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Human Capital Theory: Implications for HR
Managers

MYRA H. STROBER*

This paper reviews some of the contributions of and challenges 1o human
capital theory. It focuses on the alleged link berween earmings and
education and experience and on compeling explanations for observed
earnings differentials by race and by gender. The review concludes that
while human capital theory provides some central insights about the supply
side of the labor market, the challenges 10 this theory suggest that the
demand side of the market, i.e., the actions of human resource managers,
also play a key role in determining earnings and employment. Moreover,
these challenges suggest that government policies can be tnstrumenial in
effecting a more efficient and equitable use of human resources.

“JF YOU WANT A GOOD JOB, get a good education.” That advice,

embodying the essence of human capital theory, is offered daily to schoo! .

children, adolescents, displaced homemakers, and unemployed workers by
parents, teachers, members of the clergy, outplacement counsclors, and
seekers of public office. Many of these advice-givers, of course, have never
heard of human capital theory. Noactheless, they believe in it deeply.
Getting ahead by getting an education has become “the American way,"” the
embodiment of democracy and menitocracy. '

Human capital theory says more than simply that educational level is
positively correlated with income. It specifies 2 part:cular mechanism through
which this correlation results: education increases skills, and these in turn
increase productivity; higher productivity is then rewarded through higher
carnings (Becker, 1964; Mincer, 1974). Human cavital theory also proposes
a specific rationale for the positive correlation berween age and carnings:
people who are older earn more because they have i ore on-the-job expetience
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(on-the-job training). As with education, on-the-job experience or “training”
1s said to make workers more productive and, once again, because they are
more productive they are paid more. On-the-job training can provide general
human capital (skills and knowledge transferable to other work settings) or
specific human capital (skills and knowledge of use only in the parucular
company) (Becker, 1964).

Becker’s contributions generated 2 fertile outpouring of theoretical
supplements and empirical verifications. An annotated bibliography on
human capital theory and empirical tests published by Blaug in 1976 contains
almost 2,000 entries. Since the publication of Mincer's (1974) human capital
regressions, his specification of the earnings function has become the standard
for empirical work.

Human capital theory 1vas never hegemonic among economists, however,
and theoretical and empirical objections were raised early on (see Thurow,
1972, 1975). The theoretical criticisms have continued and have moved into
new territory with respect to earnings differentials by race and gender; the
empirical critiques have become more sophisticated. But what is perhaps
most fascinating, some recent theoretical insights in other areas of labor
economics have made it more and more unlikely that human capital theory
can be tested definitively.

This paper reviews two challenges to human capital theory. Stated as
questions, these are: (1) Do education and experience raise earnings by
raising productivity or are education and experience correlated with earnings
as a result of other behav.oral relationships?; and (2) To what extent does
human capital theory expliin earnings differentials by race and by gender?
The paper is 2 summary iather than a full elaboration of the issues raised
by these two questions.! Moreover, except in a few instances, 1 omit the
relationship of these chalenges to other chailenges, particularly those
concerning the relationshi;- of education to the distribution of income and
to the rate of economic growth, the effects of retraining on workers’
subsequent incomes, and t-¢ effects of preschool education. Ner de ] discuss
challenges 1o the new som : economics (the theory of the allocation of time
between home and labor £ arket, and the theory of marriage and divorce)
or 10 the economics of fert lity, both of which are closely related to human
capital theory. '

I conclude that human capital theory provides us with some central
" insights about the relatior ship between education and earnings and the
nature of earnings differen ials, but that it tends to lose credence when it

! For more complete reviews, see Cain (1976, 1986); Blaug (1976b, 1983); and Willis
(1986).
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insists on being the only game in town. Human capital theory is basically
a supply-side theory? and, as might be expected, demand-side forces are
also operative in labor markets and need to be taken into account. Moreover,
perhaps more frequently than the theoretician would like, there are feedback
effects in the real world and supply and demand factors are not as
independent of each other as we would like to pretend.

With respect to human resource and industrial relations managers, 2 more
catholic view of the process of wage determination recognizes managers'
propensity 1o be influenced by institutions and ideology, and their power
and agency 10 act in the employment and pay-setting arena. With respect
to public policy, moving away from exclusive reliance on human capital
theory provides more scope for considering the extent to which policies such
as equal employment opportunity legislation, affirmative action programs,
and pay equity arrangements can move us towird a more efficient and
equitable use of human resources.

The Productivity Connection Between Educaon/Experience
and Earnings

The productivity connection between educatior/experience and earnings
has been challenged on several fronts. We review here the criticism of the
screening hypothesis, efficiency wage theories, internal labor market theories,
and radical theonies.

The screening hypothesis. The screening hypothesis has several variants;
some are based on insights from the theory of statistical discrimination
(Phelps, 1972), some on signaling theory (Arrow, 1.73; Spence, 1973, 1974),
and some on credentialist theory (Thurow, 1972, 1975). In each case, the
argument is that education is positively correlated ~vith earnings not because
additional education yields higher productivity, bit because employers use
additional education as @ screen, or filter, or sign: ! to hire better-educated
workers into jobs that pay more.

The theory of statistical discrimination was first p :t forth by Phelps (1972)
with respect to race and sex. It argues that if employers believe that
minorities and women are in the long-run less prc juctive than white men,
and if employers operate in & world of uncertainty v here it is costly to obtain
information 2bout the individual productivity of pr spective employees, then
employers will assume that individual minoritie and women have the

’lnnpusondcommuniaﬁon.hhch:k(!m}indiumtmhcmrdshmn capital
d:eorynotuampply-:idetheorybutnlmduwdfomofmpplymddmnd.



Human Capital Theory / 217

presumed lower productivity characteristics of the “average” minority or
woman worker. Employers will then either pay women and munorities less
or exciude them entirely from employment in a particular occupation. Skin
color and gender are used by employers as bases for statistical discrimination
both because numerous employers hold preconceived beliefs about the lower
average productivity of minorities and women and because informaton about
skin color and gender can be obtained by employers at zero cost.

Extending the theory of statistical discrimination to include educaton
is suaightforward. Like beiiefs about the relationship berween average
productivity and skin color or gender, beliefs about the relationship berween
average productivity and educational level are widespread. Moreover,
although obtaining information about educational level is not costless, it is
quite inexpensive.’

The signaling models of Speace (1973, 1974) and Arrow (1973) begin with
the proposition that employsrs may pay higher wages to more educated
employees even if education has no effect on productivity. The second
assumption is that ability level is correlated with productivity. Thirdly, it
is assumned that potential workers with relatively high ability levels can invest
more cheaply in education than cap employees with lesser ability. For
example, if we have in mind cognitive ability, then those with high ability
can presumnably go through school with less effort and less “pain” than their
lower ability classmates. Depending on the cost differential to the two ability
groups and the wage preminm that the empioyer offers to higher ability
workers, it may be worthwh'le for higher ability workers to invest in more
education and then “signal” their higher ability (and higher productivity) to
employers. If firms find tha: indeed those with more education are more
productive, they will contiiue to usc education as a signal of higher
productivity even though edu-ation itself has nothing to do with productivity
enhancement.

