NBER Working Paper Series

OCCUPATIONAL LICENSING AND THE INTERSTATE
MOBILITY OF PROFESSIONALS

B. Peter Pashigian*
University of Chicago

Working Paper No. 220

CENTER FOR ECONOMIC ANALYSIS OF HUMAN BEHAVIOR
AND SOCIAL INSTITUTIONS

National Bureau of Economic Research, Inc.
204 Junipero Serra Boulevard, Stanford, CA 94305

December 1977

Preliminary; not for quotation.

NBER working papers are distributed informally and in limited
number for comments only. They should not be quoted without
written permission of the author.

This report has not undergone the review accorded official
NBER publications; in particular, it has not yet been submitted
for approval by the Board of Directors.

Research for this paper was supported by a grant from the American
Bar Foundation to the National Bureau of Economic Research.

*Professor of Business Economics, Graduate School of Business, Univer-
sity of Chicago, and Senior Research Associate, NBER. An initial
draft of this paper was written during the author's stay as Research
Fellow in the Domestic Studies Program at the Hoover Institution,
Stanford University.




NBER Working Paper 220
December 1977

OCCUPATIONAL LICENSING AND THE INTERSTATE
MOBILITY OF PROFESSIONALS

B. Peter Pashigian
University of Chicago and NBER

This paper attempts to measure the effect of occupational
licensing, restrictions on reciprocity, location specific investment in
reputation and earnings on the interstate mobility of professionals.
While 34 professional occupations are analyzed, special attention is
focused on the legal profession. The comparatively low interstate
mobility rate of lawyers may be due to state licensing and restrictions
on reciprocity or to the investments made by lawyers to develop local
reputations or to the investments made by lawyers in state specific law.

Tests are conducted to distinguish among these three hypotheses.



Introduction

The interstate migration of'human resources has attracted the atten-
tion of an increasing number of economists. Recent advances in the theory
of human capital have focused on the importance of age and education in
explaining the migration of workers. An older literature in the field of
industrial organization emphasized the importance of licensing and reci-
procity to explain differences between occupations in earnings and mobility.
Yet to be underteken is a study which combines those determinants of
mobility stressed by the human capital theorists with those advanced by
students of industrial organization. Recent work in the field has slighted
the effect of class of worker on interstate mobility. Many professionals
are independent businessmen, either sole proprietors or partners. Dentists,
lawyers, optometrists, physicians and veterinarians invest resources through-
out their careers to develop business reputations and goodwill. Reputation
and business contacts are to a largé degree location specific and depreciate
rapidly if the practitioner leaves the immediate market. On the other hand,
professionals primarily employed by firms would suffer smaller losses in
goodwill if they left the immediate geographical market. A serious study
of the determinants of mobility of professionals, as this study purports to
be, must take cognizance of reputation capital and measure its importance
in explaining differences in occupational mobility.

This paper will focus special attention on the legal profession. The
legal profession is granted special attention not only because licensing by
state bar examination is common and because lawyers in large part are inde-
pendent businessmen but also because the practice of law, unlike the practice

of dentistry or medicine, has some state specific features. It can be and has



been argued that law and procedure vary from one state to the next, and
that a seasoned lawyer is reluctant to launch a new practice in another
state. Lesser interstate mobility of lawyers might be explained by any
one or a combination of three hypotheses: (1) licensing with restrictions
on reciprocity, (2) investments in reputation capital, and (3) investments
in state specific law and procedure. A major endeavor of this paper is to
formulate tests that distinguish between these three hypotheses.

Section I summarizes the existing theory of mobility, while Section II
discusses the measurement of interstate mobility and licensing. The empirical
results are presented ig Section III. Tests of the state specific law
hypothesis are reviewed in Section IV. The major results of the paper are
summarized in the last section, and several possible extensions of the work

are igﬁicated.

I. Interstate Mobility: A Capsule Summary of the
Existing Theory

The theory of mobility is in its formative stages. Schwartz (1976)
has recently presented a theory to explain several known regularities in
mobility patterns as revealed in census data.

Schwartz developed a theory of the effects of age and education on
the area of search over a homogeneous plane by prospective employers and
employees. Job seekers and employers substitute between a more intensive
search of a given area (by expanding the share of population considered for
the job) and a more extensive search over a larger geographicel area. Two
implications of the theory are of immediate interest: (1) the interstate
migration rate, the pr0portion of employees that move a given distance, de-

clines with age at a rate which increases with education, and (2) the expected




distance moved by a prospective employee increases with the level of educa-
tion (and may either increase or décrease with age). Given the number of
positions to be filled, employers have a greater incentive to search over a
larger area for younger prospective employees than to search over a smaller
area and to try and attract older prospective employees, the higher are educa-
tional requirements of the position. The job seeker also trades off between
the waiting time before a position is found and the area of search. If
waiting time increases with education and age given the area searched, there
will be an incentive to search over a larger area (to reduce waiting time)
the higher is educational attainment or age. Thus, firms and Job seekers
search over larger areas as education level increases. Consequently, the
expected distance moved of successful applicants would be expected to rise
with educational attainment. Given education, older individuals also search
over a larger area but the pecuniary cost of transportation and the non-
pecuniary cost of changing locations may rise with age so that the expected
distance moved may or may not increase with age.

The objective of Schwartz was to advance a theory capable of explaining
the known regularities in gross mobility patterns of broadly defined groups
classified by age and education. The theory appears well suited for this
purpose but is less well suited to analyze the mobility of occupations.
Consequently, some extensions of the theory need to be considered if differ-
ences in mobility rates between occupations are to be explained. Schwartz
assumed that job opportunities are homogeneous over space. The number of
substitute employers or employees do not differ from one location to another.
Of course, the distance between substitute employers differs appreciably from

one occupation to another. Professors have fewer substitute employers within



a city than accountants. The higher interstate mobility of professors should
not be attributed to educational achievement until aa adjustment for the
smaller number of educational institutions per state is made.

