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1 the theory
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This paper examines the role of individual choice

of distribution.

cally tractable model of

arnings can be derived from learning theory in the absence of

o]

the rational choice or investment paradign,
The paper suggests that, in the context of an imperfectly
competitive labour market, the primary vole of learning on-the-ich

is as a labour augmenting input to the production process. In

o e

such a context therefore, there is little scope for exercising
individual rational choice. Accordingly, the paper concludes

» post-school, ‘self-investment?

ok

that the human capita
hypothesis has limited application to the theory of income

distribution.
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represents an alternative
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LT
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The figures in double parentheses represent the 't! statistic while

2 .. NP . . .
R is the coefficient of determination.

A1l of the regression parameters ave of the right sign and order of

magnitude., For instance,the rate of return to sc ~hooling of 6,7 per cent
. . - 33 Lo .
per annum is consistent with many other studies. Similarly, the estimate

of T implies that peak earnings age iies between 46 and 56 vears of age,

&

o s : . 34
This is relatively close to estimates provided by human capitalists,

As one would expect the implicit value of the rate of exponential

decline in earnings ,i.e. 0 < § < 0,032, is somewhat smaller than would

be expected by human capitalists. 22 owever this result simply reflects the
fact that we are estimating a grossearnings function whereas the latter
estimate net earnings functicns. For & similar reason our gstimate

of the initial gross average annual rate of inmcrease in earnings

(i.e. ¢k = 5> per cent), is substantially less than Mincer's estimate

W

'ﬂ

of the initial gross rate of return to post school investment,’

The value of the coefficient of determination suggests that the
model explains approximately seven-eighths of the variation in log mean

earnings classified by education and exper ience levels. While this

result is pleasing, it is stressed that it 1is obtained from grouped data.

On the basis of the analytical implications outlimed in the previous
section, it was hypothesised that the variance Bfgarn;ngSWBuld be a
positive function of both the level of formal education and experience
at least to T vears following which some reversal might be expected

¥ X X Jw LY

as a result of the depreciation of the acquired stock of human capital.
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solely on 'learning-by-doing® on the job

data and conseguently that the humman capital

model cannot therefore, as the vitimate

test.

an capitalists to
that the notion of

i1, be consistent with the
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act, the major rol

objection may be reasonable., It is however
the primary role of learning-by-doing or experience is,
input to the firm's production function. In other words, experience, like

ting input 1o

2% a labour AUZWET

physical capital, should

vetion process, Moreover, 1T is shown that, within this context,

the pro

concerned i,.e., the

attract and retain EXDEY LENCeq

firm pays a wage premium in

labour .,
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“This

social or personal ills either to the shortcomings of individuals

suggests ..., the effsct of s minimum wage is to put a ceiling

on the range of learning opportunities to workers.

Blaug (1976, p. 839), for instance, points out, "... the
nearer we approach the monopsony model of firm behavicur, the

tess likely the relevance of the worker self-investment approac

to the guestion of training', Lydall {1979, p.3) emphasises,

as of ecomomics as a whole - is to drop the assumption of perfect
competition.”

Becker (p.52) states his position that, '"If 'practice makes
perfect’ means that age-earnings profiles slope upward, then

according to my approach it must be treated along
of learning as a way of investing in human capital,

Mincer (1976, p. 140) notes, "Ancther interpretation of the shape

t

ol

of the earnings profile i1s as a 'learning curve' or as a reflection o
growth of abilities with age and experie

by doing'. This view is not at all

Mincer {1958, p.2Z91) suggests, syltimately, it is the degres of
conformity of empirical observations with the conclusions
suggested by the model that ecstablishes its usefulness,

Becker (1964, p.69) commenting on his ea yrlier analysis stresses



10,

i1.

1z,

b

that, ",.. the significance of that analysis can be

determined most directly through an empirical examination of
the relation between learning or productivity and human
capital." Mincer (1974, p. 64) suggests, "The proper question
is how well the investment model handles the data and whether

alternative models can do better.”

Becker (1964, p. 9) suggests, 'Presumably, future productivity

can be improved only at a cost, for otherwise, there would be
: ¥ s :

wnlimited demand for training.”

Becker (1964, p. 12) explains, "Some people have asked why any
general training is provided if firms do not collect apy of the
returns. The answer is simply that they have an incentive to do
so whenever the demand price for tralning is at least as great

as the supply price or the cost of providing the training.”

Becker {1964, p. 29) notes, A school can be defined as an
institution specialising in the production of training, as
distinct from a firm that offers training in conjunction with the
production of goods.”™ Accordingly Eckaus (1563, p. 501) observes,
"The complete separability of training and production costs and
the complete mobility of labour makes firms into mothing more

than private schools for general training."

Mincer (1974, p. 64) explicitly states ,"I interpret productivity
augmenting work experience as an investment phenomenon: the
assumption of costless copportunities for augmenting productivity,
which is sometimes implied in the notion 'learning by doingf
cannot be descriptive of labour markets where labour mobility

is the norm rather than the exception., At any rate the

investment interpretation lends itself to empirical analysis.”



