = ‘“*“\f

. . (. 3
e ‘.
7ConstructTon of the ATT and HFP varfables was comp]lcated by the

_timfng of the relevant survey quest1ons
to construct ATT was first adm1n15tered—to the males in 1968 and the
' females in 1970 Consequent]y, for ma]es.thé'1nd1cated age 1n 1966 or

1967 and,females the 1nd1cated age in !wnt ar 1669, ATT scoré% were '
. determlned by the1r responses in ]968.anﬂ {970 respect1ve1y To ‘the -

extent there 1is attr1t1on in the two samp]es, ‘the dummy variab]e 1nd3cat1ng

SR

The Rottex test wh1ch was used : .




-

*

-

%

a nonresponse to the Rotter questions becomes a proxy for beiné the

indicated age in 1966 or 1967 for mae, and 1968 or 1969 for females.

‘Adqitfonally, there is apotentia] prdb]em of'reverse causation in that

s

responses to the Rotter quest1ons may be inf]uenced by prev1ous econom1c
etatus. See, Andr1san1 and NesteT (1974) for an ey&ended analysis of thé‘
1ater problem. The problem with HFP is that hea\th status was not

‘ ascerta1ned every survey year. In construct1ng HFP we 1mp11c1t1y assume

that hea]th status did not change during years in which no questions were

)

! aSked; . e »

+ * - . N

-

'31n estimating the impact that vocational and training programs have
,on wages what we-may". 1n fact be observ1ﬂg is a selectidn effect f.ThQse

who receive'tra1n1ng may be s1gn1f1cant}y more able than those who do not.

- v

‘9The NLS obtained training information only if the respondent was not
. - . © J . R » .
enrolied. Also, recall the ‘estimated influence 1Q has. on educational **

-

attainment in Chapter III.

/ . - ° .
/

]OUnfortunate1y, the timing of the male and fema]e surveys was not

eoinc1dent For a given ca]endariyear, ma]es were 1nterv1ewed during the )

/
fina] quarter, fema]es during ‘the initial quarter . Thus, for instance, in
. ;
the'1968 survey year females were interviewed a full 9 months before maless

3

however, the 1mpact of this d1screpancy shou]d be sma]] If reaT wages

are 1ncrea51ng over t1me, the effect w111 be to overest1mate*s]1ght1y the
‘extent of sexual d1scr 1nat1on . — V
VR | 3 p -

1Mn addition to capturing cyclical effects) with age held. constant

the year duﬁhies also capture %py “vintage" effects: ' e

| 1g

Ay N -7 - .
- -

’Sinte wages were deflated by price ]ével figures.for the relevant quarter,

-‘\
p\.'

}



' o' ) ‘ ’s. ;; 1" ‘
‘where | - /. - L T

. (1973) and Bljnder (1973). . | o , .

TZThe declrne'Tn %he race coe?ficient still is present if we omit the

o 1ocaticna1 variables. In noting the decline in the race coeff1cient, recall

that we 1nc16de a‘RACE SOUTH 1nteract1on term (RSOUTH) in ‘the Stage II
s

-specific; taon.t If RACE entered as a single var1ab1e in Stage II, its i
-Vcoeftic;z;t would be. - . } : A
-l\-\ ,’ .‘ 4 AQ . ‘ ) C/'i M gl J -

o B + 8 x SOUTH | T
» {RACE) (RESQUTH) . e ‘ »

.

SOUTH iwe/mean.qf SOUTH. - S

IL-~3This conclusion--that it is a concentration of bTacks and females in

I‘y paying JObS and not uhequal pay for equal work that is re§p0n51b1e for

. Targe portions of the net male-female or wh1te black wage d1fferentia1--1s

A Y

in agreement with that of other researchers See, for exampIe, Oaxaca

vt
t

i . V . v
14The determinants of male-female.34ffprentia1s,in unig

are ekamined tn the appendix to this chapter.

i
Il . A

. 15For similar evidence with the NLS sample,restricted @p youth who diq

not go on to colTege, see Parnes and Kohen (1976)
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- A A IB Age 24
. i - Qe — L ge -
. YarisBle Description Hiles . ayles Hales - LA Ferales
- Al {hites  Wonuhites khm-Y Eormh I‘M%‘s Kommnltes Paltes  “emalte
- Momtn Capftal Yerfadles (X)) S, . . N
et (0 | Respondent Is nonhite. 0.0 (P 0.0 { . 0.0, N 00~ 1
. $Ex (0) Respondent s ferule, 0.0 0.0 1. 1. 0.0 0.0 a. L
. ]9 » o Score on 1Q-type test, * 104.6 + 95.2 106.1 95.3 101.6 95.1 105.6 95.5
- TY -y ~
- 1 (o} Control_for missing 1Y [ i . 5 '
3 . . , valoep. 2 53 .21 45 1 .58 ST K
} P - .
ATT Scaling of responses to d . ) = B
apabbreviated version . L& e
. * of the Rotter Jest cf N - ‘ .
Internal-Exterhal .
PR Coatrol. Heascres the =Y . ~ .
© ’ extent to which the “ B ¢ .
. , Individuai belteves de e - . .
- * can control his ¢estiny. - - , .
- The Tower the score, the R . ‘ . -
- greater’{s the belfaf of i .
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. ATT values. R 2 22 0 a2 Ca 2 R a4
' ' EDuC Years of loml cducmon = Mo R T )
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¥ #sT (0) Respondent 13 rarrfed. .08 00 0, 8T a2 B ] .6t .69 .85
’ TRAIN 0] -Respondent ever earolled & ) ’
i in & formal training - -t .
. . program. RN Ry M 42 5 - S 53 A8
» -
* YOC~(D) Respondent gver enrolled .
. - in & vocstions] progris . - - e -
L i Mgh school. M a7 2 s a B I 1 216
N + -
> .- r Continuoys years of , L. s
. L » txperience with curreat '
. ' or last esployer, .% 2 .38 2. .67 . 148 1.68 - 116
: (0 Respondent's bealth ) ; .
. Q U utus fs lﬂe‘eor poor, RIR .09 .05 .06 B L A | 05 06
’ expoLL, (0} ﬁnmanz anrolled fn . . . .
. . ) formal eduwcation program, S B L - N ¢ a4 05 . .08 06
[ riet Opoortunity VarfablesC . ) 4 ' ~
' 1566 (0} faspondent wis Indicated . L
» JEN - aqe in 1966. 20 .16 - - ¢ 25, 2 - Y
_“ . 1967 (0} - Msmgt was indicated - : ‘ * -
| =& . R i 1367 20 .20 - - ) 22 20 B - -
T o 1968 f0)¢ ' Respondent wes. Inticates’ % K - '
L [ . ‘“ ao¢/ta 1368, . 20, \ 25 28 .21 23 A7 24 .20
.- - m} (0} & . Raspandent was fadicated . . s .
M : age in 1959, 20 2 Y £ 23, #16 L e19 S22 o1 -
T 19%0 (0} Respondent was indicated . -
- < age fa 130, 20 19 25 .25 .15 -2 R L ]
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‘ N ] * - . . ¢
- - ¢ . - by ’
. ‘ o 18 - Aoe 24
~ . Yarfable Description Yales ) fecales Males ' re;sa)es .
. ites  Hoowhltes “Ei¥ies  homebites Whites * Nomahites . R *
Structoral Yariadles (X:) * v, B - R ° <. .
- Ocowpatica: h . - <
. - . . ’ .
- . - WOF (0) Professitaal and : . ' Lo - /
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] e (o') __Mmagers aad offictals 82 .01 .01 . ot 0 02 r‘: ~ 0.0 .
>t SMES (0) Clertcal and sales \ - - : )
S . workers . J5 0 3 i85 A5 R .08 -5 o
N GAFT (0] ,-\Sntum and-foreen . e T IR 4 %o 0.0 Ry .15 01 02
Lo ek (0) Operatives . 2 - pR Y 6 1 B _ae 426 .
= LA2OR {0} Litorers, facluding - L. o,
- farm laborers : 2 o L0 .01 \07, .21 .01 0.0
sy (9)9 Feivate.household . . : ’
- sarvice workers and -
occupation not reported a3 18 RS/ - 05 - o2 12 .29
B Isdstry: ¢ > _ . . ’C' . ‘e - .t
- A1 (o) Agriculture and forestry 05 05 ) 02 . - ] 0.0 o
e “TxsTR (0} Hining and Comstruction a2’ .08 0.0 , 0.0 R} R} .0 0.0
_me@y Wautacturieg . T .3 .18 B 1] .35 9 2 27 -
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. , ,
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) snd industry sot reported .04 08 - I 5 07 -.04 .07 .05 K
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wKITY (0) Resposdent ives i SKSA - e -
j ‘0 (ot centesl city) 7 .18 =] .16 ., a2, 5B .15 R -
o T (0) Tatdm regton 28 RIR “ 2 ‘20 2 J 2 a2 L ‘
d N N flay .
oy wST(0) - Vestem rigton ™ RY 07 s 07 2 06 M an T,
=~ o + - . * N -
south (8) ¢ Sowtmrawegipn < S F0 . 83 . -7 .5l X -5 X .57 o
% * KSOMTH (D} " Rece-south ntersction . . . . .
. nriele 0.0 £ 0.0 St °.0 .5 0.0 .57 N
= * oxor (o) Yorth-cantral reglon e 31 . 18" R 2 K] a8 K] 20
: -Pependeat Yartable (u) . " - .
= - Lz Katura) logarite of ) ° : ’ 5
crrest Wi~ S3 ., A6 =28 27 1.00 PR L 109 50 N .
- ’ L
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i Table 4.2 . K
» . o~ Steae I and Stage Il Hage Regressions: Age 18 - §
drzesencent ; Hales : - Females .« :___Full Saeple| =
varizzleg ' g e t
s Sleck Khite. ¢ Combined 3lack Hhite Combined > Black White | *:  Corbined
i T 1 T T - I T 113 T m I T T N
(1 1@ L) (4)°  (5) (6} ¥))] (8) (9) (1) an g2 (13)  {19) (15)  (16) (17) (18)
% -- - -- - -.030 .048 - - - - .047 082 -- - - -J
. . £1.58) (1.89) (1.82) (1.42) . - ¢ 18) (z 78)
SEX - e - . - . - S - - - -.270  -.239 -.287 -.‘zi
: (9.17) (8.30) (15.01) (20: r4) (17 sa (13 53)
10 .033 0., 002 .02 .002% Lo; 004 .002  .004 .002 .003 .002 ., .003 0020 .002) .oo
e (2.20) (.08) (2.33) (2.05). (2.66) (i az) (1.98) *(1.18) (3.39) (2.40) T2.92) (2.01) " (2.95) (.90) (4.06) (3 s} (3.89) (2.79)
< - N . - s - ’
HioliEs Ce2' 01 -.002  .016 -.036 ..%005  -.i24 -.053 068 053  .003 .013 =120 -.027 ? .005
) (3.03) (.56) (.08 (.68 (i.81) ¢ 29) (2.48) (1.14) (234) (.89) (.13) (.56) (4.08) (1.08) (. 09) (1.7 (1 so) {.32)
ATT -.002 -.002 -.000 0  -.000 o .007  .004 .002 .002 .00¢ «.003 02 0. 0. % 2001 .001
(.61) (.80) {.4) (.20 (.75) {.16) (1.53) (.50) ( .68) ( .B8) (1.66) {1.43) (.59) (-.12) (.n)y {. Q-.n) (.77}
ATIC .050 - 023 -.028 -.004 O. 006 - .023 .003 .002 -.033 .0l0 -.025 ) -.020 _ -.818. -.004
. (1.64) (.77.*.15) (.18) (0. ) (.33) (.36) (.05) (.08) (.93) ( .28) ( .83) (i 59) (1 os) (.94) .1 953 ( 08) (.27)
s L£55 .06 \.052 .03 .055 .038 '. .066 .039 .074  .039 74 . .039
(535) (4.36) (%.95) (4.63) (8.69) (6.65)  (4.59) (2.69) (5.36) (1.36) (7.45) (4.32) (7.27) (s.os) (7.75) (s.m m.m (7,94)
:Zﬁ ) RYE3 80 192 167 .083" .055 -.035 O.. ° -.003 .013 ' st .092
. (3.35) (3 -,a) (s 43) (5.49) (6.47) (6.40) (I. 31) ¢ 95) (.99) (0.0) (.10} (.49) (3 zs) (3 37) (2. 55) 13.79y (4 04) (4.89
TRAIN .03 -.040 .02 .03 007 -.002¢ .002 _03F "z Y
,_ ("e3) (109 (i, 37) (.86) (i.3g) ( .30). . (1. 37) (1 09) {.09) (.05) (1 09) ¢ 97) Q. 16) (o ) Q. 37) ( 81) (z oa)"( .95
¥ .042 007 -.012° .017  -.002 031 -.016 ge 042 015
, 1.62) (.95) (.26) (.45) (.76) (.08) ¢ -58) (.33) fzaa) (1.58) (2 95) (. 03) a 40) Q. 06) (2-‘7) ¢ 86) (z 47) (.98
or o -.056  -.03 -, 006 023 -.008 .03 -.089 -.006 -.001, -.010 =.000  -.053 - -.040 -.007
N (3.05) (2.42) (. ss) (.44) (2.32) ( .58) (.81) (1.89) (.41 ( .06} (.72) (.7) 3.26) (2. sa) n sz) ¢ 28) (z qs) (1.02
PP =025 -,048 -.017 -.027 018 -,03%  -.050 .06 -.095 -.053  -.059 -.037 " -.037  -.046
513 (1.17) ( .69) {(1.08) (.72) (1 53) (1.08) ( ao) 42 18) (2.10) (z zs) (@ 40) (1:23) (1. 59) (1.52) (1.84) (.78) (3.47
T g - -- L ES T v ‘. 2 . . - -.082 cdul emR .17 - 0BT o 18S -,083
ML At ain B v (S'i:; s ¢ (2.%2? a ?Z) (s.;(z";’ (;"32‘; (. s‘:;()' (.76) 603 (13) (90 (5. 77 -Ew 07} (6.79)
1546 <028 .09 -.057 -.072 -1067 -.07% - - - -- - -.059 -.068 -.072 -.070 =, -.087
’ (i.23) (z‘ga) (1.82) (2.52) (5.5:6) (3.28) . - (.30) (1787 (2.52). (2.72) (. 15)‘{3?‘13_4)
3567 -1y -2 -.038 -. -.063 ~.060 . .- - R -.083 -.078 -.049 =051
i (g"sa) (01 (i.23) (0 47) (2.52) (2.78) - . S IR e W R
19¢9 O 4 ars T L0957 080 ~.008 -.008 .024 019
(1 v.) (1. 50) ¢ 37)-( 22) ¢ 92) { .51 J ) (1 92) ¢ 53) ¢ 41) o. 14) (. 32) (2:80) (2.74)*( .38) (.20) (1.29) (i.15)
1970 T .00 -.0% -.040 -.030 -.0M4 '13 -.077  -.039 <070 -,087 -.034 -.026
; (093 (.82} (1.44) (1.38) (1.18) (i.49) (2. 135 Q. 50) (2.35) (1.36) ( 96) ( 34) - (. zz) A 86) (3.06) (2.31) (1. 75) (1.54)
1 tee e e - . 124 -.018 099 03 -.008 o5 lozz .03
¥ ~{ (z 33) (2.20) { .55) ( 59) (.78) a. 55) , (1.95) " (2.34) (.26);(-56) (.86) {1:65)
c* . . I
‘ - d . !)
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FEXF - R RE 128 - T -e 367 e-. 190 e S8, == .28 == 115
. , {2.35) (2.83) (3.25) ("a2) (4.31) (3.23) (2.02f (5.11) (5.37)
ey - 165 - .183 e- 182 - a2 - 383 .- .32 -2 e 285 -- 200
: {1.05) (z76) (2.92) { .68) (3.02) {3.03) (1.63) (4.78) (5.01)
225, - 089 - N6 - 106 - A - 211 -- %5 N3 L e- 0T - T6
i . (2.01) (3.47) (3.90% (2.79) (8.18) (8:35) (2.28) (9.44) (10.17)
£2:53 - 086, - J21 -- 808 = 063 .- AR -- M . M8 e 192 = AT2
: (1.15) (3.22) (3.35) (.46) (.98) (.88) 3 (2.09) -(5.89) | (607
OHR - 08 - ' 03 .- .093 - 26 == U8 - 225 - . 433 - 185 = 165 o
. (2.13) (3.12) (3.62) (2766) {5.06) (5.55) (3.79) {7.13) (7.93) -
L2208 ’.. 021, - ns - 080 - 201, -- .092- = 4059 - M e A6 -~ 138
1 (.51 (3 43} (3.05) (.08)° 2 (.00 (*.50) {1.88) (6.26) {6.11) .
a1 e o188 e =302 ee =258 == =.386 == =283 .e- =213 - -230  e- =313 - <280
. i (2.82) (5.23) (5.59) (2.28) (2.10) “(2.97) (3.22). (6.15) (6.91)
LesTR . ATIF .- 150 .- 159 -- -- - 283 - - -2 -~ a3 - ,.008 - 119
o, . (2.63) {2.99) (4.19) .21y ¢ (1.04) .(2.28) {2.36) (3.53) -
116 R T TP 1"t WS | ex =023 == 053 == =003 . -- 154 .. 092 - gRT)
, (3-49) (3.47) {5.02) (.23) (.80 2 o {.05) (3.36) (2.52) q4.20)
T N -- %6 - J59 - 163 - M9 .- 063 .- 04 - 62 - 21 - a3t
{2.52) (2.93) (3. ao) (aan (.86) {1.82) (2.85) _{2.89) (3.95)
T2A0E T S Y L T R T AT L. O 2 | T S T - o058 == =029, - =024
: (3:10) (2-96) (3.7 (1.39) v (2.88) (3.00) (3.58) (3.817 {2.76)
L Y . SN2 e =092 - 0N -e 2308 e- - =043 - 12 ee . -Q19s e ~.082
5 - (.7%) (2.68) £2.51) a8 (1.78) -(1.00) (.28) (2.19) (1.53)
sV e« 037 e =055 == -.08) ee -.3%8 | =e =392 w- =350 ee o065 == <231 .- .-.206
{ .63) (1.18), (.10} (451", , (6.29) {7.58) (3.49) (6.15) . (7.01),
«iry -- g8 - 091 - .103 -~ 03 -- 075  --  .086° 07 .- .09 - 098
_ . (4.02} (3.92) . (5.63) (.76) (2.81) (2.92) (4.19) (5.72) {5.82)
rCHTY - - 128 - £81 A= - 003 , e o 005 = ¢ 081 e . 037 C e .09 - 068 .- 017
i . {3.3¢) (3.87) (5.33) (".09) . (1.66) (1.61) . (2.98) (4.22) {5.35)
EAST - -.188 .- -.29 - -.058 - .074 - .055 -- _ .084 -~  -.08- - . 0.. ~--. =004
) S CEDY . (1.25} (2.86) (1.30) (1,98) (2.57) (2.29) (0.) (.99)
a9 . - .
wrsT . - =020 - 045 -- 032 - a0 - R - 02 - =016, -, 023, - , .013
S . (.31 < (1.55) “(1.28) (.52) ("59) (*.75) 6] T .08y .69)
TR -- -.308 - S167 -e 78 == =105 .- =073 - =054 sa 2,225 - =135 S
i (8.58) ¢ (7.32) - {8.38) (2.15) {2.70) (2.42) (2.7 - (7.68) - (8.18)
L FOUTH - - o e T -u08 - - -- - = =039 e -- - - - -.0Nn
i . (2.48) (.93) =« . (2.72)
f‘s" C %283 235 -156 20 -.148  -.082  -Ti00  -.46)  -.900  -.456 ' -.832  -.445 1400 018 -.297 -.225 -.288 -.152
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Table 4.3 *
Stage ! and Stagé 11 Wage Regressions: Age 20 ~
“ales Females ! Full Sample
';L:f':.;:" vhite Corbined Alack 4 Hhite Comb®ned K¥hite ~_ ° Cc'b*ned
. 1 T 1 i 11 T i} i T T T »
. {1} (4) (5 (8 (8 " () (o) (n (2 (15) (16} (17) (18)
. i 4 . \ .'/’
23t - -- -.163  -.022 - .- -+ -.046  .016 -- == -.105 -,005"
(6.47) (.67} (1.96) (.58) {6.03) (.25)
341 - - — a- -- -- - - - 315 -, -.328  -.237
: ) v " v (9.35) (7.28) (17.01) . (11.78) {18 58)(13 44)
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cCITY - - . 16 - . .8 )
. (8.08) (8.14)
NCCITY . . - (6.;(51; - h ( ogs)a -
- . ‘ . 6.6 ..
/}, ’ ' ;
5 EASF . - .014 - .058 )
. . . { .87) (3.45) '
: . SOUTH . © . -.107 - -.047
. o . (6.28) (2.72)
: RSOUTH - - -.120 - -9 .
e ) (4.37) (3.63) -
PURSRNDY S . s
.0 _‘__]}{DUN - e — = - 148 - C e s m ‘.075. - PR, -4‘. :
. . (7.04) (2.25) :
. . - A T The—— T
CRFUN - 262 - . 364 ;.
- a \ ‘(9'90) . (5.55)
GVTUN - - .106 - T.133 .
o (5.00). (5.10) -
. < » 1
- ; ' : |
CQNST_ ‘0625 -043] ~ -10134 -0563 CE '
R - . .340 510 .322 .521, v
. ) SSE - .377 325 ° .378 319
N . .4 38 3398 377 3177
r 8. The 'dependent variable 15 'thé natural logarithm of deflated wage in i
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“Appendix .1 oL -t

