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Executive Summary

The economic status of black men in the United
States has shown substantial long-run improvement.
Between 1940 and 1980, the real earnings of black
men increased 340 percent versus 164 percent for
white men. As a result the earnings gap between
black men and white men was reduced by close to
half.

Although this impressive gain is cause for opti-
mism, the fact remains that black men siill do not
earn as much as white men. Moreover, although the
relative earnings of blacks have increased considera-
bly, their relative employment has declined. In the
light of a 350-year history of racial discrimination,
officially sanctioned in many places until less than 25
years ago, the persistence of racial differences in
economic status is a natural source of concern. It
underscores the importance of monitoring and stu-
dying the position of blacks in America.

This report constitutes a major attempt to identify
and analyze the causes of black-white differences in
male earnings and employment. It is the first in a
series of studies on the economic status of different
ethnic and racial minorities and women. The idea for
this large-scale project was initially developed by
Commissioner John H. Bunzel. As an analysis of
discrimination in the workplace, the project fulfills
the mandate of the United States Commission on
Civil Rights to present reports to the President,
Congress, and the Nation on discrimination on the
basis of race, color, sex, age, religion, handicap, or
national origin.

The problems facing the black community are
complex. This report examines black-white differ-
ences in labor market status among adult men, while

planned reports will deal with black-white differ-
ences among women and youth.

The study focuses on the years 1940 to 1980, a
period spanning roughly the 20 years before and 20
years since the Civil Rights Act of 1964 created
legal sanctions against racial discrimination in em-
ployment. An important new source of data—micro-
data files from the 1940 through 1980 decennial
Censuses of Population—is utilized to derive many
of the measures used in the analysis. The principal
advantages of these data files are that they provide
large samples and define variables consistently over
time.

Trends in Earnings

Between 1940 and 1980, the gap in earnings
between black men and white men was substantially
reduced, although the pattern of change differed
from decade to decade. The earnings gap narrowed
most rapidly during the 1940s. It remained largely
unchanged during the 1950s but then continued to
narrow again during the economic boom of the
1960s and even during the weaker macroeconomic
climate of the 1970s. The uneven growth in relative
earnings during the 1940s and 1950s may reflect the
economic consequences of World War 1. Propor-
tionately more white than black men served in the
war, and as a result, the earnings of white men may
have been depressed during the readjustment period
after the war, only to rebound in the 1950s. The
relative earnings of blacks did not slip back during
the 1950s, evidence that the gains made by blacks
during the 1940s were not merely a wartime bubble,
but represented genuine progress.



The decades in which black-white earnings differ-
ences have narrowed most sharply are not always
those in which the earnings of blacks, taken alone,
have grown the fastest. For instance, the real
earnings of black men grew rapidly during the 1950s
(at a rate of 3.4 percent a year), but this increase did
not exceed that enjoyed by whites, for whom the
1950s were the best decade of the 1940-1980 period.
Conversely, racial differences in earnings continued
to narrow during the 1970s, even though the real
earnings of black men increased by less than 2
percent a year because of a sluggish economy.
{(Among younger black men in the 1970s, the rate of
increase was only 0.6 percent annually; white male
earnings fell) Only during the 1940s and 1960s,
decades of strong economic growth, did blacks
experience both relative and absolute gains in earn-
ings. Still, racial differences in earnings have nar-
rowed considerably, and the process has been
underway since at least 1940.

The report also examines racial differences and
trends in earnings inequality. With the exception of
1940, the analysis reveals that earnings inequality is
greater among blacks than among whites. Unlike the
trend in average earnings, there does not appear to
be any tendency for racial convergence in earnings
inequality.

The relatively high unemployment of black tmen
and the greater sensitivity of their employment to
the business cycle explain some of the difference in
earnings inequality between blacks and whites as
well as the detailed pattern of this difference from
decade to decade.

Trends in Labor Force Participation and
Unemployment

Although black men have made substantial gains
in relative earnings, their relative employment has
declined as a consequence of both a decline in labor
force participation and a rise in unemployment
relative to whites,

Between 1940 and 1980, the labor force participa-
tion of men declined. The decline was particularly
large among older men and men with less than 12
years of schooling, and it accelerated after 1960.
Black male participation fell considerably more than
that of whites, even when schooling and age are
held constant. For example, between 1960 and 1980,
the decline in labor force participation rates among
men aged 45-54 with 0-11 years of school was about
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12 percentage points for blacks and & percentage
points for whites.

Much of the decline in the labor force participa-
tion of both black and white men aged 45-64 is
attributed to the liberalization and rising benefit
levels of Federal disability programs (supplemented
by food stamps and other benefits). This hypothesis
is supported by a variety of evidence and outside
research. For instance, during the 1960s and 1970s,
there was a surge in the number of men who
reported not working during the year because of a
disability. This increase coincided with the greatest
expansion of disability programs and cannot be
attributed to a worsening in men’s health. Unem-
ployment, on the other hand, was found to have
played only a minor role in the downward trend in
labor force participation. This role was largely
cyclical, as fluctuations in unemployment were
echoed by small fluctuations in the number of
discouraged workers and, hence, in the size of the
labor force.

The disproportionate decline in labor force partic-
ipation among older black men can be traced to their
greater incidence of disability and lower incomes,
and to the fact that Federal disability benefits and
other transfers are relatively more generous at lower
income levels.

The decline in labor force participation among
younger black men (25-34) was not so great as at
older ages, and it is less readily explained. Increased
involvement in crime and imprisonment and a
decline in marriage possibly underlie the decline in
work attachment, but there may be complex interac-
tions among these factors, each of which may cause
and be affected by the others.

In addition to differences in labor force participa-
tton, a significant racial differential in unemployment
has persisted over the decades, even within school-
ing and regional categories. The differential in
unemployment has always been much larger in the
North than in the South. This was especially true in
the period 1940-1960, despite the greater levels of
discrimination against blacks in the South. One
explanation for the relatively low black unemploy-
ment rate in the South was the relative absence of
unionization or other pressures to equalize pay. As a
result, discrimination in the South may have been
reflected in lower pay, rather than in diminished
employment opportunities. The widening of the
black-white gap in unemployment over the 1940-
1980 period remains puzzling, however, in light of



the narrowing of racial differences in schooling and
occupation.

The relative decline in employment of black
males, in addition to being a matter of concern in
itself, may produce an upward bias in the growth of
relative black earnings. If those who leave the work
force have relatively low earnings, their departure
will cause an artificial increase in the earnings of the
remaining work force. Because black employment
has declined significantly more than white, the
‘growth in black male earnings is potentially over-
stated to a greater degree than would be the case for
whites. This relative overstatement in earnings
growth would cause an illusory narrowing of the
earnings gap. Empirical research suggests, however,
that this potential bias, under most plausible assump-
tions, would not account for a large share of the
growth in the relative earnings of black males.

Discrimination and Other Sources of the
Earnings Gap

One of the goals of this report is to provide
analysis that will help inform the national debate
over how best to aid minorities. Isolating the
underlying causes of racial differences in earnings
will enable government to formulate more effective
civil rights and social policies.

Discrimination is one potential source of earnings
differences between blacks and whites. Discrimina-
tory behavior in the current labor market by
employers, fellow workers, or consumers could lead
to lower earnings and occupational status for blacks.
Because of the influence of education and training
on earnings, however, the shadows of past discrimi-
nation must aiso be considered.

Discrimination against blacks in State and local
government expenditures on schooling is likely to
have affected racial differences in educational attain-
ment seen among workers today. Measures of skills
acquired in on-the-job training over the years can
also reflect employer discrimination in training
offered to blacks. Moreover, past discrimination in
the labor market may have reduced the incentive of
blacks to obtain training or education.

These distinctions are important. Remedies for the
effects of past discrimination (for example, improv-
ing school resources) are quite different from reme-
dies for current labor market discrimination (for
example, litigation under the Civil Rights Act).

A method of directly measuring labor market
discrimination has not yet been developed. Instead,

empirical studies of discrimination typically assess
the factors that appear to be related to skills or
productivity, and they then adjust the wage gap for
racial differences in these factors. If all racial
differences in productivity could be measured per-
fectly, then the amount of the wage gap left
unexplained after accounting for skills could be said
to reflect current discrimination in the labor market.

Because of the problems involved in measuring
productivity, definitive estimates of current labor
market discrimination cannot be obtained. But an
analysis of the major factors contributing to the
black-white wage gap can enlighten our understand-
ing of the sources of the gap and why it narrowed
over time. Such an analysis can also provide insight
into the possible role of market and governmental
discrimination.

The report examines at length several broad
factors that are believed to have important effects on
earnings and the wage gap: schooling, region of
residence, industrial sector, and marital status.

Education has traditionally been the key to eco-
nomic progress for groups starting out with disad-
vantages, and it has been particularly important to
blacks because of the extreme educational disadvan-
tages that they initially experienced. At emancipa-
tion, and for several decades thereafter, most blacks
lived in poor rural counties of the South where they
were allocated a disproportionately small share of
school resources. The men whose experiences are
documented in this study were born between 1876
and 1955. The circumstances of their southern roots
have been an important impediment to black eco-
nomic development.

Despite these initial handicaps, blacks have made
enormous gains in education, sharply narrowing the
gap with whites in years of school completed. The
measured increase in the relative schooling of blacks
may even be understated, both because the school-
ing of older black cohorts who attended ungraded
schools was likely overstated in the 1940 and 1950
censuses and because racial differences in the quality
of schooling likely narrowed.

Differences in region of residence and industrial
sector of employment have also affected the relative
productivity of blacks. Historically, an important
reason for low relative earnings among black males
has been the disproportionately large concentration
of the black population in the South, where wages
are relatively low. The migration of blacks from the
South to high-wage urban areas of the North
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between 1940 and 1970 contributed to the reduction
in the earnings gap during these years. Rapid
economic growth in the South relative to other
regions, however, has narrowed the North-South
earnings gap, especially among blacks. Consequent-
ly, southern location has had a diminishing effect on
the earnings gap.

Similarly, the relatively large concentration of
black workers in the low-paying agricultural sector
accounted for some of the black-white differential in
earnings in the past, especially prior to the 1960s,
The subsequent shift of blacks into the higher paying
government and nonagricultural sectors accounts
for some of the observed narrowing in earnings
differences. These trends, however, appear to have
run their course.

Accounting for Trends in the Earnings
Gap

Factors such as schooling, geographic region, and
type of employment probably have interactive and
overlapping effects on earnings. This study reports
on a multivariate analysis that was undertaken to
measure the joint effects of these factors on the
black-white earnings gap and on the trend in the gap
over the 1940-1980 period.

Trends in the Gap

Changes in educational attainment, region of
residence, and industry of employment have played
an important role in narrowing the earnings gap
between 1940 and 1980. For instance, between 1940
and 1980 the earnings of young blacks (ages 25-34)
grew 62 percent faster than the earnings of young
whites; of this relative gain, nearly 40 percent can be
attributed to a narrowing in racial differences in
characteristics. Nonetheless, this leaves more than
half of the convergence in earnings unexplained.

The growing similarity between the races in years
of schooling, region of residence, and industrial
sector does not account for much of the observed
narrowing in the racial gap in earnings and suggests
that other factors may supply the full explanation,
The leading candidates that potentially can help
account for the unexplained convergence in the
earnings gap are declining racial prejudice, govern-
mental civil rights policies, and unmeasured changes
in employment skills (for example, from improved
school quality). Overstatement of the earnings gain
due to differential patterns of labor force withdrawal
may also play a role. These factors are hard to
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quantify, although qualitative evidence and research
findings on their importance can be examined.

Effects of Civil Rights Policy

Federal civil rights programs and policies have
undoubtedly contributed to a reduction in discrimi-
natory behavior in the labor market. Studies review-
ed in this report suggest that civil rights policies
have contributed to the improvement in the relative
earnings of black men. Because of data limitations,
however, the studies do not provide conclusive
evidence about the magnitude of the effect of civil
rights policies generally, nor do they determine the
specific contribution of individual policies.

Studies based on time-series data have found an
upward trend in relative black earnings after 1964
that cannot be explained by the 1948-1963 earnings
trend or by changes in variables such as relative
black educational attainment. The time-series analy-
ses exclude many important variables, such as
changes in attitudes or changes in unmeasured skill
factors that may have contributed to the upward
trend in relative black earnings. Because they are
limited to the period after 1948 (when earnings data
first become available on an annual basis), these
studies exclude the 1940s when, according to this
report, the relative earnings of blacks increased
faster than in any other single decade between 1940
and 1980. The omission of the 1940s from these
analyses may result in an overestimate of the effect
of civil rights policies on earnings growth after 1964,
Given these limitations, it has not been established
how much civil rights policies have contributed to
the growth in relative black earnings.

In contrast to time series studies, which examine
civil rights programs as a whole, studies of the
Federal contract compliance program focus on a
specific program, in this case one that imposes
affirmative action requirements on firms with Feder-
al contracts. Although these studies find that the
program is associated with increased black employ-
ment in firms with Federal contracts, they do not
provide strong evidence that the program has
provided jobs for those who ordinarily would not
have one. That is, the program may have largely
resulted in the shifting of employed men from one
kind of firm to another. The fact that the relative
employment of blacks declined significantly during
the period under analysis raises the question whether
the contract compliance program has, on balance,
increased black employment.



In sum, research has not vet determined the
precise role of civil rights policies in improving the
labor market status of black men. Research in this
area is complicated by the many forces, both public
and private, that have operated to improve the
economic status of blacks. The same forces, such as
the civil rights movement, that led to the passage of
civil rights legislation, by themselves may have
broken down discriminatory barriers and influenced
public attitudes about race.

Moreover, it has not proven possible to identify
the specific contributions of the various civil rights
programs and policies. The Civil Rights Act of 1964
undoubtedly broke down barriers for many blacks,
and it also may have served as a catalyst in reducing
prejudice among employers and white coworkers.
The effects of Title VII litigation and the pressures
of the Federal contract compliance program may
also be important factors influencing the increase in
relative black earnings. Unfortunately, existing em-
pirical studies have not been able to disentangle the
effects of these different types of civil rights activi-
ties.

The Level of the Gap in 1980

The report’s analysis of the sources of the earnings
gap in 1980 indicates that racial differences in certain
relevant characteristics can account for 30 to 40
percent of the earnings gap, depending on the age
group examined. After adjusting for years of school,
region of residence, industrial sector, and marital
status, the weekly earnings of black workers aged
25-34 were 12.6 percent lower than those of white
workers; at ages 45-54, this unexplained residual was
22 percent.

The size of the earnings gap varies considerably
among detailed region-education groups and accord-
ing to the earnings measure used (hourly, weekly or
annual). For instance, the hourly earnings gap is
small among 25-34 year olds living outside the
South: 3.5 percent for college graduates, 9 percent
for high school graduates, and 5.4 percent for those
with 8-11 years of school. This differential is larger
when measured by weekly earnings (ranging from
8.6 to 14.5 percent) and even larger when measured
by annual earnings (from 11.7 to 20 percent). It is a
matter of judgment as to which is the best measure.

The various measures of the earnings gap in part
may reflect past and present discrimination in the
labor market and in part omissions of data on worker
characteristics that affect productivity. Achieve-

ment tests are often used to assess the marketable
knowledge and skills acquired in schools. The
evidence reviewed in the report showed large
differences in scores between blacks and whites with
the same nominal amount of schooling. These
differences have been attributed to differences in
family background (parents’ education and occupa-
tion, and family income) as well as to differences in
the quality of schools attended. Several studies have
attempted to measure the link between earnings and
the skills measured by test scores. Based on these
relations, at least a third of the remaining differential
in weekly earnings among 25-34 year olds may be
attributed to differences in knowledge and skills
learned in school. The fact that recent results show
that black-white differences in achievement scores
have begun to converge is a hopeful sign for future
convergence in the wage gap.

Concluding Comments

Changing racial differences in measured charac-
teristics, such as years of schooling and geographic
region, account for some of the narrowing in the
wage gap between 1940 and 1980. According to the
data anatyzed, however, these changes were not the
primary forces underlying the trend.

Black-white earnings ratios rose considerably
from generation to generation even when the com-
parison was confined to population groups narrowly
defined by years of school, region, and age. There is
evidence that improvements in the quality of schools
attended by blacks and declining discrimination in
the labor market both contributed to the relative
gain in earnings made by blacks during the 1940-
1980 period.

The decline in labor market discrimination ap-
pears to have occurred both before and after the
Civil Rights Act of 1964 was passed. In the earlier
period, the decline in discrimination may have been
prompted by events, such as World War II, that
made white Americans more aware of racial prejudi-
ce. In the recent period, the civil rights movement
and government antidiscrimination policy undoubt-
edly have played a positive role.

Although the wage gap narrowed substantially
over the 1940-1980 period, it has not been eliminat-
ed. After adjusting for years of school completed,
region of residence, and other measurable character-
istics, & gap in weekly earnings of 12.6 percent for
25-34 year olds remains. The remaining gap is in
part attributable to unmeasured differences in work-
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er characteristics that affect productivity. For in-
stance, racial differences in achievement test scores
suggest that black-white differences still exist in
terms of knowledge and skills acquired in school.
Persistent racial discrimination in labor markets may
well account for part of the current differential in
earnings, but its share cannot be determined with
available data.

What Has Happened Since 1980?

The black-white gap in earnings has remained
roughly constant since 1975. The constancy of the
gap during the early 1980s is noteworthy because
that period was characterized by the worst recession
since the 1930s. (The overall male unemployment
rate grew from 3.1 percent in 1979 to 9.9 in 1982 and
1983 and then fell back to 7.0 in 1985.) In view of the
greater cyclical sensitivity of black earnings and
employment, it would not have been surprising to
see the relative earnings and employment status of
blacks deteriorate and then rebound during this
period. Such a pattern seems to appear in annual
earnings data from the Current Population Survey.
However, the black-white ratio of annual earnings
for full-time year-round workers stayed relatively
constant during the period--about 70 percent. Dif-
ferences in labor force participation rates have also
remained constant, breaking a decades-long trend of
relative declines in black male labor force participa-
tion.

Issues for Future Research
Several issues remain unresolved and warrant

additional research. The following are particularly

important:
¢ Existing research has not been able to assess
fully the effects of specific civil rights programs
and policies on the economic status of biacks. For
instance, although studies of affirmative action
have found that Federal contractors increased
their employment of blacks more than noncon-
tractors, it is not known whether the men hired by
contractors would have been employed in good
Jjobs even without the program or whether the
program resulted in a net increase in black male
employment. More research is needed to deter-

mine the full effect or civil rights programs on the
earnings and employment of black men.

* A substantial differential remains in the educa-
tional attainment of black and white men in terms
of years of school completed and of scholastic
achievement. A considerable body of research,
including this report, has demonstrated the impor-
tance of schooling as a means of upward mobility.
Future research should investigate the various
public and private factors that affect scholastic
achievement.

* The decline in labor force participation among
younger black men, at a time when other indica-
tors of economic success {i.e., earnings) have been
improving, is not well understood. Several causal
factors were suggested, including worsened em-
ployment opportunities, increased involvement in
crime and imprisonment, and declining marriage
rates. These and other possible factors, and their
interactions, should be investigated in greater
depth. Research dealing with effects of diminished
work attachment on the future earnings and
employment of younger men is also needed to
help assess the importance of the recent trends.
* Accurate measures are needed of the possible
upward bias in earnings resulting from the decline
in labor force participation. Existing research has
used indirect statistical methods to estimate the
possible effect of “selection bias” on earnings
gains and on the black-white earnings gap. Direct
information on the prior earnings of those who
withdraw from the labor force is needed before
any firm conclusions can be drawn. If the earnings
gains of black men are found to be seriously biased
by labor force withdrawal, then it would be
necessary to reevaluate the extent to which
discrimination has abated and, specifically, the
extent to which civil rights policies have raised
the economic status of black men.

* The failure of the black-white gap in unem-
ployment to narrow is puzzling in view of the
convergence in education and occupational status.
Research on this subject is limited, and additional
theoretical and empirical work is needed.



Introduction

The economic status of black men in the United
States has shown substantial long-run improvement.
Between 1940 and 1980, the real earnings of black
men increased by 340 percent versus 164 percent for
white men. As a result the earnings gap between
black men and white men was reduced by close to
half.

Although this impressive gain is cause for opti-
mism, the fact remains that black men still do not
earn as much as white men. Moreover, although the
relative earnings of blacks have increased considera-
bly, their relative employment has declined. In light
of a 350-year history of racial discrimination, offi-
cially sanctioned in many places until less than 25
years ago, the persistence of racial differences in
economic status is a natural source of concern. It
underscores the importance of monitoring and stu-
dying the position of blacks in America.

This report constitutes a major attempt to identify
and analyze the causes of black-white differences in
male earnings and employment. It is the first in a
series of studies on the economic status of different
ethnic and racial minorities and women. The idea for
this large-scale project was initially developed by
Commissioner John H. Bunzel. As an analysis of
discrimination in the workplace, the project fulfills
the mandate of the United States Commission on
Civil Rights to present reports to the President,
Congress and the Nation on discrimination on the
basis of race, color, sex, age, religion, handicap, or
national origin.

The problems facing the black community are
complex and will be addressed in several reports.

This report focuses on research about black-white
differences among adult men, while planned reports
will deal with black-white differences among wom-
en and youth.

One of the major goals of this report is to provide
analysis that will help inform the national debate
over how best to aid minorities. Isolating the
underlying causes of the economic condition of
blacks enables formulation of effective civil rights
and social policies. If the causes of black gains in
relative economic status are incorrectly identified,
future policies aimed at improving the economic
status of blacks may prove ineffective.

Our conclusions point to a number. of factors that
contribute to the wage gap and its narrowing over
time: the convergence in the educational attainment
of black and white men; the massive migration of
blacks away from the rurai South, long the Nation’s
poorest region; the shift of black men away from
agricultural labor and towards more economically
rewarding sectors; and a decline in labor market
discrimination. The report finds that the negative
effect of Tabor market discrimination on the earnings
of blacks, though still evident, abated significantly
between 1940 and 1980. This is attributed to societal
forces that changed attitudes, such as the civil rights
movement, and to government policy, such as the
Civi] Rights Act of 1964. The analysis also suggests
that many of the factors which have increased the
relative wages of black men were themselves facili-
tated by declining racial discrimination. For in-
stance, governmental discrimination in the provision
of schooling and an atmosphere of declining racial

5



prejudice provided added incentive for blacks to
acquire more schooling and training.

The report is organized as follows. Part I presents
an overview of racial patterns in earnings and
employment for the years 1940 through 1980,
Chapter | explores basic trends in various measures
of individual economic status and in the economy,
examining the shift in the national economic picture
as well as the unique position of black Americans.
Chapter 2 examines trends in employment and
unemployment, and investigates why black labor
force participation has fallen considerably below
that of whites while black unemployment remains
much higher.

Part 11 examines sources of the earnings gap
between black and white men. Chapter 3 examines
economic theories of discrimination and the prob-
lems of measuring the effect of discrimination on
earnings. Chapters 4 and 5 identify several important
determinants of earnings and examine each as a
potential source of the earnings gap and as a force in
narrowing the gap since 1940. Education (covered in

chapter 4} plays a key role in the analysis because it
was withheld from blacks during slavery and was
meagerly provided to them for a 75-year period after
emancipation. The eventual increase in educational
resources available to blacks was an important factor
in their economic rise. Other major factors consid-
ered include region of residence and industry (chap-
ter 5). Chapter 6 presents a multivariate statistical
analysis of the effect of all of these characteristics on
the relative earnings of black men over the 1940-
1980 period.

Part III explores various hypotheses as to why the
wage gap has narrowed. Chapter 7 describes the
major civil rights programs and policies and evalu-
ates their effects on black wages and employment.
Chapter 8 provides an overall assessment of the
various forces, measured and unmeasured, that have
contributed to the narrowing of the wage gap and of
the factors that underlie the remaining differential.
The final section of the report presents concluding
remarks and an agenda for future research.



PART 1

An Overview of Racial Patterns in Earnings

and Employment, 1940-1980

The first part of this report presents an overview
of patterns in earnings and employment for black
and white men between 1940 and 1980. Chapter 1
examines basic patterns in earnings. Chapter 2

explores trends in employment and unemployment
and investigates the causes of declining black male
employment.



Chapter 1

Trends in Earnings and the Economy

Between 1940 and 1980, the earnings of black men
rose from 42 percent to 69 percent of the earnings of
white men, reducing the black-white gap in earnings
by close to half. This chapter describes these gains in
earnings, primarily using the decennial Censuses of
Population from 1940 to 1980. Various methods of
defining earnings and specifying the sample are
empioyed in the analysis. The analysis tries to
determine to what extent the observed gain in the
relative earnings of black men represents true prog-
ress rather than simply reflecting transitory econom-
ic conditions in particular census years. In addition
to comparing the average earnings of blacks and
whites, the within-race distribution of earnings is
explored. The basic objective is to examine whether
the gains made by blacks were shared equally by
low- and high-income individuals.

Earnings Growth

The expansion of the aggregate economy is a
principal means by which earnings grow for blacks
and whites. The past 40 years, though punctuated by
recessions, have been, for the most part, a period of
sustained real gains in earnings.! The magnitude of
earnings gains, however, has varied considerably
from decade to decade. Table 1.1 shows these gains
expressed as average annual growth rates.? Between

! Comprehensive data on the carnings or income of the
population are not available before 1940. The information that is
availabie suggests that between emancipation and 1940, in some
periods blacks made greater income gains than whites and in
others they did not. Robert Higgs (1977) estimates that the per
capita income of blacks rose from 24 1o 35 percent of the per
capita imncome of whites between 1867-1868 and 1900. Also see
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1940 and 1980, the real annual wage and salary
earnings of white men grew by 164 percent while
the earnings of black men rose by 340 percent.

Economic growth during the 1940s was rapid,
propelled, in part, by recovery from the Great
Depression and accelerated by mobilization and
production for World War II. These years were
marked by exceptionally rapid earnings growth
among blacks (5.9 percent per year). In fact, the
earnings gains made by blacks in this decade
exceeded those of any other decade between 1940
and 1980. More modest gains were made by whites
in the 1940s (2.5 percent per year). During the 1950s
earnings growth accelerated rapidly among whites
to 3.8 percent but slowed among blacks to a rate of
3.4 percent. In the 1960s, earnings rose among blacks
to an annual rate of more than 4 percent while the
corresponding figure for whites was 3 percent.

During the 1970s, earnings growth slowed consid-
erably for both races although black gains continued
to exceed white gains. This slowdown was particu-
larly severe among younger workers—the members
of the large baby-boom cohort. Among white men
ages 25-34, for example, real earnings actually
declined slightly over the decade.

Higgs (1986) for a discussion of relative changes in black income
and other indices of economic well-being before 194(.

?  Most tabulations presented in this report are based on
information derived from the decennial Censuses of Population.
These data are detailed in app. A.



TABLE 1.1

Real Earnings Growth: Average Annual Percentage Rates of Change for Ven by Race

and Age

1940-1950
Ages 25-34
Whites ........... ... i 35
Blacks . ....... ... 6.5
Ages 35-44
Whites ... . 2.2
Blacks ........ ... . e 57
Ages 45-54
Whites ... ... 1.9
Blacks . .. .. ... .. . ., 54
Ages 55-64
Whites ....... ... . i 1.9
Blacks . ........ ... e e 50
Total
Whites ............. ... ... ... .. ... 2.5
Blacks . . ...... .o s 59

1950-1960

39
3.4

3.9
3.6

3.4
3.2

3.6
3.3

3.8
3.4

29
4.5

3.0
4.0

3.3
4.4

2.8
4.1

3.0
4.2

1960-1970

1970-1980

—0.2
0.6

Note: Tabulations based on annual wage and satary earnings of male wage and salary workers with any earnings during the year. The self-employed and unpaid family workers are

excluded.

Source: Census of Population, 1840-1980; Public Use Sampie.

1950

62.2
56.8
53.5
52.9

1960

59.6
55.4
52.5
51.3

TABLE 1.2

Black-White Annual Wage and Salary Ratios for Men by Age
Ages 1940

25:34 i 46.6

3544 . 40.4

45-B4 . 38.2

B5B4 .. 39.2

Total ..o 415

57.4

56.3

1970

69.7
60.9
58.4
58.4

62.3

1980

75.3
67.8
65.4
64.6

68.9

Note: Tabulations based on wages and salaries of male wage and salary workers who worked in calendar year. The self-employed and unpaid farmily workers are excluded.

Source: Census of Population, 1940-1980; Public Use Sample.
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Changes in the Relative Earnings
Differential

The fact that the earnings of black males have
been rising more rapidly than the earnings of white
males means that the ratio of the earnings of blacks
to the earnings of whites has increased. This section
examines the growth of relative earnings over the
past 40 years using different definitions of earnings.

Summary measures for adult males (ages 25-64)
are shown in table 1.2. The data indicate that the
mean annual earnings of black wage and salary
workers rose from 42 percent to 69 percent of the
mean annual earnings of whites between 1940 and
1980. Thus, nearly one-half of the earnings gap of
1940 was eliminated over this period.

Table 1.3 presents measures of the black-white
ratio calculated on the basis of mean weekly earn-
ings.® The weekly earnings ratios are higher than
the annual earnings ratios, reflecting the fact that
blacks, on average, work fewer weeks per year than
whites, The overall trends, however, are very
similar. Between 1940 and 1980, the relative weekly
earnings ratio rose 28.4 percentage points while the
annual earnings ratio rose 27.4 percentage points.

Ratios of black-white hourly earnings are higher
still (table 1.4), reflecting the fact that, on average,
blacks work fewer hours per week than whites.*
The increase in relative earnings for blacks between
1940 and 1980 is again somewhat greater when
calculated on an hourly basis—up 32.7 percentage
points.

The calculations described above exclude self-
employed workers. This rule is often applied in the
analysis of earnings because of the practical diffi-
culty in separating the returns on labor from the
returns on capital investments by the self-employed
in their own firms. Furthermore, decennial census
data on self-employment earnings are believed to be
of poor quality.

These qualifications notwithstanding, earnings ra-
tios that include self-employed men can be comput-
ed for 1950-1980 and are presented in table 1.5.
These ratios are lower than those based solely on

3 The 1940 ratios aiso include a partial control for hours and,
therefore, are not strictly comparable to the other vears. This is
an unavoidable characteristic of the 1940 census, which asked for
full-time equivalent weeks rather than simply weeks worked.

* For 1940, estimates of hours worked per year are based on the
assumption that a full-time equivalent week reflects 40 hours. For
other years, estimated hours worked reflect the product of weeks
worked in the previous year and hours worked in the survey
week. These calculations are limited to individuals at work in the
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wage and salary workers because the self-employed,
who generally have higher than average earnings,
are disproportionately white. Inclusion of the self-
employed, however, results in a greater apparent
increase in relative earnings over time than is
observed for wage and salary workers alone. Be-
tween 1950 and 1980, the *“total” earnings ratio
(table 1.5} rose by 15 percentage points compared
with an increase of 11 percentage points for wage
and salary workers.

In sum, the convergence of racial differences in
earnings is clearly evident. Similar trends are ob-
served whether the calculations are made on an
annual, weekly, or hourly basis and regardless of
whether wages and salaries or total earnings are
examined.*

Patterns of Growth

The relative earnings of black men between 1940
and 1980 did not grow at a constant pace (see table
1.6). By far the most rapid advance occurred during
the 1940s. In sharp contrast, relative black earnings
barely increased on an hourly basis and even
declined slightly on an annual basis during the 1950s.
In fact, this was the only decade during the 40-year
period in which the earnings of blacks did not rise
more rapidly than the earnings of whites. From 1960
to 1980, the relative annual earnings of blacks rose
steadily, increasing by about 7 percentage points in
each decade.

When hourly earnings are examined, the same
basic pattern of decade by decade changes in
relative earnings appears as in the annual data, but
there are some important differences. For example,
the increase in the hourly earnings ratio exceeded
the gain in the annual earnings ratio during those
decades when the relative unemployment of blacks
increased. These decades are 1940-1950, 1950-1960,
and 1970-1980.¢ Similarly, when relative unemploy-
ment fell, as from 1960-1970, the annual earnings
ratio increased by more than the hourly ratio.

It is striking that when the analysis is broken into
two periods—1940-1960 and 1960-1980—that

survey week. The results of an analysis of the selectivity impact of
this limitation indicate that restricting the sample in this fashion
has a very small effect on earnings ratios. Hourly earnings
tabulations are based on an hours-weighted mean of individuals’
hourly earnings.

¢ The sensitivity of the calculated ratio to inclusion or exclusion
of specific groups such as the seif-employed, students, the armed
forces, etc., is examined in detail in app. B.

¢ See fig. 1.2 and the discussion below. Also see chap. 2.



TABLE 1.3
Black-White Weekly Wage and Salary Ratios for Men by Age

Ages 1940 1950 1960 1970 1980
25-34 ... 48.9 66.4 63.7 7.7 79.4
3544 ... 43.0 60.6 59.5 63.3 70.8
45-54 ... 40.2 56.0 56.2 60.5 €8.2
B5-B4 ... ... . 40.6 55.9 55.0 59.8 65.7
Total ... 43.6 60.8 59.2 64.3 720

Note: Tabulations are based on wages and salaries ot male wage and salary workers who worked in calendar year. The self-employed and unpaid family workers are excluded.
Weeks worked reported in 1940 census are the “tull-ime equivalent” weeks worked during 1939. Actual weeks worked are reported tor 1950-1980.

Source: Census of Population, 1940-1980; Public Use Sample.

TABLE 14
Black-White Hourly Wage and Salary Ratios for Men by Age

Ages 1940 1950 1960 1979 1980
25-34 L. 48.9 68.4 67.2 761 84.3
36544 ... 43.0 62.6 63.6 67.2 75.9
45-54 ... 40.2 577 59.7 64.2 727
5664 ........ ..o 40.6 56.3 57.6 62.6 68.6
Total ... i 43.6 62.4 62.6 68.0 76.3

Note: Calculated by dividing weekly earnings (see note to table 1.3) by hours worked during survey week.
Source: Census of Population, 1940-1980; Pubdic Use Sample.




TABLE 1.5

Black-White Annuai Total Earnings Ratios for Men by Age

Ages 1940

1950 1960 1970 1980
57.5 57.4 68.1 74.0
51.0 51.8 58.0 64.7
46.5 48.1 55.5 62.7
46.5 47.4 549 61.5
51.2 51.6 59.4 66.2

Note: Tabulations are based on sum of wages and salaties and self-employment income for individuals who worked in calendar year. Self-employment income was not reported in

1940,
Source: Census of Population, 1940-1980; Public Use Sarnple.

TABLE 1.6

Change in Black-White Earnings Ratios by Decade for Men Ages 25-64

(percentage points)

1940-50 .. ... ...
1950-60 .. ...
1960-70 .. ...
1870-80 .. ...

Source: Tables 1.2 and 14.

Annual Hourly

earnings earnings
................. +15.9 +18.8
................. 2.1 +.2
................. +7.0 +5.4
................. +6.6 +8.3

roughly correspond to the decades before and after
passage of the Civil Rights Act of 1964, the
convergence in earnings is found to proceed at
roughly similar rates. For the first 20 years, relative
annual earnings increased by 13.8 percentage points;
for the next 20 years, relative earnings increased by
13.4 percentage points. {In percentage terms, the
earnings ratio grew faster during the first half of the
sample period, 33 percent compared to 25 percent.)
This pattern of growth suggests that forces were at
work to narrow the earnings gap even before the
emergence of the major Federal civil rights pro-
grams and policies. These forces probably included
relative gains in black educational attainment, migra-
tion of blacks from the South to the Neorth, and a
general decline in discrimination. (For example, the
specter of Nazism during World War Il may have
led to a reduction in racial prejudice.) Although
civil rights programs undoubtedly played an impor-
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tant role in narrowing wage differences, they were
one of several sources of black gains.

In sharp contrast to the growth decades of the
1940s, 1960s, and 1970s, the negligible gains in
relative earnings of black males during the 1950s
appear anomalous. One possible explanation for this
relates to the labor market consequences of World
War II. The expansion of industrial production
during the war is likely to have accelerated the
movement of black workers from low-wage agricul-
tural jobs, predominantly in the South, to higher
paying jobs in urban areas. Had there been no war,
this migration and the concomitant rise in black
wages might have been smaller during the 1940s and
greater during the 1950s. Also, the war interrupted
work careers and postponed schooling for many
men. Since a greater proportion of white than black
men participated in the war, the temporary interrup-
tion of skill development might have depressed the



earnings of whites and inflated the black-white
earnings ratio from its “true” level.? The fact that
the earnings of whites accelerated during the 1950s
may reflect a “catch up” following the disruption of
the war. Although the earnings of blacks did not rise
faster than the earnings of whites in the 1950s, they
did not decline as might be expected if the achieve-
ments of the 1940s had simply been a wartime
phenomenon.

The 1950s also underscore the point that earnings
ratios are measures of relative economic success and
do not necessarily reveal changes in absolute levels
of success. Although relative gains were negligible
during the 1950s, they were years of rapid gain in
real earnings for blacks as well as whites (see table
1.1). The opposite is observed in the 1970s when the
relative earnings of blacks increased, but only
because real white earnings barely increased at all,
and even fell among men aged 25-34. Black earnings
grew more slowly in the 1970s than in any other
decade, and the gains were negligible for men aged
25-34.

Is Black Earnings Growth a Statistical
Illusion?

One possible explanation for the narrowing of the
black-white earnings gap is that it is largely a
statistical artifact resulting from selective attrition
from the black labor force. As discussed in chapter
2, labor force participation has been falling in recent
decades among all groups of working-age men, but
especially among blacks. If those who leave the
work force have relatively low potential earnings,
the earnings of the remaining work force would rise
as low wage earners are siphoned off. In view of the
relatively large decline in black employment, this
effect is potentially greater for blacks than for
whites, which would cause an illusory narrowing of
the earnings gap. Empirical research suggests, how-
ever, that this bias cannot, in fact, account for most
of the growth in relative earnings of black males.?

Distinguishing Fluctuations and Trends

In analyzing data from the decennial censuses, the
question arises whether measured changes in earn-
ings from decade to decade are accurate indicators
of long term trends in labor market conditions or
instead reflect episodic business cycle conditions.
7 Tabulations from the public use sample of the 1950 census

show that in 1950 among 25-29 vear-old men, 55 percent of
blacks and 77 percent of whites were veterans of World War I1.

The distinction is important because the effects of
changes in business conditions on labor market
performance may not be the same for blacks as for
whites. Analyses by Walter Oi (1962) and others
indicate that workers with little schooling and
training are more likely to be laid off during cyclical
downturns than more highly educated and skilled
workers. As black workers are more often less
educated and less skilled than whites, employment
fluctuations are likely to be larger among blacks
than whites. Consequently, the annual earnings of
blacks can vary more than the earnings of whites
over the business cycle, and this would affect
relative earnings.

Figure 1.1 shows the pattern of unemployment
rates by year. Only the aggregate unemployment
rate for the total labor force is available for the years
from 1939 to 1947. Unemployment data by race and
sex are available starting in 1948 and are shown for
men in figure 1.2. The aggregate unemployment rate
series and the separate series by race follow the same
basic pattern during the 1948-1985 period. How-
ever, the pattern for black and white males differs in
two important respects. First, in every year the
black unemployment rate is substantially higher than
the white rate, and second, the gap tends to widen as
economic conditions worsen.

The years for which earnings are reported in the
decennial censuses fall in different stages in the
business cycle. (The years in question are the
calendar year preceding the census year. For exam-
ple, the 1980 census contains earnings data for 1979.)
In 1939 unemployment had fallen from its Great
Depression peak but was still very high. Although
1949 was a recession year, it was mild compared to
the 1930s depression. Thus, a comparison of 1939
and 1949 partly reftects the Nation's emergence
from the depression.

By contrast, in 1969, which fell at the end of a
high growth period, unemployment was exception-
ally low. Comparisons of data from 1969 and 1959,
when unemployment was relatively high, most
likely overstate true long term economic gains.
Comparisons of data from 1969 with 1979, when
unemployment was somewhat higher, most likely
reflect some weakening in the economy. Since the
level of unemployment was almost the same in 1949

8 The relevant research on this subject is discussed in chap. 7.
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FIGURE 1.1
Civilian Unemployment Rate, 1939-1985
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FIGURE 1.2
Male Civilian Unemployment Rate by Race, 1948-1985
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and 1959, comparisons of data from these years will
be relatively free of business cycle effects.

The unemployment patterns described above ap-
ply generally to both black and white men. How-
ever, it is apparent in figure 1.2 that the cyclical
swings are much more pronounced for blacks. Thus,
the decline in unemployment during the 1960s was
relatively sharp for blacks, while the series of
recessions in the 1970s elevated the unemployment
of blacks more than of whites, resulting in a
widening of the racial differential in unemployment.

Annual Changes in Relative Earnings

Differential patterns of employment notwithstand-
ing, the large gains in the relative earnings of black
men do not appear to be an accident of the particular
years in which decennial censuses were taken.
Figure 1.3 traces relative earnings for each year
from 1948 to 1984. Relative earnings in this case are
measured by the ratio of the mean total income of
nonwhite men to that of white men, as reported in
the annual Current Population Surveys (CPS). Al-
though Census and CPS data are not strictly
comparable, the basic decade by decade patterns
from the CPS are quite similar to those indicated by
the census data for the same period.®

Figure 1.3 also shows the annual black-white
earnings ratios for those who were full-time year-
round workers. This ratio is always higher than the
ratio calculated for all men (including those who
experience unemployment) because unemployment
rates are higher among blacks than whites. More-
over, during the 1970s and early 1980s the two ratios
diverged as the series for all men reflected the
dampening effect of rising black male unemploy-
ment.°

Earnings Inequality

The difference in average earnings between black
and white men narrowed substantially during the
1940-1980 period. These statistics, however, do not
show if earnings gains have been experienced equal-
ly within the black male population. For example,

* The concepts of income and earnings are not identical, and the
CPS sample includes other nonwhites together with blacks. In
addition, the CPS is a much smaller sample than the Census and is
much more likely to fluctuate due to sample variation.

10 That the relative economic gains of black males are relatively
free of influence from business cycles is also supported by a
comparison of annual and hourly earnings ratios derived from
census data. Hourly earnings ratios, free of cyclical changes in
hours and weeks worked, should exhibit a significantly different
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low-wage black workers may have been “left be-
hind.”

Two aspects of black and white earnings distribu-
tions are examined here. First, the degree of earnings
variation, or inequality, is measured for each race.
Of particular interest is whether earnings inequality
changed significantly across decades, and if it did,
whether the patterns for blacks and whites are
similar or different.

Second, black-white differences in earnings are
examined at different points in the income distribu-
tion. That is, black-white earnings ratios are comput-
ed for groups of workers having the same relative
standing in terms of earnings within their respective
races. These comparisons help to characterize the
distribution of racial inequality among the working
population and to evaluate how uniformly earnings
gains by blacks have been distributed across eco-
nomic strata.

