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. ABSTRACT
-‘v N . : - . T ’ - o ' /
. This thesis is divided into two parts - both dealing with the concept of labor market

discrimination. The first part is a theoretical discussion of the various ways in which labor

@

market dlscrtmmatxon can aff ect the labor supply chorces of minority individuals. This is’ done

in the context of three labor miarket models which incorporate different assumpuons concerning
" the type of human capital, the effect of .the working environment on the tastes of its workers,
and the allocation and pricing of labor. As a result of this approdch, the eff ectiveness of som_e,
) comrJon 'legislative remedies to the' problem are seen'to be model-specific. Also: special

| attentron is pard to the 1mphcatrons of past labor market dtscnmmatron for. mmorrty labor
'supply lt is demonstrated that the extent to which past dxscnmtnatron mfluences mmortty
mvestments in skills is hkely to. depend on whtch labor market model i is considered to be
apphcable As well, 1t is shown that what are commonly consrdered to be nonmarket ¢ sources of
the. earnmgs differential between groups can be traced -at least theoretrcally 1o the past and
prgsent unequal treatment of minorities in the labor market Frnally, the 1mplrcauons for the
conventional measurement of discrimination of thrs mtegrated perspectrve ol‘ discrimination '
‘and labor supply are discussed. o i |

The second part of the thesrs examines what is termed in the economtc lrterature as the

trend in dtscnmmatron The measurement of this trend is of i mterest since it provrdes some |
erence with whrch to test the neoclassrcal prediction’ that labor market dxscnmmatlon isa
short run phenomena 'l‘he méthod used in this study for estrmatmg the trend in drscnmmauon
largely follows. the conventtonal model developed by Ashenfelter [1970] and is based on ’

: .,aggregate Canadtan data for the penod 1971-1985. 'I'he model was, however unable to drscern

| any clear drrectnon m the trend. It is a conclusron of thxs study that even ngen unambrguous -

results thc model is beset thh numerous diff 1cultres whrc

reclude it from producmg any
rxgorous test of the ef fi icacy of market f orces and current jcy ef f orts in reducing_»

dnscrtmmauon over time.
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1. INTRODUCTION o

Labor market dtscrtmmauon is defined as the unequal treatment aff orded 1o members

N

of an 1dent1f iable /group by vanous economic agents that is unrelated to their mdtvndual
-/f

' f
producttvxty charactensucs In general the-economic analysrs of dtscrtmmatror& grven in

-

‘ terms of a preexrstmg level and type of sktlls that are supphed to the labor market These skills -
© are subsequently gtven dif ferent market valuations on ths basrs of the sex or .race of the
mdrvrdual to vglnch they belong Thrs f ramework tmposes a conceptual structure on the analvsts
Whlch encourages a. neglect of the mteracuon between drsqnmtnauon (whxch is concetved‘as a |
| labor dernand phenomenon) and the labor supply decrsrons of mdrvxduals who belong o
dtscnmtnated agatnst groups 1A pnmary objecttve of thts study 0 examme the effects of labor
y-market dtscnmmauon on vartous labor supply chorces in‘a comprehensive way, in’ order 0
identify the possrble dtstorttons that arise f rom ignoring thetr mterrelatedness
| Thts relattve neglect of the interaction between labor supply and dtscrtmmauon 1s |
evrdent in the 1denttf1cauon of labor 'narket drscnmmatton and premarket diff 6rences as
separate factors whtch contnbute to the lower earmngs of mmortty workers (The term
"minorities” will be used hereaf ter to ref erto graoups whtch are drscrtmmated agatnst in the

N
. ‘labor market and hence will also refer to fernales )? Thrs dtstmctton between pkemarket

v _
- dlf ferences (whtch encorporates the dtspartttes in productwrty charactertsttcs between groups)

~and labor market dtscrtmtnatton whtle tmportant f or obtammg some measure of unequal

. _treatment in-the labor market, tends 1o obscure the fact that dtscrtmmatton may be parttally

’ . . _ '-L_'

'This paper will use the_terms "labor market discrimination” and “discrimmailon” to denote the -
same phenomena. o ' '
’Thrs calegorization does not . preclude an examination of interaction between labor supply. and
discrimination: The crowding hypothesis associated with Bergmann [1974] states that "the wage
'dtscrepancy between males and females results from the resiniction of female workers (by
dtscnmmaung firms and employees) to. relatively few oecupations (Job types). The present analysis N
“ logks .at, ~this. interaction in a. more comprehensive way and ernphastzes the effect’ of discnimipation
on-, hurnan capital (credenttal) decisions. An example of the neglect of this interaction- is ‘apparent
in - the worlg of W. Block [1982, Pp. 107- 111] whexe labor market dtscnmmatton is not mentionéd
~7as a factor | inm the female decrston to work. - .
JWhile the. term "minonty” does not accurately reflect .the numertcal supenorrty of l'emales o the .
Cadadian . population, 1ts  usage will. allow for’ a greater economy of terms 'l‘he dutmcuon between
gender and ractal dtscrtmmatron wrll be made where necessary
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.. VIL. ?QLICY IMPLICATIONS =

This section will evaluate the potential of four commibn policy tools used in

* anti-discrimination legislation to narrow the productivity gap between minority and majority

groups. In order to simplify the comparison, it will be assumed that: 1) the policies are -

successful in reachmg thexr obJecnves.,(e g., it 1s assumed that equal pay f or equal work

ehmmates wage dlscrlmmatlon within j%b categones) 2). the costs of admlmstermg the pohcxes

do not dlf fer significantly, and 3) there exists no nnforeseen consequences as a result of the

législation. 'S Therefore, th&s evaluntiOn is. ‘basedvon the effectiveness of the various policiesf v
.

under ideal circumstances.io 'reduce the-differences in the distributions of investments in human

capltal (credennals) across groups. As well mentlon will be made of cases where the type of

\

v labor market or the form of dxscnmmatlon will substanually alter the effectxveness of the

polxcy wuh respect to mcreasmg the level of SklllS of mmormes

A. Equal Pay for Equal Work (EPFEW)

>

For- the purposes of this dxscussmn EPFEW w1ll be def med as leglslauon which

"w

-

o

requxres firms to pay equal pecumary compensation to workers in the same jobs. The

>
fundamemal premlse underlymg EPFEW is that dlscnmxnatxon takes the form of wage

differentials within job classifications. Clearly, its effectiveness is limited[’to markets in which
wage eomp'et‘ition for jobs exists (i.e., human icapital model, secondnry sec.tor).' However, by
exclnsively_f ocussing on wage differentials, EPFEW permits-the exercise of discriminéto;y
tasvtes‘ (statisti.calbdiscriminatiOn) 10 be,reﬂected in the hiring and promotion decisions of the
f _irrns. Henc,e; in rnarkets v*are i‘t has a direct i’mpact on dis¢rimination, EPFEW w'ill result in

lower levels of emplovment for minority workers.
o ' y

_‘ Other studies have discussed - the p0551b1e su:le effects of ant- d15cnmmauon legxslauon See Block
'and Walker [1982], -11985).

e

59 _ . -



Whether EPFEW increases mmorrty investments in human caprtal will depend, ,in part,

o

on its ability to increase therr net presem vaiue. ¢ Clearly if it vncreases both 1 (ﬁ! expected

v

vtia} .

earnings from mvesunent relatec activities by a greater amount (drscounted 1o the presem)"?’
“than the eammgs from other activities and 2) mmorlty labor rncon@%breby redué‘ing

fi mancmg costs) then minority investments wrll _increase. Assummg that mcreases in the labor
u . q .

income of the group decreases the fmancmg costs of the average ifmnorrty investor, lhe lattcr

o S
condition requrres that the demand for mmorrty labor is melasnc f or Lhe relevant range of wagc

increases. ’ S v

These two sufficient conditions for,’EPFEW to increase minority 1nves;mnls are-alsgP. , .
P ) . ‘m lA

apphcable to the secondary sector of the dual labor marl@t However in the contexl of LS "
.

model there exist two reasons t"or its impact on mvestment mcenuve 1o be less pronounced

Frrstly given that the wage paid for secondary work is characterrsucally low (regardless of

drscrrmmauon) the mcrease in eammgs as a result. of EPFEW (assummg there is an mcrease)

is likely to be of an insufficient magmtude to radrcally 1mprove the f' rnancral situation of

rmnormes occupying secondary jobs. Moreover the proportron of the mcreased earmngs that is

invested will be lower xf the secondary work experrence leaves mrnorrty mdrvrduals witha

- relatively hrgh marginal rate of time preference ) %

Past Discrimination N

Srnce EPFEW is designed solely to eliminate race. (gender) based wage differentials

-

wrthm job categorres it offers lrmrted assrstance for minorities to overcome the obstacles to-

L)

7’Yn_ the case . where 1nvestors are not risk neutral, the manrer n  which - expected “earnings change
will ‘also be a factor in' the decision to invest.. For exampie, an ncrease 1n the present value
mayk not induce a nsk averse investor (o underLake the mvestment 1f the probability of
2mployment has decreased . : B
"This ‘result .is derwed from Lhe definition of elasucuy Mmomy earnmgs, E, s Llr_c product of -
the wage rate recem;d TW) ar;d the amount of labor demanded (L). Hence, the .change in
earnings can. be represem.ed by : i ' .

dE = d(wWL) - °°

: .
o

dE = LdW + W(dL/dW)dW (since 'L is a function. of W)

= LdW (1+El) where El is the elaStrcrty of demnand for munority ldbor. . S

Hence if El > -1 (i.e., labor demand s nelastic) -then the change in earnings will bcvpos.;Lrvc.v

60
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their development of skills which are derived from past discrimination. The only way in %Q:;ch ‘

EPFEW can ameliorate the effects of past discrimination is by increasing the labor income of

‘minorities. Since its ability to increase group earnings is ur_rcertain and it does not directly ..’

address the other effects whrch past drscnmmanon can have it can be concluded that EPFEW
is an madequate pohcy measure in terms of facxlrtatmg a rapid reduction’ in the productmty

gap between groups in cases ,where past discriminatioh presex/tts a signif icant obstacle to’

. B. Comparable Worth ' ' ' ; T A

. Comparable worth legislation'assumes that the wages and salaries associated with a

particula‘r job (or occupation-) are to some extent determined by the gender (racial)
- ) -

composition of that job category(According to the proponents of this legislation, minorities ™

are segregated into jobs which offer lower rates of pay and more limited opportunities for

. promotion than majority-dominated jobs which have similar ‘working conditions and skill

\

requrrements " The. 1mmementat10n of comparable worth would mvolve the setting up of a JOb
evaluauon scheme which would assrgn a value to a _]Ob based on condmons of work and the
skrll ef fort and responsrbrhty reqmred to complete its tasks Consistent thh the treatment
glven other pobcres this drscussron w1ll abstract from the diffi 1cult1es in fmdmg an appropriate
mechamsm for determmmg the value of a job. As well it W111 be assumed that the rntroducuon
of comparable worth increases the wages: assocxated with JObS that are pnmanly filled by

minority workers. Jobs which are defmed to be desegregated Wlll be af fected by the leglislation

only msof ar as equal wages will be required to be paid.to workers ifi the same job category.

o

" "The literature  on comparable worth generally confines its analysis tp gender discrimination.

However, since there is no obvious reason to exclusively focus on this Jorm of discrimination . in
a Lheorehcal discussion, . this -study - will continue . its. use of the more gené‘ric term. “minorities” in

v rcference to groups. that are dxscrrmmated against. .

" "The. evidence does suggest that women are segregated into " low paying work and that- skill

dif ferentials between  the sexes account for a small proportion  of _rhe pay differential. The
underlying. causes for this - segregation .are stiil the subject of much - debate [Treiman and

Hartmann, 1981, pp. 41; Mincer and Polachek, 1974; England, 1982].
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Unlike eoual pay for equal work'(‘EPFEW)‘ com‘parable worth will have ramif ications
in all the labor market models consrdered SO f ar. Drscnmmauon whether manif ested in the
form of wage reductrons or biased promouonal cnterra wﬂl be affected by comparable worth
Clearly, wage discrimination within a _]Ob category wrll be addressed by the legtslauon since
comparable worth 15 essentlally a generaltzed,f.orm of EPFEW ‘in which equal work is defined
across occupational categorres [Gund%son 1985, pp 236- 239] Moreover in the context of the
ILM (and the ‘primary sector 0 ihe dual labor market) firms whtch restrict mmonty
employment to certain Job categorres ‘may be faced with hrgher labor costs as a result of
comparable worth However the legrslatron will not dxrec?ly 1mpmge on the use of statistical |
,drscnmmatton or the exercrse of drscnmmatory tastes by f irms in their decrsrons concernmg
hrrmg mmontres from the external labor market. Hence, whether discrimination takes the form
df either dif’ ferent wages for the same -_]Ob or discriminatory promouonal standards ‘the
mtroductlon of comparable worth wrll lead to discrimination in hlrmg

Aside from allowmg discrimination to be reflected. in hiring decrslons there are other
ways in which. comparable worth may have a negatrve effect on mmonty employment The .
mcreased labor cost assomated with such jobs suggests that there wrll be an mcenuve f or -

' aff ected employers to substrtute capital for the labcfr mvolved in f ulfillmg the jOb tasks ,
conventionally performed by mmorrtres Where this is not practrcable ang the mcrease m labor
‘costs are sufftcrently hlgh margmal f trms wrll be forced to e)gtt the economy whxch wnll. at least -
initially, reduce the number of _]Ob opportumttes f or m’mormes Gtven that the leglslauon has

the effect of increasing the wages of some mmorrty 1nd1v1duals ( i€, those that cannot bc

.
replaced easily), the decreasé in mmorrty employment 1mp11es that the 1mpact of comparable

+

Y

worth on minority earnmgs in the aggregate (asin the case of EPFEW) xs uncertam

*

The effect that comparable worth wrll)rave on the oq:upatronal dxstrtbuuon of -

£
minorities depends, in part on whether thevexrstmg segregauon is a result of labor demand

‘. ’

factors (e g., dtscrrmmatron) or the supply chorces ol"mmomy mdmduals To the cxtent that



63

e

: minority skills ( credentialsu) are already compa_tible with the réquirements' of jobs heid

primarily by majority workers, comparable worth may be effective in reducing occupational

vsegregation. By impo3ing increasedlabor costs' on firms that allocate workers to job categories
on the basxs of sex (race) the legislation will diminish any profit motive (unrelated to
discnminatory tastes that is) associated with this type of segregauon (A possxble source f or the
prof 1tabilit_y.of such employment practices might be that females are conditioned to accept
work which offers less pay g{td prestige than majority:dominated jobs which demand similar’
skill and effort). As well, employers with discriminatory tastes regarding tlie placem'ent of
‘minorities in nontraditional jobs will be required Vto pay arhigher\price to satisfy. .their tastcs.

-However the ability of comparable worth to place~mmorities in nontradtuonal jobs is 1mpaired

by the existence of ‘j ' ;nglon In hlrmg as an option for discriminatmg firms.

'l'he ef cr.lverli'setofbomparable worth in encouraging minority- investments in skill ‘
l (credentials) that are necesSary for their entry into nontradmonal occupations is questionable
In particular, if the introduction of the legislation results in a relative increase in the expected
earnings ‘_associated with traditionally minority occupations, it will _provide an i%tive for
minorities to undertake the investments required for participation'in those occupations. ™ Ttiat g
is, if supply forces are largely responsible for occupational segreganon comparable worth, by
makmg more attractive the pay assocrated wrth mmority dominated occupations, may well

reinforce the existing segregation

'°Ev:den}ce does exist Lhat women Wl[h snmilar skills and WOrk experience are less likely o be
placed n positions of- authonty ,shan- men [Ornstein, 1983, pp. 16]. This supports, to some

extent, the claim- that demand forces are responsible for occupational segregation. '

“This 'price’ effect may be ‘offset to some extent by the increase in minority labor- income - that

could result from comparable worth. If investments assogiated with nontraditional occupations are
more sensigve to changes in financing costs,  the increase in minority earnings, ‘by making more
affordable these ’types of investments. may encourage their participation in nontraditional '

" occupations. :

. *IDeveresux ‘and Rechmtzcr (1980, pp. 3} provtde some. evidence that the post-secondary educational

choices of females reflect, the prevailmg occupanonalr segregation. However, it should be stressed
that this supply behavior could a result of the expectation of- discrimmauon in nontraditional

occupauons R o @



- Past Discrimination
To the extent that the increased wage given to minorities in traditional occupations

, reflects a nondiscriminatory labor market outcome (i €., one in which the degree of minority
: . <

participation in an occupation d’oes not affect the wages associated With the occupation)

! v

comparable worth will not offer anycompensation for their‘past mistreatrnent in the labor(
market. Therefore, the effects of past discrimination are largely ignored by the_legis'iation.

However, if comparable worth induces a greater presence in hontraditional occupations
« : | o

.

(i.e., by increasing the costs to segregating firms), it will assist in the breaking down of societal -

beliefs concerning the aptitude of minorities to per}am certain kiiidS of tasks. Given that these

beliefs have negatively affected the type of skills (cred’entials) acquired by minorities,

comoarable worth will lessen the impact of this ef fect of past discrimination.

~C. Equal Employment Oppértunity (EEO)

. A P
i’resent Discrimination |
The aim of EEO legislation” is to ensure the neutraiity of the hiring and promotion
 process wrth respect 1o race or gender EEO imposes penalties-on fi irms which ‘have been shown
' in individual cases to have discriminated against minorities in their employment deCiSions In -

markets where wage flexibility is not feasible (i.e., ILM, primary sector), a completely

effective EEO (i.e., one in which minority individuals report discriminatory practices and firms

are’unable to evade the legislation) will preclude empioyer discrimination and,hence. minority
. labor supply decisions will be based on nondisCriminatory labor market signals. While the level

of ‘economic activity and the level of employment may decrease (at least m the short Tun) as

f.

~.
eitherﬁdditional psychic costs or information costs are: imposed on discriminating employers,

Y

)‘
the EEO-induced i increase in the relative probability of minonties securing JObS in which they

N - e

are qualii" ied, suggests that the dif f erences in the level of investments between the two groups

.

YEEO is not to be confused with affjgmauve action; the US. Iegisiaiion of the same name does
have provisions .for the use of affirmative action. T : o



-~ will diminish. *

However, even under the above circumstances, EEO will not prevent employee

discrimination from negatively affecting the promotional possibilities of minorities and hence,

their incentives to undertake the investments necessary to be considered' for promotionsL For B

examplc m cases where employee drscnmmauon 1mpa1rs the productrvrty (or tramabnhty) of

minority workers therr subsequent chances f or promotron will be rmparred regardless of the

race (sex) -neutral criteria used by employers in their decrsrons Under these crrcurnstances

h

employers will not promotq‘mmorltres on the basis of their lower prod‘lrctxvnty“(tramabrhty) and

'« POV
C‘

not as a result. of criteria that is dxrectly drscnmrnatpry Smce EEO is ;oncemed wrth "'_ »f : l-

. ‘ ‘ - -J, 2 M
‘ drscrrmmatory hmng practrces it will not be effectrve in remedymg the slower ,ratesfbf mmorhy
R S

promotion that result from their madequate trammg by dlscnmmatmg employees LR

z‘;.'?. h

The flexrbrlrty of wages in the human capltal permrts employer drscnmmatron to be

n‘/:x

f - i

rnamf ested in lower relative wages for mmorrty workers If EEO legrslatron does not specrf y the |

v

wage’ levels at which mmorrty labor is to be hrred it wrll do httle to mcrease n{xnonty 20

employment For example if the firm is allowed 10 set its own wage to mmorrtres employers

with stron
~them wages below their reservation wage In contrast a combmed EPFEW EEO/ program
‘ where f irms are prohibited to refuse employment at. the ma]onty wage level to demonstrably‘

better-qua_llf ied minority candidates (since discrimination must be proved), .w1ll increase the °
’ R $ P :

relative demand for minority workers and thereby lead to a convergence between minority ang
. . . : : . . ‘] N .- )

) majority accumulations of human»-capital. There will be ‘increased costs (both pecuniary and -

65

_g%es for drscnmmatron can contrnue to avoxd hiring mmonty workers by offenng -

nonpecuniary) imposed on drscrrmmaung firms as a result of the legxslatron which may at least» .

mmally lead toa reduced absolute level of labor demand in the economy

-

“It is jnlimated here that while both the invesiment of majority and minority investments may -
decline because of the exu of “‘marginal’ discriminating firms, the increase in the relative
attractiveness of mnority investments will- lead. 1o a convergence i groups levels of skills.



Past Dlscnmmanon

The combined EEO- EPFEW program promrses that the trct%nt of mmormes m thc ’
labor market will approxrmate that given to majority workers.” Of course, the criterion on
which this‘ treatment is based, is the given level of skills (credentials ). which individuals bring to
- the market. While this‘policy-induced.equality of process may' over time erode some of the

drsadvantages faced by minority individuals (r L., mcreased labor earmngs allowmg the
/gancmg of rnvestments) 1t does not take any dlICC[ measures to (1) adjust the mvestment
portfolio of those already in the labor market,,(Z) -ameliorate the effects on the socialization of
; mmorrty children brought about by the exrstmg low levels of human caprtal accumulation, or
(3) take into account the secondary work experience that is possessed bv their parents. Thls

v type of legislatjon, by focussmg on the equality of process, will not drrectly address the
problems created by past drscnmmatron since any mterventromst approach to its solution will
requrre some form of favored treatment of minorities.

L9

D. Subsidies to Minority Education

Present Drscrrmmatron

Subsrdres in the form of financial assrstance to minority mdrvrduals acquiring human

caprtal (credentrals) wrll drrectlv reduce the financing costs of the investment and thcreby

L)

provrde an- mcentlve for mrndrrtles to mcrease therr level of mvestment ¥ However, its lmpact
’ o)

BA combmed EPFEW EEO. program will only approximate a race {sex)-neutral labor market for
varrety of reasons Fo? example . minority individuals may not report ail .cases of discrimination
A,.because ‘of _either - their 1mperfect knowledge {or- perceptron) of drscnmmatory employmcm practices,’
"ot that the . costs of proving dtscrrmmauon are sufficiently hrgh 10 preclude prosccuuon

"The possrbthty does -exist that the attainmgent  of ‘equality of process within the labdr market
‘(i.e., the ellmmauon of drscnmmatory prar%ces) wjrll lead " over time to an equality of result.s
{Loury, . 1977]. :

Y"This argument lS more approprrate in the context of racial discrimination. _since the resultant loss
. of famrly incotne ” is” less “likely tq- be a problem for females given the prcdomrnantly heterosexual, -
'nature of mamagé If the goal is" to counteract the negative - impact of gender ‘discnmination on
mvestrnent in  skills,: subsidies should , be Largeted specifically to the (raiming required o enter
occupations whrch are male dominated” for thatﬁr’eason However, if the subsidization 1s .1n the
form of lower turuon costs thc(dthere will an mcrcascd incenuve for females undertake more
schoolmg L : .

2
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will vary according to the labor market model considered. Minority investment will be less

. - ) N . . ! ) ‘ . vf,: . R . j
responsive to this incéntive in the context of the dual labor market.given that their secondary

-

work experrence induces pref erence changes which i increase the*psychrc costs of undertakxng the

mvestments (i.e., increase the margmal rate of time pref erence) or. mcrease the psychic benefrts

¥

of secondary. work (i.e., grawing apprecratlon of lengthy, mtenmttent period of lersure) Thrs

alterauon @l‘ the nonpecumary aspects of the mvestment wrll mmgate the mfluence of a given

level of education subsidies in changmg their plans for investrnent.

K

The mcreased minority mvestment mduced by subsxdtes may mdrrectly lead toa

reduction in the degree of drscnmmanon that is exhrbxted m the labor market In, the case of

statistical drscnmmauon the reduct.ron of group dxf f erences in terms of human ‘capital levels

L

(background characteristics) suggests that group 1nformat10n w:ll become less useful i in -

drstmgurshmg differences in mdmdual productmty (tramablhty) The mformatronal eff iciency

derxved from statrstlcal dtscnmmanon (and hence its profrtablllty) wrll be undermmed by the
i

relattve mcrease in mmonty investments. Furthermore if employers tastes f or drscnmmatlon '
become more intense with the status of mmonty workers and this is reflected ina greater gap
: vbetween their market wages and their productlvrty as skrll levels mcrease " the cast
.drsadvantages faced by dxscnmmaung firms will mcrease asa. result of. subsrdrzatron The
increased number of skilled mmonty workers suggests that such f 1rms will be mcreasmgly
'. susceptrble to the costs involved. in ref usmg to hire skrlled-mlnonty labor on the basis of sex
(race) alone. These additional costs will induce :flma‘r,ginal“,fi‘rms which discriminate to exit the
economy. thereby allowing for the possibility. that"market discrimination will decrea‘se.

Past Discrimination BRI | . o o

F

1

Subsrdtes by. provrdmg compensatron to mmonty families for the wealth lost as a result

of past dnscnmmauon wrll allevrate some of its effects on mmorxty mvestment Specrftcally the

financing costs of the mvestment will declme ‘However, in cases where the lost wealth

.

YThis result “would s océur ' if discriminatory tastes were based ‘on socra] status which was denved
from .the grcater mcome reccxved in skilled posmons o
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mdnrectlv mﬂu@'ces investment decisions by inhibiting their ability to pay for complementary
o

mputs into xhe : il ucuon of educauon educatxonal subsxdxes may be too narrowlv defmed to
93
assist mmormes.

