Th
NBER
Digest

NATIONAL BUREAU OF
ECONOMIC RESEARCH, INC.

Beauty Pays

The better looking you are, the better off you
are economically, according to two recent stud-
ies published by the National Bureau of Eco-
nomic Research. In Beauty and the Labor Mar-
ket (NBER Working Paper No. 4518), Daniel
Hamermesh and Jeff Biddle find that plain peo-
ple earn 5 to 10 percent less than people of av-
erage looks, who in turn earn about 5 percent
less than those who are good looking. The ef-
fects of looks are slightly larger for men than for
women. However, unattractive women are less
likely than other women to be in the labor force,
and are more likely to be married to men with
limited education.

Hamermesh and Biddle’s data come from two
household surveys for the United States and one
for Canada, conducted in the 1970s and 1980s.
All three surveys asked the interviewer to rate
the respondent on physical appearance as: strik-
ingly handsome or beautiful; above average for
age (good looking); average for age; below aver-
age for age (quite plain); or homely. Among both
men and women, roughly half are rated as aver-
age; many more are rated above average than
below average.

“The 9 percent of working men who are viewed
as being below average or homely are penalized
about 10 percent in hourly earnings,” the authors
report. “The 32 percent who are viewed as hav-
ing above-average looks or even as handsome
receive an earnings premium of 5 percent.”

For women, the premium for good looks aver-
ages 4 percent, while the penalty for bad looks is
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about 5 percent. But the economic penalties fac-
ing below-average-looking women are not limit-
ed to hourly earnings, Hamermesh and Biddle
find. “Both their success in the marriage market
and their likelihood of working outside the home
are reduced by their bad looks.” There is no
such penalty for below-average-looking men.

Hamermesh and Biddle suggest that “at least
part of the explanation for the apparent impact of
individuals’ looks on their earnings is that beauty
is productive, arising perhaps from the effects of
customers’ preferences,” but pure employer dis-
crimination on the basis of looks also exists. The
authors cannot determine how much of the total
effect of looks stems from each source.

In the second study, Susan Averett and
Sanders Korenman find that obese women
have lower family incomes than women whose
weight-for-height is in the recommended range.
The results for men are weaker and mixed.

“Differences in marriage probabilities and
in spouses’ earnings account for as much as
95 percent of the obese women's lower eco-
nomic status.”

In The Economic Reality of The Beauty
Myth (NBER Working Paper No. 4521), Averett
and Korenman find some evidence of labor mar-
ket discrimination against obese women. How-
ever, the authors discover that differences in
marriage probabilities and in spouses’ earnings



account for as much as 95 percent of the obese
women’s lower economic status. Further, there
is no evidence that obese African—American
women suffer an economic penalty relative to
other African—American women.

Averett and Korenman study women who
were aged 23 to 31 in 1988. By comparing sib-
lings, they are able to confirm that differences in
family background do not explain the social and
economic disadvantages experienced by obese
women.

They also find that women who were obese at
ages 16 to 25 have lower economic status at
ages 23 to 31 than other women. However,
women who became obese in their mid- to late
twenties are substantially better off financially
than those who were obese at both age ranges,
and they do not differ greatly from those in the
recommended weight range.

In 1988, about half of the women in the sam-
ple were in the recommended range. The frac-
tion of overweight and obese women and men
rises considerably with age, though, Averett and
Korenman observe.

401 (k) Plans Increase
Private Saving

Because they enable employees to earn be-
fore-tax rates of return on savings for retirement,
401(k) plans are one of the fastest-growing em-
ployee benefits. Although these plans were not
widely available until the early 1980s, more than
20 million workers now participate in them. Two
recent NBER Working Papers analyze how
401(k) plans affect personal retirement saving
and other forms of wealth accumulation.

In Did 401(k) Plans Replace Other Employ-
er-Provided Pensions? (NBER Working Paper
No. 4501), Leslie Papke, Mitchell Petersen,
and James Poterba explore the substitution be-
tween 401(k) plans and other components of
wealth. The authors surveyed firms with 401 (k)
plans in 1987 and asked whether the 401 (k) plan
had replaced a previous pension plan, or whether
it represented an additional employee benefit. Al-
though the responding sample of firms is small,
very few indicated that the 401(k) plan had
replaced a previous defined-benefit plan. A sub-
stantial fraction of the companies transformed

previous thrift plans into 401(k) plans to take
advantage of their more favorable tax treatment.

Papke, Petersen, and Poterba also show that
it is rare for a 401(k) to be the sole pension pian
for a worker. Only 14 percent of the total assets
in 401(k) plans in 1989 were held in such sole
plans. These findings suggest relatively little
substitution between 401(k) plan contributiong
and other pension contributions.

“[There is] relatively little substitution be-
tween 401(k) plan contributions and other
peunsion contributions.”

In another recent study of 401(k) plans, Em-
ployee Decisions with Respect to 401(k)
Plans: Evidence from Individual-Level Data
(NBER Working Paper No. 4635), Andrea Kus-
ko, James Poterba, and David Wilcox examine
the importance of IRS and firm-level constraints
on individual behavior in 401(k) plans. The au-
thors analyze summary information on a large
401(k) plan. They find that most workers con-
tributing to the plan at this firm contribute either
the maximum amount that the employer will
match, the maximum amount that they are al-
lowed to contribute by IRS limits, or the maxi-
mum amount of salary that the employer will per-
mit them to contribute.