Differences and Trends in Earnings
Inequality

When a group, such as blacks or whites, experi-
ences earnings growth, it is very likely that some
members of the group gain more, and others less,
than the average. If an individual’s gain is correlated
with his earnings level, the degree of inequality
within the group may increase or decrease. It will
decrease if those with lower earnings experience the
most rapid growth, and it will increase if their
earnings grow at a slower rate than those of higher
earners. A widely used measure of dispersion, or
inequality, is the standard deviation of the natural
logarithm of earnings, which, roughly speaking,
indicates the average percentage by which earnings
differ from the mean earnings level. Calculations of
this statistic are presented in table 1.7 by race and
census year. With the exception of 1940, the table
shows that earnings inequality is greater among
blacks than among whites. Moreover, unlike the
trend in average earnings, there does not appear to
be any tendency for racial convergence in earnings
inequality.
paitern if such factors are important. Yet the series are very
similar (table 1.6). This test is potentially flawed, however,
because hourly wages may themselves fluctuate cyclically.
Nevertheless, most of the “cyclical effect™ shows up in hours and
weeks worked. Moreover, the theoretical relationship between
the business cycle and hourly wages is ambiguous. However, one

recent study by Bils (1985) finds a negative relationship between
unemployment and wages.



FIGURE 1.3
Nonwhite-White Male Income Ratios, 1948-1984
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TABLE 1.7

Dispursion of Wage and Salary Earnings by Race

(standard deviation of the log of earnings)

Annual earnings

Weekly earnings

Black White Difference Black Whtite Difference
(black-white) (black-white)
1940 ................ .826 .843 —-.017 g7 700 017
1950 .......... . ... .. 781 720 .061 663 597 .066
1960 ................ .871 1 160 726 581 145
1970 ... ... ... 790 .688 102 695 .604 .081
1980 ................ 929 794 135 .800 .691 109

Note: Tabulations based on wages and salaries of male wage and salary workers ages 25-64 who worked in calencar ysar. The self-employed and unpaid family workers are

excluded,
Source: Cansus of Popuiﬁtion‘ 1940-1980; Public Use Semple.

The decade to decade changes in annual earnings
dispersion for blacks and whites are generally in the
same direction. For both races, earnings inequality
declined during the 1940s and 1960s and increased
during the 1970s, However, during the 1950s this
correspondence did not hold, as the earnings disper-
sion increased sharply for blacks and decreased
slightly for whites.

An important factor influencing the dispersion of
earnings is unemployment, which generally falls
more heavily on low-skilled, low-wage workers,
thereby increasing the degree of inequality. Weekly
earnings are less affected by unemployment and thus
less dispersed than annual earnings. Since blacks
typically experience more unemployment than
whites, the reduction in earnings dispersion going
from annual to weekly earnings is typically greater
for blacks than for whites.

Similarly, the decade to decade changes in earn-
ings dispersion seem to be closely related to fluctua-
tions in unemployment generated by the business
cycle. The substantial rise in earnings inequality
during the 1970s for both blacks and whites in part
reflects higher unemployment in 1979 than in 1969.
The greater relative increase in unemployment for
blacks than for whites helps explain the greater rise
in earnings inequality for blacks during the 1970s,
and in the 1950s as well.

The greater inequality in earnings among blacks
than whites could be due to racial differences in the
way schooling, region, and other factors are distrib-
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uted within the two popuiations. For example,
educational levels may differ more widely among
blacks than whites, thereby contributing to racial
differences in earnings dispersion. Similarly, regional
differences in wage ievels can induce dispersion of
earnings in the population as a whole.

It is difficult to adjust measures of earnings
inequality for all of the relevant characteristics. An
attempt to examine the effect of adjusting for two
characteristics is shown in table 1.8, which provides
messures of weekly earnings dispersion for blacks
and whites within detailed schooling groups and
separately for the South and the rest of the Nation.
The dispersion of earnings is usually lower within
the more homogencous region-schooling groups
than it is overall, and this is the case for both blacks
and whites. The reduction is generally greater for
blacks, and as a result, the differential in the measure
of dispersion is considerably smaller within detailed
education-region groups. Even within the detailed
schooling and region groups, however, the disper-
sion in earnings generally remains greater for blacks
than for whites in 1960 and 1980, although the
reverse is true for 1940.

In the United States, as a whole, the black-white
differential in earnings inequality converged some-
what between 1960 and 1980, whereas the opposite
is true within regions and most region-education
groups. This indicates that factors (such as regional
developments) that may have been narrowing over-



TABLE 1.8

Dispersion of Weekly Earnings by Race, Education, and Region
(standard deviation of the log of earnings)

Region and years 1940 1960

of school Blk. Wht. Diff. Blk. Wht Diff.
Non-South

07 ... 601 619 -—.018 661  .589 072
811 ... 533 618 —.086 555 499 056
12 . 572 630 -—.058 527 465 062
13415 ... 718 .661 .058 508 524 —.016
16 .. e 5258 841 —.318 416 576 —.160
17+ . 4910 891 —.400 480 630 -—.150
Allgroups ............ 580 667 —.086 586 542 044
South

07 . 687 749 -—.063 767 715 052
811 ... 599 698 —.098 662 585 077
12 . 689 668  .021 541 512 .028
1315 ... . 597 705 -—108 612 579 033
16 ... 626 725 -~—.099 614 561 .053
174 8590 026 -—.068 468 B84 —117
Allgroups . ........... 689 781 -—.092 741 660  .081
us.

Allgroups ............ 17 .700 017 726 .58 145

SFewer than 100 abasrvations.
PRewer than 50 cbservations.

Blk.

879
804
764
684
641
6562
770

.828
.823
762
742
630
41
.806

.800

1980
Wht.

793
707
619
616
661
684
677

.803
731
639
.655
652
701
a7

891

Diff,

085
098
145
068
—.020
—.033
093

025
092
123
087
—.022
041
089

109

Nete: Tabulations based on wages and salaries of male wage and salary workers ages 25.84 who worked in calandar year. The sell-employed and unpaid family workers are

exgiuded,
Source: Cenaus of Population, 1840-1880; Public Use Sample.
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all racial differences in inequality masked other
developments that were increasing inequality.'
Changes in the composition of workers by age, more
detailed geographic areas, and industry are among
the possible causes of the pattern.

Relative Earnings Gains for High and
Low Earners

This section compares the earnings of blacks and
whites who hold the same relative earnings position
within their respective groups. For example, the
earnings of the black man who earns more income
than only 10 percent of his fellow blacks are
compared with the earnings of the white man who
earns more than only 10 percent of his fellow whites.
Matching of blacks and whites by earnings rank
provides a way to characterize the distribution of
racial earnings inequality in the working population.
The following questions are addressed: (1) How
does the black-white earnings ratio vary at different
points of the earnings distribution—e.g., at the 10th,
50th (the median), and 90th percentiles? (2) Has the
earnings ratio increased at the lowest percentiles as
much as it has at the middle or top percentiles??

Figure 1.4 shows the black-white annual earnings
ratio at different percentiles of the income distribu-
tion between 1940 and 1980. In each vear, except for
1940, the earnings ratios are considerably higher at
the higher percentiles than they are at the lower
percentiles, Another striking feature of figure 1.4 is
that the earnings ratio curves have shifted upward
over time. This shift indicates that blacks have
progressed, relative to whites, at each percentile of
the earnings distribution. This progress appears to
have been uneven because certain portions of the
curves have shifted up much more than others.
More precise measures of these patterns are reported
in table 1.5.

Examining the change over the entire 40-year
period reveals that relative black annual earnings at
or above the 25th percentile have increased by a
substantial and remarkably uniform amount. At the
10th percentile, however, relative black earnings
have grown very little. Thus, blacks at or above the
Z5th percentile have made rapid gains relative to
1 The dispersion of earnings of both blacks and whites is
substantially greater in the South than in the non-South in 1940
and 1960. The greater concentration of blacks in the South,
therefore, would have generated greater imequality for blacks
overall. In 1980 the regional effect was considerably smaller and

would not have been a major factor causing greater inequality of
black earnings.
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whites over the period in terms of annual earnings,
while blacks at the very lowest end of the distribu-
tion appear to have progressed little.

This pattern varies from decade to decade, and
there is an indication that the business cycle is one
factor influencing the pattern. Thus, during the
1960s, the largest relative earnings gain was made by
blacks at the lower percentiles—the 10th and 25th.
The 1960s saw sharply falling unemployment, which
seems to have had disproportionately positive effects
on blacks with lower earnings. During the 1970s, the
situation was reversed. Unemployment rose, more
for blacks than for whites, which may explain why
relative earnings growth was lower (or even nega-
tive) for those at the lowest percentiles.

Black-white ratios of weekly rather than annual
earnings adjust partially for unemployment, since
they control for weeks worked. As shown in table
1.9, such ratios of weekly earnings reveal more
uniform changes from decade to decade at the
different percentiles than do the ratios of annual
earnings. In fact, between 1970 and 1980, the
adjustment for weeks seems to explain fully the poor
performance at the 10th percentile of the black-
white ratio of annual earnings. On the other hand,
the pattern of declining ratios from 1950 to 1960
remains about the same whether annual or weekly
ratios are observed. Thus, although important, it is
unlikely that unemployment fluctuations are the
only explanation for the unevenness of progress
among percentiles over time.

In sum, this brief analysis shows that earnings are
generally more unequally distributed among blacks.
Related to this finding is the observation that the
ratio of black to white earnings is lower at the 10th
percentile than it is at the median or at higher
percentiles. Moreover, unlike trends in average
earnings, there does not appear to be any tendency
for convergence in racial differences in earnings
inequatity.

Concluding Comments

This chapter has presented a broad overview of
trends in the earnings of black and white men.
Between 1940 and 1980 substantial progress was

2 The pth percentile corresponds to the earnings level below
which p percent of the group is found. For example, the 10th
percentile is the earnings level below which 10 percent of the
group (black or white) earns. The 90th is a higher level of
earnings, below which 90 percent of the group earns.
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FIGURE 14
Black-White Annual Earnings Ratios, Ages 25-64
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TABLE 1.9

Change in Black-White Earnings Ratios for Men

(percentage point changes)

Annual earnings

1940-50 ... .
1950-60 ........ ...
1960-70 ... ...

1970-80 ... ...

1940-60 .......... ...l
1960-80

Weekly Earnings

1840-50 ... ...
195060 ...l
1960-70 ... o

1970-80 ... ...

194060 ... ..o
1960-80 ... .. ... i

1940-80 ... ... L.

10th

+ 45
=12.5
+13.3

— 14

25th

+14.6
— 41
+11.0

+ 3.8

+10.5
+14.8

+25.3

+15.0
— 58
+10.1

+ 6.5

+ 92
+16.6

+25.8

50th

+18.0
- 1.0
+ 41

+ 6.0

+17.0
+10.1

+27.1

+18.3
- 33
+ 7.5

+ 4.0

+15.0
+11.5

+26.5

75th

+18.9
- 07
+ 57

+ 74

+18.2
+13.1

+31.3

+17.1
~ 1.5
+ 0.8

+ 8.7

+15.6
+ 95

+25.1

90th

+12.5
— 01
+ 3.5

+10.7

+12.4
+14.2

+26.6

+16.5
+ 0.8
- 07

+11.0

+17.3
+10.3

+27.6

Note: Tabulations based on wages and salaries of male wage and salary workers ages 25-64 who worked in calendar year. The seli-employed and unpaid family workers are:

excluded.

Source: Census of Population, 1940-1980; Pubiic Use Sample.
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made in narrowing the black-white earnings gap.
The decade to decade pattern of convergence in the
earnings gap was uneven, and it did not always
parallel the underlying trend in the real earnings
growth of blacks. For example, although the 1950-
1960 decade was the only one studied in which black
earnings gains did not outpace those of whites, it
was also a period when the real earnings of the
average black male increased substantially—by 3.4
percent a year. This increase just was not as rapid as
that of whites, for whom the fifties were the best
decade between 1940 and 1980. Conversely, racial
differences in earnings continued to narrow during
the 1970s, but this was a period of economic
stagnation, and the real earnings of black men
increased more slowly than in any other decade
examined. Only during the 1940s and the 1960s,
decades of strong economic growth, did blacks
experience substantial gains in earnings both in
relative and absolute terms.

There is no simple explanation for the substantial
rise in the relative earnings of blacks over the 1940-
1980 period. Although Federal civil rights policies
undoubtedly played a role, their effect was largely
confined to the 1960-1980 period. A complex set of
economic, political, and social forces was involved
in narrowing the black-white earnings differential.
Identifying and evaluating these forces is the pri-
mary objective of this report.

Although trends in earnings are typically analyzed
by examining the mean or median earnings, such

measures overlook potentially important differences
in the way earnings are distributed among blacks
and among whites. Consequently, the second part of
this chapter looks at the distribution of earnings
within each race and also examines the black-white
earnings ratio at different percentiles in the earnings
distribution. With the exception of 1940, black
earnings have been more unequally distributed than
white earnings. Black earnings inequality increased
relative to that of whites between 1940 and 1960, but
since 1960 there has been no clear trend in relative
inequality. The relatively high unemployment of
black men and the greater sensitivity of their
employment to the business cycle explain some of
the difference 1n inequality between blacks and
whites as well as the pattern of this difference from
decade to decade.

When black-white earnings ratios are compared
for blacks and whites at the same percentile earnings
rank, racial differences are greatest among those
with low rank. At higher earnings percentiles, racial
differences are substantially smaller. During the
1940-1980 period, black-white earnings ratios gener-
ally rose at all percentiles. However, blacks at the
lowest percentile ranks did not keep pace during the
1970s due, in part, to rising unemployment rates,
which had a disproportionately large effect on
blacks with low earnings. The next chapter investi-
gates patterns and trends in employment and unem-
ployment in greater detail.
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Chapter 2

Trends in Employment and Unemployment

The preceding chapter documented the great
economic progress made by black men between
1940 and 1980 as their earnings rose rapidly, substan-
tially outpacing the gains made by whites. Yet, some
troubling signs were evident in the fact that the
black male unemployment rate remained considera-
bty higher than the white rate.

This chapter focuses on racial differences in work
activity. It reports that a greater fraction of black
men than white men are not in the labor force and
that blacks generally work fewer hours and weeks
during a year. Furthermore, these disparities have
shown no sign of narrowing over the past four
decades. In light of the apparent earnings gains by
blacks during this period, the persistence of differ-
ences in work activity is surprising. Generally, when
earnings and employment opportunities improve,
individuals work more. The question then arises
whether particular changes in the economy actually
served to limit the employment opportunities of
black men or whether factors on the supply side (for
example, health or transfer payments} affected black
male work patterns.

' Members of the armed forces are counted among the employed
in all tabulations presented in the section.

? There have been some changes in the wording of unemploy-
ment questions in the censuses over the decades. In the 1960-1980
surveys, for example, the survey sought information about
whether an individual looked for work in the previous 4 weeks.
In the 1940 and 1950 surveys, however, the job search reference
period was not explicitly defined. It is possible that respondents
inferred a one-week reference period due to the question's
position in a sequence that referred to work activities in the
previous week.
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The discussion below examines several dimensions
of work activity, including labor force participation
rates, unemployment rates, and weeks and hours
worked by the working population.

Measures of Current Lahor Force Status

As a rule, official labor force statistics classify
individuals as either employed, unemployed, or out
of the labor force. Employed persons are defined to
include individuals who were at work during the
week the survey was taken, regardless of the number
of hours worked.! Unemployed individuals are
defined to include persons not at work but actively
searching for a job.? The labor force, in turn,
consists of persons who are either employed or
unemployed. Those who are neither at work nor
unemployed are considered to be out of the labor
force. This last group may have particular impair-
ments making it difficult to work, or they may have
decided, given the type of jobs or pay available, that
their time is better spent in other activities such as
attending school, working in the home (not for pay),
or simply at leisure. The line between being unem-
ployed and being out of the labor force is sometimes

In 1940 Census Bureau tabulations counted persons working on
emergency public works projects among the unemployed. These
individuals are coded separately in available microdata and for
the purpose of current rabulations are counted as employed. This
maintains consistency with the treatment of workets on govern-
ment projects in later censuses and affects only about one percent
of the labor force. More specifically, if workers on emergency
public works projects are counted as employed, the unemploy-
ment rate for males is 9.7 percent. If they are counted as
unemployed, the overall rate for males is 10.8 percent.



thin, since in periods of high unemployment some
workers, termed “discouraged workers,” may stop
actively searching for work for a time because they
believe none is available; they would then be
counted as out of the labor force.

The concepts of labor force and unemployment
can be summarized in two basic measures of current
labor force status: the labor force participation rate,
which reflects the share of the population who are in
the labor force, and the unemployment rate, which
reflects the percentage of the labor force not
working.

Labor Force Participation

In 1940 there were only small racial differences in
labor force participation among working age men
{table 2.1). White male participation rates were
stable between 1940 and 1960 and inched down
between 1960 and 1980 for those aged 25-54,
Among older white workers, however, labor force
participation declined more significantly, failing by
nearly 20 percentage poinis for 60-64 year olds
between 1940 and 1980. This reflects the trend
toward early retirement.

Stronger and more pervasive downward trends
are observed for blacks, whose labor force participa-
tion rates declined in most decades and at all ages.
The declines were initially modest, but tended to
accelerate over successive decades. For example,
among black 35-44 year olds, the participation rate
fell 2 percentage points between 1940 and 1960 and
another 5.4 points by 1980. Similar to whites, the
declines in participation were largest among older
persons, falling nearly 29 perceniage points over the
40-year period for 60-64 year-old black men.

As a result of these trends, racial differences in
labor force participation have increased substantially
over time. While the labor force participation rate of
black men ages 35-44 was 1.5 percentage points
below that of white men in 1940, the differential had
widened to almost 8 percentage points by 1980,

The decline in labor force participation has also
been concentrated among persons with less school-
ing (tables 2.2 and 2.3). Although both races exhibit
this pattern, the decline within education groups is
again more pronounced for blacks. Table 2.4 sum-

* The argument that automation was displacing workers and

causing “structural” unemployment was promoted by Killings-
worth in the mid-1960s (see Killingsworth, 1965) but countered
by other economists, who saw the problem of the day as lack of
aggregate demand (see Council of Economic Advisers. 1964). For

marizes these trends for the age groups 25-34 and
45-54 years.

Why. during a period of rising relative wages and
expanding civil rights programs would greater
numbers of men, particularly black men, withdraw
from the labor market? Various explanations for this
apparent paradox have been offered,

One argument 18 that the economy has been
generating fewer employment opportunities overall,
or for certain groups of workers, as a resuit of
changes in its industrial structure. These changes
have been attributed to forces such as automation or
foreign competition.?

Another hypothesis is thal workers have been
induced to leave the labor force as a resuit of rising
benefits from activities other than work. I1 is argued
that during the past 40 vears wicreasing numbers of
individuals have gained access 1o aliernative sources
of income such as government transfer payments as
well as to illegal or “underground’ activities. Clear-
ly, when opportunities for obfaining nonmarket
income increase, the incentive to work in the market
is weakened, particularly among those whose work
prospects are poor to begii with. Thus, blacks,
whose earnings are more likely 1o be low, would be
affected more than whites. This section examines the
evidence for these different cxplanations.

Have Employment Opportunities Declined?

The decline in labor force participation described
above is sometimes atiributed to shrinking employ-
ment opportunities. The empiricul validity of this
hypothesis is questionable, however, in view of the
fact that the economy geunerated more jobs, not
fewer, over the period of labor force decline. In
1960, 54.9 percent of the population aged 16 and
over was employed, and this ratio rose to 56.1
percent in 1970 and 38.5 percent in 1980. This
increase, admittedly, was driven by a rise in the
proportion of women and teenagers who were
working. Thus, it is possibile that the overall rise in
employment masked wersening opportunities for
men, resulting in their displacement from jobs. This
displacemeni would cause a decline in labor force
participation if unemployed workers eventually be-
come sO pessimistic about the prospect of finding a

a more recent discourse on the subject of job displacement caused
by “deindustrialization.” se= Bluestone and Harrisen (1982). But
sce the analysis by Kosters (1986) suggesting that the importance
of job displacement bas been greatly cxaggerated.
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TABLE 21
Male Civilian Labor Force Participation Rates by Race and Age

Race and age 1940 1950 1960 1970 1980
Blacks:

2534 . 96.0 91.0 93.4 91.4 87.8
3544 L 95.3 94.5 93.3 91.2 879
4584 ... 92.3 91.9 90.1 86.4 82.3
B5-59 ... 90.8 83.5 82.9 79.5 70.1

6064 ...... ... .. ... ... 83.8 742 70.0 66.6 54.9
Total .. e 93.9 91.2 89.9 86.7 82.5
Whites:

25-34 . e e 97.2 94.86 96.7 95.8 95.0
35-44 ... ... 96.8 97.0 97.2 96.5 95.8
4554 ... ... 94.0 94.2 951 942 91.7
B5-59 ... ... 89.6 87.7 - 89.7 88.5 82.2
6064 ... ... ... 80.9 80.0 80.0 749 61.1

Total .......... 94.4 93.6 94.3 892.8 90.0
Diference In participation (white minus black):

2534 ... 1.2 3.6 3.3 4.4 7.2
3544 ... 1.5 25 3.9 5.3 7.9
4554 ... ... e 1.7 23 5.0 7.8 9.4
B5-B9 ... ... -1.2 42 6.8 9.0 12.1

6064 ....... ... ... ..l -2.9 58 10.0 8.3 6.2
Total ..o 0.5 24 4.4 6.1 7.5

Source: Census of Population, 1940-1880; Public Use Sample,
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TABLE 2.2
Black Male Civilian Labor Force Participation Rates by Age and Education

Age and years of school 1940 1950 1960 1970 1980
25-34

Ot1yrs. ... o 959 92.1 93.1 89.0 81.2
1215 e 95.6 86.0 93.8 924.0 89.6
16+ e 96.7 89.6" 95.5 91.3 92.7
35-44

O-11 .. 95.3 94.6 925 89.4 82.3
12-15 e 95.6 93.4 95.7 93.6 90.7
16+ e 96.9 95.6* 98.0 97.4 94.4
45-54

O-11 922 91.9 89.6 84.3 77.7
1215 e 94.4 91.1 92.6 92,2 87.2
164 e 94.8 95.1 96.6 95.7 93.6
55-64

011 .. 87.5 82.6 76.6 72.2 59.1
1215 e 95.3 80.7* 87.1 81.0 71.8
18+ 89.1 929" 88.1 82.0 81.8
Total

8 e 93.8 91.4 88.8 83.6 74.2
1218 . e 95.7 88.5 93.7 92.6 88.0
18+ e e 05.8 93.2 95.8 94.2 92.3

"Lesa than 100 observations per cell.
Source: Census of Population, 1940-1980; Public Use Sample.




TABLE 2.3
White Male Civilian Labor Force Participation Rates by Age and Education

Age and years of school 1940 1950 1960 1970 1980
25-34

O-1lyrs. ..o 97.2 95.5 96.0 93.8 89.9
12-18 976 94.3 97.4 96.9 95.8
164+ .. 95.6 91.6 96.6 95.3 95.7
35-44

O-11 96.5 96.5 95.8 94.1 90.7
1218 97.5 97.9 98.4 97.6 96.7
164+ o e 98.1 98.0 98.9 98.5 98.1

45-54

011 936 93.4 93.9 91.4 85.9
12-18 95.5 95.9 97.0 959 93.3
164 o 959 96.5 97.8 97.8 96.8
55-64

O-11 ... 85.2 848 83.8 78.5 65.3
12-15 87.5 88.8 88.5 87.1 75.3
164+ . 90.0 89.8 92.5 89.9 84.3
Total

O-11 93.8 92.8 92.2 88.5 80.8
12-18 96.2 95.0 96.7 95.4 921

164 .. 95.7 94.3 97 1 96.1 95.1

Source: Census of Population, 1940-1980; Public Use Sample.
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TABLE 2.4
Changes in Male Labor Force Participation Rates by Years of School, Race, and Age

1940-1960 1960-1980

Ages 25-34

Black
O- 1 YIS, e e —-2.8 -11.9
T2 WIS, e e e —-1.8 — 42
= - T —1.2 — 28
o - | —2.6 — 5.6

White
[ Y . -1.2 — 8.1
T2 WIS, it e e e e e —-0.2 - 16
1L Y +1.0 - 09
o - | —0.5 - 17

Ages 45-54

Black
O- 11 YIS, e e —2.6 -11.9
L Y - P —1.8 — 54
TG YIS, e e e e +1.8 — 30
Total . e e 2.2 -~ 7.8

White
-1 YIS, e +0.3 — 8.0
BB E - +1.5 - 3.7
O WIS, e +1.9 - 1.0
o - | PP +1.1 — 43

Saource: Tables 2.1, 2.2, and 2.3.




job that they cease all job search activity and drop
out of the labor market.?

If steadily detertorating job opportunities were
the major reason for declining labor force participa-
tion, an upward trend in the unemployment of black
men would be expected that roughly corresponded
to the upward trend in nonparticipation in the labor
force. In fact, figures 2.1 and 2.2 suggest that while
nonparticipation has trended upwards since the mid-
1950s, unemployment rates have shown no such
corresponding pattern.

For instance, during the 1960s, the black rate of
unemployment fell sharply while the black rate of
nonparticipation continued to rise steadily. Further,
although unemployment increased in the 1970s,
labor force nonparticipation rose little after 1975 and
even leveled off during the early 1980s. The only
periods when the two series do move in the same
direction appear to be of short duration, correspond-
ing to the ups and downs of cyclical fluctuations. In
sum, the evidence presented in figures 2.1 and 2.2
suggests that diminishing employment opportunities
are not likely to have played a significant role in
generating the trends in labor force participation.

The Effects of Disability Transfers

In seeking causes of the decline in labor force
participation, several authors have focused on the
role of disability transfer programs such as social
security and supplemental security income.® These
programs, it is argued, create incentives for the
disabled and elderly to reduce the amount that they
work. The availability of benefits—a nonwage
source of income—would itself tend to discourage
work. Furthermore, the social security and SSI
disability programs effectively preclude work, since
an inability to perform significant work is a condi-
tion for program eligibility. Similarly, the social
security retirement program limits work through an
earnings test which restricts the amount that can be
earned without forfeiting benefits.

At its inception social security was a retirement
program for workers aged 65 and over. Since then

* Surveys show that most displaced workers do, in fact, find
Jobs. For instance. despite the weakened economy of the early
1980y 69 percent of workers displaced from jobs during the 1979-
81 period were employed in January 1984; only 15 percent quit
the labor force. See Kosters (1986),

®  Parsons (1980a. b} and Leonard (1979} have argued that
increased benefit levels and coverage in the social security
disability program have reduced labor force participation, and
disproportionately more so for blacks. For a different view, see
Haveman and Wolfe {1954).
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the program has been greatly expanded. Coverage
for disabled workers was first extended in 1956 to
those aged 50-64 years, and in 1960 it was extended
to all ages. In 1961 partial benefits were made
available to able-bodied workers choosing to retire
early at ages 62-64. Rising benefits also contributed
to the expansion of the program. Thus, the annual
real benefit received by the average person rose by
5.2 percent from 1960 to 1965, by 14 percent from
1965 to 1970, and by 21 percent from 1970 to 1975
(table 2.5).

During the late 1960s and early 1970s, benefits
grew faster than earnings, and as a result, the
“replacement rate”—the ratio of the worker’s own
benefit (the “primary insurance amount{”) tc past
earnings—rose as well. For the worker with average
earnings, the replacement rate increased from about
33 percent in the 1960s to 51 percent in 1980. These
figures typically understate the true extent to which
benefits replace earnings, since benefits are not
taxed, while earnings are subject to both income and
social security tax.®* Moreover, the primary benefit
is supplemented for workers with dependents. One
study of disability awards found that the average
benefit for workers with dependents replaced 75
percent of prior gross earnings and close to 100
percent of after-tax earnings.’

The social security system is more generous to
low-wage than to high-wage workers because bene-
fits replace a decreasing share of earnings as earnings
rise. Owing to changes in the benefit structure,
replacement rates also rose much more among low-
wage than high-wage earners. The social security
benefits for a disabled low-wage worker replaced 45
percent of earnings in 1960 and 64 percent in 1980.
Among high-wage earners, the replacement rate
only increased from 30 to 32.5 percent over the same
period. The introduction and growth of noncash
benefits, such as food stamps and medicaid, in the
late 1960s enabled those with low incomes to
supplement their benefits® As a result of these
factors, the pecuniary incentive to retire on social
security disability benefits i1s greater for low-wage

¢ Since 1981 benefits have been sublect to income taxation,

? These statistics refer to social security benefits awarded to
disabled workers in 1976 and are based on an unpublished study
of the Congressional Budget Office (April 1979).

% The March 1982 Current Population Survey found that among
the work disabled, 15 percent of whites and 47 percent of blacks
received food stamps and 16 percent of whites and 37 percent of
blacks were covered by medicaid.



FIGURE 2.1

Rates of Civilian Unemployment and Labor Force Nonparticipation for Nonwhite Men
Ages 20 and Over, 1954-1985
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FIGURE 2.2

Rates of Civilian Unemployment and Labor Force Nonparticipation for White Men Ages
20 and Over, 1954-1985
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TABLE 2.5

Benefits and Replacement Rates in the Social Security Disability and Retirement

Programs
Annual benefit' ~ Replacement rate?
Low Average  Maximum Low Average Maximum

Year earner earner earner? earner earner earner?
1865 ... ... ... 3.001 4.230 4,583 49.6 346 32.8
1960 ............ ... 3,286 4,507 4,583 45.0 33.3 29.8
1965 .......... e 3,428 4,741 5,207 40.0 314 329
1970 ...l 3.804 5,410 6,098 427 343 29.2
1975 ... 4,461 6,568 7,675 59.5 42.3 30.1
1980 .. ... .. ... 4,865 7,390 9,375 64.0 51.1 32.5
1983 ... 4,637 6,968 8,934 63.6 45.8 26.3
1984 ... ... .. ..., 4,344 6,523 8,461 62.3 42.8 23.7
1985 ... ... 4,224 6,274 8,207 63.8 41.0 229

the benefit is the primary insurance amount (PIA) in the year of entitiement. The annual benefit is the sum of the menthly PIAs and is expressed in 1984 constant dollars.
2The annual benefit expressed as a percentage of earnings in the year prior to entitlement.

3For the hypothetical worker who earned the social security maximums,

Source: U.S. Congress, MHouse Committee on Ways and Means, 1985.

earners than high-wage earners, and the incentive
for low-wage earners grew larger after 1960.

Black men are likely to have greater incentives
than white men to retire early on a disability pension
because of their lower earnings as well as their
higher incidence of disability. Surveys typically find
that blacks are more likely to be disabled than
whites.® Moreover, mortality rates, which are
correlated with disability and are free of subjective
reporting, are more than twice as high for working-
age blacks than for working-age whites.’® These
* For example, the March 1982 Current Population Survey
found that about 21 percent of blacks aged 45-54 reported having
a disability that prevented them from working or limited the
work they could do, compared to 11 percent among whites of the
same age. {(Current Population Reports, series P-23, no. 127}
Also see the Report of the Secretary’s Task Force on Black and
Minority Health (U.S. De¢partment of Health and Human Ser-
vices).

‘¢ In 1970 the mortality rate among men aged 35-44 was 2.8

findings are supported by the fact that black men
tend to work in blue-collar occupations whereas
white men tend to work in sedentary white-collar
occupations.’? Not only is the risk of injury higher
in blue-collar jobs, but because more physical labor
is involved, a given injury will generally be more
debilitating.

It is not surprising, therefore, that black men of
working age are more likely to receive social
security benefits than whites. As shown in table 2.6,
the proportion of men receiving benefits has in-

times as great for blacks as for whites, and for men 45-34, the
black-white mortality ratio was 2.0. The mortality differential by
race has narrowed over time, however. (U.S. Burean of the
Census, Sratistical Abstract of the United States, 1981, table 109}

' In 1970, for example, 61 percent of black men and 46 percent
of white men were employed in blue-collar occupations. This
disparity has tended to narrow over time. {Census of Population:
1970, Detailed Characteristics, Final Report PC(1)-D1.)
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TABLE 2.6

Percentage of the Male Population Receiving Social Security Benefits by Age and Race

Year 25-34
Nonwhite men

1950 . . .o 0.0
1960 . ... .o 0.2
1964 .. ... 0.3
1969 ... ... 1.8
1972 . 2.2
1976 . 3.6
1980 .. ... 1.8
1983 . ... 1.6
White men

1950 . . .. 0.0
1960 .. .. 0.2
1964 . .. . 0.5
1869 .. ... 0.6
1972 . e 0.8
1976 . . . 1.1
1980 . .. 1.0
1983 . . ... 0.9

Age group

35-44 45-54 55-59 60-64
0.0 0.0 0.0 0.0
0.3 1.3 3.3 6.6
1.3 29 6.1 271
21 4.2 8.0 26.8
25 52 10.0 29.9
33 6.8 12.9 375
3.2 6.8 12.8 377
29 56 11.3 39.0
0.0 0.0 0.0 0.0
0.3 0.8 22 45
09 1.7 3.6 19.4
1.3 24 47 217
1.5 3.1 6.0 26.6
20 4.1 8.1 33.5
2.0 4.2 8.3 35.0
1.8 3.5 7.3 36.6

Note: Beneficiaries are measured at the end of the year and include all male cld age and disability beneficiaries. Population estimates refer to the civiiian resident population,

Source: Vroman, 1986.

creased for both blacks and whites, but by much
more for blacks at ages 25-59.2 Furthermore,
growth in social security recipience appears to be
closely linked to the decline in labor force participa-
tion. Among white men (table 2.7), the increase in
the number receiving social security potentially
accounts for all of the increase in the number out of
the labor force at some ages and for a substantial
share at other ages.*® Among black men, growth in
social security recipience could account for from
half to all of the labor force change at ages 35 and
over, although it does not appear to be an important
factor among young blacks, 25-34 years of age.

2 Note that table 2.6 relates to nonwhite men. In view of the
large proportion of this group who are black, the text refers to
nonwhites as black.

1 The increase in social security recipients can exceed the
increase in nonworking men if some recipients would not have
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Individuals who actually receive social security
disability benefits cannot do significant work if they
expect to remain in the program and are, therefore,
likely to be classified as out of the labor force.
However, the number of recipients understates, by a
large measure, the full effect of such programs on
labor force participation because it excludes individ-
uals who quit the labor force with the expectation of
(and as a prerequisite to) qualifying for benefits. For
every recipient, there is an unsuccessful applicant
who will spend a considerable amount of time in the
application and appeal processes. Moreover, rela-
tively more black men would be in this group
because a greater number of blacks have disabilities,

worked even without benefits. Since the participation of this
group is likely to have been quite high from the inception of these
programs, most of the increase in program participation after 1960
should represent individuals who would have been in the labor
force had benefits not been available.



TABLE 2.7

Trends in Nonparticipation in the Labor Force and Social Security Recipiency by Race

and Age

Race and age

Black men’

Change in share
of population out
of the labor
force, 1960-1980
{percentage
point change)

5.6
54
7.8
12.8
15.1

1.7
1.4
3.4
7.5
18.9

Change in share of
population receiving security recipients
social security,
1960-1980
{percentage
point change)

16
29
5.5
8.5
311

0.8
1.7
3.4
6.1
305

as percent of
change in men out
of the labor force,
1960-1980

28.5
53.7
70.5
742
206.0

471
121.4
100.0

81.3
161.4

Change in social

Note: Sociat Security beneficiaries are essentially recipients of disability pensions up 1o age 62; recipients ages 62-64 include recipients of old age pensions choosing the early

reticement option.
18ocial security data refer to nonwhite men,

Source: Tables 2.1 and 2.6.
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and among the disabled, a higher percentage of
blacks apply for benefits.”

Another way of relating disability and labor force
activity is presented in figures 2.3 and 2.4. They
show, for each year since 1964, the percentage of
black men and white men who did not work during
the year, classified by the reason given by the men
for not working. The major reasons for not working
are disability, retirement, and a perceived lack of
employment opportunities (“discouraged workers”).

Figure 2.3 shows the rapid rise since 1964 in the
proportion of black men aged 25-64 who did not
work at all during an entire vear. It is apparent that
the primary factor underlying this trend through the
1960s anud into the micd-1970s is the rising proportion
of men who reported not working because of a
disability. In 1964, 4 percent of black men (ages 25-
64) did not work due to disability; by 1975 this
proportion had risen to 10.3 percent (11.5 percent
including retirees). Significantly, this was a period
when social security benefit levels increased and
eligibility standards were relaxed.'s

Starting in the late 1970s, a series of actions was
taken to slow program growth. These actions appear
to have met with some success as accessions to the
program declined. This is reflected in a leveling off
and then a decline in the rate of nonparticipation for
reason of disability. The patterns in figure 2.3 also
show that discouraged workers—those who cite
inability to find work as a reason for nonparticipa-
tion—played a very minor role until the recessions
of 1975 and 1982.1¢

" The iritial application process involves a S-month waiting
pertod during which time any substantial work activity would
Jjeopardize the claim.

In 1981, 70 percent of initial claims were denied; 49 percent of
those denied appealed to the Swate-level agency: State agencies
denied 87 percent; 68 percent of these denials appealed to an
administrate law judge; of these 58 percent were allowed and 42
percent denied: and so on through to the U.S. district court. In
earlier years initial denial rates were closer to 50 percent
(Committee on Ways and Mecans, 1982, tabie 4}.

Data tabulated by Halpern and Hausman (1985) from the 1972
Survey of Disabled and Non-Disubled Adults {matched with
social security records) show that 54 percent of disabled black
men had ever applied for disability benefits compared o 37
percent of white men. Of the applicants, approximately the same
proportion of black and white men were eventually awarded
benefits (57 percent). However, because of their larger proportion
of applicants, the black male population would likely have larger
proportions of individuzls withous work acovity involved in
applying and reapplying for benefus

¥ During this peniod the administration of the program accepted
an increasing number of apphcants who did not meet the strict
medical definition of & severe disability but who met nonmedical
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The broad pattern shown in figure 2.4 for white
men is similar to that of black men, although the
level and rise in the proportion out of the labor force
are considerably smaller for whites. Early retirement
is a relatively more important reason for labor force
withdrawal among white men than it is among
blacks, because the rise in white labor force with-
drawal is more concentrated among older men (60-
64).

In sum, the data presented here and in other
studies support the hypothesis that the decline in
labor force participation among men ages 45-64 is
due in large measure to the expansion in Federal
disability programs and, for those aged 62-64, to
early retirement under social security.’? '®

A final cautionary comment pertains to judgments
that may be formed about the relation between work
and disability and retirement transfers. To observe
that a program has reduced labor force participation
is not necessarily a condemnation of the program.
Some individuals, including disabled individuals,
who otherwise would have been productive work-
ers may have been induced by transfers to withdraw
from the labor force. However, transfers also may
have enabled many disabled workers to retire who
otherwise would have further impaired their health
by continuing to work. A full evaluation of the
effects of transfer programs would require a detailed
analysis of the health benefits associated with early
retirement, a study beyond the scope of this report.

standards such as inability to perform one's usual work (U.S.
Congress, House of Representatives, Committee on Ways and
Means, 1985).

' The proportion of the population who cite inability o find
work as a reason for nonparticipation {(discouraged workers} can
be seen in figures 2.3 and 2.4 as the area between the line showing
the percentage “Disabled, Retired or Discouraged Worker™ and
the line showing the percentage “Retired or Disabled Worker.”
Discouraged workers averaged only 0.5 percent of the population
among black men ages 25-64 in the period 1964-1973, but rose 1o
3 percent of the population in 1975, subsided to 1.3 percent in
1978, and then shot up to 6.8 percent in the 1982 recession.

7 As noted, see Parsons (19804, 1980b), and Leonard (1979) and
for criticism of Parsons, see Haveman and Wolfe (1984). For a
recent analysis which shows that rising levels of disability benefits
have a strong effect on benefit applications and, thus, on work
participation, see Halpern and Hausman (1985).

1% The argument that transfer programs have caused falling tabor
force participation rates does not apply, of course, to the 1940s.
Yet, participation rates generally fell during this decade, especial-
ly among oider black men. A likely caunse for this trend was the
shift of employment owt of agriculiure towards manufacturing
employment and from rural to urban residence.



FIGURE 2.3

Black Men Ages 25-64 Not at Work in Previous Year by Reason
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FIGURE 2.4
White Males 25-64 Not at Work in Previous Year by Reason
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TABLE 2.8

Male Unemployment Rates by Race and Age

1940
Bilack
25-34 . 10.0
35-44 L 9.7
4554 . 9.0
5564 .. ... 9.2
Total 9.6
White
2534 . 7.7
3544 .. 6.5
45-54 7.4
5564 . ... ... 9.6
Total ... ... 7.6
Black relative to white unemployment rate
Ratio ........ ... ... ... ..... 1.3
Difference .................. ... 20

Note: Unemployment as a percentage cf the civilian labor force.

Source: Census of Population, 1940-1980; Public Use Sample.

1950 1960 1970 1980
7.3 7.9 4.6 1.3
6.4 7.9 42 8.1
49 7.0 4.0 7.5
6.5 83 3.9 6.1
6.4 7.8 4.2 9.0
35 37 28 5.6
3.0 3.2 23 3.7
3.3 38 24 3.5
4.2 4.7 29 3.8
3.4 37 2.6 4.4
1.9 21 1.6 2.0
3.0 4.1 1.6 46

Declining Work Participation at Younger Ages

The increase in social security heneficiaries seems
to account for little of the decline in labor force
participation among young men, ages 25-34 (table
2.7). Participation did not fall as much at these ages
as it did at older ages, but the decline is noticeable
nonetheless, particularly among men who have not
graduated from high school (tables 2.3 and 2.4).
Between 1960 and 1980, the participation rate for
black men with less than a high school education fell
from 93.1 to 81.2 percent; for white men of the same
age and education, the decline was from 96 to 89.9
percent. Although a comprehensive analysis is be-
yond the scope of this report, several forces can be
noted that may have contributed to the decline in
labor force participation among younger men.

' Annual data from the CPS show that the labor force
participation rate of nonwhiie men ages 25-34 declined from 95.7
percent in 1965 10 94.4 percent in 1969, and from 93.7 percent in
1970 to 91.7 percent in 1973, declining not quitc a percentage
point to 90.9 percent in 1980 (The figure for 1980 refers to blacks
only; for 1973 the black-only figure is 91.8, but only data for all
nonwhites are available before 1972.) The patiern of unemploy-
ment for this group, however, was a decline from a rate of 6.2

One possibility is that forces in the economy
reduced employment opportunities for younger
men. Unemployment rates for men 25-34 did rise
between 1970 and 1980, and particularly sharply for
blacks (see table 2.8). Unemployment, however, is
not likely to have influenced the decline in participa-
tion during the 1960s, since this was a period of
declining unemployment and of rapid economic
growth generally. Moreover, more detailed exami-
nation of the 1970s using annual data from the
Current Population Survey (CFS) shows that the
decline in labor force participation among black men
25-34 was largely concentrated in the years 1970-73
which were still a period of relatively low unem-
ployment.*®

Several other developments are likely 1o be
associated with declining labor force participation
percent in 1965 to 3.4 percent in 1969 (which is not consistent
with the declining participation), and a rise in unemployment to
6.1 percent in 1970 (which is consistent with declining participa-
tion). Unemployment remained at roughly the 1970 level until
1973 and then fluctuated up and down around a much higher
level between 1974 and 1980, when it reached 13.4 percent. Yet

the decline in labor force participation was more modest during
this high unemployment period.
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among younger men and particularly black men.
Increased criminal involvement, declining marriage
rates, and increased levels of transfer payments are
among these factors. In each case, declining labor
force attachment may be a cause as well as a result
of the development.

