
HID 430?,,5 .IXS&Ha 

International Standard Book Number: 0-226-04115-8 

Library of Congress Catalog Card Number: 51-8518 

The University of Chicago Press, Chicago 60637 

The University of Chicago Press, Ltd., London 

© 1957, 1971 by The University of Chicago. All rights reserved 

Published. 1957. Second Edition 1971 

Printed in the United States of America 



THE 

ECONOMICS 

OF 

DISCRIMINATION 

Gary S. Becker 

Second Edition 

THE UNIVERSITY OF CHICAGO PRESS 

CHICAGO Sc LONDON 

1971
[1957]



ix 

1 

9 

13 

19 

39 

55 

75 

84 

101 

110 

135 

153 

163 

Contents 

List of Tables 

Introduction to Second Edition 

Introduction to First Edition 

1. The Forces Determining Discrimination in the 

Market Place 

2. Effective Discrimination 

3. Employer Discrimination 

4. Employee Discrimination 

5. Consumer and Government Discrimination 

6. Market Discrimination 

7. Discrimination against Non-Whites. I 

8. Discrimination against Non-Whites. II 

9. Changes in Discrimination over Time 

10. Summary 

Index 

Vll 



List of Tables 

1. Median Income of Indians and Negroes in 1950 by Region 

and Urban-Rural Classification.25 

2. Relative Numbers of Non-white Males Employed in 

Manufacturing Industries in 1940 in the South by Oc¬ 

cupation AND MONOrOLY-COMPETITIVE CLASSIFICATION . . 48 

3. Number Employed by Monopolistic and Other Manu¬ 

facturing Industries in the South, 1939 . 53 

4. Value Added per Establishment for Manufacturing 

Industries in the North and South in 1947 . 87 

5. Relationship between Proportion of Non-Whites Em¬ 

ployed and Value Added per Establishment in Competi¬ 

tive Manufacturing Industries in the South in 1940 . . 88 

6. Relative Number of Non-white Males Employed at Dif¬ 

ferent Occupations in the South in 1940 for Retailing 

and Manufacturing.91 

7. Number of Male Negro and White Engineers, Dentists, 

Physicians, and Lawyers and Judges in the United States 

for 1940 and 1950 . 92 

8. Relative Number of Negroes and Jews in Various Profes¬ 

sions in Ohio.96 

9. Ratios of Male Non-white to White 1939 Mean Incomes 

and Ratios of Number of Non-Whites to Number of 

Whites by Urban-Rural and Region of Residence and 

Degree of Employment.105 

10. Ratios of Non-white to White Urban Male Wage or 

Salary Incomes by Region, Age, and Educational Level, 

1939  Ill 

11. Negroes as a Per Cent of Native White Urban Male 

Wage or Salary Workers by Age, Education, and Region 112 

IX 



x List oj Tables 

12. Relative Number, Income:, and Education of Non-Whites 

for Standard Metropolitan Areas in the South in 1950 . 124 

12A. Average and Marginal Market Discrimination against 

Non-whites for Various Age and Education Classes, by 

Region, 1939 . 131 

13. Relative Number of Negro and White Males in Differ¬ 

ent Occupational Categories for the United States, 

1890-1950   137 

14. Number of Negroes and Whites in the North and South, 

1890-1950   138 

15. Relative Number of Negro and White Males in Differ¬ 

ent Occupational Categories for the North and South, 

1910, 1940, 1950 . 139 

16. An Index of the Occupational Position of Negroes and 

Whites in the North and South for 1910, 1940, and 1950 . 140 

17. Comparison of Two Sets of Occupational Data in the 1940 

Census.144 

18. Comparison of Adjusted and Unadjusted Usual Occupa¬ 

tion Statistics for 1940 . 145 

18A. Index of the Occupational Position of Negroes and 

Whites, 1910, 1940, and 1950 (1951 Weights) .... 150 



Introduction to the Second Edition 

Any author who receives a request from his publisher for a second 

edition of his book is pleased, especially if the request comes almost 

fifteen years after publication of what was essentially a doctoral 

dissertation. I confess, however, to a special pleasure because the 

growing interest in the book vindicates the Department of Eco¬ 

nomics of the University of Chicago, whose proposal that it be pub¬ 

lished in the series Economic Research Studies met with strong 

opposition. Some readers asserted that economics is not relevant in 

analyzing racial discrimination against minorities; others, more 

mildly, that the economic theory I use is not relevant; and others, 

milder still, that I omit too many non-economic considerations. 

Only the strong support of the Economics Department backed up 

by the confidence of the publishers in the judgment of the depart¬ 

ment overcame the opposition. 

Initial reactions to the publication of The Economics of Discrimi¬ 

nation supported the opposition in several ways. It was reviewed in 

only a few of the major economic journals.1 Moreover, practically 

no studies of discrimination by economists appeared during the 

first five years after publication.2 
On the other hand, many journals oriented to sociologists and 

1. It was, however, generally favorably reviewed: see the reviews in the 

American Economic Review (June 1958), Journal of'the American Statistical As¬ 

sociation (December 1955), and Southern Economic Journal (April 1958). For 

an unfavorable review, see the Industrial and Labor Relations Remeiv (Decem¬ 

ber 1958). 

2. The one major exception is the important article by A. A. Alchian and 

R. A. Kessel, “Competition, Monopoly, and the Pursuit of Pecuniary Gain,” in 

Aspects of Labor Economics (Princeton: Princeton University Press, 1962). 

1 



2 The Economics of Discrimination 

other noneconomists reviewed it favorably.3 Most importantly, the 

study of discrimination against minorities is presently attracting 

many economists: a growth in sales of the book after 1962 has been 

accompanied by an outpouring of articles and books by economists 

on minorities, especially Negroes, that is continuing to accelerate 

rather than abate. 

Since the first edition has developed an independent life, its text 

is essentially left intact aside from the correction of typographical 

errors; I have not tried to eliminate the errors in substance or to 

clarify the excessively brief or the obscure passages. Instead I in¬ 

corporate separately, as addenda to various chapters, three dis¬ 

cussions of discrimination that I published after the first edition 

appeared. 

The treatment of discrimination by trade unions in the first edi¬ 

tion is inadequate, especially considering the importance of unions 

in the labor market. I did claim that “the analysis has several impli¬ 

cations for discrimination in unionized markets,” and urged a study 

of “the relative amount of employee discrimination in unionized and 

competitive labor markets” because “too often the word has been 

taken for the deed; that is, union pronouncements have been con¬ 

sidered synonomous with union behavior.” I clearly meant that 

actual union discrimination is substantially greater than that ad¬ 

mitted in the public statements of many national union leaders. 

Reprinted as an addendum to chapter 4 is an analysis of union 

discrimination published in 1959. It explains why unions often 

strongly discriminate, a discrimination that has been well publicized 

in recent years as Negroes and other minorities have tried to gain 

admission to different craft unions. 

Chapter 8 demonstrates that market discrimination against non¬ 

whites apparently increases as their education and other training 

increases. Since I forecast an increase in their education relative to 

that of whites, which has occurred, I conclude that “it is important 

3. See, for example, the reviews in American Journal of Sociology (March 

1958), Social Forces (December 1958), American Sociological Review (February 

1958), Social Problems (Winter 1958-59), Library Journal (August 1957), or 

Social Studies (October 1958). 



Introduction to Second Edition 3 

to investigate the cause of the greater market discrimination against 

older and better-educated non-whites.” As a by-product of a sub¬ 

sequent analysis of human capital, I considered further the relation 

between market discrimination and education; this analysis is 

presented as an addendum to chapter 8. The relatively small market 

discrimination against Negro male college graduates in the South, 

for example, is explained by the concentration of these graduates in 

professions like medicine or dentistry, where they can cater to a 

Negro clientele. 

The calculations in chapter 9 of the absolute and relative occupa¬ 

tional position of Negro males during the first fifty years of the 

twentieth century had more impact than any other empirical ma¬ 

terials in the book.4 In response to a critical comment on the method 

used, I published a brief elaboration and defense that also included 

a calculation of the change during the 1950s. This is presented as an 

addendum to chapter 9. 

I will use the rest of this introduction to comment on several 

additional developments since publication of the first edition. Mem¬ 

bers of a minority group can suffer from relatively high unemploy¬ 

ment either because they are concentrated in activities that are 

especially prone to unemployment, or because they are less em¬ 

ployed in each activity. Discrimination would be responsible for 

their high unemployment to the extent that it was responsible 

either for their distribution by activity or for their greater unem¬ 

ployment within each activity. Discrimination could not be respon¬ 

sible for the latter, however, if the wage rates of minority members 

were sufficiently lower than those of majority members in the same 

activity to incorporate fully the tastes for discrimination against 

minorities. For then firms would have equal incentive to hire or lay 

off members of both groups. 

Although unemployment was largely ignored in the first edition, 

I was aware of this important implication of the analysis, and in¬ 

cluded in my suggestions for future research the statement, “It 

4. A fuller analysis that also includes females has been published by D. L. 

Hiestand in Economic Growth and Employment Opportunities for Minorities (New 

York: Columbia University Press, 1964). 



4 The Economics of Discrimination 

would also be interesting to determine whether the traditionally 

greater unemployment of non-whites than of whites is consistent 

with the analysis presented here.” A few calculations I had made 

indicated that most, but not all, of the high unemployment of non¬ 

whites resulted from their concentration in occupations that are 

prone to unemployment. 

More intensive calculations since then, especially by Harry 

Gilman,6 indicate that less than half of the greater unemployment 

of non-whites results from greater unemployment within an occupa¬ 

tion. One difficulty with attributing this part to discrimination 

against non-whites (which is contrary to the implications of our 

theory) is that the differences between the unemployment rates of 

non-whites and whites within an occupation are apparently greater 

in the North than in the South,6 although discrimination against 

non-whites is much greater in the South (see my chapter 8). Instead 

of discrimination, Gilman attributes the greater unemployment of 

non-whites within an occupation to the effects of minimum wages, 

unemployment compensation, and trade-union policies, but he does 

not have much evidence. No one has yet provided an explanation 

that is consistent, among other things, with the North-South 

difference.7 

In estimating the quantitative importance of economic discrimi¬ 

nation against members of a minority group, one needs to know 

what their earnings would be in the absence of different kinds of 

discrimination. Unfortunately, not much evidence is usually avail¬ 

able, and somewhat arbitrary assumptions have to be made. For 

example, I assume in chapter 8 that white and non-white males of 

the same age and years of schooling would earn the same amount 

5. See his “Economic Discrimination and Unemployment,” American Eco¬ 

nomic Review (December 1965), and “The White/Non-White Unemployment 

Differential” in Human Resources in the Urban Economy, ed. M. Perlman (Balti¬ 

more: Johns Hopkins Press, 1963). 

6. Ibid. 

7. The Journal o f Political Economy (June 1968) did include the North-South 

difference in the relative unemployment of non-whites in its “Puzzles and Prob¬ 

lems” section, but no one has yet proposed a solution (although see the remarks 

in the June 1969 issue by M. J. Greenwald). 
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without market discrimination. Others have assumed that persons 

of the same IQ, suitably adjusted for cultural differences, would 

earn the same amount without discrimination of any kind. 

The estimates in recent years of the actual productivities of 

different groups can sometimes be used to determine what earnings 

would be without market discrimination. Probably the development 

since the first edition of a systematic analysis of investment in 

human capital has the most significance for the study of economic 

discrimination. If members of a minority group were, on the aver¬ 

age, as able as members of a majority group, lower earnings of the 

former can be said to result from a combination of less investment 

in human capital and discrimination against their capital. 

For example, the lower quality education received by non-whites 

compared to that received by whites apparently explains some, but 

far from all, of the difference in earnings between non-whites and 

whites with the same years of schooling.8 Recent work indicates 

that the rise in earnings with age after a person enters the labor 

force is primarily due to on-the-job training, learning, and other 

post-school investments in human capital.9 Some, perhaps most, of 

the decline in the relative earnings of non-whites with age is the 

result of smaller post-school investments, perhaps because of dis¬ 

crimination in their access to these investments. The discussion in 

chapter 8 of discrimination against non-whites by age and schooling 

needs to be systematically reconsidered from the viewpoint of in¬ 

vestment in human capital; the addendum to the chapter and other 

studies10 are only a small step in this direction. 

8. In the addendum to chapter 8 mentioned earlier I show not only that the 

amount spent per student in colleges attended by non-whites has been signifi¬ 

cantly lower than the amount spent in those attended by whites, but also that 

the rate of return from colleges has been lower for non-whites. Also see the study 

by Finis Welch of incomes in the rural South (“Labor-Market Discrimination: 

An Interpretation of Income Differences in the Rural South,” Journal of Politi¬ 

cal Economy [June 1967]). 

9. See, for example, J. Mincer, “The Distribution of Earnings,” Journal of 

Economic Literature (March 1970). 

10. See, for example, J. Mincer, “On the Job Training: Costs, Returns, and 

Some Implications,” Journal of Political Economy (Supplement, October 1962). 



6 The Economics of Discrimination 

The application of international trade theory to the analysis of 

discrimination against minorities (in chapter 2) is the theoretical 

innovation in the first edition that has had the greatest influence. 

I showed that while both minorities and majorities gain from 

“trading” (i.e., from working with members of the other group 

rather than just with each other), the gain usually is especially 

great for minorities. This conclusion was used to evaluate the eco¬ 

nomic effects of Marcus Garvey’s “back to Africa” movement in the 

twenties, and the enforced economic segregation of American Indi¬ 

ans. It has since been used with insight to evaluate the effects of 

the new separatism preached by some militant advocates of Black 

Power.11 

I also showed that if, say, the majority had “tastes for discrimi¬ 

nation” against working with the minority, “trade” would be re¬ 

duced, and thus so would the money income of the minority and the 

net income (i.e., the income net of the psychic costs of working with 

the minority) of the majority. Since whites are numerically and 

economically much more important than non-whites in the United 

States, the gains from “trade” are much greater for non-whites; 

therefore, discrimination lowers their incomes by a relatively large 

percentage. On the other hand, in a country like South Africa where 

non-whites are so numerous, the net incomes of both groups tend to 

be significantly reduced by tastes for discrimination. 

I was well aware from optimal tariff and general monopoly 

theory that a reduction in trade could increase the money incomes 

of say the majority group, but I considered this irrelevant if trade 

were reduced because of tastes for discrimination. It would become 

relevant if trade were reduced because of collective action by vari¬ 

ous members of the majority to benefit themselves at the expense 

of others, including the minority. These actions include price dis¬ 

crimination by firms with monopsonistic power in labor markets, 

restrictions on entry by strong trade unions, and the use of govern¬ 

ment power to further various interests. 

In the addendum to chapter 4 I consider the effects of trade union 

11. See Albert and Roberta Wohlstetter, “ ‘Third Worlds’ Abroad and at 

Home,” Public Interest (Winter, 1969). 
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restrictions on the employment of minorities. The most important 

and pervasive influence, however, clearly has been government 

action. Early in the twentieth century the government of South 

Africa already restricted the employment of blacks in mines— 

largely, it should be added, at the urging of the union of white 

miners. One need only note further the government harassment of 

Chinese merchants in Indonesia and Southeast Asia, the expulsion 

of Indian merchants from parts of Africa, the confiscation of some 

property of Japanese Americans in the United States during World 

War II, the restrictions legislated against Negroes in various south¬ 

ern states, the limited amount of public education available to Jews 

in eastern Europe for several centuries, or the government-imposed 

Apartheid in South Africa. 

Of course, as demonstrated in chapter 5, minorities can often use 

the government to protect themselves and even to further their 

own interests. Witness the passage of local, state, and federal fair- 

employment laws in recent years,12 the open-admissions policies of 

various public colleges, or the government-imposed “Philadelphia 

Plan” to increase the employment of minorities in the building 

industry. 

The first edition paid only limited attention to the economic 

effects on minorities of collective action, and the addendum to 

chapter 4 on trade unions is only a small step toward a full analysis. 

Unfortunately, moreover, not many studies since then have dealt 

with it, although recently the view has been revived that majorities 

discriminate in order to raise their money incomes at the expense of 

minorities.13 In addition to government and trade union discrimina¬ 

tion, collusion in the non-union private sector is also stressed, even 

12. In an excellent analysis of the effects of state laws, William Landes 

shows that they apparently have raised both the earnings and the unemploy¬ 

ment of non-whites. See his “Economics of Fair Employment Laws,” Journal 

of Political Economy (August 1968). 

13. Two of the better known studies are by Anne O. Krueger, “The Econom¬ 

ics of Discrimination,” Journal of Political Economy (October 1963), and Lester 

C. Thurow, Poverty and Discrimination (Brookings Institution, 1969), especially 

chap. 7. I say “revived” because this view pervades the Marxist-inspired litera¬ 

ture (see my discussion in chapter 2, section 2). 
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though no one has shown how thousands of firms and millions of 

workers are able to conspire successfully against minorities. (See 

my comments in chapter 8, section 1.) Our ignorance of the scope 

and incidence of collective action against minorities is perhaps the 

most important remaining gap in the analysis of the economic posi¬ 

tion of minorities. 

Although our understanding of the economic effects of discrimi¬ 

nation has increased significantly since the mid-fifties, I hope it 

increases so rapidly in the future that the materials in this book 

become obsolete before another decade begins. 



Introduction to the First Edition 

One might venture the generalization that no single domestic issue 

has occupied more space in our newspapers in the postwar period 

than discrimination against minorities, and especially against 

Negroes. This generalization is unquestionably true of the period 

since the momentous decision by the Supreme Court to outlaw 

segregation by color in public schools. While much of the discussion 

has concentrated on discrimination in such non-market activities as 

church and school attendance and voting, there has also been con¬ 

siderable discussion of discrimination in the market place—in 

employment, housing, transportation, etc. Such discrimination has 

assumed importance not only because of its direct economic conse¬ 

quences but also because of the belief that by eliminating market 

discrimination one could eliminate much of the discrimination in 

non-market areas. 

Although discrimination against Negroes in the United States 

receives world-wide publicity, the extent of discrimination in the 

market place in this country is probably much less than in almost 

every other country in the world. In South Africa discrimination is 

also based on color; the plans for “Apartheid” envisage almost 

complete residential segregation of whites and blacks and large- 

scale segregation and discrimination in other market areas. In other 

Commonwealth countries and in many of Great Britain’s colonies 

there is much discrimination against colored people; but, since 

market discrimination by Englishmen is combined with geographical 

separation from England, this is often not considered “English 

discrimination.” In most undeveloped countries there is so much 

discrimination against women and persons of lowly origins (e.g., the 

“untouchables”) that this is uniformly agreed to be a major obstacle 

9 



10 The Economics of Discrimination 

to rapid economic progress. In Great Britain, France, and other 

western European countries there is still discrimination against per¬ 

sons from lower classes and in Communist countries against persons 

with capitalistic backgrounds. These examples should suffice to 

show that a study of the economic consequences of discrimination is 

applicable not only to the United States but to almost every coun¬ 

try in the world. 

A study of this kind could provide the information needed for 

wise private and public decisions. For example: (1) If discrimination 

against minorities increased as their relative number increased, this 

would at least partly explain the difference between the treatment of 

Negroes in the North and South and would argue against northern¬ 

ers treating southern discrimination as indicating a wholly alien 

temperament. (2) Regardless of how “equal pay for equal work” 

of men and women is defined, an adequate evaluation requires 

knowledge of its economic effects. (3) Some observers have claimed 

that Negroes today are no better off economically than they were 

thirty or forty years ago; a public policy of outlawing discrimination 

would be in greater demand if minorities had made little economic 

progress during this century. (4) As a final example, antitrust 

policy would be put in a new light if monopolistic enterprises were 

known to discriminate more than competitive enterprises. 

In view of the importance of discrimination, it may seem sur¬ 

prising that economists have neglected its study.1 One can only 

speculate about the reasons for this neglect. Other social scientists, 

notably the sociologists and anthropologists, by their early entrance 

into this field may have established it as their property; the econo¬ 

mist here, as elsewhere, has respected the property rights of others. 

The inability of economists to deal in a quantitative way with non- 

pecuniary motives could have been a sufficient deterrent, since such 

motives constitute an essential aspect of discrimination in the 

market place. They have lacked a systematic theory with which to 

interpret the economic differentials between majority and minority 

1. One interesting exception is the article by Donald Dewey, “Negro Em¬ 

ployment in Southern Industry,” Journal of Political Economy, LX (August 
1952), 279-93. 
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groups, a theory that could weave together discrimination toward 

minority groups with free choice of enterprise and occupation. 

I have attempted to remedy this neglect by developing a theory 

of discrimination in the market place that supplements the psy¬ 

chologists’ and sociologists’ analysis of causes with an analysis of 

economic consequences. While even the causes are not well under¬ 

stood, the absence of adequate discussions of consequences is prob¬ 

ably the most serious lacuna in the literature on the subject. This 

theory can be applied to “discrimination” and “nepotism” in all 

their diverse forms, whether the discrimination be against Negroes, 

Jews, women, or persons with “unpleasant” personalities or whether 

the nepotism be in favor of blood relatives, countrymen, or class¬ 

mates, since they have in common the use of non-monetary con¬ 

siderations in deciding whether to hire, work with, or buy from an 
individual or group. 

This theory is applicable not only to discrimination and nepotism 

in the market place but also to non-market discrimination and 

nepotism and, indeed, more generally to other kinds of non- 

pecuniary motivation as well. From this viewpoint the major con¬ 

tribution of the book is to develop a theory of non-pecuniary moti¬ 

vation and to apply it quantitatively to discrimination in the market 

place. It is my belief that this application will stimulate the quanti¬ 

tative analysis of non-pecuniary motivation in other areas. 

The plan of the book is as follows. Chapter 1 sets out the basic 

approach and some important definitions. Chapter 2 applies the 

theory of international trade to the evaluation in a general way of 

the effect of discrimination on the incomes of different groups. 

Chapters 3, 4, and 5 treat separately the effects of discrimination by 

employers, employees, consumers, and governments on the incomes 

of particular factors. Among the topics considered are the relative 

amounts of discrimination in monopolistic and competitive indus¬ 

tries and in unionized and competitive labor markets, the causes of 

residential discrimination and segregation, and the effectiveness of 

discrimination by competitive and complementary factors. Chapter 

6 develops a theory of the joint effects of discrimination by em¬ 

ployers, employees, consumers, and governments. This theory tells 
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why southern industry specializes in small establishments and why 

Negroes prefer some occupations and industries to others. 

Chapters 7, 8, and 9 consider several additional applications of 

the theory developed in earlier chapters, including, among other 

things, the causes of regional differences in market discrimination 

and whether discrimination against Negroes has changed over time. 

I have been fortunate to receive support from two foundations 

and encouragement and criticism from many people. I would like 

to express my gratitude to the Earhart Foundation for granting me 

a fellowship for the academic year 1953-54; to the Sears Roebuck 

Foundation for making funds available for research assistance; and 

to W. J. Baumol, E. J. Hamilton, A. C. Harberger, D. G. Johnson, 

J. Marschak, F. Mosteller, T. W. Schultz, G. J. Stigler, J. Willett, 

and M. Zeman for helpful comments. 

I am especially indebted to H. Gregg Lewis, who has generously 

given his time to numerous discussions of the ideas in this book. 

He has influenced virtually every page, so that, whatever defects 

may remain, the end product would have been vastly inferior 

without his help; to Milton Friedman, not only for his comments on 

several drafts of this book, but also for training in economic 

analysis and for continually emphasizing that economic analysis 

can be used for the solution of important social problems; and to 

my wife Doria, for her computational, typing, and literary help 

and for her patience and encouragement. 



CHAPTER ONE 

The Forces Determining Discrimination 

in the Market Place 

In the sociopsychological literature on this subject one individual 

is said to discriminate against (or in favor of) another if his behavior 

toward the latter is not motivated by an “objective” consideration 

of fact.1 It is difficult to use this definition in distinguishing a viola¬ 

tion of objective facts from an expression of tastes or values. For 

example, discrimination and prejudice are not usually said to occur 

when someone prefers looking at a glamorous Hollywood actress 

rather than at some other woman; yet they are said to occur when 

he prefers living next to whites rather than next to Negroes. At best 

calling just one of these actions “discrimination” requires making 

subtle and rather secondary distinctions.2 Fortunately, it is not 

necessary to get involved in these more philosophical issues. It is 

possible to give an unambiguous definition of discrimination in the 

market place and yet get at the essence of what is usually called 

discrimination. 

1. Many references can be cited for definitions of this kind. In a discussion of 

the problems involved in defining prejudice, Gordon Allport arrives at this 

definition: “Ethnic prejudice is an antipathy based upon a faulty and inflexible 

generalization” (see his The Nature of Prejudice [Cambridge, Mass.: Addison- 

Wesley Press, 1955], p. 9). 

2. The distinction drawn by Allport and others is that those discriminating 

against Negroes give “erroneous” answers to various questions about Negroes, 

while those asked about Hollywood actresses do not. Let us waive the problem of 

determining whether some answers are erroneous and probe this distinction from 

another direction. Suppose that the answers given about Negroes violate no 

known facts, while those given about Hollywood actresses are in blatant conflict 

with the facts. Would persons drawing this distinction now agree that the prefer¬ 

ence for whites is not, and that for actresses is, discrimination? 

13 



14 The Economics oj Discrimination 

1. THE ANALYTICAL FRAMEWORK 

Money, commonly used as a measuring rod, will also serve as a 

measure of discrimination. If an individual has a “taste for dis¬ 

crimination,” he must act as if he were willing to pay something, 

either directly or in the form of a reduced income, to be associated 

with some persons instead of others. When actual discrimination 

occurs, he must, in fact, either pay or forfeit income for this privi¬ 

lege. This simple way of looking at the matter gets at the essence of 

prejudice and discrimination. 

Social scientists tend to organize their discussion of discrimina¬ 

tion in the market place according to their disciplines. To the 

sociologist, different levels of discrimination against a particular 

group are associated with different levels of social and physical 

“distance” from that group or with different levels of socioeco¬ 

nomic status; the psychologist classifies individuals by their per¬ 

sonality types, believing that this is the most useful organizing 

principle. The breakdown used here is most familiar to the econo¬ 

mist and differs from both of these: all persons who contribute t'o 

production in the same way, e.g., by the rent of capital or the sale of 

labor services, are put into one group, with each group forming a 

separate “factor of production.” The breakdown by economic pro¬ 

ductivity turns out to be a particularly fruitful one, since it empha¬ 

sizes phenomena that have long been neglected in literature on 

discrimination. 

By using the concept of a discrimination coefficient (this will often 

be abbreviated to “DC”), it is possible to give a definition of a 

“taste for discrimination” that is parallel for different factors of 

production, employers, and consumers. The money costs of a 

transaction do not always completely measure net costs, and a DC 

acts as a bridge between money and net costs. Suppose an employer 

were faced with the money wage rate tt of a particular factor; he is 

assumed to act as if ir(l + df) were the net wage rate, with dx as his 

DC against this factor. An employee, offered the money wage rate 

7rj for working with this factor, acts as if 7r,(l — df) were the net 

wage rate, with dj as his DC against this factor. A consumer, faced 
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with a unit money price of p for the commodity “produced” by this 

factor, acts as if the net price were p{ 1 + dk), with dk as his DC 

against this factor. In all three instances a DC gives the percentage 

by which either money costs or money returns are changed in going 

from money to net magnitudes: the employer uses it to estimate his 

net wage costs, the employee his net wage rate, and the consumer 

the net price of a commodity. 

A DC represents a non-pecuniary element in certain kinds of 

transactions, and it is positive or negative, depending upon whether 

the non-pecuniary element is considered “good” or “bad.” Discrimi¬ 

nation is commonly associated with futility caused by contact with 

some individuals, and this interpretation is followed here. Since 

this implies that di, dj, and dk are all greater than zero, to the em¬ 

ployer this coefficient represents a non-monetary cost of production, 

to the employee a non-monetary cost of employment, and to the 

consumer a non-monetary cost of consumption.3 “Nepotism” rather 

than “discrimination” would occur if they were less than zero, and 

they would then represent non-monetary returns of production, em¬ 

ployment, and consumption to the employer, employee, and con¬ 

sumer, respectively. 

The quantities ttdi, Tjd,, and pdk are the exact money equiva¬ 

lents of these non-monetary costs; for given wage rates and prices, 

these money equivalents are larger, the larger di, dj, and dk are. 

Since a DC can take on any value between zero and plus infinity, 

tastes for discrimination can also vary continuously within this 

range. This quantitative representation of a taste for discrimina¬ 

tion provides the means for empirically estimating the quantitative 

importance of discrimination. 

3. Allport makes a distinction between negative and positive prejudice that is 

identical with my distinction between a taste for discrimination and a taste for 

nepotism. He agrees that negative prejudice is usually the motivating force be¬ 

hind behavior considered to be discriminatory {op. cit., pp. 6 and 7). He asserts 

later (p. 25) that “we hear so little about love [positive] prejudice” because 

“prejudices of this sort create no social problem.” In this he is mistaken, since 

the social and economic implications of positive prejudice or nepotism are very 

similar to those of negative prejudice or discrimination. 



16 The Economics of Discrimination 

2. TASTES FOR DISCRIMINATION 

The magnitude of a taste for discrimination differs from person 

to person, and many investigators have directed their energies 

toward discovering the variables that are most responsible for these 

differences. I also attempt to isolate and estimate the quantitative 

importance of some of these variables; the following discussion 

briefly describes several variables that receive attention in subse¬ 

quent chapters. 

The discrimination by an individual against a particular group 

(to be called N) depends on the social and physical distance be¬ 

tween them and on their relative socioeconomic status. If he works 

with N in production, it may also depend on their substitutability 

in production. The relative number of N in the society at large also 

may be very important: it has been argued that an increase in the 

numerical importance of a minority group increases the prejudice 

against them, since the majority begins to fear their growing power; 

on the other hand, some argue that greater numbers bring greater 

knowledge and that this leads to a decline in prejudice. Closely re¬ 

lated to this variable are the frequency and regularity of “contact” 

with N in different establishments and firms. 

According to our earlier definition, if someone has a “taste for 

discrimination,” he must act as if he were willing to forfeit income in 

order to avoid certain transactions; it is necessary to be aware of 

the emphasis on the words “as if.” An employer may refuse to hire 

Negroes solely because he erroneously underestimates their eco¬ 

nomic efficiency. His behavior is discriminatory not because he is 

prejudiced against them but because he is ignorant of their true 

efficiency. Ignorance may be quickly eliminated by the spread of 

knowledge, while a prejudice (i.e., preference) is relatively inde¬ 

pendent of knowledge.4 This distinction is essential for understand¬ 

ing the motivation of many organizations, since they either explicit- 

4. Many prejudiced people often erroneously answer questions about groups 

they discriminate against; their “ignorance” about these groups, however, is of 

secondary importance for understanding and combatting their discrimination, 

since their behavior is independent of all attempts to give them the facts. For a 

similar observation see ibid., chap. i. 
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ly or implicitly assume that discrimination can be eliminated by a 

wholesale spread of knowledge.5 

Since a taste for discrimination incorporates both prejudice and 

ignorance, the amount of knowledge available must be included as a 

determinant of tastes. Another proximate determinant is geo¬ 

graphical and chronological location: discrimination may vary from 

country to country, from region to region within a country, from 

rural to urban areas within a region, and from one time period to 

another. Finally, tastes may differ simply because of differences in 

personality. 

3. MARKET DISCRIMINATION 

Suppose there are two groups, designated by W and N, with 

members of W being perfect substitutes in production for members 

of N. In the absence of discrimination and nepotism and if the labor 

market were perfectly competitive, the equilibrium wage rate of W 

would equal that of N. Discrimination could cause these wage rates 

to differ; the market discrimination coefficient between W and N 

(this will be abbreviated to “MDC”) is defined as the proportional 

difference between these wage rates. If irw and 7rn represent the 

equilibrium wage rates of W and N, respectively, then 

MDC=^--. 
TCn 

If W and N are imperfect substitutes, they may receive different 

wage rates even in the absence of discrimination. A more general 

definition of the MDC sets it equal to the difference between the 

ratio of W’s to TV's wage rate with and without discrimination.6 

In the special case of perfect substitutes, this reduces to the simpler 

definition given previously, because ir°w would equal tt°. 

5. Some advertisements are primarily devoted to spreading knowledge, while 

others are aimed at changing preferences or prejudices by creating pleasant, al¬ 

though logically irrelevant, associations with their products. Likewise, some 

organizations try to change tastes for discrimination by creating unpleasant, 

although similarly irrelevant, associations with discrimination. 

6. That is, MDC = ir„/irn — •*%/**, where ?r° and irU are the equilibrium 

wage rates without discrimination. 
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It should be obvious that the magnitude of the MDC depends on 

the magnitude of individual DC’s. Unfortunately, it is often im¬ 

plicitly assumed that it depends only on them; the arguments pro¬ 

ceed as if a knowledge of the determinants of tastes was sufficient 

for a complete understanding of market discrimination. This pro¬ 

cedure is erroneous; many variables in addition to tastes take 

prominent roles in determining market discrimination, and, indeed, 

tastes sometimes play a minor part. The abundant light thrown on 

these other variables by the tools of economic analysis has probably 

been the major insight gained from using them. 

The MDC does depend in an important way on each individual’s 

DC; however, merely to use some measure of the average DC does 

not suffice. The complete distribution of DC’s among individuals 

must be made explicit because the size of the MDC is partly related 

to individual differences in tastes. It also depends on the relative im¬ 

portance of competition and monopoly in the labor and product 

markets, since this partly determines the weight assigned by the 

market to different DC’s. The economic and quantitative im¬ 

portance of N was mentioned as one determinant of tastes for dis¬ 

crimination; this variable is also an independent determinant of 

market discrimination. This independent effect operates through the 

number of N relative to W and the cost of N per unit of output 

relative to the total cost per unit of output. Both may be important, 

although for somewhat different reasons, in determining the weight 

assigned by the market to different DC’s. Reorganizing production 

through the substitution of one factor for another is a means of 

avoiding discrimination; the amount of substitution available is de¬ 

termined by the production function. 

The MDC is a direct function of these variables and an indirect 

function of other variables through their effect on tastes. Our knowl¬ 

edge of the economic aspects of discrimination will be considered 

satisfactory only when these relationships are known exactly. In 

subsequent chapters I present the results of my own attempts to 

close some gaps in this knowledge. 



CHAPTER TWO 

Effective Discrimination 

An MDC between any two groups can be defined for a particular 

labor or capital market or for all markets combined; in the latter, 

interest would center on the effect of discrimination on the total in¬ 

comes of these groups. For example, discrimination by whites pre¬ 

sumably reduces the income of Negroes, but how does it affect 

their own incomes? Many writers have asserted that discrimination 

in the market place by whites is in their own self-interest; i.e., it is 

supposed to raise their incomes. If this were correct, it would be in 

the self-interest of Negroes to “retaliate” against whites by dis¬ 

criminating against them, since this should raise Negro incomes. 

If, on the other hand, discrimination by whites reduces their own 

incomes as well, is the percentage reduction in their incomes greater 

or less than that in Negro incomes? It is an implicit assumption of 

most discussions that minority groups like Negroes usually suffer 

more from market discrimination than do majority groups like 

whites, but no one has isolated the fundamental structural reasons 

why this is so. It is shown in the following that discrimination by 

any group W reduces their own incomes as well as N’s, and thus 

retaliation by N makes it worse for AT rather than better. It is also 

shown why minorities suffer much more from discrimination than 

do majorities. 

1. THE MODEL 

New insights are gained and the analysis made simpler if the 

discussion is phrased in terms of trade between two “societies,” 

one inhabited solely by N, the other by W. Government and 

monopolies are ignored for the present, as the analysis is confined to 

& 
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perfectly competitive societies. Since our emphasis here is on the 

over-all incomes of W and N, the multiplicity of factors of produc¬ 

tion will also be ignored, and the discussion will be confined to two 

homogeneous factors in each society—labor and capital—with each 

unit of labor and capital in N being a perfect substitute in produc¬ 

tion for each unit of labor and capital in W. These societies do not 

“trade” commodities but factors of production used in producing 

commodities. Each society finds it advantageous to “export” its 

relatively abundant factors: W exports capital, and N labor. The 

amount of labor exported by N at a given rate of exchange of labor 

for capital is the difference between the total amount of labor in N 

and the amount used “domestically”; the amount of capital ex¬ 

ported by W is derived in a similar manner. 

