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Low-Skilled Workers and the Rhode Island Labor Market:

The Role of Education Credentials

Introduction

The transformation of the U.S. economy from an industrial/manufacturing base to an information/technological base has had important ramifications for Rhode Island and its residents, especially those with low education levels. Economy-wide changes have both eroded the industrial foundations of the state and darkened the employment landscape for low-skilled, less educated workers in the state. While most public discussions focus attention on the merits of carrying a college degree into today’s labor market, there will always be workers who lack this credential or who, indeed, lack any college education at all. This report focuses on these individuals. In particular, this report presents evidence on what is happening in the Rhode Island labor market to various groups of individuals who lack a college degree. The evidence comes from three different sources: administrative data from both the Rhode Island Department of Education and the Department of Labor and Training, a survey of Rhode Island employers that we conducted in the spring and summer of 2007, and a Rhode Island labor market “audit study” that we conducted in 2006 and 2007.

In discussing the results from these three studies, we will focus on the role of education credentials in the Rhode Island labor market. In particular, this report will present and discuss how three different groups of individuals—high school diploma holders, dropouts who have obtained a General Educational Development (GED) credential, and dropouts who lack any education credential—fare in the labor market. While it is clear that a college education is critical to economic success in today’s global economy, it is just as clear that the labor market outcomes of the tens of thousands of Rhode Islanders who lack this level of education are a critical piece of the overall Rhode Island economic picture. This report is an attempt to shed some light on this issue.


The Rhode Island GED Study

What Do We Know About the GED?

The GED credentialing program has become an established part of the U.S. education landscape. Originally developed for returning service men and women in World War II, this exam-based credentialing program that requires minimum scores on five exams—reading, writing, math, science, and social studies—now awards about 500,000 credentials each year and is easily the primary “second chance” credential for school dropouts. The rise in the use of the GED by our nation’s dropouts is chronicled in Figure 1. The sharp rise in the number of GED credentials in the early 1970s corresponds to increasing federal and state dollars going to GED preparation programs that began in the 1960s. The spike in GED credentials in 2001 and the precipitous decline in 2002 correspond to the new GED 2000 that took effect in 2002, a test presumably harder to pass than the previous version. The GED testing program has become the de facto adult secondary education program in this nation.

The GED credential is often billed as a high school “equivalency” credential; indeed, many people think that GED is an acronym for “General Equivalency Diploma.” Research has shown, however, that this equivalent status is an empirical misnomer. In a 1993 paper published in the Journal of Labor Economics, Nobel economist James Heckman and his co-author Steve Cameron demonstrated that in terms of labor market outcomes, GED holders fare much worse than regular high school graduates (Cameron and Heckman 1993). Subsequent research has focused not on whether GED holders do as well as regular high school graduates, but rather whether the GED buys a dropout anything once the drop out decision has been made.

In addition to interest in the economic benefits of the GED, the role of the GED in calculating high school graduation rates has recently become a topic of substantial interest. The issue is that in some official statistics, GED holders are counted as high school graduates, a practice that tends to inflate the real rate at which high schools graduate students, while simultaneously understating drop out rates (Tyler and Lofstrom 2008).

To most economists, the real measure of the efficacy of obtaining a GED lies in the extent to which this credential leads to better labor market outcomes than would have otherwise been the case. This raises the question of the mechanisms through which this exam-based credential could impact earnings and employment.

One such mechanism is human capital accumulation. Under this scenario school dropouts who want to pass the GED exams and acquire the credential have to work to raise their reading, writing, and/or math skills. That is, the presence of this credentialing program and the desire to pass the exams leads school dropouts to increase their cognitive skills, and these higher skills are then rewarded in the labor market via increased employment probabilities and/or higher wages.

A second mechanism through which the GED could lead to better labor market outcomes is if it serves as a labor market “signal.” In this scenario, within the pool of dropout job seekers there are more and less productive workers. Each potential employee knows his or her own productivity potential, but employers do not. In order to “signal” their higher productive potential, the most productive dropouts obtain a GED. Over time employers learn that among dropouts, those with a GED are the most productive. Given this, employers will tend to use the “GED signal” in making employment and wage setting decisions.

What then is the evidence that the GED has either a human capital or a signaling role in the labor market? That is, what is the evidence that acquisition of a GED leads to better labor market outcomes? Over the past ten years there has been substantial research on this question. A summary of this research yields these points (Tyler 2004):


· First, some research suggests that the GED program may induce some students into dropping out of high school who would otherwise graduate. To the extent that this is the case, the GED would exert a negative impact on economic outcomes through the suppression of education levels. 

· Second, the most recent research shows that there are substantial economic gains associated with GED acquisition for dropouts who left school with weak skills. It is estimated that the GED increases the earnings of these individuals by up to 15 percent per year. Meanwhile, the evidence is just as clear that the GED confers no benefits for dropouts who left school with stronger skills. It should be noted that while the 15 percent earnings gains for low-skilled individuals is a large economic return, it occurs on top of relatively low earnings levels and thus it amounts to only a few extra thousand dollars per year, not enough to lift most families out of poverty.

· Third, the bulk of the evidence now indicates that it takes some time, often up to five years, for the economic benefits of the GED to accrue. As a result, research that only looks at the short term returns to a GED may miss a substantial portion of the impact of the credential on labor market outcomes.

· Fourth, acquisition of a GED can indirectly affect labor market outcomes by increasing the amounts of postsecondary education and training accumulated by dropouts, which in turn lead to increased employment and earnings. The research indicates that the payoffs to these human-capital-enhancing activities are as high for GED holders as they are for regular high school graduates. However, it is also true that on average GED holders obtain very little post-secondary education or company sponsored training. As a result these indirect routes are not currently the avenues through which the GED affects the outcomes of the great majority of dropouts who obtain this credential.

The implications of this body of research for Rhode Island, and indeed for the nation as a whole are clear. The most important “second chance” component of the GED lies in its ability to give school dropouts a second chance to get more education and training. That is, the GED should not be seen primarily as a terminal education credential. This point has been largely recognized by adult education policy makers and practitioners, and the new generation of GED programs is trying to find ways to tie this credentialing program to increased post-secondary education and training.

