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Abstract

In this chapter, we introduce a new framework for studying the evolution of
racial inequality in the labor market. The framework encompasses two broad
forces — distributional and positional — that affect labor market gaps by racial
and ethnic identity over time. We provide long-run results on the evolution of
Black-White earnings gaps, including new results for Black and White women, and
we review the evidence on historical factors affecting racial gaps. We then provide
new results on racial gaps among other groups in the U.S. and discuss the evi-
dence on racial gaps outside the U.S. We then discuss the role of prejudice-based
discrimination in driving racial gaps, particularly in the post-civil-rights era, a pe-
riod when such discrimination has been thought to play a declining role in racial
inequality. We describe forces that can amplify existing discrimination, such as
monopsony and workers’ perceptions of prejudice in the economy, and we discuss
recent literature directly measuring discrimination through expanded audit studies
and quasi-experimental variation. We conclude with a discussion of existing and
new frontiers on race in the labor market, including stratification, reformulations
of prejudice, and understanding the way race has shaped purportedly race-neutral
institutions throughout the economy.
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1 Introductory Overview

Gaps in labor market outcomes by racial identity are a major feature of post-slavery
and post-colonial economies throughout the world. In the case of the United States,
the years since at least the civil rights era have witnessed policies intended to redress
the effects of the country’s racist past. Policy-makers and courts have implemented
policies to eradicate the most blatant aspects of racial exclusion and mistreatment. Other
initiatives have aimed to narrow the deficits in education, health, housing quality, and
other factors bequeathed to Black Americans and other racial minorities by historical
forces and policies[| Alongside these policy efforts, changes in various types of cross-
racial social interaction and in political behavior—notably the election of Barack Obama
to the U.S. Presidency—suggest that there have been substantial shifts in how the broader
American society engages with racial minorities.

How have these societal changes affected racial minorities? Labor economists have
produced a large and active literature studying racial labor market differences, including
detailed descriptive analyses of the historical evolution of Black-White gaps. Perhaps the
key summary finding from this work is that differences between the labor outcomes of
White and Black individuals have narrowed substantially over the past several decades,
but significant gaps still stubbornly persist] This pattern of sharp narrowing of mean
differences over time that stops well short of full convergence exists for labor market
outcomes ranging from representation in skilled professions to wages.

There is broad agreement about these summary patterns, which have been docu-
mented by a wide range of scholars across a variety of studies. Some striking unifying
characteristics may be noted about the research that has produced this essential descrip-
tive work, especially regarding wages and earnings. A feature common to most of this
work is the use of differences in the mean level of different outcomes to measure racial

gaps. Average differences between racial groups are, of course, immensely informative.

"'While there were significant policy measures before and afterward, 1960-1980 was an incredibly
active period for policies by all three branches of the national government—judicial, legislative, and
executive—meant to address the mistreatment and exclusion of racial minorities from labor market
activities and to remedy skill deficits. Executive Order 10925 in 1961 introduced Affirmative Action
among federal contractors to achieve non-discrimination by race. The Civil Rights Act of 1964 made
employment discrimination by race, color, religion, and national origin illegal and established the Equal
Employment Opportunity Commission (EEOC) to eliminate employment discrimination. This act also
allowed the government to sue schools that remained racially segregated in violation of the Brown v.
Board decision. The Griggs v. Duke Power Company Supreme Court decision set the precedent that even
actions by firms that are not intentionally discriminatory are illegal if they produce disparate impact by
race. The Equal Employment Act of 1972 expanded the authority of the EEOC, allowing the agency to
file lawsuits against private employers who were thought to be engaging in employment discrimination.

2Examples of work analyzing trends in labor market (typically wage) gaps between Black and White
workers include [Smith and Welch| (1989),|Bound and Freeman| (1992), and \Donohue and Heckman] (1991])
The slowdown in convergence has been noted by several authors, including Bound and Freeman! (1992])
and |Juhn et al.| (1991).



Still, one can conceive of other summary ways to compare the outcomes of racial minori-
ties to those of non-minorities. One such alternative might be to assess how members
of the two groups rank over time in some overall distribution of the relevant outcome.
It is not a foregone conclusion that this or another alternative summary measure should
reveal the same qualitative picture of trends in disparity as the difference in mean levels.
Differences across alternative summary indices might reveal nuances about (changes in)
how race matters in the labor market that would not be obvious from examining any one
summary measure alone.

The traditional emphasis on mean level differences has meant that analyses of differ-
ences at other points in the relevant distributions have been rare in previous descriptive
work. This is an issue of growing importance as heterogeneity in economic outcomes
increases within racial minority populations (Darity Jr} 1990).E] Whereas there was his-
torically little to distinguish the labor market experience of one Black person from an-
other, the fundamental “sameness” of the economic experience of Black Americans has
decreased steadily over time. The average racial gap in economic outcomes may thus
increasingly inaccurately reflect either how Black Americans at the top of the relevant
distribution are faring relative to their White counterparts, or how Black Americans at
the bottom are faring relative to theirs.

Summary work on racial disparities in labor market outcomes has tended dispropor-
tionately to focus on men and even more specifically on working men. The justification
for such a focus often pointed to women’s labor force participation being far lower his-
torically compared to men’s. It has been well documented, however, that Black women
have historically had higher rates of labor force participation than white women (Goldinl,
1977; Boustan et al., 2014). In addition, both groups of women have seen their participa-
tion rise appreciably (Goldin, 1995 |Goldin and Mitchell, 2017; [Juhn and Potter, 2006)
while the trend for men has been the opposite. Non-work among prime-aged men has
grown dramatically over the past 40 years, and has done so unevenly across racial groups
(Charles et al., 2016; Bayer and Charles, [2018; |Abraham and Kearney, 2020; Coglianese,
2018)). Today Black men and women have comparable participation rates. These factors
highlight the need for more analysis of racial differences in the participation margin than
has heretofore been the case, and for more focus on the racial differences in women’s

outcomes more generallyf_f]

3See also [Darity Jr et al.| (1998) and |Grodsky and Pager| (2001)) for discussion of growing heterogeneity
among Black workers in wages, earnings, and income.

4Several papers examine racial differences in labor market outcomes among women, both historically
and in the present. In addition to|Goldin| (1977) and [Boustan et al.| (2014)) on participation differences, a
number of papers focus on occupational segregation and mobility, wage and household income differences,
household structure, and unemployment. An inexhaustive list includes Bailey and Collins| (2006)); Moody
and Jr.| (2018)); Sundstrom! (2000); |Althoff] (2023)); Sundstrom| (1992); and [Pettit and Ewert| (2009). In
addition, recent work examines the role of racial dynamics within the firm and firm evaluation and



Little engagement in the literature with the issue of race in an international context
is another characteristic feature of the bulk of the summary work on racial labor market
differences. Despite differences in history, national wealth, or political organization, the
U.S. shares with many other countries a racially diverse population. Comparing trends
in racial labor market disparity in other countries to patterns in the U.S. gives a valuable
sense of the scale of racial convergence or divergence in the U.S. and may indicate the
extent to which U.S. patterns are unique or influenced by factors that transcend national
boundaries. A major focus of the literature on racial gaps has been on Black-White gaps,
along with some consideration of gaps between Hispanic Americans and non-Hispanic
White Americans. A much smaller literature considers the relative economic status of
Asian Americans or Native Americans, often due to limited sample sizes for analysis in
census micro-data samples or survey-based data sources. Almost none of the literature
considers the long-run evolution of these gaps both because of sample size limitations as
well as changes in racial categorization or questions on self-identification with different
racial categories.

Even if one is narrowly concerned only with documenting and understanding Black-
White patterns within the U.S., the shifting immigrant makeup of Black Americans raises
a different important dimension of internationalization. African-descended persons from
Africa, the Caribbean, and elsewhere constitute one of the fastest-growing immigrant
groups to the U.S. (Hamilton, 2019). How does the summary picture of racial disparity
in labor market outcomes change when first- and second-generation Black Americans are
added or removed from the analyses? Given the well-known phenomenon of selective
migration, there may be important differences between native-born racial minorities and
immigrants of the same racial groupl’] Not accounting for the changing prevalence of
immigrants within the Black population, as has been common in the literature, may
cause analysts summarizing descriptive facts to erroneously attribute relative gains or
losses observed for the Black population over time to changes in how race — “Blackness”
—is treated in the labor market, rather than being, at least in part, due to the composition
of those who are treated as Black[

Whatever the collective empirical approach taken or issues ignored in the existing
descriptive literature, there is little disagreement about the basic picture this work shows
of a multi-decade period of substantial convergence followed by an ongoing period of
substantial persistent disparity. What factors have been important for driving the evolu-

tion of these patterns, and which factors will matter for the future relative labor market

promotion policies in driving racial gaps among women (Linos et al., [2024)).

5See, for example, Butcher| (1994) and [Mason| (2010).

6This scant attention paid to international considerations does not extend to work studying relative
outcomes for Hispanic Americans, where accounting for immigrant status in any analysis of relative
outcomes has long been standard (Antman et al., [2023).
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success of racial minorities? There is far from consensus on these questions.

Labor economists have mainly relied on a small set of theoretical models to analyze
why race might determine outcomes in competitive markets. The benchmark framework
for discussing differences in labor market outcomes between individuals of different racial
groups, or indeed any other ascriptive trait, follows the standard neoclassical assumption
that agents’ treatment in the labor market is determined by their productive capacity—or
their “skill.” Economists seeking to understand racial gaps have traditionally first asked
whether skill differences can explain outcome gaps before turning to alternative accounts.

The main alternative account in the literature is that racial minorities receive worse
treatment in the labor market relative to White workers of comparable skill. These
models of labor market discrimination come in two primary forms. The first is prejudice-
based models, which contend that individuals are discriminated against by market actors
(employers, customers, or co-workers) who harbor adverse, racially bigoted sentiments
against them (Becker, |1957; Lang and Spitzer} 2020)). The other historically prominent
type of racial discrimination model focuses on the difficulty a decision-maker (who may be
entirely free of prejudice) faces in forming an assessment of agents’ actual skill levels. In
these statistical discrimination models, labor market decision-makers supplement their
limited information about any given person with information about the traits of that
individual’s group. Because of historical differences in skill across racial groups, individual
racial minorities are ascribed less skill than their otherwise identical White counterparts
and thereby receive worse market rewards (Phelps, |1972; |Aigner and Cain, (1977} |Arrow),
1973a}; [Lang and Spitzer], 2020)).

Determining the portion of the observed racial disparities in labor market outcomes
attributable to productivity or skill (and thus the remaining, unexplained portion that
arises from external factors such as any racial discrimination agents face) is an immensely
challenging problem because of the empirical difficulty of accounting for skill. A person’s
level of education is commonly treated by economists as indicating their skill, partly
because it is the main vehicle by which people develop their formal knowledge and com-
petencies, and partly because the main data sources used by economists report individual
education. Years of schooling completed, often self-reported by respondents, is the edu-
cation information available in most data sets. Yet, even the number of years a person
has attended school, without further information about such things as the quality of the
instruction they received or the type of student they were, only imperfectly captures
whatever “productive skill” one believes education imparts. Perhaps more importantly,

traditional data do not capture other important aspects of an individual’s “skill” at all.ﬁ]

"Darity Jr and Mason| (1998) point out a number of issues with regression-based evidence that skill
differences explain the entire racial earnings gap, including sensitivity to the set of included controls and
differences in the returns to education in Black versus White samples. Others point out the importance



Some scholars argue that, whereas discrimination was once perhaps the dominant
factor affecting Black individuals’ labor market outcomes, its impact relative to that of
racial skill differences has waned dramatically over the past fifty-plus years and may even
have faded into insignificance today. By this view, the sharp closing in Black-White labor
market gaps and the persistent disparities that remain are due principally to the dramatic
but incomplete closing of the difference in skill between Black and White workers (Neal
and Johnson, [1996; [Loury, [1998; Fryer Jr, 2011). This position was the focus of the most
recent Handbook of Labor Economics Chapter to discuss racial labor market differences.
Other scholars have vigorously contested this argument, but various facts suggest its
possible validity.

One such supportive fact is that, at the aggregate level, the narrowing of racial gaps
in labor market outcomes over the past several decades coincided with the sharp closing
of the once-massive racial differences in educational attainment (Margo, 1990; Card and
Krueger), 1992)ﬁ Further, controlling for education in individual-level analyses explains
much of the racial gap in wages and other outcomes (Fryer Jr, 2011)). Strikingly, the
explanatory power of education increases when regressions use other, better-measured in-
dicators of true educational attainment and actual productive capacity than self-reported
years of completed schooling (Neal and Johnson| 1996)). It is also true that surveys re-
veal a significant secular decline in reported racial prejudice-something that presumably
undergirds (at least one main type of) racial discrimination. A logical inference from
these various pieces of evidence is that unexplained gaps might disappear if we could
empirically capture all currently unmeasured skillsﬂ

Notwithstanding this strongly suggestive evidence, is there reason to suppose that
discrimination or other external forces besides skill account for important aspects of
unexplained gaps? It should be clear that labor economists seeking to establish defini-
tively that discrimination partly explains racial gaps have historically faced a large, and
possibly even insurmountable, burden. Irrespective of how careful their analysis is, the

criticism can always be made that there is some racial skill difference that standard

of non-cognitive skills as a determinant of earnings and the rising importance of social skills in the labor
market (Heckman| [1998; [Heckman and Rubinstein, [2001; Deming}, [2017)).

8 Another important line of research has documented the causal impact of school integration policies
that have help closed—albeit incompletely—racial education and labor market outcome gaps (Johnson,
2011}, 12019).

?The effect on residual racial wage and earnings gaps of controlling for education and other indicators
of knowledge in standard regressions is contested in the literature. Following on work by |O’Neill (1990)),
Neal and Johnson| (1996)) find that controlling for scores on the Armed Forces Qualification Test (AFQT)
sharply reduced the Black-White wage gap in a sample of men, with a residual gap that is statistically
insignificant. However, subsequent analyses have found that the age at which education is measured
changes this result, with some authors finding that schooling measured at the time of the AFQT—see
Rodgers IIT and Spriggs| (1996]) and |Carneiro et al.| (2005)—or as completed schooling later in life (Lang
and Manovel |2011)) results in the reappearance of significant racial gaps.



regression-based approaches fail to account for well or at all.

One way that scholars have dealt with the difficulty of accounting for differences in
skill or other relevant traits in discrimination studies was to conduct audit study analyses
in the ﬁeld.lﬂ In these studies, analysts send pairs of individuals of different racial groups
to the same decision-making entity (a firm, landlord, etc.). Since, by design, each member
of this pair had the same qualifications, differences in the treatment received by resumes
signaling Black vs. White applicants in the pair, it is argued, reflect racial discrimination.
One obvious problem with this approach is the necessarily small scale on which scholars
can generally implement such experiments. An even more problematic concern is that
subjects, who know the point of the study, might exhibit behaviors in their interactions
with decision makers that bias the discrimination finding, also known as experimenter
demand effects[]

In recent years, a series of highly influential papers have extended and improved upon
the audit study method not by sending pairs of actual persons to some firms, but rather
by sending to a much larger set of firms identical resumes of applicants, differing only
in the racial group that the name of the applicant is meant to signal@ The findings
from this work of differential treatment for Black (or rather for “Black” resumes) show
powerful quasi-experimental evidence of the differential treatment based on race.