The following conditions would be satisfied in a full equilibrium 

with no discrimination: (a) payment to each factor would be inde¬ 

pendent of whether it was employed with N or W; (b) the price of 

each product would be independent of whether it was produced 

by N or W; and (c) the unit payment to each factor would equal its 

marginal value product. If members of W develop a desire to dis¬ 

criminate against labor and capital owned by N, they become 

willing to forfeit money income in order to avoid working with AT. 

This taste for discrimination reduces the net return1 that W capital 

can receive by combining with N labor, and this leads to a reduc¬ 

tion in the amount of W capital exported. Since this, in turn, re¬ 

duces the income that N labor can receive by combining with W 

capital, less N labor is also exported. In the new equilibrium, then, 

less labor and capital are exported by N and W, respectively. It can 

be shown that this change in resource allocation reduces the equi- 

1. If IT wants to discriminate, exported capital must receive a higher equi¬ 

librium money return than domestically used capital, to compensate for working 

with N labor. However, if .ill W has the same taste for discrimination, the equi¬ 

librium net return must be the same for all W capital. Net and money returns to 

domestic capital are identical, since there are no psychic costs to working with 

W labor; therefore, the eqilibrium money return to domestic capital can be used 

as the equilibrium net return to all W capital. The money and net returns to all 

W labor are the same, since it works only with W capital. 
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librium net incomes of both N and W 2 Since discrimination by W 

hurts W as well as .Y, it cannot be a subtle means by which W aug¬ 

ments its net command of economic goods.3 

2. DISCRIMINATION AND CAPITALISTS 

Although the aggregate net incomes of W and N are reduced by 

discrimination, all factors are not affected in the same way: the re¬ 

turn to W capital and N labor decreases, but the return to W labor 

and N capital actually increases. There is a remarkable agreement 

in the literature on the proposition that capitalists from the domi¬ 

nant group are the major beneficiaries of prejudice and discrimina¬ 

tion in a competitive capitalistic economic system.4 If W is con¬ 

sidered to represent whites or some other dominant group, the 

fallacious nature of this proposition becomes clear, since discrimina- 

2. See the appendix to this chapter. 

3. If we compare discrimination with tariffs, we find that, although some of 

their effects are similar, other effects are quite different. Discrimination always 

decreases both societies’ net incomes, while a tariff of the appropriate size can, 

as Bickerdike long ago pointed out, increase the levying society’s net income. A 

tariff operates by driving a wedge between the price a society pays for imported 

goods and the price each individual member pays; it does not create any distinc¬ 

tion between net income and total command over goods. Discrimination does 

create such a distinction and does not drive a wedge between private and social 

prices. Discrimination has more in common with transportation costs than with 

tariffs. 

4. Saenger, a psychologist, said: “Discriminatory practices appear to be of 

definite advantage for the representatives of management in a competitive eco¬ 

nomic system” (The Social Psychology of Prejudice [New York: Harper & Bros., 

1953], p. 96). Allport, another psychologist, likewise said: “We conclude, there¬ 

fore, that the Marxist theory of prejudice is far too simple, even though it points 

a sure finger at one of the factors involved in prejudice, viz., rationalized self- 

interest of the upper classes” (The Nature of Prejudice [Cambridge, Mass.: 

Addison-Wesley Press, 1955], p. 210). Similar statements can be found in A. 

Rose, The Costs of Prejudice (Paris: UNESCO, 1951), p. 7; and throughout 0. C. 

Cox, Caste, Class, and Race (Garden City: Doubleday & Co., 1948); J. Dollard, 

Caste and Class in a Southern Town (New Haven: Yale University Press, 1937); 

C. McWilliams, A Mask for Privilege: Anti-Semitism in America (Boston: Little, 

Brown & Co., 1948); H. Aptheker, The Negro Problem in America (New York: 

International Publishers, 1946); and many other books as well. 
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tion harms W capitalists and benefits W workers. The most serious 

non sequitur in the mistaken analyses is the (explicit or implicit) 

conclusion that, if tastes for discrimination cause Ar laborers to re¬ 

ceive a lower wage rate than W laborers, the difference between 

these wage rates must accrue as “profits” to W capitalists.5 These 

profits would exist only if this wage differential resulted from price 

discrimination (due to monopsony power), rather than from a taste 

for discrimination. 

3. DISCRIMINATION AND SEGREGATION 

Trade between two societies is maximized when there is no dis¬ 

crimination, and it decreases with all increases in discrimination. 

Tastes for discrimination might become so large that it would no 

longer pay to trade; each society would be in economic isolation and 

would have to get along with its own resources. Since members of 

each society would be working only with each other, complete eco¬ 

nomic isolation would also involve complete economic segregation. 

More generally, since an increase in discrimination decreases trade 

and since a decrease in trade means an increase in economic segrega¬ 

tion, an increase in discrimination must be accompanied by an in¬ 

crease in segregation. 

The total MDC against N is defined as the difference between the 

actual ratio of the incomes of W and N and this ratio without dis¬ 

crimination.6 There is “effective discrimination” against N when- 

5. D. A. Wilkerson, in his Introduction to Aptheker’s book, said: “Precisely 

this same relationship between material interests and Negro oppression exists 

today. . . . The per capita annual income of southern Negro tenant farmers and 

day laborers in 1930 was about $71, as compared with $97 for similar white 

workers. Multiply this difference of $26 by the 1,205,000 Negro tenants and day 

laborers on southern farms in 1930, and it is seen that planters ‘saved’ approxi¬ 

mately $31,000,000 by the simple device of paying Negro workers less than they 

paid white workers” (Aptheker, op. cit., p. 10). 

6. Let Y(N) and Y(W) represent the actual incomes of N and W, and Y0(N) 

and Y0(W) their incomes without discrimination. The total MDC is defined as 

mdc-F(W0 
mdc"fu y 

FoOfO 
To (A0 * 
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ever this MDC is positive. If effective discrimination occurs against 

N at all levels of discrimination by W, the income of N relative to W 

must be less when completely isolated from W than when freely 

trading with W; under these circumstances, N gains more from 

trade than W does. 

NET INCOME 

OF N 

It is proved in the appendix to this chapter that if effective dis¬ 

crimination occurs against N at all levels of discrimination by II, 

the absolute and relative income of N declines continuously as dis¬ 

crimination increases. This is shown in Figure 1, in which the hori¬ 

zontal axis measures IF’s and the vertical axis N's net income, po 

represents their incomes when there is no discrimination, p\ when 

there is complete segregation, and the curve ptfwp\ when there are 

different amounts of discrimination by W. We have assumed that 
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effective discrimination always occurs against N; therefore, powpi is 

never above the line op0. The total MDC against N increases as 

discrimination increases; incomes reach a mitiimum and the total 

MDC a maximum when tastes for discrimination become sufficiently 

large to preclude any trade between W and N. This conclusion is 

very relevant to a proposal that has stimulated considerable dis¬ 

cussion in the past, namely, that minority groups should avoid 

discrimination from the majority by completely segregating them¬ 

selves, economically and otherwise.4 * * 7 If the minority is identified 

with N and the majority with IV, this analysis demonstrates that 

complete segregation reduces the absolute and relative income of the 

minority and therefore increases, rather than decreases, the market 

discrimination against it. Effective discrimination occurs against a 

minority partly because it gains so much by "trading” with the 

majority; accordingly, complete segregation does not avoid the bad 

economic effects of discrimination but only multiplies them. 

4. THE INCOME OF INDIANS AND NEGROES 

The foregoing conclusion can be investigated empirically by com¬ 

paring the incomes of two minority groups, one segregated from and 

the other trading with the dominant group. The American Indians 

are taken as a group that has been segregated from American whites 

(partly by choice and partly by force) and the American Negroes 

as a group that has been trading with these whites. Though Indians 

have had some economic contact with whites, they almost certainly 

have had less than Negroes. If, when the Negro slaves were freed, 

their per capita resources were no greater than the Indians’ per 

capita resources, one can reasonably attribute some of the present 

difference between per capita Negro and Indian incomes to differ¬ 

ences in their contact with whites. Data are presented in Table 1, 

indicating that the median Indian net income in the United States 

7. In the 1920 s there was a large movement, under the leadership of Marcus 

Garvey, to take Negroes in America back to Africa to “escape from” discrimi¬ 

nation. This conclusion is also helpful in understanding some effects of “Apart¬ 
heid.” 
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in 1949 was only 76 per cent of the median Negro net income.8 

Negro incomes were larger in five separate regions and urban-rural 

classes, smaller in one, and the same in one. Thus, for both the 

country as a whole and for smaller units, Negro incomes were sub¬ 

stantially higher than Indian incomes in 1949.9 

TABLE 1 

Median Income of Indians and Negroes in 1950 

by Region and Urban-Rural Classification* 

Region Uhban 
Rural 

Farm 

Rural 

Non-farm 
All 

Median Income of Negroes (Dollars) 

Northeast.... 
North-central 
South. 
West. 

United States 

1,623 
1,697 

861 
1,524 

1,050 
560 
431 
897 

t 

952 

Northeast. 
North-central 
South. 
West. 

United States. 

Median Income of Indians (Dollars) 

1,626 
1,188 
1,168 
1,180 

360 
366 
406 

1,033 
602 
682 
721 

725 

* Source: U.S. Bureau of the Census, Census of Population, 1950: Special 
Report on Non-White Populations by Race (Washington, D.C.: Government Print- 
ing Office, 1953), Tables 9 and 11. 

f Data are not available. 

8. In using money income to measure net income it is implicitly assumed that 

the cost to Negroes of trading with whites is small relative to their total com¬ 

mand over goods. 

9 It is not clear that a region-urban-rural breakdown of the data is desir¬ 

able,' since some of the advantages of trading with whites stem from the possibil¬ 

ity of moving to remunerative white urban areas or even to other regions. 

These data might underestimate Indian male incomes if a larger proportion of 

the Indian than of the Negro labor force were female, since females generally 

earn less than males. However, only 20 per cent of the Indian labor force was 
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5. DISCRIMINATION AND ECONOMIC MINORITIES 

I have shown that a necessary and sufficient condition for effec¬ 

tive discrimination to occur against TV at all levels of discrimination 

by W is10 
Vo(W) ^ln 

yo (Ar) yiu 
(i) 

where ln and lw represent the amount of labor supplied by TV and W, 

and Y0(W) and F0(TV) represent the aggregate incomes of W and TV 

in the absence of discrimination. If TV is a numerical minority, 

ln < Ln and cn < cw,12 where cn and cw represent the amount of 

capital supplied by TV and W. Therefore 

Vo(W) 

y o ( tv) 
(2) 

female in 1950, as against 35 per cent of the Negro labor force (see U.S. Bureau 

of the Census, Census of Population, 1950: Special Report on Non-White Popula¬ 

tions by Race [Washington, D.C.: Government Printing Office, 1953], Tables 

9 and 10). Thus median Indian male incomes were probably less than the 76 per 

cent of Negro male incomes cited in the text for 1949. 

One might suspect that the Indian population had been increasing at a faster 

rate than the Negro, so that some of the increase in Indian income had been 

taken up in the form of a relatively larger population. Once again the contrary 

seems to be true. Estimates of the Indian population date from 1890; in that year 

Indian population was 3 per cent of the Negro population, and in 1950 it was 2 

per cent (see U.S. Bureau of the Census, Statistical Abstract of the United Stales, 

1953 [Washington, D.C.: Government Printing Office, 1954], p. 38). Therefore, 

the Negro population has increased at a significantly faster rate than the Indian. 

Nor are there very large differences in education between the two groups. 

The median number of years of schooling in 1950 was 6.9 for Negro males and 

7.7 for Negro females; 7.3 for Indian males and 7.4 for Indian females (see U.S. 

Bureau of the Census, Special Report on Non-White Populations by Race, Table 9). 

This comparison is intended to be suggestive and not conclusive. Much more 

detailed work is necessary to determine the income of Indians and Negroes in the 

late nineteenth century and to standardize these income data for 1949. 

10. See the appendix to this chapter (pp. 35-37). 

11. If TV is a numerical minority, the amount of labor owned by N{l'n) is less 

than that owned by W{l'w). The amount supplied to the market is ln = anl'n and 

lw = awl'w. If an — aw, l'n < l'w implies l„ < lw. More generally, l'n < l‘w implies 

In < lw if, and only if, an/aw < l'a/l'n. This seems like a plausible restriction and 

is implicit in the inferences drawn in the text. 

12. TV exports labor if, and only if, IJL > cn/cw. If /„ < /„ then c„ < cu>. 
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and a fortiori that inequality (1) holds. Inequality (2) states that 

N’s income is less than IT’s and hence that N is an economic minor¬ 

ity. Therefore, if N is a numerical minority, it is also an economic 

minority, and effective discrimination must occur against it. If N is 

not a numerical minority, inequalities (1) and (2) no longer neces¬ 

sarily hold; they hold only if N is more of an economic minority 

than IT is a numerical minority.13 

It turns out, then, that a necessary condition for effective dis¬ 

crimination against N is that N be an economic minority; a suf¬ 

ficient condition is that N be a numerical minority; a necessary and 

sufficient condition is that AT be more of an economic minority than 

a numerical majority. It has long been recognized that discrimina¬ 

tion is closely connected with the minorities question, the emphasis 

being put on the inadequate political representation of numerical 

minorities. This analysis of discrimination in competitive free- 

enterprise societies also uses a minority-majority framework, but 

the concept of economic minorities is somewhat more important 

here than that of numerical ones. It seems reasonable that economic 

discrimination in competitive societies be related to economic 

minorities, and political discrimination to political minorities. 

6. DISCRIMINATION IN THE REAL WORLD 

a) Negroes in the United States 

Only about 10 per cent of the total population of the United 

States is Negro; hence the amount of labor they supply is sub¬ 

stantially less than the amount supplied by whites. Moreover, 

Negroes must be a net “exporter” of labor, since they clearly have 

more labor relative to capital than do the whites. These two condi¬ 

tions imply (by n. 12 and inequality [1]) that tastes for discrimina¬ 

tion would produce—via the workings of a competitive economic 

system—effective discrimination against Negroes. There is evi¬ 

dence not only that effective discrimination occurs against Negroes 

but also that the total MDC is quite large. Negroes in the United 

States have owned an extremely small amount of capital, while 

13. This statement is completely rigorous only if an = aw. 
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whites have had a more balanced distribution of resources;14 a sub¬ 

stantial decline in the amount of white capital available to Negroes 

would greatly reduce the absolute and relative incomes of Negroes. 

Estimates could be made of the economic loss to various groups 

resulting from discrimination in the market place if there were 

knowledge of the actual quantity of discrimination, the nature of 

production functions, and the amount of labor and capital supplied. 

A general technique for making these estimates will be illustrated 

by an example that also roughly indicates the magnitude of the eco¬ 

nomic loss to Negroes and whites in the United States resulting 

from discrimination in the market place by whites. 

The production function is assumed to be of the following (Cobb- 

Douglas) form 
X = klrc'~r , 

with r = f. The amount of labor supplied by whites is taken as 

9 times that supplied by Negroes, and of capital as 150 times.16 

Since units of measurement can be chosen at will, Negroes are 

assumed to have one unit of both labor and capital; these assump¬ 

tions state that /„ = 1, cn= 1, lw = 9, and cw = 150. If there 

were no discrimination, the incomes of Negroes and whites would 

be Fo(AO = 1.7 and Fo(JF) = 23.5, and whites would export 14 

units of capital; if discrimination were sufficiently large to cause 

complete segregation, their incomes would be Fi(A7) =1.0 and 

Y\{W) = 23.2 (see pp. 24-27). The maximum reduction in the in¬ 

come of Negroes is about 40 per cent; the income of whites would 

14. Some mutual interaction may have occurred here, since poverty is a 

cause, as well as a result, of an unbalanced distribution of resources. For ex¬ 

ample, poor individuals often find it very difficult to obtain funds for invest¬ 

ments in themselves. 

15. This considers capital invested in humans as capital and not labor. If it 

were considered as labor, the assumption that Negro and white labor were per¬ 

fect substitutes in production would be untenable, since whites have more capital 

invested in themselves than Negroes have. Since the number of Negroes in the 

labor force is about one-nineth the number of whites, the assumption that white 

labor is nine times that of Negro labor is reasonable if the innate capacities of 

whites and Negroes are roughly'the same. The ratio of white to Negro capital 

was arrived at essentially by a guess. Our model implies that Negroes in the 

United States “export” unskilled labor to whites and that whites “export” 

capital—including skilled labor—to Negroes. 
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be reduced by an almost imperceptible amount. With no discrimi¬ 

nation, Negro per capita incomes would be about 66 per cent of 

those of whites, and, with complete segregation, about 39 per cent 

of those of whites. 

The actual equilibrium position falls somewhere between these 

two extremes. If discrimination reduces the amount of capital ex¬ 

ported by whites by about 40 per cent, they would actually export 8 

rather than 14 units of capital; Negro and white incomes would be 

1.5 and 23.3, and thus per capita Negro incomes would be 57 per 

cent of per capita white incomes. An MDC against Negro labor 

can be defined as the percentage difference between actual white 

and Negro net wage rates; an MDC against Negro capital as the 

percentage difference between actual white and Negro net rents on 

capital. These MDC’s would be +0.21 and -0.31, respectively; 

hence the return to labor would be greater for whites, and the re¬ 

turn to capital would be greater for Negroes. White labor and Negro 

capital gain from discrimination, and white capital and Negro 

labor lose from it; but, since the net loss of Negroes is greater than 

that of whites, total market discrimination occurs against Negroes. 

Discrimination in the marketplace by whites reduces Negro incomes 

by 13 per cent, or, to put this in other words, Negro incomes would 

increase 16 per cent if market discrimination ceased. Discrimination 

reduces the incomes of whites by a negligible amount because they 

gain very little from trading with Negroes. 

The estimated economic loss to Negroes would be greater if the 

production function was more capital-intensive, if white capital 

was larger relative to Negro capital, or if discrimination reduced the 

amount of capital exported by more than 40 per cent. Likewise, the 

estimated loss would be smaller if the opposite conditions were as¬ 

sumed. Inadequate knowledge of these variables makes it impossible 

to estimate this loss precisely, and 16 per cent is an extremely rough 

estimate. The economic loss to Negroes seems substantial and im¬ 

portant, although a far cry from the loss assumed in some dis¬ 

cussions.16 

16. I have come across only one clear and explicit attempt to estimate the 

economic costs of discrimination. The technique used is clearly stated in the 

following paragraph: 
“The results of these calculations represent a shocking reminder of the real 
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It is often explicitly or implicitly assumed that the total MDC 

against Negroes is very large (to use the terms of this study); ex¬ 

planations have emphasized political discrimination, class warfare, 

monopolies, and market imperfections. My analysis shows that none 

of these influences is necessary, since substantial market discrimina¬ 

tion against Negroes in the United States could easily result from 

the manner in which individual tastes for discrimination allocate 

resources within a competitive free-enterprise framework. The 

United States is often considered the best example of a country 

using competition to determine economic values. This implies that 

monopolies, political discrimination, and the like, are, at most, 

secondary determinants of market discrimination and that indi¬ 

vidual tastes for discrimination operating within a competitive 

framework constitute the primary determinant. 

h) Non-Whites in South Africa 

In South Africa, non-whites are about 80 per cent of the total 

population; this is taken to mean that /„ is roughly four times lw 

(see inequality [1] on p. 26). Since non-whites are a numerical 

majority, effective discrimination does not necessarily occur against 

them; it would occur if aggregate white net incomes were at least 

cost of discrimination to our country in production, expressed in dollars and cents 

terms. We found that the average annual income of the Negro family is $1043. 

The average income for Whites is $3062, or roughly three times that of Negroes. 

And, when the difference in income is multiplied by the number of Negro family 

units which could add to the productive wealth of the nation, we discovered the 

appalling loss of four billion dollars of real wealth annually because of discrimina¬ 

tion against Negroes alone” (see E. Roper, “The Price Business Pays,” in 

Discrimination and the National Welfare, ed. R. M. Maclver [New York: Harper 

& Bros., 1948], p. 18). 

Roper’s implicit assumption that Negroes and whites would receive the same 

income without discrimination is a mistake: whites would receive larger incomes 

than Negroes because they have much more capital per capita. In the example 

used here, eliminating all discrimination would raise per capita Negro incomes 

to only 66 per cent of per capita white incomes. This mistake partly explains 

why Roper assumed that Negro incomes would increase by 200 per cent, this 

being about ten times my estimated increase. On the other hand, his implicit 

assumption that whites suffer a negligible economic loss is correct. 



Effective Discrimination 31 

four times aggregate non-white net incomes.17 The very crude avail¬ 

able evidence suggests that aggregate white net incomes are much 

more than four times those of non-whites.18 Therefore, tastes for 

discrimination in the private economic sector alone seems to have 

produced effective discrimination against non-whites. The South 

African government has been active in regulating the economic 

activities of non-whites. For this reason the market discrimination 

produced by the competitive economic sector may be less im¬ 

portant than that produced by other sources; but it need not be, 

since it alone could be quite large. 

7. DISCRIMINATION BY MINORITIES 

N may discriminate, in our model, by distinguishing between W 

and N capital; the money return for working with W capital must 

be sufficient to offset the psychic costs of doing so. A general analysis 

incorporating discrimination by both W and N could be developed, 

but there is no point in going into the details of this beyond stressing 

one important relationship. TT’s net income is uniquely determined 

17. Inequality (1) refers to white and non-white incomes in equilibrium with¬ 

out discrimination; yet the condition stated above is in terms of actual net in¬ 

come with discrimination. However, there is no contradiction between these 

statements, since this condition implies inequality (1). If there were effective 

discrimination against whites, their relative net income would be less with dis¬ 

crimination than without it; so that, if their actual net incomes were at least 

four times those of non-whites, their incomes without discrimination would also 

be at least four times those of non-whites. But, by inequality (1), this implies 

that there must be effective discrimination against non-whites rather than 

against whites. Consequently, if white net incomes were at least four times 

those of non-whites, there must be effective discrimination against non-whites. 

18. See the study of native income by D. H. Houghton and D. Philcox, 

“Family Income and Expenditure in a Ciskei Native Reserve,” South African 

Journal of Economics, XVIII (December, 1950), 418-38, and the data giving the 

national income of South Africa in the report of the United Nations Statistical 

Office, National and per Capita Incomes in Seventy Countries, 1949 (1950). These 

income figures overestimate the net incomes of whites and non-whites, since the 

non-monetary costs of working with each other have not been netted out of the 

gross production figures. It is unlikely, although not impossible, that the true net 

incomes of whites are less than four times those of non-whites. 
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by the amount of capital exported; discrimination determines this 

amount, and the latter alone determines W’s income. ,/V’s net in¬ 

come depends on the amount of capital imported and its own taste 

for discrimination. For a given amount imported, N’s net income is 

maximized if it is indifferent between indigenous and imported 

capital; the greater the preference for indigenous capital, the smaller 

the net income. Hence, given IT’s net income and thus the amount 

of capital exported, ./V’s net income is smaller, the greater the dis¬ 

crimination. Therefore, if both N and W discriminate, inequality (1) 

is sufficient but not necessary for effective discrimination always to 

occur against N; any necessary and sufficient condition would de¬ 

pend on the relative amount of discrimination by N. Consider 

Figure 1 again. The curve ponpi represents the incomes of A and W 

for different levels of discrimination by N, and it must be below 

powpi at all points except po and pi. If both W and N discriminate, 

the point representing their incomes would be in the area bounded 

by p0npiw; the curve pownpi summarizes a set of situations in which 

W discriminates more than N does. 

Minority groups are often tempted to “retaliate” against dis¬ 

crimination from others by returning the discrimination. This is a 

mistake, since effective economic discrimination occurs against 

them, not because of the distribution of tastes but because of the 

distribution of resources. That is, majorities have a more balanced 

distribution of labor and capital than they do. Figure 1 clearly 

shows that, although N is hurt by IT’s discrimination, it is hurt even 

more by its own discriminaiion. 

APPENDIX TO CHAPTER 2 

Call the net (= money) return to domestic labor and capital in 

W, ive(W) and ivc{W). In a competitive equilibrium position the re¬ 

turn to each factor equals its marginal productivity; hence 

n r nr 

7TC (WO ~ ( C Cw Ct, l lw) — ( Cw Ct) lw) , 
o c o c 

niW) o; l = K 
_df, _ , ^ 
-l Cw Ci, lw) , 
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where / is the production function in W; cw and lw are the total 

amount of labor and capital supplied by W; and ct is the amount of 

capital exported. By footnote 1 of this chapter the equilibrium net 

income of W is 

Y(W) = cwirc(W) + lwrr,(W0 

d/, _ . i \ df, _ . , \ 
— Cw ~r (. Cw Ci, Lw) "T" ty, . . (, Cw Ct, lw) . 

a c ol 

N allocates its labor between W and N capital, with the intent of 

equalizing its marginal physical product in both uses. The equi¬ 

librium net income of N is 

Y(N) = cnTTc(N) +/„7T,(iV) 
a / . , ,. 

Cn ( 6» I Ctf *n) 
O C 

+ In ( Cn “I” C‘> 

where/' is the production function in N, and cn and ln are the total 

amount of labor and capital supplied by N. The impact of dis¬ 

crimination on Y(W) and Y(N) could be determined by explicitly 

introducing tastes for discrimination; however, the analysis is 

simpler with another approach. An increase in discrimination by W 

decreases the quantity of capital exported, and therefore the latter 

is a monotonic function of IT’s taste for discrimination. 

It can be shown that if / and /' are homogeneous of the first 

degree, 

a F (IT) 
a ct 

>0, (Al) 

3Y(N) 

a ct 
>o, (Al') 

and thus discrimination by W reduces the net incomes of both N 

and W. Inequality (Al) can be proved thus: If a function is homo¬ 

geneous of the first degree, all first-order partial derivatives are 

homogeneous of zero degree; in particular, df/dc is homogeneous 

of zero degree. By Euler’s theorem for homogeneous functions, 
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y(df/dc) ^^(df/dc) _ 

dc dl 
= 0 

c^f + l^Lm0 
dc2 did c 

(A2) 

According to a well-known theorem on the derivative of a function 

of a function, 

df _ df dc 

d ct~ d c d ct' 

Since c = cw — ct, then dc/dct = — 1, and 

_*/ = -iL 
d ct d c ' 

(A3) 

It follows from identity (A3) that 

dY (W) d2f d2f 

dct ~ 1 dldct Cw ITc2 ’ 

and from identities (A2) and (A3) that 

d2/ d2f 

d c2 did c(' 

(A4) 

(A5) 

By substituting identity (A5) in identity (A4), one obtains 

dY(W) d2f 

d c. d c)' 
(A6) 

If there is diminishing marginal productivity, d2f/dc] < 0. Since 

ct > 0, it must follow that 

dY(W) 

d ct 
> 0. Q.E.D. 

Inequality (Al') can be proved in the same way. 

By looking at the problem in a slightly different way, it is possible 

to acquire an intuitive understanding of this result. Suppose labor 

enters the United States from abroad and that some United States 

capital (Ct) is employed with this labor. A well-known economic 
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theorem states that United States citizens must (economically) 

benefit from immigration as long as there is diminishing marginal 

productivity of labor, since intra-marginal immigrants raise the 

productivity of American capital. The net income of United States 

citizens is an increasing function of the amount of immigration, 

which can be measured by ct, the amount of capital employed with 

immigrants. This discussion shows that treating discrimination as a 

problem in trade and migration is far from artificial, since they are 

closely and profoundly related. 

Let us define 

Then 

Y(N) 

Y(W) ‘ 

dR Y {W)\dY (N)/dct] - Y (N)[dY(W)/dct] 

dct~ [ Y (W) ]2 

or, from identity (A6), 

dR Y (W) [ — ct(d2f'/dc])} - Y(N)[~ ct(d2f/dc?)] 

dct~ [Y(W)]* 

Hence 

dR 

d c. 1° as Y (N) 
ay ^ 
d c\ < 

d2 /' 
y (W) —- 

k dc) 
(A7) 

If / were identical with/' and if there were no discrimination, the 

amount of capital exported would be just sufficient to equalize the 

equilibrium relative supply of factors “abroad” with the relative 

supply at “home.” That is to say, 

or 

and 

Cn H- ^ t - ct 
l 

In — blw , 

Cn^r ct= b (cw— ct) . 

Since df/dct is homogeneous of zero degree in c and l, d2//dc\ must 

be homogeneous of — 1 degree in c and l, 
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d2 f 
dc\ 

(a c, al) 
1 <32/ 
a dc] 

(c,l), 

where a is any number. If c = cw — 6t,l = lw, and a — b, it follows 

that 

^(cn+e„i.) =r! 
d C] In d C\ 

Substituting this in inequality (A7) and using the assumption of 
diminishing marginal productivity, we get the following simple 

condition: 
dR 

d ct/ c, = c, I 0 as 
F (AO ^ l 
Y (W) > In' 

(A8) 

or 
F (WO > L 

Y(N)< 

If in the absence of discrimination, N’s relative income were less 
than IF’s relative supply of labor, a slight taste for discrimination 
by W would reduce N’s income by a greater percentage than it 

would IF’s. 
If dR/{dct/ct = ct) > 0, dR/dct would probably be greater than 

zero for all admissible values of Ct. For example, if 

dR 
d cj ct = ct 

>0 and 
33 / 

>0 

it would follow that 

< 
R_ 

ct = ct' 

where e is a small positive number, and 

a2// (dc]/ct= ct-t) ^ a2// (dc]/ct= ct) 
d2f/{dc)/ct = Ct-e) d*f'/(dc)fct= ct) 

Accordingly, if 

R^f/dc\ 
d*f/dc* ’ 
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when Ci = ct, it must a fortiori be true when ct = ct — c. By con¬ 

tinuing to reason along these lines, one would readily show that it 

must be true for all ctff This analysis is the basis for the assumption 

in this chapter and the rest of the appendix that an increase in dis¬ 

crimination by IT must reduce TV’s net income relative to IT’s, if 

and only if 
1 Y(W) ^ In 

R Y(N)/ct=ct Iff 
(A9) 

If there are different tastes for discrimination among IT (or N), 

some new problems enter the analysis; a few are mentioned now, 

and more are discussed in succeeding chapters. The unit money 

price of domestic IT capital would not equal the unit net price 

of exported capital: capital on the margin between working with 

labor supplied by N and IT would, of course, receive the same 

net return “abroad” and “domestically”; capital with smaller 

tastes for discrimination would find it advantageous to work with 

N. All capital working with IV labor would receive the same net re¬ 

turn, but capital with relatively small tastes for discrimination 

would receive a larger net return for working with N labor. It fol¬ 

lows that net income as defined here would underestimate true net 

income, since it assumes that the net return to all capital is the same 

as the net return to marginal capital. The curve representing the net 

19. Although production functions that are homogeneous of the first degree 

do not necessarily have positive third-order partial derivatives, a wide and im¬ 

portant class of them does, e.g., all homogeneous Cobb-Douglas functions. In 

general, if /is homogeneous of the first degree, Euler’s theorem states that 

1*1 + 
dl 

cd/=X 
d c 

After twice differentiating this identity with respect to c, one gets 

fgv I d2/ ■ Id3/ _0 

dcz dc2 did c2 

Since d3//dc3 < o, d3f/dc3 must be > 0 if ld3f/dldc2 < 0, and it may be > 0 if 

d3f/dldc2 > 0. It seems plausible that d3//dldc2 ^ 0. In any case, the assumption 

that dj/dc3 > 0 is sufficient but not necessary for the conclusions reached 

above; it is necessary merely that Y(W)/Y(N) increase at a faster rate than 

(d'1f/ dc\) / {dff / dc\) as Ct decreases. 
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incomes of W and N for various levels of discrimination by W would 

touch powpi at p0 and pi (in Fig. 1) and would be to its right at inter¬ 

mediate positions. 

Clearly, if inequality (A9) were satisfied, there still would be effec¬ 

tive discrimination against N; but would it be a necessary condition 

even if W alone discriminates? Assume that the level of discrimina¬ 

tion by W varies by proportionate changes in the average taste for 

discrimination and in the dispersion around the average. In a 

small neighborhood around the point po the average would be of the 

same order of smalls as the dispersion. It is conjectured that in this 

neighborhood the difference between the net income of marginal 

and intra-marginal capital would be of a higher order of smalls. If 

this were true, the curve representing net incomes of W and N for 

various levels of discrimination by W would be tangent to powpi at 

po, and inequality (A9) would be necessary, as well as sufficient. 



CHAPTER THREE 

Employer Discrimination 

Having discussed some general effects of discrimination in the pre¬ 

ceding chapter, we now turn to more specific effects. In this chapter 

we are concerned with how employers’ tastes combine with market 

forces to generate discrimination in the labor market. Variables 

receiving attention include the distribution of employers’ tastes, 

the form of production functions, the amount of competition rela¬ 

tive to monopoly, and the relative number of employed N. Em¬ 

ployer discrimination is isolated by assuming no discrimination 

from any other source. 

1. A SINGLE EMPLOYER 

If one individual discriminates against another, his behavior 

lacks “objectivity”; in the market place, “objective” behavior is 

based on considerations of productivity alone. An employer dis¬ 

criminates by refusing to hire someone with a marginal value 

product greater than marginal cost; he does not discriminate by 

refusing to hire someone with a marginal value product less than 

marginal cost, as might occur in cases of discrimination by em¬ 

ployees or customers against this person. A discriminator expresses 

his subjective tastes or preferences, and these tastes have been 

quantified by means of discrimination coefficients (DC’s). When 

faced with the money wage rate 7r, an employer acts as if 7r(l + d) 

were the net wage rate, with d being a DC measuring the intensity 

of his taste for discrimination. Since d can vary continuously, the 

39 
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intensity of a desire to discriminate can also vary continuously. 

^Profits forfeited are the costs or deterrents to discrimination, and 

they, too, vary continuously in magnitude. 

Each employer compares the intensity of his tastes with the in¬ 

tensity of the costs and determines the action bringing the maxi¬ 

mum net return. For example, suppose two groups, W and N, are 

perfect substitutes in production, and an employer has a DC of 

value d against N. If the market wage rate of IV, irw, is less than 

7rn(l + d), only W is hired, since the intensity of tastes is greater 

than that of costs; if ttw is greater than 7r„(l + d), only N is hired, 

since the intensity of tastes is less than that of costs; and if trw 

equals 7r„(l + d), both W and N are hired, since the intensity of 

tastes equals that of costs.1 

1. R. K. Merton realized that discrimination is not an “all-or-none” decision, 

and he has tried to formulate an analysis consistent with quantitative and quali¬ 

tative differences in “prejudices.” He uses a fourfold classification: “the un¬ 

prejudiced non-discriminator,” “the unprejudiced discriminator,” “the preju¬ 

diced non-discriminator,” and “the prejudiced discriminator” (see “Discrimina¬ 

tion and the American Creed,” in Discrimination and the National Welfare, ed. 

R. M. Maclver [New York: Harper & Bros., 1947]). 

According to Merton the unprejudiced discriminator may “discriminate” 

even though he has no prejudice. Included in this category is “the employer, 

himself not an anti-Semite or Negrophobe, who refuses to hire Jewish or Negro 

workers because it might hurt business” (p. 125). The prejudiced non-discrimina¬ 

tor may find it unprofitable to express his prejudice, and the prejudiced dis¬ 

criminator may have such intense prejudice that he will always discriminate. 

Finally, the unprejudiced non-discriminator may have so “little” prejudice that 

he will hire Jews or Negroes even if it hurts business. 

This breakdown does not seem very useful and, indeed, leads to foolish state¬ 

ments when carried to its logical extreme. According to the formulation presented 

here, the unprejudiced discriminator really does not “discriminate,” since he 

judges Negroes, Jews, and others solely by their economic productivity. The 

prejudiced non-discriminator simply has a mild taste for discrimination and may 

frequently be in situations where the costs of discriminating are greater than the 

psychic gains; likewise, the prejudiced discriminator has a large taste for dis¬ 

crimination and seldom finds the costs greater than the gains. The unprejudiced 

non-discriminator or “all-weather liberal” is not always a non-discriminator, 

for, by hiring Jews and Negroes when it is “bad for business,” he discriminates 

against Gentiles and whites or in favor of Jews and Negroes: that is, he does not 



Employer Discrimination 41 

Stated more formally, an employer tries to find the optimal 

combination of factors for each level of output. Classical economic 

theory assumes that he chooses the combination that minimizes 

money costs; at this point, the ratio of the marginal product of any 

two factors equals the ratio of their prices, assuming competitive 

labor markets. In this theory the money payment to a factor is 

identical with the net cost of hiring this factor, and therefore the 

minimum money cost of producing each output is identical with 

the minimum net cost. Discrimination does not alter the criterion 

of minimizing net costs, and the ratio of any two marginal products 

still equals the ratio of their net factor prices.2 

However, equilibrium factor combinations would be quite differ¬ 

ent in situations of discrimination from those obtained with classical 

assumptions: there would be a smaller demand for factors discrimi¬ 

nated against, and the money cost of producing each output would 

be greater than the minimum money cost. This is shown in Figure 2, 

where CC represents the relevant price line if there is no discrimi¬ 

nation and if X units of output are produced and where XX is a 

production isoquant. The co-ordinates of P are the number of N 

and W employed, and OC is a measure of the minimum money cost 

of producing X. If there were discrimination against N, a line like 

DD would become the relevant net price line; the co-ordinates of P' 

would give the number of N and W employed for an output of X. 