The GED in Rhode Island

In late 2006 we began working with the Office of Adult Education (OAE) in the Rhode Island Department of Education and with the Labor Market Information (LMI) division of the Rhode Island Department of Labor and Training to assemble a data set that could provide information on how the GED works in the Rhode Island labor market. OAE and LMI worked together in merging demographic and testing information on GED candidates with the state Unemployment Insurance (UI) quarterly wage records of these GED candidates. The resulting data set, stripped of personally identifiable information, was delivered to us in early 2007.

After cleaning and organizing the data, we are left with an analytic data set of 1,008 individuals who last tested for the GED exams in 2002 plus another 1,752 individuals who last tested in 2003. We use these years because for these individuals we have at least three years of pre-GED-attempt earnings data from the UI wage records and three years of post-GED-attempt UI wage records. With these records we can compare the labor market outcomes of individuals who passed the GED exams and received their GEDs in Rhode Island with individuals who attempted but failed the GED exams in Rhode Island. Since individuals in this latter group have lower cognitive skill levels than the GED holders in our data (as evidenced by the fact that they failed the GED exams while the GED holders passed the exams), they are a less than ideal comparison group. Nevertheless, the unsuccessful GED candidates do provide a benchmark against which to judge the labor market outcomes of Rhode Island GED holders.

Descriptive Statistics

Table 1 provides descriptive statistics on the analytic sample of GED passers and failers. The overarching story of Table 1 is that GED passers are more likely to be white, native English speakers who tested for the GED at a slightly younger age than did GED failers. The earnings and employment data in Table 1 show that the earnings of both passers and failers tends to increase over time, while the probability of being employed is relatively stable, and relatively low with only around 40 to 50 percent of the sample being employed in both the year before the GED attempt and the 12th quarter after the attempt. 

Figure 2 shows that the majority of GED candidates, passers and failers, in Rhode Island are non-Hispanic, white individuals, even though a higher percentage of black and Hispanic students drop out of school than is the case for white students.

Figure 3 shows that the bulk of individuals who test for the GED in Rhode Island are less than 25 years of age and that almost a third of the testers are 18 to 19 years of age. In Figure 4 we learn that white GED candidates tend to be slightly younger than Hispanic candidates, with substantially more white candidates in the 18-19 age range.

Figure 4 shows the schooling distribution of GED candidates in the state, and Figure 5 breaks this distribution out separately for white and Hispanic testers. According to Figure 5, white GED candidates are completing more years of schooling before dropping out than are Hispanic candidates.

Quarterly Earnings and Employment

In this study we focus on quarterly earnings as the outcome of interest. Since labor market outcomes can be very different for males and females for reasons unrelated to the acquisition of a GED, we break out the results separately for males and females in what follows.

As a baseline, we first show the raw earnings and employment trends for GED passers and failers on either side of the quarter in which they attempted their GED. Figure 7 shows the mean quarterly earnings from four quarters prior to the GED attempt to 11 quarters after the GED attempt, by GED status and gender.
,
 For males, we see that individuals who will eventually pass the GED exams and obtain the credential had slightly higher earnings in the quarters before they obtained the GED than did those dropouts who will fail the GED exams. The slight dip in earnings in the quarters just prior to the GED attempt for male GED candidates (passers and failers) could either be due to their participation in GED preparation courses and a concomitant reduction in labor force participation or hours worked, or it could be the result of what is known in labor economics as the “Ashenfelter dip.” The Ashenfelter dip is an empirical phenomenon associated with participation in training and skill-building programs whereby a downturn in earnings and/or employment is followed by entry into a training or education program (such as the GED).

In Figure 7 we see that while the earnings of male GED passers and failers climb in the quarters after the GED attempt, the earnings of the passers—those who carry a GED into the labor market—tend to diverge from the failers over time. By the 11th post-attempt quarter the mean quarterly earnings of the passers are about $800 higher than those of the failers (about $2,350 to $1,550). The right panel of Figure 7 shows the same kind of post-attempt divergence in earnings for females.

Figure 8 presents information on unadjusted quarterly earnings for white and Hispanic men.
  The first lesson from Figure 8 is that white dropouts tend to earn more than Hispanic dropouts. In fact, whites who fail the GED exams have post-attempt quarterly earnings that are very similar to those of Hispanics who pass the exams and earn their GED. (We will have more to say about the comparative labor market prospects of whites and Hispanics in Rhode Island when we discuss our audit study results.) A second lesson from Figure 8 is that at least in terms of raw quarterly earnings, there is a larger post-attempt difference for male Hispanic GED passers vs. failers than is the case for white men. Of course, there are also larger differences in the pre-attempt earnings for Hispanic men, illustrating the tenuous nature of drawing inferences based on figures that do not adjust for observable differences or for pre-treatment earnings and employment histories.

Figure 9 presents unadjusted earnings profiles for white and Hispanic women. As with men, we see a greater post-attempt divergence in earnings by GED status for Hispanics than for whites, a result that at least suggestions that the GED might be more beneficial to Hispanics in Rhode Island than for whites. However, we caution against making too much of the results for women. The reason is that because of child bearing, child care, and differences in home division of labor by gender, women tend to be much less attached to the labor force than men. This more tenuous attachment can result in self selection regarding who has and does not have positive earnings, as well as in wage setting decisions by employers. Nevertheless, earnings profiles for white and Hispanic women are intriguing in their own right.

Figure 10 gives employment profiles, by GED status, around the GED attempt for men and women candidates. Two facts are worth noting. First, dropouts who will eventually earn their GED are more likely to be employed before they ever test than are dropouts who will attempt, but not earn their GED. Second, employment rates show no divergence after the GED attempt. This latter finding at least suggests that the earnings gains for GED passers seen in the earlier graphs are primarily driven by either high post-GED wages, more hours worked, or some combination of the two, rather than by any increased employment associated with GED acquisition. Again, this kind of speculation is tentative since it is based on raw figures that are not adjusted for observable differences between GED passers and failers.