The class of worker can be safely ignored wheh explaining differences
in interstate mobility rates of all workers by education and age. But the
effect of private practice on mobility cannot be safely ignored in a study
of proféssional occupations. The cost of mobility is higher to those in
private practice selling directly to the public. Other factors considered,
lesser mobility may be expected in those occupations where it is relatively
more expensive to attract customers and to establish business reputations in
new markets. In these occupations comparatively fewer older practitioners
should be prepared to move and to establish a business in a new market than
in occupations with salaried members.l/

A final comment deserves mention. In large degree Schwartz's theory
is a supply theory of mobility. Once again, an analysis of occupations
requires some attention be paid to demand factors. Differential growth
rates between occupations and between states within each occupation should be
considered to determine how important are deﬁénd factors in explaining inter-
state mobility between occupations.

These observations indicate interstate mobility would differ between
occupations even in the absence of licensing and restrictions on reciprocity.
Licensing and restrictions on reciprocity impose added costs on potential
movers. There appear to be larger differences between occupations in the use
of licensing and the conditions for feciprocity than there are between states

within an occupation. This fact alone suggests that a study of occupations is

l-/Older lawyers, dentists, etc. should be more likely to stay put than

older engineers, accountants, etc.




an attractive method to determine the effect of licensing on mobility

in general and on the mobility of lawyers in particular. However, a study
of different occupations is not without important drawbacks. The major
determinants of mobility, other than licensing, must be included in the
analysis. An acceptable method must be discovered for ranking occupations
with regard to the use of licensing and to the practice of reciprocity.
these are considerable achievements that invite criticism given the scarcity
of information.

A study of occupations mey for many purposes be a more efficient
method of detecting the effects of licensing and restrictions on reciprocity
on interstate mobility. Nevertheless, a study of states can provide some
useful tests of state specific law hypothesis. Indeed , tests of the impor-
tance of state specific law are difficult but not impossible to make without
state data. While most of the tests in this paper will use the occupation
as the unit of observation, a few will rely on state data to provide supple-
mental tests of the determinants of lawyer mobility.

II. The Measurement of Interstate Mobility
and Licensing '

Holen used two measures of interstate mobility in a pilot study of the
dental, medical and legal professions (Holen 1965). One measure was the inter-
state migration rate--the number of out-of-state movers over a period of time
relative to the total members in the occupation. The second measure was the
conditional probability of moving out of state given an out-of-county change
in residence--the number of out-of-state movers relative to the number of out-

2/

of-county movers.— These two measures of mobility are retained for use and

2/

= The 1970 Census of Population identifies the number of individuals
whose residence in 1965 was in a different state than the residence in 1970.

Strictly speaking, the Census data do not enumerate the number of movers since
an individual who left and then returned to the state between 1965 and 1970 would
not be counted as a mover by the Census.



augmented by yet another measure--the conditional probability of remaining
in the county of residence given no interstate change in residence. This
measure is a retention probability, the opposite of a mobility probability.
It measures the number remaining in the county of residence (be they stayers
or intra county movers) relative to the number who remain in the state over
the period of measurement. This retention probability reflects the net
advantages of remaining in the same county relative to other locations in
the state. The formal definition of each measure and the symbol assigned to
each are presented below.

1. Interstate Migration Rate (I.M.R.)--Members of an occupation

whose 1970 residence was outside the state of residence in

1965 relative to all members of the occupation in 1970.3/

2. Probability of an Interstate Move Given an Out-of-County

Move (P.I.M.)--Members of an occupation whose 1970 residence
was outside the state of residence in 1965 relative to those
members who were living outside the county of residence in 1965.

3. Probability.of Remaining in County Given No Interstate Move

(P.I.C.)-*fembers of an occupation whose county of residence was
the same in 1970 and 1965 relative to those members whose state
of residence was the same in 1970 and 1965.
A numerical illustration will indicate how these measures are calculated
and will reveal the difference between them. The 1970 Census of Population
indicates 50,073 lawyers lived in a different county in 1970 than in 1965. Of

) .446 1ived in a different state in 1970 than in

\

these, 22,342 or (P.I.M.

3/

=/ Tndividuals are excluded if abroad or if no information was supplied.




1965. The probability of an interstate move given an out-of-county move
was .L46 for lawyers. The 22,342 lawyers who moved across boundaries
represented (I.M.R. =) .105 of all lawyers in 1970 (after excluding those
abroad in 1965 and those lawyers submitting no response). The interstate
migration rate of lawyers was slightly higher than 10%. A large number
of lawyers--162,776 remained in the same county. This number represented
(P.I.C. =) 85% of all lawyers whose residence was in the same state in 1965
and 1970.

Each of the three measures identifies a different aspect of migration.
The interstate migration rate gives an indication of the relative importance
of interstate migratory activity in an occupation. The probability of an
interstate move is more closely related to the distance moved since it is
the proportion moving out-of-state-relative to all out-of-county movers.
The retention probability reflects the net advantage of locations within
the county relative to locations elsewhere in the state and only reflects intra-
state factors that determine location of residence within the state.