The screening hypothesis may be given cither a strong or a w=k
interpretation. The strong ve-sion, that schooling does nothing to enha. :
productivity, and that schoo:s do ncthing more than play a filtening roie,
seems unreasonable (see Blauy, 1985). But the weaker version, that the role
of education is, in part, to ac: as a sCreen O signa! in labor markets where

' One question about statistical dis rimination that has concerned theorists is its efficiency.
One point of view is that o situswi s of uncertainty it is always efficient for the employer
1o use information that is costless (1 virrually costless, in the case of education). A recent
article by Schwab (1986) question: this argument and describes two situsuons in which
employers’ use of information basxd on group data may “cxacerbate the labor supply
distoruons of limited informadon™ p- 233). Schwab concludes that “an 3 prien efficency
claim cannot be used to jusufy statistical discrimination”™ (ibud. ).
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information about potential productivity is imperfect, seems credibie. Why
employers should continue to pay more 1o educated workers once they have
had an opportunity to observe employees’ actual productivity is best understood
in the framework of internal labor market theory (discussed below).

The theories of Phelps, Spence, and Arrow are basically peoclassical in
approach. Thurow’s (1972) observations about the connections berween
education and productivity stem from a quite different conception of labor
markets. He champions the credenrialist view, namely that employers believe
that higher productivity is a function not of the skills that workers have
learned in school, but rather of the amount of capital that employees have
to work with, the amount and type of on-the-job training that they receive
and, most imporanty for the credentialist hypothesis, the ability of the
worker 10 absorb training. Education, according to Thurow, is used by
employers as a signal of trainability.

In contrast 10 human capital theory, which views the employee’s education
and skills as the major source of his or her productivity, Thurow argues
that the major source of an employee’s productivity lies with the emplover
and the type of job that the employer fashions. Several imporuant
consequences flow from this way of looking at the sources of productivity.
If productivity is based on the way in which employers structure
jobs—their level of responsibility, their capital intensity, their promotion
possibilities, etc.—and the amount and kind of on-the-job training provided
by the employer, then the distribution of earnings among workers depends
not upon the educational differential among workers, as human capital
theory suggests, but upon the differentials in the kinds of jobs that employers
provide. Thurow strongly disagrees with the human capital view that
reducing the variance in the educational attainmen: of the work force will
reduce earnings disparity. He argues that to reduce the disparity in the
earnings distribution, we need 1o reduce the naumbe: of jobs that have a low
level of productivity associated with them. In other words, with respect to
income distribution, the ball is in the employers’ curt.

Thurow postulates that potential employees form a queue in which those
with more education are a1t the front. Over time, as the overall educational
level has increased, workers have increased their equcation merely to hold
their place in the queue. But despite a reduction in the variance in educational
level, there has not been a corresponding reducton in the variance in
earnings.

Efficiency wage models. One of the contributions o human capital theory
is to explicidy recognize that the labor market, unlik : many other markets,
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deals with a long-term relationship. This emphasis is especially clear in the
discussion of investment in specific human capital. For the theory discerns
that, if shared cost-wise by both the employee and the employer, ix-wcsuncm
in specific human capital reinforces the mutual interest of the two parties
in maintaining a long-term employment relationship.

Efficiency wage models challenge human capital theory not with respect to
the connection between education and productivity but with respect to the
connections berween experience and productivity and berween productivity and
eamings. Efficiency wage models derive from the observation that when
employers face high turnover costs or high costs of monitoring worker
productivity, they seek to develop wage payment schemes that provide incentives
for employees to remain with the firm and to contnue to remain maximally
productive. One way to do this is 1o create earnings differenuais over ime that
do not correspond to productivity profiles. That is, employers may pay workers
less than their value added during the early years of employment, but pay
them more than their value added in later years. During the __rial years of
employment, the prospect of earning more in later years keeps employees from
quitting or risking dismissal by shirking. During the later years, the actuality
of earning more than their value added, combined with the knowledge that if
they went to a different firm they would have to start at 2 job that paid only
equal to {or perhaps less than) their vaiue added, keeps empioyees tied t¢ taeir
firm and producing at a high level. ‘

Interestingly, because employers realize a savings in murnover costs and
monitoring costs by divorcing the earnings profile from the productivity
profile, they are able to incicase the lifetime earnings package such that in
the early years of employment workers may not be paid less than their value
added. The term efficiency v'ages is derived from the fact that such payment
schemes are beneficial not oaly to employers, but also to workers.

The notion that employe: carnings increase with seniority because of
employers’ need to provide e aployee incentives challenges the human capital
view that carnings rise wilh experience (seniority) because they mirror
workers’ productivity increases that result from their on-the-job training.
Moreover, the efficiency wge notion adds to the difficulty of testing
human capital theory’s proj osed connections among on-the-job training,
productivity, and earnings be :ause it suggests that even if on-the-job training
(seniority) doc: increase prod ictivity, employer incentive wage schemes may
obscure the connection. If ¢ apirical tests fail to find a positive correlauon
between experience (or seni rity) and earnings, this does not prove that
human capital theory is “wroag.” The conncction posited by human capital
theory may be correct over the entire earnings profile, but it may be eclipsed
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by incentve pay considerations at any particular point in time. Moreover,
at any point in time, the incentive schemes themselves may increase worker
productivity above whatever increases may stem from on-the-job traimng.

Internal labor marker theories. Internal labor market theory, as outlined by
Doeringer and Piore (1971), stresses the demand rather than the supply side
of the market, and particularly employers' structuring of jobs and job
clusters. In that sense, it is similar 1o Thurow’s credentialist theory. Internal
labor market theory has its origins in Dunlop’s (1957) and Livernash’s
(1957) concepts of wage contours and job clusters snd in Kerr's (1954)
discussion of the balkanization of labor markets. The basic point that
Doeringer and Piore make is that while external labor markets set wages
based on supply and demand, internal labor markets set wages based on
admunistrative rules and procedures. These two labor markets are connected
through certain jobs which provide ports of entry to the internal labor
market. Other jobs in the internal market may be thought of as being on
job ladders that rise from the jobs at the ports of entry.

Thus, jobs that are not entry level are not filled from the external market
but through promotion and wransfer of those who are already employed by
the firm (i.e., those in the interna! labor market). The wage rates for jobs
in the internal labor market are not, therefore, directly affected by
competition in the exiernal labor market, although they are certainly
indirectly affected. As Doeringer and Piore point out, the degree to which
the construct of an internal labor market challenges neoclassical theory
(including human capital theory) depends upon the rigidity of the rules of
the internal labor market.