Discrimination decreases the demand for N and increases the de¬ 

mand for W, and, since the money cost of producing X as measured 

by OC' is greater than OC, discrimination also increases the money 

cost of production. The smaller the curvature (in given units) of the 

production isoquant at point P, the farther to the left P' would be. 

consider objectively the economic productivity of Jews and Negroes. Merton 

probably had in mind a continuous variation in prejudice but confused the prob¬ 

lem with his four types of discriminators. 

2. That is, 
MPj 
MPj 

TTi ( 1 + dl) 
(i, j = a, b, . . . , n) , 

7T; (1 + dO 
where MP< is the marginal product of the ith factor and </*' is the DC against the 

tth factor. 
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For example, with zero curvature (if the isoquants were straight 

lines), P' would be on the vertical axis, and no N would be em¬ 

ployed. Therefore, a given amount of discrimination must lead to 

relatively large reductions in the demand for N that have good sub¬ 

stitutes, since the curvature of XX is a measure of the substitution 

between N and other factors. 

W 

Members of the “employer class” may differ in their tastes for 

discrimination, and these differences can be represented by a fre¬ 

quency distribution of their DC’s. In the remainder of this chapter 

we show how the distribution of DC’s combines with other variables 

to determine market discrimination. Competition in the labor 

market is assumed throughout, but competition and monopoly in 

the product market are discussed separately. 
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2. COMPETITIVE INDUSTRIES 

Suppose there is only one industry and a fixed supply of N and W 

such that the supply of N is one-third that of W. It is assumed that 

each unit of N is a perfect substitute in production for each unit of 

W; this is not much of a restriction, since the analysis of imperfect 

substitutes is very similar to the analysis of perfect ones. If each 

firm in equilibrium hired the same amount of N or W, the equi¬ 

librium MDC would equal the first-quartile DC in the distribution 

of DC’s.3 The proof is quite easy. Recall that the MDC in this 

market would equal the percentage difference between the wage 

rates of_ W and N; i.e., MDC = (7rw - ttJ/tt*. If MDC = d, 

7T„(1 + d) = 71-w. Employers with DC’s equal to d less than d 

would hire only N, since 7r„(l -+- d) < ttw; similarly, employers with 

DC’s greater than d would hire only W. The number of N employed 

would be one-third the number of IV employed if and only if one- 

fourth of the firms hired N; that is, if and only if d equaled the first- 

quartile DC. 

Non-parametric measures of the average discrimination co¬ 

efficient and of the dispersion around the average are most useful 

for our purposes. The median is the most convenient measure of the 

average, and the interquartile range is probably the most con¬ 

venient measure of dispersion. If the dispersion is zero, tastes are 

said to be homogeneous; as the dispersion increases, tastes become 

heterogeneous. In the situation just analyzed, the equilibrium 

MDC would increase if either the median DC or the first-quartile 

DC relative to the median increased. Since the relative value of the 

first-quartile DC is determined by the dispersion, an increase in the 

average or a decrease in the dispersion would increase the equi¬ 

librium MDC. The MDC equals the median when tastes are 

homogeneous and differs from the median when tastes are hetero¬ 

geneous. Thus, while it is necessary to know the tastes of an average 

or “representative” employer to know the MDC, it is not suf¬ 

ficient, since differences among employers also affect market 

discrimination. 

If the supply of N became equal to the supply of W and if all 

3. Discrimination against W is treated as negative discrimination against N. 
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firms continued to hire the same amount of N or IT, the equilibrium 

MDC would increase to the median DC. As long as tastes are not 

homogeneous, a larger relative supply of N must be associated with 

a larger MDC; if tastes are homogeneous, the MDC is independent 

of their relative supply. Tastes are homogeneous if no employers 

want to discriminate, and then, of course, the MDC equals zero. 

Each firm does not usually hire the same amount of N or IT. 

If all firms had the same linear and homogeneous production func¬ 

tion, firms that discriminated would always have larger unit net 

costs than firms that did not. The smaller (in absolute value) the 

DC of any firm, the less would be its unit net costs. The firm with 

the smallest DC would produce the total output, since it could 

undersell all others; therefore, the equilibrium MDC would equal 

this firm’s DC. A change in the relative supply of N would not 

affect the equilibrium MDC; simply, more N and less IT would be 

employed by the same firm. 

If firms did not have homogeneous production functions, unit 

costs would rise with output, and the firm with the smallest DC 

would not produce everything. If all firms were hiring the same 

amount of N or IT, the MDC would equal the first-quartile DC, and 

N’s marginal value productivity would equal IT’s. But, since AT’s 

wage rate would be less than IT’s, firms employing N would expand 

relative to firms employing IT, and this would force up N’s wage 

rate relative to IT’s. Hence the equilibrium MDC would be less 

than the first-quartile DC. 

In general, firms with DC’s less than the MDC are profitable and 

tend to expand relative to other firms. The ease with which a firm 

expands is determined by the relation of unit costs to output; if 

unit costs are independent of output, expansion is easy; if costs rise 

sharply with output, expansion is difficult. Firms with small DC’s 

expand more in comparison with other firms, the less this expansion 

increases their costs relative to others; hence production conditions 

facing firms must be important determinants of the MDC.4 

4. The only difference between a theory based on discrimination and one 

based on nepotism is in the effect of production conditions. It has been shown, 

for example, that if each firm had the same linear and homogeneous production 

function, the firm with the smallest taste for discrimination would produce the 
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It has been shown that not only the average taste for discrimina¬ 

tion but also the dispersion around the average is an important de¬ 

terminant of market discrimination. Even slight differences between 

the wage rates of IT and N induce employers with small DC’s to 

hire primarily N. The equilibrium MDC must differ from what it 

would be if all potential employers had average DC’s. An increase 

in the relative supply of N may increase the MDC against N, and 

this, too, is related to differences in employers’ tastes.* * * * 5 If unit costs 

rise as a firm expands, firms that have been employing N will not 

employ all the additional N; some N must be employed by firms 

that have been employing W. These firms have larger DC’s and 

employ N only if TV’s wage rate declines relative to IT’s, i.e., only 

if the MDC increases.6 

It does not necessarily follow from this analysis that the MDC 

would be greater than zero. For example, if the production functions 

of each firm were linear and homogeneous, the MDC would equal 

zero if at least one employer had a zero DC. Conventional theory 

usually “assumes” that all employers endeavor to maximize money 

income. This has been continuously criticized by those who argue 

that some employers want power, an easy life, and other forms of 

non-money income. The introduction of DC’s generalizes conven¬ 

tional theory; it is no longer assumed that all potential employers 

want to maximize money income. Nevertheless, under certain 

conditions the equilibrium MDC would equal zero, and, conse¬ 

quently, all surviving employers would be maximizing money in¬ 

come. When this occurs, conventional theory is observationally 

equivalent to this more general theory. 

entire industry output. If, on the other hand, each firm had a taste for nepotism, 

the firm with the largest taste would produce the entire output. A taste for 

nepotism implies the existence of non-monetary returns from employing W, 

and, therefore, the firm with the largest taste would have the smallest net costs. 

5. See the appendix to this chapter (pp. 50-52) for a mathematical discussion 

of this problem. 

6. If the tastes of all employers were the same but were a function of the rela¬ 

tive number of N, a change in the relative supply of N would change the MDC. 

This relationship is discussed further in subsequent chapters. 
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3. MONOPOLISTIC INDUSTRIES 

Instead of assuming free entry and competition in production, 

assume that one member of the employer class is chosen at random 

and given a “franchise” to produce the total output and that each 

firm has a production function homogeneous of first degree. If the 

individual given the franchise had a relatively large DC, he would 

have larger net costs and receive a lower net income than other 

potential producers would. If the franchise were transferable, it 

would be in his interest to sell it, for he would be offered a larger 

net income than he could receive by keeping it. The highest bids 

would come from those having the smallest DC’s, and the franchise 

would be sold to one of them; the result is identical with that ob¬ 

tained when assuming free entry into the industry. This analysis 

can easily be generalized to many kinds of productivity and mar¬ 

ket conditions, and the conclusion always is that market discrimina¬ 

tion is exactly the same under “transferable monopolies” as under 

competitive conditions. Competition in the capital market reduces 

discrimination in transferable monopolistic industries; competition 

in the product market reduces it in competitive industries.7 

The category “transferable monopolies” includes those mo¬ 

nopolies due to patents, other kinds of salable franchises provided 

by the state, and the historical “accident” of being first in an indus¬ 

try. Market discrimination in these industries should be the same as 

in competitive ones. 

If the “franchise” were not transferable, the assumed random¬ 

ness in choosing the individual to receive the franchise would in¬ 

sure that the average value of his DC would equal the average DC 

in the employer class. Monopolies based on personal ability (Henry 

Ford or Bing Crosby), non-transferable state franchises and licenses, 

advantages from having a large amount of capital, etc., are non- 

transferable. As a first approximation it is plausible to assume that 

7. This analysis is applicable to other problems; e.g., there is no reason why 

firms exploiting patents should be less efficient, progressive, etc., than competi¬ 

tive firms. Here, too, competition in the capital market is a substitute for compe¬ 

tition in the product market. I am most indebted to discussions with Aaron 

Director and H. Gregg Lewis on this point. 
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the DC’s of individuals associated with these monopolies were 

randomly chosen from the distribution of employer DC’s.8 This im¬ 

plies that the average DC in these monopolies would equal the aver¬ 

age DC in the employer class.9 

Suppose that monopolistic and competitive industries buy N and 

W labor in a common market and that in this market W supplies 

more labor than N. Employers with small DC’s determine the 

amount of discrimination in competitive industries. On the other 

hand, employers with median DC’s determine the average amount 

of discrimination in (non-transferable) monopolistic industries. The 

MDC results from the combined practices of all industries. Since 

competitive industries discriminate less, on the average, than 

monopolistic ones, relatively more N would be employed by the 

former than by the latter industries. 

4. AN EMPIRICAL APPLICATION 

This analysis explains the behavior of competitive and monopo¬ 

listic manufacturing industries in the South in 1940. Table 2 gives 

the relative number of non-white males employed in competitive 

and manufacturing industries for each of the eight Census occupa¬ 

tional categories.10 “Relative number” means the number of non¬ 

whites divided by the number of whites. Column 4 shows that the 

8. This assumption states that M and d are independently distributed; hence 

r (M, d) = 0 , 

where M represents the monopoly power at an individual’s disposal, d his DC, 

and r the correlation coefficient between M and d. For my purposes, r need not 

be zero but only “small”; the reader will probably find this more congenial. 

9. In (non-transferable) duopolistic industries, two members of the em¬ 

ployer class would be chosen at random. This would increase the influence of 

persons with small DC’s, and lead to less market discrimination than in “pure” 

monopolistic industries. As the number of potential producers increased, the 

amount of discrimination in these industries would approach the amount in 

competitive industries. 

10. The monopolistic-competitive breakdown is based upon G. Warren 

Nutter, The Extent of Enterprise Monopoly in the United States, 1899-1939 (Chi¬ 

cago: University of Chicago Press, 1951), pp. 1-169 (see appendix to this chapter, 

pp. 52-54, for a discussion of this classification). 
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relative number of non-whites was greater in competitive than in 

monopolistic industries for seven of the eight categories; it was less 

only for “other service workers.”11 

Not only the number of entries below unity12 but also the detailed 

differences among these entries agree with the theory presented 

here. According to this theory, discrimination in competitive indus- 

TABLE 2 

Relative Numbers of Non-white Males Employed in Manufac¬ 

turing INDUSTRIES IN 1940 IN THE SOUTH BY OCCUPATION AND 

MONOPOLY-COMPETITIVE CLASSIFICATION * 

Occupation 

(1) 

Relative 
Number in 

Competitive 

Industries! 
(2) 

Relative 

Number in 
Monopolistic 

Industries! 
(3) 

Column 3 

Divided by 
Column 2 

(4) 

Professional and semiprofessional 
workers. 0.009 0.002 0.23 

Officials and proprietors. 0.008 0.001 0.13 

Clerical and sales workers. 0.024 0.009 0.40 

Craftsmen. 0.065 0.019 0.28 

Operatives. 0.136 0.122 0.89 

Protective service workers. 0.096 0.033 0.35 

Other service workers. 1.020 1.894 1.86 

Laborers. 1.046 0.579 0.55 

Occupation not reported. 0.242 0.079 0.32 

* Source: U.S. Bureau of the Census, Census of Population, 1940 (Washington, D.C.: Govern¬ 
ment Printing Office, 1943), VoL III, Part I, Table 82 (see appendix to this chapter, pp. 52-54, 
for a discussion of this classification). 

t “Relative number” means the number of employed non-whites divided by the number of 
employed whites. 

11. Since proprietors are “hired” by proprietors only in a trivial sense, we 

should like to subtract them out of the “officials and proprietors” category. 

Relatively more non-white officials could have been employed in monopolistic 

industries only if there were at least four times as many non-white proprietors 

as officials. In 1950 there were about twice as many non-white proprietors as 

officials (see U.S. Bureau of the Census, Census of Population, 1950 [Washington, 

D.C.: Government Printing Office, 1953], II, 276). 

12. Suppose the null hypothesis is that the first eight numbers in column 4 

were random drawings from an infinite population in which half the numbers 

were 1 or larger. With this hypothesis, the probability that seven or more of 

these numbers would be less than 1 is only 0.035; hence it would be rejected at 

the 0.05 level of significance. 
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tries increases as the relative supply of non-whites increases; the 

average amount of discrimination in monopolistic industries is al¬ 

ways determined by the median DC and thus is independent of the 

relative supply of non-whites. If there are more non-whites than 

whites, there may be more discrimination in competitive than in 

monopolistic industries. As the relative number of non-whites in an 

occupation increases, the proportion employed by monopolistic 

industries should also increase. Non-whites were relatively most 

numerous among other service workers, laborers, and operatives, 

and the numbers in column 4 are largest for these occupations; they 

were least numerous among professional workers and officials and 

proprietors, and the numbers in column 4 are smallest for those 

occupations.13 Even more impressive evidence is that the only cate¬ 

gory in which relatively more non-whites were employed in mo¬ 

nopolistic industries is also the only category in which the supply 

of non-whites was greater than the supply of whites. 

Since the data refer to manufacturing industries in a particular 

region, the assumption that both sets of industries buy labor in the 

same market may not be too unrealistic. The Census occupational 

categories give a useful classification of factors. 

Even if these assumptions are accepted, the regularities in the 

data might be predicted by alternative theories. Employee or con¬ 

sumer discrimination may be larger in monopolistic industries; e.g., 

trade unions may be stronger there (see chap. 4). The average size 

of an establishment may be larger in monopolistic industries, and 

this, too, would lead to larger discrimination (see chap. 6, pp. 89- 

90). Employers in monopolistic industries may be more exposed to 

the public, therefore being under greater community pressure to 

discriminate. It is important to point out that these and similar 

hypotheses fail to explain the high correlation between the relative 

number of non-whites in an occupation and the relative amount of 

discrimination in monopolistic industries. However, other theories 

could explain this correlation. An employer’s taste for discrimina¬ 

tion might depend considerably on his “contact” with employees; 

13. The rank correlation coefficient between the ranks of the numbers in 

column 4 and the proportion of non-white males employed in manufacturing 

industries is 0.90. This is significantly different from zero at the 0.01 level. 
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for example, he might discriminate only slightly against those he 

seldom saw. His greatest contact usually is with professional em¬ 

ployees, officials, sales personnel, and foremen and craftsmen; ac¬ 

cording to this theory of “contact,” he would discriminate most 

against them. This means that the median DC would be smallest 

for operatives, service workers, and laborers. Since the analysis im¬ 

plies that the numbers in column 4 would be closer to unity, the 

smaller the median, this theory of contact could explain some of 

the regularities in column 4. But note that it cannot explain why 

monopolistic industries hire relatively more non-white other service 

workers, and it must be supplemented by an analysis stressing the 

influence of changes in the relative supply of non-whites. 

APPENDIX TO CHAPTER 3 

1. MATHEMATICAL ANALYSIS 

Assume that the supply of two perfectly substitutable factors, N 

and W, to the industry being considered is fixed at 5® and S%, 

respectively, and that the production function of any potential 

firm is identical with the production function of the industry. This 

function can be represented by 

X = F(S), 

where S = Sn + Sw and X is the output of the industry. 

The discussion in this chapter shows that in a perfectly competi¬ 

tive equilibrium, 

P x (£§0 ^"n ^ ' dmin)> (Al) 

where is the smallest DC in the employer class, Px is the unit 

price of X, and ttw and 7rn are wage rates. Since equation (1) de¬ 

pends only on S°, Px, F, and d^ia, a change in only the relative 

supply of N and W cannot affect 7r„ and ww. 

Now suppose that there are some factors fixed to the firm but not 

fixed to the industry. For the fth employer with a DC = d, < 

(irw — rf)/-Kn — MDC, equilibrium requires 

PxFn = TTn(l + di) 

PzFf < irw , 

and 
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where F'w and F'n are the marginal products of W and N in the ith 

employer’s firm. For the jth employer with a DC = dj > MDC, 

equilibrium requires 

P F’ = 7T 

and 

PX < 7Tn (1 + dj). 

If 7rn declines, rw and Px remaining fixed, the demand for N in¬ 

creases for two reasons: (1) firms using N expand production, and 

(2) some firms switch from using W to using N. The second reason 

also implies that the demand for W declines, although the demand 

of firms continuing to employ XV does not change. Clearly, the 

decrease in tt„ increases the demand for N by more than it decreases 

the demand for W. Let 

and 
Sn = Dl (tt„, 7Tw, Px) 

Sw = D2 (7r„, 7r„,, Px) 

represent the market demand for N and W, respectively. From the 

preceding discussion, it follows that 

= D\ < 0 , 
dDl 

d Tw 
= Dl>0, 

= Dl> 0, 
dD2 

dirw 
= Dl< 0, (A 2) 

Dln | > Dl , 1 Dl 1 >Dl, 

Dl | > Dl , 1 Dl 1 >D\. 

If the supply of N and W changes, subject to the restriction that 

dSn + dSw = 0, one obtains (assuming dPx ^ 0) 

and 

dirn 
dSnU£+Dk) dSn{Dl+ Dlw) 

dnw — 

Dl Dx 
n w 

D2 D2 
n w 

dSADl+ D\) 

A 
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By formula (A2), A > 0, D\ -T Dl, < 0, and D\ + D\ < 0. If 

dS„ > 0, dTrn < 0, dww > 0, and d[{irw - OAn] = ff(MDC) > 0. 

That is to say, an increase in the relative supply of N decreases N’s 

wage rate, increases IT’s, and increases the market discrimination 

against N. 

2. THE CLASSIFICATION OF INDUSTRIES INTO MONOPOLIS¬ 

TIC AND COMPETITIVE ONES 

Tables 17-23 in G. Warren Nutter’s study14 were the basis of the 

classification of products as monopolistic or competitive used in 

Table 2 (p. 48). The most important criterion of monopoly used by 

Nutter is the proportion of total value of output accounted for by 

the four leading firms.15 This criterion obviously has many weak¬ 

nesses, but there is no better empirical study of the extent of 

monopoly. 

From Nutter’s list of monopolistic products were subtracted 

those classified as monopolistic only because of regional concentra¬ 

tion.16 These monopolies were assumed to be transferable, and, for 

our purposes, they belong with competitive industries. 

The number of whites and non-whites from different occupations 

employed in different manufacturing industries in the South was 

given in the 1940 Census of Population.11 The Census of Manu¬ 

factures gives by states the total number employed in producing 

each product.18 The proportion of southern males who were em¬ 

ployed in producing monopolistic products within each of these 

14. Op. cit. 

15. Nutter, following Wilcox, also used other less important criteria: flexibil¬ 

ity of prices, profit rates, etc. For Wilcox’s analysis see Competition and Mo¬ 

nopoly in American Industry (“TNEC Monographs,” No. 21 [Washington, 

D.C.: Government Printing Office, 1940]). 

16. The products involved were brick-making, building stone, planing mills, 

concrete products, bread and bakery products, and ice cream. 

17. U.S. Bureau of the Census, Census of Population, 1940 (Washington, 

D.C.: Government Printing Office, 1943), Vol. Ill, Table 82. 

18. U.S. Bureau of the Census, Census of Manufactures, 1939 (Washington, 

D.C.: Government Printing Office, 1942), Vol. II. 



TABLE 3 

Number Employed by Monopolistic and Other Manu¬ 
facturing Industries in the South, 1939* 

Industry 

Rayon and allied products. 
Petroleum refining. 
Aircrafts and parts. 
Autos and auto equipment. 
Railroads and miscellaneous trans¬ 
portation. 

Meat products. 
Glass and glass products. 
Tobacco products. 
Nonferrous metals and their prod¬ 
ucts. 

Electrical machinery equipment. .. . 
Other iron and steel products. 
Other stone and clay products. 
Blast furnaces. 
Other chemical and allied products. 
Miscellaneous wooden goods. 
Other manufacturing industries. . . . 
Rubber products. 
Miscellaneous petroleum and coal 
products. 

Furniture and store fixtures. 
Other food products. 
Machinery except electrical. 
Bakery products. 
Beverages. 
Other textile mill products. 
Cotton manufacturing. 
Paper and allied products. 
Apparel. 
Footwear (except rubber). 
Other leather products. 
Printing and publishing. 
Silk and rayon products. 
Woolen and worsted products. 
Knit goods. 
Miscellaneous fabrics and textile 
products. 

Logging... 
Sawmills and planing. 
Structural clay products. 
Ship and boat building. 

Number 

Employed by 

Monopolistic 

Producers 

(in Thousands) 

All 
All 
All 

10.5 

6.2 
23.9 
15.0 
30.8 

10.4 
8.7 

24.9 

13.9 
18.4 
9.0 
3.5 
2.6 

0.8 
8.2 

13.9 
4.5 
4.7 
3.0 
2.0 

17.8 
0.8 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

Number 

Employed by 

Industry 

(in Thousands) 

10.7 

6.9 
30.8 
20.3 
45.1 

16.9 
15.0 
68.3 
40.8 
48.9 
85.8 
43.2 
17.5 
13.3 

5.7 
56.8 

121.7 
44.4 
50.3 
34.4 
31.6 

325.4 
43.9 

Fraction 

Employed by 

Monopolistic 

Producers 

1.00 
1.00 
1.00 
0.99 

0.91 
0.78 
0.74 
0.68 

0.62 
0.58 
0.36 
0.31 
0.28 
0.21 
0.21 
0.20 
0.19 

0.15 
0.15 
0.11 
0.10 
0.09 
0.09 
0.07 
0.05 
0.02 
O.OOf 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

♦Source: G. Warren Nutter, The Extent of Enterprise Monopoly in the United States, 1899- 
1939 (Chicago: University of Chicago Press, 1951); U.S. Bureau of the Census, Census of Manu¬ 

factures, 1939. 

t Less than 0.01. 
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industries in 1939 was calculated.19 This proportion gave the esti¬ 

mates for 1940 of the amount of monopoly in each southern manu¬ 

facturing industry that are presented in Table 3. 

An industry is classified as monopolistic if 50 per cent or more of 

the number of workers were employed by monopolistic producers. 

Thus the first ten industries in Table 3 are classified as monopo¬ 

listic and the rest as competitive. The entries in Table 2 were 

derived from this monopoly classification and the data giving the 

distribution of whites and non-whites by industry and occupation. 

19. Although the number employed in each state is usually given, for each 

census product there is a residual category of “other states.” Here one finds the 

number of establishments in each state not listed separately and the total num¬ 

ber employed in these states. To obtain the number employed in each of these 

states, it was assumed that the same number of persons was employed in each 

of these establishments. 



CHAPTER FOUR 

Employee Discrimination 

In the last chapter various aspects of employer discrimination were 

discussed; now we turn to an analysis of employee discrimination.1 

It is assumed that employers and consumers do not discriminate. 

Following the lines of discussion in earlier chapters, it can be 

shown that market discrimination by employees is determined by 

the average employee taste for discrimination and the dispersion 

around this average, the relative supply of .V, the ease with which 

one factor can be substituted for another, and the extent of trade 

unionism in the labor market. 

1. A SINGLE EMPLOYEE 

Employees, like employers, may differ in their tastes for discrimi¬ 

nation, and their tastes can also be measured by a discrimination 

coefficient (DC). This DC converts a unit money wage rate of 7rtn 

received for working with N into a unit net wage rate of 7r,n(l d), 

where d measures the magnitude of this employee’s taste for dis¬ 

crimination. The deterrent to discrimination or the gain from not 

discriminating stems from a differential between the wage rates 

received for working with N and W: the unit cost from discriminat¬ 

ing can be measured by 
7Tin 7T iy) 

c =-. 
7T i n 

1. An “employee” is defined as an individual selling labor or other services 

under contractual arrangements specifying his return by time or output. 

55 
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If c > d, an employee chooses to work with N; if c < d, to work with 

IT; and if c = d, he is indifferent between IT and .V. An increase in 

■Kin relative to kxw or a decrease in d increases his desire to work 

with N. 

2. PERFECT SUBSTITUTES 

Suppose that several factors of production are employed in a 

competitive labor market and that some of them have tastes for 

discrimination against N 2 The effect of these tastes on wage rates 

and employment is partly determined by the ease with which one 

factor can be substituted for another in production. The possibili¬ 

ties range from factors that are perfect substitutes for N to those 

that are perfect complements of N in production. 

Let us first examine discrimination by a factor, IT, which is a 

perfect substitute for N. Each employer must pay a higher wage 

rate to a member of IT if he is to work with N rather than with 

other IT. An income-maximizing employer would never hire a 

mixed work force, since he would have to pay the IT members of 

this force a larger wage rate than members of IT working solely 

with other IV. He hires only W if IT’s wage rate is less than TV’s, 

and only N if TV's is less than IT’s. He is indifferent between hiring 

them if and only if their wage rates are equal. Both N and IT can 

be employed (in different firms) only if each employer is indifferent 

between them. Therefore, if a perfect substitute for N has a taste 

for discrimination against A7, market segregation rather than mar¬ 

ket discrimination results: a firm employs either teams of N or 

teams of IT; IT and N are not employed in the same work force. 

3. MARKET SEGREGATION 

Suppose Negro and white laborers and foremen are employed in a 

particular region. Market segregation exists if Negro (or white) 

laborers and foremen are employed with each other to a significant- 

2. For most of the discussion in this chapter, N can be thought of as repre¬ 

senting a group either of employees or of employers. However, to economize on 

space, we will write as if N represented a group of employees. 
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ly greater extent than would result from their random distribution. 

In general, if various members of different factors (such as laborers 

and foremen) are combined into one group by a criterion such as 

color or religion, one can say that market segregation of this group 

exists if its members are employed with each other to a significantly 

greater extent than would result from a random distribution of all 

members of each factor. 

It may be worthwhile to point out explicitly certain aspects of 

this definition. First, note that the definition is symmetrical: market 

segregation of a group of individuals implies market segregation of 

the group composed of all other individuals. Second, segregation 

has been defined for a given region; segregation may occur within 

this region but not within a more or less inclusive one. For example, 

since in the United States a large fraction of Negroes live and work 

together in the South, Negroes (and whites) in the United States 

work with each other more than would result from a random dis¬ 

tribution, and, therefore, market segregation of Negroes (and 

whites) exists in the United States as a whole. However, to deter¬ 

mine whether market segregation exists in the North or the South, 

the proportion of Negroes in these regions must be taken as given, 

and the actual distribution of employment of Negroes and whites 

must be compared with a random distribution within each region. 

Third, market segregation is defined only with respect to the dis¬ 

tribution of members of each factor; the composition of each factor 

is taken as given. For example, the fact that Negroes are a larger 

fraction of the laborers than foremen does not imply market segrega¬ 

tion, although, from a broader viewpoint, certain kinds of discrimi¬ 

nation and segregation may be responsible for Negroes becoming 

laborers rather than foremen. 

Many serious errors have been committed because of a failure to 

recognize that market segregation and market discrimination are 

separate concepts referring to separate phenomena.3 Market dis¬ 

crimination refers to the incomes received by different groups and 

ignores their distribution in employment; market segregation refers 

3. Donald Dewey’s analysis is marred by this mistake (see his “Negro Em¬ 

ployment in Southern Industry,” Journal of Political Economy, LN [August, 

1952], 285); in chap. 7 I comment on his work in more detail. 
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to their distribution in employment and ignores their incomes. 

Market segregation can occur without market discrimination, as 

shown in the discussion of discrimination by perfect substitutes; 

market discrimination can occur without market segregation, as 

will shortly be shown; and quite often they occur together, as was 

demonstrated in chapter 2. 

It was also shown in chapter 2 and will be further emphasized 

in succeeding chapters that substantial market discrimination has 

occurred in the United States against various groups. Quantitative 

evidence on the amount of market segregation is not so readily 

available, but crude observations of the American scene suggest 

that it, too, occurs on a very large scale: Negro foremen work with 

Negro work groups, Negro laborers work with other Negro laborers, 

Jewish business owners hire Jewish help, etc. Complete segregation 

of two groups, W and N, which are perfect substitutes in produc¬ 

tion, occurs if members of at least one of these groups wish to dis¬ 

criminate against members of the other. This condition is sufficient 

but not necessary; for segregation occurs if both groups wish to dis¬ 

criminate against the same group, say N, as long as the tastes of 

members of N against each other are less than the tastes of W 

against N. Some segregation of any two groups occurs if and only if 

the desire to discriminate against one group by members of the 

same group is less than the desire to discriminate against this group 

by members of the other group.4 This general condition helps in 

understanding the observed segregation in the United States and 

elsewhere.5 

4. This may occur because contact among members of the same group is 

more intense than contact between groups. Intense contact can be associated 

with little discrimination for at least three reasons: (1) discrimination may be 

caused by ignorance, and contact may eliminate this ignorance; (2) N and W 

may have different physical and social characteristics, and contact may lead N 

and W to value their own characteristics; (3) N may discriminate less and have 

more contact with each other precisely because they value their own character¬ 

istics. It has not been possible to discover any quantitative evidence that would 

select among these alternatives. 

5. It is interesting to point out that market discrimination is caused by tastes 

for discrimination, while market segregation is caused by differences in 

tastes. Segregation does not necessarily accompany discrimination and will do 

so only if different groups have different tastes for discrimination. 
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4. COMPLEMENTS AND IMPERFECT SUBSTITUTES 

Suppose that, in addition to W and N, there is a third factor used 

in fixed proportions with W or N and that members of this factor 

have the same DC’s (equal to d3) against IV. It can be shown 

that the MDC caused by the discrimination against N of a factor 

used in fixed proportions with N equals the DC of this factor (d3) 

multiplied by the ratio of its money return per unit of output when 

working with N to N’s money return per unit of output6 (a discus¬ 

sion of this ratio, the variable C, is postponed until chap. 6). A 

change in d3 leads to a change of at least7 proportionate magnitude 

in the MDC. 

Members of this complementary factor may differ in their tastes 

for discrimination, and these differences can be summarized by a fre¬ 

quency distribution of DC’s. If the supply of N labor is one-third 

that of W and if each member of the complementary factor supplies 

the same number of labor units, a proof similar to that used in 

chapter 3 shows that the equilibrium MDC would equal C3 times 

the first-quartile DC. An increase in the dispersion around the 

average or a decrease in the average DC decreases the MDC. Once 

6. Each member tries to maximize his net income; accordingly, he works only 

with W if 7r3u> > rr3„(l — d3), and only with N if rr3„(l — d3) > tt3w. If both 

W and N are to be employed, neither of these conditions can hold, and in 

equilibrium 
7T3n(l — d3) = tt3w . (i) 

Assume that m units of this factor combine with m! units of either W or N 

to produce one unit of output. The cost per unit of output when employing N is 

ttiTr3n + m'wn, and when employing W it is m-w3w + m'irw. Employers maximize 

money income and choose the combination of factors that minimizes money 

costs. Hence both W and N are employed only if these unit costs are equal; i.e., 

(h) W7T3n + m'lTn— wtr3v)+ m'. 

After substituting equation (i) in equation (ii), we get 

(iii) 

7. “At least” is added, since an increase in d3 may increase C3 through in¬ 

creasing 7r3„ and reducing 7rn. 
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again, differences in tastes for discrimination may be an important 

determinant of market discrimination. 

The amount of labor supplied by any individual depends on his 

wage rate. Assume that each individual offers more labor, the higher 

his net wage rate; that the supply of N labor is one-third that of IT 

when A7’s wage rate equals IT’s; and that each member of the com¬ 

plementary factor supplies the same amount of labor at the same 

net wage rate. If the MDC equaled C3 times the first-quartile DC, 

7rn would be less than irw, and the supply of N labor would be less 

than one-third that of W. Moreover, since intra-marginal persons 

working with N receive a larger net wage rate than those working 

with IT, they each supply more labor than the latter. Accordingly, 

the relative demand for N must be greater than the relative supply 

of A7, and the equilibrium MDC must be less than C3 times the 

first-quartile DC. The equilibrium AIDC is smaller, the larger the 

supply elasticities of these different kinds of labor are. The increase 

in the MDC caused by an increase in the relative supply of N is 

determined by the average DC, the dispersion around the average, 

and the elasticities of supply. 

It seems plausible that tastes for discrimination by imperfect 

substitutes would cause market discrimination in between that 

caused by perfect substitutes and perfect complements. To prove 

this, assume that in the absence of discrimination it would be 

optimal to employ m' units of N (or IT) for each m units of this 

factor. If proportions were fixed, the equilibrium relative wage rates 

of N and IT for various levels of discrimination would be given by 

equation (iii) (n. 6). If proportions could be varied, discrimination 

would cause an employer to use more than m' units of N and less 

than m' units of IT with each m units of this factor. Discrimination 

causes a decline in 7r„ and a rise in ttw, and this encourages him to 

increase his demand for N relative to IT; this, in turn, increases 7rn 

relative to irw. The proof is thus completed, because it has been 

shown that the equilibrium MDC with variable proportions must 

be less than that with fixed proportions. 

Various writers have stressed the connection between the magni¬ 

tude of tastes for discrimination and economic conditions. They 
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have particularly emphasized the observation that members of one 

group often develop large tastes against other groups competing in 

the market place for the same kind of jobs.8 Competition is greatest 

between groups that are perfect substitutes, and it diminishes as the 

degree of substitution diminishes. Thus the alleged connection be¬ 

tween tastes and competition can be stated as follows: Other things 

being equal, tastes for discrimination against N are largest among 

factors that are the best substitutes for N. Some writers further 

imply that, because good substitutes have the largest tastes for dis¬ 

crimination, they also produce most of the market discrimination. 

The preceding analysis shows that this conclusion does not neces¬ 

sarily follow from the assumption about tastes. A given amount of 

discrimination by a factor causes less market discrimination against 

A7’, the more substitutable this factor is for A7”.9 As the degree of sub¬ 

stitution increases, two opposing forces operate: on the one hand, 

tastes increase, but, on the other, the market discrimination 

caused by given tastes decreases. The conclusion that market dis¬ 

crimination stems primarily from discrimination by good sub¬ 

stitutes must assume that the former increases at a significantly 

faster rate than the latter decreases.10 Although there is no reliable 

evidence available for testing this assumption, I doubt whether 

it is true. 

8. See, for example, Saenger, The Social Psychology of Prejudice (New York: 
Harper & Bros., 1953), p. 98; Gordon Allport, The Nature of Prejudice (Cam¬ 
bridge: Addison-Wesley Press, 1955), p. 229; and R. W. Williams, The Reduc¬ 
tion of Intergroup Tensions (New York: Social Science Research Council, 1947), 

p. 59. 

9. This is necessarily true if C; does not systematically increase as the degree 

of substitution increases. 