Blacks are disproportionately involved in crime,
and their involvement seems to have increased. In
1960 blacks were 34.3 percent of all prison admis-
sions; by 1980 their share had risen to 42.7.2¢ Census
data show that the proportion incarcerated among
black men ages 25-34 rose from 3.5 percent in 1970
to 4.2 percent in 1980, while the white male
proportion remained the same at only 0.6 percent.

Although the prison population is itself excluded
from our calculations of labor force participation,
criminal activity and imprisonments could have a
significant effect on the labor force statistics in
several ways. The proportion of blacks out of prison
who are involved in crime is considerably larger
than the prison population. Alfred Blumstein and
Elizabeth Grady (1981-1982) estimate that the cu-
mulative lifetime probability of at least one arrest for
a felony is 51 percent among black men living in
large metropolitan areas compared to a cumulative
probability of 14 percent for white men in the same
cities. Arrests, trials, and the like would certainly
interrupt employment; and those who have been in
prison must surely experience increased difficulty in
finding employment when they are released. It is not
really known how active offenders would report
their labor force status to the census or if they are
less likely to be counted at all.

Another trend that may be related to the decline
in labor force attachment among younger men, and
blacks in particular, is the decline in marriage.
Between 1970 and 1980, the proportion of married
men ages 25-34 declined from 82 to 69 percent for
whites and from 74 to 56 percent for blacks (see

26 See Langan (1985) for these statistics {(table 1). Also note that
the available evidence suggests that the high proportion of blacks
appearing in arrest and prison data appears to be explained by
disproportionate involvement in criminal activity rather than by
racial differences in the administration of justice. See Langan on
this point; also Blumstein (1982).

# In 1970, among 25-34 year-olds, 95 percent of married black
men were in the labor force, compared to 73 percent of single
men. For white men these proportions were 98 percent and 83
percent. (Statistics are from the 1970 Census of Population.)

2 See J. O'Neill (1983). The earnings of white women did not
rise significantly over this period relative to those of white men.

=@ For a discussion of the relation between women’s work,
marriage, and divorce, see Becker, Landes and Michael (1977),

42

chapter 5). Married men typically have much higher
rates of labor force participation than single men.
Therefore, the decline in marriage rates may have
led to reduced labor force participation overall.®!

The increasing labor force participation and ca-
reer commitment of young women during this
period may have been a causal factor for delayed
marriages among both blacks and whites. Addition-
ally, the earnings of black women have increased
sharply, rising from 65 percent of black male
earnings in 1966 to 79 percent in 1980.22 This may
have been a destabilizing factor for marriages.®
From 1965 to about 1973, rising welfare payments
and a large increase in participation in the aid to
families with dependent children program may have
also contributed to a lower propensity for women to
marry.* It is also possible that causality goes the
other way; ie., that the decline in labor force
participation led to the decline in marriage. Thus,
labor force participation, marriage rates, and possi-
bly criminal activity may interact with each other;
and these relations are likely to be complex.

A final possibility stems from the fact that bene-
fits, such as food stamps, did not exist until the late
1960s. Although food stamps are unlikely by them-
selves to induce an individual not to work, nonethe-
less, they are available as supplements to unemploy-
ment compensation (or to unreported criminal or
underground activity) and therefore, may enable
individuals to be out of work longer and more
frequently.®

In sum, the decline in labor force participation
among younger black men was not as great as for
older men. The possible explanations for the decline
are complicated, and the issue is by no means
resolved. It is an important issue, however, because
extended periods out of the labor force at younger
ages are likely to have negative effects on earnings
opportunities at older ages.

24 See J. O'Neill (1986).

2 Tabulations from the microdata file of the March 1980 Current
Population Survey show that among black men ages 25-44 who
worked less than 27 weeks in 1979, the following percentages
received particular transfers: food stamps (26 percent); SSI (6
percent); social security (10 percent); welfare (10 percent);
unemployment compensation, veteran benefits, or worker’s com-
pensation (24 percent). These percentages are similar for white
males of the same age and work experience, with the exception of
food stamps and welfare, for which whites have lower recipience
rates. These percentages, it should be noted, are underestimates.
Based on a comparison with program data, actual food stamp
receipt, for example, is about 30 percent higher than the seif-
reported data show.



Unemployment

Racial differences in unemployment, like racial
differences in labor force participation, have tended
to widen between 1940 and 1980. As indicated in
table 2.8, blacks consistently have had higher rates
of unemployment than whites, and this gap has
grown over time. In 1940 blacks were 30 percent
more likely than whites to be unemployed; by 1980
they were more than twice as likely to be unem-
ployed.

The forces generating trends in unemployment
appear to differ froin those generating trends in
labor force participation. Most of the increase in the
unemployment gap occurred between 1940 and
1960, whereas a substantial increase in black-white
differences in labor force participation occurred
between 1960 and 1980.

Causes of Unemployment

To examine more precisely the black-white gap in
unemployment, table 2.9 presents unemployment
rates classified by level of education and region of
residence. One of the strongest patterns emerging
from the table is that more highiy educated individu-
als are not as likely to be unemployed as less
educated individuals. Education is associated with
lower unemployment, in part, because firms tend to
make farger investments in skilled workers (in the
form of hiring costs and training) and would,
therefore, be reluctant to lose them through lay-
offs.?® Since blacks, on average, have less education
than whites, it follows that racial differences in
education are a contributing factor to racial differ-
ences in unemployment. Nevertheless, education is
clearly not the only factor creating the racial gap in
unemployment. Even within groups narrowly de-
fired by education, blacks still have higher rates of
unemployment.

Another strong pattern emerging from the table is
that unemployment is substantially lower in the
South than in the rest of the country. Since blacks
are more likely to live in the South than whiles,
racial differences in region of residence should serve
to reduce the black-white gap in unemployment,
Even when comparing individuals who reside in the
same region, however, blacks still have higher rates
of unemployment.

Marital status and type of industry or occupation
are other factors that might contribute to racial

2 See Becker (1964) and Of (1962).

differences in unemployment. To explore this possi-
bility, table 2.10 shows black-white differences in
unemployment in 1980 adjusting for age, education,
marital status, and industry and occupation of
employment. In both the South and non-South,
adjusting for marital status reduces the black-white
gap in unemployment (row 3).* Adding an adjust-
ment for industry and occupation of employment
further reduces racial differences in unemployment
(row 4), indicating that blacks are more likely than
whites to work in industries and occupations with
high unemployment. The effect of industry and
occupation of employment on the black-white gap in
unemployment may reflect racial differences in skill.
However, it also may reflect discriminatory prac-
tices that prevent blacks from freely entering certain
industries and occupations.

A simple discrimination argument alone does not
explain the patterns observed in tables 2.9 and 2.10.
The unemployment differential in the South is
usually quite small even before adjusting for various
characteristics, and at least in 1980, after adjusting
for other characteristics, it becomes statistically
insignificant from zero (table 2.10). Moreover, un-
like the gap in wages, the black-white unemploy-
ment differential in the South is much smaller than it
is elsewhere. This is especially true in the decades
from 1940 to 1960. Yet, in this period, the South was
highly segregated, and it is widely believed that
discrimination was more deeply rooted there than in
the rest of the country.

Nevertheless, it is possibie that discrimination
contributes to the black-white gap in unemployment.
As chapter 3 explains, in a competitive economy
with flexible wages, discrimination is likely to drive
a wedge between black and white wages. This wage
differential might influence even prejudiced employ-
ers to hire blacks, However, Harry Gilman (1965)
points out that, “if there are legal or quasi-legal
pressures towards nonwhite-white wage equality,
discrimination may take the form of reducing the
employment opportunities of nonwhite relative to
white workers. Thus, we would expect a greater
effect of such factors as statutory and union mini-
mum wages on the employment opportunities of
nonwhite than of white workers; employment op-
portunities should fall more for nonwhite than for
white workers.”

27 See the discussion of marital status in chap. 5.
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TABLE 2.9

Male Unemployment Rates by Race, Education, and Region

Black
Less than 12 years

Non-South .. .................
South ......................

12 years or more

Nom-South...................

White
Less than 12 years

Non-South . ..................
South ........... ...

12 years or more

Non-South...................

Difference (black minus white)
Less than 12 years

Non-South...................
South .. ....... ...

12 years or more

Non-South . ..................

Ratio (black divided by white)
Less than 12 years

Non-South...................
South . ........ ..

12 years or more

Non-South...................

Notes: Ages 25-64.

Source: Census of Population, 1940-1380; Public Use Sample.

1940

9.5
59

5.2
3.3
7.6

1950

10.3
4.6

5.6
33
6.4

2.4
2.1
1.8

1960

10.7
6.8

5.9
39
7.8

55
4.9

21
1.6
3.7

1970

5.7
3.9

3.8
2.4
4.2

42
2.8

2.0
1.3
2.6

- —h
~

—_ —_ ok —
o — Q0

NN

[ G Y
o Qo O

1980

14.9
8.6

9.4
5.6
9.0

8.4
56

4.0
2.3
4.4
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TABLE 2.10

Accounting for the Black-White Gap in Unemployment of Men Ages 25-64, 1980

Unemployment gap South
{DUnadjusted . ... . e 3.3
(2) Adjusted for: education, age . ... ... ... ... 1.9
(3) Adjusted for: (2) +marital status . ......... ... .. . i 1.2
(4) Adjusted for: (3) +industry and occupation .. ....... ... oL 0.5
Percent of gap explained by characteristics ............. ... .. ... ... 85%

Non-South

6.6
52
4.2
3.2
52%

Note: Estimates are based on a linear praobability model of the determinants of unemployment. The sample consists of persons curtently in the labor force, and rows 2-4 measure

the effect on the unemployment gap resulting from the addition of the variables indicated in the table.

1 Black rate of unemployment minus the white rate of unemployment.
*Not statistically different from zere at the 95 percent confidence level.
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A key factor in explaining regional differences in
unemployment is whether wages are more flexible in
the South than elsewhere. In fact, unionizaticn,
which typically reduces wage flexibility, has always
been lower in the South.? Moreover, until the late
1960s, the South had a smaller proportion of
employment covered by the minimum wage, and
enforcement also seems to have been weaker in the
South.?* Thus, discrimination outside the South may
surface in racial differences in unemployment,
whereas discrimination in the South may be reflect-
ed in racial differences in wages.

This is one of several possibilities. Many factors in
addition to, or in conjunction with, discrimination
could also be producing these patterns in unemploy-
ment, and more re. ~>~ch is needed to identify the
causes of the black-white gap in unemployment.

Trends in Unemployment

As previously noted, the black-white gap in
unemployment increased substantially between 1940
and 1980, with the primary increase occurring
between 1940-1960. Part of the reason for this
pattern may be due to the effects of migration.
Chapter 5 details the large-scale migration of blacks
from the rural South to the urban North between
1940 and 1960. Newcomers in an area tend to have
higher unemployment rates than long term residents.
Consequently, migration itself would have generat-
ed unemployment among newly arrived blacks. In
addition, the compositional shift of blacks towards
the North, where unemployment is greater, would
have tended to increase the overall black-white gap
in unemployment. (Within the South, migration also
occurred from rural to urban areas, which might
explain why the black-white gap in unemployment
increased moderately there.)

Nevertheless, migration cannot explain all of the
observed patterns. Between 1940 and 1980, black-
white differences in educational attainment and
occupational status narrowed dramatically, which

2 See Gilman (1965), p. 1092.

# Gilman (1965) footnote p. 1092,

30 Blacks hold different occupations than whites with the same
age and education, but the difference has narrowed over time. We
have computed indices of occupational dissimilarity which
measure the percentage blacks that would have to change
occupations to make the distribution of blacks across occupations
the same as that of whites. A value of zero would indicate that
blacks and whites have identical occupational distributions; a
value of 100 percent indicates total racial separation by occupa-
tion. Between 1960 and 1980 these indices changed as follows:
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should have contributed to a reduction in the
unemployment gap. For the 1940-1960 period, the
effects of migration may simply have overwhelmed
advancements in education and occupation. For the
1960-1980 period, however, migration was much
smaller, and blacks continued to register impressive
gains relative to whites in educational attainment
and occupational status; yet, there was no systematic
narrowing of the unemployment gap over the
period.®®

Thus, the constancy of the black-white gap in
unemployment between 1960 and 1980 remains a
puzzle. It may simply reflect changes in various
factors that offset the improvements in black educa-
tional attainment and occupational status. For exam-
ple, the generally higher level of transfer payments
in the 1970s, downward trends in rates of marriage,
and increases in the rate of crime may have contrib-
uted to the increase in the unemployment gap,
though a case could be made that the cause-effect
relations go the other way. Possibly, cyclical factors
played a role, since the overall level of unemploy-
ment was somewhat higher in 1980 than in 1960.
Additionally, as discussed in chapter 7, enforcement
of civit rights laws may have increased black
earnings as well as reduced overall black employ-
ment. These are just conjectures, however. Black-
white differences in unemployment are not well
understood, and further research is clearly required.

Weeks and Hours of Work

Lower labor market participation and higher
unemployment rates among blacks mean that the
average black is employed for less time during the
year than the average white. This accounts for part
of the black-white gap in annual earnings.

Census data for 1950 through 1980 repori the
number of hours worked by each person during the
week in which the survey was taken and the number
of weeks worked during the previous calendar year.
Based on these data, table 2.11 presents average

Index of Occupational Dissimudarity

Education o6 1980
Men 25-39:
Ollyrs. . ... e R 340 30.6
P05 43.3 298
lo+yrs. ..., e 47.1 27.8
Allgroups ... ... .. ... ... .. 44.0 332




TABLE 2.1
Weeks and Hours Worked for Men by Race and Age

1950 1960 1970 1980
Mean weeks per year!
Black
25-34 . 40.3 44.5 47 .4 44 .1
35-44 . 442 45.0 47.7 46.7
45-54 441 44.4 47 .4 46.8
5564 .. ... 42.6 43.0 46.4 46.2
Total ... 43.6 444 47.3 459
White
25-34 .. 459 47.6 487 47.3
3544 .. 47 1 48.4 49.5 48.8
4554 . ... 46.2 47.6 49.1 48.9
5564 ... ... 45.0 46.1 47.5 47.0
Total ... 46.2 47.6 48.8 479
Mean hours worked per week?

Black
25-34 L 41.8 40.6 40.2 40.0
35-44 .. 43.2 1.0 40.8 41.1
45-54 L 43.4 40.6 40.4 40.7
5564 ... ... 43.3 39.8 39.4 39.8
Total ... ... 42.8 40.6 40.3 40.4
White
25-34 L 44.6 44.0 433 43.5
3544 ... 46.0 45.3 44.8 45.2
4554 . 457 448 441 445
5564 ... ... e 448 43.2 42.6 427
Total ... 453 445 43.0 44.0

Tweeks worked refer 1o male workers who worked during the preceding calendar year.
2Hours worked reler 1o hours worked oy male workers at work during the week of the census survey.

Source: Census of Population, 1940-198§; Public Use Sample.




weeks and average hours for people who worked in
the previous year. The table shows that blacks work
fewer weeks and fewer hours per week than whites.

In 1950 white men (who worked) were employed
2.6 weeks per year more than blacks. Between 1930
and 1970, weeks worked rose for both groups, but
more among blacks; and the racial differential in
weeks worked fell to 1.5. Between 1970 and 1980,
however, weeks worked fell for both blacks and
whites by about one week.

Similarly, white men tend to work more hours per
week than black men, and this differential has been
stable at about 3 to 4 hours over the past 30 years.
Hours worked per week fell between 1950 and 1960
among both races but have since remained steady.

Estimates of annual hours of work, a broader
measure of work activity, can be calculated by
multiplying average weeks and hours per week.
Such estimates indicate that black men ages 25-64
worked on average from 10 to 17 percent fewer
hours annually than white men. In 1980, for exam-
ple, black men worked 14 percent fewer hours than
white men, a difference of about 250 hours. This
implies that adjusting for differences in hours
worked would raise the annual earnings of blacks by
14 percent, which would eliminate roughly one third
of the gap in relative earnings (see table 1.2). The
same calculations for other years and specific age
groups reveal basically the same result: that racial
differences in annual hours of work account for an
important share of the overall differential in annual
earnings.

Since the earnings gap is smaller when based on
hourly or weekly earnings than on annual earnings,
the question arises whether one measure is more or
less appropriate than another for analyzing black-
white earnings differences and for drawing infer-
ences about the extent to which discrimination may
affect the differences. The answer depends on the
reasons for the racial differential in weeks and hours
worked. As noted in the discussion of unemploy-
ment, in free and unrestricted markets discrimination
could affect hourly pay rates rather than employ-
ment. The presence of wage rigidities, however,
such as equal pay laws or wage floors mandated by

M Wage rigidities would also increase unemployment among
those blacks or whites whose productivity had a lower value to
the empioyer than the regulated wage, In practice, it could be
difficult to distinguish the two situations due to imperfect
measures of worker productivity.

* ]t showid be noted, however, that hours worked are not Jikely
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union arrangements, would prevent employers from
discriminating against blacks in the form of lower
pay in many situations; but discrimination might
then emerge as higher unemployment for blacks.®
Discrimination may also influence employment indi-
rectly through occupation or training.

If wage rigidities were pervasive, it would be
appropriate to use annual wage ratios to compare
the earnings of blacks and whites because discrimi-
nation in this case is more likely to affect weeks
worked than hourly pay rates. On the other hand, if
markets were relatively free of rigidities, the hourly
wage rate would, in principle, be the most accurate
measure because it is not affected by differences in
the amount of time worked. In many circumstances,
hours worked reflect voluntary decisions about the
amount of time the individual wishes to work.

To take account of both possibilities, this report
examines annual earnings ratios as well as weekly or
hourly wage ratios.®> When oaly one measure is
considered, it is usually weekly earnings ratios.

Summary

In 1940 labor force participation rates of black
men and white men were approximately the same.
Over the next four decades, participation declined
among all men, particularly clder men and those
with less than 12 years of schooling. The decline in
labor force participation was considerably greater
for blacks than for whites, even with schooling and
age held constant. For example, between 1950 and
1980, the decline in labor force participation rates
among men aged 45-54 with 0-11 years of school
was 142 percentage points for blacks and 7.5
percentage points for whites.

Much of the decline in the labor force participa-
tion of both black and white men aged 45-64 is
attributed to the liberalization and rising benefit
level in Federal disability and retirement programs
(supplemented by food stamp, medical, and other
benefits). The relatively greater decline among black
men can be traced to their higher incidence of
disability and their lower incomes, and to the fact
that transfers are relatively more generous at lower
income levels.

to be as well measured as weeks worked. Hours have usually been
measured in the census survey week in the spring. However.
weeks worked and earnings refer to the previous calendar year.
Hours worked per week during the calendar year may have
averaged to dilferent numbers than hours during the survey week,
thus producing a possible bias.



The decline in labor force participation among
younger men (ages 25-34) was not as great as for
older men. Possible explanations for it include
increased criminal involvement, declining marriage
rates, and the introduction of transfers such as food
stamps. These factors may interact in a complicated
way, and the issue is by no means resolved.

A significant racial differential in unemployment
has persisted over the decades. This differential can
be partly attributed to schooling differences. How-
ever, black male unemployment rates exceed those
of whites within schooling and regional categories.
The differential in unemployment has always been
much larger in the North than in the South. This
was especially true in the period 1940-1960, despite
the apparently greater level of discrimination against

blacks in the South during the period. One reason
for the relatively low black unemployment rate in
the South was the relative absence of unionization or
other pressures to equalize pay. As a result, discrimi-
nation may have been reflected in the form of lower
pay rather than unempioyment differentials. The
widening of the black-white gap in unemployment
over the 1940-1980 period remains puzzling in light
of the convergence in racial differences in schooling
and in occupations.

Levels of work activity over the year are lower
among blacks because those who work are em-
ployed fewer weeks per year and fewer hours per
week. Because of these differences in time worked,
the earnings gap is smaller when based on weekly or
hourly earnings than on annual earnings.
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PART II

Sources of the Earnings Gap, 1940-1980

The earnings gap between black and white men
clearly requires an explanation. One obvious possi-
bility is labor market discrimination. Another is
differences in skills or in other characteristics known
to affect earnings. Although the acquisition of skills
may be affected by discrimination in the labor
market (e.g., in the provision of training) and by past
discrimination by government (e.g., in the provision
of schooling), it is, nonetheless, useful to the forma-
tion of effective policies to separate out the effects of
the various factors. Part II examines in detail likely
sources of the earnings gap, first individually and
then as a whole.
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Chapter 3 discusses the economic theory and
measurement of discrimination. Chapters 4 and 5
identify several important characteristics associated
with earnings and examine each as a potential source
of the earnings gap and as a force in narrowing the
gap since 1940. Education and training are the focus
of chapter 4; geographic region and other factors are
discussed in chapter 5. Of course, these characteris-
tics may be interrelated. While chapters 4 and 5
examine each characteristic separately, chapter 6
presents a multivariate statistical analysis that takes
account of possible interdependencies among the
variables.



Chapter 3

The Economics of Discrimination: Theory

and Measurement

Discrimination against blacks can lead to racial
differences in wages among workers with identical
labor market productivity. The theory of labor
market discrimination developed by Gary Becker
demonstrates that such discrimination may arise
even in competitive markets if employers are so
strongly prejudiced against a group that they would
employ group members only at a lower wage
(Becker, 1957). Becker terms this wage discount a
measure of the employer’s “tasie for discrimina-
tion”—the employer’s distaste for or psychic cost of
employing the worker.

Discrimination is not costless to the employer. If,
as a result of discrimination, blacks (equal in produc-
tivity to whites) had lower wage rates, an employer
with relatively more white workers would have
higher costs and, therefore, could lower these costs
(and increase the firm’s profits) by hiring more
blacks. If a sufficient number of nondiscriminatory
employers entered the market, or if existing nondis-
criminatory employers expanded production, blacks’
earnings would eventually be bid up, and the gap
due to discrimination would close. Becker’s theory,
on the other hand, shows that discrimination could
persist for long periods if prejudice was strong and
pervasive or if constraints were imposed on the

v See Becker (1957) for more details. Also, note that the few
black workers who were skilled might be downgraded occupa-
tionally vather than paid less if the premium required by skilled
whites to work alongside skilled blacks was more costly than the

growth of firms that did not discriminate or on the
mobility of black workers.

In Becker’s model, coworkers and customers may
also be sources of discrimination even if employers
themselves do not discriminate. 1f white workers
demand higher wages to work with blacks, employ-
ers would have an incentive to operate segregated
establishments because integration would be more
expensive. In this case the wages of blacks and
whites with the same productivity would tend to be
equalized, though they would work in different
establishments. It is possible, however, to conceive
of situations where the operation of fully segregated
plants is not feasible; for example, if there were too
few skilled black workers to complement unskilled
blacks. This case would lead to integrated plants
with discriminatory wage differentials between
blacks and whites.!

Consumer prejudice could lead to discriminatory
pay differentials in situations whete workers and
consumers interact, such as a doctor-patient or
salesman-client relationship, if consumers were will-
ing to pay a premium for services provided by a
white. If blacks and whites were equally productive
in these tasks, however, less prejudiced consumers
would have an incentive to take their business to a
black, thereby increasing the demand for blacks in
efficiency loss from employing skilled blacks in a lesser capacity.
{Discrimination in capital markets likely would have been a

barrier to self-employment of skilled blacks, which might other-
wise have been an escape route.)
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these jobs. Moreover, consumer prejudice may
simply lead blacks to seek employment in occupa-
tions with minimal consumer contact (such as
factory work) or in businesses catering to a black
clientele. Thus, jobs with little consumer contact
and the existence of unprejudiced consumers reduce
the extent to which prejudiced consumers can create
racial differences in pay.

As discussed in chapter 2, if wages were com-
pletely flexible, discrimination would primarily af-
fect hourly wage rates, rather than employment. In
this case discriminatory preferences would be large-
ly reflected in a lower wage rate for blacks; as a
result, even some prejudiced employers would have
an incentive to employ blacks.

If wages are not flexible, however, discrimination
against blacks may well take the form of reduced
employment for blacks. Forces affecting wage flexi-
bility include minimum wage laws and union wage
floors. Equal pay laws may also have the same
unintended effect.? Firms that would have em-
ployed blacks at a lower wage rate will now have
less of an incentive to do so, making it less costly for
firms to discriminate against blacks and employ only
whites.®

As an alternative to Becker’s theory, some authors
have developed the idea of statistical discrimination.
According to this theory, employers who may not
be prejudiced may still treat blacks differently from
whites.* This theory presumes a world of limited
information, where employers can only imperfectly
assess the individual productivity of their employ-
ees. As a result they use rough proxies for produc-
tivity based on race, sex, schooling, and other
readily observed characteristics. Thus, if employers
find it difficult to evaluate black workers, they may
treat individual blacks as having the average charac-
teristics of all blacks. [n this situation, talented blacks
would earn less than their true skills would warrant,
while blacks with below-average skills would earn

* See chap. 2 for further discussion of this point.

* Laws and institutions that keep wages artificially high may
increase or decrease the relative hourly wage of blacks. If all
sectors of the economy were covered by the law or institution,
the relative wage would likely increase, although employment of
blacks would likely fall. If part of the economy is not covered by
the law or institution (e.g., the nonunion sector}), relative wages of
black workers could fall. In particular, black workers who cannot
obtain jobs in the covered sector may take jobs at a lower wage in
the uncovered sector. If this effect is sufficiently large, the overall
average wage of blacks would decline relative to that of whites.

* See Phelps (1972), Arrow (1972 and 1973), and especizally the
discussion in Aigner-Cain (1977).
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more.* However, while the employer’s inability to
sort out the different types of labor may result in
individual instances of discrimination, it will not
necessarily lead employers to pay blacks less, on
average, than they pay whites.®

The relevance of statistical discrimination for
explaining black-white earnings differences has been
questioned by D.J. Aigner and G.C. Cain (1977),
who point out that the cost of obtaining information
about workers may not be large relative to the gains
from more precisely identifying worker productivi-
ty. Testing, reference checking, and trial work
periods are methods that employers use to gain
information that enables them to distinguish among
individuals.” Moreover, black workers themselves
would have an incentive to obtain credentials (such
as licenses, degrees, school grades, and references)
that would provide pertinent information to employ-
ers. Statistical discrimination may be relevant in
some instances, such as choosing workers for sum-
mer jobs or other short duration employment where
investment in information would not have a large
payoff. However, it remains questionable whether
statistical discrimination could be a significant factor
in the long run for adult workers.

Becker’s theory of discrimination has proven
durable over the years as a basic framework for
analyzing discrimination. It implies that labor mar-
ket discrimination could persist over time, even in
competitive markets, if a significant proportion of
employers were strongly prejudiced or if laws and
regulations interfered with the market process or
impeded the mobility of blacks.

It is perhaps because market forces do tend to
erode discrimination that groups wishing to perpetu-
ate racial discrimination have sought to institutional-
ize it through legislation or to perpetuate it through
regulation. For example, government laws and
regulations in the Southern States clearly impeded
the mobility of blacks in many ways. The unequal

5 This would also apply to whites unless employers could more
readily make distinctions among white workers.

6 Whether or not statistical discrimination would lead to a lower
average pay for blacks than for whites would vary according to
the circumstances. See Aigrer-Cain (1977) for a more detailed
discussion of these points.

* The attempt to identify individual worker productivity
sometimes conflicts with civil rights policy. In particular, the use
of employment tests has been challenged as discriminatory, and
their use appears to have declined (see Potter, 1986, p. 215). Itis a
matter of controversy whether this policy is beneficial to blacks.
It is possible, for example, that the decline in testing actually
increased stavistical discrimination.



and meager allocation of school resources to blacks
impeded the acquisition of skills (see chapter 4).
Laws against vagrancy made it a crime to be
unemployed, even if looking for new work, and
other laws limited recruitment of black workers for
jobs in another county.® Furthermore, blacks did
not receive nearly adequate protection from law
enforcement agents for their persons or their proper-
ty.* The Jim Crow laws that came into effect in the
South around the turn of the century mandated
extreme forms of segregation. Although the North
did not legislate segregation, unions often effectively
kept blacks out of skilled jobs.*®

The Civil Rights Act of 1964 in effect abolished
the laws and regulations that mandated segregation
and thereby facilitated the elimination of discrimina-
tion. In addition, the same forces that led to passage
of the Civil Rights Act may also have raised the
consciousness of Americans and in a more subtle
way contributed to the elimination of discrimination.
On the other hand, wage rigidities, such as the
minimum wage and union wage floors, reduce the
cost of discrimination to employers and may have
facilitated the persistence of discrimination in em-
ployment. It is an empirical question whether the
forces reducing discrimination have dominated the
trend.

Measurement of Discrimination

Empirical studies of current labor market discrim-
ination have not developed a way of measuring it
directly. Instead, they typically investigate the fac-
tors that appear to be related to skills or productivi-
ty, and they then adjust the wage gap for racial
differences in these factors. If all productivity
differences could be measured perfectly, then a good
case could be made that the amount of the wage gap
left unexplained after accounting for these differ-
ences reflects current discrimination in the labor
market.

Unfortunately, productivity cannot usually be
measured directly. The best the analyst can do is to

¢ Roback (1984) makes the case that these and other labor Jaws
served to restrict black mobility, resulting in their exploitation,
The extent to which these laws were actually enforced and
effective has been questioned by Higgs (1986).

* See Higgs (1986} and Myrdal (1962).

utilize characteristics that are believed to affect
productivity, such as years of schooling or years of
experience, and when available, the quality of
schooling or family background. The intensity of
effort, actual proficiency, or the difficulty of the
work performed are factors that are seldom con-
trolled for because they are not readily measured.

It should also be recognized that current Iabor
market discrimination is not the only form of
discrimination. For example, racial differences in
educational attainment among workers today are
likely to have been affected by discriminatory
expenditure policies of State and local governments
in the past. And skills acquired through on-the-job
training over the years can also reflect discrimina-
tion if employers are reluctant to offer training to
minorities. Moreover, past discrimination in the
labor market may have reduced the incentive of
blacks to obtain training or schooling. Available data
and empirical estimation procedures are ill-suited to
disentangling these different types of discrimination.
Nonetheless, it is important to make these distinc-
tions because remedies for the effects of past
discrimination (for example, dealing with school
resources) are quite different from remedies for
current labor market discrimination.

Because of the problems involved in measuring
productivity, definitive estimates of current labor
market discrimination probably cannot be obtained.
Despite these difficulties, however, an analysis of the
major factors contributing to the black-white wage
gap can enlighten our understanding of the sources
of the gap and why it narrowed over time, and can
provide boundaries to the possible role of market
and nonmarket discrimination in the overall pattern.

Chapters 4, 5, and 6 investigate the major measur-
able factors that are likely to affect the black-white
earnings gap: education, work experience, geo-
graphic location, industrial sector of employment,
and marital status.

** DuBois in The Philadelphia Negro (1899) cites examples of the
exclusion of blacks from unions (chap. XVI, sect. 47). Also see
Higgs (1986) and Myrdal (1962). Even if unions had not been

hostile to blacks, they could have effectively excluded them due
to preferential treatment of relatives and friends.
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Chapter 4

Education and Training

Formal education is a principal means of enhanc-
ing labor market productivity, and it has traditional-
ly been the key to economic progress for groups
starting out with disadvantages. Schooling has been
termed an “investment in human capital™ because it
is an activity that requires an outlay of money and
time and, In turn, raises an individual’s future
productivity or earnings capacity (Shultz, 1961;
Becker, 1964). Empirical research in this area has
generally found a strong positive association be-
tween schooling and earnings.

It is likely that differences in educational attain-
ment between blacks and whites can explain some
portion of the earnings gap. Historically, blacks had
extremely limited opportunities for schooling. The
slave codes that were part of the legal structure of
Southern States actually forbade the education of
slaves, although clandestine schooling and training
did occur (Bond, 1966; Bullock, 1967). Moreover,
the concentration of blacks in the impoverished
South during a period of extreme racial hostility was
an impediment to the rapid educational development
of freedmen after the Civil War (Jones, 1917). Over
the decades, however, differences in schooling
between whites and blacks have narrowed consider-
ably, and this trend is expected to have been a force
in narrowing the earnings gap.

This chapter first examines the trend in years of
schooling completed for blacks and whites. As a
proxy for actual skills acquired in school, years of
schooling has obvious drawbacks. Unfortunately,
data that match the earnings of individuals to real
educational attainment are not generally available.
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In the absence of such datu. secondary sources of
information are explored to provide some insight
into racial differences i the quality of schooling and
educational achievement. The chapter closes with a
brief discussion of another type of investment in
human capital: training on the job.

Differences in Years of Schooling

Although blacks still complete iewer years of
school than whites, this differential has narrowed
considerably since 1940 (table 4.1). Over the 1940~
1980 period, the mean level of schooling of both
blacks and whites rose steadily, but the increase was
much larger for blacks.

One reason for the educational deficit of blacks is
their concentration in the Scuth where educational
levels historically have been below thosc of the rest
of the country. Moreover, the black-white differen-
tial in schooling has always been larger within the
South than in the non-South. Both the narrowing of
the black-white schooling gap within the South
(from more than 2 years in 1940 (0 | year in 1980)
and the immigration of blacks to the North contrib-
uted to the sharp convergence in the racial differen-
tial in schooling for the U.S. as a whole.

The basic pattern of convergence in the black-
white differential in schooling shows no change
between 1940 and 1950 but accelerating improve-
ments in each subsequent decade. The patterns
shown in table 4.1, however, refer to all men in the
working population aged 25-64. These men were
born between 1876 and 1955, and their schooling
took place over the course of a century—from the



TABLE 4.1

Mean Years of School of Male Wage Earners Ages 25-64 by Region and Race

1940
Total US.
White ............... ... .. ...... 9.03
Black ......... ... ... .. .. ... . ... 578
Difference’ ....... ... .. ... ...... 3.25
South
White ........ ... .. ... .. .. . .. ... 8.71
Black ............ ... ... .. ... ... 513
Difference’ ........ ... ... ........ 3.58
NonSouth
White ... ... . .. 9.15
Black ......... ... . ... ... 7.31
Difference' . ... ... ... .. .. .. ... ... 1.84

Twhite mean schooling minus biack mean schooling.

Source: Census of Population, 1940-1980; Public Use Sample.

1950

9.85
6.58

327

9.37
5.88

3.49

10.06
7.98

2.08

1960

10.65
7.80

2.85

10.13
6.91

3.22

10.83
8.94

1.89

1970

11.65
9.35

2.31

11.22
8.53

2.69

11.80
10.20

1.60

1980

12.83
11.37

1.46

12.48
10.89

1.59

12.92
11.91

1.01

TABLE 4.2

Years in Which Successive Birth Cohorts Reach Different Stages in the Life Cycle

Birth years 5-14
18761885 .. .. ... ... ... L 1890
1886-1895 . ... ... ... . ... 1900
1896-1905 ... ........... ... ... 1910
1806-1915 ... ... .. ... ... ... ..., 1920
19161925 ... ... .. ... 1930
1926-1935 ... ... ... L. 1940
1936-1945 .. .. .. ..l 1950
19461955 ... ... .. ... 1960

Years cohort reaches ages:

25-34

1910
1920
1930
1940
1950
1960
1970
1980

35-44

1920
1930
1940
1950
1960
1970
1980

45-54

1930
1940
1950
1960
1970
1980

55-64

1940
1950
1960
1970
1980
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TABLE 4.3

Mean Years of School Completed by Race and Age (male civilian population)

1940
White
25-34 995
35-44 L 9.02
45-54 L 8.11
5564 ... .. 7.61
Black
2534 ... 6.12
3544 ... 5.49
45-54 L 4,98
5564 .. ... 4.43
Differential (white minus black)
2534 .. 3.83
3544 .. 3.58
45-54 L 3.13
5564 ... ... 3.18

Source: Census of Population, 1940-1980; Public Use Sample.

1950 1960 1970 1980
10.87 11.55 12.48 13.40
10.06 11.05 11.85 12.96
9.13 10.05 11.24 12.14
B.18 8.96 10.16 11.41
7.77 9.17 10.74 12.25
6.61 8.05 9.65 11.50
5.66 6.69 8.34 10.12
4.88 5.67 6.85 8.60
3.10 2.38 1.74 1.15
3.45 3.00 2.20 1.45
3.47 3.36 2.90 2.03
3.30 3.29 3.32 2.81

1880s to the 1970s. This is made clear in table 4.2,
which traces each group in the census data back to
the approximate dates when they were in primary
school. Thus, the educational attainment of older
members of the labor force reflects changing pat-
terns of school attendance only with a long lag.

To have a clearer understanding of these patterns,
a detailed historical examination follows of trends in
educational attainment and enrollment rates and of
the factors related to these trends. In addition,
problems of measurement that are believed to bias
the reported attainment of older age groups in the
1940-1960 censuses are examined.

Convergence in Schooling Across Cohorts

Starting in 1940, each census has requested infor-
mation on the educational attainment of the popula-
tion. Thus it is possible to compare the highest grade
completed by black and white men in the same age
group and to examine the progress of successive
cohorts (table 4.3). It is immediately apparent that
for the age group 25-34, a steady and substantial
decline in the black-white schooling differential has
occurred over the period 1940-1980—from 3.8 years
to 1.2 years. At older ages, however, little or no
convergence in years of schooling occurred until
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1980; in fact the gap widens between 1940 and 1950
for the age groups 45-54 and 55-64. It is this pattern
for the older groups that retards convergence in the
schooling gap for all ages combined (as shown in
table 4.1).

The widening in the schooling gap and the slow
rate of change for older age groups is puzzling. Two
explanations have been given. James Smith (1984)
maintains that it reflects a period of reduced govern-
mental spending on black schools, a consequence of
disfranchisement in the South around the tura of the
century. Robert Margo (1986 a,b) suggests that the
widening in the differential results from an upward
bias in reporting of highest grade completed in the
census, particularly by blacks, for those who com-
pleted their schooling before 1910. Corrected data,
according to Margo, would show a continuous
narrowing in the black-white schooling differential
over time.,

The implications of these two explanations are
radically different. If schooling is misreported, as
Margo claims, then comparisons of earnings by
education would be misleading for all groups aged
45 and over in 1940, and aged 55 and over in 1950
Each explanation is considered in the next section,



which examines the historical forces underlying the
rise in schooling of blacks.

Disfranchisement and Black Enrollment in the
South

Starting in the 1880s, the Southern States moved
to disfranchise blacks through a series of laws and
regulations prescribing various kinds of voting re-
quirements.! Several authors have linked this loss of
voting rights to a relative decline in various mea-
sures of the quality of schooling available to south-
ern blacks.? The available evidence from this period
is highly fragmentary. A sharp increase in black-
white differences in teachers’ pay and in the length
of the school term has been indicated for certain
counties and States in the South during the period.?
A new look at the historical documentation, how-
ever, suggests that some of the examples cited have
exaggerated the facts.® It has also been noted that
another indicator of school quality—the pupil-teach-
er ratio—appears to have grown somewhat more
equal between the races during this period.’

To put these pieces of evidence in perspective, it is
important to recognize that public schools had not
been well established in the South before the Civil
War (Bond, 1966). After the war the South was a
devastated and still largely rural area. In this setting,
the problems associated with the development of a
universal public school system were enormous. The
U.S. Commissioner of Education in 1887-1888, in

! Bullock (1967) notes several types of voting restrictions that
were adopted in the Southern States. State laws included a tax
test whereby payment of a poll tax was required to vote. Some
States imposed a property test. Georgia, for example, required
voters to own 40 acres of land or $500 worth of property.
Education tests were also imposed, requiring skills such as ability
to read or write, or a knowledge of the Comstitution. Such
requirements, Bullock maintains, were not impartially enforced,
and as a result blacks were virtually disfranchised. See Kousser
(1974} for an extensive discussion.

* See Bond (1966), Du Bois (1911), Welch (1973), and Margo
(1985).

* Ibid.

! Take the frequently noted example concerning teachers' pay in
Mississippi. Horace Mann Bond in his seminal work on the
education of blacks in the Sounth (first published in 1934 and
reprinted in 1966) cites data showing identical pay for black and
white teachers in Mississippi from 1877-85 followed by a sharp
break in equality in 1886 and chereafter. Bond relates the change
to legislation enabling diversion of funds from black to white
schools. The incident has been cited by Welch (1973) and
repeated by Smith (1984), who attributes it to disfranchisement.
Bond’s source is a study by Noble (1918). The economic historian
Robert Margo investigated Noble's sources, which were the
reports of the State education commissioners of Mississippi, and
found that teachers’ pay in fact was not reported separately for
blacks and whites for the years 1877-85. Noble simply listed the

comparing the educational situations of the South
and the North, noted that the South was burdened
with: (1) a relatively high ratio of schocl age
children to adults; (2) a relatively low tax base due
to its relatively low level of wealth per capita; and
(3) a relatively sparsely settled population.® As a
result, school expenditures per capita were much
lower in the South than in the North.? Moreover,
given the scattered rural population, southern
schools were smaller and less cost effective than
northern schools, where economies of scale could be
realized. The one-room schoolhouse was often the
rule, and many children lived too far from school to
attend on a regular basis.

The situation for black children in the South was
particularly desperate. Whites in the South were
themselves poor and resented paying for the school-
ing of black children. During the period 1865-1870,
the Freedmen's Bureau had financed the establish-
ment of many schools for black children, and
through its efforts about 6 percent of black children
were enabled to attend school each vear (Welch,
1973). After the period of disfranchisement, the
funding of schools for black children in many
Southern States appears to have reverted largely to
whatever the black community could provide from
its own tax dollars.® For example, J.Y. Joyner, the
State superintendent of public schools in North
Carolina in 1909, calculated that little transfer of

State average pay for both black and white teachers, which
accounts for the coincidence of identical salaries (to the penny) in
each of the 9 years. Starting in 1886, separate salaries are given in
the State statistics for black and white teachers, and they are not
equal. It is likely they were never equal. It does appear, however,
that the black-white ratio of teachers” pay declined in the State
after 1836, )

5 See Welch (1973) who shows a decline in class size in black
schools both absolutely and relative to whites from 1870 to 1890.

¢ Based on data from the 1880 census, 40 school-age children
could be gathered into 1 square mile in Rhode Island, while the
same number were scattered over 40 square miles in Florida. The
average number of children (aged 6-13) per square mile was 15.2
in the Northeastern States, compared to 5.6 in the Southeastern
States and 3.1 in the South Central States. In addition, net
regional wealth per minor was $2,634 in the Northeast, compared
to 3851 in the Southeast and South Central States combined
(Education Report, 1887-88. p. 21-28).

7 Total school expenditures per capita of the population in the
South Atlantic division were 20 percent of those in the North
Adtlantic in 1870 and rose to 35 percent in the 1880s (Report of the
Commissioner of Education, 1889-1990, p. 37). The Commission-
er’s reports noted, however, that southern statistics likely under-
estimated expenditures due 1o private payments and supplements
that were not counted in the data.