Kusko, Poterba, and Wilcox also find very
strong persistence in contributor behavior from
one year to the next. Less than 5 percent of con-
tributors in a given year cease to contribute in
the next year. This suggests that workers who
participate in 401(k) plans may accumulate sub-
stantial wealth in these plans by the time they
retire.

College Proximity Leads
to More Schooling
and Higher Earnings

It is a well-known fact that better-educated
workers earn higher wages. However, how much
of the higher wages are due not to education,
but rather to some characteristic of the individu-
al, such as ability, is unknown.

In Using Geographic Variation in College
Proximity to Estimate the Return to School-




ing (NBER Working Paper No. 4483), David
Card suggests that “any credible analysis of the
causal link between education and earnings re-
quires an exogenous [external] source of varia-
tion in education choices.” He uses college ac-
cessibility, defined by geographical proximity, as
that source.

Card finds that men who grew up in areas
with a nearby four-year college have significantly
higher schooling and significantly higher earn-
ings than other men. This differential persists
even after taking into account region and family
background, including parental education and
family structure; it is greatest for men whose par-
ents were poorly educated, who might not have
continued their schooling otherwise. Card esti-
mates that the earnings gain per year of addi-
tional schooling is 10 to 14 percent.

by fueling social discontent, increases socio-po-
litical instability; instability, by creating uncertain-
ty in the politico-economic environment, reduces
investment. Since investment is a primary en-
gine of growth, political instability is thus the con-
nection between income inequality and growth,
they conclude.

“Instability, by creating uncertainty in the
politico-economic environment, reduces
investment.”

“Men who grew up in areas with a nearby
four-year college have significantly higher
schooling and significantly higher earnings
than other men.”

“Students who grow up in an area without a
college face a higher cost of college education,
since the option of living at home is precluded,”
Card points out. This higher cost might reduce
investments in higher education, especially among
children from low-income families. Indeed, Card
finds that among men most likely to go to college
anyway, proximity has hardly any effect on school-
ing. But among men least likely to go, geo-
graphic proximity increases schooling by over a
year. As a result, the presence of a nearby col-
lege has its strongest effect on children from sin-
gle-headed families with low parental education
in rural southern areas.

Card uses data from the National Longitudinal
Survey of Young Men, which began in 1966 with
5525 men aged 14—24 and continued with fol-
low-up surveys through 1981.

Income Inequality
and Growth Linked
by Instability

According to a new NBER study by Alberto
Alesina and Roberto Perotti, income inequality,

In Income Distribution, Political Instability,
and Investment (NBER Working Paper No.
4486), Alesina and Perotti study 70 countries for
which data are available for 1960-85. They de-
velop an index of political instability based on as-
sassinations, domestic mass violence, coups
and coup attempts, and the level of democracy
versus dictatorship in the country. They find that
more unequal societies are more politically un-
stable. Political stability is enhanced by the pres-
ence of a wealthy middle class, though. A viable
middle class, which implies more equality in the
distribution of income, is conducive to capital ac-
cumulation because it creates conditions of so-
cial stability, the authors write.

Not only does political instability have an ad-
verse impact on investment, and therefore
growth, but these two effects are both statistical-
ly and economically significant, Alesina and Per-
ofti find. Finally, they conclude that, after control-
ling for its effect on instability, income distribution
has no additional effect on investment.

Computers Raise
Productivity

The impact of computers on the output and
productivity of American business has been the
subject of considerable debate. Some analysts
have asserted that the return on investment in
information technology generally has been low.
But a number of others have found that the con-
tribution of computers to output is quite large.
However, these studies have not shown that
computer investment (like R and D investment)
yields excess returns: returns greater than those
earned by ordinary investment in plant and



equipment. Moreover, although labor costs ac-
count for over 40 percent of the budgets of infor-
mation systems (IS), only one previous study
has examined the role of IS labor costs as well
as IS capital.

“There are substantial excess returns to in-
vestment in computer capital and informa-
tion systems.”

In The Output Contributions of Computer
Equipment and Personnel: A Firm-Level
Analysis (NBER Working Paper 4540), Frank
Lichtenberg examines the contributions to out-
put of both IS capital and IS employment at the
firm level throughout the business sector during
1988-91. His estimates imply that there are sub-
stantial excess returns to investment in comput-
er capital and information systems. His research
also suggests that employees in IS departments
earn excess returns. The wage rate of IS em-
ployees is about three times as high as that of
non-1S employees, but their productivity appears
to be about six times as high. Even though IS
employees in 1986 accounted for a very small
share of total employment, growth in IS employ-
ment—16 percent per year—made a larger con-

tribution to output growth in 1976—86 than growth
in non-IS employment did. Information systems
may enhance productivity in part because they
reduce the likelihood of costly mistakes.

Previous studies examined the period preced-
ing the large increase in the use of computers.
Further, some studies were based on the manu-
facturing sector, which is a relatively small user
of computers. This study, in contrast, was based
on measured differences in productivity levels
between firms within industries and years, not on
measured differences in productivity growth
rates between industries. This may explain Licht-
enberg’s higher estimates of the effects of infor-
mation systems on productivity.

Expenditure on information systems accounts
for about 2.7 percent of total revenue in the busi-
ness sector, and the share of IS employment in
total employment is about 3.1 percent. The
share of computers in capital expenditure is
about 10-13 percent. But, because computers
have a much higher depreciation rate, and much
lower (in fact, negative) rate of asset price ap-
preciation than other capital, the mean value in
the used equipment market of sample firms’
computer capital as a percentage of their net
tangible assets is only 1.5 percent.
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