An Investigation of ‘the Determinants of Sex Differences in Union Membership

N » - —
- o P

LIt s well known that men are more, 11ke1y to be union members. ghan women. In

Yo

a®

%

1970, for exampie, 31 percent of men and 16 percent of women in the Amer1can Tabor

force were union members (Bergquist, 1974, Table 1) The most commonly offered

r e/planat1on for this is a systematic d1fference by sex 1n the. occupational and

[ <

1ncustr§a1 distribution of the labor force with women more often~enployed 1n less

. organized occupations and industries. Alternative explanat1ons include

<, d

var1atwons inc ' nég1ona1 work patterns and the greater tendency of women to ?

<

work in parttime jobs that are less 1ike1y to be unionized. Thus far none of these

hypotheses has been empirically tested. - | . 2

In this appendix, we briefly examine the extent to which the male-female ? .-
) unionization gap is expla1ned by d1fferences in the occupational anp industrial

distribution and other fac‘fors ~b_y estimating a. 1og1t model of union menbersmp,

(A detajled discussion of the logit framework is presented in the Appendix to

Chapter III.) - 4 ' T .

[

-, »

. The fiodel is estimated in etepmise_fashion. We first examine the 1mpact of
‘traditional” human capital variables on.the probability of union nembership (See .
Duncan and Stafford (1977) and Schmidt and Strauss (1976) for similapr formulations )

Occupational and industrial variables are then added sequential]y To test for . -

systematic structura1 differences the model is reestimated using data disaggregated

by parttime employment race, ang region. t ) , VRS
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‘ - The samp]e analyzed is the 2066 men and 1603 women aged 21 or over
. , & . '
. who were employed as nonagr1cu1tura1 woge and sa]ary workers in T970
-, + ¥ ‘
. Respondents not rePorgpng unon status occupatmon and industry were )
:'“‘fﬂ exc]uded' Means and §tandard dev1atJons for all variables appear in-
- (

Table "Ad.}. Probab?y because of the youth of our samp]e, a sha?]er

b
proportion” are uniopized than 1n the géneral popu]ation--27 percent of the )

sampled males (versus"B% percent) and 12 percent of the izmpled females

(gersus 16 percent). In each case, mea are 15 percent more Tikely to be

PR -

union members than are women. Union members are less educated much 1ess

1ikely to be parttime workers, .older, 11ve in nonsouthern and urban areas
! ~

than the sample as a whole. Proportaoga]ty, more blacks arerunwon megpers

The expecteg occupat1ona}'and industr1a1 pattern of union membership is
.

also notdd. —

., ) ¢

TS
O‘u

.

In reviewing these resu]ts, ve muSt acknow]edge a potent1a11y serious .

Timitation of the data wh1ch affects the c1ass1f1cat1on of' workers into
© D
union members and nonmembers 1 the 1970 surveys workers were f1rst

asked “"Are your wages (salary) on th1§ [survey week] JDb set by co]]ect1ve
bargaining agréement between your employer and a union or emp]oyee

association?" Those who‘responded affirmatively were then asked, "Are yoh

e

a member of that union or emp]oyee assdtiat10n7“ estrlcting the analysis

to workers ‘covered by co]lectxve barga1n1ng would 1ntroduce a selection

o

b1as s1nce those who are not covered by such agreements are frequent]y

— .

not un1on members Moreover, un1ons whuch do not negotiate wages are

. . §

undoubtedly ;n the m1nor1ty, and the 1i§mted scope of the1r 1ab T “market

-

activities indicates the need to distirguish between these employee

- . . 3

organizations and traditignal unions. Ffor these reasons, respendents were

ic]ass{?zed as union members if they_respondend @ffirmitavely to the union

T or

N B ’ .

P - - +
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questionl nonmembers, 1f they reSpondend negat1ve1y to either the

LYY
-

+

7 e co]lect1ve bargaﬂn1ng or union questions. ‘ .
Max imum 11ke11hood estimates of the_ logit modei uti11z1ng the fu]l"

sample, are reported in Tab]e A 4,2. The der1vat1ves evaluated at the means .

g » . . are reported in Table A 4.3. Equation 1 $hows the 1mpact of human cap1ta}

v " variables alone on unioniZagion. The resd]ts confim the observat?ons made

) above on the basis of the means, as wel] as‘most of the resylts reported

by,Schm1dt and_Strauss (1976). . Education hias a smaT] but signjficant negat1ve

.

v fjmpact on the probability of union membersh1p. Be1ng black or from an
urbahized area has a .small positive effect. Nonsoutherners are more
_ 1ikely to be union members. Perhaps thé most important result is that

’ N ', : »
differences in human capital explain virtually none of the ma'le-female

<

w _ . dnionization gap. Our estimates indicate that even when human capital is':
Lo contro]]ed,vwomen are 15 iercent\less 1ikely to be union members--which is
" identical to the differential calcd]ated using the sample means. and national
h'estimates (from Bergdﬂist)roited earlier. : r

o When occupat1ona1 dummies are 1nc]uded in the model (Equat1on 2)

the effect of the “ex variable declines to 9 percent The, partt1me and

.

southern residence derivatives decline slibht]y* When industry variables are

- also added (Equat1on 3) the effect of the sex_:::lpﬁje dec11nes further, to
. \

Z_percent. The derivative of the parttime var1ab1e declines somewhat‘\

»

further, with 11tt1e change in the other.human capital var1ab1es. As

expected; inclusion of industry variables reduces the impact of the océu- R

pat1ona} varlables.

.

D1saggregat1on by parttime work suggests that wh11e women's- greater

tendency to engage in parttime asployment exo]a1ns a portion of the male-

A

female un1onxzat1on d1fferent1a’ the 11on s share of that gap. is caused

by ‘the occupation and 1ndus.r1a1 d15tr1bufion 1ndependent ‘of parttime

1320 .. .




—:’.r"i - - '\.‘. ’
S work patterns. Among fulltime workers women are 18 percent less 1ikely

_ to be union members before controlling for occupation and industry. After Z 5—

voccupat1ona1 variablés added fema]e fu11t1me workers are st11] 11 percent | ‘( .
'.#f?fs 1ikely to be union members than male fu]]time workers. In contrast ' . *,v

partt1me working women are s11ght1y more 1ikely to be union members than - .-

—

are partt1me work1ng men; the magnitude of the d1fference 1s sma]] (2
percent) however, and it must “be remembered that partt1me workers 1n _, -

genera] are 22 percent less likely to be union .members than fulltime .

) - workers (Equation 1). \ '

'Estfmates based on djsaggregation by region and race were obtained and

-

can be briefly summarized - The male-femdle unienization gap is somewhat

sua]]er in the south, with southern women 9 percent less 1ikgly than southern

men to be un1on membe:z/whem human cap1ta] variables are coniydlled, and
s 4 percent less likely twhen 1ndustry and occupation variab1es are
The negat1ve impact of partt1me work is smaller in the Ssouth than in the
nation as a whole, causing a reduction in the probabi]1ty of union membersh1p
to about 15 percent The effect of race on unionization in the south is

+ negligible. When the data are disaggregated by ra.e we find that black .

;} women are 11 percent to 17 percent less ]ikely than black men toqbe unton"l .
i ;" u:.jJ T members, depending on the spec1f1cat1on of the est1mat1ng equation Th1s B
. ' ._;ompares w1th a negat1ve sex effect of 5 to 13 percent ﬁor whites Parttime A
work is assoc1ated with a 30 to 34 percent d;Z11ne in un;onxmembersh1p among
3"- : ‘ nonwhites compared to a 16 to ]9 percent dec11ne among wh1tes s

-

To test the robustness of our results, we est1mated linear probab1]1ty .

«

models for three a]ternative spec1f1catlons of the dependent var1ab]e. Tab]e

A 4.4 reports regression coefficients and t values est1mated for the female
variable, for each of *two Formu]ations of the estimating equatlon-jthe fjrst

includes sex, race, region, parttime status, age, education, SMSA; the

v » . N .
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second adds oc;dpation and industry. The first set-of results (unton]_.:

ff;>:',A ‘.nondnion for the complete sample) uses a dummy‘variable which 1s one:if

. ~ ‘the individual is a union member, zero otherw1se, The definition of uniofl

:i;jf., - member here is 1dent1ca1 to the. one used in Tables A 4.1 to A 4 3, 50 ’

A these est1mates correspond exactly to the logit resu]ts discussed in. this, €
section.. The coeffhcients are high]y sigpificant and somewhat larger in ]
absolute va]ue\than der1vat1ves of the sex variab]e reported -in: Table

A 4.3, columns (1) andt(3). The second set of results (co]]ect1ve barga1ning /
not collective bérgaining for the comp]ete samp]e) uses a dummy variable set

h " equal to one if the respondent says his nages are set by collective

bargaining. This variant is included because all respondents. were asked

this quest1on The sex coefficients for this second set of estimates are

evep’ 1arger in absolute value than the first set of results, althaugh the
A jmpact of occupation and 1ndustry on the estimated sex effect is nearfﬂ\\\
identical for these two sets of estimates. The third set (un1on/nonun1on
for the samp]e restricted. to persons covered by collective barga1n1ng)
yxe]ds estimates very d1fferent from the first two sets, indicating a much
sma]ler male-female’ un1on1zat1on gap. :The_rough]y 7 percent gap implied
byfthe 1imi ted specification is inconsistent with the independent estimate
’<of 15 percent from Berggu1st, and 1s ev1dent1y due to sample selection bias )
when the obseryat1ons are limited to those who respondedr1n a particu]ar .

]

.

s ‘ :way to the initial collective bargaining question.
A These results confirm the hypothesis that the occupational'and industria1
d1str1butfon exp1a1ns a s1gn1f1cant portton of the malé-female un1on1zat1on "

3 .e

gap. The role of the occupat1ona1 d1str1butioh 15 1arge1y independent of any

variation in e1ther human capwtal or/the lncxdence oﬁ parttime work. A .

substantia] part of the ma]e femﬁIe unwon1za‘:on gap remains unexp1ained

-— .
- * ) - - $4
~ v .

-
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_ Omitted variables undoubtedly account for a portion of ‘the remaining. = . .

differential. No measures of sex discrimination by umions or systematic
male-female diffeﬁences in tastes for unionization are available. Ani

additional difficulty may be 1nadequate contro] for sex d?fferences in

3

~

the occupat%ona] distr1but1on, due to the highly aggregated nature of our

var1ab1es. In sp1te Qf these deficiencies, the expianatory power of occu-

&

exp]anatibn'for sex differences in union Membership.

a,,.

pation and industry is impress1ve. This suggests, an 1mportant avenue for

1

future research: investigation of the career decisions that result in

i . . . . . . . . .
the observed occupational and industrial distribution. Until more is
known about the dynamics of ocbupatigna]icﬁoice and its interrelationship 3
with tﬁe Egjan mqnﬁership decision, we will not.truly have a behaGigrﬁJ ﬂ'

\

LR
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workers in 1970 and reported occupatignal, industrial and union membership status.

« b. With the exception of EDUC and AGE all variables are df¢hotomous assuming the value 1

1f the indicated requirement is met, 0 otheryise. ' ' B

. c. The lower mean age for femiles 1§ due to the timing of the surveys. The male's
v survey’was initiated in 1966 while the female's was irmitiated in 1968, thereby
T - restricting the sample to men age 21 to 28.and women aged 21 ‘to 26 in 1970.

* ’ - ~

d. Omitted in estimation. . N ’ . -

ERIC T . T 1380 .
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AR N U ST ’ g N . e '
T TR N
S = T MEAN'VALUES OF INDEPENDENT VARIABLES BY UNION MEMBERSHIP STATUS®
n ‘ '.jvnhmm.s . DESCRIPEIOND ' ._nz?ﬁ
Unfon Membership Status . . . " Hember Nonmember
Number: oj!Respondentsr - . : . ‘ -754 ' 29}$’ .
i T — .
, | ‘ _ L .
Respondent 1s nonwhite - 28 . .25
- ‘Respondent s fénale . L2%. M8
" Years of formal education completed ‘12.29 ‘ ~12.64:
R , _ Age in.years = BEEALE YR I
co TR T orks <35 hrs/week 05 .20
A . - - : | \
« Location. ) ’ y -
R SOUTH ’ Respondent 1ives in southern region .22 42+ _
. CoaswA - Respondent 1ives in SHSA S .64 M’v
- ' Occupation ' K / : .
) ," J PROF E : . Professional and Tectinical Workers AT Coae ~
" WNG . . -Managers and Officials e .06
SALES -~ Clerical and Sales Workers . .15 W31
\ A Craftsmen and Foremen = A7 .09
» © _ OPER operatives ©~ .7 . .36 18
AR a e .
C LABOR ) Laborers . 09 . .04
. I PHsYd ‘ Private household workers and
oo, ) " occupations not reportgd . .08 . J2
‘ Industry ’. ’ . . .
' _ CONSTR - Mining and Construction” " .09 © .06
R owh o ., Manufactbring a . " .45 .25
W " TRANS Trénsportation and CommunTcation 14 ‘ .05 / :
o TRADE . Wholesale and Retail Tradd® - . = .08 .19
« FIN .+ ° ’ .Finance, Insurance and RealsEstate .18 T30
SERV . Services . IR T 9 i
pAd ; " pylic Administration and fndustry - . '
- f—"\n:t regocted R .06 .06

a. The sample is the 3669 respondents who were employed as nonagricultural wage énd salary .

4
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E “ TABLE M.2
< i - . : =
7 Detemingats of Unfon Fosberships _Stratified By Fulltinesnd Parttire Norkers - .
ce. = . ’ .
. . . ) i e
' i ) . “Equation
18)] N [£)] 1) S ‘. L Q)] ; (L BN )} -
° . ’ . Prod (un Prob itn Preb nn) 5 Prob. (i'n ‘Prob {itn !'rob 1n in Prc‘\ (e
Yarfsble ta {F’m Lsnl),- In ..m} R :r—tm%)\ Prob” on it ‘\r—frl)m Torl I {rob nst) —(—c%) 10 \presTon)
S RACE. an 395 o 401 RITR 497 499 -.285 -.32;
& (4.52) - {3.56) (3.53) (t.ss) (4.29) («.21) (.38) = (166 b
> . LXN ~ L )
. . SEX -.999 -,669 © <601 -1.002. e "% 515 846 .
. . (10.53) 6.17) (5.32) (11.08) 6.39) ¢ . (s.zs) (1.26) (1.67) .
tox =08 032 o8, -oes o .0 026 064 087
- .o (3.m) . {3y Q.a8), (3.68) (1.15) {1,05) (.19) {.67)
e ¢ 027 o 0% .0%0 .0 029 .06 " 088
. . (L3) (1.82) (1,70) (.57 — 121 (133) o {.69) (.59) ¢
- " 728 21629 - - - - - )
- . 3.16) " {2.46) » v .
‘ SOUTH <1174 <110 -1.181 -3.2% -1.235 LedT1 - 734
(10.62) . (0.4) (10.60) (10.68) "('10.§5) 1.62) {1.53)
. susA am 30 13 2% * .28 a0 1.500 146
.. 1.83) (3.28) £3.%0) 1.36) (2.87) , (2.92) (2.43) (2.33)
, ROF DN v oAy -.052 .- 3 - 680 470 - .43
. (.64) (.23) {3.40) (2.26) . (.36} “+
[ s - 1,366 1420 K - - - - .
(3.28) «  (3.83) . - . 3 s -
. SALES - <108 P - 39 92 '8 - 175
” (.55) (1.50) ¢ (2.05) (.97) . () -
st - 921 628 - 1.485 1.227 - .52 )
(¢.3) (2 : L § X {s.72) _ .9)
OPER -- 1.272 .87 ) - 1.854 L1476 o .- =100
. (6.00) » (3.88) , (10.28) (2.34) (.13) |
LR A - 12357 843 - 1.815 1.502 - L2
(s.11), (3.21) (2.45} (5.28) (1.08)
am E .
CONSTR - Coe0 . - 216 - -
: " (.85) (.91) - .
K6 - - © .08t V- - T . - -
‘ . (%) - (3.00) : .
TRANS -0 - 916 - - 1.398 - -
’ (3.84) (6.34)
3 . . . . " .
TRADE ‘e - -.699 . e <561 - -
, — (2.97) . {2.48) . .
' 1" - - -.%0 - — 28 - -
Q. ’ (.21 .
1]
SERY - - -1.4%2 - - - - - ’
K N {4.92) "
' ~ - N ! ‘
= s :
' " 3669 69 - 3669 2060 #2060 « 060
. - Sample® AL AL ML L FeL FuL PIIKE ST
, . ¥ (40 »3.7 1s71.4 (13) 696.4 (19) 283.1 (6) 461.2 (11) 545.5 (16) 18,1 (6) 20.5 (11}
] Ratio Index 106 1188 A8 088 A 66 088 - 077
o . ‘ . . ) . N
* 4. ’eporud coefficients are raxirum 11kelihood estimates of the parareters of a 1ogit sodel In which Zependent varfable, UMICH. assures the value |
.1t respondent 13 4 union serder, O otherwise. The absolute velue of asymptotic t. statistics appear fn parentheses, Independent varfsdles are
. anm 1n Tadle AL.1. \ .. . o
- b. AL Indicstes the entire sarple. FULL fndicates the sarple of ol nspondcnts with usul hours' o' vort (per net) » 35, end PTIHE Indiceted the
X $isple with usudl hours < JS. In estimating (na wodel for the PTIME sscple of o1l of the industry snd soce of the occupulon varfadles are oaftted .
o uuuu of tasufficient vartietion or representstion. a
. . ’, . . “;'1‘ ©
- Y . . ‘ .
B r T . . ) ) .
t. . . M . :
i - . . ¢ ° . 13 ’
. . . ) . ' . :~
¢ - - L o P
. ‘.‘ ~ . . ) i . ' ) S
. ot . - ® 1 3 7 - '
N < . . .
Q . ¢ , .
ERIC e Lo,
* " . . a
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! L] N Téb}e A4o 3 . . ) [ —

- Perivatives Evaliated at the Mean: Union Membersﬂ%p,ﬂodel
Stratified by Fulltime-Parttime Workers?