Wthh school is’ a;t ; itted . subsidies tled to the educational expendltures of minority families will
R --,_1.”

discrimination.. o
. . N B .
The ability of subsidies to facilitate the ad justmem of existing'huma'n capital
(credentxal) portfolios- depends on whether the amount of funding is suf ficient to overcome the

decreased returns and the increased opportunity costs that are inherent in the postponemem of

such investments. Moreover, if discrimination has not iny affected the amount but the type of _'

"investment, the level of subsidizaLion will have to be differentiated accordingly in order to
lessen the degree of 1rrever51b1hty of past mvestmenls Thatis, greater subsxdlzauon must be ‘

| provided for the acquisition of skills, which have faced a greater degree of, discrimination in the

past, so that there wxll exist some incentive for minority workers to endure the adjustment costs

connected with swﬁtching the type of i;lvestment made. As well, to the extent that the existing

occupational distxibutien of minorities reinforces societal beliefs concerning the appropriate

labor activities of minon't:ies, subsidies which alter this distribution will assist in removing the

effects of past discrimination on the socialization of minority children.

. E. Affirmative Action

Present Discrimination
Although many variants exist, aff irmative action will be defined in this paper as a

policy which requires that 1) minorities are hired in the same proportion as their representation

-
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s

in the populatron and 2) the occupants of the same job receive the same pay."” Hence

affirmative action (unlike EEO) uses a results- based criterion for deterrmmng complxance with

its requirements. An implicit assumption whxch underlies this policy optior is that the equality
of process (which. is the objective of 'the)EEO and EPFEW), isv_ not suff icient to attain the
equality of results between minority and majority par'ticipants in the labor rn,rket.
Furtherr_nore, the primacy giventhe equality of results asa criteria for both equity and
eff iciency in the labor market depends‘ on the assumptions that (i) innate abjlile is identically
dtstnbuted across race ( gender) lmes and (ii) any cultural differences thatb! (including the
traditional division of labor between the sexes) are either negligible or prunarrly the product of
discrimination - either in the labor market or in other areas of society.

Gw& its results based approach, the type (or source) of dlscrrmmatron is largely

1rrelevant with respect to the eff ectlveness of affi irmative action m achieving greater minority

empioyment in dlscnmmated-agamst activities. For example, 'the negative impact that employee

‘ dxscrtmmauon in the ILM has on the trarnabrhty of mmonty workers will not impede the

’)

achrevement of quotas that are not based on the exlstmg quahf ications of the worker Similarly,
the_type of labor market will have little bearing on its effectiveness in improving the relative
positionrof minorities in terrns of labor earnings and job status. Afffrniative action, by
stipulating to firms both the number of minority workers to be hired (at various levels of the |
f 1rm) and the relative wage to be paid (same job, same pay) is not subject to the same

variation in its eff ectiveness as a result of diff\ ering market processes of allocation as are

pohcres which focus on either wages or the hmng procedures of the firm. There will, however

exist differences wrth respect to the rate of change at Wthh the specif red results are obtamed if

)

changes in the composmon of the firm's work-force are to occur in accordance with the normal '

-

rate of turnover of the flrm Firms wrth an ILM will general]y have a lower rate of turnover (m

“This form of affirmative action is .one of its more extreme types. The purpose of - its use here

s to succinctly illustrate its potential in alleviating the effects of past discrimination. A more

moderate program  of affirmatjve action which, takes into account the existing level of minority
skills, is proposed by Abella [1985). ‘

i
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‘their attempt to avoid fixed costsof employment) arid hence, will be subject to a less rapid
‘transformauon of 1ts work force as a result of af f irmative action than firms wmch obtam their .
skilled workers from the ex[emal labor market. *° ' o '

Given that there exists a dlscrepancy between the qualifications of minofity' ingiividuals
and the job opportunities afforded them by affirmative action, the"imroduction of this policy
will create confhctmg incentives for their investment in human capital (credenuals) While the
expected earnings assoc1ated w1th labor market activities requiring investment will increase *! as
a result of the increased access to skilled jobs and the qual pay provisions, the level of
investment required tc; gainvempl'oyment will_ be lower if firms are forced to hire unquelif ied
minority individuals to attain its quoia. In 'ovth‘er words, .bot‘h the expected earnings from
additional investment aﬁd its opportunity costs have been increased by the introdu.ction of"
quotas. To cite an ektremé.'case, iff'minority we_rkers were unif ofmly uhékilled and
consequently, ‘fin.ns,hiredvminori'ty individuals on a random basis“for skilled positione in order
to fxll thelr quota the opportumty costs of investing in terms of the expected earnings f orgonc
. would be considerable.

Hewever, it would be exﬁected that the differential in the level of investment necessary
to gain employment would decrease over time-as minority individuals compete amongst |
themselves for positions allotted them by the quota. The fact that relative amounts of human
eapital or credentiale will deter_mine which rﬁino:ity car&didates are hired does provide an
incentive for minority investment iri human vcapital (credentials; to increase. Moreover, if it is

assumed that discrimination is the prlmary reason for the lower level of minority skg]ls it

would $eém plausible that the reversal of thxs dlscnmmauon would lead toa distribution of

"It should be noted that the imposition of hiring gquotas that increase costs of - production (by
forcing the hiring of less competent minority workers) will act 'as a incentive for?:{irms in’any
market * setting to reduce turnover. .
"This increase in expected earnings “for minority ‘labor as a conseguence of . affirmative  action,
require that the effects on the general level of wages from any reduced economic activity
(resulting from the initial misallocation of resources or the exit of marginal, disciminating firms)
will not overwhelm the direct increases in wages and probability of employmént br%hl on by

the policy. - —_ / '

Y
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human'capi'tal and credentials that approximates that of the majority group.®?
“The introduction of aff irmatiye'action, byiforcing employers to allocate jobs to
unqualified workers.- will impose additional costs on‘ the firm. To the extent that these costs
~ reduce the scale of operations for the firm ‘a(and real income for the economy as a whole),
the lower absolute levei of mmorrty earmngs that may result would inhibit therr ability to
finance mvestments to the degree that additional acqursmons of human capital (credentrals)
become unprofitable. Furthermore, since the costs associated with affirmative action are
primarily connected With skilled 'la‘bor positions, firms will have an incentive to"substitute
unskilled labor for skilled labor. This increase in demand for unskllled labor may decrease the
‘ .absolute level of minorityv investment directed to gain access to skilled positions. ** However, as
.these disincentives.ex“ist& f or'both minority and majority individuals and“ the incentives to invest |
are conf med to members o. the minority group the drfferences betwe;:n the two groups in their
o &
distributions of human caprtal (credentials) could be expected. to diminish over time.
| Of course, losses in efficiency resulting from affirmative action depends in part on the
assumptton that there is a lack of correspondence between the skills possessed by mrnormes and
the available opportunities provided them by the quota. ** However, these losses-fIOm the
misallocation of human resources can be seen as temporary if affirmative action induces
' ~®minority members of superior innate ability to undertake i'nvestments in which they are better
suited. If it is assumed that the costs of investment are mversely relaged to innate ability, the
trammg of ‘more able mmonty members may reduce aggregate expendltures on tralnmg and

education, alloyvmg‘these funds to be used more effrc;ently elsewhere [l.undberg and Startz,

*"'There exists empirical evidence . that affirmative action does -benefit those” in higher skill levels
more than those who are in jobs requiring, only ‘raw/. labor [Smith and - Welch, 1984, pp._'
287-288]. . v :

VA stmrlar argument. can be found in Leonard [1984, pp. 444). ' . T
*“The increased demand for ' unskilled labor implies increased earnings assocrated with such work
which in twurn increases the opportunity costs of investment. ‘ . :
“There do exist oOther ,costs of affirmative action. For example, in thc ILM any associated
changes in promouonal regulations may induce dissension costs by - violating customary pratuces
However, if it 1s perceived by the workers that the firm cannot evade such legislation, disruptive
activities on part of incumbent workers will be less likely since such actions will serve no other
purpose than jeopardizing the firms' existence' and their firm-specific- source of earnings.
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1983, pp. 346-347]. Thus, while the settmg of existing quotas above exlstmg ievels of qualtf 1ed

’mmonty workers may be statically ineffi icient (in terms of exrsung stocks of credentrals or

human capital), it may also be dynamrcally efficient, by bett_er allocating innate abtlrty 10

training opportunities and skilled positions 98

~ .
£y

Past Discrimination |

The reduced amgunt of investment required to compete with majority. mdtvrduals
suggésts that the frnancra'l disadvantages faced by minority investors will to some degree be'v
offset by affirmative action. Whrle maJority famtlres will on average still possess greater wealth
than minority families (as a c0nsequence of their greater labor incomes obtamgd prior to the

introduction of the legislation) and therefore will have ggreater source of low-cost I undmg

, for investments minority mdivrduals wrll not requlre the same level of investment as their

majority counterparts in ordef§ ient. *’.To the extent that the reduced level of

* investment permits minority i _-'using the more expensive so‘urces of f unding.

“the diff erential in average f inan

A ™

tween the two groups wxll become smaller.

The settmg of quotas in excess of the avarlable pbol of qualrf ied labor, will help in
counteractmg'the impediments to the,adJustment of exrsting human capital (credential)
portfolios of minority individuals. Given that those labor market activities that were previously'\
discriminated against wili have the greatest shortage of minority workers an across the board
system of quotas will increase their attractrveness by reducmg th amount of ﬁrvestmbnt
required 1o gain employment in these activities relative to the re irements of Jobs that are
tradmonally overrepresented by minorities. ** The compensatory nature ol' ~this typé of

af fi 1rmat1ve action will, by alterrng the rankmg (in terms of net present value) of investments in

favor of those that have been discriminated against, accelerate the ad justment of . minority

**A similar argument is presented by Philiips [1985] in the context of the contemporary Canadtan
economy. :

"This, of course. assumes that the quota exceeds the available - supply of qualified mnonty
workers. : -

*This type of quota will also reduce the costs of information associated  with ident:if ying those
acttvrues whrch have discriminated against munorities’ in-, the past



- pb incentives assaciatéd with the investment in skills by minority individuals. To treat these .~

£l

S Con R |
responsible for the creation of premarket differences.* Clearly, the rest'ric_ted employment

L]

- opportunities and the lower wages that are attributable to discriminatiqn'wnl alter the structure’ _

| 5
premarket diff erences as being unrelated to the existence of discrimination:may seriously impair

the understanding ol‘ the process by Wthh some mmonty groups (e.g.. f emales and blacks) are

consrstently overrepresented in lower labor ineome categories

It should be acknowledged that there does exist wxdespread recognition of the potential .

. .connection bétween labor market discnmination and the premarket diff erences between the

drscriminatmg' and the dtscrimmated-agamst groups (e.g., see Ehrenberg and Smith [1982, pp.

392]). However,lwh'at is r'ioticeably lack_ing is any systematic' disqussion of the various c_:han'nels

by -which both current discrimination and discrimination. that has existed in previous periods

can aff ect present labor supply choices. This s'tudy will both synthesize -and exterid the existing
‘Q"

analysns concemmg the mteraction between mmorl}y tabor supply and labor market

drscrimmation The identtf 1cation of the ways in which thls mteractlon may occur will assrst in

. the f ormulation of policies desrgned to lessen the 1mpact of discnmrnation on mmormes In

, particular the: recogrution that past drscrimmation may havea srgmficant and durable effect on

_'minority labor supply deeisions suggests that. poltcxes which are solely_concemed ‘with

eliminating present discriminatio(n may be insufficient for achieving a rapid improvement in
their economic positi()n. Y

©As well the cr1t1c1sm by some economists (e g., Block and Walker [1985]) of policy

' options like af f irmative action, Wthh 1mpose on frrms hrrmg standards that are not determmed

by productiVity consxderatrons alone and, hence are less af fected: by past discrrmmation can be

‘ _seen to relv on the implicu assumption that the ef fects of past discrrmrnation are insignifi icant.

b,

‘That lS if skill diff erent@ls between groups are largely a product of past discrimrnatory

treatment in the labor market there exists a more compellmg rauonale for govemment

mtervention m the hiring decrsions of firms than if such dif ferences are a result of- blologrcal or

" ‘See Lloyd ;and Niemi [1979,- pp. 12-13), ‘and . D'amico [1987; pp. 312] fog similar criticisms ‘of%

this dichotomy.

¢
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cuhural f actors It is. because of' its importance to policy issues that the ef fects of past

dlSCIlmmaUOﬂ on labor supply are emphasized in ths study.

Another motivation f orexamining the various ways whicl?‘discr’iminationaf fects the
labor supply choices of miRority individuals involves the measurement of discrimination The
estimate of its 1mpact on mmonty ﬁrnmgs is achieved by conerucung eammgs equauons f or

v

the two croups such as *
k] + uk
h e

1
). X i

- where Ykghe eamirigs (wage) of the ith individual in the k group [k =maj.(majority) or
ty

Xn are the n productivity charactenistics used to explain earnings and U,

is a white-noise disturbance term. The decomposmon of the eammgs (wagc) dif ferential

between gr erally falls into three categorles [Blmder 1973, pp. 439]. They arc

(D) z.B. M2l (—X.maj,‘_—x"_rmH) ="the part of the differential attributable to different average

levels.of productivity characteristics - \‘ '

(2) zj——ijm (BjrmlJ - Bjmm‘) = the portion of the differential associatea.wim differing .
- ) . ) ) ) - )

coeff 1c1ent§_(i.e., structure of reWards) _

(3) B, . g "

0o "By = tge unexplained differences in constants.

Th® part of the differential that is usually attributed to discrimination is the sum of (2) and

(3 . Clearly, this measurement depends on the set of productivity characteristics.

*This’ discuss_x?Sn’"ﬁl]ows Blinder (1973]. ‘ , o _ é



_In order for this model to be: properly specif 1ed the X s should be exogenous in thg sense that

A
the X] s are not depepdent on Y and are not affected by labor market dtscnmmatlon ¢

It is general knowledge that the mclusron into the above equatron of mmonty
7 (maJonty) productlvxty charactensttcs whlch are negatrvely (posmvely) af fected by labor ‘

‘market discrimination will overstate the extent of its tmpact on the earnings differential (e.g.,

Lloyd‘ and Niemi [1979 pp. 205-206]). However, anexamination of the mechanisms by which

dtscrtmmatton affects labor supply may be helpfui in 1dent1fymg whtch productmty
charactertsttcs contribute btas to the- measurement Moreover a srmxlar analysrs regardmg the- .
effects of past dtscnmmatron will assist in identif ymg those productrvrty charactensttcs that are
especxally affected by past dtscrtmmattc;n and whose inclusion in the set of premarket
differences may obscure the 1mpact that the labor market has had on the economic posrtlon of

‘the minority group. R | o T S - L

. _ Three labor market theories, th'at are commonly mentioned in the lit‘erature on' |
‘dtscrtmmatton as provrdmg alternattve perspecttves on the economic drf f tcultres faced by

minor: ues are used to assess the ef f ect of dtscrtmmatlon on labor supply ’ One reason for this -
approach is the agnostlctsm thh whrch the author vxews the competmg theones No smgle

| theory appears to adequately descrtbc the variety.of wage and employment pattems presently
extstmg For example empmcal evidence that human capttal vanables typlcally account forno
more than 50 to 60-percent of the eammgs diff erenttﬂbetween femnales and males, suggests

" that' msututtonal f actors that are _stressed in the dual and mtemal labor marke_t theories may

play a signif icant _role‘in the deterrnination of earninlgs [Lloyd and Niemi, 1979, pp._232-238].

Indeed, all three theories ‘Tay be partially correct 'i'n the sense of adequately accounting f or .

.phenomenon found in dtf ferent segments of the economy As well, the differing emphasrs

Wthh the theortes have with respect to ftxed costs of employment on- the -job trammg and§ﬂe

endogenetty of preferences suggest that some pohcy opttons may be model- specrf ic in terms (¥

&

: Xxux ) .
*More precisely, it 15 rcqmred that the plim —— = 0 for the estimates of the coefficienls to
be consistent, : . n ' ’ '

'Some of the stydies that’ havc included dtscussxonS/of the neoclassical, dual and internal labor
"markets are Caiyf [1976], Wachter _[1974]. and - Tdubman and Wachter: [1986].»



gurded by the same maximization pnncrples that are inherent in the human caplta] approa(.h

- their eff ectrveness in combatmg drscnmmatton To the best knowledge of the author a

companson of these theortes on thts basis has.not been done before. ' "f .

This study will begin with,‘a surye.y of the literature ‘which "deals tvith past
discrimination and its effects on labor supply as vyell as a brief account of alternative |
ertplanations‘for a prodnctivity.gap to exist hetween groups. In,the subsequent chapters ‘the
mechamsms that relate past and present labor market drscnmmatron with mmortty labor supply
will be’ exammed in the contexts of the neoclassrcal (human caprtal) rnodel the internal labor
market and the dual labor market theories, respeCtively In order to provide some continuity
and rigour to the drscussron it-is assumed tha labor supply decrsrons in these markets arg = -

\
As well, the rmpltcattons of recogmung the source of the drscnmmauon will be dtscussed

Whrle the emphasrs will be-on employer drscrtmmatron based on tastes, in cases where

- dif ferences concemmg therr 1mpact on labor supply are evrdent stattstrcal and employee

dtscnmmatron will also be exammed i Followmg a summary of thrs analysis, will be a chapter
4

_that compares the dtff ermg polrcy implications with respect to both past and present

4

drscnmmatron tmder these three market theories. Concludmg remarks can be ound in the last

chapter

{;.

'The surveys mentioned in the - previous footnote confine their att‘entxon to the demand-side of
labor markets. o . T

In . order ‘1o keep an already lengthy and diverse argument (0 a manageable size, consumer
discrimination will - not be discussed here. Under competitive conditions, one could expect some .
degree of segregation. of minority workers away. from Jobs _requiring contact with discriminating -
consumers. For a more detailed - discussion, see Becker [1971, originally 1957, -pp. .74-76].



I1. SURVEY OF THE LI'I’ERATURE

Pnor 10 drscusemg prevrous ref erences to the mteractron between labor market
dxscnmmatlon (past and present) and mdwrdual labor supply chorces a bnef OVerwew will be
presented of the altemattve explanatrons f or the differing levels of productrvrty charactenstxcs
between groupsr 'l’hrs. overy‘rew will serve the dual_ purpose of 1) provrdr_ng som_e mrtral»- ' |
. F ramework f or the subsequent imroduction of '-labo'r rnarket:f{dis}criminatiori as a possible caUSe'
for these premarket drfferences and 2) exphcrtly recogmzmg that other explanatrons exist
concernmg the ongm of these diff erences The eategorization of the sources of productivity -
differentials given below does not clarm to be erther mutually exclusrve or collectrvely |
exhaustive but is meant mstead to be representatrve of| the economrc lf'érature on the sub;ect 10

~

A. Possible Sources of Group Differentials with Respect to Productivity.

Innate Abllmes

Thrs category includes such 1nher1ted characterlsucs as health physléCal strength
diff ering biological roles of _ the_rsexes, intelligence and intellectual capacity. Group differentials
can be eiplalnetl by genetic' diff e.rertces which generate dissimilar distribtrtionsof the;e'inherited
traits across group lmes The conventtonal :;ew in the economtc literature is to assume that |
. there exists no genettcally based drstnbuuonal dlff erences between racral groups u Whrle this
conventron is generally £ ollowed with-re'spect to productivity dif’ ferential‘s across sex, there are
. references to the adverse ef f ect on female productlvrty of their mferror physrcal strertgth

[Hoffman and Reed 1982 PP. 188] and their Chlld bearmg role [Walker 1982, pp. 29; Becker

1981, pp. 21-32].“ However, given the considerabie evidence which indicates that the type of

'J . R . -~

“For example, Hansen et. al. [1970, pp. 409-410], and McMahon [1976] use similar variables .to
- control for “productivity differences between groups. v . ) S S
¢"'See Darity [1982, pp. 79] for a brief discussion on this point. As a rule, studies concerned
with the earmngs gap  between -races do not - menuon geneucally based differences as a possible
etplanauon - :

. VMadden [1975, pp. '161 162] suggests that even if innate differences in’ intelligence: and physical
exists, the productivity of females need not -differ- from males if the . range of tasks given to
females allows them to express their relative strengths.



- . » v ."v‘.g'.

‘ work assigned te females differs substahu'ally 'across cultures [Armstrong and Armstrong. 1984,

PP. 116 1181 the tradmonal role of females in the family has typlcally been treated as bemg
socially, rather than biologically, determmed e '
Psycholbéical Characteristics' " <7

Psychologxcal charactensncs consists of . | af fecuve tralts ‘motivation, aggress:on and
other facets of personahty Wthh underhe mdwxdual tastes regardmg labor markel activities,
nonmarket work and leisure. These psychologlcal tralts affect producnvny by panjally.
deteﬁnining choices con'ceming skill acqulsit‘ibn. bccubation-al type, ahd the arrlobm of eff d‘rlv

-

expended on labor market activities.

The ‘assumption that personahty traits vary across racial or gender groups suggests lhal
the lnsututlons that are mfluentxal m the formation of tastes and values (i.e., f amily, school,
work - place, churcb) differ thh‘ respect to race (sex) elther in the eff ectlveness orin'the -
icontexlt of Lhelr teachian“’SOwell [19'71, Pp. 7] suggests that traits such as bunctuality,v
efficiency and a high rate of time 'preference (greater dlvscountlng' of the future) have become
part of the black culture in the U.S.. Racxal diff erences in famlly structure (especxally lhe
relative instability of the black ghetto famlly) brought about by cultural and/or economic E
factors are seen by Gmsberg and erstand [1967 pp. 456-457] to mlublt the acquisition by
black chlldren bf behav1oral traits and socxal values that would enhance their educauonal and
vocauobal \ erformance As well, the generally lower standard of llvmg f aced by black f amllles _

/
, together wnth dlscnmmauon wnhm the school system may provxde black children wuh

| : : .
madec/luate opportunities to develop personalxty traits that are valued in the market [Bowles,
d9m/pp.3s2l T, .
/J N N . . . .
Sex differences in socxahzatlon are a frequently menuoned cause of the inferior status

¥

. of females in the labor market [Madden 1975, pp. 162 Corcoran and Couram 1985 pp

. .

) ”See for example, Corcoran and Couram [1985 pp. 275- 278]

Mt is assumed. hére that blologxcal factors do -not play a . role mn delermlmng different pcrsonaluy
; traits” (relevam Lo, producuve capacity) between the sexes (races).
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275-278). In particular, publie ptet:oﬁceptions__assigning'the ﬁrimary fespbﬁsibility f er child care
to wofnen is seen by Abelld [1985, pp.' 29] tobea x_n’ajc';r handicap for f emales who seek 1o

: aicquire the ne,cessar‘yﬂskil.ls to corhpete on an equal basis with men. Aside from reinf\ 6reing' the |
 traditional division of labor in the fafni_l&, diff erentiall treatment within the family and the
s_chooi, as well as 'the inf.luence.of the-mass media; are rec_ognized as factors which ehape female
tes_tes .in f avor of occupations that are currently -f.emale-do‘m“inated {Marini aﬁd Brinton, 1984, -~

pp. 209-219].

'Quantlty of Schoolmg
" The. quanuty of schooling can af f ect productmty directly (as human capual) or
mdxrectly by prov1dmg a sxgnal of potentxal productmty to flrms which engage in on-the- JOb
trammg In the human capital approach; years of schoolmg is one orm of human capital Whlch'
together thh its rate of return, detcrmme mdmdual earnmgs The screening hypothesxs st,ates
| that while schoolmg does not xmpgrt‘ Job-relevan_t skxlls. education and prbductxvx;y are highly )
veorfted as a result of firms regérdixig,educeﬁonal éttainment as an indicatiq"n of individuals J
| apti;ude for on-the- jdb training. | o .
Differences-in the quantity of schoo’ling‘ betweep gfoups has been ex’p_l:iined by differing
~ tastes concerning both schooling and su_bsequent labor market acti'v.ity. Given that blacks have a
| higher'rate of time pref erence asa res‘ult of some sombination of cultural and family iﬁcome
factors, they will exhibi_i a g‘reater‘hnwillingness to forsake current consumption in order to

- invest in education [Darity,' 1982, pp. 80]. Acceptance by females of their traditional role in the

- family suggests less total time spent in the labor market. Indee:d'fer'nales‘ of workin'g age, "a

on the average, out of the labor force over ten years [whlch] causes a declme in their initial

. human capxtal investmernts as well asa deprecxauon of already emstmg eammgs potermal "o
Y[Polachek 1975 PPp. 111] The negauve effect that tradmonally female acnvmes such as |
chxld -rearing has on their quanmv of schooling is seen by Becker [1981 Pp. 26 70 77] to be

coumeracted to some extent by the posmve effect that schoolmg has on thelr-abxhty both to
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rear_children an'd tofind a "high quality" mate

Given that schoohng is costly for the mdtvrdual (family) acqumng it, nomdentxcal
drstnbutrons of i mcome (wealth) across racral lines is another factor causmg the levels of
education to differ between groups [Thurow 1969 PP. 169]. ‘This explanauon is not entirely

satrsfactory as‘the reasons ‘f or the initial dxstnbutton of income are not-provided.

Quality of Schoolmg ,

The qualrty of schoolrng is belreved to depend upon charactenstrcs such as teacher .
‘qualzty puprl/teacher rauo the currrculum and the avarlabrltty and qualtty of school f acxlmes
: 'Qualrty drf ferentlals can result from drscnmmatton wrthm the school system Sex based
drff erences in the expectatrons of teachers and counsellors are considered factors in lower :

: _female achrevement in mathematrcs scrence and mdust.rtal vocauon courses [Marmt and E

\Bnnton 1984, pp. 215 219] Welch [1973 PD. 75] has pomted to the increases in the qualtty of
black schooling as a f actor in the mcreased rate of return to educatron for blacks In particular,

, reducttons in govemment dxscrrmtnatron agamst black schoolmg, in the form of dif ferenttal

: expendrttrres per puprl and pupil/teacher ratios, has been assocrated 'wrt_h some convergence in
the levels of student achievement between blacks and _whites in the U.S. [Welch, 1973, PP.

© 70-74].

