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Pros

	 Referral networks improve labor market efficiency 
by increasing the information job seekers and 
employers have about each other.

	 Referral networks help job seekers find 
employment, and firms locate available workers.

	 Referred workers remain on the job longer, and 
are often more highly skilled.

	 Workers can find higher-paying jobs through 
referral networks.

	 Referral networks match more able workers to 
higher-paying firms.

ELEVATOR PITCH
Social networks, or “job-referral” networks, can help make 
labor markets become more efficient. Outside the firm, 
they help workers obtain employment after displacement 
and secure higher-paying jobs. They can also match highly-
skilled workers to more productive employment. Inside 
the firm, referrals facilitate employment relationships 
that are more stable, productive, and profitable. In 
aggregate, referral networks help “grease the wheels” of a 
labor market that can be beset by a range of information 
problems. However, such networks can also be segmented 
along racial, ethnic, and socio-economic lines, which 
brings into question the effect they may have on inequality 
between and within different groups of workers.

AUTHOR’S MAIN MESSAGE
Employee referral networks can help resolve many different kinds of information problems that arise in labor markets. 
However, given the limited evidence available it would be advisable to avoid policies that explicitly curtail or encourage their 
use. Policymakers should support easier access to administrative data for researchers and initiate new surveys that include 
information on referral and social networks, as well as encourage new technologies and mechanisms to address labor 
market information problems currently being addressed by referrals. Concerns that referral networks might perpetuate 
economic disparities could be better addressed through policies that foster social integration.

Cons

	 The use of referral networks can exacerbate 
inequality between groups with limited social 
contact.

	 Job referrals may be a search method of last resort 
for workers with limited outside options.

	 Referral use is pro-cyclical and tied to local labor 
market conditions.

	 Good data is lacking on how job-referral networks 
affect labor markets.

How do social networks affect labor markets?
Job-referral networks can make labor markets more productive and 
efficient but may increase the importance of luck in job matches
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KEY FINDINGS

The use of personal contacts in job search is increasing
over time

Source: Based on [1].
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