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Introduction 

 In 1957, Gary S. Becker published the first edition of his path breaking treatise, 
The Economics of Discrimination.  Becker’s text was published three years after the fa-
mous Brown v. Board of Education case, wherein a unanimous US Supreme Court ruled 
that separate but equal school systems were inherently unconstitutional.  Prior to Beck-
er’s treatise, economists have virtually ignored the fact that blacks and whites failed to 
engage in mutually beneficial gains from trade.  In Becker’s words: 

 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 considerable 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 discrimi-
nation one could eliminate much of the discrimination in non-market are-
as.1 

 Perhaps the most remarkable characteristic of Becker’s introduction was that fact 
that he cited only one publication prior to his own.2  For a social science that can trace its 
roots to ancient Greece, and whose metamorphosis in 1776 is literally as old as our coun-
try, the lack of interest by economists in discrimination is startling.  Nevertheless, since 
1957, economists have become preeminent in explaining and measuring racial and gender 
discrimination. 

A Brief History of Discrimination3 

 Economic discrimination is more difficult to measure than are economic inequali-
ty and poverty, because discrimination is a process, while inequality and poverty are out-
comes.  In Chapter 10, we found that inequality can be depicted with Lorenz curves and 
measured with Gini coefficients.  In Chapter 11, we discussed both international and na-
tional definitions of poverty.  Measures of inequality and poverty are empirically testable.  
Once we agree on a definition, we merely compare the measure with the definition and 
decide whether or not the household is poor, or in the lowest income quintile, or so forth.  
But a different type of evidence is required for discrimination.  Unfortunately, there is no 
shortage of historical documentation that ethnic discrimination had long been the law of 
the land. 

                                                 
1 Gary S. Becker, The Economics of Discrimination, 2nd ed. (University of Chicago Press, 1971), Introduc-
tion to the First Edition, p. 9. 
2 Donald Dewey, “Negro Employment in Southern Industry,” Journal of Political Economy, LX (August 
1952), 279–293. 
3 You can find an extended list of government discrimination at Diversity Inc., “The History of Race-Based 
Government Decisions,” www.diversityinc.com/members/43116print.cfm. 
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 We begin with the Constitution: in Article 1, Section 2, Clause 3 of the U.S. Con-
stitution, citizens are taxed in proportion to a number “which shall be determined by add-
ing to the whole number of free persons, including those bound to service for a term of 
years, and excluding Indians not taxed, three fifths of all other Persons.”  The Constitu-
tion counted AfricanAmerican slaves as 60 percent of a person, indentured servants 
(whites who were temporarily bound in service to a creditor) as whole persons, and treat-
ed Native Americans as if they did not exist.  Furthermore, women were prohibited from 
voting, and in some states women could not own property.  The Declaration of Independ-
ence may have proclaimed “that all men are created equal,” but some men were more 
equal than others, and women deserved no mention. 

 Throughout the pre-Civil War period, Congress engaged in a delicate balancing 
act.  The House of Representatives was dominated by free states (despite the fact that 
non-voting slaves are counted for slave state representation in Congress), but the Senate 
is balanced.  In 1819–21, the Missouri Compromise recognized that territory as a slave 
state by also admitting Maine as a free state.  In 1857, a slave, Dred Scott filed a lawsuit 
claiming that, because he lived in a free state, he was entitled to his freedom.  Chief Jus-
tice Roger B. Taney disagreed, ruling that blacks were not citizens and therefore could 
not sue in federal court.  Taney went so far as to argue that Congress had no power to 
forbid slavery in any part of the country.  This inflamed the passions of abolitionists, who 
detested slavery and put their money on the line by operating the Underground Railroad, 
which smuggled escaping slaves into Canada. 

 In 1861 the election of Abraham Lincoln as president of the United States led 
Southern states to succeed from the Union.  The question of succession was not discussed 
in the Constitution; Southerners compared membership in the United States as equivalent 
to membership in a gentlemen’s club.4Lincoln and the Northern states saw succession as 
insurrection, to be suppressed by force of arms.  Ironically, it was Southerners who most 
reveled in the divine sanction for their cause.  Rarely, however, did they attribute their 
loss to divine will. 

 On January 1, 1863, President Lincoln issued his Emancipation Proclamation: that 
all “slaves within any State, or designated part of a State ... then ... in rebellion, ... shall be 
then, thenceforward, and forever free.”5 The change in focus from “preserving the Un-
ion” to “freeing the slaves” breathed fresh life into the war effort.  Eventually, the Union 
advantages in population and wealth overcame the South’s initial military successes, and 
General Robert E. Lee surrendered the Army of Northern Virginia to General Ulysses S. 
Grant at Appomattox Courthouse on April 9, 1865.  Five days later, John Wilkes Booth 
assassinated Abraham Lincoln, and Andrew Johnson, former governor and senator from 
Tennessee, became president. 

 Initially incensed by Lincoln’s assassination, Johnson led the Union government’s 
retribution against the conspirators, but later Johnson adopted Lincoln’s reconciliation 
with the former rebellious states.  The Thirteenth Amendment to the Constitution, out-
lawing slavery, was ratified in December 1865.  The Fourteenth Amendment extends the 
bill of rights to the states, and recognizes the citizenship of all men, save Native Ameri-

                                                 
4 See, for instance, General Picket’s proclamation in the movie Gettysburg. 
5 See: http://plus.aol.com/aol/reference/EmancipaP/Emancipation_Proclamation?flv=1. 
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cans, thereby undoing the Dred Scott Decision.  In 1870, during the administration of 
President U. S. Grant, the states ratified theFifteenth Amendment, guaranteeing blacks 
the right to vote.  However, the government lost interest in enforcing this amendment. 

 Founded by former Confederate general Nathan Bedford Forrest,6 the Ku Klux 
Klan, a terrorist group of white supremacists, rose up in the South, using violence and 
intimidation to suppress the freed slaves.  By the 1920s the Ku Klux Klan would enroll 3 
million members, who proclaimed their support for white, Christian virtues.  The Klan 
used cross burnings, beating, and lynching to keep blacks, Jews, and Catholics from gain-
ing political influence. 

 In 1896, the United States Supreme Court provided legal support for racial segre-
gation in Plessy v. Ferguson, ruling that separate-but-equal accommodations for blacks 
on railroad cars did not violate the “equal protection under the laws” clause of the Four-
teenth Amendment.  This ruling ratified Southern Jim Crow7 laws, which mandated ra-
cial segregation and provided government enforcement of racial discrimination.  Asian 
Americans have also suffered discrimination. The most egregious example was the forced 
evacuation of Japanese Americans from the West Coast during World War II (1939–
1945)—an event upheld by the Supreme Court in 1944 but repudiated by Congress many 
years later. 

 The nation continued to evolve, divided by race, with de juro (legally sanctioned) 
segregation in the South and de facto (actual, but not legally supported) segregation in 
the rest of the country.  In 1954 the United States Supreme Court overturned Plessy v. 
Ferguson, ruling in Brown v.(the Topeka, KS) Board of Education that separate school 
systems for blacks and whites are unconstitutional.  The ruling paved the way for large-
scale desegregation, culminating in the 1964 Civil Rights Act and the 1965 Voting 
Rights Act.  But those gains did not come easily. 

 In 1955, Emmett Lewis Till, a 14-year-old black teenager from Chicago, visited 
his uncle in Mississippi.  Unfamiliar with the strict racial taboos of Mississippi, Emmett 
whistled at a 21-year-old white woman.  Despite the attempts by his friends to hide him 
from whites, Emmett Till’s naked, beaten, and decaying body was found in the Tallahat-
chie River.  The white perpetrators were acquitted by an all-white jury.  The national out-
rage led Congress to include a provision for federal enforcement of civil liberties in the 
Civil Rights Act of 1957. 

 Between 1954 and 1964, Americans watched the civil rights struggle play out 
nightly on their television news programs.  In Montgomery,Alabama, in 1955, Rosa 
Parks, a black woman, refused to give up her bus seat to a white man.  The ensuing 
Montgomery bus boycott thrust Martin Luther King Jr. into national prominence. Under 
King’s leadership, the Southern Christian Leadership Council, along with the National 
Association for the Advancement of Colored People, and the Urban League staged peace-
ful demonstrations, such as refusing to leave segregated lunch counters until black pa-
trons were served or arrested; they were arrested.  The southern White establishment won 

                                                 
6 The namesake of Forrest Gump 
7 Jim Crow was the name of a character in minstrelsy (in which white performers in blackface used African 
American stereotypes in their songs and dances); it is not clear how the term came to describe American 
segregation and discrimination.  
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most of the battles, but, because of negative publicity, a decisive liberal majority in Con-
gress, and a skillful president, the Civil Rights Act of 1964 was ultimately passed, after 
the Senate broke the longest filibuster in history. 

 The 1964 Civil Rights Act outlawed discrimination in public facilities and in em-
ployment.  Essentially, Congress used the interstate commerce clause of the U.S. Con-
stitution to trump state Jim Crow laws.  The Civil Rights Act was given additional teeth 
in 1965 with the passage of the Voting Rights Act.  Southern states had been effective at 
denying blacks their civil liberties because they need not fear black retaliation at the bal-
lot box.  The Voting Rights Act charged the federal government with assisting disenfran-
chised blacks in registering to vote and actually voting.  Many southern cities had black 
majorities, and as blacks elected more mayors, sheriffs, and congressional representa-
tives, whites fled the cities and the Democratic Party for the segregated suburbs and the 
sympathetic Republican Party.  The Voting Rights Act was extended in 1970 and 1982, 
the last time over the vigorous opposition of the Reagan administration. 