~

- B - - -

n -

(1) - (2) (3) (4) (5) (6) (8%:
Prob(UN)  Prob(UN)  Prob(U§)  Prob(UN)  Prob(UN)  Prob{UN) _Prob(UN)  Prob(UN
RACE . 067 . .05} t.048 .090 077 075 . -.012 -.013
SEX ¢ -.139 -.087 =072 =181 - 110 02— 033
Eyc - ,  -.009 .004 .003 -.01 .004 ' .004 .003 .003
AGE - ,004 .005 ..004 - .003 - .004 .004 .003° .002
PT. o -.224 -.224 -.196 - " - - - -
SOUTH -.160. -.152 -8 -.194 -.197 -.186 -.031 -.029
SHSA e .025 .043 .08 .022, .046 ~.047 .061 .058
PROF . .- .018 -.006 -7 06, .07 - .010
MAHG , - =177 -an - - - - e
SALES : - -.014 -, -.048 - .061 «®029 . - -.007
CRAFT - 119 .076 - 2310 - 184 - .026
OPER . - 165 & 100 - v .289 .222 - -.004
LABOR - .160 02 - .282 .225 - .035
CONSTR - . - -.027 - s - - 033 - ‘- -
MFG - e .- .008 - - .082 - -
TRENS - - .110 C - .209 - - -
TRADE - - - -.088 . - - -.084 | -
FIN . - - -.043 - - .037 o+ - -
SERV 4 - ‘- -.233 ¢ - - - - -
. - A ' A L’ L .
Sample P : ALL ALL . ALL . FULL C FULL, FULL © PTIME - PTIME’
+ s . L 4 1

t . .

. - . Ll . e

a.v_fhe depgndeﬁt variable (UN) assumes the value 1'if the. respondent is a union member, O otherwise.

Independent variables are defined in Table A4.1. . .
a . ’ K - .
b,. See footnote b. ‘to Table A4.2. .
- . ) - .. T
. 1 ' ‘s .158 . . ', . \il - \
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~% " TABLE A4.4

U < N ; ;’ . '1; i
s.0 .~ Linear Regrejsion Estimates of the §ek:\. -
) : Differential in Union Memberships . _
i‘ tDenendeni:‘ Variahln ; _ - ' S e 7 ,_! : Eyld, -
o (sample) e . size & specificationP. sneciﬁcamnc

L . - SR ) ce i
g Union/Nonunion a ST L 3669 T ¢ -.143 .. -.080 -
(Complete Sanple) e 0 & (o). (..5.40)
 Collective Barga1n1ng/ SN 3669 -, 155 - _ =.003
Not Collective Bargaining - | ‘ = T 11.03) .o (5.92)

(Complete Sample) = . U L e
) UnionﬁNonunIOn E s e 92 L =0677C ¢ _gig -
REstr1cted “Respondents - - now oo 2.35) ‘ 7 (. .57)

vered by Collective Bargaining) "o = .. -
- a. t'valdes in parenfheses Lo ‘ - j

b.- Limited specification 1nc1udes as 1ndependent vaniables sex, race, rqgion, parttime
status, age, education, SMSA ,

's. Full specification adds occupation and 1n§5stny to’ Uhe limited specjfication
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The Determinants of Jobvbhanging Activity'Among Youth

[
v e , ‘
& LS .
) . . . [

» £

.-

Frequent job chang1ng is a central character1st1c of the youth Tabor

'market¢, In the past the proportion of 18 to 24 year o]ds who change jobs

has been at 1east twice a$ high as, for the pbpu]ation as a whole.! Other
13 -

' data_suggest that newly hired workers are much more likely to change JObS :

than more experienced workers, w1th a sharp increase in. Job stab1LJty when

the‘ﬁnd1v1dual has been on* the job a year or more. 2

&

. Researchers disagree on the des1rab*]1ty and implications of th1s turn-

over.’ Some argue that the high turnover rates among youth are the result.

= ’

gf a usefu] process of gathering market informat1on. Before long term job
commitments can be made, information is needed on both sides of the market.
New workers and employers have imperfect information about each other, which

on]y d1rect contact can remedy. Workers must learn about. work1ng cond1t1ons .

and future prospects with the f1rm, employers have only limited. information .

. on the.actual product1v1ty of newly\h1red workers.3 With-sufficient flexi-

b111ty 1n the Eirms' ability to adJuSt wages and working cond1t1ons m1s— ) .

N

.matches can be rectified hy renegot1at1ng emp]oyment contracts. Otherwise,

separations freQUently.occur, both workers and employers ‘must -search for
‘ : . . . Ry ‘
improged matches. In this settjng'turnover is desirable, facilitating an

improvement in the worker-job match.



- . Contrast1ng with this view is the argument that much of the turnover
[ rd
in the youth 1abor market is random and undlrected - In other words, turnover

is excessive and serlousfy aggravates.the problem of high unemployment.

-, Hall (1970f presents the argument quite clearly: ' " L

: L 1abor force have rates of unemolqyment that are far in . k
o~ excess of'the rates that would accord with the hypo- : - -
thedis that the unemployed are making a normal transition
Ve , from_one fob fo another. - ‘Some oroups e;hihitlwhat seems
to be. pdthofogical in'stabﬂit_y’ in holding jobs. Changing
from one low- pay1ng, unp]easant job to another often : J '
' -severa] times a year, - is ‘the typ1ca1 pattern of some : ‘
- = workers.' (p1:389) * T )
Unfortunate]y, choos1ng between compet1ng 1nterpretat1ons of the pur- 4
i A pos1veness of job chang1ng act1v1ty in the~y0uth labor market is hampered
by a lack of solid empirical ev1denoe.‘ In this chapter, we begin our“
examination of this issue, investigating the determinante of turnover in
the youth 1ahor market,. 7 “ T
’ ’ f- 2 L
e ‘5.1 A Model of Labor Turnover ‘ - .
) In compet1t1ve labor’ markets, noncompensat1ng wage d1fferent1als erode.
o over\t1me. Wages 1ncrease for workers receiving 1es; than the1r potent1a1 B
. ang fall for those earn1ng more. Frequently, ‘however, ex1st1ng d1fferen-y : ' 41
X tials canpot be 1iquddated if workers remain at their current jobs. ’Nominal .

wages are often inf1éxib1e, particularly downwar%, and an 'individual worker's

P ¢ t . \ - .
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product1v1ty at the current job may be lower than at alternative JObS “In
such instances, labor turnover becomes 1mportant to the efficient operat1on

«0f the_1abor market.

» ’ N
™ P
- N . . -
L]

0

The turno;er response of workers to wage differentialg has been exten~

sively ana1yzed w1th researchers typ1ca11y re]at1ng industry qu1t rates to

-

s

" interindustry wage d1fferent1a1%‘“ The genera] f1nd1ni of this research is
a negat1ve re]at1onsh1p between qu1t rates and wage d1fferent1als, support1ng

the contention that the wage structure stimulates a desyreab]e (more effi-

‘cient),allocatiop of resources in the labor market. That is, workers move

to jobs where their capabilities will be effectively utilized. Empirical
. ’ T , -

studies of the determinants of layoffs have been more 1imited,lgoncentrating

—  on the role of such factors as firm-specific human capita]'and un¥on member-

-

" ship.S
’ ‘ > ) Y i ) 9 t
A limitation of most empirical sfudies of labor turnover is the use of

L}

y . . " . . p . . 2 . .
* current wage as the major incentive variable. Both within and among indus-

tries, workers differ in their productive capabilities and, in a 6ompetitive'
: CE

.

market,'wage rates vary among workers to reconcile these productﬁvity |
d1fferences.« As Parsons (1977, p. 207) notes in his recent survey of 1abor .
turnover studies, “the quit probab111ty shou]d be negatively related to one's

current wage relative to the mean of one's “alternative Jwage d1str1but1on

[but]‘. only informat1on on curye ent wage 1° directly ‘observable and ava11able

Nhat is needed, g1venfthe heterogene1ty of workers and,gobs, is a worker-
K] R '

spec1f1c measure of a]ternatlve opportunity.

In the preceding chapter,\ﬂe devéloped the' concept of the market i

) differential--the gap'between a worker's current and market or potential wage.

- . o . I |




to both,wonker and employer. To a worker, it indicates the potentia1'increase

. The market differential is a measure of alternatives, conveying information

or decrease in wage rates ne could expect if he'changes Jjobs. fo‘anfznploygr,

the market differential {ndjcates that a gap exists between the worker's

€

current wage and the market rate.’ Maximizing behavior by workers and , -

L4

o , v |, .
employers ymplies that negative market differentials (market wage greater. than

current wage) will stimulate quits, and that positive differentials witl

encourage layoffs. - | - o :

-“

. [ ’
In additioy to the.market differential, many other factors influence

turnover decisions. workers consider nonwage character1st1cs of the current
job and costs of chang1ng jobs; employers consider severance payments and

h1r1ng costs. Both groups are 1nf1uenced by the potent1a1 loss of firm-specific ’

-

human capital, 6 and the state of aggregate economic conditions.’

Equation (5.1) describes a model of jobr turnover that #ncorporates some’

of these concerns:

, TURNJ(a, a+1) = TURN (MDa, Z,), ) . o + {5.1)

where
a = age at initial survey,
\ .
a + 1 = age at subsequent survey,

TURNj(a; a + 1) = the probability of turnover alternative j
betwecen age a and a + 1 (the four alterna-
tive forms of turnover considered ave:. : »
QT = q?it, LO = layort, UR = other ’
3eb changers, and $J # job stayers).

=

MD, o : markct>différentiu} at age a,
. ®

Z =,vector of other current: ;ob and situation =~
variables at age a. -

V

- v

.14, L
, | 3} '
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Turnover activityxis described by four mutuaT1y’exclustvevand exhaustive
llyariahles indicating that a workeatuﬁt his job (QT), nes Taid off:his job
(LG); “was. discharged or left his job without reporting a reason (OR),, or
remained at h?s job (SJ) during the one year period between.surveys. 'Each

' . L

_turnover variable assumes the value 1:if the alternative occurred,;O otherwise.

If multiple job changes occurred,)the reason for the first job change dominates.

"A]so;riayoffs returning to the same employer are classified as job steyers.7

Details on the operational specification of the market differential

variables are presented in Chapter IV. The other exp]anatory variables are

e d

constructed froni responses to spec1f1c questions from the survey at the 1n1t1a1

]

s age,and 1nc1ude years of tenure at the current job; years of edQ/;t1qn com-

A

1

pleted; dichotomous variables indicating that the respondent is black or

married; and the EEt of market opoortunity variables indichting'the year in

.

which_the respondent was the relevant age. . ' . ’

p /
The turnover model is estimated us1ng mu]t1nom1a] log1t analys1s, where

the dependent variables are the a]ternat1ve turnover act1v1t1es For each age, ./
7% the sample examined is respondents the requisite age in any survey who were
) ~ — ?
employed as wage and salary workers in that and the next year 's survey

Resdondents the requ1red age in the final survey year (1970 for ma]es and .

,///197] for females) are excluded since we cannot observe subsequent turnover

act1v1ty » In add1t1on males the required age in 1966 are exc]uded because

~ .

the 1967 survey did not obtain, any 1nfornwtlon on reasons for job changes

-

Besides including a worker-specific incentive measure, our analysis

differs from most existing furnover studies by eyam1n1ng a]] turnover,

N de11mited bytvype, in a unified framework. Also, our use of 1nd1v1dual -

0

(ST

\ L
~
. . . - é?
P - - z < f =
- ~ - .
. , .
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! . mlcroeconomic data to estimate the mode]l comp]ements the extensive analysis *

»

-of 1abor turnover u51ng industry data.®
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2 s

¥ G

- . L 2, The Detenn1nants of Job Turnover &

L8 -

, Table 5.1 descrlbes the variables, reportlng the‘mean values by sub-

»

sequent turnover activity at ages 18 and 24 with the samp]e digaggregated
by sex. Maximum Tikelihood estimateszof the logit turnover moae]’s para-
meters for the age isj]g, 20-21, and 24-25 jterations are reported in

Tables 5.2 and 5.3. The reported estfmates use the instrumental specifi-
o ‘

cation of the market differential variable--that is, the difference between

4

the predicted human capital (or'potentia]) t ~
¢ . (3 P .

wage‘ahd the predicted waae when structural variables are added.

.
L
4

Begause only three of the four sets of coefficients are uniquely defined,
< ¢ - .

1 , ’ i
' . . we adopt a normalization rule of setting the Job stayer parameters equal to

zero. The reported parameters thus 1nd1cate the effects changes in indepen-
dent variables have on the relative probab111ty of a given turnover act1v1ty
Derivates evaluated at the means are reported in Tables 5 4 anu 5.5. The
derivatives reveal the marginal effect oféa change in the independent variables
on the absolute probah%]ity of a given turnover .activity, in the vicinity of

- . the sample means.” (For 2 more detailed dtscussion of logit, see the appendix

7

z

to Chapter III.)

. R . ‘ 4
g : Among our more interesting findings dre the following:

Market Differentials Lo g

The market differential has a signiEicant negative impact on the quit

) . - .
decision for males. Assuming mean values for the other variables, the age 24

.

, reéults 'i'ndicate that for a worker with a;2(} percent positive differential

. Q ‘ - . . - . ' - € R - 7 ,“’
ERIC -~ . - ' - 5 o
:;;”7"'_”" ’_""'"' . T Tt s T T N - 'y ceT s N - - ' ':" T "'_: '“‘7" - -




the probabﬂity of qu1ttmg 4. If the same worker had a 20 percent ;—
negat1ve d1fferent1a1 his probab111ty of qu1tt1ng would r1se to 20 In
other words, mov1ng from a d1fferent1a1 about one standard deviation be]ow

~ to a differential one standard deviation above the mean (MD has a standard

- — —— deyiation of -193) defreases the m:pnrjpd probahility of qmttmq by about ' .

‘ - -
a % -

- 43 percent.' For young males voluntary turnover represents a purposive

7}

response to economic incentive.

Females aré another matter. Here the impact of the market differential v

£

on the quit decision is usua]]y insignificant.T‘The coefficient does, however,®
become more negative with‘age The voluntary turnover'behavior of fenfales
thus appears to be much more und1rected than that of males. Exanining the

-
effect vo]untary turnover has on wage change in Chapter VII yﬁ]] help

-

clarify these conclusions.

a - .

-

Our expectation that.positive market differentials would increase»the"

probability of being laid off is not supported by the data. For both sexes

<

e

and at all ages, the market d1fferent1a1 has an 1ns1gn1f1cant impact on the

1ayoff decisions of emp]oyers

-

If we replace MD with the residual specification of the market differential
REDID, the results are not qualitatively altered; the level of significance in
the'quft equations increases slightly. For example, at age 24, the dérivatives -

(and t-valuesy of‘RESID are -.06 (2.41) for males and -.05 {1.63) for females.

_— i ) ) p )
- " If we replace MD with the traditional incentive variable used in mobility"
™S ~ . .

“studies--actual wage or its logarithm--the estimated impact and level of y

sfgn1f1cance in the quit equatlons are substant1a11y below those obtained using

either specffication of the markef d1fferent1a1 variable.

146




Our resu]ts can be compared to Mellow (1977), who est1mated a similar

-

v T o " .
[ T A
.\) . o, Yo M
v [N i
W . . R

model of labor turnover w1th data taken from the NLS survey of m1ddle -age ' .
males. The maJor differénce in methodology is that here we strat1fy the
N ,

samp]e by age. For the'ﬁfddle-aged males sample, the market differentﬁal‘

-has a slightly more 51gn1f1cant negative 1mpact on the probability of quit-

‘ting and a-highly s1gan1cant positive 1mpact on the probability, of 1ayoff

The fact that, for a given market d1fferent1a1, older workers are more 11ke1y

to be 1a1ﬂ off is somewhat surprising, given that employer's turnover costs’

<

aré probably hig?er for oldeg workers. ,One possible explanation for the
result is that the market dif%erentie] is measured with more error for younger -~ &~
workere.' t young ages the meésured\human capttel vector is more homogeneous |
and ‘implicit purchases.of trainihg opportunities may be larger than fer
workers in the older age range. Measurement error in MD would bias the

estimated imﬁact of market differentials toward zero in the turnbyer modeT.

Job Tenure * - . e .

The year-at-current job variable serves es‘a proxy tor firm specifie:'q
human capital, nohpecuhiary benefits; and the genera] agreeéb]eness of the
werker-job'match 9 Consequent]y, it 15 not surpr1swng that by age 20 job tenure J
is the dominant explanatory var1ab]e in. the model , significantly reducing the o
probahi]ity of each turnover aJternative. The strong showing of the job

tenure variable coincides with the results of others.!0

Race
= - e _l . > *
Other thlpgs equal, blacks do not in general have significantly higher
turnovér probabilities. In interpreting this result recall, however, the
- * a~ 4 N

- rather specialized nature of our anafysis. We examine young horker%lemployed

14y,

e



@ ¢ [N . . s
in adjacent-surveys WOrkers leaving their current JObS but not-employed

at the tlme of the next year's survey.are exc]uded from the analysis, as

are workers still unemployed )

;s

e ‘ [4 . .. hd -
- "

»

L It is also important to remember that here we are expmining turnover ©

ES

to studies sich as Hall (1972), who examines ‘the impact race has on the

probability of becoming unemployed. 0n1y a small portion of JOb chang1ng

results in unemployment and as we W111 see in the next chapter, th1s pro-

portion varies systematically by race.. L

< ‘
4 &

In a study somewhat similar to our turnover analysis, Flanagan (1974)

.

used the NLS young men'¢ data to estimate separate models of the probability C—
o? qu1tt1ng and being laid off His procedure is much the same as. ours.
First, he est1mates a potent1a1 wage regression. He then includes the .