In principle, no relationship need exist between the three measures.
This may be seen more clearly by considering the definition of each measure,
If T denotes the total number of members in an occupation, S denotes
members in the same residence (nonmovers), INC denotes movers who remain
in same county, INS denotes movers in different county but.in the same state
and OUTS denotes movers located in a different state in 1965 than in 1970

then T =S + INC + INS + OUTS. The definitions of the three measures are:

a. I.M.R. = XIS
T
_ __OUTS
b. P.IM. = gt
e. P.I.Cc. = ——> * INC

S + INC + INS




The interstate r -ration rate can be low in an occupation because relatively
few members move across state boundaries even though the probability of an
interstate move is high because moves are of long distances when out-of-county
moves are made. Similarly, a low I.M.R. could be associated with either a
high or low P.I.C. because individuals might remain in the same county or
might move into other counties within the same state. In fact, the measures

are correlated as the correlation matrix below shows.

Simple Correlation Matrixa

Variable P.I.M. P.I.C.
I.M.R. ' .87 -.58
P.I.M. -.24

83) occupations

Occupations where moves tend to be over longer distances are usually those
where a relatively larger share of members are undertaking interstate moves.
Similarly, occupations with relatively large amounts of interstate aétivity
are ones where intrastate retention probabilities are relatively low. On
the other hand, the correlation between the probability of an interstate
move and the retention probability is small. A high retention probability
should not affect the distance moved once an out-of-county move is made.
Table 1 shows the three measures for each of 34 professional occupa-
tibns. The selected occupations have characteristics similar to the legal
profession--higher educational attainment, primarily male members and above
a minimum size. The selection was limited to those occupations classified

as professional by the Census Bureau with 60% or more male members and with
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at least 4,500 members.E/ Each of these occupations was classified further
into one of three groups: (1) oécupations without formal licensing require-
ments with few if any legal barriers to interstate mobility, (2) occupations
with state licensing and with many states granting reciprocity, and (3) occupa-
tions with licensing and evidence of more restrictions on the use of recipro-
city.é/ Occupations were classified after two somewhat dated publications
on licensing published by the Council of State Governments (1952) (1964)
were consulted.

Table 1 shows lower mean values for ﬁhe interstate migration rate
(I.M.R.) and probability of an interstate move (P.I.M.) of occupations with

licensing than those without. Still lower means appear for occupations with

E/One occupation--—-coaches and physical education professors--was
excluded.

5/

=" The classification of occupations among the three groups is not
easily maede and involves judgment. In some occupations the requirements

for reciprocity differ across states. Developing a continuous measure of
reciprocity for different occupations is difficult given the variety of
conditions imposed by states before reciprocity is granted. A further
difficulty is the lack of information of the implementation of the formal
conditions imposed by the states. Under these circumstances a more promising
approach is to merely assign each occupation to one of the three broad
groups. The classification of the judicial profession was particularly
difficult to make. While judges do not complete a formal test process, they
are evaluated and recommended by a commission, and sometimes confirmed by a
legislative body. Some are elected. Reciprocity has little applicability
in this profession. These considerations provide some justification for
classifying the Jjudicial profession as a licensed one with limits placed on
reciprocity. The classification of accountants may be questioned and with
some Justification. While C.P.A.'s are examined, the licensing of other
accountants appears to vary across states and is of more recent vintage.
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TABLE I

INTERSTATE MOBILITY BY OCCUPATION AND LICENSING STATUS
(Selected Occupations)

Out-of-State Movers
as a Proportion of All
Out-of-County Movers

Out~of-State Movers
as a Proportion
of All Members

In-County Stayers
as a Proportion of
All In-State Stayers

Occupation (PIM) (IMR) (PIC)
I. OQccupations with Little State
Licensing
1. Accounting .480 .119 .855
2. Clergy 186 .281 .586
3. Agricultural Sclentists .597 .191 L340
k. Engineers .61k .182 .860
5. Psychologists .6Lh .281 LTTh
6. Chemists 6T .189 .325
7. Blologists .654 .276 .798
8. Math. Specialists 654 .229 .843
9. Sconomists .688 .292 .813
10. Physicists and Astronomers .T10 276 845
11. Geologists .T1l .295 .830
12. Atmospheric and Space
Scientists LTu2 .251 .883
Simple Average (1-12) 636 .239 .813
13. College and University
Teachers
a. Business and Commerce 654 k29 .907
b. Education .658 324 751
¢. Physics .705 .316 .Bot
d. Mathematics .T19 377 .763
e. Agriculture .721 .228 .886
f. Sociology .728 .h26 .723
g. Bilology .TL0 .347 .81k
h. Psychology .Th2 .39k LTTh
i. Atmospheric, Earth and
Marine .Th8 .383 791
J. Chemistry .76k .348 .836
k. Engineering .T65 .297 .870
1. History 770 .386 .812
m. Law . 790 .34 .863
n. Economics .792 436 -197
Simple Average (1-13) .689 .30k .813
II. Occupations with State
Licensing and Evidence of
Some Reciprocity
1. Pharmacists .347 .0T1 .856
2. Optometrists RSE 072 .902
3. Architects .556 .125 .885
4. Veteriparians .586 .166 .860
5. Phyaicians .650 .186 871
Simple Average .516 .12h .876
IIT. Qccupations with State
Licensing and Little Reci-
procity or with Little
Reciprocity
1. Judges .300 .018 .956
2. Lawyers JLug .105 .854
3. Dentists .48 .098 .891
Simple Average .b1s .07k .900
SOURCE: 1970 U.S. Census of Population, Mobility for States and the Nation. PC(2) 2B, pp. 38-L4,

A

¥
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lesser reciprocity than those with.éj College and university professors
have relatively high migration rates and probabilities. In contrast, Judges
have very low migration rates and probabilities.