Another important set of empirical papers studies the impact of varying the amount
of information available to employers on the labor market outcomes of individuals be-
longing to different demographic groups. This line of research seeks to test two broad
implications of models of statistical discrimination: (i) that employers should rely more
on observable attributes of job applicants or workers when information about individual
skill or productivity is limited or restricted and (ii) that individuals facing statistical
discrimination will be more likely to undertake costly actions to credibly signal more
information to the market (and avoid statistical discrimination) whenever this is pos-
sible. Collectively, these papers provide a clear pattern of results consistent with the

presence of significant labor market discrimination, especially against young Black men

10Gee, for example, the seminal study by [Pager| (2003)) in which pairs of individuals differing in stated
criminal history applied for various positions to test for changes in employer callback rates based on
criminal records.

1Some have criticized audit studies for failing to capture effects of interest, such as those on the
marginal vs. average firm (Heckman! [1998). Furthermore, these studies are not equipped to capture
equilibrium market effects, including effects of employer discrimination on sorting of workers into firms
or on-the-job search behavior of members from the discriminated group.

12Gee, for example, [Bertrand and Mullainathan| (2004) for a highly influential study. Bertrand and
Duflo| (2017)) comprehensively review the literature of experiments on discrimination. [Kline et al.| (2022)
build on Bertrand and Mullainathan| (2004) by expanding the analysis to over 100 large employers.
Potential limitations of these types of studies have been raised. In addition to the criticism levied by
(Heckman!, [1998]), others question the signal included in the specific names used or the morality of audit
studies and the deception required as part of the experimental design (Fryer Jr and Levitt], |2004; Kessler
et al., 2019).



without college degrees seeking employment in the private sector. The strength of this
general conclusion is bolstered by the fact that the empirical analyses exploit many dis-
tinct sources of variation in information available to employers including: (i) “ban the
box” polices that restrict the collection of information on criminal histories (Agan and
Starr, 2017; Doleac and Hansen, 2020; Craigie, 2020); (ii) the availability of random drug
testing (Wozniak), 2015); (iii) occupational licensing (Blair and Chung, [2017)); (iv) college
attendance (Arcidiacono et al., 2010)); and (v) years of labor market experience (Altonji
and Pierret, 2001).

These findings are consistent with more indirect evidence documenting subtle asso-
ciations between unexplained racial wage gaps, racial segregation in the labor market,
and local racist sentiment, phenomena that align with predictions of textbook models of
discrimination and that are otherwise difficult to explain (Charles and Guryan) 2008). It
is also noteworthy that racial minorities, and Black individuals in particular, consistently
report experiencing discriminatory treatment (Alesina et al., [2021)). These pieces of ev-
idence point to the continuing importance of race-based discrimination, or some closely
related phenomenon.

The difficulty of separating the role of skill differences from discrimination is not
all that frustrates scholars’ efforts to understand racial differences in the labor market
over the past years and into the future. Further complicating matters are various dra-
matic shifts in the overall structure of the economy, including the spatial re-location
of economic activity, innovations in production technology such as skill-biased technical
change, deindustrialization and the rise of services, the erosion of labor market insti-
tutions governing wages and the employment relationship, and changes in trade pol-
icy. These economy-wide changes—putatively autonomous, undirected, and unrelated to
racial considerations—may affect the relative labor market realizations of racial groups
because their histories differentially expose them to these forces.ﬁ

The massive literature on racial gaps is too large to review comprehensively in the
space available in this Handbook Chapter. Moreover, many excellent reviews already
exist in the literature. Instead, having highlighted some of the issues that drive racial
labor market differences and identified some open questions in the literature about the
magnitude of and explanations for the evolution of racial gaps, we first present below a
simple decomposition framework for analyzing group differences that encompasses vir-
tually all of the forces that affect racial labor market differences both now, historically,

and in the future.

13See analysis by (Goldin and Margo (1992) on the “Great Compression” in national wages and the
earnings distribution that began in the 1940s and extended to roughly to 1980. Several papers analyze
the growing inequality in the national wage and income distributions in decades since, including [Katz
and Murphy| (1992), Piketty and Saez| (2003), [Katz et al.| (2008]), and [Saez and Zucman| (2020)).



The decomposition method collapses forces down into two broad bins or sets of con-
siderations. One of these bins consists of race-neutral factors in the sense that a Black
and White person at the same location in the national distribution of earnings would be
identically affected by that change. We call these forces the distributional component
of convergence or divergence. The second set of factors in the framework, which we call
positional, consists of race-specific forces, in the sense that they have a different effect on
a Black versus a White person at roughly the same position in the national distribution.

One of the key strengths of our framework is its adaptability. It can be used to
analyze various aspects of group differences, not just the level difference in outcomes.
We demonstrate its versatility by applying it to the growing socioeconomic heterogeneity
within the Black population, for example, and to the analyses of the participation margin
under specific conditions.

Using this method, we first present an overview of Black-White labor market gaps
for the decades from 1940 to 1980, including new results for women. We interpret these
results through the positional and distributional forces that have shaped Black relative
labor market performance from the Jim Crow to the civil rights period. Institutional
barriers erected against Black Americans in employment, education, and politics slowed
racial progress after the Civil War. The civil rights era ushered in dramatic reductions in
earnings gaps, which signified both the efficacy of policy as well as the importance of race-
specific factors for labor market gaps prior to the 1960s. At the same time, labor market
institutions such as the minimum wage and unions reduced racial gaps by boosting the
relative earnings of low-wage workers, a group that is disproportionately Black.

Next, we consider changes to economic conditions as well as the American social
landscape that have either shaped or stalled racial convergence since 1980. Skill-biased
technical change and the loss of low and middle income jobs through trade-induced shocks
reversed the effects of distributional compression earlier in the 20th century and widened
racial disparities. Immigration, mass incarceration, and racially distinct patterns in rising
women’s and falling men’s labor force participation necessitate a broader view of racial
inequality beyond Black-White gaps (typically among men) and beyond the U.S. We
provide and discuss new results along these lines in this section.

We then review the evidence on how race-specific factors, primarily prejudice against
racial minorities, have affected racial gaps in the 20th and 21st century. The role of racial
discrimination after the civil rights era is much debated. We discuss how the coexistence
of measured reductions in racially prejudicial sentiment alongside evidence of race-specific
differential treatment in the labor market will shape a number of empirical and theoretical
issues that scholars will grapple with in the future. These include questions such as racial
differences in perceptions of discrimination as well as frictions in the labor market that

can amplify the effects of even a small amount of discrimination in the economy.
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We conclude with a discussion of future directions in the literature on race in the labor
market, including alternative approaches to modeling discrimination and a reassessment

of the race-neutral nature of a number of our social policies and labor market institutions.

2 Measuring Changes in Inter-group Inequality

In this section, we introduce two empirical approaches that are helpful for understand-
ing the factors driving changes in inter-group inequality over time. The goal of both
approaches is to understand changes in the economic well-being of members of different
groups as a function of two broad types of economic changes to the economy: positional
and distributional convergence (or divergence). Positional convergence (or divergence)
refers to changes in inequality due to movement in the relative position of members of
each group within the overall economy. Such changes might occur, for example, due
to a decline in discrimination against members of certain groups or to a convergence in
educational opportunities that better equalizes labor market skills across groups. Distri-
butional convergence, on the other hand, measures changes in inequality due to generic
shifts in the economy — i.e., changes that are purportedly neutral in the sense that their
impact on individuals does not depend directly on their group affiliation. Such distribu-
tional changes can have differential impacts on groups depending on where their members
are initially placed in the economy. A recession that hits workers marginally attached to
the labor market especially hard, for example, will naturally have an outsized negative
impact on groups that are over-represented among these workers.

We begin this section by presenting an approach based on quantile regressions that,
while remarkably simple, often reveals striking patterns in the data indicative of the roles
of distributional and positional change in driving changes in group inequality over time.
In particular, this approach examines the movement in both earnings level gaps, which
have received much of the attention in the economics literature over the past several
decades, and earnings rank gaps, which highlight movement in the relative position of
members of different groups in the earnings distribution. Earnings rank gaps, especially
when they do not co-move with level gaps, can highlight distinct roles for positional and
distributional convergence in driving changes in earnings inequality at particular points
in the historical record. This quantile regression approach can also be used to measure
level and rank gaps at quantiles throughout the earnings distribution, which can uncover
distinct patterns in the evolution of inequality at, for example, the top versus middle of
the earnings distribution.

We then present a second approach: a non-parametric decomposition method de-

veloped in Bayer and Charles| (2018) for dividing changes in group inequality over any



historical time period into components due to distributional and positional change. An
attractive feature of this approach is that it can be used to examine changes at any
position in the economy — e.g., to study separately how these two types of economic
forces affect inequality at the top, middle, and bottom of the earnings distribution. This
approach can also be used in some circumstances, which we describe below, not only
to study earnings inequality among working individuals, but also to understand how
positional and distributional forces shape the employment margin itself. The decom-
position method also naturally accommodates any number of dimensions of observable
heterogeneity, allowing a rich characterization of the general impact of positional and

distributional changes on group inequality over time.

2.1 Estimating Earnings Level and Rank Gaps

Consider members of two groups, a and b. Write the earnings F for the members of
these two groups as a function of their perceived skill level, ¢, as: f%(q) and f(q),
respectively. We use the term “perceived skill” here to capture the notion that labor
market outcomes may reflect differences in actual skills but also other factors, such as
racial discrimination, which lead to a labor market penalty for members of certain groups.
One way to conceptualize this penalty is that employers treat these workers “as if” their
skills are lower than they actually are.

Using individuals in group a as the reference group, we can, without loss of generality,
normalize the skill distribution for group a in each period to be distributed uniformly
on the unit interval. With this normalization, f; maps each percentile ¢ of the skill
distribution of group a to the corresponding level of earnings. Now consider a member
of group b at the ¢*" percentile of group b’s skill distribution. Using their earnings level,
this person can be mapped to a corresponding quantile of group a’s earnings distribution.
We write this mapping as: ¢f'(q). So, for example, the person at the median of group b’s
earnings distribution might have earnings that place them at the 25" percentile of group
a’s distribution. In this case, ¢f(50) = 25. Notice that the mapping, ¢f(¢), encompasses
two important underlying reasons why a member of group b might sit at a lower point in
the earnings distribution of group a: (i) differences in actual skill levels and (ii) differences
in skill as perceived by the market, due, for example to labor market discrimination or
differential access to job opportunities.

Using the above mapping of perceived skill into earnings for each group, we define an
earnings level gap between the two groups as follows: GY(E) = f2(q)— f(q) = f*(q¢*(q))—
f(q). Earnings level gaps, particularly at the median, have long been an object of study
in the racial and gender wage gap literature. We suggest scholars supplement earnings

level gaps with the use of earnings rank gaps as a complementary tool. The earnings
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rank gap is simply defined as follows: G%(rank) = ¢f(q) — q. It measures where in
group a’s distribution a member of group b at the ¢*" percentile of their own distribution
falls. As we will show, the movements of earnings rank and level gaps during certain
historical episodes — especially when they move in opposite directions — can often be
used to distinguish important roles for distributional and positional changes directly in
the data.

Figure 1
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Figure reproduced from Bayer and Charles| (2018)).

Notes: This figure plots two cumulative distribution functions for the log earnings of Group a and Group
b. The horizontal line at percentile, ¢, serves as an example of an arbitrary percentile. The earnings gap
at percentile ¢ is the horizontal difference between the earnings of Group a and Group b at the percentile
g, noted as G9(FE). The rank gap in earnings is the vertical difference between Group a’s position in the
earnings distribution and the position that same earnings level holds in Group b’s earnings distribution.
The rank gap is defined as G(rank).

Earnings level gaps provide a direct measure of differences in the material well-being
of the racial or ethnic groups being studied. They can be estimated at any quantile, ¢,

using the quantile regression equation:

log(Ey) = oy(q) + Bi(q)ri + 71 (0) Xit + €4 (q) (1)

where r; is an indicator for individual ¢’s race or ethnicity and X includes a series of
controls such as age. [!(q) provides an estimate of the earnings level gap (in logs) at
quantile g for each race and time period, t. The error term satisfies the conditional

quantile restriction: Q,(el|r;, X;) = 0.
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The earnings rank gap can be estimated with the same dataset by simply trans-
forming the dependent variable to be the individual’s percentile in the White earnings

distribution, rank(). The corresponding regressions are given by:

rank(Ey) = aj(q) + 87 (@)ri + 7 (0) Xie + €;,(q), (2)

with 7 (¢q) providing an estimate of the rank gap at quantile g for each race and time
period, t. The rank gap is an estimate of the difference in rank position in the White
earnings distribution of a Black and White individual each at the ¢'® percentile of their
own race distribution. Rank gaps characterize the relative position of members of two
racial or ethnic groups within the earnings distribution at a given point in time.

The empirical requirements for estimating earnings level and rank gaps include large,
representative microdata on earnings with information on demographic characteristics.
For the purposes of racial gaps, information on racial group is required while additional
information, such as age, gender, and education can be used as controls or for decom-
posing gaps by gender or education group. In the U.S., such microdata on earnings are
most widely available through the U.S. Census, starting in 1940. However, the informa-
tion needed to explore racial earnings gaps in other countries is becoming increasingly
available, and we discuss evidence from other contexts as well as future directions for

work on race outside the U.S. later in this chapter.

2.2 Decomposing Changes in Inter-Group Inequality

We now introduce a non-parametric decomposition method that we apply later in the
chapter to quantify the role of distributional vs. positional forces in the 20th century
dynamics of earnings gaps between Black and White men in the U.S. Of particular
interest is the role of these forces on the employment margin, which we show under
certain circumstances and assumptions, can be readily incorporated into this framework.
Our decomposition extends the method developed in [Bayer and Charles (2018) and as
such follows the setup and notation used there quite closely. We discuss generalizations
of the framework, as well as some limitations, in the subsections below.

Using the structure described above, we can write the change in the earnings gap at

quantile ¢ from period 0 to period ¢ as:

(g (@) = (@) = (f5(h(@) — f5(a)) (3)

Adding and subtracting terms yields a decomposition into distributional and positional
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components:

[(f7(a5 () = f5(a5(@) = (f(a) = fe(@)] + [ (g (@) — £(a6(a)] (4)

The first bracketed term measures distributional convergence or divergence. It captures
how generic changes to the overall earnings distribution differentially affect members of
groups a and b. Such changes can have an substantial impact on group inequality when
(i) members of groups a and b are initially located at different positions in the earnings
distribution and (ii) these generic changes to the economy disproportionately benefit or
harm individuals at various positions in the distribution.

