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THIS CHAPTER considers some problems that arise for anti-discrimination
enforcement due to the limited availability of information to an enforcement
agent. I intend to stress that under these o:ocBmS.:omm o:mnaongoa efforts,
if not carried out properly, can be oo¢:8€8@:o:<.o. .m@oo_mom.;g. oEEQ-
ment quotas for a group of persons thought to be victims of Emo:nE.Sco:
can alter employers’ and workers’ incentives so as to @noacoo ::mom:mz.a
results. Because employers’ hiring decisions and workers’ investment deci-
sions each depend on perceptions of how the other co:mz\.mm, one .:aoam .mw
equilibrium model of labor-market interactions to study the issues with whic
I am concerned. Two such models are provided in what follows. o
These models correspond to the two theories of employment discrimina-
tion that are most prominent in the literature. The first Ea.oQ, vmwwo%m by
Gary Becker (1957), posits that some employers, :mw_uozzm a .&ma for
discrimination against some groups of workers, experience a._mcE:w from
hiring them. The result can be reduced labor-market opportunities for these
workers. The second theory, introduced by Kenneth Arrow (1973), postu-
lates that employers treat some workers differently Ems. Ero.a @oowcmw of
disparate statistical generalizations about Soaa.n .Eo..ch::Q in the various
groups, When an individual worker’s an.co:SQ is not observable, MB
ployers may use the information contained in group averages to make their
decisions. Arrow showed that this reliance on group averages can _oma to
discrimination against one group in favor of another, even when the objec-
tive capacities of the groups are the same and when the employers hold no
invidious motives, . .
These two theories do not, of course, exhaust the possible oxEmsmcoﬂ A.um
dicrimination that one might offer. But they are a useful context within
which to examine the issues that most concern me. These issues have to do
with how laws against employment discrimination can be .gmoama, and &::
some unintended consequences of enforcement mmo.:m .HE.mE.@a. .H: practice
a government determined to prohibit race or sex &modB.Emc.o: in oa.%_ow-
ment faces a difficult problem. If the regulator had unlimited information he
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might, by observing the outcome of every employment decision made by a
firm, be able to determine if that firm is using exactly the same criteria to
select among applicants from different groups. Absent such information,
however, enforcement must rest upon means other than exhaustive observa-
tion. One response is to compare the numbers of various groups in a particu-
lar firm with their population proportions, If there is a significant divergence,
the firm might be asked to account for it. Absent a compelling Justification,
the difference would be presumed to be evidence of bias,

This technique is implicit in one of the key provisions of the U.S. Civil
Rights Act of 1991, which holds any employment practice having a “dispa-
rate impact” on women or minorities to be unlawful unless the firm can
demonstrate that the practice constitutes a “business necessity” (Epstein
1992). (This method is also commonly used in the private sector, by univer-
sities in their admissions decisions, and by government agencies in their
procurement decisions.) Goals for the employment of minority and women
personnel are set for particular enterprises by reference to population per-
centages of the various groups, sometimes with the comparison population
defined so as to approximate the pool of potential employees with skills
relevant to the task in question. Enforcement methods such as this have a
quota-like quality, in that they specify target numerical outcomes rather than
focusing on the particular selection procedures being used.

Objections can be raised against this type of numerical enforcement pol-
icy. If the distribution of skills across groups differs in ways not taken into
account when the numerical target is set, the representation of women and
minorities in the population may overstate their actual employment rates
under nondiscriminatory hiring rules. Firms then bear the burden of proving
that any difference in group hiring rates is due to a disparity in group skills,
which can be quite difficult to do to the satisfaction of a court. Anticipating
this difficulty, firms may instead respond to the enforcement regime by
adopting hiring rules in favor of women and minorities, so as to avoid costly
litigation.

This concern about quotas motivated much of the conservative criticism
of the Civil Rights Act of 1991, Yet this criticism misses a basic point: If
discrimination is in fact taking place, then it reduces the incentives for the
workers being discriminated against to acquire skills. When minority work-
€IS expect to face biased hiring rules, their returns from acquiring job-
relevant skills are lowered, Thus group disparities in skills may simply re-
flect the presence of employment discrimination. Hence, a regulator may be
justified in placing a “burden of proof” on firms whose workforce exhibits
substantial underrepresentation of minorities in certain jobs. The ultimate
effects of this burden may be to induce firms that would otherwise discrimi-
nate to offer equal opportunities to all workers, which might lead to the
elimination of any existing skill disparities across groups.
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This is the view taken by many liberal advocates o.m mQ.ost SM:c:mmM
laws. Yet this view also overlooks an 569..&5 point, _::mqma._ v fhe
models to follow. Quota-like enforcement policies aw not :moomwmz y M:<o:
workers’ incentives in the right direction. If the policy forces ndw Hm%nH
those who would discriminate in the absence of the quota) Hoamm: Hoﬁg
standards for minorities, then minority ioﬁnoa may cw wmﬁmcmam M. Mmoiow\
can get desired jobs without making costly E<mm§o=~ in skills. cﬂ.ﬂ Jewer
members of some group acquire skills, firms ,S:. coﬂoﬁwm to o.QWH M: 2%&
tronizing them in order to achieve parity. Thus skill disparities might p ,
or even worsen, under such policies.

Model 1: Taste Discrimination

What follows is a simple taste discrimination Bca.o_ Ew.ﬁ _:ch.mSm M:MMM
problems. In the model, discrimination reduces the Eo.mE:.\m.m to 5<nmH e
hence creates skill disparities between groups. ,E.,o.mm a_mvm::ommmﬂw :M <Maa
essarily eliminated by statistical enforcement policies because o M m_m ver
incentives such policies can create. The model suggests 3&. a gra .me mia WM
in which representation targets are ratcheted up zz.dzmm .:Sm.: wi Ma&n&
likely to eliminate both discrimination and m.\a: &.&SWSQ.N. an a iy
policy which, starting from a situation in which m@: disparities &MM ’ wv
cant, demands immediate proportional representation (see propositi :. o
Consider a labor market consisting of a large :m:&oﬂ of firms, oﬂo o
which hires its workforce from a common vonz_m:os. A _.&mo num momsom
prospective employees, drawn randomly from this vonimsosw wﬁ?%&asa-
each firm seeking employment. These Eoﬂwﬂm dﬂosm‘ﬁo one o sto: e
fiable groups, denoted W or B; A is the &3&8:. of Ws in the popu mﬂ_mm ,m s\
hence is also the probability that a given mvm:owa for oBEoﬁ&w: : om
When a firm encounters a worker it ch.ﬂ aws.an .2:0.5& to moMmMQoE
“reject” the applicant. A firm engages in a_mo:q::m:o: if it uses M. 1 oen
rule when deciding whether to accept Bs than it does when deciding
S\mﬁoﬂw@a are either “qualified” or “unqualified.” Firms observe a éoﬂwo.n: M
qualifications before deciding to accept or Hﬁ.woﬂ. \.yn moomvﬂo.a imnwanqu,m
the gross benefit w, irrespective of her qualifications; a H&oomo M\m\ rers
gross payoff is zero. The monetary return mo a E.E from woomvﬁ.w-m L worker
is %, > O if she is qualified, and — s,< O if she is unqualified. The rewm 10
any firm from rejecting any worker is zero. Thus, mdmmz.ﬁ :osﬂo:o N:mo&
tives, firms would accept all qualified workers and reject all unqu
oswmo.zoémsm Becker, I assume firms have a ﬁmm.ﬁo for &mon.EENMGM _MQMM
they experience some psychic cost from accepting a B. This cost is g
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the larger the ratio of Bs to Wi among the pool of acceptees. Specifically, let
r be the ratio of accepted Bs to Bs for a firm, For some Yy > 0, if a worker is
a B then accepting him has the psychic cost to that firm of yr. This means
that the net return of accepting a B worker is Xg — vyrif he is qualified, and
=X, — +yr if he in unqualified. The payoff parameters Xg X, @, and vy are
exogenous. In particular, firms are not allowed to offer lower wages to Bs as
compensation for their psychic costs. The focus here is on the implications
of enforcement against discriminatory hiring by firms in a world where
equal-pay laws are perfectly enforced.

