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Locus of Control and Investment in Training

ABSTRACT:

Standard human capital theory differentiates between investment in
specific and general training. Specific training increases a worker's
productivity in the firm providing it, whereas general training additionally
increases worker's productivity in other firms. Whilst the decision to
invest in general training is taken by the worker, the decision to invest in
firm-specific training is made by the firm. We build on standard
theoretical models of educational investment of workers and

training investment of firms and incorporate individual's locus of control
into these models. Individuals with an internal locus of control believe
that life's outcomes are due to their own effort whereas individuals with
an external locus of control believe that what happens in life is
determined by external factors, e.g. luck or fate. We show theoretically,
that a person's locus of control only influences a worker's investment
decision in general training but plays no role in the firm's investment
decision in specific training. We use data drawn from the German Socio
Economic Panel (SOEP) to test these hypotheses. In our empirical
analysis we find that locus of control indirectly influences the
participation decision in general training by influencing workers'
expectations about future wage increases. However, this link cannot be
found for specific training. Furthermore, for general training we find an
asymmetric relationship between locus of control and future wage
expectations comparing training participants and non-participants. Our
analysis results that internal participants have higher wage expectations
than external participants and, additionally, that internal non-participants
have lower wage expectations than external non-participants.
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