-
C“' # residual from-the wage regression as an incentive variable in the turnover

-» > R

A
ana}ys:s. His specification of the potential wage regressxon differs from

ours in two ‘important ways. he excludes race as a var1ab1e and 1nt1ude§/
’ v

 industrial and ‘Tocational variables. By including structural variables in '
his potential wage regression, Flanadan implicitly assumes that a worker's
- . alternatives are 11m1ted to rema1n1ng within- h1s current Jocation and N

-

,'1ndustry, X seem1ngly overrestr1ct1ve assumpt1on, Our alternative treatment

) -
- of.race s1mp1y represents a d1fference in approach. We 1ncl race in the ~
t- - . ) . , » I’
~ potential wage refression for two reasons: to control for unmeasured aspects oY

of human Capita"ano to isolate differentials not related to race,.such as
LI — . - a .-
market enclayes and d1sequ111br1a The sars 's true for our- treatment of sex.
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" Since we have purged the market differential of its racial (and sexual)

components, we consequently enter race (sex) as separate variables in

the analysis, thus identifying their impact.on turﬁover.

. 4
Given this difference in.specification, Flanagan finds that being black

hd J

» *

4

N

3

has a significant, positive impact on 1ayoffs, but No detectable tmpact om > -
' ~ ' N ' e

quits. His wage residual variable has a significant negative impact on

-fguits; an/{?signifiqant positive impact ohrlayoffs. He'interprets the

negative coefficient of the wage re;idual in ‘the quit equation as indica-

tiﬁg that "the effect of wage d?scrimination and occupation segregation

is clear]y to ra1se the probab1T1ty of black quits" (p. 23). By including'

" a control for race (or stratifying the samp]e by race), however, Flanagan .

removes that component of the wage res1dua1 he is most 1ntereste3k1n In

14 -y

contrast, our approach explicitly introduces the rac1aT differential.

Education, Marital Status, and Sex,

Education and marital status have little effect on turnover except amon
18 year old ma]es, where education significantly reduces the probabil of
quits and 1ayoffs, and marrlage increases the probability of a11 JOb changes.” ‘;
Estlmates of the sex coefficient us1ng the. copblned male and fema1e samples o '
(reported in Table 5.6) indicate that females ane less likely to Be.laid off
or to quit, ano more 1ike1y to change jobs for other reasons. However, the '-.‘

reason for Job-change var1ab1es are better 1dent¥f1ed in the ma]e surVey,

which may seriously bias any inter-sex comparisons of type of turnover

.
»

&\“\s activity. : C K . S
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;;))”’;\Aggregate”Economic Conditions " _ oo
) Ma\~,t opportun1ty variab]es, wh1ch 5/ntroﬂ for variations in aggre-

v

gate economic cond1t1ons by 1nd1cat1ng the year respondents were the rele«
St "o

. vant ages—i ally refer to turn

-3

-

ver acf1v1ty dur1ng the next calen ar

=+ year for men, during the current or w_qmen.11 Over the p€Tiod 1966
. L1 . “?
to 1971, unemployment was initially

- . R * = ® ! - ) Y
. beginning in 1969, increa%édmdramatically. Since aggregate data reveal
- - {

- that quits decrease gm@hayoffs’ fncrease as gconomic conditiong deteriorate; '
o X - ] ~ e k4 . i ) \
o find. gfgnificant pos?tive coefficients of variables

it is not.surprisin}

. ' for 1969, 1970, and 1971, in the langf equat1ons.{ (Even where the coeffi- | ‘{;'.’

b
cients are not.stat1st1ca11y significant, the 1969 opeff1c1ent is generally

larger than the 1967 coefficient,for men; 1970 1s larger than 1969 for womentY
» o, ot . .
Somewhat surprising, however, is the finding tha® the probability of quitting
* 1 - . L4 . . B
significantly increases after 1968 for women. S . .-

.
' ! ———
. -

5.3 Selectivity B1as and the Draft 3 - ¢ - ‘ L

Q
"One shortcoming of our analysis of JOb turnover is that we eJ1m1nate

’

Eﬁ%%equndents who are not 1nterv1ewed or not emp\oyed in subseguent surveys. 2
' Many of these respondents were males drafted 1nt€ the armed services dur1ng
the Vietnam War. Before conc]ud1ng, we. b;iefly examine what effect exc]ud~

ing these respondents (who are not random’with regard to individual
jjﬁracteristics) might have onkresults reported in Section 5.2, ’ S . -~
3 Y . : ) s

A3
L) wm

Data on 18. year old ma]!& were ‘examined‘to determ1ne some of the, e .
: 1 .
character1st1cs of Jgﬁ(‘eavers who were not employed in the subsequent survey . S

b

0bservat1ons were class1f1ed according v their most.probable reason for
) . - ‘ - .
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becomfng a job leaver. The only respondents 1[c1uded in this tabulation - . :
s were those Tﬁterv1ewed An the subsequent’ survey (at age 19) who were notﬁﬁq___y%g
- emp]oyed and those not 1nterv1ewed @ecause they Were in the armed kerV1ces.L?
S S y
L .o, Seventy-f1Ve percent of the 285 JOb leavers were in the armed services at the
o .t time of 'the" second "survey. . ) '
- - © Lo
t, - A turnover 10git model which incTudes the four alternatives of the
Job change model presented in the preV1ous section, p]us a fifth alterna- . -
, tive for the 285 nonemp]oyed job 1eavers, was es¢1mated Be1ng marrted
~ : s1gn1f1cant1y reduced the probab111ty of being in this group, no other 1nde- e
o " ..
‘ pendent’variables were s1gn1f1cant and coeff1c1ents Jior the other act1v1- e
pAR.

‘t1esvwere virtually unchanged These f1ndrngs do not necessar11y 1nd1cate . s i

:_"‘7 ' .' that the est1mated Job change parameters would have been unchanged if the - o
. ;'draft had not removed most of these job 1eavers from the survey, sirce there . -

| x_;)féy is some 1nd1catﬁon-hat the draft overse]ecgea&the poor and black.13 - But

& ’the fact that race. and, educat1on do not serve as good predxcRors of leaving .

. suggests that the.b1as may be small. R C J .

*— - , A . L4 -
& R S / AR _ L
634 Concflusions ) . ‘ . ® ’

In tgﬂg chapter we examined some of the determinants_of turnover in the
k - ¢ - .

',; -.' youth labor market.. Our major findings'can be summarized as follows' For
‘ 2 ,males, market d1$ferent1a]s have a significant negat1ve 1mpact on the probab11-
’314 T, ,1t;\of quitting,. and an fns1gn1f1cant 1mpact on the probab111ty of be1ng 1aid
EL/A\Q: © "off. The tyrnover behav1or of females is not s1gn1f1cant]y affectéd by market

N - »
‘.

differentnals Job -tenure 15 a strong deterrent to,. any type of turnover,
i N
R " wh1Ie beqng nonwhite or marrved has Y s1gnv 1canb 1ndependent effect. Con- .

,t. ‘tro]11ng for other. factors, fema]e, are 1o3s &1ke1y than males o qu1t or be
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%

- uﬁsat1sfactory JQb matches appear to be an 1mportant cause of youth turnover,

< laid off, and more likely to“change jobs for other reaSons“(although here

the results are probab]y at’ 1east part1a11y spur1ous because of data prob]ems)
- F1na11y/ a deter1orat1on 1n aggregate labor market c0nd1t1ons 1ncreases the .

thanceS'of Qe1ng 1a1d of f.

~
4 0 ' o

. Our findings’ 1nd1cate that for males voluntary turnover 1nsthe youth 1abor"

market represents an exp11c1t attempt to 1mprove econom1c pos1t10n. "Males who
*® ) . 3

- qu1t are those who rece1ve 1ess than their market wage. For'both sexes,

-t

. the accumu]atlon of job tenure rap1d1y d1m1n1shes the }1kef’hood of chang1n5

o .//

jobs. It TS noteworthy that Job tenure is the only varnab1e for which- we,

1

observe a clear’ age re]ated variation 1n 1ts 1mpact on Job changing.’ Thls sug-

gests that an initial period of random search in the 1€bor market quickly

g%ves way to a more systematic pattern of_job.changingract}vities. However, '

an ohvious limitation of "the amalysis is‘that we have only examtned the deter-f
" minants of turnover, not its econom1c conseguences 'In succeeding. chapters

we attempt to overcome th1s 11m1tat1on by 1ncorporat1ng turnover behayior 1nto

1nvest1gations of unemp]oyment and changes in wages betw en adJacent surveys
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-Footnotes to Chapter V I e
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1 S
]Bancroft and GarﬁnkTe (1963) report that. 23*—5—5&%%&%—3#%83&1‘&&?49“ g

,«year old ma]e workers and 24 4 percent of 20 to 24 year o]d male worke(s B

=

“i}i'- ‘m, changed JobS‘in 1961 comparad.to 10.F percent of all male workers. - -

4

, '.See.(‘:'a?'fi-nkle ‘(1964). .

[ . . -
N

- ' . 3See Spence (1973) for d1scuss1on of the 1mportance of worker‘charac— .

ter1st1cs as "s1gnals“ 1n 1abor markets character1zed by uncerta1nty CL
. 9 hd - A<

4See ;pr examp]e, stoikov and Raimon (1968)¢ Burton and Parker (1969, ’/,/”'

~

”,

. :Pencave] (T970), and Parsons (1972) _ T v _
) c . 5 t o ~ ‘-. . o o " ‘ : ~ ) ’ ) - <’/-). R )
» See Parsons (1972) and Medoff+(1976). For a recent survey of labor™ 7=+ 7 . °

. * IJ , "—“\ - e ) -

¢ turnover - studles, see Parsons (1977) :

L ‘.Q ) :‘ ) 2 ’ : ] ‘ ’ ’ ’ 4 -

o 6To the,extent that f1rm spec1f1c human ‘capital is correlated w1th the-

interact1on teré in the Stage IT wage regress1on (B y in equation 4, 4), the
instrumental spéc1f1cat1on of the market.d1fferent1a1 nets out an average

yeturn on’.such 1hyestments." R

| \ o ; = s".'- - o
: L For a dgta1zed d1scussﬂon and ana}ys1s of temporary ?ayoffs--those . . : ;:4,
return1ng to the same emp]oyer, see Feldste1n (1975 1976) In lxght of ,, - &f‘{
Fe1dste1n s (1975) findﬁng that" approx1mate]y 85 pércent of a]] 1ayoffs;return \

to the1r pr1or emp]oyer, stud1es that use industry data td Pstimate 1ayoff ]
.equat1ons (Parsons, 1972, and Medoff, 1976) are pr1mar1]y ana]y;éng the

‘determinants of "temporary“ 1ayof£s. R Ce L

[ L3 -

Y -

8Other recent efforts using 1nd”1v1dua1 m1croeconom1c éata to 1nvestjgate

1abor turnover 1nclude Ha11 (1972), Flanagan (1975) and BarteJ and BorJas (1977), 1
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) 9we do not conﬂ'ol for all determlnants of job changes. In, add1t1on, n'/
tenure 1tse1f is cond1t1oned by turnover behav1or Consequently, to the ‘
. o
extent that the ugobservables are correlated with JOb tenure, JOb tenure .
'rbecomes a proxy for the unmsasﬁred'factors. For a dlscu551on of the impli-
cations of this prdblem see Heckman and Willis (1977). . e =
@ , ‘* . ) B =
Msee foptnote 10 in Chapter~IV, ' ’
. o . . -
12Otber nonwnterVIewees are excluded because 1t could not be determined .
whether they 1eft their prior jobs. T
13For a further discussion, see Kohen and Shields {1977). g
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TABLE.5.1 * - !
- (5 -
Q : P
=~ o. - Variables Used in Turnover An,aljlsisa g .
- . . : e PR , N T 3 -
F - ¢ . 4 - Y T
™ ' , Mean Value by Dependent Yarfable Category
. \ N .
_ Varfable Description Male g - Female . g
] . Lo R ) ar £0 OR. 53
. . MWD . Market differential -.03 * 0 --.04 0 .04 .01 -.02 .02
T " Continuous years of 35 .33 .30 , .28 127 .06 .22 48
' sploymegt with current . o T ‘ )
or 'Last employer - :
7 Ebwe Years of formal educa- ﬁn 10.97° 11.47 11.63 11.58 " 11.56 11.54 11.44
- . . tion.completed . . ., '
. N . - . ¢
., BACE (D)> _ ' ,Respondent fs.nomwhite -~ .35 T . . ,37- = .43 89, <. 31 e W25 w20 0 = 24 -
» ) ‘ . . . LI : . . e
MST (D} ° Réspondent is married, -6 A7, A7 * .08 16 .06 J4 A3
1967 (D) Respondent was 1nd1cated a7- 27 T a0, .34 . - s -- -
. age in 1967 * e ¢ T E oo
[ - . - * '
1968 (D)¢ . Respondent was indicated ' .44 30 R | .35 23 .18, T .25 A6 -
. >~ age.fip 1968 oy . L. 4
-—__" N 7 ‘\ ' R . .' ¥ 4 « < . - )
1969 (D) Respondent was indicated .39 A3 o 15 .3 .39 4&_; . A3 T 21
- « age in 1969 ' . . : T «
. 1970 (D) "*Respondent was indfcated [ == - an -- - .38 N .32
) . age #n 1970 * o ' L ,
te . * - N - ' Iy * .. LA
(/ - * “ ‘: i , \ i
. L ' * J K i * . \ s ) ' ~ ) o __;
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T, TABLE 5.1 CONTINUED ]
\\ Variables Used in Turnover Analysis L
- - \ X , ] .
= . . § ‘ Mean-Vaiue by Dep‘enden’g Variable Category : - ﬁj
- - . B Age24 - =
Yariable . Male : Female _
] ) S Lo © O0R ST ar . 1o OR ¢S
ow -.03_ -.01 -.03 ' .01 - -.02 -.05 0 01
LT 97" .50 ".52 1.90 | .87 52 .66 2.40
£EDUC - 12.18 9.93 11.12 12.38 12,93 12,82 12.53, 12.75
4 -
RACE .23 .30 .35 .2 . .3 +.36 D ' .23
- ~ .
MST . .65 .66 71 . WAy .61 . .64 .64 . .62
1967 33 .39 . .65 .38 , T - -- -,
ST 42 T ERY, .35 S - L S - P L 407 T
% 1969 s .32 S T P T U .32 09 45 21
. 970 - - - -- R & 3 .33
Y a. The alternative -dependent variables are: QT, quit last Jjob; LO; laid off last job; OR, left last, job for other reason; SJ, remained at last job. °
b. Variables followed.by (D) are dichotomous. They assume the value of 1f*the indicated requirement is met, 0 otherwise. .~ ' .
3 ¢. Omitted in estimation. . . . . ’ 158
. ...' v y ‘\“ L‘ . -
4 N\ N -
J‘- - .
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TABLE 5,22

DETERMINANTS OF TURNOVER ACTIVITY: AGE 18, 20, 24 MALES

/.

~3

— . / L ]
- = - - » - T N . ~ N _ S - - = - - L T —
- AGE 20 : :
) _ fprob (qQT Prob (L0 Prob (OR)! . . - Prob Prob (LO {Prob 0R
Variable In {Fob_igsgs ln{mr&a%} 1n {W&l& < @£ m{rmﬁg} In {mr&u}} In WF{’Q;'} X2 d.£)
W -.858 *..018 -,983" §>53 (3) -1.649 -.16 -93 12.23 (3)
. (2.05) (.03) (1.27) v (3.42) (.16) (.92) -
ot .166 .058 -.002 5.70 (3) -.232 -.309 -.217 8.30 (3)
(2.36) {.46) (.01) . (2.27) (1.79) (.99) -~ , )
£0UC -.140 -.202 -.022 11.95 (3) ° -.081 -1.00 ° 049 5.16 (3)
(2.62) (2.77) (.20) (1.80)- (1.52) . .47)
RACE .08 AN - 691 4.78 (3) < .027° e 150 ".579 1.63 (3) -
A (-49) (.61) (2.13) : (.1) (.44) (1.22) . .
MST *.635 .663 1.004 11.55 (3) .295 -.089 .285 2.36 (3)
: * {2.59) .« (1.86) (2.29) (1.36) (.26) (.68
* 1967 .92 -.015 1.673 35.25 (3) 7060 -.236 - 1.898 9.51 (3)
+(4.10) . (.04) (3.89) - (.24) (.52) {2.99) » '
" 1969 -.01] 511 148 T 3.01°(3) 3207 1.156 @60 11,33 (3)
(.06) (1.69) (.27) . (1.29) ; (3.24) (:60)
—L
Constant .403 -.366 -4.,262 10.79 (3) -.405 -1.3% -4,847 11.73 (3)
~ (.62) (.41) “(3.11) , (.66) (1.46] . (3.18)
N 1027 - . ‘ 722 -
X - 101.67 (21) v, . 68.54 (21).
Ratfo Index 0% T . . .
" 159 ' [ 5 *
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L ‘ . TABLE 5.2 CONTINUED T

- .