On-the-Job Training = o AR

By definition, on-the-job training requires access to jobs that of fer tra'inin_.g.
'opportunities. Aside f Tom discrimination ,in_t}re labor market, differential access_ 10 training _
: opportum'ties can be the result of 'go“vernment legislation.vAssurning‘ that the'market is nnable )
provrde daycare services at a socxally desirable level, madequate publrc f undmg of daycare
facilities drff erentrally restrrcts women s employment options ( given: therr tradmonal role in the

' famlly). and thus reduces their opportumttes to engage in on-the- _]Ob training [Roos and o

Roskiri, 1984, ppL,25$]. Moreover, governments have'ldi:rectly' pro_h’ibited fetnales from -
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' _undertakin'g jobs considered to be too dangerous by 'introdut:ing 4'protective' legislation, which
ef fectively limits their choice of jab training options :[Gates._1976. PP. 62-68]. ﬁx‘amples of
such protectiile legislation are the restrictions.on fernales working late shifts s well as the
prohibmon of f ernale combat soldrers in the army, o | 4
The drsconunurty of the work experience of f emales who leave the labor mmarket to
undertake child -nrearmg activities is a f actor in females both choosing occupauons which require l
lwnts of training and decrdmg to take less training in jobs which of fer a significant
number of trarmng Opportumtres [Polachek 1975 PP. ‘111] Moreover nondrscrrmrnatory
.employers who seek to minimize their hrrmg and trarmng costs will reduce their 1nvestments in
f emales who mrght plan to mterrupt therr job tenure m order to devote trme to fanuly matters. - ‘

‘B tvrous References to Past Labor Market Drsmmrnatron as a Source for Group Productrvrty

Differentials ‘

There is w'idespread recognition in the literature 'that (costly) acquisitions of

productrvrty enhancing charactensths (r e., human capital) w1ll be reduced as a result of past

labor market discrimination [Marshall 1974 Pp. 868; Lloyd and Nremi 1979, pp. 45] Prevrous
reductmns in earnmgs caused by labor market discrimination wrll ceteris panbus reduce

present levels of wealth whrch. in turn, will force rnvestors to select more costly sources of

- fi inancmg 13 Thrs lost wealth ef fect on human caprtal mvestment has been mentioned in

~ connection wrth pag discrimination against racial minorities - the unplrcrt assumption ber
‘ made that f amrlres are, in general racrally homogeneous and hence, minority family yé€alth _has'
been decreased by past labor market discrimination. However, this effect is also app icable to
smgle parent families headed by females whose earnmgs haxe been reduced by previous rounds
‘of labor market discrimmauon Of course, the drsadvantages that are:a consequence of this

~ lost wealth will be faced by both the male and the f emale offsprings of the family.
. g .

had (3 is assumed here that caprtal rnarkets are rmperfect in the sense that the mar’gmal cost of
borrowmg fund.s does increase’ with the amount borrowed.



Loury [1977 pp 153 176] takes this analysrs further by exammmg the commumty
_ effects on income drstnbuuon and the mteractron between racial discrimination in the labor |
,. market, reduced mcomes and‘the lower quahty of ‘black schooling. Communityv effects refers o
the impact that an individual's residential environment has on his (her) earning capacity. In
particular, as resmency in a c,e\rtain neighbdrhbod llszge,lLdetermmes which school is attended,
commumty effects mclude the quality of schooling. Grven that 1) housmg 1s scgregated by the -
abllrty to pay, and 2) school f undmg is directly proportronal to the propertv taxes_patd
minority f amilies whose wealth was adversely affected by past labor market dlscrrmmauon wrll
also be subject toa lower qualrty educatron Moreover under certam conditions - most notably
that blacks tend to resrde in ‘black nexghbor oods 1rrespectrve of rncome and wealth drf r erences
" -a racrally neutral labor market may not e ntually ehmmate the income drf ferences that were -
mrtrated by past dxscrrmmatron Commumty effects such as the varratron in schoolmg quallty L
‘and drfferences in mf ormatron wrth respect 10 career opportumtres and job openmgs will tend .'
| 1o persrstently favor whrte famrhes and enhance therr generatron of income. -

Welch [1967 PP 233] has speculated that the lower rate of return to schooling for
blacks could be attributed to adverse motrvauonal éonsequences of prevrous rounds of market
drscrumnatron. Black students would reduce theu effort towards schoolwork 1r’1 the expectation -
that current labor market discrimination would persist and decrease the pecuniary rewards f or‘
that effort. The inferior qualrty of the human capltal’rwhtch they will subsequently bring to the,
labor market will be pard a lower rate of return even if drscrlmmatron no longer exists.

Ina varratton on a similar theme, Starret [1976] uses a model in whrch the perceptions

A of a dlscnmmatory labor market will lead to a reducuon in the effort of the mmorrty
mdrvtdual. Given rmperfect mformatron regarding his (her) own ability and the ability and-
. effort of others, mmonty mdrvrduals are assumed to use the proportron of their group
members who are successf ul as a mdrcatron of therr own individual chances of success The |

belref that drscrrmrnatron exists can become self remforcmg as the subsequent decrease inef fort

will alter the group tate of success and af fect uture labor supply chorces of mmorrty
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mdmduals Reliance. on this form of adap ive expectauons by mmortty mdrvrduals will transmlt

4.

the eft” ects of past dtscnmmatton to presem labor supply chorces \

Islyrdal [1944, pp. 207-209] clearly recognized that past discrimination, by reducing the
living standards of blacks, could sustain employer prejudices concerning their level of ability.
Myrdal suggested that the basis for employer discrimihation was the belief in the innate
incompetence of blaclt_workers. These beliefs are teinforced by the economic 'depriv_ati_on of
blacks vyhich.'i'n tum is de_terr‘niued by three interdependentcausal factors: their material
standard of living, t‘hei‘r level of productivity characteristics (e.‘g.; health, intellige'nce,

g education, ambition), and vdiscrimination_. In such a model, past discrimination indirectly
lr_tf luences the extent of current discrimination.
| M_yrdal's exp‘lanatiOn of e‘mploy,‘er dlscrimina-tion, as being‘related to.the tanclard of

living, differs from the neoclassical theory in that employer preferences for whit_es are

endogenous to.his model. This aspect of the neoclassical theory has been criticized by some of

o - its adherents {Cain 1986, pp..‘ 710, 781; Lunclahl» and Waden_sjo. 1984, pp. 2l]t The neglect of

the interaction 'betyveen social environment and taste f' orm.ation in neoclassical »_theorny underlles

Jthe suggestion of Lloyd and Niemi [1979, pp. 259] that: "The concept of discrimination in

“economics should include both direct matket discrimination, which results from any
nouobject‘ive behavior on the part of .men in the eValuation of women's economlc contribution
and mdrrect [i. ., premarket] whrch occurs in the socralrzatron and educauon process and

- affects the kinds of market choices women and men make A similar opinion was voiced in the
receht Royal Commtssr_on On Employment Equ'ity' by Judge Abella. It considers the
‘mistreatment of minorities in thelabor market to be‘ a .pro'blem of systematic discrimination -
that is, a problem of stereotypes and prejudwtal attltudes that exists throughout society and has
u;ﬂuenced job structures and employment practrces It downplays the market;premarka

_ drstmctton by defi mmg discrimination as. practrces or attrtudes that have the effect of lrmrtmg '

an individual' S or a group 's rtght to the opporttmmes generally available because of attrrbuted e

 rather than actual charactertstrcs. ?s broader definition allows fora greater emphasrs on the



. . ) , +
interaction between market discrimination and premarket differences and hence, implicilly

- Tecognizes the possible importance of past labor market discrimination upon the labor supply

decisions of minority individuals.

|



A. Model Description

The human capital apprdach to labor subply is an effort to explain the acquisition of |

education and gra_i{iing ._in terms of maximizing behavidr. For the purposes of this chapter, this
acquisition will take plaCe in a neoclassical labor market in which competitive.market forces .
determine wage Tates and monopsony power is absent 16 As well it wﬂl be assumed that
training undertaken must be purchased by the individual - that is the trammg xmparts general
skills that can be used by d1f fetent fxrms 1 Individuals seeking 10 maxumze uuhty will:

accumulate education and trammg (human capltal) up to the Ievel at which both pecumary and
nonpecumary benefits are max1mxzed subject to comnstraints such as the ex1stmg structure of
wages and the finite time period of the investment.

For simpli_tity. the‘decision to invest could be considered as a choice be;weenr an
income-generating activity which requires no im_'/es'tment in human capital (actiyity X), 'and an‘
alternative activiiy.which demands skilled labor (actiuity Y)Q The choice of activity %, for the

risk neuiral investor, !* requires that the f‘oIlowing inequality hoids: **

n z 1'=1[P1'Y-j]t' n z-k:l'[Pka]t n v < - .
RS T T EPw=0 T oLt =0 20
= (1 + rt) “ A Q + l.t) =0 (1+ rt) .

¥In' general ‘te'rms a- -neoclassical labor _market. will be defined here as one‘ in which markets
clear by adjustments in the wage. »

"There: does 'exist - neoclassxcal treatmebts of firm- specxfxc human capital. (For example, see Oi
[1962]). This paper will confine. itself to the  general training type of human capital since
firm-specific training plays a prominent role (together with specific institutional assumptions) in
the theory of the internal -labor. market. Since one. reason for including  three theories of the
labor market is' to assess the sensitiviiy of the conclusions with respect to differing assumptions
and that this assessment jis best made by using theories which are relatively dxsunct from “each
other, Lhe human capital modcl used here refers exclusively to its general form -
*Unless othe:mse stated, risk neulrahty is assumed throughout this study. If risk aversion' exists,
Lhe -investor may choosc a less nsky activity even 1f it yields lower expected eammgs than
investments ° that ' are more uncertain. ' S

“This study will follow the human, capital literature by assuming. that benefits are a monotomcally
increasing function of earnings and hence incréases in the. earnings of one activity will make the
" other less attractive. For a more delalled .discussion, see Thurow [1979, pp. 69- 88] and  Becker
[1964, pp. 37-49]. o t
15 : o
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. where, m(s) total number of possrble benefrt outeomes assocrated with activity Y (X)
| Pj(l_"'k) = probabrlrty of eammgs stream Y.(X )
Yj = benefit stream j that is. denved from acuvrty Y . L o o , .
Xk = benefrt stream k that is derlved f rom actmty X | . | ‘ »
‘_'n = length of plannmg penod S S . T
T t subjectrve drscount rate k o :
C = the productton costsmf human capttal at time t. These mclude any addtuonal
maintenance expenditures requrred (e.g., more food, better 70 and the f 1nancial costs of - _

the investment. o -

»

Given that these two activities are the only ones. present the left hand srde of equauon (1)
nges us the net present value of the mvestments requrred 1o’ gam employment in actwrty Y.
' More generally, if activity X is considered the best foregone alternative, mvestment in human

capital assocrated with actlvrty Y will be consrstent wrth maxrmmng behavror so long as the net R

v
present value 1s positive. 20 S

One of the underlymg determmants of mdmdual mvestments in. human caprtal rs ‘
‘ability. The abrlrty of an individual (whether 1t 1s innate. or prevrously acqulred) toa large
extent, detefmmes the effrcrency with Wthh human capltal is obtained. The greater the level of -
_ skrlls talents and knowledge whrch the mdrvrdual har ceterrs panbus, the more umts of human
tapital whrch can be obtamed f rom a glven dollar mvested If a conventronal assumptron of
human caprtal theory is adopted ‘namely that there exrsts neghgrble 1mped1ments o convertmg

‘ human caprtal mto earnmgs - the earnmgs per dollar mvested will be higher f or more able .

1The expected net rate . of ‘return to investments in ~human capttal 15 dcfmed in an. analogous '
manner to physical capital investments. That 1s, the ratc of . return R equatcs the stream of
discounted investment  costs (both production and opportumty costs) and the present valuc of the
income stream. Hence R is tmph(.rtly defmed by the followmg equation:

2"{_0 _[* = (J.
TToao+ R)

~ where E[ is the sum -of the numerfators 1n- equauion (1).

93



investors. Hence, therr greater ablltty provrdes them with an incentive to invest irMarger
: amounts than other less able individuals [Becker 1967, pp. 16 20]
A second factor in deterrmmng the optrmal amount o,f investment is the f mancxal
- standing of the mdrvrdual (or his farmly) The greater the avarlabrlrty of low cost sources of

financing (family wealth, ftnancxal connections of the famrly or mdlvrdual) the lower the

margmal cost of financing at a grven level of mvestment and hence the greater the incentive to

-
Y

mvest [Becker, 1967, pp. 1‘3-16].

o The optimal investment in hurnan capital suggests an optifnal time path of
accumulatxon smce past xn\ ‘estments’ may increase both the ef f 1c1ency of acquiring additional
,human caprtal ‘and the opportumty costs of the. mvestment ( i.e., foregone earnings are
posmvely related to prevrous acqmsmons) As well since investors have a finite period of
recervmg Teturns, additional earnmgs from human capital acqmred at a later stage in life will
usually be less than that received from 1dent1cal mvestments made earlrer because of the shorter
duration’ of the payoff perrod Asa result of these consrderatrons together wrth addrtxonal
assumptlons Blinder & Werss [1976] have shown that the optrmal path for investments consrsts
of an initial perrod of mtensrve accumnulation of human capltal (schoohng) followed by a
perrod of on-the- -job trammg in whxch the amount invested declines monotonrcally through

4

time.

v iB. Present Labor Market.l)'iscrimination
The effects of labor market discrimination on the labor supply decision of minority
individuals will beex,a-nrin‘ed‘ in the context of three frequently cited‘sources of 'discrimination -
e'mployer tastes, ernployee tastes and statisticahl discriminatlon‘. To facllltate a brief exposition |
of these three sources, the supply effects of each type of discrirnination}Will be discussed
4 separately in this chapter. In subsequ'en't chapters, refer_ences tol the \iarious sourcés will be
. 1 4 . . .

made only when differences in results warrant them.

r
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Empl_oyer Tasta |

In the employer tastes model of ArTow [1973], which is based on Becker [197’1].
employers are assumed ‘10 maximize a utility .f unction of the form
U=U(p8)
in which U_ > 0 and Ul3 < 0and
- where « are the profrts of the frrm B are the number of mmorlty workers employed and U
denotes the partial denvanve of U wrth respect 1o i.

Employers seeking to mrmmlze net costs (including psychlc costs of assocxanon with

" minority members) w1ll employ mmorlty workers up to the point that

WW - .WB+di

“where
MPB(_MPW) is the marginal pro‘duct' of minority (majority) labor

¢
/

Ww('WB) is the majority (minority) wage rate | . -//
and di is the disutillty expressed.in wage units gesociated with hiring an additional mioorlty |
worker for the ith firm. 7
Given the conventional assumptions concerning the produclion'f unction, minority workcr‘s
posgessing the same productivity as-majority..workers will be hired by discrim—lrr—;x'ting firms only

if their money wage is lower than the majority wage. Equilibrium in a discriminatory labor

market implies a lower demand for minority labor - both in terms of the demand generated 'y

a nondiscriminatory labor market and rela[.ive to the majority demand for labor.
The long run exrstence of this type of drscrrmmauon under compeuuve conditions is
quesuonable Drscnmmaung firms (owners) suffer from some combination of nonpéc Juary
losses (distaste for mmormes) and pecuniary losses (assocrated wrth the hiring of greater
<

aumbers of high cost maJorrty workers) whrch will lower ns teal rate of return below thal of

nondrscrlmma[ory flrms [Goldberg, 1982 PP. 310 312]. Thelr decrsron to exit the economy, '

>
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| however, depends on their net real rate of return which includes the o.pportunity costs of
re'ma_ining in actit/iti'es that require this association with minorities. These costs are defined in
terms of the rate of return provided by other income- generating activities. Clearly, if the real
rate of return of these other activities, that do not. requtre the hiring of mrnonttes (e.g..
becoming a pure caprtahst) are not similarily decreased by drscnmrnatron the firm wrll be
. susccptlble‘ to takeover lbynondlscnmmatory firms whrch will enjoy a cost advantage'm
' production. 1 For the purposes of this paper, it will be assum_ed that increases in the§c05t of
_ discrimination will result in decreases in market discrimination (through the exitl_gof-previously
rnarginal discriminatory firms) and a consequential narroWing vof the equ'ilibrium wage gap. n
Regardless of its’long un vxabrlrty discrimination wrll affect minority labor supply at’
least in the short run, by altermg the structure of 1ncenuves in the economy. Drscrrmmatlon
. will reduce the expected eamrngs from a’tty‘actrvrty‘affected through the 1ower wages offered to
minorities. In order for dxscnmrnatron to reduce rmnonty investments, it must have either a
more negative impact-on the rewards for skilled labor or it must 1ncrease the financing costs
associated with thern?stment Clearly, one of these conditions is nec sary in order for the net
present vaiue of these investments to fall as a result of dtscnmmauon

o

Given that discrimination reduces the investment in human capltal by mmormes the .

--cost drsadvantages faced by firms which dlscrxmrnate against skrlled labor will be reduced asa
consequence of the fewer numbers.of skilled minority workers. Nondiscriminatory f irrns will
have fewer opportunities to hire lower cost minority workers to skilled pos_it_ions and hence their'
competitive advantage over other firms wi}lf be mitigated. To cite an extreme example,' if
dlscnmmauon leads to a situation in which all minority mdmduals are unskilled, cost
drfferences between the two types of firms will be eliminated. Thus, any drscussron of the long

Tun existence of drsc‘rrmmauon in ¥ competmve‘ l_abor market (composed of at least two types .

The existence of the dxscnmmatory firm suggests that 1ts rate of .return was_ at least as h:gh
as m other non- hiring actrvmes upon 'its entry .into the economy Its dtsappearance in the - long
fun would seem (o depend on some exogenous increase in the costs of dtscrrmmatron in the
labof "market or the existence of imperfect capital markets.

BClearly, "a decrease in individual discrimination coefficients, ceteris paribus, will lead to a
derrease 1n market  discrimination [Becker, 1971, pp. 85} '



20

of factors) must take into account ltS tmphcatrons for the labor Supply choices of mmomy
‘ .1nd1v1duals
If human capttal is heterogeneous occupauonal choice involves not only selectmg the
‘ reqtured amount of human capttal but'its specxf ic form as well. Given that the effects of
dtscnmtnann on expected earnings varies across oecupations to the extent that the rankings of
" occupations in terms of net discounted' present value are aitered, dtscrtrnination will influence
both the choice of what type of human capital mvestment to undertake and the chorce of
occupatron The influx of minority labor into occupattons that are relatively unaffected by
dtscnmtnatton will continue until the competitive equilibrium i is reached and the real rates of
return are equalized. Under competmve condmons dlscrtmmatton in one occupauon will lower
retums in other occupations through the ' overcrowdmg of mmonty labor into those race
(sex) - neutrat occupatrons [Bergmann, 1971, pp 298].
| ~Assuming discrimination has a greater impact on labor market activities than on -
nonlabor market ac_tivities,' minority individual choices will be biased towards the latter.
Nonrnarket activities such as leisure, at home productio’n‘, and criminal endeavors will become
more attractive. Hence, a lower ’l_abor force participati,on rate f or minorities would be expected 4
wirere discrimrnation' is present.
In particular, }abor market diserirnination may induce females to undertake human
: 'capital.investments which aref&levantf or nonm’arket production The allocation of time.
| between spouses for market and home productton is determined (in a uultty maxrmtzmg
household) by tastes and the comparative advantages in the productrve capacities of its’
_ members [Gronau, 1973, pp. 634]. For eitarnple. assuming that each spouse has identical tastes’
and identicat productive capacities in both the home and the market, this allocative decision can
be made by random selection. The discriminatton-induced redu‘etion ot’ the ability of*females to
provide market goods will, in this case of previously identical productivities, lead to the
specialization of married females in home production. Howeyer, it does not preclude 'temaie
. : .

“See Ben-Porath .[1973] for a detailed examnation. of this' mterpretauon of labor force
participation. :

w
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:narticipation in the labo‘r market. ** Only if the Wage deerease is sufficient to lower the - wage
“below the margmal value of her trme in home production will f emales not partlczpate in the
labor market as a result. of discrimination. ** Nevertheless ;he sexual d1v151on of labor w1thm
the amxly _ls. in part, detenmned by the degree of labor market discrimination. .

Given that the sexual division of labor in the f amily is. a 'f unction of labor market
discrlminatiori, the effects on human capital intre?trnexft attributed to the role of females in the
f a'mily can be theoreticallyv traced to sexually;biased- labor practices. ** The expectations of
marriage and .subsequem speciallzation in home production activities sng_gests the increased
likelihood of a truncated and mterrupted period of returns for female mvestors Thls will
discourage f emales from undertakmg training that requires a long and continuous penod of .
employment in order %o pay off [Mincer and Polachek,- 1974, pp. 580-386]. Moreover, female
mvestments will reflect thelr increased probability of havmg two careers - one as a labor market
participant (both as the self -suf fxcxent worker pnor to marriage and asa secondary wage

. earner after malfriage). and the other in home production. Expectations of their dual role will -
‘make more attraetive human capital investntents that increase produetlylty in both market and
nonmarket activities (e.g.‘, home economics, teacher training, child psyehology, nursing).

" A lower market productivity of females relative to males, attnbutable in part to
dlscnmmauon -may also affect occupational selectlon through its effect on the influence of the:
female in the family decision to relocate. This decision, if made in accordance to the criterion
of family in dme maximization, is determined by tlJle net gain to the farnily‘ of the movel When
_ individual inéame considerations conflict between spduses, the spouse whose\absolute value of" |

loss (gain) from the move is less’ than the absolute value df the correspondmg gain (loss) to the

.other wxll relocate (remam) with the f amxly desplte individual incentives to do otherw1se ( i.e.,

“See Gronau (1973, pp. 635] for a more complete dlscussmn on this pomt

“Gronau [1973, pp. 640). - )
“While ‘Polachek [1975, pp. 227] recognizes that the sexual dmsxon of labor within the’ family
could” be a result of labor market dtscnmmauon he suggests that the resulting effects of
specialization within the family should not. be included 'in the measure of discrimination. This -
would séem o Lhe author to be a rather narrow interpretation of dlscnmmauon and ‘such "an
estimate: would <ertainly underestimate - its lmpact on wage d:fferenuals ‘



- that spouse will be the tied partner [Mincer, 1978, pp. 752-753])'. Assuming that there exists a
i positive correlation between the gains and losses from a relocauon and the market earmng
power of the individual, then market drscnmmauon mcreases the probabrhty of f emales being -
~ the tied partner. *’

The tendency for the family to move regardless of its'negative impact on the f emale s
posmon in the labor-maTket, mrght mduce f emales who antlcrpate marriage (¢ choose—
occupations whrch facrlltate such movements that is,-there W1ll be an incentive for [ emales 0
reduce hur}a{ capital investments’ that are not spatially transf errable. ‘This decision will tlepcnd
on whether increases in"the. probability of geograbhical relocation prior to the completivon of .'thc
pay off -period for location-specific investments 'reduces their net present.value below that for
rnore’ ‘footloose' in_vestments. If this is the case, labor market discrrmfnation can be held
partially responsible for the preponderance of f emales in oc‘cupations. (sueh as clerical work,
nursing and retail sales) in which theutraining involved is eaSily transferred to other locations'. !

By altenng the corresponderice between job rewards and WOrker behavior,
drscnmmauon may also induce re. uce(l effort by mmonty mdlvrduals in their labor market
actrvmes. Equity theory (a psychological theory concerning the motivational ef f ects of wages‘)
postulates that the worker considers himself (herself) to be treated fairly if his '(her) ratio of '

Job mputs (i.e., effort, skill) to "job outputs” (1 e.. pay compensatron) xs equal to the same.
ratio for members of his ( her) reference group [Adams 1963, PP 427-430]. A worker who
percerves inequitable treatment will seek to reduce the psychologrcal tenslon resulting from this

discrepancy by elther (i) changmg his perceptrons concernmg his or the others rauo (i)

changing his reference group, or (iii) altering the mputs or outputs assocxated with the work .

Note - also that locational differences. in drscrrmmauon .may be sufficiently greal so as ‘to make
the male partner the tied partner. .
1See Abella [1985, pp.. 63-69] for -statistics conccrmng the overrepresentation -of. females 1n clcncal
sale jobs. It "should be noted that this phenomena can .be explamned 1in a varnety of .ways and
that - the tied mover ‘hypothesis 1s only one such explanation. The relative scarcity of females n
other occupations characterized by  footloose mvestmcnts (such- as law and accounlmg) could  be
explained by the greater investment required in terms- of both intensuy of effory and durauon
that may make .such ' activitiés nonopuimal given the female” investors' expected commitments in the
home.* For similar ‘feasons, -investments that are subject - to rap;d dcprecrauon duning penods of
non-use will generally not be attractive nvestments to females contemplaung rasing a family.
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Psychologxcal equilibrium wrll be restored when the ratios are agam equal Clearly, one optton |
open 10 minorigy : individuals, who are sub ject to thls tensron as a result of dlscnmmatory
treatment, is to reduce their effort in labor.marlret _activities. 19 Productivity of minority
workere could~be both ’directly affected by discrimination ( tlu'ough their reduced effort on the
job), and indirectly affected by their reduction of ef fortlin those human capital investment
. actlvitiee in which tlie eipec'ted reward for a given level of effort expended lras decreased.i

As previously mentionerl. labor ,m’arket' discrimination, by reducing the earnings of
minori'ty workers will restrict the use of labor lncome as-a 'source. of funding for f urther
"investment in human capital.. Provided that other fnmily members are not b,enef iting f rom
dlscrrmmatron (as in rac1ally homogeneous famrlles female-single parent families), labor

market dlscnmmauon by reducmg famxly income, will impose- addmonal fi mancmg costs on the

mmonty investor whxch, in turn, may make otherwrse profitable investments unattractive. ?