The second bracketed term in equation 4| captures positional convergence or diver-
gence. It measures changes in how the labor market rewards individuals of groups a and
b in the same initial quantiles of their respective group’s earnings distribution due to
shifts in relative position. A reduction in inequality might come about due to positional
change if, for example, convergence in educational opportunities reduces differences in
actual skill levels between members of groups a and b or due to a decline in labor market
discrimination or occupational exclusion that had caused members of one of the groups
to face a substantial earnings penalty.lﬂ

To calculate the distributional component of the change in the earnings gap we con-
duct a simple counterfactual simulation that measures how the gap at quantile ¢ would
have changed if the members of groups a and b had held their positions in the overall
earnings distribution at those observed at time 0, but the earnings associated with each
point in the overall earnings distribution were updated to reflect the earnings distribution
in period t. In essence, this simulation applies the new earnings distribution, with all of
its changes in structure and shape, as if there had been no change in position. The posi-
tional component of the decomposition is then simply the difference between the actual
and simulated gaps in period ¢. This change naturally picks up the change in earnings
inequality from 0 to ¢ due to movements of members of groups a and b relative to one
another within the distribution[™]

We extend this decompositional approach to examine changes in the employment
margin. Figure [2| uses vertical lines to indicate the fraction of members of each group
in each period with zero earnings — i.e., not working. The figure illustrates an example
in which employment rates are decreasing for both groups between 0 and ¢. The actual

change in the employment gap for this example is given by the change in the vertical

14Notice that equation 4] is fully unconditional — i.e., does not include any observable measures of
education or skill. We discuss extensions of this framework to incorporate multiple dimensions of skill
in Appendix

15 Additional practical details for estimating the components of the decomposition can be found in
Bayer and Charles| (2018).
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distance from ¢,q, to Q,Q,. Notice that this change corresponds to a shift of the members
of group b in the lowest percentiles of the earnings distribution with positive earnings
at time 0 — i.e., those in the ¢,Q), range — out of employment by period ¢t. To calculate
the distributional component of the employment gap from 0 to t, then, we measure
the fraction of members of group a who had earnings at time 0 corresponding to the
same range of earnings distribution that shifted into non-employment for group a. This
provides a measure of the predicted change in employment for members of group b based
solely on distributional economic forces and is given by the vertical segment Q),q’ in the
figure. The distributional component of the change in the employment gap is measured
as the difference in vertical distance from ¢,Q, to ¢,q’, while the positional component is

given by the vertical distance of segment ¢'Q;.

Figure 2
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Notes: This figure illustrates the decomposition of changes in unemployment (the percentile of each
group with 0 potential earnings) differences between demographic groups a and b into components of
distributional and positional convergence. The solid black line is the CDF in period 0 for Group b, and
the dotted gray line is the CDF in period ¢ for Group b. Group a is assumed to experience no change
in the distribution of earnings from time 0 to ¢, with the same solid blue line for both periods. The
dashed and solid vertical red lines intersect the percentiles of the distributions up to which individuals
are unemployed at times 0 and ¢, respectively.

As is indicated by the positions of the zero earnings lines in periods 0 and ¢ in the
figure, our approach assumes that workers moving into unemployment come from the
lowest quantiles of the reference earnings distribution. We believe this is a reasonable
assumption to make when applying this decomposition approach to increases in unem-

ployment. Further, in some datasets, this assumption can be tested empirically — for
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example, when one can observe the prior earnings positions of workers who move from
employment to unemployment. By contrast, during periods of increases in employment,
it is far more difficult to predict which members of each group (previously not working
at time 0) would be drawn into the labor market at time ¢, particularly as we do not
observe earnings for this group. As a result, a limitation of the decomposition developed
here is not well suited to understanding the forces driving movement into employment.

These caveats are relevant for understanding changes in racial gaps among men vs.
women during the 20th century. In the case of Black vs. White gaps among women in the
U.S., for example, Black women have historically demonstrated higher levels of labor force
participation than White women (Goldin, 1977} [Boustan et al.,|2014). Increases in racial
gaps among women over time may therefore stem from increased participation by White
women with high earnings potential who were previously not engaged in market work
due to different norms around Black vs. White women’s working. For men, by contrast,
historically a group with extremely high rates of labor market participation, movements
out of employment typically come from the bottom of the earnings distribution.

In the next section, we examine changes in Black-White earnings gaps historically
in the U.S. focusing on men — both working and non-working — as well as women. For
the latter, given the selection into employment, we focus on working women only and
discuss potential changes in the composition of working women and their implications

for interpreting changes in earnings gaps among women.

3 Looking Back: Black-White Earnings Gaps From
Mid-Century Through the Civil Rights Era

In this section, we present results on earning gaps from 1940 — when large, nationally rep-
resentative microdata on labor income becomes available through the Census — through
the year 1980. This time period spans World War II and the post-war national economic
boom. The early part of this four-decade window overlaps with Jim Crow, the system
of racial discrimination and exclusion that followed the Civil War and which ended in
the late 1960s. The latter part of this four-decade window witnessed the activism and
protests in support of racial justice that launched the civil rights struggle, and by 1980,
the overwhelming majority of laws, policies, and programs that were the product of those
efforts had been in place for years. This period also coincides with major reductions in
inequality — i.e., the Great Compression from 1940-1950 — and expansive social policy —
i.e., increases in the minimum wage as well as other Great Society programs enacted in
the 1960s.

This part of our analysis covers labor market differences between U.S.-born, non-
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Hispanic Black and White men — the contrast traditionally studied in the literature on
labor market racial inequality in the U.S., especially before 1980 — as well as results on
labor market differences between Black and White women, the focus of a much smaller
literature covering this time period. The results in this section are based on samples
drawn from the decennial Census in 1940, 1950, 1960, 1970, 1980. We restrict attention
to adults aged 25-54 to avoid issues related to schooling and retirement. We include
analyses of racial differences for other racial groups in the U.S., including some estimates
new to the literature, later in the Chapter.

We first present employment rates for Black vs. White men and Black vs. White
women over this time period in Figure 3] Both Black and White men had employment
rates greater than 75% throughout this period, consistent with strong labor demand
during WWII and the post-war era, with some declines by 1980. By contrast, women
had far lower employment rates, due to lower participation in the labor market (labor
force participation rates for women are also shown on the figure). Notably, Black women
had higher rates of participation than White women throughout this period. These results
highlight one of the key nuances in studying racial gaps in labor market outcomes among
women. To abstract from the fact that non-participating women do not necessarily come
from the bottom of the potential earnings distribution, we instead focus on women who
are already working['%]

We next present results on the earnings level and rank gaps based on estimating
equations [I] and [2| conditioning only on agell’] Panels (a) and (b) of Figure [4] show
estimates of the Black-White earnings level gaps for men and women at the 50th and
90th percentiles for the 1940-1980 time period. Panels (a) and (b) of Figure [5 show
estimates of the Black-White earnings rank gaps for both groups. Focusing first on the
level gaps, it is immediately obvious that this time period was one of rapidly increasing
racial earnings equality in the United States. For men, the median level gap fell almost
in half, from 100 log points in 1940 to just over 50 in 1970 and 1980. Convergence among
working women was even stronger — the median gap fell from nearly 100 log points to less
than 3 by 1980. Similarly, the gap at the 90th percentile for men closed by over half over
this time period, from 80 to 37 log points. For working women at the 90th percentile, the
gap fell dramatically between 1940 and 1950 — from nearly 80 to around 30 log points —
and continued to converge through 1980/

60Qur sample mirrors the sample selection choices of Bailey and Collins (2006), who focus on wage
and salary earners. Additional details on the sample construction are available in Appendix @

IT"We construct six age bins: 25-29, 30-34, 35-39, 40-44, 45-49, 50-54.

BMost of the literature on Black vs. White women’s labor market gaps during this period focuses
on participation and employment gaps, occupational segregation, the ratio of Black-to-White working
women’s earnings, or mean differences in earnings. Bailey and Collins| (2006]) also includes analysis of
gaps along the distribution of weekly earnings for Black and White working women. They find that Black
working women at the 50th percentile of the weekly earnings distribution fell at the 10th percentile of
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Figure 3: Black-White Employment Rates, 1940-80
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Notes: This figure plots employment rates across racial and gender groups from 1940-1980. Panel (a)
shows the employment rate among White and Black men, and panel (b) shows the same for women.
The sample is restricted to adults between the ages of 25 to 54 at the time of each census. Dashed lines
display the labor force participation rate (LFP) and solid lines display the employment rate (Emp).
Data sources: Decennial Census 1940, 1950, 1960, 1970, 1980.

Strikingly for men, changes in rank gaps do not mirror changes in level gaps during
this time period. The Black-White rank gap at the median for men, for example, actually
increased substantially from 27 to 32 percentile points between 1940 and 1960, a time
period during which the median level gap closed by about a third. The movements in
opposite directions of these two measures of inequality signal the importance of broader
distributional changes in the U.S. economy during this time period. In particular, there
was a dramatic compression of the earnings distribution from 1940 to 1960 that brought
the earnings of workers in the lowest quartile of the distribution much closer to the me-
dian, and those in the middle much closer to the top. Thus, despite losing position in the
earnings distribution relative to White men, the median Black man actually significantly
closed the level gap with the median White man during this time period because of the

power of these distributional changes.

the White women’s distribution in 1940, climbing to the 15th percentile by 1950. For the 90th percentile
of Black women, they find that they fall at the 50th percentile of the White women’s distribution and
climb to the 65th percentile by 1950. We focus, by contrast, on total annual wage and salary income for
this sample of working women, thus incorporating potential changes in the number of weeks worked by
both groups.
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Figure 4: Black-White Earnings Level Gaps, 1940-80
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Notes: This figure illustrates the racial earnings gaps from 1940 to 1980. Each point measures the
difference in log earnings between Black and White adults in each decade, with the red lines tracing
differences between the median log earnings in each racial group and blue lines tracing differences in log
earnings of those at the 90th percentile in each racial group. Panel (a) provides estimates of the racial
earnings gaps for working-aged Men, and panel (b) provides estimates of the racial earnings gap for
working women. In panel (a), the sample is restricted to non-Hispanic Black and White men aged 25 to
54 at the time of each census. We include all men in this age group regardless of working status. In panel
(b), the sample is women aged 25-54, but restricted to working women following the sample restrictions
in Bailey and Collins| (2006)). More details on these sample restrictions are available in Appendix
Data sources: Decennial Census 1940, 1950, 1960, 1970, 1980.

In contrast to the 1940-60 period, the years between 1960 and 1980, which marked the
height of civil rights activity, were characterized by a sharp improvement in the relative
position of Black men in the earnings distribution, especially near the top. The 90th
percentile Black man, for example, moved from about the 53rd percentile of the White
distribution in 1960 to the 72nd percentile by 1980. While not as large a movement, the
median Black man also increased position over this time period, moving from about the
18th percentile of the White distribution in 1960 to the 26th in 1980. The picture for
working women, by contrast, shows steady reductions in rank gaps at both the median
and the 90th percentile over this whole period. Rank gaps at the median for working
women fell from 37 to 34 log points between 1940 and 1950 and then witnessed even
more dramatic convergence, falling to less than 2 percentile points by 1980. At the

90th percentile, rank gaps fell dramatically almost every decade between 1940 and 1980,
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Figure 5: Black-White Earnings Rank Gaps, 1940-80
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Notes: This figure plots Black-White earnings rank gaps for men in panel (a) and women in panel
(b) from 1940 to 1980. The median (90th percentile) earnings rank gap is defined as the difference in
percentile points between the rank in the Black distribution that a Black person with median (90th
percentile) earnings has and the rank they would have in the White distribution, given their current
level of income. In panel (a), the sample is restricted to non-Hispanic Black and White men aged 25
to 54 at the time of each census. We include all men in this age group regardless of working status.
In panel (b), the sample is women aged 25-54, but restricted to working women following the sample

restrictions in Bailey and Collins| (2006). More details on these sample restrictions are available in

Appendix [B]
Data sources: Decennial Census 1940, 1950, 1960, 1970, 1980.

converging from a gap of 43 percentiles to about 1 percentile point.

For the 1940-80 period as a whole, for men, the earnings rank gap at the median
closed only 3 percentile points, but this coincided with a reduction of almost half the
earnings level gap over the same period. Thus, at the median, the results suggest that
while both types of forces mattered for earnings gains by Black men, the overwhelming
driver of reduced racial inequality from 1940 to 1980 were distributional forces that
saw the broadening of the middle class and a sharp increase in wages for workers in
the bottom half of the earnings distribution, regardless of race. In contrast, positional
factors, presumably reflecting the impact of changes like the opening of universities and
professions to all races, and the outlawing of overt labor market discrimination, were a

more significant driver of gains experienced by the highest-earning Black men.

19



For working women at the median, distributional forces may be a more important
driver of convergence between 1940 and 1950, but from 1950 onwards, both types of con-
vergence are rapid and striking. For working women at the top, both types of convergence
have been strong over the full period.

Why does the degree of convergence differ so much for men vs. women over this
period? It is important to highlight that the results for men are based on all men, re-
gardless of whether they work while those for women restrict to working women. Thus
our results for men include shifts in the employment margin. To interpret the movement
in the resulting earnings gaps as reflecting meaningful changes in relative earnings po-
tential or opportunities requires the additional assumption that men with zero earnings
(for whatever reason) would have earnings opportunities that would place them at (or
near) the bottom of the earnings distribution should they have participated in the labor
market. In our view, this is not an unreasonable assumption when comparing Black and
White men for the period studied in this Chapter.

For women, however, there is a steady rise of women’s labor force participation for
both groups, and the gap in labor force participation between Black and White women
also closes significantly over this period. Because of the very different nature of selec-
tion into or out of the labor force, especially among women who have high earnings
potential, interpreting changes in racial earnings and level gaps among women remains a
challenge, one that we hope future work will tackle in greater detailH Later in the chap-
ter, we explore post-1980 patterns of employment by racial group, gender, and education
level. These results will highlight that movement into the labor force may come from
low potential earnings women, whose counterparts among men saw their employment
rates declining. These opposite shifts in labor force participation constrain what we can
conclude from comparable analyses between men and women, but such analyses remain
an important site for future work.

The above being said, the period of 1940-1980 saw clear improvements in the relative
position of Black men and women. What positional and distributional factors drove
changes in Black men and women’s relative labor market outcomes during this period
that spans both major dynamics in overall inequality as well as the dismantling of Jim

Crow after the legislative successes of the civil rights movement? We briefly discuss some

19Althoff (2023) handles this challenge by focusing on household income of women and by studying
married and single women separately for the period from 1950-2019. This work highlights the role of
changing marital status and availability of spousal income in the racial household income gap among
women. The paper shows that household income convergence between single and married Black and
White women follows a similar trajectory as that among Black and White men, but notably without a
worsening in differences that occurs for men at the median during the Great Recession. Presumably,
these results reflect Black women’s different employment patterns during the Great Recession as well
as the reduced exposure of their household income to Black men’s unemployment due to much lower
marriage rates compared to previous decades.
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examples below.