The argumen:t of efficiency wage theorists, that jne way in which
managemen! increases company loyalty and reduces twmnover is by holding
out an earnings carrot for long-service workers, is famiiiar to internal labor
market theorists. For one way in which such a carro is provided is by
promoting iong-service workers into high-on-the-ladder. high-paying jobs.

Internal labor markets give human resource/industriai relations managers
great power, for they decide not only how much on-:he-job training to
provide and how 10 share the costs with workers (the rel: ively narrow range
of decision-making power accorded to managers in hur an capital theory),
but also which jobs are assigned to which job ladders, h »w wide or nzrrow
the earnings differentials are berween job ladder “rungs,” how much, if any,
cross-over there is among job ladders, and which jobs 1o edesign and which
to contract out (sce Osterman, 1984).

Although human capital theorists, if pushed, might agree that human
resource/industrial relations managers are important players in labor markets,
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the theory itself gencrally ignores power issues. Since markets are competitive,
it is “the market” rather than human agents who have power (see Brown,
1988), for it is in “the marke:” that employers must compete for workers.
If there are powerful agents in the human capital framework, these are the
workers, who choose how much and what type of education and on-the-job
training they wish to undertake. Interestingly, efficiency wage theonists,
although they are usually neoclassical economists, assign more power to

managers and place more emphasis on managerial decision-making than do

human capital theorists.

Internal labor market thecry also helps reconcile some inconsistencies
raised by other labor market hypotheses. For example, as noted earlier, one
question often asked about th= long-term effects of the screening hypothesis
is: If employees have been on the job for some time and employers are no
longer uncertain about their performance, and if educational attainment is
unrelated to productivity, why do employers continue to favor better-
educated workers by paying them higher wages? In an internal labor market,
the screening done at the time of hiring affects not only the iniual job and
wage level of the employee, but also his or her entire career at the firm.
The initial employment decision determines the job ladder on which the
employee enters. Thus, unless the firm provides for cross-over among
ladders, if only better-educated workers are placed on ladders that contaun
the high-paying jobs, only better-educated workers will be found in high-
paying jobs. Indeed, given the operaton of internal labor markets, despite
the longevity of job tenure ¢i less-well-educated workers, employers will
have little opportunity to learr of these workers’ potential ability 0 perform
in high-paying jobs. Of courst; to the extent that initial hiring decisions are
made not only on the basis of educational level but also on the basis of race
and gender, employers also w'!l not learn of the potential of minorities and
women for higher paying jobs Thus, screening or statistical discrimination,
when practiced in the contert of an internal labor market, reverberates
throughout employees’ work lives. Those with relatively low levels of
education will be in jobs which aave been structured to have low producuvity.

Radical theory. Bowles and Gints (1975, 1976) propose a completely
different interpretation of thy link berween productivity and education.
Unlike the adherents of the scr-ening hypothesis, they believe that education
does increase productivity. Bo /les and Ginus argue, however, that the link
between education and produ tivity is not skill acquisition, as the human
capitalists maintain, but the r-production of the class structure of society.
That is, schools teach studerts from the working class those skills and
behaviors that are useful in working-class occupations, but they teach middle-
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and upper-class students skills and behaviors needed 1o assume leadership
roles in society.

Like Thurow, Bowles and Gintis are dissatisfied with the human capital
notion that the distribution of income is determined only by differences in
the characteristics of the labor supply. They emphasize that the demand
side of the labor market, particularly “macroeconomic considerations, market
structurc, technical change, and economic dualism” (1975, p. 81) are
important in determining the distribution of income. Moreover, they
maintain that mechanistic laws of supply and demand are not sufficient
bases for predicting the effect of more widespread education on the
distribution of earnings or income; what is being taught in schools must be
examined as well. They believe it is foolish to expect thrt more widespread
education will lower income disparity when the lessons that schools teach
are precisely the opposite; in their view, schools teach that economic
inequality is legitimate, indeed desirable.

More recent work on education in the radical tradition argues that
education may not reproduce class norms as faithfuily as Bowles and Gintis
suggest (see Carnoy [1981] for a review). It may be that not only does the
base (the workplace structure) affect what goes on in the superstructure (the
schools), but that schools may operate as agents for changing the workpiace.
For example, the ideology of political democracy and equality presented to
students in school may lead employees to demand mure “voice” at the
workplace (see Hirschman {1970] on the concept of wice). Unless these
demands are met, empioyers may find that worker prcductivity declines.
Indeed, Freeman and Medoff (1984) mainuin that the opportunity -that
unions provide for worker “voice” is one reason why wiion workers have
higher productivity than nonunion workers. If more educs don makes worker
productivity contingent upon the opportunity for employces to exercise
“yoice” at the workplace, then once again the relationship detween education
and productivity is made more complex and more dependent upon
management behavior,

Empirical Tests

Attempts to test the tenets of human capital theories or those of its critics
with respect to the productivity link berween education and earnings and
between experience and earnings have not been numerou: --mainly because
of the difficulty in obtaining measures of productivity. Tae work reviewed
below provides a sense of the kinds of tests done recently, the general
“ferment” in the field, and the continuing absence of resolution or consensus.
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Productivity, expenence, seniority, and eammings. Medoff and Abraham’s
tests of the link between productivity and earnings are the best known.
Their first study (Medoff and Abraham, 1980) used performance ratings by
immediate supervisors as the measure of productvity and looked at data on
education, experience, productivity, and earnings for about 7,600 white, male,
full-time managers and professional employees in two U.S. manufacturing
companies. Their findings were at variance with the human capital (on-the-
job training) model. They found that although experience and earnings were
positively correlated, the relationships between experience and productivity
were either zero or negative. Medoff and Abraham’s (1981) second study
yielded similar fAndings. Using longitudinal data from a large U.S.
manufacturing company for about 8,000 full-time, white, male managers

*and professionals, they found that for those who remained in 2 particular
grade level, relative earnings increased, but relative productivity (performance
rating) fell over time.

Medoff and Abraham speculated that skil! obsoiescence and boredom
might be responsible for the decrease in productivity over time.* They also
pointed out that the absence of a relationship between productivity
and ecarnings may nonetheless be consistent with firms’ long-run profit
maximization. For example, as noted in the above discussion of efficiency
wages, both employers and employees may benefit by divorcing the short-
term link berween productivity and eamings.® Moreover, it is important to
remember tha: to the extent that productivity increases are brought about
by specific on-the-job training that is financed soiely by the employer, one
would not expect, according to ht:man capital theory, to find the productivity
increases reflected in carnings.