Regression Results

Table 1 indicates that GED passers are more likely to be white and native English speakers than GED failers. The passers are also younger when they take the GED exams and have completed slightly more education before dropping out. All of these factors can influence earnings and employment independently of any “GED effect” on outcomes. There is some evidence of the effect of these differences in the higher pre-attempt earnings and employment levels of the eventual passers relative to the eventual failers seen in the just-discussed figures. To account for these observable differences in trying to get closer to the “true GED effect” on earnings, we fit a series of multivariate regression models. We fit the following basic model, by quarter and separately by gender, using Ordinary Least Squares (OLS):
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where i indexes individuals, t indexes the quarter in which earnings are measured, and,


GED = 1 for passers and 0 for failers,


Age = a vector containing age and age squared at time t

Race =
 set of race/ethnicity dummies,


Education = years of completed education before dropping out,


English = 1 if a native English speaker and 0 otherwise,


Cohort  = 1 if in the 2002 testing cohort and 0 if in the 2003 cohort,


YrQtr = a series of year/quarter dummies to capture labor market differences over

                          time.

In fitting Equation 1 to the data we only use individuals who were 16-25 at the time of the GED test attempt and who did not test for the GED while in the Adult Correctional Institute (ACI) or the Rhode Island Training School. We make the first sample selection decision because individuals 25 and younger make up the great bulk of the sample (see Figure 3), and because older GED testers may be substantially different from younger testers in ways that are not captured by Equation 1.
 We make the second decision because of evidence that the returns to a GED obtained in prison may be substantially different than the returns to a GED earned outside of a correctional facility (Tyler and Kling 2007). These decisions leave a sample of 1,459 individuals who obtained a GED and 498 individuals who failed the GED exams.

The parameter of interest in Equation 1 is the β coefficient on the GED indicator variable. The interpretation of estimates of β are that these are estimates of how much more GED passers earn than do GED failers of the same age, race/ethnicity, years of completed education, cohort, etc. We fit Equation 1 separately for males and females so there is no need to control for gender.

In Figure 11 we present a graphical representation of the estimates by quarter around the GED attempt of β in Equation 1, along with 95 percent confidence intervals around these estimates. The data in Figure 11 are based on results for males, and there are two lessons to be gleaned from the figure. First, even after controlling for observable differences between the GED passers and failers, there appear to be pre-test (quarters -4 through -1) differences in earnings between these two groups. This is important because if the failers were a perfect comparison group for estimating what would have happened to the GED passers had they not acquired a GED, then we would expect to see no pre-GED differences in the earnings of the eventual passers and the eventual failers. While the higher pre-test earnings of the eventual passers are not statistically different from those of the eventual failers, there nevertheless appear to be some systematic pre-test differences. It should not be too surprising that the failers are a less than perfect comparison group since it is likely that the eventual passers had higher cognitive skills before the test attempt and that these higher skills lead to higher pre-test earnings.

The second lesson from Figure 11 is that after controlling for observable differences, there was an earnings divergence between GED passers and failers that grew over time so that by the 10th post-test quarter, the passers had quarterly earnings that were about $500 greater than the GED failers, a difference that is statistically significant. Given that the mean quarterly earnings of GED failers in the 10th post-test quarter are around $1,700, the $500 difference represents a 30 percent difference in earnings between GED passers and GED failers. Remembering that the passers have higher cognitive skills, as evidenced by their higher GED test scores, it is not clear how much of the positive GED earnings differential we see in Figure 11 should be credited to the GED program relative to how much should be credited to pre-existing skill differences between the two groups.

Figure 12 presents estimates by quarter of β in Equation 1 for females. The general trend is the same as for males in Figure 11 though the GED-related earnings gains appear earlier for females (around the sixth post-test quarter), and then they level off at around $500.

The previously discussed caveats about making causal inferences also apply to these estimates for females, and as a result, OLS results using these data leave us relatively uncertain as to what are the real returns to GED acquisition in Rhode Island. This suggests the need for a specification that could remove some of the uncertainty about how well we are estimating the causal impact of the GED on earnings.

One way to account for the aforementioned pre-existing differences between GED passers and failers, such as differences in cognitive skill levels, is to fit the fixed effects model of Equation 2:
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where (i is a time-invariant, individual fixed-effect, i, t, Age, and YrQtr are as before and,


After = 1 if t = some quarter after the GED attempt and 0 otherwise,


HasGED = a time varying GED indictor that equals 1 for passers in the quarters after they obtain the credential, 0 in any quarter prior to this, and 0 in all quarters for failers.

We fit Equation 2 on the four quarters prior to the GED attempt along with either the first four quarters after the attempt, quarters 5 through 8 after the attempt, or quarters 9 through 12 after the attempt.

In the specification of Equation 2, (i captures and controls for all time-invariant characteristics of individuals, observable and unobservable. Meanwhile, δ is a measure of how much earnings go up between the period just preceding the GED attempt and the quarters after the GED attempt (i.e., between the year prior to the GED attempt and either the 1st year or 2nd year or 3rd year after the attempt). The β coefficient on HasGED estimates the extent to which pre- to post-attempt earnings gains are different for GED passers than for GED failers. Thus, the power of the fixed effects specification of Equation 2 is that it estimates within-person earnings gains that occur on either side of the GED attempt, allowing these gains to be different for passers and failers. In so doing, this specification controls for all time-invariant differences in the passers and failers that might be correlated with both GED acquisition and labor market potential.

Table 2 gives the estimates of δ and β from Equation 2 separately for males and females and for the three post-attempt years available in the data. Looking across the row that contains the estimates of δ, the average earnings gains for everyone between the pre- and post-test periods, we see that in every case except for females in the second post-attempt year (quarters 5 through 8 after the GED attempt), GED candidates, including those who failed, earned more in the relevant period after the GED attempt than they did in the year before the attempt, thought not all estimates are statistically different from zero. For example, male GED candidates earned an average of $258 more in the first year after they attempted the GED than they did in the year before their attempt, while female candidates earned $199 more in the first post-attempt year than in the year prior to the attempt. These earnings gains over time should be of no surprise. Individuals tend to gain labor market experience over time and this experience translates into higher earnings.

Estimates of the additional pre- to post-test earnings gains experienced by GED passers, relative to failers, are presented in the second row of Table 2; these are estimates of β in Equation 2. As with the OLS estimates pictured in Figures 11 and 12, the fixed-effects estimates of GED-related earnings gains tend to increase over time. Looking across the row of β estimates in Table 2 we see that not only do the estimates for males and females rise over time, but it is only the last estimate for males that is statistically different from zero. The interpretation for males in quarters 9-12 after the GED attempt is that between the year immediately prior to the GED attempt and the third year after the GED attempt, male GED passers saw earnings increases that were an average of $393 larger than the average increases experienced by GED failers over this time.