3.1 Some Positional Factors from Jim Crow through the Civil
Rights Era

From the end of the Civil War until the civil rights revolution in the mid-1960s, Black
Americans faced discriminatory legal, economic, political, and social institutions — com-
monly labeled the Jim Crow system — that adversely affected their outcomes in the labor
market and in virtually every aspect of life. This race-specific mistreatment, exclusion,
and discrimination revived the injustices Black Americans experienced under slavery from
which the period of Reconstruction offered a brief but turbulent departure”]

One especially important example of race-specific mistreatment during this period
was the inferior education and training provided to Black Americans. |Margo| (1990) doc-
uments the impact of separate and unequal schooling on Black educational attainment
and the follow-on effects of inferior education throughout Jim Crow society. Compound-
ing the direct effects of lower-quality education was the intergenerational persistence in
educational outcomes — the children of parents with lower levels of education tend to
have lower schooling as well. Although eventually and despite these odds, Black children
over successive cohorts obtained more education, it took major shocks such as World
War II and the civil rights movement that opened up new occupations to educated Black
Americans to catalyze positional convergence.

Other race-specific forces from the Jim Crow period, whose effects partly determined
Black economic status at the start of our study period in 1940, operated directly in the
labor market. An interesting example is provided by Aneja and Xu! (2022), who study the
segregation of the federal civil service under President Woodrow Wilson. In 1913, Wilson
began encouraging the segregation of the federal civil service. The practice quickly spread
and entailed the demotion of Black federal civil servants from white collar positions to
laborer positions within the service. Two cases that illustrate the policy are that of
John A. Davis, a Black civil servant, and Willard A. Pollard, a White civil servant, both
working as clerks and earning the exact same salary prior to Wilson’s presidencyY] After

the segregation of the service, Davis was demoted to a skilled laborer position, eventually

20Scholars have documented the lasting impact slavery had on the economic positions of Black Amer-
icans. |Althoft and Reichardt| (2024) showed that among Black Americans, gaps between descendants of
those enslaved until the Civil War versus those free before the Civil War persist to the present, includ-
ing in income, education, and wealth. The main mechanism for persistence was the greater exposure
of descendants of the enslaved to Jim Crow laws due to their greater propensity to be located in the
South as a result of slavery. Laws segregating the education system and establishing separate schools for
Black children likely contributed significantly to the effect of Jim Crow on reduced outcomes for Black
Americans.

21See Appendix Figure A.IX in |Aneja and Xul (2022).
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climbing to a messenger position at half his former salary. Pollard retained his position
and even saw his salary increase with his tenure in the service. Government positions
were coveted by Black Americans because of the opportunity they represented against a
backdrop of rampant and codified discrimination in the Jim Crow South. John Davis’s
occupation would have placed him high in the distribution of Black income. He was also
at parity with Pollard before Wilson’s policy. After demotion, Davis falls dramatically
relative to Pollard, his White counterpart. This stark episode summarizes the impact of
legalized employment segregation on the relative position of Black men before the Civil
Rights struggle in the U.S.

Some of the gains Black workers experienced during these years were the result of
the expansion of labor market opportunities occasioned by changes in racist policies that
were made because of the exigencies of wartime production needs. |Collins| (2001)) docu-
ments the role of the Fair Employment Practices Commission in combating discrimination
against Black workers in defense production during the war. Aizer et al. (2020) show that
movement of Black workers into semi-skilled occupations due to exceptional demand dur-
ing World War II had a persistent effect on Black relative occupational standing. They
propose a mechanism of employer learning whereby employers previously statistically
discriminating against Black workers updated positively regarding Black workers’ pro-
ductivity during the war. [Ferrara| (2022)) finds similar mechanisms explaining persistent
occupational upgrading among Black workers induced by labor shortages during the war.

The passage and implementation of the Civil Rights Acts of the mid- to late-1960s
represented perhaps the main obvious positional forces working to improve Black work-
ers’ relative labor market performance in these years. Civil rights legislation outlawed
discrimination and unequal treatment on the basis of race in the labor market, and in var-
ious other spheres including education, housing, and healthcare. Reduced discrimination
in each of these different sectors might reasonably have been expected to not only affect
the relative outcomes of Black Americans, but the overall positional effect of these forces
may been magnified by their interaction. For example, the opening up of occupations
from which Black workers had been previously barred would be accelerated by concur-
rent improvements in the quality and quantity of education obtained by successive Black
cohorts (Hsieh et al., 2019). Overall, there is a strong consensus among scholars that the
various Civil Rights anti-discrimination policies drove much of the earnings gains Black
workers experienced in the 1960s and 1970s (Donohue and Heckman), [1991; [Wright), |2013;
Aneja and Avenancio-Leon| [2019) 7]

22Sundstrom| (2000) also argues for a significant role of increased educational attainment in Black
women’s entry into clerical work in the 1960s. However, it’s important to note that anti-discrimination
efforts were also key to opening up further educational and labor market opportunities for Black children.
Disentangling the role that anti-discrimination efforts played in Black women’s breaking barriers into
better paid clerical jobs out of lower paid occupations, such as in domestic service, would be a fruitful
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3.2 Key Distributional Forces: 1940-1980

In 1940, the race-based mistreatment that Black Americans experienced during Jim Crow,
and the long-lasting effects of slavery, led to their overrepresentation at the bottom of
income and wage distribution. Over the next few decades, up through the civil rights era,
race-neutral changes in labor market institutions that equally affected all persons located
at lower positions in the earnings distribution should thus have had an outsized effect on
the improvement in the relative outcomes of Black workers, because of where historical
forces had disproportionately caused them to be located. One example is minimum
wages, which represented a potent distributional force during this period.

Derenoncourt and Montialoux! (2021)) show that the extension of the federal minimum
wage to industries previously exempt from coverage contributed to one-fifth of the de-
cline in racial earnings gaps, similar in order of magnitude to the portion of the decline
explained by federal anti-discrimination legislation and relative schooling improvements.

When it was first adopted, the federal minimum wage applied to a limited set of in-
dustries deemed to affect interstate commerce. Exempt from coverage were agriculture,
retail, and services, as well as state and local government sectors. These exemptions
resulted from a political process during which Southern Democrats opposed the intro-
duction of federal minimum wages in these key sectors of the Southern economy where
Black workers were overrepresented. Sharp declines in the racial earnings gap after 1965
were driven by the industries rolled into federal minimum wage coverage by the 1966
amendments to the Fair Labor Standards Act[*]

Derenoncourt and Montialoux| (2021) leverage the industry variation in coverage to
estimate the causal effect of coverage extension on wages and on the racial earnings gap.
They find that the policy’s impact on wages was twice as large for Black workers as it was
for White (see Figure @ Meanwhile, employment effects were limited. The net result
was that expansion of federal minimum wages to these new sectors led to disproportionate
earnings gains for Black workers and helped close the economy-wide racial earnings gap.
Decomposing the effect of the policy on the racial gap, the authors find that 80% of the
impact was through racial gap declines within the newly covered industries and 20% due
to Black overrepresentation in the newly covered industries. Thus, the majority of the
effect can be explained by Black workers being concentrated in the lowest paying jobs in
the newly covered sectors.

Unions, another important labor market institution affecting the distribution of wages,
also have the potential to affect racial gaps. Unions have historically compressed the wage

distribution, and declining union density in the 20th century has contributed to rising

area for future research.
ZWursten and Reich| (2023), who study state minimum wage law changes in the U.S. since the 1990s,
find that the impact of minimum wages on racial inequality persists to the present.
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wage inequality (DiNardo et al., [1996)). [Farber et al| (2021) show that Black workers

were more likely to be union members throughout the second half of the 20th century

and that the union premium was also higher for Black workers, thus contributing to lower

racial gaps in the union sector.

Figure 6: Wage effect on Black vs. White workers of 1967 reform extending U.S. federal
minimum wage coverage
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Figure reproduced from [Derenoncourt and Montialoux| (2021)).

Notes: This figure shows estimates of the effect of the 1967 federal minimum wage expansion on earnings
for Black and White men. The sample uses data on adults aged 25-55, who worked more than 13 weeks
in the prior year and three hours in the prior week. Wage earners in non-group quarters with non-missing
industry and occupation codes.

Data sources: Current Population Survey.

Forces that exacerbate distributional inequality tend to also exacerbate Black-White

labor market gaps. One such economy-wide distributional factor is international trade.

Batistich and Bond| (2023)) examine the impact of Japanese import competition on Black-

White wage gaps during the 1970s and 1980s, finding that it significantly reduced the rel-
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ative wages and employment of Black workers ] The authors find that the import shock
accounts for 78-96% of the increase in Black-White inequality at the median among men.
Enriquez and Kurtulus (2023) also document the impact of Japanese import competition
on racial gaps during this period, showing that manufacturing operators—an occupation
with an overrepresentation of Black men relative to other occupations in manufacturing
— were most negatively affectedF_gl

A potential area for future work is to revisit major episodes of changes in the re-
turn to skill during the 20th century to examine their impacts on racial earnings gaps.
For example, Goldin and Margo (1992) describe the Great Compression in the income
distribution between 1940 and 1950. A portion of the decline in inequality was driven
by wartime labor market institutions, such as the National War Labor Board; however,
additional factors include increases in the demand for less skilled labor during a period
when the supply of skill in the labor market was expanding. These forces of compression
contrast with the period from 1980 to the present where demand for college-educated
workers increased at a time when college completion rates also slowed. These changes
in the demand for skill account for much of the rise in wage inequality in the last four
decades. Given racial gaps in educational attainment, skill-biased technical change along

the lines described above may have contributed to stagnating Black-white earnings gaps.

4 The Post-Civil Rights Era: Slowed Convergence

and an Altered Social Landscape

Having described the evolution of Black-White inequality for men and women from 1940-
1980, we now focus on the period following the civil rights era, 1980-2022. In transitioning
to this modern period, we can broaden our analysis to provide a much richer picture of
recent changes in racial and ethnic inequality in the United States. In particular, we
extend our analysis to (i) consider additional racial and ethnic groups — namely, Hispanic
Americans and non-Hispanic Asian Americans in addition to non-Hispanic Black and
White groups previously considered, and (ii) we break out many findings by immigration

status, i.e., whether someone was born in the United States or another country.

240ur analysis of employment and labor force participation rates of Black men from 1940-1980 also
show a large decline in employment rates between 1970 and 1980, consistent with the period of heightened
import competition with Japan.

25Both papers also examined how these main effects exhibited heterogeneity by the level of racial
prejudice in a region. Batistich and Bond| (2023) find that the effects were strongest in the South, where
Black men had less and lower-quality schooling, and that CZ-level racial prejudice (measured by 1968
George Wallace vote share) did not significantly interact with the main effect. However, Enriquez and
Kurtulus| (2023)) find that a more granular, county-level Wallace share as well as another measure of
racial prejudice are correlated with the degree of occupational segregation for manufacturing operators,
suggesting that racial prejudice could have amplified the distributional consequences of the trade shock.
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Enriching our analysis this way requires careful consideration of several significant
changes to the economy and to American society more generally over the past half-
century. These changes have fundamentally altered the composition of the U.S. popu-
lation and changed the nature of selection into the labor force in several distinct ways.
They highlight the need to expand upon the traditional focus on the Black-White, U.S.-
born population — and specifically men in those two groups — that historically accounted
for the lion’s share of work in labor economics on racial labor market inequality.

In this brief transition section, we highlight several substantial changes to the Amer-
ican economy that provide background for interpreting the broad trends in measured
racial and ethnic inequality since 1980, which we present in Sections 5 and 6 below. We
begin by summarizing changes in the racial and ethnic composition of the U.S. popula-
tion between 1940 and 2022. Over this period there has been an increase in the share of
Black, and especially Asian and Hispanic, adults in the prime-aged population. These
increases have been accompanied by a substantial decline in the White share from almost
90 percent in 1940 to less than 55 percent by 2022, with much of this reduction happen-
ing in recent decades. High immigration rates from Latin America and Asia since the
late 1960s have been a significant driver of this change in the demographic composition
over this period. However, the share of the U.S. population born outside the United
States has been rising in recent decades for all racial and ethnic groups. As we show
below, the share of Black prime-age adults born outside the United States, for example,
has risen massively over the past eight decades, going from less than 2 percent in 1940
to over 15 percent in 2022. Much of that growth has occurred since 1980 — during the
post-civil-rights era on which the rest of Chapter mainly focuses. These changes in the
immigrant share of the population have important implications for measuring changes in
racial and ethnic inequality.

Other social and economic changes since 1980 have shaped the nature of selection into
the labor force. Of particular importance for the evolution of Black-White inequality for
men since 1980 is the sharp increase in incarceration rates in the United States, which has
affected Black men most directly and intensely. As we show below, the share of prime-
aged Black men incarcerated at the time of the U.S. Census, for example, rose from
about 3 percent in 1980 to almost 9 percent in 2000. Comparable figures also increased
for other racial and ethnic groups, but not nearly to the same extent. Incarceration rates
have moderated some by 2022 but remain elevated relative to 1980. Overall, this sharp
increase in incarceration rates has had a central role in the changing nature of selection
into work for men near the bottom of the potential earnings distribution. Beyond the
sheer incapacitation effect of locking up so many men at any point in time, the dynamic
impact of prior convictions and incarceration on labor market prospects post-release

can create a long tail of employment effects for a substantial share of the adult male
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population.

In addition to the specific phenomenon of incarceration, a rising trend of non-work
and non-labor force participation among men — especially those with less than a college
degree — characterizes the post-1980 period. These increases in non-participation have
affected men of all racial groups, but they have been especially pronounced for Black
men (Charles et al., [2016; /Abraham and Kearney|, 2020; (Coglianese, |2018)).

Many social and economic changes have impacted the economic opportunities and
choices for women over the past several decades, including but not limited to starkly
declining marriage rates and rising non-work among men — both of which affect the level
of household income available to women. These changes have been much starker for Black
women, just over 30% of whom were married in 2022 compared to nearly 75% in 1940.
To provide a broad sense of just how substantial several of these changes have been, we
report changes in marriage rates for women by racial group as well as employment rates
for men and women by race/ethnicity and education status below.

Mirroring in inverse the decline in employment among non-college educated men,
the employment rates of non-college educated women climbed substantially. For most
groups, this has led to substantial reductions in the employment gaps between men
and women. For the Black non-college educated group, women’s employment rates now
exceed those of men. Generally speaking, this increase in employment rates among women
is likely accompanied by a reduction in some of the obvious differential selection into the
labor market by race that marked earlier decades. These broad changes in labor force
participation have important implications for the interpretation of measured changes in
racial earnings inequality for women. We discuss these implications in greater detail

below.

4.1 Three Large Societal Changes
4.1.1 Changing Demographics and Immigration

Table [1| reports two sets of numbers that characterize the changing demographic compo-
sition of the U.S. population since 1940. To match our sample selection criterion when
measuring racial and ethnic earnings inequality, we calculate both sets of numbers us-
ing prime-aged adults aged 25-54. The upper panel highlights the population shares for
Hispanic adults and non-Hispanic Asian, Black, and White adults as reported in the
Census or American Community Survey for the years 1940, 1980, and 2022. Beginning
in 2000, the Census began allowing respondents to choose multiple race categories and,
as a result, we include the share of respondents who selected multiple race categories and

did not select Hispanic as a separate, mutually exclusive category in 2022.

