
The Economics of Bachelor’s Degree Ambivalence:
California Higher Education 

Alan Benson, Frank Levy, and 
Raimundo Esteva



Value of Employer Reputation

Prior Literature

2/29



Value of Employer Reputation

Prior Literature

3/29



Value of Employer Reputation

Prior Literature

• On the whole, economic studies find high returns to college education
– Recent examples: Autor 2014; Avery and Turner 2012; Daly and 

Bengali 2014; Greenstone and Looney 2012

• We note that estimates of the IRR to College are overstated: 
– They ignore the possibility of dropping our or taking more than 

four years.
– They ignore the impact of taxes on earnings.
– They ignore the uncertainty of the investment. 
– They ignore ability bias
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Data

• Setting
– We examine higher education in the University of California and Cal State 

University systems

• Data sources
– Drop out rates in UC and CSU systems
– Time-to-graduation in UC and CSU systems
– Earnings trajectories from the Current Population Survey and American 

Community Survey
– Income tax calculator (NBER TAXSIM)
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Conclusions

• Prior estimates overestimate the returns to a Bachelor’s degree 
because they neglect: 
– Higher marginal income tax rates
– Risk of dropping out
– Risk of graduating in more than four years
– Non-labor force participation

• Despite lower estimated returns, college is still “worth it”
• Variation in returns is increasing
• Due to lower mean and wider variation in future earnings, college is 

NOT a “ticket to the middle class,” it’s more like a lottery ticket than a 
train ticket
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