It is likely that the fixed-effects estimates in Table 2 are better, less biased estimates of the causal impact of the GED on earnings than the estimates in Figures 11 and 12. After all, the estimates in Table 2 control for all time-invariant differences, observable and unobservable, between GED passers and failers. However, one should still exercise caution in interpreting these estimates as the “causal impact” of the GED on earnings, because they do not control for potential time-varying differences between these two groups that might be associated with both passing the GED exams and with labor market potential. For example, if it is the case that individuals who are going to pass the GED exams systematically became more motivated in the pre-test period to both pass the exams and do well in the labor market than did the failers, then the estimates in Table 2 would be upwardly biased estimates of the impact of the GED on earnings. That is, under this scenario the estimates in Table 2 would be picking up any positive effect that the GED credential has on earnings and the effect that the recently developed (and unobserved to the researcher) higher motivation has on earnings. 

Summary

In summation, the evidence, either from Figures 11 and 12 or from Table 2, is that individuals who enter the Rhode Island labor market with a GED earn more over time than individuals who did not receive a GED because they failed the exams. As discussed, what is not clear is how much the earnings increase we see is due to the credential itself. 

A second lesson from this analysis is that as has been found elsewhere, it takes time before GED holders in Rhode Island can expect any substantial earnings gains. In fact, it is only in the third year after receiving a GED that we see any statistically significant evidence that GED passers earn more than GED failers. If we think that the fixed-effects estimates in Table 2 are the most reliable estimates of any “GED effect” on earnings, then it appears that GED passers earn an additional $393 in each quarter in the third year after the attempt relative to the GED failers. As the mean quarterly earnings in the 12th post-test quarter for male GED failers are about $1,750, this represents a 22 percent earnings gain for male GED passers relative to males who failed the GED exams.

This 22 percent earnings differential is a large economic difference, and is in the same order of magnitude as to what has been found in other studies (Tyler 2003). We note, however, that this large return is acting on a small earnings base. For example, the mean quarterly earnings in the 12th post-test quarter of all GED failers who have positive earnings (i.e., not counting any zero earnings in the calculation of the mean) is $3,671, or about $14,500 per year. A 22 percent increase in this annual earnings figure results in annual earnings of about $17,700, a figure that is just above the poverty line for a family of three, and over $3,000 below the poverty line for a family of four. Thus, as has been found in other research, acquisition of a GED should not be viewed as a terminal education credential, but as the next step to additional education and training.

Finally, we note that it would be useful to bring other data to bear on a study of the value of the GED credential in Rhode Island. First, it would be useful to have a sample of Rhode Island dropouts who did not attempt the GED as well as a sample of Rhode Island high school graduates to use as comparison groups in addition to the GED failers that served as the comparison group in this study. Second, access to postsecondary education information and data on participation in adult education programs could both be used to enrich what we know about the GED credential in Rhode Island.

Rhode Island Employer Survey

Using administrative data is one approach to understanding how the Rhode Island labor market works for low-skilled, less-educated workers such as GED holders. A second and complementary approach is to understand what skills employers value and whether education credentials provide information to employers about these often unobservable skills. In the spring and summer of 2007, we collaborated with the Labor Market Information (LMI) Office in the Department of Labor and Training to conduct a survey of Rhode Island employers. We first developed a set of survey questions that we vetted with the experienced LMI personnel. LMI then used establishment level data to draw a random sample of 2,000 firms that employ at least 10 full-time employees to receive the survey. LMI did the survey mailings, and researchers at Brown conducted phone follow-up calls to non-responding firms. 

While the survey addressed many aspects of a firm’s hiring process and the last hire made by the firm, the two primary areas of interest in the survey were the skills valued by employers and the information employers glean from education credentials about the productive potential of job applicants. We were particularly interested in understanding how employers view applicants with the GED credential. There is very little survey work on employers and the GED credential. In the Multi-City Study of Urban Inequality, a large, national employer survey sponsored by the Russell Sage Foundation in the mid-1990s, a series of questions explored what skills employers desire from less-educated workers, but only one question mentioned the GED. Employers were asked if they would accept a GED as a replacement for a high school degree and more than 90 percent answered in the affirmative.

One of the only employer surveys focused on the GED is a survey conducted in 1996 by Connecticut’s Bureau of Adult Education and Training.  This survey “The GED Graduate: A View from a Connecticut Business and Industry Perspective” investigated the acceptance of the GED as a high school credential, knowledge of the GED program, and the attitude towards GED holders as workers. The sample is very small, only 64 completed surveys, but the results are interesting. While employers reported that traditional high school graduates have stronger academic skills, the majority of employers disagreed with the assertion that high school graduates are more dependable and work harder than GED holders. The Connecticut survey makes no comparisons between workers with a GED credential and uncredentialed dropouts. 

One of the problems with the construction of the Connecticut survey is that the questions did not force the survey respondent to “control” for years of labor market experience. The issue here is that education level or educational credentials become less important signals of skills with each year of labor market experience. For example, it would not necessarily be surprising if an employer considered two individuals with ten years of relatively similar labor market experience to have equal productive potential, even if they differed in years of completed schooling or education credential. Thus, to the extent that an employer is thinking of a relatively experienced worker when answering survey questions, it is not clear what we learn about how they value different education credentials. To account for this potentially confounding situation, in one important part of our survey we directed the employers in our survey to focus on potential employees who were all 21 years of age and thus relatively new to the labor market.

Other limitations of the Connecticut survey also helped to shape our survey of Rhode Island employers. First, it was our desire to have a larger sample of employers. We also wanted to ask employers to make comparisons between GED holders and uncredentialed dropouts. While it is certainly interesting to know how employers view GEDs relative to high school graduates, analysis of labor market data consistently finds that GED holders are not the labor market equivalents of regular high school graduates. But if you consider the GED to be a second chance program for individuals who have left high school, it is important to understand how employers view an applicant with a GED credential relative to an applicant who is an uncredentialed dropout. 

Results

From our sample of 2,000 employers, we received a response rate of more than 40 percent. The survey begins by asking employers about their last hire for a position that did not require a college degree. For this hire, 50 percent of employers required a high school degree, but 93 percent would accept the GED as a substitute. A greater share of employers required some type of work experience – 83 percent required general work experience, 60 percent required specific work experience, and 27 percent required vocational training or certification. 