27



Table 1: Shifting Demographics of U.S. Population, Ages 25-54

1940 1980 2022

Panel A: Share of Population

Asian 0.2 1.9 7.1
Black 9.3 106 125
Hispanic 1.4 6.2 204
White 89.0 80.7 54.9
Other 0.2 0.7 1.1
Multiple Racial Categories 4.0

Panel B: Share Born Outside the U.S.

Asian 779 747 76.0
Black 1.9 4.3 15.6
Hispanic 52.1 51.4 49.4
White 13.3 4.4 6.0
Other 2.4 9.3 16.5
Multiple Racial Categories 15.7

Notes: This table describes the changing demographics of the U.S. adult population (aged 25-54) from
1940 to 2022. Figures for racial and ethnic categories are defined to be mutually exclusive. Individuals
are categorized as Asian, Black, White, Other, or Multiple Racial Categories only if they do not
self-identify as Hispanic. The option to identify with multiple racial categories was not available to
respondents until the 2000 Census. Panel A shows the percentage of the entire population who fall into
each of the specified racial or ethnic categories each census year. Panel B shows the percentage of those
born outside of the United States who fall into each of the specified racial categories.

Data sources: Decennial Census 1940, 1980; American Community Survey 2022.

The table reveals a significant shift in the demographic structure of the U.S. prime-
aged adult population over the past eight decades. Asian and Hispanic shares have risen
from just 0.2 and 1.4 percent, respectively, in 1940 to over 7 and 20 percent by 2022. The
Black share has also increased, albeit at a more modest rate, from 9.3 to 12.5 percent. By
contrast, the White share of the population has sharply declined from almost 90 percent
in 1940 to 54.9 percent in 2022. Most of this decline has occurred in the most recent four
decades, underscoring the importance of these demographic changes since the 1980s.

The lower panel of the table reports the share of the prime-aged adult population born
outside the United States, again showing these for 1940, 1980, and 2022, and separately
by race and ethnicity. Interestingly, the share of the Asian and Hispanic populations
who were born outside the United States has remained remarkably steady over this time
period, at about 75 percent and 50 percent, respectively. As a result, both historically
and in the modern era, accounting for immigration status is essential for any analysis of

inequality for these two major ethnic groups. The table also shows an important change
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in the immigration share for Black adults, rising from only 1.9 percent in 1940 and 4.2
percent in 1980 to almost 16 percent in 2022. By contrast, the immigrant share for White
prime-aged adults has fallen sharply over the past 80 years, from 13.3 percent in 1940
to only 5.7 percent in 2022. These differences in immigration patterns in both historical
and recent time periods highlight the need for thoughtful treatment of this issue when

examining changes in racial and ethnic inequality related to earnings and employment.

4.1.2 A More Carceral Society

Table [2] reports incarceration rates at the time of the Census or ACS survey in 1980, 2000,
and 2022, showing these separately by race and ethnicity and for men and women. The
figures reveal a sharp increase in incarceration rates from 1980 to 2000: nearly doubling
for White men (from 0.7 to 1.3 percentage points) and increasing by 130 percent for
Hispanic men (from 1.3 to 3.0 percentage points). An even larger 170 percent increase
for Black men, from an already elevated base rate of 3.3 percentage points, brought the
incarceration rate of Black prime-aged men to an astounding 8.9 percent in 2000. While
incarceration rates have receded modestly for Asian, Black, and Hispanic populations
since 2000, they remain elevated for each racial and ethnic group relative to their 1980
levels in 2022. As the lower panel of Table 2 makes clear, incarceration rates for women
are generally an order of magnitude smaller than those of men in the same racial and
ethnic group. A similar sharp increase in incarceration rates from 1980 to 2000, followed

by a decline from 2000 to 2022, is evident for Black women, however.
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Table 2: Incarceration Rates by Race and Ethnicity, Ages 25-54

1980 2000 2022

Panel A: Men

Asian 0.3 0.5 04
Black 3.3 8.9 6.4
Hispanic 1.3 3.0 2.0
White 0.7 1.3 1.3

Panel B: Women

Asian 0.1 0.1 0.1
Black 0.4 0.9 0.5
Hispanic 0.2 0.3 0.2
White 0.3 0.2 0.3

Notes: This table reports incarceration rates by race and gender from 1980 to 2022. Panel A presents
rates for men and Panel B for women. Racial and ethnic categories are defined to be mutually
exclusive. Individuals are categorized as Asian, Black, White, if they do not self-identify as Hispanic
and do not identify with multiple racial categories, starting this option is available in 2000 and 2022.
Both panels display the incarceration rates as a percentage of the total incarcerated population at the
time of data collection.

Data sources: Decennial Census 1980, 2000; American Community Survey 2022.

Overall, the substantial rise in incarceration rates since 1980 has had a profound im-
pact on the labor market opportunities of a large share of the adult male population. In
addition to the obvious incapacitation effect, the impact of charges, conviction, incarcera-
tion, and parole restrictions on employment and earnings may continue long after release
from prison. These changes have been especially evident for individuals on the margin
of participating in the labor market at all and, not surprisingly, have affected Black men
most acutely. As we discuss in much more detail in Section 5 below, the sharp increase in
incarceration in the post-civil-rights era has had a central role in shaping the evolution of

racial and ethnic inequality, both employment and earnings, for men during this period@

26The role of incarceration and changes in the severity of punishment on employment and earnings gaps
is studied in more detail in Neal and Rick| (2014)) and Bayer and Charles| (2018), as well as in Mueller-
Smith| (2015)), |Agan et al| (2024]), and |Garin et al.| (2024). [Feigenberg and Miller| (2021)) examine how
the severity of punishment in the criminal legal system is affected by the local political economy and,
specifically, how it varies with the racial composition of local communities and defendant pools. Another
related line of research in economics has focused on testing for racial discrimination in the criminal legal
system, including research on motor vehicle stops and searches (Anwar and Fang), [2006; [Feigenberg and
Miller}, 2022)), policing (Ba et al.,|2021]), bail setting (Arnold et al.l [2018; Dobbie et al., |2022), jury trials
(Anwar et al., |2012), and child protective services (Baron et al.| [2024)).
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4.1.3 Dramatic Changes in Household Structure

Figure [7] summarizes the changes in marriage rates for prime-aged women and men from
1940 to 2022. Panel (a) shows the trend for men, and panel (b) shows the trend for
women. Marriage rates were declining steadily for men across all racial groups as early
as 1970 and for women as early as 1940, with the decline accelerating for women after
1970. This decline has been especially pronounced for Black women. Around 75% of
Black women aged 25-54 were married in 1940. This number fell to just over 30% by
2022. Declines for other racial groups have also been pronounced, but not to the same
degree. For example, in 1940, 80% of White women aged 25-54 were married, compared
with around 60% today. Among men, the patterns of declining marriage rates across
different racial groups are similar.

A number of economic and sociological explanations have been put forth for these
large declines in marriage rates. These include the advent of and access to contraception,
which delayed childbearing, and changes in gender norms during the feminist movement
of the 1960s and 1970s (Moynihan, 1965; Akerlof et al., [1996; |Chafetz, [1995; |Goldin
and Katz, 2002 Bailey and Lindo, [2018)). In addition, other work finds that economic
declines reduced the marriageability low-skilled men and attenuated the gains from mar-
riage (Wilson, (1987 [1996; |Autor et al| 2019). Finally, some of the reduction may be
attributable to changes in legal services and the institutions of marriage and divorce,
which made divorce easier and removed some of the legal advantages of marriage over

cohabitation (Goodman-Bacon and Cunningham, 2019; [Lafortune and Low, [2023)).

4.2 Employment Rates for U.S.-Born Men and Women After
1980

The demographic and societal changes outlined above raise important selection issues for
men as well as women from all racial groups for the period after 1980. We now describe
the evolution of employment rates since 1980 for Asian, Black, Hispanic, and White men
and women. We limit this portion of our analysis to women and men born in the United
States to account for the vast differences in immigrant shares across racial and ethnic
groups shown in Table [If above.

Figure[8|depicts the employment rates of U.S.-born Asian, Black, Hispanic, and White
individuals from 1980-2022, separately for those with and without a college degree. Pat-
terns for men are shown in panel (a), and those for women are shown in panel (b). The
solid lines show employment rates for those with a college degree, which have generally
moved together and remained at high rates throughout the entire period. While there

is some fluctuation in these rates based on the macroeconomic conditions, employment
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Figure 7: Marriage Rates by Racial Group, 1940-2022
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Notes: Panel (a) shows marriage rates among men aged 25-54 by racial group between 1940 and 2022.
Panel (b) shows analogous rates for women by racial group.
Data sources: Decennial Census 1940, 1960, 1980, 2000, 2010; American Community Survey 2022.

rates of men with a college degree were above 90 percent and those of college educated
women were above 80 percent, including in both 1980 and 2022 for men and women of
each racial and ethnic group.

Patterns for those without a college degree, shown with dashed lines, are quite distinct.
Employment rates for non-college-educated men from each racial and ethnic group, shown
in panel (a), are significantly lower than for those with a college degree. Moreover, these
rates fell sharply from 1980 to 2000 for each major racial group and then, after recovering
some by 2007, dropped again during the Great Recession and its aftermath. A positive
trend is noticeable since around 2010, but the employment rate of men in each group in
2022 remains significantly below its respective 1980 level.

Several aspects of Figure are especially important for understanding racial and
ethnic inequality for men over this time period. First, there has been a broad convergence
in employment rates by education among U.S.-born Asian, Hispanic, and White men from
1980-2022, with these employment gaps declining to just a few percentage points by the
late 2010s and early 2020s.

For Black men, however, the experience of the past several decades has differed sharply

by education. For Black men with a college degree, employment rates have largely tracked
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those of men in other racial and ethnic groups. Moreover, the gaps in 1980, which were
already fairly small, have tightened further by 2022. For Black men with less than a
college degree, however, the period between 1980 and 2011 was especially devastating,
with employment falling from 75 percent in 1980 to just over 55 percent in 2010-11. Over
this same time period, the Black-White employment gap for men without a college degree
increased from about 16 to almost 20 percentage points. As it turns out, more than the
entire increase in the Black-White employment gap for men in this education category
can be attributed to the rapid nation-wide increase in incarceration rates over this time
period. In 1980, the fraction of native-born Black and White adult men with less than
a college degree who were currently incarcerated when the Census survey was conducted
was 3.7 and 0.9 percent, respectively — a 2.8 percentage point gap. By 2010-11, these
same numbers had risen to 10.6 and 2.2 percent, an increase in the racial incarceration
gap for men with less than a college degree of 5.6 percentage points, which amounts to
about 140 percent of the change in the employment gap over this time period.

Since 2010, incarceration rates have declined to 9.3 percent for U.S.-born Black men
with less than a college degree while remaining at 2.2 percent for comparable White men.
These rates, of course, remain well above 1980 incarceration rates. As a result, viewed
over the entire 1980-2022 time period, the majority of the decline of employment for
Black men without a college degree can be attributed to an increase in the fraction of
men currently incarcerated at the time of the Census or ACS survey. This measure of the
impact of incarceration only accounts for the incapacitation effect of being institutional-
ized, accounting for none of the impact a period of incarceration (or a recent conviction or
other interaction with the criminal justice system) might have on subsequent employment
prospects.

Figure [8b{shows the employment rate for U.S.-born Asian, Black, Hispanic, and White
women from 1980-2022, separately for women with and without a college degree. Many
distinct aspects of this figure are important for our understanding of racial and ethnic
economic inequality over the past several decades. The changing nature of the selection
of women into the labor market over this period in particular has important implications
for interpreting changes in earnings level and rank gaps for women, as we do below.

Focusing first on women with a college degree, there has been strong convergence in
employment rates by race and ethnicity from 1980-2022. In 1980, for example, 89 percent
of Black college-educated women worked, compared to only 80 percent of their White
counterparts. By 2022, this gap had closed to less than 3 percentage points, with 87
percent of White college-educated women working, compared to just under 90 percent
of Black women. Meanwhile, the employment rates of U.S.-born, college-educated Asian
and Hispanic women fell in between those of Black and White women for most of this
time period, including in both 1980 and 2022.
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Figure 8: Employment Rates by Race and Education, 1980-2022
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Notes: This figure depicts the employment rates among U.S.-born, working adults by race and education
level from 1980 to 2022. Panel (a) presents the patterns for men across the time period, and panel (b)
presents the analogous patterns for women. Solid lines represent the employment rates for those with
a college degree, and dashed lines represent the employment rates for those without a college degree.
The sample is restricted to men and women who are between the ages of 25 to 54 at the time of each

census or survey.
Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,

2012, 2014, 2016, 2018, 2022.

The evolution of employment rates for women without a college degree also reveals
a sharp convergence from 1980 to 2022, but with a very different starting point. In
particular, among U.S.-born women without a college degree, employment rates were
much higher for Asian women in 1980 (72 percent) than for Black (62 percent), White (58
percent), or Hispanic women (55 percent). By 2022, while the employment rate of Asian
women remains a bit higher, these gaps had closed significantly, with Black, Hispanic,
and White women without a college degree all working at a rate of approximately 70
percent. These changes in the employment rates for women without a college degree
mirror in reverse the changes occurring for their counterparts among men, suggesting a
role for declining marriage rates and employment among non-college educated men in

driving increases in non-college women’s employmentEl

27T A number of papers have noted other drivers of increasing employment among low socioeconomic
status women in the 1990s, such as welfare reform and income support programs that are increasingly
contingent on working and are targeted towards single women with children — e.g., the earned income
tax credit (EITC) (Bastian, 2020; Nichols and Rothstein, 2015; [Marianne and Hoynes Hilary, 2010;
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The changing selection of women into employment over this time period affects the
interpretation of changes in earnings gaps that we report below. The relative increase
in the employment rate of college-educated White women, and convergence with that
of Asian, Black, and Hispanic college-educated women, for example, reflects a broader
trend towards an increase in the employment rates of White women with relatively high
earnings potential. This increasing selection into the labor market on the basis of earnings
potential, in turn, shifts measured earnings gaps considerably in the direction of favoring
White women. In this way, changes in measured earnings gaps reflect a combination of
fundamental changes in relative earnings opportunities and changes in selection along
these lines.

The broad racial and ethnic convergence of employment rates by education level by
2022 does suggest, however, that differential selection is less important in interpreting
earnings gaps in 2022 than in 1980 (or earlier periods). As a result, measured racial
and ethnic earnings gaps for women in recent years likely approximate gaps in earnings
potential or opportunities far better than in any previous time period.

In what follows, we continue to use non-Hispanic White individuals (men or women,
depending on the specification) as the reference group. In particular, the dependent
variable in the earnings rank regressions reported below is individual i’s percentile rank
as measured within the non-Hispanic White earnings distribution. The analysis focuses
on the post-1980 period and will discuss, where relevant, the selection issues arising
from some of the broader sociological changes discussed above. As mentioned above, we
study individuals in four major racial and ethnic groups using the categories provided
in the Census and ACS: non-Hispanic Asian, non-Hispanic Black, Hispanic, and non-
Hispanic White. For the years in which the Census or ACS allows respondents to report
multiple racial and ethnic categories, we include only individuals who report one of the
four categories above exclusively. Finally, as in |Bayer and Charles (2018)), we continue
to use labor market earnings, plus business and farm income, as the measure of earnings
and report results for all persons, including those who have zero earnings in a given year

because they are not working.