 In 1968 President Johnson signed the Civil Rights Act of 1968, prohibiting dis-
crimination in the sale, rental, and financing of housing.  In 1970 the Supreme Court rati-
fied the anti-employment discrimination provision of the Civil Rights Act in its ruling in 
Griggs v. Duke Power.  Willie Griggs was a laborer at the Duke Power Company who 
was denied promotion because he lacked a high school diploma.  Griggs’s lawyers point-
ed out that a majority of whites in better paid positions at Duke Power also lacked high 
school diplomas, and were grandfathered into their positions by virtue of recommenda-
tions from white supervisors.  Griggs’s lawyers also presented statistical evidence that 
whites with high school diplomas performed no better than whites without high school 
diplomas.  The Court ruled that the requirement of a high school diploma was not job re-
lated and served as a grandfather clause.  During Reconstruction, southerners got 
around the provision in the Fourteenth Amendment that barred discrimination against in-
dividuals because of “previous condition of servitude” by disallowing civil liberties to 
people whose grandfathers had been slaves.  Hence, a grandfather clause refers to a rule 
that has the effect of discriminating on the basis of race, although the stated basis for dis-
crimination is some permitted basis, in this case, education. 

 By ruling that,when there was circumstantial evidence of discrimination, the bur-
den of proof rests with the employer to prove that the underrepresentation of blacks, 
women, the elderly, or other protected groups is related to job performance.  We will see 
that by forcing employers to prove that they were not discriminating led many well-
meaning or cautious employers to adopt an affirmative action hiring and promotion 
strategy. 

 In 1971, the Supreme Court, in Swann v. Charlotte-Mecklenburg Board of Educa-
tion, upheld busing as a legitimate means of achieving integration in public schools.  
Typically, blacks and whites live in segregated neighborhoods, as explained in Chapter 5.  
Busing transported black students to white neighborhoods and white students to black 
neighborhoods.  As whites left cities for segregated school districts in the suburbs, or sent 
their children to segregated Christian academies, busing had a limited influence on the 
racial composition of schools.  To this day, blacks typically attend high schools that are 
overwhelmingly black (and Hispanic), while whites attend schools with few minority 
classmates.   
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 In response to the Civil Rights Act and similar legislation from the Johnson era, 
which continued into the Nixon era, mostly because Richard Nixon was preoccupied with 
foreign policy, blacks voted overwhelmingly for Democratic candidates.  Whites reacted 
first by voting in large numbers for third-party candidate and former segregationist 
George Wallace, until, with the coming of the Reagan administration, the Republican 
Party adopted the interests of angry white males who see the civil rights achievements as 
an unfair attack on their privileges. 

 Following conservative Supreme Court appointments, the Griggs ruling was 
largely overturned in Ward’s Cove Packing Company v. Antonio (1989) which revised 
the standards established by the 1971 Griggs decision. The Ward’s Cove decision re-
quired that employees filing discrimination lawsuits demonstrate that specific hiring prac-
tices had led to racial disparities in the workplace. Even if this could be shown, these hir-
ing practices would still be legal if they served legitimate employment goals of the em-
ployer.8  By placing the burden of proof on the plaintiff (the party complaining of dis-
crimination), the Ward’s Cove decision reduced employer reliance on affirmative action 
as a defensive strategy against discrimination charges. 

Taste for Discrimination 

 In his seminal work, The Economics of Discrimination, Gary S. Becker intro-
duced into economic discourse the possibility that employers, employees, and consumers 
might not be motivated solely by their own self-interest, as usually assumed in economic 
theory.  Becker introduced his first chapter with the following discussion of the meaning 
of discrimination, which we quote at length here: 

 In the socio-psychological literature on this subject [discrimina-
tion] one individual is said to discriminate against (or in favor of) another 
if his behavior toward the latter is not motivated by an “objective” consid-
eration of fact.  It is difficult to use this definition in distinguishing a vio-
lation of objective facts from an expression of tastes or values.  For exam-
ple, discrimination and prejudice are not usually said to when someone 
prefers looking at a glamorous Hollywood actress rather than at some oth-
er woman; yet they are said to occur when he prefers living next to whites 
rather than next to Negroes.  At best calling one of these actions “discrim-
ination” requires making subtle and rather secondary distinctions.  Fortu-
nately, it is not necessary to get involved in these more philosophical is-
sues.  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 dis-
crimination. 

 Money, commonly used as a measuring rod, will also serve as a 
measure of discrimination.  If an individual has a “taste for discrimina-
tion,” he must act as if he were willing to pay something, either directly or 
in the form of reduced income, to be associated with some persons instead 
of others.  When actual discrimination occurs, he must, in fact, either pay 

                                                 
8See http://www.law.cornell.edu/supct/html/historics/USSC_CR_0490_0642_ZS.html. 
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or forfeit income for this privilege. This simple way of looking at the mat-
ter gets at the essence of prejudice and discrimination.9 

 Becker goes on to develop a simple but elegant theory that we will para-
phrase in the remainder of this section.  Suppose that an employer is confronted 
with two types of job applicants, Lw (whites) and Lb (blacks), who, like any other 
workers, vary in their potential productivity.  Following Becker, the employer has 
a taste for discrimination if he behaves as if the psychic cost of hiring blacks ex-
ceeds the psychic cost of hiring whites, (1 )b b ww d w  , where db is the employ-

er’s discrimination coefficient.  For instance, if the wb were $5, but the employer 
acted as if the wage rate were $7.50, then db = 50 percent.  Such an employer 
would hire a white worker, at say $7.00 per hour, assuming that the discrimination 
coefficient for whites, dw = 0,10 since the psychic cost of hiring whites is lower 
than the psychic cost of hiring blacks. 

 Strictly speaking, Becker’s discrimination coefficient is different from 
prejudice, which is defined as an opinion formed before learning the facts, typi-
cally to the detriment of a person or group.  The two are closely related because 
whites who do not like blacks typically convince themselves that blacks are less 
productive due to stereotyping.  Technically, a prejudiced employer may think 
that he is not hiring blacks because he believes that blacks are less productive, 
when in fact, he refuses to test this assertion. 

 An employer with a taste for discrimination will ultimately act on that 
preference by hiring less-productive whites instead of more-productive blacks.  
The consequence of a taste for discrimination is higher production costs than what 
would occur in the absence of that preference.  Figure 12-1 reprises the model of a 
competitive market.  In the left-hand panel we show the marginal firm, whose 
taste for discrimination raises his marginal cost curve and his average cost curve 
just enough that he makes a zero economic profit.  The market is in short-run 
equilibrium, since the market price is set by the intersection of the market supply 
curve (the sum of the marginal cost curves for all the firms in the market) and the 
market demand curve.  The right-hand panel shows a firm with an owner whose 
taste for discrimination is 0, that is,db = dw = 0.  Since wb<ww, the nondiscrimi-
nating employer will hire only black workers, whose wage rate is lower relative to 
their productivity. 

  

                                                 
9 Gary S. Becker, The Economics of Discrimination, 2nd ed. (University of Chicago Press, 1971), pp. 13–
14. 
10 Note the effect would be the same if the employer practiced nepotism, whereby he discounted the wage 
rate paid to family and friends by, say, df = -.333, since the net wage for whites, $7(2/3) = $4.67 <wb. 
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In the labor market, it follows that wb(1+D) = ww, where D is the market discrimi-
nation coefficient.  Since we assume that D = di, the marginal firm on the right 
should be indifferent between hiring black or white workers. Hence, wb = 
ww/(1+D), and since D> 0, wb<ww. 

 

 

 

 

 

 

 

 

 

 

    

Figure 12-1 

 After nearly a semester of studying economics you should have led to a healthy 
skepticism that leads you to ask “What is wrong with this picture?”  The discriminating 
firm at the left is earning zero economic profit, so that there is no incentive for similar 
firms to enter the market.  However, the non-discriminating firm on the right is earning a 
positive economic profit, since, as Becker showed, non-discriminating firms are more 
efficient.  In the long run, the competitive market should eliminate the inefficient dis-
criminating firms.  So, why doesn’t the firm on the left disappear? 

 Now we have the economic explanation for Jim Crow laws that make it illegal 
for non-discriminating firms to enter or survive in the market.  Those familiar with the 
civil rights era will recall that Southern whites not only denounced “uppity blacks,”11 but 
also “outsiders,” especially Jews.  Perhaps stemming from a long history as victims of 
discrimination themselves, and also because Jewish theology has long resisted the temp-
tation to remake God in the image of a bigot, Jews tend to have tastes for discrimination 
near 0.  Because of that, they are denounced as “money grubbers,” which, of course, is a 
derisive term for “profit-maximizer.”  So, by threats of fines and police-sanctioned vio-
lence, Southern governments protected discriminating firms from the entry by non-
competitive firms.  Interestingly, during Reconstruction, when Northern occupation forc-
es were unsympathetic to Southern tastes for discrimination, the Ku Klux Klan emerged 
as an extra-governmental organization to intimidate blacks and the whites (non-
Christians) who would hire them.  During World War I, when labor shortages threatened 
to undermine the enforcement of Jim Crow laws, the Ku Klux Klan emerged from obscu-
rity, disguising itself as a patriotic organization in defense of Christian virtues, especially 

                                                 
11 Unfortunately, they typically invoked the “n” word in voicing their personal tastes for discrimination. 
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the purity of Southern women.  Indeed, there was a renewed resurgence of Klan activity 
during and immediately after the civil rights movement, particularly after voting rights 
neutralized local governments as agents of economic inefficiency.  Nevertheless, illegal 
means are more expensive than governmental means of enforcing collective discrimina-
tion, and so the Civil Rights and Voting Rights Acts unleashed the competitive forces of 
the market. 

