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Bordalo, Gennaioli and Shleifer (2013) propose a unifying theory of salience in decision-
making. An attribute is salient when it “stands out” relative to the alternative choices.
A potential application of salience theory is human capital investment, since young indi-
viduals could attach disproportionately high attention to professions with salient returns,
which could tilt their choices. This may imply that a considerable share of the US labor
force is misallocated.

Following the career choice model by Keane and Wolpin (1997), an individual’s ob-

jective when making career decisions can be modeled the following way

A

V(S(a),a) = max E[Y 67" hola) Rin(a)din(a)|S(a)] (1)

where h,,(a) denotes the salience weight. If h,,(a) = 1,Vm, a, one yields the fully rational
model as in Keane and Wolpin (1997). However, according to salience theory in the spirit
of Bordalo, Gennaioli and Shleifer (2013), h,,(a) varies over both occupation (m) and age
(a) and is determined by the salience of the returns.

Using the salience function proposed by Bordalo, Gennaioli and Shleifer (2012),

salience of the expected R,,(a) can be modeled af)]

| Rin(a) — R(a)]

o(Rm(a), R(a) = Rp(a) + R(a)

(2)

!Let’s drop the expectation when talking about R,,(a) in the exposition below for the sake of nota-
tional convenience.



where R, = % " _, Ri(a) is the reference point. This salience function thus captures
the psychological insight that agents pay disproportionately high attention to the career
option, whose returns deviate a lot from the reference point.

The salience function in can be evaluated for all career options. Then the rank

for each m needs to be determined, i.e.

rank, =1if o(Ru(a), R(a)) = maz(c(Ry(a), R(a)), ...,o0(Rs(a), R(a)))
rank,, =2 if (R, (a), R(a)) reaches second highest value

. etc.
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where p € (0, 1] captures the severity of salient thinkingﬁ Note that the fully rational
case is nested by the case u = 1. The sum of the weights is equal to the weights in the
rational model. The weight of the most salient option (with rank 1) is greater than one
while all other options have weight less than one.

This paper also adds to the literature in structural behavioral economics, since it
obtains an estimate for p using data from the field. (See e.g. Dalton et al. (2019) for a

previous application of salience theory to field data.)

2 Alternatively, one could consider R = 5*1,4 Zf:a S Rm(a).

3Bordalo, Gennaioli and Shleifer (2012,2013) denote this parameter by 6. We rename it for the sake
of disambiguation.
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