Another study of the experience-productivity relationship, although based
on a special population and hencc less generalizable than the work of Medoff
and Abraham, is by Maraato an { Rodgers (1984). These authors looked at
191 claims processed by 20 fieid *nvestigators in the wage and hour division
of a midwestern state department of labor and related the investigators’ level

* {n addition, they riscd the possibil 'y that opportunity for promotion may complicate
the experience-productivity relationship (Medofl and Abraham, 1984). If the most productive
workers are promoted o higher job level: . then we would expect to find a negative correlauon
between number of years in & particular rade and productivity. That is, the estimated effect
of experience on performance will be bi sed downward. However, as Medoff and Abraham
point out, under such circumstances the estimated effect of experience on earmings will also
be biased downward.

$ Medoff and Abraham aiso suspect that worker beliefs about “just” compensaton (c.g.,
that otder workers should be paid more) may play & role in producing a positive relationship
between experience and carnings that is not based on a positive relauonship berween
experience and productivity. -
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of experience to a measure of their productivity—the fraction of the wages
that an employer allegediy owes an employee which the invesugator is abie
to collect. They found that at least during the first six years on their jobs,
invesugators’ productivity was posituvely related to the length of therr
experience.

In addition 10 the difference in their measures of productivity, one possible
reason for the disparity between Medoff and Abraham’s results and those
of Maranto and Rodgers is the difference in the mean ievels of experience
in their samples—15 to almost 20 years versus five years.

Abraham and Farber (1987) have recently looked at the relatonship
between seniority and earnings. Using a sample of male housechold heads
who participated in the Pane!l Study of Income Dynamics (PSID), they
selected workers in nonunion, blue-collar occupauons and in nonunion,
professional, technical, and management occupations. They used a hazard
functon to esumate job duration and concluded that there is only a small
average return to seniority in excess of the average retnrn to overall labor
market experience. They found that workers in jobs of long duraton carn
more throughout their jobs than workers in shori-term jobs and speculate
that the correlation between seniority and earnings may result, in pan, from
the fact that workers with high senjority are better workers, are in better
jobs, and/or are in jobs in which their own skills arc particularly well-
matched 10 the demands of the job.

Efficiency wages. Empinical work by Lazear and MoJure (1984) expands
upon the efficiency wage complication of the productdvity/earnings link
posited by human capital theory. The authors compared the age-carnings
profiles of wage and salary workers with those of the self-employed. Since
self-employed workers do not need to provide anti-shi king incentives to
themselves, they provide a control group. Lazear and Mnore found that the
age-carnings profile is considerably steeper for wage and salary workers than
it is for the self-employed, indicating that the desire 10 provide incentives
is an important factor in the steepuess of age-carnings prfiles for wage and
salary workers. The relative importance of on-the-job trairing and incentives
in determining the steepness of the profile for wage aad salary workers
depends upon the assumptions madec about the similarity and differences
berween wage and salary workers and the self-employed.

Screening. Comparisons of the self-employed and wage nd salary workers
have also been used 1o test the relative merits of human capital theory and
the screening hypothesis. (See Wolpin [1977] and Riley [1975, 1979] for
earlier efforts.) Tucker (1985), using data from the 1981 Wave XIV of the
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PSID, compared about 2,800 private sector employees with about 300 self-
employed workers. In separate earnings regressions for the two groups, the
cocflicients on the education variable (number of years of formal schooling
completed) were statistically significant for both groups, and “slightly higher”
(.077 versus .068) for the self-employed. This finding supports human capital
theory rather than the screening hypothesis. Tucker also found that, contrary
to the predictions of the screening hypothesis, the percentage endowment
contribution of education is greater for the self-employed than for employees.
Finally, again contrary to the screening hypothesis, the self-employed
received a greater percentage contribution from the difference in the
education coefficients.

* One problem with both Tucker’s study and Lazear and Moore's is endemic
10 any study using earnings data for the self-employed: the percentage of
total income from unincorporated business that is to be considered labor
income and the percentage to be considered a return to capital is an arbitrary
decision. The fact that the R? in Tucker's earnings regression for the self-
employed was so much lower than the R? in the regression for the employed
(.277 versus .488) may indicate that some of the so-called earnings of the
self-employed was really profit or rent.

A second difficulty is possible sample selection bias. Some self-employed
workers may be seif-employed because they invested too little in education
relative to their ability and wish o be in a situation where screening by
prospective employers (but not, of course, by potential customers) is
unimportant. If this is the case, he distribution of the education-ability
relationships is different across the two populations, and the seif-employed
no longer represent an adequate ontrol group for testing the effects of
education and experience on earnir gs.

Although Tucker does not discus- his findings with respect 10 experience,
they are interesting in light of Lwear and Moore’s work. In Tucker's
earnings regressions, the coefficiemt on experience is higher for employees
than for the self-employed (.0058 veisus .0035). (The coefficient is significant
for employees but not for the self-'mployed.) This suggests that some of
the return to experience for the emp oyed may be due to employer incenuve
schemes.®

* The earnings regressions from which thes = experience coefficients are derived also include
2 dumumy variable equal to | if the employee or self-empioyed individual rectived nonacademic
training prior to 1980. This dummy vanable was significant for employees, but not for the
self-employed.

173
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Internal labor markets. Efforts to test the relative power of human capital
theory and internal labor market theory generally consist of comparing
carnings regressions that include only human capital variables with earnings
regressions that include only “structural” variables and seeing which set
explains a larger percentage of the variance in earnings. Recently, however,
three more ecumenical papers (Maxwell, 1987; Hartog, 1987; Rao and Darta,
1985) have suggested three different methods of combining supply and
demand-side variables.

Maxwell uses data on 5,000 “older” men from the National Longitudinal
Surveys and Rosenberg's (1979) classification scheme for primary sector and
secondary sector jobs. She finds that in jobs with high wages, job securiry,
and mobility on promotional ladders (i.c., primary secior jobs), human
capital variables, parucularly level of educationa! attainmeni, have the
greatest influence on earnings. In secondary jobs, on the other hand,
education is one of the weakest significant variables in the regression. Variables
with stronger effects are SMSA residence and structural characteristics of
the job, particularly whether or not current and initial jobs were in heavily
upionized industries. Being black had a significant negative effect on earnings
for those in the primary sector, but it had no significant effect in the
secondary sector. Also, having had one's longest job working for the
government had 2 significant negative effect on earnings for those currently
working in the primary sector; it had a significant positive ¢ffect on earnings
for those currently working in the secondary sector.

Hartog's (1987) use of human capital and job variables it more integrative
than Maxwell's. He develops a model of an allocatior: process where
individuals with particular levels of education are matche:i with jobs with
particular ievels of difficulty, and he emphasizes that earnings are determined
by both the supply and the demand side of the market. “fartog uses datua
for 14,000 workers sampled from the Dutch Wage Structure Survey of 1979.
The data come from firms, not from individuals, and the .irms were asked
10 rank the job level of each individual in the survey acros: nine categories
based on “activities performed, taking into account the nec>ssary education
or knowledge, the difficulty and the degree of responsibili: y.”