 Next, consider the case of employee discrimination.  An employee reveals a 
taste for discrimination by discounting the wage rate offered from a black employer, or 
the wage offer for a job that would involve black supervisors or coworkers.  If wwwis the 
wage offer for a job in an all-white establishment, and wwb is the wage offer to a white 
from an establishment that also hires blacks in the same or higher positions,12 the worker 
would prefer the wage offer www if wwb>wwb(1-dj), where dj is the discrimination coeffi-
cient by the jth job applicant.  Even if employers had no taste for discrimination, they 
would not wish to pay a wage premium to white workers to work alongside black work-
ers.  Therefore, employee discrimination tends to promote labor-force segregation.  If 
both the employer and the employee have tastes for discrimination, then unequal wage 
rates (the result of employer discrimination) will reinforce labor-force segregation (the 
result of employee discrimination).  Note that a segregated school system, with inferior 
schools for blacks reinforces both employer and employee discrimination, by preventing 
blacks from preparing for well-paying, but white-dominated, occupations.  Also, discrim-
ination creates a self-fulfilling prophecy for blacks. If, for instance, architecture firms 
will not hire black architects, then blacks will not prepare for careers in architecture. 
Then, when the Civil Rights Act removes impediments to discrimination, employers will 
shrug their shoulders and proclaim, “We would like to hire black architects, but none ap-
plied.” 

 The third type of market discrimination consistent with competition is consumer 
discrimination.  When whites buy manufactured goods, they typically neither know nor 
care whether the workers who created those goods are black or white.  Similarly, when 
hiring servants, whites may prefer blacks because they feel this places them (the whites) 
in an advantaged social position.  However, whites will typically prefer white profession-
als, such as doctors, lawyers, and architects, as well as rolemodels like entertainers and 
athletes.13  Indeed, until 1947 (the year that I was born), Major League Baseball teams 
had no African American players.  In 1997, professional baseball celebrated the fiftieth 
anniversary of Jackie Robinson’s breaking the color barrier.  What is telling is that teams 
that added blacks to their roster tended to fare better in competition with all-white teams, 
who had substituted inferior white players for more qualified black players. 

 A consumer who has a taste for discrimination would behave as if the price of 
buying a product from a black (say, a store clerk) is greater that the price of buying the 
same product from a white: Pb(1+d) >Pw.  Since consumers will gravitate to firms charg-
ing lower psychic prices, employers without tastes for discrimination will be reluctant to 

                                                 
12 Many whites had no qualms about working in establishments wherein blacks worked in lower status jobs, 
since the ability to “look down on” blacks was part of the mystique of being white in the South. 
13 Minstrel shows, popular in the late nineteenth century, featured white entertainers in dark makeup (black-
face) playing black entertainers, who were barred from performing in the shows. 
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hire blacks for “consumer-sensitive” positions.  Becker illustrates the importance of dis-
crimination in various professions with the following observation: 

 This analysis also partly explains why Negroes and whites choose 
different occupations.  It is more difficult for Negroes to acquire formal 
education because they are poorer than whites; since engineering requires 
less formal schooling than medicine, dentistry and the law, one might ex-
pect relatively more Negroes to enter engineering. The data … show that 
relatively fewer Negroes are in engineering that in the other professions.  
A large fraction of the dentists, doctors and lawyers are self-employed, 
while most engineers are employed by private firms.  This implies that en-
gineers are employed in relatively large establishments; therefore, even if 
the average taste for discrimination was the same against all Negro profes-
sional men, Negro engineers would suffer more actual discrimination, and 
consequently there would be less incentive for Negroes to enter this pro-
fession. 

 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 discrimination, 
the differences between the professions become relevant, one of them be-
ing 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 de-
mand for Negro lawyers will be curtailed.14 

 To summarize, the existence of a taste for discrimination, or prejudice based on 
inaccurate information, which resists empirical correction, places discriminating employ-
ers at a competitive disadvantage.  Jim Crow laws and other legal impediments to market 
competition protect discriminating firms from competition, but they do not overcome the 
inherent inefficiency of discriminating firms.  Furthermore, white employees will accept 
lower wages to work with whites than to work with blacks, a factor that would tend to 
depress the wage rates for southern whites.  Finally, consumers who pay higher prices to 
avoid contact with black salespeople or professionals will have a lower standard of living 
than would equivalent consumers without racial hang-ups.  Ironically, it was the willing-
ness of the South to erect an elaborate system of segregation that kept the standard of liv-
ing of all southerners lower than those of residents of other parts of the country.   

 The economic effect of the Civil Rights Act was to remove state governments as 
protectors of segregated firms from market competition, and allowed blacks to sue dis-
criminatory employers or businesses.  The Voting Rights Act solidified the gains made 
by blacks by making them a force to be reckoned with in Southern elections.  In Griggs v. 
Duke Power, the Supreme Court placed the burden of proof on employers who had to 
show that they were not discriminating.  In the 1980s, the Republican Party broke the bi-
partisan consensus in favor of equal rights and encouraged the ideological, gender, and 
racial divisions that still plague the country. 

                                                 
14The Economics of Discrimination, pp. 90–92. 
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 Figure 12-2 shows that, in 1963, the typical black adult earned 50% of what the 
typical white earned both in the South and outside the South.  We also find that the typi-
cal southerner – white or black – earned about 75% of what a non-southerner earned.  
With the passage of the Civil Rights Act in 1964, black income rose relative to white in-
come faster in the south than outside the south.  If racial equality were a zero-sum game, 
we would expect the gains to blacks to come at the expense of whites.  However, the av-
erage earnings of white southerners reached parity with the earnings of whites outside the 
south by the mid 1980’s.  Note that Southern blacks did not reach that milestone until 
2009.  The move toward equal economic opportunity, embodied in the civil rights legisla-
tion of the 1960s, was a rising tide that lifted all boats—black and white together—
because equal economic opportunity is consistent with economic efficiency.  

 

The Trend in the Market Discrimination Coefficient for Blacks and Whites 

 We have seen that Becker traced black-white earnings differentials to the exist-
ence of a taste for discrimination by white employers, employees, and customers 
against dealing with black workers.  If potential employer i has a personal discrimination 
coefficient of di, that employer behaves as if the wage rate paid to black workers is 
wb(1+di); that is, the employer inflates the monetary wage wb to a psychic wage wb(1+di). 
Among equally qualified white job applicants (with reservation wage ww) and black job 
applicants (with reservation wage wb), the white employer will nevertheless hire the 
white job applicant if wb(1+di) >ww, even though ww>wb.  Supply and demand will clear 

the market, generating the market discrimination coefficient, w b

w

w w
MDC

w


 , where 

ww and wb are the equilibrium wage rates for white and black workers, respectively. 

 All employers whose personal discrimination coefficient exceeds the market dis-
crimination coefficient hire only white workers and incur larger wage costs than do those 
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employers whose personal discrimination coefficients are less than the market discrimi-
nation coefficient, will hire only black workers, resulting in a segregated labor force.15  
However, because discriminating employers would have higher labor costs than would 
non-discriminating employers, competitive-market forces would eventually displace dis-
criminating employers, causing the market discrimination coefficient to decrease over 
time.  Until 1964, however, state anti-competitive Jim Crow laws deterred employers 
with low discrimination coefficients – blacks, Jews, Catholics and non-Southerners – 
from entering southern labor markets.  With the passage of the Civil Rights Act we 
should observe a gradual decrease in the market discrimination coefficient. 

 Figure 12-3 presents the trend in three measures of black/white earnings differ-
ences over time.  The blue line shows the difference between average black earnings and 

average white earnings, b w

w

w w

w


, where a line over the variable depicts the sample mean.  

In 1962 the typical black worker reported earning less than half of what the typical white 
worker earned.  Between 1962 and 1978 the total wage gap declined to 20%.  Since part 
of the earnings gap could be due to fewer hours worked per year – that is, that labor sup-
ply curves are positively sloped, less education or age (a proxy for experience), the red 
line controls for human capital and hours worked, and reflects the true market discrimina-
tion coefficient.  In 1964 a black worker earned 33% less than did a white worker of the 
same age, working the same number of hours, and with the same schooling.  By 1980 the 
MDC had declined to 10%, where it remains today.  Note that by 2000 the red and blue 
lines are in the same position, indicating that black educational disadvantages have large-
ly disappeared. 

 
                                                 
15 Segregation resulting from employer discrimination is reinforced by employee discrimination, whereby 
white workers demand a wage premium, wwdj for working with black co-workers (or supervisors).  Even if 
an employer had a relatively low personal discrimination coefficient, they would hire only white workers or 
only black workers to avoid paying the “integration premium” to white workers. 
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 The green line in Figure 12-3 controls for occupation,16 which allows for discrim-
ination by occupational licensing and professional associations that have impeded total 
earnings equality between blacks and whites.  In 1962 the typical black worker was paid 
15% less than his white counterpart in the same job and with the same qualifications.  By 
1980 earnings differences due to unequal pay for equal work had largely disappeared.  
The lesson from Figure 12-3 is that competitive markets work; the persistence of black-
white earnings differentials can largely be attributed to impediments to competition with-
in occupations and industries. 

Tracking Discrimination against Other Groups 

 Although Becker’s treatise and our discussion so far have been mostly concerned 
with discrimination against blacks, the analysis is readily applied to many other groups.  
We have already seen that Japanese Americans (American citizens) were interned in 
camps, thousands of miles from their homes on the Pacific coast, because of a paranoid 
white population who never thought of interning German or Italian Americans.17  The so-
called Asian Exclusion Acts barred Asian immigrants from citizenship and ownership of 
property.   

 Native Americans were not even counted as citizens in the Constitution and were 
explicitly excluded from the Fourteenth Amendment.  The federal and state governments 
systematically confiscated Native American lands and attempted to destroy Native Amer-
ican culture through reservation schools.  Ironically, it was their status as separate people 
that allowed some Native American tribes to capitalize on European-American love of 
gambling, but a strong anti-gambling religious lobby that made Native American casinos 
a near monopoly enterprise in many states. 

