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Labor market discrimination  

 Rational and cost minimizing actors make employment 
decisions based on employees’ productivity.  

 Discrimination is defined as a situation when equally 
productive members of two different groups – 
differentiated based on some observable characteristic 
(physical or not) – are treated differently.  

 It reflects actors’ preference to attach some value to a 
differentiating characteristic, even though it is not 
correlated with individual productivity. 

 



Observable differences 

Occupational Firm level 

Participation Segregation 

Composition Wages 

Inactivity Unemployment 

Intergroup 

differences in: 



 Worker explanations (productivity explanations) – differences 
in human capital investments, work-effort, premarket 
discrimination. 

 Discrimination explanations – taste-based discrimination, 
social identity theory, statistical discrimination, status-based 
discrimination. 

Where do observable differences come 
from? 



 A logical way to distinguish between discrimination and 
productivity explanations would be to compare the workplace 
outcomes (e.g., salaries, hiring, promotions) of employees 
from two groups who have equal levels of workplace 
productivity. 

Discrimination and productivity 
explanations 



 Based on the average difference in observed human 
capital variables between the two groups we can 
calculate what part of the overall gap is explained. 

 If we subtract this part from the overall wage gap, 
we get the part that is not explained by the 
differences in the workers’ human capital 
endowment. 

Wage equations and decomposition 
methods 



 We lack direct measures of workers productivity. 

 It is inherently problematic to fully specify what 
makes someone a good or productive employee.  

 This difficulty leads to another: unexplained gaps in 
wages between two groups can always be 
attributed to unmeasured productivity differences 
between the two groups.  

 

However,  



 If the wages of attorneys were compared and productivity 
was measured in terms of billable hours, and it was found 
that controlling for this measure of productivity, female 
attorneys earned less than male attorneys, we could not 
know whether the wage gap found was the result of 
discrimination against employed females or was instead the 
result of some other unmeasured form of productivity. 

For example, 



 The workplace performances and other relevant 
characteristics of a pair of fictitious job applicants are 
held constant.  

 The applicants vary only in the differentiating 
characteristic of interest. 

In the field experiment (and in the lab) 



 We can measure how evaluators rate the applicants in terms 
of perceived competence, workplace commitment, 
hireability, promotability, recommended salary, etc. 

 We can also isolate a potential discrimination mechanism 
(test alternative hypothesis, e.g., status-based vs. taste-based 
discrimination). 

 Results of a laboratory test of status-based mechanism 
(double-standards inconclusive). 

In the lab 



 In the audit studies (field experiments), we can measure 
positive responses to applicants based on the number of 
callbacks from actual employers.  

 Because workplace-relevant characteristics of the applicants 
are held constant, any differences between the ratings of 
members of the two groups cannot be attributed to 
productivity or skill differences.  

In the field 



Field experiments 

 Field experiments test actual behavior of 
transactors in markets in-person or by 
phone/mail/email 

 Only effective way to discover how market 
transactors actually behave as distinct from how 
they claim to behave 

 



Types of field experiments 

 In-person (Audit studies/Situation testing) 

 Carefully matched 'actors' posing as job applicants 
apply for jobs (Bendick) 

 In-person - Telephone 

 Matched pairs of 'actors' apply for advertised jobs 

 Written (correspondence tests) 

 Send carefully matched letters applying for 
advertised jobs 

 



Correspondence tests 

 Advantages: 

 Complete control of the experiment (control over 
the content of the applications; the unintended bias 
in the applications can be avoided by randomly 
assigning the names to applications each time they 
are being sent to job openings).  

 Variety of occupations and occupations that require 
academic degrees can be tested.  

 Less expensive than the situation test and not as 
time consuming, so a larger number of employees 
can be tested.  



Correspondence tests 

 Disadvantages: 

 Discrimination in job interview offers, or in call-
backs, not in actual job offers.  

 It only accounts for discrimination at the initial stage 
of the job seeking process.  

 ILO studies in the 90’s - it is at this stage of the hiring 
process that about 90 percent of the discrimination 
takes place. 

 Only entry-level or junior positions and only 
positions where resume is required (primary labor 
market). 



Preparing the resumes 

 CV’s and cover letters 

 3 types of applications (6 docs) for secretary and 
lower administration/corporate office 
assistants/sales assistants 

 2 types of IT applications (Windows and Linux) 

 Applications were pretested 

 Names and immigrant status (name and place of 
birth, info about legal status allowing to work) 

 Sending applications (minority always first) 

 



Pairs of applications sent 



Pairs of applications sent 



Interpreting results results 

 4 employer responses possible 

 Rejection – no observation 

 Both invited for an interview – equal treatment 

 Only the majority applicant invited for an interview – 
discrimination against the minority 

 Only the minority applicant invited for an interview 
– discrimination against the majority 

 



Results 

 Net discrimination: 

 discrimination against the minority minus 

 discrimination against the majority 

 

 Net discrimination – 0.167 (t = 3.11, df=220, p < 0.01, one-
tailed test). 

 

No.	(%)	of	
situations	when	
Polish	applicant	

preferred	

No.	(%)	of	situations	
when	foreign	applicant	

preferred	

Equal	treatment	cases	
(%)	

92	(41,6)	 55	(24,9)	 74	(33,5)	

	



Is there statistical/status-based 
discrimination? 

Female jobs 

Male jobs 



Is there taste-based discrimination? 

The size of the company 



Is there taste-based discrimination? 

The size of the company and ethnicity 
interaction effect 



Validity check 

 To control for the possibility that the style/contents 
of one CV influences employer response 

 CV’s have been rotated between the 2 applicants 

 No unintended bias from the letter-type 

 Measured using standard deviation of the binomial 
curve σ=√npq, where p and q are the proportions of 
positive replies to letter types A and B 

 



Results from other countries 

 Net discrimination in other countries 

 US/UK/Australia 
 African-American – 2.8% to 70% 

 Asian/West Indian – 24% to 50% 

 Hispanics – 21% to 25% 

 Moroccan - 44% to 51% 

 Vietnamese 27% 

 Sweden (2006-2007) (Arabic and African names) – 40%  

 Ireland (test conducted in 2008) – Asian (35%), African 
(48%), German (47%) 

 