10. Let 5 represent the degree of substitution, and d the DC of a factor. 
Suppose that d were proportional to S, as d = aS, and that the MDC caused by 
discrimination from a factor were proportional to d and inversely proportional 
to the square of S, as MDC = bd/S2. Then MDC = ab/S, and the MDC 
would be inversely proportional to the degree of substitution, lid = aS3, MDC = 
abS, and the MDC would be directly proportional to the degree of substitution. 
Likewise, if d = aS2, the MDC would be independent of the degree of substitu¬ 

tion. 
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5. TRADE UNIONS 

Competition in the labor market has been assumed thus far. The 

analysis has several implications for discrimination in unionized 

markets; but, since little empirical work has been done in this area, 

it would be unwise to develop these implications at this time. It 

suffices to point out that if a union has a DC against a group of non¬ 

union N, these N may be excluded from the union; the greater the 

union’s DC, the more likely this is. The magnitude of the union’s 

DC is determined by the DC’s of union members. If one member of 

the union were selected at random to be union leader and decision¬ 

maker, the union’s DC would, on the average, equal the median DC 

in the distribution of DC’s among union members (see chap. 3). 

At the other extreme, union decisions may be reached by majority 

rule, with each member having one vote and with each free to run 

for office. It can be shown that no platform could get more votes 

than one offering the median DC, and, therefore, the median would, 

in equilibrium, be the union’s DC (see chap. 5). At both extremes, 

then, the expected DC equals the median DC among union mem¬ 

bers. 

It was shown earlier in this chapter that, in a competitive labor 

market, discrimination by a group, W, against a group of perfect 

substitutes, N, does not cause market discrimination. If, however, a 

union of W discriminates against a group of substitutable non-union 

N by refusing to admit them to the union, this could cause market 

discrimination against these N. Indeed, many have claimed that 

union discrimination is a major cause of market discrimination. For 

example, F. Y. Edgeworth argued that women’s wages in England 

were lower than those of comparable males primarily because trade 

unions had raised male wages and that women were excluded from 

these unions partly because of discrimination against them by 

males.11 

11. See his “Equal Pay to Men and Women for Equal Work,” Economic 

Journal, XXXII (December, 1922), 431-57. He said: “The pressure of male 

trade unions appears to be largely responsible for that crowding of women into 

a comparatively few occupations, which is universally recognized as a main 

factor in the depression of their wages” (p. 439) and “The exclusiveness of male 
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A wage differential between unionized and non-unionized labor 

may not arise from union discrimination (i.e., the money income 

of union members may be increased by a policy of exclusion) but 

from discrimination by other groups. A group of whites or males 

can have a strong union because they were the first to enter an 

occupation or because they are particularly militant. However, 

some of their economic strength might be due to their sex or color, 

as violence might not be permitted and political pressure might 

not be exerted for Negroes or females.12 The higher incomes of males 

and whites would then be due partly to social and political discrimi¬ 

nation against Negroes and females. A detailed empirical examina¬ 

tion of these alternative explanations is necessary before the be¬ 

havior of trade unions toward minority groups can be fully under¬ 

stood. 

ADDENDUM TO CHAPTER 4 

Economists have long been concerned with the economic power 

of unions,13 and in the last twenty years have attempted to deter¬ 

mine this power empirically. The principal measure used has been a 

ratio of the union’s wage rate to one that would exist in the union’s 

absence. Most economists would agree that union power has been 

imperfectly estimated, partly because this measure ignores union 

trade unions has been in the past at least fostered by prejudices and conventions” A 

(p. 440). See also M. Faucett, “Equal Pay for Equal Work,” Economic Journal, 

XXVIII (March, 1918), 1-6. 

12. E. F. Rathbone gave an interesting example of this when she implied 

that male rather than female trade unions in England obtain community sup¬ 

port and sympathy because males usually have families to support (see her 

“The Remuneration of Women’s Services,” Economic Journal, XXVII [March, 

1917], 55-68). 

Addendum reprinted with minor changes from Gary Becker, “Union Re¬ 

strictions on Entry,” in The Public Stake in Union Power, ed. P. Bradley 

(Charlottesville, Va.: University Press of Virginia, 1959). 

13. Throughout this addendum the word “union” refers to both trade unions 

and organizations which are in similar economic positions, such as the American 

Medical Association. 
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effects on non-pecuniary and future income, and partly because it 

has been difficult to determine wages, especially wages that would 

exist in the union’s absence.14 The probability of serious error would 

be reduced if other independent measures were also used. In this 

section, two measures are developed that frequently can be used 

either to check a relative wage estimate or to measure union power 

when a relative wage estimate is unavailable. Both incorporate the 

fact that unions affect the level of employment and the attractive¬ 

ness of an occupation as well as wages. A union that raises wages 

attracts people to the union from other occupations, and it becomes 

necessary to ration entry to the union. One measure of union power 

is associated with the use of non-price techniques to ration entry, 

the other with the use of “high” initiation or entrance fees to ration 

entry. 

These two methods of rationing entry not only produce different 

measures of union power, but also other important differences in 

admission policies. For example, there is more discrimination against 

minority groups and more nepotism toward relatives and friends in 

unions that restrict entry with non-price techniques. The degree of 

power being the same, unions charging high initiation fees tend to 

reject fewer applicants. The first section of this discussion relates 

union power to restrictions on entry and discusses several differ¬ 

ences between price and non-price rationing. The second section 

uses the analysis of the first to understand the actual policies of a 

few unions. 

Consider the figure, where the curves DD and SS represent, re¬ 

spectively, the demand for and supply of a particular factor as a 

function of its relative wage. In the absence of unions and monop- 

sonists, equilibrium would occur at point P, with PQ the wage rate 

and OQ the quantity employed. If a union did not change the loca¬ 

tion of the demand curve it would move along DD to a point like P' 

with P'Q' the new wage rate and OQ’ the new quantity employed. 

The quantity OA measures the amount that wants to be employed 

at the union wage rate. The quantity Q’A therefore measures the 

14. A different criticism is that it may be more important for some problems 

to measure the effect on the quantity employed than on the income received. 
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gap between the quantity available and the quantity demanded. 

This gap can be closed in three different ways: (a) all applicants 

could be admitted, but the number of hours worked by the typical 

union member reduced; (b) some applicants could be arbitrarily 

excluded; or (c) the number of applicants could be reduced by 

“high” initiation fees. These three are discussed in turn. 

wages 

If all applicants were admitted, supply being adjusted entirely 

through reductions in hours worked, it might be impossible to in¬ 

crease the real income of a typical member. To take an extreme ex¬ 

ample, let us suppose the supply of persons to a union was infinitely 

elastic at the income level prevailing under competitive conditions. 

Then, no matter what the increase in wages, the increase in the 

number of union members would reduce hours sufficiently to main¬ 

tain the real incomes prevailing under competitive conditions. In 

general, the greater the elasticity of supply of persons to a union, 

the more difficult it is to increase income by reducing hours. Since 

the long-run supply elasticity to an occupation or industry is prob- 
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ably very high, a reduction in hours would not be a promising way 

to raise the long-run incomes of union members. The available 

evidence appears to support this conclusion, for large declines in 

hours worked by trade-union members appear to occur primarily 

during sharp cyclical or secular declines in demand.15 Under these 

conditions a reduction in hours seems like a natural way to ration 

the limited work available. Reductions in hours to raise long-run 

incomes appear to be much less common, although it must be ad¬ 

mitted that only limited quantitative evidence is available, and I 

have not systematically examined what is available.16 

If unions do not reduce long-run supply through a reduction in 

hours, they must do it through a reduction in numbers. A common 

way to reduce numbers is to reject arbitrarily some applicants. A 

strong union—one not faced with much competition from other 

labor or machinery—would reject many applicants since, over a 

wide range, income of the average member would be negatively 

related to the number in the union. There would likewise be an 

incentive to reduce the number over time by not replacing members 

who die or retire. On the other hand, a weak union—one faced with 

intense competition from other labor and machinery—would not 

reject a large number of applicants, since doing so would cause a 

reduction in the average member’s income. Even a strong union 

can go too far in the rejection of applicants, for excessive rejections 

can stimulate the competition from non-union labor.17 In both 

strong and weak unions the equilibrium number of members is 

15. I. Sobel, “Collective Bargaining and Decentralization in the Rubber-Tire 

Industry,” Journal of Political Economy, Vol. LXII, No. 1 (February 1954), 

19-20; S. H. Slichter, Union Policies and Industrial Management (Washington, 

1941), pp. 269-74. 

16. The building, printing, and a few other unions have negotiated contracts 

calling for relatively short working days, but white collar workers, most of whom 

are non-union, have shorter working days than most union members. See S. 

Brandwein, “Recent Progress toward Reducing Hours of Work,” Monthly Labor 

Review, Vol. 79, No. 11 (November 1956), 1263-65. 

17. For one demonstration of this, see H. G. Lewis, “Competitive and 

Monopoly Unionism,” in The Public Stake in Union Power, ed. Bradley, pp. 

200-201. 
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reached when a further reduction in numbers would reduce the in¬ 

come of the average member. 

A diagram is useful in developing some measures of union power. 

The ratio P'Q'/PQ (in the figure) is the usual relative wage measure 

of union power. It is tempting to use the ratio OQ/OQ' as a relative 

quantity measure of power, for along a given demand curve this 

quantity measure is directly related to the wage measure. The rank¬ 

ing of the change in quantities, however, could differ considerably 

from the ranking of the change in wages for unions faced with 

different demand curves.18 

If supply were controlled through an arbitrary restriction in the 

number admitted, the quantity Q'A would measure the number of 

applicants rejected. An alternative quantity measure, therefore, is 

°A _ - Q'A 

OQ' + OQ' ’ 

which measures the number of applicants per union member. This 

measure equals unity for unions with no economic power, and, more 

important, it moves in the same direction as the wage measure. A 

large rise in wages may not greatly decrease the quantity actually 

employed, but it would (with elastic supply curves) greatly increase 

the quantity supplied. A large wage increase, therefore, would be 

associated with a large increase in the number of applicants per 

union member. 

This quantity measure is the ratio of two quantities which in 

principle are observable at a given time for a given union: actual 

employment and the quantity seeking employment. This is not true 

of the relative wage measure, for it is the ratio of two prices that 

cannot be measured at a given time for a given union. It requires 

instead measurements either at different times or for different mar¬ 

kets at a given time. Whether this is an advantage in fact as well as 

18. Consider two demand curves, the curve DD and a completely inelastic 

one. A union faced with the inelastic curve could raise its wage rate to infinity 

without having any effect on the quantity employed. Therefore, the relative 

wage change would be greater than P'Q'/PQ, and the relative quantity change 

would be less than OQ/OQ'. 
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in principle depends on the ease of measuring the quantity seeking 

employment (OA). 

This relative quantity measure also provides a better estimate of 

a union’s effect on future and non-pecuniary income than does the 

relative wage measure. The quantity supplied to an occupation is 

determined by both present and future real income prospects, not 

by present wages alone. If a union succeeded in improving working 

conditions, the value of OA/OQ' would be increased, while the 

value of P'Q'/PQ may be unchanged. If the future income prospects 

in an occupation worsened, OA/OQ' would be reduced, while 

P'Q'/PQ might again be unchanged. 

The quantity supplied is a function of the income prospects of a 

typical member, which may differ considerably from the income 

“paid” by employers. This difference is apparent in “racketeering” 

unions, where part of the income paid by employers is collected by 

the union “boss” in dues, kickbacks, and bribes. The relative wage 

measure would often reflect the increase in income paid by employ¬ 

ers, while the relative quantity measure would always reflect the 

increase in income received by a typical member. Since the quantity 

measure only catches the economic power accruing to a typical 

member, a union can have appreciable power, yet the relative 

quantity measure may equal unity.19 

A union will not move along a given demand curve if it can shift 

the demand curve, say to D'D' in the figure. Both employment and 

income could be raised without raising the value of this relative 

quantity measure, as illustrated by point P". This is unlikely, how¬ 

ever, because a union has an incentive to move along D'D' away 

from P". A movement away from P" creates a gap between the 

quantity of labor demanded and supplied, and thus increases the 

number of applicants per member. So, even if a union could shift 

the demand curve for its services, there would still be a positive 

correlation between the increase in wages and the number of appli¬ 

cants per member. 

19. In the figure let P'Q' equal the income paid by employers, RQ' that re¬ 

ceived by a typical member, and P'R that received by the “boss.” The relative 

quantity measure equals OQ'/OQ' = 1, although the union has raised the in¬ 

come paid by employers from PQ to P'Q'. 
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A union that restricts entry by the “arbitrary” rejection of some 

applicants does not necessarily select members at random. On the 

contrary, the union would consider any differences among appli¬ 

cants in choosing among them. For example, if a union did not want 

Negro people in the union, Negro applicants would tend to be re¬ 

jected. If a union preferred sons and nephews of present or former 

members, they would be admitted more easily than others. Dis¬ 

crimination and nepotism such as this would not cost union mem¬ 

bers anything as long as the number rejected or accepted because of 

discrimination or nepotism was less than the number that would 

be accepted or rejected if new members were chosen at random. 

This condition is more fully realized in strong unions, since they 

reject more applicants than do weak unions. When a union can 

engage in costless discrimination and nepotism, there is every in¬ 

centive for it to do so. Hence we would expect discrimination and 

nepotism to be more prevalent in strong unions. 

A union might restrict entry not only by excluding some appli¬ 

cants but also by reducing their number. Suppose a union decided 

to admit thirty new members from a group of one hundred homoge¬ 

neous applicants. It could select thirty applicants at random20 and 

admit them, or it could substitute an admissions fee for this random 

mechanism. If the fee were too low, more than thirty persons would 

apply and the union would have to select at random thirty persons. 

If it were too high, fewer than thirty persons would apply and the 

union would be unable to secure the desired number. If it were set 

just right, exactly thirty persons would apply, and no further 

rationing would be necessary. Thus an admissions fee could reduce 

the number of applicants to the desired number. The proceeds, 

which presumably would be distributed to union members, represent 

an additional return to the union’s economic power. 

This equilibrium admissions fee would equal the difference be¬ 

tween the present value of the income stream received by a union 

member and the present value received in the next best occupation. 

If it were greater, too few people would want to join the union. If it 

20. Since the applicants are homogeneous, there is no opportunity to dis¬ 

criminate. 
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were less, too many people would want to join, with the result that 

the union could raise the fee and still admit the desired number. 

Therefore, this fee is an excellent index of a union’s economic power, 

measuring future as well as present income, and implicitly estimat¬ 

ing the income expected in comparable occupations. Union economic 

power would be positively correlated with the size of admissions 

fees, rather than with the number of applicants per member. 

If a union used non-price rationing, rejected applicants might 

offer bribes to those administering the admissions program. Pre¬ 

sumably, the amount offered would be directly related to the 

union’s power. In very strong unions these bribes might be large 

enough to constitute a major temptation. There is less scope (or 

perhaps less need) for bribery in a union using price rationing, for 

if the fee was appropriately set, nothing would be paid sub rosa for 

admission. Moreover, it would be difficult to show any favoritism 

not sanctioned by union members, since this would be relatively 

easily uncovered by an audit of the books of those in charge. 

A union using an admissions fee to ration entry could discrimi¬ 

nate against minorities and show favoritism towards relatives, but 

it would have to pay for this privilege. Consider the union that set 

an admissions fee high enough to reduce the number of applicants 

to thirty, the desired number of new members. If the union did not 

want any Negro members and if some of these thirty applicants 

were Negro, it would be necessary to lower the fee in order to secure 

thirty white applicants. The difference between these two fees 

would measure the cost of its discrimination against Negroes.21 The 

amount of discrimination “consumed” is presumably negatively re¬ 

lated to its cost or “price.” Therefore, the lower the price at which 

thirty white applicants could be obtained, the greater the incentive 

to admit Negro applicants. Since discrimination is free to unions 

using non-price rationing, these unions can be expected to discrimi¬ 

nate more than other unions.22 

21. Discrimination might take the form of charging Negro applicants higher 

fees as compensation for the disutility of having Negro members. The difference 

between these fees would then measure the cost of discrimination. 

22. In the discussion of trade unions in chapter 4, I showed that even if dis¬ 

crimination were equally costly in unionized and non-unionized markets, there 
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I have implicitly assumed that the number of persons in a union 

is independent of admission policies, but I now show that this 

number varies directly with the degree of price rationing. Under 

non-price rationing, increased competition from other factors is the 

only cost of restricting entry. At the margin this cost is balanced 

against the gain (higher wages) from a reduction in numbers. Under 

price rationing, foregone admission fees are an additional cost, so 

that at the margin these two costs must be balanced against the 

gain from a reduction in numbers. If a union converted from non¬ 

price to price rationing it would thus increase the marginal cost of a 

reduction in numbers—approximately by the size of the admissions 

fee23—and this provides an incentive to increase its numbers. It 

might appear paradoxical that an increase in the entrance fee can 

result in more, not fewer, admissions. The appearance of a paradox 

probably stems from an implicit comparison of unions that ration 

by charging entrance fees with unions that do not ration entry at all. 

The actual comparison, however, is between unions that use differ¬ 

ent kinds of rationing. Once this is recognized, the result should not 

be surprising. 

We find, then, that unions using price to ration entry systemat¬ 

ically differ from other unions in a few major respects: (1) the pres¬ 

ent value of their monopoly power can be measured by the size of 

the admissions fee, while the monopoly power of other unions can be 

measured by the number of applicants per member; (2) bribery, 

discrimination, and nepotism would be less important, insofar as ad¬ 

missions are concerned, than in other unions; (3) the relative num¬ 

ber rejected would be fewer than in other unions. I now examine 

is apt to be more of it in unionized markets. This conclusion is strengthened when 

it is recognized that some unions can discriminate at no cost to themselves. I also 

showed in chapter 3 that monopolistic firms would discriminate more than com¬ 

petitive firms, even if discrimination were equally costly to both. The cost of 

discrimination might be less to monopolistic firms if they were prevented from 

exploiting fully their monopolistic position. This would be an additional reason 

why they would discriminate more than competitive firms. 

23. I say “approximately” because account would be taken of the change in 

the admissions fee as the number admitted changed. 
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several unions and focus my attention on these different effects of 

price and non-price rationing: 

a. The American Medical Association uses non-price methods to 

restrict entry, and the extent of the restriction is exhibited by the 

large number of applicants rejected from medical schools. This has 

been used as evidence of substantial economic power.24 Medical 

schools have been accused, with some justification, I believe, of 

discrimination against minority groups and of favoritism towards 

relatives of AMA members. Perhaps this explains why doctors’ sons 

more frequently seem to follow in their fathers’ footsteps than do 

sons of other professional men. Bribes to secure entry to medical 

schools have also been reported.25 It is impossible to determine 

whether the number admitted to the schools is less than it would be 

if price were used to ration entry. 

b. The United States uses non-price rationing to restrict the entry 

of persons from other countries. There is no need to dwell on the 

large number of persons denied entry, or to spell out the implication 

that real incomes in the United States are considered substantially 

higher than elsewhere. The discrimination and nepotism in the im¬ 

migration laws are apparent to all, as exemplified by the almost 

total exclusion of Asians and the preferential treatment given rela¬ 

tives of United States citizens. It seems likely that immigration 

restrictions would be weakened if each immigrant were required to 

pay a large entrance fee. 

c. Licenses are required for many activities, such as the sale of 

liquor, the use of the air waves for radio and television, and the 

operation of taxicabs. Because new licenses are usually rationed by 

non-price methods, the economic value of a license can be measured 

by the relative number of applicants. If old licenses were trans¬ 

ferable, the economic value could also be measured by the price of 

old licenses. Recent Congressional hearings uncovered bribery, 

24. See M. Friedman and S. Kuznets, Income from Independent Professional 

Practice (New York, 1945), p. 137; and M. Friedman, “Some Comments on the 

Significance of Labor Unions for Economic Policy,” in D. M. Wright, ed., The 

Impact of the Union (New York, 1951), p. 211. 

25. See the New York Times, February 25, 1958, p. 1. 
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favoritism, and discrimination in the issuance of television licenses 

by the FCC. Periodic investigations by state and municipal com¬ 

mittees disclose similar practices in the issuance of liquor and cab 

licenses. These practices could be predicted from a knowledge that 

new licenses are obtained by non-price methods. 

d. If, as is generally believed, most trade unions use non-price 

rationing to restrict entry, their economic power could be measured 

by the number of applicants per member. Such evidence would 

indicate that craft unions have more economic power than indus¬ 

trial unions, since it is more difficult to enter craft unions. Direct 

evidence on the income of industrial and craft unionists tends to 

support this conclusion. Discrimination against minorities and nep¬ 

otism towards relatives also appear to be greater in craft unions and 

greatest in the strongest craft unions. Some have excluded minori¬ 

ties (especially Negroes) by constitutional provision,26 and in some 

entry is impossible for persons unrelated to a craftsman. “The 

building trades unions in St. Louis have a very definite policy of 

keeping the trade in the family and enforce it to such an extent that 

a boy has as good a chance to get into West Point as into the build¬ 

ing trades unless his father or uncle is a building craftsman!”27 

A trade union may raise wages but have no control over the dis¬ 

tribution of new jobs. In a union shop contract this power is nom¬ 

inally controlled by employers.28 Since a new union member may 

have no reasonable expectation of finding employment, easy entry 

would not necessarily indicate that wages have not been raised. 

The trade union’s power would have to be measured by the number 

of applicants for employment per employed person. The employer, 

rather than the trade union, would ration entry and could discrimi¬ 

nate and show favoritism at no cost to himself. I concluded that 

craft unions have more power than industrial unions because they 

26. See H. Northrup, Organized Labor and the Negro (New York, 1944). 

27. Bureau of Labor Statistics, Apprenticeship in Building Construction 

(Washington, 1929), p. 9. 

28. I say “nominally” because many contracts are written as union shop 

contracts to comply with the Taft-Hartley Act, but are in effect closed-shop 

contracts. 
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reject more applicants and discriminate more. The possibility re¬ 

mains, however, that industrial unions have had the power to raise 

wages, but have lacked the power to ration jobs. 

These four examples are very similar in spite of apparent diver¬ 

sity. Immigration, medicine, television stations, and trade unions 

appear to have little in common, and, indeed, discussions of entry 

into each usually emphasize unique considerations. Yet unique con¬ 

siderations do not seem so important, as these similarities could 

be predicted from the knowledge that non-price rationing is used in 

all four cases. 



CHAPTER FIVE 

Consumer and Government Discrimination 

The analysis of discrimination by hired factors other than em¬ 

ployees is exactly the same as that given for employees in the last 

chapter, and nothing more will be said about it here, where we are 

concerned with discrimination by consumers and government. Con¬ 

sumer discrimination is probably more important in housing than 

in any other market, and an analysis of this problem follows. Al¬ 

though an analysis of government discrimination involves several 

new concepts, it must be presented very briefly, since this study is 

concerned primarily with discrimination from private sources. 

1. CONSUMER DISCRIMINATION 

Although it has frequently been assumed in previous chapters 

that members of two groups were “perfect substitutes in produc¬ 

tion,” this was not defined rigorously. When discussing employer 

and employee discrimination, it is best to distinguish between 

marketable and non-marketable output; perfect substitutes in pro¬ 

duction would mean “perfect substitutes in producing marketable 

output.” A group of N might produce woolen goods as marketable 

output and disutility to their employers as non-marketable output. 

According to this definition, the latter would not be considered part 

of their real productivity; if it were, market discrimination could 

not occur in a competitive economy.1 This distinction cannot be 

1. In the discussions of “equal pay for equal work” of men and women, it was 

necessary to define “equal work.” Edgeworth first defined it in terms of market¬ 

able output: “Equality of utility to the employer as tested by the pecuniary 

value of the result” (see his “Equal Pay to Men and Women for Equal Work,” 

Economic Journal, XXXII [December, 1922], 433; my italics). He then contra- 

75 



76 The Economics of Discrimination 

made in separating consumer discrimination from other consumer 

choices, since the marketability of output depends on the whole 

system of consumer preferences. However, it does suggest a general 

procedure of dividing the attributes of any output into two classes, 

the attributes in one of these being relevant only when consumer 

discrimination exists.* 2 For example, a consumer’s evaluation of a 

retail store may be based not only on the prices, speed of service, 

and reliability but also on the sex, race, religion, and personality 

of the sales personnel; the latter class of attributes would be relevant 

only when a desire to discriminate exists. This example shows that 

any dividing line between these two classes is quite arbitrary and 

is determined solely by the purpose of the investigation. 

Assume that all attributes have been divided into these two 

classes and that consumers have tastes for discrimination against 

members of a group, N. If Pn were the money price of an output 

produced or sold by N, a consumer would act as if Pn(\ + d) were 

the net price, where d is the discrimination coefficient (DC) of this 

consumer. In the absence of discrimination, two groups, W and A, 

that are perfect substitutes in production would receive the same 

competitive equilibrium wage rate, but consumer discrimination 

against N reduces TV’s wage rate relative to IT’s. It can be shown 

that if all consumers have the same DC, d, and if exactly m units of 

N or W can produce or sell one unit of output, the MDC against A 

dieted himself by stating that “equal pay for equal work” must occur with per¬ 

fect competition (p. 438), ignoring the possibility that tastes for discrimination 

exist even in a perfectly competitive society. On the other hand, according to 

Miss Rathbone’s definition, the productivity of a worker is based on his (or her) 

contribution to non-marketable, as well as marketable, output (see her The 

Remuneration of Women’s Services,” Economic Journal, XX\ II [March, 1917], 

59), and therefore “equal pay for equal work” would occur in a perfectly com¬ 

petitive society. 

2. This procedure is necessary not only when discussing discrimination 

against Negroes or other minorities producing or selling different products but 

also when discussing discrimination against the labeling or advertising of differ¬ 

ent products. The latter kind of “product differentiation” has been treated by 

Chamberlin and others with cross-elasticities, large-group analysis, etc. This 

problem might be dealt with in a simpler and more useful fashion by employing 

the technique of individual and market discrimination coefficients developed in 

this study. 
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equals d multiplied by the ratio of the price per unit of output to the 

amount paid to N per unit of output.3 

If consumers differed in their tastes, d would equal the DC of 

the consumer on the margin between buying from W and N. If the 

supply of N labor were one-third that of W and if all consumers 

bought the same amount, d would equal the first-quartile DC in the 

distribution of DC’s among consumers. If the supply of N labor be¬ 

came equal to that of W, d would equal the median DC. Since con¬ 

sumers differ in their desires, net prices, and incomes, they usually 

do not buy the same amount. Those buying output produced by N 

pay less per unit of output and therefore tend to consume more, 

and those with relatively large incomes also tend to consume more. 

Nevertheless, if consumers differ in their DC’s, an increase in the 

relative supply of .V always increases the MDC, since consumers 

with larger DC’s must be induced to purchase from N; for the same 

reason, a decrease in the dispersion also increases the MDC. 

2. DISCRIMINATION AND SEGREGATION IN HOUSING 

a) Residential Segregation 

The pattern of discrimination and segregation in housing in the 

United States has been the subject of much heated controversy. 

Let us assume that all dwellings in a community can be classified 

by their level of quality, i.e., by their location, number and size of 

rooms, type of construction, etc., and let us suppose that indi¬ 

viduals or families living at each level of quality are randomly dis- 

3. An income-maximizing employer is indifferent between W and N if his 

money income from hiring W equals that from hiring 5V; i.e., if 

Pn I7nrn Pjj vyi ttw 
or 

^ = MDC = 7A—P-. 
7Tn m 7Tn 

(i) 

Consumers are indifferent between the output produced by W and N if 

Pn(l+d)=Pw. (ii) 

Both .V and IV are employed only when equations (i) and (ii) hold, or 

P d 
MDC = —— = C'd . (iii) 
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tributed among all dwelling units at that level. There is residential 

segregation of a group if its members live significantly closer to¬ 

gether than they would in this random distribution.4 This may re¬ 

sult from public policy, as illustrated by the Warsaw ghetto in 

Poland, or from private choices in the market place, illustrated by 

the Jewish districts of Williamsburg and Brighton Beach in Brook¬ 

lyn, the Negro districts of Harlem in New York and Bronzeville in 

Chicago, and the Italian district along Bleecker Street in Man¬ 

hattan. When residential segregation of a group results from 

private choices, members of this group must dislike (prefer) living 

near each other less (more) than members of other groups dislike 

(prefer) living near them. For example, Jews are segregated because 

they prefer living near other Jews more than Gentiles do.5 

h) Residential Discrimination 

Residential segregation is often confused with residential dis¬ 

crimination, although the latter is clearly a separate phenomenon, 

occurring when some people pay more than others for a dwelling 

of given quality. Many people strongly feel that a substantial 

amount of residential discrimination occurs against Negroes in the 

United States; yet there have been no detailed empirical studies of 

4. “Ecological segregation” has been said to occur when “members of a 

minority group . . . [are not] distributed randomly throughout the various census 

tracts of a city” (see J. Jahn, C. F. Schmid, and C. Schrag, “The Measurement 

of Ecological Segregation,” American Sociological Review, XII [June, 1947], 293). 

This definition is inadequate for our purposes, for it defines segregation in a 

purely physical sense, taking no account of the difference between segregation 

caused by income and segregation caused by tastes. If Negro and white incomes 

differ and if different tracts contain different qualities of housing, ecological 

segregation of Negroes and whites would occur even without discrimination, 

because income is an important variable determining the quality of housing 

chosen. The present analysis isolates segregation resulting from tastes for dis¬ 

crimination by defining residential segregation relative to the quality of housing 

chosen by each individual. This approach would yield lower segregation indexes 

than those obtained by Jahn et al. and used in R. Weaver’s study of discrimina¬ 

tion against Negroes in housing (see his The Negro Ghetto [New York: Harcourt, 

Brace & Co., 1948], pp. 98-99 n.). 

5. This analysis of residential segregation is the same as that of market 

segregation in general presented in chap. 4. 
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this.6 We do get the impression that in northern cities during at 

least the last fifteen years whites have paid less than Negroes for 

equivalent housing. But some of this difference was due to rent 

control and not to discrimination: during this period Negroes were 

moving to the North in very large numbers, and new residents in 

rent-controlled communities pay more for equivalent housing than 

do old residents.7 The removal of rent control in most northern 

communities has therefore probably narrowed this difference. Like¬ 

wise, the invalidation of restrictive covenants by the Supreme Court 

also lessened the difference, since these agreements had previously 

prevented Negroes from moving into certain areas. 

Nevertheless, Negroes still (1957) appear to pay significantly 

more than whites for equivalent housing in cities like Chicago, 

where rent control and restrictive covenants have been abolished 

for several years. This can be interpreted as an equilibrium differ¬ 

ence that will be maintained until public policies or individual tastes 

change. Another interpretation is possible: that the very rapid in¬ 

flux of Negroes into Chicago during the last fifteen years has led to 

temporary differences between rents paid by Negroes and whites 

which would be eliminated a few years after the influx ceased. 

Many individuals try to avoid living near Negroes, and this is an 

important motivation for neighborhood restrictive covenants; but 

they may very well sell a house or rent an apartment to Negroes 

living in a different part of town or in a different community, for 

then it is not their willingness to live near Negroes that is relevant 

but rather their willingness to be responsible for others’ living near 

Negroes. Moreover, if they balk at selling directly to Negroes, they 

6. From an examination of housing data, Margaret ]<Leid has concluded that 

Negroes and whites of the same “permanent” income probably spend the same 

amount on housing. This does not necessarily imply the absence of residential 

discrimination, since Negroes may have fewer rooms or otherwise inferior 

dwellings than whites at the same income level (her analysis will be published 

in a forthcoming monograph on housing). Weaver (op. cit., Tables XIII, XIV, 

XXV, and passim) purports to show that Nergoes pay more than whites for 

equivalent housing, but the data are so crude that very little can be concluded 

from them. 

7. Even without a heavy inflow of Negroes, rent control would result in their 

paying higher rents if the enforcement of these controls was less strict in Negro 

sections. 
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could sell to white firms who might in turn rent or sell to Negroes. 

This does not imply that the unwillingness of whites to live near 

Negroes has no important consequences for the housing market; 

rather it implies that these,tastes are directly relevant to residential 

segregation and not to discrimination. 

Since Negroes are prevented from living in white neighborhoods, 

their population can expand only within and on the periphery of 

existing Negro neighborhoods. If they expand within these neigh¬ 

borhoods, their rents will increase relative to rents for whites, and 

some of them will try to move to peripheral areas. White apart¬ 

ment-house and homeowners may be unwilling to suffer a large 

monetary loss to avoid selling their property to Negroes, but an 

appreciable lag could elapse between the time Negroes wanted to 

expand and the time whites moved out of the peripheral areas: 

leases must expire, families must decide to live elsewhere, owners 

must locate prospective buyers, etc.8 A lag would exist as long as 

the influx of Negroes continued, and during this lag Negroes would 

pay more than whites for equivalent housing. This rent differential, 

although caused by an adjustment lag, would appear to be a long- 

run equilibrium differential.9 

8. Restrictive covenants probably increased this lag and slowed down the 

adjustment process. This is also Weaver’s view: 

“The main influence of racial covenants in the areas surrounding or close to 

the Black Belt is to limit artificially and temporarily the space and facilities in 

which colored Americans live. . . . Race restrictive covenants have not and can¬ 

not prevent the expansion of living space for mounting Negro populations” (op. 

cit., p. 234). Also: “In normal times covenants are much less effective. The very 

areas, for example, that are now occupied by Negroes were once covenanted 

against them—and the covenants had not run out before Negroes entered the 

areas” (p. 236). 

9. A similar hypothesis was put forward by Weaver when he argued that 

“once the concept of Black Belts gained acceptance, it was inevitable that rents 

would be higher in Negro neighborhoods than elsewhere [for equivalent housing] 

as long as there were appreciable numbers of colored people coming into the cities 

of the North” (ibid., p. 36; his italics). However, in other parts of his book he 

appears to interpret these differences as relatively long-run differences caused by 

discrimination. 

Part of the difference between the rents paid by Negroes and whites may be 

common to all incoming groups, being caused by rent control, imperfect knowl- 
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This hypothesis could be tested by comparing the rents in cities 

where the proportion of Negroes has been rapidly changing with 

those in cities where the proportion has been relatively constant. 

Discrimination against Negroes is much greater in the South than 

in the North (see chap. 8); yet one hears more about residential 

discrimination against Negroes in northern cities. This is hard to 

reconcile with the theory that these rent differentials are directly 

caused by discrimination against Negroes but is perfectly consistent 

with the theory discussed here, since the relative number of Negroes 

in southern cities has been fairly constant.10 This theory also ex¬ 

plains why Negro families in northern cities live with one another 

more than whites do. Since expanding Negro populations must 

occupy the dwellings in peripheral areas and since these dwellings 

often were constructed for higher-income whites, Negro families can 

afford to live in them only by doubling up. There have been numer¬ 

ous complaints about discrimination against Jews in housing, al¬ 

though the proportion of Jews in the larger cities has been relative¬ 

ly constant during the last two decades. It may be that a careful 

study of the rents paid in these cities would show relatively minor 

discrimination against Jews, supporting the present interpretation 

of the white-Negro differentials. 

3. GOVERNMENT DISCRIMINATION 

The importance of government discrimination has often been 

emphasized, and at least a brief discussion of the variables deter- 

edge, or various lags. Discrimination forces incoming Negroes to pay higher rents 

than those paid by other incoming groups. 

This hypothesis is concerned only with discrimination by private individuals 

in the market place and not with government discrimination. Government be¬ 

havior may be directly discriminator}', as illustrated by housing inspection that 

is especially severe for buildings rented to Negroes. Or it may indirectly con¬ 

tribute to discrimination, as illustrated by permitting white neighborhoods in 

the path of an expanding Negro population to be zoned against occupancy by 

more than one family per house. 

10. If northerners objected to physical contact with Negroes more than 

southerners did, discrimination against Negroes in housing might be less in the 

South than in the North, although discrimination against them in general was 

greater in the South. This hypothesis does not explain why crude segregation 

indexes are higher in the South (see Jahn el at., op. cit.). 
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mining government behavior seems appropriate. Let us suppose 

that the electorate periodically chooses by majority vote one of two 

competing political parties. Let us assume that the only issue in the 

election is government policy toward two groups and that the prefer¬ 

ences of each voter can be represented by a DC. Figure 3 represents 

the frequency distribution of DC’s among voters. Each party 

promises, if elected, to act as if it had a particular DC, and each 

FREQUENCY 

Fig. 3.—The distribution of tastes for discrimination among the electorate 

individual votes for the party promising a DC closest to his own. 