These comparisons, crude as they are, suggest that licensing and re-
strictions on reciprocity have reduced the interstate flow of human capital.
There is, however, evidence that the retention probability varies with the
use of licensing. The mean retention probabilities are higher in licensed
rather than unlicensed occupations. This is a curious finding. The value
of-licensing and of restrictions on reciprocity to members of an occupation
would appear greater when retention probabilifies are relatively low. This
finding may mean fhat licensing is a useful device to control the flow of
younger practitioners across state boundaries. In any event, the lower
interstate migration rates and probabilitiesvof an interstate move in
licensed occupations may be caused in part by the higher cost of establishing
new practices‘in different markets, and at tﬁ;s point cannot be attributed

solely to licensing and restrictions on reciprocity.

6

It should be noted that differences between occupations in the
probability of an interstate move have narrowed over time.

Percent

1950 1970 Change
1. Dentists .385 .498 26%
2. Lawyers and Judges .363 s 23
3. Architects . 552 .556 1
4. Optometrists .520 Lk -15
5. Pharmacists .390 .34T7 -11
6. Physicians .683 .650 -5
7. Accountants .87 .L480 -
8. Clergymen .81 .487 1
9. Engineers .583 .61k 5
10. Chemists .563 .6hT 15
11. College Professors .708 731 3

These results suggest that restrictions on reciprocity have been declining
over time in dentistry and law.
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The logit model has been employed to estimate the determinants of
I.M.R. and P.I.M. If Ij denotes a measure of interstate mobility in the

jth occupation, it is expressed as a function of x though

J,

(1) I, = % \ J=1, ..., 3k

where uJ is a disturbance term and x is a vector of independent

J

variables. A transformation of (1) yields

(2) H

an | —d— | = —[£(x,) + u,]
] J J

The selection of the independent variables is dictated in part by
the theory developed by Schwartz, by the importance of local goodwill in
some occupations, by the importance of growth in producing interstate
migration, and by the importance of licensing and restrictions on reci-
procity.

The definition of and the symbols used for each of the independent

variables are:

1. Age of Worker

Two variables are employed to measure the effect of age.

a. Median Age of Worker in Experienced Civilian Labor Force,
1970 (AGE).

b. Percent of Workers in Experienced Civilian Labor Force
Less than Thirty Years 014, 1970 (YOUTH).
This variable was employed to determine if occupations with a

larger percent of younger workers would record greater interstate
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mobility because of the change in residency during the

transition from college to work.Z/

2. Educational Attainment

The information on education attainment of professionals in the

1970 Census of Population is deficient. The highest measured attainment

was the open-ended class with 17 or more years of formal education. The median
educational attainment in many professional occupations exceeds 17 years.

This is a serious limitation and one not easily overcome. Two substitute
measures were employed although both are subject to their own limitations:

a. Percent of Experienced Civilian Labor Force (16 years or older)

with five or More Years of College 1970 (EDU).

b. Mean Earnings, Full-Time Workers;ui969 (F.T. EARNINGS)

The selection of full-time earnings wés indicated because EDU contains
greater measurement error in occupations with higher educational attainment.
EDU does not distinguish sufficiently between dentists and lawyers on the one
hand and physicians and college and university professors on the other hand.
Given age, differences in earnings will bettér reflect differences in educa-
tional attainmenp as well as differences in Qéan quality of members across

occupations.

3. Class of Worker

The Census of Population classifies workers into three groups:
a. Percent of Workers in Private Practice, 1970 (PRI-PRACT).
b. Percent of Workers Salaried in Government, 1970 (GOV).

c. Percent of Workers Salaried in Firms and Other FMonprofit

Institutions, 1970 (PRI-SAL).

Z/YOUBO is negatively correlated with AGE (r = -.92).
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Because the sum of these three variables equals unity, only the first
two are included in the regressions. The coefficients of PRI-PRACT and GOV
measure the effect of each of these variables relative to the effect of

PRI-SAL.

4. Supply of Substitute Employers

The number of colleges and universities per state is typically smaller
than the number of firms per state. Therefore, a location change by a
professor has a higher probability of involving an interstate move. A
variable is required to distinguish between academic occupations and other
occupations.g/

a. PBEmployed by College or University, 1970 (UNIVER):

A dummy variable is assigned a value of one in the occupation

is composed of college and university teachers.

5. Licensing and Reciprocity

Several dummy variables are used to determine the effect of licensing
and the effect of restrictions on reciprocity on interstate flows of human
capital.

a. Licensed Occupations with Reciprocity (LIREC): This variable is
assigned a value of one if the occupation is licensed and if
reciprocity is granted by many states.

b. Licensed Occupations With Little Evidence of Reciprocity (LICNREC):
This variable is assigned a value of one if the occupation is
licensed and if reciprocity is seldom granted or if reciprocity
is granted only after many conditions are satisfied. The definition

of LIREC and of LINREC implies the effect on interstate mobility of

§-/It would also be desirable to distinguish between the availability

of substitutes among nonacademic occupations.

Y]
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adding restrictions on reciprocity in an already licensed

occupation is measufed by the difference between the coeffi-

cients of LINREC and LiREC.

c. Dummy Variables for Each Licensed Occupation with Restrictions

on Reciprocity. These fariables were introduced to determine

if the effect of LINREC on mobility was solely due to the inclusion

of Judges in the LINREC class.

1. Judicial Occupation (JUD): Tﬁis variable is assigned a value
of one if the occupation is the judiciary.

2. Legal Occupation (LAW): This variable is assigned a value of
one if the occupation is the legal profession.

3. Dental Occupation (DENT): This variable is assigned a value of

one if the occupation is the dental profession.

