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INTRODUCTION

Richard Freeman's The Overeducated American is an important book.
Its general thesis is that during the 1970s we have entered a unique
episode in American history where we can no longer assume that the once
revered college diploma is a profitable and safe avenue.to econonmic
-ouccess. Freeman argues that incame returns from college have declined
so rapidly since 1970 that from both a private ano-social perspective
additional investments in college training will be marginal at
best and are likely to remain so for many years to come. This rather
gloomy message is delivereo not only to those young people who must
make their individual.choices about attending college but also to those
of us who make oor livelihooo in the educatioo_industry. |

fhis book is.a popularized version of Freeman's research previ-
ously published in ecademic journals and has many of the characteris-
tics that have typified his work in the past:-'It is topical, energetic,
4maginative and has an uncanny eye for identifying significant changes
occurring in the world-arouﬁd us. It also has the most desirable attri-
butes of good research in that.it ﬁes stimolate& many others—to reinves-
tigate and challenge.the evidence that Freeman so aptly presents. 1In
this review, we have taken our opportdﬁity to become devii's advocates.
On the basis of our reexamination of the wage and employment oata sipce
the 1970s, we will argue that at best Freeman exaggerates the case for
an oversupply of college-educated manpower and that he may in fact be

d

dead wrong.

Freeman draws seven main conclusions in his book, which we paraphrase.

1. The college job market underwent an unprecedented downturn at
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the onsef'of the 19703,'with young graduates just beginning their.careers
the most severely affected. 1In responée to the depressed market, the
proportion of young men enrolling in college dropped substantially re-
versing the long t;rm up;ard trend in educational attainment.

2. TFour major factors underlie the college job market; the respon-
sive supply behavior of the young; the long Qorking_life of past
gr;duates which makes total supply relatively fixed in the short run;
the cgncentratiod of college graduates in certain sectors of the econ-
omy; aﬁd'the éébygb feedback system due to the four-year lag between the
decision to a;tend college and entry into the labor market. Freeman
argdes that'ﬁhe downturn of_the seventies was.caused both by a decline
in growth of demand in industries relatively intensive in college-trained
manpoVér and the large increases in supply due to the entry of_the post
war baby-boom -cohorts.

.3. Changes within the college labor market were as dramatic as
those between college educated workers and others. The new depression
altered significantly career decisigns of new graduates. Because of re-
ductions in enrollments and low birth rates, the decline in the college
market was most severe in teaching and research positions. In contrast,
graduates with degrees in business speéialties, accounting, business ad-
ministration, medicine and engineering were more immune from the worst
Eonsequences of the Aeterioration in the labor market. There was a gen-
eral shift among new graduates away from academic and scientific fields
to the traditional professional and business orientéd specialties.

4. Federal policies contributed to the magnitude of the depression.

Federal research and development spending reached a peak in the mid-1960s
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and‘the resulting contraction in funds was a major contributor to the
seventies bust. In addition, the curtailment of federal fellowship.
and scholarship programs during the 1970s contributed to the
decline._

S. In spite of the market downturn, black college graduates

fared reasonably well--a result of affirmative action and related

anti-discrimination activity.
| 6. The job market for women graduates did.not deterioriate sig-
nificantly except in the case af teachers.

7. Forecasts of the state of the college labor market for new:\
male graduates into the future indicate that it is likely to remain :A1?'M
depressed throughout the end of the 1970s improving moderately in thé.”
early 1980s and rapidly in_the.late 1980s, although never returning |
to the boom conditions of the 1960s. The major equilibrating faétor
will be the reduced supply of new graduates. While the position of
futhre graduates‘will improve, the future career prospects of curfgnf
graduates may not. These cohorts might be substantially penaliééd
throughout their work career by their bad luck in being members'gf a

relatively large cohort.

In our review we will ignore fhe third (effects'within diQEiplines)
and fourth (the role of federal policies) conclusionms, concentf;ting
our efforts on the remaining five. This is not a reflection on‘£hé1r
relative importance, but as devil's advocates who have never.researched
those particular issues we frarkly have nothing to add to.Frééman's.ex—
cellent discussion. In any case. the basic messagebof his book lies in

the other five arguments that address the broader market for college

trained manpower.
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Our review 1s otg;nized as follows. W; first examine Freeman's
evidence documenting the new depression for college educated workers
and critically summarize his méael of how the college labor market oper—.
ates and the reasons why this ﬁarket became depressed in the 1970s. We
then examine some of the Aemographic‘conseQuences resulting’
from the entry of the baby—boom ;ohorts and speculate about why
cohort size may matter fof'émployment ana wages. These
speculations suggest, at least to us, an alternative explanation of
what really happened in thi; perioa.. While not inconsistent with
Freeman's hypothesis,.it-certainly shifts emphasis from comparisons
.aﬁong education classes to fhose between new entrants and more experi~
enced workers. Using the 1968-1976 éurrent Population Surveys, we offer
evidence on somé4dras£ic changes in the relative economic position of
new entrants in the lgbor market. We conclude by briefly SUmmarizing
research findings obtained by one of us (Welch) predicting temporary
‘and persistent effects of cohort size §n wag;s and employment.1
Freeaan's and Welch's projectiohs for the future viability of college
as an avenue to.economic succe;s'and likely economic status Jater in
their work careers for those unfortugate enough to enter the labor mar-
ket in the 1970s are also éontrastéﬁ. :in the second half of our review,
we investigate Freeman's evidence on how these iabor market cﬁanges im-

pacted on blacks and women.

THE NEW DEPRESSION IN HIGHER EDUCATION

Although Freeman employs a number of indicators documenting the

: 1See "The Effects of Cohort Size on Earnings: The Baby Boom Babies'
Financial Bust," Finis Welch, Journal of Political Economy, forthcoming.
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decline in income of college graduates--starting salaries by field, re-
cruitment visits to colleges, increasing dissatisfaction expressed ﬂy
recent graduates in survey data--the essence of his argument is repro~
duced in Table 1. There, the relative earning of college to high school
graduates are listed from 1967 through 1976 for all workers and for
those employed full time, where presumaﬁly betéer.cqngfp}'gf emplgymgnt
vari;bility is possible. These ratios are also provided separately for
néw entrants (those 25-34 years old) and older workers whose formal

schooling long preceded this period. In his book, Freeman included

.only the years 1969 through 1974, and we have blocked out his sub-pe:iod: ;_

in our table. : : . gl
For those aged 25-34, the decline in the relative earnings of coi-;
lege graduates between 1969.and.1974 isvindeed striking. Compared tov
high school graduates, the wage advantage of college graduates feil
from 40 percent to 16 percent in just six years. This is in brief the
new‘depression in higher education; Since many economists believed.'.
that the economic returns.to college over the last thirty years Qéfe
relatively constant, the experience.of the early 1970s was-certéiﬁly
startling. However, one's despair over the prospects for college grad-
uates is tempered by including years preceding 1969 and the 1975 agd
1976 data.1 The years Freeman selected were clearly peak to tr§pgh
comparisons. The end point years in Table 1 indicate a declinefdf 8 per-

centage points (one-third of the peak to trough movement between 1969

and 1974). Although this may seem more akin to a recession than a

>

1Thcse last two years were not available to Freeman although the
earlier ycars were.



-6~

Table 1

RATIO OF MEAN INCOME OF COLLEGE TO HIGH SCHOOL GRADUATES

»

~

1.55

Year
67 68 69 70 71 72 713 74 75 76
Year-Round | |
Full-Time | ]
Workers ) . . - {
T : :
25-34 1.32 1.38  11.39 1.33 1.29 1.28 1.23 1.16 | 1.22 1.24
35-44 1.50 1.50 :1.54_ 1.49 1.50 1.51 1.48 1.50 : 1.52 1.54
All Workers } :
Ages i |
25-34 1.33 1.32 :1-.33; 1.33 1.27 1.22 1.19 1.15 : 1.19 1.26
35-44 1.53 1.47 {1.58 1.54 1.55 1.52 1.55 | 1.56 1.55

SOURCE:  Various issues of Current Population Reports; Series P-60.

depression, there is no qﬁestion that re1ati§e wages of new college grad-

vates declined during the.19705. However, we may be more sanguine about

future prospects given.ﬁhe récpvery suggested by the 1975 and 1976 data.

If we have really witnessed a permanent decline in the demand for

college graduates, the perplexing data in Table 1 are the relative wages

for those aged 35-44. The most reasonable description of the data for

35-44 year olds is that it exhibits no trend over the period.
The new depression appears at best to have been extremely selective in
its targets, hitting only new entrants and leaving untouched those in
the meat of the experience distribution.

- What explanation does Freeman offer to explain the depressed market

for college graduates in the 1970s? Chépter 3 outlines the analytic
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core of his work, and the technical details are contained in Appendix B.
There, Freeman develops a simple model of the college labor market,‘the
reasons for its collapse, and some ptospects for the future. His fore-
.2asts are derived from a recursive adjustment model of the supply and

demand for college graduates, and we confine our-discussion of his pros-

pects for the future to a later section.

- .- -a o mee -

Freeman sees four key elements as determining the operation of the mar-
ket for college graduates. The first is that prospective young college .
attendees are quite responsive ;nd sensitive to the economic incentives
of attending college. Broadly speaking, this econbmic incentive in- i;"ﬁ
volves a comparison of the fu11 wea1th received By college graduatesi ‘ 
relative to that accruing to higb school graduateé. Changes in the:.}‘l
relative values of these streaﬁsAshould then translate into relatively
large adjustments in the number of college graduates. Wages.of new
college graduates are also viewed as quite flexible ﬁhile rigidities
pa;tly induced by prior commitments constrain wage adjustments among.
older graduates further along in their work careers. .