® See Kousser (1980).
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funds was made from the white community to
provide for the schooling of black children, noting:

This report shows that the Negroes paid for schools in
taxes on their own property and polls about $163,417.89,
or nearly one-half of all that they received for school
purposes. Add to this their just share of fines, forfeitures
and penalties and their share of the large school tax paid
by corporations to which they are entitled under the
Constitution by every dictate of reason and justice, and it
will be apparent that the part of the taxes actually paid by
individual white men for the education of the Negro is so
small that the man that would begrudge it or complain
about it ought to be ashamed of himself. In the face of
these facts, any unprejudiced man must see that we are in
no danger of giving the Negroes more than they are
entitled to by every dictate of justice, right, wisdom,
humanity and Christianity.?

Despite these obstacles, education did spread in
the black community. Historical data reveal an
impressive increase in school enrollment rates
among successive cohorts of blacks in the period
after emancipation and a convergence in black-white
enroliment differences. According to the decennial
censuses, in 1860 only 2 percent of black youth (ages
5-19) were enrolled in school, by 1880 the propor-
tion enrolled had increased to one-third (table 4.4).
During the next 20-year period, black enrollment
rates appear to have declined slightly, although this
decline may be the result of definitional changes
rather than a real phenomenon.'* However, since
white enrollments showed an even sharper decline,
the racial differential in school attendance continued

8 Superintendent of Public Instruction (1910}, p. 54.

*  Differences in the age groups included in the enrollment and
population data probably explain some of the decline in enroll-
ment rates for whites and most of the decline for blacks. Thus, all
enrolled persons, regardless of age, were included in the numera-
tor, but only those aged 5-19 were included in the denominator in
calculating the enrollment rates for 1850-1880. In 1890 only
persons aged 5-19 were included in the numerator, which would
lower the rates somewhat. In 1900 enrollment and population
were expanded to include all persons aged 5-20. Since few are
enrolled at age 20, this would further lower the enrollment rate.
Data from a special census report (Department of Commerce,
Bureau of the Census, 1918) show that for the fixed age group 10-
14, the black enrollment rate increased each decade from 1890 to
1910 (from 51.7 to 53.8 to 68.6 percent), while the rate for whites
declined shghtly from 1890 to 1910 (from 84.6 to 84 percent) and
increased between 1900 and 1910 to 91.1 percent. The large
increase in new immigrants may have depressed enrollment rates
among whites in the North.

1 See preceding footnole.

12 Private philanthropic efferts such as the Peabody, Slater and
Jeanes Funds, the General Education Board, and the Rosenwald
Funds also provided funds for enhancing the educational facilities
for black children in the South, but the total amounts were likely
to have been relatively small. See Bond (1966).
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to narrow during this period."" After 1900 enroll-
ment rates of both races increased steadily, but the
growth among blacks was more rapid, and as a
result the differential fell below 5 percent by 1950.

How were blacks able to make these remarkable
gains amidst the poverty and hostility of the post-
Reconstruction South? One likely contributing fac-
tor was a relative rise in black wealth, as black farm
ownership and land holdings grew (Higgs, 1982;
Margo, 1984). Since black taxes seem to have been
the primary source of support for black schools, the
rise in wealth would have enhanced the resources
available for black schools.'? In addition, blacks
could, and there is some evidence they did, migrate
to areas with better schooling opportunities, even
within the South.'* It is also noteworthy that family
demand for children’s schooling likely increased as
parental incomes and literacy rose.** Finally, the
development of the South itself probably boosted
black opportunities. Enrollment rates in the South,
which had been considerably below those in the
North in 1880, rose rapidly and reached northern
levels by 1920.2* Even had blacks not made
educational gains on whites in the South, black
school participation nationally would have likely
increased relative to that of whites because a
disporportionate share of black youth (ages 5-20)
lived in the South (92 percent in 1910 versus 28

" Enrollment rates among black children were considerably
higher in urban areas. In 1910 the enrollment rate for black
children aged 10-14 was 77 percent in urban areas and 66 percent
in raral areas in the South. (Nationwide these figures were 81
percent and 66 percent.) Between 1890 and 1910, the proportion
of the black population in urban arcas increased from 15 percent
to 21 percent in the South, and nationwide from 20 to 27 percent.
Also, Margo (November 1985) discusses how blacks “voting with
their feet” put pressure on white property owners to improve
black school facilities, which they would do 1o prevent migration
of black workers to other areas.

" In a statistical analysis of the determinants of racial differences
in school enrollment in four Southern States in 1900, Margo
(March, 1986) finds that school characteristics (school density,
length of the school year} could account for only one-third of the
attendance gap. Parental literacy, occupational status, and wealth
accounted for more than half of the gap. Location in a cotton
farm area also played a role. (Cotton was the chief crop for which
children could be productively employed. By contrast, children
in urban areas had few employment opportunities.)

'»  Enrollment data from both the census and the annual reporis
of the U.S. Commission of Education show little change in
enroltment rates in the North between 1890 and 1920 and
substantial increases in the South. Within the South, both sources
show somewhat more rapid increases for blacks than for whites.



TABLE 4.4
Enroliment Per 100 Males of School Age by Race

White Black®
1880 .o 56.2 1.8
1860 ... 59.6 1.9
1870 .o 54.4 99
1880 .. . 62.0 33.8
1890 ... e 57.9 329
1900 ... 53.6 311
1910 .. 61.3 44.8
1920 .. 65.7 53.5
1930 .. 71.2 60.3
1940 .., 75.6 68.4
1950 ... 79.3 74.8
1960 ... e 84.8 81.5
1970 . 88.3 85.3

Note: The ages included in the enrolled and school-age populations differ as follows:

185G-18B); Exvoliment includes all persons enrolled regardiess of age; the school-age population is 519 years.
1890 and 1940-1970: Enrollment and population include persons 5-19 years old,

1900-1930: Enroliment and population include persons 5-20 years old.

Yincludes other nonwhite races.

2White rate minus black rate.

Jptack rate divided by white rate.
Source: U.S. Bureau of the Census, Historical Statistics of the United States: Colonial Times to 1970, 1able H-433-441,

Difference?

54.4
57.7
44.5
28.2

25.0

225
16.5
122
109

7.2
4.5
3.3
3.0

Ratio®

.032
.032
182
545

.568

580
731
.814
.847

.905
.943
.961
.966
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percent of whites) which was making gains on the
rest of the Nation.'

The enrollment data show a constant narrowing
of the racial gap in schooling participation between
blacks and whites. Enrollmeni rates, however, do
not provide full information on the amount of
schooling attained, since attendance during the year
and promotion rates can vary. The data on years of
school completed reported in each decennial census
starting in 1940 are intended to reflect the actual
number of grades completed. As Smith (1984) has
emphasized, the census data on educational attain-
ment show a widening in the black-white schooling
gap for the cohorts born 18861890 to 1901-1905,
which is contrary to the findings on enrollment rates
reviewed above. Smith’s data are reproduced in
table 4.5, arrayed according to the year the cohort
reached age 10.7

Margo (1986a, 1986b) has suggested that the
increase in the racial schooling gap is spurious and
can be attributed to the inability of census enumera-
tors to determine accurately the highest grade of
school completed by persons attending ungraded
schools. As Margo notes, the 1940 census asked for
highest grade completed, but for those who had
attended ungraded schools, the census enumerators
recorded the “number of years the person attended
school.” Two factors make this issue of particular
importance to blacks. One is that blacks educated at
the turn of the century were likely to have attended
an ungraded school. Margo notes, for example, that
in Texas 89 percent of black schools were ungraded
in 1900. Whites, on the other hand, most of whom
lived outside the South, were much less likely to
have attended ungraded schools. The second factor
is that the number of years attended is likely to
exceed the number of grades completed by a wide
margin for blacks because southern black schools
were typically kept open only a few months during
the year. The average black student would have had
to attend school for more than I year to complete a
grade—2 years, in fact, according to Finis Welch
{1973). Thus, a black reporting 6 years of school

¥ The data on the regional distribution of the population are
from U.S. Department of Commerce, Bureau of the Census, 1918,
17 Note that data such as those presented in table 4.3, which
provides years of school by age, were used by Smith to construct
his cohort achievement measures. Schooling for cohorts born in
the past century is based on the schooling of older persons
reported in the 1940 and 1950 censuses. The widening in the
schooling gap is also shown in table 4.3 as noted above.

15 The census reports enrollment rates by age starting in 1890,
from which Margo estimated how many years of school would be
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attended may have actually completed the equiva-
lent of only three or four grades. As graded schools
replaced ungraded ones, the reporting of actual
grades completed no doubt improved. And as the
length of the school term increased, years of school
completed increasingly corresponded to actual
grades completed. Since grades completed was a
lower number than years attended, real increases in
schooling would be obscured during the transition
period.

Using data on school attendance by age reported
in censuses starting with 1890, Margo has construct-
ed two alternative measures of average years of
schooling, and these are also shown in table 4.5.8
The first measure simply reports the estimated
number of years of school artended (whether or not a
grade was completed). The second measure is an
estimate of highest grade completed based on the
actual number of months of school attended by the
cohort each year and on the estimated number of
months it would take to complete a grade.’* The
second estimate is available only for cohorts born
between 1886 and 1890. Margo's estimates of the
number of years attended, as expected, exceeds the
census attainment measures. For whites, the differ-
ence in the two measures remains constant over the
period considered. For blacks, however, the “years
attended” measure rises more rapidly and, therefore,
becomes increasingly higher than the “grades com-
pleted” measure. As a result, the racial gap in “years
attended” converges steadily during the period.
There is no mysterious widening as shown in the
reported census data on years of school completed.

Margo argues persuasively that these discrepan-
cies are the result of bias in the census data on grades
completed for those attending ungraded schools.
Using the number of months of school required to
complete a grade, he estimates that the actual
number of grades completed for the cohort reaching
age 10 in 1896-1900 was 6.9 years for whites and 2.9
years for blacks. This leaves a racial gap of 4 years, 1
year larger than that obtained from the census
attainment data reported in the 1940 census.

attended for the average person between ages 5 and 20. Since the
census reports every 10 years, interpolation was required to make
the calculations. The censuses of 1890 and 1900 also provided
information on the number of months school was attended, which
enabled a calculation to be made of lifetime months attended.

12 Margo divides by 7.2 months (which was the average school
term in the Nation) to obtain the highest grade completed. The
U.S. Commissioner of Education in 1890 used 200 days (based on
the best northern records) to make a similar calculation.



TABLE 4.5

Highest Grade Completed and Years of School Attended by Race for Cohorts Born

Pre-1885 to 1961-64
Year cohort Census attainment
reaches measure of highest
age 10 grade, unadijusted’
White Black  Diff.
Pre-1875 ............. 6.8 2.4 4.4
187580 ............. 7.1 3.1 40
1881-85 ............. 7.2 36 3.7
1886-90 ............. 7.4 41 3.3
189195 ............. 7.6 44 3.2
1896-1900 ........... 7.7 47 3.0
190105 .......... ... B.2 5.0 3.2
1906-10 ............. 8.7 54 33
191115 ... ... ... 9.1 5.7 35
1916-20 ............. 9.7 6.3 35
192125 ......... ..., 10.2 6.8 34
1926-30 ............. 10.7 7.7 3.1
1931-36 ... 111 8.4 27
1936-40 ............. 11.4 9.1 2.3
194145 . ............ 11.7 9.8 1.9
1946-50 ............. 12.0 10.5 1.5
195155 ............. 12.3 1.3 1.1
1956-60 ............. 13.7 11.9 0.8
196164 ............. 12.5 11.8 0.8

Estimated years
attended?

White Black Diff.

87 49 38
90 55 3.5
95 64 3.1

99 7.2 2.7
105 80 2.5

1Taken from Smith (1984), tables 3 and 4, rearranged to correspond with year cohort reached age 10 rather than year of birth.

2Eram Margo (19864), table 1. Estimated from census enroliment data,

Estimated highest
grade adjusted?®
White Black Diff.

6.9 29 4.0

IFrom Margo (1886b). Estimated from census data on number of menths of school attended and the number of months needed to complete a grade,
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TABLE 4.6

Percentage Distribution of Years of School Completed by Race for Cohorts of Men

Reaching Ages 25-29 Between 1940 and 1980

Cohort White

reaching Years of school

ages 25-29

in: 0-7 8-11 12-15
1940 .............. 171 41.3 32.3
1950 .. ......... ... i1 31.3 43.5
1960 . ... ..., .. 8.2 240 48.4
1965 .. ... ... ... 6.1 195 52.6
1970 . ... ... ... 4.5 16.5 53.2
1975 .. .. L, 36 10.2 55.1
1980 ... ... ... .. ... 2.8 11.1 61.0

Note: Cohort-specific averages taken across relevant censuses

Source: 1940-13980 Censuses, Public Use Files.

Black
Years of school

16+ G-7 8-1 12-15 16+

91 59.3 27.3 11.1 2.4
142 38.4 36.1 21.8 3.8
19.4 2249 363 34.7 6.1
22.0 13.5 34.0 45.0 75
245 9.5 30.3 51.6 89
31.2 52 21.4 60.3 13.2
253 3.5 21.2 64.2 11.2

In sum, considerable doubt has been cast on the
measure of years of school completed reported in
the census for persons born before 1930. The
reported measure s a hybrid of actual grades
completed and of vears literally attended, even if for
a few weeks per year. This problem is more serious
for blacks than for whites. The implhcation of this
finding is that analysis of schooling ditferentials or of
earnings by education for these earlier cohorts s
likely to be seriously biased, since reported school-
ing overstates actua) grades completed. In the census
data set used in this report. the groups primariiy
affected would be black men reaching ages 45-64 1n
1940 and ages 43-64 in 1950. By 1960 most age
groups are likely to have received their education in
graded schools and would have been able o report
on their highest grade completed. This still does not
remove all upward bias in highest grade completed
because grades were not adjusted for the length of
the school term. A black attending a graded school
in Alabama in the 1920s would overstate his educa-
tional achievement in the 1940 census because the
length of the school term was so shori, This source
of bias was not omitted until the 1940s, as discussed
below.

The overall picture presented by this review of
the trend in the quantity of schooling obtained by
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blacks and whites is one of substantial convergence.
Liespite the enormous obstacles inherent in their
sttuation zs rormer slaves. isolated in a poor rural
region, black parents managed to send their children
.0 school in imcreasing numbers. By 1980 the black-
white differential in years of school completed had
narrowed 1o less than a year for young adults. In
1940 only 13.5 percent of young black men (aged
25-29) had compleied 4 years of high school or
more, one-third the percentage attained by whites;
but in 1980, 75 percent of young blacks achieved
high school graduation or more, and this was close
to 9 percent of the white percentage (table 4.6).

Differences in School Quality and
Fducational Achievement

The number of years attended or even the highest
grade completed do not adequately convey what a
person has learned in school. This section reviews
available information on the quality or productivity
of schooling. Two types of data are examined. One
rype focuses on school resources, which are inputs
to the cducation process. Another data source
involves measures of educational performance or
ourcomes. Both types of data are intended to be
merely suggestive, given the conceptual difficulties



involved in measuring school guality or educational
achievement.

School Inputs

It is generally believed that the benefits from a
year of schooling are affected by the resources
devoted to it.2° As discussed above, Horace Bond
(1966}, Margo (1985), and others have documented
the low leve] of schooling resources made available
to blacks in the post-Civil War South. Welch (1973)
has associated the meager school resources allocated
to blacks with the low black-white earnings ratios of
earlier cohorts and has related the subsequent
increase in the ratio with reiative irnprovements in
school quality for blacks.

Three measures of scheol resources or inputs are
shown in table 4.7: average days of school attended
per pupil during the year, the number of pupils per
teacher, and teacher salaries per school day. These
data are shown by region, and for the South by race.
They vividly illustrate the large disparity in re-
sources between black and white schools in the
South and the even greater disparity compared to
schools outside the South.

Early in the century, the school year was shorter,
particularly in rural places, to accommodate the
farmwork done by children. This helps explain why
schools were open fewer days in the South, which
was heavily rural. The differences in 1920 by region
and race were enormous. Students in the South
attended school 24 percent fewer days than students
outside the South, and black students in the South
attended school 24 percent fewer days than their
white counterparts.

These differences in the length of the school year
must certainly have affected what could be learned
in a school grade if grades simply corresponded to
the length of the school term. On the other hand, if
students were not promoted until they mastered a
certain amount of material, it would simply take
more years toc complete a grade when schools were
kept open fewer days. Some evidence suggests that
young people remained in the lower grades at older

*  There is a large literature on educational “production

functions™ relating measures of schooling inputs with educational
outcomes, usually measured by test scores. See, for example,
Hanushek (1972), Coleman et al., {1966}, Bowles and Levin
(1968), and Michelson (1970). '

2t There is also some evidence that black teachers were poorly
prepared. Thomas Jones, a specialist in the education of racial
groups in the Federal Bureau of Education reported in 1916 that:
“In view of the small remuneration and the lack of training

ages. Thomas Jones (1917, p. 33} notes that in 1910,
S0 percent of black students aged 15-19 years were
enrolled at the elementary school level. Welch
(1973) estimates the average black took 2 years to
complete the first grade in the early 20th century
South. Thus, the dramatically shorter school term
available to black children in the South was likely to
have affected their schooling in two ways. Cne was
to reduce the amount learned in a school grade; the
other was to reduce the number of grades ever
completed.

Other resources devoted to black and white pupils
in the South also differed substancially early in the
century. Black students on average attended classes
with more than 38 students, a pupil-teacher ratio 46
percent larger than that found in southern white
schools and 54 percent larger than in northern
schools. Teacher salaries varied even more by race
and region. In 1920, for example, teachers in black
southern schools received 55 percent as much per
school day as teachers in white southern schools and
40 percent as much as teachers in nonsouthern
schools.

It is difficult to determine how much these
differences in school resources reflect differences in
the quality of a given number of grades completed.
Differences in cost of living may account for some
of the regional differences in teachers’ pay. More-
over, black-white comparisons in pay may well
reflect discriminatory pay-setting practices.?’ Some
of the differences in school resources may also be
due to compositional factors, since black students
were heavily concentrated in the lowest grades
where costs are typically lower. In addition, school
quality differences may have varied by grade level,
with smaller differentials at the secondary level.
Jones (1917) writes that in the period around 1916
there were only 64 public high schools for blacks in
the Southern States, and these were mainly located
in the large cities of the Border States. The high
schools of Washington, D.C., and St. Louis were
noted as particularly outstanding. In the Deep
South, secondary education for blacks was largely

facilities, it is little wonder that the majority of the public-school
teachers are very poorly prepared. In Georgia and Alabama, for
example, 70 percent of the colored teachers have temporary or
emergency certificates representing a schooling of less than eight
elementary grades.” (See Jones. 1917.) However, Margo (1984),
in a study of black-white differentials in the pay of teachers
around 1910, tound a substantial unexplained residual after
accounting for differences in teacher qualifications. He notes,
however, that his measures of qualifications may be inadequate.
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TABLE 4.7
Measures of School Resources in Public Elementary and Secondary Schools by Race

Ratio of
Non-South South southern black to:
Southern
All Black White white Non-South

Days of attendance’
1920 . . .. 146.8 86.0 112.8 .76 .59
1935 .. e 156.8 111.0 134.0 83 Tt
1940 ... . 156.0 127.9 143.4 .89 .82
1951 .. 158.3 149.6 153.2 .98 .95
1953 . ... 160.9 151.2 156.7 .96 .94
Student-teacher ratio?
1920 ... ... 250 38.6 26.4 1.46 1.54
1935 . 32.3 44.8 33.5 1.34 1.39
1940 .. . ... 239 30.5 25.3 1.21 1.28
1951 .. 253 31.7 276 1.15 1.25
1953 .. e 25.4 27.7 27.6 1.00 1.09
Teacher salary per school day?®
1920 .. ... 7.82 3.10 5.60 55 .40
1935 . 8.60 2.94 5.35 .55 .34
1940 .. ... 10.10 4.07 6.42 .63 .40
1951 . e 20.47 13.22 16.70 79 65
1953 .. . 22.25 15.83 17.59 .90 71

'Average days of attendance per enrolled student in public schoois.

2ZRatio of student enroiment to number of public school teachers weighted by the attendance rate. The attendance rate is the propartion of total schocl term days attended by the
average student

3 Average annual teachers’ salary per day of school term.

Sources: These data were obtained primariy from various issues of the Biennial Survey of Education, supplemented by other sources cited in the biblicgraphy.
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private. These public and private high schools
appear to have provided adequate schooling.?*
Thus, the few blacks who graduated from high
school, or even the eighth grade, may have attended
schools that were more nearly comparable to the
schools of whites completing these levels.

The three indices of school resources shown in
table 4.7 improved markedly for blacks in the
decades after 1920, and in most cases the black-white
gap narrowed as well. For example, the length of
the school term for blacks rose from 0.76 of that of
whites in 1920, to 0.89 in 1940, and to 0.96 in 1953.
By 1954, the year in which the Supreme Court ruled
that segregated schools are inherently inferior,
differences in resources between black and white
schools in the South had narrowed considerably.

Data on school resources by race are less readily
available after 1954, Brown v. Board of Education
made it illegal for public school systems to maintain
segregated schools for black and white children,
with the result that separate statistics ceased to be
collected. The Coleman Report (1966), however,
provides detailed information on the schools, the
teachers, and the students at schools attended by
“typical” white and black students. These data were
collected in 1965 and thus characterize the educa-
tional experience of the most recent birth cohorts
studied in this report—individuals reaching their
twenties in 1980.

Comparing the Coleman results on teacher sala-
ries and student-teacher ratios with the data for
earlier periods reported in table 4.7 suggests there
was continued improvement in resources devoted to
black education between the mid-1950s and mid-

22 Jones reports on all the school systems for blacks in the South
and provides details on each of the secondary schools. Two
samples of the curriculum offered at the secondary level follow.
In Louisiana no public high schools were provided for blacks.
Nonetheless, the few private high schools seem quite good. New
Orleans College, a private elementary and secondary school for
blacks in New Orleans provided the following program, as
reported by Jones:

The secondary work is divided into two courses, the
“college-preparatory”™ course with 41 pupils and the “nor-
mal” course with 84 pupils. The ‘“college-preparatory”
course includes; Latin, 4 years; French, 2; mathematics, 3;
English, 3. elementary science, 2, history, 1V Bible, V/;;
and civics, Y. The "normal™ course comprises: Latin, 2
years; English, 3; mathematics, 3; elementary science, 2/
history, 1; psvchology and education, 2. A smalt amount of
time is given to practice teaching, music, physiology,
agriculture, manual training, cooking, and sewing.

The one public high school for black students in Georgia (located
n Athens) was described as fellows:
In accordance with the Georgia public school plan, the

1960s. In fact, teacher salaries and class size had
become roughly equal for black and white children,
except in the nonmetropolitan South, where small
discrepancies lingered. However, the Coleman re-
sults also indicate that significant differences re-
mained in other dimensions such as verbal test scores
for teachers, availability of certain facilities, and
special program availability.?

This discussion of school inputs has concentrated
so far on primary and secondary education. The
emergence of a substantial college-educated “elite”
among blacks is a relatively recent phenomenon.*
In 1940 only 2.5 percent of black males 25--34 years
old had completed 4 years of college or more, in
contrast to about 9 percent of white males. By 1980,
12 percent of young black males and over 30 percent
of white males in this age group had completed
college.

It is difficult to determine if the growth in college
attendance was accompanied by an upward trend in
the quality of higher education for blacks. Jones
(1917) in his 1916 study of black education in the
United States found only 1,643 black students at the
college level in the South and about 300 in the
North. Half of the students in the South were
attending three well-regarded black institutions—
Howard University, Fisk University, and Meharry
Medical College. Possibly the rare few who reached
college received relatively high quality educations.?

In more recent times, however, several factors
would seem to have worked towards improving the
quality of higher education available to the increas-
ing numbers of black youth. These mclude: the shift

grades above the seventh are considered as the high school.
These grades are well taught. The subjects are the same as
those in the corresponding grades of the white high school—
Latin, Greek, history, literature, mathematics, English, phys-
ics, and chemistry. Little departure is made from the college
preparatory type of studies (Jones, 1917).
2 The Coleman Report found that the average verbal test scores
of teachers of black pupils was 87 percent the level of teachers of
white pupils at the eclementary level (91 percent at the secondary
level). See the discussion in Welch (1973},
M See Freeman (1976) for a thorough treatment of this 1ssue.
#  The rare few, whether due to their own exceptional talents or
to their schools, often made outstanding records. Amherst, for
example, admitted 34 graduates of Dunbar High School (an
outstanding black school in Washington, D.C.) between 1892 and
1954, and one-fourth of these graduates became Phi Beta Kappas.
(See Sowell, 1974.) Also the Negro Year Book cites 40 black
college graduates who made Phi Beta Kappa between 1900 and
1921, most graduating from leading schools. such as Yale,
Williams, Dartmouth, Oberlin, Harvard, and the University of
Chicago.
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TABLE 4.8
Male llliteracy Rate by Cohort and Race

Cohort

Year Year
Birth reached reached
year age 10 age 40
1840 1850 1880
1850 1860 1890
1860 1870 1900
1870 1880 1910
1880 1890 1920
1890 1900 1930
1900 1910 1940
1910 1920 1950
1920 1930 1960
1930 1940 1970
1940 1950 1980
1950 1960 1990
1960 1970 2000

Source: Smith (1984).

Percentage illiterate

Blacks Whites Difference
74.8 8.0 66.8
60.6 7.7 52.9
43.0 6.3 36.7
27.7 55 22.2
22.0 5.3 16.7
17.3 34 13.9
14.1 2.0 121

7.5 1.2 6.3
6.1 0.7 54
3.4 0.5 2.9
1.7 0.4 1.3
0.8 0.3 0.5
0.4 0.3 0.1

of blacks from the South to the North and West
where access to high quality schools was less
restricted, the integration of formerly all-white
schools in the South, and the establishment of GI
education benefits and then Federal grants and loans
to low-income students, which eased financial obsta-
cles to attending higher quality institutions. The
extent to which these changes improved access for a
larger proportion of the population as opposed to
improving the quality of schooling received by those
who attended is an open question.

In sum, the educational resources available to
blacks increased enormously over the century, both
in absolute terms and relative to white resources.
Some portion of the increase in resources went
towards increasing the number of grades completed
by the average black person. But surely some
portion also resulted in real improvements in school
quality, at least during the period 1920 to 1953.

Measures of Educational Outcomes

The measures of schooling quality considered
above refer to inputs to the educational process and
not to educational outcomes—the skills attained in
school. Several direct measures of educational out-
put have been utilized to evaluate the effectiveness
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of education in enhancing skills. Two widely used
measures are considered here: illiteracy rates and

test scores.

Iliteracy Rates

The ability to read and write is primarily acquired
in school and is basic to the performance of all but
the least skilled jobs. Illiteracy rates are especially
useful for evaluating black-white differences in skill
among individuals in the earlier birth cohorts in the
census data.

Table 4.8 is taken from Smith (1984) and reports
illiteracy rates for individuals born in each decade
since 1840. The table shows that illiteracy was still
common among black men born in 1880 who, at age
60, were among the older members of the work
force in 1940. Of this group, 22 percent were
illiterate. This, however, represents a dramatic
intergenerational gain, since more than 60 percent of
the fathers of these men would have been illiterate.
The fathers, born approximately in 1850 (most into
slavery), were largely deprived of formal schooling
as children. In contrast, illiteracy was fairly rare
among whites born in 1880. It was similarly rare



among blacks of the same cohort living in the North
and West.2®

Illiteracy among blacks born between i880 and
1910 was cut by a factor of three—firom 22 percent
to 7.5 percent. The rate continued to decline over
the next 50 years, steadily eliminating the difference
between whites and blacks. This pattern of conver-
gence is consistent with the increasing school atten-
dance of blacks reported above.

During the period of agrarian predominance, raw
physical ability and basic skills acquired on the job
were adequate to earn at least a subsistence level of
income. However, as the Nation advanced industri-
ally and technologically, demand increased for
people to fill jobs requiring skills learned in school—
reading, writing, and mathematical skills in particu-
lar. Today, a young illiterate person faces extremely
limited employment opportunities. Given the gener-
al increase in schooling levels, illiteracy 15 now
comparatively rare. Thus, for recent periods, the
illiteracy rate is less useful for discerning racial
differences in school-related skills, prompting a look
at test scores for additional information.

Test Scores

In recent years, achievement testing has become
widely used to evaluate the productivity of educa-
tion as well as to assess the potential success of
applicants for schools and jobs. As stated in the
Coleman Report:

These tests do not measure intelligence, nor attitudes, nor
qualities of character. Furthermore, they are not, nor are
they intended to be “culture free.” Quite the reverse: they
are culture-bound. What they measure are the skills which
are among the most important in our society for getting a
good job and moving up to a better one, and for full
participation in an increasingly technical world. Conse-
quently, a pupil’s test results at the end of public school
provide a good measure of the range of opportunities open
to him as he finishes school—a wide range of choice of
jobs or colleges if these skills are very high; a very narrow

26 The census of 1910 shows an illiteracy rate of 5.4 percent for
blacks born in 1880 and living in the North (3.7 percent for those
in the West). Although these rates are higher than those observed
for native whites of the same cohort living in the North and West,
they are substantially below the illiteracy rates of the foreign born
of the same age, and are also lower than rates for native whites
living in the South (see Department of Commerce. Bureau of the
Census, 1918, chap. XVI).

2 For example, see Coleman (1966) and the Plowden Report,
similar to the Coleman Report, for Great Britain {Plowden, 1967).
Bond discusses evidence from an earlier period (primarily the
1920s) showing a strong relation between parental economic
status and student achievement. For example, in New Orleans.

range that includes only the most menial jobs if these skills
are very low. [Colernan, 1966, p. 20]

Achievement test scores, of course, reflect more
than schooling. In fact, one prominent finding of the
Coleman Report, as well as of many other studies of
the determinants of achievement, is that the socio-
economic status of the parents, and other aspects of
the student’s environment outside of school, have a
major influence on test performance.?” On the other
hand, measured school characteristics—such as the
teacher’s score on a verbal achievement test—have
a'so been found to have important effects on student
achievement, particularly for blacks.* Moreover,
for purposes of assessing worker characteristics, it is
useful to have a measure that captures cognitive
skills, whether acquired at home, at school, or
elsewhere. Such skills are by no means the only ones
that influence earnings. Managerial skills, artistic
ability, and physical dexterity are among the impor-
tant skills that may affect earnings and typically are
not measured well by achievement tests.

A series of nationwide tests has been administered
to schoolchildren throughout the years. Table 4.9
summarizes the black-white gap in achievement test
scores for several major nationwide tests given to
students at different grade levels over the period
1960-1982.2 There is no truly correct way to
compare results of different tests given at different
times. The test score gap in table 4.9 is expressed in
terms of the standard deviation, which allows for a
rough comparison. The overall impression from
table 4.9 is that black children score about one
standard deviation below white children over the
entire period.

These results are not strictly relevant for inter-
preting earnings differences in our sample of data
from the 1940-1980 censuses because results from
tests administered in the 1960s are applicable only to
the younger workers in the 1980 census data. For
results applicable to clder workers in 1980 and to

Negro children from professional families scored much higher
than other children (Bond. 1966, pp. 352-56).

20 Direct measures of teacher quality, such as teacher’s scores on
a verbal test, have been shown by Hanushek (1972) to have a
significant effect on student achievement. The teacher’s advanced
degrees, years of experience, and pay have had mixed results,
some showing effects and others not. However, the --ariation in
pay and degrees is much smatler in the cconometric studies
(which refer 10 recent times) than the large differences in the
South early in the cemtury.

?  With the exception of scores on the Graduate Record
Exawmination, the reported gaps in standard deviations are taken
from a study by Olneck (1985),
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TABLE 4.9
White-Black Gap in Standardized Test Scores (in terms of total standard deviation)

Year Sample Grade Test Gap
(standard
deviation)

1960 . ... .. e Project TALENT 9 Composite 1.28

1985 ... .. e EEOR 6 Verbal 1.00

(Coleman Report) 9 Verbal 1.00
12 Verbal 1.01
1972 . . National Longitudinal 12 Composite 1.10

Survey 1972
1980 . ... . High Schoo! and 10 Composite 0.96
Beyond 12 Composite 0.82
1980 ... o e SAT 11&12  Verbal 1.04
Math 1.05
1980 . ... ... Graduate Record 16 Verbal 1.28
Exam (GRE) Quantitative 1.28
1982 ... ... High School and 12 Composite 0.96
Beyond 12 plus Composite 0.93

dropouts

Source: All entries sxcept the Graduate Record Examination (GRE) scofe results are from data assembled by Michael Olneck (ses Olneck, 1985). The GRE results are cailculated
from mean scores and standard deviations reported by race in Cheryl L. Wild, A Summary of Date Collected from Graduate Record Examinations Tesi-Takers During 1979-80,
Data Summary Report i 15 (November 1881, Educational Testing Service).
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those in earlier censuses, unfortunately, little infor-
mation is available. Bond reports on a survey of the
achievement of black children conducted by the
Julius Rosenwald Fund in 1929-1931.3° This survey
covered third and sixth grade children in urban and
rural counties in Alabama, Louisiana, and North
Carolina. The average black student in these coun-
ties scored 0.75 years behind the national average in
the third grade and 1.8 years behind in the sixth
grade. Welch notes that the Coleman Report found
southern black sixth graders to be 2.1 years behind
the norm and estimates that third graders in the
Coleman data were 0.9 years behind.®* These
comparisons do not suggest any narrowing in the
achievement gap over this period.

Recent data, however, indicate a convergence in
test scores. The National Assessment of Educational
Progress evaluates the extent to which students have
learned commonly taught material. The assessment
shows that black youths made gains in reading and
mathematics performance at most age levels in the
period between 1972 and 1981. Whites progressed
little and in some cases declined, and as a result the
gap narrowed.*? Since 1975 black students have also
gained relative to white students on the Scholastic
Aptitude Test (SAT). (White SAT scores have been
declining for several years.) Nonetheless, in 1984 the
average black score was, on both the verbal and
quantitative parts of the SAT, approximately at the
16th percentile in the white distribution of scores,
leaving a substantial differential.?

The achievement tests reviewed above are given
to children midway in their schooling. Students
drop out, however, at different stages, and black
students drop out earlier than white students. Since
those with lower scores are more likely to drop out,
the pattern of scores by race among adults who have
completed different levels of schooling is likely to
differ from what is observed among children in a
given grade.

More relevant, therefore, is the Armed Forces
Qualification Test (AFQT), which has been used by
the armed services for many years to test individuals
for the purposes of induction and placement. Those
taking the test have usually completed their school-

3¢ See Bond (1966), pp. 337-51. The test administered was the
Stanford Achievement Test.

N See Welch (1973) p. 71.

32 See Congressional Budget Office, Trends in Educational
Achievement {(April 1986), app. E.

32 Thid.

3 For a discussion of this test, see Office of the Assistant

ing (although some return with the G.I. Bill). Table
4,10 shows mean scores on the AFQT by race and
by years of education for men ages 19-21 at two
periods in time-—the middle 1950s and 1980. Data
for the 1950s were obtained from a 50 percent
sample of the records of all individuals (0.75 million
men) who were called up for the draft or attempted
to enlist during the period January 1953 to July
1958,

The Department of Defense contracted with the
National Opinion Research Center to administer the
AFQT in 1980 to a nationally representative sample
(close to 12,600 men and women).®* The results of
this test were tabulated for men at the same age and
educational levels as shown for the 1950s data. The
two tests are comparable, although the contents
have changed somewhat over time.

The AFQT is an achievement test, and like other
such tests, it reflects the quality of schooling
received as well as family socioeconomic status and
other factors. Bond reported, in discussing results by
race for a forerunner of the AFQT-—the Army
Alpha test given to World War I recruits——that
black soldiers from the North made higher scores
than the white soldiers from certain Southern States,
suggesting the significant effect of school quality
and economic status.**

As is evident in the table, AFQT scores are highly
correlated with schooling for both black and white
men. But the test scores of black men are lower than
those of white men at each schooling level. More-
over, the results are remarkably similar for the two
points in time. Although a narrowing in black-white
gap is evident for groups with less than 3 years of
high school, there has been no narrowing for those 3
years or more of high school. The vast majority of
both black and white young men are now at these
higher levels. Studies by the Defense Department
have also examined changes in AFQT test scores
over time and have also found that the black-white
differential in test scores has remained approximate-
ly the same since the end of the Korean war.38

Secretary of Defense, Profile of American Youth: 1980 Nationwide
Administration of the Armed Services Vocational Aptitude Battery,
(March 1982).

% See Bond (1966).

3% See Office of the Assistant Secretary of Defense, 1982, in
particular, pp. 34-35; Eitelberg, 1981.
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TABLE 4.10
Mean AFQT Percentile Test Scores of Men Ages 19-21 by Race and Education

Years of school 1953-58 1980 Difference
completed Black White Black White 1953-58 1980
Elementary

56 ... .. 7.7 15.4 45 7.3 7.7 2.8
78 .. 12.4 281 9.4 14.9 15.7 55
High school

1-2 e 191 40.4 14.0 30.4 21.3 16.4
34 32.2 57.2 19.4 46.5 25.0 271
College

1-2 46.3 70.9 39.2 65.8 24.6 26.6
34 50.6 76.9 49.7 80.2 26.3 30.5

Note: Mean percentile seores on the Armed Forces Qualification Test (AFQT) for 1953-58 are based on data obtained from a 50 percent sample {0.75 million men) of the records of
all individuals called up for the draft or attempting to enlist between 1953 and 1958, Scores for 1980 are based on the results of the AFQT administered by the Defense
Department te a national sample of youth.

Sources: 1953-58, D. O'Neill (1970), 1980, data tabulated by USCCR staff from the U.S. Department of Labor’s National Longitudinal Survey of Youth,
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Relation Between School Achievement and
Earnings

There is reason to believe that the differences in
scores are capturing, to some extent, real differences
in market productivity. Economists have investi-
gated the effect of adjusting for differences in ability
on estimates of the rate of return on schooling. The
studies find a strong correlation between test scores
(usually the AFQT) and later earnings for individu-
als with the same schooling level. The results,
however, are sensitive to the method used to adjust
for differences in schooling, region of residence, and
family background. Zvi Griliches and William Ma-
son (1972) estimate that a 30 percentile increase in
AFQT score increases weekly earnings by 4.6
percent, adjusting for education, age, and amount of
military service. Adjusting only for schooling ob-
tained after the tests were administered doubles the
estimated effect. Adjusting for father’s education
and occupation reduces the effect by as much as a
third. Accounting for the “noisiness” of test scores
can increase the effect of ability by a factor of three
or more.*” John Hause (1972) investigates the
interaction of ability, schooling, and experience as
they influence earnings. After adjusting for earnings
differences due to father’s education, religion, mari-
tal status, and region, he estimates that a one
standard deviation on an aptitude test score increases
earnings 3.9 percent for high school graduates and
6.6 percent for college graduates.®® ¢

The reason for the sensitivity of the results is that
background characteristics such as father’s occupa-
tion and education affect the acquisition of those
skills the AFQT is designed to measure. If the effects
of background characteristics on skill are {aken into

37 The sample Griliches and Masen (1972) use is quite small and
has a small representation of blacks. It consists of 1.454 post-
World War I veterans of whom only 4 percent are biack.
However, in their sample, the black-white earnings differential is
essentially eliminated after adjusting for ability purged of its
noise, schooling obtained after the ability tests were administered,
age, and amount of military service.

38 A one standard deviation difference in test score does not
represent a constant difference in percentiles. For instance, for an
individual at the 30th percentile, a one standard deviation higher
test score would increase his rank to the 85th percentile, a 35
percentile increase. However, for an individual at the 70th
percentile, a one standard deviation increase would increase his
rank to the 92nd percentile, a 22 percentile increase, This makes it
difficult to compare results from studjes that measure test scores
in standard deviaticn units, such as Hause (1972), to those that use
percentile units, such as Griliches and Mason (1972). Intelligence
or IQ test scores are generally reported in standard deviation
units—I75 points is one standard deviation—and the AFQT is
reported in percentile units—one point is one percentile.

account, the estimated effect of AFQT score will be
muted because the effect of skill differences is then
shared between AFQT and the background charac-
teristics. For this reason, the estimates reported
above understate the extent to which AFQT ac-
counts for racial differences in earnings when only
standard variables, such as schooling, are held
constant.

Social scientists do not agree on how those skills
reflected in aptitude and achievement test scores are
later reflected in increased job productivity and
earnings, and further investigation beyond the scope
of this report is warranted. Two points do recur
frequently. First, test scores reflect the quality of
earlier educational experiences both in school and at
home. Second, the skills reflected in test scores do
not substitute for, but complement later formal
education and training. The research of Hause
(1972) suggests that individuals who have achieved
more in their early schooling benefit more in
earnings from continuing formal education and from
on-the-job training. The importance of the first point
is that it suggests that racial differences in years of
schooling are likely to understate racial differences
in skills acquired both at home and in school. The
importance of the second point is that the effect on
earnings of racial differences in the quality of
schooling and family background is likely to grow
over an individual’s working life. Blacks and whites
who do not acquire learning skills in their early
education will find it difficult to benefit from higher
levels of education and on-the-job training. For
example, a recent study by the Congressional Bud-
get Office finds those who score more highiy on the
AFQT are more likely to pass qualifications tests for

3* Hanushek (1973) estimates within regions that a 30 percentile
increase in AFQT score increases earnings by 3.6 percent after
adjusting for schooling. Kiker and Liles (1974) estimate that the
same change increases earnings approximately $4.80 per week in a
sample of individuals whose average weekly earnings were $135
in 1970. D. O'Neill (1977) estimates the same change would
increase the weekly earnings by $7.50 and $1.75 in 1974 and 1969,
respectively, in two sample of veterans participating in vocational
training. He also shows that the same change increases the growrh
in earnings by about $1.25 per week per year. D. O'Neill finds
that within AFQT categories blacks are more likely than whites
to participate in vocational training, and they benefit from it more
than whites.

#  There is little evidence on racial differences in the relationship
between test scores and earnings. Hanushek (1973) estimates that
a 30 percentile increase in AFQT score wounld increase the
weekly earnings of blacks by only 1.5 percent as opposed to 3.6
percent for whites. On the other hand, Kiker and Liles (1977)
report results that indicate that the relationship for blacks is very
similar to the one among whites.

71



various occupations (particularly higher skill cccu-
pations) and are promoted more quickly.®

Limitations in each of the studies of the relation-
ship of test scores and schooling to earnings,
however, make it difficult to assess the actual
magnitude of the effect.#* The finding that the
differential in achievement scores for a given level
of schooling has not changed between the mid-1950s
and 1980 suggests that either the differential quality
of schooling remained roughly constant over the
period or that other factors offset any improvement.
However, the data on school resources reviewed
above suggest that prior to the 1950s, and therefore
for older cohorts, there was a convergence in school
quality.*

Summary of Racial Differences in
Educational Attainment

The discussion above has described the important
changes in educational aftainment of black and
white males from the late 19th century to the
present. The principal finding is that blacks have
made enormous gains in educational attainment,
sharply narrowing the gap with whites in years of
school completed. These achievements are even
more remarkable given the large proportion of black
Americans living in the impoverished rural South
during the post-Civil War era and given their lack of
political power during disfranchisement when State
and local governments denied blacks adequate
schooling. Despite these bleak origins, the increase
in schooling early in the century succeeded in
sharply reducing illiteracy among blacks.