6. Growth in Market Demand

There were substantial differences in the growth rates of occupations
between 1960-1970. If this national growth rate was experienced uniformly
across the states, there would be no reason tp expect the growth rate in the
total number of members in the occupation to affect interstate mobility. If
the variability in state growth rates increases with the growth rate of the
occupation, then occupations with higher national growth rates would experience
greater interstate mobility as members leave slower growing states for faster
growing states. This assumption was verified by selecting a random sample of
16 states and 28 occupations, and then finding the variability in state growth
rates increased with the mean growth rate of the occupation.

a. Growth Rate in the Number of Workers in C.L.F. between 1960

and 1970 (GROWTH).
A list of the variables and the assigned symbols 1is reproduced in

Chart I for the convenience of the reader.
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CHART I

SUMMARY OF VARIABLES AND SYMBOLS EMPLOYED

I.M.R.

P.I.M.

P.I.C.

AGE

YOUTH

EDU

F.T. EARNINGS
PRI-PRACT
GOV

PRI-SAL
UNIVER

LIREC

LINREC

LAW

DENT

GROWTH

Interstate Migration Rate

Probability of an Interstate Move Given an Out-of-County
Move

Probability of Remaining in County Given No Interstate Move
Median Age of Worker, 1970

Percent of Workers in C. L. F. Less than Thirty Years 014,
1970

Percent of Workers in C. L. F. with Five or More Years of
College, 1970

Mean Earnings of Full-Time Workers (50-52 weeks), 1969
Percent of Workers in Private Practice, 1970

Percent of Workers Emplo&ed by Government, 1970

Percent of Workers Salaried by Firms and Nonprofit
Institutions, 1970

Variable Assigned a Value of One if Occupation is Composed
of College and University Professors

Variable Assigned a Value of One if Occupation is Licensed
and if Reciprocity is granted by states

Variable Assigned a Value of One if Occupation is Licensed
and if Reciprocity is seldom granted by states

Variable Assigned a Value of One if Occupation is the Judiciary
Variable Assigned a Value of One if Occupation is the Legal
Profession ~

Variable Assigned a Value of One if Occupation is the Dental
Profession

Growth Rate of Workers in C. L. F. Between 1960 and 1970.
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ITI. Empirical Results

The results of the regression analysis are presented in Table II,
where the dependent variable is log[I.M.R./(1 - I.M.R.)], and in Table III,
where the dependent variable is 1log[P.I.M./(1 - P.I.M.)]. The results
for those variables other than the licensing variable will be discussed first,
with comments on the effects of the licensing variables reserved for later.

Median age is inversely related to I.M.R. and P.I.M. It would
appear that interstate migration activity is lower and the distance moved
(as approximated by P.I.M.) is shorter in occupations with older members.
The coefficients of the other age variable, the percent of members less than
30 years old, are‘consistently negative. It may be recalled that YOUTH was
expected to increase mobility if members under 30 made interstate changes as
the transition between formal schooling and the job market was made. The
reason for the negative coefficient is not altogether clear, but the chief
culprit appears to be errors of measurement in the education variable. While
interstate mobility may in fact rise with educational attainment, this effect
may not appear in the regression results because of errors in the measurement
in EDU. Instead, interstate mobility will appear to be inversely related to
YOUTH if YOUTH is more closely correlated to the true but unobserved value of
educational achievement.g/ The errors of measurement in EDU may also be
responsible for the significant effect of earnings on interstate migratory
activity. Because the possibility of errors of measurement exists, it is not
possible to resolve the central issue of whether interstate migration is

determined by earnings or educational attainment.

2-/The correlation between YOUTH and EDU is surprisingly low, r = .05.
This may be a sign of the seriousness of measurement errors in EDU and/or
because occupations with the highest growth rates were those with higher
educational requirements.
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TABLE II

INTERSTATE MIGRATION RATE (I.M.R.),

DEPENDENT VARIABLE

I.M.R.
e [ T- TR,
Independent Coefficient Estimates
variable (1) (2) (3) () (5) (5)
- A e
1. CONSTANT k.01 6.76*** 7.90** 5.90 8.0z 11.06
' e XNk P A ™
2. AGE | -.12 - 1k -.15 -.11 -.16 -.19
' 3%
3. LIREC ; -1.00" -.83**'* —.76*** -.60"" -.70 * -.55
W
k. LINREC ' -1.55”* ' -1.40*** -1.26*** -1.21*** -.980
5. EDU ; o™ .005 -.56-03 .22-02 45-02 - .b5-02
! * ™ *¥% * e
6. F.T. EARNINGS i .26-03 .30-02 A1-02 .02 .29-02 .51-02
7. FRI-PRACT. i W11 .3 RIS -.13 .01 .17
8. cov | -.16 ko ik ko .13 .38
I He L 2 o W W W=
9., YOoUTH J -.0k -.05 -.05 .0k -.06 -.08
10. UNIVER. | 29" .18 s
11. P.I.C. ‘ 2.8 3™ -3.267% 2,75 440"
* *
12. GROWTH .18 .13
W
13. LAW -1.03
14, Jup -1.85*"*
L.
15. DENT -.94
R2 .939 .956 .96L .967 972 .987
T, 227 .196 .183 .181 175 .12k
] 3k 3k 3k 34 28 28
*jenotes t ratio between 1.60 and 1.99
**ienotes t ratio between 1.99 and 2.99
W
denotes t ratio greater than 2.99
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TABIE III