Clearly, a promise of DCi (to the right of the median) could not be 

an equilibrium position, since a promise of any DC in region A must 

receive more votes; likewise, a promise of DC2 (to the left of the 

median) could not be an equilibrium one, since any DC in region B 

must receive more votes. Therefore, the median DC is the only 

possible equilibrium position. This result should be expected, since 

a well-functioning political democracy is supposed to effect a com¬ 

promise between extreme views, and the median is a natural 

compromise. 
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An application of this model to the real world is not likely to be 

very fruitful unless the following factors are considered: (1) the 

compromise is effected among the preferences of voters and not of 

the population at large (disfranchised groups, such as Negroes in the 

South and women in some countries, have no direct influence on 

government policy); (2) individual preferences with respect to 

government behavior may differ from their preferences with respect 

to their own private behavior; and (3) it has been assumed that each 

election decides only a single issue, but in most actual elections a 

single vote expresses a choice on many issues. 

This “tie-in” of issues may be an important explanation of why 

minority groups often have a disproportionate influence on govern¬ 

ment policy. Let there be three classes of voters, Wx, W2, and N, 

and two issues, one determining the amount of government dis¬ 

crimination against N. Suppose that both Wx and W2 consider the 

other issue much more important and that their views on this issue 

differ greatly; N considers the discrimination issue more important, 

and its views on the other issue are more similar to PTi’s. A political 

candidate might not obtain a majority of all votes from Wx alone 

but might from Wx and N combined. By offering a platform with 

WVs views on the other issue and A7’s views on discrimination, he 

would obtain A7’s votes and probably WVs as well; even if Wx 

wanted to discriminate against N, it would willingly compromise be¬ 

cause of its greater concern over the other issue. Thus TV’s views on 

discrimination could become government policy, notwithstanding 

that it is a minority and that Wx and W2 both prefer greater dis¬ 

crimination against N. 

This analysis implies that state governments in the South greatly 

discriminate against Negroes, since Negroes have been disfran¬ 

chised, southern whites desire a large amount of government dis¬ 

crimination, and race relations is one of the most pressing issues. In 

northern states, on the other hand, discrimination by governments 

would be much less, since Negroes do vote, the desire for government 

discrimination is not so keen, and race relations is a much less im¬ 

portant issue. This prediction seems consistent with the actual 

behavior toward Negroes of southern and northern governments. 



CHAPTER SIX 

Market Discrimination 

In the last few chapters discrimination by employers, employees, 

consumers, and government have been discussed separately. The 

actual market discrimination is a summation of the market dis¬ 

crimination caused by each group considered separately. This 

chapter proves this theorem and explores some of its implications. 

1. THEORY 

It is assumed that all hired factors in a given market are either 

perfect substitutes or perfect complements (i.e., used in fixed pro¬ 

portions). Although the amount of market discrimination caused 

by imperfect substitutes is somewhere between that caused by equal 

tastes of perfect substitutes and complements (see chap. 4), it is 

sufficiently realistic for our problems to deal only with the two 

extremes. It is temporarily assumed that members of the same fac¬ 

tor have the same tastes for discrimination; these tastes are directed 

toward a group, N, that is a perfect substitute in production for 

a group, W. 

Discrimination by employers converts N’s money wage rate, rn, 

into a net wage rate of 7r„(l + da), where da represents the DC of 

the employer class. Direct government discrimination against N 

increases the non-wage costs1 of hiring Ar and raises the net wage 

rate to 7rn(l + da + db), where db measures the costs incurred. If 

a union of W excludes N because of discrimination against them 

1. For example, governments often restrict the hours and type of work done 

by female employees, and this adds to the cost of using them. 

84 
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and if the union can impose non-wage costs on firms using N, this 

raises the net wage rate to 7rn(l + da + db + de), where dc measures 

the costs imposed by the union. The total net wage rate can be rep¬ 

resented by 7r„(l + dx), where dx = da + db + dc, and thus include 

the combined effects of discrimination by employers, governments, 

and trade unions. 

It is shown in the appendix to this chapter that 

MDC = Rd = —— 
m i7rn 

where d is an average of the DC’s of employers, governments, trade 

unions, and all complementary factors discriminating against N; Cn 
equals the sum of the amount paid per unit of output to N and all 

complementary factors discriminating against N; and R equals Cn 
divided by the amount paid per unit of output to N. Thus the MDC 

is influenced by tastes for discrimination through the variable d, 

but the MDC is also influenced by the variable R, largely independ¬ 

ent of tastes, measuring the relative economic importance of N in 

the productive process. If tastes were given, an increase in N’s rela¬ 

tive economic importance would decrease the market discrimination 

against them. 

2. EMPIRICAL ANALYSIS 

a) North versus South 

From a broad viewpoint, C„ refers to the payments received by 

N and all complementary factors working with N in the same 

industry. However, factors having only indirect contact with N, 

such as sellers of raw material, are likely to have neither the knowl¬ 

edge nor the inclination to discriminate against them; hence the 

DC’s of these factors must be close to zero. Therefore, C„ would 

refer to payments received by a more limited set of factors, such as 

those contributing to an industry’s value added or those contribut¬ 

ing to value added in establishments in this industry employing N or 

perhaps only some of the latter. 

Several different and somewhat independent processes are usually 
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carried on in a single establishment.2 If C„ refers to the total value 

added in establishments in this industry employing AT, discrimina¬ 

tion against N creates an incentive to house those processes directly 

using N in separate establishments, thereby isolating N from factors 

employed in other processes. Since these factors would not “work 

with” N, they would not require extra compensation, and this 

would reduce the cost of using N. In other words, an increase in the 

tastes for discrimination against N encourages establishments to 

shed some processes, thus preventing the MDC from increasing as 

much as it otherwise would. It is shown in chapter 8 that discrimi¬ 

nation against non-whites has been much greater in the South than 

in the North, and, according to this analysis, southern employers 

should be encouraged to use smaller establishments. 
Table 4 presents data for 1947 giving the average value added per 

establishment in nineteen industries in the North and South. 

Column 4 shows that in slightly more than half the industries, 

value added per establishment was smaller in the North. Although 

this is contrary to our expectations, note the following: (1) since 

these data give the net result of discrimination against all groups, 

greater discrimination against other groups in the North could offset 

the greater discrimination against non-whites in the South; (2) dis¬ 

crimination may change a firm’s organization primarily through re¬ 

ducing the value added per firm, increasing the segregation within 

establishments, and so on; (3) there may be regional differences in 

each industry’s size of establishment because of regional differences 

in climate and other resources: even with no discrimination, the 

North and the South would differ in enough other respects to have 

different-sized establishments. 

If the regional difference in discrimination was small compared 

to the differences in these other variables, the regional difference in 

establishments would have to be taken for granted and the effect of 

discrimination seen in other ways. For example, since discrimination 

is greater in the South and more non-whites live there, costs would 

2. George Stigler has recently stressed that a firm combines different and in 
many ways independent processes to produce its output (see his “The Division 
of Labor Is Limited by the Extent of the Market,” Journal of Political Economy, 
LIX [June, 1951], 185-93). 
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TABLE 4 

Value Added per Establishment for Manufacturing 

Industries in the North and South in 1947* 

Value Added per Establishment 

Industry 

(1) 

North 
(Thousands 
of Dollars) 

(2) 

South 
(Thousands 
of Dollars) 

(3) 

North 
Divided by 

South 
(4) 

Food and kindred products. 247 167 1.5 
Tobacco manufacturing. 224 1,616 0.1 
Textile-mill products. 474 1,186 0.4 
Apparel and related products. 131 255 0.5 
Lumber. 126 67 1.9 
Furniture and fixtures. 176 192 0.9 
Paper and allied products. 632 1,220 0.5 
Printing and publishing. 159 96 1.7 
Chemical and allied products. 504 630 0.8 
Petroleum and coal products. 1,242 2,170 0.6 
Leather products. 281 422 0.7 
Stone, clay, and glass products. 212 157 1.4 
Primary metals. 1,062 1,175 0.9 
Fabricated metal products. 292 314 0.9 
Machinery, except electrical. 448 294 1.5 
Electrical machinery. 1,004 592 1.7 
Transportation equipment. 1,703 917 1.9 
Instruments and related products. 435 166 2.6 
Miscellaneous manufactured products.. 154 76 2.0 
All manufacturing industries. 319 267 1.2 

* Source: U.S. Bureau of the Census, Census of Manufactures, 1947 (Washington, D.C.: 
Government Printing Office, 1947), Vols. II and III. Value added for each industry except tobacco 
manufacturing was taken front Table 6 of the summary statistics. The number of establishment in 
each industry (except tobacco) in the South was obtained by summing up the number for each 
southern state given in Table 4 of Vol. III. The number in the North was obtained by subtract¬ 
ing the number in the South from the number in the United States given in Table 2 of the sum¬ 
mary statistics. The figures for tobacco manufacturing were approximated by using those from 
Table 3 in the section on tobacco in Vol. II. 

be relatively low in industries with small establishments: employers 

in these industries could avoid some costs of using non-whites be¬ 

cause the latter would be more segregated than in other industries.* * 3 

3. Two establishments differ in size because they differ either in scale or in 

number of processes. Discrimination will be less in the smaller one only if it in¬ 

corporates fewer processes; in tying discrimination to size of establishment, it is 

implicitly assumed that small establishments, on the average, do incorporate 

fewer processes. This is also assumed by Stigler when he says: “Closely related 

to this is the influence of localization upon the size of plant. The individual 
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A relatively large amount of southern resources would be encour¬ 

aged to enter industries having small establishments; the evidence 

in Table 4 confirms this, for the average size of establishment of all 

manufacturing industries was 20 per cent smaller in the South, al¬ 

though more than half of all manufacturing industries had smaller 

establishments in the North. 

TABLE 5 

Relationship between Proportion of Non-Whites 

Employed and Value Added per Establishment 

in Competitive Manufacturing Industries in the 

South in 1940* 
Correlation 

Occupation Coefficient 

(1) (2) 

Professional and semiprofessional workers . .. — 50f 

Officials and proprietors. —.14 
Clerical and sales workers. — 10 
Craftsmen and foremen. —.32 

Operatives. — 22 
Protective service workers. — . 64J 
Other service workers. — . 48f 
Laborers. 00 

* Source: Thelist of competitive industries is identical with thelistused in 
Table 2 in chap. 3. The proportion of non-whites in each occupational cate¬ 
gory in each industry was obtained from the Census of Population, 1940 
(Washington, D.C.: Government Printing Office, 1943), Vol. Ill, Part I, 
Table 82. Value added and the number of establishments in the monopolistic 
industries were obtained from the Census of Manufactures, 1947, Vol. II; 
by subtracting these figures from those for the industrial category as a 
whole, data were obtained for the competitive industries. The analysis is 
rough for several reasons. The proportion of employed non-whites in 1940 
has been combined with value added and establishment sizes of 1947. The 
data on value added in two monopolistic industries—autos and non-ferrous 
metals—were incomplete, and approximations had to be used, 

t Significant at 0.1 level, 

t Significant at 0.01 level. 

b) Different Industries in the South 

This interpretation can also be tested by examining the industrial 

distribution of employed non-whites within the South; relatively 

more should be employed in industries with small establishments, 

since the costs of employing non-whites should be relatively small 

in these industries. Table 5 presents the correlation coefficient be- 

plants can specialize in smaller ranges of products and functions in highly special¬ 

ized industries. ... In the United States geographically concentrated industries 

usually have fairly small plants (op. citJp. 192; my italics). 
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tween the relative number of employed non-whites and the average 

size of establishment in southern competitive manufacturing indus¬ 

tries. The correlation coefficient is negative in seven out of eight 

occupations, indicating that, on the whole, the relative number of 

employed non-whites decreased as the size of the establishment 

increased. Although the sign of these coefficients is quite consistent 

with this theory, the strength of the relationships leaves something 

to be desired, for only three out of eight are different from zero at 

the 0.1 level of significance, and only on£ is significant at the 0.01 

level. 

It has frequently been noted that textile industries in the South 

employ relatively few non-whites; this may seem surprising because 

textile industries are extremely competitive and competitive indus¬ 

tries tend to discriminate less than others (see chap. 3). This 

anomaly may be explained by the very high value added per estab¬ 

lishment in textiles—$1,186 for textiles compared to $267 for all 

southern competitive manufacturing industries—since industries 

with large establishments tend to discriminate more than others. 

Along these same lines it might be argued that monopolistic in¬ 

dustries employed relatively few non-whites (see Table 2) because 

the average value added per establishment in southern monopolistic 

manufacturing industries was some four times that in competitive 

industries. The relative influence of monopoly and size of establish¬ 

ment could be investigated by computing a multiple regression be¬ 

tween the relative number of non-whites in a given occupation em¬ 

ployed in each industry as a dependent variable and the percentage 

of an industry monopolized and the average value added per estab¬ 

lishment in the industry as independent variables. To simplify the 

problem of obtaining comparable data, industries were merely 

classified as monopolistic or competitive; a dummy variable as¬ 

signed a value of 0 to competitive and 1 to monopolistic industries. 

A multiple regression was computed for craftsmen and foremen; the 

partial correlation coefficient is —0.28 between the relative number 

of employed non-whites and the degree of monopoly, and —0.25 

between the relative number of employed non-whites and the aver¬ 

age size of establishment. The signs of these coefficients imply that 

the proportion of employed non-white craftsmen and foremen de- 
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creased both as the degree of monopoly and as the average size of 

establishment increased. Neither relationship is strong enough to be 

significant at the 0.1 level, although the degree of monopoly has a 

slightly stronger influence than the size of establishment.4 

c) Retailing and Manufacturing 

The effect on discrimination of size of establishment can also be 

seen by comparing non-white employment in manufacturing and 

retail trade. Retailing is generally considered to be an industry with 

small establishments, and this is verified by the much larger aver¬ 

age number of workers per establishment in manufacturing than in 

retailing.5 The data in Table 6 compare the relative number of non¬ 

whites in southern competitive manufacturing industries and in 

retailing. Column 4 shows that in each occupation relatively more 

non-whites were employed in retailing.6 

d) Different Professions 

This analysis also partly explains why Negroes and whites choose 

different occupations. It is more difficult for Negroes to acquire a 

4. These correlation coefficients might be increased by using a variable giving 

more exact information about the degree of monopoly. 1 he theory developed in 

chap. 3 also might explain these low values. The actual discrimination in any 

monopolistic industry may deviate substantially from the average discrimina¬ 

tion in all monopolistic industries. These deviations appear as unexplained resid¬ 

uals in regressions having the degree of monopoly as an independent variable, 

thus reducing the correlations. This is one reason why regressions were not used 

in chap. 3 to compare discrimination in monopolistic and competitive industries. 

Finally, as n. 3 on p. 87 indicates, value added per establishment is only a rough 

measure of the number of processes per establishment, and a more precise measure 

might raise the correlations. 

5. In 1939 the average number of workers per establishment was 49.2 in 

manufacturing and only 3.5 in retailing (see U.S. Bhreau of the Census, Census of 

Manufactures, 1939 [Washington, D.C.: Government Printing Office, 1942], 

I, 19; and U.S. Bureau of the Census, Census of Business, Retail Trade, 1939 

[Washington, D.C.: Government Printing Office, 1943], I, Part I, 57). 

6. There was less discrimination by employers in retailing, partly because 

there were more non-white employers in retailing. However, this effect must 

have been small, since non-white retailers in 1939 accounted for only about 0.17 

per cent of total retail sales (U.S. Bureau of the Census, Census of Business, 

Retail Trade, 1939, pp. 9 and 54). 
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formal education because they are poorer than whites; since en¬ 

gineering requires less formal schooling than medicine, dentistry, 

and law, one might expect relatively more Negroes to enter en¬ 

gineering. The data in Table 7 give the number of Negro and white 

engineers, dentists, doctors, and lawyers and judges in 1940 and 

1950, and column 4 shows that relatively fewer Negroes were in 

engineering than in the other professions. A large fraction of the 

TABLE 6 

Relative Number of Non-white Males Employed at Different 

Occupations in the South in 1940 for Retailing 

and Manufacturing* 

Occupation 

(1) 

Relative 

Number in 

Retailing! 

(2) 

Relative 

Number in 

Competitive 

Manufac¬ 

turing! 

(3) 

Column 2 

Divided by 

Column 3 

(4) 

Ranks 

(5) 

Professional workers. 0.022 0.009 2.56 3 
Proprietors-officials. 0.038 0.008 4.97 1 
Clerical and sales workers. 0.031 0.024 1.32 6 
Craftsmen and foremen. 0.101 0.065 1.55 5 
Operatives. 0.525 0.136 3.86 2 
Protective service workers. 0.170 0.096 1.76 4 
Other service workers. 1.191 1.020 1.17 7 
Laborers. 1.212 1.046 1.16 8 

* Source: U.S. Bureau of the Census, Census of Population, 1940, Vol. Ill, Table 2, this book, 

t By “relative number” we mean the number of non-whites employed divided by the number 
of whites employed. 

dentists, doctors, and lawyers are self-employed, while most en¬ 

gineers are employed by private firms.* * * * * * 7 This implies that engineers 

are employed in relatively large establishments; therefore, even if 

the average taste for discrimination was the same against all Negro 

professional men, Negro engineers would suffer more actual dis¬ 

crimination, and consequently there would be less incentive for 

Negroes to enter this profession. 

7. In 1950, 88 per cent of the dentists, 67 per cent of the doctors, and 61 per 

cent of the lawyers and judges were self-employed, while 77 per cent of the 

engineers were employed by private firms (see U.S. Bureau of the Census, Census 

of Population, 1950, Vol. II, Table 159). 
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Although roughly the same amount of education seems to be re¬ 

quired for dentistry, medicine, and law, relatively more Negroes are 

in dentistry and medicine than in law. If there are tastes for discrimi¬ 

nation, the differences between these professions become relevant, 

TABLE 7 

Number of Male Negro and White Engineers, Dentists, 

Physicians, and Lawyers and Judges in the 

United States for 1940 and 1950* 

Profession 

(1) 

Number 

of 

Negroes 

(2) 

Number ' 

of Whites 

(3) 

Number of 

Negroes 

Divided by 

Number of 

Whites 

(4) 

1940 (In Thousands) 

Engineers. 0.3 254.1 0.001 

Dentists. 1.5 67.8 .022 
Physicians. 3.4 154.0 .022 
Lawyers and judges. 1.0 174.1 0.006 

1950 (In Thousands) 

Engineers. 1.5 516.3 0.003 
Dentists. 1.5 71.1 .022 
Physicians . 3.8 175.8 .021 
Lawyers and judges. 1.4 172.7 0.008 

* Source: U.S. Bureau of the Census, Census of Population, 1940, Vol. Ill, 
Table 82; Census of Population, 1950, Vol. II, Table 159; 1940 data are for all ex¬ 
perienced males (except public emergency workers); 1950 data are for all em¬ 
ployed males. 

one of them being that lawyers must argue in white courts. Members 

of the court are, as it were, a complementary factor, and, if they 

prefer white lawyers, the demand for Negro lawyers would be cur¬ 

tailed.8 

8. For a similar observation see W. E. B. DuBois, The Philadelphia Negro 

(Philadelphia: Published for the University of Pennsylvania, 1899), pp. 114-15. 
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e) Farming and Urban Occupations 

Another interesting application of the analysis is to compare 

discrimination against Negroes in farming and urban occupations. 

For example, self-employed farmers seem to require less contact 

with other economic factors than do the self-employed in urban 

occupations, and one would therefore expect less discrimination 

against Negro farmers. The careful study by Joseph Willett9 of the 

southern farm operator will dispel some of our ignorance about the 

Negro’s position in agriculture and may permit a comparison with 

his position in urban occupations. 

3. CONSUMER DISCRIMINATION 

So far, this analysis has ignored consumer discrimination, al¬ 

though it may be quite important in some industries and occupa¬ 

tions, e.g., retailing and the professions. It was shown in the previ¬ 

ous chapter that consumer discrimination converts the money price, 

Pn, of a commodity produced by N into the net price, P„(l + dc), 

where dc is the consumer’s DC. It is shown in the appendix to this 

chapter that 

MDC *5R(d + dc) , 

where R and d have been defined in section 1. 

In the discussion of housing in chapter 5 it was shown that con¬ 

sumer discrimination strongly affects the consumption of some 

individuals. This equation shows that consumer discrimination af¬ 

fects not only consumption but also incomes. The large-scale 

segregation in retailing—non-whites in retailing sell primarily to 

non-white consumers—suggests that consumer discrimination is an 

important determinant of employment in retailing. Some consumers 

(e.g., non-whites) may discriminate against whites, and this dis¬ 

courages whites from seeking employment in retailing. Likewise, 

some consumers may discriminate against non-whites, and this dis¬ 

courages non-whites from seeing employment there. The distribu¬ 

tion of whites and non-whites between retailing and other industries 

9. See his “A Comparative Analysis of the Earnings of Some White and 

Negro Farmers in the United States,” Journal of Farm Economics, Vol. 38 

(December 1956), pp. 1375-84. 
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depends both on the relative demand of consumers discriminating 

against non-whites and on the relative supply of non-whites. 

Column 4 of Table 5 shows that relatively more non-whites were 

employed in retailing than in manufacturing; if net consumer dis¬ 

crimination was unfavorable to non-whites, it must have been more 

than offset by the relatively small establishments in retailing. This 

result is certainly of interest, but one would like to estimate more 

precisely the relative importance of these two forces. An extremely 

rough estimate can be made if it can be assumed that a typical con¬ 

sumer discriminates most against those with whom he has the most 

contact. 

In general, consumers have more contact with the profession¬ 

al workers, the proprietors and officials, and the clerical work¬ 

ers in retailing than with the operatives, craftsmen, and la¬ 

borers in retailing. If net consumer discrimination is greatest 

against non-whites in the first three occupations, the relative 

number of non-whites in retailing compared to manufacturing 

should be smallest for these occupations; if it is greatest against 

whites, the opposite should be true. Column 5 in Table 5 ranks the 

entries in column 4, the largest getting a rank of 1, the next largest 2, 

etc. Proprietors and officials receive a rank of 1, professionals a rank 

of 3, and clerical workers a rank of 6, with the average rank of these 

occupations being 3.33. If there were net consumer discrimination 

in retailing, 3.33 would be significantly different from the average 

rank among all occupations. Since it is not significantly different 

from the average even at the 0.1 level of significance,10 the null hy- 

10. The distribution of the sum of the ranks of m randomly chosen observa¬ 

tions from a population of size N approaches normality as N and m get indefinite¬ 

ly large if m/N does not get too large. It has been assumed that the distribution 

of the sum of three ranks from a population of size eight is approximately normal. 

The unit normal deviate is 

3.33 - 4.50 
1.04 . 

K would be even smaller if a continuity correcting were made (see W. A. Wallis, 

“Statistical Inference” [notes of his lectures at the University of Chicago pre¬ 

pared by June H. Roberts, 1950], p. 306). 
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pothesis that the ranks are due to chance cannot be rejected. In 

other words, these data are consistent with the hypothesis that con¬ 

sumer discrimination does not have a net influence on the number 

of non-whites in retailing. 

4. DISCRIMINATION IN SOME PROFESSIONS 

An alternative interpretation of the data in Table 7 emphasizes 

consumer discrimination. The large number of Negroes in dentistry, 

medicine, and law relative to engineering could have been pro¬ 

duced by net consumer discrimination against whites in those pro¬ 

fessions. Both interpretations of Table 7 imply that the income re¬ 

ceived by Negroes in (say) dentistry relative to engineering would 

tend to be higher than the relative income received by whites of the 

same training and ability. But only the interpretation based on con¬ 

sumer discrimination implies that Negro dentists tend to receive 

larger absolute incomes than do whites of the same training and 

ability.11 A lack of relevant income data makes it impossible to test 

these interpretations further. 

Several other explanations of the data in Table 7 have not been 

tested; e.g., it has been implicitly assumed that the difficulties 

Negroes have in obtaining a year of engineering or legal training 

relative to a year of dental or medical training are no greater than 

the relative difficulties whites have in obtaining this training. Other¬ 

wise, relatively more Negroes enter dentistry and medicine be¬ 

cause it is relatively easy for them to do so. Another explanation 

from the supply side assumes that Negroes have a greater non- 

pecuniary preference for dentistry and medicine. This implies that 

the income received by Negroes in these professions are the same as 

those received by whites of the same training and ability. 

Not only data giving Negro and white incomes in different occu¬ 

pations but also data giving the occupational distribution of other 

minority groups would help in choosing among these hypotheses. 

11. The qualification introduced by the words “tend to” in these sentences 

would be unnecessary if the supply of both Negroes and whites in dentistry was 

a strictly increasing function of the incomes in dentistry. See the next chapter 

for a more general discussion of this point. 
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The distribution of Jews in Ohio among various professions for 1938 

has been estimated, and in Table 8 this is compared with a like 

distribution of Negroes taken from the 1940 Census. Some evidence 

in this table clearly supports the hypothesis that discrimination is 

the prime determinant of the relative occupational distribution of 

Negroes (and Jews). Most striking is the fact that the relative num- 

TABLE 8 

Relative Number of Negroes and Jews 

in Various professions in Ohio* 

Professions 

Jews 

Divided by 

Non-Jews 

Negroes 

Divided 

by Whites 

Physicians. 0.088 0.018 

Dentists. .092 .022 

Lawyers. .130 .012 

Teachers. .013 .016 

Pharmacists. .109 .008 

Engineers \ 
Architects/ 

0.021 
.001 

0.004 

All these professions. 0.048 0.011 

In all occupations. 0.026 0.040 

* Source: The data for Negroes and whites refer to all em¬ 
ployed males and females and were obtained from U.S. Bureau 
of the Census, Census of Population, 194G: The Labor Force 
(Washington, D.C.: Government Printing Office, 1943), Vol. Ill, 
Part 4, Table 13. The data for Jews and non-Jews are esti¬ 
mates made in 1938 by L. S. Levinger (see his “Jews in the 
Liberal Professions in Ohio,” Jewish Social Studies, II [1940], 

401-34). 

ber of Negroes and Jews in engineering and architecture was much 

less than in other professions. Less noticeable but still consistent 

with this hypothesis is the large relative number of Negro and Jew¬ 

ish physicians and dentists as compared to other professions. 

Some evidence supports the hypothesis that Negro and Jewish 

preferences also influence their occupational distribution. The most 

striking is that, while the relative number of Jews in these profes¬ 

sions was about twice their relative number in Ohio, the relative 

number of Negroes in them was much less than their relative num¬ 

ber in Ohio. Again, there were relatively many Jewish pharmacists 
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and relatively few Negroes in this field. Some evidence supports 

both hypotheses: the relatively few Jewish teachers compared with 

Negro teachers can be explained by assuming either that Negroes 

prefer teaching more than Jews do or that white non-Jews dislike 

teaching Negroes (as in the South) more than they dislike teaching 

Jews, thus creating a demand for Negro teachers to teach Negroes. 

In general, the evidence in Table 8 suggests that both discrimination 

and other preferences are important determinants of the occupa¬ 

tional distribution of minority groups. 

5. DIFFERENCES IN TASTES 

The equations developed in this chapter have assumed that mem¬ 

bers of the same factor have the same taste for discrimination; if 

they have different tastes, each factor would be represented by a 

frequency distribution of DC’s. The DC’s in equations (Al)-(All) 

in the appendix to this chapter would then no longer represent the 

tastes of different factors but only the tastes of individuals on the 

margin (i.e., perfectly indifferent) between working with N and 

working with W. It has already been shown that each margin is it¬ 

self determined by certain economic variables; the amount of dis¬ 

persion in tastes and the relative supply of N received special em¬ 

phasis. A decrease in the dispersion in all distributions or an increase 

in the relative supply of N shifts the set of margins toward larger 

DC’s, thereby raising the equilibrium MDC; if members of the same 

factor have the same tastes (i.e., if there is zero dispersion), a 

change in the relative supply of N has no effect on the equilibrium 

MDC. 

APPENDIX TO CHAPTER 6 

1. Suppose K complementary factors want to discriminate against 

N, and w,- units of each of these factors (i = 2, k + 1) are used with 

nti units of N or W to produce one unit of output. The net cost of 

producing one unit of output with N is 

C'n = Wi7T„ ( 1 + d-i) + W27r2„ + W37T3n + . . . Mk+l^k+1, n~\~ C , 
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and with W it is 

Ci = mxTrw-\- m^iTow + tn3ir3w + ■ ■ ■ 'mk+\Trk+uwJrC , 

where C refers to other costs of production. With no consumer dis¬ 

crimination, both N and W could find employment only if Cn = Cw. 

This implies that 

ntiTTn (1 + d\) + W'2lTo„ + . . . Wt + lTTfc+i, „ = m\TTw + WoTCou, 

+ . . . mk+iTTk+1, w > 

or (Al) 

fni(irw— Trn) = miTTndi-\- mo(Tr2n ~ ff2u') 

“l- . . . m/c-ki (?T/:+l. n ^h-rh w) • 

Although both substitutes and complements may have tastes for 

discrimination against N, tastes of perfect substitutes cause 

only market segregation and not discrimination (see chap. 4); 

hence they can be ignored in this discussion. Each complementary 

factor would be indifferent between working with N and W only if 

the disutility in working with N was exactly offset by a higher 

money return; i.e., 

or 
7T t7i (1 d f) rr i u> 

TCin ta; d L7T ,n 

(i=2, . . . , k+\) . (A2) 

By substituting these relations in equation (Al) and then dividing 

both sides by miir„, one gets 

——— = MDC 
7T„ 

x—k-4-1 7 
Mi-Kindi 

miTTm 
(A3) 

with 7rn = 7Ti„. Total money payments per unit of output to N and 

all factors discriminating against N equal 

i = k+1 

C„ = ^ tn iTT in . 
1=1 

Let d represent a weighted average of the DC’s of different comple¬ 

mentary factor, employers, trade unions, and government, with 
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each complementary factor’s DC weighted by the importance of this 

factor in the productive process, and with dx weighted by Wi7r„. 

That is, 

t = fc + l 
fit ,7T i n(I t 

C n 

If all groups had the same DC, d = d% = d. After substituting these 

definitions in equation (A3), one has 

MDC =—d =Rd. (A4) 
mXTvn 

2. Consumers are indifferent between the commodity produced 

(or sold) by N and W only if 

Pn(l+dc)=Pw. (A5) 

Employers are indifferent between using N and ]V only if the differ¬ 

ence between the unit net costs of using N or W exactly equals the 

difference between the unit prices. Representing unit net costs by 

C'n and C'w, respectively, this condition states that 

C'-a = Pn-Pw . (A6) 

Substituting equation (Al) in equation (A6) and rearranging terms, 

one has 

mx (ttw — 7r„) = mx-Kndx + m2 (7r2n — 7r2 J 
(A7) 

“f" . . . m&+ j (tT^-i-i, n 7T^ + i(Uj) “(Pw Pn) , 

with Wyt+2 = 1. 

After substituting from equations (A2) and (A5) and dividing 

both sides by Wi7rn, we obtain 

5lZL![!t=MDC=JV1^£^^i + ^L- dt. (A8) 
7Tn -“f mXTTXn VtXTTln 

Using equation (A4), this becomes 

dc. (A9) MDC =Rd^ 
mX7T n 
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If Cn(= mnrnR) referred to the firm’s total factor payment per unit 

of output when employing N, Pn/miTn = R + di, and 

MDC =R(d-\r dc) + d\dc . (A10) 

If di and dc are fairly small, didc would be of a “second order of 

smalls,” and equation (A10) could be written as 

MDC *5 R(d + de) . (All) 

For example, if d = dc = d\ = 0.2, and if R = 4, then MDC = 

4(0.4) + 0.04 = 1.64. The estimate obtained by using equation 

(All) is 1.60, an error of less than 3 per cent. Occasionally, equation 

(All) is assumed to be a good approximation to equation (A10) 

and is used in place of the latter. 



CHAPTER SEVEN 

Discrimination against Non-Whites. I 

Much evidence exists concerning the number and incomes of indi¬ 

viduals in various groups or categories such as occupations, regions, 

educational levels, and the like. This chapter attempts to extract 

from these data information about the variation in discrimination 

among different categories and in tastes among different groups. 

The discussion of Tables 7 and 8 in chapter 6 illustrates how difficult 

it is to interpret data of this kind, and therefore it seems best to 

analyze the general problem theoretically before plunging into the 

evidence itself. 

1. THEORY 

Suppose members of two groups, W and N, that are perfect sub¬ 

stitutes in production seek employment in either of two categories, 

A and B. In each category the demand for N relative to W depends 

on the ratio of their wage rates. With no discrimination, the relative 

demand for N would be infinitely elastic at a relative wage rate 

equal to 1; discrimination changes the location of the demand curve 

and may also change its slope. When employed in A and B, N and W 
work with various factors of production; if all members of the same 

factor have the same DC, the relative demand for N is still infinitely 

elastic, since a change in the relative supply of N does not change its 

relative wage rate. The level of the demand curve can be found by 

substituting these DC’s and the economic importance of N in equa¬ 

tion (A10) in the appendix to chapter 6. If members of the same fac¬ 

tor have different DC’s, the demand curve has a negative slope, and 

the absolute value of this slope is an increasing function of these 

101 
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differences. Two demand curves—one for category A and one for 

D—are shown in Figure 4. The vertical axis measures the wage rate 

of N relative to W in each category, and the horizontal one measures 

the amount of N relative to IF employed in each category. Since the 

demand curve in B is always above that in A, discrimination is said to 

be uniformly greater in A. 

B 

Fig. 4.—The relative demand for N in different occupations 

The vertical axis in Figure 5 measures the wage rate that A or If 

receives in A relative to B, and the horizontal one measures the 

amount of N or IF supplied to A relative to B. The relative supply 

of N and W to A is given by NN and WW, respectively. Since IF IF 

is to the right of NN, W is said to be more mobile to A than N is. 

If the relative demand curve for N was the same in A and B, the 

wage rate and employment data for both categories could be 

represented by two points along a single negatively sloping curve 

like AA or BB. If ,4^4 represented the demand in both A and B, 
the points a and b might represent these data for A and B, respec¬ 

tively. Since a is to the right of b, N must be more mobile to A than 

IF is; in terms of Figure 5, NN must be to the right of WW; for a is 

to the right of b only if N supplies a larger proportion of the labor 

used in A than in B, and this implies that a larger proportion of N’s 



Discrimination against Non-Whiles. I 103 

labor is used in A } Therefore, N’s relative wage rate is less in A than 

in B, and yet relatively more of the N group go into A. This can 

occur only if N is more mobile to A than W is.* 1 2 Points a and b 
would be closer together if NN were closer to W\V and would be 

coincident if NN and WW were coincident. 

< 
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NUMBER OF N OR W IN A 

NUMBER OF N OR W IN B 

Fig. 5.—The relative supply of N and W to different occupations 

If the straight line joining a and b has a positive slope, the relative 

demand curve for N would be lower in the category represented by 

the lower point on the line. A positive slope between a and b is 

1. That is, Na/Wa > Nb/Wb implies Na/Nb > Wa/Wb, where Na is the 

amount of N in A, etc. 

2. Let tt„(A) be N’s wage rate in A, irn{B) the wage rate in B, etc. Since 

( A) 7rn Cg) 

TTW ( A) TTW (B) ’ 
it follows that 

TTn ( A) < TTw(A) 
TTn(B) TTw(B) 

Nevertheless, relatively more N goes into A; this can occur only if N is more 

mobile to A. 
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implied by the assumption that N and W have the same mobility,3 

a negative slope implies that N is more mobile toward the category 

represented by the lower point on the line. Additional information 

can be extracted only by making additional assumptions, e.g., does 

a negative slope between a and b imply that the relative demand 

curve for N differs in A and B? To answer this requires information 

about the elasticity of demand in A and B. Likewise, the differences 

between the supply curves of N and W can be estimated only if 

there is quantitative information about the demand curves.4 

2. DISCRIMINATION BY REGION, URBAN-RURAL RESIDENCE, AND 

DEGREE OF EMPLOYMENT 

Data are presented in a Ph.D. dissertation by Morton Zeman on 

the average wage and salary income in 1939 of whites and non¬ 

whites in a variety of categories.5 These data are presented in 

Table 9, with each entry showing the relative number and incomes 

3. If NN and WW were coincident and if the relative demand curves for N 

and W were given by A A and BB, respectively, a would be to the left of and be¬ 

low b. It is clear from Fig. 4 that, if a were to the right of b, it would also be 

below b. Hence 

TTn (B) ^ 7Tn ( A) 
when 

Nb < No 
TTw(B) 1Cw(A) wb wa 

this implies that 

7Tn (B) ^ 7TW (B) 
when 

Na > Wa 
TTn(A) TTw(A) Nb W'b 

thus contradicting the assumption that N and W have the same mobility to A. 