It is clear that public resources allocated to the
schooling of biack children increased substantially
over time and that a significant narrowing in the
black-white gap in school resources occurred during
the 1920-1953 period. Some of the relative increase
in school resources for blacks went towards increas-
ing the number of months and years of school
attended (as reflected in grades completed), and
some led to improvements in the quality of a given
nomber of grades completed. There is no reliable

4 Congress of the United States, Congressional Budget Office,
Quality Soldiers: Costs of Manning the Active Army (June 1956).

2 All studies of the relationship between test scores, schooling,
and earnings are plagued by the lack of data. The samples are
generally nonrandom. For instance, ihe Thorndike-NBER sample
used by Hause (1972) and Lillard (1977) is a sample of individuals
of high ability and good health. The samples are often small. The
1964 CPS sample used by Griliches and Mason consisted of only
1,454 men of whom only 4 percent were black. The earnings data
are often inadequate. The samples used by Kiker and Liles (1974)
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way to determine whether the convergence in racial
differences in school inputs over the 1920-1953
period was in fact matched by a comparable conver-
gence in the knowledge and skills schools are
supposed to provide. No series of national level test
score results is available to make such an assessment,
The differentials in resources in earlier years, how-
ever, were so large that it is hard to believe that
differences in school effectiveness did not narrow
along with the sharp convergence in school re-
SOUrces.

Although school quality differences as measured
by test score results may not have narrowed signifi-
cantly since 1960, it should be noted that all of the
age groups in our data sample, with the exception of
those aged 25-34 in 1980, would have completed the
bulk of their schooling prior to 1960. Thus, succes-
sive cohorts in this study would have received their
schooling over the period of convergence in school
resources and, probably, convergence in quality. As
a result years of schooling likely understates true
gains in education, since this measure does not
incorporate the change in school guality.

In evaluating the effect of education on earnings,
two key questions are raised: Can the lower educa-
tional attainment of blacks account for much of the
racial difference in earnings? And, do the trends in
educational attainment account for much of the
convergence in the black-white earnings gap since
1940? We now turn to census data to provide a
preliminary assessment of the effect of years of
school on earnings.

The Effect of Racial Differences in
Schooling on Racial Differences in
Earnings

Differences in education have been identified as a
possible reason why black men earn less than white
men. Therefore, earnings ratios for black and white
men with the same level of schooling should
generally be higher than the earnings ratio comput-
ed for all levels of schooling combined. The pre-
sumption is confirmed in table 4.11, which shows

and by Hanushek {1973) had earnings information at a point only
10 months after the individuals separated from the Army. It
should be noted that, considering the large differences in the type
of samples used, the estimated effects of ability on earnings are
remarkabily similar.

4 The comparison between the Rosenwald and the Coleman
data casis some doubt on such a change, but the Rosenwald data
are quite limited in scope and are not really comparable with the
large-scale Coleman results.



biack-white ratios of weekly earnings by schooling
level, for selected age groups in each year. Within
each age group, these ratios are generally higher
than the ratios calculated for the larger group of all
schooling levels combined. For instance, the earn-
ings ratio for all men ages 25-34 was 79.4 percent in
1980 while the ratios at specific schooling levels
ranged from 80.5 to 91.5 percent. Because the
quality of schooling as reflected in achievement
levels has been lower for blacks than for whites,
years of schooling alone do not fully capture
educational differences. Thus, the wage gap that
remains after adjusting for schooling is likely to be
partly attributable to qualitative differences.

Although the ratios are higher within schooling
levels, the basic trends in these ratios are usually
close to the year to year pattern observed in the
aggregate ratios. Thus, the convergence in years of
schooling alone does not appear to explain a large
amount of the observed narrowing in the earnings
differential from 1940 to 1980.

What, then, does account for the trend in the
earnings ratios, which rose substantially over time
even within detailed schooling and age categories?
One explanation is that real educational gains are not
fully captured by vears of school completed.
Schooling levels were not accurately reported in the
earlier decades by blacks because they attended
ungraded schools. As a result, grades of school
completed are likely overstated among blacks, par-
ticularty those born before 1910, and the gains in
schooling over time are thus understated. Similarly,
the likely rise in school quality among blacks, at least
up until the 1950s, leads to a further understatement
of the true gain in education. Of course, factors
other than education probably contributed to the
rise in black-white earnings ratios. Various possibili-
ties are considered in subsequent chapters.

A final point pertains to the level of the earnings
ratio itself and the extent to which it can be

# Kiker and Liles (1974) employ a large sample of men who left
the Army in fiscal year 1969. In this sample blacks earn il.3
percent less than whites. Adjusting for differences in years of
school reduces this difference by only 0.9 percentage points.
However, adjusting by AFQT score (in addition to schooling)
reduces this difference by an additional 6.8 percentage points, or
more than half of the wage gap.

% Hanushek (1973} does not separate AFQT scores from other
determinants of earnings—schooling, experience, and region. He
also calculates that 72 percent can be accounted for by racial
differences in the payments received for these characteristics.

% Alsosee D, O'Neill (1970, 1977) and Masters (1975).

%7 In addition, it is not clear how the results were affected by

attributed to discrimination. The discussion of differ-
ences in the qualitative aspects of schooling suggest-
ed that years of schooling alone may not be
sufficient to adjust for racial differences in skills
learned in school. Studies that have attempted to
adjust black-white earnings ratios for differences in
achievement have concluded that a significant part
of the wage gap within schooling groups can be
attributed to such achievement. B.F. Kiker and W,
Pierce Liles (1974) estimate that more than half of
the gap can be accounted for by adjusting for
differences in schooling and AFQT scores.® Eric
Hanushek {1973) uses similar data but calculates that
within 26 urban regions, only 17 percent of the wage
gap can be accounted for by differences in school-
ing, work experience, and AFQT scores between
blacks and whites.** * Both of these studies are
marred by the availability of earnings data only 10
months after the individuals separated from the
military. The relationship of AFQT scores to earn-
ings is most evident many years after the tests were
taken.?

Work Experience and On-the-Job
Training

After the completion of formal schooling an
individual’s skills continue to develop through train-
ing obtained on the job. Training may take any
number of forms, ranging from organized programs
to informal training, or “learning from experience”
(Mincer, 1962). On-the-job training, like schooling,
is an investment in “human capital” that develops
skills and enhances earnings. The worker often pays
for this training in the form of lower wages during
the training period.*® After the training period,
earnings are expected to rise, reflecting the increase
in productivity.

Black-white differences in on-the-job training, just
as differences in schooling, are expected to affect the
earnings gap. A black-white differential in training

excluding those who returned to school after leaving the military.
The average AFQT score is almost certainly higher for students
than workers. The earnings of the students, had they chosen to
work, may have been higher, as they had achieved greaier skills
in the past, or may have been lower, as they found it worthwhile
to return io school.

*#  When on-the-job training produces skills that are specific to
the employer and bave no market value elsewhere, the emptoyer
is more likely to pay for the training. The worker’s earnings,
therefore, wouid not rise as much after the training period. They
would rise enough to keep the worker from leaving so the
employer would not lose the investment. See Becker (1975} for a
more complete discussion of specific and general training.
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TABLE 4.11

Black-White Ratios of Weekly Wage and Salary Earnings by Age and Education

Age and
years of school 1940
25-34
O-7yrs. oo 58.0
811 e 62.3
1 61.9
16+ .. 61.2
Total' ... 48.9
35-44
0-7 e 56.2
811 58.1
1 e 50.9
16+ . 34.42
Total' ... ... 43.0
45-54
0-7 o e e 51.9
811 56.4
12 e 42 4
16+ . 26.42
Total' ... ... e 40.2

#Total includes those with 1315 years of schooling, not shown separatety.
ASample of fewer than 100 persons.
®Sample of tewer than 50 persons and is not a reliable estimate.

Source: Census of Population, 1940-1980; Public Use Sample.

1950

72.3
751
74.2
73.0°
66.4

69.5
74.7
72.4
61.52
60.6

65.6
67.4
63.32
44 0
56.1

1960

69.5
71.6
69.8
69.9
63.7

69.6
72.9
67.8
61.4
59.5

68.6
69.1
63.7
52.8
56.2

1970

75.2
75.9
77.4
82.0
.y

74.7
72.7
73.7
70.4
63.3

73.9
74.8
70.4
65.3
60.5

1980

91.5
81.6
80.5
87.0
79.4

83.3
77.5
78.5
74.2
70.8

83.9
79.1
78.5
70.1
68.2
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could arise because of differences in schooling:
evidence suggests that those with more education
also tend to obtain more training.*® Discrimination,
however, may also limit blacks’ access to training.
On-the-job training typically involves the participa-
tion of the employer who, because of prejudice, may
deny blacks entry to occupations and activities that
promote skill accumulation, The belief that blacks
are relegated to ‘“‘dead-end” jobs is, in effect, a
statement that blacks are barred from jobs with a
high component of training that increases skills and
earnings.

Data reporting on-the-job training directly are
seldom collected. Economists, however, have in-
ferred the extent of these training investments by
reference to the rise in a worker’s earnings as years
of work experience increase. It is expected that the
greater the investment in training, the greater the
rise in earnings.>®

Using age as a rough proxy for work experience,
census data can be examined to determine whether
the earnings of black men increase with work
experience at the same rate as the earnings of white
men. There are two ways to observe the effect of
age on black-white earnings ratios. One is to follow
black-white earnings ratios across age groups in a
given year; the second is to follow the same cohort
as it ages from one decade to the next. Both methods
can be apphied to the data in table 4.12.

The first or “cross-section” method compares
black-white earnings ratios within an education
group for a given year. Moving down a column in
table 4.12 shows the change in weekly earnings
ratios when younger workers are compared with
older, more experienced workers. Proceeding in this
way generally reveals a pattern of declining relative
earnings for more highly educated blacks as they
age. This effect, however, is only apparent among
high school and college graduates and is minimal
among those with 8-11 years of school. For exam-
ple, in 1970, among college graduates, the black-
white earnings ratio falls from 82.0 percent to 58.5
percent over the 30-year span between ages 25-34
and ages 55-64. The decline in ratios for high school
4 See the theoretical treatment by Becker (1964) and the
estimates by Mincer (1962) showing a positive correlation
between schooling and on-the-job training. Other direct evidence
of such an effect comes from a study by D. O’Neill (1977)
showing that those who took additional training under the G.I.
Bill were likely to have more prior schooling than those who did

not. J. O'Neill (1983), using the National Longitudinal Survey of
Young Men, finds a positive relationship between education and

graduates over the same ages was 77.4 percent to
68.4 percent, while for those completing 8-11 years
of school, the decline went from only 75.9 percent to
74.9 percent.

These declines may be interpreted as evidence
that discrimination dampens investment in training
over a worker’s life cycle. One problem with this
conclusion, however, is that it relies on a compari-
son across different cohorts of workers, born in
different periods and each having unique histories.
Thus, the lower earnings ratio of men aged 5564 in
1960 (among those with 12 years of school) may
simply reflect the overstatement of years of school
of blacks born at the turn of the century who
attended largely ungraded schools (see above) as
well as lower quality schooling or other factors
specific to the cohort.

For this reason several analysts have suggested
that a more appropriate way to examine the effect of
age or work experience on the earnings of blacks
and whites is to trace a cohort as it ages (Council of
Economic Advisers, 1974; Smith and Welch, 1977).
This can be done by reading across the diagonals in
table 4.12.

This procedure reveals a strikingly different pat-
tern, as the black-white earnings ratios usually rise
between census years, except between 1950 and 1960
when the ratio falls for all birth cohorts in all
schooling groups. (The other exception is found for
the cohort of college graduates aged 25-34 in 1970.)
These results show that blacks typically have experi-
enced as great an earnings gain as whites over the
life cycle. But one cannot conclude that blacks and
whites receive the same amount of training, because
the gains made by a cohort as it ages are affected by
temporal forces in the economy and in the legal
environment as well as by work experience.

Some supplementary information provides addi-
tional insight into training and skill building. A study
by Mary Corcoran and Greg Duncan (1978) used
the Panel Study of Income Dynamics to estimate the
effect of work experience on the earnings of black
and white men. Their data contained detailed mea-
sures of actual work experience divided into specific

the months of specific vocational training required for current
Jjob.

s¢ The steeper rise of earnings with work experience when
training is involved results from the presumption that earnings are
depressed during the initial period of investment and then rise due
to the enhanced productivity after the training. (Becker, 1957)
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TABLE 4.12

Black-White Ratios of Weekly Wage and Salary Earnings by Education and Age

Education and age

8-11 yrs. of school
25-34 ...

25-34 L.

25-34 ...

BSample of fower than 100 persons.
Bgampte of fewer than 50 persons and is not a reliable estimate.

Source: Census of Population, 1940-1980; Public Use Sampie.

1940

62.3
58.1
56.4
56.3

61.9
50.9
42.4
34.32

61.2

34.42
26.42
24.8°

1950

751
747
67.4
69.3

74.2
72.4
63.32
46.82

73.08
61.5¢
44.0°
59.8°

1960

716
729
69.1
66.3

69.8
67.8
63.7
56.1

69.9
61.4
52.8
46.0°

1970

75.9
72.7
74.8
74.9

77.4
73.7
70.4
68.4

82.0
70.4
65.3
58.5

1980

81.6
77.5
791
79.6

80.5
78.5
78.5
75.8

87.0
74.2
701
67.0
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segments such as years of training and post-training
experience on the current job. Blacks in the sample
received less on-the-job training than whites. How-
ever, they averaged 1.9 less years of formal school-
ing than whites. Because on-the-job training in-
creases with schooling, it is likely that schooling
differences account for some portion of this training
differential, although clearly discrimination in terms
of access to training may also play a role.

The Corcoran-Duncan study also estimated the
payoff from an additional year of work experience
or training and found that the reward from training
time is no lower for blacks than for whites. These
results suggest that discrimination may not affect the
return from additional on-the-job training although
it could impede the acquisition of skills. The implica-
tions of the Corcoran-Duncan study for the relation
between age and earnings are that the earnings of
blacks would not rise as fast with age as those of

#  Classifying professional, technical, managerial, and craft
workers as skilled, in 1980, among 35-44 year olds, 60 percent of
white workers and 36 percent of black workers were skilled.

whites because blacks receive less “total” training
(years of training times the return from training).

Concluding Comments

There is evidence that blacks hold less skilled jobs
than whites.5! Part of this difference is undoubtedly
linked to the lower educational attainment of blacks,
which not only affects skills directly but also does so
indirectly by affecting the amount of training pro-
vided on the job. But training differences may also
arise due to other factors, including discriminatory
treatment.

Racial differences in skills developed on the job
have likely narrowed, which may account for some
of the convergence in the earnings gap. Educational
gains no doubt have enhanced blacks’ opportunities
for training, but declining discrimination may also
have contributed.

These data are based on tabulations from the microdata file of the
1980 census.
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Chapter 5

Geographic Migration and Other Sources of

the Wage Gap

This chapter discusses the effect of geographic
region and migration, of industrial sector, and of
marital status on the earnings of black and white
men and on the trend in the earnings differential.

Geographic Location and Migration

The fact that a disproportionate share of the black
population lives in the South, where wages have
historically been low, accounts for some of the gap
in earnings between black and white men. Further-
more, the large-scale migration of blacks from the
low-wage South to the high-wage North, which
lasted through the 1960s, raised average black wages
and contributed to narrowing the wage gap. This
section examines these assertions.

The concentration of blacks in the South is
apparent from the regional distributions of white and
black populations presented in table 5.1. In 1940
more than three-fourths of the black population
lived in the South, and even in 1980, despite decades
of outmigration, more than half still were found in
the South. The fraction of whites in the South, in
contrast, grew from roughly 25 percent in 1940 to 31
percent in 1980.

' The higher incomes obtained from industrialization in the

North predate the exodus of blacks from the South that occurred
after 1940 and raise the question of why stronger migration was
not observed earlier. The high rate of illiteracy in the post-Civil
War period, the isolation of blacks in rural areas, and the lack of
information and finances needed to move are obvious factors. In
addition, until the outbreak of World War 1, the inflow of foreign
immigrants may have been an impediment to black migration to
northern urban centers. However, during the war foreign immi-
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Differences in earnings between the South and
non-South for men ages 25-34 are presented in table
5.2. Earnings are lower in the South at all education-
al levels, but the difference is generally much larger
among workers with fewer than 12 years of school
and is much larger for blacks than whites. It is also
apparent that regional earnings differences have
narrowed over time. By 1980 between-region differ-
ences were no longer as important a factor in
explaining black-white differences in earnings as
they had once been.

The migration of blacks from the rural South to
the industrial centers of the North is one of the most
important demographic phenomenons of this centu-
ry. Between 1910 and 1970, the fraction of blacks
who lived in the North quadrupled from roughly 10
percent to nearly 40 percent (see table 5.1).! This
shift, together with migration to the West, reduced
the proportion of blacks living in the South from 89
percent in 1910, to 77 percent in 1940, and to 53
percent by 1970. In comparison, the regional distri-
bution of whites changed more modestly over this
period as the North lost population and the West
gained.

gration slowed sharply, and after the war legal barriers to
immigration were erected. Thus, between 1914 and 1929, with
blacks having attained much more schooling and resources,
improving job oppertunities attracted significant numbers to the
North. Between 1910 and 1930, the share of blacks living in the
North doubled from 10.4 percent to 20.3 percent. This flow was
suspended during the Great Depression, which hit manufacturing
especially hard.



TABLE 5.1
Regional Distribution of Racial Groups

Black White
Year NE NC South West NE NC South West
1890 ... .. 36 57 903 0.4 311 398 239 5.2
1900 ... 4.4 586 89.7 0.3 30,9 386 247 5.8
1910 ... 49 55 890 05 31.0 358 251 8.0
1920 ... 6.5 76 852 08 305 350 255 9.0
1930 ... 9.7 106 787 1.0 301 337 251 9.8
1940 ... 107 110 77.0 1.3 292 327 268 11.3
1950 ... 13.4 148 68.0 3.8 277 312 273 138
1960% .. .. 16.1 18.8 599 5.8 261 302 274 16.3
1970 o 19.2 203 520 75 249 201 284 176
1980 ... 18.3 20.1 53.0 85 223 271 313 193

*First year to include Alaska and Hawaii.

Sources: U.S, Bureau of the Census: Historical Statistics of the U.S. Cofonial Times to 1970, Series A172-194, p. 22; Statistical Absiract 1982-83.

TABLE 5.2
Rates of Net Migration from the South for Men Ages 20-24

Black White
1040-50 .. e 26.3% 1.8%
1950-60 .. . e 245 8.4
1000-70 . e 19.3 3.3
1970-80 ... 21 -1.3

Note: These rates were calculated by comparing the share of males ages 20-24 years old living in the South in year ! to the share of males ages 30-34 years old living the South in
year ¢ + 10,
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Migrants typically are young.? Net migration
rates from the South (see table 5.2) for the particu-
larly mobile group of young men ages 20-24
illustrate more clearly the exodus that took place
among blacks from the 1940s through the 1960s. On
balance there was a net loss of about 25 percent of
black men in the South in each of the decades
between 1940 and 1960 and an additional 19 percent
drop during the 1960s. These figures also show that
net losses of blacks in the South came to a virtual
halt during the 1970s. It was the first decade of the
century, in fact, that the share of blacks living in the
South did not decline. In contrast, while many
whites left the South, even more came in. Net
changes in the white population during this entire
period were modest, underscoring the point that
large net outflows from the South were a distinetly
black phenomenon.

The reasons for the substantial South-North flow
of blacks are readily surmised. First, the pecuniary
gain from migration was undoubtedly large. Ac-
cording to table 5.3, a black male (aged 25-34) with
0-11 years of school in 1940 might increase his
income by 66 percent if he moved from South to
North.* A white male of the same age and with the
same schooling could increase his earnings by half
that amount. The larger regional differentials in
earnings for blacks than for whites may reflect
greater discrimination in the South with respect to
both pay and opportunities for occupational ad-
vancement. It may also reflect the relatively higher
wages for unskilled labor in the North than in the
South, since blacks were in less skilled jobs within a
schooling level.

Aside from monetary reasons, a second factor
motivating blacks to leave the South is likely to have
been the widespread legal discrimination in all areas
of life that existed for blacks in the decades before
the Civil Rights Act of 1964. Unequal access to
schooling and other governmentally provided ser-
vices as well as the strict segregation of public

2 Older workers are less likely to mugrate because the payoff
from geographic migration falls with age. Accumulated work
experience typically generates a payoff that is specific to a
worker’s firm or locality and is not easily transferred from one
place to another. Moreover, older workers have fewer years left
in the work force than the younger ones and thus accrue smaller
lifetime benefits from moving to a better job. In addition, the cost
of migration rises with age. Older workers have established close
bonds to their communities, creating a psychic cost to moving,
and they tend to be tied to larger families, which imposes a higher
monetary cost t¢ moving.
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facilities undoubtedly provided an added impetus for
blacks to move northwards.

Migration of blacks to high-wage areas in the
North is expected to have raised black earnings
relative to white earnings. On the other hand,
several factors were at work that generated faster
improvement in the relative position of blacks in the
South than in other regions. Among these are
relative gains in educational attainment and school
quality in the South, and a decline in legal segrega-
tion. In addition, the large outflow of blacks reduced
the supply of labor to occupations and industries
that blacks had filled, and this would have put
upward pressure on wage rates. Table 5.4 shows that
black-white earnings ratios, although still somewhat
lower, have grown much more rapidly in the South
than in other regions. Between 1970 and 1980, for
example, relative earnings grew by more than 9
percentage points in the South but less than 4
percentage points outside the South, As a result,
differences in the earnings gap between the South
and the rest of the country have narrowed consider-
ably over the years.

Summary

Historically, an important reason for low relative
earnings among black males has been the dispropor-
tionately heavy concentration of the black popula-
tion in the South where wages are low in compari-
son with other areas. Net migration of blacks from
the South to the high-wage urban areas of the North
between 1940 and 1970 is believed to have reduced
the earnings gap. Net migration flows during the
1970s were essentially zero. Moreover, the more
rapid economic growth in the South relative to
other regions has gradually narrowed the North-
South earnings gap, especially among blacks. Conse-
quently, the effect of southern location on both the
earnings gap and trends in the gap was considerably
less important after 1970.

3 This is likely to overstate the gain. The cost of living may have
been lower in the South. Agricultural workers, who were more
concentrated in the South, received income in kind (such as food
or housing), which would not be reflected in the incomes
reported. Differences in skill between northern and scuthern
workers (for example, due 1o differences in school guality) may
further account for seme of the differential. Nonetheless, given
the substantial differential observed, it is probable that blacks
could increase their incomes significantly by moving from the
South to the North.



TABLE 5.3

Annual Wage and Salary Earnings of Men Ages 25-34 by Race, Region, and Education

Year and
education South
1940
O-11 .. .o 788
1215 .. . . 1,309
164+ . 1,819
1950
O-11.............. 2,192
1215, .. .. 2,925
16+ ... 3,202
1960
O-11.............. 3614
1215, ... ..o 4727
16+ . ... ... .. 5912
1970
C-11 ... . ... 5,953
1215 ... ... .. 7,703
164 .. 9,813
1980
O-11.............. 11,100
1216, ... . 14,354
16+ ... ... . 17,778

White

Non-South

1,033
1,362
1,866

2,597
3,007
3,355

4,476
5,310
6,352

7,201
8,536
10,120

11,529
15,298
17,788

TPercentage by which earnings in non-South exceed earnings in the South.

Source: Census of Population 1940-80. Public Use Sample.

North-

South
gap' South
31.1 433
4.0 647
2.6 906
18.4 1,338
28 1,785
4.8 2,255
239 2,163
12.3 2,832
74 3,678
21.0 4151
10.8 5,432
3.1 7,064
3.9 8,759
6.6 10,989
0.1 14,398

Black

Non-South

717
896
1,268

2,073
2,220
2414

3,398
3,787
4,631

6,031
6,918
8,838

9,585
12,486
15,699

North-
South

gap’

65.6
38.5
401

54.9
24.4
7.1

57.1
33.7
259

453
27.4
25.1

9.4
13.6
9.0
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TABLE 5.4

Black-White Weekly Wage and Salary Ratios by Region and Age

1940
South
25-34 ... . 47 .4
3544 e 409
4554 e 36.5
B5-B4 ... e 349
Non-South
2534 L 66.9
35-44 .. 554
45-54 5.9
B5-B4 ... 531

1950 1960 1970 1980
59.4 57.6 65.6 771
54.5 52.2 57.8 67.9
50.6 50.2 53.7 63.4
53.4 46.5 53.6 59.2
79.4 74.0 80.2 84.9
73.8 70.0 71.0 76.1
66.8 68.1 70.1 751
67.5 68.2 70.8 74.1

Note: Tabulations based on wages and salaries of individuals who worked in the preceding calendar year. Self-employed and unpaid famity workers are excluded.

Source: Census of Population, 1940-1980; Public Use Sample.

Industrial Sector

This section examines trends in employment
across the three broad industrial sectors—agricul-
ture, private nonagriculture, and government-—and
trends in earnings and racial differences in earnings
within and between these sectors. It is well known
that agricultural employment, as a fraction of the
total, has been falling since the 19th century, and
precipitously during the early decades of this centu-
ry. Since blacks were largely located in the rural
South, this change in agricultural employment plays
a particularly important role in their economic
history.

Among whites, the proportion in agriculture fell
from 20 percent to 4 percent between 1940 and 1980,
with most of the decline coming in the first half of
this period (table 5.5). Among blacks, the decline in
agricultural employment was an exodus (table 5.6).
In 1940 about 38 percent of all black males were
employed in agriculture; by 1980 less than 3 percent
were s0 employed.
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In discussing migration, it was noted that older
individuals are generally less mobile than the young.
The same basic arguments apply to industrial mobili-
ty. Workers typically accumuiate skills and employ-
ment ties that are specific to their occupation and
industry, if not their employer, which means that
experienced workers will generally require a stron-
ger incentive to move into a new industry than
recent entrants. In this light, the forces that caused
the decline in agricultural employment were indeed
powerful. Not only did a greater fraction of young
workers enter nonagricultural employment, but old-
er workers made midcareer switches into nonagri-
cultural jobs. This point can be demonstrated by
tracking the agricultural employment of experienced
workers over time. For example, the share of 35-44
year old workers employed in agriculture in 1940
can be compared with the share of this cohort
remaining in agriculture 10 years later when they
were 45-54 years old. Table 5.7, using 35-44 vyear
0lds as the base group in each year between 1940



TABLE 5.5

Distribution of White Male Labor Force by Sector and Age

1940
Agriculture
25-34 ... 16.1
3544 16.1
4554 L 19.4
5564 ... ... .. 254
Total ... 19.5
Private nonagriculture
25-34 75.3
35-44 74.4
45-54 ... 71.6
5564 . ... 66.5
Total .. ....... ... . i 71.9
Government
25-34 . 8.6
35-44 9.5
4554 . . 8.9
5564 ... 81
Total .. ... ... ... 8.6

Source: Census of Population. 1940-1980: Public Use Sample.

1950 1960 1970 1980
10.8 5.6 3.3 33
11.9 6.6 42 36
13.6 8.6 5.2 4.2
16.3 10.4 7.7 5.3
13.5 7.9 5.1 43
79.7 83.4 829 82.6
79.3 82.1 81.7 81.3
77.2 80.3 795 797
74.4 78.4 78.0 78.6
77.8 81.6 81.3 82.1
9.5 11.0 13.8 14.1
8.8 11.3 141 181
9.2 11.1 15.4 16.2
9.3 11.2 143 16.1
8.6 10.5 13.6 135

and 1970, shows the percentages of agricultural
workers leaving agricultural employment over the
next decade.

As agricultural employment declined, jobs in-
creased in private nonagricultural industry and
substantially in government (defined as Federal,
State, and local employment). Moreover, growth in
government employment has been considerably
more rapid among black men than among white
men. In 1940, for example, only 6 percent of black
and 9 percent of white men were employed in the
government sector. By 1980 these percentages had
increased to about 23 percent for blacks and 14
percent for whites. All other workers are included in
the private nonagricultural sector. Of all the sectors,
the private nonagricultural sector is the largest, and
its relative size has generally increased over time
with the expansion of services and industrial produc-
tion and the contraction of demand for agricultural
labor.

The relatively large concentration of black work-
ers in low-paying agricultural jobs accounts for
some of the black-white differential in earnings,
especially before the 1960s. Moreover, shifts in
employment away from agriculture have apparently
moved workers, particularly blacks, into higher
paying jobs in government and industry, and this
accounts for some of the observed narrowing in
earnings differences. These trends appear to have
run their course, however. Industrial patterns of
employment were important for explaining racial
differences in earnings as long as blacks were
disproportionately employed in low-wage industries.
The restructuring of employment during the 1940-
1980 period, most of which occurred before 1970,
weakened this relationship considerably and hence
the importance of any remaining employment differ-
ences in explaining the black-white earnings gap.
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TABLE 5.6
Distribution of Black Male Labor Force by Sector and Age

1940 1950 1960 1970 1980
Agriculture
2534 e 325 16.6 8.2 4.0 1.9
35-44 ... 29.3 17.3 9.0 4.4 2.3
45-54 L. 36.0 19.7 12.2 5.9 3.3
5564 ... .. 48.2 27.2 15.7 9.8 4.7
Total ... 376 21.0 12.0 5.8 2.8
Private nonagriculture
2434 e 61.8 73.0 78.0 78.9 76.5
3544 L 63.7 73.8 76.4 75.9 759
4554 e 57.1 719 759 74.0 71.3
5564 ... ... 45.4 66.1 74.3 73.9 69.8
Total .......... e 56.5 70.9 76.1 75.8 74.7
Government
2534 ... 57 104 13.8 17.1 216
3544 .. 7.0 8.9 146 18.7 21.8
4554 ... 6.9 8.4 11.9 20.1 25.3
BE-64 ... e 6.5 6.7 10.0 16.4 25.5
Total . ..o e 59 8.1 11.9 18.4 22.5

Source: Cengus of Population, 1940-1980; Public Use Sampile.

TABLE 5.7
Male Workers Ages 35-44 Leaving Agriculture Over the Decade

Black White
1040-50 ..ttt e e 33% 16%
1050-80 . ..ttt e 29 28
19B0-70 .ottt e e 34 21
1O70-B0 ..t 25 0

Note: These rates were calculated by subtracting the share of males ages 45-54 in the agricuttural (abor force in year t+10 from the share of males ages 35-44 in the agricultural
labor force in year t and dividing the remainder by the share in year .
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TABLE 5.8

Percentage by which Weekly Earnings of Married Men Exceed Weekly Earnings of

Unmarried Men

Age group
and race 1940
25-34
Black ........................ 6.7
White .......... . ... . . ... .. ... 23.0
35-44
Black ........................ 10.7
White ........................ 32.9
45-54
Black ............ .. 15.0
White ......... .. ... .. ... ..... 40.7
55-64
Black .......... .. .. ... . ... 16.8
White .......... .. ... .. 423

1950 1960 1970 1980

6.4 16.2 12.7 16.8
21.2 21.7 20.3 21.3

8.2 12.6 14.5 15.9
26.5 28.3 24.9 19.4
16.2 13.3 21.4 20.6
31.3 321 31.2 22.2
11.5 13.8 20.5 19.3
30.0 30.3 29.5 22.0

Note: Data for 1940 based on an estimate of hourly earnings. Annual earnings are divided by “full-time equivalent” wesks times 40 hours, assumed to be a tull-time weeak.

Source: Census of Population, 1840-1880; Pubilc Use Sample.

Marital Status

Married men earn more than unmarried men. One
possible reason for lower relative earnings of black
men is that, in comparison with white men, they
have a lower marriage rate.* The underlying source
of the higher earnings of married men is believed to
be the traditional division of labor within the family
in which the husband has primary responsibility for
earning an income while the wife attends to child
rearing and other household chores. Married men
are known to work longer hours and may increase
the intensity of work in other ways as well.® (The
causality may also run the other way if single men
are simply low earners whom women will not
marry.)

The earnings advantage associated with marriage
is shown, by race, age, and year, in table 5.8
Historically, the differential has been greater among
* The term “married,” as used here, refers only to a married
individual whose wife is present. All other persons are “unmar-
ried.” In 1940 the “married” group includes some married men
whose spouses are absent for reasons other than separation. The

frequency of such “other”” absences among men is likely to be
low.

whites than blacks, but the difference between them
has narrowed considerably over time. For example,
among 25-34 year olds in 1940, married white men
earned 23 percent more than unmarried men
whereas the premium was only 7 percent for black
men. By 1980 the black rate had jumped to 17
percent, in comparison to a relatively stable rate of
21 percent for whites.

Table 5.9 displays the corresponding proportions
of married men with spouse present. It is evident
that white men are generally more likely to be
married than are black men and that this difference,
small or negative in 1940, has increased steadily over
time. Another striking fact is that the proportion of
married men, both white and black, has been falling
since 1960, especially after 1970, and for 25-34 year
olds.®

5 See Bernard (1972) for a more thorough discussion of the

relationship between male earnings and marriage.
¢ Census enumeration undercounts blacks relative to whites and
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TABLE 5.9

Proportion of Men Married with Wife Present by Age and Race

Age group
and race

25-34

Source: Census of Population, 1940-1980; Public Use Sample.

1940

819
844

798
843

765
.803

1950

724
.803

794
870

767
.852

72
.809

1960

740
.828

789
895

789
.886

757
856

1970

737
822

754
887

767
892

756
B74

1980

.563
692

704
837

719
.864

742
881
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TABLE 5.10
Black-White Ratios of Weekly Earnings by Marital Status and Age

Marital status

and age 1940 1950 1960 1970 1980
Married
25-34 e 47.2 65.3 64.1 71.7 80.2
35-44 . 422 59.9 59.5 63.8 71.9
45-54 39.6 56.1 56.1 61.4 69.8
5564 . . 39.6 549 54.9 60.6 67.0
Unmarried
2534 54 .4 74.4 67.2 76.5 83.2
3544 L 50.6 70.1 67.8 69.5 74.0
4554 48.5 63.4 65.4 66.4 70.7
8584 ... 48.3 64.0 62.9 65.1 68.5

Source: Census of Population, 1940-1980: Public Use Sample.




These data suggest the possibility that the lower  year, which generally are higher than ratios not
propensity of blacks to be married may have stratified by marital status {table 1.3 in chapter 1).
dampened their earnings. If so, relative black-white ~ The apparent effect is quite modest, however,
earnings should be higher within marital groups than  suggesting that marital status, while an important
averall.” Table 5.10 presents black-white ratios of  correlate of earnings, does not play a large role in
weekly earnings by marital status, region, age, and  explaining racial differences in earnings.

is more likely to miss single men. As a result, the figures reported 7 1In the limit the ratios would be one if marital status were the
in table 5.9 probably overestimate the true proportions of married

e the n o
men and understate the black-white difference. only reason for earnings differences.
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Chapter 6

A Multivariate Analysis

Previous chapters suggest that racial differences
in earnings partly result from racial differences in
education, region of residence, work experience,
industry of employment, and marital status. Those
chapters, however, considered the relation between
earnings and each factor separately from the others.
The primary task of this chapter is to measure the
joint effect of all these factors on the black-white
earnings gap and how they have influenced the gap
over time.

Two key questions are addressed:

* What percentage of the black-white earnings

gap in each year (1940-1980) can be attributed to

racial differences in worker characteristics?

* What portion of the change in the gap from

decade to decade is due to changes associated

with these factors?

The specific statistical technique used to address
these questions is multiple regression, which simulta-
neously evaluates the effects of several factors on
earnings. In so doing, it permits us to assess how
racial differences in these factors individually and
collectively affect the earnings gap and the trend in
the gap over time. The factors used in the analysis
have all been discussed at length in previous chap-
ters. They are known to be important determinants
of earnings and, important to a historical analysis,
are defined consistenily in all of the censuses of the
population between 1940 and 1980. Defined precise-
ly, these factors are:
mmear spline function is used to capture the
differential effects on earnings of an additional year of schooling
for 0-12 years of school and for 13 and over years of school.

2 Notable determinants of earnings omitted include direct
measures of skills derived from formal schooling and on-the-job
training, and other characteristics that relate directly to job
performance or ability to learn new skills, such as family
background.

* For example, the coefficient associated with schooling mea-
sures the percentage gain in earnings for each additional year of
school. Suppose each year is estimated to yield a return of 8
percent. Then 12 years of education would provide an increase in
earnings equal to § percent compounded over 12 years, or

roughly 1Y times what earnings would be without any education,
A similar example would apply to experience.

* Years of schooling completed (separate effects are
measured for years 0-12 and 13 and over)?

+ Potential years of work experience (the number of
years since leaving school: person’s age — years of
schooling - 6)

* Region of residence (whether worker lives in the
Northeast, North Central, West, or South.)

s Industrial sector of employment {(whether worker
is employed in private nonagricultural industries,
civilian government, agriculture, or the armed
forces)

* Marital status (whether 2 person is married,
spouse present.)?

Using the regression technique, each characteris-
tic is linked to weekly earnings by a coefficient
which measures the change in earnings that, on
average, results from a change in the level of the
characteristic®  That is, coefficients provide a
measure of the gain in weekly earnings associated
with an increase in the characteristic. Separate
estimates of each characteristic’s coefficient are
made for each census year, for black and white men,
and for 10-year age groups. Since coefficients are
tied to earnings, differerces in estimated coefficients
between black and white men can help to account
for differences in their average earnings. Coefficient
differences, however, can arise for several reasons,
including omission or mismeasurement of important
determinants of earnings, labor market conditions,
and labor market discrimination. Although infer-

Region, industry, and marital status, however, are somewhat
different. The term “level” refers to a category of the characteris-
tic in which an individual may be observed. For example, region
has four categories or “levels” corresponding to four regions. A
change in levels, then, means a switch [rom one category, e.g.,
region, to another and the (percentage) difference in earnings is
associated with being in one category versus another.

Some determinants of earnings could not be explicitly included in
the analysis. The effects of some of these may be reflected in
estimates of the coefficients of included characteristics. School
quality, for example, will influence the coefficient on years of
school.
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ences can sometimes be made as to why coefficients
differ, such explanations are speculative and must be
treated as such.

Thus, two groups of workers may earn different
incomes if they possess different characteristics or if
the coefficients differ. Formally, the difference in
their earnings is the sum effect of the two sources:
differences in average characteristics and differences
in coefficients. This basic dichotomy is used in
performing the analysis.*

A major reason for doing this analysis is to
provide insight into the extent to which the racial
gap in earnings can be attributed to current labor
market discrimination. The five explanatory vari-
ables defined above are believed to be reasonably
free of such labor market discrimination although
schooling clearly has been affected by the past
discrimination of State and local governments in the
allocation of school resources. Variables such as
occupation have been excluded from the analysis
because it is ambiguous whether thzy reflect skill or
reflect discrimination in job entry or promotion. To
the extent current labor market discrimination is
reflected in the analysis, it must be a factor contrib-
uting to racial differences in coefficients. Since
coefficients can vary for reasons other than discrimi-
nation, the collective effect of differences in estimat-
ed coefficients can only be used to establish an
approximate upper bound on the effect of labor
market discrimination on the earnings gap.®

The analysis is discussed in the following se-
quence. The first section looks at the sources of the
earnings gap in each census year from 1940 to 1980.
The portion of the gap due to racial differences in
worker characteristics is estimated for various age
groups and each census year. This procedure is
applied to all characteristics collectively and then
individually. In the second section, a similar proce-
dure is used to assess how much of the decade to
decade change in the earnings gap reflects changes
in the characteristics of black and white workers.

Accounting for the Earnings Gap
Differences in worker characteristics may account

for part of the earnings gap. The extent of the effect

can be estimated by calculating the change that

* The specific technique used to answer these questions is called
regression decomposition (Blinder, 1973; Qaxaca, 1973) and is
described in further detail in app. C.

* Rosen’s work (1978) demonstrates, however, that the payoff
rate for particular skills may not be equal for workers who apply
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would occur in the earnings gap if the average black
worker were to possess the same characteristics as
the average white worker. In this way the part of
the earnings gap attributable to racial differences in
characteristics would be eliminated. Any gap re-
maining after characteristics are equalized must be
due to differences in coefficients.

Table 6.1 shows three ways of measuring the
results of applying this procedure: (1) as an adjusted
ratio of earnings (column 2); (2) as a percentage
increase in black earnings when white characteris-
tics are assigned (column 3); and (3) as the percent-
age of the earnings gap eliminated (column 4). The
discussion focuses on young men 25-34, but the
observations noted usually apply to the other age
groups as well.

Between 1940 and 1980, the unadjusted earnings
ratio for young men (column 1) increased from 48.7
to 78.8 percent. However, after adjusting for racial
differences in schooling, regional and industrial
distributions, etc., the earnings ratio is 70 percent in
1940 and increases to 87.4 percent by 1980. Thus
racial differences in the five characteristics included
in the analysis are an important reason for the low
relative earnings of blacks. For example, the earn-
ings of black workers aged 25-34 would have
increased by nearly 44 percent in 1940 had their
characteristics been the same as those of whites (see
column 3). By 1980 the adjustment for racial
differences in characteristics raises earnings for this
group by only 1! percent. The main reason for this
smaller effect is that racial differences in most
characteristics have narrowed. Consequently, there
are simply fewer gains to be squeezed from remain-
ing differences.

The share of the earnings gap (column 4) due to
the effect of racial differences in characteristics has
been substantial and roughly constant over time,
generally around 40 percent for men 25-34. (The
same is true for the older cohorts, but the share is
somewhat smaller, roughly one-third.) The remain-
ing earnings differential can be attributed to racial
differences in coefficients which, as noted, reflect
unmeasured factors that were necessarily omitted
from the analysis.®

them to different kinds of jobs, e.g.. physical strength may not
have the same payoff in sedentary jobs as it does in jobs requiring
significant physical effort. Also see the discussion in chap. 3 of
empirical issues in measuring discrimination.



Individual characteristics can be examined in
much the same way as the collective effect of all
differences in characteristics. In each case the
earnings of an average black male are recalculated
assuming that he possesses the average white male’s
level of the particular characteristic. For example,
for schooling we calculate what the average black
worker would earn if he had completed the same
vears of schooling as the average white worker
without changing any other characteristic. This
procedure is repeated for each characteristic. The
influence of each characteristic on the black-white
earnings gap is presented in table 6.2 for two age
groups.”

The most important racial differences appear in
schooling and regional patterns of residence.
Schooling differences among young men alone
account for over a quarter of the earnings gap in
1970 and 1980, and a smaller share in earlier years.
Despite the somewhat smaller proportional effect on
the earnings gap before 1970, schooling differences,
neverthetess, account for significant absolute differ-
ences in earnings.