5 Black-White Earnings Gaps in the Post-Civil-Rights
Era

In this section, we extend the analysis of earnings gaps between Black and White men
from Bayer and Charles (2018) to the year 2022 and examine gaps among Black and

White women as well. Later, we present decompositions of changes in men’s earnings and

Whitmore Schanzenbach and Strain| [2021; [Hoynes and Schanzenbach, [2018; |Ziliak, [2015]).
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employment inequality from 1980-2022 into distributional and positional components.

5.1 Black and White Men in the Post-Civil Rights Era

Panels (a) and (b) of Figure [9] plot level and rank gaps for Black men at the median
and 90th percentiles from 1980 to 2022 — the modern, post-civil-rights era. Something
to notice immediately is that rank gaps have continued to close over this time period,
although at a much slower pace than during 1960-1980. In particular, the median Black
man now sits at the 29th percentile of the White earnings distribution versus the 26th
in 1980. Over the same time period, the 90th percentile Black man gained 4 percentile
points, moving from the 72nd to the 76th percentile of the White distribution.

Figure 9: Black-White Earnings Level and Rank Gaps, Men, 1980-2022
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Notes: This figure documents Black-White earnings level and rank gaps for working-aged men from
1980 to 2022. The earnings level gap is the difference between the log earnings of the median or 90th
percentile worker in the Black income distributions and the log earnings of the median or 90th percentile
worker in the White income distribution. The rank gap is the difference between the percentile rank of
a Black worker at the median or 90th percentile on the total income distribution and percentile rank of
a White worker t the median or 90th percentile on the income distribution. The sample is restricted to
men between the ages of 25 to 54 at the time of each census or survey.

Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.

Despite these improvements in position, the earnings level gaps at the median and
90th percentile have been flat or even widened from 1980-2022. At the 90th percentile,
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for example, the gap has grown by about a quarter, from 36 to 45 log points. This
movement in opposite directions of the level and rank gaps is again indicative of broader
changes in the economy, in this case signaling the generic increase in earnings inequality
over the past several decades. In particular, the sharp improvement in the earnings of
workers in the top 10 percent of the earnings distribution has stretched the left tail of
the distribution, increasing the difference in earnings for workers near the 90th versus
75th percentile of the overall earnings distribution, which is approximately where the
90th percentile Black man sits in the distribution. As a result, these distribution forces
have disproportionately benefited the 90th percentile White man, thereby increasing the
level gap with the 90th percentile Black man.

The higher frequency movements in the level and earnings gaps through the Great
Recession and Covid pandemic also illustrate the distinct information regarding changing
inequality reflected in level and rank gaps. Despite the fact that the relative position of
the median Black man in the economy changed very little (actually improved slightly)
during the Great Recession and its slow recovery from 2008-2015, its impact on the
Black-White earnings level gap at the median was substantial: a 14 log point reduction
from 2006-07 to 2010-11 that took almost a full decade to return to baseline in the late
2010s. A similar, although smaller, increase in the Black-White level gap at the median
is also evident at the peak of the Covid pandemic in 2020-21, with the recovery in 2022
bringing the gap back to its smallest magnitude since 1980.

More generally, after several decades of widening inequality in the overall earnings dis-
tribution from 1980-2015, including sharp increases in earnings at the top and increasing
incarceration and lack of employment opportunities at the bottom of the distribution,
the past decade has seen improving employment and wages for workers in the bottom
half of the earnings distribution. This has helped to close the median earnings level gap
between Black and White men by almost 20 log points from 2010-11 to 2022.

5.2 Black and White Women in the Post-Civil-Rights Era

Figure[10|depicts earnings level and rank gaps for Black and White women. This figure is
directly comparable to Figure[9|for men shown above. Both the level and rank gaps at the
median and 90th percentile reveal a shift from favoring Black women at the beginning
of the time period to favoring White women in recent years. As anticipated by our
discussion in the Section [4] this shift largely reflects a differential change in the nature
of selection into employment — in particular, a relatively large increase in the fraction
of White women with high earnings potential moving into the labor market in 2022
compared to 1980.

As mentioned above, differential selection into employment by race for women is
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much less evident in 2022 than in earlier time periods. This suggests comparing the
Black-White earnings rank and level gaps for women relative to men may be much more
meaningful in recent years. The earnings rank gaps at the median and 90th percentile
in 2022 for women were about 8 and 6 percentile points, respectively, and the earnings
level gap was about 20 log points at both quantiles. Interestingly, each of these numbers
is about 40 percent of the comparable figures for men. While some differential selection
into employment for women is still likely reflected in the 2022 numbers, it seems likely
that Black-White gaps in earnings potential and labor market opportunities for women

are significantly smaller than those for men.

Figure 10: Black-White Earnings Level and Rank Gaps, Women, 1980-2022
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Notes: This figure presents the patterns of earnings level and rank gaps between Black and White
working-aged women from 1980 to 2022. A level difference is defined as the difference between the
median (90th percentile) log income of a Black worker and the median (90th percentile) log income of
a White worker. A positive level difference indicates a Black worker at a certain percentile of the Black
log income distribution earns more than that White worker of the same percentile of the White log
income distribution. The rank gap is defined as the difference between the rank of a Black worker on
the total income distribution and the rank of a White worker on the total income distribution. If there
is a positive rank gap, a Black worker at a certain percentile of the Black income distribution, e.g. the
median, is a higher rank on the total income distribution than the median White worker on the White
income distribution.

The sample is restricted to women between the ages of 25 to 54 at the time of each census or survey.
Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.
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5.3 Earnings Gaps for U.S.-Born Black vs. White Men and

Women

A common question that arises in studying the dynamics of racial inequality over long
time periods is how immigration patterns might affect aggregate statistics like earnings
level and rank gaps. Depending on the country of origin and historical time period,
recent immigrants might be especially likely to take particularly high or low paying jobs.
This might, in turn, affect aggregate inequality measures in systematic ways, potentially
masking fundamental shifts in the economy and racial discrimination.

To examine the impact of the recent increase in Black immigration on these inequality
measures, Figure [11] reports rank gaps at the median and 90th percentile for a sample
that includes only US-born non-Hispanic Black and White men and women. Panel For
ease of comparison, the rank gaps for all men and women shown in Figures [9b] and
are also included in Figure [11] panels (a) and (b).

Figure 11: Black-White Earnings Rank Gaps, U.S.-Born and All, 1980-2022
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Notes: This figure plots earnings ranks gaps for all Black and White working age individuals separately
for all individuals (solid line) and the U.S.-born (dashed line). Panel (a) presents the results for men,
and panel (b) presents the results for women.

The sample is restricted to individuals between the ages of 25 to 54 at the time of each census or survey.
Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.

The U.S.-born-only analysis for Black men reveals a small but noticeable impact of

immigration on aggregate inequality measures. In particular, the decline in inequality as
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measured by rank gaps from 1980 to 2022 is about 85 percent as large when measured
for U.S.-born vs. all men at both the median (3.0 vs. 3.5 percentile points) and 90th
percentile (3.3 vs. 3.9 percentile points). In this way, Black immigrants are relatively
more positively selected for earnings compared to White immigrants. On the whole,
however, immigration is not significantly affecting the broader trends in Black-White
earnings inequality among men, as captured by earnings rank gaps.

The equivalent analysis for Black women shows moderate differences in the trend
in median earnings rank gaps between 1980 and 2022, with the “advantage” for Black
women in 1980 being modestly reduced when only the U.S.-born are considered. From
the 1990s onwards, earnings rank gaps at the median have been fairly similar between
U.S.-born women and all women, but with U.S.-born gaps slightly smaller than gaps
among all women. A very different pattern emerges at the 90th percentile. There is no
meaningful difference in the earnings rank gap at the 90th percentile in 1980 between the
series for all women vs. the U.S.-born. After this, the two series diverge sharply, with
much larger gaps among the U.S.-born, suggesting substantial relative positive selection

of Black immigrant women compared to White immigrant women since the 1990s.

5.4 Decomposing Changes in Racial Inequality into Distribu-
tional vs. Positional Changes for Black and White Men

The movement in the earnings level and rank gaps is indicative of distributional and
positional changes over this historical time period. We now apply the decomposition
method introduced in Section [2 to explicitly decompose changes in earnings and employ-
ment inequality from 1980 to 2022 into these two components. Because we wish to focus
on the employment margin, and the validity of our decompositional approach holds for
employment decreases but not increases (see Section |2)) as occur for women over this time
period, we focus solely on men in this section.

We illustrate three distinct advantages of the decomposition approach, showing how
the method (i) provides an exact characterization of the relative roles of distributional
and positional change in each decade from 1980 to 2022; (ii) can distinguish, under
some circumstances, the relative roles of distributional and positional change for the
employment margin as well; and (iii) can easily accommodate conditioning on observable
attributes.

Table 3| provides estimates for the decomposition of earnings and employment inequal-
ity into distributional and positional convergence (or divergence) for Black and White
men from 1980 to 2022. The three panels in the table report results for earnings level
gaps estimated at the 90th and 50th percentiles and for the employment gap, respectively.

We loosely refer to these three sets of results as characterizing how distributional and
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Table 3: Decomposition of Changes in Black-White Earnings/Employment Gaps for Men
— Positional vs. Distributional Convergence, Unconditional

1980-1990 1990-2000 2000-2010 2010-2022 1980-2022

90th Percentile

Distribution -0.063 -0.074 -0.048 0.000 -0.199
Position 0.004 0.055 0.016 0.013 0.103
Total -0.058 -0.019 -0.033 0.013 -0.096
50th Percentile

Distribution -0.087 -0.022 -0.293 0.159 -0.215
Position 0.027 0.047 0.128 0.024 0.198
Total -0.060 0.025 -0.165 0.182 -0.018
Employment (Positive Earnings)

Distribution -0.013 -0.017 -0.042 0.024* -0.048
Position -0.004 0.004 0.020 0.030%* 0.050
Total -0.018 -0.013 -0.022 0.054 0.002

Notes: The first four columns show decade-by-decade decompositions. The final column reports
decompositions calculated for the full 1980-2022 period.

Figures indicated with a “*” cannot be calculated directly due to rising employment rates during this
period. Instead they are imputed as the difference between the corresponding figures for the long
difference 1980-2022 and the cumulative changes from 1980-2010.

Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.

positional forces have affected inequality at the top, middle, and bottom of the earnings
distribution.

The first four columns of the table report results for the decomposition calculated
decade-by-decade while the fifth column reports results calculated for the entire time
period. Notice that, while close, the figure in the final column for distributional and
positional change does not simply equal the sum of the four preceding columns. This is
because conducting the counterfactual simulations sequentially decade-by-decade implic-
itly makes a slightly different assumption regarding how position is held fixed, compared
to conducting a single calculation for the full time period, 1980-2022.

Another noteworthy feature of the table is that the estimates for the decomposition
of the employment gap between 2010 and 2022 cannot be calculated directly. This is
because, as we have noted previously, the decomposition of the employment gap into
positional and distributional components can only be done for periods of falling employ-
ment. In such cases, the counterfactual simulation used to calculate the distributional
component can be computed by estimating who among the lowest earners in the econ-
omy would be predicted to lose employment should the employment margin shift up in
the earnings distribution — i.e., more men become unemployed or are forced out of the
labor market. Because employment rates for men fell for each decade between 1980 and

2010 and essentially remained flat for the full 1980-2022 time period, we can decompose
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the Black-White gap at the employment margin for these time periods. However, since
employment rates increased sharply from 2010-2022, a direct calculation is impossible for
this decade. While not perfect, we include an estimate in the table for 2010-2022 based
on the difference between the total estimate in column (5) for the entire 1980-2022 time
period and the cumulative estimates from 1980-2010 from columns (1)-(3).

Turning to the estimates themselves, as foreshadowed by our discussion of the earn-
ings level gaps above, the first result of note is that the (total) gaps in earnings and
employment between Black and White men increased considerably from 1980 to 2010.
Cumulatively, Black men fell further behind by about 11 and 20 log points in earnings
at the 90th and 50th percentiles, respectively. Similarly, the Black-White employment
gap increased by over five percentage points during this time period.

Strikingly, these overall changes from 1980-2010 are more than fully explained by the
distributional component of change at each of these three margins. That is, Black men
would have been expected to have fallen even further behind their White counterparts due
to distributional change over the past several decades if it were not for meaningful gains
in position in the economy at each margin. In particular, Black men would have been
expected to lose almost 20 and 40 log points at the 90th and 50th percentiles, respectively,
if it had not been for their positional gains. Similarly, the impact of distributional changes
on the employment gap would have increased it by 7 points, instead of the 5 point increase
that was realized.

Positional gains for Black men have continued into the 2010-2022 decade. Strikingly,
however, this most recent decade has also been characterized by a reversal of fortune in
terms of distributional change, due in part to a recovery from the depths of the Great
Recession. From 2010 to 2022, gains due to distributional convergence were responsible
for closing the earnings gap at the median from 2010-2022 by 16 log points, helping
to return this gap to close to its 1980 level. In fact, the earnings gap at the median
has more or less returned to its 1980 level, as shown in the total change estimate in
column (5). As the estimates in this column make clear, this negligible change in the
earnings gap at the median masks large, equal, and opposite movements in gaps in the
middle of the earnings distribution over this time period, stemming from positional versus
distributional forces. A similar picture emerges at the employment margin for the entire
1980-2022 time period, with substantial positional gains for Black men counteracted by
distributional losses, again leaving the gap at nearly exactly the same level as in 1980.
While the negative impact of distributional changes did not reverse for Black men at
the 90th percentile in the 2010s, it did finally fall to zero after three decades of sharp
declines.

Taken as a whole, a qualitatively similar picture emerges for the underlying forces

affecting racial inequality for Black and White men during the past four decades. Overall,
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the earnings and employment level gaps remain at or above their levels in 1980. The lack
of progress in the closing of these gaps masks significant gains in relative position for
Black men at the top, middle, and bottom of the earnings distribution. Despite these
gains in position, Black men have been disproportionately negatively affected by the
generic changes to the economy over this period, which have systematically benefited
workers at the very top of the earnings distribution, where White men are substantially
overrepresented versus those in the bottom, middle, and even upper-middle parts of the
distribution.

The results presented here for the 1980-2022 period contrast with sharp reductions
in the earnings gaps at both the median and the 90th percentile in the decades prior
to 1980. Bayer and Charles (2018) reports results of an analogous decomposition for
the 1940-70 period, showing that distributional focuses were overwhelmingly responsible
for the closing of the Black-White earnings gap at the median from 1940-70, while both
distributional and positional gains played significant roles in the closing of the earnings

gap at the 90th percentile.