Employee Tastes

‘In this f orm of drscnmmauon majority employees dislike workmg wrth mrnonty )
! _ workerg and requrre a wage mcrement to comp‘ensate for their disutility. That is, the majority
‘wage is an' increasing f unction of the number of minority employees hired. Hence_, hiring .
minority workers into a dlsCriminating, majority work-force, will impose costs in excess of his
(her) wage by the amount of tlre increment of wage’ necessary to appease majority worlrers‘ ”
times. the number of diseriminating employees. Consequently, there exists a strong incentive for
the firm to have a 's_egregated work - f orce. In cases which the segregation is complete, the

structure of incentives f acing minority individuals, and hence their labor supply decisions; will

POf course, for ‘discrimination to result n such. psychological tension, the members of
.discriminated -against .groups are assumed to take majority workers as ‘their reference group.

YA  similar effect on “minority investment can be derived by recognizing the consumption aspects
of education and training. Some utility-yielding acuvities (i.e., love of learning) may be intrinsic
to the process of investmént. Given that ‘minority consumers perceive . the consumption aspects of

© mvestment as a normal good, discrimination, by ‘decreasing labor income, will lead to .a lower

level of minority human - capital - irrespective of its effect” on the financing costs of the
.mvesxmem See Shaffer {1962, pp. 1027-1028].
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not be affected by discrimination.”

- When employee discrimination erist's between perf ect substitutes in production there
exists relatively few obstacles to the achievement of \egregatxon compared with a situation in
which tastes for discnmmation exist among complementary factors (e g skilled and unskilled
labor) who' belong to different groups. In the latter case, perfect segregation: requires that the
factor mixes within "each_ group are compatable with factor mixes .re‘quired by the existing
technolegy. If the relative proportions of skilled and unskilled workers dif’ f er greatly between
' the two groups some integrauon ‘within firms may be profitable, given that firms face the
trade off between loss of productrvxty assocxated with not provnding the complememary mput
»and the increased costs of a mixed work force [S[lgll[Z 1974 pp 7] Firms wnll bid up the
: wages of the relatively scarce factors in an attempt to avord mtegration and the costs 1mp05ed
by employee discrimination. Hence, if it isassurned that ski‘lle_d minority workers are the st:arcc»
factor, employe.e discrimination wiil result in higher wages for‘skilled minority_labo_r and lower
wages_for unskilled minority labor. This result will encourage minority investment in human
 capital by both increasing the expected earnings of skilled _‘iabor and reducing the oppo'rtunity

costs of investment.

Statistical Discrimination
Statistical discrimination involves the use of group information in the evaluation of the
potential productivity of its individual members. *? Reliance on group information is profitable

for the- firm given that inf ormation on individuals is sufficiently costly to acquire and that the

. groups dif fer perceptibly from one another in the distribution of some productmty

-’

”Segregauon may also occur under _employer discrimjnation as rm:tomy workers are . attracted o .
the higher wages offered by nondiscnminatmg firms. However, even in segregated equilibrium, the
minority wage ‘is ‘likely to be.lower than . in a nondiscriminatory: economy since a -certain
propbrtion of employers (i.e., those’ who discrimmate) comsider. minority labor to' be worth less
‘than” its marginal revenue product In" the case of cmployee discrimination, firms are ndifferent
to the sex (race) of their cmployees so long as the composition of the workforce is not mixed.
If the workforce is perfectly segregated, the wage- rate will be the same for both groups.

A more complete discussion of staustical discrimination can be found 1n Phelps (1972) and

) ‘-Aigncr and - Cain [1977]
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characteristics. Assuming‘tha; either 1) the group averages are equal but the minority‘
information is considered less reliable or 2) the average‘leve:l of skills f or minorities is lower
than the thajoﬁty level, ** and,; in the latter case, it will compensate for the discrepancy in
firms will hire minority individuals only if there exists a eompensating waée differential
between the two groups. This wage differential will reﬂect, ih’the first case, a risk premium
‘associated with the diff er_ihg reliability of ‘the information * expected productivities. Under

© these circumstz:hces. statistical discrimination will lower the demand for m'inor;ity' labor and

have analogous effects on minority labor supply as outlined in the above section on employer

tastes for discrimination.

C. Effects of Past Dis'crim_ination

In order to assess the:impact of >pas_tb labor market dioc-rinﬁnation, it will be assumed
tha;‘fhe source of discrimination (i.e., tastee or ng o.f. grouo .af filiation in erhployee
e.valuagions)' no .longe: exists. This will enhance our' understanding of the obstacles created by
previous rounds of dlscnmmauon that 1mpede the acqmsmon of human capltal by minority
_ mdmduals - either those who were dxrectly af fected by dlscmmnauon or those who belong to
future generations. Since the effects of »past dis’c_rimination are examined in the context of a .
_nondiscriminatory labor market the type of v diécrimination (so long as it had adversely affected
the economic position of the mmonues) will be 1mmater1al to the followmg dlSCUSSlOﬂ

The fundamental fact which. underhes the various mfluences of past dxscnrnmauon is

the irreversnbility of time. For the minori[y individual in question, the time spent in various
aéli?ities which were chosen under a structure of incenvtivevs that vreflected discrimination cannot _
be retneved and put mto other more profitable uses once discrimination has dlsappeared The _
knowledge accumulated durmg thxs nme period W1ll to. varymg degrees, be used in dec1dmg |

future actions. This pxxmltxve nonon}that each. moment is unique to the existing individual, that

PLess . reliable information can be interpreted as the relative inefficiency of ‘the condmonal mean
- of .munority productivity ndicators compared with the mapmy stausuc See Aigner and Cain
- [1977, pp. 181]. ‘

. Firms must be nsk averse in order ror lower wages to result from less reliable information.
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time once lost cannot be regained, is sometimes neglected in econonLic theory - especially in
general equilibrium theory which is set in a static, timeless context. ** It is, however, reflected
in the f ollov&i_ng mechanisms by which past discrimination af fects present labor sugply

decisions.

“Irreversibility .of Past Inveétments

Labor market discrimination will distort individual choices,concerning the amount and
type of human capital investment. ** Once the in.v'estmems are made, the disappear.ahce of the
discriminatory structure of incentives ‘Will not necessarily lead to an adjustmem in the
_portfelios of the individuels direct_ly af fee;ed by market 'disc;imination. One reason for this is
that tt;e time spent in other activities-during the period of discrimination implies that the -
investor is faced with a truncated.period ef time in which to receive retufns from new 'humzin
'vcapital investrrients..The investor's advénced sta-ge in life will make investments With_exlehded.
payoff periods unattractive. If such investmems had been pr:.viously discriminated a_gziinst.
minority individuals who were directly affected by djscrjmination mey not invest regardless of
the incentives created by its elimination. — o |

This tendency. towards inertia' of existing portfolios is reinf orced by the increased ,'
, opportumty costs of further investment that results from-human capital acquxsmons prevxously
undertaken The increased level of foregone earnings requlred to invest will decrease the net
present value of any additional investments. This inertia will be further encouraged if the
existing human capital of the investo»r‘ does not enhance the productivity of acqtjiri_ngihe type |
of human capital required for jobs made more attractive b.y the disappearance of
discrimination. This would be the case if discrimination had induced an Gccupational

segregation in which majority and minority workers utilized essentially unrelated skills.

~ “See Rizzo [1979, pp..1-2] and Shackle [1972 pp. 249-255].
“As. mentioned earlier, the distortion of the supply choices of ‘minonities W|11 not occur in the -
case where employee dlscnmmauon induces a complete segregation of the work-force.
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ln pamcular the lrrever31b1hty of past ‘Investments has implications for the sexual
dmsxon of labor thhm the family. If home production is characterized by the learmng curve.
(i.e if producuv1ty is enhanced by expenence) and labor market discrimination has induced
f emale spcc:alxz.auon in home production, then after discrimination has been ehmmated f emale _

. 'spouses will be left thh a hxgher level of producuvxty in home goods producuon than at the
ume when the decision concermng the initial division of labor was made This increase in home

_prodpclmty will offset to some degree the 1mpact_ that the increase in their market wage (i.e.,

l imr‘oduc,tion of nondiscriminatory wages) will have: on changing their role 'within the family ‘

“ unit since it is ti‘le‘cbmparative‘advamage in the prodﬁctidn of mérket and home goods which
determine the intraf émily allpéatiqn 'of' tirﬁe. 37 Moreover, if market gooﬁs pfddﬁctioh is
characterized by learning- by doing, thb husband's greéter experience at such,vyor_k,dUring th¢

| disériminator_y _péribd will act as a further disinc'entiv‘ebfor altering of _tﬁe sexual di‘vis'ior_l of
labor. ** | | |

Lost Wealth .

The losses in labor income experienced by minority individuals will be ﬁranélated into
.losses of family (pecuniary) wealth‘giygn that: .‘

(a) The earnings of other family -_rfxembers do not.incre'ase as-a result of ‘di»s'crimination héving a -
‘positive impact on their wages to thé extent that would o.ffset.the minoﬁt)yiﬁdividual 's
losses. “ |

(b)Nonlabor incvome of the iqdividﬁal v(vor other %a’mily merﬁbers) ddes not inérease by a
. sufficient amount durmg the dxscnmmatory /penod (Fmancxal mvestments in firms without

tastes for dxscnmmauon couid provide [hlS of fsemng iricrease).

YAssuming that the market wage for females, 'W -now exceeds the value of their time .in
--home -productionw comparative advantage -of t‘emales in market work requires that:-W /MP >

w /MP where MP (MPm) is the marginal producuv:ty of -females' (males') time in home
producuon However, since MPf has " increased relative to MP ‘as a result of previous experience
" at . home producuon this condition isless likely. to - be met. See Gronau [1973, pp. 637).

"“From the previous footnote, it 1 readily apparent the increases in the productivity of lime in

the labor market- for males (W ) will decrease .the likelihood of females spec:ahzmg in market
production.
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In the cases in which these two conditions hold (l.e., racially homo,geneous f amily.l

- single-female parent family), the minority individual will be sard to belong 10 a minority
family. . o

The wealth lost to minority f amrhes asa result of past drscnmmauon is irretrievable.

The restriction of thrs relatxvely mexpensxve source of investment f unding will have a negatwe
unpact on the human capxtal acqursmons of f amily members by i mcreasmg the fi mancing costs
of the mvestment [Becker 1967 pPp. 14] Moreover the lower level of wealth may mhlbll thc
nsk takmg behavmr of mdrv'duals ¥ If the mmonty mvestor possesses absolute risk avers:on
the nsky income assocrated with human caprtal investment (assummg 1mperf ect knowledge of

mvestment outcomes and the i creasmg variance of earnings with the amount invested) w1ll be

posrtrvely related to the wealth ofl the investor. Essentially, thosewith greater stocks of wealth

will be more able to afford the grehter risk associated with large acq'trisltlons of human capital A
[Lthari and Weiss, 1974, pp. 959] > ’ |
Although the mcreased labor\incomes which result from the drsappearance of present
market drscnrnmatton will ease the financial burden (and increase risk - takmg behavior) of
minority famrltes it is problematrc if ar\td when a race (sex) -neutral labor market will be able
to gcnerate 1denttcal distributions of i mcome for groups with 1dentrcal tastes and innate- abrhues
~ but with differing initial endowments of wealth [Loury, 1977 pp. 174]. One factor that would
retard the progress towards elrmmatmg the\ effects -of the dlscrepanC) in wealth, is the exrstence

v

of dlscnmmatlon aceordmg to income (wealth) outsxde the labor market. In particular, if this
income (wealth)-based discrimination aff ects.\the means by which minoritic's overcome their
disadvantaged- position in the labor market (e.g..‘ human capital investment), the effects of
past discr-imination may be especially prolonged.

The most relevant example of income drscnmmatron is the segregation of housmg

accordmg to the abtlrty to pay. The relauve homogeneity of nexghbourhoods with respect to

- income suggests a number of mechanisms by which residential location may af’ fect human

v

“For the formal argument, see Levhari and Weiss [1974].



capttal investments. Firstly, publrc expendrtures on schoohng have been shown to follow a
| pro rrch dlstrtbutlon [Lankford, 1985 pp. 79- 80] If one equates expendrtures per pupll and
: schoolmg quality, then minority f amrhes relegated to poorer nerghbourhoods by past
drscnmmatton will have accegs to a lower standard of schoohng qualtty which, in turn, wrll
inhibit the production of educatton of therr off: sprtng

Another nerghbourhood effect on the ‘economic success of 1ts resrdents is the higher _
- quality of job connections that are present in afﬂuent areas.*’ Assuming that persons that wreld
power over employment decrsrons (i.e., managenal and admmrstratrve personnel) resrde in high
income nelghbourhoods, access to _]Ob opportunities may be enhanced by the development of _ "
personal relationships with "powerful' familiés thatare f acilitated by heing located in the same
neighlbourhood (i.e., children attending the-same\x school). The value of relationships with
: vne‘ighvbours of advanced social standing with respect to job connections depends on the degree in
- which their personal»‘power in job allocatio'n is exercised. If nepot_isrn is pervasiVe. .resi‘ding in
low -income, less influential neighbourhoods wiil hinder the conversion of human capital into N
earnings. | |

Inf ormattonal advantages may also result from lrvmg in high mcome areas. If there
exists a conscious lack of mformauon concermng occupattonal charactertstms among human
capital 1_nvestors.“ affiuent neighbours may provrdea relatively cheap source of information
: conceming both thc investment required (i.e., type of séhooling,.eff ort required) and the
pecumary and nonpecumary aspects, of hrgh paymg occupatrons Gtven that this inf ormational
advantage leads to a better assessment by the mvestor of the compaubrhty of his (her) tastes
y mterests and a‘ptttudes to occupational requrrements a lower failure rate and greater job
' satisfaction in high paymg work could be expected from those who have wsrded in affluent '-
neighbourhoods. The podfer matching between highly pard occupattons and personal

charactensttcs that results from their location i in drsadvantaged neighbourhoods, w111 ‘be another

“This source for the regeneration of mequaluy was acknowledged by Loury [1977]

“This rnformauonal deficiency. with respect to human capttal investment ‘decisions - -has’ been stressed
by Bowman [1972, pp.  19-22]. » ‘ : A

3
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residual effect on minorities from past discrimination.

Parental Accumulatrons of Human Caprtal

The undennvestment in human caprtai made by mrnormes as a result of past
drscnmmatron may be reflected in the mvestments of therr of f spnng in ways that are, in
theory, mdependent of erther the wealth or nerghbourhood ef f ects just mentioned. There exists

several emprrrcal studres that show a significant corr'elatron between parental occupation (and

~ level of schoolmg) and the amount of eamrngs (and: human capital) acqurred by their of fspring

[Hill and Stafford, 1978 Taubman 1977 McMahon 1976] Although some of the measured

effect is likely due to omitted variables, “ would seem plauﬂsrble to attnbdte some of its

significance to, drfferences m methods of chlldrearrng ‘whiich ref lect a greater apprecrauon of the |

. j‘beneflts of schoolmg and preschool care as well as the transferral of personahty traits that are’

 valued in highly paid occupatrons Moreover we}l educated parents may have a greater

capacrty/to assist therr children with schoolwork at h' and be more able to select at-home

activities which are omplementary inputs in the productton of human capttal than parents

i without adequate expenence with the schoolmg process [Lerbowrtz 1974, S111- 8113]

To the extent that discrimination reinforces the division of iabor within the family, the -

- sex differences in the socialization of offspring (mentioned above as an alternative explanation

for-the disparity in male and female wages) can be seen as partially dependent on
discrirnination. In.particular, if it is assumed that the imitation Qf parent'al roleswithin the

family is one facet of the socrahzatron process drscnmmauon by mfluencrng Rarental chmce

" may mdxrectly affect the labor supply chnices of thetr chtldren Although the o'.erall evxdcnce

on the observatlonal learmng from parents of sex- typed behavror is at best,ambiguous

'[Maccoby and Jackhn 1974, Pp. 296- 302]; evrdence does exxSI that the sex type of mother 3
' occupation... (has) a d%ect effect on the sex type of the daughter_ s occupatton. [Marmr and

‘Brinton, 19'84, pp. 211]. This form of intergenerational.tran_smission of the effects of | ©

© "See, for' example, Taubman [1977, pp. 433-440].'
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discrimination, given some degree of irreversibility of past investments, will continue 1o exist
desprte the disappearance of present labor market drscrrmrnatron although its impact would

-

likely decrease with each successive generatton

'EXpect’ations- of the Investor S

“The acquisition of human capttal in a world of uncertarn outcomes suggest"s the
possrbrlrty that past drscrrmrnatron wrll be transmrtted through the expectatlons of investors.
_The use of adaptrve expectatrons 49 by mrnortty investors will prolong the undennvestment in .
human caprtal since discrimination - reduced rates of retum  will contrnue to be used in the
assessment of expected rates of return for current; nondrscrrmrnated‘-agamst investr_nents. 4
The degree to 'which past values are~weighted in the calculation of expected -returns will be
posrtrvely related to the disbelief or ignorance of the govemment poltcres or market processes
that were responsrble for the ehrmnatron of present dtscrrmmatron For example there may -
: :ex1st a consrderable degree of skeptrcrsm among mrnorrty rnvestors regardmg the effi 1cacy of
'government polrcres if they. had been SUb]CC[ toa prolonged penod of drscnrnrnatron durrng

A ,,?whrch time, apologrsts for the system (e g polruetans) had been pronouncmg the labor market

as bemg fair and equttable in. terms of race (sex) 43

PR

" adaptive _expectations are expectattons solely based on past valies observed in the labor market.
““There does exist empmcal evidence that supports the vté.w . that expectattons are formed'
adapttvely See Keffler and Lindsay [1979]. o Ty ‘ _
. “Tawney (1964, pp. 91] makes the point that "... every generation regards as. natural the
institutions  to, which it is accustomed.:. privilege is -}hou h ‘to belong to an age of darkness
which has vamshed,...". - T e o
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IV. THE INTERNAL LABOR MARKET, DISCRIMINATION, AND MINORITY LABOR'
' ' SUPPLY

A. Model Description

-
%,

Unlike the human capital model used in the prevrous chapter the mternal labor market

(ILM) theory postulates that skrlls are firm-specific and that on- the Job trammg is the
mechanrsm by Wthh these skills are transmitted. The implicatlons of skill-specif icity for cost - ,‘
rninirniz.ing firms generate the ILM which is characterized by an allocation and pricing
-mechamsm for labor that is governed by a set of admrmstratrve Tles. that are not excluswel\
'responswe to neoclassrcal market forces.*¢ Its drstmgurshmg traits are: -
1. wage competition for jobs within the ILM-is nOnexistent )
2. compentron for JObS from candidates outside the ILM 1s resmcted 10 entry level posmons

. v

3. wages are assigned to jobs and not to mdwrdual workers

4. .the number and type of }Ob slots are unresponsrve to the number and quality ol jOb

R
g

P ’

¢

4 searchers
Firm-specific skills provrde both the firm and the employee w1th income generaung
opportumtres that are not 1mmed1ately a»allable elsewhere The termrnatlon of the employment
.relatlonshlp will result in a loss of the firm's ‘investment in htrmg and training costs while the

" skills acquired by the employee will lose its rnarket valu'e asa COnsequence of its lack of
transferabrllty to other firms. The mutual gain f rom therr commued assocxauon f osters JOb

- stabllrty enhances the mﬁuence of custom and wrdens the range of possxble wage settlements
[Doermger and Prore 1971 pp 75- 89] 47 This enlarges the scope for bargammg power 10 be '
exercrsed on an individual basrs in the determination of employment conditions. The

attach,mentof wages 1o _]ObS and the formulation of a set of administrative rules concerning

v’

*““This- chapter and the . concept of mternal labor markets draws heavily upon the works of .
Doeringer and . Piore [1972], Thurow (1975}, and Williamson [1975] .

“In ILM bargaining, wage .15 not. the only pecuniary iem of interest. Given Lhat bot'h srdcs :
~ desire a ‘stable relationship, benéfit’ programs, pension plans and other ‘long term rcmuneratlon
schemes can be traded off- agamst changes In’ wages. S ‘

2 .



internal promotion that are perceived -by workers to be fair, can be seen as an attempt 10,
circumvent these bargaining costs that.are inheren_t in a bilateral monopoly-type ‘setun'g K

| The acquisition of skills through'on-the- job training requires the acquiescence of
mcumbent workers to drvulge job- -relevant mforma‘uon to the untramed Allowing job
competmon between trainer and tramee will create an mcentrve for the tramer to sabotage the
mstructlon by wrthholdmg relevant mf ormatron [Thurow 1975 pp. 81- 850] This 1ncent1ve can
be removed by assurmg the. expenenced worker that there exists no personal pecuniary loss |
assocrated wrth hlS (her) actlons as an tnstructor The use of semorrty as one criterion for -
internal promotton by eliminating the drsrncentlve for full dtsclosure of 1nformat10n among
workers, thus helps to reduce the_tratmng costs of the firm.

The limiting of open job competition to entry level positions can also be explained by~
the'inf; orma'tion costs involved in evaluating the appmpriatenesls'of candidates frorn outside the
ILM. Internal promotion allows the firm to accum-ulate additional information on individuals
prror to their being consxdered for highly skxlled positions . This strategy can be seen to assist
f irms in avoiding the greater losses associated with mtstaken personnel evaluauons at the hlgher :
levels of the ILM As well, this method of inf’ orrnatlon gathenng allows for a more controlled
environment to assess the personal abrhttes of the vapphcants and hence, provides more reliable :
inf ormatlon . | | |

-There are two other characteristics of the ILM which are relevant to the issie of

imination and the ef fectiveness of policies desrgned 1o counteract it. The first is that tae
ILM is assocxated with a hrghly mtegrated productron process whrch requxres a degree of

o teamwork that can only be acqurred through on-the-job experrence and a hrgh degree of:
mtemal harmony [’l'hurow 1975 pp. 106]. TurnOver costs would inelude the lost producti\vltyl
of the team' thét occurs dunng the penod of adJustment 10 new members Thus, teamwork
produttion gtves f irms af urther cost mcentlve to f acrhtate stable employment relauonshrps
Sfcondly it is assumed that the utility f uncuons of employees are mterdependent and are
strongly 'mfluenced.by custom. Hence, relative wages 'among employees are a potential _source

1
!
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of worker dissension (and the resulting-tests of relative bafgaibing pbwef ). Once 1a mutually
acceptable structure of relauve wages has been found, employers will be reluctant about altering
| it. Stablhty B¢ this structure will be remf orced over ume by thc association in worker s minds -
o falrness and custom [Thurow, 1976, pp. 112].
It will be assumed in this chapter (unless otherwise stated) that firms, in deciding \fho
to promote, will seek to mininﬁze ‘expected training costsﬂ per worker. Given that wage
competition is a pfohibitively cpétly method of promotion and hence, wages are fixed al

~ nonentry posmons the expected trammg costs of promoting an mdmdual can be represented
by the function: |
TC = TC(A, €, P); TC, <0, TCc > 0. TC, > 07
where : | |
'I;C'» =. the expecied training cc;s;s for individual i
A = ability of individual i to undertake jbb-related tasks
C= indirect COé_ts of training individual i Wh;ch are based on ihe accepbability of Lhe
. | promotion with fellow WOrkers‘(i.‘e.; perceived_fairries‘s of promo;iop, is necessary tvo. avbid,
'¢osts of dissehsion‘) o
P = probabnllty of mdmdual i leavxng posmon before investment-has pald.of f
and TCk is the partial denvauve of 'I'C with respect to k. leen 1mperf ect inf ormation on . | ¢
individual abnhty flrms w111 use, as estimates of individual tramabmty such atmbules as the
- amount and type of edxication, previous etnploym_ent 'histor)f and past performance w. ~h the
f irrﬁ (hereaf ter these signals will be.r_efe‘rred to as background ‘character'is.tics or credentialé) A
The acceptance of the promotion by other workers depends on thg personality'lrai;s_df» Lhe
individual (i-.e‘., ability to wo'rk Well with a new group c;f "cés.iavorkers) end Lhe degree to which‘
~the advancemcnt adheres to customary rules of promouon thhm the fi irm. Given that turnover

- Ccosts are substanual background characterlstncs Lhat sngna) the stabxlxty of the individual will

enhance his (her) chances of gemng the JOb. » _ )

\

“Credentials ‘are perccwed by the fxrm ‘to lower Lhexr expected costs of training ‘the " mdmdual :

‘_[Thurow 1975, pp. 86]. -
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-The hiring decision by firms also' takes into account potential training costs since all
candldates for higher level posmons mxttally come from the entry level Since wage competmon
may exist at the entry level (the bargaining power of the-worker at this level is dummshed by "
the unskilled natu_re of the job and the presence of perfect_ substitutes outside the firm),
employers could 'minimize_/the expected co$ts’t>_er worker over the lif étime of the' in_vest'ment .by
hiring less trainable individuals who ask for a euf ficiently lower starting wage. However, the
- flexibility of wages atthe entry level will be constrained by the dissension costs associated with |
wage fluctuations altering‘the relative wages of incumbent workers, as well as the need to

-

attract high quality candidates for future promotion. 49
. /’/

' Utility maximizing individuals seeking to either "'gain entry to or pro_motion within the |
JLM will invest in the amount and tyne of .credentials whi’ch maximizes the expected net present
.va‘lue of the.investment (inclusive of psychic costs' and Ibenef its). The acquisition of credentials
will, ceteris paribus 1mprove the 1nd1v1dual s position in the job queue and hence, increase hlS
“(her) chances to be htred and thereby enhance access to both job training and higher earmngs. '
Theref ore, despite the different earmngs transmission mechamsms between the two labor
market theories. exammed s far *0.from the perspective of the mdivxdual both types of
mvestment are undertaken with an expectation of an mcreased eammgs capacity. One
difference regardmg mvestment decisions between the. two labor market models is that the
choice of which firm to join takes on an added significance asv a result of the long term

commitment necessary to- Obtain theApayof f from firm-specif ic training Unlike situatio‘ns in