B3

- AGE 24

{ Prob on} )
1n{ Prob {‘s:fg © ¥ (d.f)

o B ol

N - ” A
. W -1.014 -.321 . R T 44 (3)
\ (1.99) (.40) ) (.69) ., o
et -.322°7 - .656 . -.633 " 37.86 (3)
\ (4.55) (3.92) (2.41) .. _ 6
N -
EDUC . -.048 =257 . =047 7 © 24,88 (3)
) ) (1.36) : (4.85) (1.76) - :
RACE -.099 -.192 .280 .70 (3)
. . (.38) (.51) (.50) . )
' [ - F 4 * _'
] MsT -.12 ~.00 .233 .52 (3)
Y , (.54) (0) ©(.82) . .
1967 -.369 108 1.125 5.93 (3)
C L (15) (.27) ' 1.69) : .
1969 . =277 . 68, 135 " 1.51 (3) .
‘ (.06) . - - (.39) - (a8) s
- Constant _-.083 : 1.098 ) 1.8711 - . 5,48 (3)
_ . 4 T (6) ‘ (1.53) (1.50) _
N . Py . . by . 700
x? (d£) 99.42 (21)
Ratio Index . . ) .089

»

v

a. Reported coefficients are maximum 1ikelihood estimates of the, parameters of a multinomial logit model.
The alternative dependent variables are defined in footnote a of Table 5.1. The absolute value of
asymptotic t-statistics appear in parentheses. The x2 statistics reported in each row test the null
hypothesis that all parameters estimated for a given” independent variable are zero. The x2 statistics
reported at the bottom of the table test the null hglyfy 5is that all parameters (except the constant)
are zero. - : =

»
\

) : ) : ' ¢
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TABLE 5.3% r
DETERMINANTS OF TURNOVER ACTIVITY: AGE 18, 20, 24 FEMALES
: , < AGE 18 : -« _AGE 20 - -
s 0%  fprob (QT)1 . {Prob (LD {Prob oa} Prob T} , {Prob L0 } {Pmb’ {on;} 4
Variable  1a {Frob 8 } In {Pro } ?Tob—&'ﬂ x? (d.f) - PTEE"{%U; In P_b_{'ﬂ} ro X2 (d.£)
- ] 0 . \ .
) .335 -.266 -1.064 9.48 (3) 734 -.318 y = C 131 (3)
(.59) (.20) (2.66) : (1.03)_ - (.27) -(.22) :
T -.157 1,914 -.385 9.77 {3) 2371 -.553 * -.834 72.03 (3)
(.93) . (1.32) (2.87) (3.22) (2.16) (8.16)
£DUC ' 189 Y L0%8 088 3.45 (3) 53 S .008 -.03 3.68 (3)
P (1.72) (.1) (1.14) o (1.60) (.03) (.54)
RACE . .28 -.170 022 1.62 (3) T . .872 .029 5.35 (3) .
(1.17) (.28) (.12) (1.01) (2.04) (.15) <
“wST .363 -.860 116 2.24 (3) . .48 -.38 1281 - C 6,10 (3)
(1.18) (.81) (.48) _(2.01) (.64) (1.58)
1969+ 1.296 1.250 1.247 47.18 (3) . .296 1.074 .813 17.80 (3)
(4.63) (1.64) (6.22) (1.03) (1.72) (4.04) o
1970 .841 .561 1482 12.40 (3) " .351 1.094 " 071 5,49 (3)
- (3.05) (.73) (2. 43) (3.31) (1.84) (.38)
3 \ M —_
-Constant -4 YT -3.715 -1.769" 11.75°(3) -3.506 '=3.541 7" 134 T .27 (3)
(3113) . {1.24) (1.88) (2.80) > (1.68) (.16)
N 0 843 g / 873
x? (df)- - 91.52 (21) ) 155.67 (21)
Ratio Index * .05 . .0




5 s . TABLE 5.3 CONTINUED ¢ | . ., o
_r . = _
* ' ' . AGE24 AN .
A ¢« ferob (Q)t. - Prob (L0 .. © fprob (OR)) -, :
" Yariable in {—r&%ﬁ% 1n {F_ré_«n} N ln'{ } . 2 (4.5,
i g ‘ Prob \V/ r?“ S . Pro ) ,x (df)gﬁ _
: ’ S . s - T8 i : :
o, -.822 -1.500 : -85 . - 2.09 (3)
Teoe T (1.09) i (o) (.80) .
et B R -.702 C e -7 " 56,92 (3) i,
Lo ©(4.41), " ¢ (239) *© . ¥ (6.48)° & . , '
- EDUC B! B 0% .- -.008
o . . {.67) ‘ (.29} (.16)
R . * oA &
JRACE - . 253 7 _.483 15
. ‘ - - ( 026) ) - ( -72) vy ‘" ‘( -r64) .
HST Ll L s = 199 088
) i © " (.16) , (.30) (:38) o
e . e 4,268 277 - , L5y
B (2.88) o . (.22) (4.02)
1970 L yash 5% 414 Y .
Tk (3.40) WS (1.72) (237
Constant T 278 . -4.083 | 985 . 1A (3) C
A S
L {2.90) . (2.10) (1.3) -~
N + /b . * 2 : T m . . . 522
S H@n T ¥.E LT e . ) .. 136,02 (21)
;.Baﬁoﬂlaggef o R oL ~139 !
» % . - . N .' ~ " o - . .

7 y G . ) " N .
‘a. Reported coefftcje{ts are maximum 1ikelihood estimates of the parameters of a multipomial .logtt modef,
The alternative dependent Variables are defined in footnote a of Table 5.1, The absolute value of '

asymptotic t-statistics appear in parentheses. The x? statistics rgported in each row test the.null
hypothesis that all parameters estimated far a given independent-variable are zero. The x2 statistics
repofted at the bottom of the table test the null hypothesis that 211 parameters (except the .constarrt)

©oeare zero, (TSN . ’ v
A . “ i . .oy B - R .
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. i . N Table 5‘4 . . . . : /

.- " Age 18 . ¢ T .~ Age 20

- ve . L. *Derivatives Eva'iuated at the Mean: Turnover Analysis -
. < L. L " Males Ages 18, 20, 24 . - e
’ L * ‘_ Coe g <y . - ' —_ K’s

 Independent § ; - —— , - : -

Prob(DR)

Varfable * Prob{qQT) Prob(L0), " Prob{6R)» . Prob{(S3) Prob{qQT) Prob(LO)

<
¢ —_ ~ A 1Y LA -

- .

?

-d2a Ty o L0 -.026 - 3.t -240 .014 } =

015

L3

o =009
<016

.o o082 Lo, 0260 -3 T
-89 47 e Losg 085

—

.006
¢ .046°

- ¢ 4 - !

. B © o0 -.000 -.0%5 ~.030 - 015 008 049
P e e L B 0050 - 0%,
00— —o0s g Frn =03 .00 013 .02,

-.040
s 015

008 . Lom 006 " -0l Q63 ", w008 .’ -.103
. " - : . A - \‘ g . .
- e, ‘ 13 . ’




- . Table, 5.4, continued ' . .
' . n LT o { ) .,

. s - . i’ f.

. N . _Ages ro
Indepemient s - : v -

. Variable - Prob(qQT). - Prob{LO) Prob(OR) = - Prob{sJ) -

. . a - v L]

== . - . N - . ) y

S W i -0 -005, - -.009 53 .
CJT - ’0040 '002] ' ’1003 0069 ‘ Y
BUC  © -005 - -.009 002 .: .0l6

» CRACER . * w014 . .l006 R P

- ST =018 001 L4 o W

T T ey -.056 006 - A /J
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e o > " Table s{ .
o . —Derivatfvmed\a‘t the Mean: -Turnover Ana’tysis ' : '
] L4

B Femalesﬁgeg_\f, 20, . o T T

=N

VYariable

Independent

v

Age 18

~

’

_Age 20

. Pl;ob(QT)

Prob (Lo}

Prob{OR) -

T

Prob{0R)

. Prob(SJ

S

001
-.023

-.260
.07
l .

.164

.09 °

~

.
-

" Prob(sy) \*f Prob(qT)

*, .
".0075’
.-.'0'08

‘Prob(L0)

-.005

006

. .‘-0157"

e

.073,
',:]7.], o

. - [l - al” -
EDUC 019 0. - 01 -.029 & 018 ¢ 0., ~.013 - -,005
RAGE . .03 -.003 -.008 " b .026 021, -.022 -.025
R { LS
’ - -

-.013

-.040 -

” 043

083

2,075 °

012
.215
065

AP

-:159‘ -
. -.028

.608
» 4003

L15% -
4036

1969

-.315 %
1970 - '

-.146

- ‘ P .
. ’ " »
[ hd -
PR . N - . .
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] ‘ “
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- ' . Tablees,s, continued. - . ,

v . ( ’ : . . .

L . Age 24 - ® -
Independent I , Co R
Varigble Probf@i —~ ‘Prob(L0) ' Prob(0R) _  Prob(§3)-
-“‘-.’ L e ¥ v . . . ¥ ; BTN

-.630 " -.147 -.516

- s X A -.006 - -.079 L1158
CYEDUCC r o Thepd . 0. W =002 7, . Ua.002
< »L“r - Y - N ‘ : o .
RACE . . 019 ¢, " .005 .09 % 083
LUOMST .03 - 002 g 1) BN (5
] 1969 - T8 .00 - s6 . . ow-22 0
1970 ¢ Sns T .3 0 Leee T . -.197
v s ! . .‘ “- \ 1:-3 o 1 .
v e, ' R S X -
- o T \
;‘ 'v\A [ L. ' /"f v . y - , ) H
. 9" - . | o / ¢ / ° b s '"i
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S i .o - B 3 .
': ' @ . . Wt » ) o 1 B ,:?'
. ‘ . Y " o
L. . - o
B .~ - - N . . . B ) %

N =Lt -, Tavle 3.6
oo . : > . ' T?ver Analysfs: Cosbined Semple o . L .
e - . R
' . . . . Lf
. ’ . Y - - . ) = .
e, - e - o ' ‘| DETERMDUNTS OF TUWOKWER ACTIVITY: AGE 18 AXD AGE 20 swoLest/' i

EREN * Proh (0T ' Prob (L0 2rob(OR)] Troh(0T) { ub(m) , Trob(OX) . s ‘
e v vz I rm%s.n 18 {rran (3 mms:)’ 2 @) 18 hron 59 In Frob(3)} 1= {:m(u) 2 (40

- - . ~
LA ~ A N 1Y y N — |

o coRSTANT - 6% -.892 ~4.418 35.98(3) - -840 -1.685" ~3.485 23.85(3)

] (L) — | 10 (5458) . (1.58) (2.04)  (659)
» -.363 -.089 -536 . 10.9(3) -.733 2067 .0 -as3 13.25(9-=
- (2.08) (.29 G.02) . (3.6 51 ¢ 1
- - 2 = A
o 4 065 036 - 230 o 6.55(3) =311 -.398 764 78.29(3) "
: . ~ © AL.02) b .4) (2.13) ®.03) © (2. .0’ - :
- - - . i . - . ~
= » ——t2 % ~160 N R I -.046 -.075 L -0M9 - 2.85(3)

- . wHy | (2.40)° LA _(.18) (1.26) (.96 . . - -
- - wa ¥ .220 < 162, 2.52(3) .12) @5 2006 3.00(9) [o]
: “ Q.52) (.59 Q.0b) N Q1.64) 'C .03) i

. - -‘ 3 - - )

. m . -.252 -=1,033 3.320 152.31(3) -.213 -7 ¥ o+3.:%0 103.30(3) .
3 * (1.%6) (2.89} ai.e) 1.13) 2.26) (9.41) -
. 1
KT 531, 407 .333 ! e.05( L3468 - | .292 2.86(3)
~ .8 (1.24) (1.59) (2.18) ( o34) a.82) &
. 23 ) ’ 3 o
Y om S 696 .108 2011 49.46(3) -.02) =219 2.054 19.62(3) \0
0.17) (g% > } B (5.92) . { .20, { .50) “.34)*
; wr AR .60 36.65(3) 329 1.176 *.803 30.57(3)
’ . (2.88) (5.36) . (1.81) (3.82) (4.26) .
w - AN + 420 7.66(3) T 1193 . -030 " .9.28(3)
- . 2.09) (2.12) N (1.61) (2.59) €24 L
- \' - '_‘
. . Log 1ikelfbood . ~1758.96 - . ~1451.28
R 12 (4.X.) . , 66227~ : L463.43(27)
h * (9 - &‘
[ LS 2
- 3 8. 'upotud :oc'ﬂutnu are paximum Fikelthood estimstes of the patssetess of & sultinceial logit sodel. Tibe alternative dtp:adcﬂ(
variables aze defined ia ﬁ:mn 3. to Table 5.91. The absolute vilue of ssysptoric t~statistics sppear ia pareatheses. The »
. ¢ - statistica reporred {a eackitov test the wwll hypothesis that sll parasaters estinated for & given independent varisble are zero.™ c. s
) ¢ .- The x? atacistics reported at the bouo- of the-table test the aull hypo:bnn that all p s { ? :h; ) arg zero.
L \ . & ' . : : : ’
. - ‘ Y . . RN [ -
N . B e
. y . s - i R i . .
L Lt . . .
s . r
. .e . . . ‘ , . -_ -
Bl S .. . ‘ . v’ - E
' : : . : v N i
. , . N
3 ’ - DERIVATIVES EVALUATED AT THE MEAN: ACE 18 AXD AGE 20 SANPLES Y ;! -
- A — —
— - - n . - - MEIS - s o < ARE-30 )
Y L e YARIASLE Frob(@)  ~ Frob(io) Frob (68 Freb() “TFrob (@) Froa(l0)  Prok{0i]  Froo (3} . .
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v - - Chapter VI b
S ’?~?f Duration df'Unemployment Among Job Changers

' o As documented in Chapter 11, youth unem Toyment is.disturb1ngly high.

- oé ’

In thlS chapter we examlne some’ of the determinants of unemp]oyment durat1on

. for those workers 1n,our samples who change Jobs between adJacent ages. We

ve i

' cbnfine our ana]ysis to.this restricted sample for several reasons. First,
w1th1n the context ‘of oqr recursive framework, unemp]oyment as an 1ntermed1at1ng

- activity, in the equ111brat1ng process deserves separate stuﬁy. Second ' -

[3
A

we are unab]e to determine comp]eted duration for resporidents still unemp1oyed

at the time of the second survey The major consequence of our selection
procedures is tOvremove new entrants and reentrants from the ana]ys1s. Sinhce
these two group® constitute a significant proport1on of unempToyed youth,! the
p0551b1e effects of exclud1ng them should ‘be kept firmly in mind. Comp?ement1ng '
the age-strat1f1ed aha]ys1s of durat1onz.the chap%er also contdins #n investi-+

4 . . ) .

gazjcn of the unemp]oyment experiences of ma]es:aged f8-24‘§( 1966 over the
1966 to 1970 period. . R : '

. .
. P

- 4 - -4

7 ¢

.. /6 1 Job Search Unemp]oyment Duratign“and Market EQui]ibration‘ )
/" N

_,/)’ » 1hE econom1cs of job search cpntends that search 1s a productive, 1nfof>J

] mation génerating act1v1ty It is™a: topicithat hasqstimulated considerabTe
B theoretica] research, but only limited test1ng of key 1mp11cations 2 One '

»

1mportant 1mpiicat1on of theoref1ca1 models of JOb search is that a reduction ’
in the cost of search increases the opt1ma1 amoggt of search. On the assumption C
’

that the durat1on of a spell of unemp]oyment can.serve as a proxy for the amount

of search act1v1ty, severa] researchers have examéned ‘the 1mpact that measures

3

. of search costs such as net assets and nonlabor 1ncome have Won duration, many

..more have 1nyestigated the effect,that unemp]oyment insurdnce has on'duration,3

: ; ) ,
. oo , ‘ P
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costs.“‘ . . .

. If d1fferent1al search costs affect search act1v1ty, the l1nk between

a worker s Search ‘costs, durat1on of unemployment, and subsequent wage rate
R .
15 direct. Al else equal the'worker w1th Tow search costs searches longer» .
— .
and obta1ns a wage that, on average, 1s 1n thesupper portion of h1s wage
F§

dxstributlon, he has a positive market d1ffereﬁt1al Conversely, the worker

with high search cqsts engages in more restricted search accept1ng employment'
' -
at a~wage that on average s in the lower port1on of his dtstr1but10n, he has

s

a negative market differential. If search costs. are correlated over t1me, :

‘the market differential;would_thns be an 1nverse indicator of present search

< -

3

’

_ At the initial job, search cost (d1s)advantages determine (f"part) who

has’neﬂatlve and who has positive ﬁ1fferent1} < However, the component of

the differential attr1bbtable to d1fferent1al search costs s not stable.
Profit max1m121ng employers compensate workers for the1r product1ve capabili-

‘ties, not for their search activity. Consequently, employers are not hes1tant

i

. about trying to l1qu1ﬂate positive d1§ferent1als. work;:s located n low . T

wdge JObS because of hagh search costs are cont1nually oking for ways to

' o,

1mprove the1r econoniic pos1t1on. In a labor market dom1nated by loﬁg run

A)

compet1t1ve forces yet character1zed by costly 1nfonnat1on, two opposing

s

-
-

o

-

y

— A A

forces aIE*thus at work:’ market equ1l1brat1ng forces stimulate the liqu1da-

tion, and:search cost (dis)advantages contrlbute to the-ma1ntenance ex1stinq_'

wage differentials. , In this chapter we éxamine~duration of”“unemployment among

job changers. Assumlng search costs aga correlated over t1me, the 1nterpreta- ;

. v 0 !

txon 'sketched above3 suggests that workers with negat1ve d1fferent1als move
L) *® .
qu1ckly through the market chang1ng JObS w1th l1t\le or no unemployment Qn

[

rot

the other hand workers with’ posxt1ve d1fferent1als who are forced into the

market search longer, att@mpt1ng to maintain the1r ex1st1ng prem1ums. _/'

R

/
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) Cons'equ‘ently,' a negati@ relationship between the market differential 'and‘
duration of a subsequent unemployment spell is expected.®
A maJor ‘problem thdt needs to be considered before we proceed to outline
l} \an est1mat3ng equation lS our use of unemployment duration as a proxy for the
. ‘..amount of search _actiyity.. Despite the fact that they are frequently identifidL
-as su_ch duration -ot unemployment and the amount of search activityare not :
synonymous.7 The unemployed usually to n.ot engage in full-timese%ch .

activity 34’ In addition a substantial portion of search activity may take

.

place at the prIor JOb Although we lack 1nformation on the 1nten51ty of .

r

'search while unemployed search at the prior job appears to be quite substantial.
* As Tndicated by the data pres'ented in Table 6 1, only a small minority of the

job changers in our samples experienced any unemployme‘ﬂt..?_, For many changers,

duration of unemployment thus appears to be a poor proxy for search acti vity
.f.A partial’ correction ifor this deficiency is to control for differences 1n the

reason for turnover. As Table 6N_indicates, a higher percenf:age of layo‘ffs

- -

experience some unemployment betwe:en ‘jobs. We hypothe51ze that layoffs engage

in less search at the prior 'j0b ®han quits. - -

. In addition to the market differential and turnover variables the. set ‘ .

_of explanatory variables used in the duration model mcludes a vector' ofy

personal characteristics (race, sex, education, current Job tenure and

-

,maritgl status), and the market opportunity variables (to control for

varid’tions in aggregate economic conditions) Equation (6 1) summarizes.

Y . P . '-, . P "A. ] v.
the ‘model- - : : P AT L,
P < , ‘ . “ . L ’*: )
‘ . , ¥ . - » ,* . + c 3 r . ]
> .- ) Da, a + 1 : Bo % BL MDJ + :TURNH’ 2+ .} .53 MO N ) . ‘ »
' CF ‘ “ By PC + ¢ . , . (6.1)
: wh_ere ‘ . N ‘ ’ ¢ . .
L ’ a’ Too= age at ‘fm’t/ial "sumey - r . L
" P P

- " _"/ , .
Q < a+ 1o age at subsequent survey ' 1 /2 4
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Da, a+1ls= duration of unemployment Between ages a"and a ; 1; o
MD, = market differential at age a, _ | :
g TURN; a + 1 = type of turnover between ages a and a + 1
; /" (alternatives are quits, 1ayoffs and other), B
.ja MO } -= vector of market opportunity variabies. Y :
i PC ; = vector of per50nai characteristics, '
s “ ; 1 - €, ’ | = stochastic error term. ’ ) ’ : S | 2 :<'
, e . | ) _ ' l S o ', -
6 2 ulgltd[zj/;;ndlngs - . ¢ o '
.. The du:ation model.is estimated for the sample of respondents who were
the requisite age in any survey, were emp]oyed as wage and salary workers in
. " that and the next year s survey, and changed Johs between surveys.10 ‘ .
. Respondents ‘in the final survey year are exc]uded stnce o ihformation 15~
‘w U aVailahie on 3subsequent duration Untike the turnoVer ana]y51s, ma]es the
required age in 1966 are not excluded; théir reason’ for job ‘change is coded
= "other:“ T Er : : \ o - '(\\\ :
Table 6.2 describes the variables used in the andlysis, along with their
mean values: ‘Tables 6.3 through 6.5 reported regression estimates of the
“duration model for the ages 18-19, 20-21, arid, 24-25 iterations, with the
. f‘ sample disaggregated by race and sex. .For expository reasons, we'refen/'o - B
";? . ( the initial age ip discussing each iteration Thus, for example, thﬁfggi’ . : .
) .18 to 19 jteration 15 called the age 18 {E££§£1on. The basic resuits can be
. ‘ quickly summarized. 7 ‘ - ‘ . ;‘ oL
‘é T Market Differential - Coe . * |

. FOr the combined sample, the ‘market differential has a significant positive .
impqct on expected duration in the age 18 and 20 iterations, but no detectable'

impact’ in the age 24 iterational Its impact is uniformly greate for males than - \

-

?Or females, greater for blacks than for whites. At age 18, a 20 percent positive

differentiai (one standard deviati above the mean) imp]ies increased unamp* oyment

o 173 e SO
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between job changes of s1ightly over one week for an otherwise average

2 B

-

11
male.;

.