To complete the description of the model I must consider how workers
decide whether or not to become qualified. T assume that prior to encounter-
ing a firm, a worker can make some costly investment. Once the investment
is made, a worker is qualified; otherwise, she is unqualified. The cost to a
worker of this investment varies in the population, but is distributed in the
Same way among Bs and Ws. Let ¢ denote an individual’s investment cost,
and G(c) the fraction of workers in either groups with cost no greater than c.
A worker makes this investment if the expected return from doing so is no
less than her cost. I assume that G(0) = 0, G'(¢) > 0, and Gw) < 1,

The timing of events in this model is as follows: First, each worker de-
cides whether to invest. Then al workers are randomly matched with firms,
Finally, each firm observes the group identities and qualifications of its ap-
plicants and makes its acceptance decisions. A worker’s decision about in-
vestment depends on his cost, ¢, and the group to which he belongs. A firm’s
decision about whether to accept a given worker depends on that worker’s
qualifications and the group to which he belongs. An equilibrium is a set of
decision rules for all workers and firms such that each is a rational (i.e.,
return-maximizing) response to the others, I shall assume that firms’ taste for
discrimination is sufficiently great, in the following sense:

xw . A, }
4%, 21 = X" @.1)

The purpose of this assumption will become apparent momentarily.

Let us find the equilibrium of this model in the absence of anti-discrimination
enforcement. Consider first the behavior of firms. No firm accepts an unqual-
ified B or rejects a qualified W. Doing so would both lower a firm’s mone-
tary returns and increase its psychic costs. I claim that under assumption 1
firms reject unqualified Ws and accept qualified Bs as long as the B/W ratio
is not too great. To see this, suppose a firm follows some decision rule that
results in the acceptance of ny Bs and n,, Ws. That firm then has a ratio of Bs
to Ws among its accepted workers of r = %, and so it incurs the psychic
cost yrn, = % due to its discriminatory taste. Hence its marginal psychic
cost of accepting another B is w_.z§n 2yr, while ijts marginal psychic benefit
of accepting another W (thereby reducing the B/W ratio) is y. Since the

Assumption 1: y > Max|{
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direct monetary benefit of accepting a qualified B Wm x&,ﬂm:w wmmwomuww_m._ﬂm
iti i i ly if x, = 2+yr. That is,
ts an additional qualified B if and only if », ,
MQMM Monowﬁa as long as the B/W ratio among accepted workers, 7, mmsmmoﬁm
the inequality: r < r* =22 Furthermore, since the BosoBQmooﬁ of wmoa%c.ﬁ
ified W is ,, | do so only if x, = yr.
i ualified W is x,, it pays for a firm Hm / .
we M”o%m:mﬁ firms do not permit 7 to exceed r . So accepting an :.:n:&:ﬁa
Mﬂ\maoom not pay if x, > yr* = mm\, which is assured by assumption _m.m M
“ .
conclude that a rational firm rejects unqualified Bs and Ws, accepts qualifie
i ifr=r.
Ws, and accepts a qualified B only i . . -
Let () be the fraction of group B (group W) who invest. Since é%wqﬂ
ers are randomly matched with firms and there are Bm:%.,zoqwmnm vw,w :
the Law of Large Numbers implies that the shares of ﬁ_cawﬁwoa Ws an Q/M nv\
i i d (I — A)m,, respec :
’ licant pool are approximately A, an . .
mewnwm. mmnw be mﬁ ratio of Bs to Ws in the population. By .Ea quﬂmon__sw
oMmoism _»w 7 (2 < r then a firm can expect to accept all of its ngrm—wm f
) licants EE_M;R 7 (Z&) > r* a firm will accept some, but not all, quali mH
me In mmoﬁ. one sees readily that if firms behave rationally and mmmcEwﬂ._os
:owam Enm a qualified B is accepted with probability &, ), where:

T,
Ky wm

; 1} (2.2)

’

&(m,, m,) = Min{

So Bs are discriminated against in equilibrium if .s.ozaa n:m:@ at n.&om
such that (&) > (). That is, even though firms dislike moomv:mzm Bs, mn_uﬂ.m
i mi y they act on this preference
it is economically advantageous to do so . \ :
”S“o: Bs are sufficiently numerous among their qualified m.@v:ow:mﬂm.ogcn o
ion 1, discrimination mu
Now we can see that, under assumption 1, Jiscriminal o
ilibri i . Suppose no discrimination was p .
the equilibrium of this model dis . criced
i =< w will invest, the fraction o
Then B and W workers with costs ¢ on of each
i i i = = G(w), and thus = will eq
roup becoming qualified will be My = T, . .V !
m. wwﬂ assumption 1 implies 5 .N.,wl%u ) A 1 s&ﬁ? .3.\ the monmM:% m%ﬂmm
ment, means that rational firms will desire to discriminate again .
adi initi 1 do not.
tradicts the initial presumption that they B .
oonO:wEm other hand, if qualified Bs face some probability & < H. of Ummﬂm
accepted, then each B worker expects the average REQW Aemm v?omu.ﬂ MM<Mwm Bmm“
. i i implying m, = G(wd). Si .
So only those Bs with ¢ = w6 invest, imp oince WS e
i i i t we have ,, = G(w). Therefore, .@
accepted if and only if they inves . fors. in s
ibri i lified Ws and some but not all q
librium each firm will accept all qua . . | duatified
intaini 10 j 1 to r*, and implying a probability
Bs, maintaining a B/W ratio just equa > anc Db
acceptance for qualified Bs equal to 6%, where 8" solves the equation:

5 G(dw) = f . G(w) 2.3)
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It is easily seen that (2.3) has a unique solution 8, with 0 < §* < 1. More-
over, 8" is a decreasing function of A, and it js an increasing function of X,
and of A. That is, discrimination against Bs is greater in equilibrium the
greater the psychic cost to firms of accepting them, the greater their percent-
age of the workforce, and the smaller the economic benefit to firms of em-
ploying qualified workers.