The second recognizes that most of the college work force received
their degrees long ago, and cannot revoke that decision. Thus, even

with responsive new entrants, total supply adjustments are likely to

be quite slow, and a relative surplus or shortage in the market can pér—

A
L

sist for many years.

.The third element relates to the relative growth in demand fof
college-trained manpower. The demand for college graduates depends
among other things on the secular growth in demand in industries that

are relatively college labor intensive. If there occurs a decline in



the relative demand for college manpower, the extent of necessary wage
adjustment required depends on the degree of substitution of labbr
across education classes. If firms view workers stratified by school-
‘ing as relatiQely éood shbstitutes, then most of the adjustment to the
pew market equilibrium will involve supply responses with little change
in the relative Qage structure across education clases. Freeman cites
;hé }arge wage adjustments in the 1970s as indicating that substitution
posSfﬁilities across different schooling classeé are not large.
fhe'finéi'ingredient is the classic cobweb dynamics. Since it
typically requires four years to finish college, Freeman argues that
the-supply 6f4graduates is determined by signgls received four years

earlier. Thus high wages of college graduates on entering college

-

translate into large entering classes which four years later increase
supplies of new entrants and depress wages. Compounding the cobweb
.dynaﬁics is an accelerator principle. Since universities are an impor-
tant source of employment for many graduates, the demand of universities
will be partly determined by the number of graduates. Increases in the
numﬁer of graduates will increase demand of universities, which in turn

improve prospects for new graduates, and result in further increases in

-
»

the number of graduates. ‘
Given this basic outline, what then caused the depression market?
On the demand side, Freeman contends that the 1970s witnessed a signifi-~
cant decline in the relative demand in college intensive industries.
Crowth rates were simply slower in industries where large numbers of
. graduates have traditionally been employed. On the supply side, there

was the edtry in the late sixties of the highly educated post-war

R ad .!;\',r;‘q\'_“'.’ . -.;.-;;h,u,-.‘,,eq-m.-awbo f*&;nmulﬂv .l-.'s.",'.. MY
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baby boom cohorts.1 Thus in the 1970s, the market collapéed because of
sharply increasing supply as well as a leveling off in demand. There 1is

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

that it resulted from the overall economic recession of the 1970s.2 We

will argue below that aggregate economic activity:played a larger role
than Freeman assigns, especially when one's perspective shifts.from educa-
tion comparisons to th; new entrant labor market.

How well does Freeman's model explain the new depression? Using
his empirical estimates, Freeman demonstrates that it certainly tracks .
both college enrollments and relative wages of new graduates remarked;yj'r:{
well'both through the booming siities and the ensuing seventies bust.3
But the ability to reproduce the past is not the only criterion one
.uses in judging the value of a model. We must also examine its internél
logical structure, the importance of behavioral relative to purely mech-
anical relationships, the correspondence of the empirical model to its
theoretical counterpart, the robustness of the estimates to simple dé-
partures from assumptions or minor changes in,thé data, and its ability
to project the future as well as tracking the past. Sinc;'we di& not
have the data to experiment with his empifical model, the concerngnwe

express serve mostly as a caution that at this point something less than

4

full acceptance of Freeman's model is in order. : 1:,::

: 4
Y I

P
-

IWb will document the extent of these demographic changes below.
2l-‘or example, see p. 72,

3For example, see Fig. 9, p. 54, and Fig. 13, p. 71.
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THE FREEMAN MODEL OF THE MARKET FOR BEGINNING COLLEGE GRADUATES

Freeman's empirical model is summarized in Appendix B of the book

which, for convenience, we reproduce:

1. Supply of freshman males to college (195141973)

FRSH = -2.02 + .88 Pop + 1.31 [CSAL - ASAL]

| (.21) (.26)
+ .21 FRSH (-1)
(.16)
R? = .987  SEE = .049 U

2. Dependence of graduates on number of freshmen (1954-1973) . : 1;'ffb

BA = -.63 + .71 FRSH (-4) + .29 FRSH (=5)
(. 20) (.20) - |

RZ = .976 SEE = .061

3. Determination of college salaries (1951-1973)

. CSAL = -2.25 - .15 BA (-1) + 1.1 DEM + .31 ASAL
(.02) (.51)  (.24)

+ .45 CSAL (-1
(.11) '

R® = .994  SEE = .018

where: FRSH = number of first-degree credit enrolled ﬁalés;

Pop = number of 18 to 19 year old men; X

CSAL = an average starting salary (in 1967 doliérs);

ASAL = average annual earning of full-time workers
. (in 1967 dollars);

DEM = an index of demand, calculated as an average
of employment in 46 industries (with fixed
weights for the 1960 proportion of employment
in each industry with college degrees); and

‘BA = number of male bachelor graduates.
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Numbers in parentheses'beside regressors indicate number of years lagged
and numbers in p#rentheses below the estimated coefficients are csti-
mated standard errors. All'reéfession'variableﬁ ére in logarithms so
‘that coefficients can be read ;s elasticities or ratios of percentage
change. For example, in the first equatidn, the estimate is that other
things equal an increase of one percent in the humber of 18 and 19 year
old men in the populatibn increases freshmen enrollment by .88 percent
and an increase in the number of'freshmen last year 6f one percent,
increases the number of fre;hmen.thié year by .21 percent.

. The behavioral quponent of the first equation relates the decision
_of potential freshmen ﬁo eﬂroll to the relative income advantage of a
college degree as prpxiéd by (CSAL - ASAL). The second‘equation is a
mechanical reléfion between number of BA degrees granted and freshmen
gnrollment four and five years earlier. The key behavioral link iﬁ the
third equation is ﬁhe effect of the supply of 3As (BA(-1)) on the wage
of new graduates. Thus the_process is one in which current salaries of
collzge graduates (relative to.;thers) attracts an entering freshman
class of a cert;in size. Four y;ars down the road, these f£;shmen be-
come newly produced BAs who will depfess college wages one year later.
This lower wage will then feduce the ﬂ;ﬁber of new freshmen and we are
off and running on another round. |

Freeman's computed R2's which suggest a "good fit" are not uncom-
mon to time-series data.  All in all, the statistical model is well
behaved and suggests extraordinary sensitivity to economic factors.

For example, in the freshman enrollment equation, the [CSAL - ASAL]

variable, the ratio of beginning salaries to average salaries for
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full-tiﬁe.workers has a higher\partial correlation (0.76) with enroll-
ments than either the number of enrollments last yeer or the 18-19 year
old population. 1In tryipg to leterpret regressions of this sort,.howb
‘ever, 1; lé important to keep in mind the fact that the underlying data
are highly correlated and regression estimates are subject to non-
" trivial estimation error. '
:fﬁnliteral reading of the freshmen enrollments equation suggests
. that the number enrolling laet year has no.s;atisticelly significant
. effect oQ enrollments this yeaf given thz 18-19 year old population.
This is quite possibly an artifact of the correlation Setween the size
ef ﬁﬁe 18-19 year old population and freshmen last year. From the data
Freeman reports, we cannot calculate this correlation, but we can com-
pute what the regression'Rzlwould be if the [CSAL - ASAL] (the ohly
behayioral) variable were deleted--.970 as opposed to .987 when it is
- 4dneluded. The .970 R2 that obtains with [CSAL - ASAL] deleted is, of
course, the lowest of the reéressions bossible when omitting one of
the three regressors and is a clear indication of the coliﬁearity in
these da;a.
Colinearity in and of itself does not introduce bias, but it §oes
give estimates that are likely to be seesitive to specification. In -
_such a case the high multiple Rz_guarantees success in tracking data;
But the fact that these data could have been tracked almost as well
(R2 .970 versus .987) as a purely mechanical relation between popula-
tion and enrollments last year without reference to economic variables
T s reason.for cafe in interpreting the role.ef economic variables.

Of course, in comparison to the third equation, the determination

of beginning salaries, the implied role of economic variables in the
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enrollment equation pales considerably; The partial correlation be-_
tween beginning salaries (this year) and the number of BAs (last year)

i 0.87, but the same colinearié& proviso holds: If the variable re-

ferring to the number of BAs was deleted from the beginning salary
equation, the R2 would be .975 instead of .9§4'when it 1is included_..1
_Pefore examining the logic of the model, one observation concerning
data seems in order. The supply equation for coliege enrollments uses
;he ratio [CSAL - ASAL] a§ an indicator of the prospective income gain
to college. Unfortunately, the denominator of this ratio, the average
salary of full-time workers, includes college graduates too. As a |
result, growth in the college graduate share of full-time work force
(see Freeman's projections, from 15 percent in 1969 to 25 percent in
1990, Fig. 14, p. 75, for the male'labor force) will build in spu;ipus:
decay in the beginning/average salary ratio. In addition, this income

ratio measures the earnings of new college graduates relative to average

male earnings. It is as much a proxy for the wage of new entrants rela-
tive to peak earnings as it is for the income advantage of college grad-

uates. As Freeman notes, this measure is forced by data limitations

1We have noted that with colinearity regression estimates are sen-
sitive to specification. As such, Freeman might have considered alter-
native specifications to dispel concerns (like ours) that results may
not be robust. There are two rather obvious re-specifications that
present themselves.

First, in Equation 3, CSAL(-1) and ASAL appear in free form. This is
because of the recursion in CSAL. In contrast, in Equation 1, coeffic-
ients on CSAL and ASAL are constrained to be of equal numerical value
and opposite sign. Why not free these coefficients in Equation 1?7 A
finding of opposite sign but equal value would strongly support Freeman's
contention that only relative wages matter.