The finding that the market d1fferent1a1 does not have an espec1a11y

robust 1nf1uence on duration 1s not challenged by several exper1ments not

. reported 1n,the tab]es If we subst1tute the residual spec1ftcation RESID,

i.the_}evei of signjficance typically dec]ines by;apout_s percent, if we 11m1t

the samp]e to job changes with reported'durationuof éne week or more, coef-
ficients are always insign1f1cant e 'T 2
. Expected durat1on is shortey for quits than 1ayoffs usua]ly by two )

to three weeks. Younger males are the group for whom being a layoff increases
unemployment the most. A problem. w1th this part of the analysis, however,

is that the reason for job.change var1ab1e is often poorly def1ned.

4

~

~ *

Aggregate Econom1c Conditions

P

s ) .
The econdm1c downturn that began in 1ate 1969 has a very pronounced effect

on duration’of unemployment. Changing JobS dur1ng 1970 1nstead of during 1969 ,
- was assocjatdd with a two to three week increase in expected duration for both

-ﬁaTes and females. *(Note that the market oppor¢unity variab]es actua]]y.refer

-,
to unemp]oyment during the. next ca]ender year for men, during the current year

~

for women; see Chapter v, footnot 10 Y~

[}

e . ~-

PerSona] Character1st1cs

-

In.each age regress1on, blacks, exper1ence 1onger durat1on of unempioyment
thar)(whwtes, with the magm‘tude of the gap mcreasmg from under one vieek at

age 18 to over two weeks at age 24. Females have about a two week increase

in expected duration, with the greatest 1ncrease at ag 24

The impact of ‘education ‘and current Job tenure 1s poradic. Being married

reduces expected durat1on by slfght]y more than ane Week The re]ative]y poor )

(.

have est1mated durat1on of unemployment’ mode]s for young workers (Stephenson,

[:R\}: ~1976 “and Ehrenberg and Oaxaca, 1976). -

-

show1ng of these var1ables is consistent with f1nd1ngs of other researchers who

1’74 -' = N . ‘( |

A i
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6.3 The‘Unemp]oyhent.Experiencé: AALong Run Analysis,

fj:‘ - We Rave thus’far examined the determinants .of uneLp1oyment Eetween'job'
:; 15 changes Th1s section provides an alternative, comp]ementary view of

A ' unemp]oyment in thJ,youth 1abor market. Restr1ct1ng the sample to aT]

- - -

nonenrolled male wage and sa]ary workers aged 18 24 1n 1966 who. were also //,«,
= emp]oyed in 1970, regression mode]s of the tota} numher of unemp]oyment
spells and the total weeks ofvunemploymént over the four year period are

estimated. Explanatory variables are defined as of 1966 and include the mahket

!

~

differential, years education parital status,‘}ears at current job, race,

plus age. The resu]ts are summarized in Table 6 6.

The market d1fferent1a1 has no detectable 1mpact or either the incidence '
or duration of unemployment. Surpr1s1ng]y, neither does age. 12 Educat1oh - o
- ' and current job tenure reduce both 1nc1dence and durat1on by proport1onate
amounts, while being married has no impact on incidence but a strong negatigg
ct on duratton Blacks have a s1gn1f1cant1y higher, 1nc1dence and duration . o
g’mp]oyment, with the duration effect being larger. » |
Some hypothetigal calculation; provide an'ipdicat?on of the magnitudes S

, involved. Al1 else egual, a b]ack with 11 years of education cah“expect\l&JS'

4; unemp]oyment spells lasting a total of 7.09 weeks, for a white with 13 years of
. r
education these expectations - dec11ne to .65 spells and only 3. Og“weeks ’ ]

. - .unemployed. - ’

' 6.4 Conc]us1ons o

- A]though the scope of our analys1s in this chapter is Timited; 1,/)‘

| implications are 1mportant. The generally positive impact that the market
diffeheﬁtié] has on duration of unanp]ogment provides 1imited suppoktefor’the,l &
'hypothesis that those with lower search casts'(positive market differentia]s)

search longer.’ we‘also‘find expected duration’1ower amonglquits, whites,‘and ~

feha]es. Final]y, aggregate ecoﬁomic conditions have a tremendous impact on .

ERIC eI |
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a job changer's expected spell of qumployment. A1, else constant, an 18-ye5r

old rale changing jobs in 1970 could expect to ﬁelunembﬁoyed 6ver 4 weeks

longer thén the same 18-year ald éhanging-jqbs in 1967. For‘a 24-year old,
the dfffgrengé_is 2.7 weeks. Complementing the age-strati;ied resulfs, anal&sis

. _ v 3
~of the unemployment experiences of a fixed éohgrt over_a longer period indicates

that blacRs and.the Tess educated experience much more‘unémployment--both in
incidence.and in duration of given spells. These results for wage and salary
workers are consistent with the findingé reported in Chapter 111, which analyzed

the labor market\gcfiyities of the full sample of NLS respondents.
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A

, tnemployment can be traced to a pattern of frequent entry and reentry into

- t . * .

_ - TFootnotes to phapter'VI

. .. . -

1
BLS data ‘on reason for Jjob change indicate that a 1arge part of teenage

the. labor. market. 1In 1975, for 1nstance, the proportion of the teenage

. . . T -
labor force unemployed because of labor force entry and reentry wasg 14.5
percent cbmpated to an, overa]] teenage'unemp]oyment raté of 20.5 percent.

For youth ages 20- 24.Ah2!ever, entry and reentry are much less important as

reasons for unemployment. In 1975, 4, 8 percent of the labor Torce in thls age -

group was unemployed because of entny or reentry, compared to an overall group"

unemployment rate of 14.6 percent These fzgures are ca]cu]ated from tables <

3 and 4 in Hedges (1976Q; similar resu}ts are a]so reported in‘Perry (1%32).

* N . N . S d
2For an extended review of the various thgoretica]'models of jbb search,

H -

see the recent survey of Lippman and McCall  (1976). °

L

4 .
” -

‘3See, for example; Stephenson (1976) and Ehrenberg and Oaxaca (1976).

4A]though the NLS does obtain information on proxies for search costs

such as nét assets, nonemployment income, and unemployment _ dnsurance benefits,

-

7

there are several ‘problems with using these more.direct measures of search

>

'costs,to explain durat1pn of unemployment. - Asset “and income data appeaféto QI

be .unreliable and are only collected in se]ected years. In addition, measures ,'.“‘

.
oP‘search costs such as unemp]oyment 1nsuranceAbenef1ts are jointly determined

-

Ld

hd ‘

with the’ durat1on of an unemp1oyment spe]] -

~
¢ ¥

S 5For a more extended deve]opment‘ﬁﬁ the argument, see Mellow (1978a).

J o - ’
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7 cd; ude that-the data show a relatiog between search cost,s and, durat1on

T . }

:,{ - ms wage dfstr1but1on 15 not satisﬁed a worker s market dlffeaential might

av
[P TR
)

61f the 1mplic1t assumpt*ion that the searcher has perfect know]edge of

Mo

be pomtwely} re]ated"to his perception error. If fg_p\)stance, “a worker S

- pos1t1ve dlfferentw'l is pure econom1c rent (as,,for example, returns to a

A

L

¢

", qu1ts, is con51stent w1th earher

=

- the market differentw] and, subsequent. duration. £onsequent1y, to

» . #

protected ene]ave) he mqy not recogmze that he was pald more than his market

‘worth and 1mt1a11y overest1mate his wage d1str1butlon Adgpting an o

[l
-

mappropriate search strategy would thus resu]t in a pos;tive re]ation between

o

<

the extent that perceptwn errors are common ye may er)roneous'ly,

~

1n fact the re]atwn es’umated has a different” 1nterpretatlon.

¥
.y .

a .
’ - N
- 4 . ¢ . . .
. . ~
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¢ N »

MRS

. f 7MchH (1970f makes Ehe identffication c]ear‘ at tJ1e outset "The amount

7

of* search or’the perlod of unemployment...* (p’ 114) (emphasw added), others

are less' ﬁrect

~
S

'/

n

seeker 15 m%employed-—-w, as, he: puts 1t, segf empToyed 1n the *qu t'lme,

~,

accumu]atmn of 1nf%at1on--the Job seeker w]H voluntarﬂy%ome unemp]oyed

>

‘ Al
. S S D ' ’ ¢
-

8For ev1dehce on th1s'pomt asee Gordon (1973) and Barron anvMeHvow (1978)

B
' . . -t &

.« , 9Thisv ob{ém‘red high percentage 'of direct job chaﬁgers,,oarticuTar]y among

(ﬁndmgs Mattﬂa (1974)kfor examp]e, ',

L% - presents estimates obtamed from a w1de array of data sources (coHected at

BT

@¢ ”

, ’vérwus pomts Q\ the husmess cyc]e and across varw\ demograph,Jc groupings),
.- \:'

1970), for e.{xample accepts the poss1b1hty of search

~

<t that' mdicate "at 1east 50 to 60 pebcent ‘of a]l qu1ts move from Job to Job with“(

.\out eVer éxpe’Y‘IenCIng,unempJoyment " (p 238) .o .

0%* e e ® . "‘ . . o ‘e’ . .
S oA N “oL -
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10 Y om1tt1ng respondents stitl unemployeu at the tfme<of the subsequent

.

- are obV1ous prob]ems of select1v1ty bias assnc1ated w1th th1s procedure.

Mo;tfotheq studies using NLE data to examine unemployment ddrat10n~a]so have
this limitation; see, ‘for®i
n their analysis of unempﬁoyment‘duration.:sing‘NLS youth’data,

Ehrenberg and Oaxaca (1976) 1nc1uded several direct prox1es “for search costs,

v ‘.,0‘

Of these only the coeff1c1ent oh a var1ab1e measur1ng unemp19yment 1nsur§’

benef1ts was algn1ficant Recal] our‘ear]xer commenti(footnote 4) that there

-
» v

may pe possible simuttaneity problems "here , hﬁﬁever.. e -. .

.
.

[ Al

']2The simple corre]aéipnzﬁetween age and.education‘fqr this’§amp1ezjs only

D3 b 7/ . L4

“survey, we -are truncatang the distiibution pf unemplu’ment durat1on.l Ihere ‘
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.a.+ In each survey individuals were asked the amount of unemployment expérienced {in weeks) during the prreceding 12’nxp1fhs." For job changecs .. c
_the*reported’ duratfon of unemployment is attributed to the job chang®. This assumes job changers not reporting any (one week,or more . ‘
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. . Job Changers Moving Directlyffto a New Job Without Any Intervening Unemployment, ) o
p co . A . By Reason for Job Change: Agds 18 - 192 - s
o P : ‘- Total in Grotp With No, _Percent in Group -Making -
R._/ c " . Total in Group - R Reported Unemployment ,° - Direct Jgb Change .
ason For ., o~ 5 . ;é» . . R Y.~ B 0 B ;i * . -
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S E .Variables Used in Duration of Unemployment Ahalysis T : ¢
B z . - - . . - "L R . .&'
[ %, . -
= . m .. + * . ~ B A " * . e . \ : - d "
Variable Deseriptioi\ - L /( ' _' i;ieen‘ C L )
‘ . : " ) Ages 18 - 19° o, .Ages 24 - 25 ) -
~ Male © - Female . - - Male © Female .
s s i( . - - ’
M- Market differential age age a -.019 ° -.002 - "-.023 ‘ -Z,'O,ﬂ’
‘WITy, o+ @3 Left job at age & be\cause of qu‘it oy LB19. . .275 525" 2
"LAYa, 2 41 (D) Left job ‘at age a\ciiause of layoff .72 .03 7196 080 -
N _OTHERa,_.a +1 (b , Lleft jqb at age a fo other. reason. . .309‘ c .88 -.279. ‘ . .t‘S'lg\7
- 1966 (D)  Respofdent was age a in 1966 ., - 258 - = .46 -
> 1967 (D) - , Resgondent‘was age ainl967 ' _ .200 e - [ .288 . A~ . .
+ 1968 (B)® . . ‘ ' Respondent was.age a in 1968 4212 8 241 © 27 SVORT B
1969 ('D,) Respoqdent was age a in 1969 .270 .. W817 . .196 1 385~
ob 4 * . ' . *
= 1970 (D) Respondent was age a in 1970 ~ - .342 . T - 445
T EDUg, . Years of formal education compléted  11.24 . 11.56 11.58 12.68 °
. a ° hd ’ ~ e ’ . ’ ‘ PR : .
. MsTy (D) Marrfed at agea - . . - T .47 140 \' .688 .632
Co caT, Contmuous years of employment ' a8 0 2k - .7%5 19
) L with cufrent or last employer oL . e * ‘ " :
"‘- '+ NEE (D) ‘ Re,spondent is nonwhtte R .278 v 254 G313
~ \ " 5 !
A HKUM » B Weeks unemployed between ages 2.81 2,43 2.31 ". 2.53
‘a, t..,+ 1 a “and a + N . " .
. @ ) N ‘ -
- o . ™ - - + . e
o e D R . . Voo . ' S A
a,.‘if"Variables followad by (D) are di"chotomus ~They assume th¥ value 1 if the indicated requirement is met, 0 otherwise.
b. Ommitéd in estimat%en N % . \ . RS R s
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6.1. . The absolute value of asymptotic t-statistics appear
Y b PR Y . ‘'
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o _ T Table 6.3 ., .. : W -
T VT - Duration of Ynemployment Regressionsx Age 18% N - L ° e
P ' . . . N - -
- 1 T -2 " Hﬁes S . .“  Females, ' . Comb'd
) Independent e . o> i 3 . s
. Variables Black - Fhite  Comb’'d  Blbck  White  Comd'd = - . -
D ¢ % 6558 | 4:321  5.442 3,287  -.584° . .532 2.917_ . .
N . {3.33) " (2.69)- (4329) (.20) ( .40) - ( .48) (3.32)7) * .
;e et : -.241 .02 g3 -1.991 . -.220 . -.692° -.407 ‘
L (.17)  (.20) © (/8%) . (1.68)7 (.36) (1:28) (_-93) )
o LAY " 3185 4,264, 3.594 558  -.038 175 2.436 r
X (1.99)  (3.97) (4.07) ... {.i8)y. "(.03) ( .14) 3.67) ¢
< , " - K * - . ) s
: 18 - 12230 l.ssg .50 - - - - - .295 -
3 (.72) (1.68)  (1.75) . . ( .41) . )
. ©o967 AL S84 -4e3 -7 C - - - g
o . (.57) (..50) (.55} - S .. {1.87) -
e 1969 e 2957 - 208 - - 2617 — . 1405 - 085 .566° 1455w U
. (2.38)  .(3.01)  (3.88) - " (.89) (:12)  { .88) (3.18) Py
’ 1970 - . T g 2i8s3  2.873 T 2.97 3.526
. \ . (1.76)  (4.08)" _(4.53) 15.:96)
- e EDUC -+ 076 -.M9  -.124 .. -.22) -.369 . -.353 j ' ks
. o - (.32) (1.72) % (.81) (.69) (1.00) ~ (1.61) |
Wt Lo P, pos .ss6 <828, . :2.221  -B72  -1.347 ——1.116 TN\ . |
. : (£.31) . ( .65) (1.16) (1.44) , (1.09) , (1.92),§- (2.22)- \
- . * . . 8 . v }
QT -.418 _ -.081  -,198 . -.190 zx\gg' -.077 -.007 » |
N v\u ) (1.08) (.35) ° (1.00) (:16) 1.3 ( .20y, « { .56) - .
. SEX ‘ - A - s e . 21.707
. ‘ - ) < (3.18)
g LI ‘ 7, . o N - N . ¢
] RACE o- 8- . .866 - -+ \e8g ~ 76,
. © (1.59) . (®2s) , - (1.84)
< ’ .. ’ - 5
'cgnsr 1.953  4.29% aﬁm .4.738  5.685  -5.460 4.378
N R 205 . .18 O I: 07 ..084.~ 084 01
. SSE _ 5%V 485 ° 5.137 5.231 , 4.669  4.967 5.091 .
"N . - 148 - 282 430, 121 ©315 . B 866 .
\\ .., v v oL . N _ N 1 . ‘
- ) e's duratiomunemployment in weeks, as*described in .
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L Duration of Unemployment Regressions: Ade 20° ’ - '
. N B . . @ ot : ' M
& ' ~ ‘ i i .. r
o Mates-. Fenmales Comb*d s
Independent ! N ’ . . .
Variables . Black  White Comb'd Black White -~ Comb¥' . 7
M 7.659  2.978 \.4.354 <" 's.epg . -.987  '1.503 L3090 - ,:*/
I c.o(1.58)  (1.35)  (2.05),., (1.47) "( .59) (.92), (281),- - @,
' QUIT o {~1.592. =2.491  :2.295 -1.377  -.861.. -1%098 -1.561
e .44) ° (1.56)  (1.53) (.78) (1.24) (1.57) (2.39)
LAY . -2451 107 -0 2.7 -2 21262, 4019 6
S -{ .s8) (.58 ( .06) - .y L (.18) (@) (o)) - -
' 1966 & -2.429  -.433  -.943 - - . - -1.679
- o .88)  (.22) (1), | ¢ (1.ap)<
1967 2.08] - 252 463 e = < ' t.632
T = W50)  Loi8)__(.38) . oL 0 Lt (,59)
¢ ) . . .
1969 3.817 203  2.777 - 1.430 ~ -.940 -.455 ° ° 905 .
(1.29) (1.9  (2.19),  (-69). (1,07) (.86}, _ (1.33)
1970 ! - - 6.259 1,132 2,408 .~ 3.724 ,
< (2.81)  {1.44) . (2.96) | - (3.95) y
EDUC ] -.186 -.308 © -.253 -.253 -.662 5 =430w—~  -.294
Vo ~(.8)  (1.53)  (1:35) (*.46) (1.99) .(1.89) (2.13)+
custd .0 -9 -5 -ige3 .48 13 %o -.860°
Q (.52) (1.25) (.29) (1.41) ¢ .99) (1.60) :
a1 {335 -.328 . -.327 -7, -.709" 597 »2,368
; (M) (.80) ( .93) (.63) ¢ (1.94) - TT.55) . 01.48)
sex 0, 0 - - B Y S Vi -
s, ' . y s ¢+, (2.89) . -
, » \. » * oL v(\ I ) a’
"RACE . | - - T 12953 1.103
. . e : " (2.89) (1.95) .
RETE . ’ ” i R ‘ . . *
. ~ :t ’ ‘ g “ " .
_SgNsT 7.168 % 7.814- 7.269 ' 5.379  8.899 , 7.880 ,* 8.011
. ~RE e .106 .09+  .076 125 .060 _ " " .088 .066 &
SSE’ « % 9,227, 6.678  7.41 7.877 , -4.994 = ,5.973 - 6.625 .
B L -4 214, ¢ . 296" no9 ,294 413, 709 g
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- ) ‘  Table 6.5 ’ S
,! " . ’ Duratfon of Unemployment Regressions: Age 2 A
. ) s ’ : , + - )
Males - X Females L Comb'd p .
. Iidependent . o . Tt RGN . 3 L
Yariables Black - Hhite’ Lomb'd Black Hhite ‘Comb'd - - -~ »
. o & ° Y - b . 3 N N 4
» D - <+ 2.448 - =147 .690 2.0 .~6.155 . -2.427 -.698 - - .
BN (.75 (09 (Je8) (4 @I () - (.s2) - -
L UIT v s<l77e L 312 -6l =976 --2.354 -1.173 4. -1.195 ° ooe e
: L (84 (33) (.13) (..36)  (2:.28) (1.09) - (1.58), .,
. LAY 4.53 . 3.128  3.362-.  1.580  -3.936 . °~1.856 1.640 R £
’ (1.40) (2.56). -2.66) { .33 (1.84) ( -88) (1.65) . - .
. D . . . ) ‘sﬂ?‘l ) ’2‘ [ . ¢ ot L
~ 1966 v -.332 1.195 .566 J - . 028 \
. (.09) (.93) ( .42) 88) o
97 - 3.537  '-.275 a s -2z e
. < (.33) - N,.38) . (.54) - { .24) i
a9 - 2284 23622473 .-3.214 =906 f-.791 1106 -
_ e (.82) (2.99)  (2.46) (.92)  ( .60) -58) * % 1(1.39)
<1970 c - a - N AL L Y - B AN
Do { b ° (- .05) (1.10) *. ( .98) (2.27) ) -
- . ) 0’ B o . . L , . .
;T Eouc ° . .149 -.002 , .065 * -.254 .318 . <096 .065 -
_ (44) (0. “v.60)  (.56) (70} (.50) . (.67). .
i ) . .
MST v -1.740 -1.002 , -1.291 _  -5.065 .286 -1.686 -1.448 “e
. ( .95) (1.70) (5.0]) (2.08) ( .29) (1.66) ) ‘(2.52)_ .
AT | S 1.180 . .041 '.242 -1.726 -.30 -.470 » d .030 . s C
Q- ) To(L72)  (.28)- (n.22) (.38} (.98) (1.26) . ( .%6) .
| SEX C- v - . P TN )
S ' . § . ' (1.70) . .
N RACE .- 219 . W - - 2.23 2209 - 7. w0
- ' . (2_,%6) ‘ e {2.06) i§(3.68) -
R ’ K ) / ' Co - , g&
hoosT 1.413. .« 1.003 .479 11,587  -1.744  2.167 2.335 , .
* Re . .220. .162. .169 .132 .145 +.083 .091 : . v
* SSE \ ', 6.756 3.5%4 -, 4.559 8.700 ° 5.172 6.549 5.532 LA
- *H o - 61 179. . 240 57.- 125 182 - 822 ' -
2 . . » e - ; s * -’ . ., - - ‘ :
. . ., . 'y T ' - -
) “a. See footnote a. to Table 6.3. . i -
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: v -~ TABLE 6.6 . ‘ .
s * Unemployment éﬁpek%enées 196611970:
- " Males Aged 18-24 in .19662 B
. 3 D ' N <
: 3 e - Dependent Variable
- Independent | . c ' : ,
,Variable | Hean * " Number of Unemployment - Weeks of Unemployed:
. o ' Spells  ~ » ' RS
o R 01 137 N
L. " : ( .49) - T3ty
bt i1.30 - -5 R
- (4.797) o - (4.86 )
et “ | ‘ R -
MST AN S -.076 S =194
S - .. L .64) (3.03 )
, CJT- UL P I e 126 - BN R
© L, (3.94) s (29) 0
RACE © 27 Le 258 S 2,838
v (2.03) (4.09 ).
AGE 21.36 t w030 o Jlog -
| I . ('.99) ' , (.24)-

