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CHAPTER 9

Income and Education: Does Eglucation Pay

Herman P. Miller®

T IS GENERALLY ACCEPTED, on more or less intuitive

grounds, that income and schooling go together. Persons who have
not gone beyond elementary school are seldom qualified to hold any
but the most menial jobs, and persons who aspire to professional or
managerial work generally need at least 4 years of college training.
In a society where one-third of the salesmen and one-fourth of the
office clerks have gone to college, the man who is inadequately schooled
would appear to stand little chahoe of achieving financial success.

Statistical studies of the relationship between income and school- ]
ing tend to support our intuitive feelings on this matter. Numerous
studies, conducted under varying economic conditions, have shown that
persons with more schooling tend to earn more money. The studies
support the thesis that investment in education provides, on the aver-
age, & favorable return when compared with other investment yields.
Despite the marked increase in recent years in the number of propor-
tign of college graduates, for example, their relstively high incomes
were maintained. Labor market demands for more highly educated
people appear to have kept pace with the increased supply. During
the past generation professional and managerial employment—two
major outlets for the college-trained—increased 50 percent, absorbing
the enlarged flow of college graduates.

Education, however, is only one of many factors that determine in-
come; both income and education may be related to more fundamental
traits like ability, drive, and imagination, or to family status and
prestige in the community. The relationship between schooling and
earnings may be spurious, and what essentially may remain undis-
closed are underlying causes both of advanced education and higher
earnings, conditions such as superior intelligence, better home environ-
ment, and greater opportunities both socially and economically. .

Recent analyses of returns on investment in human resources have
interpreted income incremients accompanying additiona] years of -

*Special assistant in the Ofiice of the Director of the Bureau of the Census, U.8. Depart-
ment of Commerce.
129




130 ECONOMICS OF HIGHER EDUCATION

schooling as the consequence of the schooling. It is generally as-
sumed that the attainment of more schooling, particularly at the
secondary and college level, in some measure improves the produc-
tivity of the individual, and thereby his economic contribution and
earnings.

Economists have long argued that earnings could be increased by
improving human capacity and productivity. This type of formula-
tion was made 200 years ago by Adam Smith in his famous compari-
son between investment in education and in a machine; * and it appears
in similar form in current economic literature as well.? Very likely
this same formulation underlies much of the emphasis placed on edu-
cation by minority groups. ,

While I have on other occasions set forth findings from the Census
Bureau’s population surveys on income differentials and education,
findings that give support to the idea that college education pays
off in enhanced earnings. the present chapter is designed to illustrate
by two examples that we must consider the earnings returns to the
individual cautiously. Education has many values, and these values
are not measured exclusively by income returns. There are barriers
to job opportunities and factors of selection among individuals and
groups that interfere with a direct association between education and
income. The time perspective we use to assess income yield may
not be adequate; schooling itself delays employment and earnings,
and generation-to-generation effects of education ¢ such as those re-

= ported in the Brazer-David study elsewhere in this volume, do not
' often appear in the statistics.

Some groups in the population, particularly nonwhites, have not

realized income gains commensurate with increases in their education.

ing all the years for which figures on income, education, and
color are available, the correlation between income and education
is much higher for whites than for nonwhites. Among nonwhite
men 25-44 years old—an age group that has benefited from recent
advances in education and from the migration of Negroes from south-
ern farms, and one that also encompasses the period of peak earn-
ings—elementary school graduates had about the same average income
88 high school graduates despite the 4-year difference in schooling.
Moreover, during the past decade nonwhites have made far greater
relative gains in education than have whites, but income differentials

! Theodore W. Schults. “Bducation and Bconomic Growth,” is National Boclety for
the Study of Bducation Sixtiéth Yearbook, Nelson B. Henry, ed., Part 2, Booisl Porces
Infiuencing Americen Bduoation, 1961, University of Chicago Press, p. 46-88. .

% Adam Bmith. The Weslth of Nations. Bveryman's Lidbrary. New York, B. P. Dutton,
1010. Book 1, p. 8$8-89. .