Second, in Equation 3, the number of BAs this year does not affect
this year's starting salaries, but the number of BAs last year does.

Why not permit both to have an effect; f.e., include both BA and BA(- 1)
and see what estimates emerge?
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outside his control, but it does make one wonder what model of the

labor force is really being tested.

»

THE LOGIC OF THE STATISTICAL MODEL

- Preeman's model has three characteristics that are more or less

familiar to economists. It is reéursive in the sense that for the

enrollment and salary equations, where you are today depends on where
]
you were last year, and the current crop of BAs depends on freshman

enrollments four and five years ago. Part of it is based on an
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accelerator idea, that an increased supply of studenﬁs creates an in-
creased demand for teacﬁers. Usually acceleratoré contribute to dynamic
1nstability, but in Freemaﬁ's‘implemencation the accelerator loop seems
‘Lot to be'clerd. ' The demand measufe (presumably) encoﬁpasses employ-
ment in education "industries,” but there is no feedback noted betwéen
employment in these industries and the number of céllege graduates in
pchgss (students). The accelerator idea, which is quite appealing,

was lost somewhere in tke empirical implementation of the theory.

The final feature which also applies to Freeman's earlier work1

- -

4s that of fhe cobweb which, as Freeman notes, was first used in studies
of agricultdyél markets. Let's go through the model's dynamics. Equa-
fion 1 suggests that tHe number of enrollments this year is affected
' by cuffent population'of.18 and 19 year olds, by last year's enrollments
and through them whatever affected enrollment last year, and by thé
ratio of beginning college graduate salaries to average full-time
worker salaries. Other than for the inertia of the recursion that last
year;s freshman looked at salaries last year, and so on, this year's
fre#hmen'ére myopic: They ignore salaries of older graduates in favor
of the wage this yéar's.graduates receive. |
After four or five years, this year's freshmen "hatch" as BAs
(Equation 2); and one year later they drive salaries of beginners down.
It 4s not clear why an increased'number of graddates this year does not
reduce this year's starting wage, but it makes sense that a large crop

this year might "overhang" the market and drive next year's wage down.
y

lTheLabor Market for College-Trained Manpower.



~16-

Now trace the cobweb. Suppose that this year's starting wage is
"high." If so, when the students attracted by this wage hit the joh
market, the starting wage will be "low.”" The rub with this kind of
nodel is thzt it forces expectations to be frustrated. The implicaL
tion of the supply model is that prospective freshmen expect to receive
the salary that obtains when they enroli and yet the model's dynamics_
imply that a one percent higher salary today lowers the wage receivee
on graduation from .14 to .20 percent. How many cycles would have to
occur before prospective freshmen caught on?

This kind of model is the antithesis of the full-career view we sketch
below where high entry wages signal low subsequent wages and vice versani
We don't really know how prospective students form expectations about . -
post-graduate earnings. We do know, however, that if they behave
myopically and if salaries are as sensitive to the number of BAs as
Freeman's calculations suggest, then high-school and college coun-

selors would be well advised to warn their students: Things are not'

only not what they seem, they are the opposite.

BUSINESS CYCLES | B

Our skepticism about some of the mechanics of the model Freeman
uses to explain the new depression draws our attention to one ex-
planation he dismisses. Nature unfortunately provides us with few
uncontaminated experiments. Coincident with the entry into the labor
market of the baby boom cohorts, the overall economy was depressed
relative to its recent past. As background for the wages of individuals
observed over.the 1967-1974:period, we had a macro-economy thatkbegan

as very robust,'experienced a mini-recession in 1970 that bottomed in



1971, rebounded in 1972 and 1973, and again floundeted late in 1974 (as
described by yearly unemployment rates in Tab1e12). With this year-by-
year volatility, it would be surprising if all workers.designated by
skill or job experience were similarly affected. Just as the labor
market was forced to assimilate the largest and most educated class

of new entrants in its_history, the business cycle deterioration cer-
tainly made that task mnch mote difficult. Can these business cycle
trends explain not enly part of the difficulties encountered by young
people across all education levels; but also some of the decline.in
the.relative earnings of new eollege graduates? On the latter question,
Freeman answers in the negative because he assumes that college grad-
.uates are less vulnerable to recessions than those with less

‘schooling. -

" rable 2

MEASURES OF ANNUAL LEVELs OF CYCLIC"ACTIVITY

Year

.

1967 1968 1969 1970 1971 1972 1973 1974

A. Annual Average.Unemployment Rate, White Males
2.7 2.6 2.5 4.0 49 A4S 3.7 4.3
B. Percentage DSV1ation from Trend of Industry of
Employment by Year

High School o
) Graduates . 1'8 . ) 2.3 308 0c9 "2.2 —105 0.5 » 0.6

College Graduates ~ 1.7 2.3 3.5 1.5 -l.4 -1.4 -0.6 -0.2

Hhese are weighted averages for industry deviations of employment.from

trend. The weights are employment shares by industry for college and high

school graduates.  These are presented in Smith-Welch (1978a, Table 4).
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ﬂik'view is based on tﬁe theory bf skill specifi;ity.l The notion
is that firﬁs invest (through hiring, training costs, etc.) in their
workers and protect those inve;tments as demand falls by reducing util-
i;ation.rétes rather than by terminating employment'altoéether. The
skill composition part of the thebry is gained by positing that the
firm's specific investment share of labor's prddﬁctS'is positively cor-
Telated with skill level. Thus the firm protects its skilled work
forée relative to tﬁe unskilled group under témporary downwards‘trends.

Howévér,.;hile this theory.makes §ense for experienced workers,
one hust be dareful in applying it to new enqrahts where most of Freeman's
wagé action.takes place. With fimm speﬁifig training, it is important
to distinguish between insiders (those where traiﬁing and hiring costs
havelalready beeﬁ incurred) and outsiders (potential new hires with

positive training and hiring costs). If firm specific training predicts

. that during downturns a firm will underutilize its in-place skilled

labor force (essentiéily hoafding ifs skilled labor for fear of losing
prior investments),‘what is the like1§ plight of a highly skilled new

entrant?f The forces that tend to stébilize demand for its experienced
workers are exactly the same as those that could destabilize demand for

P

new entrants. Such a view would prédict pro cyclic ratios in income re-

turns to schooling for new entrants relative to the experienced work

force.

lAn alternati&e-theory often used to explain why skilled labor is

less vulnerable to cycles posits that substitution elasticities between

- (short-run) fixed capital and "unskilled" labor exceed those between

“skilled" labor and capital. If substitution relationships are as
posited, then the demand for unskilled labor falls relative to the de-~
mand for skilled labor as firms compensate for capital fixity.
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In a recent paper we examined this notion by investigeﬁing earpings
of new entrant Aigh school and college graduates using data from the
March 1968—1975»fuirent Pbpulaéfan Surveys.l Our finding was that
within industries, business cycles were neﬁtral between new high sehool
and college graduates. Any aggregete non—neu;rality.for them seems to
be an artifact of differences in the industrial eomposition of employ-
ment. But, college/ﬂigh school graduate differences in employment pat-
terns are large and there is chh room fof compositional effects.‘ For
example, 43 percent of all new entrant:college gradﬁates work in ser- .~
vice industries (largely health, education; and professional servicee)f}fju
while only 11 percent of high sehool graduates work in these iﬁdustrieéf'
In contrast, 49 percent of higb school graduates and only 24 percenthbf
college graduateé work inlmanufaeturing. High school graduates work .
in industries that are disproportionately vulnerable to business cycles'

and, for "normal recessions," they are more affected than college

graduates. We calculated individual year deviations in
employmentifrem trend for college and high school graduates seperetely.
These are listed in Table 2b for the years 1967- -1974. . If our ihdices
are adequate proxies for cyclic variability, differences by schooling

level measure compositional effects of cycles.

cl
AR
Yo

In fact, 1971 appears to have’been a normal recession and, as '
Table'l showed, relative earnings of college graduates were unﬁeually
high that year. But 1973 and 1974 were atypical. In both years indus-

trial employment patterns were mixed with some industries lying above

"long-run trend and others below trend, and in the aggregate employmeht

1See Smith-Welch, "Local Labor Markets and Cyclic Components in
Demand for College Trained Manpower," 1978a.
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wvas relatively depressed in industries disproportioﬁakely employing.col-
lege graduates. The sharp déeline in relative eérnings of college gradu-
ates, particularly in 1974, wa; probably due in part to cyclic factors.
While business cycles contributed to the magnitude of some of the '

swings exhibited in Table 1, after we correctgd for business cycles, the
basic trend of declining wages of new college gréduates,valthougg_slightly
muted, remained. ,Thds, the new depression in college education, while
possibly exacerbated by Susiness cycle conditions cannot be explained by

them. However, when we examine the new entrant labor market below,Awe'_

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

WHAT DOES OVERSUPPLY MEAN--THE CASE OF PLUMBERS

_To this point, we have limited our_comménts to those directly r;-
lated to the contents of F&eeman's book. For the remainder of this
review, we free ourselvesAof this restriction so that we canbmoré di-
rectly question what 1is really the fundamental thesis of his work.
Freeman's major point is that the supply of collegeétfained manpowér
is increasing faster than demand and he supports this view by sho&ing
declining relative earnings for new entrant college graduates. Ordi-
narily if the supply of something Vere.to increase faster thaﬂ>demand,
we would expect i;s price to fall, and'Freeman's evidence is s@gges-
tive. Yet for prospective college students, full career earniggs, not
just entry wages, are important, and the fact that earnings of ﬁéimé
aged college gradu#tes have not fallen relative tobearnings of simi;ar
high school graduates is reason to examine the evideﬁce for new entrants
more closely. | |

Freeman's calculations of rates of return, of‘income gains asso-

ciated with college attendance, which he presents in Appendix A, are
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based oh.the idea that full-career earnings are relevant. This per-
spective, often called the human capital view, is appealing for under-
standing occupational choice regardless of whether the choices involved
‘;efer t; éifferences in school completion 1evels or not. It is nothing
more than a simple statement that full careers matter. But from such
a perspective the distinction betweenventry ane_subsequent wages 1is
_cruc@ai, and it is easy to devise cases in which signals imbedded in
entfy wages are misleadihg.