d. The sample 1is males- aged 18-24 in 1966,
workers who were also employed as wage a
variables are constructed with data fr.
are constructed by summing data from' t
" .89 and 4,78 for nunber of spells and
t-statistic appear i parentheses, >

.
-

o Te

not enrolied, and employed as wage and salary
nd salary workers 'in 1970. AN independent -
om the 1966 survey. The dependent yariables,.

he 1967 through 1970 surveys.
duration respectively.. The abSolute values of

_The means are*
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1ntermed1ate in the wage growth process. Sm_ce the market d'1ﬂferent1a1

v . - CHAPTER VII .' AP .
. Nage Growth:  The Acquisition of Productive , D .‘ T
: Skﬂ'!s and Market Equilibration - '
o . . . ) N . ! - “

. . O I %

With this chapter the analyéis comes full ¢ircle, returning fo the é" - *

toplc 0‘? wage determinatmn in the youth- tabor market Now, the focus B ’ P
of our mqmr_y ﬂs the determmants of wage growth between 'adJacent ages.
In our 1nvest1gat1on we exph*c1tly examine the 1nf1uences thgt market' .

a]terna!twes (as 1nd1cated by the worker S market different1a1 at the

mitfa] age), 1mprovements in sk1H levels between ages, and changes.m ‘ A

’

aggregaté labor market conditions. have on the pattern of wage,t*growth.

- o

As ‘the f1na1 component in our recurswe mode] ‘the analysis a]so q"considers

ANN

t:he effectsq‘that job changes and unemp]oyment have on wage growth . ‘
. R ~ o 7 - g

i " ‘ . e ’ ~ ~ $
7.1 The Wage-Growth*Process ~ , ' R

.

The hypothesis that market forces erode,noncompensatlngmage d1ffer- L ﬁ,ﬂ .-

.

ent1a]s 1s equwa]ent to saymg that a worker s wage change dEpends (in -

- ’

part) én h1s marke‘t d1f~ferent1a1 That -is, a worker with an 1n1t1a1 ‘wage

greater (1éss) than his capabﬂ1t1es warnént wﬂ] experience be]ow (abo\re)

-* ‘I ¥
N

<« -

average wage growth.

*
H L3

. .
M s 4

\

As discussed in earher chapte s, turnover and unemp]oyment may’ L -

¥ RN

a

affects th’ése actw1t1es. 1nc’i‘uding turnover_ and unemployment dUratiJon " e

& ~ % -

in t,he» ana]ysis allows us to d1st1ngu15h the market d1fferent1a1 s 1mpact R '_v~'

9

* .
N r

_on wage growth from its 1nd1rect impact, operat1ng through thé channe]s ' f . "

of turnover and unemplqyment. cL ) ) ¢ ol * )

4 .
~ - s . N +

- v e ¢ 2 ¢ v =
’

+ #y o
(A

]
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- S i But, of course ‘wage growth is much more than”simply ‘an equ1]1brat1ng
. « . . . -
LAy phenomenon Workers are constant]y add1ng to their product1ve capab111t1es,
” * and these increases conmand add1t1ona1 wage payments Young people are -
- particu]arly act1ve jn fhe acqu1s1t1on of humaC,cap1ta1 between adjacent -
> ageS' completing an add1t1ona1 year of formal schoo]1ng, part1c1pat1ng L
in tra1n1ng programs out51d f. schqn] and accumulat1ng general work .
‘ exper1ence. These acquisitions should result in some 1mmed1ate wage growth,
& .
" a]%hough full returns are probably gathered over a period of years. T
o , Accnrdxng]y, the 1n1t1a1 el of human capital may a]so‘1nf1uence wage
. N
S growtﬁ F]nally, changes in aggregate econom1c cond1t1ons may affect wagéW
s paths amonQ young workers. LY | ‘o N o
, . \ ’ s ! , ~ } ‘ 3 ‘ . . } N )
RN A desériptgon of the wage growth'proqes§ betweenradjacent ages that
' incorporates -these concerns is represented by equation (7:1); ¢ B
s y g R ' ,';’ " v, ° , M , . s . k"
‘ . . » M . .\_ . : .
g ln(WAGEa N l/wn(;xz ) = Bo + BN+ B, HCy * '
' 83 APP___EM* 1 + s“ MO + 85 TURNa’ a o1 + “
Ly - I N :, v - - ~ . L3 - « -
v - . . .
2 . Bg’ WKUNa a+l+\€ ‘ Vﬁ (7.1‘) _ .
~ L4 . N
[ ' : 'u . %h/ere, . R T | v . ‘
R . . B v * N S,
* a=. %ape at initial survey . :
a+ 1 = age at subsequernt survey ' i ’
ST A . \
- * WAGE = actua] wage at indicated age o . "
; . . > C
S+, Mp, = market differential at age a
oo HC,- = vector of personal uharacterlstlcs N " L
L . ' -~ "at-nfge a (tace, sex, marital status, * 5/( \
. T ' education, job experlence), ' N -
) . . : . ) e .
. SN Am)a? ‘a+l = vector of varlables 1nd1cat1ng, L -~ -,
‘ oL . increménts of education, training, ’ ) .
| . . “‘and experience added’ between . ‘ . .
I : : ) ages.aanda+1‘ L. . —_— .
N v . ¥ t *
» ‘ ® 17 4 - - 189 : ] \‘ ' ,‘
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vector of market opportunity variables, -

4

a quit, layoff, or other type of job
change between ages a and a + 1,

~

=- yector.of turnover variables indicating -

®

= weeks unemployed between ages a and a + 1, and

4

3

stochastic error term.

13

L 4
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The dependent variable approximates the percentaée change in a worker's
. . ~ . & . .

real uage between adjacent-ages, and the market differential variabye '

»

measures the. direction and (in percentage terms) the maq/ytude of the gap
between his actual and h1S market or potential wage at the initial age. A
negati?e coefficient on the market differeptial variable is expected a

value of -l would.indicate the complete liquidation of an existing differ-

entiai over the one yearﬂperiod between adjacent ages. = . -

PRI \ ‘ . . ' , ,

For a variety of reasons, however3 we do not expect complete erosion ..

of (measured) existing differentials, First, because of our inability to '

fu]]y control for compensating variations and subtle differences in worker
quality nqt captured by the human capital variabies, measured differen-

The effect of this ‘overstatement
b .
is to bias downward our estimate of actua] equi]ibration. ~Second, adaust-

- 3

ments in the iabor market are not costiess

tials overstate actual differentials.

Firims face hiring costs and

workers mqring,costs if turnover occurs. Because of these adjustment costs,

some differentials will remain even at equi]ibrium; it is*simply not econo- 32
mﬁcal to make the adjustments required to insure complete 1jquidation. N e

~, N

Finally, we have arbitrarily adopted a one year time horizon. which may=

t

be too short for comp]ete equilibration. . :
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Empirical Evidence

7:2 The Determjnants.of wage Growth

- “

For each age, .the wage change model is est1mated for. respondents in
any survey who were employed as wage and salary workers in that apd the

,next year's survey. As 1n the turnover and unehployment analyses, respons,

dents the requ1red age 1n the final survey year are excluded sxnce we' have
no add1t1ona1 observat1on on their wage rate..

we do riot exclude males the réqu1red age . in 1966 Job chang;rs in th1s
4’

group are des1gnated "ot?erxyl : .

Vo . o . or
Table 7.1 describes the variables and reports the mean values at

I

, *

ages 18 and 24 with the sample disaggregated by sex and race. Regressioh

"estinates of equation (7.1).

.

are.reported in Tables 7.2 tHrough 7.4 for

_ages 18, 20, and 24.

[ 4

.

Y

-

.
. ’

-]

: 4
o predicted wage (that 1s RESIDa 3 InWAGLa - fﬁ@XEE;)

.- ¥ . . ! " G

. » ~4 v, * . o ' . .. N Iy N

. ) ’ . . . : ) - ' - AN
. - . - . < - v . - . % : ’ A
4 = . . “ R )’ - v i ¢ N s
B . A ’ . " 4 o ‘3

PR \ ,}\ . . ) " _ 1 . e ., \ =

, ‘ * ’ . A"(’ . ] "0 at s
‘ ) In the wage growth regression, we use tﬁe,gnstrUmental specification °*

¢

L of the market d1fferent1a1 (equatien 2.2c) rather than the residual speci- N "

-

f1cat1on A maJor mot1vat1oh beh1nd our cont1nued emphas1s on this spec1-

. -
f1cat1on,of the market d1fferent1al now.becomes clear The res_duap spec1-,
f1cat1on is the dlfference betweeﬁ the 1og of actua] wgge and the 1og of

3

error in the measurement of wAGEa is ineluded_ in the_ var1ab1e. But WAGEa

' . A " b

is also a component of the dependent var1ab1e

In

. “

result in a spur1ous negative cbrre]atipn wwdk he wage change variable» _C%
biasing the absggute magn1tude of the estimate coeff1ctent downward
g

NN 0
contrast because MD; is the dﬂfference betw‘?n “two wage, 1nstruments, 1t A

-
\ '

independent of, any measurement1error in the wage var1ab1e z Fina Iyg 1n ‘* B

SRR [ FA R .
Y . : ) . RN -y T
5 ! f ;‘r. '

Qonsequehthy, QHY_ b
‘ .

Hence, us1ng RESIDa would L

Unlike the turnover analys1s, ’ fﬂi _
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the reported regressions, MD, 1s sectored into p051t1ve (PMD) and negative
(NMD) variablesj Employers (workers) have the incentive to liquidate
) @p051tive (negative) differentials; sectoring the differential inté compo-

@ . >

nents tests for any asymmetry in' the equilibrating: process

For expOSitory reasons, we refer to the 1n1t1a] ‘age in discussing each T

. iteration. Thus, ?or instance, the age 18 to 19 iteration is called the

age 18 iteration. Our findings can be summarized as follows:

. ¢ Mar +Tibration ) -

The results indicate a strongly asymmetric pattern of equilibration in

the yduth.]abor.market. Negative differentials are readjly liquidated;
positive diﬁferentials are not. In other words, norkérs'reCeiving less than
-their market\potentiai are successful in:improving theiy economic condition.
Emp]oyers seem unabie to liquidate existing rents meesured‘in absolute terms,
but average wage growth is low for workers with positive differentials.

Thus the relative posjtion"of‘t;ose workers in the wage distribution

deteniorates.? - ‘ AR )

~

For the full sample (column 7), 47 percent of an 18 year old's existing
negative ditferential is eroded by age 19. (A neoative coefficient for NMD
) implies a positive nege change since NMD\is less th;n or(qual'to zero.) By }.
gpge 20, 1iqqidation"of negative differentials increases to 58 percent, oeciin- t
_ingato 19 percent by ege 24. The market's efficiency at 1iquidating negative
differentiéls exceeds its ability to reduce positive differentials. Although

the coefficient of the positive market differential is uniformly negative,

it is significant only for the age 20 ite:gtion. ' o,
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Equilibratien is generally greater for females (compare columns 1 ‘and 4).

At age 18, for instance, 76 percent of a femaie S negative differentia] is

¢

T - . 1] '
! ©

-dissipated during the year, compared to 27 percent‘for ma]es. \\\

.Disaggregating the sample intorjob“changerS’and job stayers riveals the
'-. importance of direct market contact in facilitating equi]ibratidn For all
job changers (column 8), the coefficients of NMD range from -.46 to - 67 7
while the corresponding coeffiCients for Job stayers (co]umn 9) range from >
- 04 to -.45. With the exception of the age 18 iteration liquidation qf -

. positive differentials .is also greater among job changers.

- Takeh as a whole, these findings, indicate that market forces function
to faci]itate the worker's attainment of his human capital or potential wage.

, ' Workers are not permanently trapped in jobs below thetir capabilities; how-

ever, some workers are able to maintain an enclave wage. We interpret the

Amarket~differentia1 variable as representing nonCompensating occupationai,

industrial, and locational premiums. Consequently, the obServed erosion

of negative differentia]s is consistent with the findings of Leigh (1975)
' and Parnes and Kohen (1976), that the upward occupational mobility among

- . young’workers is substantial. The observed pattern of wage growth, however,

P ' is also consistent with Rosen 3 (1972) interpretation of wage differentials
as representing differences in the amount of training purchased by young
. « %
- \ woryers. In the Rosen framework, individuals with zero market differentials

purchase the average training package offered in the market. Thpse'wi&h

positive differentials purchase less than average training, thgse with nega-

i,

v | - tive differentials, more tran average In subsequent periods, returns 9%59

’

earned on current investments. wage rates of tho%e with above average jrain-

.
e A
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. e faster than average in subsequent years; conversely for workers 3

* with less than average training.

A\sihi]ar ﬁnaiysis of wage change, using the NLé middle age data is ‘ .

; repprtquig Mel]owo(1978b). With an older samples much smaller amounts df T <
training are.jﬁzlicitly_purchased and the market differential variable has
a clearer inferpreta%ion. The results of this anaiysis are quite simi]a(.

Examjning wage, growth between 1966gand 1967, NMD66 has a coefficient of -.19
(t-value 3.52) and PMD66 has a coefficient of .01 (t-value .14).

. ] L 3
"~ Job, Changes and Unemployment Duratiop e
' -~ . N -

The coeffictents of the reason for jab change variables are generally

. . \
insign{ficant. Likewise, unemployment time does not appear.tO'represent
effective job search; "it has no systemgtic impact 'on” wage change. The ‘

indirect impact of market differentials (;hrough their effects on turnover

. T e
and unemployment) is small. Thus, although our results indicate that youth
in jobs below their capabi]ifies experience substantial upgrading and that- ' )
. ”, had . ¥ 7 -
direct market contact facilitates the upgrading process, we are nevertheless

L]

unable to detect specific turnover activities directly affecting wége T
- Jb#ohth at the new job. ’
: \
There are several possible explanafions. Recalling our discussion in ' ~

-

Chapter V1, workers with positive differentials may be searching harder to

~
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simpfy'maintain wage premiums. That is, search cost’ (d1s)qdvantages help
]
determine one’ s place in the'wage h1erarchy at the f1rs£ Job, and 1n ubses
{! {

quent contacts extens1ve search is a mechanism for mainta1n1ng existin

premiums in the face of 11qu1dat1ng pressures. A]ternative]y,,unemp]oyment* -

may not be a proxj for search activity at 311 Instead, it m1ght,pepresent
e

a sqmewhat purpose]ess excurs1on marked by idle time and nonmarket act1v1-

ties. In contrast to the search theory expectatlon, a negat1ve 1mpact of

unemp1oyment on.mage change would" thus be expected. Indeed, unemp]ownent
at an ear]y age m1ght permanentLy scar workers or funct1on as a population
discr1m1nant for workers with what employer's regard as undesirab]e charac~

teristics. We will explore the issue in more deta11 in the next section, .~

[

-
where we exam1ne the 1mpact unemp]oyment has on wage growth over a 1onger

hY

period . S L ;

)

. Education, Training, and work Exper1ence

- The p tern of sign1f1cance for human “capital variab]es 1s m1xed Look-_
ing at the full sample (co]umn 7), initial 1evels of education and work
experience have no sign1f1cant impact on wage change (except for a perverse
resu]t on education in the age 18 1terat1on) An addit]onal year of. educa-
tion (DEDUC) andapartic1pat1on in tra1n1ng dur1ng the ;ear (DTRAIN) add -

significant]y to wages only in the age 20 1terat1on

-

L]

The weeks, worked variab]e (DEX) 1s sign1f1cant at ages 18 and 24 The

1nterpretat1on of this variable is clarified hy-ca]cu]ating the 1mpact on

wage change of an add1t1ona1 year of emp]oyment For examp]e mu]tﬂp1y1ng

the coeff1c1ent from the age 18 1terat1on ( 00152) by 52 weeks, yields a

7.9 percent increase 1n wages for a full year of emp1oyment “This, implies

s . .
. .t N
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14‘ that a year spent.out of the labor force (but not in school or’traihiﬁg)
costs an 18;year-o1d 13.8 cents’per'hour in hages'the next year; at the ‘
observed arerage wage'rate of $1.75. Since average wage rates rise with
:age, the cost~of t1me spent out of the labor force rises .wi'th age; for
24 year o]ds,-the cost s 21.2 cents per hour. These, resu]ts are comparab1e to
Lazear s (1976) findjngs that, for NLS young ma]es, a year out of the labor

force between 1966 and 1969 costs the 1nd1v1dua1 14.8 cents per_hour

Persona] attributes {race, sex, marital status) have no s1gn1f1cant

jmpact on wage change between ages.