® Theodore W. Schults. Capital Formation by Education. Jowrnal of Politiosl Eoonomy,
68 : 571-883, December 1960. .

¢ 8¢¢ Harvey B. Braser and Martin David, ch. 3 of this publication.
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between the two groups have remained more or less constant. Under
conditions that prevailed in 1949, male college graduates could have
expected to earn about $296,000 over a lifetime.* For whites the
average was about $300,000, as compared with only $183,000 for non-
whites and ‘the nonwhite college graduste could expect to earn no
more over. & lifetime than the white with only 8 years of schooling.

An analysis of income changes for veterans also raises some ques-
tions about the extent to which education is primarily responsible
for the income gains made by veterans of World Wsr II. Nearly
8 million veterans of World War II accepted education and train-
ing benefits provided under the Servicemen’s Readjustment Act of
1944, at a cost of about $14.5 billion to the Federal Government.
Scholarship aid under the GI program raised the educational level
of veterans considerably above that of nonveterans, and income dif-
ferentials between the two groups increased progressively from zero
in 1048 to a peak of 30 percent in 1955. Yet, and this is the im-
portant’ fact, veterans who did not receive scholarship aid under the
GI program had only slightly lower average incomes than thoes
who did, despite their lower average educational attainment. It
is possible that 1955 was too soon to attempt to measure financial
gains associated with training completed after the close of World
War II. Pending additional dats on the subject, however, we must
conclude that there is some question as to whether education was
s primary factor in the development of income differentials between
veterans and nonveterans.

The meaning of the relation between education and income is not
eagy to aseees if we insist upon scientific standards of evidence, and
certainly the figures require more penetrating analysis than they
have received to date. Other recent studies have observed the slug-
gish way in which nonwhites’ incomes have responded to increases -
in education. With the exception of an analysis by Becker now in
process, being made for the National Burean of Economic Research,
the i responsiveness of a narrowing of educational differences
between /white and nonwhite groups has been ignored or treated
in a very cursory way.* ,

Nonwhites are virtually excluded from certain occupations, and
many nonwhite men and women who have completed college are in
low-paid jobs. It is entirely possible and indeed likely that produc-

» tivity potentials of nonwhites have been raised, as suggested by the

¢ The comparable estimate for 1958 was $435,000. See Herman P. Miller, “Annual and
Lifetime Income in Relation to Rducation: 1980-89," Americen Nosmemés Review, 50 :
963-90868, December 19060,

¢ 8¢s, for example, Gary 8. Beckez, “Underinvestment in College Bdueation P Americon
Boonomio Review, Papers and Procesdings, American Beocaamic Association, 50 : 346-878,
May 19060; and Bdward . Renshaw, “Hstimating the Returns to Bducation,” Review of
Hoenemice oné Btedistics, 43 : 318-334, August 1960, part 1.
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ﬂxeorythntoornhtuincminyuuofmhodingwithldditim
to human capital, but these potentials may not have iali
owing to discrimination. There are, however, other that have
Aburingonthositmtionmdtbmtdnbtotbopminmuningof
&eMtofMﬁHmOthMWhichedMniﬂ
measured. '

ing from another, they introduce s qualitative factor into the statistics.
Beyond this distinction, no allowance is made for differences in the
quality of education provided or received. Crude attempts that have
been made, hrgelyfortbopnrpo.ofhidorialoanpuison,tomodify
the concept in terms of school- equivalents based on days of
schooling per year ' must be as faltering first steps. Statis-
tics which'abowthsttboumpyoung nonwhite male is only about
134 years behind the average young white male in years of schooling
completed must present an erroneous impression of the educational
difference betwen the two groups when aoccount is taken of possible
differences in the quality of schooling. Qualitative differences have
tmdadtoboignomdinmummotphyliedmpit&l‘md,txupt
for minor attention, they are also being ignored in recent work on
human capital. For broad overall analyses, it is perhaps essential
to ignore the qualitative element, especially since it eludes accurate
measurement. This logic seems much leas applicable when attention
is focused on relatively small subgroupe in the population.