We also asked employers which skills they value most when hiring workers without college educations. They could choose among a list of cognitive skills and “soft” or noncognitive skills.
 Employers reported that the three most important skills are ethical behavior/honesty, a positive work attitude, and oral communication. We also asked employers what skills are in shortest supply in the Rhode Island worker pool. More than twenty percent of employers reported a shortage of a positive work attitude. The other most common responses were oral communication, timeliness, and responsibility.  

Interestingly, while 50 percent of employers reported requiring a high school diploma, only 12 percent of employers confirm the diploma (see Table 3). A slightly higher share of employers confirms a GED credential. Employers are more likely to require a basic skills test as part of the hiring process, but the most common hiring requirement is a criminal background check.

We created the first half of the survey to understand what Rhode Island employers demand from less-skilled, less-educated employees. While there are many potential ways for workers to convey their competencies, completed education is one potential. Even among the pool of non-college workers, there are applicants who completed high school, applicants who received the GED credential, and uncredentialed applicants. We wanted to understand what employers infer about skills from variations in completed education. The second half of the survey elicits responses based on a hypothetical situation that was posed to the survey respondents:

Imagine that you have two applicants for a vacant position. Both applicants are 21-years old and of the same race/ethnicity. Based on your experience and beliefs, what would you presume about the applicants’ work skills and competencies? In each column, check the response (box) that best corresponds to your perception of each applicant’s ability in the 12 skills listed.

Our survey instrument uses a split-ballot design. We wanted to ask employers about dropouts, GED holders, and high school graduates, but to minimize employer burden we either asked employers to compare uncredentialed dropouts and GED holders, or GED holders and high school graduates. For the two levels of education that were being compared, in each case, we asked employers to use their experience and beliefs to judge the skills of the two groups as poor, fair, or good. We then measure whether employers have given the same rating to both groups or have rated one group more highly than the other. 

Table 4 displays the employer comparisons of GED holders and traditional high school graduates. Across all skills, RI employers give the same ratings to GED holders and high school graduates 72 percent of the time. Very few employers give higher ratings to GED holders. One notable observation is that employers perceive greater differences in the cognitive skills levels of GEDs and high school graduates and fewer differences in the noncognitive characteristics like teamwork and positive work attitude. This is consistent with the results from the Connecticut survey. 

Employer comparisons of GED holders and uncredentialed dropouts are displayed in Table 5. Only 56 percent of employers consider GED holders and uncredentialed dropouts to be equally qualified. The gaps between the two groups are widest on cognitive skills – math, reading, and writing. Employers also rate GED holders more favorably on noncognitive traits with at least 30 percent of employers thinking more favorable of GED holders. 

In our survey, employers report that the greatest differences between uncredentialed dropouts, GED holders, and high school graduates are their levels of cognitive skills. Yet employers also report that the skills they value most when hiring for non-college jobs are the “soft skills” that make you a good employee. If completed education primarily signals cognitive skills, employers may not have a strong preference for high school graduates. For jobs that require strong cognitive skills, employers may value education credentials, but in this employer survey, non-college jobs do not fall into this category. 

Summary

In summary, we think that the most important and interesting findings from the Rhode Island Employer Survey are these:

· Rhode Island employers indicate a belief that high school graduates have higher cognitive skills than do GED holders, along with a belief that the two groups have about the same level of noncognitive skills. Meanwhile, they report that GED holders have higher cognitive and noncognitive skill levels than do uncredentialed dropouts.

· Employers report that about one half of their jobs that do not require a college degree do require at least a high school education.

· For jobs that require no college degree, Rhode Island employers indicate that noncognitive or “soft” skills are more important than cognitive skills.

· Given these beliefs and preferences, it is not surprising that we find that in hiring for jobs that do not require college degrees, Rhode Island employers report no systematic preferences for high school graduates over GED holders. 

In closing, we note that in spite of the fact that employer surveys tend to find that employers value noncognitive skills over cognitive skills, research results show that basic cognitive skills are rewarded in low-skill, entry-level jobs (Tyler 2004). Thus, it would be incorrect to infer from the Rhode Island Employer Survey that basic cognitive skills are unimportant in the low-skilled labor market.

Rhode Island Audit Study

While asking employers what they think about education credentials is certainly interesting, there can be important gaps between what individuals report on a survey and how they actually behave.  To address the potential disconnect between employer self-reports and employer behavior, we conducted a labor market audit study. Our audit study asked the question: When employers are confronted with three young job applicants, a high school dropout, an applicant with a GED credential, and a regular high school graduate, how do they react? Assume for a moment that these applicants are otherwise identical; they report the same work experience, age, race, and ethnicity. Do employers make distinctions between the credentialed dropout and the high school graduate? How do they view the credentialed dropout relative to the uncredentialed dropout? Do the applicant’s gender, race, and ethnicity affect the employers’ beliefs about the value of the education credential?

Study Design

For our labor market audit study, we created hypothetical applicants and sent resumes in response to classified advertisements in the Providence Journal. We fixed a level of prior job market experience and varied the level of completed education – submitting resumes from high school dropouts, credentialed dropouts, and high school graduates. We submitted multiple resumes for each open position. Our outcome of interest was whether the applicant received a callback requesting an interview or offering a position.

We also wanted to test if the importance of completed education varied by an applicant’s gender and ethnicity. We conveyed gender and ethnicity using an applicant’s name. Given Rhode Island’s large Hispanic population and the relative lack of labor market research on Hispanics, we chose to focus on a comparison between Hispanics and non-Hispanics. While our primary interest was understanding whether the signaling value of education was different for whites and Hispanics, our research design also allowed us to measure labor market discrimination against Hispanics. 

Over the course of six months (June-November 2006), we submitted 1004 resumes to 251 job openings. Since few classified ads actually list a required level of education, we used the US Department of Labor’s (DOL) job classification system for guidance. We responded to all jobs in the DOL’s first two job zones. The relevant job titles are listed in Table 6. These jobs require little or no job experience, no college education, and no specific vocational training. Our research design constrained our focus to job postings that ask applicants to submit resumes by fax or email. This is definitely a subset of non-college jobs. While food-service jobs are certainly common for non-college workers, almost all restaurant positions ask for an in-person application. This limitation does not invalidate our results, but does potentially limit their generalizability.