For the sample as a2 whole, and for each educational level, an F test rejects
the hypothesis that job level does not add to the explana ory power of a
human capital regression including seven educational leve dummies, age,
age squared, length of expenence with present employer, 21d gender. That
is, job level matters for determining earnings even after hu man capital and
gender are wken into account. Similarly, for the sample as a whole and for
each job level, an F test rejects the hypothesis that educatonal ievel does
pot add to the explanatory power of the regression. In all but two job levels,
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earnings vary positively with education.

Hartog's findings do not support the human capital view that job level
doesn’t affect earnings. He does not find that for individuals with given
levels of education and experience, the labor market equates earnings across
jobs. Nor do his findings provide support for Thurow’s notion that ezrnings
sdhere to particular jobs regardless of the incumbent’s educatonal attainment
or length of experience. Hartog’s results affirm that earnings are prices
and that prices are set by both the supply and demand sides of the
market.

Rao and Datta (1985) use data drawn from the 1980-1981 annual report
of one of the largest manufacturing companies in India. According to Rao
and Darta, all private Indian companies are legally required to include an
appendix in their annual report which provides information on ali full-time
employees who earn $3,750 or more per year. Information must be provided
on the following: “name, age, educational qualifications, gross income, total
experience (in years) and hierarchic status” (p. 68). The company studied
had 32 hierarchical levels.

Rao and Darttz model the interactions of human capital and hierarchical
levels as a recursive system. In the first equation, hicrarchy is a function of
schooling and experience. In the second equation, earnings are a function
of schooling, experience, and esimated hierarchy. Thus, hierarchy is seen
as an intermediate variable “to channel the transmission effect of schooling
and experience onto carnings™ (p 75). The earnings regression that includes
estimated hierarchy explains aboiit three-fourths of the variance in earnings.
The earnings regression that does :ot include a variable measuring hierarchical
level explains about half of the variance in earnings. This finding indicates
the usefulness of combining supp y and demand side variables when looking
at the determinants of earnings.

The radical theory. The Marxis: contention that education affects earnings
primarily by reproducing class di isions is difficult to test. Researchers have
examined the effects of family background variables on earnings after human
capital and job variables have be n accounted for, but this provides only a
partial test since part of the theo ¥'s contention is that education socializes
working-class students to accumt late less human capital. Nonetheless, this
partial test does seem to confirm : spects of the radical theory. For example,
Kiker and Heath (1985), using da2a on individuais whose families have been
part of the PSID longitudinal cawa base, found that family background
variables exert significant indirect effects on the earnings of both black and
white men. The meritocracy has not yet arrived.

7Y
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Summary. Human capital theory, and the criticisms leveled against it,
contribute to our undersianding of the positive relationship berween education
and earnings. Part of the reason why those who are better educated earn
more than those who are not stems from the skills training and consequent
productivity increase derived from their education. But those who are better
educated earn more also because of their relatively higher class background
and because their education gives them entre to job ladders containing the
more desirable and higher paying jobs.

Similarly, some of the positive relationship between job expenence and
earnings results from increases in productivity as a result of on-the-job
training; but some comes from employer-designed pay scivemes aimed at

. reducing employee turnover and shirking. And some denives from the fact

that workers with high seniority may be “better” workers to begin with,
may be in better jobs, or may be in jobs where the job requirements and
their own characteristics are particularly weil-matched.

Human Capital Theory and Earnings Differentials by Race
and Gender

There are substantial earnings differentials by race and gender in the
American work force. Table 1 presents these differentials for 1981 for year-
round, full-time workers. The causes of these race and gender differenuals
(and the causes of changes in them) continue to be subjects f considerable,
1nd often acrimonious, COBLroversy.

Human capital theory argues that race and gender cifferentials are
cxplained by differences in the supply side of the market, nainely differences
‘n worker productivity, and particularly by differences in education and
cxperience. The challenges to human capital theory arguc that the differenuals
vre due 1o the demand side of the market—particularly dircrimination, to
i ateractions among ideology, demand and supply, and to poliv :al movements.
1.astly, proponents of alternative theories sec employers as l-aving power 10
s=1 wages and to determine the gender and racial designations of occupations.

These differences are more than academic. The way in wich one views
t i causes of the earnings differentials and the power that o «¢ atributes to
¢ nployers versus potential employees directly affects cie’s views of
a )propriate public policies to remediate the differentials. All economists
@ ;ree that earnings differentials ought to reflect productivit; differentials;
b 1man capital theorists think they already do. Critics of the human capital
tleory think they do not. Thus, critics support such public policy
initiatives as equal empioyment legislation, affirmative action, and pay equity
{comparable worth).
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TABLE |
EARNINGS RATIOS OF YEAR-ROUND, FulL-miME, U.S. WoRKERs, 1981

Black/Whize and Hupanic/Whie Earnmgs Ratios by Gender

BlacksWhites HispanicyWhites
Men .69 72
Women, 90 57

FemaleiMale Earnings Renos by Race and Edhaty
Whites Blacks Hispanics
58 .76 .70

Female/Male Eemings Ranes Yy Gender and by Race and Ethmcnty

White women/White Black women/White Hispanic women White
men men women
.58 53 50

Source: U.S. Buresu of the Censan, Curvent Populason Repxru, Serws Pobl), No. 137, Moy Income of Howseholds,
Fawniws and Persms o the Unsied Sonter: (98], Washungion, D.C.: U.5. Government Pnoung Office, 1943, Tabie 35

The human capital view. Human capital theory contends that the earnings
differential berween minority men and white men results from the
corresponding differentials between the two groups in both the quantity and
quality of their educations. The dec'ine in the carnings differential, especially
the black/white male differential, is said to be the result of the narrowing
of educational atrainment between vhite and black men and an improvement
in the quality of black men’s education relative to that of white men. As
firm believers in the meritocracy, b-uman capital theorists expect that when
blacks (or other minorities) increase the quantity or quality of their education,
the initial return that they obtain ca that education wil! be the same as the
one received by whites. And min rities’ opportunity to obtain on-the-job
training will be the same as for v7hites. Thus, the policy conclusion for
human capital theorists is very straigatforward: to further reduce the carnings
differential, continue to improve black educational attainment and quality
relative to that of whites.