 Figure 12-4 presents three trends for “other nonwhites” – Asians and Native 
Americans (including native Alaskans and native Hawiians).18  As in Figure 12-3, the 
blue line shows total earning differences, which declined from -32% to 0 in 1974.  When 
we control for education the pay gap gets larger, implying that other nonwhites tend to 
have more human capital than whites do.  By contrast, when I control for occupation I 
find that earnings differences between other (than black) non-whites and whites disap-
pear. 

                                                 
16 I controlled for 10,876 different combinations of industry and occupations to isolate the effect of occupa-
tional discrimination. 
17 http://www.jainternment.org 
18 From 1962 to 1987, the March CPS reported three ethnic categories: whites, blacks, and other non-
whites.  After 1987, other nonwhites were broken down to Asians (57.57%), American Indians (20%), and 
Hawaiians and Pacific Islanders (6.02%); the remainder involved two or more ethnicities (from 2003 to 
2010). 
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 Like Native Americans, Mexican Americans “came with the land” as the United 
States extended its dominion across the North American continent.  From Texas, to New 
Mexico, to California, people of Spanish heritage became American citizens when their 
lands were annexed by the United States.  With a culture already in place, Mexicans and 
other Hispanics were less willing to assimilate than were European migrants.  Non-
Hispanic whites continue to resent Hispanics for their difference, their Roman Catholi-
cism, and for their political influence in parts of the country where Hispanics make up a 
large percent of the population.  Today, discrimination against Hispanics is caught up in 
complaints over illegal immigration, which is reminiscent of the concern over “agitators” 
during the Civil Rights era.   

 Figure 12-5 presents the trend in the earnings gap between Hispanics and other 
workers.  The trend begins in 1971, which is the first year that my database (the Current 
Population Survey) identifies Hispanics as a separate ethnic category.  The blue line, 
which measures the average earnings difference, unadjusted for human capital, hours 
worked, or occupation, actually grows from -11.26% in 1971 to -25% in 2010.  These 
data would typically be used to diagnose anti-Hispanic discrimination.  However, when 
we adjust for age, education, and hours worked, we obtain the market discrimination co-
efficient reflecting earnings differences for workers with equivalent skills and effort.  The 
market discrimination coefficient is actually positive in 1971, although the earnings dif-
ference tends to get worse over time, finishing at -5.72% in 2010.  This indicates to me 
that immigration laws are currently operating for Hispanics much as Jim Crow laws op-
erated for African-Americans, albeit to somewhat weaker degree.  When we control for 
occupation, we find a similar pattern; most of the earnings differences between Hispanics 
and non-Hispanics (with equal qualifications) reflect occupational discrimination (une-
qual access to high paying jobs) rather than unequal pay for equal work. 
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Explaining Male-Female Earnings Differences 

 The history of discrimination against women is somewhat more difficult to ex-
plain.  Men typically do not have the same taste for discrimination against women as they 
have against African Americans, Asians, Native Americans, or Hispanics.  As shown in 
Chapter 7, most white, non-Hispanic males prefer to live with white, non-Hispanic fe-
males.  But women were denied the right to vote until the ratification of the twentieth 
amendment to the Constitutionin 1920.  Men assumed the role of breadwinner and deci-
sionmaker, leaving women to perform the roles of help-mate and child-bearer.  As we 
documented in Chapter 7, this “cooperative arrangement” left men with most of the bar-
gaining power and the legal system to enforce that power.19 When women were wid-
owed, divorced, or abandoned, they were left in a deprived economic state, and to this 
day, the incidence of poverty is much higher in women-headed households.  It is likely 
that men have a taste for discrimination that makes them reluctant to work for a female 
employer, or to treat female coworkers as equals.  Apparently men fear competition from 
women, both within the household and in the workplace.   

 Despite the legislative gains made by African Americans, the disabled, and the 
aged, the most important event in women’s quest for equal rights ended in failure.  De-
spite winning the right to vote by constitutional amendment in 1920, women’s attempt to 
ratify the equal rights amendment to the Constitution failed.  In 1916 Alice Paul, a leader 
in the suffragist movement, founded the National Woman’s Party, whose goal was to 
achieve equal rights for women.  Paul viewed full equality before the law as the founda-

                                                 
19 In his Treatise on the Family, Becker argues that outlawing polygamous unions (a man with several 
wives) reduces the demand for women as marriage partners, thereby reducing women’s share of communi-
ty property.  I humbly disagree, based on the apparent tendency of Mormons to pick very young girls (e.g., 
thirteen-year-olds) as wives, when they are too young to bargain effectively with a polygamist male. 
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tion of women’s rights; others, including many women, balked at the implied loss of 
women’s privileges.  In 1923, the National Women’s Party introduced an equal rights 
amendment (ERA) in Congress.  Like any amendment, the ERA required a two-third’s 
majority in each house of Congress, followed by ratification by three-fourths of the 
states.  The ERA was submitted to each session of Congress but failed to win congres-
sional approval until, in 1972, the ERA finally passed the congressional hurdle, and the 
proposed amendment was submitted to the states.  By March 1974 the ERA had been rat-
ified by 33 of the required 38 states, but then the amendment stalled.  Led by Phyllis 
Schlafley, one of the act’s most vocal opponents, founded Stop ERA and between 1974 
and 1978, only two additional states had ratified the amendment, and several state legisla-
tures attempted to rescind their approval.  Although Congress extended the deadline for 
ratification to 1982 (from the original 1979), the ERA failed. 

 Another controversial step in the equal rights struggle for women has been the 
fight over legalized abortion.  In the late nineteenth century, the Roman Catholic Church 
proclaimed birth control, both before and after conception, to be a mortal sin, and to this 
day, practitioners can expect to spend eternity in hell for deciding when and if to have 
children.20  In 1914, nurse Margaret Sanger, an early pioneer in women’s birth control, 
was arrested for violating the 1873 Comstock Act against mailing pornography when she 
used the U.S. mail to distribute birth control information.  In 1934, Congress finally 
amended the Comstock Act to exclude birth control information from the list of prohibit-
ed pornographic material. 

 On January 23, 1973, in the historic case Roe v. Wade, the United States Supreme 
Court invalidated a Texas law that had prohibited abortions by a vote of 7-2. While the 
ruling fell short of the abortion on demand freedoms that women’s groups had been 
hoping for, the ruling gave women essentially unfettered rights to abortions in the first 
three months of the pregnancy, restricting government regulations to the last six months.   

Justice Harry A. Blackmun, writing for the majority, spelled out in unusu-
al detail the form that state abortion laws may take in the future… In the 
first three months of pregnancy, the decision to perform an abortion and 
the conditions under which it is performed must be left to the discretion of 
the patient and her doctor, Blackmun said… During the second three 
months, the dangers of medical complications increase and justify state 
controls that are “reasonably related to the preservation and protection of 
maternal health,” Blackmun wrote...Once the fetus becomes “viable”—
capable of surviving outside the womb—even stiffer controls are permis-
sible and states may outlaw abortion, Blackmun said. 

 In his dissent, Justice White argued with Justice Rehnquist concurring: 

The court apparently values the convenience of the pregnant moth-
er more than the continued existence and development of the life or poten-
tial life which she carried.  Whether or not I might agree with that mar-

                                                 
20 There is an interesting moral hazard problem with the Church’s position.  Since using birth control pills, 
condoms, or aborting a pregnancy are all mortal sins, a high proportion of abortions are performed on 
young Catholic girls, who believe that using birth control is more likely to damn them, since they would 
use it continuously, compared to an abortion, which they use only if they become pregnant. 
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shalling of values, I can in no event join the court’s judgment because I 
find no constitutional warrant for imposing such an order or priorities on 
the people. 

 In a separate dissent, Rehnquist said that the majority had misinterpreted the Con-
stitution by relying on the Fourteenth Amendment’s due-process guarantees to support a 
“right to privacy.”  Noting that 36 states already had enacted abortion statutes by 1868, 
when the Fourteenth Amendment was adopted, Rehnquist said the majority had found 
“within the scope of the Fourteenth Amendment a right that was apparently completely 
unknown to the drafters of the Amendment.”21 

 Unlike the Civil Rights Act, whereby Congress reacted to a favorable political 
climate and reconciled the legal climate with constitutional guarantees of due process, 
Roe v. Wade was a judicial decision based on an arguably dubious reading of a “right to 
privacy” from the Fourteenth Amendment which was ratified a century before the Roe 
decision.  Without the benefit of a protracted national debate similar to the debate that 
accompanied the Civil Rights Act, the right to abortion has become a wedge issue pitting 
Catholic clergy (celibate men) and Christian fundamentalists (men and post-menopausal 
women) against feminists and civil libertarians.  On the one side, pro-choice advocates 
see a woman’s reproductive rights as equivalent to an individual’s right to his or her own 
labor, which beset the abolitionist/slavery debate.  On the other side, pro-life advocates 
proclaim that the state has the interest in preserving the life of the fetus, even to the det-
riment of the mother’s health.  Once, life was seen as a gift from God and one’s mother.  
Pro-choice advocates do not wish a theocracy whereby fallible humans enforce their in-
terpretation of God’s law; pro-life advocates wish to remove the mother from the birth 
decision. 

 In a 1985 article22 Gary S. Becker specifically addressed the persistence of fe-
male-male earnings differences, then 20 years after the passage of the Civil Rights Act.  
In this article Becker argues that each person possesses potential effort, based on age, ed-
ucation, and personal characteristics, which they allocate to various activities along with 
their time.  For instance, watching television requires less effort per hour than does play-
ing racquetball. Working as a brain surgeon usually requires more effort per hour than 
does working as a copy editor.  And, generally speaking, mothers expend more effort per 
hour (and spend more hours) parenting than fathers do.  Becker predicts (1) that women 
tend to invest less in market human capital and more in household human capital than 
men do, and (2) women select jobs that require less effort per hour than the jobs that men 
select.  Unfortunately for our purposes, my data base does not record the amount of effort 
that people exert on their jobs – effort is a latent variable that nevertheless can be corre-
lated with age, marital status, and the number of children in the household.   