- Supéoee; for example, that people choose between skilled craft
occupations.ﬁy selecting that occupation having the greatest (present
valﬁe) of lifetime earnings. If this were-ﬁhe only criterion of choice,
and 1f.there were no restrictions on entry, then market equilibrium
woule obtain such ﬁhat lifetime earnings in each of these occupations
woulq be equalized. Now consider one of.these occupaeions-?plumbers.

A plumber's career consists of two phases, anbapprenticeship fpl-
lowed by full journeyman staeus. The apprentice perfnrms different
tasks that are‘mofe conducive to 1eerning and require_less skill and, among
othe; th;ngs,.the value of these tasks depends on the numbers of jeut-
neymen available to apprentices. As the number of apprentices increases

relative to the number of journeymen, éﬁe value of apprentice tasks falls

relative to the value of journeyman tasks.1 Now suppose that there is

'IWe can think of this relation as having two parts. The apprentice

48 both learner and worker. The amount of work available to appren-
tices depends on tlie amount of work done by journeymen (apprentices are
in part journeymen's helpers), and increased ‘apprentice/journeymen

. ratios reduces the work available to each apprentice. Learning by ap-
prentices requires time from their journeyman teachers, and increased
apprentice/journeyman (studcnt/teacher) ratios increases learning costs
of apprentices.
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an unanticipated increase in demand for plumbing ser;ices. In the short
run, the number of journeymen cannot be increased so the‘effggt is to
increase journeyman wages. 'Th; number of apprentices can, of course,
increase and the improved prosfects for journeymen is’éufficient to do
;o. From this, it follon that a short-run equilibrium thaf eqﬁates
full career earnings of plumbers.with alternative craft océupatiOns
calls for lower app;enficéqﬁages when j&ﬁrnéyman wages‘exgeedbtheir
long-run equilibrium levels and &ice versa.

This 1is not to say thaé ;ecéﬁt &eclines in relative earnings of
neﬁ entrant college graduates can be construed as evidence that demand
.is increasing faster than gupply. We would be more optimistic if rela-
tive earnings of prime égedncollege graduates- had increased, but on
vthe other hand‘tﬁe stability of relative earnings.of prime aged workers
is reason for skepticism aboqt any broadly based reduction iﬁ demaﬁd
for college trained wérkefs. The example offplumbers is relevant be-~
-cause‘even though céllege graduates do not ordinarily transit through
formal apprenticeships;’they.dg follow careers involving non-trivial
leatning phases.during which tagks performed afe not always.ihe same
as those of the senior members. Mbrebver, the apparent coﬁstancy of
_relative earnings fof primé aged colleé; and high school graduates
coupled with changes for new entrants, diverts our attention from
broédly defined markets for the college trained to markets for recent
entrants. Not only do Qe observe the‘in¢0me behavior Freeman sum-
ﬁarizes, but the new entrant labor market exhibited:other interesting

features after 1967 which we now explore,
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WHAT THE BABY-BOOM COHORTS DID TO THE LABORVFORCE

In Fig. 1, fertility rates are graphed from 1947 to 1975. Birth
rates increased sharply after 1947 and peaked iﬁ 1957; a trend_bopu?
1arly labeleu the baby boom. After 1960' fertilitybrates decreesed
rapidly until by 1975 they had reached their historic lows (the baby
bust) That these dramatic swings in ferrility rates produced large
"shifts in the education and’ age distribution of the work force two
decades later is documented in Tables 3 and 4. Table 3.A lists five-
year percentage,increases ;ﬂ the'lebdr force by schooling level eince'
1952, As the baby-boom—cohorts began.entering the laborlmarket in the
late 1960s and the 1970s. the total size of the labor force expanded

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

Fertility rate

5 9 oy o o .170
1947 1950 1955 1960 1965 1970 1975

Fig.1 — Fertility rates 1947-1975
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total labor force grew more in these eight years than it did in the
fifteen preceding.years. Not only were labor markets pressed by the
entry of those just out of school, but participation rates of married

women have increased and veterens of Vietnam have joined the labor force

as well.
Tabie 5.
GROWTH IN LABOR FORCE

A. Percentage Growth in Civilian Labor Force by Educationa

Year : Total Labor Force. _ ' Years of_Schoolihg :

. : 16 and

‘ 5~8 9-11 12 13-15 over

52-57 5.713 “6.41  9.61 " 16.0  9.47 20.1
57-62 . 7.39 . -12.2 6.31 16.2  30.6  29.6
62-67 8.60  -13.8  4.17 - 23.1  20.8 18.4
67-72 12,91 -20.0  0.89  23.2  35.6 31.6
72-75 7.20 -15.9  -6.28  9.57 20.7 24.6
72-75° |

11.99 .-26.5 -10.5 16.0 34.5 41.0

B. Yearly Percentage Growth Rates in Male Civilian Labor
Force by Age 1967-1975°¢

Year o - - Age

20-24 25-34. T 35-44 - 45-54
67-69 - .023 035 -.014 ©.007

' 69-75 .058 - .040 -.004 -~ .001

8S0URCE: Educatzonal Attainment of Workers, March 1975 Special
Labor Force Report 186, Table A.

bAdJusted to 5-year growth for comparability with earlier periods.

CSOURCE: Derived from Handbook of Labor Statisties 1976, U.S.
Department of Labor. . .
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Evéﬂ though the total iabor force grew by one-fifth since 1967,
the number of workers.with 5-8 years of schooling fe11 by 32 percent
and thosevyith 1-3 yeaté‘of hiéﬁ school declined 6 percent. In con-
;rast, &ufing»these eight years the number of high school workers
grew by 35 percent, and both for those with.1-3 years of college and
for college'graduates the number of persons in the civilian labor
forcg'jumped an astonishing 64 percent. As indicated in Table 3, the
increase in the number of college graduateé was much largervafter 1972,

The;é new cochorts not only altered educational distributions
but they obyiously affected directly.the age‘distributioﬁ of the work
forée. Table 3.B lists yearly percentage rates of growth by age for
the mgle labor force. The total number of 20-24 year old workers in
the forcelincre;;éd by 47 percent since 1967, with the yeariy rate
of g?owth after 1970 more than double that from 1967-1969. Similarly,
the number of men aged 25;34 in the labor force ekpanded by 36 percent
~ over these eight years. In ;ontrast, the total number of malevworkers
over 35 has actually dgclined since 1967.

'.l‘h;se age and eduvc‘atic'm trends impacted doubl& on more recent
entrants. Table 4 provides pércentage gfowth ratés for high school and
college graduates by‘age groups for t;; sub-periods betweén.1966 and
. 1970. After 1970 the number‘of college graduates 20f34 years old
increased by over 80 percent! There was also a rapid increase in the
number of young high schobl graduates relative to those over 35.
Freeman's book and our revieﬁ highlight sbme‘of the problems these

demographic changes caused and the resulting adjustﬁents made in the

labor market, especially for more educated manpower. ‘Bﬁf given this
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Table 4

GROWTH IN MALE LABOR FORCE BY EDUCATION AND AGE 1966-1976

A. Percentage Change Between Years

College ' ., High School
| 20-24 25-34 35+ 20-24 25-34 35+
66-70 34.0 12.4 7.2 . .. 12.9  .15.2 13.3

70-76 82.4 83.6 "21.1  43.4  39.3 28.1
) 1 . -

B. Bi-yearly Percentage Change for

- . " Youth |

. College © High School

20-24 . 25-34 T 2024 25-34
66-68 3.12 - 6.67 . 041 7,42
68-70 29.6  5.52 12.5  7.30
7072 50.8  16.1 ’ 19.2 5.81
72-74 3.2 23.8 | 8.61 6.21

SOURCE: Educational Attainment of Workers, Special Labor Force
Reports, selected issues. '

historically unpfeeedented growth'in:the labor force after 1968 and its
' éoncentration among tte young and more educated_graduates,‘one may be -
‘more 1mpressed by.the eesnomf's ability_to.absorb theSe Shscks than by
the difficultieseencountered. Those who tend to worry about how the
U.S. private econemy can "dteatef jobs will find it hard to explain

wvhat happened ip}the American economy'during'this period;

’
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WHY DOES COHORT SIZE MATTER?

The American economy undergoes a continuous process of compositional
chanige induced in part by past decisions on family size and educational
atialnment. The recent experience was an extreme example, but there are
many other -instances in American history during which the size and educa—
tional distribution of the work force changed significantly in a relatively
short period of time What do we (economists).hnow about the effects of
such changes and cohort sisevin particular on the wage and employment
ettucture within the labor force? A truthful answer is embarrassingly
little. While\the effects of cohort size have at times been used to
explain other types of behavior,1 their direct impact on wage structures
have typically been asserted rather than investigated |

We will summarize in the following sections some tecent empirical
estimates by Welch on the effects of cohort size. But, encouraged by
the relative scarcity of evidence on these effects, we will first spec-
ulate about some potential mechanisms through which cohort size may
matter. What sort of world do members of large cohorts confront’ They
spend their childhood as members of relatively large families competing
with,their siblings for limited family resources. Not only is family_
income'spread over more children, but.the,time and care of_parents devoted
* to each child is probably reduced. Then, they attend crowded elementary
and secondary'schools where teacher-student ratios are higher than the
norm, and limited sessions with smaller daily hours, particularly in the

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

1See, for example. the interesting work of Easterlin on fertility
trends.