Let us now consider the effect of anti-discrimination enforcement efforts in
this context. I will assume, for the reasons mentioned above, that the govern-
ment uses a quota-like enforcement strategy, comparing the aggregate number
of workers in each group accepted by each firm with some standard, and
finding the firm in violation if its employment ratio of Bs to Ws is not
sufficiently high. Specifically, suppose that the regulator selects some target
ratio # > r* and announces that any firm found with a B/W ratio less than 7 will
face costly legal proceedings. Let the anticipated costs of these proceedings be
80 great that no firm wants to risk being found in violation. Then firms will
adapt to this regulatory regime by altering their acceptance rules to ensure that
r = F. T will assess the effects of this kind of regulation by analyzing how the
equilibrium outcome of our simple model changes under this constraint,

The objective of population proportional representation corresponds to a
target 7 = 7, However, a regulator might also want to consider more modest
objectives. I conduct the analysis under the assumption that the target is set
to increase the representation of Bs, but not beyond their relative number in
the population, so 7 lies somewhere between r* and 7 r* < 7 < 7.

To analyze the impact of this constraint, notice first that if the taste for
discrimination v is too large, and the representation target 7 too severe, then
the enforcement policy may cause the market to collapse, with no workers
being accepted and none investing. To see this, observe that the constraint
r = 7 will bind for all firms, since a firm in strict compliance (with r > 7)
can reject an additional B while remaining in compliance. With r > 7 > ,*
we know that 2yr, the marginal benefit of rejecting another B, exceeds *g
the loss to the firm of rejecting a qualified B. Now, because the constraint is
binding, firms will never accept unqualified Ws. So the firm’s problem under
the regulatory constraint reduces to choosing how many qualified Ws to ac-
cept, with Bs then accepted at a rate sufficient to ensure compliance with the
anti-discrimination mandate.

Compliance requires there be # Bs for each W among the accepted, There-
fore, the net benefit from accepting a qualified W, taking account of monetary
and psychic returns and of the regulatory constraint, is %y + Fxy — y#? if
the marginal B accepted is qualified, and is %y — P, ~ vy*if the marginal
B is unqualified. Thus, if % + Py — y#? <0 firms will reject all their ap-
plicants, and the collapse of the market is assured. To avoid this outcome

for all 7 € (", 7 requires that %g +Fx%, ~ y#* > 0, which amounts to the
following:
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I - A - A
Assumptions 1 and 2 together simply state that firms dislike Bs enough to
discriminate against them in the absence of regulation, but not so much as 6
forgo all operations if required to employ qualified Bs at a rate equal to their
presence in the population.

Under assumption 2 firms gain by accepting qualified Ws so _o_.,m as com-
pliance with the regulation can be maintained by accepting qualified mwm. If
the ratio of Bs to Ws among a firm’s qualified applicants is less than 7, the
firm will need to consider whether it pays to accept any unqualified Bs. From
the above discussion, this will be worthwhile if:

%

g >l T+ q\mu 2.5)

Hence, there are two cases of interest, depending on whether x, <
%, + yP* [case 1], or %y > n,f + v#? [case 2]. Under case 1, firms mo.o@mﬂ
the maximal number of qualified Ws consistent with being able to remain in
compliance by accepting only qualified Bs. Under case 2, mjdm accept w.:
qualified Ws and as many Bs as necessary to remain in noﬁc:wsom, even if
some unqualified Bs must be accepted. For 7 near 7, equation (2.5) is more
demanding than assumption 2. Still, it can be shown that u\m_:am* »,m: the
parameters 2, x,, and  exist satisfying equation (2.5) for all # € (v, 7], and
satisfying assumption 1, if A > 4. .

It is now possible to describe how the government’s quota-like enforce-
ment policy alters the equilibrium of the model. o

Proposition 1: In case 1 there is a.unique equilibrium for 2.6: statistical
enforcement policy 7 € (r*, 7]. In this equilibrium all unqualified ioﬂwﬂm
are rejected, all qualified Ws are accepted, and qualified Bs are mooo.?aa 5.9
probability 8(7), 0 < 8(#) = 1. This probability 8(7) exceeds the laissez faire
acceptance rate &%, is strictly increasing in 7, and satisfies 8(F) = 1. Indeed,
&(r) solves the equation; 8G(dw) = A v QAEV

Proof: If Bs and Ws invest at rates 7, and ,, then the fractions of a firm’s
applicants who are qualified Bs and Ws are (1 — A)m, and Am,, respec-
tively. In case 1 firms accept none of the unqualified, and among the quali-
fied all Ws and some Bs R“ < 7 and all Bs and some Ws if; > 7. But when

# € (r*, 7] an equilibrium é:r > 7 is impossible, mSom monovzzm all Bs
and not all Ws from among the nsw:moa means that m, > 1, and so 3 F> 1,
a contradiction. Thus, equilibrium necessarily entails mooo?m:on from
among the qualified of all Ws, and some fraction 6 = A V . ANV of Bs,
where 7,, = G(w) and m, = G(6w). So, the equilibrium mmoaﬁ.ﬁmzom. rate for
qualified Bs, 8(7), solves: 6G(dw) = 3 . QASV. This solution is E:nc.o, ex-
ceeds &* for all # € (r*, 7], is increasing in 7, and equals 1 when 7 =7. ®

So in case 1 the use of a quota-like m:moqon_dm:ﬂ strategy is sure to pro-
duce desirable results. Setting the target 7 equal to the population ratio 7

A
Assumption 2: y < A|w«.mlv . A._.Iv 24
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implies an outcome with no discrimination and no skill disparity between
groups. More generally, a stricter target leads to less discrimination by firms
and less of a skill disparity between the groups, Matters are not so comfort-
ing in case 2.

Proposition 2: In case 2 the equilibrium described in proposition 1 con-
tinues to exist. In addition, however, other equilibria may also exist. In these
other equilibria all qualified workers are accepted, all unqualified Ws are
rejected, but unqualified Bs are accepted with positive probability. A neces-
sary and sufficient condition for the existence of these additional equilibria is
that, for some 8 € (0,1),8 - [1 ~ G(w®] > [1 — (). G(w)].