Figure 12-6 presents the same type of evidence as do Figures 12-2 through 12-5, 
as well as an additional trend line that controls for marital status and children.  The blue 
line shows that the gap between female and male annual earnings, which declined dra-
                                                 
21Reported in the Los Angeles Times, January 23, 1973.Microsoft ® Encarta ® Reference Library 2003.© 
1993–2002 Microsoft Corporation. 
22 “Human Capital, Effort and the Sexual Division of Labor,” Journal of Labor Economics 3, no.1, pt2 
(1985): S33-S58, reprinted in Ramón Febrero and Pedro S. Schwartz, The Essence of Becker, Hoover Insti-
tution Press, 1995, pp. 434-460. 
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matically from nearly 65% in 1962 to less than 40% in 1994, after which improvement 
stalled until 2006.  The effects of hours worked, age, and education reduced the gap by 
20% in 196423; by 2010, women tended to be the same age as men, have more education, 
and work about the same number of hours as men do; the reduction in the gap explained 
by these variables was only about 5% that year.  The effect of occupation had only a 
small effect in 1964; in 2010 accounting for occupation reduced the “explained” earnings 
gap from 30% to 20%.  The addition to Figure 12-6 is the purple line, which removes the 
effects of family responsibility.  In 1964, a never-married childless woman earned nearly 
80% what her male counterpart – same job, same education, same age, same hours 
worked, and no spouse or children – earned.  By 2010, a single woman earned 92% of 
what her male counterpart earns.  We cannot completely explain away female/male earn-
ings differentials, but the evidence for gender pay discrimination indicates that only about 
25% of the earnings differential (8% of the total 32% pay gap) can be attributed to a 
“taste for discrimination.” 

 

Litigating against Discrimination 

 As we noted in earlier chapters, discrimination is a process, meaning that people 
are excluded from product or factor markets or trade at a disadvantage due to the tastes of 
discrimination by the economic majority.  Economic discrimination causes economic in-
equality, whose extreme consequence is poverty.  However, discrimination is not the 
only cause of economic inequality, or even poverty.  Indeed, documenting discrimination, 
let alone eliminating it, has been a major issue of the civil rights movement.  Without 
                                                 
23 Educational attainment is not available for 1963. 
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access to the courts and without the ability to vote, African Americans, Native Ameri-
cans, Asian Americans, and female Americans had to suffer their discrimination in si-
lence. 

 Before the Civil Rights Act, discrimination was documented by journalists and 
historians, whose photographs depicted lynchings and grinding poverty.  There were a 
few noteworthy counterexamples, including the case of African slaves and the Armistead 
case, argued by former President John Quincy Adams and depicted in the movie by the 
same name.24  We should not overlook the Civil War, when 70 percent of the population 
fought 30 percent over the issue of slavery.  That the Brown case was decided in favor of 
racial justice by a unanimous Supreme Court in 1954 was nothing shortof remarkable.  
But it was the 1964 Civil Rights Act, whereby the United States Constitution trumped 
state laws, when blacks, other racial minorities, and women gained recourse to the courts. 

 In the early 1960s, the backlog of clear-cut discrimination cases began to filter 
through the court system.  When Southern white males believed they could murder blacks 
with impunity, they had no worries that a court would find them guilty of employment or 
consumer discrimination.  It was the Griggs case, however, that set the precedent for how 
the federal and state courts would weigh the evidence in anti-discrimination suits. 

 In Griggs v. Duke Power (1971), Willie Griggs was the plaintiff—the party 
bringing the complaint—and Duke Power was the defendant—the party answering the 
complaint.  Griggs and his attorneys alleged that Duke Power had discriminated against 
Griggs because of his race.  The defendant responded that Griggs was not promoted be-
cause of his lack of education, which was perfectly permissible under Title VII of the 
1964 Civil Rights Act, which dealt with discrimination in employment.  Griggs’s attor-
neys countered that the requirement that promotion beyond laborer required a high school 
diploma was unfairly applied to Griggs, since many white employees did not meet that 
qualification. In ruling for the plaintiff, the Supreme Court held that “Title VII bans ‘not’ 
only overt discrimination but also practices that are fair in form but discriminatory in op-
eration.” In order to avoid discrimination lawsuits under Title VII, public and private em-
ployers began to adopt hiring policies designed to recruit more minorities. The Equal Op-
portunity Act of 1972 expanded Title VII protections to educational institutions, leading 
to the extension of affirmative action to colleges and universities.”25 

 The ruling in the Griggs case informed employers that circumstantial evidence 
of discrimination—that is, the statistical underrepresentation of a protected demographic 
group shifted the burden of proof to the employer, who then had to show that the out-
come of inequality was not the result of discrimination.  It is a well-known precept of 
logic that one cannot prove a negative; I cannot prove I did not discriminate.  However, 
an adequate defense would be to show that the process I used in hiring was nondiscrimi-
natory.  It would not do for employers to argue “no qualified applicants came forward,” 
since discrimination creates a self-fulfilling prophecy.  If Duke Power discriminates 
against blacks in general, blacks with high school diplomas are not likely to apply to 
Duke Power. 
                                                 
24 The case was admitted to the courts because there were several different claimants to Amistead’s cargo, 
namely human beings, not because American courts were sympathetic to the plight of African slaves. 
25Microsoft® Encarta® Reference Library 2003. © 1993–2002 Microsoft Corporation. All rights reserved. 
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 As a legal defense, most employers adopted an Affirmative Action employment 
policy.  The term was first used, in 1961, by President Kennedy in an executive order de-
signed to encourage companies doing business with the United States government to hire 
the most qualified workers availible, taking positive steps (i.e., affirmative action) to find 
qualified minority candidates if underrepresented groups had not applied.  In a 1965 
speech to Howard University, President Johnson set the tone for Affirmative Action 
when he said: “You do not take a person who, for years, has been hobbled by chains and 
liberate him, bring him up to the starting line of a race and say, ‘you are free to compete 
with all the others,’ and still justly believe that you have been completely fair.”26 

 So, imagine you were the chancellor at the University of California, Davis, and 
you realized that the demographic profile of medical students would pass the legal stand-
ard for discrimination: 

The MedicalSchool of the University of California at Davis opened 
in 1968 with an entering class of 50 students. In 1971, the size of the en-
tering class was increased to 100 students, a level at which it remains. No 
admissions program for disadvantaged or minority students existed when 
the school opened, and the first class contained three Asians but no blacks, 
no Mexican-Americans, and no American Indians. Over the next two 
years, the faculty devised a special admissions program to increase the 
representation of “disadvantaged” students in each MedicalSchool class. 
The special program consisted of a separate admissions system operating 
in coordination with the regular admissions process. 

From the year of the increase in class size—1971—through 1974, 
the special program resulted in the admission of 21 black students, 30 
Mexican-Americans, and 12 Asians, for a total of 63 minority students. 
Over the same period, the regular admissions program produced 1 black, 6 
Mexican-Americans, and 37 Asians, for a total of 44 minority students. 
Although disadvantaged whites applied to the special program in large 
numbers, none received an offer of admission through that process. In-
deed, in 1974, at least, the special committee explicitly considered only 
“disadvantaged” special applicants who were members of one of the des-
ignated minority groups. 

Allan Bakke is a white male who applied to the DavisMedi-
calSchool in both 1973 and 1974. In both years, Bakke’s application was 
considered under the general admissions program, and he received an in-
terview. His 1973 interview was with Dr. Theodore C. West, who consid-
ered Bakke “a very desirable applicant to [the] medical school.” Despite a 
strong benchmark score of 468 out of 500, Bakke was rejected.… In nei-
ther year did the chairman of the admissions committee, Dr. Lowery, ex-
ercise his discretion to place Bakke on the waiting list. In both years, ap-
plicants were admitted under the special program with grade point averag-
es, MCT scores, and benchmark scores significantly lower than Bakke’s. 

                                                 
26Microsoft® Encarta® Reference Library 2003. © 1993–2002 Microsoft Corporation. All rights reserved. 
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After the second rejection, Bakke filed the instant suit in the Supe-
rior Court of California. He sought mandatory, injunctive, and declaratory 
relief compelling his admission to the MedicalSchool. He alleged that the 
MedicalSchool’s special admissions program operated to exclude him 
from the school on the basis of his race, in violation of his rights under the 
Equal Protection Clause of the Fourteenth Amendment, Art. I, § 21, of the 
California Constitution, and § 601 of Title VI of the Civil Rights Act of 
1964.…27 

Before continuing with the Court’s ruling, consider the result if Bakke had sued 
the American Medical Association, or even the University of California, under an anti-
trust statute.  By conspiring to maintain an artificially low number of medical school stu-
dents, the University of California conspired with the American Medical Association to 
restrict trade and create a monopoly price for healthcare.  Had the Court ordered that the 
AMA approve, say, a doubling of the number of medical student slots at all medical 
schools, there would have been no need for discrimination.  Since Bakke did not sue un-
der an anti-trust statute, the Supreme Court had to limit its ruling to the facts of the case.  
The Court essentially split a legal hair, finding against UC-Davis because it used an ex-
plicit racial quota, which, by discriminating in favor of racial minorities, could not help 
but discriminate against Allan Bakke, a mediocre white male.  However, the Court ex-
plicitly approved of affirmative action programs, like that at HarvardUniversity, which 
included ethnicity as one factor in admission (i.e., accepting lower test scores from mi-
nority applicants) without establishing an explicit quota. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 12-7 