'struétured by the smaller cohorts that pfeceded them whgfe the number
of available "slots" in prestigious high schools and colleges are slow
to adapt. What the accumulated 'impact on eventual markefable skills of
these»factors Qas we simply do not know. Sociﬁ}ogital research on the
effects of family background suggests thesg-effects may be quite real,
and the declining SAT scores begiﬁning in the mid-sixties may bear wit-
ness to it.l Barring full compensatory behavior by these cohorts, this
class of cohort effe;ts is likely to be long-lived, penalizing its mem—
bers throughout their work careers. Thgse cohort size effects refer to
qua;ipy per se and, like it or hoF, we believe that there are good
reasons to expect advérse.effects for members of large cohorts.

There is another sétlof‘factors séF in mogion aé thesé cohorts
enter the labor markei that are the natural province of economists.
Large cohorts altér relative factor ratio#, and the most straightforward
pfediction of economic theor} is that relative wages will decline. In-
deed, we conjecturé that the real permaﬁent cbntribution of Freeman's
work i; that it has raised this aspect of cohort size to serious scholarly
concern. Onlylif all workers, feéar&less of expéfience or schiooling level,
substitute perfectly for each.other ié the structure of earniﬁgs indepen-
dent of cohort size. If peffect'sﬁbstitgtion does not fu;e, then rela-
tive wages will be altered by changing relative nﬁmbers.bf workers across
schooling levels or years of experience. Unfoftunaﬁely, economiéts have
little hard evidence on the degree of guch substitution poésibilities,
particularly.as they relaﬁe to workers arfayed by jbb :énure. With

workers classified by schooling and experience or date of entering the

1Coinplaints by our university colleagues on the quality of contem-
porary students could also be cited. But, after listening to these com
plaints for many years, we are not sure we detect a secular drift.
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work force, the number of possible specifications of substitution .
patterns 1s too large terxpect unstructured data to be able to sort
through them. "

?reeman argues that the declining relative wages of new entrant
college graduates is ‘an indication that substitution‘across schooling
,classes may not be large. But the absence of any effect on more experi-
enced college workers becomes especially puzzling if the main differenti-
4tion is one across schooling classes. The long-term relative constancy
- in relative wages across schooling'classes.also makes one cautious in
relying too heavily on small substitution possibilities by education.

An alternative perspective which highlights destinations across phases
of a work career seems to us o offer greater potential in explaining

wage behavior resulting from the entry of these large cohorts in the

1970s. o |

Independent of quality considerations referred to above, the pro-
ductivity of a cohort may be inverse to its size., This relation, often
called the "law" of diminishing productivity, can be illustrated by
pursuing the example of plumbers which we referred to earlierT

Suppose that there is an exogenous increase in the number of appren—
tice plumbers. | In learning intensive career phases, apprentices are
partly journeymen helpers. An increase in the number of apprentices
relative to the number of journeymen simply increases the amount of help
available to each Journeyman and enhances the productivity -of journeymen, ,
at least relative to apprentices who through "crowding" become less pro-
ductive. But as today s large entering cohort transits at some later
date into journeyman status, the number of journeymen will increase

relative to the number of apprentices unless future entering cohorts are
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also large.  Thus throughout its career, a large cohort implies a rela-
tively large number of workers in each of its career phases so that the
aayerse effects of size persist( Yet there are‘gpod reasons to expect
these effects to be magnified at entry relative to subsequent points in
the career. Suppose, for example, that a plumber's career spans 45 years,

-9 years as an apprentice and 40 years as a journeyman. Suppose also that

- -re - e

_the ability of an apprentice or journeyman to do plumber's work depends
only on the apprentice/journeyman ratio--an increased ratio reduces tae
productivity of apprentices while inereasing productivity of journeymen
and vice versa. Now, if»the market were in a stable eauilibrium'with'a -:;T
constant number of plumbers, there would be an equal number of workera B
at each of the 45 work experience years so that the number of'retireea.;
each year'(thosevcompletingAtheir 45th year on the job) would equai the
number of apprentice recruits. In this case there ﬁould bevone appren—
tice for every eight journeymen (5 apprentice years/40 journeymen years)
If a.new cohort were exactly twice as large as usual, and if all subse—
quent cohorts were the normal size, then for each of the new cohorts
apprentice years the number of appreatices would be 20'percent abeve
normal, while for each of its journeyman years the_number of poraeymen
would be only 2.5 percent above normal.”’ : | i’ :
There is another reason to expect that initial effeets wilitdecay'
over work careers. As large new cohorts enter, taey impact differently
on experience, séhooling, occupations, and industry groups.v Initial
wage reductions should be correlated broadly with the size of the new
cohort 15 the occupation and industry groupipg. These initial wage

effects create incentives for those most affected to enter and acquire

those skills-reeuired in the least affected areas.



=31~

In a sense, the labor market operates as a melting pot eventually

blending in workers to smooth out the initial perturbations.

S

JhHE OVEREDUCATED AMERICAN.OR THE OVERCROWDED NEW ENTRANT?

We have seen that the entry of the higﬁly educated post-war baby'
.boom cohorts produced two important demographic changes in the labor
for;e:. There was, of course, the increase in the éelative number of
‘coilégé graduates‘that Freeman emphasizes. But it also substantially
4.q1tered tHe'agé‘d{stribution of the labor fo;ce for both high school
and college graduates, increasing the number of young workers (new
entrants) reiétive to the e;perienced work fofce (peak earners). Which
of these trends dominated the labor market adjustments since 1970? The
.answef fo that guestion‘depends partly on the relative ease of substi-
tution across séhooling classes compared to substitution within schooling
plassés between neﬁ entrants and "mature" workers. But let's first see
wvhat fhe numbers éay. |
To do this, we used the 1968-1976 Cwrrent Pbpulation‘Surveys, which
are the basis for the published,data'Freemgn surmmarized in Table 1, fo
compute income rapios ac?oss schooling and experience clésses.1 The
income data refer to the year prior to survey so our trends span the
1967-1975 time frame. In Table 5 we list college/high school ratios of.

weekly wages and annual earnings for those aged 25-34. Freeman's ratios

1Each of these nine surveys includes from 130,000 to 152,000 people.
Of these, from 25,000 to 27,000 are included in our tables. They are
civilian, white male, age 14-65, not now in school (as their major ac-
“tivity last week), who either worked 50-52 weeks in the previous year
or report the reason for working fewer weeks as something other than
being in school or retired. Those self-employed or working without pay
were also excluded. Our samples clearly do not correspond precisely with
those cmployed in the published tables. :
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in Table 1 for full-time workers correspond most directly to our‘weekly
aage ratios. Although trends in Table 5 are similar to those in Table 1,
our peak levels of relative income of college graduates at the beginning
of tha decade are below his»and'our turning point in maximum relative
earnings occurs in 1970 rather than 1969.. Yet, the basic trends tracked
in Tables 1 and 5 are quite similar |
There 1is one problem with the 25-34 age btacket forced by the use
of published data If the typical high school graduate entered the labor
market at age 19, and the,mean age in that interval was 30, then Freeman's
ave;agé high school "new anaraAt".would have 11 years of market experience.
In fact, some of thesa "new entrants" haVa been in the labor market for
&s long as 15 years, wiah re{atively fey in for less than five years.
‘ Table 5
RATIOS OF ﬁAﬁNINGS Of COLLEGE TO HIGH
SCHOOL GRADUATES FOR NEW ENTRANTS

Age Group . I Year ,
' 1957_ 1968 1969 - 1970 1971 1972 1973 _ 1974 1975

A. Weekly Wages

25-34 1.27  1.29 1.30 1.32 1.30 1.28 1.24 1,19 1.23
College ‘ . , '
25-34/ 1.52  1.54 1.55 1.57 1.56 1.51 1.51 1.47 1.48
High School . [ ] . [ ] ‘ [ ] [ ] L ] L] L ]
20-29

) B. Annual Earnings
25-34 1.33 1.30 1.32 1.34 1.34 1.30 1.25 1.23 1.31
College ' '

25-34/ 1.56 1.55 1,57 1.62 1.64 1.61 1.61 1.58 1.69
High School o - o
20-29 ‘ . ' e e




This certainly does not correspond to common sense notions of who new

-33-

entrants are. More importantly, it could conceivably contaminate com-

parisons if most of the depressing labor market effects impacted on true

pev entrants who are more~like1y to be represented in the‘cbllege group.

Therefore, we also include in Table 5 income ratios for college graduates

aged 25-34 relative to high school graduates aged 20-29. Since college

graduates enter the labor market at least four years later thanm high

school graduates,-these ratios should more closely approximate workers

still exhibit.a rising trend to 1970 and a decline thereafter, one is

clearly 1ess-impressed by the magnitude of those changes. The 1975

-

with similar téhure in the work force. While the weekly wage ratios

wage ratio is only 4 percentage points below the 1967 ratio. Relative

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

of the demise of the college degree may have been premature.