Proof: In case 2 firms accept unqualified Bs if msa only if this is necessary
to remain in compliance when accepting all the qualified Ws. In the equilib-
rium of proposition 1 compliance can cm achieved by accepting all qualified
Ws and no unqualified Bs, since 2 = L So this remains an onE:_u::B in
case 2. We seek to identify o::»h Gmﬁosﬁ_:mv equilibria, where 2t < £ in
case 2. In such an equilibrium, to comply while accepting all ncm:mmm
Ws, firms must accept all qualified Bs and the fraction o = R Va.s — m)/
ad - m) 0m Eﬁ:mrmma Bs. But then, a B’s return from investing is
§=1~-0=[1~- ) =1 - m). Hence the fractions m, = G(wd)
and 7, QASV of Bs and Ws would invest. So a patronizing equilibrium
exists if § = [1 — A VQASVS_ — G{wd)] has a solution for some & e (0,1).
A necessary and sufficient condition for this to occur is that = [1 — ﬁ v
G())[1 — G(wd)] for some & € in (0,1). Indeed, if this inequality holds
strictly then at least two patronizing equilibria exist. ®

In case 2 and under the above-stated condition the use of a quota-like
enforcement policy can lead firms to patronize Bs in equilibrium by accept-
ing some even when unqualified, despite the presence of a distaste for ac-
cepting Bs. Firms accept unqualified Bs because it is necessary to do so in
order to meet the hiring target. But by doing so, firms act to lower the
incentive for Bs to invest, thereby inducing a skill disparity disfavoring Bs.
Indeed, the skill disparity may actually widen as a result of the regulator’s
intervention, as compared to the discriminatory equilibrium without inter-
vention. Note that the condition in proposition 2 will be more easily satisfied
when 7 is larger. Equilibria in which Bs are patronized are more likely to
exist when the target is more ambitious.

Intuitively, what happens in a patronizing equilibrium may be seen by
oosm_ao::m how firms react to the initial imposition of some hiring target

7 > r*. Prior to the regulation a “surplus” of qualified Bs exists—that is,
more Bs invest than find employment (6* < 1). So if the target is modest
(7 = r*) firms anticipate meeting it by accepting only qualified Bs. But this
raises 8, increasing Bs’ incentives to invest. So the new equilibrium is as
described in proposition 1, with more Bs accepted and the skill gap
narrowed.
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However, if case 2 applies and if the target is sufficiently ambitious
(7 = F), then firms perceive a “shortage” of qualified Bs relative to the num-
bers needed to be in compliance while accepting all qualified Ws. They
therefore switch from discriminating against qualified Bs to favoring unqual-
ified Bs. This response can actually lower Bs’ incentives to invest, leading to
a patronizing equilibrium such as that described in proposition 2.

How likely is it that such an equilibrium would arise? This question can
be addressed by imagining successive cohorts of workers interacting with
firms over time. A dynamic adjustment process is defined for a given hiring
target 7 by assuming that firms hire optimally from the workers in each
cohort, while investment decisions in cohort ¢ + 1 are based on the accep-
tance rules applied by firms to cohort ¢, By iterating this process I trace out a
long-run response to the enforcement policy. The fraction of Bs investing
initially is denoted by 75. Since, in case 2, firms always accept all of the
qualified and none of the unqualified Ws, we know that the constant fraction
7, = G(w) of Ws invest in each cohort.

Let 7}, be Bs’ investment rate on cohort z. If mﬂ = m., firms accept a quali-
fied B with probability 8 = @ - 7%) to comply, so Bs in cohort # + 1 invest
at rate 7, "' = G(wd"). If 2% < £, all qualified Bs and the fraction o’ = [({)
m, — mp)/(1 — ) of unqualified Bs are accepted, so Bs’ in cohort ¢ + 1
invest at rate 75,*! = G(w(1 — o). Thus {7}, t = 0, solves:

_ . QWM T for “:m = (2.6

~l
~it ™o

= Gl |

A

= QE.T - Amvﬁ;\: — ), \S.mw <l @7

i~

7 r

The stationary points of this difference equation correspond exactly to the
fraction of Bs who invest in the equilibria of our model. Hence, if a patroniz-
ing equilibrium exists then equation (2.6) has a stationary point 77} at which
m.u < m Detailed study of equation (2.6) leads to the following result:

Proposition 3: If a patronizing equilibrium exists from enforcement policy
7 € (r-, 7] then one also exists from any ' € (r, 7. Let r = inf{r € (7]l a
pat. equil. exists from r}. If W@% > 1 then r < 7, and 3 a continuous, in-
creasing function 7, : (r,7] — (0, 7] with 7,(7) = 7, such that V 7 e (r, 7],
equation (2.6) converges to a patronizing equilibrium whenever 75 < 7, (7).

Sketch of Proof: Figure 11.1 graphs the difference equation, equation
(2.6). Notice that if a patronizing equilibrium exists at all, then this equation
has at least two stationary points that are less than m - m, Denote by 7(F)
the largest of these stationary points. With this definition it is a straightfor-
ward exercise to verify the claims in the proposition. W

To see the implications of this result, note that mb° < 1, necessarily, or

else there is no need for regulation. Now, suppose that x, > x,7 + y#* and
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t+1
T

45°
G(w)

mN
mH i
T, IT, T, !
T

Figure 11.1. E, is a (locally stable) patronizing equilibrium,

wG'(w) .
that T=5a; > 1. Then proposition 3 states that g patronizing outcome is the

:;&SS.Em x&:.& of the regulator seeking fully proportional representation
[# = 7). But since the threshold investment rate T(F) is increasing in #, the
regulator could avoid an equilibrium in which Bs are patronized by mo:m:m a
more modest target. For example, it is easy to see that a target equal to the
laissez-faire ratio of qualified Bs to Ws [f = 7. Q&SJ nev lead

patronization. o Tome

These results show that anti-discrimination enforcement may embody an
méwéma Qm.an-om,” A policy of proportional representation of Bs risks induc-
Ing a patronizing outcome, whereas a more modest target, though less prone
to that problem, will not fully eliminate discrimination. Yet the model also
suggests a way around this trade-off. Rather than settling immediately upon
Ea.?owon_ozm_ target 7 = 7, the regulator could instead operate a gradual
policy, with the target being ratcheted up in a series of steps,

Suppose, for example, that the adjustment process described in equation
(2.6) operates quickly relative to the rate at which the policy target is
changed. Then, if the regulator always sets the new target r’ so that the
oE.R:.:M prevailing investment rate among Bs, ,, satisfies 7b > 7 (r), a
meSENEm outcome can be avoided. But, by proposition 1, each mwso m:o
target is raised the rate of investment among Bs improves, s\:_moz permits the
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target to be raised further without risk of ﬁmqo:mN.mmo.:. .mv\ haoaom&:m in M____m_
way, this process can eventually reduce both discrimination and &mo. s
&mw_maag between the groups to an arbitrarily small level (though it can
never completely eliminate them).