14. As Blaug (1975, p.

how individusals can ch

although no doubt business firms

else being the same,

o]
e
[
s}
o
£
O
[
(«é
r*{r
ot g
&
0
=
[« %
\_m‘v
F
r“‘
s
,..gj
ot
jucs
D
E
feu)
2
¢

15, Gintis (1976, p. 51) ¢

but alsc the expected labour endowment of workers hired by the

firm, "

16. As Rosen (1972, p. 334) suggests, 's1 upplying learning-type
jobs requires allocating the time of skilled workers &Qw&fd
{(informal} instruction rather than toward marketable cutput,

necessarily incurred

wasted ocutput of ‘'studer

i tear on physical

in the learning process, additional wear
capital and machinery etc.” As Blaug (1976, p. 837} points out,
"Both learning -by-doing and doing-under-supervision are costliy
in terms of output foregone, but the former is unavoidable

and is not subject to individual choice,®

17. For a detailed devivation of these anal ivtical results sse

Whiteman (1980)
18, See Whiteman (1980),

19, According to Becker (1964, p, 13} "... earnings of persons
g I A e ¥
receiving on-the-job training would be net of investment costs and

.o« Which

would correspond to the definition of net

gross earnings.’ Mincer

subtracts all investment costs

(1876, p. 188) likewise observes Ygiven the
> 4 E



20.

22.

3]

opportumity costs in human investments, observed
earnings more closely approximate the ‘net' than the ‘gross’

concept,”

The employees share might be equivalenced to the human capital
return on general on-the-job training plus a premium to

deter turnover. As Ross and Wachter (1973, p. 677) suggest:

"for a long-term wage contract to have operational significance,

it is necessary that the contract include a wage premium that

will insulate the firm from short-run changes in the economy-wide

demand for labour.' In the present model the firm has an option

on any increment toc the wage rate attributable to post-school

.

{informal)} learning., Thus in proportional terms ¢ is eguivalent

to the 'wage markup® over the unskiiled (inexperienced
& H +

wage in Hamermesh and Coldfarb (1970},

See Mincer (1870, pp. 6-8).

In general, the schooling-model here is taken as applying in
respect of any formal course ofinstru ietion and thus covers

apprenticeship training as well as primary, secondary and

tertiary education.

For a detailed treatment of the notion of depreciation, see
Clark , Kreps and Spengler (1978). There is in fact some
doubts as to whether the concept ought to be applied to

Thuman capital', Becker (1964, p. 140] notes “there 15 no
systematic tendency for time series profiles to decline in the
tast age class even though cross-section ones do." There is
thus 2 tendency to attribute the ebserved decline in Cross-
that is to

section age

technology

;.“

SeCular-increases
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47,

There are some advantages in using grouped data. Rosen (1976,
p. S54) for instance suggests that “functional form resolution
is much better with aggregated data, and it is easy to

see where the function goes off the mark.”

Mincer (1974, p. 101) points out, "a positive correlation between
means and variances of variables is a frequently encountered
empirical phenomenon ....". Sahota (1978, p. 14} reports,
"Both the variance and the mean of earnings increase with
positively correlated experience and schooling, and there 1s a

pesitive correlation between means and variances of the

earnings distribution in age and schooling subgroups,.”

See Becker (1964, p. 69) and Mincer {1974, p. 6473,

4]

Becker (1964, p., 24) states, "firms are not too concerned
about the turnover of employees with general tralning and have
no incentive to offer them a premium above wages elsewhere

because the cost of much training is borne entirely by employees'.

Blaug (1976, p. 846} for instance points out, “The human-
capital research program is silent on why there should be such

a persistent bias in the preference of employers™. Thurow (1876,

p. 90) also notes, "with the exception of specific skills, interest

in employee quality should not exist in a wage competition model,

s

vet it does seem toexist.”

The concept of equilibrium underlying the model is thus
dynamic as compared to the static equilibrium of human capital
theory. In the words of Lydall (1879, p. 5}, "The equilibrrum
will be the equilibrium of forces continually in motion,

containing within itself the seeds of its own development and

transformation, It will be what Marshall might have called a
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Taubman (1975, p. 14) light-heartedly suggests that only an
employee who is completely conversant with the work of
Mincer would in fact be able to cope with the information
requirements implied by the human capital self-investment

hypothesis,

Lydall (1979, p. 82) suggests "It is a known fact that people
vary considerably both in the information available to them and
in their reasoning ability. Something must therefore be

specified about assumed levels of information and ability if the

to produce definite results.”

[N
W

theory of utility-maximization

In other words the model becomes something akin to a job-search
model where “the firm has monopsony power in a dynamic sense
because of imperfect information and the cost of search,”

Mortensen (1970 , p. 168).

Becker (1964, p, 27) clearly states, “Firms would be more
willing to pay for all kinds of training - assuming wages were
set at an appropriate level - since a contract, in effect,
converts all training into completely specific training."
Furthermore "Monopsony cowbined with control of a product or

raining specific to that product or

fs3

an occupation .., converts
occupation into firm-specific training. These kinds of monopsony
increase the importance of specific training and thus the

incentive to invest in emplovees.' DBecker(1964, p. 28},
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