6 Labor Market Gaps Among Other Racial and Eth-
nic Groups Since 1980

The bulk of this chapter focuses on Black-White inequalities in the U.S. The reason for
this is twofold. First, Black-White inequalities are among the largest of the disparities
across major racial groups in the United States. Second, because of the above and because
of data constraints in identifying individuals from other racial and ethnic groups, much of
the literature on racial inequality focuses on Black-White differences. In this subsection,
we present the evolution of earnings rank gaps for other racial minorities vis-a-vis White

Americans, focusing on the period from 1980—2022.[7_81

6.1 Hispanic-White Earnings Rank Gaps for Men and Women

Antman et al.| (2023)) discuss the evolution of Hispanic Americans’ status in the labor
market and discuss issues with measuring Hispanic identity in historical censuses and
of ongoing difficulties following outcomes of third or later generations of Hispanic im-
migrants. Census questions soliciting self-identification as being of Hispanic origin were
introduced only in 1970. By contrast, questions eliciting race that enable identification
of Black Americans date back to the earliest censuses. Further complications arise in fol-

lowing second or third generation Hispanic Americans as the census ceased asking about

28Appendixreports Hispanic-White and Asian-White earnings level gaps by gender and U.S.-nativity
for 1980-2022.

43



parent place of birth in 1980 and in modern nationally representative survey data sources
like the Current Population Survey, third-plus generation Hispanic Americans are only
identifiable through self-identification (information on grandparent place of birth is not
available).

Figure|12|shows Hispanic-White earnings rank gaps for women in panel (a) and men in
panel (b). In each panel, gaps are shown for the 50th and 90th percentiles and separately
for the full population and restricted to the U.S.-born population. An obvious feature
of the data for both men and women is that the gaps are considerably smaller when the
sample is limited to those born in the United States, reflecting the relatively low earnings

levels of first-generation Hispanic immigrants during this time period.

Figure 12: Hispanic-White Earnings Rank Gaps, Women and Men, U.S.-Born and All,
1980-2022
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Notes: This figure plots the rank gap difference between the earnings of Hispanic and White workers,
conditional on the birthplace of the worker. Panel a presents the results for women, and Panel b presents
the results for men. On the y-axis is the difference in percentile points between the rank of the median
(90th percentile) Hispanic worker on the full population income distribution and the rank of the median
(90th percentile) Non-Hispanic White worker on the full population income distribution. Additionally,
the solid lines present the two gap measures for all working adults in the sample, and the dashed lines
present the two gap measures among those who are born in the U.S. The sample is restricted to adults
between the ages of 25 to 54 at the time of each census or survey.

Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.

Examining the rank gaps for women, a second striking feature of the results shown
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in panel (a) is how similar the Hispanic-White gaps for U.S.-born women are to the
Black-White gaps reported in Figure [10]in the later period of the data. In particular, in
both cases, a slow increase in the gaps (again most likely due to changes in differential
selection into the labor market), to about 6 percentile points at both the median and the
90th percentile, can be seen. By contrast, the Hispanic-White rank gaps for U.S.-born
men are larger — about 9 percentile points at the 90th and 12 percentile points at the
median in 2022 — than those for women. These rank gaps for men have been quite stable
since 2006 and are about 60 percent as large as the comparable Black-White rank gaps
in the 2010-22 period.

6.2 Asian-White Earnings Rank Gaps for Women and Men

Figure[13|shows comparable Asian-White earnings rank gaps for women and men. In each
panel, gaps are again reported for the full population and the U.S.-born population. Like
the Hispanic-White rank gaps shown in Figure [12] the Asian-White gaps are generally
smaller when the sample is limited to U.S.-born women and men. It is interesting to
note, though, that these differences have been quite small and consistent throughout the
entire time period when measured at the 90th percentile (for both women and men),
while much larger differences emerge for women throughout the entire time period and
for men in the earlier years. By the 2010s, the median gaps for men are extremely similar
whether measured in the entire population or for the U.S.-born population.

Focusing on the rank gaps for U.S.-born women, it is helpful to recall from Figure
that Asian-White employment gaps have generally been stable and small in the 2010-22
period. In particular, Asian and White college-educated women work at almost identical
rates, while Asian women with less than a college degree are about 5-6 percentage points
more likely to work. During this same time period, Asian-White earnings rank gaps for
U.S.-born women have been large and stable. At the median, the gap is steady at about
16 percentile points through the 2010-22 period At the 90th percentile, the gap has also
been quite stable at about 6 percentile points.

For U.S.-born men, Asian employment is generally a few points lower than that of
White men for both those with and without a college degree throughout the entire time
period. Interestingly, despite the inclusion of these additional zero-earners among Asian
men at each education level, the rank gaps favor Asian men over White men by about
4-6 percentile points at both the median and the 90th percentile.

A final striking feature of Figure [13|is that the Asian-White rank gaps for both men
and women at the 90th percentile have been increasing over the time period, whether
measured for the U.S.-born or full populations. For both men and women these gaps are

approximately 4-6 percentile points, implying that the 90th percentile Asian woman and
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Figure 13: Asian-White Earnings Rank Gaps, Women and Men, U.S.-Born and All,
1980-2022
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Notes: This figure plots the rank gap difference between the earnings of Asian and White workers,
conditional on the birthplace of the worker. Panel a presents the results for women, and Panel b
presents the results for men. On the y-axis is the difference in percentile points between the rank of
the median (90th percentile) Asian worker on the full population income distribution and the rank of
the median (90th percentile) Non-Hispanic White worker on the full population income distribution.
Additionally, the solid lines present the two gap measures for all working adults in the sample, and the
dashed lines present the two gap measures among those who are born in the U.S. The sample is restricted
to adults between the ages of 25 to 54 at the time of each census or survey.

Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.

man has earnings at about the same level as the 95th percentile White woman and man,

respectively, in the modern U.S. economy

6.3 Race outside the U.S.

Racial gaps are also sizable in other countries around the world, particularly in countries
with a colonial past, a history of slavery, or even much more recent patterns of migration.
Documenting these inequalities hinges on the availability of data on race and ethnicity
across these different contexts. In France, for example, the collection of data on race or
ethnicity is prohibited by law, severely limiting researchers’ ability to measure racial and
ethnic gaps. Recent work uses survey data on parent and grandparent country of origin

to circumvent these limitations and to document large labor market penalties faced by
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key minority groups relative to their White French counterparts (Govind and Santini,
2024) 7| Mirza and Warwick| (2024) provides a comprehensive overview of race- and
ethnicity-based inequality in the U.K., where data on self-reported race and ethnicity
have only been available since the 1990s. Several Latin American countries have a longer
tradition of collecting data on race and ethnicity (Loveman, 2014), and recent work has
probed inequality in labor market outcomes by skin tone as well as differing regimes of
racial inequality across the region (Woo-Mora, 2024} |Ayala-McCormick, 2021).@

6.3.1 Racial earnings gaps in Brazil

Brazil, in particular, stands out as a context for studying racial gaps due to its history and
the rich availability of data on racial background across a wide variety of survey-based
and administrative datasets. The country shares with the United States and Caribbean
a history of chattel slavery, and it was the single largest destination of enslaved Africans
during the Atlantic slave trade. Slavery was not abolished in Brazil until 1898, decades
after the U.K., France, and the U.S. About 55% of the Brazilian population is non-White,
with approximately 10% of the population identifying as Preto or Black and another 45%
identifying as Pardo or of mixed origin. White Brazilians make up about 43% of the
population and other racial groups, including the Indigenous population, make up the
remaining less than 2%.

Racial gaps are well documented in Brazil. Derenoncourt et al.| (2024)) show the mean
racial earnings gap among workers was 40% in 1980 and fell to 28% in 2009 where it has
roughly remained sincef’] The authors then compute racial earnings level gaps among
full-time formal sector workers aged 25-54, showing that policies such as large increases
in the minimum wage in the 2000s eliminated the racial earnings level gap at the bottom
of the distribution (the 10th percentile of workers).

Figure [14] taken from Derenoncourt et al| (2024)), follows earnings level and rank
gaps at the median and the 90th percentile between non-White and White working age

29Most prior work on the French context has had to rely on audit studies or quasi-experimental studies
combined with researcher-run surveys to assess the degree of racial gaps and extent of discrimination
in the French labor market. See, for example, (Glover et al.| (2017)), |Valfort| (2020), and [Duguet et al.
(2010). A limited number of studies, focusing on hiring and employment, have used surveys to measure
penalties for minorities or combined survey evidence with correspondence studies (Meurs et al.| [2006;
Adida et al., 2010).

SUThe literature on labor market gaps by immigration status in many countries is closely related to
the study of racial and ethnic gaps (see, e.g., [Algan et al| (2010)). Audit studies of Canada’s labor
market, for example, reveal major gaps by ethnicity, using names as a proxy for country or region of
origin (Oreopoulos, [2011]).

31Gerard et al.| (2021) study the contribution of firms to pay differences between non-White and
White workers in Brazil. They find that sorting of non-White workers into firms with low pay premia
can explain half of the racial gaps between non-White and White workers in Southeast Brazil, with an
additional portion of the gap driven by sorting into low-premium establishments conditional on skill
level and a lower pay premium within the firm.
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Brazilians over a 17-year period, from 1999-2015. This comprehensive picture of inequal-
ity includes workers across all sectors — including formal employees, informal employees,
and the self-employed — as well as the non-working population.

Among working age adults (ages 25-54), the earnings level gap at the median was 57
log points in 1999 while the gap at the 90th percentile was 77 log points. By 2009, the
gap at the median fell to 25 log points while the gap at the 90th percentile fell to 61
log points. Farnings level gaps at the median climbed slightly by 2015, rising to 33 log
points, while the gap at the 90th percentile continued to decline, to 55 log points. Rank
gaps showed much less movement over this period for both the median and the 90th
percentile. The rank gap for the median in 1999 was 10 percentile points and rose to 13
percentile points by 2015. The rank gap at the 90th percentile was 13 percentile points
in 1999 and 2015. The stability of positional gaps points to the role of distributional
forces in racial earnings inequality in Brazil over these years.

Consistent with this interpretation, Figure also reproduced from Derenoncourt
et al.| (2024), shows declines in racial earnings level gaps in Brazil at different percentiles
over time, normalized to their 1999 levels (the mean earnings gap is also depicted).
Relative to Figure [14] the sample is restricted to individuals employed full-time in the
formal sector. Above the 15th percentile, racial earnings levels gap evolve in a similar
fashion to the mean earnings gap. However the racial earnings level gap at the 15th
percentile falls dramatically after the minimum wage begins to increase and the gap at
the 10th percentile falls to zero. These patterns once again highlight the strong impact
of minimum wages on racial gaps at the bottom of the distribution.

Comparing these patterns to those of the U.S. highlights the value of a framework that
encompasses both positional and distributional forces shaping racial inequality. In the
U.S., earnings level gaps are larger at the median than at the 90th percentile. Convergence
at the median was most rapid during the middle of the 20th century, coinciding with
periods of reduction in overall inequality. The steady erosion of labor market institutions
like unions and the federal minimum wage over the last 50 years overlaps with stagnation
in median earnings convergence while gaps at the 90th percentile continued to close. In
Brazil, the reverse has been the case. Gaps at the top of the distribution are larger than
gaps at the median, and active national minimum wage policy spurred distributional
convergence, which drove median earnings gaps down even further.

A promising area for future research is the documentation of earnings level and rank
gaps by racial and ethnic identity across a much wider range of countries, wherever the
data are available. In Canada and the U.K., the data needed to document these gaps
and to assess the extent to which distributional versus positional forces have shaped
racial and ethnic inequality are available. Even in France, new advances in identifying

family histories of migration that line up with organic racial and ethnic classifications in
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society now allow for the measurement of level and rank gaps in recent years (Govind and
Santini, [2024; Derenoncourt et al., [2025). Another frontier is the study of labor market
gaps by racial and ethnic classification, or by skin tone, in Africa and Asia, where multi-
racial and multi-ethnic societies abound. The methodologies described in this chapter
can also be applied to other persistent socioeconomic divisions, such as caste-based or

religion-based inequalities in South Asia and beyond.
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Figure 14: Cumulative Distribution Functions and Racial Earnings Level and Rank Gaps at 50th and 90th Percentiles
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Figure originally from [Derenoncourt et al.|(2024).
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Notes: This figure depicts the racial earnings level and rank gaps between Nonwhite and White workers in Brazil in terms of each racial group’s cumulative
distribution functions (CDF). The x-axis measures the log monthly earnings of workers in each racial group. The earnings level gap is measured in the
horizontal distance between the two CDFs at the same income percentile. The percentile rank gap is the vertical distance between the two CDFs at the

same log income level. The sample is restricted to adults between the ages of 25 to 54 at the time of each census or survey.

Figure originally from [Derenoncourt et al.|(2024).
Data sources: PNAD 1999-2015.
Sample: Adults 25-54, White or nonWhite.
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Figure 15: Evolution of the racial earnings level gaps at different percentiles
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Figure originally from [Derenoncourt et al.|(2024).

Notes: This figure depicts the evolving in earnings level gap between White and Nonwhite workers in Brazil from 1995 to 2019. The y-axis in terms of
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7 Prejudice-Based Discrimination in the Modern Era

We have discussed above how the policies enacted during the civil rights era in the 1960s
and 1970s improved relative Black labor market outcomes up through 1980. These poli-
cies created a set of institutions and penalties intended to identify, punish, and ultimately
eradicate race-based discrimination from the market. Yet, whether discrimination arising
from racial prejudice continues to strongly affect the equilibrium labor market outcomes
of Black Americans or other racial minorities in the post-civil rights era remains an open
and intensely debated question among labor economists and others. In this section, we

engage with the question of discrimination in the modern era — the years after 1980.

7.1 Evidence on Race-Specific Penalties from Conditional Gaps

Racial discrimination is an example of an adverse, race-specific factor that lowers the la-
bor market returns of Black workers relative to those of otherwise similar White workers P
How might one assess the role played by race-specific factors, such as discrimination, in
the evolution of earnings gaps using our framework?

Notice that if a person’s race did mot play a role in earnings determination, Black
and White individuals would be distributed exactly identically in the national earnings
distribution. In other words, if the cumulative effect of all race-specific determinants of
earnings were zero, then the hypothetical exercise of moving a Black person at a given
quantile in the Black earnings distribution to the White earnings distribution would not
change the person’s quantile position. No cumulative effect of race-specific considerations
at a given quantile would imply a rank gap of zero at that quantile. The rank gap,
therefore, serves as a natural proxy for the importance of race-specific factors at a given
quantile: the larger the rank gap, the more significant race-specific considerations are in
determining earnings.

The total earnings disparity — the level gap — that Black workers experience relative to
White workers at a given quantile reflects the effect of race-specific penalties as measured
by rank gaps and how the overall shape of the earning distribution affects earnings
differences between adjacent rank positions. As we will see below, how the two measures
evolve can provide information on the importance of race-neutral distributional factors,
such as changes in overall earnings inequality.

Table [4| presents estimates of unconditional and conditional rank and level gaps be-
tween Black and White men and women at different quantile points for different years over
the past several decades. The conditional estimates, which are for men and women with

and without college degrees, are derived using the approach described in Appendix Sec-

32We focus on Black/White comparisons in this section.
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tion [A] The table shows results for men and women at twenty-year intervals up through
2022. Given the large increases in labor force participation for women over this period,
particularly among White women with possibly high earnings potential, we focus in this
analysis on full-time working women, where the dynamics of labor market discrimination
are easier to discern.