Model 2: Statistical Discrimination

I now consider a model based on Arrow’s Eo.oa\ om statistical discrimination.
In this model firms have no desire to avoid Enzm Bs per se. IM20<0M
because firms cannot observe a worker’s @cm:mom:o.:.m 9809.\, t mw\,:MMm
group-based stereotypes about ioﬂwwa.m when making Easm a@owm_onwn.o oy
stereotypes can become a mo_m.?_m:._sm prophecy, as exp MEM mB Y
below. A regulator may then want to intervene so as to breal \M e H.“M o the
habit of relying on stereotypes. But the model to follow s ows tha ruch
intervention, when it takes a quota-like form, can be self-defeating (see prop
Om%m\: omﬂwmooa is with the standards employees :m.o to .mmm_ms Ww«wommo“
desirable positions, the effort workers invest to moe.Ea skills :mm@ ul in hose
positions, and the ways in which mmmmmn.aai ws.a E<om.§oa ecision e
affected by group hiring standards. Oo:.mﬁg &m Sﬁaamoco.s between W:m o
ployer and a large number of workers 95&& ES two Bm_m_ mmm:mm, > and
Ws; again A denotes the fraction of Ws in this population. . mo va ,W:a
observes a worker’s color, and so can treat B and W workers differen V\H ‘
sole action of the employer is to assign each worker to one of two moﬁ woﬂsoW
called task “zero” and task “one.” Assignment to task o.:a may be t _ocmaoﬂo
as giving the worker a promotion; it is the more desirable, but also
i the two positions.
aaﬂwwmnwmw mm: all 20%85 perform satisfactorily at S.mw Zero. QOawwnm aM
cide, before the employer assigns them to a .Smw and 2._305 Ew MBM@ S%Mn-
knowledge, whether to invest in the mon:mm:_o.: of a skill ammo:cwm Wn M_ o
tive performance at task one. The investment is costly for a .<<2 er to Emﬁ.
The size of this cost varies from worker to worker, E.ocm: in a E&JQ et
is statistically the same for each racial group. «Bmm:a, for oxmmsv e, e
more able workers find it easier to acquire the .m_cz needed for tas M:o, and
that the distribution of ability is the same within o.mo: group. Let ¢ wso e :
worker's cost. I assume that each worker’s cost is a random draw from
uniform distribution on the interval [0,1], Squ&amm, of her mﬂ_uﬁ. What he
The employer cannot observe a particular worker’s cost (ability). N
can observe is the group identity of each worker and the outcome o:m -
test, to be described momentarily. Although the two groups rm<.m t! mﬁ mma
distribution of ability, they need not exhibit the same mm:o_.:.oﬁ investme m
Workers with the same investment cost but belonging to different group

ENFORCING ANTI-DISCRIMINATION LAWS 307

might make different investment decisions, if they anticipate they will re-
ceive different treatment by the employer,

I assume that a worker obtains a premium whenever she gains assignment
to task one, whether she has acquired the needed skill or not. However, since
an unskilled worker performs inadequately, the employer wants a worker in
task one if and only if she has the acquired requisite skill. Otherwise he
wants that worker to go to task zero. The employer’s profits are greatest
when all skilled workers are assigned to task one and all unskilled workers
to task zero. Specifically, let w be the premium a worker puts on assignment
to task one. Let %; > 0 be the employer’s net gain from assigning an inves-
ting worker to task one instead of task zero; and let », > 0 be his net gain

?o_dmmmmmismm noninvesting worker to task zero rather than task one. De-
X1

fine r = 3,

The employer wants to match workers to their most productive tasks.
Lacking any prior information, the employer “tests” a worker’s qualification
for doing task one. That is, he gathers what information he can (from an
interview, analysis of previous work history, written exam, etc.) in order to
assess the worker’s capabilities. Let 6 denote the test outcome. I assume that
three test outcomes are possible: (1) it is clear that the worker can do task
one (6 = “pass™); (2) it is clear that she cannot (8 = “fail”); and 3) it is
uncertain whether the worker can do task one (6 = “unclear”). I assume that
if a worker invests she cannot fail the test, and if a worker does not invest
she cannot pass the test, Let P1(po) be the probability that an investing (non-
investing) worker gets an unclear test result. So 1 — p, is the probability
that an investing worker passes the test, and 1 — p, is the probability that a
noninvesting worker fails it. I require the following assumption:

Assumption 3: p; > p, > | - AW (3.1)
Assumption 3 implies that the test is better at revealing noninvestors than
investors, but not so good as to induce all workers to invest.
I now consider the behavior of the workers and employer in this model.
Let A(i, 6) denote the probability that the employer assigns to task one a
worker from group i with test outcome 6, for ; & {B.W}and 8 € T = {pass,
fail, unclear}. A strategy for the employer is any function 4 : {B, w}
X T~ [0, 1]. Let I(i, ¢) denote the probability that a group i worker with
cost ¢ invest in the skill needed to do task one, fori € {B, W}and ¢ € [0, 1].
A strategy for workers is any function /: {B, W} x [0, 11 - {0, 1]. The
sequence of events is that each worker, knowing his color and his investment
cost, decides whether to acquire the skill needed for task one. The employer
then encounters the workers, gives them the test, and, on the basis of the test
outcome and (possibly) the worker’s color, assigns the workers to a task.
An equilibrium, then, is a pair of functions < A*, I* > such that each
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strategy maximizes that decision maker’s anticipated net reward, given Em
available information and the strategies oBEowm.a by Sm other agents. :
show that despite the absence of any racially E,.:a_wcm Eo:<.o on the nwh%
the employer, discrimination against Bs can arise in an equilibrium of this
Emm“w _mza the equilibria I begin by considering So. employer’s decision in
each contingency. Clearly she assigns anyone passing n“o .Smﬁ to HmImJ o:mm
and anyone failing it to task zero, regardless of o.o_on A* (i, pass) w an
A* (i, fail) = 0 in any equilibrium. Let ai; = A* (i, unclear) denote the equi-
librium probability a worker in group i who gets an unclear test oEMoBa is
assigned to task one. When 6 = unclear the oﬂv_owon must Mmmowm*ﬁ e con-
ditional probability that the worker has 5<w\m39 mN.H Prll* (i, ©
= 118 = unclear], in order to decide which assignment is best. Her E.wﬂ
expected return from putting the worker in task one rather than ﬁWmWH Nonm.wm
&x; — (1 = &) Thus, if § > (73%,), then we chwo:?w. ; = 1, while
if & < Amﬂv then we must have o; = 0. Note that 557 = e )
Given an unclear test result, the odds that the worker vwoa:oam it has
invested depend on the mean rate of investing in that worker’s group W:a Hﬁm
likelihood that investors and noninvestors get unclear RmES. Let 7, = [g ~
(i, ¢)dc, the mean equilibrium 5<m&_503 rate in group i, i € {B, W} w@ﬁam M
Rule then implies that § = Nmﬂg. We oo.s.oEaa that there exists
threshold investment rate w*such that, in equilibrium, m; > 7~ ‘_B@:ow
@, = 1,and m; < 7" implies o; = 0, where 7 = ;%% $.~o may interpret
this result as follows: For a given group of workers, .on_w _m. the employer
believes the fraction of investors is sufficiently large will he give any one of
them the “benefit of the doubt” in the face of an unclear test outcome. Define

the employer’s best response correspondence, ¢, (1), as follows:

