
3.36pt

Lorenzo Neri Labor & Personnel Economics a.y. 2025/26 1 / 35



More on College Investment
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Recent developments

By now, well established that returns to schooling are large (and
growing).

Outstanding questions:

Large heterogeneity in returns: by college selectivity, by choice of
major. Are these causal?
Are students accumulating too much debt? Too little debt?
Why do some populations have very low college attendance rates?
Small differences that matter.
What do colleges do?
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Returns to College Selectivity

Large heterogeneity financial returns to college investment

By college major
By type of institution.
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Source: Avery and Turner, JEP 2012

Lorenzo Neri Labor & Personnel Economics a.y. 2025/26 4 / 35



Hoxby, “The Return to Attending a More Selective College: 1960 to the

Present,” in Forum Futures: Exploring the Future of Higher Education, eds.

Maureen Devlin and Joel Meyerson (Jossey-Bass Inc., 2001): 13-42.

Groups colleges into 8 selectivity groups:

From Most Competitive to Less Competitive
Excludes non-competiive colleges.
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Wide heterogeneity in returns, increase in returns over time.
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Dale and Krueger (2002)

Is the return to college selectivity a causal effect?

Obviously, some of the qualities that are valued by college admission
committees are also valued in the labor market.

Econometrician typically can control for some characteristics that are
observed by admission committees (SAT score, high school GPA, high
school “quality”)...

... but not all (quality of the essay, recommendations by guidance
counselors, etc...)
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Key findings:
1 Selection on observables: Control for all available characteristics,

substantial return to college selectivity.
2 Selection on unobservables: Control for the pool of colleges that

candidate applied and were accepted to

identify effect from individuals that were accepted at two colleges, but
one chose the more selective one.
Main finding: no effect of college selectivity.
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Model

Rule used by college j to admit applicants:

if Zij = γ1X1i + γ2X2i + eij > Cj then admit;

otherwise reject

X1i observed by both admissions committee and econometrician (SAT,
GPA);
X2i observed only by admissions commitee (motivation, maturity).

Income equation:

lnWi = β0 + δSATj∗ + β1X1i + β2X2i + ϵi .
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We can only estimate

lnWi = β′
0 + δ′SATj∗ + β1X1i + ui .

where ui = (β2X2i + ϵi ) . ui is positively correlated with SATj∗ , δ
biased upwards.

Selection bias:

E (lnWi |SATj∗ ,X1i ) = β0 + δSATj∗ + β1X1i +

E (ui |X1i ,γ1X1i + γ2X2i + eij∗ > Cj∗)
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Expected value of ui is higher for students who were admitted to
more selective schools.

But, students who were accepted and rejected by the same set of
schools will have the same value of ui .

Empirical implementation: condition on fixed effects for types of
schools that accepted and rejected student.

Key identifying assumption: conditional on set of schools that admitted
students, actual school attended is as good as random.

Main question mark: if two students are accepted by MIT and BU,
why does one choose MIT and the other BU?
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Data

College and Beyond: 34 relatively selective colleges, 4 historically
black colleges excluded.

Most selective: Yale; least selective: Denison.

Students enrolled in 1976, surveyed in 1995 (recall bias?).

80% response rate
Income data categorical.

N = 14, 000
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Results:
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Conclusion

“Students who attended more selective colleges do not earn more
than other students who were accepted and rejected by comparable
schools but attended less selective colleges.
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Hoekstra (2009)

What is the effect of attending the flagship state university?

RD design: Compares earnings of 28-33 year olds who were just
above and below the admission cutoff for the flagship state university.

Admission cutoff based on a combination of high school GPA and SAT
score.

Data: administrative data from flagship university, matched with UI
records 10-15 years after HS graduation (N = 12, 000)

Drawbacks:

Actual cutoff not known.
No info on what those below the cutoff ended up doing (but
conjectures that they were in college).
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Summary

Large positive effects for attending flagship state university.

Other RD studies:

Large returns to college quality estimated in Colombia (Saavedra,
2006); high school quality in Romania (Pop-Eleches and Urquiola,
2011).
Mixed results in Chile (2013);
Zero effects in Boston and NY exam schools (Abdulkadiroglu et al,
2011).
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Do Students Borrow Too Much – or Not Enough?

Avery and Turner, JEP 2012.

Types of student loans:

Stafford subsidized
Stafford unsubsidized
PLUS
Perkins
Private loans.

What has happened to student borrowing over time?

Present various calculations of net present value of lifetime discounted
earnings stream for college and high school.

Who borrows too much? Too little?
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Substantial increase in undergraduate borrowing, especially among those

attending for-profit institutions.
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NPV of college has risen substantially, despite increase in tuition.
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Unrealistic expectations?

Many students end up with no degree and debt.
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Heterogenity and Uncertainty

Returns to college are heterogeneous, but also uncertain.

Student cannot know ex-ante what his/er future earnings will be.

Take student at the pth percentile of the high-school earnings
distribution: what would his/her earnings be if he were to attend
college and:

college earnings rank is perfectly correlated with high school earnings
rank?
correlation is 0.75?
correlation is 0?
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Too much borrowing for those attending for-profit colleges?
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Potentially, too little borrowing for some others.

Cadena and Keys (2013): people avoid borrowing as a commitment
device.

Among students with credit card debt (APR=17%+), 45% did not
have Stafford loans (APR = 3-6 %).

Among those working 20+ hours a week in college, more than half
had no Stafford loans.
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For profit colleges

For-profit sector (i.e., University of Phoenix and the like) is the fastest
growing sector in higher education.

Deming, Goldin and Katz (2011):

For-profit colleges educate a large share of minority and disadvantaged
students.
Somewhat successful at retaining students.
But for-profit graduates have higher unemployment rates, lower
earnings, and far greater debt burdens and default rates.

Lang and Weinstein (2012): look at returns to certification from
for-profits, and find broadly similar results.
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Are disadvantage students making the right choices?

Hoxby and Avery (2012): high achieving, low-income students do not
apply to selective colleges and universities.

Despite the fact that selective institutions would cost them less.
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How to induce disadvantaged students to attend college?

Mounting evidence that decision to attend college may not be
adequately captured by life-cycle optimizing framework.

Small interventions can have large effects.

Bettinger et al. (2012):

Completing college financial aid form (FAFSA) is extremely
cumbersome (an order of magnitude more complicated than income
tax returns).
Partnered with H&R Block to set up randomized experiment.
Two treatments: a) information + help in completing FAFSA; b)
information only; plus control group.
College enrollment substantially higher for those who received help, but
not for those in the information only treatment.
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Hoxby and Turner (2012)

low-income. high achieving students can be induced to attend more
selective colleges (with higher graduation rates, and that cost them
less), by simply sending them customized information about college net
costs and choice set available.
Key point: high achieving, low income students are not surrounded by a
critical mass of similar peers that will help them make the best choices.
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