Therefore, a could not be to the right of b, and in the same way it can be shown 

that a could not be above b. 

4. This problem is akin to the usual one of identifying elasticities of demand 

and supply schedules and shifts in these schedules from a scatter diagram of 

prices and quantities. Both are “identification problems”; however, ours is com¬ 

plicated by the fact that the supply and demand schedules are determined by 

different relative price variables. 

5. M. Zeman, “A Quantitative Analysis of White-Non-White Income Differ¬ 

entials in the United States in 1939” (unpublished Ph.D. dissertation, Depart¬ 

ment of Economics, University of Chicago, 1955), chap. iii. 
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of non-white males in a particular region, residence, and degree of 

employment. These entries shed light on the relative discrimination 

in the South and outside it, in urban and rural areas, and in tempo¬ 

rary and more permanent jobs. Since the data are aggregative, hid¬ 

ing differences in age, education, occupation, etc., no attempt at a 

quantitative analysis is made. For a simple qualitative analysis it 

TABLE 9 

Ratios of Male Non-white to White 1939 Mean Incomes and Ratios 

of Number of Non-Whites to Number of Whites by Urban-Rural 

and Region of Residence and Degree of Employment* 

Urban Rural 

Employed 

12 Months 

Employed 

Less than 

12 Months 

Employed 

12 Months 

Employed 

Less than 

12 Months 

Region (2) 

fci (3) £ 
(4) (5) 

Ratio Ratio Ratio Ratio Ratio Ratio Ratio Ratio 

of of of of of of of of 

In- Num- In- Num- In- Num- In- Num- 

(1) come ber come ber come ber come ber 

Northeast. 0.590 0.038 0.676 0.042 0.574 0.013 0.753 0.020 
North-central. .576 .044 .659 .057 .625 .011 .568 .020 
South . .411 .274 .519 .439 .369 .298 .581 .387 
West. 0.543 0.034 0.616 0.040 0.599 0.026 0.692 0.053 

* Source: M. Zeman, “A Quantitative Analysis of White-Non-White Income Differentials in 
the United States in 1939” (unpublished Ph.D. dissertation, Department of Economics, University 
of Chicago, 1955), Tables 8 and 10. 

suffices to examine each variable, holding all others constant. In 

eleven of the twelve comparisons between the South and other 

regions, non-whites were both worse off and more numerous in the 

South; if these eleven sets of points were plotted on Figure 4, the 

straight line joining the points in each set would slope downward. 

From the sign of these slopes alone, we cannot reject the hypothesis 

that discrimination against non-whites was the same in the South 

and other regions, but we can conclude that non-whites were more 
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mobile (in the sense this term is used here) to the South than were 

whites.3 * * 6 
The degree-of-employment variable can be isolated by comparing 

the data in columns 2 and 3 and those in columns 4 and 5. In seven 

of the eight comparisons, non-whites were both relatively better 

off and more numerous in the partial-employment category. Some 

writers have argued that discrimination is less against persons in 

temporary jobs than against those in permanent ones,7 and one in¬ 

terpretation of the data on the partially employed supports their 

argument.8 
Urban-rural differences can be isolated by comparing the data in 

columns 2 and 4 and those in columns 3 and 5. If the eight sets of 

points were plotted on Figure 4, the slope of the straight line joining 

the points would be negative for five sets and positive for three. Five 

sets, then, are consistent with the hypothesis of equal discrimina¬ 

tion in urban and rural areas; two sets9 imply less urban discrimi¬ 

nation; one set10 implies less rural discrimination. From this analysis 

it is impossible to draw any general conclusion about the relative 

amount of discrimination in urban and rural areas. 

3. DISCRIMINATION IN DIFFERENT OCCUPATIONS 

Suppose K occupations contained the same proportion of mem- 

6. It seems justifiable, at least in the southern, northeastern, and north- 

central regions, to treat non-whites as a homogeneous population, since Negroes 

in these regions are an extremely large fraction of the non-white population (see 

Zeman, op. cit., chap. ii). 

7. See, for example, D. Dewey, “Negro Employment in Southern Industry,” 

Journal of Political Economy, LX (August, 1952), 285. 

8. Individuals may be partially employed because (1) they are employed 

part time each week; (2) they are unemployed for some weeks after being sepa¬ 

rated from jobs known to be temporary; (3) they are unemployed for some weeks 

after being separated from jobs thought to be permanent. If partially employed 

whites and non-whites had the same average period of employment and if either 

(3) was unimportant or those in (3) had the same occupational and racial distri¬ 

bution as fully employed persons, these data would imply more discrimination 

against persons in permanent jobs than against persons in temporary jobs. 

9. Fully employed persons in the northeastern region and partially employed 

persons in the north-central region. 

10. Partially employed persons in the West. 



Discrimination against Non-Whites. I 107 

bers of the class N (A7 may stand for all Negroes, Jews, women, etc.). 

If -Y’s relative economic importance in the productive process and 

if the average DC of groups working with N were the same in each 

occupation, TV’s relative wage would also be the same in each occu¬ 

pation (see eq. [A10] in the appendix to chap. 6). Even if the pro¬ 

portion of N in each occupation varied greatly, yV’s relative wage 

rate would be the same in each as long as all members of each group 

working with N had the same DC. 

The evidence on market and residential segregation referred to in 

previous chapters implies that members of N discriminate less 

against other N than members of W do. Hence all members of a 

group working with N could not have the same DC, since the N 
members would have smaller DC’s than the W members. The N 
working with groups containing a relatively large number of other 

N can work with these N and thereby avoid the greater discrimina¬ 

tion from W, while those N working with groups containing relative¬ 

ly few N must bear the discrimination from W. The N in occupa¬ 

tions containing relatively few N probably work with other N more 

than the N in other occupations do. Consequently, the relative 

wage rate received by N would be lowest in occupations with the 

largest proportion of N, even if all W members of the same group 

had the same DC. If A7 does not discriminate and if some N are in 

each occupation, A7’s relative wage rate would be unity in the occu¬ 

pation with (relatively) fewest N, for the N in this occupation never 

work with W and thus completely avoid discrimination. If the W 
(and A7) members of the same group have different tastes for dis¬ 

crimination, the negative correlation between the proportion of N 
and their relative wage rate in an occupation would increase. 

There are some very crude and unreliable data giving the incomes 

of whites and Negroes in different occupational categories, and these 

data suggest a positive correlation between the proportion of 

Negroes and their relative income in different occupations.11 A posi- 

11. One set of data comes directly from the 1940 Census and can be found in 

D. Gale Johnson, “Some Effects of Region, Community Size, Color, and Occupa¬ 

tion on Family and Individual Income,” Studies in Income and Wealth, Vol. XV 

(New York: National Bureau of Economic Research, 1952), Table 8. This gives 

the median urban family incomes from wages and salaries in 1939 of whites and 

Negroes in the South by the occupational category of the household head. Since 
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tive correlation can be obtained from our analysis only by assuming 

that either the relative economic importance of N or the average 

DC of the W members of groups working with N is greater in occu¬ 

pations containing relatively few N. 

4. A COMMENT ON DONALD DEWEY’S ANALYSIS 

OF DISCRIMINATION 

In an interesting study of employment in southern industry, 

Donald Dewey formulates two “laws” to explain racial patterns 

of employment: “(1) Negro workers seldom hold jobs which require 

them to give orders to White workers,” and “(2) Negro and White 

workers do not ordinarily work side by side at the same job.”12 Since 

his study contains many useful insights and has been very favorably 

received, it is worthwhile to point out that these two laws are almost 

completely irrelevant for understanding market discrimination, al¬ 

though they may be very relevant for market segregation.13 Negroes 

must work side by side with each other if they cannot work side by 

side with whites at the same job; hence law 2 causes market segrega¬ 

tion but cannot cause market discrimination.14 Negroes must super¬ 

vise other Negroes if they cannot supervise whites. If the propor¬ 

tion of Negroes in each occupation decreases in a regular way as 

one moves up the occupational ladder, law 1 must likewise cause 

segregation and not discrimination. 

women are heads of some households, the occupations of men and women are 

confounded; since they refer to total family wage and salary income, the wage 

and salary income of the household head is confounded with the income from 

supplementary earners in the family. Another set comes indirectly from the 1940 

Census and can be found in Zeman’s thesis (op. cit., Appendix D). From data 

giving the mean wage and salary incomes of all males in each occupational cate¬ 

gory, Zeman roughly estimated the mean wage and salary incomes of Negro and 

white males for the North and South in each category. While all his estimates 

are subject to error, those of Negro incomes in categories containing relatively 

few Negroes are subject to particularly large errors. 

12. Dewey, op. cit., p. 283. 

13. The following analysis is very similar to that in chap. 5 (pp. 78-80), where 

it was argued that the unwillingness of most white families to live near Negroes 

causes residential segregation rather than residential discrimination. 

14. See chap. 4, p. 56. 
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Market discrimination against Negroes occurs because the num¬ 

ber of Negroes in some occupations is so small that other Negroes 

must work with the white members of these occupations.15 There 

will be few Negroes in these occupations if they have difficulty in 

obtaining the required education or capital, if white-controlled 

trade unions restrict entry, or if whites refuse to help them obtain 

on-the-job training.16 These and other causes are many and varied, 

but none has much connection with the considerations summed up 

in Dewey’s two laws. 

15. This problem is discussed in a different context in chap. 2, pp. 22-24 

and 32. 

16. According to Dewey {op. cit., p. 286), the necessity of obtaining on-the- 

job training in conjunction with law 2 makes it extremely difficult for Negroes to 

enter predominantly white occupations. However, it is doubtful that either law 

is important in preventing Negroes from obtaining on-the-job experience, for an 

employer wishing to train Negroes for a job can hire them as “apprentices” to 

white “trainers.” Since apprentices are below trainers in the occupational 

hierarchy, discrimination against them by the latter is not caused by either law. 



CHAPTER EIGHT 

Discrimination against Non-Whites. II 

The analysis in chapter 6 relates incomes to tastes for discrimination 

and other variables and thus provides an indirect method of obtain¬ 

ing information about tastes.1 Relevant income data have been 

rather limited in quantity and quality, but fortunately Zeman has 

recently compiled data for whites and non-whites that are relatively 

well suited for this study. These data, partially reproduced in 

Tables 10 and 11, give the average wage and salary incomes and 

number of urban male whites and non-whites in 1939, by age and 

educational level, for the North and the South. 

1. AGE AND EDUCATION 

The average income of non-whites was less than that of whites in 

all age-education categories in the South and in all but one in the 

North. These income differences will be interpreted as direct conse¬ 

quences of discrimination, but, first, some competing ii erpreta- 

tions will be discussed. If there were widespread monopsony in the 

labor market and if the supply curve for each monopsonist were 

much more inelastic for non-whites than for whites, non-whites 

would receive a much smaller wage rate than whites. However, it is 

extremely unlikely that monopsony in the labor market is sufficient- 

1. Most previous attempts to learn about tastes for discrimination have been 

more direct, employing such techniques as questionnaires. Since many people are 

diffident about answering questions concerning their behavior toward others and 

answers to questions about discrimination are likely to differ from actual be¬ 

havior, there is a need for indirect as well as direct estimates of these tastes. 

110 
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ly important to produce such large differences.2 It is also unlikely 

that monopsony and/or the difference between the elasticities of 

supply of non-whites and whites is much larger in the South and 

higher age-education categories than in the North and lower cate¬ 
gories. 

TABLE 10 

Ratios of Non-white to White Urban Male Wage or Salary 
Incomes by Region, Age, and Educational Level, 1939* 

Region and Age 

(Years) 

Years of School Completed 

1-4 5-6 7-8 9-11 12 13-15 
16 or 

More 

North and West: 
18-19. 0.807 0 976 0.943 0.904 1.035 0.802 t 
20-21. .949 .767 .751 .761 0.769 .842 t 

22-24. .721 .887 .792 .714 0.722 .885 0.582 
25-29. .794 .855 .728 .659 0.666 .597 .681 

30-34. .775 .762 .693 .621 0.580 .549 .563 
35-44. .783 .718 .613 .536 0.509 .535 .460 
45-54. .707 .681 .575 .531 0.539 .490 .424 
55-64. .703 .685 .614 .507 0.590 .594 .448 

South: 
18-19. .809 .688 .649 .627 0.730 .688 t 

20-21 .905 .700 .696 .611 0.567 .608 .501 
22-24. .902 .711 .615 .574 0.494 .575 .547 
25-29. .817 .689 .592 .509 0.482 .461 .550 

30-34. .707 .620 .529 .463 0.447 .401 .441 
35-44. .650 .526 .474 .451 0.374 .363 .400 
45-54. .565 .498 .441 .386 0.382 .459 .389 
55-64. 0.595 0.539 0.481 0.406 0.394 0.489 0.390 

♦Source: M. Zeman, “A Quantitative Analysis of White-Non-white Income Differentials 
in the United States in 1939” (unpublished Ph.D. dissertation, Department of Economics, Uni¬ 
versity of Chicago, 1955), Table 15. 

t Too few cases to compute meaningful non-white mean. 

Another argument is that non-whites have less economic capacity 

than whites in the same age-education category. One variant of this 

argument stresses the difference in “quality” of education received 

by whites and non-whites, so that non-whites with the same years 

2. This assertion is supported by the results in the study by R. Bunting, 

Employer Concentration in Local Labor Markets (Chapel Hill: University of 

North Carolina Press, 1962). 
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of schooling as whites have less capital invested in them through 

education and thus have less economic capacity. Capital invested 

through schooling surely accounts for a larger fraction of the income 

of those with much schooling than of those with little schooling; 

therefore, any difference in quality of schooling between whites and 

non-whites would show up more in the former than in the latter, 

unless the relative quality of non-white schooling increased from 

TABLE 11 

Negroes as a Per Cent of Native White Urban Male 

Wage or Salary Workers by Age, Educa¬ 

tion, and Region* 

Years of School Completed 

Region and 

Age 

(Years) 
1- 4 5- 6 7- 8 9-11 12 13- -is 

16 or 

More 
Total 

North and 
West: 
18-19.. 17 81 16 52 5 33 3.84 1 73 0 79 4 76f 3.40 
20-21. . 33 65 14 13 4 86 4.24 1 79 1 30 0 35 3.28 
22-24. . 36 65 19 52 5 02 4.33 1 82 1 81 0 41 3.45 
25-29 . 51 48 20 32 5 26 4.35 2 35 2 36 1 09 4.27 

30-34.. 49 41 25 32 5 86 3.90 2 36 2 59 1 31 5.11 
35-44. . 57 09 23 22 6 10 4.10 2 76 3 19 1 93 6.78 
45-54. . 36 04 15 21 4 74 3.52 2 77 2 80 2 26 6.41 
55-64. . 22 G

o 
00

 

10 26 3 67 2.67 1 84 3 07 2 12 5.31 

Total. 38 92 18 23 5 26 4.02 2 24 2 47 1 50 5.22 

South: 
18-19. 147 85 97 89 43 74 23.58 7 46 7 17 34.22 
20-21.. 166 82 105 74 46 01 21.60 9 06 6 59 5 19 30.43 
22-24. . 197 76 103 71 41 36 19.67 9 .10 7 59 5 57 29.41 
25-29.. 196 63 111 43 39 43 18.33 8 88 6 85 7 30 31.46 

30-34.. 204 20 97 87 32 08 16.37 7 .53 6 66 7 62 32 71 
35-44. . 197 26 88 31 26 72 12.83 7 .30 7 22 7 49 36.46 
45-54.. 118 10 47 26 15 28 9.68 5 .58 4 79 7 94 26.28 
55-64.. 161 28 64 46 23 61 20.26 9 .87 13 22 14 19 43.56 

Total. 171 82 83 37 29 17 16.70 8 .06 7 05 7 73 32.82 

* Source: Zeman, op. cit., Table 15. 

t Very few persons in this class. 
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lower to higher schooling categories.3 Therefore, this hypothesis im¬ 

plies that if whites in various age-education categories have the 

same incomes, non-whites in the lower education categories have 

larger incomes than non-whites in the higher ones. The quality of 

non-white education may be lower than that of whites in some re¬ 

spects, but these data contradict the view that differences in quality 

of education greatly reduce non-white incomes. Zeman computed a 

regression of non-white on white income for all age-education cate¬ 

gories in each region and found that white income almost complete¬ 

ly determined non-white income: if whites in two age-education 

categories received about the same income, non-whites in these 

categories also did.4 

Within an educational category, incomes of both whites and non¬ 

whites increase with age, and this can be attributed in the main to 

the increasing experience acquired with age. The difference between 

white and non-white incomes within an age-education category 

could result from a difference in experience (that is independent of 

market discrimination) if the “quality” of non-market experience 

was substantially lower for non-whites than for whites. However, 

the same kind of argument which proved that these income differ¬ 

entials were not caused mainly by a difference in quality of educa¬ 

tion also proves that they were not caused mainly by a difference in 

quality of experience. 

The observed differentials may have resulted from the combined 

effects of differences in quality of experience and education. In 

the South, whites of twenty-two to twenty-four years of age and 

with nine to eleven years of schooling have about the same income as 

whites of fifty-five to sixty-four years of age and with one to four 

3. However, non-white inferiority in quality seems more noticeable at the 
college and high-school levels than at the grammar-school level. 

4. M. Zeman, “A Quantitative Analysis of White-Non-white Income Differ¬ 
entials in the United States in 1939” (unpublished Ph.D. dissertation, Depart¬ 
ment of Economics, University of Chicago, 1955), chap. iv. The correlation co¬ 
efficients are of the order of 0.98, and the age-education points deviate very little 
from the regression lines (see his Figs. 1 and 2). 
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years of schooling. Therefore, if non-whites of twenty-two to 

twenty-four years of age and with nine to eleven years of schooling 

had lower incomes than non-whites of fifty-five to sixty-four years 

of age and with one to four years of schooling because of differences 

in quality of schooling, they would have higher incomes because of 

differences in quality of experience. In general, then, non-whites 

have the same income whenever whites have the same income if 

these quality differences exactly offset each other. It seems unlikely 

that this is the case; if it is not and if these differences are important, 

there should be a much weaker connection between white and non¬ 

white incomes. For this and other reasons it seems improbable that 

quality differences are the major determinant of these income dif¬ 

ferentials, although they may be a minor one. 

Other variants of the argument that non-whites have less ca¬ 

pacity than whites are based on differences in innate capacities, 

ambition, tastes for leisure, etc. In view of the limited evidence 

available, it is difficult either to accept or completely to reject these 

alternatives. They may explain part of these income differentials, 

but it seems probable that discrimination is, either directly or in¬ 

directly, the major explanation, and this will be assumed in the re¬ 

mainder of this chapter. 

Therefore, whites and non-whites in the same age-education cate¬ 

gory are assumed to be perfect substitutes in production. In each 

category there are supply and demand schedules for whites and non¬ 

whites, and the interaction of these schedules produces the observa¬ 

tions in Tables 10 and 11 (see chap. 7). Information about the rela¬ 

tive amounts of discrimination in different categories and regions 

was obtained by computing for each region a regression of the rela¬ 

tive supply of non-whites on their relative income. They are of this 

form: 

log 
N (ij) 
W{ij) 

— a + b log 
TTn (jj) 

TTw (lj) 

where N(ij) is the number of non-whites in the zth age and 7th edu¬ 

cation category; 7rn(ij) is the non-white wage and salary income in 

the same category; u is a random variable; etc. This equation de- 
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pends on the parameters a and b, where b is the elasticity of N(ij)/ 
W(ij) with respect to irn{ij)/Trw(ij). The estimates are5 

4=1.75 
^ > for the North , 

, 4 = 0.086 J 
and 

4 = 1.52 ^ 
^ /• for the South . 
b, = 0.146 J 

5. The correlation coefficients are 0.53 and 0.76 for the North and South, 

respectively, and both are significantly different from zero at the 0.001 level of 

significance; moreover, 6„ is not significantly different from b, at the 0.02 level. 

Persons eighteen to nineteen years old are just entering the permanent labor 

force; at this age, knowledge of the labor market is relatively meager, and apti¬ 

tudes and desires not too well known. Since behavior in this age group is greatly 

affected by temporary and random forces, it is desirable to attach less im¬ 

portance to these data. There are also special reasons for this: (1) No data are 

available for persons with sixteen or more years of schooling, and this category 

would have to receive a zero weight. (2) Whites and non-whites with thirteen to 

fifteen years of schooling have a smaller average income than some eighteen- to 

nineteen-year-olds with less schooling. This is evidence that the income of the 

former comes partly from part-time work, and a bias would result if non-whites 

in college worked more hours than whites in college do. (3) In the North, non¬ 

whites with twelve years of schooling have larger incomes than whites, and this 

seems implausible; it is also difficult to use this observation in some of the 

statistical analysis discussed later. For these reasons it was decided to omit all the 

data for persons eighteen to nineteen years old. Persons of twenty to twenty-one 

years with sixteen or more years of schooling are omitted in the North for lack 

of data and in the South to maintain comparability of the regressions for the 

two regions. 

For a partial check of the analysis, 

points as possible, using all categories 

years old with sixteen or more years of 

► 

i 

Both r„ and r, are significantly different from zero, and bn is not significantly 

different from b, at the 0.03 level. 

ODiamea: 

and 

4= 1.78 

4 = 0.074 

r» = 0.41 

4 = 1.54 

5S = 0.1 37 

r„ = 0.70 

regressions were computed for as many 

except persons eighteen to twenty-one 

schooling. The following estimates were 

for the North, 

for the South. 
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Since the elasticities are positive and since relatively more non¬ 

whites are in the lower education categories, discrimination must be 

greater in the higher ones (see chap. 7). The elasticity b and the inter¬ 

cept a result from the interaction of supply and demand functions 

in each category. The parameters in these functions specify the 

relative supply and demand for whites and non-whites in each cate¬ 

gory and the elasticities of supply and demand. Our knowledge of 

these parameters is too meager to help in interpreting the observed 

values of a and b, but the approximate equality of 6„ and b, does 

suggest that relative demands, relative supplies, and elasticities 

are about the same in the South and in the North. The difference 

between dn and &, can be explained by the difference either in the 

level of demand or in the relative number of non-whites in the two 

regions. 

2. REGION 

Let us explore this further. Table 10 and the difference between 

a, and &„ show that the ratio of non-white to white income is smaller 

in the South for almost all age-education categories. This will not 

surprise most readers, as it has long been recognized that non¬ 

whites are economically worse off in the South. Yet the reasons for 

this have not been carefully investigated, as it has usually been as¬ 

sumed, without much elaboration, that southerners are more 

prejudiced against non-whites. Several variables in addition to 

tastes have been shown to affect market discrimination; they can be 

divided into two categories—those operating through tastes and 

those operating in conjunction with tastes. In the next few pages an 

attempt is made to determine which variables were more important 

in creating this regional difference in market discrimination. 

Chapters 3, 4, and 5 show that the greater the extent of mo¬ 

nopoly, trade unionism, and government discrimination, the greater 

the market discrimination against a minority. There is more state 

government intervention against non-whites in the South, but more 

trade unionism and (perhaps) monopoly in the North. Trade unions 

and monopolies have probably had relatively little influence on in- 
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comes;6 it is not possible to compare this influence with that of state 

(and federal) governments, since the latter has never been system¬ 

atically discussed. 

There is no systematic tendency for the average size of establish¬ 

ment in each industry to differ between the North and the South 

(see pp. 86-87). If the establishment is the basic productive unit, this 

suggests that in the absence of discrimination the relative impor¬ 

tance of each occupational group in the productive process would not 

differ greatly between regions. Therefore, a regional difference in the 

variable R (see the equations of chap. 6) would result from, rather 

than cause, a regional difference in discrimination. 

If members of the same factor have different tastes for discrimi¬ 

nation, an increase in the relative supply of non-whites increases the 

equilibrium market discrimination against them, even if all tastes 

remain fixed (see chaps. 3-6). 

Many investigators have asserted that a change in the relative 

supply of a group changes the equilibrium market discrimination, 

not because relative supply determines market discrimination in 

conjunction with tastes and other variables but because it partly de¬ 

termines tastes themselves.7 They seem to believe that, because 

market discrimination against minorities is usually greatest in areas 

with relatively large numbers of them, prejudice (i.e., tastes for dis¬ 

crimination) must be an increasing function of their relative supply. 

This is an erroneous belief: it has been emphasized throughout this 

book that a change in their relative supply can change market dis- 

6. See G. W. Nutter, The Extent of Enterprise Monopoly in the United States, 

1899-1939 (Chicago: University of Chicago Press, 1951); George Stigler, Five 

Lectures on Economic Problems (London: Longmans, Green & Co., 1949), lecture 

5; A. C. Harberger, “Monopoly and Resource Misallocation,” Proceedings of 

the American Economic Review, XLIV (May, 1954), 77-92; and M. Friedman, 

“Some Comments on the Significance of Labor Unions for Economic Policy,” 

in The Impact of the Union, ed. D. M. Wright (New York: Harcourt, Brace & 

Co., 1951), pp. 204-34. 

7. See, for example, Gordon Allport, The Nature of Prejudice (Cambridge, 

Mass.: Addison-Wesley Press, 1955), p. 227; Williams, The Reduction of Inter¬ 

group Tensions (New York: Social Science Research Council, 1947), p. 57; 

Saenger, The Social Psychology of Prejudice (New York: Harper & Bros., 1953), 

p. 99; and Business Week, December 18, 1954, p. 9. 
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crimination even though tastes do not change. Nevertheless, rela¬ 

tive supply may affect tastes, and it seems worthwhile to try to 

estimate this effect empirically. Many other variables may also 

affect tastes, but it is not possible to discuss them separately. 

Let us first try to determine whether the regional difference in 

market discrimination was caused by a regional difference in the 

relative supply of non-whites acting in conjunction with tastes. It 

would be easy to isolate this effect if the relative demand curves for 

non-whites in each region were the same in all age-education cate¬ 

gories, for then differences in market discrimination between cate¬ 

gories in the same region would result from differences in the pro¬ 

portion of non-whites in these categories. Since it is known from an 

earlier analysis in this chapter that the relative demand curve dif¬ 

fered quite substantially between categories, a more indirect ap¬ 

proach must be developed. It is assumed that any regional difference 

in taste must be uniform for all categories; in other words, regional 

tastes can differ only by a scale factor. Thus if in each region the 

proportion of non-whites in two categories is the same and if in the 

South the equilibrium MDC is k times as large in one category as in 

the other it must also be k times as large in the North. The regres¬ 

sions computed earlier in this chapter support this assumption; the 

regression for the South differed essentially only in height from that 

for the North. The regressions of non-white income on white income 

also differed only in height.8 

If MDC (ij, r) is the MDC in the xth age and7th education cate¬ 

gory in the rth region (r = n [North] or 5 [South]), define 

Y (ij) 
MDC (ij, s) 

MDC (ij, n) 

If N/T(ij, r) is the ratio of the number of mon-whites to the total 

number in the ij th class in the rth region, define 

X (ij) = 
N/T(ij, s) 

N/T (ij, n) ' 

If there was no regional difference in tastes and if market discrimina¬ 

tion depended largely on the proportion of non-whites in a category, 

8. Zeman, op. cit., Figs. 1 and 2. 
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1' (ij) would increase as X(ij) increased, and Y(ij) would equal 1 

when X(ij) equaled 1; there would be a function Y = F(x), with 

F (#) > 0, and F(l) = 1. On the other hand, if the regional differ¬ 

ences in tastes was quite large and the population of non-whites had 

no effect on market discrimination, Y would be independent of X 

and completely dependent on this regional taste difference; there 

would be a zero correlation coefficient between F and X as F = 

F(x) = C > 1. In the intermediate cases the regional difference in 

tastes and proportions are both significant ;F'(x) >0andF(l) > 1.® 

It is not possible to choose among these models simply from 

a priori or casual considerations, but the data in Tables 10 and 11 

make it possible to obtain some quantitative evidence of their rela¬ 

tive merits. A series of observations on X and F were computed from 

these data, and, by the least-squares method, a linear function of 

the form F = a + bX was fitted to these observations. The esti¬ 

mates obtained are a = 2.01, b = —0.02, and r = —0.06, where r 

is the correlation coefficient.10 Both b and r are very small and not 

significantly different from zero; indeed, if the true correlation co¬ 

efficient were really zero, r would be at least as large as 10.061 more 

than six out of every ten times. The small and insignificant esti¬ 

mates of b and r imply that the proportion of non-whites in a cate¬ 

gory had little effect on market discrimination. Presumably, b was 

9. It has been assumed that Y depends only on X and not on N/T(ij, n) or 

N/T(ij, s) separately. This formulation would be entirely justified if the relative 

demand curve in each category had a constant elasticity. 

10. The same categories were omitted and the same weighting system was 

used as in the regressions computed earlier in the chapter (see p. 115). A re¬ 

gression from all the available data gives a = 2.28, S = 0.03, and r = 0.02. 

There is the usual problem of fitting an appropriate functional form to the 

data. If the relative demand curves were of constant elasticity, an argument 

could be made for taking the regression of log Y on log X, i.e., for fitting a func¬ 

tion of the form 

log F = o'-f- V log X . 

The estimates are a’ = 0.19, S' = 0.10, and r — 0.10. The value of r is slightly 

higher than that obtained with a simple linear function, but S' and r are still not 

significant, even at the 0.4 level. A regression from all the data gives a' = 0.16, 

S' = 0.23, and r = 0.17. The estimates of h' and r have been raised further but 

are still not significant at the 0.2 level. 
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negative because a negative effect due to random forces was greater 

than any positive effect due to proportions.11 If proportions had no 

effect, the regional difference in market discrimination would have 

been caused entirely by a regional difference in tastes. The latter 

could be estimated by fitting a function of the form Y — c to the 

11. This interpretation is supported by the fact that all other estimates of b 

have been positive: in n. 9, b was estimated as —0.03, and b' as +0.1 and +0.23. 

The negative value was caused by only one point (marked by a A in Fig. 6), 

and the estimate of b would be +0.03 if this point were omitted. 

tyT IN SOUTH 

N/j IN NORTH 

Fig. 6.—A scatter diagram of the relative market discrimination and relative 
number of non-white males in different age-education classes in 1939. 
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various observations of Y. By the method of least squares, c was 

estimated to be 1.91.12 

One conclusion from this analysis is that the proportion of non¬ 

whites in an age-education category had little effect on the market 

discrimination in that category; in other words, the relative demand 

for non-whites was very elastic in each category. Within each 

region, members of the same factor must have differed only slightly 

in their tastes for discrimination.13 Since the regional difference in 

market discrimination is not explained by the regional distribution 

of non-whites, it must be “explained” by a regional difference in 

tastes. Individuals in the South appear to have had, on the average, 

slightly less than twice as much taste for discrimination as those in 

the North.14 

12. The standard error of this estimate is 0.12. It is known with 95 per cent 

confidence that c fell within the interval 1.91 ± 0.24. The discussion in the text 

has been confined to linear functions; important deviations from linearity often 

produce a large standard error relative to the estimate of c. Since 1.91 is about 

sixteen times 0.12, linear functions seem to fit the data as well as non-linear ones. 

This should also be clear from the scatter in Fig. 6. If all available data were 

used, c would be estimated at 2.40. 

13. Appreciable errors may have occurred in measuring the income and 

number of whites and non-whites in different categories. Since X and Y are 

complicated quotients of the income and number data, they probably contain 

even greater measurement errors. Random errors of measurement in Y reduce 

the correlation coefficient but do not bias the estimate of the slope b (and the 

elasticity b'), while random errors in X both reduce the correlation coefficient and 

bias the estimates of b (and b') downward. Therefore, the effect of proportions on 

market discrimination is systematically underestimated, and this underestimate 

is the more serious, the greater the errors in X. It is not possible to estimate 

the extent of bias in b and b' until some reasonable estimate can be made of the 

error in X. 

14. It was shown in chap. 6 (eq. [All]) that the MDC against any group is 

approximated by 

MDC^.R(J+^) = 2Rd , 

where d is an average taste for discrimination of all factors, employers, and con¬ 

sumers working with or buying from this group. If R is the same for two groups, 

the ratio of the MDC against these groups equals the ratio of the average taste 
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It was concluded in chapter 3 that southern employers in com¬ 

petitive industries discriminated much less than those in monopo¬ 

listic ones, and this is not necessarily inconsistent with the con¬ 

clusion that the regional difference in the proportion of non-whites 

did not directly cause the regional difference in market discrimina¬ 

tion. For example, they would be consistent if the employer class 

was heterogeneous in tastes, if all hired factors and consumers were 

homogeneous, if each firm had a vertical supply curve, and if em¬ 

ployer discrimination was only a small part of market discrimina¬ 

tion. Doubling the relative supply of non-whites would greatly in¬ 

crease employer discrimination but would have only a small effect 

on market discrimination.15 

for discrimination against these groups. The average ratio of the MDC in the 

South to that in the North is 1.9, and this is taken as the average ratio of tastes 

for discrimination. This estimate is only a first approximation for these reasons. 

(1) The effect of proportions is underestimated, and the regional difference in 

fastes is overestimated because of the random errors of measurement. (2) There 

is no systematic tendency for the average size of establishment in each industry 

to differ between the North and the South. If tastes for discrimination were the 

same in both regions, this would suggest that the average value of R was about 

the same. However, since discrimination is greater in the South, southern pro¬ 

ducers have an incentive to specialize in industries with relatively small produc¬ 

tive units (see pp. 87-88 for evidence of this), thereby reducing the average 

value of R there. (3) On the other hand, discrimination reduces the wage rate of 

non-whites relative to factors working with them, thereby increasing the value 

of R. These two changes are in opposite directions; therefore, the net regional 

difference in R produced by the regional difference in discrimination is not so 

large (absolutely) as the difference produced by either change separately. 

15. Other assumptions could also produce consistent results. Suppose that 

each firm had a production function homogeneous of first degree, that employer 

discrimination was a very large part of market discrimination, and that all em¬ 

ployers had the same tastes for discrimination—except for a few who had much 

smaller ones. A change in the relative supply of non-whites would not affect 

market discrimination very much, but discrimination in competitive industries 

would still be much less than in monopolistic ones. However, if the analyses are 

to be consistent, it is incorrect to believe both that a change in the relative sup¬ 

ply of non-whites would greatly increase employer discrimination and that their 

discrimination would be a large part of market discrimination. 
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3. THE INFLUENCE OF THE NUMBER OF NON-WHITES 

ON DISCRIMINATION 

The conclusion that a regional difference in tastes for discrimina¬ 

tion exists “explains” the regional difference in market discrimina¬ 

tion but introduces a new problem of “explaining” the difference 

in tastes. Many explanations emphasize the institutionalization in 

the South of the ill feeling against Negroes caused by slavery and 

the losses suffered from the Civil War.161 should like to investigate 

a different hypothesis, also mentioned in the literature;17 these two 

hypotheses are related but suggest different empirical methods. The 

one used here assumes that tastes for discrimination against non¬ 

whites vary directly with their proportion in a community; conse¬ 

quently, discrimination against non-whites is greater in southern 

communities because relatively more of them live there. 

One obstacle to an empirical investigation of this hypothesis is 

the difficulty in finding an appropriate measure of “community.” 

Is an individual’s discrimination determined primarily by the rela¬ 

tive number of non-whites working with him in the same plant or by 

their relative numbers in his community, county, state, region, or 

some more complicated sociogeographical area? It seemed best to 

limit the discussion to individuals living in Standard Metropolitan 

Areas (SMA) as classified by the U.S. Census Bureau and to investi¬ 

gate whether their discrimination is influenced by the proportion of 

non-whites in the same SMA. 

Columns 2 and 3 of Table 12 give the median incomes of white 

and Negro males in 1949 for all SMA’s in the South. Column 4 

gives the proportional difference between these incomes, and 

column 5 gives the percentage of non-whites in each SMA. The cor¬ 

relation coefficient between the numbers in columns 4 and 5 is +0.73 

(and the coefficient of determination is 0.53). 

One interpretation of this result is that tastes for discrimination 

and thus market discrimination are positively associated with the 

percentage of non-whites in each SMA. Before accepting this inter¬ 

pretation, it is necessary to separate the income differentials caused 

16. Of the literally hundreds of sources that can be cited, see Gunnar Myrdal, 

The American Dilemma (New York: Harper & Bros., 1944), chap, xxviii. 