{1 ifm>a, (3.2)
a € d(m) =4 [0, 1] if m; = 7",
{of ifm<m

I call the employer “optimistic” about group { when m; = 7", Eﬁ M,@nmm_mcm-
tic” when 7; < 7. I call the employer “liberal” 84»& group ,N if o = 1,
and “conservative” if o; = 0.1 say the employer :a_monnzz.mﬁm .mmm_mmﬁ mm_
in a given equilibrium if he is conservative toward Bs while being libera
s. .
ﬁo%ﬂwnﬂow how equilibria with discrimination can occur in &_m model, we
must consider the workers’ behavior. A worker invests MEJ\ if she expects
the gain to exceed the cost. Since in any equilibrium passing io%ﬂ.m &swm
gain assignment to task one and failing workers never do, the _8%. issue for
workers contemplating whether or not to invest is &&mﬁ r.w.@mwsm _.m the Smﬁ
outcome is unclear. It is easy to see that I* (i, ¢) = 1 in equilibrium if ¢ < ¢f,
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and I* (i, ¢)=0 if c>cf for cf=w-[afl — py) + (1 —
a)l = p)l. Som = [l I (G, ¢)dc = ¢} in any equilibrium. Define the
workers’ best response function, b, (@), as follows:

i = Gula) = 0 - [al = po) + (I — a)(1 — p))] (3.3)

If a group of workers expect liberal treatment from the employer then
@; = 1, and the fraction m = w(1 — p) invest. If a group of workers an-
ticipates conservative treatment then o; = 0, and the fraction 7w, = w(l —

p1) invest. Assumption 3 implies that 0 < . < <1. Our earlier analysis
shows that in any equilibrium the following relationship obtains:

o € ¢ (d()), i € {B,W} (3.4)

This equation states that the employer’s behavior is optimal toward each
group of workers, given their respective mean investment rates, and at the
same time workers’ investment decisions are optimal, given the employer’s

behavior toward their group when the test outcome is unclear. We adopt the
following assumption:

L _ymo !
(1 — py) Po ol — py)

Proposition 4: Given assumption 3, a discriminatory equilibrium exists in
which the employer is optimistic about and liberal toward Ws, who invest at
rate m, while being pessimistic about and conservative toward Bs, who in-
vest at rate 7, if (and, with weak inequalities, only if) assumption 4 holds,

Sketch of Proof: Figure 11.2 graphs the best response relations ¢, (77) and

» () in the (@, 7) unit square. Then, in view of equation (3.4), the result
should be obvious. &

Assumption 4 is simply the requirement that 7, < 7* < 77. This condi-
tion requires that 7, the relative employer benefit of correctly assigning an
investing worker as compared to correctly assigning a noninvesting worker,
is neither too large nor too small. In a discriminatory equilibrium the em-
ployer, by treating the groups differently in the event of an unclear test
outcome, creates unequal incentives for workers in the two groups to be-
come skilled. Although the employer’s differential treatment is justified by
his (correct in equilibrium) belief that workers in the two groups have un-
equal mean investment rates, this investment disparity is itself due to his
differential treatment, That is, in a discriminatory equilibrium the belief that
Bs are on average less skillful that Ws is a self-fulfilling prophecy.

In a discriminatory equilibrium, when the employer is not acting in a
“color-blind” fashion, it is natural for an anti-discrimination enforcement
agent to try to correct this discrimination by forcing the employer to assign
workers from each group to each task at the same rate. This enforcement
official might proceed in one of two ways. Ideally, she would insist on color-

Assumption 4:
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Figure 11.2. Proof that a discriminatory equilibrium exists under A4

blind behavior by forbidding the employer to treat Ws and Bs with unclear
tests any differently. That is, the official would require A(B, @ = E«.ﬂ 6),
V0 e T. This would be difficult to implement, however. Consider the infor-
mational demands of such a policy. The enforcement agent would .:96 to
observe all information upon which an employer might base his mmm_msB.@E
(interviews, work history, etc.) to determine if Bs and Ws are really being
treated the same. In most situations this is not possible. .

As a second way of proceeding, the enforcement agent might take a more
»results-oriented” rather than “process-oriented” approach. Here, the govern-
ment monitors the rate at which workers in the respective groups are as-
signed to various positions, insisting on Eovo&o:& n.ownmmmugcon. This
quota-like policy, which I will refer to as “affirmative mozoz., leads vo% the
employer and the government to depart from purely color-blind Emowoo. The
government must monitor the racial composition of the mav.gowmn s éo.an-
force in each task, while the employer, if she is to comply with the _.uo:o%
must calibrate her hiring policy, given the workers’ 5<8«Ba§ mc.,mﬁm_or S0
as to anticipate achieving equal proportionate representation. H @: nOw €x-
amine in the context of the model set out above whether this ES?w:so:
eliminates the B/W difference in investment incentives that prevailed in the
discriminatory equilibrium. o .

Suppose that we start in a discriminatory equilibrium in ,E:.ov Ty = T
and m, = . Let the anti-discrimination enforcement authorities enact a
policy requiring that each group be assigned to each task at the same overall
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rate. Initially the employer is violating this policy. Indeed, if p; is the rate
group i workers are assigned to task one, then

o= [! (20 PrlOW G - 4G, O (3.5)

S0 pp = m + (1 = m)pg>m>m. > p, = m(l — p;) in the initial
situation.

Therefore, in order to comply with the affirmative action mandate the
employer must either assign more Bs or fewer Ws to task one. Since he is
maximizing his profits in the initial equilibrium, both alternatives lower his
net payoff. Which course is least undesirable to him, however, depends on
the relative numbers of B and B workers in the population. In general the
employer will try to minimize the number of instances where, in order to
comply with the enforcement policy, he has to assign a worker of either
group to a task that he believes will not be most profitable for him. If Bs are
comparatively few, then by reassigning some Bs to task one instead of task
zero he could meet the enforcement mandate with a relatively small number
of unprofitable assignments. On the other hand, if Bs are numerous in com-
parison to Ws, then by reassigning some Ws to task zero instead of task one,
he could meet the government’s hiring requirement at least cost to himself.