When generating the resumes to respond to these identified postings, we had a few levels of variation – gender, ethnicity, and education. If we wanted to submit every permutation for every posting, employers would have received 12 fictitious applicants. This seemed like an undue burden on employers and might have raised suspicion. Instead, for each job to which we responded, all of our applications were of a single gender. We also limited ourselves to two levels of education. We either sent resumes from dropouts and GEDs or from GEDs and high school graduates. For each education level, we sent one resume with a Hispanic name and one resume with a non-Hispanic name.

Results

In all, we submitted more than 1,000 resumes; interestingly, only 4 percent of the resumes generated an email or phone call inviting the applicant for an interview. Our applicants seemed particularly disadvantaged in the search for administrative positions. Although some of the advertised administrative positions were clearly entry level (data entry, file clerk, etc) and all of our applicants had some prior office experience, our callback rate for these positions was less than 0.5 percent. 

Since employers either received resumes from GED holders and high school graduates or GED holders and uncredentialed dropouts, we look at these two sets of audits separately. Table 7 compares the callback rates for GEDs and high school graduates. Overall, high school graduates received 30 percent more callbacks, but the difference is not significant. Females drive the observed difference in callback rates. Resumes with male names received the same number of callbacks whether they listed a GED or a high school diploma. 

Table 8 looks at the audits where employers received resumes from GED holders and uncredentialed dropouts. The story here is different, and a little surprising. While our earlier results indicate that GEDs are treated almost as well as high school graduates, in these audits, employers offered interviews to uncredentialed dropouts instead of GED holders. This preference is particularly strong for applications with male names. These results are not consistent with the employer survey. In the survey, employers report believing that relative to dropouts, GEDs have greater cognitive and non-cognitive work competencies. One explanation for the surprising audit results is that dropout status may not be well signaled on our resumes. An alternative explanation is that there are different types of jobs and that employers may prefer less skilled workers for certain positions, perhaps because they think that more skilled workers are only using the advertised job as a stepping stone and will thus be leaving the position relatively soon. 

While there is mixed evidence about employers responding to completed education, we find clear evidence of discrimination against resumes with Hispanic names. Overall the callback rate for non-Hispanic names is 70 percent higher than for resumes with Hispanic last names (see Table 9). This difference is statistically significant at the 10 percent level. This difference is also substantively significant. A non-Hispanic applicant would expect to receive one interview for every 19 resumes he submits, whereas a Hispanic applicant would need to submit 31 resumes to have the same expectation. 

We also explored whether education credentials change an employer’s perception of Hispanic applicants. We again examine differences in the average callback rates for resumes with Hispanic and non-Hispanic names, but now we look at different levels of completed education. For applicants without a high school diploma, employers strongly prefer resumes with non-Hispanic names. Interestingly the Hispanic disadvantage almost disappears when you compare the outcomes of traditional high school graduates. Hispanic high school graduates have a callback rate of 5.3 percent, whereas non-Hispanic high school graduates have a callback rate of 5.8 percent, and this 0.5 percentage point difference is not statistically significant. Thus, education appears to mitigate the disadvantages Hispanics face in the low-skilled labor market.

Summary

In summary, the most interesting and important findings from the Rhode Island Audit Study are:

· Many of the low-skill, entry-level jobs that are posted in newspapers (e.g., construction and food services) require an individual to apply in person.

· In 2006 and early 2007, among these kinds of jobs that did permit application via an emailed or faxed resume, there was only a 4 percent chance that a young, relatively inexperienced job applicant who submitted a resume via email or fax would get a call back.

·  Administrative jobs that appear to be “non-college” jobs in the Department of Labor’s job classification system may actually require some college. The call back rate in these jobs was only 0.5 percent.

· Female high school graduates received more call backs than did female GED holders, though the difference was not statistically significant. Meanwhile, there was no difference in the call back rate of male GED holders and male high school graduates.

· In a surprising finding, uncredentialed dropouts were called back at a higher rate than GED holders, though again, this difference was not statistically significant.

· Among applicants who lack a high school diploma, job applicants with Hispanic last names were called back at systematically lower rates than applicants with non-Hispanic surnames, even though the resumes of the two groups were essentially identical.

· There is no difference in call back rates for Hispanic and non-Hispanic among the job applicants who have a high school diploma.

While the results of the audit study are interesting, we caution against drawing strong conclusions from this study for two reasons. First, jobs that are both low-skilled and that allow for email or fax applications represent a subset of all low-skilled jobs. As discussed above, we did not apply to construction or food service jobs, and low-skilled administrative jobs seemed to not be an option for our email applicants. Second, the low response rate (4 percent) meant that our effective sample size for comparing responses across the different education levels was very small, leaving us with little statistical power for making meaningful inferences.

Overall Summary

This report has summarized the findings from three different studies, each of which sheds some light on the low-skilled, less-educated labor market in Rhode Island. We have learned that the GED appears to work in the Rhode Island labor market in a similar fashion to what has been found elsewhere. Namely, if the results found in the data are to be taken as the causal impact of the GED, then there are sizeable economic returns to this credential, but they take several years to accrue, and since they occur on top of a small earnings base, these relatively large returns lead to only a few extra thousand dollars a year. The overarching message is that every effort should be made to get students through high school to completion with a high school diploma.

We have also seen that employers in Rhode Island seem to show only a small preference for hiring high school graduates for their non-college jobs. One of the reasons they appear to be relatively indifferent between high school graduates and GED holders is that they state that they find noncognitive skills to be important and in short supply, and they believe that GED holders and high school graduates have similar noncognitive skills.

The audit study that used a randomized design showed strong evidence that Rhode Island employers were substantially less likely to extend a call back to a resume from an individual with a Hispanic surname than a virtually identical resume with a non-Hispanic surname. The conclusion is that this is evidence of labor market discrimination in the low-skilled labor market that was a part of the audit study.

We view these varied results as not the final word on the Rhode Island low skilled labor market, but rather as the start of what should be a regular examination of this sector of the state’s economy. The low-skilled labor market is where many young people get their start in establishing a work history; it is where many individuals first learn that they need more education and work in this sector is often the funding source for postsecondary education and training; and, given the current education levels in Rhode Island, this sector is home to a substantial portion of the state’s labor force. Given these realities, a better understanding of how this labor market works and how education credentials work in this labor market are important policy questions and research directions for the future.  