With respect to the gender eami 1gs differential, the human capital story
is somewhat different, because on a 7erage men and women already have the
same quantity of education.” Human capital theory interprets the gender
earnings differential as stemming from women's own choices: (1) the choice

71t is sometimes difficult to assess whether they have the same quality, especially at the
tertiary level, because so ofien men and women have been educated in different fields.
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to obtain less educaton of the type that has a high payeff (c.g., saienufic
or technical education) (Polachek, 1978); (2) holding type of education
constant, the choice to obtain jobs that have low levels of on-the-job training
but high initial starting salaries; and (3) the choice to withdraw from the
labor force periodically in order to raise children (Mincer and Polachek,
1974). Polachek, in a series of articles (see Polachek [1987] for a summary),
has argued that in determining their desired level and type of education and
on-the-job training, women choose education for occupauons that will
minimize the penalty for intermitient labor force parucxpauon

The treatment of minority women in such theorizing is curious. Comparing
the earnings of black women or Hispanic women to whit¢ men shows that
these earnings differentials are the lowest (see the bottom row of Table 1).
Yet human capital theory does not deal specifically with the double
disadvantage of minority women as compared to white men. The theoretical
work on minority women asks either why they earn less than minonty men,
in which case the explanation has 10 do with women’s “choices™; or 1t asks
why they earn Jess than white women, in which case the explanauon has 1o
do with quantity and quality of education (see Malveaux and Wallace [1987)
for further discussion of this issue),

Human capital theorists think that women are paid less than men in pan
because women (allegedly) have different utility functions than men. This
causes women not only to seek different types of education than do men,
but also 1o seek different kinds of jobs, even if they have th- same education
that men have. Filer (1986) has suggested that men seck to 1aaximize income
over their lifetine (constrained only by their own talents and ambition), but
that women may also be interested in other objectives, such as the social
aspects of their work, or the physical surroundings of ‘heir job. And,
according to Becker (1985), women may be more interesied than men in
finding jobs that allow them to “conserve” some of tneir energy for
housework.

Another aspect of women's lower earnings is their higher quit rates.
Goldin (1986) has suggested that ome of the reasons why women's age-
sarnings profiles are rather flat is that because of women’s 1 igher quit rates
smployers find it hard to strucrure cfficiency wage cont acts for them.
Without such contracts, it is costly for employers to monito - their potential
hirking. Consequently, employers concentrate women in oc upations where
;uch contracts are not important.

The absence of much siope in women's age-eamings profiles is also
liscussed by Mincer and Polachek (1974). In their view, the srofiles’ flatness
stems from women’s expcmd discontinuous labor force participation, which
lcads them not to iovest in much on-the-job training because they don't
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expect 1o be in the labor market long enough for such training to pay off,
and from women’s actua! discontinuous labor force parucipation, which
causes their labor force skills to depreciate.

With respect to policy, human capital theory is quite clear—*if it ain’t
broke, don’t fix it.” Some human capital theorists are in favor of public
policics designed to increase the availability of child care and to change the
12x disincentives to married women's labor force participation (Polachek,
1989). However, despite the existence of a large female/male earnings
differential, human capital theorists’ belief that the gender differential springs
from women’s own choices leads these theorists 10 support the status quo.
To try to increase the female/male earnings ratio through public policy
would, in their view, interfere with the efficient allocation of resources now
being performed by labor markets.

Discrimination. The most important aliernative explanation for the race
and gender earnings differentials is that there is discrimination in the labor
market; i.c., employers provide lower carnings to minorities and women
even when they have the same productivity characteristics as white men.
The discrimination may be of the “statistical” type discussed earlier, which
attributes no ill motives to employers, but stems from employers’ “rational”
behavior in the face of uncertinty; or it may be ‘“taste” discriminatdon,
resulting from prejudice on the part of empioyers, employees, or customers
(Becker, 1957).* Taste discrimination may operate directly on the carnings
differential or it may be channeled into occupational segregation, where
minorities or women are excluded from higher paying jobs and crowded
into those that pay less. - :

Interna! labor market theory is ccmpatible with the concept of discrimi-
nation. Indeed, in their original elzboration of the theory, Doeringer and
Piore (1971, p. 133) state: “Internal s bor markets...are designed intentionally
to ‘discriminate’.... Sometimes the discrimination is an incidental by-product
of distinctions made for other purpe ses.... In other cases, race is & signifi-
cant consideration in decisions afi=cting entry, internal allocation, and

Those who subscribe to the segme.ted labor market hypothesis also view
race and gender discrimination as ‘expected.” Unlike the internal labor
market, which divides jobs into tho e that compete in the external market
(ports of entry jobs) and those thai do not, the segmented fabor market
divides jobs into those in the primu ry sector that have high wages, good

& 1y is ironic, and a tribute to his own powsers of analysis, that the framework for the two
leading competing explanations for the earnings differentials both come from Becker.

¢
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promotion prospects, good working conditions, stability of employment, and
due process with respect to work rules, and those in the secondary sector
which do not have these characteristics (Doeringer and Piore, 1971). In fact,
however, the two schema come from the same authors and there is
considerabie overlap between jobs in the internal labor market and those in
the primary sector.

An mneractive explanation. Hartmann (1976), Strober (1984), and Strober
and Arnold (1987) have argued that occupational segregation is npeither a
supply-side phenomenon nor simply a result of employer discrimination,
but stems from the interaction of patriarchal ideology and the operation of
the job market. In particular, Strober suggests that becauss of a widespread
socictal belief that men should provide financial support for their families,
employers give men first choice of eccupations. To do otherwise wouild be
to court costly disapproval from colleagues, family, and community as well
as from customers and male employees.

Because the job market is segregated by race and educational level, not
all men get first choice of occupations. Rather, within race and educational
categories, men are permitted to choose before women do. Men choose those
occupauons that are relatively more attractive, where attractiveness is based
on income, working conditions, and opportunities for advancement. Women
choose occupations, too—but only after men have mace their choices.
Because men choose first and prefer those occupations that ase higher paying,
the female/male earnings differential emerges directly froma the process of
occupational segregation.

The gender designations of occupations rarely change becs use men actively
keep women out of “their” occupations and men rarely hay = any interest in
moving into lower paid, and lower-status, femasle occupatons. When
occupations do change their gender designation, as, for exar ;ple, in teaching
and banktelling, it is because the occupation has become ‘255 attractive to
men and men either leave the occupation or fail to increase their numbers.

. The radical pview.® Radicals think that eamings differenti ds are mainly a
-eflection of power differentials between blacks and whites a :d berween men
ind women in the society at large and that the differer tials change in

* See Amsden (1980) for a discussion of the differences in world view : mong neoclassical,
.ostitutional, and radical economists. Reich (1988) argues that the categorization of labor
market theories into peoclastical, instirutional, end rsdical is deficient, and he suggests that
the three categories should instead be conservative neoclassical, liberal neoclassical, and
radical-institutional. Or, berter still, he thinks the last category should be political-ecopomic.
I am sympathetic to his concerns. Such a delineation would better recognize that institutional
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response to political movements (see Reich, 1981). In the radical view, one
important reason why employers have pay differentials by gender and race
and segregate the work force by gender and race is to prevent solidanty
among employees.

