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Signaling Model

Education as a Signal

Education as a
Signal

e Michael Spence (1973), “Job Market Signaling,”
Quarterly Journal of Economics, 87:3, 355-74.

o Two types of workers, one with productivity 1,
the other with productivity 2.

o Employers can not distinguish the types.

e Schooling does not change productivity.



e Figure 9.7: The Benefits to Workers of Educational
Signaling
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et Figure 9.8: The Lifetime Benefits and Costs of

Educational Signaling
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e Figure 9.9: Requiring a Greater Signal May Have
Costs Without Benefits
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Signaling Model

Human Capital or
Education as a Signal?

Signal

e If education is only a signal, why do employers
in the competitive market not notice?

e If education increases human capital, but not a

signal, then why does “sheepskin effect” (the
effect of a diploma) exist?
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Empirical Issues

Education as a
Signal

e Returns to education and endogeneity.

e How to control for unobserved characteristics
such as ability?
e Panel data.
e Twins.
o [Vs: birth quarter, compulsory education
(Indonesia, Taiwan).
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Correlation and
Causality

Correlation and
Causality

Correlation (#8%81%) does not necessarily imply
causality (RISREAR).

o How to correctly estimate the effect of college
education on earnings?
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Correlation and d ui@ﬁ%/ﬁ$ﬁmgg§mgﬁ)

Causality

Lﬁ%ﬂ%ﬁﬂ'ﬂxiﬁﬂémiﬂ'ﬂ, B AIERZEIR u; 187, Bl
COV(X,', l/ti) 75 0.