Among mature men, ages 45-54, schooling differ-
ences tend to explain less of the earnings differential.
However, this does not indicate smaller black-white
schooling differences in comparison to young men
but rather that schooling appears to contribute less
to the earnings of older men.®

The heavy concentration of blacks in the South is
also confirmed to be an important reason for the
earnings gap. but the regional effect has abated over
the decades. In 1940, at a time when a disproportion-
ate share of blacks lived in the low-wage South, 19
percent of the earnings gap among men 25-34 would
have been eliminated by redistributing the black
population to match the location of whites.? During
the next 40 years, however, a large number of blacks
migrated out of the South, causing black and white

¢ An alternative approach is to ask how white earnings would
change i white men possessed the same characteristics as the
average black man. The first way is reported here because it
seems more natural to inguire how much blacks would benefit if
they had the typically greater endowments of schooling and other
factors of whites. When the second approach is fol%owed (see

table C.2, app. C), differences in characteristics generally “ex-
plain” more of the earnings gap—40-50 percent—rhan the first
approach. Thus, the estimated effects of differences in character-
istics reported in table 6.1 are likely to be on the low side. The
disparity between the two approaches stems from racial differ-
ences in estimated regression coelficients.

? Table 6.2 corresponds to column 4 of table 6.1.

3 Among older cohorts in earlier decades, mismeasurement of
schooling completed may account for the apparent low value of
schooling and, hence, small effect of schooling differences. Low
school quality for older blacks is another possible explanation.

population distributions to become more alike.
Moreover, wages in the South began to catch up to
northern levels during this period due to outmigra-
tion of workers and strong economic growth in the
South, among other reasons. Both population and
wage trends diminished the role of remaining re-
gional differences in explaining the gap: by 1980
regional differences accounted for less than 11
percent of the gap among young workers.

Racial differences in industrial employment pat-
terns were relatively significant in 1940, when many
blacks were stili agricultural workers, but explained
only a modest & percent of the gap among young
men. In terms of the broad sectors defined in this
study, massive flight of black labor out of agricul-
ture during the 1940s sharply reduced raciat differ-
ences in industrial patterns and, hence, reduced the
effect on the black-white earnings dif‘erential.

Lower marriage rates among blacks appear to
explain little of the earnings gap. It is worth noting,
however, that their effect increased fairly sharply
between 1970 and 1980, from 2.7 to 7.5 percent of
the gap among young men. This upward trend
appears to be due largely to a relative increase in the
“marriage premium” among black men compounded
by a decline in their propensity to marry. As
indicated in chapter 5, causality between earnings
and marriage can run both ways, so the increasing
size of the marital premiam potentially can stem
from several different sources.

On the whole, racial differences in the few
measurable characteristics available in census data
explain a substantial share of the earnings differen-
tial-~roughly 30-40 percent. This leaves an “unex-
plained” earnings differential that corresponds to an
earnings gap of 12.6 percentage points (for 25-34
year-clds) in 1980.10

? This experiment is somewhat arbitrary because il the popula-
tion were actually redistributed, corresponding changes wouid
occur in the structure of payoffs among regions if not other
characteristics. As discussed in chap. 5, moreover, the North-
South carnings differential may reflect unmeasured regional
differences in skill levels of workers.

' Studies using more detailed data with superior measures of
worker characteristics have been able to attribute 50-70 percent
of the zap to differences in characteristics. See, for example,
Corcoran and Duncan {1979), who use the Panel Study of Income
Dynamics to investigate black-white differences in earnings and
explain about 50 percent of the gap. Analysis using the National
Loagitudina' Servey. Young Men's Panel (for men aged 25-34 n
1976), explains 70 percent of the gap ((O'Neill, 1983),

1



TABLE 6.1

Effects of Differences in Characteristics on the Wage Gap

Black-white earnings ratio:

Unadjusted
1940
Ages:
25-34 .. ...l 48.7
3544 . .. ... 44.9
4554 .. ... ... ... 427
5564 ................ 42.6
1950
Ages:
2534 ...l 64.9
3544 ...l 59.3
45-54 ... 56.3
5564 ... ... .. ... ..., 54.2
1960
Ages:
2534 ... 62.3
3544 . ...l 58.4
45-54 .. ... ... L. 55.7
5564 .. ... ... ... 53.2
1970
Ages:
2534 ... ... 70.3
35-44 ... ... ... 62.8
4554 ... ... 595
5564 .. .. ... .. ... .. 58.9
1980
Ages:
2534 ... ...l 78.8
3544 ... ... ... 70.5
45-54 . ... ... 67.5
5564 ................ 65.0

Adjusted®

70.0
60.6
58.4
57.7

79.2
745
67.7
69.0

75.1
72.7
711
68.3

81.5
74.9
73.9
74.4

87.4
80.9
77.8
75.7

Increase in
earnings ratio
adjusting for
characteristics®

43.7
35.0
36.8
35.4

220
25.6
20.2
27.3

20.5
245
27.6
28.4

159
19.3
24.2
26.3

10.9
14.8
15.4
16.5

Percent of gap
due to differences
in characteristics®

41.5
28.5
27.4
26.3

40.7
37.3
26.1
32.3

34.0
34.4
348
32.3

377
32.5
35.6
37.7

40.6
36.3
32.0
30.6

#Assumes that black males have the average characteristics of white workers. These characteristics consist of: years of schooling completed, years of potential work since

schood, region of residence, industry of employment, and marital status.

BThis is the pefrcentage increase in the garnings ratio when white characteristics are assigned.

C[Column #2 - Column #1)/[100 - Column #1} X 100.
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TABLE 6.2

Effect of Differences in Individual Characteristics on the Black-White Differential by

Percentage of earnings differential explained

Selected Age Groups

1940
Ages 25-34
SChoolNG .. ...ovvveineniinann, 17.2
Region .........¢0cvervenninnan.. 18.9
Industry .............00viian 7.8
Maritalstatus .................... 0.2
Ages 45-54
Schooling ...........c.ooiv v 3.5
Region ........ooviivenieniennn. 13.3
Industry ............. . il 7.0
Maritalstatus .................... 0.3

1950 1960 1970 1980
17.7 17.8 26.9 27.4
19.4 141 i1.8 10.8
4.0 3.7 2.0 24
1.7 24 2.7 7.5
3.2 7.2 141 15.7
146 15.6 11.1 8.3
3.0 5.9 25 0.9
1.8 1.8 4.0 6.2

Note: Figures express the parcentage contribution of each characteristic o the eamings gap that would be axpected if black men had the white maan lavel of the indicated

characteristic,

Racial Differences in Coefficients

Sixty to seventy percent of the earnings differen-
tial cannot be explained by black-white differences
in census-measured characteristics. Formally, this
residual is attributed to racial differences in the
coefficients that link earnings to the characteristics.
This section examines estimates of coefficients for
black and white men ages 25-34 (see table 6.3;
appendix C presents coefficients for other age
groups). The coefficients associated with schooling
and potential experience measure the percentage
gain in earnings, or return, associated with a year of
school and experience, respectively. Region, indus-
try, and marital status are categorical variables,
meaning they classify individuals into categories and
have coefficients that are interpreted somewhat
differently from the continuous schooling and ex-
perience variables. Region, for example, classifies
people according to whether they live in the
Northeast, North Central, South, or West. The
coefficient associated with living in a particular
region is the percentage difference (i.e., change) in
earnings between that region and another selected to
be a reference group. Indusiry and marital staius
coefficients, similarly, measure differences between

each category {(e.g., agriculture, government) and
the reference group (e.g., private nonagriculture).

Schooling

Because the monetary return from completing a
year of school is believed to vary with grade, two
separate coefficients are estimated: one for 0-12
years of school completed and one for years beyond
12. Generally blacks receive a lower return on
schooling than whites, particularly in the 0-12 years
range (table 6.3, panel A). These differences lessened
significantly, however, over the 1940-80 period. For
example, estimates indicate that among individuals
ages 25-34 in 1960, whites’ earnings increased 3.9
percent more per year of school than those of their
black counterparts (i.e., 8.0 minus 4.1) for the first 12
years of school. By 1980 differences in coefficients
had narrowed for this age group to 2.3 percent in the
first 12 years while years of college apparently
rewarded blacks slightly better than whites.

These coefficient differences are large and suggest
the potential importance of the monetary return on
schooling in explaining why blacks earn less than
whites. Similarly, it is apparent that the earnings gap
has narrowed over time, in part, because racial
differences in schooling coefficients have narrowed.
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TABLE 6.3

Estimated Effects of Worker Characteristics on Weekly Earnings of Men Ages 25-34 by
Race (in percentages)

1940 1950 1960 1970 1980
Panei A: Years of schooling’
0-12 years
Black . .......... ... ... 4.2 29 4.1 5.6 7.0
White..................... .. 8.3 59 8.0 7.6 9.3
13+ years
Black .......... .. ... 7.7 38 52 7.3 7.1
White . ..., 9.9 4.8 6.9 7.8 6.9

Black .......... ..o .. 1.7 0.8 1.5 1.7 2.5

Panel C: Region (reference = Northeast)®

North Central
Black ............ ... ... - 23 57 6.5 5.0 15.4
White . ........ ... — 6.3 2.0 2.6 - 0.3 6.0
West
Black ........ ... i — 0.6 9.5 1.0 - 3.9 5.3
White .. .......... .. ... ... - 1.7 7.8 6.1 — 0.8 51
South
Biack .. ....... . —-32.2 —25.2 -26.9 —22.1 — 5.1
White .. ... ... -17.4 — 69 —-10.0 —-10.4 — 16
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TABLE 6.3 (Cont’d.)

Estimated Effects of Worker Characteristics on Weekly Earnings of Men Ages 25-34 by

Race (in percentages)

Panel D: Industrial sector (reference = private nonagriculture)*

Agriculture
Black . ...................... —49.6
White . .. ... ... .. .. .. ... —52.4
Government
Black ............... ... ..... — 8.2
White....................... — 7.8

Black ............... ... ... 9.3

—48.6 —47.1 —41.4 —34.8
—49.4 —451 —32.3 —26.8
6.8 6.6 1.4 - 33

- 70 —13.5 —10.2 —13.6
12.7 18.3 15.0 16.9
19.56 22.9 20.4 20.0

Note: Each estimated coefficient, or “retum .’ is derived from a multiple regression of weekly earnings on the five variables in the table. Separate estimates are made by age group,
race, and census year. They are interpreted as percentage changes in earnings due to a change in the characteristic.

"The return on schooling is estimated separately for years 0-12 and for years 13 and over. It measures the percentage increase in earnings associated with a year of schooling.

2This is the return from one year of potential work experience.

2Each estimate indicates the (percentage} earnings difference associated with living in the particular region in contrast to living in the Northeast region,
4Each estimate indicates the {percentage) earnings difference associated with working in the particutar sector in contrast to working in a private nonagricultural industry. A

residual category of “other industries” was also included but is not reported to save space.

SEach estimate indicates how much more a married man eams than an unmarried man {in percentage terms).

In fact, the combined effect of convergence in
returns and levels of schooling ranks education as
one of the most important factors underlying the
narrowing of the earnings gap between 1940 and
1980.1!

Education may translate into lower earnings for
blacks than whites because the education received
by blacks may be of lower quality than the education
received by the average white. Racial differences in
parental education, income, and other family back-
ground factors may also affect how much children
gain from school.** Improvements in these areas
over time, therefore, may account for the conver-
gence in returns on schooling.

Discriminatory practices may also be responsible
for the lower monetary gains from schooling for
blacks. For this to be true, however, such practices

1 Increases in the monetary returns on schooling do not
automatically lead to higher absolute levels of earnings. Higher
returns indicate that the more highly educated are earning more
relative to the less educated. But this can occur even though
everyone experiences lower earnings as long as the less educated
workers lose more. It turns out, however, that black-white
earnings ratios have been rising for most low-education cohorts,
defined by industry, region, and marital status, thus supporting
the assertion that earnings of blacks across all education levels
have been rising relative to the earnings of whites,

must have a greater effect on the work opportunities
of educated blacks relative to less educated blacks, If
so, the convergence in returns over time could
reflect legal and judicial action to block discrimina-
tory practices or may indicate changing attitudes.

Potential Work Experience

Estimates of the return on potential work experi-
ence for 25-34 year-old men (table 6.3, panel B)
indicate that earnings of blacks grow with age at a
slower rate than those of whites and that the
difference in returns has tended to narrow over time.
These results suggest that blacks have tended to
accumulate skill at a slower rate than their white
counterparts, perhaps because of discrimination in
training and advancement or for other reasons. The
convergence in returns may mean that blacks are

2 Chiswick (1986) suggests that differences in the number of
children in the family and in the labor force participation of
mothers may help to account for differences in the return on
schooling among ethnic and racial groups. Black women have
more children and, historically, have worked more in the market.
Both factors are found to reduce the time spent with a child and,
therefore, affect further educational gains.
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increasingly entering career paths that are more
similar to those of whites and that offer, or demand,
more intensive training.!?

Region

Estimated earnings differences between regions
(panel C, table 6.3) confirm that earnings are lower
in the South than any other region.’* In 1940, for
example, black males in the South earned 32.2
percent less than blacks in the Northeast. The
comparable figure for white males was 17.4 percent.
This difference was basically maintained until the
1970s when earnings of both black and white males
in the South rose relative to other regions.

These estimates do not show precisely how much
more people from the South and their descendants
earned as a result of relocation. It is clear from the
sheer magnitude of the North-South differences,
however, that the realized gains were fairly substan-
tial through 1970. During the 1970s, southern wage
levels rose dramatically in comparison to other
regions. Even if these gains were equal for southern
blacks and whites, the predominance of blacks in the
South would mean that average black earnings grew
relative to average white earnings. In fact, the wages
of southern blacks appear to have grown faster than
those of southern whites, thus compounding the
positive effect of general southern growth on rela-
tive earnings.

Industry

Estimates of earnings differences among industrial
sectors (table 6.3, panel D), confirm that earnings in
agniculture are generally lower than in private
nonagricultural industries and government. For ex-
ample, blacks who were employed in agriculture in
1980 earned 34.8 percent less than blacks in private
nonagricultural jobs, and whites earned 26.8 percent
less. These results strongly support the view that the
shift of blacks from agriculture into private nonagri-
cultural and government jobs had a positive effect
on average black earnings. Recall, however, that
most of this movement had run its course by 1960

13 If the estimates of the returns on years of work were derived
by actually tracking workers over their careers, this interpretation
could be more certain. Unfortunately, they are derived by
comparing individuals of differing ages, which raises the alterna-
tive possibility, discussed in chap. 5, that the estimates reflect
“cohort™ effects, not purely “life cycle™ effects. Improvements in
black earnings that are due, for example, to diminution of the
effects of labor market discrimination may accrue disproportion-
ately to labor force entrants. If so, the true growth rate of
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and subsequently had very little influence on relative
earnings.

Marital Status

The differences in earnings between married and
unmarried men (table 6.3, panel E) are similar to the
cruder estimates of the marriage premium presented
in chapter 5. They support the contention that lower
marriage rates among blacks may be a reason for the
low relative earnings of black males.

Changes in the Earnings Ratio Over
Time

In analyzing why black and white men have
different earnings, several factors were identified as
contributing to the narrowing of this differential
over time. On the whole, blacks and whites have
bacome more alike in terms of certain key character-
istics. Thus, differences in geographic and industrial
distributions of workers and years of schooling all
narrowed during the 1940-80 period. There have
also been important changes in the coefficients
linking earnings to certain characteristics, notably
the narrowing differences in schooling and work
experience coefficients and the general narrowing of
North-South differences in earnings. Although
changes in coefficients have been somewhat erratic
and are not very well understood, they are, nonethe-
less, a major source of the narrowing in the black-
white earnings differential.

The purpose of this section is to evaluate the
collective effect on the black-white earnings ratio of
trends in characteristics over the 1940-1980 period.
What cannot be explained by changes in racial
differences in characteristics implicitly reflects
changes in coefficients. The procedure estimates
what change would have occurred in the ratio if only
characteristics had changed between census years,
with coefficients remaining the same. Table 6.4
reports, by age group and year, unadjusted earnings
ratios and adjusted ratios calculated with 1980 (race-
specific) coefficients.

The results indicate that increasing similarity in
the characteristics of black and white men accounts

earnings for blacks is underestimated, because the earnings of
older workers will remain under a greater influence from past or
present discrimination.

* The estimates in table 6.3 are net of the possible influences of
regiconal differences in education and industry, whereas table 5.3
above provided only partial control for educational differences.

s The choice of a reference year, i.e., 1980, is arbitrary but does
not significantly alter the conclusions.



TABLE 6.4

Unadjusted Ratios of Black-White Earnings Compared to Ratios Adjusted to Reflect

1980 Coefficients

1940
Ages 25-34
Unadjustedratio . ................. 48.7
Adjustedratio . ................... 67.4
Ages 35-44
Unadjustedratio . ................. 449
Adjustedratio . ................... 65.0
Ages 45-54
Unadjustedratio . ................. 427
Adjustedratio . . .................. 68.2
Ages 55-64
Unadjustedratio . ................. 42.6
Adjustedratio . ................... 70.2

1950 1960 1970 1980
64.9 62.3 70.3 78.8
71.9 74.0 77.5 78.8
59.3 58.4 62.8 70.5
65.2 66.4 68.4 70.5
56.3 55.7 59.5 67.5
69.4 67.5 67.1 67.5
54.2 53.2 58.9 65.0
69.0 68.4 66.3 65.0

Note: The adjusied ratios are derived by using 1980 coefficients to evaluate the characteristics — schooling, experence, region, industry, and marital status — in each year

between 1940 and 1980,

for a larger share of the rise in the relative earnings
of black men among younger groups than among
older groups. Between 1940 and 1980, earnings of
young blacks grew 62 percent faster than the
earnings of whites; of this relative gain, close to 40
percent can be attributed to convergence in charac-
teristics. Among men ages 35-44, the relative earn-
ings gain for blacks was 57 percent, of which 21
percent can be attributed to convergence in charac-
teristics; and among 45-54 year-old men, character-
istics apparently played no role in the increase.
Based on the discussion in earlier chapters, at least
part of the gains made by blacks since 1940 is due to
improvements in their skill levels (and regions of
residence) relative to whites. The five characteristics
included in this analysis, however, do not measure
all of the determinants of skill. Moreover, in the case
of schooling, grades completed are poorly measured
for the early cohorts. In addition, some gains, such
as improvements in school quality and in the
knowledge imparted by parents at home, as well as
more detailed regional changes, are reflected in

changes in the estimated coefficients. Consequently,
the general upward trend in the adjusted ratios
probabiy understates the full gains made by blacks
through accumulation of skill. These unmeasured
gains in skill are part of the balance of the change in
the unadjusted ratios, i.e., change in the unadjusted
minus change in the adjusted ratios.

Summary

The analysis in this chapter is based on the
premise that earnings are determined by certain
characteristics of the individual in combination with
the coefficients that link these characteristics to
earnings. Therefore, earnings differences between
blacks and whites can be viewed as composed of
two parts, differences in characteristics and differ-
ences in coefficients.

The influence of current labor market discrimina-
tion in this analysis would be confined to an effect
on racial differences in coefficients, since the explan-
atory variables used in the analysis are believed to be
largely free from the influence of current labor
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market discrimination. (Schooling, however, reflects
the effects of past discrimination in resource alloca-
tion.) Therefore, netting out the effects of racial
differences in these characteristics isolates a portion
of the earnings gap that contains virtually all of the
effects of current labor market discrimination. Un-
fortunately, such effects are not fully isolated be-
cause this portion of the gap also reflects racial
differences in several important but unobserved
determinants of earnings such as school quality,
skills imparted by parents, and a host of other factors
that shape individual productivity and earnings.
Nevertheless, rough upper limits are established
within which the effects of current labor market
discrimination are believed to fall.

The analysis of earnings differences over the
1940-1980 period indicates that racial differences in
the five characteristics included in the analysis can
account for 30 to 40 percent of the wage gap,
depending on the age group and the year examined.
The remaining, or unexplained, gap also varies by
age group, but for all age groups the gap narrowed
dramatically over time. After adjusting for differ-
ences in the five characteristics, black workers aged
25-34 would earn 30 percent less than whites in 1940
and 12.6 percent less in 1980. At ages 45-54, this
unexplained residual would have been 41.6 percent
in 1940 and 22.1 percent in 1980. These unexplained
residuals reflect the upper boundary of the effect of
labor market discrimination on the earnings of black
men.

Examining the effects of each characteristic re-
veals that differences in years of school play the
largest role, accounting for up to 27 percent of the
gap among young men in 1970 and 1980. Moreover,
this share has generally increased over time as the
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influence of other characteristics has abated. The
effect of lower schooling levels has been compound-
ed by the fact that blacks apparently receive a lower
return on an additional year of school than whites.
Over time, however, there has been a substantial
convergence in returns on schooling.

The concentration of the black population in the
South also explains a significant part of the earnings
gap, though its importance has diminished over time
largely because of migration and southern economic
development. Finally, the combined effect of differ-
ences in industrial employment patterns and marital
status accounts for less than 10 percent of the
earnings gap in any year and age group.

The second part of this chapter evaluates the
collective effect on relative earnings of changes in
worker characteristics and changes in the coeffi-
cients associated with these characteristics. Al-
though gains by blacks in the measured characteris-
tics, such as schooling, generally have had a signifi-
cant effect on raising their earnings relative to
whites, the convergence in coefficients or returns
seems to have been more important. Changes in
coefficients, however, do not provide really con-
crete explanations, since they can reflect any number
of unmeasured factors, including gains in the quality
of schooling, improvements in parental contribu-
tions to skill development, migration to higher
paying areas within the broad regions, and the
effects of antidiscrimination laws and policies.

These factors cannot be easily quantified, but their
possible contributions can be evaluated qualitatively.
The next part of the report investigates the role of
antidiscrimination policies and of other factors in
this more elusive category of forces affecting the
racial gap in earnings.



PART III

Why the Wage Gap Narrowed: Alternative

Hypotheses

It has been well documented that the earnings of
black men rose substantially more than the earnings
of white men over the 19401980 period. Onty part
of the rise in the relative earnings of blacks,
however, could be tied statistically to a narrowing in
racial differences in schooling, geographic region,
age, industrial sector, and marital status. At younger
ages about 40 percent of the rise could be explained
by these factors, but at older ages very little of the
rise could be explained this way.

What factors, then, do account for the bulk of
convergence in black-white wage differences? One
possibility is that differences in skills or in other
factors affecting earnings narrowed in ways that

were not measured by the five characteristics includ-
ed in the statistical analysis. Another possibility is
that labor market discrimination against blacks
declined, either as a result of general forces in
society that affected racial attitudes or as a direct
result of Federal civil rights legislation and regula-
tion.

This section explores these unresolved issues as
well as the related question concerning the current
wage gap and the role of discrimination in account-
ing for it. Chapter 7 focuses on the role of ctvil
rights programs and policies; chapter 8 assesses the
effects of all of the broad factors.

59



Chapter 7

Labor Market Effects of
Policy

Livi

! Rights

Between 1940 and 1980, government increasingiy
developed and implemented policics simed specifi-
cally at improving the labor market siatus of
minorities and women. This chapter investigales the
link between these policies and the substaatial
improvement in the relative earnings of black men
during the same period. The chaptet provides a brief
description of the more important civd rights pro.
grams, analyzes the possible effects of these pro-
grams from the standpoint of economic theory. and

reviews several prominent studies f their effecrs,

Background

Some of the earliest efforts to penalize labor
market discrimination were made by Siate govern-
ments. Between 1945 and 1959, 13 States (all outside
the South) enacted legislation prohibiting employ-
ment discrimination and established commissions
with powers to enforce these laws. Before 1960,
however, the resources allocated to most of these
commissions were generally meager. During the
1960s and 1970s, the enforcement effort greatly
expanded, and the number of States with antidiscri-
mination laws and effective monitering mechanisms
substantially increased.

! Executive Order 11246 is the most recent 1 a scries of
Executive orders dating back to 1941. Norgrer and Hill (i$64)
describe these earlier orders and examine their effect on reducing
discrimination. They conciude that “the twenty years [1941-1961]
of intermittent activity by presidential commitiess {establisiu! by
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The {irst significant action by the Federal Gov-
ernment io attack labor market discrimination was
passage of the Civil Rights Act of 1964, Title VII of
this ltww prohibits discrimination in all aspects of
emplovment and compensation based on race, color,
religion. sex, or national origin. The Equal Employ-
ment Opnortunity Commission (EEOQC) was estab-
lished to investigate complaints of such discrimina-
finn. The provistons of Title VI, as amended, cover
the employment activities of private employers with
15 or more employees. as well as the activities of
labor unions, employment agencies, State and local
zovernments, and educational institutions.

The next significant action by the Federal Gov-
ernment aimed at eliminating the effects of discrimi-
nation was the issuance of Executive Order 11246 in
1965 This order, as amended, goes beyond the
nondiscrimination provision of Title VII and re-
quires that Federal contractors, subcontractors, and
federally assisted construction contractors take “‘af-
firmative action” to ensure that employees and
applicants are treated without regard to their race,
sex. creed, color, or national origin. In 1980 Federal
contraciors employed roughly 30 percent of the
nongovernmental, noneducational work force and
were awarded $110 billion in Federal contracts.?

the Executive orders] has had little effect on traditional patterns
of Negro emplovment™ {p. 165).

¢ The percentage of workers in Federal contractor firms was
obtained from unpublished tabulations provided by the EEOC



Responsibility for administering Executive Order
11246 is delegated to the Office of Federal Contract
Compliance Programs (OFCCP) in the Department
of Labor. Regulations implementing the order re-
quire all contractors with $50,000 or more in Federal
contracts and 50 or more employees to maintain
written affirmative action plans. These plans are
“results oriented” and require the contractor to
detail occupations in which the contractor is defi-
cient in the utilization of minority groups and
women, and to develop targets (“goals and time-
tables) to correct such deficiencies. Failure of
contractors to comply with the order can ultimately
result in contract cancellation and debarment from
future contracts. In practice, noncompliance typical-
ly results in conciliation agreements and written
commitments to correct deficiencies.

Issues in Enforcement

Empirical difficulties in detecting discriminatory
behavior pose potentially serious problems for the
enforcement of civil rights programs. In the past,
discrimination was legal and overt. Employers could
maintain dual pay scales by race or could blatantly
post “help-wanted” advertisements barring blacks or
other minorities from applying. Nowadays, discrimi-
nation in employment is illegal and therefore likely
to operate in more subtle ways. Such subtle forms of
discrimination may not be readily detected by
outside observers and may never come to light
unless employees or rejected applicants bring suit.

Even if a particular business practice is detected as
having possible discriminatory effects, honest differ-
ences of opinion may easily arise as to whether it
reflects discrimination. Productivity differences be-
tween workers often cannot be measured very well,
possibly resulting in incorrect judgments about the
extent to which racial disparities in pay, hiring, and
promotion result from discrimination. Given the
problems of detecting or establishing the presence of
discrimination, it is probably unavoidable that some
benign business practices will be interpreted as
discriminatory in nature, while some discriminatory
behavior goes entirely undetected.

Difficulties in detection suggest that remedies for
possible discriminatory behavior may create new
problems. Discrimination is a multidimensional con-
and Bureau of Labor Statistics. The dollar volume of Federal
contracts was obtained from unpublished figures provided by the
Office of Federal Procurement Policy?

* Lerner (1977, 1980) examines how the judicial system has
interpreted adverse impact.

cept and may affect many different aspects of the
employment relation—including recruitment, hiring,
firing, pay, and promotion. Even if a particular type
of discrimination is correctly identified, its remedy
may simply result in the substitution of another type
of discrimination. The following example provides
an illustration.

Between 1966 and 1978, the EEQC issned increas-
ingly detailed rules (commonly known as the Guide-
lines) focusing on the use of employee selection
procedures that have an “adverse impact” on the
employment opportunities of minorities and women.
Written tests, educational requirements, and person-
al interviews are examples of selection procedures
that are covered by the Guidelines. As currently
implemented, the Guidelines state that an employer’s
selection procedures generally will be found to have
an adverse impact if the acceptance rate for any
particular group is less than four-fifths the accep-
tance rate for the highest group. For example, if an
employer hires 5 out of every 10 white applicants
but only 3 out of every 10 minority applicants, then
the selection procedure generally will be found to
have an adverse impact on minority hiring. An
employer with a procedure resuiting in adverse
impact becomes subject to a wide range of potential-
ly costly and time-consuming requirements to prove
that it is nondiscriminatory. If unable to do so, the
employer may be found to have violated Title VII
and penalized accordingly.®

Although the clear intent of the Guidelines is to
reduce the use of discriminatory practices directed
at minorities and women, in practice the Guidelines
may have the unintended effect of limiting employ-
ment opportunities for minorities and women. For
example, to avoid a determination of adverse impact,
employers might narrow their applicant pool and
recruit only those minorities who have a high
probability of meeting the employers’ selection
criteria.* In this way the Guidelines might benefit
more highly skilled minorities but actually restrict
opportunities for less skilled minorities. The net
outcome could be that the acceptance rate of
minorities rises, while the actual number of minority
hires falls.

In sum, empirical difficulties in detecting and
remedying discriminatory behavior pose complex

* Lerner (1977, 1980) provides a more detailed discussion of how
the definition of adverse impact used in the Guidelines may
inhibit recruitment of minorities.
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probiems for the enforcement of civil righis pro-
grams. As a consequence, remedies for possible
discrimination may have unintended effects that
could actualiy lower the overall economic status of
some minorities, while helping others. It is ultimate-
ly an empirical question whether policies to reduce
discrimination have succeeded.

Econometric Studies

This section reviews the empirical evidence re-
garding the effects of governmental civil rights
programs on the relative labor market status of
blacks. Two basic types of studies are reviewed:
time series and cross sectional. The times-series
studies are best viewed as attempts to measure the
combined effect of all civil rights activity occurring
after 1964. The cross-sectional studies attempt to
measure the individual program effects of the
OFCCP and State fair employment practices com-
missions. Though intended to be more illustrative
than exhaustive, the review includes most of the best
known studies. The chapter concludes with an
overall assessment of the quality of evidence con-
tained in these studies.’

From the outset, it should be emphasized that it is
difficult to evaluate the labor market effects of
governmental civil rights programs. The 1960s and
1970s, decades in which civil rights activity greatly
expanded, were a time of rapid socioeconomic
change, marked by the expansion of governmental
programs designed to reduce poverty, improve
educational opportunity, and elirinate the labor
market effects of discrimination. Attempting to
isolate these wvarious effects places an extreme
burden both on the data and on the empirical
estimation procedure.

Time-Series Studies

Post-World War II trends in black-white earnings
ratios have been the subject of a number of empirical
studies. Viewing figure 7.1, relative black earnings
appear to have improved noticeably after 1964.%
Since this period coincides with a greatly expanded
level of civil rights activity, the natural temptation is
to attach causal significance to the role of govern-
ment in improving the labor market status of blacks.
#  Other reviews of the econometric evidence arve Butler-Heck-
man (1977), and Brown (1984aj. This section partly draws on
observations made in these other reviews.
¢ “Black™ and “nonwhite™ are used interchangeably. Brown

(1984b) reports that blacks were 85 percemt of nonwhite wage and
salary workers in 1978.
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It is possible, however, that other faciors may have
caused or contributed to this pattern, and it is
precisely the treatment of these other factors that
has generated a heated debate concerning the labor
market effects of governmental civil rights activity.

Richard Freeman did the first systematic time-
series analysis of the effects of civil rights activity on
the labor market status of blacks.” Factors consid-
ered by Freeman to be potentially important deter-
minants of relative earnings were: (1} business
cycles; (2) growth in gross national product; (3)
relative education of blacks to whites; (4} a “‘time”™
effect {measuring changes in attitudes and/or struc-
tural shifts in the economy over time);, and (5)
governmental civil rights activity, represented by
cumulative EEOC expenditure per nonwhite work-
er.

After adjusting for factors 1 through 4, Freeman
found that governmental civil rights activity had a
significant positive effect on relative black income.
Freeman tentatively concluded that the increase in
relative income was attributable to the government-
induced increase in demand for black labor.

Richard Butler and James Heckman argued that
Freeman’s results were flawed because of an incom-
plete specification of the determinants of wages.®
They reasoned that a relative increase in demand for
black labor should increase the relative employment
of blacks as well as their relative income. Yet, the
relative labor force participation of blacks to whites
declined after 1964.

To account for the actual pattern of the time-
series data, Butier and Heckman emphasized the
importance of factors that affect the supply of labor.
In particular, they cited the expansion of transfer
programs, such as disability and welfare programs,
that coincided with the civil rights activities of the
1960s and 1970s. These programs, by reducing
incentives to work, tend to reduce labor force
participation.® They argued that low-wage earners
were more likely to participate in such programs
than high-wage earners and that, since blacks tend to
earn less than whites, the decline in labor force
participation should have been relatively greater for
blacks. This downward trend in relative black labor
force participation has two implications for black

7 R. Freeman (1973},
¥ R. Butler and J. Heckman (1977).
® See the discussion in chap. 2 for a detailed explanation.
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FIGURE 7.1
Nonwhite-White Earnings Ratios,* 1953-1984
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relative to white earnings. First, a decline in the
supply of black workers relative to white workers
will tend to increase the relative wages of blacks.
Second, since published earnings series include only
persons who work, the possible *“‘siphoning off”” of
low-wage earners by transfer programs may impose
an upwards bias on the earnings levels observed in
published data. These two implications of the de-
cline in relative black labor force participation
suggest that part of the increase in relative black
earnings occurring after 1964 may be illusory and
cast doubt on Freeman’s conclusion regarding the
beneficial effect of governmental civil rights activi-
ty.

Charles Brown has empirically tested the validity
of the Butler-Heckman argument by making several
modifications to the basic Freeman model.** First he
adjusted the published earnings data to account for
the possible bias resulting from changes in relative
labor force participation described above. His ad-
justment rested on the assumption that all changes in
labor force participation involved persons with low
wages. Brown's other modifications consisted of
adding: (1) a relative labor supply variable, designed
to measure the effect of changing aggregate supplies
of labor on relative wages; and (2) a post-1964 time
trend, designed to-capture the effect of civil rights
activity occurring after passage of the Civil Rights
Act of 1964. (This replaced Freeman's EEQC
variable.)

With these modifications in place, Brown then
reestimated the basic Freeman model. His empirical
results suggest that the relative decline in black labor
force participation has exaggerated the improvement
in black earnings, but that the decline in labor force
participation cannot explain the entire improvement.
Further, changes in relative levels of education, in
the relative supply of labor, and business cycle
effects do not appear capable of producing the entire
increase in relative black earnings occurring after
1964, Brown interprets this unexplained post-1964
improvement in relative earnings as evidence that
Federal civil rights policies have had a positive
effect on the earnings of black males.??

' C. Brown (1984b}.

" Brown's results show that about one-half of the post-1964
trend survives the adjustment for selectivity. It is also important
ta note that his method for correcting for selectivity will tend to
overstate the role played by labor market dropouts, since it
assumes all dropouts previously had low earnings. Brown’s
results, therefore, suggest that less than one-half of the post-1964
trend in relative earnings can be explained by labor market
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The Freeman and Brown studies of the time-series
data suggest that governmental civil rights activities
are likely to have had a beneficial effect on increas-
ing relative black earnings, but their results should
not be overstated.

First and most important, the tests of the effective-
ness of civil rights activity are far from ideal. All
time-series studies essentially attribute any unex-
plained post-1964 change in relative earnings to the
influence of Federal civil rights programs. The
problem in doing this type of test is that it ignores
the possible influence of other factors that are not
explicitly included in the analysis. For instance, the
post-1964 upward trend in relative black earnings
may, in part, be due to the effect of the civil rights
movement and to improved public attitudes about
race. Table 7.1 reveals a remarkable decline between
1958-1980 in the percentage of white parents object-
ing to desegregated schools, and the change is
especially large in the South. This improvement in
stated attitudes undoubtedly was affected by the
Civil Rights Act (as the sharp change in attitudes
from 1963 to 1965 suggests). On the other hand,
passage of the Civil Rights Act may itself have been
spurred by the change in attitudes (as the change in
attitudes from 1959 to 1963 suggests). [rrespective of
the source, the change in attitudes may have broken
down barriers for many blacks and also have
reduced the degree of prejudice among employers
and white coworkers.

Second, chapter | documents that relative black
earnings increased substantially during the 1940s,
more moderately during the 1960s and 1970s, and
actually declined slightly during the 1950s.22 Thus,
relative earnings have grown in three out of the four
decades for which data are available, and this
growth occurred both before (the 1940s) and after
(the 1970s) the implementation and expansion of the
major civil rights programs. By focusing on the
postwar period (i.e., after 1948), however, the time-
series studies primarily compare the earnings trends
during the 1950s with those after 1964. To the extent
that the 1950s may be an exception to the pre-1964
trends in relative earnings, the findings of the time-

dropouts. Note, however, Vroman’s (1986) analysis, which
suggests that labor market dropouts may not be much below the
average.

2 In absolute terms black male earnings grew ar a rapid rate
during the 1950s—3.4 percent a year in real terms. However,
white male income also grew rapidly, in fact, at a higher rate than
in any other decade. See chap. 1 for details.



TABLE 71

White Parents Objecting to Desegregated Schools (percentage answering “yes”)

Year

Source: The Galiup Report, No. 185 (February 1981). p. 30.
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..................... 61
..................... 37
..................... 24
..................... 21
..................... 16
..................... 16
..................... 15
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series studies may be biased towards finding an
“unexplained” post-1964 increase in relative black
earnings.'®

Cross-Sectional Studies

An unfortunate drawback of the time-series stud-
ies is that they cannot identify the possible contribu-
tion of specific civil rights programs. Time-series
studies are, therefore, incapable of disentangling the
labor market effects of affirmative action from those
of laws that generally prohibit discrimination. From
a policy perspective, however, it is important to
evalvate the effects of specific programs; if a
program is found to be ineffective, society may be
better off redirecting resources to other, more
effective ones.

The advantage of cross-sectional studies is pre-
cisely that they are designed to measure the effects
of specific programs. The basic methodology of
these studies compares those sectors of the economy
that should be more responsive to governmental
pressures with sectors of the economy that should be
less responsive. A finding that a program has a
positive effect on minority labor market status

¥ The published time-series analyses use earnings data up to the
year 1978. However, the black-white earnings ratio has been
nearly constani since 1975. An update of the studies, extending
the samples to the present, could possibly show weaker effects of
Federal civii rights activity.

simply means that the program has affected certain
sectors of the economy more than others. An
unfortunate limitation of this approach is that a
program may affect all sectors uniformly. For
example, Executive Order 11246 may induce firms
with Federal contracts to alter their employment
behavior. But if noncontractor firms anticipate
holding Federal contracts in the future, they also
may alter their current employment practices, and
there may be no observed difference between
contractor and noncontractor firms. Properly inter-
preted, then, cross-sectional studies do not measure
the full effect of a particular program, only the
differential effect between sectors of the economy
covered and not covered by the program.'*

Office of Federal Contract Compliance Programs
With its ultimate threat of contract cancellation
and debarment from future Federal contracts, the
OFCCP is one of the major regulatory bodies
through which governmental civil rights policy may
affect the employment practices of private firms. In
fact, existing empirical studies of the OFCCP are
generally consistent with the view that the program

4 For just such reasons, cross-sectional studies of Title VII,
which covers almost all sectors of economy, are of questionable
value. For examples of such studies that arrive at different
conclusions, see Beller (1978) and Leonard (1984).
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has increased the employment of blacks in firms with
Federal contracts. The studies, however, do not
provide strong evidence that the OFCCP has re-
duced black unemployment or increased black
wages in the general economy.

All studies examining the effect of the OFCCP use
the same basic statistical framework. This frame-
work compares the employment percentages of
various demographic groups within an employer’s
work force at two different points in time. These
points are chosen to correspond to the employment
situation before and after a change in the size or
scope of the OFCCP’s enforcement effort. A finding
that Federal contractors increased their share of
black workers at a faster rate than non-Federal
contractors is taken as evidence that the program
has benefited blacks.

The basic source of data is the EEO-1 data file.
All private employers employing 100 or more
employees, or employing 50 or more employees and
having Federal contracts totaling $50,000 or more,
are required to file EEO-1 forms with the OFCCP
and EEQC on an annual basis. The EEO-1 form
includes information on the location, industry, and
Federal contractor status of the firm, and classifies
its employment by race and sex within nine broad
occupational groupings. A serious limitation of the
EEQ-1 form is that it does not include information
on the wages, education, age, or prior work experi-
ence of the employer’s work force. Thus, the studies
of the OFCCP cannot be used to determine directly
the OFCCP’s effect on black wages or black
unemployment.

Basic results from four representative studies of
the OFCCP are presented in table 7.2. All of the
studies find that the OFCCP has a positive effect on
the employment of blacks relative to whites in firms
with Federal contracts. The estimated magnitudes,
however, vary widely from study to study. Jonathan
Leonard (1984b) has found that Federal contractors
increased the relative employment of black males at
an average rate per year of 1.01 percent more than
non-Federal contractors between 1974 and 1980.
Morris Goldstein and Robert Smith, on the other
hand, found an effect of only 0.04 percent per year
between 1970 and 1972. Estimates of the effect of the
OFCCP on the relative occupational status of blacks

5 In his 1983 Department of Labor study, Leonard uses many

different specifications and reports a much wider range of
estimates,
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are also mixed. Of the three studies that investigate
this issue, only Leonard (1984a), for the 1974-80
period, has found a strong positive association
between contractor status and the occupational
upgrading of blacks relative to whites.

One possible reason for the different estimates of
the effect of the QFCCP involves the different time
periods used in the different studies. Unfortunately,
it appears that differences in statistical methodology
also contribute to the differences in the estimated
effect of the OFCCP. Using the same data but a
different estimation method, Leonard (1984b) found
the effect of the OFCCP on relative black employ-
ment to be almost twice as large as in his earlier
study (1984a).'* Even more disturbing, Goldstein
and Smith found that not only the magnitude, but
also the direction of the estimated effect of the
OFCCP is sensitive to how the model is specified
and estimated. In particular, using the estimation
procedure of Orley Ashenfelter and James Heck-
man, Goldstein and Smith found that the effect of
Federal contractor status was to reduce the employ-
ment of black males relative to white males between
1970 and 1972.

The sensitivity of estimates to the way the model
is specified raises an obvious question: which is the
correct specification? Regrettably, no study of the
OFCCP has seriously addressed this issue.’® In the
absence of theoretical reasons for preferring one
specification to another, all of the estimates in table
7.2 should, therefore, be viewed cautiously; different
researchers examining the same data may arrive at
different conclusions regarding the effect of the
OFCCP.

Although partly clouded by sensitivity to model
specification, the evidence in table 7.2 suggests that
the OFCCP has increased the employment of blacks
in firms with Federal contracts. The important
policy question, however, is whether the OFCCP
has actually improved overall employment opportu-
nities for blacks. Specifically, has the OFCCP
benefited blacks by reducing their incidence of
unemployment and/or increasing their wages?

