Dale-Krueger

C

B = The average SAT score of the college you attend.

A = Your labor market outcome (salary) 20 years later.

C = Anindex of your characteristics that are observed by college
admission committees but not the researcher. More C increases the
maximum SAT score of the set of schools that accept you. This
creates a correlation between C and B. Larger Cis correlated with
higher salaries by assumption.

If the true effect of B on A is positive, then this effect is overstated if you
cannot measure C.

Dale-Krueger argue they have agood indicator of C, the pattern of
acceptances and rejections from schools to which you applied. That isto say,
any two people with the same pattern of acceptances and rejections are
identical in C. If true, they can control for C by defining indicator variables,
one for each group of individuals with the same pattern of acceptances and
rejections. They then identify the effect of B on A through the variation in B
that exists among individuals who belong to the same group.



Thereisat least one big reason to doubt that all individualsin the same group
areredly identical in C. These people probably receive different financial
aid offers. This meansthereissomethingin C, say C', that is observed by
college admission committees but not the researcher and which is not
measured by the pattern of acceptances and rejections. Furthermore, it could
well bethat C' ispositively correlated with A but negatively correlated with
B. Thiswould happen if the less selective of the schools to which you are
admitted offer more financial aid.

If the true effect of B on A is positive, then this effect is understated if you
cannot measure C'. In any group of individuals with the same pattern of
acceptances and rejections, there would be a systematic (non-random) choice
toward relatively less selective schools by people whose C' characteristics
will lead to high salaries. This“flattens’ the observed relationship between
B and A.
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