PROBABILITY OF INTERSTATE MOVE (P.'I.M. )s

DEPENDENT VARIABLE

o8 L%d

Independent Coefficient Estimates T

Variaple (1) (2) (3) (4) (5) (6)
1. CONSTANT 475" 3.88™" 462" 3.97 3.65° 6,02
2. AGE T R -0 -u™ T -u™ S Tkl
3. LIREC .61 -7 -6 -.53" 6™ Lsr™
4. LINREC L™ 5™ S1es™ 1.6 L™
5. EDU .16-02 .35-02 .12-03 .11-02 70-02""  .29-0b
6. F.T. EARNINGS 48-02"" 39-02™ w6-02™ W7-02™ .25-02 42-02""
7. PRI-PRACT. .08 .01 .08 -.20 -.39 -.26
8. Gov 56 .38 5o .37 .05 .15
9. YOUT -0 .o o™ -0 B Y e
10. UNIVER. .19 L 35
11. P.I.C. .88 46 47 2.25" .96
12. GROWTH .1k .09
13. LW -1.08""
1. JuD -1.23%"
15. DENT -.81"

B .891 .89k .901 403 .GH7 .966

9, 211 .211 .209 217 163 .134

N 34 34 34 34 28 28

*
denotes t ratio between 1.60 and 1.99

-
denotes t ratio between 1.99 and 2.99

s
denotes t ratio greater than 2.99
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An important finding is that P.I.C. or local reputation has a signif-
icant effect in reducing the interstate migration rate but not the probability
of an interstate move. Hence, the interstate migration rate is lower in
occupations where local reputation appears to be important. Not surprisingly,
the distance moved, as approximated by P.I.M., is not related to local capital
as measured by P.I.C. Once a move is made out of the local market, the
importance of local reputation should not determine if the move is over a
short or long distance.lg/

If the growth rate of an-occupation has an effect, it is on I.M.R.
and not on P.I.M. There is some weak evidence that more rapidly growing
occupations experience ﬁigher interstate migration rates, but the t values
are lower and a cautious interpretation is suggested.

The coefficients of each of the licensing variables are of considerable
interest. In each table the coefficients of LIREC and LINREC are negative
and often hgve t ratios exceeding 3. The coefficient of LINREC, the
variable for licensed occupations with little reciprocity, is as expected,
algebraically smaller than the coefficient of LIREC, the variable for licensed
occupations with fewer restrictions on reciprocity. Column 4 of each table
indicates the difference in coefficients is ﬁot due solely to the lower inter-
state mobility of Judges. The dummy coefficients for the three occupations,
law, dentistry and Jjudiciary, indicate significantly lower interstate migration
rates with judges having substantially lower rates, followed by lawyers and
then dentists. In review, these results indicate licensing itself reduces the
interstate migration rate and the probability of an interstate move and the

restrictions on reciprocity reduce I.M.R. and P.I.M. still further.

;Q/While P.I.C. is related to I.M.R., the proportion of workers in

private practice is not. Surprisingly, the simple correlation between P.I.C.
and PRI-PRACT is only .29.
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The guantitative effect of licensing and restrictions on reciprocity
on the interstate migration rate is illustrated for the dental and legal pro-
fessions in Table 4. If reciprocity was practiced in the dental and legal
professions, the interstate migration rate would rise from .105 to .150-.153 in the
legal profession and from .098 to .133-.150 in the dental profession.
Elimination of the all licensing raises the migration rate to .248-.275 for
the legal profession and to .218-.274 for the dental profession.;;/ These
sample calculations show the largest effects on mobility spring from licensing
‘itself. Hence, with smaller effects traceable to restrictions on mobility,
the effects of licensing are not simply to reduce the numbers or to certify
quality, effects’which are frequently mentioned by economists, but to reduce
the interstate flow of human capital.

Interestingly enough, the predicted interstate migration rates with
the removal of licensing in dentistry and law would closely approximate the
mean of the rates for nonlicensed, nonacademic professions. The reduced
mobility due to the greater importance of local reputation and age is offset
by the greater mobility caused by higher earnings, ete.

Two unresolved issues about the effects of licensing and restrictions
on reciprocity on interstate mobility remain and require further comment and
study. First, why should and do licensed occupations practicing reciprocity
have lower interstate migration rates and lower probabilities of an interstate
move than unlicensed occupations? The answer to this query is that the formal
conditions about the practice of reciprocity are not in fact implemented and

that reciprocity is not practiced in all states so that licensed occupations

;;/These predictions assume changes in licensing status would not
change the other independent variables, e.g., age and earnings.
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TABLE IV

ESTIMATED EFFECT OF LICENSING AND RESTRICTIONS ON
RECIPROCITY ON THE INTERSTATE MIGRATION RATE OF
DENTISTS AND LAWYERS

Occupation
(1) (2)
Dentists Lawyers
Estimate Derived Estimate Derived
From Table II From Table II
Equation | Equation Equation | Equation
3 4 3
1. Actual Interstate
Migration Rate .098 .098 .105 .105
2. Estimated Interstate
Migration Rate .097 .098 .097 .105
3. Predicted I.M.R. with
Licensing and with
Reciprocity .150 .133 .150 .153
4. Predicted I.M.R. with
Licensing Eliminated .27k .218 .275 .248
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with the apparent liberal use of reciprocity are a quantum Jump away from
occupations free of licensing. Indeed, the empirical results imply the
licensed occupations practicing reciprocity have characteristics more similar
to licensed occupations that limit the use of reciprocity than to unlicensed
occupations. The second issue is whether the state specific law is capable
of explaining the lower interstate migration rate of lawyers. Evidence

bearing on this issue is presented in the next section of this paper.

IV. Investment in State Specific Law

Investments in state specific law may be made in law school if the
curriculum and the state bar exam stress state law and procedure or through
experiences and practice. The results of tests of these two hypotheses
are summarized below.