 Figure 12-7 presents the dilemma facing medical schools, whose admissions are 
artificially restricted by a powerful labor cartel, in this case, the American Medical Asso-

                                                 
27 Justice Powell’s written majority decision in University of California Regents v. Bakke, Microsoft® En-
carta® Reference Library 2003. © 1993–2002 Microsoft Corporation. All rights reserved. 
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ciation.28  The demand curve shows the demand for physician’s services; it is negatively 
sloped because, the higher the wage rate, the fewer physician visits patients will make.  
The demand curve is relatively steep (price inelastic) because physicians often provide 
life-and-death services, and, more importantly, most medical bills are paid for by private 
insurance (with a nominal copay), or by government programs like Medicaid (for the 
poor) or Medicare (for seniors).  The supply of physicians is positively sloped because 
medicine is a stressful occupation, and because the required four years of college, four 
years of medical school, plus another four or more years of internship and residence be-
fore doctors can earn substantial income (and start paying off those student loans) is ex-
pensive.  Nevertheless, judging by the ratio of medical school applicants to admissions, 
the restriction on medical school admissions creates a labor surplus.29  Overall, there are 
Ls individuals who apply to medical schools, but only L* slots available.  The conse-
quence of restricting the number of slots in medical school is that the wage rate for physi-
cians is W* instead of Wc, the competitive-market clearing wage.  But the university is 
left with a rationing problem.  The AMA prefers a balance of two conflicting goals: keep-
ing AMA members happy, by guaranteeing that their sons and nephews are admitted, and 
keeping society happy by restricting admission to the most qualified. 

 You should recognize the model of a labor cartel operating in an erstwhile com-
petitive labor market.  If admission to medical school was completely left to competitive 
markets, Lc applicants would be admitted (after some screening for minimum qualifica-
tions), and physicians would earn a market-clearing wage rate of Wc.  That was essential-
ly the status quo at the end of the nineteenth century, when most physicians received their 
training through apprenticeships.  When the American Medical Association gained con-
trol of physician certification,30 the number of physicians (as measured by their percent of 
the population) fell from Lc to L*, resulting in a substantial increase in the wage rate from 
Wc to W*.  But the higher-than-competitive wage rate for physicians means that medical 
schools must ration L* slots to Ls applicants.  In Chapter 9, we reviewed three alternative 
rationing schemes.  If universities wished to clear the market, they could set tuition so 
high that only L* students applied.  Note that Wr is the reservation wage for the L*th ap-
plicant.  A tuition level that confiscated W* – Wr would eliminate the surplus of appli-
cants and make medical schools more profitable for universities than NCAA football or 
basketball.  In fact, those with the lowest reservation wages would likely be women and 
minorities, so medical schools would simultaneously increase their tuition coffers and 
remove the circumstantial evidence of racial and gender discrimination. 

 Obviously, charging market-clearing tuition was not the screening technique that 
UC-Davis or most other medical schools adopted.  Typically, elite universities set their 
tuition to raise sufficient revenue from rich, qualified applicants31 in order to offer schol-

                                                 
28 One urban legend that I heard as a student at SyracuseUniversity in the 1970s, told of a threatened disac-
creditation of the Johns Hopkins medical school that had proposed a night program, using medical school 
faculty serving with the Department of Health, Education, and Welfare. 
29 More relevant empirical evidence of an artificial shortage of medical-school slots is the fact that while 
American colleges and universities export education, particularly post-graduate education, in virtually eve-
ry field, a significant portion of physicians in the USA were trained in other countries. 
30 The fox assumed control of the henhouse! 
31 When professors at private liberal arts colleges explain the performance of their academically challenged 
students, the label they use is “full-pay” students. 
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arships to overqualified poor applicants, who otherwise could not attend that university 
and make life at the university more pleasant for elite faculty members.  So, the affirma-
tive action program adopted by UC-Davis did not eliminate discrimination, it merely 
shifted the discrimination away from minority and female applicants to academically av-
erage white male applicants without connections. 

 So, as a remedy against the charge of discrimination in a competitive market, af-
firmative action works to identify minority candidates, and, eventually, transform the 
demographic profile of an occupation to more closely match that of the relevant popula-
tion.  However, when applied to an imperfectly competitive labor market, like medicine, 
affirmative action does not eliminate discrimination; it merely changes who the victim is.  
Affirmative action has become another wedge issue the Republican and Democratic Par-
ties use to divide the country. 

 In 1989, after several successful conservative Supreme Court appointments, in-
cluding the elevation of William Rehnquist to Chief Justice, the Court reversed the 
Griggs decision.  In Wards Cove Packing Company v. Antonio, Native Americans sued 
because they were underrepresented among managers in other white-collar positions and 
overrepresented in laborer positions (pulling guts out of salmon along a conveyor belt): 

 The Supreme Court’s ruling in Wards Cove Packing Company v. 
Antonio (1989) revised the standards established by the 1971 Griggs deci-
sion. The Wards Cove decision required that employees filing discrimina-
tion lawsuits demonstrate that specific hiring practices had led to racial 
disparities in the workplace. Even if this could be shown, these hiring 
practices would still be legal if they served “legitimate employment goals 
of the employer.”32  

After Wards Cove, employees had to prove that employers intended to discriminate; they 
must present a written record where employers explicitly state that they did not hire an 
applicant because of race, gender, age, or nationality.  Now most discrimination suits are 
dismissed for lack of proof; those that pass the hurdle of correlating the underrepresenta-
tion of specific groups to the firm’s hiring practices still must answer the question of why 
they know the employment goals of the firm better than the employer does.  It follows 
that employers have less of an incentive to maintain affirmative action policies.33  How-
ever, the burden of proof was shifted back to employers in the Civil Rights Act of 1991. 

 
  

                                                 
32Microsoft® Encarta® Reference Library 2003. © 1993–2002 Microsoft Corporation. All rights reserved. 
33 Much of the material for this chapter comes from a website, Diversity Inc., sponsored by such prominent 
companies as Starbucks, Marriott, Ford, and Mercedes Benz.  The stated mission of Diversity Inc. is to 
assist human resource corporate officers and small business employers appreciate and further the diversity 
within American business.  Is it possible that the Republican Party has not kept pace with its key constitu-
ency?  Check out http://www.diversityinc.com 
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Did the Americans with Disabilities Act Work?34 

 In 1990, during the first Bush administration, Congress passed the Americans 
with Disabilities Act. The ADA took effect two years later in mid-1992. The ADA has 
two major provisions. First, owners of public buildings are required to make those facili-
ties accessible to the disabled, by adding ramps, modifying restrooms, and so forth. Se-
cond, employers had to make reasonable accommodation to hire and retain the disabled.  
This second effect is more relevant to our purposes; if employers are required to accom-
modate the disabled, we should see a significant decrease in the poverty rate among disa-
bled individuals. 

 The Americans with Disabilities Act is a noble but flawed experiment.  Like min-
imum wage laws and rent controls, the ADA is an attempt to be altruistic with other peo-
ple’s money, causing a market distortion and economic inefficiency.  Just as minimum 
wage laws say “We want to help unskilled workers, but we want employers to bear the 
cost,” the Americans with Disabilities Act says the same thing about disabled individuals.  
If a worker became injured and was able to continue with his same employer, that worker 
is generally better off, because the employer is familiar with the worker.  However, if an 
individual is congenitally disabled, or can no longer continue in his or her pre-injury oc-
cupation, ADA has the perverse effect of reducing the individual’s employment pro-
spects.  In hiring a new employee, an employer values the option to dismiss the employee 
if he or she fails to perform adequately.  That is why many states, including Nevada, have 
employment at will laws that give the employer the right to terminate a worker for any 
cause.  Many employers waive their right to terminate without cause after the worker has 
proved himself or herself after some probationary period.  Nevertheless, the employer 
prefers to have the option to terminate workers if their performance differs from their 
promise. 

 The problem with the ADA is that the act prohibits discrimination against the dis-
abled, by requiring employers to make only reasonable accommodations to change the 
worksite to one more conducive to work by the disabled.  Ambiguity about what consti-
tutes a reasonable accommodation has led to a spate of litigation, culminating in the U.S. 
Supreme Court’s relatively narrow enforcement of the ADA.  Before ADA, a disabled 
job seeker would have to battle employer prejudice and the possible resentment of fellow 
workers who might have believed that disabled workers would not pull their own weight.  
Indeed, to the extent that ADA has provided employers and fellow employees with the 
opportunity to get to know disabled colleagues, the law may have had a useful public re-
lations role to play.  Indeed, workers whose aptitude and honesty are known to an em-
ployer tend to benefit from ADA, in that the law makes it difficult for an employer to fire 
disabled workers.  However, if the worker cannot perform his or her pre-injury job, she 
must re-enter the labor force in a condition of asymmetric information—the job-seeker 
knows more about her ability to perform than the potential employer does, but the job-
seeker is inclined to overstate that ability.  Indeed, people sometimes fool themselves 
about how much they can accomplish until they have actually tried to do the job.  If the 
employer has the option to fire, she may take a chance on a disabled employee, since the 
                                                 
34 This section is based on “The Impact of the Americans with Disabilities Act on Labor Market Outcomes: 
Lessons for Forensic Economists,” National Association of Forensic Economics Session, Southern Eco-
nomics Association Meetings, San Antonio, Texas, November 22, 2003. 
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cost of that person’s inability to perform can be mitigated by dismissal.  It follows that an 
employer will try to find an excuse, other than disability, for not hiring a disabled job-
seeker.  Of course, the job-seeker has the right to sue under ADA.  However, as we will 
see in the next chapter, the party that bears the burden of proof in a discrimination case 
generally loses. 