The sensitivity of'eafhings'ratios to these age intervals Bfings

us to new entrants. In Tables 6 and 7, ratios of weekly wages and

Age Group

35-49/20-24
35-49/20-29

40-54/25-29

40-54/25-34

RATIO OF WEEKLY WAGES OF PEAK EARNERS

1967 1968
1.52  1.60
1.33 , 1.36
1.61  1.49

1.39

1.31

Table 6

TO NEW ENTRANTS

1969

1.55

10 33

1.48
1.38

”e
-

 Year

1970 1971 1972

High School

1.61 1.64 1.67
1.38  1.39  1.41
College
1.50 1.64 1.71
1.38  1.44  1.47

1973

1.74
1.46

1.65
1.43

1974

1.72
1.47

1.74
1.51

11975

1.70
1.46

1.87
1.60




Table 7

RATIO OF ANNUAL EARNINGS OF PEAK EARNERS
TO NEW ENTRANTS

Ag? Group _ : - Year '
1967 1968 1969 1970 1971 1972 1973 1974 1975
| High School | ,
35-49/20-24 1.56 1.66 1.64 1.73° 1.81 1.84 1.86 1.86 1.93
35-49/20-29  1.35 ,1.38 1.36 1.43 1.46 1.48 1.52 1.53 1.59

. College .
40-54/25-29 1.63 1.52 1.55 1.54 1.67 1.73 1.71 1.79 1.91
40—54/25-34 1.40  1.33 1.39 1.39, 1.44 1.48 1.45 1.53 1.62

annual earnings fﬁr peak earners relative'to new entrants are proQided.
For higﬁ school graduates, péék earners are those aged 35-49 and two def-
initions éf new ;ntrants are employed men 20-24 years old and those in
the 20-29 age interval. To éapture college graduates at similér points
in their labor market careérs, peak earners include men 40-54 and new
entrants are.men aged 25-2§.and 25-34.

For both annual earnings and_&eekly wages and fbr'bbth.hfgh school
and college graduates, the fall in the relative incomes of new entrants
dwarfs any ;hangés éxamined in the réia%@ve wages across schooling groups.
The maximum decllng in the weekly waées of 20-24 year old high school
graduates was 22 percentage points, with an end point change of 18 per-
centage points. As oﬁe would suépeét, these changes are smaller when
older new entrants (20-29 year olds) are considered, but the end point N
comparison is still 13 percentagé points. For college-graduates (ignoring

the somewhat anomalous [to us] 1967 ratio), the trough to peak movement

is 39 percentage points for the youngest new entrant category and
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29 percentage points for those aged 25-34. Note, in particular, that
most of this decline occurred after 1970 and, as we have seen in Table 3b,

population growth rates were twice as large after 1970 compared to the

1967-1969 period.

Turn next to annual earnihgs of peak earners -to new entrants. For
the youngest high school graduates, we now obs;;vgi§ 3Z“pg§centagé.pqint
decli;e in relative earnings of new entrants, and for the youngest col-
lége graduates a 39 petceﬁtage point drop. Since the difference between
annual earnings and weekly wages represents weeked worked, for high s;hool
graduates, half of the decline in relative wages of new entrants involved :
reduced employment.1 The good news in that bleak statistic is that | .
employment effects tend to be much more transitory than wage effects ;o "t

that eventual improvements for these new entrants should arrive sooner

and be larger. How permanent are these effects likély to. be?

THE NEW DEPRESSION: ULCERS OR INDIGESTION?

In a recent paper, one of us (Welch) estimated the’effécts éf_cohort
size on initial wage and employment Af member§ of that cohort as'fhey
entered the labor market, as well as the persistent iong—term effects on
that cohort as they proceed through the mature stages of their worg |

2 . i . 'A . .
careers. Welch reports that initial effects on new entrants were large

L
cob
N A

1Unemployment rates of male high school graduates as of October in
year of graduation were:

1967 1968 1969 1970 1971 1972 1973 1974 1975

9.5 10.2 7.6" 12.9 14.0 12.3 12.3 15.3 19.1
SOURCE: Handbook of Labor Statistics 1976, Table 32.

2For the methodology underlying these estimates, sce Welch (1978).
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for wage rates, weeks worked, and hours per week. These effects were
also larger among college graduates than high school graduates. This
may reflect lower substitution'enong college graduates across their
career phases suggeeting that worker-learner substitution elasticities
fall with increased schooling. Sharper distinctions among college labor
"in skills acquired over tne life-cycle has some intultive appeal.

However, these lnitlal‘effects decayed over work careers so that
by the time workers have been in che labor force for 10 years, Welch
~ finds essentially no long-tecm effecte on hours or weeks. Since most
workers eventually assume’ full-time permanent jobs, the exclusive con-
centration of employment effects at the front end when workers are pur-
suing their first JOb.Ot engaging in considerable job switching is not
surprising. Wage.effects did persist but were one-third of initial
effects for high school graduaces and one-fifth of initial effects for
college graduates. 'The baﬁy—boom cohorcs were indeed taxed but their
future seems brightef than F;eeman's book would indicate.

To provide a sense for tne_nagnlcude of.these effects, Welch esti-
mated the effecte of cohort sizes.of celative wages over the‘l967-1975
oeriod. He reports that the increesing new entrant share of the 1labor
force predicted reductions ln weekly'wages of new entfents by 13 percent
for college graduaces and 8 percent for new high scnool graduates. For
blgh school graduates relative cohort size of peak eerners fellrover
this period increasing their wages by 2 percent. .Thus, new entrant
weekly wages were predicted to have fallen relative to peak earners by
10 percent for high school graduates.and by 13 percent for college grad-

uates. This compares to an actual change over this period of 12 percent
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for high échool and 16 percent for college graduates (see Table 6).
In comparing wages across schooling groups, between 1967 and 1975,

the predicted change in the college/high school new entrant wage was

J percent ccmpared ko theipeak to trough change in Table 5 of 6.8 per-
cent. If these estimates are correct, then what has passed for a new
-depression in higher edﬁcation may be unique to the entrants of the
eagly.19705. For them, as effects erode of their life cycles, the
fﬁturé is brightef; and for subsequent arrivals who themselves will be
members of Smaiief cohorts, the future is also'brighter. The wage data
for the 1970s\are clearly telling an important story. But to us, the
weight of thé'evidence sugggsts that it is a ;tory of the overérowded

new entrant and not the overeducated-American.

WHAT.WILL THE FUTURE BRING?
ﬁased on fhe recursive model discussed above, Freeman makes some

projeétions into the future. ©On the basis of his model, he paints a
not very optimis;ic future. He predicts that the relative economic
status of graduates will level off aﬁout 1978, improve‘moderately in
the early 19805 as a.resﬁlt of smaller number of graduates in response
to the depressed markets of the 1970s and declines in thé size of
college age cohorts. In the mid-1980s, the fall in‘the number of col-
iege graduates will create a new boom for new college workers which
will level off in the 1990s. Unless there is a sharp inérease in
demand, this boom will not restore college income to the premium that
.existed in the 1960s. - His scenario is just as bleak for those who received
their baccéiaureates in the.depressed market era. Singe they will be

followed throughout their lifetimes by large numbers of similarly
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-situated Qorkérs, he argues that supply pres;ures will likely maintain
their low wage stafus. His forecasts will go a long way to reestablishing -
eeonomics"reputacion as the diéhal science.

". In the previous section, wé have already presented our evidence indi-
cating that the long-run iﬁpacts on mémbe£§ éf these large cohorts who
entered the labor market in the 1570s is likely to be much smaller than
Freemar indicates. We have also demonstrated that much of what Freeman
cails a new depression results from an inclusion of new entrants in his
college group while by and 1;tge é#clﬁding them from his_high school
group. T; the exﬁent.it existed atvall; the deﬁth of the new depréssion
qaé never as severe as rreeﬁan alleged. But there is no dqubt that wages
of new college (and high scheol) graduates‘declined during the 1970s, and
the question of Yﬁture prospects for those who follow them remains. The‘
additional income data-avéilable after Freeman's book was published'(gée
Table 1) indicate tﬁat the'tfough in income ratios for new schooling
éraduates occurre&_iﬁ 1974.- We may be more sénguihe about future pros-
peéts given the recovery suggésgéd by the 1975 and 1976 data. In his
study, Welch als;vprojected futufe iﬁcomes of college graduagés into 1990
based on cohort sizes of the 1960s.and 1970s. Welch reports that in 1990
lifetime income prospects fér college graduates will rival those of the
most favored classes entering in the 1960s. Whefher'our more optimistic
forecasts pfevail over those Freeman reports is a question that should be

answered in the next few years. . ' o . =~



THE MARKET FOR BLACKS AND WOMEN

In the final chapters of the book, the emphasis shifts from a
general analysis of the collége'labor market to an examinat;on of the
relative position within that market of selected groups. Albngsidé'
the deterioratién in the market for college graduatés, the 1960s wit-
-messed an alteration in a number of othér histé;ically ?grsistent;wagé-
vand employmént patterns. The interaction of these changes with the
déclining market.for new college graduates is the primary focus of
.these chapters. Relying on a c&nsiderable amount of his research pub-
lished in much more detail elsewhere (1976), Freeman first considers
black collége graduates. Income differentials by race have histori- f
cally been largest among highly schooled blacké., College educated |
black males t;aditionally foundvemployment in occupations that serviced
the black population (i.e., teachers and preachers); and wefe rarély
employed in high paying management positions alongside whites. This
has ;ften beeﬁ interpreted; as it is here, as indicating that the |
economic effeqts of market discrimination impinged ﬁést Severelytén
more educated blacks. Freeman demon;trates that the relaiive ecbﬁomic
position of black college graduates improved subgtantially during.the,
1960s. In fact, by 1970 almost‘iotal racial wage parity among éoliege
education males existed in some occupations. Although the largégt gaihs
accrued to new black graduates, wage gfowth relativé to whites ;;sbalso
evident among blacks who had received their collége training earlier.
Paralleling this wage improvemeht, college enrollments of blacks ex-

panded enormously. In the last twenty years, the proportion of black

males attending college more than doubled, with blacks selecting business
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oriented fields where monetary incentives aré presumably éiven more
weight. In spite of the general decline in the college labor market,
these gains achieved by.blaéks were at least maintained during the
"dY70s. The princiﬁal, if.not the exclusive, causative factor cited
by Freeman is the enforced compliance to fair employment legislation
-popularly known as "affirmative action." Title VII of the-1964 Civil
Rig£t§ Act prohibited both employment and wage discrimination on the
baéis Bf race. Iﬁ also created the Equal Employment Opportunity
Qommissioh (EEbé)‘to monitor firm complianée with the provisibnsiﬁf

the Act. The\0ffice of Federal Contract Compliance (dFCC) was estab-
lished in 1965‘to administeg an executive ordér forbidding discrimina-
tion by government contractors.