Figure 1. GEDs issued nationally by year, 1971-2006. (Source: 2006 Digest of Education Statistics, Table 103)
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Figure 2. Racial/Ethnic Distribution of RI GED Candidates Who Last Tested in 2002-2003.
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Figure 3. Age Distribution of RI GED Candidates Who Last Tested in 2002-2003.
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Figure 4. Age Distribution of Hispanic and White RI GED Candidates Who Last Tested in 2002-2003.
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Figure 5. Schooling Distribution of RI GED Candidates Who Last Tested in 2002-2003.
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Figure 6. Schooling Distribution of Hispanic and White RI GED Candidates Who Last Tested in 2002-2003. 
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Figure 7. Mean Quarterly Earnings by Gender.
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Figure 8. Mean Quarterly Earnings for White and Hispanic Males.
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Figure 9. Mean Quarterly Earnings for White and Hispanic Females.
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Figure 10. Employment Probabilities by Gender.


[image: image11]
Figure 11. Estimates of β from Equation 1 for 16-25 Year-Old Males.
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Figure 12. Estimates of β from Equation 1 for 16-25 Year-Old Females.
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Table 1. Descriptive statistics for male 2002 and 2003 test takers (standard deviations in parentheses).

	
	GED passers
	
	GED failers

	Sample Size, Race/Ethnicity, Native Language, and Test Cohort at GED Attempt
	
	
	

	    Total number of observations
	1,819
	
	941

	    Percent who are…
	
	
	

	        Female
	47.7
	
	47.5

	        White, non-Hispanic
	73.6
	
	54.7

	        Black, non-Hispanic
	8.4
	
	17.0

	        Hispanic
	13.7
	
	21.3

	        Other race/ethnicity
	4.3
	
	7.0

	
	
	
	

	       Native English Speaker
	94.1
	
	89.4

	
	
	
	

	       Last Tested in 2002
	35.8
	
	37.8

	       Last Tested in 2003
	64.2
	
	62.2

	
	
	
	

	Age and Schooling
	
	
	

	    Mean Age at GED Test Attempt
	21.6

(5.1)
	
	24.9

(6.4)

	    Mean Years of Completed Schooling
	9.9

(1.4)
	
	9.6

(1.6)

	
	
	
	

	Quarterly Earnings
	
	
	

	    4th Quarter Before GED Attempt
	1,290

(2143)
	
	1,188

(2208)

	    1st Quarter After GED Attempt
	1,582

(2261)
	
	1,247

(2201)

	    12th Quarter After GED Attempt
	2,194

(3113)
	
	1,597

(2646)

	
	
	
	

	Employment
	
	
	

	    4th Quarter Before GED Attempt, percent employed
	50.2
	
	43.7

	    1st Quarter After GED Attempt, percent employed
	54.9
	
	43.5

	    12th Quarter After GED Attempt, percent employed
	52.9
	
	43.7



Table 2. Estimates of δ and β from Equation 2 for 16-25 Year-Olds by Gender and for the 1st, 2nd, and 3rd Year After the GED Attempt.

	
	Earnings gains between four quarters prior to the test attempt and post-attempt quarters…



	
	1-4
	
	5-8
	
	9-12



	
	Males
	Females
	
	Males
	Females
	
	Males
	Females



	δ: pre- to post-attempt earnings gains
	258~
(153)
	199~

(103)
	
	464**

(218)
	69

(157)
	
	466
(285)
	323
(230)



	β: increment to earnings gains for GED passers
	73

(151)
	-102

(104)
	
	190

(194)
	211
(134)
	
	393~

(208)
	201
(151)



	N
	961
	996
	
	961
	996
	
	961
	996


Table 3. Employer Requirements for Last Non-College Hire from the Rhode Island Employer Survey

	 
	% of Employers

	Require Transcript
	5

	Confirm Diploma
	12

	Confirm GED Credential
	16

	Require GED Score Report
	4

	Require Basic Skills
	28

	Require Personality Test
	11

	Require Drug Test
	27

	Require Criminal Background Test
	53

	Require Credit Check
	7


Table 4. Comparison of Skills of Credentialed Dropouts and High School Graduates from the Rhode Island Employer Survey

	 
	Favor GED
	No Difference
	Favor HSGrad

	
	
	
	

	Reading Skills
	3%
	68%
	29%

	Written Communication
	3%
	65%
	32%

	Math Skills
	4%
	65%
	31%

	Oral Communication
	3%
	72%
	24%

	Listening Skills
	5%
	78%
	18%

	Computer & Technology
	3%
	60%
	37%

	
	
	
	

	Problem-Solving Skills
	5%
	71%
	24%

	Ability to Work with Others
	5%
	78%
	18%

	Timeliness
	5%
	76%
	18%

	Minimal Absenteeism
	6%
	72%
	22%

	Positive Work Attitude
	6%
	77%
	16%

	Integrity and Honesty
	5%
	81%
	14%

	
	
	
	

	Total
	4%
	72%
	24%


Based on 484 employer surveys.

Table 5. Comparison of Skills of GED Holders and Uncredentialed Dropouts

Rhode Island Employer Survey

	 
	Favor GED
	No Difference
	Favor Dropout

	
	
	
	

	Reading Skills
	53%
	44%
	4%

	Written Communication
	55%
	42%
	3%

	Math Skills
	56%
	40%
	4%

	Oral Communication
	33%
	65%
	2%

	Listening Skills
	36%
	61%
	3%

	Computer & Technology
	46%
	49%
	5%

	
	
	
	

	Problem-Solving Skills
	44%
	52%
	4%

	Ability to Work with Others
	32%
	66%
	3%

	Timeliness
	36%
	63%
	2%

	Minimal Absenteeism
	41%
	58%
	1%

	Positive Work Attitude
	35%
	63%
	2%

	Integrity and Honesty
	29%
	71%
	1%

	
	
	
	

	Total
	41%
	56%
	3%


Based on 363 employer surveys.
Table 6. Entry Level Jobs Targeted in the Audit Study
	Office & Administrative Support

· Office Clerks

· Secretaries (Except medical or legal)