Empincal Findings

The black/white male eamings differential. There is widespread agreement
that the biack/white male camings differential has narrowed over time; the
disagreement arises over the timing and causes of that narrowing. After
laboriously constructing and analyzing earnings data for blacks and whites
over the period from the Civil War o 1940, and also examining microdata
for the 1940-1980 Censuses, Smith (1984) and Smith and Weich (1988)
conclude that the human capital argument best explains the convergence of
the black/white male earnings differcotial.

Keifer and Philips (1988) formulate a regression mode! of Smith’s estimates
of black/white men’s earnings differentials for the 1890-1930 period and
compare it to two other regressions, one containing institutional variables
and no human capital variabies and one containing both institutional and
human capita! variables. The insututional variables, which were used to
measure changes both in labor market institutions and in societal institutions,
include the percentage of black men in the rural South and the intensity of
racial repression, measured by the number of black lynchings per year.
Keifer and Philips also added two ¢ummy variables for 1970 and 1980 10
proxy the existence of equal opportwity legislation and affirmative action
programs during that period. The hi man capital model explained about 60
per cent of the variance in the black/white male earnings differential over
time, the institutional mode! about %0 per cent. In the model combining
both sets of variables, the human capital variables did not achieve statistical
significance. Thus, Keifer and Philip: conclude that the institutional model
provides a better explanation than the human capital model of the narrowing
of the black/white male earnings difi :rential over time.

Reich (1988) argues that the most -mportant lessons regarding the black/
white male earnings differential over {-me derive from examining differences
in the periods when the differential n rrowed and when it did not. Such an
approach indicates what kinds of acivitics are likely to be successful in

variables can be either labor marker vasia! les or socictal variables, or both. Also, in
terms of policy, institutional economists ai d radical ecopomists often make the same
recommendations. On the other hand, most i istitutional economists do not use the Marxist
framework for their analyses, and it scems wo th preserving that distinction in the categoties
that we use.
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further narrowing the differential. Reich concludes that political movements
are the most important explanatory variables in determining the degree to
which the black/white male differential narrowed over time.

The femaletmale earnings differential. As indicated in Table 1, in 1981,
among fuli-time, year-round workers, women's annual earnings were 59 per
cert of men’s. In 198], among all full-time workers (regardless of weeks
worked), women’s usual weekly earnings were 65 per cent of men’s. Recent
work by Blau and Beller (1988), which uses earnings of ali workers and
corrects them for time inputs and selectivity bias, indicates that during the
seventies the female/male earnings ratio increased for whites by between 9
and 17 per cent (the latter figure includes the correction for selectivity bias)
and for blacks by 11 per cent. A decomposition of this increase indicates
that change in the educational atnzinment berween men and women did not
play much of a role io increasing the female/male earnings ratio. Change in
the rerurm to educational attainment contributed to a decline ‘n the female/
male carnings ratio, especially among whites. The increase in women’s
potential experience (age) relative to men’s made a small contribution to the
decline in the earnings ratio for both whites and blacks. For whites, change
in the return to potential experience contributed to a decline i the earnings
ratio and the total effect of potential experience (the effect of the change in
means plus the effect of the change in cocfficients) was to contribute to a
decline in the earnings ratio. For blacks, the wtal effect of e perience was
to contribute (slightly) to an increase in the rato.

Also contributing to a decline in the female/male earnings matio was the
total effect of variables reflecting the gender composition of occupations.
Bl'u and Beller (1988) found that “although women ini reased their
rej-resentation in male jobs and integrated jobs, the return to suct employment
de.reased for women relative to men” (p. $28). Ourweighing -he effects of
ch: nges in education, potential experience, and the gender cc mposition of
occ-apational variables, however, were the effects of decreases in the constant
ter.a in the regression, which Blau and Beller interpret as a decline in
dis rimination over the period, and a decrease in the gender ¢ifferences in
the return to being married with spouse present and, for wiites, in the
effe -t of children on earnings.

I espite the authors’ ambitious and painstaking work, the i plications of
the : findings for human capital theory and its critics are n st clear and
illu: trate the probicms involved in testing the alternative exj lanations of
eart ings differentials.!® First, because of the lack of svailabie daw, the

# Bley and Beller make it very clear that their work is not designed to test the alternative
axplanstions (p. 518). .
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experience variable is not truly an expenence variable but a measure of
potential experience, i.e., age. Next, the constant term may be considered
to proxy discrimination, but in fact it is simply 2 measure of all the variables
not included in the equation. Finally, although the variable measuring the
gender composition of an occupation is interpreted by institutionalists as an
institutionzl variable, it is interpreted by buman capital theorists as a human
capital variable, 2 measure of the extent to which women have chosen
occupations that do not penalize them for intermittent labor force partici-
pation. These difficulies in interpretation render the verdict on the
explanatory power of the alternative theories a loud and ciear “draw.”

If empirical resolution of the central debate remains elusive, somewhat
greater success has been achieved arouud the edges. For example, Madden
(1987) looks at workers displaced in 1983 and compares their salary losses
10 2 control group who were not displaced during that year. She hypothesizes
that if after controlling for education, experience, and length of service,
women invest less in specific human capital than men, then women wouid
be expected to incur lower wage losses than men as a result of displacement.
However, if women workers face discrimination after being displaced, they
would be expected to earn less than their male counterparts who had
equivalent pay in their original jobs, are equivalently qualified, and engaged
in equivalent amounts of search. Maddzn found that women experienced a
greater wage loss than men as a result of displacement and she suggests that
these results score a point for the discrimination explanation.

The argument that women are paid less because they work less intensively
than men has been seriously undercut by analysis of the Michigan time-use
data, which show that, as compared to men, women spend iess time in
coffec breaks and regularly scheduled work breaks, less time relaxing at
work, and less time at lunch. After adjisting the female/male earnings ratio
for time spent in breaks and reiaxing, Stafford and Duncan (1980) find that
the ratio decreases by three percentage points (from .62 to .59). That is,
the ratio usually quoted understates the actual differential because women’s
work intensity is greater than men’s.

Similarly, Blau and Kzhn (1981) and Osterman (1982) have shown that
it is incorrect to assume that women's :ower carnings are caused by their
higher quit rates. Rather, it may be t1at women’s higher Quit rates are
caused by their low earnings and poor prospects for promotion. Biau and
Kahn found that holding constant occu sation and industry, women’s quit
rates are no higher than men’s and in sime instances are lower. Osterman
demonstrates that women’s quit rates ae lower in industries with a high
prevalence of affirmative action plans thin they are in other industries.