Whiié there can be no doubt that the wages of black college gradu-
ates increased substantially in the last fifteen years, we are skeptical
pf some of Freeman's c;ncluéions. In particular, we question:

1.‘ The iaea that the mid-sixties represented a unique and radical
departure from‘thg past. Ve feel that many of the reasons for these
changes reflect developments that hav; been evolving slowiy throughout
the twentieth ceﬁtury. . |

2. The almost totai reliange on decreases in discrimination against
blacks especially as induced by government affirmative action preésures
fb explain the observed patterns.

3. The highlighting of the admittedly impressive gains of college
educated blacks leaves the reader with the impression that little of
.the benefits filtered down to less skilled blacks.

Table 8 documents some reasons for our concern. There, black-white

ratios of weekly wages are listed for high school and college graduates



| -41-

Table 8

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

Years of : - . Average Weekly Earnings
Work Experience _ ‘ 1970 1960

_ High School Graduates
1-5 S |  .806 714

- 6-10 .791 714
11-15 4 ' © 749 .682
16-20 . . R .750 - .690
21-30 o S . .698 .648
31-40 S .690 *.590
College Graduates _

1-5 , - 715 - ,655

6-10 : .692 .582
11-15 : N . .688 .582
‘16-20 .- ' .675 .517
21-30 _ : .667 <421
31-40 : .522 - .422

'SOURCE: Smith-Welch (1977)

The laigest improvemént is quoubtedly ;hat of college educafed blacks,
but less skilled blacks.aISO,écp;ed impréssive gains relative to whites.
The decline in w;ge fatios wiﬁhin éac§ cross—-section has ofté; Been used
as evidencc that'blacks as a grOup_haVe been relegated to dead-end jobs
-with little career growth potential.'_w;ge ré;ios also decrease with
schooling level and the cross-sectional deteriération is more rapid
among college gtaduatés. This is ihe main source for the belief alluded
to earlier that black college graduaﬁes'suffér more from discrimination
both in the form of lower wageé.relativg‘fOTthtes as they begin their
market experience énd‘less rapid.waéé growth qvé; their work cafeefs.

However, interpreting life cycfé processes from a_single croSSesection

can be extremely misleéding. Younger blacks are notthly observed at
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an earlier'point in their work careers, but they are simultaneously
members of more recent cohorts. With the two cross~sections contained
in Table 8, we can follow individual cohorts over time. The within
cohort ‘trends (the experience of a 1960 cohort of workers with 10 yeafs
of additional experience in 1970) indicates quite clearly that relative
blac%rwhite wages did not decline over the life_cxcle._“lnatead, £@9}
cross-sectional pattern reflects the fact that new cohorts of blacks
ate performing better in the market relative to whites than their pre-
decessors. This cohort improvement is consistent.with two hypotheses.
The first is that the real relative marketable skills of blacks nave._
improved even within schooling classes (presumably through better ‘
schooling quality or home environments). vThe alternative explanationriﬁ
nould be that labor market disctinination is’diminishing through time.
In this view, the labor market operatesiso that a major part of a per-
son's career profile is determined at the time he enters the market.
Hore‘recent entrants face less discrimination and therefore realize:l'
income profiles that are relatively,higher in comparison to white‘or
"norm" profiles. But if these changes are aasigned to declining'dié—
crimination, one cannot rely heavily on laws that were passed in the

mid-sixties. The process of cohort convergence has been proceeding

far too long for that explanation to be ccnvincing. T

In a seriesdof recent articles (1977 1978), we argued in favor
of the first explanation. We found that the advance in the relative
income of black males between 1960 and 1975 was due mainly to converging
educational and_skill distributions by,race and a narrowing in wage
differcntials.between regions.; Skill 1evels wvere relatively constant

vithin cohorts and convergence was accomplished as increasingly similar



43~

racial cohorts entered labor markets while other less similar cohorts
retired. This is illustfated first in Table 9,_which lists years of
school completed for males at point of entry in the labor market from
1950 to 1970. }In 1930 the typical black male began his work career
with 3.7 fewer years of formal schooling than his white counterpart,
and almost 80 peréent of these blacks never attended high school. How-
evér,.as successive cohorts entered the labor force over the last forth
years; the competitive disadvantage of blacks continuously dissipated.
by 1970 only i;? years of schooling separated black and white males at
the time of.tyeir initial labor force experience.

The stofy.conveyed by nominal years of séhooling is reinforced by
dataz on schcol quality. The current, and often valid, criticism of the
.quality of contemporary black education mékes us forget that the his-

torical situation was much worse. The data‘on nominal characteristics

of schools tells a clear sﬁofy of a pervasive improvement in the quality

Table 9

YEARS OF SCHOOL COMPLETED AT ESTIMATED TIME OF
LABOR MARKET ENTRY

Year -of Labor Market Entrv

Males
1930 1940 1950 1960 1970
Mean Schooling of Blacks 5.9 | 8.0 9.9 11.1 11.4
Mean Schooling of Whites 9.6 11.1 12.0 12.6 12.6
Proportion of Blacks with
less than 9 years of school 0.78 0.58 0.31 0.15 - 0.11

“Proportion of Whites with
‘less than 9 years of school 0.42 0.22° 0.15 0.10 0.07

SOURCE: Smith-Welch (1978).
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of ﬁchools attended by American blacks telative to those attended by
whites. |

" By 1835 every southern state had a law prohibiting the schooling
of slaves and some even forbade instrpction of freedmen. Emancipation
thus came at a time when no slave under thirty years old could legally
have been schooled. Until emanciﬁatibn, most blacks who attended.
. school were freedmen in the North, and they accounted for less than
2.percent of the ;ch;ol age population. The‘effective origin of mass
black education in the South was dﬁrihg and immediately following the
Ciyi; War. The Freedman's Buréaq fipanced construction of something
1ike'4,250 schools ané the period of Congressional reconstructibn,
1867-1875, established free public education on a significﬁnt scale as
can be seen from the énrollment data of Table 10.

For practic#l purposes, ;oday's black population was schooled in

the twentieth century. The beginning of the century was concurrent

-

Table 10

BLACK SCHOOL ATTENDANCE RELATED TO SCHOOL AGE
POPULATION 1850-1960 -

Number - Percent of Total

Attending - Population 5-20
Year School (000) Years 01d
1850 26 1.7
1860 , 33 . 1.8
1870 180 9.2
1880 856 32.5
1890 999 32.0
1900 1,097 -31.3
1910 1,071 45.4
1920 2,056 54.0

~SOURCE: Welch (1973)
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with disfranchisement, and quality discrepancies between black and white
schools were probably larger than that at any other time. Whatever eﬁi—
dence one selects, the implication is that the trend in this century has
beer. toward equality. Table 11 contains four indices of schooling
quality: average days attended, pupils enrolled per classroom teaqher,

enrollment in first relative to second grade, and school completioﬁ levels

of public school teachers.

| The change that may have been of greatest importance in terms of
learning acquired is the convergénce in the length of school terms. In
1920, black youths attended school only two-thirds as many days as wh#te j )
students, but there were no real black-white differences in days attenégé;:
by 1954. Similarly, in 1920 téachers of black students had 1.75 as maﬁyii.
pupils as the average teacher in.the country. By 1954, this diffe;ence
had been substantially reduced. The extraordinarily high ratio of.first
to second graders suggests that on average a black student took about
two §ears to complete the first grade in the 1930s. Retention rates
that average 100 percent suggest low quality education coupled wifh.in—
flexible standards. Between 1940 and.l954 implicit retention rateé in
southern Negro schools moved toward the national norm. |

In 1930, 38 percent of black teachers had not graduated from high

school, and anotger 20 percent had less than two years of collegé. Tﬁe
rate of increase in average schooling of teachers is perhaps grééfést
among the several attributes we have examined. In ;930, nine percent
of black teachers had the equivalent of a bachelor's degree; by 1952
the proportion had risen to 73 percent. This compares favorably with

the 78 percent of Southern white teachers who were college graduates

at that time. It is often difficult to link attributes of schools to
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Table 11
A,

*

COMPARISONS OF TWENTIETH CENTURY TRENDS IN CHARACTERISTICS BETWEEN
THE SEGRECATED NEGRO SCHOOLS, SOUTHERN WHITE SCHOOLS, AND ALL U.S.
, SCHOOLS | -

: .~ =++= =---- Enrollment in
Average Days Attended Pupils Earolled per First Relative to

Per Pupil Enrolled Classroom Teacher Second Grade
~ Negro All Negro All Negro All
Year Schools Schools Schools Schools Schools Schools
1899-1900 57 692 - 56.7 42,52 1.37 1.14°2
1908-09 71 - 88 56.4 39.9 1.45 1.493°
1919-20 80 121 56.0 31.8 ' 1.96 - 1.64
1929-30 97 143 : 43.7 - 30.0 ' 2.35 1.48
1939-40 126 152 45,3 29.0 2.03 1.29
1949-50 148 158 33.6 27.5 1.62 1.20
1953-54 151 159 , 32.9 27.9 ' 1.45 1.25

8Southern white schools oﬁly.

v B.