On theory alone, the increase in the demand for
black labor in the Federal contractor sector should
be expected to have at least slightly increased black
wages. As previously noted, because of data limita-

' Goldstein-Smith and Leonard (1983) briefly discuss why the
estimates may differ according to the estimation procedure, but
they do not state which is the preferred procedure.



TABLE 7.2

Effect of the OFCCP on the Employment of Black Men Relative to White Men

Ashenfelter- Goldstein-

Heckman Smith Leonard

Study: (1976) (1976) (1984a)
Timeperiod: .......... ... ... ... ... 1966-70 197072 1974-80
Sample size

(establishments): .................. 40,445 74.563 68,690
% change in relative employment 0.82 ' 0.04 0.58

(annualized)' .. ....... ... .. ... ... (—0.49y
BM/WM occupational upgrading: ....... Very minor Insignificant Strong

upgrading

Leonard
(1984b)

1974-80

68,690

1.1

Note: Estimates in this table are not exactly comparable because of differences in model specification and time periods. To note the differences in model specification, the

individuai studies must be consulted,

1Effect of contractor status on black male relative to white maie employment: for all the studies except Ashenfelter-Heckman, the figure in the table is the combined effect of
Federal contractor status and comphance reviews (see Geldstein-Smith for a description of the methodology used 1o derive this effect). Ashenfelter-Heckman do not explicitly

include a compliance review variable.
2 Goldstein-Smith estimate when using the Ashenfelter-Heckman estimation procedure.
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tions, the studies of the OFCCP cannot be used to
determine directly the magnitude of the increase.
Nonetheless, it is helpful to compare the timing of
the growth in relative black earnings with the
patterns of the OFCCP enforcement effort. Figure
7.1 shows that black earnings increased substantially
between 1964-1974 and remained fairly constant
between 1975-1984. Yet, the studies cited in table 7.2
suggest that the 1974-1980 period was marked by an
especially vigorous OFCCP enforcement effort.
Unless some unspecified factor was working to
reduce the earnings of blacks during this period, the
approximate constancy of relative earnings during a
period of strong enforcement casts doubt on the
success of the OFCCP in raising black wages.

The OFCCP’s effect on black unemployment also
remains unclear. Theory suggests that the OFCCP
should have reduced at least marginally black
unemployment. Again, however, data limitations
preclude attempts to quantify the magnitude. Since
the rate of unemployment of blacks increased sub-
stantially relative to that of whites during the 1970s,
it is possible that black employment gains in contrac-
tor firms resulted largely from a reshuffling of black
and white workers between noncontractor and
contractor firms.’?” Thus, blacks who otherwise
would have been employed in the noncontractor
sector may have obtained jobs in the contractor
sector (and vice versa for whites), but there is no
evidence that the program increased the employ-
ment of blacks as a whole.

State Fair Employment Practices Commissions

In 1945 New York and New Jersey were the first
States to pass legislation prohibiting discrimination
in employment based on race and to establish
commissions (FEPCs) with powers to enforce these
laws. By 1959, 13 States, all nonsouthern, had
enforceable antidiscrimination laws. The resources
allocated to these commissions, however, were quite
limited, and it is doubtful that they could have
substantially affected overall black labor market
status. The 1960s and 1970s saw an expansion not
only in the number of States with such laws, but also
in the level of their enforcement. Thus, the com-
bined budgets of all FEPCs amounted to roughly

¥ See fig. 1.2 in chap. | and the discussion and tables in chap. 2
for evidence on the divergence in black versus white unemploy-
ment rates in the 1970s.

1 Sources are as follows: for 1959, Landes (1968); for 1968,
Kovarsky and Albrecht (1970); for 1975-76, the Center for Policy
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$1.7 million in 1959, $10 million in 1968, and $29.5
million in 1975-1976.18

Little is known about the actual labor market
effects of FEPCs. Most existing studies are anecdot-
al in nature and typically focus on the regulatory
process as opposed to measuring actual labor market
outcomes. An exception to this is a study by William
Landes, which examined the effect of FEPCs in
1959.10

The Landes study was notable both for examining
the effects of FEPCs and for investigating possible
unemployment effects resulting from enforcement of
civil rights laws. Landes compared labor market
patterns in States with fair employment laws to
those in States without such laws. After adjusting
for differences among States in years of schooling,
relative numbers of black versus white workers,
degree of urbanization, and geography, Landes
found: (1) relative black wages were approximately
5 percent higher in States with fair employment laws
than in States without such laws; and (2) fair
employment laws did not appear to be systematicai-
ly related to racial differences in unemployment.

Comparing labor market patterns in States with
and without antidiscrimination laws at a particular
point in time, however, may distort the true effect of
the laws. For example, it is possible that racial
differences in wages were narrower in FEPC States
even before the passage of fair employment laws. To
investigate this possibility, Landes examined relative
wages and employment patterns prior to the passage
of such laws. Using 1949 as a benchmark (9 out of 13
States with such laws in 1959 enacted them after
1949), he found no systematic difference in relative
wages in 1949 between States that, in 1959, did and
did not have fair employment laws. Since in 1959
relative black wages were higher in fair employment
practice States, it thus appears that enactment of fair
employment laws actually did lead to a true increase
in relative black wages. In contrast, differences
between blacks and whites in unemployment appear
to have been smaller in 1949 in States that by 1959
had passed fair employment laws. L.andes concluded
from this that fair employment laws actually in-
creased the unemployment of blacks relative to
whites.

Review (1977). The figure for 1975-76 refers to a l2-month
period spanning 1975-76. These figures are crude approximations
and include some expenditure on nonemployment activity,

% W, Landes (1968).



Landes’ study of FEPCs is suggestive of how
enforcement of civil rights laws can lead to both
higher relative black wages and higher relative
black unemployment, but its significance should not
be exaggerated. He studied a period when the
enforcement effort of FEPCs was quite limited, and
his results are not necessarily applicable to the post-
1664 period, when State government civil rights
activity greatly expanded.

Conclusions

Studies reviewed in this chapter suggest that civil
rights policies have contributed to the improvement
in the relative earnings of black men. Studies based
on time-series data have found an upward trend in
relative black earnings after 1964 that cannot be
explained by the 1948-1963 earnings trend or by
changes in variables such as relative black educa-
tional attainment. Other studies are based on analysis
of the OFCCP. These studies generally indicate that
Federal contractors have increased their employ-
ment of blacks more than non-Federal contractors.

Because of data limitations, the studies dc not
provide conclusive evidence about the magnitude of
the effect of civil rights policies. The time-series
analyses do not include many important variables,
such as changes in attitudes or changes in unmea-
sured skill factors, that may have contributed to the
upward trend in relative black earnings. Because
they are limited to the period after 1948, when
earnings data first become available on an annual
basis, these studies exclude the 1940s when, accord-
ing to this report, the relative earnings of blacks
increased faster than in any other single decade
between 1940 and 1980, The omission of the 1940s
from these analyses may result in an overestimate of
the effect of civil rights policies on earnings growth
after 1964. Given these limitaticns, 1t has not been
established whether the contribution of civil rights
policy to the growth in relative black earnings is
large or small.

In contrast to time-series studies, which examine
civil rights programs in the aggregate, studies of the
OFCCP focus on a particular kind of affirmative
action program. Although they find that the pro-
gram is associated with increased black employment

in firms with Federal contracts, they do not provide
strong evidence that the program has reduced black
unemployment or increased black wages in the
general economy. That is, the program may have
largely resulted in the shifting of employed men
from one kind of firm to another. The fact that the
relative employment of blacks declined significantly
during the period under analysis raises a question
whether black male employment was generally
increased by the program. Similarly, the approxi-
mate constancy of relative black wages during a
period of vigorous OFCCP enforcement (1974-
1580) casts doubt on the success of the OFCCP in
raising black wages.

In sum, research has not yet determined the
precise role that civil rights policies have played in
improving the labor market status of black men.
Research in this area is complicated by the many
forces, both public and private, that have operated
to improve the economic status of blacks. The same
forces that led to the passage of civil rights legisla-
tion by themselves may have broken down discrimi-
natory barriers and influenced pubic attitudes about
race. For example, the civil rights movement
achieved landmark judicial and legislative victories,
but the full effect of the movement went farther—
generating among the American people a recogni-
tion of racial injustice that made additional gains
possible.

It has not proven possible to identify the specific
contributions of the various civil rights programs
and policies. The Civil Righis Act of 1964 repealed
the government-mandated segregation of the South
and made other forms of institutionalized discrimina-
tion illegal. This alone likely broke down barriers for
many blacks, and it also may have served as a
catalyst in reducing the degree of prejudice among
employers and white coworkers. In addition, it is
possible that the effects of Title VII litigation and
the pressures of the Federal contract compliance
program may be important factors influencing the
increase in relative black earnings. Unfortunately,
existing empirical studies have not been able to
disentangle the effects of these different types of
civil rights activities.
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Chapter 8

Unexplained Wage Differentials

Previous chapters have shown that a few key
variables explain part of the upward trend in the
relative earnings of black men and part of the
current earnings gap between blacks and whites.
The analysis has not, however, been able to explain
all, or even most, of these patterns. This chapter
provides a qualitative assessment of the various
factors that seem likely to account for the unex-
plained components.

Factors Underlying the Trend

It was established in chapter ¢ that although
changing racial differences in characteristics such as
schooling and geographic region could account for
some of the narrowing in the wage gap between
1940 and 1980, they were not the primary forces
underlying the trend. This same point is made in
table 8.1, which shows changes in black-white
carnings ratios over the 1940-1980 period.

The weekly earnings ratios rise considerably from
cohort to cohort even when the comparison is
confined to population groups narrowly defined by
years of schooling, region, and age; and the rise
within these detailed groups is not so far below the
rise for all workers combined. For example, at ages
25-34, the overall increase in the earnings ratio
between 1940 and 1980 was 30.5 percentage points,
while the increase within schooling-region group-
ings was always greater than 20 percent in the South
and 14.9 percent in the non-South. At ages 45-54,
the overall rise was 28 percentage points, and the
' See the detailed discussion of issues concerning the measure-

ment of years of schooling and of quality of schocling in chap. 4,
and see Margo (1986).

110

rise within detailed groups was even closer, never
less than 24 percent.

In other words, even if racial differences in years
of schooling and region of residence had not
narrowed over the 40-year span, it appears that
much of the observed narrowing of the racial gap in
earnings still would have occurred. This suggests
that other factors such as a broad decline in
discrimination, governmental civil rights policies,
and unmeasured changes in employment skills (due,
for example, to improved school quality} are poten-
tially important explanations for the increase in
relative black earnings.

It is plausible that successive generations of black
workers acquired more marketable skills than their
predecessors and that these increases in skills are not
adequately captured by years of school. The oldest
cohorts of black men (ages 45 and over) observed in
the 1940 census went to school around or before the
turn of the century, largely in the rural South.
Because the schools they attended were usually
ungraded, it is believed that grades of school
completed were inaccurately reported to the Cen-
sus, resulting in inflated measures of schooling.? As
graded schools became the norm, reporting of
education improved. The result was an understate-
ment of the true rise in the educational attainment of
those black cohorts educated during the transition to
graded schools.

The relative rise in the real educational attainment
of blacks is also likely to be understated because of



TABLE 8.1

Change in Black-White Weekly Earnings Ratios Between Cohorts by Education, Age,
and Region

All years 0-7 8-11 High
of school years years school College

Ages 25-34»2

Non-South

19401960 .................... + 74 + 49 +10.7 + 5.0 + 05

1960-1980 .................... +10.9 +13.4 + 6.5 + 99 +18.1

19401980 .. ..., .. ... il +18.0 +18.3 +17.2 +14.9 +18.6

South

1940-1960 ........... ... ..... +10.2 + 4.4 + 46 +10.1 +12.7

1960-1980 ........... .. ... ..., +19.5 +19.2 +16.0 +16.3 +15.1

194041980 ... ... ... ... ..., +29.7 +23.6 +20.6 +26.4 +27.8

Al regions

19401960 .. .................. +14.8 +10.5 + 93 + 7.8 + 8.7

19601980 .. ...... ... ... ..., +15.7 +22.0 +10.0 +10.7 +17.1

19401980 ... ... ...l +30.5 +32.5 +19.3 +18.5 +25.8
Ages 45-54°

Non-South

1940-1960 .. ..... ... ... ..., +16.2 +19.0 +14.6 +18.1 +22.5

1960-1980 ....... ... ... ... + 7.0 + 7.3 +10.6 +14.8 +23.5

1940-1980 .. ........ ... ... ... +23.2 +26.3 +25.2 +32.9 +46.0

South

1940-1960 .................... +13.7 +12.8 +13.0 +22.9 +30.1

1960-1980 ... ... ... ... +13.2 +18.0 +11.3 +17.0 + 82

194041980 ........ ... ..., ~+26.9 +30.8 +24.3 +39.9 +38.3

All regions

19401960 .. ... ... .. ... .. +15.9 +16.7 +12.7 +21.3 +26.4

1960-1980 .................... +12.0 +15.3 +10.0 +14.8 +17.3

19401980 ... .. .......... .. ... +279 +32.0 +22.7 +36.1 +43.7

#Pergentage point change in black-white ratios for persons ages 25-34 in year ¢ and persons 25-34 in year 1420, where t = 1940, 1960.
bpercemtage point change in black-white ratios for persons ages 45-54 in year ¢ and persons 45-54 in year t+20, where t = 1940, 1960.
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TABLE 8.2

Change in Black-White Weekly Earnings Ratios within Cohort by Education and Region

All years
of school
Non-South
19401960 ............. ... .. ..., +1.2
1960-1980 . ............ ... ..., +1.1
South
19401960 ............ ... ... +2.8
19601980 ... ... ... ...l +5.8
All regions
1940-1960 +7.3
1960-1980 ........ .. ... . ....... +4.5

07 8-1 High

years years school College
+ 4.8 +6.7 -1.2 *

+ 7.2 +6.6 +8.6 +1.1
+ 1.2 +1.2 +2.0 +2.9
+14.8 +7.9 +8.9 —1.6
+ 9.6 +6.8 +1.8 —8.4
+14.4 +7.5 +8.7 +0.2

Note: Percentage point change in black-white ratio for persons ages 25-34 in year t and 45-54 in year t + 20, wheret = 1940, 1960.

*Not statistically reliable.

the substantial improvement in school resources
allocated to blacks compared to whites. For exam-
ple, in 1920 the length of the school term for blacks
in the South was 25 percent shorter than the term
for southern whites and 40 percent shorter than the
school term outside the South.? To the extent that a
school grade corresponded to a school term, the
educational value of a grade of school completed
was likely to be lower for a black child than for a
white child. Between 1920 and 1950, the racial gap
in the length of the school term was largely erased,
and there was also a substantial convergence in
other measures of school quality such as the pupil-
teacher ratio. Although the precise extent to which
the convergence in school resources was translated
into a convergence in academic achievement cannot
be estimated, some such gains probably did occur.?
It is also likely that a narrowing of racial differences
2 Seechap. 4.

#  Educational “production function™ studies that relate school
inputs, such as pupil-teacher ratios and teacher experience, to
students’ scores on achievement tests have found only weak
effects of school inputs on educational “output™ (Hanushek,
1986). These studies, however, generally compare schools that

differ in relatively minor ways compared to the huge differences
found between black and white schools early in the century.
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in academic achievement would have contributed to
the narrowing in the wage gap.

The hypothesis that improved school quality is an
important source of the narrowing of the earnings
gap can be explored by examining black-white
earnings ratios for a cohort as it ages. Since formal
education is typically completed by the time an
individual enters the labor market, changes in black-
white earnings ratios for each cohort as it ages
should be largely free from the effects of changes in
school quality and, for that matter, from the effects
of family background and other characteristics fixed
at younger ages. In fact table 8.2 reveals that black-
white earnings ratios have increased significantly
even within cohorts. This suggests that improved
school quality and other cohort specific characteris-
tics are not the only factors underlying the relative
increase in black male earnings within specific
schooling-region groups.* It does not rule out these

* These gains are particularly impressive in light of the
expectation that blacks, starting from a lower skill base, would
receive less training and have flatter earnings profiles as they age
than would whites (see chap. 4.). Note also that within the South
the effect of heavy outmigration might have been to lower the
average skill level, since migration typically selects the most able,



factors as a part of the explanation because the
within-cohort increases in earnings ratios are usually
less than the increase between successive cohorts.
For example, the within-cohort change between
1960 and 1980 among high school graduates in the
South was 8.9 percentage points (table 8.2), while
the between cohort change from 1960 to 1980 was
16.3 percentage points for the age group 25-34 and
17 percentage points for the 45-54 age group (table
8.1}

Declining labor market discrimination is an ob-
vious candidate for explaining the relative gains in
earnings for black cohorts as they age. It may also
have contributed to the gain observed for successive
generations of blacks entering the labor force. The
1940-1980 period saw a revolution in civil rights as
legally enforced segregation (Jim Crow) was abol-
ished, antidiscrimination policies were put in place,
and racist views, once officially condoned, became
increasingly unacceptable. The civil rights move-
ment, broad legislation like the Civil Rights Act of
1964, specific policies such as affirmative action, and
societal changes in racial attitudes all may have
contributed: but no consensus has been reached on
the specific contributions of each.

Changes in the attitudes of whites also seem to
have been strongest between generations.® Evident-
ly, increased urbanization, education, and economic
development in the South were conducive to declin-
ing support for segregation. These changes in views
have been found to be most evident among succes-
sive waves of young white adults, starting in the
1950s.¢ Changes in discriminatory views among the
mass of white workers would have been particularly
important in enabling unprejudiced employers freely
to employ blacks to work alongside whites or to
interact with white consumers.”

In sum, there is evidence, albeit circumstantial,
that improvements in the quality of schools attended
by blacks and declining discrimination in the labor
market both contributed to the relative gain in
earnings made by blacks during the 1940-1980
period. It has not been possible to say which factor
dominated the trend.
leaving a lower average behind (see O°Neill, 1970). This, too,
would depress the within-cohort gains in the South. The effect of
migrants coming into the North is ambiguous, since the migrants
from the South would likely have attended poorer quality schools
than northerners, which might be counterbalanced by ability and
maotivational factors.

* See Hyman and Sheatsley (1964); Mathews and Prothro (1966);
and Reed and Black (1985).

The Current Wage Gap and Unmeasured
Characteristics

Although the wage gap narrowed substantially
over the 1940-80 period, it has not been eliminated.
As shown in chapter 6, after adjusting for years of
school completed, region of residence, and other
measurable characteristics, a weekly earnings gap
remained of 12.6 percent for 25-34 year olds, rising
to 24.3 percent for 55-64 year olds.

These are average differentials for an age group
after adjusting for characteristics. There is consider-
able variation in the size of the earnings gap among
detailed region-education groups and according to
the earnings measure used (hourly, weekly or
annual). The variation in the earnings gap in 1980 is
shown in table 8.3. The differential is larger in the
South than in the non-South, and it is larger among
45-54 year olds than among 25-34 year olds,
particularly in the Scuth. Racial differences in weeks
and hours worked have a substantial effect on the
earnings gap. For instance, among 25-34 year olds
living outside the South, the gap is relatively small
based on hourly earnings: 3.5 percent for college
graduates, 9 percent for high school graduates, and
5.4 percent for those with 8-11 years of school. The
differential is larger when measured by weekly
earnings (ranging from 8.6 percent to 14.5 percent)
and larger yet when measured by annual earnings
(ranging from 11.7 percent to 20 percent).

It is a matter of judgment as to which is the
correct measure. Hourly earnings reflect compensa-
tion for a fixed amount of time worked, and in this
sense it is an appropriate measure for making
comparisons between different groups that may
have different work patterns. In fact, if the number
of hours worked during the year were based entirely
on choice (choice to take a second job, work
overtime, search intensively for work when unem-
ployed), hourly earnings would clearly be the
appropriate measure. Weeks and hours worked are
not wholly voluntary, of course, because of layoffs,
uneven options for overtime work, and forces in the
economy that affect the availability of work.®
Moreover, the strength of these involuntary factors
varies by skill and is affected by discrimination. To

¢ Ibid.

? See chap. 3 for a discussion of the implications of coworker and
consumer discrimination for the labor market situation of blacks.

® See the discussion of racial differences in labor force participa-
tion, unemployment, and hours worked in chap. 2.
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TABLE 8.3
Black-White Earnings Gap in 1980 by Region, Age, and Education

25-34 years of age 45-54 years of age
Annual Weekly Hourly Annual Weekly Hourly
eamings earnings earnings earnings earnings earnings

Non-South

B-11yrs ... 20.0 12.7 54 152 12.6 6.9
Highschool ............. 19.3 14.5 9.0 189 15.8 10.7
College ................ 1.7 8.6 35 28.5 26.1 20.4
Alllevels ............... 20.3 15.1 8.6 27.8 24.9 199
South

B1lyrs................ 227 19.6 13.2 30.8 27.7 21.3
Highschool ............. 239 20.5 13.6 30.1 27.9 235
College ................ 19.0 16.5 9.8 37.3 33.2 28.7
Alllevels ............... 26.7 229 16.2 39.4 36.6 31.2
All regions

B1iyrs. ............... 228 18.4 12.9 237 20.9 15.4
Highschool ............. 231 19.5 14.1 242 215 191
College ................ 15.4 13.0 7.8 331 29.9 23.2
Alllevels ............... 247 206 14.8 34.6 31.8 31.3

Note: The earnings gap is measured as 100 percent minus the black-white earnings ratio.

Source: Appendix D.
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the extent that involuntary forces dominate, weekly
or annual measures of earnings are more appropriate
measures of the effects of both skill and discrimina-
tion on earnings. Thus, all three measures of earn-
ings merit examination.

No conclusion can be drawn from table 8.3 about
the extent to which current labor market discrimina-
tion reduces the earnings of black men in 1980. The
various measures of the earnings gap cannot realisti-
cally be attributed solely to racial discrimination in
the labor market, but also reflect omissions of data
on worker characteristics, such as the quality of
schooling and family background.®

Achievement tests are often used as a way of
assessing the marketable knowledge and skills ac-
quired in schools. The evidence reviewed in chapter
4 showed large differences in scores between blacks
and whites with the same nominal amount of
schooling.'® These differences have been attributed
to differences in family background (parents’ educa-
tion and occupation and family income) as well as to
differences in the quality of schools attended."!

Chapter 4 also reviewed several studies that have
attempted to measure the link between earnings and
the skills measured by test scores. Based on the
findings of these studies, a rough estimate can be
made of the extent to which the black-white earn-
ings gap can be attributed to racial differences in the
factors reflected in test scores. Applying estimates

* Of course, broadly speaking, racial differences in the quality of
schooling and parents” income and education may also stemn from
discrimination. This. howewver, t§ past discrinmnation, taking the
form of governmental discrimination that provided a lower
quantify and quality of schooling to blacks as well as labor market
discrimination affecting parents” opportunitics. It is to be distin-
guished from current diserimination that affects the earings and
employment of individuals entering the labor market with a given
set of skills.

' Black male scores on the Armed Forces Qualification Test are
ciose to 30 percentiles below these of white males at the high
school and college levels; the diffeiences are smaller at lower
educational levels. See chap. 4 for a discussion of differences in
various kinds of tests.

oo dn o preliminary analysis of the determinants of school
achievemeat. a significant Bink was found between family back-

from a study by John Hause, about 20 percent of the
weekly earnings gap for 25-34 year olds could be
explained by score differences at the high school
level and about 40 percent at the college level. Based
on a study by Zvi Griliches and William Mason,
about one-third of the gap for all schooling ievels
combined could be explained by differences in
scores.'?

These results should be regarded as conservative
estimates of the proportion of the earnings gap
attributable to racial differences in unmeasured skill
factors. The studies on which the estimates are based
understate the relation between scores and earnings,
perhaps by a significant margin.*®

In summary, the extent to which current discrimi-
nation in labor markets reduces the earnings of black
men cannot be answered definitively. Comparing
the earnings of black and white men with the same
schooling, age, and region, a differential still is found
in 1980. There is persuasive evidence that a part of
this “unexplained™ gap is attributable to unmeasured
differences in the knowledge and skills gained in
school. These differences, as measured by a large
gap in achievement test scores, potentially reflect
factors such as relatively inferior schooling and a
disadvantaged family background. Persistent racial
discrimination may well account tor part of the
differential, but its share cannot be measured with
available data.

ground and scores on the AFQT. For example, parents education
and employment in a white-collar occupation are significantly
positively related to scores: a large number of siblings is
associated with lower scores.

17 See the discussion of these studies in chap. 4.

' The studies typically use data sets that contain a much richer
catalogue of variables than are available in the census data—
variables such as parental income and education, prior earnings.
military performance, etc. The reported relation between scores
and earnings typically shows the ser effect of scores, holding
constant an array of other factors that affect scores or are co-
limear with scores. The effect of scores on earnings, holding
constant only schooling, region, and age. would be significantly
larger: and it is this relationship that is needed to adjust our
measure of the earnings gap, which is based on the more limited
census variables. See chap. 4 for further discussion.
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Concluding Comments

Changing racial differences in measured charac-
teristics, like years of schooling and geographic
region, account for some of the narrowing in the
wage gap between 1940 and 1980. According to the
data analyzed, however, these changes were not the
primary forces underlying the trend.

Black-white earnings ratios rose considerably
from generation to generation even when the com-
parison was confined to population groups narrowly
defined by years of schooling, region, and age.
There is evidence that improvements in the quality
of schools attended by blacks and declining discrimi-
nation in the labor market both contributed to the
relative gain in earnings made by blacks during the
1940-1980 period.

The decline in labor market discrimination ap-
pears to have occurred both before and after the
Civil Rights Act of 1964 was passed. In the earlier
period, the decline in discrimination may have been
prompted by events, such as World War II, which
raised the consciousness of white Americans about
racial prejudice. In the recent period, the civil rights
movement and government antidiscrimination poli-
cy undoubtedly have played a positive role.

Although the wage gap narrowed substantially
over the 1940-1980 period, it has not been eliminat-
ed. After adjusting for years of school completed,
region of residence, and other measurable character-
istics, a gap in weekly earnings of 12.6 percent for
25-34 year olds remains. The remaining gap is in
part attributable to unmeasured differences in work-
er characteristics that affect productivity. For in-
stance, racial differences in achievement test scores
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suggest that black-white differences still exist in
terms of knowledge and skills acquired in school.
Persistent racial discrimination in labor markets may
well account for part of the current differential in
earnings, but its share cannot be determined with
available data.

What Has Happened Since 1980?

The black-white gap in earnings has remained
roughly constant since 1975. The constancy of the
gap during the 1980s is noteworthy because that
period was characterized by the worst recession
since the 1930s. (The overall male unemployment
rate grew from 5.1 percent in 1979 to 9.9 in 1982 and
1983 and then fell back to 7.0 1n 1985.) In view of the
greater cyclical sensitivity of black earnings and
employment, it would not have been surprising to
see the relative earnings and employment status of
blacks deteriorate and then rebound during this
period. Such a pattern seems to appear in annual
earnings data from the Current Population Survey.
However, the black-white ratio of annual earnings
for full-time year-round workers stayed relatively
constant during the period—about 70 percent. Dif-
ferences in labor force participation rates have also
remained constant, breaking a decades-long trend of
relative decline in black male labor force participa-
tion.

Issues for Future Research

This report has identified several issues that
remain unresolved and warrant additional research.
The following are particularly important:



» Existing research has not been able to assess
fully the effects of specific civil rights programs
and policies on the economic status of blacks. For
instance, although studies of affirmative action
have found that Federal contractors increased
their employment of blacks more than noncon-
tractors, it is not known whether the men hired by
contractors would have been employed in good
jobs even without the program or whether the
program resulted in a set increase in black male
employment. More research is needed to deter-
mine the full effect of civil rights programs on the
earnings and employment of black men.

e This report documents that there is still a
substantial differential in the educational attain-
ment of black and white men in terms of both
years of school completed and scholastic achieve-
ment. A considerable body of research, including
this report, has demonstrated the importance of
schooling as a means of upward mobility. Future
research should investigate the various public and
private factors that affect scholastic achievement.
* The decline in labor force participation among
younger black men, at a time when other indica-
tors of economic success (i.e., earnings) have been
improving, is not well understood. Several causal
factors were suggested, including worsened em-
ployment opportunities, increased involvement in

crime and imprisonment, and declining marriage
rates. These and other possible factors, and their
interactions, should be investigated in greater
depth. Research dealing with effects of diminished
work attachment on the future earnings and
employment of younger men is also needed to
help assess the importance of the recent trends.
¢ Accurate measures are needed of the possible
upward bias in earnings resulting from the decline
in labor force participation. Existing research has
used indirect statistical methods to estimate the
possible effect of “selection bias™ on earnings
gains and on the black-white earnings gap. Direct
information on the prior earnings of those who
withdraw from the labor force is needed before
any firm conclusions can be drawn. If the earnings
gains of black men are found to be seriously biased
by labor force withdrawal, then it would be
necessary to reevaluate the extent to which
discrimination has abated and, specifically, the
extent to which civil rights policies have raised
the economic status of black men.

¢ The failure of the black-white gap in unem-
ployment to narrow is puzzling in view of the
convergence in education and occupational status.
Research on this subject is limited, and additional
theoretical and empirical work is needed.
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Statement of Chairman Clarence M.

Pendleton, Jr.

This report is another top-quality product of the
Civil Rights Commission-—an outstanding example
of unbiased and professional research, advanced
methodological techniques, and most important,
commitment to alerting the Nation to the harmful
effects of discrimination and the beneficial effects of
reducing discrimination. I am pleased that this
report has already received wide coverage and wide
praise, and 1 look forward to future Commission
volumes on the status of other groups in American
life.

But if this report is a tribute to the diligence of cur
staff, it stands as a testament to the struggles—and
achievements-—of black men in America. Faced
with slave codes that forbade them to read, con-
fronted by a poor southern agricultural economy,
denied equal opportunity until the passage of the
Civil Rights Act in 1964, black men have neverthe-
less pushed themselves—closing the wage gap by
nearly half between 1940 and 1980.

When it comes to education, black men have
overcome enormous hurdles to win opportunities for
themselves, In 1940, for instance, southern black
men had just an average of 5 years of schooling.
Today, the average black man in the South has close
to 11 years of schooling. By 1980 the national
difference in years of schooling between black and
white men was just 1.5 years. No one made these
black men stay in school; they did it themselves.

Some individual achievements elicit amazement
and respect. All-black, segregated Dunbar High
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School in Washington, D.C., sent 34 of its graduates
to Amherst between 1892 and 1954. One-fourth of
those admitted made Phi Beta Kappa. Young blacks
hitting the books in the face of segregation—that
speaks volumes about their character. It also sug-
gests that a quota is no way to motivate students, for
it only sends the message that they can’t make it on
their own.

The massive, arduous migration of blacks north-
ward is one of the inspiring stories in American
history. As the report notes, in 1940 more than
three-fourths of blacks lived in the South. Today, it’s
barely half. These days the gains from migration
may be less substantial. But the point remains the
same: when blacks have made the trek to prosperous
areas of the country it has paid off.

The rising income of black men recalls Irving
Kristol's comment: “We know how most people,
most of the time, emerge out of poverty.” His
answer 1s the obvious one: a growing economy and
individual motivation are the springs that have
propelled most groups in American life. Quotas and
special preferences, by contrast, are a dubious
method of promoting economic success.

True, this report acknowledges that civil rights
laws and enforcement have boosted the incomes of
black men in America, but it also suggests that there
is no substitute for self-help—whether it means
staying in school or migrating to better jobs. This is
what really works. Yes, blacks have traveled the



toughest roads in American history, but the path to
prosperity is the same for all Americans.



Statement of Commissioner John H. Bunzel
Joined by Vice Chairman Murray Friedman
and Commissioners Esther G. Buckley and

Robert Destro

This report is the first of several planned volumes
of the Commission’s incomes of Americans project.
When the Commission adopted this project in 1984,
at the suggestion of Commissioner John H. Bunzel,
the intention was to examine thoroughly the myriad
of factors, including discrimination, that account for
the differences in incomes between men and women
of different racial and ethnic groups in America. It
soon became clear that an exploration of all the
relevant determinants—education, region, discrimi-
nation, etc.—of all the relevant groups would be too
voluminous to be published in a single study. Future
volumes will examine the conditions of many other
racial and ethnic groups in American life, but this
first volume is confined to an exploration of the
economic progress of black men in America.

Unfortunately, the history of discrimination
against black men in America is still being written.
One need only read the newspapers to know that
black men still face violations of our nation’s
antidiscrimination laws. And one need only apply a
bit of common sense to recognize that black men still
cope with a legacy of segregation—officially sanc-
tioned until less than 25 years ago.

The great virtue of this report is that it unearths
new facts about black men in America that are not
commonly known and not easily discerned. It is a
thorough analysis of the obstacles black men have
faced and continue to face. And it also illuminates
those factors that have allowed black men to close
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the earnings gap from 44 percent of white men in
1940 to 72 percent in 1980.

We are gratified that scholars with different views
and interests have commented favorably on this
study, including Reynolds Farley, University of
Michigan; Nathan Glazer, Harvard University;
Glenn C. Loury, Harvard University; Barry Chi-
swick, University of Illinois-Chicago; Orley Ashen-
feiter, Princeton University; Robert Margo, Colgate
University; and Stephan Thernstrom, Harvard Uni-
versity.

We are especially impressed by the breadth of the
report. Education, religion, occupation, government
programs, economic growth—uvirtually every factor
that might account for the rise in the earnings of
black men over the past 40 years is scrutinized,
utilizing sophisticated social science methodologies.
While other studies have focused on a few sources of
black income gains, this study examines the whole
spectrum of factors. No issue is sidestepped.

Furthermore, the report makes use of and exam-
ines newly available census tapes from the 1940s, a
decade of enormous significance to the economic
progress of black men. As originally designed, the
study was limited to the period from 1950 to 1980,
but the availability of new data from the 1940s
proved to be an unexpectedly rich resource, offering
a fuller picture of the condition of black, men in
post-World War Il America. It showed that the
boost in black earnings caused by the economic



expansion of World War II was not ephemeral.
Black men not only gained ground in the 1940s, but
held it during the 1950s. Indeed, the finding that the
incomes of black men climbed sharply during the
1940s and 1960s—both decades of impressive nation-
wide economic growth—suggests that blacks, more
than Americans on average, benefit from a robust
economy. One caveat, however: the data presented
here suggests that the efforts of black men them-
selves—whether spending more years in school or
undertaking difficult migrations—account for much
of their progress.

From such a rigorous and wide-ranging study
come difficult and sometimes subtle findings that are
unlikely to serve the interests of those on the left or
the right who regularly look for results to support
their own political agendas. The report underscores,
for instance, the decline in prejudice and discrimina-
tion in America that has surely benefited black men,
allowing them to take advantage of employment and
educational opportunities heretofore denied them.
Yet the report does not rush to a definitive or
absolute judgment about the role that civil rights
laws and their enforcement have had in tempering
prejudice. It reaffirms what is not in dispute—that
these laws have had a substantial impact. But it also
makes clear that this impact is only one of a cluster
of influential factors that is not readily identifiable,
by itself, in a strict cause-and-effect manner. Those
who label affirmative action as completely ineffectu-
al, or even an economic burden for blacks, will not
find political fodder in this study. Nor will the

report satisfy those who insist that affirmative action
is the predominant factor in promoting black eco-
nomic progress. As is so often the case, the truth that
emerges from scholarly research is more contingent
than final.

Finally, we are pleased with the dispassionate tone
that runs throughout the pages of this report.
Contrary to what some have said (many of whom
have not read the report in its entirety), there are no
villains here. Government programs, for example,
are neither belittled nor dismissed. It is merely
observed that certain Federal transfer payments,
most notably social security, have allowed disabled
black men to leave the labor force at rates higher
than white men. Some have called this conclusion
“diabolical” and “pernicious.” That anyone could
subject the data presented here to such verbal abuse
leaves us baffled and disappointed.

It should be emphasized, finally, that this study is
not the last work on the economic progress of black
men. The report itself identifies several unsolved
issues for the research agendas of social scientists.
We believe that more research is needed to examine
and explain the differential in wages of various
groups in American society. We encourage other
scholars to pursue the line of inquiry begun here.
(Some suggestions are offered in the Executive
Summary.) Only by understanding and identifying
the obstacles facing black men can we hope to find
solutions that work. And only then can we build the
equal opportunity society we all want.
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Dissenting Statement of Commissioners
Mary Frances Berry, Francis S. Guess, and

Blandina Cardenas Ramirez

In stark contrast to the emphasis of this report,
black male unemployment and underemployment
remain serious problems in our country. The Com-
mission had an opportunity to make a significant
contribution to policymaking designed to alleviate
the problem by analyzing the elements that account
for progress and for its absence. Instead, we are
presented in this report with definitive conclusions
based on an analysis of economic data that most
scholars conclude should not be be the basis for
definitive conclusions and that will not facilitate
solutions to the problem. We are provided with
policy pronouncements that are in most cases no
more than a rehash of a Department of Labor-
financed Rand Corporation study by James Smith
and Finis R. Welch, “Closing the Gap,” which was
released to the public in February 1986 and has the
same methodological problems. Mr. Welch is ubiqui-
tous. In addition to being the principal researcher on
the Commission’s school desegregation study, he is
also the chairman of the advisory committee respon-
sible for the report approved today.

Today’s report concludes essentially that social
security disability retirement for older black men
and AFDC and other transfer payments have
reduced labor participation rates for black men, thus
reducing economic progress. One-sided evidence is
presented for the first proposition, and no evidence
for the second. These conclusions may lead policy-
makers to believe that black workers who are
seriously disabled should be denied disability pay-
ments. Given the high rates of hypertension and
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other cardiovascular diseases in the black commu-
nity, as well as the greater likelihood that black men
who have jobs work in hazardous environments,
such a conclusion would be pernicious at best. Also,
scholars have found that while black adult workers
apply for social security disability at a higher rate
than whites, they are less likely to be designated
eligible to receive such benefits.

The emphasis on transfer payments as a cause for
nonparticipation in the labor force unnecessarily
directs attention away from the fact that most
unemployed young black males do not participate in
transfer programs. In addition, the effects of demo-
graphic considerations, such as the projected declin-
ing numbers of young people available to work, are
not even analyzed.

The report also attempts to undercut previous
scholarly studies that attest to the importance of
civil rights enforcement. This undercutting is
achieved by using as a touchstone whether overall
black employment was enhanced as a result of Title
VII and OFCCP. That is precisely the wrong
question. The purpose of outlawing employment
discrimination and requiring affirmative action was
to increase the opportunities for qualified blacks to
gain better paid employment. The programs have
done that and indirectly have improved the pros-
pects of some blacks. They were not designed with
the idea that all blacks would have their employ-
ment thus guaranteed. In addition, availabte data on
the employment picture for educated blacks, given
the decline in Federal emphasis on affirmative action



enforcement since 1980, would provide a much
needed corrective to the analysis in the report.

The most striking failure of the report is to
analyze the demand side of the picture, including
such matters as the economy, trade deficits, budget
deficits, and deindustrialization in ‘“‘smoke-stack”
incdustries. There is an assumption that jobs have
been freely available to every person who has
wanted one in every period since 1940. Such a
conclusion is patently false.

A study analyzing how improvements in educa-
tion and motivation, along with reductions in nar-
cotics selling and addiction and other criminal
activities, and an economy that produced enough
jobs, and strong employment discrimination enforce-
ment could improve the economic progress of black
men would make a major contribution to public
policy. This is not such a study.
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Appendix A

Data Development

Background

This appendix documents the construction of files
used to analyze long term trends in earnings and
labor force status. The sources of data are the
decennial Censuses of Population conducted by the
U.S. Bureau of the Census between 1940 and 1980.
These surveys are unique in that they contain
information from a very large number of individuals
over an extended number of years about earnings in
the previous calendar year, weeks and hours
worked, and demographic characteristics.

Several new sources of decennial census data have
become available to researchers recently. Microdata
samples from the 1980 census were released in 1983,
and similar information from the 1940 and 1950
censuses became available in 1984, as a result of a
long term archival project sponsored by the Census
Bureau. Along with similar data from the 1960 and
1970 censuses, which have been available for several
years, these sources of information permit a compre-
hensive review of long term market trends.

The task of data development is defined by the
issues to be analyzed. Principally, these topics
include: analysis of labor force status (employment,
unemployment, etc.), and earnings (means and vari-
ances for annual, weekly, and hourly earnings). It is
necessary to tabulate the data on the basis of detailed
demographic categories, including age, race, sex,
education, region, etc.

In order to simplify data processing and analysis,
summary (or grouped) data files were designed and
constructed. These files simplify subsequent data
processing by partially aggregating available infor-
mation into data sets that incorporate similar vari-
ables and record formats. Each of the five censuses
have been grouped according to a common format.
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The constructed files are sufficiently flexible that
tabulations can be generated at both detailed and
higher levels of aggregation. The summary files
greatly reduce the cost of subsequent data process-
ing compared with direct manipulation of the
microdata files. The 1980 census alone, for example,
contains information on more than 2 million individ-
uals. Unstructured processing of this volume of
information (muitiplied by the use of several cen-
suses) would be prohibitively expensive.

For each year, the summary files contain informa-
tion on labor force status and earnings for groups of
individuals cross-classified on the basis of the follow-
ing “cell-defining characteristics™: age (10}, race (2),
martial status (2), employment class (3}, industry (4),
region (4), weeks and hours worked (8}, and years of
schooling completed (6). These dimensions are
generally conformable across censuses, and for each
group a number of summary variables are tabulated.

There have been several conceptual changes with
respect to the measurement of labor force status and
earnings over the past 40 years. To the extent such
changes affect the development of conformable
working files, they are described below. One notable
example is the use of the concept of *full-time
equivalent weeks worked” in 1940 compared to the
enumeration in later censuses of the number of
weeks in which any work was performed. Similarly,
the only earnings information collected in 1940
reflects wages and salaries—data on self-employ-
ment income were not collected.



TABLE A1
Summary File Characteristics

Census
survey year

Summary Individuals

cells? represented
............... 80,208 1,444,000
............... 62,684 1,192,100
............... 52,832 1,043,000
............... 31,136 291,130
............... 27,031 854,380

TEach cell, or observalion, represents a unique combination of the cell-defining characteristics, e.g., sex, age, race, listed above.

Input and Output File Characteristics

Basic Characteristics of Input and Output Files

The summary files have been developed directly
from Census Bureau public use samples. For 1940
and 1960-1980, the basic public-use samples reflect
1/100 samples of the U.S. population. For 1950,
however, data on labor market variables are avail-
able for only “sample line” records that constitute a
1/330 sample of the U.S. population.

In 3 years more than one public-use sample is
available to the researcher. The 1980 data are drawn
from the “C” sample; 1970 data reflect individuals
who answered the ‘5 percent” questionnaire; and
for 1940, the self-weighting sample is used.

All summary files incorporate information on
individuals ages 16-64 in the noninstitutional popula-
tion, including members of the armed forces.

The summary files contain observations defined
by a specific interaction of the cell-defining charac-
teristics described above. The number of nonempty
cells in the constructed files and the number of
individuals reflected in these data sets are described
in table A.1.

The summary files were constructed by Commis-
sion staff to be used in a number of studies. Not all of

the wvariables described below are used in the
analysis of adult black and white men included in
this report.