Although qualitative differences in education are dificult to meas-
ure, there can be little question that on the average nonwhite children
receive schooling of lesser quality. This problem has received inten-
sive study by Dr. Eli Ginzberg, director of the Conservation of Human
Resources Project at Columbis University, who conoludes that—

- - - consigerable weight must he given to poor schools. . .. Often thess
schools in predominantly Negro neighborboods are in serious disrepatr,
mmmwmwmanmmwmm
Seared to the widely different abilities of their students®

Dr. Ginzberg cites many inlunouthnpsmwtholoqudity
of Negro schooling. The Speaker of the House of Representatives
ofGeorgisisquotadustaﬁngthl’t“thtthoNegrochildg&in

! Theodore W. Schuits. l!muoiucmm".dt.ulﬁ.vdh
publication,

*Mary Jean Bowman. Ch. 6 of this publication. [ 4

‘B Giusberg. TA¢ Nogre Potentisl. unrnmmmmxm
» 88

Q I ) - = S
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the sixth grade, the white child gets in the third grade.”* As pre-
sumptive evidence of great differences bet ween educational opportuni-
ties of Negroes and whites, Ginzberg quotes a 1956 report of an earlier
study by the National Manpower Council showing that “the average
freshman in a Negro college scored only a little higher on aptitude tests
than the lowest ranking freshman in the average college.” -

Another important limitation of the “years of schooling completed”
oconcept i8 that no differentiation is made with respect to the learning
gained through exposure to & given amount of education, . “Years of
schooling” has an entirely different meaning for a student who has
done well in & school system with high standards and established
bases for measuring achievement from the meaning it has for a poorly
motivated student who has just managed to get by in a school system
with low standards. Education, after all, is not synonymous with
time spent in a schoolroom. If as a result of cultural, social, or eco-
nomic conditions nonwhite students as a group tend to have a rela-
tively low standing in their classes, they cannot expect to derive as
much from a year of schooling as do other students. Therefore the
narrowing of differentials in years of schooling that has taken place
is not matched by a parallel narrowing of differences in scholastic
achievement or in later earnings, since there appears to be an associa-
tion between scholastic achievement and occupational success.'*
There is some empirical basis for the judgment that problems relating
to behavior, discipline, and lack of motivation occur disproportion-
ately in Negro areas and this may well be part of the explanation for
the low correlation between income and education for nonwhite men.'*
The whole question of the relationship between income (or earnings)
and IQ, performance on aptitude tests, standardized achievement
tests, and other objective measures has been inadequately explored
despite the existence of much basic data on the subject. In view of
the importance of education and the increasing share of our national
income that is being devoted to educational services, it is perhaps
time to intensify the efforts devoted to the collagion of school and
Army records with socioeconomic data collected in household surveys,
for the purpose of measuring more precisely the economic importance
of education to the individual when other relevant factors are taken

mnto acocount.

»Ivid, p. 88

 Ivid., p. 88.

'lﬂMl.lm Problems in Estimating the Monetary Value of College
Education. p. 180-184 ; enéd Deel Wolfle, Economies and Educational Values, p. 178-179,
both in Nigher in the United Rtetes, the Nosnemic Prediems, Beymour B.
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Patridia Salter M'ﬂnm Ao Ocllege Greduste in America Tedey
New York, Harcourt. Brace & Co., 1052, p. 164.

B For a recent study, se¢ Calvin F. Sehmid, Impeact of Reoent Negre MNigration on
Scattle Boheols (paper presented at the Intermational Population Conferemce, Vieanna,
1050). .
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about two-thirds; ** and in 1960 it was somewhat more than half (56
percent).!* Even in the South, nonwhites are now more concentrated
in urban areas than ever before. In 1960, over half (58 percent) of ,
all southern nonwhites were urban residents :*
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