A. Investment in Specific State Law and
Law School Education

If the state bar examination emphasizes state law, the curriculum
of local law schools will be devoted in part to state law courses.lg/ If
the curriculum of law schools focused on state law, law professors as well
as lawyers should be less mobile since they tgo would have made investments
in state specific law. Table 5 shows the interstate mobility rate of law
professors is more like that of their academic counterparts than the rate
for lawyers is like that of their business counterparts. This indirect test
suggests that state specific investments are not made by law students during

the formal education process.

12/

—'The presence of national law schools like Chicago, Harvard, Stanford,
Yale, etc., indicates a nonnegligible fraction of law students undertake
general investments and constitutes evidence against the state specific
investment hypothesis.
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Table V

~COMPARISON BETWEEN INTERSTATE MOBILITY OF

PRACTITIONERS AND PROFESSORS

Interstate Migration Rate

Practitioner rofessor (5)
(1) (2) (3) (&) latio
Field IMR Rank MR Rank (3)/(1)
1. Lav 10.5 1’ 3k.1 2 3.25
2. Engineering 18.2 2 29.7 1 1.63
3. Chemistry 18.9 3 34.8 L 1.84
4, Mathematics 22.9 L 37.7 5 1.65
Biology 27.6 5 34.7 3 1.26
6. Psychology 28.1 6 39.4 6 1.40
7. Economics 29.2 7 13.6 7 | 1.49

Probability of an Interstate Move

Practitioner | Professor (5)
(1) (2) (3) (%) Ratio
Field IMR Rank IMR Rank - (3)/(1)
l. Law L4.6 1 79.0 6 1.77
2. Engineering 61.4 2 76.5 5 1.25
3. Psychology 6L.4 3 .Ih.2 3 1.15
h. Chemistry 64.7 A ) 1.18
Mathematics 65.% 5 1/2 %1.9 1 1.10
6. Biology 65.4 5 1/2 T4.0 2 1.13
7. Economics 68.6 7 79.2 7 1.15

SOURCE: 1970 U.S. Census of Population, Mobility for States
and the Nation. PC(2) 2B, pp. 38-Lk.
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If specific state law is taught in 1s

w school and examined for on

the bar exam, graduates of law schools in each state should have a higher

pass rate on the state bar examination than

schools, holding quality of law student cons

hypothesis is possible since California repo

and out-of-state law school graduates. The

graduates of California law schools approved

did outperform graduates of A.B.A. approved

fifties but that differences in pass rates h

during the sixties and seventies. Table VII

graduates of a selected number of law school

quality.

Harvard, and Yale law schools were comparabl
while the pass rate of graduates from the Un

favorably to those of graduates of the Unive

On the whole these data suggest that state s
for on the California bar exam and probably

of the curriculum of California law schools

B. Investment in State Specific Law
and Experience
Knowledge of state specific law and p
practice. Lawyers who have made investments

a lower probability of moving across state b

practices are more likely to require investments in state specific law.

13/

Harvard, Stanford and Yale are usu
schools. Hence, the performance of graduats
be expected to be similar.

These figures indicate the pass ra

graudates of out-of-state law
tant. A partial test of this

rts the pass rate of in-state

data in Table VI show that

by the American Bar Association
out-of-state schools during the
ave narrowed and disappeared

shows the pass rates of

s of a more uniform and higher
tes of graduates from Stanford,

¢ during the sixties and seventies
iversity of Michigan compare quite
rsity of California (Berkeley).lé/
pecific law has not been tested

has not been an important part

during the last 10 to 15 years.

rocedure may be gained through
in state specific law will have
oundaries. Certain types of

The

1ally identified as national law

s of these three schools might
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TABLE VI

PASS RATES ON CALIFORNIA BAR EXAM OF GRADUATES

OF IN-STATE VERSUS OUT-OF-STATE LAW SCHOOLS
(First Examination)

(Percent)
Graduates of Graduates of
California Law Schools, Out-of-State Law Schools,
Period A.B.A. Approved A.B.A. Approved
April 1951 - Oct. 1953 72.0 47.0
March 1956 - Sept. 1959 8.7 59.2
March 1963 - Aug. 1965 | Th.2 69.4
1969 - 1971 70.6 T0.3
1973 - 1975 T72.4 3.7

SOURCE: C(California State Bar Journal, various issues.
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practices of lawyers in private practice are more likely to involve state
law than salaried lawyers employed by firms. Nongovernment salaried lawyers
would include those lawyers working for firms and nonprofit institutions as
well as associate lawyers employed by law firms. Lawyers employed by firms
may devote a larger share of their time‘to federal law than lawyers in
private practice. Less can be said about the work load of associates.
Therefore, it is less clear whether associates make comparatively smaller
investments in state specific law than lawyers in private practice.;&/

There is, however, a competing hypothesis which may also explain a
lower interstate mobility for self-employed lawyers than for salaried
lawyers. Self-employed lawyers develop local reputations and suffer a
greater loss in goodwill if they leave the immediate market. This loss of
goodwill suggests that self-employed lawyers will be less likely to change
residence and will be more likely to remain in the same market if a change
of residence is made. Under this hypothesis a smaller proportion of self-
employed lawyers than salaried lawyers should move out of county of residence,
given that they remain in the state. By limiting the analysis only to those
lawyers who remain in the state, the effect of state law on mobility is
eliminated and attention can be centered on the differential effect on mobility
of the higher cost of mobility for self-employed lawyers.