Finally, there has been some closure on the issue of the size and duration

AP
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of the penalty women pay for intermittent labor force participation. Corcorzn,
Duncan, and Ponza (1984), using PSID data, find that women who leave
the labor force have iower real earnings when they retumn than they did at
the ume they dropped out. As predicted by human capital theory, in the
first few years back at work, their wages tend to rise. The overall loss from
having dropped out seems to be small. On the other hand, in managerial
and certain professional jobs, the penalry for dropping out can be quite
large. For example, see Strober (1981) regarding the penaity for MBAs.

Occupational segregarion. The debate about the causes of occupational
segregation remains heated, as evidenced in the exchanges berween the two
leading protagonists, Polachek and England.!! England er al. argue that the
human capital view, that women prefer to forego investment in on-the-job
treining and instead take jobs with high starting salanies, is not confirmed
in the empirical literature: “No analysis has found the higher siarting wages
in female occupations that the theory predicts; to the conuary, starting
wages are lower in femaie than male occupations requining the same education™
(p. 545). Nor, they insist, does research confirm that predominantly female
occupations have lower -depreciation rates than do male occupations for
women who have dropped out of the labor force. England et al. also provide
disconfirming evidence for Filer’s (1986) contentions that women choose
jobs that are less onerous than the ones that men choose and that part of
the reason why men earn more than women is that men receive “cynpensating
differentials” for the more onerous aspects of their work. Englaiid er al. find
tha: even after holding constant skill demands and working c¢cnditions (in
addition to human capital variabies), those who work in occupations with
more women carn less.

Folachek argues that humsan capital theory is nonetheles: vindicated
bec.use human capital variabies explain about half of the varance in the
fem ile/maie earnings differential while the per cent female in ar occupation
explains only 5 per cent. He also thinks that for econometric reasons the
vari.ble per cent female is not a good proxy for the degree of iniermirtency
of eraployment associated with particuiar occupations.

A different type of evidence in favor of the institutional ex] lanation of
wagt differentials is found in Gregory et al. (1989), whose wor : compares
chag zes in the female/male earnings ratio between 1969 and 1976 i1 Australia,
Grez: Britain, and the United States. Over that peniod, th¢ American
carmuugs ratio remained constant but the Australian ratio increised by 30

1% Polachek and England review the issues in their latest pepers (Polachek, 1987; England
et al., 1988).
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per cent and the British ratio increased by 20 per cent. The authors conclude
that human capital variables do not explain the differences in the behavior
of these ratios. Rather, the differences are explained by the fact that in
Australia and Great Britain wages are set more centrally and in both countries
specific policies for increasing the female/male earnings differential were
adopted during the period under consideration.

Strober’s work on occupational segregation is less directly critical of human
capital theory. Using microdata from the 1960, 1970, and 1980 Ceasuses,
Catanzarite and Strober (1988) construct a measure of occupational attractive-
ness to white men. The measure is a ratio in which the numerator is white
men’s actual mean earnings in an occupation and the denominator is the
earnings that would be predicted based on the mean human capital of white
male occupational incumbents. Human capital is represented by number of
years of education, hours worked, age, and age squared. Separate measures
of attractiveness are caiculated for each of the Census years.

Catanzarite and Strober find that in all three years there was a positive
correlation between the attractiveness of an occupation and its percentage
of white male incumbents. Moreover, except for black men in 1980, where
the correlation berween anractiveness and the percentage of black men was
insignificant, in all three years the measure of occupational attractiveness
was significantly negatively correlated with the percentage of black women,
white women, and black men. The authors also found that over the 20-vear
period there was no change in the degree of positive correlation between
attractiveness and white men’s occupational representation. And, except for
black men between 1970 and 1980, there were no changes in the negative
correlations between attractiveness and the percentage representation. of
black women, white women, and black men. Catanzarite and Strober argue
that these results suggest that white mea are at the head of a labor “queue”
and that the degree to which they are pre-eminent did not change during
the 1960-1980 period. The findings arv consistent with the argument that
white men are given first choice of occ ipations and that they choose those
occupations that are high in artractiven:ss relative to other occupations.

Conclusion

What economists learn from a reappra sal of human capitzl theory depends
upon their separate world views. Alhough economists consider their
discipline a science, there is a good deal ¢ { “belief” involved in the profession.
Because of the difficulty of designing a1d carrying out empirical tests that
definitively *“prove” one theory or anither, several theories continue in
contention over long periods of time. Empirical work that seems convincing
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1o onc denomination often has no persuasive power for another. Not
surprisingly, then, the debates are often characterized by the half-full/half-
empty syndrome. If human capital variables explain half of the variance in
an earnings regression, the human capital advocates cheer for the victory of
the human capital variables. On the other hand, opponents of the human
capital view, institutionalists as well as radicals, are quick to point out that
haif of the variance in earnings is explained by vanables other than educauon
and experience.

Scholars often make their mark in academia by becoming associated with
a particular position and entering into frequent doctrinal debates while
stubbornly defending their particular orthodoxy. After all, 1o the extent that
academics measure their own and others’ success by the number of entnes
in the citation index, it pays not necessarily to be right, but ts be clearly
identified with a particular position and then to be attacked and to counter-
attack frequently. Academics often gain lite from seeking cormmonalities
among denominations or building bnidges across sects.

Managers, on the other hand, gain success from making *“good™ decisions,
from incorporating valuable insights into their decision-making regardless
of the particular school of thought from which the insights derive. Managers
are rewarded for integrating ideas. With respect to decisions about recruizment
and hiring, setting wage differentials, and achieving desired employee tenure,
human resources and industrial relations managers have much 10 learn from
both human capital theorists and from their criucs.

For managers, there are two key lessons to be learned from +his review.
The first is that human capital theory is basically a supply-side :heory, and
that. as all economists are taught (although the retention on this point is
ofter brief), prices are determined by demand as well as supply. Human
capi.al theory by itself explains some of the variance in earninzs, but not
all o it. The second lesson issues from the institutionalists, anc especially
the iaternal labor market theorists: managers have real power. Fiims operate
under certain economic constraints, but wages are not set smply by
impe sonal market forces. Morcover, from a public policy poiit of view,
man; gers probably have less to fear from government “interferen: +” in wage
settit g than they perhaps imagine. Affirmative action processes often tumn
out 1) be good business practice and even pay equity adjustmer ts seem to
be c¢ mpatible with employers’ continued economic strength.

Th- U.S. economy is likely to face a labor shortage in the not- oo-distant
futur.: and it will become more important than ever to fully utilize existing
labor Human resources and industrial relations managers will :jeed all of
the insights they can get from existing theories and empirical work as they
begin to restructure jobs, provide in-house training, and place women and
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minority men into occupations and jobs that have been closed to them. For
their part, economists who study labor markets and education will have
much 1o learn from the behavior of managers and workers under these new
labor market conditions.
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