17. See the references in n. 7. 



TABLE 12 

Relative Number, Income, and Education of Non-Whites 

for Standard Metropolitan Areas in the 

South in 1950* 

Standard 

Metropolitan 

Area 

(1) 

Asheville, N.C. 
Atlanta, Ga. 
Augusta, Ga. 
Austin, Tex. 
Baltimore, Md. 
Baton Rouge, La. 
Beaumont-Port Ar¬ 

thur, Tex. 
Birmingham, Ala.. . . 
Charleston, S.C. 
Charleston, W.Va- 
Charlotte, N.C. 
Chattanooga, Tenn.. 
Columbia, S.C. 
Columbus, Ga. 
Corpus Christi, Tex.. 
Dallas, Tex. 
Durham, N.C. 
El Paso, Tex. 
Fort Worth, Tex. 
Galveston, Tex. 
Greensboro-High- 

point, N.C. 
Greenville, S.C. 
Houston, Tex. 
Huntington, W.Va.l 
Ashland, Ky. /' 
Jackson, Miss. 
Jacksonville, Fla. 
Knoxville, Tenn. 
Lexington, Ky. 
Little Rock-North 

Little Rock, Ark... 
Louisville, Ky. 

Median 

Income of 

White 

Males 

(2) 

Median 

Income of 

Negro 

Males 

(3) 

White 

Minus 

Negro 

Divided 

by Negro 

Col. 2- 

Col. 3/Col. 3 

(4) 

Number of 

Non-Whites 

as a 

Percentage 

of Total 

(5) 

Median 

Schooling of 

Non-Whites 

Divided by 

Median 

Schooling 

of Whites 

(6) 

$2,156 $1,417 0.52 12.3 75.0 

2,801 1,457 0.92 24.7 59.6 

2,154 1,148 0.88 34.6 52.6 

2,109 1,189 0.77 14.1 64.7 

2,957 1,864 0.59 19.9 78.0 

3,508 1,420 1.47 33.1 43.8 

3,561 1,778 1.00 22.7 57.0 

2,883 1,676 0.72 37.3 59.3 

2,535 991 1.56 41.5 45.0 

2,802 2,081 0.35 8.4 93.2 

2,860 1,493 0.92 25.4 54.7 

2,278 1,527 0.49 18.2 74.4 

2,528 1,152 1.19 35.4 50.9 
2,032 1,169 0.74 31.5 51.0 
2,455 1,665 0.47 4.9 79.4 
2,974 1,503 0.98 13.6 63.9 
2,412 1,501 0.61 33.3 63.1 
2,162 1,640 0.32 2.4 90.3 
2,777 1,503 0.85 11.0 69.9 
3,152 1,757 0.79 21.1 71.6 

2,398 1,448 0.66 19.5 75.3 
2,334 1,233 0.89 18.7 60.4 
3,255 1,803 0.81 18.7 68.5 

2,316 1,644 0.41 2.9 94.3 

2,883 1,120 1.57 45.0 51.6 
2,771 1,480 0.87 26.9 58.4 
2,229 1,555 0.43 7.8 80.9 
2,295 1,353 0.70 17.3 69.0 

2,551 1,211 1.12 24.1 67.9 
2,790 1,723 0.62 11.5 88.0 

* Source: Columns 2,3, and 5 were obtained from U.S. Bureau of the Census, Census of Popula¬ 
tion, 1950: U.S. Summary (Washington, D.C.: Government Printing Office, 1953), Vol. II, Part 1, 
Tables 185, 86. Column 6 was estimated from U.S. Bureau of the Census, Census of Population, 
1950: State Reports (Washington, D.C.: Government Printing Office, 1953), Vol. II, Tables 34 
and 36. Individuals reporting no schooling were omitted, since errors of.reporting arelikely to be 
large for this group. Columns 5 and 6 refer to all non-whites, while col. 3 refers only to Negroes; 
in the South Negroes are an overwhelmingly large proportion of all non-whites. 
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TABLE 12—Continued 

Standard 

Metropolitan 

Area 

(1) 

Median 

Income of 

White 

Males 

12) 

Median 

Income of 

Negro 

Males 

(3) 

White 

Minus 

Negro 

Divided 

by Negro 

Col. 2- 

Col. 3/Col. 3 

(4) 

Number of 

Non-Whites 

as a 

Percentage 

of Total 

(5) 

Median 

Schooling of 

Non-Whites 

Divided by 

Median 

Schooling 

of Whites 

(6) 

Lubbock, Tex. $2,511 $1,307 0.92 7.9 61.9 
Macon, Ga. 2,608 1,159 1.25 35.7 49.0 
Memphis, Tenn. 2,892 1,401 1.06 37.4 56.3 
Miami, Fla. 2,776 1,654 0.68 13.2 54.6 
Mobile, Ala. 2,609 1,314 0.99 33.8 59.6 
Montgomery, Ala.... 2,791 1,034 1.70 43.6 49.2 
Nashville, Tenn. 2,490 1,353 0.84 20.0 73.8 
New Orleans, La. 
Norfolk-Ports- 

2,621 1,459 0.80 29.3 68.1 

mouth, Va. 2,590 1,591 0.63 27.5 61.5 
Oklahoma City, Okla. 2,773 1,729 0.60 8.6 73.1 
Orlando, Fla. 2,293 1,202 0.91 19.8 52.5 
Raleigh, N.C. 2,274 1,217 0.87 29.3 60.0 
Richmond, Va. 2,996 1,585 0.89 26.6 63.1 
Roanoke, Va. 2,747 1,773 0.55 13.6 76.0 
San Antonio, Tex.... 2,080 1,521 0.37 6.7 91.3 
Savannah, Ga. 2,759 1,291 1.14 38.6 53.3 
Shreveport, La. 
Tampa-St. Peters- 

3,166 1,121 1.82 37.6 41.5 

burg, Fla. 2,137 1,376 0.55 13.9 57.4 
Tulsa, Okla. 2,916 1,530 0.91 9.1 71.7 
Waco, Tex. 2,235 1,051 1.13 17.2 72.7 
Washington, D.C... . 3,407 2,137 0.59 23.4 69.4 
Wilmington, Del. 3,107 1,892 0.64 12.0 70.8 
Winston-Salem, N.C. 2,447 1,507 0.64 28.4 70.1 

by discrimination from those caused by differences in economic 

capacity. Column 6 gives the ratio of the median years of schooling 

of non-whites to whites, and a comparison of columns 5 and 6 

shows that the relative education of non-whites tends to be low in 

SMA’s where they are present in relatively large numbers. This sug¬ 

gests that the negative association between relative income and 

numbers may have been caused by the negative association between 

relative education and numbers. This can be tested by finding the 

partial correlation coefficient between the observations in columns 

4 and 5, holding those in column 6 constant. The value of this co¬ 

efficient is +0.31 (and the partial coefficient of determination is 

0.09). Although it is significantly different from zero at the 0.05 
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level, the effect of proportions on relative incomes has been sub¬ 

stantially reduced, since it now explains only 9 per cent of the varia¬ 

tion in relative incomes. The proportion of non-whites in a SMA 

does not seem to have an important effect on tastes for discrimina¬ 

tion that operate through the market.18 

Proportions seem to have a strong effect on tastes for discrimina¬ 

tion that operate through non-market channels. The simple correla¬ 

tion coefficient between the observations in columns 5 and 6 is 

-0.79, and the partial correlation coefficient between these obser¬ 

vations, holding those in column 4 constant, is —0.45. The relative 

education of non-whites thus tends to be low in SMA’s where they 

are most numerous; since most education is publicly administered, 

this suggests that in the South political discrimination against non¬ 

whites is positively associated with their relative number.19 

18. The crudeness of the data subjects this conclusion to much error. No 

adjustment was made for variation in the relative age of non-whites among 

different SMA’s. This omission may not be very serious, since the variation in 

relative age is rather small and much less than the variation in education. The 

crude measure of education is another source of error; a more refined analysis 

would include a measure of dispersion in education. A major error may arise 

because wage and salary income is combined with capital income. As far as I am 

aware, lack of data makes it impossible to separate wages and salaries from 

returns on capital. 
It would be desirable to compute a partial correlation coefficient between 

relative income and proportions, holding relative education constant, for all 

SMA’s in the North and the South. Unfortunately, the 1950 Census gives no 

racial breakdown of the educational data for northern SMA’s. The simple corre¬ 

lation coefficient in northern SMA’s between relative incomes and proportions 

is only +0.29 (and the coefficient of determination is 0.09). This coefficient is 

lower than that obtained for the South (+0.73) partly because the variation in 

proportion of non-whites in different SMA’s is much less in the North. 

19. This negative association between relative education and relative num¬ 

bers has also been noted by C. A. Anderson, “Inequalities in Schooling in the 

South,” American Journal of Sociology, LX (May, 1955), 557. Different evidence 

likewise suggesting a positive association between political discrimination and 

relative numbers has been presented by A. Heard, A Two-Party South (Chapel 

Hill: University of North Carolina Press, 1952). 

Column 6 refers to the education of individuals living in a SMA; since they 

may have received their education elsewhere, these data do not necessarily give 

an accurate picture of the educational facilities provided. However, Anderson 

{op. cit., pp. 560-61) presents evidence which indicates that the education of 

those living in a SMA is a good index of the education provided. 
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ADDENDUM TO CHAPTER 8 

Absolute income differentials between college and high-school 

graduates are substantially less for non-whites than for whites: for 

example, in 1939 non-white male college graduates aged 35-44 

earned about $700 more in the South and $500 more in the North 

than non-white high-school graduates, about one-third of the 

$2,000 differential for whites. Non-whites do not necessarily gain 

less from college, however, since both their direct and indirect 

college costs are much lower. Indirect costs are lower because non¬ 

white high-school graduates earn less than white graduates, and 

direct costs are lower because non-whites attend cheaper (and 

“lower-quality”) colleges.20 Again the relevant question is whether 

the difference in costs is sufficient to compensate for the difference 

in returns. Depending on the adjustments for taxes and growth, the 

1939 cohort of urban, non-white, male college graduates received 

rates of return ranging from 10.6 to 14 per cent in the South, and 

from 6.6 to 10 per cent in the North, with the best estimates at 

about 12.3 and 8.3 per cent.21 Both are less than the 14.5 per cent 

Addendum reprinted with minor changes from Gary Becker, Human Capital 
(New York: Columbia University Press, 1964), pp. 94-100. 

20. Most non-whites are Negroes and about 85 per cent of Negro college stu¬ 
dents in 1947 were enrolled in Negro colleges. See Higher Education for A merican 
Democracy, A Report of the President’s Commission on Higher Education (Wash¬ 
ington, 1947), Vol. II, p. 31. In 1940 the average expenditure per student in 
Negro colleges was only about 70 per cent of that in white colleges. For white 
costs, see Commission on Financing Higher Education, Current Operating Ex¬ 
penditures and Income of Higher Education in the United States, 1930, 1940 and 
1950 (New York, 1952), Tables 58 and 3; for Negro costs, see “Statistics of 
Higher Education, 1939-40,” Biennial Survey of Education in the U.S., 1938-40 
(Washington, 1944), Vol. II, Chap. 4, Tables 18 and 19. For some complaints 
about the low quality of Negro colleges, see the article by F. M. Hechinger in 
the New York Times, September 22, 1963. 

21. All non-white graduates are assumed to go to Negro colleges, which was 
nearly true of non-whites in the South and largely true of those in the North. If 
northern non-whites went to white colleges, their rate of return would only be 

about 7.3 per cent. 
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rate for urban native-white males.22 This evidence indicates that 

non-white male high-school graduates have less incentive than 

white graduates, but not much less, to go to college. 

One way to check such a conclusion, as well as to provide in¬ 

direct evidence on rates of return when direct evidence is not 

available, is to look at actual behavior. Each group of high-school 

graduates can be said to have a curve relating the fraction going to 

college to the gain expected from college. Presumably these curves 

are positively inclined, and their location and elasticity are de¬ 

termined, respectively, by the average level and the dispersion 

around the average in ability, availability of financing, tastes, and 

attitudes toward risk. If two groups had identical supply curves, 

the gain expected by one would be larger if, and only if, the fraction 

going to college were also larger. 

Now if white and non-white males had identical supply curves, 

the modestly higher rate of return estimated for whites would 

imply—if the elasticity was of medium size—that a modestly larger 

fraction of whites would go to college.23 Many readers may be 

surprised to learn that almost the same percentage of non-white 

high-school graduates go to college as white: in 1957, about one- 

third of all non-white male high-school graduates over 25 had some 

college, while a little over two-fifths of all white male graduates 

did.24 Of course, the fact that fewer non-whites go to college cannot 

be considered impressive support of the evidence indicating that 

non-whites gain less. For their supply curve has probably been to 

22. None of these rates have been adjusted for differential ability because the 

relevant data are not available for non-whites. Their differential ability is prob¬ 

ably greater than that for whites because only the more ambitious and otherwise 

able non-whites can overcome their very low socioeconomic background and go 

on to college. If so, adjusted rates would be relatively lower for non-whites. 

23. Of course, the quantity supplied would be a function of the expected real 

gain, not merely the monetary gain. In relating relative supplies to relative 

monetary gains, I am implicitly assuming that any differences in psychic gains 

can be ignored. See Human Capital, Chap. 5 for a further discussion of psychic 

gains and their relation to actual behavior. 

24. See Population Characteristics, Educational Attainment: March 1957, 

Tables 1 and 3. 
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the left of that of whites,26 and thus fewer non-whites would go to 

college even if the gains were the same. But the relatively small 

difference in the fractions going to college is impressive support of 

the evidence indicating that the difference in gains is not very great. 

For many fewer non-whites would go to college if their supply curve 

were much to the left and if they gained much less from college.26 

It may be surprising that the rate of return to non-white college 

graduates appears lower in the North than in the South and only 

slightly lower than the rate of return to whites, since discrimination 

is clearly much greater in the South and increases in both regions 

with the education of non-whites. In this section, rate of return 

estimates are related to the analysis of discrimination, thus recon¬ 

ciling the findings here with the analysis in chapter 8 of discrimina¬ 

tion. The main result of this reconciliation is to support the implica¬ 

tions of the rate of return estimates; namely, discrimination against 

non-white college graduates may have been less in the South than 

in the North and relatively modest, especially in the South. 

The market discrimination coefficient (MDC) between two groups 

has been defined as 

MDC = — (Al) 
Tn 7T® 

where 7r,„ and irn are actual earnings and 7r° and 7r® are what they 

would be in the absence of market discrimination. If these groups 

25. Non-whites typically have less resources, and experience greater difficulty 

in gaining admission to certain colleges. 

26. Moreover, there is some evidence that fewer non-white male graduates 

generally go to college even when father’s education and several other variables 

are held constant. See School Enrollment, and. Education of Young Adults and 

Their Fathers: October 1960, Current Population Reports (Washington, 1961), 

Table 9; and Bureau of the Census, Factors Related to College Attendance of Farm 

and Nonfarm Nigh School Graduates: 1960 (Washington, 1962), Table 16. In 

general, non-whites have been found to have less education even when many 

other factors are held constant. See M. H. David, H. Brazer, J. Morgan, and 

W. Cohen, Educational Achievement: Its Causes and Effects (Ann Arbor, 1961), 

Tables 1-10. 
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were equally productive, 7r° = 7r°, and 

MDC = — — 1 . (A2 ) 
TTn 

If several sets of these groups can be distinguished by an ordered 

characteristic, such as occupation, education, age, or income, the 

MDC can be said to measure average discrimination, and a marginal 

MDC measuring the additional discrimination encountered as a 

result of moving to a higher level can be defined in terms of the 

change in earnings between levels, as: 

MDCij 
3 

TTw~ 

71" 

7T w 

7T 

0 j 0 i 
7Tyj 7T u 

tt°> - ir°J ’ 
(A3) 

where j and i are different levels of the characteristic in question. 

Equal productivity between W and N would give the simpler rela¬ 

tion 

MDCn 
7T-IP 7Tw 

- 1. 
7T 7T, 

(A4) 

Well-known relations between marginal and average functions im¬ 

ply that the marginal MDC would be above, equal to, or less than 

the average MDC depending on whether the latter was increasing, 

constant, or decreasing. 

Columns 1-3 of the table measure the average and columns 4 and 

5 the marginal MDC at various ages in 1939 between white and non¬ 

white elementary, high-school, and college graduates, assuming that 

non-whites and whites are really equally productive. In the North 

both marginals tend to be above the corresponding averages, while 

in the South they are somewhat below at the college level. 

These marginal MDC’s measure the ratio of the returns from 

additional schooling to whites and non-whites,27 and are greater, 

27. According to equation (A4), the marginal MDC at a particular age would 

be 

MDCn = _ 11 
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equal to, or less than zero as the return to whites is greater, equal to, 

or less than that to non-whites. The previous discussion indicated 

that the return from college is lower for non-whites partly because 

both their costs and their incremental benefits are lower. To the 

extent that returns differ because of cost differences, they do not 

measure market discrimination alone; rather they measure the 

combined effects of market and non-market discrimination. 

TABLE 12A 

Average and Marginal Market Discrimination against 

Non-whites for Various Age and Education 

Classes, by Region, 1939 

Age 

Average M DC 
by Years 

of Education 

Marginal MDC 
by Years 

of Education 

Adjusted Marginal 
M DC by Years 
of Education 

16+ 12 7 & 8 16+ 12 16+ 12 
(1) (2) (3) (4) (5) (6) (7) 

SOUTH 

25-29_ .82 1.08 .69 .35 4.35 .37 3.57 
30-34.... 1.27 1.23 .89 1.33 2.97 .43 2.65 
35-44.... 1.50 1.68 1.12 1.23 4.49 .61 3.66 
45-54_ 1.57 1.62 1.27 1.49 2.85 .69 2.57 
55-64.... 1.56 1.55 1.08 1.62 3.61 .72 3.07 

NORTH 

25-29.... .47 .50 .37 .37 1.23 .71 1.52 
30-34.... .78 .72 .45 .89 2.82 .99 2.61 
35-44.... 1.17 .96 .64 1.75 2.70 1.44 2.53 
45-54. . . . 1.37 .85 .73 3.92 1.17 2.58 1.48 
55-64.... 1.23 .70 .63 5.11 .86 3.20 1.27 

Source: Basic data from 16th Census of the United States: 1940, Population, Educational Attain¬ 
ment by Economic Characteristics and Marital Status, Bureau of the Census (Washington, 1947), 
Tables 29, 31, 33, 35. Zeman (in his unpublished Ph.D. dissertation, “A Quantitative Analysis of 
White-Non-White Income Differentials”) computed mean incomes from these data for whites and 
non-whites by region, age, and education class. The average, marginal, and adjusted MDC}s are 
all defined and discussed in the text. 

where -rrwl and itare the incomes of whites at two schooling levels, and wni and 

7r„y are the incomes of non-whites. But and na are simply the returns to 

whites and non-whites, respectively, from going from the fth to the jth school 

level. 
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The more general definition in equation (A3) tries to correct for 

these influences by subtracting from the observed differentials those 

differences that would exist were there no marginal market discrimi¬ 

nation. The empirical implementation of such a correction is always 

difficult;28 a simple approach is to assume that if there were no 

marginal market discrimination, whites and non-whites would re¬ 

ceive the same rate of return on their additional schooling. Their 

respective costs are taken as given, although in reality they may 

differ because of non-market discrimination and other factors.29 

With this approach, the marginal MDC becomes proportional to the 

percentage difference in rates of return, the factor of proportionality 

being the ratio of costs.30 So the rate of return and market discrimi¬ 

nation approaches come more or less to the same thing when a 

distinction is drawn between marginal and average discrimination. 

28. See the discussion in Chap. 8. 

29. One such factor is market discrimination at lower age and educational 

levels since the lower foregone earnings of non-white college students result 

partly from market discrimination against non-white elementary and high-school 

graduates. Consequently, this approach implies that market discrimination at 

lower levels reduces the earnings that non-white college graduates would receive 

even if there were no discrimination against non-white college graduates. This im¬ 

plication may or may not be considered reasonable, but for my purposes it is 

not necessary to use a more sophisticated method. 

30. The marginal discrimination coefficient can be written as 
o 

To a first approximation 

, r Attw Attw 
MDCij = t-v—5 

3 Att„ Att0 

A 7Tyj — f wCy> and A 7Vn r nC-n 

where rw and rn are the rates of return and Cw and C„ are the costs of moving 

from the ith to the 7th educational level. By assumption, 

Anl, = rCw and A7r° = rCn ■ 

Therefore, the first equation in the footnote can be written as 

MDCn 
r Cy) 

rCn 
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Consequently, since the rate of return to non-white college gradu¬ 

ates is much higher in the South than in the North, the adjusted 

marginal MDC should be much lower there.31 Moreover, the rather 

small difference between the rate of return to whites and to southern 

non-whites implies that the adjusted MDC in the South should be 

quite small, certainly much smaller than the average and the un¬ 

adjusted marginal MDC’s against college graduates. Column 6, 

which assumes that non-white college graduates would have re¬ 

ceived the same rate of return as white graduates were there no mar¬ 

ket discrimination against them, supports these implications: the 

adjusted marginal MDC is only about .6 in the South compared to 

1.4 in the North and to average and unadjusted marginal MDC's in 

the South of 1.5 and 1.2, respectively. 

Market discrimination against southern non-white college grad¬ 

uates is apparently relatively small, even though market discrimin¬ 

ation against non-whites is generally quite large in the South.32 One 

possible line of explanation emphasizes that non-white college gradu¬ 

ates partially avoid white discrimination by catering to their own 

market, where the discrimination against them is presumably less 

severe. A relatively large fraction of non-white college graduates 

were, indeed, in occupations that cater to a segregated market: in 

1940 about 50 per cent of non-white graduates were doctors, den¬ 

tists, clergymen, teachers, or lawyers, while only 35 per cent of white 

graduates were engaged in these professions.33 The opportunities to 

31. This conclusion presupposes that the rate of return to white college 

graduates is also not much higher in the South. The available evidence suggests 

that the rate of return to whites is somewhat higher in the South. 

32. The 1950 Census also shows larger earning differentials between college 

and high-school non-whites in the South than North (see C. A. Anderson, “Re¬ 

gional and Racial Differences in Relations between Income and Education,” 

The School Review, January 1955, pp. 38-46). The 1950 Census data, however, 

did not separate rural from urban persons, and many more southern than 

northern non-whites live in rural areas, especially at lower educational levels. 

Perhaps this explains why the 1950 Census, unlike the 1940 Census, also shows 

larger differentials in the South between non-whites with high-school and ele¬ 

mentary school educations. 

33. See Bureau of the Census, 1940 Census of Population, Occupational Char¬ 

acteristics (sample statistics) (Washington, 1943), Table 3. 
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cater to a segregated market were probably more available to south¬ 

ern graduates since the non-white market is both larger (relative to 

supply) and more segregated there.34 Fewer opportunities to avoid 

discrimination are available to non-white high-school graduates, 

the same fraction of whites and non-whites were in occupations not 

catering to segregated markets.36 This would explain why column 7, 

which presents adjusted marginal MDC’s against non-white high- 

school graduates, shows substantially greater discrimination in the 

South. 
Let me emphasize, however, in concluding this section, that a 

much more intensive examination of the evidence, especially of that 

collected in the 1960 and 1970 Censuses, is necessary before these 

findings can be fully accepted. 

34. For a discussion of evidence on income distributions that led to the same 

interpretation, see Milton Friedman, A Theory of the Consumption Function 

(Princeton: NBER, 1957), pp. 84-85. 

35. For example, in 1940 about 37 per cent of both white and non-white high- 

school graduates were craftsmen, operators, or laborers, occupational groups 

which do not sell their services to segregated markets. (See 1940 Census of Popu¬ 

lation, Occupational Characteristics, Table 3.) 



CHAPTER NINE 

Changes in Discrimination over Time 

The passage of time has been accompanied by changes in other 

variables, which may have changed the amount of discrimination. 

An important secular increase in real income per capita has occurred 

in the United States during the last hundred years, and it would be 

interesting to know whether this increased or decreased the “con¬ 

sumption” of discrimination. The continual rise in tne educational 

attainments of the United States population would be relevant if 

there were a significant correlation between discrimination and edu¬ 

cational level.1 

There has been a secular increase in the activities of organizations 

dedicated to eliminating discrimination, and this may have af¬ 

fected tastes. The rapid growth of the federal government may have 

had important consequences for discrimination against minority 

groups. In the last fifty years the United States has passed through 

two major wars, one major depression, and several periods of ex¬ 

pansion and contraction, and these, too, may have left their mark 

on the extent and direction of discrimination. Other changes, such 

as in the regional distribution of different groups, in the amount of 

immigration, or in the underlying technology, may also be relevant 

for a study of discrimination. 

The almost total lack of income data for minority groups before 

the 1930’s prevents any real study of the separate influence of each 

1. It was shown in the last chapter that discrimination in 1940 was greater 

against non-whites in higher education categories, but this does not imply greater 

discrimination by whites in higher categories. 

135 
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of these changes.2 It is possible, however, to learn something about 

the secular change in discrimination. Probably the best statistics 

for this purpose are those in the United States Census reports giv¬ 

ing, for each census year since 1890, the occupations of persons gain¬ 

fully employed (or in the labor force), with a sex and color break¬ 

down. These occupational statistics contain important information 

about the absolute and relative changes in the economic position of 

Negroes. 
Our knowledge of the absolute and relative occupational distribu¬ 

tion of Negro slaves is extremely limited. Since slaves were one form 

of capital, investment in them was carried to the point at which 

marginal costs equaled marginal gains; this view offers no reason to 

expect the occupational position of slaves to have been inferior to 

that of free Negroes and whites. On the other hand, slaves differed 

from other capital, since they could work with varying degrees of 

intensity; this often made slave labor unsuitable for certain occupa¬ 

tions, especially the more skilled ones. Very few (if any) Negro 

slaves received training for occupations requiring much formal 

education, such as medicine and law. This is not surprising if for¬ 

mal education was accompanied by aspirations for freedom, which, 

in turn, would reduce the productivity of educated slaves. Indeed, 

in many southern states there were laws prohibiting whites from 

teaching their slaves how to read and write. 
The earliest detailed and inclusive occupational statistics for 

Negroes and whites located for this study were those in the 1890 

Census; the data for this year are presented in Table 13 in the two 

categories of skilled and unskilled workers.3 By 1890, the proportion 

2. The one important exception is the rather substantial time series on male 
and female wage rates and incomes. No attempt has been made to analyze these 
differentials here because they have been studied by H. Sanborne in “Pay 
Differences between Men and Women,” Industrial and Labor Relations Review, 

Vol. 17 (July 1964), pp. 534-50. 
3. Semiskilled workers were not separated from unskilled before the 1910 

Census. In deriving the figures in Table 13 the census occupation called “farmers 
and farm tenants” was omitted. It is extremely difficult to compare or classify 
the skills of whites and Negroes in this occupation, since most Negroes in it are 
farm tenants and most whites are farm owners (see U.S. Bureau of the Census, 
United States Census of Agriculture, 1950, Color, Race, Tenure of Farm Operators 
[Washington, D.C.: Government Printing Office, 1952], p. 924). 
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of Negroes in skilled occupations was substantially less than that of 

whites. Although it is possible that this difference can be completely 

explained by the changes between 1865 and 1890, a more plausible 

inference would be that the proportion of slaves in skilled occupa¬ 

tions was much less than that of whites. This would support the 

previous statement that slave labor is relatively unproductive in the 
more skilled occupations. 

TABLE 13 

Relative Number of Negro and White Males in Different 

Occupational Categories for the United States 

1890-1950* 

Yeas 

(1) 

Relative Number in 

Skilled Occupations f 

Relative Number in 

Semiskilled Occu¬ 

pations t 

Relative Number in 

Unskilled Occu¬ 

pations f 

White 

(2) 

Negro 

(3) 

White 
Divided 

by 
Negro 

(4) 

White 

(5) 

Negro 

(6) 

White 
Divided 

by 
Negro 

(7) 

White 

(8) 

Negro 

(9) 

White 
Divided 

by 
Negro 

(10) 

1950. 0.597 0.193 3.093 0.230 0.249 0.923 0.174 0.558 0.311 
1940. .528 .129 4.084 .218 .159 1.368 .255 .712 .358 
1930. .531 .118 4.486 .174 .115 1.512 .295 .767 .385 
1920. .501 .109 4.579 .168 .098 1.803 .333 .798 .417 
1910. .461 .092 4.999 0.146 0.064 2.301 .393 .844 .466 
1900. .431 .071 6.065 t t t .569 .929 .613 
1890. 0.443 0.071 6.279 t t t 0.557 0.929 0.599 

* Source: See the appendix to this chapter (pp. 142-47). 

t The ‘ ‘relative number” of Negroes in a particular occupational category means the number 
of Negro males in this category divided by the total number of gainfully occupied Negro males 
(excluding farmers and farm tenants); a similar definition is used here for whites, 

t Combined with unskilled. 

It is clear from columns 2 and 3 that there were relatively fewer 

skilled Negroes than whites in each census year from 1890 to 1950; 

it is also clear from columns 5 and 6 that there were relatively fewer 

semiskilled Negroes from 1910 to 1940 and slightly more in 1950. 

These data show that Negroes have been lower in the occupational 

hierarchy than whites. The average occupational level of Negroes 

has, however, been rising steadily over time; for example, in 1950,19 

per cent of all Negroes were skilled and 25 per cent were semiskilled, 
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as against only 7 per cent skilled in 1890 and 6 per cent semiskilled 

in 1910. 
Some might conjecture that this advance resulted from the 

steady movement of Negroes out of the South (see Table 14), since 

the occupational distribution of Negroes is higher in the North. 

Table 15 gives the occupational distribution of whites and Negroes 

in the North and South in 1910, 1940, and 1950. Columns 3 and 6 

TABLE 14 

Number of Negroes and Whites in the 

North and South, 1890-1950* 

Year 

South 

Whites 

(in 

Millions) 

Negroes 

(in 

Millions) 

Negroes 

Divided 

by 

Whites 

1950. 36.8 10.2 0.28 

1940. 31.7 9.9 .31 

1930. 28.4 9.4 .33 

1920. 24.1 8.9 .37 

1910. 20.5 8.7 .43 

1900. 16.5 7.9 .48 

1890. 13.2 6.8 0.51 

Whites 

(in 

Millions) 

98.1 

86.6 
81.9 

70.7 

61.2 

50.3 

41.9 

North 

Negroes 

(in 

Millions) 

4.8 

3.0 

2.5 

1.6 
1.1 
0.9 

0.7“ 

Negroes 

Divided 

by 

Whites 

0.049 

.034 

.031 

.022 

.018 

.018 

0.017 

* Source- 1890-1910, U.S. Bureau of the Census, Negro Population, 1790-1915 (Washington. 
D C.: Government Printing Office, 1918), p. 43; 1920-40, U.S. Bureau of the Census S(a(iW 
Abstract of the United States, 1952 (Washington, D.C.: Government Printing Office, 1952), p. 32 
1950, U.S. Bureau of the Census, Census of Population, 1950 (Washington, D.C.. Government 

Printing Office, 1953), II, 1-106. 

show that the proportion of Negroes in skilled and semiskilled occu¬ 

pations has been consistently higher in the North than in the South. 

These columns also show that the average occupational position of 

Negroes has risen over time within both the North and the South. 

However, comparisons of column 2 with column 3 and of column 5 

with column 6 show conclusively that in both regions Negroes 

have always had a much lower position on the occupational ladder. 

It can be seen from columns 2 and 5 that the average occupa¬ 

tional position of whites has also risen over time, and this leads to 

the question whether the average Negro position has risen primarily 

because of the impact of such forces as a general increase in educa- 
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tion, which increases the position of all groups, or because of such 

forces, as a decrease in discrimination, which increases the relative 

position of Negroes. A numerical measure of occupational position 

is needed in order to determine the relative change in the position 

of Negroes. 

Occupational position can probably be measured best by the 

average wage and salary income received by whites in each skill 

category. Zeman estimated the incomes received by whites in 1940 

in different census occupational categories in the North and South; 

these estimates suggest that the relative position of skilled, semi- 

TABLE 15 

Relative Number of Negro and White Males in Different 
Occupational Categories for the North and South 

1910, 1940, 1950* 

Year 

(1) 

Relative Number in 

Skilled Occupations t 

Relative Number in 

Semiskilled 

Occupations t 

Relative Number in 

Unskilled 

Occupations t 

White 

(2) 

Negro 

U) 

White 

Divided 

by 
Negro 

(4) 

White 

(5) 

Negro 

(6) 

White 

Divided 

by 
Negro 

(7) 

White 

(8) 

Negro 

(9) 

White 

Divided 

by 
Negro 

(10) 

North 

1950. 0.597 0.245 2.433 0.237 0.297 0.798 0.167 0.458 0.364 
1940 J. .538 .181 2.973 .232 .214 1.083 .230 .605 .381 
1910. 0.472 0.135 3.504 0.162 0.136 1.195 0.366 0.730 0.501 

South 

1950. 0.597 0.162 3.683 0.208 0.221 0.942 0.195 0.617 0.316 
1940J. .513 .097 5.304 .195 .151 1.296 .292 .753 .388 
1910. 0.411 0.080 5.126 0.071 0.043 1.657 0.518 0.877 0.591 

* Source: See the appendix to this chapter (p. 148). 

t The relative number of Negroes or whites in a particular occupational category is defined in 

Table 13. 
J The relative number of skilled Negroes is probably slightly understated and the relative 

number of semiskilled Negroes slightly overstated for 1940 (see the appendix to this chapter). 
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skilled, and unskilled occupations can be represented by 2.34, 1.44, 

and 1.00 in the North and by 2.69, 1.49, and 1.00 in the South.4 

The application of these weights to the distribution data in Table 15 

yields the occupational indexes of Table 16. The indexes in columns 

2, 3, 5, and 6 show that in both regions the average occupational 

position of Negroes and whites rose between 1910 and 1940 and be¬ 

tween 1940 and 1950. However, the relative position of Negroes 

(given in columns 4 and 7) has been remarkably stable over time.5 

TABLE 16 

An Index of the Occupational Position of Negroes and Whites 

in the North and South for 1910, 1940, and 1950 

North South 

Yeah Negroes Negroes 

Whites Negroes Divided Whites Negroes Divided 

by Whites by Whites 

(1) (2) (3) (4) (5) (6) U) 

1950. 1.90 1.46 0.77 2.11 1.38 0.65 

1940. 1.82 1.34 .74 1.96 1.24 .63 

1910 . 1.70 1.24 0.73 1.73 1.16 0.67 

In both the North and the South the maximum deviation from 

the average was less than 6 per cent. In the North there was very 

little change from 1910 to 1940 and a 4 per cent increase between 

1940 and 1950; in the South there was a 6 per cent decrease from 

4. Zeman’s estimates can be found in “A Quantitative Analysis of White- 

Non-white Income Differentials in the United States in 1939” (unpublished 

Ph.D. dissertation, Department of Economics, University of Chicago, 1955), Ap¬ 

pendix D. The average wage and salary income of white professional workers, 

proprietors and officials, clerical and sales workers, and foremen and craftsmen 

was used as the average income of skilled whites; the wage and salary income of 

white operatives as the income of semiskilled whites; and the wage and salary 

income of white laborers as the income of unskilled whites. 

5. Dewey, in “Negro Employment in Southern Industry,” Journal of Po¬ 

litical Economy, LX (August, 1952), passim, argues that in the last forty or fifty 

years Negroes have advanced little relative to whites in the occupational hier¬ 

archy in the South. These data not only support Dewey’s observations but also 

show that the same is true for the North. 
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1910 to 1940 and a 4 per cent increase between 1940 and 1950. 

Thus, in comparing 1950 with 1910, Negroes in the North had 

about a 5 per cent higher relative occupational position and in the 

South about a 2 per cent lower position.6 

In answer to the earlier question, it seems that almost all the 

increase in the absolute occupational position of Negroes was caused 

by forces increasing the position of whites as well. Changes in vari¬ 

ables affecting the relative position of Negroes presumably either 

were minor or offset one another. A large secular decrease in dis¬ 

crimination against Negroes could have occurred only if changes 

in other variables offset its effect.7 Since it is difficult to think of 

individual changes that could have greatly lowered their relative 

position, it seems probable that a large secular decrease in discrimi¬ 

nation did not occur; yet it is possible that the combined effects of 

many small changes, such as a decrease in the number of unskilled 

whites immigrating from abroad, were great enough to offset a 

large decrease in discrimination.8 

6. For some purposes it would be preferable to use the weights obtained for 

the North in constructing occupational indexes for the South as well, since 

northern white incomes were less affected by discrimination. When this is done, 

the absolute and relative occupational position of Negroes and Whites are as in 

the accompanying table. Negroes had a consistently lower position in the South 

1910 1940 1950 

Whites. 1 581 1.772 1.890 

Negroes. 1 126 1.195 1.314 

Negroes divided by whites. . . 0.713 0.675 0.695 

than in the North; whites had a lower position in the South in 1910 and 1940 and 

the same position in both areas in 1950. These weights imply a somewhat higher 

relative occupational position of southern Negroes than those used in Table 16, 

but the percentage changes in this position from 1910 to 1940 and from 1940 to 

1950 are about the same. 