Specifically, there exists a number A* € (0,1) such that when A > A* the
employer always responds to anti-discrimination enforcement efforts by re-
assigning Bs from task zero to task one, and never by reassigning Ws from
task one to task zero. To see this, consider reassigning either AB more blacks
in task one, or alternatively AW more whites to task zero, where the object
in each case is to reduce the difference in the Eowoaoww of cwm%w and white
workers going into task one by the same amount. So 7= = —t, or equiva-
lently, AW = A}v AB. In the initial equilibrium the mean investment rate
among Ws is m, = ), so the employer expects to lose &%, — (1 — &)x
on each W unclear test outcome who is reassigned, where ¢, = mpmp;
+ (1 — m)po). On the other hand, if a B who fails the test is reassigned to
task one from task zero the employer is sure to lose x,. Hence it is less
costly to the employer to accomplish a given increase in the relative repre-
sentation of Bs in task one by reassigning B and not W workers if 7= -
[€1%¢, — (1 — &)xg), which obtains for A sufficiently large, as long as
;> m*, This is formalized below:

~|.3.N

Assumption 5: A > A*= ﬁ I + Aw@b v . A P

5 :\: + r] (3.6)

An equilibrium under affirmative action is a pair of strategies (I'(i, ¢),
A'(i, 8)) such that workers are responding optimally to A’, while the em-
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ployer is responding optimally to I’ subject to the constraint p,, = p,. This
constraint may be stated formally as:

% (S, P (B.o)] - A'(B.O)}dc =

._,ﬁ_v {Z¢ Pr[OII'(W,0)] - A'(W,0)}dc 3.7

Starting from the initial discriminatory equilibrium (I*, A*), the wa_owma
would not expect to meet the enforcement agent’s equal q.onn.mmoﬁmcoa._ man-
date by simply following a color-blind policy, since the initial mean _=<.ow?
ment rate is smaller among Bs than Ws. Moreover, under assumption 3, since
the employer does not reassign any W workers, her best response, consistent
with the anti-discrimination requirements, to the workers’ strategy I must
involve putting B workers who fail the test, and who the 2.3&8\2 therefore
knows are unqualified, into task one. When she does this I say that she
“patronizes” B workers. Let 3 denote the probability that a B worker s&w
fails the test is nevertheless assigned to task one. I call B the employer’s
“degree of patronization.”

The degree of patronization necessary for the employer S.mmmﬁo mnc.m_
group representation in task one depends on the mean rates of E,.\mmﬁBoE in
the two groups. The investment rate among Ws is fixed at 7, since no Ws
are going to be reassigned. Let 7, = 7, be given. Equal task one representa-
tion requires 7, + (1 — m)[pe + Bl — po)] = m + (1 — m)py, or:

_ T — T 8
B = 1 —m (3.8)
On the other hand, if the employer is liberal toward Bs with an 1:0_8:
test outcome, and uses degree of patronization 8 > 0 with Bs mm::.nm the
test, then the resulting incentive for Bs to invest will be less than the incen-
tive for Ws to invest. Any positive degree of patronization lowers a B
worker’s expected gain from investing, compared to merely vawu.m :nﬁoa
liberally but not patronized, because a positive degree of vmﬁosﬁ.m:o: raises
the chance for a noninvestor to get into task one without mmmo:sm the m.moﬁ
that an investor is certain to gain that assignment. Specifically, an 5<nmc.:m
B worker gains w with probability one; a :os-m:éwmsm.w mw.wsm w S:.:
probability po + B(1 — pp). So investment for a B worker is optimal only if
c= w(l — po)l — B) = m(l — B). We conclude Emﬁ.érg B Soa.aanm
are making a best response to the employer’s enforcement-influenced assign-
ment strategy, they are investing at a mean rate , given below:

m = (1 = B) (3.9)

Combining equations (3.8) and (3.9), we see that Bs’ mean investment
rate in any equilibrium under affirmative action satisfies:
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\!:ﬂ.%~||4§v
Mo = I —m,

> and m, = m
(3.10)

Thus two equilibrium situations are possible under affirmative action:
m, = @, and 7w, = 1 — 77, The second situation occurs if and only if m
> 4. The first situation has an obvious interpretation. Should the employer
come to believe that Bs are investing at rate 77, the same as Ws, he would
want to be liberal but not patronizing toward them, and would comply with
the government’s mandate by doing so. If Bs expect the degree of patroniza-
tion to be zero, they, like Ws, would invest at rate . When this equilibrium
arises the employer’s initial discriminatory beliefs have been eliminated by
the use of the affirmative action enforcement tool. The government’s insis-
tence on equal representation for each group creates a situation in which the
opportunities, and so the distributions of skills, for each group of workers
are equalized. Having achieved this result, affirmative action policy can
“wither away” because the employer’s discriminatory beliefs, which justified
(for him) the initial unequal treatment of Bs, have been dispelled.

A second situation has a rather less obvious, but no less important, inter-
pretation: the employer continues to think Bs invest at a lower mean rate
than Ws. She therefore persists in patronizing them to some degree. But
because Bs when patronized have a lower incentive to invest than Ws, the
employer’s belief that patronization is needed becomes a self-fulfilling
prophecy. In this instance, rather than creating equality of opportunity, the
enforcement policy leads to a situation in which, in order to meet the equal
representation requirement, the employer discriminates in favor of unskilled
Bs. Because noninvesting Bs have superior opportunities, the return to acquir-
ing a skill is lower for Bs than Ws, and relatively fewer Bs invest. So the
employer has to continually favor B workers in order to comply with the
government’s mandate. In this equilibrium affirmative action, far from “with-
ering away,” sets in motion a sequence of events that guarantee that it may
have to maintain indefinitely.! The incentives for the employer, and hence for
B and W workers, are altered by the government’s use of a color-conscious
enforcement strategy in such a way that a group difference in workers’ acquisi-
tion of skills is sustained.2 This is precisely the unintended negative conse-
quence of racial preferences to which I alluded in the introduction.

! This conclusion is true only if the mean investment rate among Bs in this second equilib-
rium is low enough that the employer would want to be conservative toward them were he not
constrained to meet the government's mandate, that is, if 1 — o < 7%,

2 The Bs’ skill acquisition rate in this equilibrium (7, = 1 — ) could even turn out to be
smaller than in the initial discriminatory equilibrium (7). Thus | — m < 7. if m + 7. > 1,
or equivalently, if w (2 — py, — p;) > 1. Hence if the worker’s value of getting task one is big
enough, and/or the test is sufficiently accurate, then this extreme illustration of the “law of
unintended consequences” will, in fact, obtain in this model.
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1t is therefore of some interest to determine which of EWmm ¢.<o .me.::dam
under affirmative action will actually obtain. At the .5:._& q_mozn::wmoam
equilibrium the employer thinks she needs some @m:os_Nm:on.. but :Q. use o
it alters Bs’ investment incentives. As B workers change their behavior. the
degree of patronization the employer believes to be necessary also ogmmﬂm.
Imagine an adjustment process, similar to that employed in the study o Hﬁ e
previous model in this chapter, in which the employer E.;a B workers a .HQ
their behavior over a sequence of stages, each party reacting 6 the cormﬁoﬂ
observed from the other at the previous stage of m&:.mzsasﬁ.. It is plausible to
postulate that the equilibrium reached under mmmman.é action is the one that
eventually emerges from this iterative process of adjustment. .