Table 12-1 presents the annual data for the subset of 279,010 respondents to the 
March CPS who answered “Yes” to the disability question between 1988 and 2010.  The 
first column shows the year of the survey, and the second is the disability rate for all in-
dividuals each year.  The growth rate at the bottom of the page indicates the average an-
nual percent change in that variable. The coefficient of determination is the proportion of 
the variance in that variable attributed to the time trend. The significance is the statistical 
probability that the average does not change over time.  Hence, for all individuals re-
sponding to the CPS, the disability rate tended to increase at a rate of 0.4 percent per 
year, but there is an 84.49-percent chance that the true rate is really zero, and the meas-
ured trend is an artifact of random sampling.  Many economists would predict that, if the 
ADA reduces the “price” of disability, more people would “choose” to be disabled.35  
The decline in the disability rate confounds that expectation. 

 
                                                 
35 The disability variable is a self-reported variable, and has been criticized for this reason.  Furthermore, 
the probability that one reports being disabled is a decreasing function of education, and is lower for those 
with responsibilities (e.g., mothers and fathers), than for unmarried, childless adults.   

Disability Poverty Participation Employment

YEAR Rate1 Rate2 Rate2 Rate3 Able-Bodied Disabled3 Able-Bodied Disabled3 Able Bodied Disabled2

1988 9.08% 23.06% 21.75% 87.63% $36,710 $21,950 $17.68 $13.64 $32,299 $18,692
1989 9.13% 22.75% 21.66% 88.48% $36,602 $21,002 $17.52 $13.53 $32,499 $18,312
1990 9.10% 22.82% 22.11% 87.98% $37,112 $21,748 $17.71 $13.98 $33,100 $18,946
1991 9.14% 24.72% 21.12% 85.72% $35,922 $20,790 $17.28 $12.97 $32,140 $18,400
1992 9.18% 24.59% 22.03% 84.23% $35,089 $21,292 $17.09 $14.12 $31,416 $18,250
1993 9.55% 24.85% 21.76% 85.14% $35,368 $19,530 $17.26 $12.79 $31,453 $17,655
1994 10.63% 25.17% 19.24% 85.47% $35,332 $19,586 $17.33 $13.02 $31,858 $17,562
1995 10.55% 24.53% 18.48% 87.02% $36,219 $20,408 $17.67 $14.84 $32,566 $17,810
1996 10.58% 23.06% 18.63% 88.32% $38,490 $22,522 $18.64 $16.49 $34,353 $18,564
1997 10.44% 23.69% 19.40% 88.70% $38,979 $21,244 $18.92 $15.03 $35,007 $18,086
1998 9.75% 24.10% 18.70% 88.21% $40,071 $20,751 $18.85 $13.80 $36,315 $18,378
1999 9.57% 24.30% 18.03% 89.18% $41,315 $23,012 $19.64 $14.26 $37,346 $18,885
2000 9.65% 22.42% 18.81% 91.17% $40,860 $23,105 $19.42 $15.36 $37,242 $19,561
2001 8.93% 23.71% 18.82% 89.20% $43,690 $23,884 $20.54 $15.13 $39,403 $19,089
2002 8.88% 24.26% 18.08% 86.03% $43,986 $23,992 $20.99 $16.42 $39,208 $18,539
2003 8.74% 25.13% 17.51% 83.96% $43,698 $21,950 $21.17 $16.11 $38,424 $17,974
2004 9.00% 24.89% 17.99% 86.06% $43,749 $22,830 $21.20 $16.41 $38,532 $17,795
2005 9.06% 24.97% 17.18% 85.60% $43,508 $22,593 $20.98 $16.46 $38,486 $17,993
2006 9.25% 24.86% 17.06% 86.36% $44,082 $22,549 $20.89 $15.70 $39,028 $18,225
2007 8.64% 24.44% 16.90% 87.92% $44,753 $22,993 $21.23 $15.42 $39,642 $18,391
2008 8.57% 25.05% 16.46% 86.76% $44,265 $21,183 $21.22 $15.69 $39,283 $18,219
2009 9.04% 25.01% 16.27% 81.68% $43,353 $20,358 $21.11 $15.21 $38,252 $17,503
2010 8.96% 25.16% 15.84% 80.71% $42,156 $20,844 $21.55 $14.83 $37,400 $17,776

1988-2006 9.28% 24.32% 18.68% 86.48% $40,773 $21,759 $19.65 $14.85 $36,256 $18,258

Grow th Rate -0.39% 0.29% -1.44% -0.15% 1.18% 0.25% 1.21% 0.83% 1.14% -0.10%

Coefficient of Determination 16.32% 27.71% 90.18% 13.66% 79.59% 8.62% 88.46% 47.76% 78.35% 5.54%

Significance 5.59% 0.99% 4.69E-12 8.26% 1.08E-08 17.39% 2.58E-11 0.03% 2.01E-08 27.98%

Table 12‐1

Economic Indicators for the Disabled

Labor Earnings in 2009$'s Total Income in 2009$'sReal Wage Rate3
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In 1988, three years before Congress passed and President Bush signed the ADA, 
the poverty rate among the disabled hovered just above 23 percent.  In 1992, the year 
ADA took effect, the poverty rate for the disabled increased to 24.53 percent. The pov-
erty rate for the disabled peaked in 1995 at 25.27 percent.  The trend in the poverty rate 
for the disabled was significantly positive. 

 There has been a significant decline in the labor-force participation rate among 
the disabled.  Overall, the willingness of the disabled to hold or seek a job declined by 
over 2 percent per year (from 21.73 percent in 1988 to 15.83 percent in 2010), with a 
trend that is highly significant.  There is no significant trend in the employment rate 
among the disabled who do participate in the labor force; in 2010 the disabled suffered a 
lower employment rate, as was the case with able-bodied workers. Average inflation-
adjusted labor income received by able-bodied workers grew by 1.18 percent. For disa-
bled workers, inflation-adjusted labor income was essentially stagnant. The real wage 
rate received by the disabled increased by 0.83% per year, compared to 1.21% for able-
bodied workers.  The most telling statistic is the level and trend in personal income – 
both labor and non-labor income.  While personal income, adjusted for inflation, grew by 
1.14% for able-bodied people, the income of the disabled was stagnant.  The Americans 
with Disabilities Act provided little help to three-quarters of the disabled who could not 
or would not participate in the labor force.   

Trend in Earnings Differences Attributed to Disability 

 Analyzing the trend in earnings differences attributed to disability is informative.  
Figure 12-8 presents what now should be familiar trend lines.  The blue line is the aver-
age earnings difference between disabled workers and able-bodied workers.  This line 
shows that the average earnings difference attributed to disability increases (in absolute 
value) by 0.2% per year.  Obviously, earnings differences are not necessarily reflections 
of discrimination if the disabled work fewer hours or have less education36 than able-
bodied workers do.  The red line adjusts the earnings differences between disabled and 
able-bodied workers for hours worked, age, and education, which reduces the apparent 
discrimination by 2/3.  Finally, the green line adjusts earnings differences between disa-
bled and able-bodied workers for occupational choice, which drops the apparent discrim-
ination by another 10%.  The green line shows that the disabled tend to work in occupa-
tions which pay less – to both disabled and able-bodied workers – than do those occupa-
tions in which the disabled do not work. 

                                                 
36 Since a physical impairment is more disabling for occupations that require physical effort than those that 
require mental effort, the probability that a person reports an occupational disability decreases as the years 
of schooling completed increases.  
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Conclusion 

 The United States has had a long, shameful history of de juro discrimination 
against African Americans, Native Americans, Asians, Hispanics, and women of all eth-
nicities.  From a Constitution that did not count Native Americans, and treated black 
slaves as three-fifths of a person, the nation limped along until the Civil War finally unit-
ed the country as an unbreakable union of Free states.  But the nation was reconstructed 
under the separate-but-equal banner of Plessy v. Ferguson, until Brown v. Board of Edu-
cation proclaimed that separate but equal was an oxymoron.  The Civil Rights Act of 
1964 and the Voting Rights Act of 1965 wiped away the formal discrimination of Jim 
Crow laws in the South, although housing segregation, and segregated education, both 
forms of de facto discrimination, persist to this day. 

 The national consensus favoring equal rights eroded in the 1980s, first with the 
rejection of the Equal Rights Amendment for women, and then with Republican Ronald 
Reagan’s embracing the white backlash and giving the country a kinder, gentler form of 
racism.  Today, affirmative action, reproductive rights, and civil rights for gays and lesbi-
ans are wedge issues, splitting the country along fundamentalist versus libertarian lines. 

 From an economic perspective, discrimination is economically inefficient because 
discriminating firms incur higher production costs than non-discriminating firms would.  
Jim Crow Laws are cartel protections for discriminators, and the implementation of the 
Civil Rights Act was sufficient to set competitive markets back on the path to economic 
efficiency.  However, economic efficiency does not lead employers to hire minority 
workers if they would have to pay higher wages to other workers with tastes for discrimi-

‐70%

‐60%

‐50%

‐40%

‐30%

‐20%

‐10%

0%
1
9
8
8

1
9
8
9

1
9
9
0

1
9
9
1

1
9
9
2

1
9
9
3

1
9
9
4

1
9
9
5

1
9
9
6

1
9
9
7

1
9
9
8

1
9
9
9

2
0
0
0

2
0
0
1

2
0
0
2

2
0
0
3

2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

Figure 12‐8: Trends in Earnings Differences 
Due to Disability

Total Difference Adjusted for Education and Hours Adjusted for Education



Chapter 12 The Economics of Discrimination 

By Professor Tom Carroll  Page 256 

nation.  Nor do employers hire minority employers if consumers with a taste for discrim-
ination would shun the firm.  By giving victims of discrimination the right to sue firms 
that practice employment discrimination or charge higher prices or refuse to deal with 
minorities for damages, civil rights legislation deterred discrimination even when firms 
themselves were otherwise following profit-maximizing strategies.  When the Supreme 
Court placed the burden of proof on employers in employment discrimination cases, 
many firms and governments adopted affirmative action strategies to (1) assure that their 
employees’ demographic characteristics matched those of the general population, or (2) 
failing equal employment outcomes, document equal employment opportunity by taking 
proactive steps to identify and nurture qualified minority applicants. 