Wthh skills are readtly transferable the expected life span of the firm wrll be a promment

-

g consrderatlon in the mdmdual s chorce of firms.

v

“Increases in the  reservation wages ' of this relauvely cheap source of labor . brought on by some .
~exogenous decrcase in their numbers will lead -t0 a reduction in the relative wages of worker at
higher levels. which may initiate . further rounds “of costly bargaining with incumbent workers that .’
.possess 3 degree -of monopoly  power over their jobs. o :

‘°ln the -general training-human capital theory, investments are translated mto earmngs Lhrough
competiive bidding in the market, while in the ILM, mvestmcnts are required to gain- access Lo
“traimng  and hence . greater earmngs opportunities. i ' o

>



B. Present Discrimination and Minority Labor Supply

Employer Dlscrimination Based on Tastes
' Embl_oyer tastes f or discrimination implies a decreaSed ‘dema’nd:‘f or minority labor
(both relative to maj‘ority‘ labor and compared with a nbndiscriminalory labor demand).
Depending on the extent of wage flexibility at the entry level, this loWer‘ demand will be
ref'lected by some combrnatron of decreased wages or reduced probabrlrty of emplovment lor a |
given level of background characteristics. At high levels in the ILM, wages are defined by _}Ob
position. Consequently. the existence of discriminatory tastes will negattvely influence the
promotion of rninoritiesv. Specifically, promotion decisions made by ernployers who have these
tastes, will require that minority workers possess a higber level of background characteristics in
order to be promoted. St Given that credentials are a reliable signal of tra'mab’rﬁty,‘employers.
will have to.pay for their tastes by incurring the greater exoected costs of training associatcd ‘
with therr hrrmg and promotion of rnaJonty workers who possess fewer credentlals
| For the mdrvrdual investor, drscnmmatron 1mplres that a given dollar invested in
credentrals will yleld lower expected earnmgs as a consequence of either a reduced probability of
‘ employment and promotron or lower wages for entry JObS As in the human capltal model thc
effect of drscrrmrnatron on minority mvestments depends on its 1mpact on their net present
.value. If it results in greater reductrons in the net present value of credentials as tbe amount
invested increases, minority investment will be dis‘couratged7 o |
It is a contention of 'I‘huroyv [1975, po. 95-97] that this job competition model has
differing 1mplrcatrons for labor supply decisions than that ol” the human capital model

Specrfrcally the mvestment in credentials is chrected towards 1mprovmg one's relauve position

in the queue ‘and not his absolute position. To use his example, an increased supply of

. "'For highly ‘productive minority individuals, discrimination may be more of an obstacle n
obtaining a- job than in obtaining a promotion since such individuals will have had an opportunity
o demonstraté- their ability to the employer.- However, for a given level of ‘background
characteristics (including on-the- job performance), their chances for promotion will be_‘l_ess' than a
majority worker.’ ) ' ' ‘
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individuals with college education SUggests,' in the‘l'iuman capital-model, tliat the wages‘o,f the
asvso‘ciated labor market activity will fall and tli‘at college education ‘will become less attractive.
In job com.petitionl, this increase in the 'nu_rnber of workers with college credentials implies that
the individual who is displacedin his position in the queue will have a‘n‘increased incentive to .
acquire' more credentials "because it raises his income above what it will be if others acquire an

‘eduication and he does not." [Thurow, 1975 pp 97]. In terms of the net present value critetion,
the opportunity costs of remaining at hi§ present level of investment decreases as a restilt of - 4

' _other individuals 'increasin-g their level of credentials. Hdwever tlie‘ reduction of ‘o'pportunityg
costs of f urther mvestment also occurs under similar c1rcurnstances in the human caprtal
market since the influx of college workers will lower. their wages . . o E o

Discrimination in the job competition model implies that for‘a gi_i'en level of
background characteristics, minority individuals are placed ina relatiyel)t poorer 'position in the _‘
job Queue. Using Thurow"s _logic. investrnent by niinorities would increase as they seek 10
restore their position in the queue. However, f ro’m,the perspective of the net present value of

' credential investmc_nt, the decreased opportunity costs of additional investments is‘not
sufficient to prove that investments will increase. For example, discrimination by reducing _'

' minority earnings may increase financing costs of investment by a sufficient amount to of f set
the ldwer-opportunity costs and make further im)estments nonoptimal. Hence, as in the human . |
capital model, the impaCt of discrirnination on investment cannot be predicted. If nainority
credential investment is decreased by discnmmation (thereby attrrbutmg some of the existmg
sex (race) diff erentials in schoolmg type and quantity to effects of drscrimmatron) the costs of
dlscrlmmaung f or firms w1ll decrcase over time since fewer mmonty individuals will have more

.credentials (and hence lower traimng costs) than maJorrty members in the queue. Fu‘ms by
paying a lower price for mdulgmg their tastes in the: labor marlceti will enhance their cost
competitiveness with nondisc‘rim’inating f irrn_s-. This tendency will.be_ op.posed, to sorne erttent,
by the fact that _indiyiduals cltoose which firm to obtain on-the-job training from - partially on

“the basis of its expected longevity. Cost disadvantages resuiting from em'ployers exerting -their
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tastes in employmem decisions may Jeopardlze the. future existence of the firm and thereby the
employees returns to firm-specific tralmng Nondrscrﬁmmaung firms will theref ore be able to

employ higher quality labor which wrll compound its cost advantages over discriminating firms.
_Clearly, the persistence of this form of discrimlnation depends in part on tlle dynamic

relationship between discrimination and its impact on labor supply choices.

Statistical Discrimination .

The mamfestatrons of dlscnmmatron (ie., reduced probabrhty of promouon and/or
. employment and lower entry level wages) and 1ts effects ‘on mmorrty mvestors are essenuall\

" unchanged f rom those discussed f or the employer tastes model. One diff erence is that there are
) reasons to expect that .the degree of - dlscrrmmauon in promonon w1ll decrease with the level of
the job (and hence with the level of ¢redentials). As the worker progresses up the job ladder._
more,,ﬂd’ara‘is available to the employer concerning the past job performance dr the worker. This ‘
will lessen the ‘employer's reliance on group information assuming that such information is less |
relrable in predlctmg individual aptitude. Moreover the mcreased costs assocrated with makmg
an error in fi 1llmg more semor posmons m the f irm will mduce employers to collect more

bmdrv1dual data in an attempt to gain more accurate mformauon Hence the mfluence of

'stanstrcal drscrrmmatron on the promotion of minority mdmduals can be expected to decline
the higher they are in the _]Ob hrerarchy

The declmmg influence of statistical drscrrmmatlon at hxgher JOb levels may induce an |
increase in credential acquisition once accesg to the firm has been gained. The expected carnings

‘assocrated with credenuals obtamed through performance on the JOb (i.e., good work record,
low rate of absenteelsm) wrll be less affected by staustrcal drscrrmmatlon as one proceeds up
the job ladder. Thrs suggests that the expected earmngs gap between levels of mvestmems in
on- the -job credentlals wrll 1ncrease as a result of sLatrsucal drscrlmmanon which wrll provide

P an incentive for minorities to increase therr_level of job performance. For credentials \ivhich‘ are

- purchased :outside of the firm (e.g., evening courses), there will be the opposing influence of . ,
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the increased financing costs ‘essociated with the higher level of investments-required for entry.
| into and promotion wlthin the ‘f irm. The net impact of statistical discrimination on investment

in these types of credennals is therefore ambxguous o .‘ !

Another drfference between the employer tastes and statlstrcal models of: drscnmmanon

s that the choxce of firms by mdwrduals seekmg on-the-job training will not impose any cost .
dlsadVamages upon the dxscrumnatory firm. Stanstrcal discrimination is assumed to be an
efficient response by employers to a srtuauon of 1mperfect mformauon regarding individual
charactensucs Its use, by enhancmg the firm's prof’ 1tab111ty and thereby 1ncreasmg the

likelihood that the firm will remain in existence, will attract, not discourage, high quality

majority individuals to its labor queue.

Employee Tastes for Discrim_inatiorr
-As in the human capital theory, erhployeediscriminatibn in the ILM creates an
incentive for the firm 10 segregate its Work-force; Firms with "mixed” work-forces in the ILM
will be faced y/ith higher costs as'a result of 1) the sabotage of minori‘ty training by
discriminating employees and 2) the dissension- caused by the presence of rm'nority workers with.
disc’rimina’;ing employees. Assuming that there does not exist minority em_ployeesin a position
to train their less experienced counterparts, employee discrimination lmplies an increase in their
trammg costs as erther additional tramrng time or greater supervision of the training process by
managemem wrll be required for their training under mcumbent maJorrty workers to be
adequate Anucrpauon of these addmonal costs by the firms will lead to the restnctmg of
rnmontypromouons to posmons t«har'do not rely on maJorlty trammg_. If such -posmons are .
| relauvely scarce the firm will be reiuctant to hire mmorrty mdrvrduals since the probabxhty of
' selectmg low cost candndates f or trammg opportunmes will decrease with larger numbers of
high cost mmonty workers at the entry level posmons
Asxde from mcreasmg the trammg costs of minorities, employee dxscrlmmauon can be

reflected in the withholding of effort by majority workers as well as other fe orms of dxsruptrve



work activities. This form of collective work -to- rule is more amenable to an ILM setting than
to labor markets characterized by the human capital - general training mode! given that 1) the
bargarmng power ‘possessed by incumbent employees with firm specxl‘ ic skills and 2) the greater
group cohesiveness among incumbent employees that is engendered by stabilny of the
employment relationshlp Employers in the ILM will be more reluctam to disc1pline (ie..
.drscharge) incumbent workers that embody consrderable investments in trammg and. may,

?
instead, restrict the hiring and promotion of Amority workers into _)ObS which require contact

~with majority workers
Given that mmority skilled workers (tramers) are suff iCiemly scarce so thal the.

segregation of work force w1ll inhibit mmority 0pportumties f or promotion, employee
discrimmauon will,resul_t in a reduced level of expected earnings associa_ted with a given level of
credentials. Both at entry level jobs and higher positions within the firm, _tli-e.‘credentiels of
mmormes will be discounted by. employers who correctly assocxate higher training costs with the
presence of minorities in traimng srtuauons This outcome.is unlike that generated in the
generaltrammg- human capital model in which interfirm competi_tion for the relatively scaree.' :

. ”~

skilled minority worker results in their being paid higher :wages. This competiiiln for skilled

* minority workers is absent in an ILM context since skills are “firm-specific and offer little value,

to rival f irms. {
. c Pnst' Discrimination and -Labor Supply |
: Th_e disappearance of labor market discrimin'ation implies that 1) llxe sole concern of

the firm with respect to the employmen,t relationship is to minimize costs withour utilizing
group in_formalion;v and 2) that employees maximize a color (gender) ~ blind utility functicn.
The effecrs of past disCriminarion can be classified according to similar ealegories used in ilie- :
preyious chapter. In‘the following discussion, only the differences in cmpliasis or c{oﬁntem
be'tween the two theories of the labor market regarding past discrimination will be expanded

-upon.
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Lost Wealth
- Credentials, like human capital, are ¢ostly to acquire. Impedimerts to minority
- promotion or hire derived from discriminatory practices represents lost wealth to minority

f amil'ﬁ which impairs their ability to finance further investments.

Irreversibility of Past Investmendts
The ability» to adjust to the nondiscriminatory structure of incentives for incumbent

employees is furthér constrained in the M m‘od’el by the existence of f irm-specif ic skills.. Skills
obtained from one firm are not transf erable to another and hence the decisio.n to switch firms

imposes con51derable opportumty costs on the mdrvrdual Firms cnoscn in a discriminatory
_ envrronment may no longer be as attractive from the perspective’ of the mitral decision, as other
" firms. The existence of tastes of discrimination among some employers allows som‘e scope for
other firms, which have a less efficient orgamzauon to attract mmomy labor‘ In this case, the
drsappearance of discnmmatron may leave minority workers in flrms that pay a lower rate of
return for a similar level of skills and have a shorter expected pay of f period than the more
efficient f irms which‘previously discriminated against minorities. The decision by minority
workers to remain with these inef’ f icient firms may still be optimal 'given their past
accumulation Vof firm-specific skills.

_ Another constraint to the rapid adjustment of minority skill levels to the elimination of
‘present dtscrrmmation is the possibility of dissensmn costs (unrelared to employee tastes f or
discrimination) that are assocrated with mcumbent workers’ reacuons to the accelerated
promotion of high qualrty minority workers whose progress was prevxonsly retarded by -
discrimination. Adherence by firms to c_ustomary.rules of promotion, despi_te the pres'ence oi N
high quality minority’ workers at lower job levajs, may be cost minimizing as a result of the
costs associated “with-worker unrest created by th Violation of their perception of faimesis in
promotionf._ Hence, the control by the firm of access to training opportunities .will further

impair the rapid accumulation of skills by existing minority workers if customary promotional “

e
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* Expectations of Minority Individuals
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rules-are followed. -

Adaptive expectations concerning the impact of -discrimination on future earnings

' aSsociated with credential investment will be based ‘not on wage differentials (as in the human

capital theory) but on the allocation of Jobs in accordance with credentral levels and group

affrhauon Assuming that changes in job allocauon process will occur at a slower rate than
wage changes in a general trarmng human caprtal labor market (because of the strength of-

custom and the existence of hiring and trammg costs whrch makes turnover of personnel less

attracuve to f 1rms) the adJustment of rmnorrty expectauons toa nondrscrlmmatory

environment will be sIower in an ILM semng,__Relrance on these less responsive indicators

suggests that the effects of past discrimination of expectations will be more duraple. .

Differential Access to Recruitment '

The referral of f rrends and relauves by incumbent employees has been cited as a
primary recrumnent practrce m the ILM [Doennger and Piore, 1971, pp. 139-140]. Rehance
on this recruitment strategy is Jusufred by the exchange of inf ormatron that it f acilitates -
firms gam some knowledge of potennal employees by their association with incumbent -
employees while jobsearchers obtain in‘_thrm’ation concerning the firm's operarions from their |

acquaintance with workers and, as a re'sult,rar‘e more able to find employment that is suitable to

‘their talents and- disposition. Past discrimination, by leaving fewer minority individuals either in

S

the ILM or in higher level positions where the reference is more effective, will bias this -

‘Tecruitment procedure against minorities if it is'assumed that there is a propensity t10.associate

within groups and that this results in relatively few intergroup references.- (Clearly, given the

heterosexual nature of the family, this bias is more applicable to racial discrimination).

2This form of recruitment is likely to occur in a human capital sefling as well. (¢.g., Rees
(1966]). However since information costs play a more prominent role 1 ILM theory, it
mentioned here. L
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'Qné irhplicatibn of this informational dfsadvanmée of nonwhites is that they will ,
cbntinue to accept jobs.that are less compatible with their abilities or temperament, The grea'tef » '
probabxhty of mismatching JObS and aptitude for nonwhxtes Wlll conunue in turn to increase
the likelihood that 1) thclr perf ormance in that jOb wﬂl sull be sufficiently impaired for
cmploycrs not to consider them as prospects for promouon and 2) thelr Tate of tumover Wlll

remain high' causmg them t6 be less attractive to firms w1th hmng and Lrammg CcOosts.



V. THE DUAL LABOR MARKET

A. Model Description

The dual labor market theory postulates the existence of two'distmct llabor‘ markets ini |
the economy *> The primary labor market is characterrzed as a series of mtemal labor markets
Lhat provxde thexr employees wrth hrgher wages, more stable employrnem and a greater number
of promouonal opportumt_les than secondary workérs of compara_ble quality. s S_econda‘ry' jobs
do not require or reWard human capite‘l (or creden;ials). Workers m the s_econdary sector with
large accumulations of human capital are‘. as 5 consequence of the uns,kil,ledv:natvure of rhe .jobs,

100 more productrve than'raw, untrained labor. As- well such unskllled _)ObS provrde little -
mcennve for elther the firm or the employee to f oster a stable employment relauonahlp

: Consequently .he.secondary market is the preserve of casual labor " Lhe sense that Lhe
regulatrons govemmg the employrnent relationship are not elaborate and the dxscrplme 1mposed '

Vrs arbitrary and harsh [Edwards, 1979 pp. 167]. A common assumpuon of the theory is that
underemployment (m the sense of Lhe mvoluntary conf inement of mdxvrduals in JObS whxch

'_ do not utilize the f ull extent of their human capltal) is pervasive in the secondary sector
[Wachter 1974 PP. 660] The existence of underemploym nt is derived from msmuuonal and
technologlcal constraints which preclude the adjustment. f the number of job posmons to the

b

»J.number of quahfled job searchers. *¢

s

-

o .

-'The dual..léﬁo‘r market theory 'is one version of a collection of theories that emphasize demand.
factors, "especially institutional constraints, as causes of labor market segmentation. See Taubman
and Wachter (1986, pp. 1183-1186] for a more delaxled discussion of - the differences within ‘Lhe
segmented labor market literature.

“See Wachter {1974, -pp. 639] and Friedman [1982, pp. 190] for‘support of this definmpn.
Examples of the two types. of jobs are provided by Osterman [1975, pp. S21-523).

YIndeed . to forestall unionization, employers may prefer to have an unstable work-force which

- does not encourage feelings of workeg solidarity. Also, see King [1976] for a more formal model
of this sector ‘which poruayS pob zlocation as a -random process.

*These constraints are primarily tho.e mentioned i Secuon IV 1n . connection wuh wage ngidity
in the ILM.
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'9' producti(/ity (i.e., expected trainability) between indiyéduals'is negligible. However, coqtinued
exppsufe to the qualitatively diff efent_work envirbnmems provided by the WO sectors may
engender work habits to secondary employees wﬁich are incompaubie with primery work.

Spécif ieally, the instability ihhereﬁt in secendary jobs'zas a resu.lt'of its seasonality or _product
dem_and.uncertainty) is over _tirr;e transferred to its occupenis [Piore, 1979, pp. 571. Tardines,s.
absegieeism. and job turnover w’hich’are tolerated in secondary empleyment are not |
permfssable in _pn;mary. jobs which inlw;olve either firm-specific trarining‘(and’ha‘\{e fixed costs of -
embloymem) or social sanctions agaihst irregular behavior (i.e., as in the case ef .
prof 'essvionals). Hence "although workers in the secondary sector may initially be as good as
worke'i"s in the pfimary sector, a process of divergence eventually molds the workers to their

jobs. " [Taubme.mand Wachter, 1986, p'p.'.1192].

. This interactlion_be[ween job characteristics end workers' at_tg'mdes only partially
explains the lack of mobility between the two sectors. ‘A crucial facto; in deterrhining'those who
r.ema'in_in the secondary sector is the lack of an "alternative behavioral model." Workers that
are mere likely to leave secom{iary empioyment, "tend to eome from environment’s which foster
different behavioral traits and because of this, weaken the habits which develop at work. For df-g;"
great many disadv-amaged workers, on the other hand,l the };abit,s which are develeped at the
work -place also exist in the home and social environments as well." [l_ioerihger anc} Piore, 1971,
- pp. 1'75]. This provisipn of- an alte(native behavioral model is thus dependent"upbn a family

back'grpund and a network df friends and acquaintances that exhibit pefsbnality traits euch as
dependabili'ty and self -;ndtivation that willl counteract L'ile ;ihfluence of secondary work.

A Tlgx_e/intersector allocationtof individuals' is based oh backgroung characteristics
( including previous employment in seeondéry job,s). labor mark iserirm'nation and random
factors {Gordon, 1971, pp, 50]. The subs;titutability of ‘some secondary worke}é for primary
workers upon entry into the labor market .implieslv that diff erences in their vchreden'tial leQels are
either nonexistent or irre&’v’am ‘bey'ond a"certa_in threshold level in predicting potential

[ 3



/

" productivity.*’ In this case, other job" rationing mechanisms ‘(such as ‘diScriminalion by sex

| (race), or chronological orqé; in the job queue) are used b.y the_employer. In tvh'e‘f ollowing |
discussion,-it will be‘assumed thaf wagg-co’mbetition exists for Seconqary jobs only. Tﬁis
gssuimption iis consistent with ihe view that the detemina;ion of wages and employmém in "
bse‘co’r.ld,ary‘ jobs is analogous_ to a' labor market in which labor is homogeneous and turnover
costs are _hegligible [Waéhter,‘ '197'4, pp. 653]. Wag.es at the entry level of the primar}é markct'
~will be assumed to be fixed at a suff’ icicnktly high rate to facilitate a qﬁeu; for jobs. **

-B. Labor Market Discrimination ahd Minority Labor Supply

Employer Discrimination - : o '
Discrimination on, the basis of group memberéhip by employers *° (whether based on
tastes or differences in group statistics) will take the form of wage differentials in the

.

secondary jobs and.rac.ia-lly (sexually) - biased criteria‘f or hiring and promotion in the primary
sector.- The lower minori‘ty wage in the secpndary éector which results (both relative to majority
wage and compafed to a nondiscriminatory équilib_riurh) implies that the op'portun‘ity costs of
acquiring baékg‘round characteristics necessary to gain entry into primary jobs will have
decreased. For minority individuals '-alrea‘dy in the secondary jobs.’léyv;r opportunity costs of
investment may not be an ef’fective i_ncemigcf,,to. seek work in the prifﬁary sector. The
inappropriate habits and attitudes aéquired from se!condary)jobs (and the primary employers'
recognitioh of this "scarring" effect) is one of the "barriers bequcn the twd markets [wh;ch]

are so firmly entrenched that under most circumstances, marginal improvements in the

"capacities” or Shuman capital” of secondary workers will not suffice to r‘nove them into

.

‘It 'is gssumed here that firms do not make ‘systematic errors in evaluating ‘talent and - hence are
not the cause of -this underemployment in the secondary . sector. v S :
"Traihability is 4 primary concern for firms hining at the entry level given the fact, that wage
rigidity exists at higher level positions and that these positions are filled from* within the firm's
labor force. The attraction of a queue of labor by setting a high cm'ry“ wagc rate will thus,
offer the firm a better selection of candidates o promote in- the future. = *
. 9This section includes both -the statistical and the - employers’ tastes forms .of discnmmat‘loré\&% "

. . . ¢ 3 dpe

1.
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primary }obs [Gordon, 1972 pp. 94]. 4o "

Another barrter between the two markets that exists not 0n1y for minority: secondary

" workers but for minOrity_ individuals in general.- is discrimination in the primary sector. As a

“

. result of discrimination, minority individuals require a greater amount’o}” credential's tobe

ngen the same probability of getting a primary job as a majority mdrvrdual As well,
pr’omottonal criteria will be biased against mrnorrty 1nd1v1duals who seek posmons within the'

é;rtﬁtary sector that are traditionaily occupred by members of the majority group. The ltterature

“on the dua'l labor market typt_cally attributes the presence of a dtsproportronate number of _

a

minority workers at the lower levels of the primary sector-(where job stability exists but
promotional opportunities are l_imited) to the discriminatory employme’nt;practices of the firm-
[Edwards, 1979 Pp. 165 167]

Accordtng to the dual labor market theory discrimination is a prmcrpal mechanrsm of
labor allocatton between the two sectors [Cain, 1976, pp. 1222 Wachter 1974, pp. 660]. The
existence of underemployment in the secondary labor market suggests that an excessive number
of mmorlty mdtvrduals desptte drscnmrnatmn mvest in:a sufficient amount of credentxals to
be consxdered as perf ect substrtutes for some workers in the prrmary sector. A partral
explanati'on-f or this labor supply behavior lies in the-be_f‘ ore-mentioned reduction in the
opportunity costs of investmertt_ that results from discrimination in the secondary job market.
Another reason is the competition amongst minority individuals' for the primary jObs that are

conventionally-vailable to them. Given the relative unattractiveness of secondary work, the -

* persistant oversupply gf prospective entrants to’;ﬁé'a_ discriminatory primary sector is not

_ incon‘sistent with ‘Tational, maximizing behaviot;r';r The marked differences in job stability and

R4

* pay that eXiSt across sectors suggests tha,t for: many mrnonty mdtvrduals (especially those not

/:

acculturated 10 secondary work expehence) pnmary jobs still provide a sufficiently attractive

i
stream of expected returns 1o wama‘:nt the costs of credenttal mves_tment and the trme spent in

v
the job quefie.
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. The existence of underemployment also provrdes a rauonale for ‘the persrstance of

] -

' employer tastes for dlscnmmatlon wrthm the pnmary sector. Drscnmmat;on in hmng will be
i

- costless to the firm if there exrsts a perfect substrtute among maJonty members ol' the _]Ob

Iy R

_queue for the most quahfred mmonty mdmdual seekmg the same posrtro‘n Srnce wage 7

N

drscnmmatxon is largely precluded by the rigid structure of wages in'the pnmary séctor, fi irms

'

are able to exercrse thei# tastes w1thout 1mpamng their. qupetruve posmon wrth K
. "*" K
nondrscnmmatory fi 1r$s I _ - g‘:

Employee Dlscrlmmatlon 5 :

»v

v As in the preVrous two models the ef fécts of employee drscrrmmauon on mmonty

-labor supply depends in part on the nature and degree of the segregatron of the work f orcc
. ¥ e té .

which it encouragest In the seconda,ry seetor in whrchﬂzach worker is a perfect substrtute f or

the other, the segregauon of the work-f orce will yreld a riondrscrrmmatory outcorme - wages

IR

will not be dependent on group aff; 111at10n [Becker 1971 pp 56]. A srmrlar outcome is less
likely i in the prrmd'ry sector glven that (r) employee drscnmmauon there wrll be between

complementary factors and ( u) the more skllled factors toa large extent control the process of
l” .
skill acqursmon wrthm the f irm, #° Under these crrcumstances a nondrg:rrmmatory resul’t will

PR

requrre the addmonal condmon that the factor mrxes between groups permit. mrnorrty lraining

to be ummpalred by drscnmmatmg. incumbent employees Consequently, it could be expected

3

that the presence of employee dxscrlmmatron in both sectors ‘would result in a narrowmg ol' the

.expected earmngs differential between prrmary and secondary employment as the number of

q

mmorrty promotronal opportunmes wrthm the primary sector are reduced by the the mcreased

,

costs associated with training mrnor-rty workers.. ¢ To the extent that minority 1nvestment is
¢ - : .

