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1. INTRODUCTION
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2. ASSESSING HOW MUCH RACIAL 
DISCRIMINATION EXISTS IN THE LABOR 

MARKET
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2.1. Basic Setup
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Here the binary variable Bi indicates the 
person’s race and equals 1 if he is black. The
parameter d answers the ceteris paribus 
question of how, given the statistical model, an
individual’s wages would be different if he 
were black instead of white but otherwise
remained exactly the same.
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a regression performed on Equation 1 for a 
sample of blacks and whites will produce
a biased estimate of d unless race is 
independent of the unobservables e, 
conditional on the
observables X, or
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The implication of the requirement of the race 
variable’s conditional independence is
that, in general, estimates of discrimination 
based on comparisons using observational 
data will be biased unless all determinants of 
the outcome that remain unobserved after 
conditioning
on observable controls are on average equal 
for blacks and whites, or
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2.2. The Taxonomical Challenge
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2.3. Limitations of Experimental Estimates
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• Applications of this method relax the assumption in Equation 1 that 

the coefficient 𝛽 on the control vector X is constant across races 

and assume instead that the labor market outcome received by a 

person of a given race 𝛽𝑖 may be represented by a race-specific 

regression
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2.4. Limitations of Regression-Based 
(or Selection on Observables) 

Methods of Measuring Discrimination
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2.5. Is There Consensus About 
Existing Discrimination?
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3. TESTING MODELS OF DISCRIMINATION
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3.1. The Two Main Types of Discrimination Models
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• Assuming blacks and whites to be perfect substitutes in production, an 

employer with prejudice 𝑑𝑗 ≥ 0 chooses black and white labor (𝐿𝑏 and 𝐿𝑎) 

to maximize
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3.2. Statistical Discrimination Models
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• Firms know the distribution of true skill by race; in particular, suppose that for persons 

of race 𝑥 = {𝑎, 𝑏} it is known that
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3.3. Testing Between Two Types of Theories
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4. FINAL THOUGHTS