 When the inaugural class at the University of California, Davis medical school 
contained few minority members, the school adopted an affirmative action policy that set 
aside a number of slots for minority applicants.  When Allan Bakke sued the medical 
school for reverse discrimination, the Court ruled that explicit quotas, like that adopted 
by UC-Davis, were violations of the Fourteenth Amendment’s equal protection clause in 
that they denied due process to white-males, like Allan Bakke.  In reaffirming affirmative 
action programs that do not involve strict quotas, the Court unknowingly bowed to eco-
nomic reality.  When markets, like that for physicians, are not competitive, some form of 
discrimination will always exist.  Society’s tolerance for pockets of monopoly means that 
affirmative action has become another wedge issue splitting the country. 

 Economists use statistical analysis to explain away earnings differences, with the 
residual, or unexplained wage gap potentially attributed to employer discrimination.  We 
found that the wage gap between blacks and non-blacks decreased rapidly between 1964 
and 1976, and then declined very slowly.  Today, the major reasons why blacks are paid 
less than others (mostly whites) is attributed to (1) human capital differences, (2) amount 
of time worked (perhaps reflecting higher unemployment rates), and (3) occupational dis-
advantages.  There is little evidence that blacks earn less because of their participation 
decision. 

 The explanation of the pay gap between women and men is very different from 
the explanation of pay gaps due to race.  First, there is virtually no difference between the 
human capital investments by men and women.  Women still work fewer hours per week, 
and fewer weeks per year, than men do.  There does not seem to be much of a difference 
between the occupational distribution of jobs between men and women.  Indeed, the 
strongest explanation of the pay gap between men and women reflects the labor-force 
participation decision by women who often exit the labor force in what would be their 
peak earning years. 

 The one anti-discrimination program that has been at best a modest success has 
been the employment discrimination section of the Americans with Disabilities Act.  The 
requirement that employers accommodate the impairment of their workers increased the 
demand for disabled workers, but the adverse selection problem has not helped the em-
ployability of the disabled.  Because of access to Social Security disability payments, the 
participation rate among the disabled actually declined after the implementation of the 
ADA.  Wage decomposition implies that the wage rate paid to the disabled was never 
lower than the average wage predicted by wage equations.  This is because the disabled 
who tend to participate in the labor force are those with the most valuable characteristics. 
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Summary 

1. Unlike economic inequality and poverty, which are outcomes of factor markets, dis-
crimination is a process, which makes discrimination difficult to measure. 

2. Gary S. Becker was the first economist of note to analyze discrimination.  According 
to Becker, whites who discriminate act as if the psychic cost of trading with blacks 
exceeds the money price. 

3. The United States has had a long, unfortunate history of de facto discrimination, be-
ginning with slavery, continuing through Reconstruction, the genocide against Native 
Americans, and the shameful internment of Japanese Americans during World War 
II. 

4. The Supreme Court’s historic decision in Brown v. Board of Education in 1954 over-
turned the judicial approval of separate-but-equal treatment of blacks, codified in Jim 
Crow laws, which protected discriminating firms from competition with more effi-
cient non-discriminating businesses. 

5. With the Civil Rights Act of 1964 and the Voting Rights Act of 1965, Congress inval-
idated Jim Crow Laws.  In Griggs v. Duke Power, the Supreme Court placed the bur-
den of proof on employers in employment discrimination cases.  Many firms adopted 
affirmative action strategy to document their anti-discrimination employment poli-
cies. 

6. Allan Bakke successfully sued the University of California-Davis medical school for 
admission, arguing that quota programs that set aside positions for minority appli-
cants violate the Fourteenth Amendment’s guarantees of due process. 

7. In 1989, in the Wards Cove Cannery case, the Supreme Court overturned Griggs, ar-
guing that employees must prove that employers intended to discriminate.  This deci-
sion reduced popular support for affirmative action. 

8. The 1991 Civil Rights Act reversed the decision of Wards Cove, allowing plaintiffs to 
use statistical evidence to prove adverse treatment in hiring decisions.  However, by 
allowing for compensatory and punitive damages, the 1991 Civil Rights Act shifted 
focus to discriminatory termination decisions.  Some economists have argued that the 
1991 Civil Rights Act had the perverse effect of discouraging employers from hiring 
marginal female and minority employees. 

9. Because firms with a taste for discrimination are less profitable than non-
discriminating firms would be, the market will tend to eliminate discriminating firms, 
unless those firms are protected by anti-competitive institutions like Jim Crow laws or 
the Ku Klux Klan. 

10. When labor markets are not competitive, job discrimination is a natural consequence 
of employee cartels rationing a shortage of jobs, and wage discrimination as a natural 
consequence of employer monopsony. 

11. Evidence indicates that Southern white wage rates increased relative to white wage 
rates in the rest of the country, validating Becker’s prediction that discrimination 
hurts both the perpetrator and the victim of discrimination in competitive markets. 
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12. Because discrimination is a process that is difficult to document, in a civil suit in 
which the plaintiff alleges discrimination and the defendant responds to that charge, 
the party that bears the burden of proof tends to lose.   

13. The Americans with Disabilities Act imposed an obligation on employers to hire the 
disabled.  The act has had little impact on the wage rates earned by the disabled, ap-
parently because the working-disabled already possessed better than average endow-
ments.  Although ADA made it easier for the newly disabled to keep their pre-
disability job, the act created an adverse selection problem for the disabled who had 
to change employers, since ADA compromised the employers’ options to terminate 
unproductive employees.  

Glossary 

Taste for discrimination: Behaving as if the psychic cost of dealing with a black ex-
ceeds the monetary cost. 

De juro: Something that is true by force of law; the Thirteenth Amendment gave legal 
support to Lincoln’s emancipation proclamation. 

De facto:Something that is true in fact, without regard to legal status.  Jim Crow laws 
caused de juro segregation; northern housing patterns created de facto discrimina-
tion. 

Discrimination coefficient:Factor d in the following equation, wb(1+db), which gives the 
psychic cost of a white dealing with a black. 

Racial prejudice:Having an erroneous idea about the characteristics of people against 
which one has a taste for discrimination; typically racial prejudice is resistant to 
evidence to the contrary. 

Market discrimination coefficient:The equilibrium discrimination coefficient that 
equates the equilibrium wage rates for blacks and whites: wb(1+D) = ww. 

Jim Crow laws:Laws named for a minstrel character that mandated segregation and ra-
cial discrimination in the pre-civil rights era south. 

Grandfather clause: A stipulation in law or contract that a person could not enjoy cer-
tain privileges if his/her grandfather had been a slave.  This clause was a shame-
ful, but legal, legal maneuver around the Fifteenth Amendment’s prohibition of 
denial of voting rights based on “previous condition of servitude.” 

Employer discrimination: When an employer uses his/her taste for discrimination, hir-
ing less-qualified white or male workers over more qualified minority or female 
job applicants. 

Employee discrimination:When an employee demands a higher wage to work with fel-
low workers or supervisors against whom he has a taste for discrimination.  Em-
ployee discrimination leads to labor market segregation. 

Consumer discrimination:When consumers will pay a higher price to avoid dealing 
with a minority employee of a firm.  Consumer discrimination leads employers to 
fail to hire minority applicants, even if the employer does not have a taste for dis-
crimination. 
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Psychic cost:A factor, like a taste for discrimination, which causes people to act as if 
market prices are higher than they in fact are. 

Stereotyping:A form of racial prejudice in which all members of a demographic group 
are assumed to have the real or imagined characteristics of individuals in that 
group. 

Abortion on demand:The policy preferred by radical feminists where the state has no 
say in abortion, even after the fetus becomes viable. 

Civil rights:Access to the rights of citizenship: the right to vote, to sue in court, to serve 
on juries, and to compete in markets. 

Civil suit:A court case in which the plaintiff accuses the defendant of a careless or inten-
tional action that inflicts harm.  Civil suits are based on juries deciding for the 
party favored by the preponderance of the evidence, compared to criminal cases, 
where the prosecution must prove guilt beyond a reasonable doubt. 

Plaintiff:The party, like a person alleging employment discrimination, who brings the 
suit and demands restitution from the defendant. 

Defendant:The party alleged to have harmed the plaintiff, who can choose to settle the 
dispute out of court, or litigate the case, asking a judge or jury to decide. 

Circumstantial evidence: Evidence consistent with the alleged action by the defendant; 
for instance, a significantly lower proportion of black employees than their num-
ber in the population of qualified applicants is circumstantial evidence of discrim-
ination. 

Burden of proof: In a discrimination suit, the plaintiff bears the burden of proof if he 
must demonstrate that the employer intended to discriminate when the plaintiff 
was not hired, not promoted, terminated, or paid less than another employee who 
is equally productive.  If the employer bears the burden of proof, he must show 
that the lack of employees from protected demographic group is not due to inten-
tional discrimination.  From 1969 to 1989, the employer bore the burden of proof; 
after 1989, employees have borne the burden of proof. 

Compensatory damages: Measurable economic damages, such as lost pay and attor-
ney’s costs. 

Punitive damages:Monetary awards to the plaintiff designed to punish the defendant be-
yond compensatory damages. While deterring undesirable behavior by defend-
ants, punitive damages may encourage excessive or frivolous lawsuits by plain-
tiffs and plaintiffs’ attorneys. 

Affirmative action:The employment or recruiting strategy that proactively seeks to iden-
tify and hire (admit) minority or female applicants, with the goal of making the 
firm’s labor force or the school’s student body consistent with the demographic 
characteristics of the population. 

 

 