· Receptionists

· Medical Secretaries
	Customer Service

· Cashier

· Counter and Rental Clerks

· Amusement and Recreation Attendants

· Ushers and Ticket Takers

· Drivers/Sales Workers

· Retail Salespersons

· Customer Service Representatives

· First Line Managers of Retail Sales Workers

· Tellers

	General Labor

· Janitors and Cleaners

· Maids and Housekeepers

· Dishwashers

· Cleaning of Vehicles

· Landscaping

· Packers and Packagers

· Truck Drivers, Light or Delivery

· Helpers – Production Work

· Construction Laborers

· Security Guards

· Shipping and Receiving Clerks


	Food Service 

· Combined Food Prep & Serving

· Waiters and Waitresses

· Counter Attendants

· Food Preparation Workers

· Cafeteria Attendants

· Host in Restaurant

· Cooks, Restaurant

· Bartenders

· First Line Managers of Food Prep

· Cooks, Fast Food


Table 7. Audit Study Mean Call-Back Rates by Education: GED vs. High School Diploma

	 
	Call-Back Rate for GED Applicants
	Call-Back Rate for HS Grad Applicants
	 
	Ratio
	Difference
(p-value)

	Sample: 
	
	
	
	
	

	
	
	
	
	
	

	All Resumes
	4.2%
	5.5%
	
	1.31
	1.3%

	
	[308]
	[308]
	
	
	(0.45)

	
	
	
	
	
	

	Females
	4.4%
	6.3%
	
	1.44
	1.9%

	
	[206]
	[206]
	
	
	(0.38)

	
	
	
	
	
	

	Males
	3.9%
	3.9%
	
	1.00
	0.0%

	
	[102]
	[102]
	
	
	(1.00)

	
	
	
	
	
	

	Customer Service Jobs
	7.8%
	8.6%
	
	1.11
	0.9%

	
	[116]
	[116]
	
	
	(0.81)

	
	
	
	
	
	

	Laborer Jobs 
	5.1%
	5.1%
	
	1.00
	0.0%

	 
	[78]
	[78]
	 
	 
	(1.00)


Number of audits in brackets under call-back rates.  P-value in parentheses under difference in column 4.

Table 8. Audit Study Mean Call-Back Rates by Education: Dropout vs. GED

	 
	Call-Back Rate for Dropout Applicants
	Call-Back Rate for GED Applicants
	 
	Ratio
	Difference
(p-value)

	Sample: 
	
	
	
	
	

	
	
	
	
	
	

	All Resumes
	4.5%
	1.5%
	
	0.34
	-3.0%

	
	[133]
	[133]
	
	
	(0.16)

	
	
	
	
	
	

	Females
	0.0%
	2.3%
	
	 
	-2.3%

	
	[44]
	[44]
	
	
	(0.32)

	
	
	
	
	
	

	Males
	6.7%
	1.1%
	
	0.17
	-5.6%

	
	[89]
	[89]
	
	
	(0.06)

	
	
	
	
	
	

	Customer Service Jobs
	5.7%
	1.4%
	
	0.25
	-4.3%

	
	[70]
	[70]
	
	
	(0.17)

	
	
	
	
	
	

	Laborer Jobs 
	3.3%
	1.7%
	
	0.52
	-1.6%

	 
	[61]
	[61]
	 
	 
	(0.58)


Number of audits in brackets under call-back rates.  P-value in parentheses under difference in column 4.
Table 9. Audit Study Mean Call-Back Rates by Hispanic Names and Education Level

	 
	Call-Back Rate for Hispanic Names
	Call-Back Rate for non-Hispanic Names
	 
	Ratio
	Difference
(p-value)

	Sample: 
	
	
	
	
	

	
	
	
	
	
	

	All Resumes
	3.2%
	5.4%
	
	1.70
	2.2%

	
	[440]
	[440]
	
	
	(0.10)

	Dropouts
	3.1%
	5.8%
	
	1.86
	2.7%

	
	[64]
	[69]
	
	
	(0.46)

	
	
	
	
	
	

	GEDs
	1.8%
	5.1%
	
	2.81
	3.3%

	
	[217]
	[222]
	
	
	(0.06)

	
	
	
	
	
	

	High School Graduates
	5.3%
	5.8%
	
	1.10
	0.5%

	
	[152]
	[156]
	
	
	(0.85)


Number of audits in brackets under call-back rates.  P-value in parentheses under difference in column 4.
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� All earnings in this study have been converted to 2004 constant dollars.


� The points in Figure 6 and all subsequent earnings and employment graphs are based on a three-quarter moving average to reduce the noise in the estimates.


� While separate results for blacks is also interesting, the sample sizes for blacks, when broken out separately by gender, are too small for meaningful comparisons.


� We note that the results change very little when older testers are included in the estimation, and that there are too few older testers to warrant fitting separate models and presenting separate results for them.


� The list of skills and worker characteristics includes reading skills, written communication, math skills, oral communication, listening skills, computer and technology, problem-solving skills, interpersonal/teamwork, timeliness, minimal absenteeism, positive work attitude, willingness to learn, ethical behavior, integrity/honesty, leadership, responsibility, and motivation for advancement. 


� If one of our applicants received a callback for an interview, we left a message declining the interview offer. We responded to an employer’s request within 24 hours to minimize the disruptions of the hiring process.


� We note that Heckman, Hsee, and Rubinstein � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Heckman</Author><Year>2000</Year><RecNum>269</RecNum><MDL><REFERENCE_TYPE>0</REFERENCE_TYPE><AUTHORS><AUTHOR>Heckman, James J.</AUTHOR><AUTHOR>Hsee, Jingjing</AUTHOR><AUTHOR>Rubinstein, Yona</AUTHOR></AUTHORS><YEAR>2000</YEAR><TITLE>The GED is a &quot;Mixed Signal&quot;: The Effect of Cognitive and non-Cognitive Skills on Human Capital and Labor Market Outcomes</TITLE><SECONDARY_TITLE>Unpublished University of Chicago manuscript.</SECONDARY_TITLE><KEYWORDS><KEYWORD>synthesis paper</KEYWORD></KEYWORDS></MDL></Cite></EndNote>�(2000)� find evidence that GED holders have lower noncognitive skills than regular high school graduates.
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