N

sensitive to changes in the earnings di\mrential between sectors, credential investment by

““This is same argument provided earlier on its effects i an ILM setting and s based, 0 some
extent, on Stiglitz [1974; pp. 7]. , o . o .
“The jargument by Stiglitz [1974], that the rclatively scarce factor will have its wages bid up 15
not appropriate in the: context of the primary secv.or (or 1n an JLM)} since skills are -largely
1drosyncrat1c to the firm and hence interfirm, competmon l’or skilled ‘employees. is less likely.

-/

ot
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minorities would decline as a result of employment discrimination in the dual labor market.

C. P_‘a.st Discrimination and Minority Labor Supply

' Lost Wealth

“As with the previous two labor market theories; ¢ the loss of potential earnings during

the discriminatory period (either through lower wages in the secondary sector or the .

 confinement of minorities in secondary jobs) will continue to inhibit the financing of

investments in background characteristics by minority fafnilies even after the source of
discrimination disappears.
Irreversibility of Past Investments

In addition to the before-mentioned disincentives to the acquisition of credentials by .

minority ihdiyi‘duals who were previously affected by discrimination (i.e., those associated with"

~ the time lost in activities that were encouraged by present discrimination), the du@l labor

m_arkét theory provides‘ another obstacle to the smooth: adjustmerit of individual p'o‘rtf oliosto a
nondiéc:iminatoi'y' structurc of inée‘htivg_s. Af uﬁdamenml assumptipn of the-dual‘ theory is that
workers' preferences are endogenoﬁs - that is, the distinct-job experiences in the two markets
hel;; to foster "distinct cc.;mmunity cultures and distinct consciousness” amoné the twoi ngUps
of workers [Edwards, 1979, pp. 184]. In particular, there exists conjectures in the dual
literature that myopic pref cfences are f o.rmed and/or reinforced by a continued presence in the
secondary work enviroﬁmem [Berger and Pi;dre, 1979; pp. 76-72; Doeringer and Piore, 1971,
Pp. 1701-17‘1],. Given the above, past discrimination can be séen to increase the subjective

discount rate on credential investments and hence, decrease their attractiveness to minority

individuals. More generally, the secondary job éxperience may alter the utility function of its

*'As before, only differences in the content and form of the argument will be elaborated on in
this section. As well, it is assumed in this section that the previous existence of . discrimination

has- reduced minority acquisitions of credentials.
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workers in such a way that nonpecuniary benefits of secondary work (i.e., f reedom from
commitments) are more highly valued, while the psychic benefits from primary work are more
heavily discounted This will counteract, to some extent, the mcreased pecuniary returns (o
primary employment that results from the disappearance of present discrimmauon and will
thereby weaken the incentive to undertake more mvestments

As web the, correct perception by firms of these scarrmg effects will increase the

. barriers to %m_‘ary employment for those minority mdwnduals prevrously conf med to the

secondary sector. Additional credentials must be obtamed in order to signal employers that the

. <

mfluence of secondary JOb%penences on their work habits and attitudes is mimmal
J
Family Background, '
" As cited previously, the provision of an alternative behavioral model is considered to
VWeaken the effects of secondary work experience on individual attitudes and behavior. Hence,
i children of rninor_ity 63 parents confined to secondary jobs by past discrimination will likel'y be |
more susceptible to the scarnng effects of the sccondary work envrronment o4 The
» recogmtion by primary sector employers of the lawer rate of successes when hiring individuals
with secondary sector experience who _haVe such family backgrounds may lead to the use of
parental occupations as a-criterion for hiring: ** Firms will therefore be "discriminating" N
against minority individuals not on the basis of their group affiliation, but on their parents
employment history which was previously aff\ ected by a more direct form of discrimination.
As well earher [ arguments pertaimng 1o the ef f ects of parental human capital on the

efficiency of therrn&@rmg in producing human capital are also relevant to this model. Sinct

the amount and type of sch‘oolmg is one criterion f or selecting who participates in the primary

-"This is clearly more -applicable to past effects of rage discrimination givcn the .tendency to
marry ‘within one's racial group.

“Preliminary ‘evidence concerning the mtergencrauonal effects of parucipating n either sector 13
provided by Psacharopoulos (1978, pp. 430-431]. He found that while there exists a sigmficant’
degree of occupational transmission- between generauons, the - amoum of schooling 15 a srgmficanl
* factor in determining which individuals move upwards in ‘terms of occupational status,

“The use of family background as a criterion for employment depends, of course, on « being
informationally _efficient.? '
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'sector any 1mpa1rmem of the educguonal ppbducuvny of mmonty youth resulung from past
o a},@

© g
* @iscrimination (such as the ‘inablity of pascnts" with.a low level of educational attainment to

properly prepare their of f sprmg f or- school) wnll,pinder their movemen[ into primary JObS

51 -
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.VI.', SUMMARY CV)FRESQLTS AND THEIR IMPLICATIONS FQ R RE 5553 Q' H
S T ;
A. Sensitivity of ‘R_e'sul_ts with Respec't'to Labor Market ‘Models Used

One obi/ious difference between the vatious Wr market theories-is the process by
~ which dxscnmmauon affects the expected earnmgs of mmonty mdmduals In the human
capttal approach used here, dlscnmmauon is maml ested by /dlf ferential wages for the same
work whlle ev1dence of dlscrlmtnauon in mternal labor markets takes the form of differences in
intergroup rates of h1re and promotion for a given level of md1v1dual credentxals held. In the
.case of the risk neutral investor, these diff ermg processes have no readily apparent 1mpllcauons
for minority acqul[lOIlS of either human capttal or credentials - the tmpact scrtmmatton
‘m such deC151ons depends on which dlICC[lOI‘l it takes the net pr.sent value of mvestments and
not the manner in- whxch the values have been changed - :

. In all three models, discrimination per se does not 1mply reduced investment. More

specific assumpttons are requxred as to the form it takes (such as dtscnmlnauon increasing with

\.

the status of the ]Ob) in order to ascertain its effects, This is.so because since dxscrtmmatlon
mvolves both a lowering of the opportumty costs@urther mvestmcnt as well as a reductton
v.of the gross earnings associated with any investment. ‘
However, there are differences between the models in the degree in which minority
investment wculd be responsive to changes in discrimination. In the context of the dual labor
market, the-exlstence of two sectors which treat such investments in different ways (i.e.,
prim‘ary sector ;ewards credentials while secondary employers disregard them), and which
present the investor with marked dif’ ferences in monetary and nonmonetary aspects of

employment suggests that margmal changes in expected eammgs w1ll not bring the same

changes in investment as in a market in which this dlchOtomy does not e'xist-. For discrimination

“For .a given decrease in expected earnings, risk averse invesiors will be more willing 1o .
undertake investments in which the decrease was the result of a certain dechne in the wage i
than those in which the probability of employment has decreased. Since d;rs.cnmmauon in the LM
is manifested in the latter form, it could, given risk aversion, be expected to have a moré.
negative impact on minority investments than the wage discnminauon charactenstic of  human
capital models. ' 4 '

Ly
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to encourage minority parlicipation in the secondary sector, it would hdve to be of suff icient
magnitudé to 'ait_er the ranking of two expected earning streams Which initialiy differ gr'eétly

. %}th respect to such traits'as job stabi‘_lit'y and levels of pay. " The dnal theory also éllows for
changes in; preferences brought about by exposure to secondaryA work experience, which will not
only inhibit.«the a‘tljustment to gllanges in bcfiscrimination by minority i ‘ ividu,als‘alrea,dy in that

4,

, Sector, but wrll reduce thelr acccpta[glgty to pﬁary f 1rms as well

)

It could’ also beexpected ?&t the etﬁc n K

3 od
o ¥o.B
prolonged in an ILM‘s%ttmg:than in the auction - type “lﬁar et stmcture

&y

human capltal theory Adapuve expectations on the part of 1nvestors’ w Iare focussed on

@

‘ mdlcators that are relatively slow to change (i.e., ch:rnges in rates of hiring and promotion in
the ILM) compared to other signais (such as W@hanges m the hnman capita! theory) ,:‘will;
lead to slower changes to investment portfolies once discrimination diseppears.'The ernpnasis
on custorn in the ILM as a way to prevent recurring tests of bargaining power between worker
and employer alsosugg'ests that certain proceti.‘ures, that are no:tntentionally discriminatory but
have a differential impéctﬁ on tninorities nevertheltss (i.e., 'tnformal channels of recruitment,
rules of pror‘notion).. will remain despite the removal of the source of discrimination. The effect

' that the dis’a’ppeara'nce of discrimination has on arerage minority earnings mey have a more
de‘layed impact in the ILM, if the cost 'advantages of adhering to customary practices offset any
costs to the firm that are associated w1th the use of biased recrultment or promouonal methods.
As well, the nontransferable nature of labor skills in an ILM settmg 1mposes a barrier to
interfi irm ‘mobxht_y that is-not present in markets that are characterized by general training. This
lack .of mobility betneen firms may have lipgering effects on_ntinority' earnings if the firms that
were‘able to attract ntino,rities because of theit absence of 'discriminatory‘tastes, are inefficient:

in some other respects and, thereby become relatively unattractive once discrimination has

ended.

*'The unresponsiveness of credential investment to small changes in expected earnings is consistent
with the ~dual theory's contention that pervasive underemployment: exists in the ‘secondary labor.
market. - ‘ ) ’ '




B. Seusitivity of Results with Respect to the Sources of Discrimination e

- The two forms of employer discrimination suggest differing implications regardin‘g the
costs imposed on firms which practice dnscnmmauon - staustxcal dtscnmmauon is assumed 10 ‘
be a techmque whrch maximizes the expected profitability of hiring decrslons while the exercise
vozf dlscnmmatory tastes increases the costs to the firm as a result of the misallocation of
Tesources. In elther of its forms dlscnmmauon by reducmg producthty (tramablluy)
enhancmg mvestments will enhance the incentive for employers (o dlscnmmate in the hiring of
minorlsies to skilled posmon§ The fewer mmonty mdmduals eligible for such _]ObS (assuming
that dxscnmmauon reduces mvestment in s‘kxlls) suggests that the opportunmes for fi irms with
no tastes 8y drscrtmmauon to hxre lawer cost workers are imore limited and thus any cost
advantage thereby achleved is diminished. Moreover, the grc.rter homogenenty of mmomy
workers in terms of their lack of skllls will makgstatistical d'scrimination more attractive since
estlmators of individual productrvxty (trainability) conditional on group membershxp wxll
become more statistically efficient and, thus a better. means of mmlmmng mf ormation costs.

As well, both forms of ‘eq@loyer discrimination w1ll encourage the partlcxpauon of * |

minorities in nonlabor market actxvmes by reducmg their expected lifetime earmngs assoclatcd

with labor market work. For those who do decide to participate in labor market activity, the

'
4

incentive to invest in human ca,pital (credentials) will, in both cases, depend on 1) the
diff erential impact of discrimination has on the streams of earnings corrcspdnding 'to skilled
and unskilled work, a'nd 2) the extent to which f inanci‘ng costs are increased as a consequencc
-~ of lost labor incomev. There would seem to be no obvious differences between the two types of
employer discrimination in thexr implications for these two conditions and hence, little 1o be
gamed in differentiating the two with regard to their ef f ects on minority labor supply.

The labor supply effects of employee discrimination will depend on whether it takes the:
form of intraf actor or-interfactor dfscrimination. Emplcyee discrimination amongst perf ect

: /

substitutes in production will encourage the segregation of the work-force. Given that this

segregation is complete, it will not affect market signals and hence, not influence minority
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' ’lébc_)r supply. ¢* However, in the case of di:&?:rimination between compléinentary factors, the.'
_relatively scarce f. actbrs will be paid more as firms.bid up their wages in order to ayoid the .cos?ts
of a mixed wofk~force. ¢ G"_%é'n:that skilled minority labor is a relatively scarce factor, |
employee discrimination v_vill provide, in this inéhnce, an incentive for minorities to acquire

skills.

C. Implications for the Measurement of Discrimination

| This study has taken an approach iq whﬁch labor marl:et discriminatjbn is seen as an
integral part of the decisions of minority individuals regarding the type and amount of
";.)roductivity (Lrainability)-enhagcing investments. Specifically, the following variables whiéh
have been used by vresearchers ;o cc\)mrol fbi' productivity diffé:entials between gr'oups have
been shoWn to be con;ﬁei'vably influenced by labor fnarkei discriminatidn;"""
1. amourt. of schooling |
2. Quality of schooling ' - -
3. amount of job experience |
4, .labor force partic;;ation
5. type of workegpart-time or full-time) 7 ' - e

6. occupation ™

7. turnover rates "> B : . S

“Even if complete segregation is achieved, employee discrimination can alter minority wages
through the impact of changes in the distribution of income incurred during . the period of
adjustment. This possible effect is ignored here. ‘

**This is especially true with respecl to the general Lrammg human capual model in whlc‘h such
bidding between firms will occur. : :

'°Athough it has been acknowledged Lhat at least some of Lhese variables can be affected by
labor  market discrimination (e.g., Welch [1967, pp. 232-234] suggests that, both -the quality and
the quanuty of schooling can be impaired by labor market discrimination), they are conventionally
used in determining the extent of discrimination. :

""For example, discrimination, by inducing females into at-home  production and secondary earner
status’ within the family, will encourage them to "take part-time erﬁpl‘oymem.

"This occurs when discrimination alters the ranking of investments that are required for entry
into different ocgupations.

""For example, discrimination may relegate minority workers to Lhe secondary labor market where
turnover rates. are high.

o
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This list ﬁxggests that several of the sources of the earnings diff erentral that are
normally attnbuted to producnvrty diff erennals may mstead be the result of drscrrmmauon
| : The mclusron of these varrables in the earnings equations used to indirectly measure
drscnrmnatron will downward bias the esnmate so long as drscrrmmauon is assumed Lo result in
a decrease in the mrnonty acqursmons of productivity indicators. This measure does not take;
.‘mto account the 1rnpact that the drscrmunatory structure of incentives has on the supply

chorces of mlnorrtres

thle the interaction between discrimination and labor supply has been*'recognized aS‘a
possrble bias in the esumatron of the extent of dxscrrmmauon this recognmon is generally
confmed to vanables such as years of educatgon and occupauon [Blmder 1973,°pp. 438].
Previous studres have either not pointed to possible biases conmbuted by controllmg for "thc '
greater proclrvrty of females for part time work" [Holmes, 1976, pp. 110] or have made
adjustments to work eX‘penence proxies that compensate for the possrble overstatement ol' the
period of trme in which on- Lhe -job tramrng was received by minorities (parucularly women)
[Oaxaca, 1973 pp. 127-132] . The latter cage mvolves making the esumatc of f emalc work
experrence dependent on the number of children born-to the female. Thrs adjustment is madc in
recogmtlon of the fact that f emale experience in the labor market is of a more mtermmam
nature than that for males However, insofar as the drscontmurty m work experrence of women

4. -
is a consequence of discrimination (i.e., by i 1ncreasmg the attracliveness of at-home

W

producuon) this. ad é.lstment is inappropriate.; e ' i

The a‘é!‘enéss that labor market drscnmmatron af fects the labor supply chorces of
- N
: mrn‘?nly 1nd1v1duals will also have. 1mpbgamons f or.the adequacy of this measure 10 accurately

; \“c'

N

.l reflect changes in dlscnmmanon Mer time. Gwartney-and Haworth {1975, pp. 159] comend

B . FLadiy " R

that " changes (over trme;),m the adjusted relative earnings gap are mdrcative of changes in
= o . R ’

employment pragtices.” However, under certain circumstances, increases in market
discrimination will be reflected in decreascs in the proportion of wage (earnings) differential

that is attributable. to discrimination. For example, consider a labor market with two types of

»

«
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labor - skilled and unskilled - in which discrimination (in the form of reduced wages for
mmority workers) exists only in the skilled sector. Assume that discrimination i increases in the
skilled sector and ‘as a result, there is less rninority mvestment in skills and greater relative '
numbers of minority workers i in the unskilled sector. In this case, the. wage differential adjt?'sted
for group diff erences in productivity characteristics could decrease as a result of the movement
of minoriti_es to the unskilled sec'tor‘ where wage discrimination is noneitistent. Clearly then,,
inle_r'temporal comparisd'ns of the adjusted wage dif ferentieil do not pr(_)vide conclusive evidence_
of .the direction of changesin discriminatory employment practices. since these changes"can be

embedded in productivity diff erentials and’hence ‘are not reflected in this measurement of

discrimmation

D. Past Discrimination

' : i
The examination of the various mechanisms by which past discrimination influenceﬁ

R . . . . -

minority investments suggests that equal treatment of workers on the basis of their existing

levels of human capital or cr'edentials may not be suff’ icient to-in?luce a'rapid change in-the

v

‘the two groups Any tendency towards convergence m the distribution

of skills will b n}med as'a result of past discrumnation The adJustment to the elimination of

presem labor mérket"discrimination by individuals who were previously affected by
discnmmauon wrll be especially difficult because of the irreversibility of past investrients (in

%‘é icu g adJustment dlf ficulties that are derived f rom the fi inite nature of their workmg
lives). - _'.;
Wi ) . .

i

5‘) “The' srgmf icance of: pay.. discrimination in af’ fecung minority labor supply is, of course,
R,
'%n efnpirical question. Since the process by which it influences minority supply decisions cannot

be directly observed, some f orm of indirecj inference is required to gain some estimate of its
impact, For mstance if family wealth and parental levels of education .are found to be
statistically insignifi lcant in explammg 1ndmdual earnings or their | acquisition of human capital

,;.»

this would lead one 1o suspect that the ef feqis of past discrimination, which are to some extent

B
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embodied in these family haékground variables, have had little impact on lif. etr'me labor. supplv

On the other hand, even if these variables are f ound to be significant in explammg earnings and

)

educanonal investments (as several studies have shoWn) T m order 10 get a measure relatmg

: the effects of past drscnmrnatmn toa certam proporuon of the wage dif ferentral f urther

specification of the extent to whrch dtscnmmauon has altered these background characterrstrcs
is requrred Grven that, (1) these effects are embedded in phenomena such as the diff erent1a1

rates of human capital mvestment labor force partrcrpatron and ]Ob turnover -.all of whlch

~can be explained by cultural or blologxcal differences as well as drscrtmmauon outside of the

labor market and, (2) that present data does not allow for any clear identifi ication between

these various sources of bremarket differences, any quantification of the ef,fects of . past

discrimination would be largely speculative.

“Some empirical studies that have shown the significant effect of famlly background on earnimgs

or husgan capital are McMahon [1976], Hrll and Stafford [1978), A aubman (1977), Parsons [1975),
and Kich and Haessel [1979]. ’

e



' work asa r(esult of discrimination. The distinct patgerns of behavior that are encouraged in the

.secondary workers. ' A .

73
portfolios to a greater degree than policies which merely seek to attain the equality of treatment

x.

CIE ) .
in the labor market. *

In the context of the tual labor market af firmative action may mvolve the placement\
of mmortty secondarv workers inito the primary jobs. Assummg that the scarrm\g effects of the
AN
secondary work expe'riertce are reversible, minority workers w’ill over time adju'st their behavior
so that it is more compatable w1th therr new. work environment. The use of quotas whrch force

prtrnary employers to hrre and train’ mmonty workers may be the only way to ensure that

pr;mary jobs are available to minority individuals who were prevrously relegated to secondary

.

- ,
two sectors suggest that the trammg costs associated w1th hiring workers wrth extended -

secondary sector work expenence may dommate any reductrons in t.rammg costs to the firm

.
a

that’ could be attr{’buted o the 1ncreased subsrdrzatron of the acqursrtrons of credentxals bv

Y

lln terms of ,i,ts impact on the socr‘alization of future generations, qﬁotas which facilitate o

the transfer of mmorrty workers ;rom secondary tQ prrmary jobs w111 assrst in the development C

‘of the alterpattve behavnoral f ramework w1thm minority f amilies that is assumed to be crucial

in determmmg the 1mpact of secondary work on.the personalrtres pref erences and attltudes of

)"’v

those exposed More generally aff trmatwe actton may lead to the changmg of socretal

stereotypes of minorities. that are remf orced by labor market drscnmmauon and which affect

‘school. N
. RS _
As well any form of unmtenttonal dlSCI’l ni

~ L

product of the ef f ect of past drscnmmatory practlces on mmorrty mdrvrduals wrll be elrmmated

by aff 1rmattve action. For example the btas agamst htrmg mmorrty workers that past

“a - Lo ‘ a )
- . . N - N M -

"
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discrimination imposes on informal ‘_channels of recruitment (i.e., by altering the gistribution of

minorities within the firms in such a.way as 10 weaken the influence of their referrals), 'will be.,
.cxrcumvented by the 1mplementatron of a system of quotas that 1mposes sufficient penalties for
noncomphance to ovemde any cost adVantages to the fi irm of. commumg its use. Of course,

once the quota has been achxeved mformal channels of recruitment wrll lose therr bias (smce

-

Lhe composmon of the firm's work force will be representatrve of the general populauon) and

“."

"’ can be used without senously violating the quotas imposed by aff irmativc action.

- F. 'Policy Conclusions T

On evaluating the various polrcres on therr ability to reduce the differential effects of

»

past and present labor market discrimination on minority labor supply affirmative action
would appear to be the srngle most effective policy. ** By essentxally %ersmg the process of
. dlscnmmatlon aff u'matrve action conld be expected to lead toa more raptd elimination of the

dlf ferences in the distributions of proﬁuctlvrty characterrstrcs between majority and minority
4

groups than polrcres that are ,drrect at obtammg race (gender) neutrallty in the allocauon of

4
- wages and JObS As well smce complrance is Judged on the results obtained in terms of both

u.tnb&r’s employed in vanous JObS and wage parity, afti lrmatrve actron will be less suscepuble to

v

I3

drf ferent market structures than the other pohcres dlscﬁssed

o~

character}strcs between groups is achreved at the cost of a perrod of reduced real income f or the

4

economy, as mmorrty labor adJusts tora new structure of mcentives which now favor the L

\ acqursmon of prevrously unattractlve 1nvestments HoweVer this initial mrsal‘locatron of human
_ Tesources may over time lead to gams in ef’ f xcwncy that are derrved f rom a better

correspondence between’ the innate abrhty of mmonty 1nd1v1duals and the requxremcnts of their »

job positions. This mmal mrsmatchmg of exrstlng skrlls and jobs that results from affi 1rmat1ve .

e ’ . Yo

» "In a -survey of etnpmcal evrdence G-underson [1985 pP. 249 257] found thal afﬁrmauve agtion
. was more effective. in narrowing the mapmy mmonty wa,ge g_ap than EPFEW To the Best, . of .
thrs reseacher’s knowledge,  empirical- evidence ‘concerning the relauve impact of ithe various pohcxcs

on skrll (credenual) acquxsmon is not avallable' . ’
4
o
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action could be circumventéd, to some degree, by a cor‘nbinatioﬁ:of pol_icies which 1) ehsure_.
equality qf Lreatm‘enp in the 1a_b6f fndrket (i.e., a corﬁpletely effective, combiﬁéd
EPFEW-EEO), and 2) offer subsidies. to minority individuals to invest in human capital
(credentials) in order to of fset the effects of past di'scrimin‘ation; Whethe‘f‘this policy option
‘would lead to a longer penod of adjustment of mmonty tabor supply than affirmative action
and hcnce a delayed attamment of an opumal allocauon of mnate ability to job positions,
ﬁ would depend on thc extent and form of ,subs_ldlzanon given.'* Any defmmve pohcy
recommendations, even based on this narrowwly defined criieria.(whicéh does not take into
4. saccount tﬁe differences betWeén policies with ‘Tespect to ac‘iminvistration costs and the ability of
f irhs,{pﬁ%@ade the legislation), wouid requxr° a more exact specif. ication of both the dyngmics

of labor supply adjustment to changes i} market incentives and the parameters of the various

-policy options. - o ‘ ‘, , R

‘°°0f .course, subsndy payments. and afﬁrmauvc _action .arg not mcompatxhle Subsnd:es whmh .
a:ncoumge the acgumuon of skxlls by, mmonues will facxlua”te 4~ more. ‘rapid- correspondengz !

T betwcpn pb reqmremems and the. skxll le\'els of -mhinority mdlvxduals who occupy’ thdse ﬁobs as a =™
resul( of quq,tas - -

- - ' N ~

»



o -~ VIIL CONCLUDING REMARKS . o

The recognitién,tﬁh‘at past and presem labor market discrimination will affect minority
Y o . } .
labor supply decisions should lead to a greater skepticism concerning the usefulness of the

conceptual dichotomy between present market discrimination and premarket differences (which

includes past discriminatio;l). 191 While this distinction does permit some m.easureme‘nt'ef the

magnitude .o; present discrimination, the estimate is sesceptible to speeif icatién biases related to
. the interaeeidn between discrimination and lia'bor supply which affect both its measure at a fixed
_ point in time, as well a's. its estimate of the direction that changes in discriminition take over

time. In‘addition, this dichotomy obscures the oyerall impact that discriminatory practices in

the labor market have on minorities by including the effects of past di_scriminatioh in the S

. . S

category of prexﬂarket differences which are generally left unexamined by the li_teratufe on
discrimination. 12 Indeed, even if a perfectly accﬁrate estimate of present disCIimination were
‘obtained, it Would have u'n‘derstalted the total effect of discri;nination on the relative minority
wage by excluding the inﬂhexlce of past discrimination on labor supply. If th,is iﬁﬂuence is
31gmf icant’ (or 1f preseut dxscnmmanon has a major lmpact on the supply choxces of

; e
'on of the comprehenswe impact of dlscnmmagon on the wages pald

to minorities. "
Sumlarly the sxgmf 1cance of past dlscnmmauon in altermg mmorlty investment

‘ decxslons makes it necessary to draw a dxstmcnon between the pohcy goals of 1) ehmmalmg

»

: present labor maxket dlscrxmmanon and 2) correctmg for the unpact that dxscrlmmauon has on-. .

