Accepted Manuscript

Social network formation and labor market inequality

Gergely Horvath, Rui Zhang

PII: S0165-1765(18)30034-X
DOI: https://doi.org/10.1016/j.econlet.2018.01.026
Reference: ECOLET 7926

To appear in:  Economics Letters

Received date: 20 November 2017
Revised date: 23 January 2018
Accepted date: 26 January 2018

Please cite this article as: Horvath G., Zhang R., Social network formation and labor market
inequality. Economics Letters (2018), https://doi.org/10.1016/j.econlet.2018.01.026

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form.
Please note that during the production process errors may be discovered which could affect the
content, and all legal disclaimers that apply to the journal pertain.


https://doi.org/10.1016/j.econlet.2018.01.026

*

Social Network Formation and Labor Market Inequality

Gergely Horvath ' and Rui Zhang * 2

2International School of Economics and Management, Capital University of
Economics and Business

nternational Business School Suzhou, Xi’an Jiaotong Liverpool University

February 8, 2018

Abstract

We study how differences in interpersonal skills lead to inequality among workers when social
connections are endogenously formed and workers find jobs through their contacts. We show
that the equilibrium network structure is very unequal in terms of links and access to jobs. The
equilibrium network is not socially optimal because workers impose negative externality on each
other by forming more links. The degree of inequality is larger in the equilibrium than what would
be socially optimal. In the equilibrium, high-skilled individuals overinvest in networking while
low-skilled individuals underinvest, which enlarges the impact of differences in interpersonal skills.
The degree of inequality is largest when job availability is moderate.
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