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

Year 1930 1939-40 1949-50 . 1951-52

Percentage of : I . _
Teachers Who Had Negro - Negro - White ‘Negro . White" Negro Negro
Completed . Schools Schools Schools Schools Schools Schools Schools
a) Less than two 8 . 30 7 14 6 9 3.
years of v : ae L
college | _ | ‘
b) Four or more 9 35 60 65 72 73 78
years of : .

college




measures of school achievement, but the consietent picture of simulta-
neous convergence in all these dimensions makes the case for improving
quality of black schools plausible. Most of this increase in the quality
of ﬁlack schocling.flowed from the mig:ation of blacks from the South
(where schooling quality was low for both races relative to the rest of
the country) and the improvement 15 Southern.schools. While a bfoad
view of 20th Century experience leaves little doubt in our minds about
the ‘enhancement in schooling quality for blacks, there is, however, a
legitimate question as to whether these trends have continued in the
last few years. | S ) . |

In regional explanationé of the changes in wage ratios, southern
: lecation accounted for a significant pégt of the rise in bleck wages.e
Although migration flo&s had a small favorable impact on blacks, coe—'
vergence towards the national norm in black—wh;te southerﬁ waées was
fer more important. RelativeAeiack—white wage ‘ratios for bo;h sexes
rese more rapidly in the South, especialiy amoﬁg the young. For males
with less than 10 years of exeerfence and for women under 30 years old,
relative black-white wages increaeed ey 10 percent more than in the
rest of the country.

Where does all this leave Freeﬁan's'explanation ef-declining dis-_
crimination? Clearly, the factors we have mentioned so far do not ex-
clude the possibility that governmental action had.an independent effect.
There 15 considerable popular evidence based on interviews with firms
that they are very much aware of legal problems if ;hey do not hire a
“reasonable" proportion of blacks. Uﬁfortﬂnately, the scientificvqual-
ity of the evidence on ehis issue is in a ver& pfimitive'state. There

is no consensus about the appropriate test nor is data available of
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sufficient scale and quality that controls for other potential factprs.
Moreover, the existing studies on the effects of affirmative action
yleld conflicting results.

Because they do not deal with economy-wide effects, case studies
of EEOC and OFCC have been the least useful ig determining aggregate
effects on black-white wage ratios. In their survey of this research,
Butler and Heckman (1977) cite the work of Andrea Beller (1974) as
the most sophisticated of the micro-studies of EEOC. She concluded
that the enforcement of the wage and employment provisions of the
1964 Civil Rights Act appears to have a slight negative economy-wide
impact on relative employment and no (or possibly a negative) impact:
on relative wages. The OFCClstudies.are of questionable use because'
they deal only with reiative empioyment effects and contain no igfor~.
mation on relative wége effects. Butler and Heckman conclude that
the evidence suggests small but positive short- and long-run effects
on employment, but possible negative effects on relative occupa;ionéi
posirion.1 '

The most important study arguing for an important gdvernmeﬁt
role was conducted by Freeman (1973). With time-series data from_
1947-1971, Freeman regressed the black;thte income ratios on é time
trend, deviations from GNP as ﬁ proxf for cyclic variation, relﬁtivé
education of blacks, and a‘variaBle measuring cumulative EEOC ék%endi-

tures. The latter variable was used as an index of federal antidis-

crimination programs and had a statistically significant positive

1Another class of studies has concentrated on studying the actual
mechanics of enforcement by the two agencies. The mechanics include
funding and staffing levels, and length of time of litigation. The
hard and anccdotal evidence makes one very skeptical that these agencies
have had much impact. See Wallace (1975).
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coefficient. On the Basis of this evidence; Fréeman concluded that
affirmative action pressures had shifted the time-series pattern of
télative wages toward blacks.

The. ability of limited time-series data to detect the effect of
affirmative action and more importantly to discfiminate among alter-
native hypotheses 1is questionablé. There was é dramatic increase be-
tween 1965 and 1966 in black-white ratios, which is often used as
#vidence that the civil rights laws that just preceded this increase
bere a factor in accounting'for the recent improvement in the earnings
.of'b}acks. Variables that al;o change rapidly during the same period--
such as Freeman's cuﬁulatiﬁe EEOC expenditure series--will undoubtedly
~capture the sharp break at this time ip the time series p#ttern. How-
ever, year—-to-year cﬁanges in this series are often quite irregular.
For example, there are two other points (1951-1952 and 1958-1959) where
fhe Increase in the black-whiée ratio is almost as large as the 1965-
1966 changg. In.these years there was; of céurse, no comparable
legislation. Moreover; if fhe time series data is decomposed into
regions of the country the_onl& éha;p break in the series octurs in the
South in the late fifties. While Sodtherners could be credited with
clairvoyance in anticipating futufe legislative action, the data may
be telling a different story.

In our previous research (Smith and Welch, 1977) we attempted to
test the influence of government on the rise in black-white wage
ratios. We argued ‘there that the implied threat of pressures on
.government contractors for affirmative action gave us our best chance
to observe the effects of this legislation. Our method was an indirect
one--to focus on workers most suscepfible to government influence. We

T~



.identified workers by the degree of their contact mith the government-
direct government employees, workers in industries regulated by the.
government, and those in industries that sell a large oart of their
oroduct to the government. If affirmative action was an important '
causal factor, its impact should have been strongest on employment

and wage trends in these industries. Our empirical research indicated

-

however, that for males the largest gains in black-white ratios
occurred in those industries least vulnerable to federal or local
government influence--i.e., the'private sector. We concluded on the
basis of our Census study that the aggregate effects of affirmative-

action since the 1960s was probably small.

We are not sufficiently comfortable with even our study to make
‘any definitlve assessment on the role of its 1960's civil rights legis—
lation. We do feel that Freeman exaggerates their importance and the
uniqueness of this period relative to the other factors we mentioned
above. Yet, there are a number of patterns in the data that are sug-
gestive about the effects of this legislation. For example, by setting
employment quotas by race, the largest benefits should accrue to‘blacks
where they are most scarce--i.e. in skilled occupations. The more
rapid improvement for black college graduates is certainly consiscent
with this. Distributional impacts within the black populationjmay be
important even if aggregate effects of black-white wages are ndr;
However, a good deal more methodological and empirical research is neces-
sary before one accepts even a toned-down version of Freeman's view.

Freeman next turns his attention to college educated women. In-
come returns from college have traditionally been lower for women

than men and fewer women attended college. But in recent years there
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have beeﬁ significant changés in the labbf market for women. The
secular growth in labor force participation rates for married women
accelerated during the last fifteen years. While the overall wage
;ositioﬁ for women has ﬁot changed substantially, Freeman notes
moderate improvement in the economic status of college women relative
to men. In particular, college women have‘entefed traditionally male
domiaated occupations and received wages in thesg occupations com-~

parable to those of men. Moreover, the wages of college educated

.wbmen did ho; decline as much as those of men in the depressed market

.and college énrollments of women increased. A counterbalancing

forég to these trends is the expected decline of the teaching profes-
slon—a traditional stronghold fo. female employment.

Freeman cites'fourbfactors that may have altered the job market

_for women in the 1960s:

1. The civil rights iaws and executive orders mentioned eaflier
also prohibited discriminatién on the basis of sex.

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

3. The substantial decline in the birth rate during the 1960s

lessened the family responsibilities of these women and made it

P
.

easier for them to work. .

4. Traditional attitudes towards sex roles have been changed,

Pperhaps as a result of the first two factors.

"While a detailed study of changes in various professions
and degree programs is needed to pin down the locus and
cause of these changes in the returns to female investments
in college, it seems plausible that the overall gains are
due to the improved market for college women resulting from
the activity of the woman's liberation movement and federal
affirmative action." - : :
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| We frankly find this to be the weakest chépter in the book.
Writing a popularized version of one's researﬁh is a legitimate and :
useful business as long as there is a body of godd research under-
lying it. 1In this case, we know of no research by Freeman (or in '
fact by other economists) that supports his speculations about the
-'female_labor market. The growth in fema;e lab;?'fgéce_ggg;icipatigp.
“has been proceeding throughout the twentieth century and long pre-

dates the political woman's movement in the 1960s. Freeman's speculations

are good for the soul and easy bn the intellect, but this chapter

does a disservice to the stimulating and serious research contributions  f 

he makes in the earlier chapters. His book would have been stronger ‘,"f

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

CONCLUSION

In this review, we have offered a critical assessment of RicbardA
Fre;;an's intriguing and challenging.book The Overedhéated Americant'.
The basis thesis of his work is that college trained manpower isrin a
state of serious over;supply and is iikely to remain so for many'iears
to come. As part of our review, we have reeﬁamined the wagé and employ-
ment data for the 1970s. These data are clearly telling a fascinaéing
story of adjustments to large entering cohorts. But to us it ig:a
story of an overcrowded new entrant and not an overeducated Ame;igan._
The absence of any reduction in the relative wages of more experienced
college workers during this decade represents a serious challenge to
Freeman's hypothesis. If their wages do not decline in the next five
years, and if the wages of new entrant college graduates of the 1970s

recover most of their initial setbacks, then concerns over the impending

death of the college diploma should themselves be laid to rest.
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