4

mmonty labor suppl'y Assummg that past dxscnfnmauon is not adequately dcalt wnh by

. e ES af o

no&alfuncuomng of market processes 193 the ehmmanon of prcsent dtstnmmauon is not

- o A 4 . . - <
f 1018 similar, ‘view has been expressed by Dam:co [198;/ pp 314] ‘
- “”Sce sectiom\ 2 for  some cxccpuons Athough some- textbooks (e. g‘,,Ehrcnbcrg and Smuh [1979
T Pp. 392]) rec; ;mze the possxblhty lhar. paSL disctimination -will  affect ‘the. present producuvuy of
\2 .mmonty individuals, -no further. r,nenuon »is .made of its poasxble conscquenccs Jor pohcy “choices.

5o “199Here -it,. is ‘assumed that the reliance on market " forces ;o eradicate “the. effects of pasi Ca
d1scr1mmauon will _lead 10 an unacccptable delay (in ~the iew of’ those _who makc pohcy
: ,,. decxslons) m the 1mprovemcm: of thc economic condmons of ' minorities.

a2
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sufficient to ensure that the opportunity of minorities to achieve econom’l“c success will not be

X . ;‘q’
restricted by its residual effects. !

L

“The recent policy recomrhe_ndaﬁions of the Abella Royal Commission on Employment
. ) , N _

.

_I Equity can be bét-t;:r uhdérstood"f rom‘the ﬁerspeét_ive gained f Tom being awzre of the potential
of past discfimination to alter supply chqiceé..lts s'upp\on of affirmative action (albeit in a
form which would use c{uotals only if necessary) recogﬁizes ihat "to treat everyone the same
may be to offend the notion of equality " [Abella, 19'85; pp. 3]. This maxim is particularly
r‘clev.ant‘lwlheﬁ consi‘deralioﬁ is made of ti)e disadvantages faced by minorities in. their .hpan o
capital ( E:redential) investments that resﬁlt from their pr,evious treatment in the labop market.
From\ the perspective of equalizing”the incentives to invest, the provisiox{ of egﬁal opportum‘;y
and affirmative action a;é fiot inconsistent sinice some c‘omper’xsa‘tion 10 migorities (vyhé;her in
the form of reduced hiring standards or subsidies to uvndertake tréining) may be fequired o
~off sc,t the more favorable circumstances that are provxded to the majonty mvestor as &
- consequence of past dxscnn{manon The acknowlngement of its.possible effects on. labor

supply prov;des a-justification f or the preferenual treatment of mindrities that is absent when

premarket differences are conceptualized. in terms of autonomous personal choice.’

»*
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x"‘Sge Block - and Walker (1985] for a cnuctsm of affm’nauve action that c@pletelv negleqts Lhe~

polem.(aL uﬂ" act” that: dxscnmmauon has o .laboi supply ghoxces ~'.- R s 5,

R e s
Ly < . ERTEn . -
N 2 . . . . . . .
o : - .
. AN .
Co L [ . .



32

* THE MEASUREMENT OF THE TREND IN LABOR MARKET DISCRIMINATION IN CANADA. 1971.1985.
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I. INTRODUCTION

j:ly persistence qver time of la'bor market discriminaiion engenders dolrbt concerning ‘
:he adequacy of the neoclassrcal approach to the problem ‘Labor market drscnrmnauonlos
defined in terms of a good whrch is purchased by employers to sausf y some exogenous distaste
agarnst fi emales; is reﬂected in the hrarket by the’drf ferential _paym_ent for the homogeneous
labor of workers of dif’ fe'reng' gender. Ina competrtive labor market with dif ferifg employer h
tastes for dlscnmrnatron the hrgher labor costs incurred by drscrlmmatory fi irms will, in the
long run, jeopardize their market posmon and given competmve capital markets lead to therr
‘eventual rep,lacement by nondiscrimina-tory “f irms [Becker, 1971, origirrally‘l957, pp. 47-50].
The examination of the trend in discriminarlon is therefore one approach in assessing the
relevance ofv the‘ neoclassical theory!® - an increz‘rse in employer dis_crirnination 1overa/\
considerable period of time would suggest that one of the underlying éssumptio‘ns of the theory
did not sufficiently conform to reality. The fifteen year period covered in tlris paper ‘is' assumed
tobe of sufficient duration to provide some preliminaty judgerr'rents OR the theory.!®” |
The estimation of the_ trend in discﬁmination does have some readily apparent policy
implications.« A rapid ’decline in the phenomena over time suggests tha't‘ the maintenance of the
status quo with respec&tg policy matters may be an optrmal pohcy chorce especrally if one

considers the potemral adverse corisequences of greater, govemment rnterventron in the hiring

and wage-settmg processes of the market. Given the commued prommence of_ labor market

\
s
'

. e

'“‘_’ While the following analysrs deals only _With emp&g,yer dxscrrmmauon the data may -well reflect . -

the consequences of othcr forms of dlscrrmmauon on the trend in male-female. earmngs (wage)

“differentidls,. However, it can' be expected that any -wage differential that exists ‘as a result of -

the . discriminatory tastes of “employees wou‘d also exhibit “a .downward trend.. The wage: drffcrentral

T1soa consequencc of firms bemg unable to achieve 4 completely segregated work force. This

segregation "is more lrkely in the long run, given lhe mcreased ability ~ of gfrrms t0 reorganize
production “processes in order to avoid Lhe addmonal ldbor costs associated wrth a mixed
work force: [Cain, 1986, pp. 712-713)" . i

\f—’
Another possible test. of this theory of discrimination -is 1o~ “see 1f it s more prevalem lr} _
com.petmve mdustncs lhan rn those charactemed as monopolistic. "See pecker _[1971.. pp._ ‘},7,51)]' for

~an example of . such a test. . . .. o u-
,’°.'_ ll' Lhcrex exists. no trend for a reducuon in drscrxmrnauon within‘t ® time framc and - if

economlc vanables change in” a continfious; way, the prediction. thay discrimipatien is a shorr fun
‘phenomena would not ~be conslslem with the evidence. However, in the present “study,” operanonal

) consrderauons (xe lack of da&a on wage - rates) preclude any ngorous tesung ol' the theory.

scr", ‘l" 79 . | " ki o » - ‘.
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drscnmmauon in the publtc agenda (wrtness the 1987 Ontarto legtslauon of equal pay for work
of equal valu.e and the 1985 Axbella Royal Commrsston on employment cqurty) more empmcal

fmdmgs should be a, welcome addrt)on to the debate - N

[ K
3
N

To a large extent thrs paper wrll follow the method used by Ashenfelter,[l970] in

. drstmgutshmg whtch portton of the measured trend in thef f emale/male earnmgs ratto can be

attrrbuted ta. changes in tlie drscrtmmatory practrces wrthm the labor market Thrs approach

"

allows for the examrnatton ‘gf‘the trends in discrimination using readily accessrble aggregatc
’ " data However wrth»the aggregate nature of this data bemg applied toa phenomena that'is

' concexved in terrns of mdrvrdual ‘firm behavior, a number of auxiliary assumptions are needed

.

- for the results to be mterpreted as measuring trends in drscrrmmatron Thrs paper will attempt

10 state these assumptrons more explicitly than Ashenfelter does in-order to better evaluate the

o

relevancy of the émplmcal results to the testing of the theory. In addmon the Ashenf elter |

T study whrch focussed on racial dtscrtmrnatron will be ad;usted to take into account dtf ferences

tha.t are relevant to the measurement of gender dtscrrmmatron ina Canadran context.'®*

The analysrs begms wrth a survey of the exrstrng evrdence on the trend in
*

drscrrmmatxon A drscussron of the conceptual f ramework that underlies the estrmatron f ollows
The various diff 1cult1es and adJustments mvolv&"n translating the theoretrcal model into an

. esttmable form are subsequently exammeﬁ% The emprrtcal results are then presented and
compared with the estimates f rom other studres Followrng this are some concludmg remarks on

the usefulness of this conventional method for measurmg the trends in drscrrmmanon e

2 . * g
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Adjustments made to the. model " include " the exphcrt recognition that the. male- female ,'
’ employment ratio has declmed over * trme and thit cHis trend ‘will have an al'feet on relative »
“female eammgs (wages) Ashenfélter s “uncharacteristically vague in his mterpretatton “of the .
coeffrctent of _discrimination [Ashenfelter, 1970, pp. 408- 409] ' '
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. . SURVEYOF THE LITERATURE | P

4 ) .
As prevxously mentxoned thxs study is pnmanly an adaptafjon of the Ashenfelter [1970]
paper to Canadran data and cu’cumstances In it, Ashenf elter estimated that changes in labor
market discrim’inationlea'd to an annual reduction of the ratio of nonwhite to yvhite annual

,,/earning's of between 0. 1%‘to 0.4% for 'male's.ya‘n‘d an annual increase in the same ratio of 2.8%

e 103 0% for fcmales As a by product of obtammg that estrmate Ashenfelter found no evidenge:

J

: ~',of any srgmf icant cyclical ef fect op relatlve nonwhxte earmngs He does, however recogmze

that the msngmf icance of cychcal vanables may be a consequence of the paucrty of marked

'-.__changes m the tlghtness of labor market condmons dunng the penod studied [Ashenf elter,

1970, pp -406]. For the time period covered by thlS pr t study (i.e., 1971-1985') a similar

_ clalrn regardmg labor, market condmons could not be . Therefore, it is. anttcxpated that
‘ better ev:dence concemmg the cychcal nature of the relaﬁvé eammgs of femalesm can be

obtained from this data set. 110 |

A similar ‘study to Ashenfeiter was done by Oaxaca [1977] iighich the trend in gender

' | diecrim'ination was estimated over the period '1955-1971 using US |

P

decline in relative f emale labor quality, a statistically insignif’ ican_tf

relative earnings, and an estimated increase in gender discrifination it'lead to a 0.25 percent
annual reduction in the earnings rati'o'.' It was also deterrnined that.the rate of change in the |

trend of dxscnmmauon was dechnmg after 1966 presumably asa partral consequence of the
A

oL ‘mtroductton of federal ant1 dtscrlmlnatxon legtslanon [Oaxaca 1977, pp. 323- 324]

Chrplm Curran and Parsley [1980] found, usmg the same methodology that relauve o
female hourly earnings in Great‘Bntam mcreased over the period 1949-1975 Unlike the results
obtamed by both Ashenf elter and Oaxaca thrs ratio mcreased _during cychcal upthrns.

.However consnstent wrth the prevnously crted studles the cvchcal factor was insrgmf 1cant They

. .

.
’ T a
. - TN o [ . .
K N . : o

1% ‘Relative .female earnings wxll be'. used hereafter to denote the rdtio of female average earnmgs
19 malc average eammgs o : o

o' This however 1s. not the. pnmary objectnvc of the paper The use in “this study of average
earningd of full year workers would substanually reduce the effect of cychcal factors on reiative -
earnings of fernales. ; .

7
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81



- jobs and (2) thetr Jower level of f irm specific human capital. am

did not attempt to estimate changes in relative female .productivity and, hence, did not obtain /.

. “ &
an estimate of .the trend in discrimination. L e
. R : : . <

A recent study by O'Neill [1985], using U.S. data, concluded that the male-female_)_‘"

wage ratio was constant primarily as a result of an unchanging differential in productivity levels

Dbetween the sexes [O'Neill, 1985 pp. 112'-115]. The approach taken by O'Neill was to estimate

trends in the wage gap and to compare them 1o the trends.m the explanatory varrables normallﬁ

used in earnings equatlons to account for drf ferences m productmty characterrsttcs The

- "v'

\ stabrhty of both the relative female earmngs (adJusted for hours worked) and the sex

drf ferential in productrvrty related charaq}ensttcs suggests that labor market discrimination

against f emales was also relattvely constant during the thrrty years covered by the analysns
(1952-1981). With respect to the cyclrcal nature of the earmngs ratlov O Nerll f ound that
unemployment was negatrvely related to the ratio of f emale to male earnmgs [O Neill, 1985, |
pp. 'S112). Thrs result was attrrbuted to female wages and empl'oyment being more suscepttble 10

cyclical f'luctuatrons as a consequence of (1) their dtsproportronate presence in nonumomzed

- v o

Gundcrson [1976] examrned the post-war trend in gender wage drf‘ f erentrals in Ontano

A regression similar to that of Ashenf elter was run:separately for nine occupational categories. -

112 He found that the wage gap had widened in a majority of the occupations The cyclical

effect on the wage gap. was statrstrcally srgmftcant in four occupattons and was of dif f ermg sign

£ “ o

in the other five occupatrons In his study Gunderson does not attempt to dtstmgulsh between

~the s many factors underlyrng the trend i in relattve female wages (i.e., he does not try to 1solate

the contrrbutrons of changes in drscnmmatron to this trend) but merely seeks to determine its

direction [Gunderson 1976, Pp. 59 60]

: M . .
- . ! . v - - ;, RECRR - S . - . . . ..{

« v v DN -
’._v . .‘-',-',,~

woof cours: the underlymg cause of thrs lack of frrm spccrfrc human capltal among fcmalc

" labor may be a resull ‘of the dtscrrmmatory pracuces of fitms. whtch conuol the access to “these

training opportumnes o e w . S -
12 "One important dlfferencc betwccn the two studtes was  that the desegregatcd approach ‘used: by

Gunderson ajlowed the use of wage "data (mstead of . earnmgs) and, thus, no- adjusiments for
relattve hours ‘worked were needed.

[
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III. THEORETICAL FRAMEWORK

W i
The theorellcal motivation for this study follows Ashenfelter [1970] which, in tum is "

based on the work of Becker [1971 originally 1957] Assume that the ith employer views the
cost of employmg a female as WF(l + d, (t)) where W is the female wage tate and WFd (1)
is the ith employer's degree of distaste for employing a fi emale worker measured in terms of
monetary units at time t. Constrained' output maximization implies that employer\s will seek to.
' maximize revenue subject.to cost constraints as in equation (1): .
(1) Max. ¢ £ My Li(K.F,M,£) =P fi(K,F,M) + £(C-rK-Vl’F M+d.()]F - WMM)
where | '
K = other inputs
F(M) = amount of ‘ female (male) labor ,
. f i( ) = production fuuction of ith firm
© C = total cost /
£ = Lagrangrean multiplier
_WM = male R_rage rate.
P = price of ou_tput (set equal to unity hereafter)

‘1 = price of other inputs.

The first order cogiditions are:

M !
whcre f J represcnts the margmal product of factor j for the rth frr% Clearly,
.o . » ' - ) ) - ‘ B
, 2 S 1 T- WM WF[1+d(t)] o
* -(2) MARGINALCOST = £~ = — : —— or equivalently,
oo S . : f iK vriM f

YiF

8
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w f

_F _iF

- fim ’

= [1+ 4, (t)]

(3)

This result for Lhe individual fmn is used by Ashenfelter 10 e'(press the average
~coef’ fxcxent of discrimination '** in terms of Lhe average wage ratio and the average ratio of

maromal producnvmes [Ashenfelter 1970, pp. 408-409). Using anthmeue averages, this would

‘the assumption (which was implicit in his analysis) that alI firms face the same level of .

ges. ''* If this condition is met, the aggregate counterpart of equation (3) is '**

Wo(t) _ o ()
@) = =p+amrt o EZ |
WI\‘Z{(‘) _ () -

where the“{alter term represents the average ratio of marginal productivities and all terms have :
.been 1ndexed&£or time t. However [hlS assumpuon is plausible only in a disaggregated context

since wages are more hkely to be sumlar thhm industrial or occupauonal categories. It appears

a

unhkely therefore, that [hlS method of 2 ggreoanon will yaejd an expressnon for the average

coefﬁcxent of dxscnmmauon KR
» N . "\c‘ >°
An altematlve procedure f or obtammg the average dlscnmmauon coef ficient from an -
Chy ,
aggregation of equation (3) is to use the harmonic mean. ‘¢

¥

! ‘The average coefficient of discrimination is defined as m: "231:'1 di/g where g = the '
total number of - firms. ° : '
24 If the wage rate differs across fu'ms ti.en
— 1 W, f.
G0 A = =, —M Ey |
. g Vi v -

BTt s also ‘assumed here that ‘the. aggregation ‘is restricted to those firms whxch hxrc female
labor. If employ"r j did not hire any females, equation (3) would read as follows - YISQ :

w_ : w ‘ : , o

£ . i+ o) > M - o

[jF . ij 7 .

This assumption then precludes the existence of ‘inequalities in (he aggrcfale equation.
2¢  The harmonic average of dx(L)' s is d(t) = (d(L) d(t) d(l.)3 d() ) : e
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The aggregalte version of equation (3) will then be .
' WF(t) \}; 1 fF(t) _ } | :J
WM(I) : fM(t) o | -

where ( )h denotes the harmonic average of the bracketed expression. As.is evident in equatlon
(4'), taking the harmomc average does not allow the average dlscnmmatlon coeff icient to be ;
expressed separately. Moreover, it can be shown that the direction of the trend in (1 + |
d(t)”)'lh may be dif ferent' than that of the trend in (d(‘t‘)) . 7 Hence, aside from the
difficulties in obtammg data i terms of harmonic averages thelr use W111 not yxeld unb;ased
estimates of the trend in dlscnmmauon under all circumstances.

It would seem, theref ore, that there is no satisfactory method for obtaining an .

expression for the ayerage discrimination coef ficient using the conceptual framework of

Ashenfelter. Since the data used to measure the trend in discrirnination‘in the aggregate is in the

- form of (arithmetic) averages, the presence of such an expression would provide a more solid oo

fﬁé;ﬁreﬁfgai T pur‘ldation for the estimation. Instead, what is conventionally done (either
imr)licidy in the Case of Ashenfelrer [1970] or explicitly as with Oaxaca"[1980]) 'is that these
aggreganon diffi 1cultles are 1gnored and an average market dlscnmmauon coef ficient is defined
in rerms of relative average earnings and the average ratio of producmvmes This method whrle

expedient, leaves a consnderable conceptual_gap between the changes in the behavior of

individual firms and the estimated trend in discrimination. As a result, the estimation will

®

) . . . B . - 3 . ; . . . LR ' . ) ‘ :
-require the inciusion of several control vatiables in order for the estimated trend to more closely

’

N

approximate changes in the employment practices of firms. !!*
Since the trend m discrimination is measured as a residual in the trend of relative

female earnings‘(wajges) that is left af ter changes in relative female producrivity' are controlled

for, its es;imagon Tequires a :well'-articula_ted theory of how relative earnings (wages) beh_ave-in";-

‘a4

" *By taking the partial derivatives with respect to time of the two expressions, it is apparent

that their respecuve signs are not necessarily’ the same. o ¢
13

For example, sectonﬂ shifts in product demand may affect thc\\ trend ' relative wages, given

. that males and females are not xdentxcall)" dlSll’lbd[ed across mdustnal calegones
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the aggregate.''® Given that the theoretical argument proi}ided‘ by Ashenfetter is strictly valid

only if £ irms face the same level of male and f emale vf/égeé. the extension of this analysis to the -

aggregate economy suggests that the criteria for choosmg which variables to control for must be

;omewhat arbitrary. For this reason, and to facilitate comparisons with the existing evidence, .
W

the control,.vanables that are selected for this study are those which are convenuonally used.

- ¥
P

&

% Sharir and Lee (1988, pp. 4-7] make a similar pomnt with fcspcct o the analysis. of the
wage share in Canada. :



IV MPIRIQAL IMPLEMEN ! A QE

As a result of data lrmttatrons whrch precluded the use of wage rates, two proxy

2

3,

vanables were used in Lhe Qeasurement of the trend in drscrrmmatlon One proxy for relatwe

»

f emale wage rates is thel ratio of female to male av.erage annual eamings. This is the dependent

,vanable that is cus;omlnly nsed in studies whrch are based on aggregate data (p g,.. Ashenf elter
g
[1970 pp. 4091, Oaxaca [1977 pp -3097). Its use requrres that the relauve number of hours .

worked by—lfemale labor be controlled for in order to more closely ref lect changes in relatrve
L
wages Vanatrons in relative earnings that resulted f rom changes in the number of weeks

worked pej year were reduced by the use of earmngs data on f ull year workers:. 120 Ag well a.
conventronal control variable, the relative female unemployment rate (RELU) was used Itis

!xpected that RELU will:be both hrghly correla&d with relattve hours of work and less
1
- susceptible to the simultaneity bias that would occur by introducing the ratio-of female-to male

“ hours of 'work as an explanatory variable. 2! S %
L : o
-An alternatrve approach f or ad;ustmg’?elatrve f emale earmngs 10 more accurately

.

\\
reflect the varratron in relative wages is to werght the earnings ratre) by the f emale to male ratio

-._./V

of average Weekly hours worked. In symbols the dependent varrable RELE (hereaf ter denoted

by werghted hourly earnmgs) is 112 ' ‘& S . - : :
. . P ) »’ L0 J%S\ .
L , - B » '

) . = ' '
‘ Full year workers are defmed as those who have worked from 49 to $2. weeks durmg the

".past year. - " ol
T13)

By d@'xnmon relauVe female eammgs and hours are related; For ‘simphcity  consider the case”
- in ‘which .
Yf/Ym —(Wf/Wm)(Hl'/Hrn) ol

where Yf/Ym is. relanve female, earnings, Wf/Wm rS the relauve female wage, and the Watter

term represents average relatwe hours worked Smce the equation- is an identity. 1t can be wrtten

as \ : : L
¢ " - Hf/Hm ':(Yf/Ym)/(Wf/Wm) o L
which suggests ‘that Hf/Hm will be correlaled wrth the  error  term i a regression. which seeks ‘Lo
explain’ the behavior of relative earmngs over. lime. . : Ce ‘
12 " The hF variable was constructed by werghung the - average h%urs worked by females mb-'»
'part time “and full-time work by the respective ‘proportion ox‘ femaless in part-ume ﬂvﬁ. full-ume
" employment. Data concerning hE and hM was'.nbt -available for -the years 1971-74. Instead
predicted values Ubased -on the regressron : ‘ . .

. hi ‘='¢c '+ bT + e[ (i= F M) for the penod 1975 1985 were used. .

»~ S L L



. YF(t) hF - A
RELE = ——— / — ' . .
YM(t) ChM o S S
where . = ‘ L P
N :
Yi(t) (?A(t)) = the average annual earnmgs of females (males) who work a full year

2o ) and

Kl

hF (hM) = the average weekly hours worked by females (rnales)

~

Whtle this direct mampulatron of the dependent variable wrll exclude some of the mfluence of
changes in relative female hours of work onl; under certain ;ondrbons 123 it dqes reduce the
number of regressors by one and thereby allows another degree of freedom to the esumatron
This also avords tht: problem of the. srmultanerty bras m the estrmatron resultmg f rom the JoéiJ ‘

T

determmatron of relatrve hours and relatrve earnmgs 124

~

As stated earher this study will f ollow the exrstmg literature and use the (average)
market drscrlmmatton coefficient, D(t), as the basrs for estxmatmg the trend m\ch\scnmmatron
For t-he purmses-of this study D(t) wrll be defined by . \ ' .

D = (W,,/Wp) / (Wo /Wop) -1 .
where S |

W the aggregate wage for group i _ ,

W the aggregate Wzrge f or group i e nondrscnmmatory labor market. 125
It has been shown elscwhere [Becker 1971, pp 97 100] that D(t) rs a functron of the average
dxscnmmauon coef f rcrent and its drspersnon the substrtutabrhty of male and female labor and
the relatﬁ’e tmportance of f emale labor in the productron process. In particular, market
drscrrmmatron is expected to be positively relaged to changes in the female proportron of total

4

' d

It can be -shown that

SRELE/§(hF/hM) < 5(YF/YM)/6(hF/hM) " :

if and only’ u“ S(YF/YM)/8(hF/HM) < (l - hF/hM) (YE/YM)/(hF/hM)

‘As well the use of RELU, required in the relative earnings- equation would ‘be’ better suited _
to. control for relauve “hours worked - in the . context of a constant relative supply -of tabor.’ Given
the ‘significant increase in female. labor force  participation: (both in absolute terms and relative - to
'males) -during the peniod studied, changes in° RELU may be pnmar:ly a result of an mcreased

number of females searching -for work

Ao srmtlar defmmon is uscd by Oaxaca [1977 op- 305}

124



employment The lower relattve f emale wage that results from an exogenous mcrease in the \ |

\\
.relatlve supply of female labor, increases the likelihood that f irms that prthously had a <. IS

l\

suf f 1c1ently strong distaste regardmg female workers not to hire them wxll now find it to be
'desu'able 126 Since the component of the trend that is of tnterest in this study is that

assoc1ated thh thc normal functlomng of the marke{ an atternpt to ‘account f or thei increase
. 8 2
in relative female employment during the penod studned is requxred

Cychcal factors are also expected to affect the average‘ dlscrxmination coefficient of
o ’ ’ 4
those firms Wthh hxre f e.male labor It has been suggested elsewhere [McCall 1972, pp 214]

’

that tight labor market conditions wxll make it mcreasmgly unllkely for dlscnmmatmg flrms 10
find equally competent male workers among the avallable pool of labor‘Under these
c1rcumsténces tHe costs to dtscnmmaung fi 1rrns of bypassing competent females will mcrease

Hence it should be expected that dxscnmmauon would decline durmg an ex;:ansxonary phase of

the cycle 127,

The above con31derattons suggest the functtonal form f or D(t) gtven in equatlon (5)
9 n+pIt=ae™ - guoFRO] 0 oS
.where : |
' U = the'unemployment rate 'of males aged 25 -54 years at. time t " e
o FP(1) = the'-fcmale propottion_of total empldyment at time t
R = coefficient of the time trend in D(1) o | P - ;
and gU <.0, grp < O-Where,g. is‘thepartial derivative of g with respe'ct to i and do' > 0. In the
‘ esttmattons o f ollow tl;e mverse of the unemployment rate was used as a measure of the |

\
tlghtness of labor market condttlons because of its better perf orr\nance in some prelnmmary

regressions. S , - = \\- & 'v _—
This assumes that the demand for female rclauve to male l 15 less than perfectly elastic.
See Long [1975] for a graphtcal interpretation.