Proposition 5: If m, > 4, and if assumptions 35 hold, then .9.0 m&:mﬁamsﬂ
process described above converges monotonically .8 an onc.:.%:ca under
affirmative action in which the degree of patronization is positive. .

Proof: Let ), be the mean investment rate mﬁozm Bs at stage ¢t of ﬂr__m
adjustment process, t = 1,2, .. At stage one m, = m < m. To comply
with the affirmative action mandate the employer maowﬁmﬁﬁ:mﬁ Mmmmwn Om. pa-
tronization 8’ which, given 7}, satisfies equation (3.8): 8 = 1—7,. OZm_:
degree of patronization [, the mean w=<om5_owﬁ rate of .m.m at stage t + :.
using equation (3.9), is } * 1 = (1 — B). Combining these results
leads to the difference equation:

t+1 _ g
SRRy

,mwnqdlnﬁ.n
4 1 - =

(3.11H

It is straightforward to verify the following: If = W then {8} — m
and {m} — mas t = . If m >4 then {B} > 1 — () >0, and {m
—1 - mast—> oo 1 .
Another way of saying this is that the undesirable outcome obtains under
affirmative action if, when facing a liberal employer, the average worker
would strictly prefer to invest in the skill needed for task one. ‘;.o average
worker will want to invest when facing a liberal employer wsq if the ex-
pected return from doing so exceeds his investment oomr Hr_m.oxvmoﬁoa re-
turn is greater the greater the gain to a worker from being assigned to task
one, and the lower the probability that a noninvestor goes csaoaowna by the
test. Thus, the higher the value of assignment to task one, relative <8 S.m
average worker’s investment cost, and the more mo.éoa?_ E.o H.owﬁ moH. ~_am=.:-
fying noninvestors, the more likely that a quoEN_wm mnE:c::n.H will arise
under affirmative action. The patronizing outcome is also more likely <.<:mw
the disadvantaged group is a relatively small fraction of the total population.

3 Coate and Loury (1993) develop a more general model along these lines. They provide
sufficient conditions for a patronizing equilibrium to exist.
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Conclusions

The point of this exercise has been to illustrate, with the aid of formal eco-
nomic reasoning, that the concerns expressed by some critics of quota-like
anti-discrimination enforcement policies should be taken seriously. My main
result in these two simple models of worker-employer interaction is that,
even when minority and majority groups have equal abilities on average,
requiring equal representation of their members in high-level positions may
distort incentives so as to produce an unintended consequence. Specifically,
minorities may underinvest in the skills needed to perform adequately in
such positions, relative to the investment rate of majority workers. That is,
policies intended to assure equality of achievement may end up producing
inequality of skills.

The analysis suggests two general conclusions. First, the asymmetry of
information between employers and government concerning the qualifica-
tions of workers who may or may not be subject to discrimination consti-
tutes a serious obstacle to effective anti-discrimination policies. In both the
taste discrimination and the statistical discrimination models, it is the inabil-
ity of the enforcement agent to prescribe detailed procedural employment
methodologies that forces reliance upon quota-like techniques. As is clear
from the results of this chapter, these techniques can backfire.

A second implication is that gradualism is preferable to radical interven-
tion when attempting to correct for group disparities thought to be the result
of discrimination. When discrimination does occur, it discourages skill ac-
quisition. A radical effort to enforce equality of representation can thus cre-
ate bottlenecks, since there may actually be a shortage of qualified minority
workers. Intervention that aims for increased, though less than fully propor-
tional, minority representation allows time for the pool of qualified minority
workers to expand in response to the improved opportunities, after which the
enforcement goal can be made more ambitious. In this way, the chance of
producing unintended negative consequences can be minimized.

This chapter is not meant to be an attack on the practice of preferential
treatment for minority workers. Whatever the political and legal merits of
such policies, I have shown that there are circumstances, involving either
invidious discrimination or rational but self-fulfilling employer stereotypes,
when the use of quota-like policies can have desirable resuits. However, this
is not necessarily the case. It is important therefore that we try to understand,
in the many concrete circumstances in which preferences are now employed,
just when the risks of generating negative unintended consequences of the
sort I identify here are worth taking. Too often both advocates and critics are
content to base their arguments entirely on first principles, without reference
to the direct or indirect consequences of this contentious policy. Further
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study will be required to identify practically significant cases that exemplify
the effects uncovered here.
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Meritocracy, Redistribution, and the Size of the Pie*

ROLAND BENABOU

THIS CHAPTER examines how ambiguous notions such as “meritocracy,”
“equality of opportunity,” and “equality of outcomes” can be given a formal
content and related to more standard economic concepts such as social mo-
bility, income inequality, and efficiency. It then proceeds to examine how
redistributive policies affect each of these criteria of social justice and eco-
nomic performance. This is done using a dynamic, optimizing model of
earnings determination that incorporates ability, effort, family background,
educational bequests, and redistributive policies. Because of endogenous la-
bor supply and missing credit markets, redistribution has both adverse and
beneficial effects on investment and output,

Writers on distributive justice have put forward very different views of what
an individual “deserves” or is “entitled to.” At one end is Rawls (1971),
who sees no moral justification for differences in welfare among individuals,
Innate talent and socioeconomic background are equally arbitrary forms of
luck, which in themselves merit no reward. Some inequality is necessary to
provide incentives for people to produce, but it should be kept to the mini-
mum level consistent with maximizing the welfare of the most disadvan-
taged individual. At the other end are libertarians such as Nozick (1974),
who view individuals as entitled to the entire endowment with which they
came into the world, comprising both their own qualities and whatever was
inherited from parents or other altruistic donors.! Common perceptions of
fairness fall between these two extremes, with the line often drawn between
innate qualities of the individual, which are mostly seen as true merits, and
inherited economic and social advantages, which are not. For instance, Lo-
ury (1981) states that “it is widely held that differences in ability provide

* Prepared for the conference on “Meritocracy and Inequality” organized by the MacArthur
Foundation at the University of Wisconsin~Madison. I am grateful to J, P, Benoit, Jason Cum-
mins, Jordi Gali, and especially Efe Ok for useful suggestions and references. Financial support
from the National Science Foundation (SBR-9601319) and the C. V. Starr Center is gratefully
acknowledged.

! With the proviso that the capital thus transmitted should not have been acquired unjustly in
the past, through expropriation, exploitation, or the like. But while Nozick briefly concedes that
a principle of “just redress” is necessary, he remains remarkably silent on what it should be.
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