7

will show, however, over a longer period of t1me the wage growth of blacks
significantly exceeds that of whites, a result consistenb‘yith the findinés

‘
¥

reported in Chapter IV. : . T

Aggregate Economic Conditions

The impact of the market opporthnity varjab]es‘also confirms the results
obtained in Chapter iV ,Real wages %ncrease‘through 1968, and then decline
sign1ficant1y between 1969 and 1970, modesf?y between 1970 and 1971 A male
becoming.19 in 1970 (his market opportudity variable is 1969) experienced
a 6 percent average decline in rea] wages (co]umn 1), 10 percent if he
changes jobs and 3 percent if he does not (co]umns 2 and 3). Comparab]e

18 and 6 percent, respec-
\

'fema1eskexper1enced declines in real wages of 14

itively (co]umnS'Q 5, and 6). The suscept1b111ty to worsen1ng aggregate ‘
"economic conditigns declines for older workers

# -

As the ana1ys1s 1n the next sect1on .

-_
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The decline in real wages among.young. workers can be compared to the
- A ~ .

-
-

overall’movement in real wages over the period. Between 1970 and 1971, for

-~

. » instance, the average real wage of workers in the private nonfarm sect0r

1ncreased 2. 7 percent. - Thus, in addition to di roportionately high unemploy-
ment during economic downturns, young workers enc nter a deteriorating ‘
wage position Consequent]y, the hardships faced by youth during econbmic

downturns will be seriously underestimated by ]ooking simp]y,at increased

unemployment. ‘ ' : o X
7.3 Wage Growth: A Long Run View - a

[ 4

Examining wage growth over a one year time horizon mai oe:too short a
period to iu]]y capture the cumu]atiwe effects of human capital acquisitionl'
and market equilibration. Consequently, to provide;an aiternative view
_of the wage growth process, this section examines the determinants of'
wage growth between 1966 and, 1970 for a sample of males- emp]oyed as
wage and salary workers in both years. The model specification is routhy
equivalent to eqﬁation (7.1). The market differentiai variable is the
instrumental specificatjon measured in 1966. The turnover variables are ’

-

replaced by a compositg variable: the number rof unemoioyment spells

0 between 1966 and 1970 weeks unemp]oyed are summed,over the period.
. The human capita] variab]es remain as befor s on]y now the initial ]eve]s ~
are as of 1966 and changes are measured over the 1966-70 period. Age in

1966 is added as.an additional explanatory varnab]e as is_a dummy variab]e

indicating the -réspondent was in the armed services. Table 7.5 defines - {

\
P

-

the variables and reports the results of the analysis.k

i
i ¢ t 4 ,‘ b . y

) Extending,the\time horizon 1ncreases our estimate -of market equilibration.

Aithough we sti]I detect a strong asymmetry in favor of negative differentiais

8 g .
v, D : .
L -
£ ] L Y e
7‘ .
.
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. ] the coefficients on both the p051tive and negative variables ‘are now g
j» significant Workers in‘1‘W'wage jobs (relative to their skiii.ievels) ‘
in 1966 substbntia]ly overcome the &isadvantage by 1970; more-than 62

percent of an initiai negative differential is liquidated over the period
Older workers experience slower wage growth confirming the hypotheSis o . A '
that human capital investments decline with age. As in Chapter 1V, we o y

’.find that, all else équal, placks significantly improved'their position

5.4 percent more than %hose o whites. Marital status and currefit job

tenure n 1966 have no impa wage growth. 1 ) ] .//;//////

lediating activity variables significanti{//////
affect wage growth. The number of spells of unemployment and the total

Only three of the Ng&f

weeks of unemployment both reduce wage growth}f‘Two 10 week speiis of .

I *,
Y

unemployment over the four year period, for instance, reduce the growth -
in real wages by about 9 percent.“ Completing. a formal training program

results in a 4.5_percent wage increase. Surprisingly, weeks worked over

.. i N R
./ . Py . A
- .
.

1

L3
labor market activities that encourage this equ111bration A]though o It\

‘we couid not identify any particular type of turnpver as systematicaiiy

affecting wage change, we do find that the 1iqu1dation of existing " . .

‘ \ .dufferentiais is greater for.those workers’ haying direct market exposure
R 198 et
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As in other parts of our analysis, we find that _dec‘Hnihg aggregate -
N - . . ’ . L \
%gmxg%l‘ic conditions severely disrupt the youthr 1abor market, in this
e .~ instance calling a halt to any upward movement in real wage rates. - .
oIt s 'theﬁxpunﬁést workers in our sample who are most af%_ected. _ Finally, .
» when we analyze wage chénge over a longen period, we find that increased
" unemployment over the pe-riod is .associated with a significantly Tower .
. inal wage. | ) L )
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- impact on wage (earnings) change

o, - . -
S ' .
.Footpotes to Qhapter VII N
]Possible sources of misspecification of the market differential are
discussed in chapter TV. - - .

\ { -
ZSpurious correlation is a. problem co<ion%§'f9und in studies using

~

the effect that a worker's
\

initial wage position has on subsequent change in his ‘wage rate Ehrenberg

microeconomic’ longitudinal data to estimate

and Oaxaca (1976) and Taubman (1975), for examp]e, examine the impact that
current wage (earnings) has on subsequent wage (earnings) change. Using
NLS data (all cohorts), Ehrenberg and Oaxaca estimate a ]966 to 1967 wage
change equation that incldHes.1966 wage as an independent variabie. using
NBER-Thorndike data, Taubman estimates a 1955 to 1969 earnings change

equation that includes 1955 earnings as an independent variable. Both

studies find that current wage (earnings) has a'highly significant negative
Because the market &ifferentiai s a

component of current wage (earnings) this 1mp1icit1y supports our hypothesis
that 'there is dynamic liquidatiun of existing market differentials. However,

- since current wage (earnings) also containsta measurement error -component

2

that is spuriously correlated with wage (earnings) change, the estimates are
biased in a negative direction and it‘jﬁ/P

i 'unclear what implications emerge.

3Workers ‘with positive market differentials experience slower wage

growth than aVerage; those with negative differentials, ?aster wage growth.

The following tabulation for 18 and 20 year old males shows a substantial

differepnce in mean wage change of workers grouped by market diffe?ential.
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bifferqnces-are less’ significant at age 24.

| . '\/l.’ A Y
{.
- - Average Wage Gro&th at Agé:' oo, -
. : i 18 20 S
T * Sample ¢/Hour % Change N ¢/Hour % Change N
Full Sample 18.2 9.8 1344 20.4 | 9.6 936
. - e | .
MD <0 23.0 14.2 665 37.6 | 19.5 435
MD > 0 136 556 679 5,5 ' 1.0 501 .
. - — ——f :
. i
4gimiting the analysiéwfb'mqles aged 18,to 20 in 1966, estimated equilibration
is ]aréer ( the coefficients of PMD and NMD-are -.406 and -.746 ) and unemployheﬁf
experiences have a stronger negative impact on wage growth (the coeffﬁcients'on o
the incidence and durat%oﬁ of unémp]oyment variableﬁ,@re r.OZl_ahd -.004 respectively)
3
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TABLE, 7.5

. Determinants of Wage Growth T
Males Aged 18-24 in 1966

266-1970:

4

s - ‘.
- Independent N Mean - " Coefficient
»Vgriable ' . . (t-va] ue‘)
. ’ - . - 4 -
Status in 1966: .. . . .
Warket Differential >0 . .08 =270 °
N - (2.]7) - L]
Market Differential < 0 . -.07 . -.624
- . ’ : (5.87)
Years Education ‘ 11.19 .014
A | 21.36 (2. 54
ge R e
‘ i (3.14) €
Race (1 = black) : .28 054
. ' . (1.99)
Marital- Status (1 = married) .52 /(-'0]§
i ‘c52 »
Intermediating Activities (1966-19702r
" Weeks Worked : . 179.94 /=.0002
- » : (.62)
. Weeks Unemployed® . E 4.85 r -.003
. (2.32)
Number of Unempfeyment Spells RN | B (;.g;g_
Completed Additional Education .07 002
- (Years) , A ( .06)
~ Compléted Formal Training Rrogram 46 .045
~(1 = yes) PR £1.86) -
Served in Armed Forces .27 -.012.
. (1 = yes) ( .37)

[~4

a. The sample is all nonenrolled males who were employed-as wage and

salary workers in 1966 and 1970. The dependent variable is the natural

logarithm gf the 1970 actual wages (in 1966 prices) divided hy the 1966

actual wa%é. The mean value-of ,the dependent variable is .29. The sample
fle R2 is .092; and the constant in the regression is .623.-
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2 ' CHAPTER- VIII .~
T ,--.\« . s Jr;
' ' - Coriclusions and Policy- mpiications TN
« - 3 The _purpose of this study is to provide empirica1 evidence on the determinants ‘
L 'and‘impiications of various youth iabor market activities The study is motivated
=
' by a desire both to 1mprove our understanding of "how the youth 1abor _market operates
(2\\ .and to 1dentify manpower probJems that might be addressed by policymakers. This

concluding chapter briefiy summarizes our findings and examines their possibie

impiications for youth 1abor market poiicy

\,m-’

8.1 Sumnary of Fmdmgs . a s i ‘ Lo

The central hypothesis tested,throughout the study is that.observed behavior

‘in the youth 1abor market is guided by long run competitive forces Our results

-

provide mixed support for this hypothesis

o -
z

_ The study begins by documentiﬁg the flow of individuais into school or work.
- As eXpected, persons continuing their forma1 education beyond high sch001 experience
| "a less difficult transition into the 1abor force, with a Tower incidence of unem-“

A ployment Among early entrants to*the Tabor market high school dropouts are 1ikely
« I

T to experience the highest unemp]oyment rates. , ‘\\

»

\2

In examining the wage determination process, ‘we find that the infiuence of

' traditionaT humdn capita1 factors is strong and systematic gfucation. training
and work experience aii increase the worker S expected wage However, we also find
',that at any point in time, discrepancies exist between the typica] worker s current

and expected wage. . Ne ca11 this deviation the market differentiai,
’ LAY ) P4 R - &M
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* The"extent tonwhich the market differentiai persists over time indicates

A

the degree of competitiveness of .the youth labor market and provides an,

imdiicit test’ of two’ aiternative 1abor market theories On the one hand,

dual 1abor market theories argue that because of baikanization and segmenta-
tion of the mayket workers cu¥rently in JObS 51gn1f1cant1y beiow their o
potentiai are trapped in those JObS. No advancement is p0551b1e at the cur-

rent Job and turnaver would oniy resuit in unemployment or another dead- end

T 1ow wage Job Aiternatively, neoclassical theory predicts that market dif-

ferentiais stimulate forces that lead to their own 11qu1dation WOrkers f

garning less’ ‘than their potentiai will demand higher wages, and w111 be more

11ke1y to quit their current JObS, those earning more than their potentiai

ain be denied.wagerincreases, and will be more likely to be laid off. To//

the extent that unmemployment constitutes job search, workers with positive

t : .
market differentials may experience longer periods of unemployment which Tead

~ -
. -

o above'average increases in wages.

o

Our. resu]ts are mixed The impact of the market differential on turn- -

_over is not as systematic as anticipated although workers receiving 1ess

than their capabiiities warrant qunt, p051t1ve market - differentia)s do not °

“increase the probabiljty of being laid off. Moreover, the expected ~ .

+ influence of turnover and unemployment on wage change was not found On

\

the other hand est1mates of the wage change model do imply dynamic equiii—

- bration in the youth labor market, with substaritial erosion of negative

differentials and a ‘smaller reduction in positive differentials. We also

find that the erosion of.market dyfferentials is greater when the worker °

" changes jébs. . . . C - Y
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(VA
‘ On the basis of these results, we conclyde that)market forces ficili-
tate the worker s attainment of his human capital or potentjal wage, although
we are unable to identify the precise channels by which this is achieved. . }_*Q‘,.
The asymmetrlc impact of ‘market differentials indicates a shift in the wage ' |
dlstrfbution from year to year, w1th a deterlorat1on 1n the relative posi-
tlon of worhers 1p1tia11y earning more than the compet1t1ve wage-ialthough
2.

v

. ,
= * r
v . A ; . . . . 5

The framework assembled to analyze equilibration in the labor market -

real wages -do not actually decline.

also permits concurrent analysis of.several other_jnteresting topics;'ofﬂ .

3

these, the effects of changing agg%egate economic conditions and race and

:

sex disbrim{nation are the most interestimg. Here our findings are straight-

forward: deteriorating aggreg;te }abor market conditions severe]y'disrupt -

the youth labor market, incnea51ng unenp]oyment and&depre551ng wage growth

btacks have a greater 1nc1dence of unemployment and recgive substantial wage

. discounts, with the disgounts dlminfshlng over the time period we examine' ‘~ ' \3
p - {

for both blacks and-females, occupat10na1 and 1ndustr1a1 status are’ largely °

responsible for thelr Tower economic standlng

, L c
8.2 Policy Implications - 0 N -, !
T, N - ..

[

Perhaps the’most significant fact abodt the youth labor market from a . .‘ti
‘policy viewpoint is the seVere dlsruption brought about by decllning aggre-
gate economic cenditions. The initial job ig more d1ff1cu1t to procure, - e
| young workers are more likely to be pushed out of their Jobs, the duration
of unemployment is extended, and uage growth is depressed Since the 1mpact ,
. of a downturn fa]Ts disproportloﬁateJy on youth, macroeconomic po]1c1es

designed to ihcrease the overall level of economic act1vity_wi]1 be effective
SO e TR09

' -




fComing at such a %ritical period in_the 11fe cycle, this break in labor

_ do not obtain high payingfﬁobs consistent with their capabiiities. The

' S 180

(

.
- .« e

in ameliorating many youth labor market proB?ems In periods of substantiai

overall unemployment public employment programs (especially for minority -

- “—-%r3%r*%i¥é#hé:h&%&éiu” A
and economicaily disadvantaged youth) may be useful in providing young - S
people with essential work experience ‘ ‘ . '

3

Dramatic differences are found in the 1abor market behav10r of males
and females. Even controlling for personal attributes and family background
males are more 11ke1y to continue their education past high school and enter

the labor force 1ater, w1th lTess difficulty. A 1arge proportion of females

'are out of the 1abor force but not enrolled in school, even at the youngest

. ages, probably reflecting the importance of domestic responsibilities : !

_market experience surely affects their future labor market outcomes adversely.

Because females are not as succesSful in acquiriog actual work experience.

r

their economic position drops even lower as the aging process continues. The

" major problem, however, 'is not discontinuous work experience: females‘just

‘ Joss'in wages‘resulting,from discontinuous work ‘experience is secondary to

the component of male-female wage differences not explained by variations

in hUman capital., In‘many respects, blacks share a similar experience. they

L4

have_lower enrollment rates and higher unemployment rates than whites

(although bJacks are somewhat more 1ikely to continue their education con-

trolling for personal attributés and family background). Black wage rates "/ y

are ‘betow those of equally qualified whites, but the differential had dimi-

.nished somewhat by the eariy 1970's. These facts call for continued efforts

' .to reduée markét discrimination and broaden the range of work opportunities -
N ¢

availab1e to minorities. 3 ",
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'Human capital investments (especiaiiy forméi éducation, work experience;

t .

-0 "and training) have a substantial positive impact on the earnings of youth,
:‘;.h o increasing both the probability of employment and the wage rate. Various

‘:‘ 9 Qprograms have been suggested to encourage this investment, including :ork-

L 4

R "study programs and tuition subsidies for post- secondary training _The

+- school to work tranSition of noncoiiege youth can perhaps be improved by

¢ * R & - -
» - access to programs of this nature. * * ;

<
H

In a static setting, many young workers are in jobs beiow their cap-
,,b_i ities. They are—not permanentlytrapped in these jobs" The path upward,'
however, is circuitous and usually involves a job and/or occupationai change.

. Thus, much of the Jjob changing ac}iVity of youth functions to improve the

. - o s

. worker-Job match " Improved information and counseiing serv1ges couid help

,accompiish this desirabie matchﬁng of workers and jobs. -

-

o -

-

We would Tike to know much morp about the’youth labor market The most
serious defiCiency of the study is our- iimited investigation of JOb turnover
and unempioyment We restricted the sampie to job changers, that is, per-
[ sons empioyed in consecutive survey years, This group appears to enjoy a .

~ ¥

. reiatively smooth adjustment to the market, with a very iow incidence of
;ié ‘g , unempToyment and wages moving quickly upward to tiquidate noncompensating ’ o
differentiais. Greater difficuities are encounteréd by those who quit or”

’% | are iaid of f but are not empioyed at the subsequent survey, Since we did -
not anaiyz% their eventuai adJustment tp’ the labor market it is difficuit' v
to draw cgnciusions about the efficiency of the market mechanism Future

. work shouid inciude _both job ieavers and new iaboramarket entrants in the
anaiysis. T ! o ;.u ‘ -

v . - . . .
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Another 1mpo}tant gap in the study is our #nability to measure attri-
butés,,especially E}ajning opportunities{ assoc%ated with the current job.

. Vardations in these training opportunities méy'wg11 account, for part of - \ .
. N - N . 7

,i, the wage growth observed between surveys.

N : i i "
o T - p—s

o2 ey

- ' "o

_ Finally, it must be emphas-ized that the youth labdr market we examine L :
was that of the 1966 to 1971 period. Since that time, the demog}aphic\ B

picfhre has begun to change drastically, with steady declines in the numbgr

"of young people‘preparing to move into the labor m@rket. In addition,

cial-and sgiuql-discrim;ﬁz:""“"“;ffé“\\\\

tion has continued. These factors may well havg resulted in substantial

‘ sdcial and_legal pressure mitigating against

LN

»
L]

- Rl Y

structural'changés in the youth labor market in

due !

ent years. T
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