1 Alternatively, it could be stated that the (pnce of dtscrxmmauon n terrns of l‘oregonc profils
mcx;gases during labor shortages. = 5 . °
1 Better statistical performance is defined here as. a largct R® adjusted, Durbin Wa’tson

. statistic clﬁoser to two and a larger t value for U~ ‘than U. There is no ,compellivng economic’

126



To control f or changes i in the average ratlo of marginal producuvmes it 1s assumed

here that the nature of such changes is contmueus wrth respect to time as expressed explicitly in

equanon (5) [Ashenfelter)1970‘,.pp 411] o . L
(6). — = i
rM(t) - BMC :

‘AF ter ta:kving the natnral logarithms of equation (6), the trend in relat-ive'female productivity
wrll be given by n- W | | - o

The equations whrch summanzes the mformatron provrded by equatrons (4), (5) and
(;) and whrch utrhze the alternatlve methods of controllmg f or relatwe hours worked discussed
abov_e are |

YF(1)

(1) log = aiC+ (A4 W)+ U + a;FP + a,RELU +

YM(1)
(8) | log RELE = y,C, + (‘k' +n'- w'_).'l'"'v+'—7'2U.-i'+ 73FP’+ e;
where C and C1 are composite constants that are formed from the ’constant terms in the other
eqvua'tions T is the time trend variable, and € and e are assumed to be classleal disturbance
terms However, the estrmatron of (7) and (8) in this smgle equatton context wrll yleld
mconsrstent estimators as a result of the srmultanelty bias exrstmg between the two dependent
vanables and FP(t) i is to be expected that relatlve female wages (or eamtngs) and relatlve :
: f emale employment are srmultaneously determined in the same rnarket and hence the
- dxsturbance terms wrll be correlated with FP(t). The highly tren nature of FP(t) over the
period studred (the partial correlatron coeffi 1c1ent of FP(t) and T is 0 99) suggests that the

f emale pmportlon of total employment could be represented as

——

/ . ‘ L om . ;‘ ’

A(cont’d) reason’ for using -either form.
o . . . \ .



(9) FP(t) ot rlT + v

‘ ' -
where Tl is posmve over the pertod in questton 10 is.a constant term and v is a classrcal error

1 ' ‘o

term. ¥ Substttutton of (9) into (7) and (8) ytelds

- 1
(lOl' | YF(t) (C& : ) -( X )T " . o .
0,_8'-—————0! +a +a 1+ +n-w)T + + .
| T ym@ 0 370 J‘ 2 | :
RELU+(ut+y4 vy |

. . -1 g
g}ll-)_ logRELE-yO(C +y3 O+(y3n1+)\ +n' -w)T+72U +(s 31)‘/

o Hovl1ever, in order to ascertain th7‘direction of the bias m the estimates .of tlte trend
COefficients tn equations ('7) and (8) asa resul't of excluding relative female employment the
srgn of FP in those equattons must be determined. Whtle its pOSlthC effect on D(t) suggests a

: negatrve tnﬂuence on the male- female wage ratios, the i increase in relative emale employment
_may have an opposite rmpact if this mcrease in employment is brought about by a greatcr
relattve demand for f emale labor Moreover assumtng that relattve hours are not adquately f
controlled for, an increase in the relattve supply of female labor (which is reﬂected in the
_ increase in relative female employment), will also have differing implications for relative
earnings depending on the elasticity of the demand" and-snpply f unctions' at the relevant values.
Since no elasticity est.imate_s are _av‘a_ilable., the direction of the bias is unlrnown. Following‘
Oaxaca {1977, pp. 3‘11—]~,> t;hatishereaf ter ref erredi_to as the ’estimate‘of the trend in
: discrimination'is actually the'snm of the effects of (i) changes in discrimination and, ‘(.ii)‘
changes in relative female: supply on the earnmgs_rattos in equattons ( 10) and (11):

The results of the regressions are dtsplayed in Table 1. The f mdtngs show that there was

:"” This s:gmftcam trend © m FP(t) also prcse ts the problem of multicollinearity. Lagged values
of FP which were used as an mstrumental variable in an effort fo-‘overcome the simultaneiy

bias wére also highly trended and hence ytelded unrcltable estima €s of - >\

..
A .
o ~



a sngmf jcant posmve trend in the two altemanve dependent variables used here to approxxmate 5 .
relauve wages. The coef ficient of the cychcal vanable dxd not take its expected sign (and it has
a low t-value).. LT
S - Table 1
‘ Trends in Relative Female Earnings

Equation T u! * RELU  Comsam . RY D.W. F stat.
Number - — —— - _ 5 » —
(1) 0.007 0132 .« 0026 - . -0560. . 0.85 174 020.86%

(300 (-0.70)  (-0.89)  (-15.45)** , o '
(8)# 0.004 .  -0269 na. 0315 0.74 187 17350

AR O ) LR OO 8- BT € %) L

= Corrections for first order senal correlation were made using Lhe Beach and MacKmnon
Lechmque (MIL. esumauon) . .o
* = significant at 10% level -
L = signtfic_an'l at 5% level
s = significant at 1% level‘ B _ _
Tests on coefficients were 2-tailed excepl for U 1 which was oneﬂailed

In order to separate the changes in productmty from changes in dlscnrmnatory
“practxces in [hlS measured trend estimates.of n - w will be obtamed from other time series
";data Followmg Ashenfelter [1970 pp. 417 421] two estimated values of n - w were based on

an mdex that takes account of d1f ferences in the percentage dlstnbuuon of males and females

in various educauonal categones and the dlf ferentiai eff echauon has on earmngs

across gender categones In symbols “this mdex denoted by Ed

Ed‘j =3sglyp T+ j = female (F), male (

,where SEJ is the proporuon of the Jth gender group s labor force- wrth E years of schoolmg and

. .YE is the income assocxated with E years of schoohng 139

’

% Income rather than eamings' was used due to data uhavailability of the latter. Using the

1971 and - 1981 census, it was found that the average income 'ig
ralio was. constant at approxxmalely umty -for males whtle -thi

he. average employmen( income
ratio -fell from ,1.11 to 1.04
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, There are two labor quality indexes to consider with respect 10 f emales depcnding on
‘whether the income of females wrthrn each schooling category isa result of erther (a)

drscrrmrnauon agamst females rncreasmg -as they attam more krlled posmons (. e., that di is an

rncreasmg f unctron of the skrll or educatronal level of f emales) (b) that the quality of-
schoglrng drf fers by sex.f or reasons that areto some degree removednf rom_the.l_abcr market
(ie., stereoty.ping- within the séhool system .) }" The latter assumption is consistent-with the
use ol‘ female income werghts in the calculation of EdF Under assumptlon (a) the trend in

"f emale labor qualrty is best estrmated by usmg male income werghts m order to remove l“ rom

the mdex the 1mpact of changes m employers dlscrrmmatron agamst the educauon of f emales

L 4

A third estimate of the drfferentral trend in labor qualrty was achreved through the use

of an mdex that captures changes i in the segregauon of sexes with ,respect to f relds of stud)

'I'hrsmdexrsdefmedas_ N ) . ’

]

rd

EDME = -

_ wlrere B.(l)i , (.‘G(t)-i)_is the percenrageof male (female) recipients 'of undergraduate degrees .
who 'graduated in f ield i at Yime t. EDME reflects changes in labor quality of f emales that are -
related to changes in the sex stereotypmg of educatronal programs as well as changes inf emalc

© tastes and motrvanon concemrng labor market actrvrry derrved f rom changmg socretal

~ conceptions of the role of women. As well the EDME mdex is not. dependem on market

'valuatrons of educatronal quahty whrch precludes any drrect mfluence on it by present labor

o -market drscrrmrnanon

y~ ‘<

N . fet -

An mcreaSe in the value of the EDME 1ndex over time srgnals a greater segregauon o{

the sexes in terms of educauonal pursurts Thrs is assumed to represent a greater mflux of

P

~ 19(cont’d) during the same’ period for females. Hence, ‘the ‘use .of female income "would "
understate . the effects of education on earnings,  and would - bias upwards the esumauon of n . -
woif thrs difference " in .these ratios for females: taken . aL wo pomrs of ume was - 1n lact 3
trend . throughout the fifteen yéar penod studred :
- See Marrm “and Brmton [1984, pp .209- 219] .for 2 further drscussron of: this pmm

I'4



f emales into tradrtionally female oécuﬁations which Are characteristrcally less prodnctive (atb
lee’st from the perspecuve of the markel) than mAle domrnated occupauons Hence, an mcrease
in EDME is taken as an indication thal rtilatrve female productrvrty has. dechned .

~ However the EDME 1ndex dbeS have marrow f ocus - rt mcludes only rhose
_jadividuals who were granted degrees in the present year, For its appropnate use in this
context, it 1s assumed that srmrlar changes in labor qualrty occur among f ull year workers who
are not comamed m the set of presem graduates. In other words, the previous stock is requrred
to behave like the presem ﬂow in order for this index to reflect ‘economy - wide trends in relatrve '
fi emale labor productxvrty For example 1f the shrf tmg of f emales towards male fields of study
isa result of a wrdespread change in attitudes regard\f‘ng what consntutes women 's work thrs :
mdex may mdeed be representatrve of Changes in Telative f emale labor qualrty elsewhere SEEp

Table 2 (pp. 96) presems th eStrmates of n.w,3 the trend differential in labor - o

q.u.aliry which are obtathed from the f Ollowing»regfessions . | o
(12) log(Ed) - 1o§(EdM) = logEdR(0) - logBdy4(0) + (n O)t + vy

| (13) IOS(VE-dFM) - log(EglM) = 1ogEdFM(O) IOgEdM(O) + (ng 1)t + c.

(14) ~_]o‘g(EDME) = log(EDME(0)) + (W, - my)t + dt_ '

v‘»where EdM (EdF) is the male (female) labor qua.lvity.,index,»‘EdFM is uﬁﬁe- femslﬁe index which
uses male income weights and EDME is as defined 'érbor/e ahd Ve & and d are claSsieal

“dxsturbance Lerms. The time trend coef fi 1clent m equauon (14) reflects the assumpnon tha[

. P -
- .dechnmg trends in educauonal segregatlon imply thay relauve f emale labor quahty is mcreasmg.

PR

.Ths assumes Lhat there 1s Lhe ncCCSSary 5cope m “the work - posmon or female pb holders' '
‘to "express . these changed . amludes Ain. rerms of producuvuy, promouon and’ Lransfer 23] other
" firms.

“” -The underlymg funcuonal forrn of these mdexes is assumed to be

EdF(l) c= EdF(O)e
Edy,(t) = Edy )™ :
M s gt
- EDME(t) . EDME(O)C S S
© where t = -0_’, denotes - l,hcv.mm.al_,value for the index.




hence if EDME increases over time (i.e., approaches-one) this is taken to be e:videncé of a

‘widening gap 'o'f labor quality (i.e., W, - n, > 0).1

Finally, in order to obtam an esumate of 'the trend in drscnmmanon (i.e..a, ) ; two
sets of depéndent variables were formed by subtractmg the esumates of Lhe trend in relanvc '
w

female labor quahty from the dependent variables in equa.uons (7) and (8). Thcse two sets of

dependem vanables were then regressed on the samie mdependem variables [ ound in these two

»equatlons ln symbols these newly formed vanables are - o >

(a) DEP = log(RELE) [ O)T '
. o -

: (b) DEPP = log(RELE) (n 1)T ‘

(c) DEPPP = log(RELE) - (n'y - w)T '

o i R

- (16) ,

(2) DEP1 = - 10g(YF/YM) - (ng - wo)T

(b) DEPPl = log(YE/YM) - (n 1)'T‘

() DEPPPl—log(YF/YM) (- wpT. :

. Estlmates from regressrons that use these vanables are found in Table 3 (pp 99).

134 This assertion 15 valid only if (a‘sv was the case ‘here) males are In proportionately greater

numbers: among the higher paid . educational - categories’ throughout the durauon of the- study.



A. Summa::y of the Empirical Résults o . - o

.‘Estlmatcs of Labor Quahty Trends

" The ordinary least squares estxmates of the trend of relauve female labor quahty off ers

conﬂxctmg evxdence of its direction. '** Usmg the mdex which attnbutes the lower f emale

_earnings (income) in each schoohng categories to dxscnmmauor_l against females w:thm '

I L )
- Table 2 . ‘
Estimated Trends in Relative Female Labor Quality
' ~ .. » ) N . . o . . N . . > ) ) . <
Equation - ‘Dependent " Estimates of ( i '~ Results
Number  Variable h (n-w), -
12) loz(EdF) los(EdM) : ; 0.22 . R%*=0.938
) g ' (13.438)%** " R%adjusted=0.932 -
‘ . Fstat(1,12)=180.591
: - . D.W.=2.352
» _ C 2
(13) log(Edg,)-log(Edy) : -0.000 R*=0.002 "
- ' | . (-0.159) R2adjusted=-0.081
" S 4 Fstat(1,12)=0.025
S : _ D.W.=2.298
(14) ~ log(EDME) - 0005 . R2=0330
woo o ; (2.1047)* R2adjusted =0.2%
C Fstat(1,9)= -4.}‘428

N . D.W.=2.155
Qrdinafy least squares estirﬁa;es ‘
. eee = significant-at 1% level -
** = significant at 5% level
.. * = significant dt 10% level )
Tests on .coefficients of T are 2-tailed. Only  the first regression was sxgmf icant at. 5% 1eve1 No presence of
.helcroskedasucny was found (Whue Lest)

the educational system, results in an estimate of an annual growth rate of. relative female

' - Due to . data unav'a‘ilability," trends " in " labor quality were. not able to .be measured for the
duration. of the period studied. By using these estimates for “the period 1971-1985, it 1s being
assumed: -that -the trend prior to 1975 in the case. of the EDME index, and prior to 1973 in
“the case - the othcrs. is sxmnlar to that of the subsequcnt penod : IR
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productiv'ity. of 2.2'percen't. In contrast, bot.h the index which assumes that there exists no laho'r |
market dlscnmmatron agamst the educauon of f emales (1 e.. EdFM) and the mdex which
assumes thay( bor quahtrdlf ferences can be measured by the segregauon of female graduates '
-in a limited number of fields of study (i.e., EDME) estrmate a decline in female. g_oductrvuy
relatwe to male producuvrty While the estimated decline of the former index was statistically

-insignificant, the blatter produced an estimate of a 11 percent annual decrease in the relativc '

female productivity that was significant at the 10 percent level (2-tailed test).

| Estimates of the Trend in Discriminntion (A) 4
In ‘compa'ringk the estimates obtained using the two dlf ferent sets of dependent variables,
the estimates of the corresnonding tlm'e trend coeff i.cierIs (i.e., the coeff iclentsv that are found
in equations which utilize the sagge lahor quality indexes ) are of the lsame sig’nvand'sof similar
magnitude. As well, both equation sets suggest an insignif'ica'nt ’cyclical effect. As a
consequence of these srmllantres and tof ac1htate compansons w1th other studles only
_ estxmates derived from usmg dependent vanables based on relative f. emale earnings (i.c., .DEP1,
DEPP1, DEPPPl) w1ll be cited hereafter
Usmg the two Aihenf elter labor qualrty mdexes the estimates of the effects ’f changes

in discnmtnatlon on relative earnings range from an annual increase of 0.7 perccnt_ (assuming

" no differences in the Quality of f_emale and male-schooling) to a decline of 1.7 percent per year

‘ (assu'mingv no labo_r market discrimination against the education of f emaleS).. The use of the

educational segregation variable in estimating labor quality trends, suggests that changes in

drscrrmx a\tron lead to an mcrease in relatwe earnings at an annua‘ rate of 1 2 percent In terms
of measurmg the trend in D(t) that could be acc‘nted for by the normal f uncuomng of the
labor market and the anti- drscnmmauon leglslatlon of the perlod these estlmates are blased
since the effect on relative earnmgs from 1ncreases inf emale/male employment rauos are not

controlled for. However ‘even 1f thts bias is con51dered to neghglble since the esumatcd trend

coef ficients are of differing srgns the findings are ambtguous thh ‘Tespect 1o the testmg of the
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neoclassical prediction of -the l‘ g Tun disappearance of discrimination. R

'l'he mﬁgmtude and the direction 'o'f the trend in labor market-discrlmination largely
depends on whrch index of labor qualrty is used. Thrs illustrates the crrtrca%gart played by
assumptions conceming relative female productivity in the measurement of discrimination.

. ) ~d. R ) .
Given that the measured trend in discrimination is that part of the trend in relative earnings K

 that cannot be attributed to changes in relative labor quality, the index which indicates the'
groatest increase in relative female productivity will also yield the smallest decline in labor
market discrimination. Moreover, which estimate of the trend in distrimination is to be

)

consrdered more rehable depends on Whrch labor quahty mdex more accurately reflects changes
in male l'emale skrll differentiais. Srnce Canadtan data is lackmg on thrs matter "” no agempt,

o rank the indexes accordmg to therr emprrtcal relevance wrll done here

PROVy

Insteéad, these estimates could be 1nterpreted as provrdmg a’range of possrble values f or

trends in dxscrrmmatron In- partrcular the tncrease in drscnmmatron suggested by the estrmated _
P .
parameters in equatxon (16 a) is derrved from the 1abor quality index whrch assumes no -

dtscnmmatton by employers agarnst the educatton of females By constructron thls mdex

reflects the growth of relatxve female income; some of whrch could be plausrbly attnbutled a

-

declining trend in drscnmmatron rather than bemg exclusrvely caused by the growth in labor

quality. Theref ore, it. may be approprrate to consxder thlS éstrmate of >\ to approxrmate a lower ’

bound f or the range of values whrch measure the 1mpact that changes in drscrrmmauon have

had on relatrve earmngs, oo L ‘ ' ;;_V'_gl

In companng these results with those of Ashen‘felter [1970] and Oaxaca [1977] the .

magmtude of the-estimated eff ect on relatxve earnings attrrbutable 1o changes mdrscrrmmatron'

v

is srmrlar although in thelr studres this estimate did- not change srgn wrth the use of dif’ ferent ‘

tn

labor quahty indexes. However, their studies did prod-ue‘e mtxed results msof ar as subgroups

e

'\v Lo

-

RRCIY study like O™Neill's whrch compares Cross sectronal data at drl‘(erent pomts of time, would

be helpful if applied to Canadian data. .
' Of course, greatet confrdence could be placed in this value being a lower bound: estx;nate if
1t was determipied that mcreases in relative female employment lead - to decreases in relative C

earnings.

L
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. Table 3 '
Estimated frends -in _Discrimination
Equation . Dependent =~ T ‘ut RELU°  Constant ‘R? DWW, fF.qa.
Number  Variable R o : v
15# (a) DEP 0018 -0.259 4315 092 188 - bageees
T (9678 (-1.548) (1309 | '
DEPP 0,004 - T T 0S8 . 188 - 1880
(b) I B ‘\\ L ' ’
‘ (2.285> % RN
. DEPPP : 0'.'009.' : " - o " ~0.890. - 1.88 . 50.27¢%
“i(¢) N _ ] Lo ’ ' :
‘ (4900, ° T : : , o
16 (a) DEPI' ' -0017  -0132  -0.026 - - -0.561 096 L34 g3adees
. L7500 (-0.70)  (-0.89)  (-15.45)%ee - | -
DEPP1 0007 .t 086 174 22.agees
(b) P ' o ' . '
(3.14)% o : » Lo \
. DEPPPL. 002 e N94 . 1 sg.T7ese
) - o | )
(5410 :
# = Correcttons for first mder senal correlauon were made usmg the Beach and M;gKi'rtnon"‘
‘techmque (ML estxmauon) o S . IR .t
see L | stat. significant at 1% level - e .
** = 1 stat. significant at 5% “level ’
* = t stai. significant. at 10% VleyelA

= both the estimate and t stat. are -identjcal to those above’ ] i
Tests on T and..C are two-tailed. Tests on u are one-lailed. All regressions were .
significant at 1% level. Heteroskedasticity was not present  (using -the White'flest).

.t N N t“ ‘ N . i
within the minority group (i.e., nonwhite females, white females) did have opposite-signed

: estimate(of the trend in discrimination. As well, the f indings here of an insignificant cyclical
effect on relative earnings is not inconsistent with their results.

It should be stressed that the sxmtlanty of results does not xmply a samtlamy in the

ES ',ﬂ

’ trend m dtscnmmatnon for the different time pertods and geographtcal spaces covered by these

¥ LA -

studtes Changes in the 1nst1tut10nal and mdustnal structurc that dif fer across time penods and

Bl

-natlonal boundaries may affect the trend in relgtiVe f emale eamin:gs- (.e.—g..,'_dif f ereht.rates of -°

v
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-
change in pubhc sector employment and its gender composmon) To the extent that these

_ differences are not adequately controlled f or, they will have an 1mpact on the measured trend in
dtscnmmatxon | -

One example of the impact that dif f erenttal change in mstltutronal structure ‘may have :
on the trend in relatwe female wages (earmngs) concerns the rate of’ umomz.auon Durmg the.
ume penod covered by Oaxaca [1980] (1955 1971) the percentage of umomzed workers in the
‘ labor force was relatively constant, whrle there was a modest growth in the untonlzatron of the
Canadian work -force for the period éxamined here (1971-19E?5) . As WPH' there was a higher
'r'ate of growth in the female proportion of total union ‘m'entbership for the population;under
cons_ideration in t‘his study,~m Given ‘t;l'}at there iexists a wage(earni'ngs) advantage associated
‘with unionraation that is simiiar across gender lines,. 139 tms evidence suggests that changes in
~ the relative Tates of unionization ntay have been a more significant factor in increasing relative

L]

female wages (earmngs) f or the data set used here: If thrs is the case, the absence of a relative

hY

unionization variable in the model would result ina greater downward bras to the esumated

trend in drsc_rtmmatloh in the present _study.than in anaca s,

S

" This data. was obtained from. Kumar 1986. pp. 109, @'_7']," Kenneally (1981, Pp. 22'1'],,, and
" Staustics  Canada -Cor porations and Labour Umons Returns Act: Part 2. -

M Ashenfelter {1978, Pp. 33] has estimaie¢ the wage advantage to be . simitlar for white ' males
and white fetmales. ‘ . e ' -




Y
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/" V.CONCLUSIONS
A Since'th’e estimates concerning the trend in dlscrimination are ot contradieting signs,
this study has been unable 1o p,rotiide any compeliling evidence concerning the long run viability

.of discrintination inthe labor market. Ho‘wever. given the lack ot‘ forrespondence bewween thc
‘relevant theoretical terms and the data used, indings which unequivoeally support either
direction in the trend should be subject 'to some skepticism. Specif’ ically. studies of this.'typc’ ,
require a better proxy for labor quality than those based on tﬁetdistribuuon of schooling
charactgfistics. Some accopnt for changes in the levels of work experience between the two
3groups should be incorporated into an-index which atter’npts 10 reﬁect trendS'in labor quality.
Thrs is especrally relevant for this data set since increases in female labor parttcrpatron are lrkclv
to have implications for the average work experrence of females [O'Neill, 1985, pp S100- SlOb

Barrett 1977, pp. 345+ 350] | | 3 ‘-

swell, the aggregate nature of the data preSents additional- prOblems concerning the

interpreta’tion of t results Crude proxles f or wage rates and 1Abor qualrty are requrred to
srmulate the aggregate effect of mdtvrdual frrms drscrrmtnatory behavror Their use in
esumatmg trends in drscnmtnatton should lead toa greater skeptrcrsm of the results obtamgl
.here than those from a less aggregated approa@h (e.g., at the mdustry level) which allows thc

. use of vartables which have direct relevance tothe theory (predlctron) being tested. Anothcr
difficulty-is that the.time trend coeff icient in the equation that attempts to measure the trend in.
discrimination wrll be mfluenced by sectoral changes that affect relatrve female earmngs For

xexample the expansion of the service sector employment relative to other sectors wrll result in
the relauve female earnmgs in that sector bemg represented 1o a greater ex 9 in the aggregatc
fi emale/male eammgs ratio. Given that there exists dtf f,erent earnings ratios across sectors the

i estimated change‘ in relative eamings attributed to discrimination Will also ref‘lect the effects of -

' exogenous changes in the structure of economy. Changes in the institutional structure (e.g.,

trends in the relative rate of unionization) may also af’ fect the estimated trend in discrimination

if, as with the convention_al model used here, such factors are inadequately controlled for.

101
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' Fmally the data mcludes the pubhc sector whxch is both less responsive to competmve : ‘
pressures ( whnch will lead to a slower reducuon in dxscnmmauon in the aggregate assummg the
' 1heory is true) and is subJect to anti- dlscrxmmauon leglslanon 1o a greater extent than private
omen's Bureau, 1984, p. 29-30). Whether these opposmg mfluences on the trend of

- r )
discrimination roughly cancel each other out is an empmcal question which is beyondthe scope A

of this study. These additional difficulties broﬁght about by thé use of a‘ggr'egat»e_ data suggests
" that further research in this area would be bejter served by examining' trends in discrimination .

within sectors which would allow for a better matching of data and theoretical terms.
. . . . S . M
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