Table VIII shows (1) the interstate mobility rate (I.M.R.), (2) the
probability of an interstate move given an out of county move (P.I.M.), and
(3) the probability of remaining in the same county given no change in the
state of residence between 1965 and 1970 (P.I.C.) for three classes of

lawyers, salaried by private company (or nonprofit organization), government

14/

~—'If a large fraction of associates are employed by the larger law
firm, their training would also reflect the type of practice of the larger
law firms.
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lawyer, and self-employed. This table shows the interstate migration rate
and the probability of an interstate move is highest for the self-salaried
lawyer and lowest for the self-employed lawyer. The probability of remaining
in the county of residence given that the lawyer remains in the state between
1965-1970 is lowest for the salaried lawyer employed by firms and highest for
the self-employed lawyer. The lower interstate migration rate and probability
of an interstate move for self-employed lawyers suggests that state law does
depress the mobility of self-employed lawyers. However, among lawyers who
remained in the state between 1965 and 1970, a higher proportion of self-
employed lawyers remained in the same county of residence. Therefore, the
loss in goodwill suffered by leaving the immediate market is also capable
of explaining the lower interstate migration rate of lawyers. An additional
piece of evidence suggests that state law is not responsible for lower lawyer
mobility. Table IX shows I.M.R., P.I.M. and P.I.C. for Louisiana, a civil
law state, and the three adjoining states, Mississippi, Texas and Arkansas
presumably common law states. If there is investment in state specific law,
Louisiana should be the ideal test case. Yet, the comparison among these
states fails to reveal significant differences in mobility patterns.
Investments in state specific law are made over the years as a
practice is developed. If so, interstate mobility would decline more
rapidly with age in the legal profession than in other occupétions once
other determinants are held constant. Private practice is one such deter-~
minant. Out of market mobility should decline more rapidly with age in
those occupations where private practice is important. It is first necessary
to control for the effect of private practice on mobility before any effect

of state specific law on the mobility of lawyers can be isolated.
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Thz regression analysis attempts to explain the interstate mobility
rates of younger relative to older members of an occupatien. The ratio of the
I.M.R. for younger members of an occupation (between 25 and Lk years old
in 1970) to the I.M.R. for older members (between L5 and 64 years old) is
the dependent variable and is expected to be larger in occupations with
higher proportion in private practice, PRI-PRACT, and in occupations with
higher retention probabilities, P.I.C. A somewhat different method of
determining the effect of private practice oh relative interstate mobility
is also adopted. The ratio of the retention probability of younger relative
to older members of an occupation has been célculated to determine if occupa-
tions with higher ratios of the retention probabilities have lower ratios of
the interstate migration rates. The symbol assigned to the ratio of the
retention probabilities is R.P.I.C. |

The effect of state specific law on mo£ility is detected by intro-
ducing a dummy variable for the legal profession. If state specific law
reduces lawyer mobility, the ratio should be higher for lawyers and the
coefficient of the dummy variable will be positive.

The results are shown in Table X and indicate the ratio of migration
rates is higher in academic fields and in occupations where private practice

lé/ On the other hand, the ratio of retention probabilities is

predominates.
not related to the ratio of migration rates, a disappointing result.

The results on the importance of state specific law are of considerable
interest. The ratio of interstate migration rates for lawyers appears no

different from the ratios of other occupations once the effects of private

practice and university connection are accounted for.

15/

=2/ An unanswered issue is why PRI-PRACT affects the ratio of interstate
migration rates but not the level of I.M.R.




THE RATIO OF THE INTERSTATE MIGRATION RATE FOR YOUNGER

33

TABLE X

AND FOR OLDER MEMBERS OF AN OCCUPATION

Independent Coefficient Estimates
Variable
(1) (2) (3) (4)
1. CONSTANT 2.hh*** -3.57** -3.16 -3.99
*a *e *e
2. UNIVER 1.17 1.26 1.12 Lo
#R% *n e
3. PRI-PRACT 7.49 7.05 5.60
4. p.I.C. 7.28M 6.95**
5. R.P.I.C. 9.16
6. LAW -1.13 -1.07 -.33 2.28
7. DENT 2,65 6.98
8. DOC 1.52 y.38 "
RZ .695 ygnn .780 .545
Gu 1.185 1.103 1.059 1.498
N 34 34 3k 3k
*Denotes t ratio between 1.60-1.99
*a
Denotes t ratio between 2.00-2.99
T )
Denotes t ratio above 2.99.
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In review, the results of these several tests point in one direction.
The comparatively low interstate flow of lawyers cannot be explained by in-

vestments in state specific law.

Conclusions

Occupational licensing has had a quantitatively large effect in
reducing the interstate mobility of professionals. Placing further restric-
tions on the interstate movement of human capital by limiting the use of
reciprocity reduces interstate mobility still further, but by a diminishing
amount. While licensing may serve the role of a certifying instrument, it
has an important effect of restricting the flow of factors even in those
occupations where reciprocity among the statés is practiced in some degree.

While the lower interstate mobility of lawyers could be traced to
investments in state specific law and procedure or to licensing through
the state bar exam, the results of the tests#suggest that the effects of
investment in state specific law are apt to be small. The lower mobility
of lawyers, like the lower mobility of dentists, appears traceable to
licensing and limitations on the use of reciprocity.

There are two directions in which this study may be extended. A study
of the effect of licensing and restrictions ;n reciprocity on earnings is
feasible and is a natural extension. Further analysis of the dental and
legal professions may be undertaken to determine if restrictions on the
interstate flow of human capital coincide with greater intrastate control
over the number and size of educational institutions than in licensed pro-
fessions with reciprocity or unlicensed occupations. A study of the reasons

for licensing in some and not other occupations would be valuable but progress

is apt to be small. Yet, such a study is necessary if the relative merits of

the cartel versus the certification hypothesis for licensing are to be evaluated.
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