7. A decrease in discrimination could increase merely the relative income of 

Negroes within an occupational category and not change their relative occupa¬ 

tional distribution. However, since discrimination against Negroes has been 

greater in the more skilled occupations, a large decrease in discrimination would 

probably also increase their opportunities in these occupations. 

8. The same considerations apply when estimating the likelihood that there 

was a large secular increase in discrimination. 
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APPENDIX TO CHAPTER 9 

The census occupational statistics from 1890 to 1930 include all 

"gainful workers”; from 1940 to 1950 they include only members of 

the "labor force.” Alba Edwards adjusted the labor-force statistics 

to make them comparable to those for gainful workers,9 but, since 

the adjustment does not include any occupation, sex, or race break¬ 

down, the unadjusted figures have been used. 

Edwards’ classifications10 were used to combine occupations into 

socio-economic groups. There are six such groups: (1) professional 

persons; (2) proprietors, managers, and officials; (3) clerks and 

kindred workers; (4) skilled workers and foremen; (5) semiskilled 

workers; and (6) unskilled workers. All persons (excluding farmers 

and farm tenants) in each of the first four groups are classified as 

"skilled workers” in Tables 13 and 15. Although an attempt was 

made to allocate each occupational category to one of these groups, 

this was impossible for a few categories in certain years. 

The occupations of persons ten to thirteen years of age are in¬ 

cluded in the statistics from 1890 to 1930; they are excluded for 

1940 and 1950 because the data are not available. In 1920 about 

260,000 males ten to thirteen years old were gainfully occupied; in 

1930 only about 160,000.11 The secular decrease in employment of 

children implies that no more than about 100,000 males ten to 

thirteen years of age were in the labor force in 1940. This number 

is too small to cause serious bias. 

Members of the armed forces are included in semiskilled workers 

from 1890 to 1930. They are omitted for 1940 because World War II 

had started, and for 1950 because selective service was in operation. 

9. Alba M. Edwards, Comparative Occupation Statistics for the United States, 

1870 to 1940 (Washington, D.C.: Government Printing Office, 1943), chap. iv. 

This will be referred to as “Comparative.” 

10. Alba M. Edwards, A Socio-economic Grouping of the Gainful Workers of 

the United States (Washington, D.C.: Government Printing Office, 1938), pp. 

3-6. This will be referred to as “Socio-economic 

11. U.S. Bureau of the Census, Census of Population, 1930 (Washington, 

D.C.: Government Printing Office, 1933), V, 114. 
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1. TABLE 13 

a) 1950 

The 1950 Census data give occupations of employed persons 

with a breakdown for sex and race.12 Data giving the occupations of 

the experienced labor force would be more comparable to the occu¬ 

pational data found in earlier censuses;13 but as yet there are no 

published data giving the usual occupation of unemployed persons 

by race. The omission of unemployed persons could not cause a seri¬ 

ous bias, since, in 1950, only 4 per cent of all those in the experienced 

labor force were unemployed.14 

The occupational classification for the 1950 Census differed 

slightly from the classification used by Edwards in obtaining 

socio-economic groupings; in this census, occupations at different 

socio-economic levels were sometimes reported together as a single 

“occupation.” All workers in each of these “occupations” were al¬ 

located to the level at which a majority of them belonged. Fortu¬ 

nately, no significant bias could result, since very few males were 

misclassified.15 

b) 1940 

The statistics for 1940 in Table 13 are from the 5 per cent sample 

giving the present occupation of employed persons and the usual 

occupation of experienced unemployed and public emergency work¬ 

ers,16 broken down as to white and non-white. Although it is diffi- 

12. U.S. Bureau of the Census, Census of Population, 1950 (Washington, 

D.C.: Government Printing Office, 1953), II, 276. 

13. See Edwards, Comparative, p. 7. 

14. Census of Population, 1950, Vol. II, Tables 52 and 53. 

15. Males in the following occupations were misclassified: incorrectly classi¬ 

fied as skilled: (1) factory painters (should have been semiskilled), (2) motion- 

picture projectors (should have been semiskilled); incorrectly classified as semi¬ 

skilled: (1) coopers (should have been skilled), (2) heaters (should have been 

unskilled), (3) furnacemen (should have been unskilled), (4) railroad conductors 

(should have been skilled); incorrectly classified as unskilled: (1) Other service 

workers (about half should have been semiskilled). 

16. U.S. Bureau of the Census, Census of Population, 1940: Sample Statistics 

on Usual Occupations (Washington, D.C.: Government Printing Office, 1943), 

Table 4. 
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cult to ascertain the exact bias resulting from using statistics of 

non-whites rather than Negroes, it cannot be very large, since 

Negroes were about 93 per cent of all non-whites.17 
These are the statistics in the 1940 Census most comparable to 

the gainfully occupied statistics of the earlier censuses.18 The 1940 

TABLE 17 

Comparison of Two Sets of Occupational 

Data in the 1940 Census* 

Skilled Semiskilled Unskilled 

Occupations Occupations Occupations 

Kind of 
Whites Whites Whites 

Data 

Whites 
Non- 

Whites t 

Divid¬ 

ed by 

Non- 

Whites 
Non- 

Whites t 

Divid¬ 

ed by 

Non- 

Whites 
Non- 

Whites f 

Divid¬ 

ed by 

Non- 

Whites Whites Whites 

Usual occu- 
0.712 0.358 pation. . . 

Last occu- 
0.528 0.129 4.084 0.218 0.159 1.368 0.255 

0.712 0.343 pation. . . 
Usual occu- 

0.532 0.120 4.438 0.224 0.168 1.332 0.244 

pation di¬ 
vided by 
last occu- 

1.043 0.920 1.027 

♦Source: U. S. Bureau of the Census, Census of Population, 1940: Sample Statistics on Usual 
Occupations (Washington, D.C.: Government Printing Office, 1943), Table 4, and Census of Popu¬ 
lation, 1940, Vol. Ill, Table 62. 

t The data on “Usual Occupation” refer to all non-whites; those on “Last Occupation” refer 
to Negroes. 

Census also gives data on the present occupation of employed per¬ 

sons and the last occupation of the experienced unemployed, for 

whites and Negroes;19 in Table 17 these data are compared with 

those giving “usual occupations.” The largest difference occurs in 

the skilled category; the relative proportion of “non-whites” in this 

category was 8 per cent larger with the data giving usual occupa¬ 

tions. Part of this difference could be explained if Negroes suffered 

17. U.S. Department of Commerce, Statistical Abstract of the United States, 

1953 (Washington, D.C.: Government Printing Office, 1953), p. 35. 

18. Edwards, Comparative, pp. 19-20. 

19. U.S. Bureau of the Census, Census of Population, 1940, Vol. Ill, Table 62. 
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more from depressions than whites, and part could be a consequence 

of comparing the usual occupations of non-whites with the current 

and last occupations of Negroes. 

In 1940, as in 1950, it was sometimes impossible to allocate all 

males to the correct socio-economic class. Fortunately, there were 

very few males misclassified, and no significant bias could result 

from this.20 

The statistics in Table 17 are derived from data in the 1940 

Census. Edwards has pointed out that occupational statistics 

TABLE 18 

Comparison of Adjusted and Unadjusted Usual 

Occupation Statistics for 1940* 

Skilled 

Occupations 

Semiskilled 

Occupations 

Unskilled 

Occupations 

Kind of 

Data 

Whites 
Non- 

Whites 

Whites 

Divid¬ 

ed by 

Non- 

Whites 

Whites 
Non- 

Whites 

Whites 

Divid¬ 

ed by 

Non- 

Whites 

Whites 
Non- 

Whites 

Whites 

Divid¬ 

ed by 

Non- 

Whites 

Unadjusted 
statistics. 0.408 0.097 4.198 0.171 0.120 1.424 0.236 0.538 0.438 

Adjusted 
statistics. 0.410 0.100 4.112 0.168 0.121 1.389 0.234 0.529 0.442 

* Source: Sample Statistics on Usual Occupations, Table 4; and Edwards, Comparative, Table 2. 

from the 1930 (and earlier) and the 1940 censuses are often not 

strictly comparable, even if the occupational titles are the same; he 

constructed occupational indexes which make it possible to compare 

1940 with previous years.21 In Table 18 the unadjusted and adjusted 

figures are compared. It is clear that the differences are small—less 

than 3 per cent for all categories. This suggests that only a small 

error results from using unadjusted data. 

20. Males in the following occupations were misclassified: incorrectly classi¬ 

fied as skilled: (1) factory painters (should have been semiskilled); incorrectly 

classified as semiskilled: (1) coopers (should have been skilled), (2) heaters 

(should have been unskilled), (3) blasters (should have been unskilled), (4) 

furnace men (should have been unskilled). 

21. See Edwards, Comparative, Table 2. 
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c) 1930 

Occupational data are found in the 1930 Census with a break¬ 

down for sex and race.22 The statistics in Table 12 are computed 

from data in Edwards’ book.23 

d) 1920 

The statistics in Table 12 are computed from data in Edwards’ 

book.24 Since the 1920 Census was taken in January while others 

were taken in the spring, farm workers ten to fifteen years old seem 

to have been underestimated in 1920 as compared with other 

years. Edwards25 estimated the undercount of male children to be 

343,825. The total number of farm laborers was obtained by adding 

this number to the enumerated farm laborers. It was assumed that 

Negroes constituted the same proportion of the total number of 

farm laborers as they did of the enumerated number. 
This change in census data may have introduced other biases, 

their amount depending on the kind of occupations for which the 

demand is relatively large in the spring or winter. It has been as¬ 

sumed here that the undercount of male farm laborers was the only 

bias introduced by the change in the enumeration date."6 

e) 1910 

Farm laborers were overestimated in the 1910 Census.27 The ad¬ 

justed number of Negroes was assumed to be the same proportion 

of the adjusted number of farm laborers as they were of the enum¬ 

erated number. 

22. U.S. Bureau of the Census, Census of Population, 1930, chap.vii, Table 2. 

23. Edwards, Socio-economic, Tables 2 and 4. 

24. Ibid. 
v 

25. Comparative, pp. 138-39. 

26. Although Edwards added 388,461 additional males to the enumerated 

data {ibid., pp. 140-41), I did not, because there does not seem to be much 

evidence supporting this adjustment. 

27. U.S. Bureau of the Census, Census of Population, 1910 (Washington, 

D.C.: Government Printing Office, 1914), Vol. V, Table 6; Edwards, Socio¬ 

economic, Tables 2 and 4. See Edwards, Comparative, pp. 137-38, for the deriva¬ 

tion of this estimate. 
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/) 1900 

Occupational statistics prior to 1910 were not so detailed or so 

accurate as those in later censuses.28 However, by relying on 

Edwards’ work,29 it is possible to obtain statistics for 1890 and 1900 

that are somewhat comparable to those for later years. To obtain 

comparability, it is necessary to combine unskilled and semiskilled 

occuptations into one category. 

The data for 1900 give a breakdown for sex and race,30 but many 

classifications combined occupations belonging to different skill 

categories. If at least 85 per cent of the workers in a classification 

were in the same skill category in 1910, all workers in this classifica¬ 

tion were allocated to this category. All other classifications were 

omitted from the calculations. Those omitted included “iron and 

steel workers,” “metal workers,” “other persons in trade and 

transportation,” etc. The number of males in the omitted classifica¬ 

tions was about 14 per cent of all gainfully occupied males (exclud¬ 

ing farmers and farm tenants). 

g) 1890 

The data for 1890 give a breakdown for sex and race.31 The same 

assumption was used to allocate classifications to different skill cate¬ 

gories as for 1900. Once again, about 14 per cent of all gainfully occu¬ 

pied males (excluding farmers and farm tenants) were omitted. 

There seems to have been an underenumeration of male farm 

laborers in 1890.32 Again it was assumed that Negroes were the same 

proportion of total farm laborers as of enumerated farm laborers. 

28. Edwards, Comparative, p. 88. 

29. Ibid., pp. 104-56. 

30. U.S. Bureau of the Census, Special Report on Occupations, 1900 (Wash¬ 

ington, D.C.: Government Printing Office, 1904), Table 2. 

31. U.S. Bureau of the Census, Compendium, 1890 (Washington, D.C.: 

Government Printing Office, 1897), Table 78. 

32. U.S. Bureau of the Census, Census of Population, 1910, pp. lxvi-lxxiii. 
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2. TABLE 15 

a) 1950 

The 1950 statistics in Table 14 are for employed persons, and the 

1950 statistics in Table 15 likewise refer to employed persons.33 

b) 1940 

There is no regional breakdown of the data on usual occupations, 

but there are regional statistics giving the present occupations of 

employed persons and the last occupation of experienced unem¬ 

ployed;34 these are used in Table 15. Table 17 shows that these 

statistics overestimate the relative number of skilled whites and 

underestimate the relative number of semiskilled whites. How¬ 

ever, these biases are rather small and could not significantly change 

our interpretations. 

c) 1910 

For 1910 there are data giving occupations by state, race, and 

sex,35 but only the more important occupations within each state 

are reported. The figures for the South were obtained by adding 

together those for each southern state, and the figures for the North 

were obtained by subtracting the southern totals from those for the 

United States. It is very difficult to estimate precisely the number 

of individuals in the omitted occupations. Sample calculations sug¬ 

gest that from 4 to 8 per cent of the gainfully occupied males were 

omitted from the state statistics. 

ADDENDUM TO CHAPTER 9 

I tried to determine the secular trend during the first half of this 

century in the market discrimination against American Negroes. 

Since readily available income data before the late thirties were 

33. U.S. Bureau of the Census, Census of Population, 1950, Table 159. 

34. U.S. Bureau of the Census, Census of Population, 1940, Vol. Ill, Table 63. 

35. U.S. Bureau of the Census, Census of Population, 1910, Table 7. 

Addendum reprinted with minor changes from Review of Economics and Sta¬ 

tistics, May 1962. 
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lacking, secular changes in occupational distributions were ex¬ 

amined. A secular decline in discrimination probably occurred if 

there was a large increase in the relative number of Negroes in the 

more skilled and prized occupations. Data brought together for 

1910, 1940, and 1950 clearly revealed that Negroes had significantly 

advanced their occupational position in both the North and South. 

The data also revealed, however, a significant advance by whites, 

and therefore, a qualitative examination of this evidence could not 

indicate whether Negroes had advanced more than whites. My 

problem paralleled many long-solved by economists with index 

numbers and by demographers and others with standardized aver¬ 

ages. Outputs, prices, birth rates, etc., in different periods or areas 

are made comparable through aggregate indexes, which usually are 

fixed weighted averages of the individual components, as in a 

Laspeyres or Paasche index.36 So I proceeded to construct “indexes 

of occupational position” for the different years, which were fixed 

weighted averages of the proportion of Negroes or whites in differ¬ 

ent skill categories, the weights being the relative wages paid to 

whites in 1939. 

These occupational indexes seemed as relevant in determining 

the advance of Negroes as price and output indexes are in determin¬ 

ing the advance of prices and outputs. Yet Professor Rayack takes 

vigorous exception, arguing that “There is ... a serious error in 

Professor Becker’s construction of an occupational index.”37 The 

“serious error” is simply that I used fixed weights instead of current 

year weights.38 Would Professor Rayack also claim that there is a 

serious error in the BLS Consumer Price Index because it uses fixed 

36. Sometimes several fixed weighted indexes are chained together into a 

single more complicated index. 

37. Alton Rayack, “Discrimination and the Occupational Progress of Ne¬ 

groes,” Review of Economics and Statistics, XVIII (May 1961), p. 210. 

38. “His index employs constant weights of relative income for the three classes 

of skills and thus does not take into account the sharp narrowing of income dif¬ 

ferentials which has occurred since 1940. Since Negroes are much more heavily 

concentrated in semiskilled and unskilled occupations than are whites, the rela¬ 

tive improvement of the Negroes is seriously understated when constant rela¬ 

tive income weights are used.” (Ibid., 210.) 
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base year quantity weights instead of current year weights? I doubt 

it, for if current weights were used, the index would not measure 

movements in prices alone but that combined with movements in 

quantities. In the same way Rayack’s indexes of occupational posi¬ 

tion—which use current year weights—do not measure entry into 

the more skilled occupations alone, but that combined with changes 

in earnings differentials. Perhaps this argument can be made clearer 

with an example. Suppose the relative number of Negroes and 

whites in different occupations remained absolutely constant over 

time. Surely an index which alleges to measure entry into skilled 

occupations should not show any change. The fixed-weighted in¬ 

dexes I used would not, while the weighted indexes preferred by 

Rayack would change whenever there was any change in earnings 

differentials. 

It appears, therefore, that my indexes do and Rayack’s do not 

correctly measure occupational position. His discussion does, how¬ 

ever, indirectly raise the question of whether the patterns suggested 

bv fixed-weighted indexes are very sensitive to the weights used. To 

test this I computed indexes using the 1951 weights derived by 

Rayack. The results, shown in the following table, strongly confirm 

those obtained with 1939 weights: both indicate little net change in 

the relative occupational position of Negroes from 1910 to 1950. 

TABLE 18A 

Index of the Occupational Position of Negroes and 

Whites, 1910, 1940, and 1950 (1951 Weights) 

North South 

Year 
Negroes 

- 
Negroes 

Whites Negroes Divided 

by Whites 

Whites Negroes Divided 

by Whites 

1950 . 1.53 1.30 .85 1.52 1.21 .79 
1940 . 1.49 1.22 .82 1.45 1.13 .78 
1910... 1.41 1.16 .82 1.33 1.08 .81 

Source: Rayack, op. cit., 210 and Table 15 in chapter 9 above. 



Changes in Discrimination over Time 151 

So the impression of a rather striking stability in the relative oc¬ 

cupational position of Negroes does not greatly depend on the 

weighting system used. 

Since my study was concerned with the overall secular trend 

during the first half of the century, I did not pay much attention to 

changes within sub-periods. I now believe, however, that I was 

amiss in not pointing out that from the viewpoint of contemporary 

or future events a more sanguine interpretation might be given to 

the rise from 1940 to 1950. Although small by absolute standards, 

it is very large relative to the per decade change from 1910 to 1940. 

The year 1940 may have marked the turning point when Negroes 

began entering skilled occupations on a much larger scale than 

previously. It should be noted, though, that Negroes apparently 

advanced only slightly during the fifties.39 

In conclusion, let me note that Rayack is wrong in suggesting40 

that there is an inconsistency between indexes showing a modest 

improvement in the occupational position of Negroes during the 

forties and indexes showing a large rise in their relative incomes. 

Indeed, their divergent movement only demonstrates again the ad¬ 

vantage of a fixed-weighted occupational index, or more generally, 

of an index separating an advance into skilled occupations from 

other changes. His tables indicate that a good part of the income 

rise resulted from a general narrowing of earning differentials among 

occupations. Surely the presumed change in discrimination against 

Negroes is very different if their relative incomes rose because of 

their advance into skilled occupations than if they rose because 

relative earnings in unskilled occupations, where Negroes are heavi¬ 

ly represented, rose.41 The similarity between the movement in 

39. Their relative occupational position in the country as a whole went from 

.816 in 1950 to .822 in 1958 (if 1951 weights are used). Rayack’s occupational 

indexes declined during this period presumably because earnings differentials 

widened. 

40. “Wage and salary income data for Negroes and whites also raise doubts 

concerning Becker’s conclusion that the occupational position of Negroes rela¬ 

tive to whites has changed little since 1940.” {Ibid,., 211.) 

41. Neither Rayack’s nor my occupational indexes try to measure the effect 
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relative incomes and in Rayack’s occupational index and the diver¬ 

gent movement shown by my index is not, therefore, testimony to 

the value of his and the error in mine (as alleged by Rayack) but, 

on the contrary, strikingly shows the advantage of a fixed-weighted 

index in discovering the sources of a change in relative incomes as 

well as in measuring occupational position. 

of a rise in the relative incomes of Negroes unthin a given occupation (see my 

comment, in Chapter 9, n. 7). 



CHAPTER TEN 

Summary 

1. THE MODEL 

In this monograph a framework has been proposed for analyzing 

discrimination in the market place because of race, religion, sex, 

color, social class, personality, or other non-pecuniary considera¬ 

tions. Individuals are assumed to act as if they have “tastes for 

discrimination,” and these tastes are the most important immediate 

cause of actual discrimination. When an employer discriminates 

against employees, he acts as if he incurs non-pecuniary, psychic 

costs of production by employing them; when an employee discrimi¬ 

nates against fellow employees or employers, he acts as if he incurs 

non-pecuniary, psychic costs of employment by working with them; 

when a consumer discriminates against products, he acts as if he 

incurs non-pecuniary, psychic costs of consumption by consuming 

them. 

It is desirable to formulate these non-pecuniary costs or tastes in 

a way that is sufficiently specific to yield quantitative empirical in¬ 

sights and sufficiently general to incorporate new information as it 

becomes available. Both these desiderata are satisfied by the con¬ 

cept of a “discrimination coefficient.” The discrimination coef¬ 

ficient of an employer against an employee measures the value 

placed on the non-pecuniary cost of employing him, since it repre¬ 

sents the percentage difference between the money and the true or 

net wage rate “paid” to him. If t is the money wage rate paid, then 

7r(l + d) is the net wage rate, with d being the discrimination co¬ 

efficient. Likewise, the discrimination coefficient of other employees 

against this employee measure the value placed on the non-pecuni- 

153 
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ary costs of working with him, since it represents the percentage 

difference between the money and the net wage rates received for 

working with him; and the discrimination coefficient of a consumer 

measures the value placed on the non-pecuniary costs of buying a 

product (partly) produced or sold by him, since it represents the 

percentage difference between the money and the net price paid for 

this product. 

Although these coefficients are the proximate determinant of 

choices, they are in turn, like other tastes, influenced by more 

fundamental variables. In the past, those who attempted to estab¬ 

lish a relation between discrimination and other variables usually 

employed rather direct techniques, as exemplified by the interpreta¬ 

tion of answers to questionnaires. By relating discrimination co¬ 

efficients to an economic analysis of price determination through the 

market mechanism, it is possible to infer indirectly some of these 

relationships from data giving incomes and other economic statistics 

for various groups. These inferences are usually restricted to whites 

and Negroes or whites and non-whites because data are lacking for 

other groups. 

2. TASTES FOR DISCRIMINATION 

Since people discriminate little against those with whom they 

have only indirect “contact” in the market place, some direct con¬ 

tact must be necessary for the development of a desire to discrimi¬ 

nate. This does not necessarily contradict the view that discrimina¬ 

tion would be eliminated if people got to know one another suf¬ 

ficiently well through close contact. It merely emphasizes that, while 

certain kinds of contact may be a cure for discrimination, others 

may cause it. Several different kinds of contact were examined in an 

attempt to discover the most important ones. 

Discrimination against Negroes seems to be positively correlated 

with their relative number. However, this relation is stronger for 

discrimination that does not go through the market (as illustrated 

by opportunities for formal education) than for discrimination that 

does. Moreover, while this relation can be measured in various ways, 

e.g., by using the relative number of Negroes in a plant, firm, city, 
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or state, their (relative) number in a metropolitan area is the only 

one used in this study. The amount of contact between Negroes and 

whites can be measured not only by the relative numerical im¬ 

portance of Negroes but also by their relative economic importance. 

Various measures of economic importance were suggested, but it 

was not possible here to investigate any of them carefully. 

Contact has other dimensions besides numerical and economic 

importance; among them are intensity, duration, and “level.” There 

is some evidence that discrimination is less against Negroes in 

temporary than in permanent jobs, and this may occur because the 

duration of contact is less. There is also abundant evidence that 

discrimination by Negroes against one another is much less than is 

discrimination by whites against Negroes, and this may result from 

the more intense contact among Negroes (and among whites) than 

between Negroes and whites. Intense contact can be associated with 

little discrimination for at least three reasons: (1) discrimination 

may be caused by ignorance, and contact may eliminate this igno¬ 

rance; (2) Negroes and whites may have different physical and social 

characteristics, and contact may lead Negroes and whites to value 

their own characteristics; (3) Negroes may discriminate less and 

have more contact with one another precisely because they value 

their own characteristics. 

Evidence clearly shows that discrimination is greater against 

older and better-educated non-whites. (This does not imply that 

older and better-educated whites discriminate more than those who 

are younger and less educated; none of the evidence examined has 

any direct bearing on this.) This greater discrimination may reflect, 

at least partly, a positive connection between discrimination and 

occupation, since older and better-educated non-whites have high¬ 

er and more responsible occupational positions. Whites in lower 

occupations may greatly discriminate against them because they 

have a relatively large amount of authority and decision-making 

powers. Data showing the incomes of whites and non-whites in 

different occupations are extremely limited, but the crude evi¬ 

dence available does not contradict this hypothesis. An alternative, 

albeit related, interpretation is that discrimination is greater against 
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older and better-educated non-whites because their income is large 

relative to the persons with whom they are employed. This inter¬ 

pretation emphasizes that the level of contact can also be measured 

by income, and discrimination by whites may be a decreasing func¬ 

tion of their income relative to non-whites. It has been impossible to 

determine whether either relation between discrimination and 

“level” of contact is an important explanation of the increase in 

discrimination with age and education. 

Within each region members of the same economic factor of pro¬ 

duction appear to have very similar tastes for discrimination; how¬ 

ever, the reader should be cautious in accepting this conclusion, 

since the statistical procedures used probably overestimated this 

similarity. 

In the last few decades much controversy and legislation have 

centered around regional differences in discrimination against 

Negroes and other non-whites. By developing an analysis based on 

the concept of a discrimination coefficient, it was possible to make 

the first quantitative estimate of such regional differences. In 1940, 

tastes for discrimination in the South appear to have been, on the 

average, about twice those in the North. Although relatively more 

Negroes live in the South, this does not seem to explain much of the 

regional difference in discrimination, nor can other variables ex¬ 

amined explain this difference, and at present it must be accepted as 

reflecting a regional difference in tastes. 

How has the absolute and relative economic position of Negroes 

changed over time? Insight into this was obtained by examining the 

occupational position of Negroes and whites for several dates during 

the last half-century. The average occupational position of Negroes 

has risen quite strikingly in both the North and the South, but their 

position relative to whites has been remarkably stable; in the North 

this was only slightly higher in 1950 than in 1910, and in the South 

it was slightly lower in 1950 than in 1910. While many important 

and relevant changes may have taken place in both regions, a very 

tentative conclusion from this stability would be that neither strik¬ 

ing increases nor striking decreases in discrimination against Negroes 

have occurred during the last four decades- 
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3. MARKET DISCRIMINATION AND SEGREGATION 

Tastes for discrimination are an important part of the theory ex¬ 

plaining actual discrimination, but there is no simple and unique 

way to go from one to the other. The theory incorporates an analysis 

of other variables which, so to speak, determine the observable form 

taken by tastes. Suppose one is interested in members of two groups, 

called N and W, respectively. Tastes for discrimination affect mar¬ 

ket relationships by causing market discrimination or market 

segregation or both against N or W. 

Market discrimination against N exists if discrimination has re¬ 

duced N[s average net wage rate (or income) by a greater percentage 

than IT’s; the market discrimination coefficient (MDC) is defined as 

the difference between the actual ratio of IT’s average net wage rate 

(or income) to N’s and the ratio that would exist if there were no 

discrimination. The MDC equals zero if there is no discrimina¬ 

tion and is an increasing function of the amount of market discrimi¬ 

nation against N. If N and W are perfect substitutes in production 

and if there is perfect competition in all markets, the MDC is 

simply the percentage difference between JT’s and N’s actual aver¬ 

age net wage rates (or incomes). Market segregation of members of 

N exists if they have more contact with one another than they would 

have if there were no discrimination; a market segregation coefficient 

(MSC) could be defined as the difference between a measure of 

actual contact and what it would be if there were no segregation. 

It is easy to confuse these two concepts, and yet a careful distinction 

between market segregation and market discrimination is essential 

for a clear understanding of the observable consequences of tastes for 

discrimination. 

Market discrimination was analyzed in individual labor and 

capital markets and in all markets combined. The latter analysis 

employed a model in which members of W and N owned various 

quantities of two homogeneous factors of production—labor and 

capital. Effective discrimination occurred against N if discrimination 

by either W or N reduced TV’s total net (i.e., net of psychic costs) 

income by a greater percentage than IT’s. By abstracting from 

government discrimination and monopolistic practices, it is possible 
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completely to isolate the structural forces causing effective discrimi¬ 

nation in a competitive economy. 

Discrimination must decrease the total net incomes of both N 

and W; it decreases N’s total net income by a greater percentage 

than ID’s if 

Y, L 
Yn L' 

where Yn and Yw are the aggregate incomes of N and W when there 

is no discrimination, and ln and lw are the amounts of labor s"pplied 

by N and W. Thus effective discrimination would occur against N 

if W was more of an “economic majority” than N was a “labor 

majority.” This inequality is necessary as well as sufficient if W 

alone discriminates but is not necessary if N also does. Political 

discrimination is often strongest against political minorities, and 

this result shows that economic discrimination is strongest against 

economic minorities. 

It was also shown that if ln < lu> and if N is relatively well sup¬ 

plied with labor, effective discrimination must occur against N. 

This explains, for example, why Negroes in the United States suffer 

more than whites from discrimination: even without monopolies, 

trade unions, and government discrimination, substantial discrimi¬ 

nation by whites (and a fortiori by Negroes) would greatly reduce 

the net income of Negroes. 

The MDC against members of N selling a particular kind of labor 

(or capital) clearly depends on the average tastes for discrimination 

of all groups—factors of production, employers, and consumers—- 

working with N in the market place. However, it does not depend on 

this alone. A given taste for discrimination causes more market 

discrimination if the group is complementary to, rather than sub¬ 

stitutable for, N, so that the distribution of tastes between sub¬ 

stitutes and complements is important. 

Differences among members of the same group may also be im¬ 

portant. At each equilibrium position, some members of a group 

work with N and others with members of IT that are selling the 

same labor (or capital); it is easy to show that those working with N 

have relatively small discrimination coefficients against N. An in- 
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crease in the supply of N relative to W means that some of those 

working with W must be induced to work with N; since they have 

relatively large discrimination coefficients, they can be induced to 

do so only if the relative return for working with N increases, and 

an increase in this relative return must be accompanied by an in¬ 

crease in the MDC against N. Therefore, the MDC changes with all 

changes in the relative supply of N if there are differences in tastes 

within a group. As mentioned earlier, however, the evidence sug¬ 

gests that members of the same group usually have very similar 

tastes for discrimination against non-whites. 

The extent of concentration in the labor and output markets is 

also relevant to the extent of discrimination. Employer discrimina¬ 

tion should, on the average, be less in competitive industries than in 

monopolistic ones. Monopolistic and competitive industries in the 

South were investigated for 1940. For all eight census occupational 

categories, the number of non-whites employed by monopolistic in¬ 

dustries relative to the number employed by competitive industries 

is quite consistent with our theory. Another theoretical implication 

is that employee discrimination is larger in unionized than in equiva¬ 

lent competitive labor markets, but the relevant empirical material 

has not been examined. 

The analysis developed in this monograph implies—for fixed dis¬ 

crimination coefficients—a negative correlation between the market 

discrimination against N and N’s relative economic importance in 

the productive process. All the evidence examined is consistent with 

this implication. For example, Negroes tend to be more numerous in 

occupations and industries in which they have relatively little con¬ 

tact with whites. 

Segregation of (say) Negroes and whites occurs because Negroes 

want to discriminate less against other Negroes than whites do; some 

segregation is found throughout our social and economic system. 

Complete market segregation does not occur because the relative 

supply of factors owned by Negroes and whites differs, making it 

profitable for Negroes to “trade” with whites, even though there is 

substantial discrimination against them. As mentioned earlier, 

segregation and discrimination are often confused, and a good ex¬ 

ample of this confusion is found in the discussions of Negro housing. 
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Many whites do not want to live near Negroes, and this is a pri¬ 

mary cause of residential segregation, not of residential discrimina¬ 

tion (as is often believed). The latter could occur only if many 

whites were willing to forfeit income in order to avoid renting or 

selling a dwelling to Negroes who would live near other whites. My 

own conjecture is that this kind of behavior is not very common 

and that the residential discrimination observed in many northern 

cities is a consequence of the in-migration of Negroes and the 

residential segregation in these cities. 

Differentials between whites and non-whites have been explained 

in terms of discrimination against non-whites, although a theory 

based on nepotism in favor of whites would have almost exactly the 

same empirical implications. In other words a theory based on 

“hatred” of one group is not easily distinguished empirically from 

one based on “love” of the other group. Thus these two theories can 

be used interchangeably for most problems in positive economic 

analysis; at the same time, one’s conclusions about normative issues 

may greatly depend on whether “hatred ’ or ‘ love is assumed to 

motivate decisions. 

4. SUGGESTIONS FOR FUTURE RESEARCH 

Since the theroretical framework proposed in this monograph 

seems consistent with both general knowledge and the available 

quantitative evidence, it may not be amiss to point out some impli¬ 

cations that can fruitfully be investigated further. Additional 

analysis of differentials between whites and non-whites would be 

worthwhile, since data are relatively abundant and discrimination 

against non-whites is currently a very pressing issue. The large 

regional difference in discrimination in 1940 could not be explained 

by the regional distribution of non-whites. The 1950 Census data 

should be subjected to a similar analysis; if like conclusions are 

reached, an attempt should be made to discover variables that can 

account for the difference. It would also be interesting to determine 

whether the traditionally greater unemployment of non-whites than 

of whites is consistent with the analysis presented here. 

Studies should be made of the relative importance of employer, 
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employee, consumer, and government discrimination. One study 

could extend this work on the relative amount of employer discrimi¬ 

nation in monopolistic and competitive industries; another could 

investigate the relative amount of employee discrimination in 

unionized and competitive labor markets. The latter would prob¬ 

ably be especially fruitful, since too often the word has been taken 

for the deed; that is, union pronouncements have been considered 
synonymous with union behavior. 

Data from the 1950 Census could be used to determine the scope, 

magnitude, and causes of segregation and discrimination in hous¬ 

ing. The literature on minority housing is sufficiently confused to 

make this an extremely promising field. 

A more thorough study should be made of the relation between 

market discrimination against a group of non-whites and their im¬ 

portance in the productive process. This relation has not previously 

received much attention in the literature. 

There is abundant evidence that discrimination against non¬ 

whites systematically increases with their age and education. Many 

barriers to the education of non-whites will probably be taken down 

in the future, and this will increase their education relative to that 

of whites. This would also increase their income relative to that of 

whites if there were no discrimination; but, since discrimination 

rises with education, an increase in the education of non-whites 

may increase only slightly their incomes relative to those of whites. 

Hence it is important to investigate the cause of the greater market 

discrimination against older and better-educated non-whites. 

The power of the analysis can be further tested by applying it to 

other groups, such as women, Jews, individuals with the same per¬ 

sonality type, members of the same caste or social class, etc. Data 

limitations preclude a detailed study of most of the groups except 

women, for whom there is a large quantity of economic information. 

An analysis of income and occupational differentials between men 

and women should be very useful not only because much discrimi¬ 

nation has occurred against women but also because it has long 

been recognized that “productivity” differences between men and 

women explain a significant part of these differentials. Discussions 

of other minorities usually reveal an unwillingness to admit that 
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important differences in “productivity” and “taste” exist between 

them and the majority. I believe that these differences are im¬ 

portant, although the discussion in this monograph is probably also 

biased toward underestimating them. An analysis of the relative re¬ 

turns to women should therefore add some perspective to discus¬ 

sions of discrimination against all minorities. 

The analysis in this monograph can be viewed as a case study in 

the quantitative analysis of non-pecuniary variables. In recent 

years much emphasis has been placed on the importance of non- 

pecuniary variables in the choice of occupation, working conditions, 

etc.; yet little has been done toward estimating their quantitative 

importance. The present analysis of discrimination suggests a 

quantitative approach to these other non-pecuniary variables, and 

this may be its most useful by-product. 