Cell-Defining Characteristics

As described above, the census summary data files
all utilize the same basic format and variables. Each
contains information on groups of individuals de-
fined by the interaction of the cell-defining variables.
The definmition of selected characteristics and their
comparability across censuses is detailed below.

1. Age

= 16-19

= 20-24

= 25-29

= 30-34

= 35-39

= 40-44

= 45-49

= 50-54

= 55-59

= 60-64
Region

= Northeast
= North Central
= South
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4 = West

Data on Alaska and Hawaii are not available prior
to 1960. For 1960 to the present, these States are
included in the West.

3. Employment Status

1 = Self-employed

2 = Salary workers

3 = Unpaid family workers and others

For the 1970 and 1980 censuses, the self-employed
are defined to include individuals with either incor-
porated or unincorporated businesses. This main-
tains consistency with earlier censuses but differs
from current census definitions that include only the
latter as self-employed. For 1940 the self-employed
are defined to include “employers” and “individuals
working on own account.”

The “salary workers” category includes both
wage and salary workers and government workers.
Government workers, however, can be identified
through the industrial sector classifier, as described
below. The residual employment class category
includes unpaid family workers and individuals who
have not worked in previous years. Employment
class questions refer to the current or most recently
held job. This job may differ from that held in the
previous year (which would be reflected in reported

earnings).

4. Industry

I = Agriculture

2 = Private, nonagriculture
3 = Government

4 = Other

Industry categories are defined by a combination
of the industry and employment class variables. All
individuals coded as Federal, State, or local govern-
ment employees, except members of the armed
forces, are counted as government workers (cate-
gory 3). Categories 1 and 2 include only private
sector workers and are based on industry codes for
current or most recent job.

For 1950-1980, the “other™ category includes
individuals who have not worked in (at least) the
previous 5 years as well as members of the armed
forces. Individuals in the armed forces, however, are
the only members of this group who also report
earnings (the earnings of members of the armed
forces can be identified uniquely). In 1940 the
residual category includes “workers on emergency
public service projects” as well as individuals cur-
rently out of the labor force (even if they had
earnings in 1939). Of the individuals included in this
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category, only the “emergency” workers can have
earnings. The armed forces cannot be uniquely
identified from 1940 data.

For the censuses, industry questions refer to the
current or most recently held job. This, again, may
differ from that of a job held in the previous year,
which is reflected in reported earnings.

5. Marital Status
1 = Currently married
2 = Not married

The “currently married” category is defined to
include all individuals who are married with a
spouse either present or absent. The *“not married”
category includes individuals who are either sepa-
rated, widowed, divorced, or never married.
Educational Attainment
= 0-7 years of schooling completed
= 8-11 years of schooling completed
12 years of schooling completed
= 13-15 years of schooling completed
= 16-17 years of schooling completed
= 18+ years of schooling completed

In 1940 and 1950, the open-ended educational
category reflects 16+ years of schooling completed.
All such individuals are included in category 5.

7. Labor Force Attachment (1950-1980)

1 = Part-pear/At work: Nonzero earnings;, 1-39
weeks worked last year, positive hours worked in
survey week; not enrolled in school.

2 = Part-pear/Not at work: Nonzero earnings; 1-39
weeks worked last year, zero hours worked in
survey week; not enrolled in school.

3 = Full year/Full time: Nonzero earnings, 50+
weeks worked last year; 354+ hours worked in
survey week; not enrolled in school.

4 = Most year/At work: 404+ weeks worked last
year; positive hours worked in survey week; not
enrolled in school.

5 = Most year/Not at work: 40+ weeks worked last
year; zero hours worked in survey week; not
enrolled in school.

6 = Nonworking students: Currently enrolled in
school, did not work last year.

7 = Working students: Currently enrolled in school,
worked last year.

8 = Nonworkers: Nonstudents, did not work last
year Or zero earnings.

The labor force attachment classifier is a key
element in defining applications of the file. It is based
on (i) the number of weeks in which an individual
worked in the previous calendar year and (ii) the
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number of hours an individual worked in the survey
week. The latter represents the only information
available on hours per week that are available before
1980 from the decennial censuses.

This classifier can be manipulated in alternative
ways to produce measures of current labor force
status, annual and weekly earnings, and hourly
earnings. To produce measures of labor force status
{(unemployment rates, labor force participation rates,
etc.) for various demographic groups, aggregates are
taken over the population—all possible values of the
labor force attachment classifier are included. For
determining annual and weekly earnings measures,
the sample is restricted to individuals who worked in
the previous calendar year (categories 1-5, 7). For
determining hourly earnings, the sample needs to be
restricted to individuals with positive hours in the
survey week (categories 1, 3, 4). This, of course,
excludes individuals who were unemployed or out
of the labor force in the survey week. The impact of
their exclusion on earnings measurement is analyzed
in appendix B.

The 1940 census utilized a different concept for
measuring weeks and hours worked by attempting
to determine “full-time equivalent (FTE) weeks
worked,” as opposed to the number of weeks in
which an individual did any work. Full-time equiva-
lent weeks calculations were based on the regional
norm for full-time hours or 40 hours per week, Asa
result of this alternative treatment of weeks and
hours worked, labor force attachment classifiers for
the 1940 file are not fully comparable with those for
other years. The 1940 categories are as follows:

1 = Part-year: Nonzero earnings; 1-26 FTE weeks
worked, not enrolled

2 = (not defined)

3 = Full year/Full time: Nonzero earnings; 50+
FTE weeks, not enrolled

4 = Most year: 27-49 FTE weeks; not enrolled;

5 = (not defined)
6 = Working students: Currently enrolled, worked
last year.

7 = Other students: Currently enrolled, did not
work last year.

8 = Nonworkers: Did not work last year; zero
earnings; nonstudents.

Summary Variables

For each of the groups defined by a wunique
interaction of the above characteristics, 18 summary

variables are tabulated. These variables are defined

and explained below:

1 - Cell Population Count: Unweighted person

count

2 - Cell Count: Employed

3 - Cell Count: Unemployed

4 - Cell Count: Qut of labor force

5 - Cell Count: Armed forces (1950-1980) and

(1940) workers on emergency public projects

6 — Cell Total: Years of schooling completed
This variable is used to calculate mean years of
schooling completed. It is necessary to impute
values for open-ended schooling category. For
1960-1980, individuals with 184+ years completed
were imputed a value of 19. This estimate was
derived from 1980 census data. For 1950 the
cutoff was 164+ years, and a value of 17.0 was
imputed for males, 16.7 for females. For 1940 the
cutoff was 17+ years, and 18.2 was imputed for
males and 17.9 was imputed for females. These
latter figures were derived from 1960 census
tabulations.

7 - Cell Count, Attending School

- (Census) Cell Count, Native Born

9 — Cell Total, Weeks Worked (1950-1980)

This question refers to weeks worked in the
previous calendar year. It is not defined for 1940.
In 1960-1970, only interval measures of weeks
worked were defined. To maintain comparability,
an identical specification was imposed for each
year. The following means were calculated from
1980 census data and imputed for the intervals: (1-
13 weeks: 8.1 weeks imputed; 14-26: 20.8; 27-39:
33.1; 40-47: 42.4; 48-49: 48.3; 50-52: 51.8).

10 - Cell Total, Total Hours Worked (survey

weeks’ hours).

For 1950-1980, this wvariable is constructed as
weeks multiplied by hours in survey week. The
following values were used to recode hours’
intervals: 1-14: 8.8; 15-29: 20.9; 30-34: 31.2; 35-
39: 36.5; 41-48: 45.2; 49-59: 51.9; 60+: 67.5. For
1940 this variable is calculated as full-time equiva-
lent weeks multiplied by 40.

11 - Cell Total, Total Hours Worked (usual hours}
Available only from 1980 census. Defined as
weeks multiplied by usual hours per week in
previous calendar year.

12 - Cell Total, Wage and Salary Income
This variable (as well as 13 and 14) refers to
earnings in the previous calendar year.

13 - Cell Total, Self-Employment Income

oo
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TABLE A.2

Conditional Means of Earnings for Males at Truncation Limit

Year

Reporting limit ($1,000):

Sex Race Educ. Age
M White LE 15 LE 34
M White LE 15 35+
M White 16+ LE 34
M White 16+ 35+
M Nonwhite LE 15 LE 34
M Nonwhite LE 15 35+
M Nonwhite 16+ LE 34
M Nonwhite 16+ 35+

1980 1970 1960 1950 1940
75 50 25 10 5
Level (000s)

105 70 35 13.4 7.2
110 74 38 14.9 8.3
112 74 38 14.5 1.7
136 82 44 18.7 15.2
108 86 38 13.1 74
108 71 41* 13.1 76
106 89~ 41 11.6” 8.07
143 99 48" 15.0 7.4

“No individuals in this category exceeded reporting limi. Values lor these cells were assigned by assuming a proportional relationship with other cells.

This information was not collected in 1940. For
1950-1970 this includes farm self-employment
income.
14 - Cell Total, Farm Self-Employment Income
This variable is defined for 1980 file only.
15 - Cell Total, Usnal Hours per Week {continuous
values)
This variable is defined for 1980 file only and
refers to previous calendar year.
16 - Cell Total, Hours in Survey Week (recoded
values)
This variable is not defined for 1940 file.
17 - Cell Total, Weekly Earnings
18 - Cell Total, Age

Means for Open-ended Earnings Intervals

A final issue that was addressed was the imputa-
tion of earnings for individuals with earnings above
the reporting limit. Estimates of conditional means
were developed using the Pareto method (see
Technical Documentation, 1980 Census of Popula-
tion, p. 164). Conditional means were estimated for
eight demographic groups. The “preceeding inter-
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val™ used in construction of these estimates was set
at the 65th percentile of the demographic-group-
specific earnings distribution. As a rough check on
the accuracy of the Pareto method, the mean level
of wages and salaries for individuals with income
above $75,000 (the 1980 census cutoff) was calculat-
ed from the microdata used to construct IRS
Statistics of Income, which are not truncated. The
overall conditional mean was $122,000 from the IRS
data, $124,000 using the Pareto technique on census
data. The full set of conditional means for all years is
listed in table A.2.

Conditional means were also imputed for individ-
uals who report the maximum allowable losses. This
is not relevant for 1940, where only wages and
salaries were reported. In 1950 losses were noted,
but values were not reported. Roughly 65 percent of
individuals with losses reported the maximum possi-
ble amount: -10,000 in 1960-1980. The following
values were impuied for individuals with losses at
the truncation point: 1950: -6,500; 1960: -10,000;
1970: -15,000; 1980: -20,000.



Appendix B

The Impact of Sample Definition on Relative Earnings

Background and Issues

The analysis of earnings trends requires that the
populations of interest be consistently defined. Oper-
ational decisions are required about the treatment of
classes of workers that, for various reasons, present
unique problems with respect to the measurement or
interpretation of earnings. Such groups, for example,
include members of the armed forces, students,
unpaid family workers, and the self-employed. Deci-
sions about the inclusion or exclusion of such groups
affect estimates of relative earnings patterns and
trends. This appendix examines the sensitivity of
earnings measurement to the inclusion or exclusion
of such groups.

Competing goals must be considered when select-
ing the sample for analysis. First, it is desirable to
utilize as much of the available data as possible. A
second goal is to assess “total” compensation, which
includes nonpecuniary as well as monetary rewards.
Such ideals, however, often conflict with the limita-
tions of available data and the desire to present easily
interpretable results. Examples of special problems
are discussed below:

Armed forces; The distinction between military
and civilian employment has become increasingly
blurred in recent years as the armed forces compete
in the labor market for workers. Historically, how-
ever, conscription has permitted the armed forces to
fill certain manpower needs without raising wages.
Military pay thus might not fully reflect workers’
productivity. The uniqueness of the military em-
ployment, however, is often overstated. Even at the
height of the Vietnam conflict, for example, only 40
percent of military accessions were draftees. The
military must compete for reenlistments and career
personnel. Nevertheless, measurement of military

compensation is particularly difficult because a large
share of compensation in the armed forces is “in
kind,” i.e., food, shelter, clothing.

Unpaid family workers: An extreme example of
problems in measuring compensation is reflected in
the class of “unpaid family workers”—individuals
who work without pay in a family farm or business.
Although these individuals produce goods and
services for the marketplace, they are not paid a
regular wage. Instead, their earnings are implicitly
counted with those of other family members. Fortu-
nately, this group makes up a very small share of the
labor force.

Students: Individuals enrolled in school also com-
plicate the interpretation of labor force data. Most
students participate in the labor market at some time
during a given year, but they differ in some
fundamental ways from other labor market partici-
pants. The market work of students, particularly
students in their teens and early twenties, is often not
their principal activity. Students, instead, choose to
forego current earnings in order to gain higher
compensation in later years. For many older stu-
dents, however, school is only a minor activity and
market work represents their principal focus.

Self-employment: The self-employed present yet
another difficulty for the measurement and interpre-
tation of labor market activity. The returns on
owning and operating a business (measured as “self-
employment earnings” in the census data) surely
reflect, at least in part, the returns on individuals’
financial investments in their businesses. Thus, it is
not possible to separate fully the extent to which
self-employment earnings reflect returns on labor or
capital. As discussed below, the self-employed tend
to have higher earnings than others; there are large
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racial differences in the extent of self-employment,
and there are important trends in its prevalence over
time. Thus, analysis of relative earnings patterns may
be influenced by the treatment of this group.

Sensitivity Analysis

The census data permit calculations to be made
that either include or exclude any of the “problem”
groups described above. Similarly, earnings can be
definéd to include wage and salary income or total
earnings—the sum of wages and salaries and self-
employment income.!

Tables B.1.1-B.1.2 present basic earnings tabula-
tions for students, the self-employed, and the armed
forces in the labor force. The tables repori the share
of all individuals with earnings in the previous year
in these sectors as well as mean levels of weekly and
annual earnings for 1950-1980. Data from 1940 are
not utilized in this exercise due to the inability to
identify earnings for the self-employed and members
of the armed forces for that year. Results are first
presented for all workers aged 16-64 (table B.1.1)
and then separately for 20-24 year olds (table B.1.2),
a group particularly affected by treatment of stu-
dents and the armed forces.

These tables reveal the following, not very sur-
prising, patterns:

¢ Members of the armed forces have lower

money earnings than “other” workers, and the

earnings of blacks relative to whites in this sector
are high (compared to the “other” sector).

¢ In 1980 the share of black employment made

up by the military is greater than among whites.

This is a reversal of the historical pattern.

¢ Students have lower earnings than “others,”

and the relative earnings of blacks in this sector

are high (compared to the “other” sector).

* The share of workers who are students is

higher among whites, but has risen over time for

blacks.

* More whites than blacks are self-employed.

This difference has grown over time,

* The self-employed have high earnings, and

there are large racial differences in earnings

among the self-employed.

The impact of the treatment of these groups on
earnings ratios is reported in table B.2. This exercise
begins with an all-inclusive labor force definition.

' It should be noted that employment class reflects a principal
current job. The nonself-employed can have self-employment
income as a result of a secondary job or self-employment at some
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Students, unpaid family workers, the self-employed,
and finally members of the armed forces are then
sequentially excluded.

The results indicate that inclusion of students in
earnings tabulations tends to equalize racial differ-
ences. For the labor force as a whole (ages 16-64),
however, the total impact is only about one percent-
age point. The exclusion of unpaid family workers
has a trivial impact on earnings ratios due to the fact
that they are a very small share of workers—less
than one-third of 1 percent in 1980.

Exclusion of the self-employed narrows racial
differences in earnings. This is attributable to the
fact that the self-employed are disproportionately
white, and there exist substantial racial differences in
earnings among the self-employed. The magnitude
of this effect, however, has diminished somewhat
over time.

When the focus 1s limited to those not self-em-
ployed, utilization of data on wages and salaries
(instead of total earnings) raises relative earnings by
less than a percentage point. This is due to the fact
that white wage and salary workers report more
self-employment income than black wage and salary
workers.

Finally, the armed forces historically tended to
narrow earnings differences by something less than a
percentage point, the result of a small earnings gap
in this sector. In 1980, however, this pattern was
reversed—inclusion of the armed forces widened the
pay gap. This issue is discussed in more detail below.

Tables B.2.1-B.2.4 present the results of a similar
but more limited exercise that is disaggregated by
age group. The base tabulations utilize total earnings
and exclude only unpaid family workers. In se-
gquence, students, the self-employed, and armed
forces are exciuded. The latter tabujations, which
exclude the self-employed, are based on wages and
salaries alone. The results indicate, not surprisingly,
that the exclusion of students lowers earnings ratios
substantially for young people but has almost no
impact on older workers. In contrast, exclusion of
the self-employed raises earnings ratios by several
percentage points for older workers and has a small
impact on the relative earnings of the young.
Similarly, exclusion of the armed forces has little
impact on the relative earnings of older workers but

point during the previous calendar year. Conversely, the self-
employed can have wage and salary income.



plays an important role in assessing earnings of
younger workers.

TABLE B.1.1

Earnings of White and Black Males by Labor Market Group, All Ages

Students
1980:
White
Yo lLF . 12.5
Annual .. ... s 6226
Weekly ........ ... i 193
Black
Yo LF .. 12.9
ANDUED . .. e 5786
Weekly ......... ... .. ... ... ... 190
1970:
White
Yo LR . 115
Annual . ... . 4868
Weekly ....... ... ... ... 177
Black
Yo LF .. 8.3
Annval .. ... 4297
Weekly ......... ... . .. 0 167
1960:
White
N I 7.4
Annual ... 3889
Weekly .......... ... ... it 140
Black
Yo LF . 4.9
Annual ... ... 3047
Weekly . ... . ... .. it 104
1950:
White
oLk . 5.4
Annual . ... 2893
Weekly ...... ... . ... ... ..., 104
Black
%LF .. .. 4.0
Annual ... 2202
Weekly .......... ... ... ... .. ... 75

Note: All earnings figures are presented in 1960 dollars, to adjust for inflation.

Self-

employed

111
23832
498

3.5
14165
327

10.9
23276
477

4.4
11148
248

13.5
15707
326

6.2
4838
111

18.7
9925
208

13.9
2722
64

Armed
forces

1.9
10704
224

4.0
7703
169

3.5
8878
199

3.6
7248
162

3.6
7460
156

2.6
5688
120

3.2
6350
133
19
3916
87

Others

745
16972
362

79.6
11616
262

741
16203
340

83.7
9987
218

756
12267
260

86.2
6676
154

72.6
8454
185

80.2
4841
113
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TABLE B.1.2

Earnings of White and Black Males by Labor Market Group, Ages 20-24

Students
1980:
White
Y LF . 23.3
Annual ... ..., 5065
Weekly ........ ... .. it 160
Biack
Yo lF o e e 19.4
Annual .. ... . 4636
Weekly ......... ... i, 151
1970:
White
S LF . e 25.3
Annual . ... e 4639
Weekly ...................... ... 162
Black
YelF . e 11.8
Annual .. ... .. e e 4338
Weekly ........ ... . ... .. oL, 152
1960:
White
Yo LF .. e 19.1
Annual . ... e 4241
Weekly ........... ... ... it 139
Black
Yo LF o e 9.7
Annual .. ... . e 3581
Weekly .......... ... ... ... ..., 111
1950;
White
G lF .. e 16.8
Annual .. ... 3520
Weekly .......... ... ... .. .., 113
Black
Yol F e 9.3
Annual .. ... 2540
Weekly ............. ... .. ..., 113

Note: All earnings figures are presented in 1980 doilars, 10 adjust for inflation.

Self-
employed

3.3
13365
234

1.0
5888
149

2.2
10239
224

1.5
4928
120

3.0
7662
168

2.8
2605
61

6.7
4986
110
8.1
1786
110

Armed
forces

44
6835
144

10.0
5935
130

12.6
5697
124

11.2
5096
117

12.0
4728
9¢

7.9
3957
85

10.0
4098
84

7.1
3708
84

Others

69.0
9724
224

69.5
7176
180

59.8
9361
216

75.7
7284
173

65.8
7421
175

79.6
4541
113

69.0
5694
133

75.5
3902
133
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TABLE B.2

Earnings Ratios Under Alternative Sample Definitions, Black and White Males,

Ages 16-64

Annual earnings
Allworkers ... ...... ... ...........
Excl.students . .....................
Excl. students, UFW' ... ... ... .. ...
Excl. students, UFW, self-empl. . ... ... ..
Excl. students, UFW, self-empl.
(wages and sajaryonly} .............
Excl. students, UFW, sel{-empl.,
armedforces .......... ... ... ...,

Weekiy earnings
Allworkers . .......................
Excl.students ............ .. ... ....
Excl. students, UFW .. ...............
Excl. students, UFW, self-empl. ... ......
Excl. students, UFW, self-empl.
(wages ang salaryonly) .............
Excl. students, UFW, self-empl.,
armedforces .....................

YUnpaid family workers.

1950

51.9
51.1
5.2
56.2

57.3

56.1

54.5
542
54.3
58.4

60.5

59.2

1960

52.7
51.3
51.3
54.3

55.2

53.5

56.1
55.5
55.4
58.4

59.3

57.6

1970

61.4
59.0
59.0
61.9

62.2

61.3

68.4
61.8
61.8
64.6

64.9

64.0

1980

66.2
64.9
64.9
67.6

68.0

68.1

701
68.7
68.7
71.3

71.7

71.9

133



TABLE B.2.1
Black-White Male Earnings Ratios, 1980

Excluding:

UFW

83.2
76.5
76.4
72.7
65.5
63.8
62.3
63.2
61.3
61.7
66.1

96.2
80.9
80.7
76.5
68.7
66.8
65.1
66.1
63.2
62.5
70.1

UFW,
students

76.5
72.9
755
72.0
35.2
63.6
61.9
63.0
61.3
61.8
64.9

86.1
785
79.9
75.8
68.C
66.6
64.8
65.8
63.2
62.6
68.7

students,
self-empl.

Annual

Weekly

UFW,

76.1
73.5
76.3
73.4
68.6
66.2
64.7
65.5
63.7
66.2
68.0

85.5
7941
80.8
7.2
VAN
69.1
67.5
68.4
65.2
66.4
M7

UFW,
students,
self-empl.,
armed forces

74.4
73.8
76.4
73.4
68.4
66.0
64.7
65.6
63.6
66.2
68.4

85.3
80.4
81.3
77.3
71.5
69.0
67.5
68.5
65.2
66.5
72.3
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TABLE B.2.2.
Black-White Male Earnings Ratios, 1970

Excluding:

UFW
Age
1619 96.3
2024 ... e 86.1
2529 71.1
30-34 ... 65.0
35-39 ... 59.6
40-44 ... 56.5
45-49 ... 55.4
50-84 ... .. 55.4
B5-89 .. .. 54.8
6064 ... ... 54.9
Total ... 61.3
16-19 . 102.3
2024 ... 84.7
2528 .. 729
30-34 ...l 67.3
35-3% ... 62.0
40-44 ..l 58.9
4549 ... 57.7
50-54 .. .. 57.5
5568 ...l 56.6
6064 .. ... ... ... 56.1
Total ... o 63.4

UFW,

UFW, students,
students self-empl.
Annual
79.0 80.1
79.3 80.3
69.9 70.9
64.8 66.7
59.4 61.8
56.4 59.7
55.4 58.3
55.3 58.1
54.6 58.5
54.9 57.9
59.6 62.2
Weekly

86.9 87.9
82.2 83.1
72.3 73.3
67.1 69.1
61.7 64.2
58.8 62.1
57.6 60.5
57.4 60.1
56.5 60.3
56.1 58.9
61.8 64.9

UFW,
students,

self-empl.

armed forces

78.0
77.8
70.5
66.2
61.3
59.5
58.4
58.3
58.5
57.9
61.6

84.6
80.2
729
68.6
63.8
62.0
60.6
60.2
60.3
58.9
64.9
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TABLE B.2.3.
Black-White Male Earnings Ratios, 1960

Excluding:

UFW

78.6
65.7
61.1
54.8
53.2
50.2
48.8
47.2
481
45.8
52.7

UFW,

UFW, students,

students self-empl.

Annual

69.0 69.9
61.9 63.1
60.0 61.6
54.4 56.9
53.2 56.5
50.2 541
48.8 53.0
472 51.8
48.1 51.6
45.8 50.3
513 55.2

UFW,
students,
self-empl.,
armed forces

66.3
60.2
60.6
56.4
56.3
54.4
53.0
51.8
51.6
50.3
54.4
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TABLE B.2.3.(Cont’d.)

Black-White Male Earnings Ratios, 1960

Excluding:

Note: School enroliment not asked of individuals ages 35+ in 1960.

UFW

79.8
68.1
65.1
59.2
57.4
59.1
52.4
51.0
51.8
49.6
56.2

UFW,
students

71.4
66.9
64.6
58.9
57.4
54.1
52.4
51.0
51.8
49.6
55.5

UFW,
students,
self-empl.

Weekly

72.4
68.2
66.2
61.4
60.7
58.1
56.6
557
55.3
54.0
59.3

UFW,
students,
self-empl.,
armed forces

65.5
65.0
65.3
61.0
60.6
57.9
55.6
55.6
55.4
54.0
58.6
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TABLE B.2.4.

Black-White Male Earnings Ratios, 1950

Excluding:

Note: School enroliment not asked of individuals ages 30+ n 1950.

UFW

83.2
70.5
61.4
54.3
52.5
49.3
47.2
45.5
46.5
45,7
52.5

71.8
69.3
65.2
58.1
56.3
52.4
49.6
47.9
49.1
487
54.8

UFW,
students

74.2
67.3
60.5
54.3
52.9
493
47.2
45.5
45.5
49.7
514

68.1
68.9
64.7
58.1
56.3
52.4
49.6
47.9
491
487
54.4

students,
self-empl.

Annual

Weekiy

UFW,

73.7

69.8

64.1
59.9
58.0
55.6
53.9
53.1
51.6
54.2
57.4

67.7
71.4
68.7
64.0
62.0
59.0
56.3
55.6
54.8
571
60.6

UFW,
students,
self-empl.,
armed forces

71.6
68.6
64.2
60.0
58.0
55.5
53.9
52.9
51.6
54.1
57.3

63.7
70.0
68.9
64.1
62.0
58.8
56.4
55.5
54.0
57.0
60.4
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Appendix C

Regression Analysis;: Methodology and Estimates

This appendix first describes the statistical methods
used to estimate the sources of the black-white gap in
earnings and presents alternative estimates of the
residual difference in black-white earnings. Next, it
presents the regression coefficients upon which table
6.1 in chapter 6 is based.

Frameworks for Analyzing Earnings
Differences

Regression analysis is frequently used to estimate
racial differences in earnings. The basic idea is to
examine how much of the earnings gap remains after
adjusting for age, education, and other important
determinants of earnings. One method for answering
this question is to combine both blacks and whites into
a single regression and to include a vanable to measure
the individual’s race:

() inY = Xb+Zd+e,

where /n Y, reflects the natural log earmings of
individual /; X 1s a matrix of socioeconomic character-
istics; & 1s a conformable vector of coethicients; Z 1s a
dummy variable that equals unity if an individual is a
member of a particular race and is zero otherwise, and
d is its coefficient: ¢, is a random error term with
expected value zero. The coefficient « shifts the
intercept of regression equation (/) and reflects residual
group differences in earnings for individuals holding
measured characteristics (X} constant.

The functional form of (/) imposes the restriction
that the coefhicients (hy—the implicit returns on worker
characteristics such as education, etc. — are the same
across race or gender groups. As such, estimated group
differences in earnings are assumed to be independent
of the characteristics, X.

It is likely, however. that there are systematic

differences across groups in the returns on characteris-
tics. A more general framework for analyzing earnings
differences. developed by Blinder (1973) and Oaxaca
(1973), is to “decompose” the gross differential into
portions attributable to differences in group character-
istics (X) and to differences in coefficients (b). This
requires estimating two different regressions — one for
blacks and one for whites, Thus, at sample means the
following relationships hold:

(2) (i)inY, = X.b,
(y(iijinY, = X;b,
The group difference in earnings can be written:
3y Y, —mY, = Xp,—Xb,
Adding and subtracting X,.by, to (3) yields:
4 mY,—nY, = (X,—X )b, +(b—b )X.

Equation (4) decomposes the difference in mean
garnings between blacks and whites into a term
reflecting the difference in characteristics (weighted by
black coeflicients) plus a term measuring the difference
in factor payments (weighted by the white characteris-
tics). The second term reflects the change in earnings
forwhitesif they received the same return on character-
istics as blacks. One minus this term is often referred to
as the “unexplained™ residual difference in earnings
because it measures what the black-white earnings gap
would be 1l blacks and whites had the same characteris-
tics but received different menetary returns on those
charactenistics. This residual reflects a variety of
factors, including, for example, discrimination and
racial differences in the “quality” of characteristics,
such as schooling. Although the decomposition in (4)
18 ot unique — the alternative method is presented
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in table C.2 — it is the most frequently implemented

(table C.1).
TABLE C.1
Effects of Differences in Characteristics on the Wage Gap
Increase in
Black-white earnings ratio: earnings ratio Percent of gap
adjusting for due to differences
Unadijusted Adjusted® characteristics® in characteristics®
1940
25-34 ...l 48.7 70.0 43.7 41.5
35-44 .. 449 60.6 35.0 285
45-54 ..ol 42,7 58.4 36.8 27.4
5564 ... ... ... 42.6 57.7 35.4 26.3
1950
2534 ... 64.9 79.2 22.0 40.7
3544 ..l 59.3 74.5 25.6 373
45-54 ... 56.3 67.7 202 26.1
5564 ................. 54.2 69.0 27.3 32.3
1960
25-34 ... 62.3 75.1 20.5 34.0
3544 ... ... 58.4 727 245 344
45-54 .. ... ... 55.7 714 276 34.8
5564 ... .. ... .. ..., 53.2 68.3 28.4 32.3
1970
25-34 ... 70.3 81.5 156.9 377
3544 ... 62.8 74.9 193 32.5
4554 .. ... ... 59.5 73.8 242 35.6
5564 ................. 58.9 74.4 26.3 37.7
1980
2534 ... 78.8 87.4 10.9 40.6
3544 ... 70.5 80.9 14.8 35.3
45-54 ... ... ... 67.5 77.8 15.4 32.0
55-64 . ........ ... .. 65.0 75.7 16.5 30.6

2Assumes black males have the average characteristics of white workers. These characteristics consist of: years of schooling completed, years of potential work since school,
region of residence, industry of employment, and masital status.

DThis s the percentage increase in the earnings ratio when white characteristics are assigned.

C[Column #2 — Column #1]/[100 - Colurmn #1] X 100.
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TABLE C.2

Effects of Differences in Characteristics on the Wage Gap

Black-white earnings ratio:

Unadjusted

1940

25-34 ... 48.7
3544 ... 44.9
45-54 ... o 427
55-64 ................. 426
1950

2534 ... 64.9
3544 ... 59.3
4584 ... ... ... 56.3
5564 ................. 54.2
1960

25-34 ...l 62.3
3544 ... 58.4
4554 ... ... ... 55.7
5564 ................. 53.2
1970

2534 ..., 70.3
3544 ... 62.8
4554 .. ... .. 59.5
5564 ................. 58.9
1980

2534 ... 78.8
3544 ... 705
4554 ... ... 67.5
5564 ................. 65.0

Adjusted®

69.5
66.7
63.9
65.4

78.9
75.6
747
74.8

77.0
77.5
78.3
74.3

81.0
78.8
79.3
80.3

87.1
829
828
83.2

Increase in
earnings ratio
adjusting for
characteristics®

42.7
48.6
49.6
53.5

21.6
275
32.7
38.0

23.6
32.7
40.6
38.7

15.2
25.5
33.3
36.3

10.5
17.6
227
28.0

Percent of gap

due to differences
in characteristics®

40.5
39.6
37.0
39.7

39.9
40.0
421
45.0

39.0
45.9
51.0
451

36.0
43.0
48.9
52.1

39.2
42.0
471
52.0

3 Assumes blatk males have the average charactenstics of white workers, These characteristics consist of; years of schooling completed, years of potential work since school,

region of residence, industry of employment, and marital status.

BThis is the percentage increase in the earnings ratio when white characteristics are assigned.

S[Column #2 — Golumn #1]/[100 — Column #1] X 100,
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TABLE C.3

Estimated Effects of Worker Characteristics on Weekly Earnings by Race’

Age Group 25-34

Years of schooling?
0-12 years

Black ... ...... .o
White .........c.c .

13+ years

Black T

Region (reference = Northeast)*
North Central

1940

42
8.3

7.7
9.9

—38.9
—19.0

1950

2.9
59

3.8
4.8

0.8
23

5.4
2.0

9.1
7.4

—29.0
- 7.2

1960

41
8.0

5.2
6.9

6.3
26
0.9
58

—31.3
—10.6

1970

5.6
7.6

7.3
7.8

4.9
— 03

— 40
— 08

—25.0
=111

1980

7.0
9.3

7.1
6.9

25
3.5

14.3
57
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TABLE C.3 {Cont'd.)

Estimated Effects of Worker Characteristics on Weekly Earnings by Race’

Age Group 25-34 (Cont’d.)

Agriculture
Black . ....... .. ... .
White ........... .. ....... ... ...

Government
Black . ........ . ... .
White ... ... ..

Other industry
Black . . ... .

Black . .......... ... ... . .

“Seenotes at end of table.

1940

Industrial sector (reference = private nonagriculture)®

—68.4
—74.2

7.9
- 82

=193
—51.8

1950

—66.5
—68.2

6.6
- 7.3

-30.5
—-14.0

2.1
17.7

3.38
3.04

1960

—63.5
—59.9

6.5
-14.5

—=17.6
—33.3

16.8
20.7

3.60
3.21

1970

—53.5
—39.0

1.4
-10.8

—14.6
—30.2

14.0
18.7

3.96
3.76

1980

—42.6
—31.2

— 34
—14.6

—30.2
—35.9

15.5
18.2

4.30
4.08
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TABLE C.3 (Cont’d.)

Estimated Effects of Worker Characteristics on Weekly Earnings by Race'

Age Group 35-44

Years of schooling?
0-12 years

Black ...............c. ... . ...

Region (reference = Northeast)?
North Central

Black .. ...........

1940

20
8.2

5.1
16.1

1950

2.5
4.9

2.2
8.3

8.9
- 02

10.8
54

—29.8
-11.2

1960

25
6.1

4.6
7.9

- 01
0.7

7.4
19.9

3.3
41

—32.1
—10.1

1970

3.2
6.0

7.4
9.5

0.3
09

4.3
0.6

—25.6
-10.3

1980

5.2
7.2

6.8
8.7

16.1
3.6

4.4
4.1

— 96
— 49
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TABLE C.3 (Cont’d.)

Estimated Effects of Worker Characteristics on Weekly Earnings by Race'

Age Group 35-44 (Cont’d.)

1940

Industrial sector (reference = private nonagriculture)®
Agriculture

Black ......... ... ... =757

White ... ... .. ... ... —81.6
Government

Black .............. ... ... ...... 9.2

White .......... ... ... ... . -10.7
Other industry

Black . ....... ... —32.1

White ........ ... ... ... .. —68.4
Marital status (reference = nonmarried)®

Black ......... ... . i 10.8

White ........... . ... .. .. ... 23.8
intercept

Black ........ ... ... . — 0.92

White .............. . . ... ... — 152

*See notes at end of table.

1950

—58.0
—656.4

0.6
—15.2

13.8
—11.4

11.5
22.0

3.61
3.33

1960

~82.9
~66.9

7.5
—16.4

~10.4
—17.5

14.7
24.8

410
3.75

1970

—56.0
—47.6

3.9
—14.2

- 93
—23.7

16.0
23.6

4.41
417

1980

—37.7
—38.3

— 48
~-19.3

—14.5
—32.0

17.3
201

4.86
4.67

145



TABLE C.3 (Cont’d.)

Estimated Effects of Worker Characteristics on Weekly Earnings by Race’

Age Group 45-54

Years of schooling?
0-12 years

Black ............. ... .. ...,
White ...... ... i,

13+ years

Black .. ... ... . o

Region {reference = Northeast)*
North Central

1940

— 04
0.1

— 22

- 24

—38.3
—19.8

1950

8.1

0.3

53

2.1

—29.9
—14.5

1960

4.5
8.8

— 04
0.1

10.8
0.5

—34.8
—13.9

1970

2.2
54

7.3
9.7

56
01

—28.9
- 9.8

1980

24
5.2

6.8
9.2

0.2
0.2

15.4
4.8

29
49

—-14.3
— 47
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TABLE C.3 (Cont’d.)

Estimated Effects of Worker Characteristics on Weekiy Earnings by Race?

Age Group 45-54 (Cont'd.)

1940 1950 1960

Industrial sector (reference = private nonagriculture)®
Agriculture

Black . ......... .. —74.4 —55.8 —84.3

White .. ....... ... ... ... .. ... —90.6 —~79.3 —75.1
Government

Black . ........ ... . 11.0 4.7 7.4

White ........... ... ... ... ... -11.0 —14.0 —18.2
Other industry

Black .. ...... ... . o —-315 20.6 —10.6

White ... ... ... ... ... . ... ... ~72.7 —-12.6 —20.2
Marital status (reference = nonmarried)$

Black . ......... . ... ... .. ... ... 12.6 16.2 14.8

White .......................... 24.8 24,2 26.8
intercept

Black ... ... .. .. . - 0.73 3.87 4.29

White ...... ... ... ... ... oL - 0.83 3.58 3.96

"See notes at end of table.

1970

—65.6
—50.6

3.1
—-13.2

—27.9
— 38

20.7
258

4.67
4.47

1980

—58.7
—37.2

3.2
-18.1

—-23.0
— 98

201
219

519
512
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TABLE C.3 (Cont’d.)

Estimated Effects of Worker Characteristics on Weekly Earnings by Race?

Age Group 55-64

Years of schooling?

0-12 years
Black . ........ ... ... .. ... ...
White ........... ... ............

13+ years
Black . ....... ... . . il

Region (reference = Northeast)*
North Central

1940

—19.6
- 1.8

=399
—15.8

1950

— 04
2.4

43
52

13.0
- 35

19.1
0.3

—22.5
—20.0

1960

— 03
4.7

3.7
8.1

55

—39.6
—15.0

1970

0.7
4.6

57
9.8

—33.8
—12.0

1980

0.7
3.8

4.7
8.0

15.8
54

50
6.8

—17.5
— 36
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TABLE C.3 (Cont’'d.)
Estimated Effects of Worker Characteristics on Weekly Earnings by Race'

Age Group 55-64 (Cont’d.)

1940 1950 1960 1970 1980

Industrial sector {reference = private nonagriculture)®
Agriculture

Black ........... ... ... ... .. ..., -70.5 —80.8 -92.3 —53.0 —49.5

White .......................... —-91.1 —85.9 —78.6 —59.3 —49.0
Government

Black ............. ... ... .. .. 6.3 - 3.7 4.2 35 7.2

White ............. ... ... ....... — 8.2 —15.7 —18.0 —13.8 ~15.5
Other industry

Black . ............. .. ... .. ... .. —28.8 - —-17.9 —36.7 14.8

White ....... ... ... ... ... ... ... —73.8 11.3 —-33.4 —25.3 - 67
Marital status (reference = nonmarried)®

Black . ... ... . 11.1 12.5 16.9 18.4 21.5

White ...... ... ... ... ... . ..., 23.9 21.3 24.8 256 21.8
Intercept

Black .. ...... ... .. ... ... — 0.19 4.36 4.63 5.18 5.69

White ............. ... ... ...... — 0.67 4.48 4.21 4,62 575

1Each estimated coeflicient, or “return,’ is derived frorn a multiple regression of weekly earnings on the five variables indicated in the table. Separate estimates are made by age
group, race. and census year. They are interpreted as percentage changes in earnings due to a change in the characteristic.

2The return on schooling is estimated separately for years 0-12 and for years 13 and over. [t maasures the percentage increase in sarnings associated with a year of schooling.

3This is the return on one year of potential work experiance.

4 Each estimate indicates the (percentage) earnings difference associated with living in the particular region In contrast 1o living in the Northeast region.

“Each estimate indicates the (percentage) earnings difference associated with working in the particular sector in contrast to working in a private nonagricuftural industry. A
rasidual category of “other industries” was also included but is not reported to save space.

BEach estimate indicates how much more a married man earns than an unmarried man {in percentage terms),
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Appendix D

Black-White Earnings Ratios

TABLE D.1

Black-White Earr.’~3s Ratios by Region and Education

Annual earnings

Ages 25-34 1940
Non-South

81iyears ........... 69.6
Highschool ....... ... 671
College ............. ns
Alllevels . ....... ..., 63.2
South

8-11years....... .... 585
Highschool .......... 51.1
College ............. 49.8
Alllevels ......... ... 45.2
All regions
8-1lyears........... 61.8
High school . ... ...... 59.8
College ............. 55.9
Alllevels ............ 46.6

1960

75.7
71.5
72.9
69.5

60.5
59.7
62.2
53.7

67.4
66.1
66.7
59.6

1980

80.0
80.7
88.3
79.7

77.3
76.1
81.0
73.3

77.4
76.9
84.6
753

Weekly earnings

1940

701
70.6
ns
66.9

59.8
53.1
55.7
42.4

62.3
61.9
61.2
48.9

1960

80.8
75.6
73.3
74.0

64.4
63.2
68.4
57.6

71.6
69.8
69.9
63.7

1980

87.3
855
91.4
84.9

80.4
79.5
83.5
771

8t.6
80.5
87.0
79.4

Hourly earnings

1940

70.1
70.6
ns
66.9

59.8
53.1
55.7*
47.4

62.3
61.9
61.2
48.9

1960

86.7
81.6
77.9
79.2

68.4
65.6
73.0
60.7

75.8
74.6
73.9
67.2

1980

94.6
91.0
96.5
91.4

86.8
86.4
90.2
83.8

87.1
85.9
92.2
85.2
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Ages 45-54

Non-South
8-11 years .
High school

College .............

All levels . .

South

8-11 years .
High school
College . ..
Alllevels ..

All regions
8-11 years .
High school
Coliege . ..
Alllevels . .

*Based on less than 100 observations, but more than 50 observations.

ns = not statistically reliable.

737
65.3
47.8"
63.6

58.6
54.0
54.2
47.3

66.3
60.8
494
52.5

Source: Census of Population, 1940-1980: Public Use Sample.

84.8
81.1
71.5
72.2

69.2
69.9
62.7
60.6

77.3
75.8
66.9
65.4

62.2

51.3
ns

51.9

48.0
ns
ns

36.5

56.4
42.4
26.4
40.3

76.8
69.4
50.4"
68.1

61.0
551
58.6
50.2

69.1
65.7
52.8
56.2

87.4
84.2
73.9
75.1

723
72.1
66.8
63.4

791
78.5
785
68.2

62.2

51.3"
ns

51.9

48.0
ns
ns

36.5

56.4
42.4
26.4"
40.5

82.2
73.6
55.4*
72.2

65.0
60.1
61.9
54.2

72.3
67.8
55.9
57.6

931
89.3
79.6
80.1

78.7
76.5
71.3
68.8

84.6
82.9
74.8
68.7
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