Although we are interested in this section in possible discrimination during the mod-
ern, post-civil-rights era, from 1980 to the present, the table shows results for 1960 as
well, to highlight the impact of civil rights policies and legislation on racial earning dif-
ferences. Conditional rank gaps are the main focus of this table and are presented in the
upper panels for non-college and college-educated men and women, panels (a) and (c),
respectively. For reference, we also present the conditional level gaps in the same year in
the bottom panels for each group, panels (b) and (d).

Focusing first on the results for men, the results in the upper panel of the table
show that among men without a college degree, rank gaps in 1960 were massive at every
quantile, implying considerable race-specific disadvantage for these men whether they
were low, medium, and high earners in their group. For example, the median non-college
Black man’s earnings would have placed him at roughly the 21st percentile of the earnings
of White men with the same education, and Black men without college degrees at the
75th, 90th, and 99th percentiles had rank gaps of 37.2, 35.2, and 16.8 percentile points,
respectively. Notice that, in general, conditional rank gaps among less educated men in
the pre-civil-rights era exhibited no particular pattern across quantiles. The rank gap
was smaller at the median than at the 75th, 90th, and 95th percentiles, while the gap at
the 99th percentile was appreciably smaller than at any other quantile.

The analogous results for non-college educated working women show that rank and
earnings gaps in 1960 were also large. At the median and 75th percentile, they were
comparable to the gaps among men, with rank gaps of around 34.5 and 36.5 percentile
points. At higher quantiles they were smaller than the gaps among men, with gaps of
23.1, 14.9, and 5.9 at the 90th, 95th, and 99th percentiles.

The results for men and women with a college degree are shown in the second half of
the table. Conditional rank gaps in 1960 at the median and 75th percentile for highly
educated men were large, at 35.1 and 27.5 percentile points, respectively. In general,
rank gaps among highly educated persons were strictly smaller at every higher quantile
in 1960: college-educated Black men at the 95th percentile had only a 6.7 percentile
point gap compared to their White counterparts, while men at the 99th percentile had
a rank gap of only a single percentile point. These small rank gaps near the top of the
distribution still often translate into significant level differences (as can be seen in the
bottom panel, especially in 2022) because of the skewness of the earnings distribution

— i.e., the difference between the 98th and 99th percentiles, for example, is much larger
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than the difference between the 50th and 51st percentiles.

Rank gaps for college-educated working women were far smaller across the board in
the 1960s. At the median, the gap was only 9.8 percentile points, 4.6 at the 75th, 1.8 at
the 90th, 1.3 at the 95th, and just 0.5 rank points at the 99th percentile.

It is worth emphasizing that the conditional gaps in this table are for men and women
of the same amount of completed schooling, so racial differences in educational attainment
do not account for the gaps. Undoubtedly, however, there were likely racial differences in
other dimensions of education, such as poorer quality instruction received by Black stu-
dents, which would have exerted a race-specific adverse effect on Black workers’ outcomes
and thus contributed to 1960 rank gaps. Of course, perhaps the most potent example
of an adverse race-specific factor during those years was the overt and widespread racial
discrimination that then prevailed in the country.

Evidence that the 1960 rank gaps reflected, to a significant degree, the impact of
discrimination is provided by how the gaps changed after the implementation of anti-
discrimination policies. The table shows that between 1960 and the start of the modern
era in 1980, conditional rank gaps faced by Black men and women fell sharply across
education levels and at every percentile.

The reductions were particularly large above the median among less educated men.
For example, the rank gap at the 90th percentile of non-college-educated men over 1960-
1980 fell from 35.2 to 17.3 percentile points — a massive reduction. Equally significant was
the change in the rank gap at the 95th percentile from 29.3 to 12.6 percentile points. The
improvement at the median of roughly 8 percentile points among non-college educated
men was substantial, if not as large as changes higher up in the distribution. For non-
college working women, the reduction in rank gaps by 1980 was even more striking, with
gaps almost fully closing within every quantile above the 50th and falling to just 2.1
percentile points at the median.

Among the highly educated, reductions in rank gaps throughout the distribution
were also very large from 1960-1980, for both men and women. For example, rank
gaps fell from 35.1 to 15.4 at the median. And at the 95th, already relatively small
at 6.7 percentile points, the rank gap fell to only 4.1 after the passage of civil rights
legislation. Among college-educated full-time working women, gaps completely vanished
or even slightly reversed with a slight advantage in earnings for full-time working Black
women relative to their White counterparts at the 50th, 75th, and 90th percentiles of
their respective distributions. It is worth emphasizing here that given differences in
labor force participation and employment rates by racial group, White college-educated
working women in 1980 may have ranked among the highest potential earners out of
all college-educated women. Rises in labor force participation among lower potential

earners could account for some of the decline in the gaps among women, in addition to
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anti-discrimination legislation.

For men, for whom we include non-workers as well, this selection margin is less rele-
vant. Among this group, a complete closing of rank gaps does not occur by 1980, except
among the very highest earners. Indeed, for many Black men, especially those with less
than a college degree and those not at the top of the earnings distribution in either educa-
tion group, conditional rank gaps remained very large in 1980, even after the reduction of
the previous twenty years. This persistence in rank gaps implies that race-specific factors
collectively still played an important role in driving the relative outcomes of Black men at
the start of the modern era, albeit a smaller one than was the case in the pre-civil-rights
era.

How have conditional rank gaps —and the cumulative adverse influence of race-specific
factors they capture — evolved over the past 40 years? One of the most striking results
shown in Table 4] is that conditional rank gaps among men have remained remarkably
flat between 1980 and 2022 for many quantile positions and across levels of education.
So, for example, among college-educated men, over the entirety of the modern period,
the rank gap at the median has remained roughly constant at 15 percentile points; at
roughly 11 for the 75th percentile; at about 6 at the 90th percentile; and at only 1 at the
99th.

Among non-college-educated men, rank gaps have also moved very little since 1980,
except for an improvement at the median after 2000 to only 13.7 in 2022. We suspect
that these post-2020 rank gains at the 50th percentile were partly due to the employment
surge and increase in earnings after the Covid pandemic, which has been especially good
for workers in the left tail of the distribution (Autor et al., 2023)). Labor market out-
comes for these men since 2010 would have also been helped by a national moderation of
incarceration rates, which were at their highest levels in 2000 and have since declined by
several percentage points. These two factors would have positively affected Black men in
the lower tails of the non-college earnings distribution, shrinking the rank gap at these
quantiles.

Among both non-college and college-educated working women, rank gaps have in-
creased for every quantile since 1980. For non-college educated women at the median,
rank gaps have increased from 2.1 percentile points in 1980 to 4.3 by 2022. Among
certain of the higher quantiles, the 75th, for example, the increase has been even more
pronounced, from 0.3 to 7 percentile points. Among college-educated working women,
the complete erasure of rank gaps by 1980 was reversed in the subsequent decades. The
rank gap at the median increased to 6.6 by 2022 and rose for all higher quantiles as
well. By 2022, labor force participation gaps between White and Black women had nar-
rowed significantly, reducing the role of selection into labor force participation in driving

changes in rank gaps among women. Thus, the role of race-specific factors in the labor
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market have likely become more prominent in earnings rank gap measures among women
in recent years.

Overall, the conditional rank gap results suggest that the importance of race-specific
factors has budged little over the past 40 years — or in the case of women, has grown
— irrespective of men and women’s education or quantile position. The impact of these
factors is especially pronounced among the less educated and in the middle part of the
earnings distribution. Among men without a college degree, rank gaps today and for at
least the last 20 years are in the low teens at every quantile up to the 90th. For men
with a college degree, only at and below the 75th are rank gaps today higher than 10
percentile points, again, as has been the case for at least 20 years. Where gaps have
stagnated among men, they have increased for women, and these increases have been
present almost irrespective of education level or quantile.

The table also presents estimates for the conditional earnings level gaps. For men, as
with the conditional rank gaps, these level gaps declined substantially between 1960 and
1980 but did not disappear, even among men at very high quantiles. So, for example, at
the 99th percentile, Black men without a college degree saw their level earnings gap vis-
a-vis similarly educated White men go from 0.74 log points in 1960 to a still substantial
0.44 log points in 1980. For non-college-educated working women, by contrast, level gaps
disappeared by 1980.

Conditional level gaps for both men and women have increased after 1980, mainly at
higher percentiles among the highly educated. For men, this increase in conditional level
differences has occurred even as men’s rank gaps were relatively unchanged over the same
period. This pattern demonstrates the effect of increasing overall earnings skewness in
the higher parts of the earnings distribution. The widening of the overall distribution
effectively increased the dollar earnings cost between adjacent rank positions, especially
at the very top. This effect is most dramatically seen for men with college degrees at the
99th percentile. For these men, a roughly 1-point rank gap penalty was associated with
a 0.14 log point level difference in 1980; in 2022, although the rank gap had not changed,
their earnings differential had grown dramatically to 0.35 log points.

For working women, both rank and level gaps have increased since 1980 and both posi-
tional and distributional factors likely play a role given coincident rising overall earnings
inequality and higher labor force participation among both college-educated and non-
college-educated white women. Teasing out which factors have been more significant for
labor market gaps among women is a fruitful area for future research.

The results in this section show that the cumulative impact of adverse race-specific
factors, of which prejudice-based discrimination was undoubtedly one among others, are
much lower today than their historically high levels before the civil rights era. Never-

theless, these factors remain substantial. They continue to affect men in the middle of

56



earnings distribution; for women, rank gaps have increased across the board, for eery
education group and quantile. The only group for which they have all but disappeared is
among the very highest-earning men. Is discrimination — though almost certainly smaller
than it was historically before policies made it illegal and, at minimum, costly to engage
in — still an important portion of the race-specific adverse factors that continue to af-
fect Black men and women’s earnings? We next examine some results that address this

question.
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Table 4: Conditional Rank and Level Gaps for Men and Working Women, 1960-2022

Men Women

1960 1980 2000 2022 1960 1980 2000 2022

Non-College

Panel A

Conditional Rank Gaps

50th 289 21.0 18.5 13.7  34.5 2.1 3.3 4.3
75th 37.2 226 189 158 36.5 0.3 2.6 7.0
90th 35.2 173 145 13.5  23.1 0.2 2.5 5.8
95th 29.3 12.6 10.7 10.6 14.9 0.2 1.8 3.9
99th 16.8 6.4 4.7 5.6 5.9 0.3 0.3 1.2
Panel B

Conditional Level Gaps

50th 0.67 049 051 047 0.65 0.03 0.05 0.09
75th 048 0.33 033 0.34 046 0.00 0.04 0.11
90th 049 027 030 0.30 0.28 0.00 0.06 0.11
95th 0.52 029 030 031 023 0.00 0.05 0.10
99th 0.74 0.44 040 042 027 0.04 0.03 0.08

College

Panel C

Conditional Rank Gaps

50th 35.1 154 159 154 9.8 -3.2 0.5 6.6
75th 27.5 11.6 10.0 11.1 4.6 -1.0 1.6 4.2
90th 12.9 6.4 6.0 6.5 1.8 -0.1 1.7 2.6
95th 6.7 4.2 3.7 4.4 1.3 0.0 1.3 1.8
99th 1.2 1.0 1.0 1.2 0.5 0.2 0.5 0.7
Panel D

Conditional Level Gaps

50th 050 0.25 029 032 0.13 -0.05 0.01 0.11
75th 0.53 0.26 030 032 0.12 -0.02 0.04 0.10
90th 0.53 0.27 0.41 0.40 0.12 -0.01 0.11 0.15
95th 056 031 055 051 0.14 0.00 0.15 0.18
99th 045 0.14 0.09 035 025 0.08 0.36 0.40

Notes: This table reports conditional and unconditional White-Black rank and level gaps over time for
men and full-time working women at the 50th, 75th, 90th, 95th, and 99th percentiles of their
respective distributions. “Conditional” rank and level gaps are calculated only on the sample of college
educated individuals. The sample is restricted to men (working and non-working) and full-time
working women between the ages of 25 to 54 at the time of each census or survey.

Data sources: Decennial Census 1960, 1980, 2000; American Community Survey 2022.
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7.2 Do Race-Specific Gaps Represent Discrimination?

7.2.1 Arguments Against the Continuing Importance of Prejudice-Based

Discrimination

Do today’s conditional rank gaps stem from prejudice-based discrimination? One reason
to doubt prejudice as a mechanism is the sustained decline in reported racial prejudice
over the past several decades. The General Social Survey (GSS) has for decades asked a
representative sample of Americans their feelings about racially sensitive matters, such
as whether they would live next to a Black neighbor or if they would object to a family
member marrying interracially. The data from these surveys show that racially preju-
diced sentiments have plummeted since 1980. By 2022, only a small fraction of survey
respondents admit to holding various racist beliefs, unlike the large majority that did so
merely 40 years ago, and many White respondents report no racially biased views at all.
The reduction in average prejudice among White Americans implied by these patterns
suggests that racial discrimination stemming from prejudice should also be falling.

The standard Becker| (1957) framework, which, along with extensions from Arrow
(1973b)), introduced and remains the main model of prejudice-based discrimination, sug-
gests an even stronger implication that one can draw from the marked decline in prejudice.
An essential feature of the Becker model is that, under standard perfect competition as-
sumptions of free mobility and perfect information, Black workers will not work at firms
drawn at random in the market, with their outcomes determined by the mean amount
of prejudice among all employers.[ﬂ Instead, economic forces should tend to push Black
workers and the most prejudiced employers away from each other. Black workers should
not want to work for firms that discriminate against them, especially ones that would
do so most harshly, and because their prejudice causes racist firms to dislike interacting
economically with Black workers, those prejudiced employers should be reluctant to do
so, unless they receive some compensating payoff[]

The logic of the Becker model suggests that as the share of employers who are non-
racist grows, it should be increasingly easier for Black workers to sort to these firms,
making it increasingly unlikely that prejudice-based discrimination should have an equi-
librium effect.

A final reason to doubt the possibility that discrimination drives changes in estimated

33Instead, these equilibrium Black outcomes should be driven by the prejudice of the marginal employer
— the least prejudiced employer with whom Black workers have to interact after equilibrium sorting (see
Charles and Guryan| (2008) for analysis of how racial wage gaps are driven by the behavior of this
marginal employer.)

34Tn prejudice-based models of wage discrimination, because a racist firm incurs disutility when em-
ploying a Black person, the firm is willing to hire a Black person instead of an otherwise identical White
worker only if the Black worker is paid a lower wage (that is, is discriminated against) to make up for
the psychic injury they incur from cross-racial interaction. See [Becker| (1957)).
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level differences is that conditioning on schooling (the most commonly used measure of
skill) lowers measured differences, raising the possibility that conditioning for a richer
set of skill controls might close these gaps further. These, and similar arguments have
undoubtedly inspired the work of scholars such as Fryer Jr| (2011)), [Loury (1998)), and
Neal and Johnson| (1996)), who have argued against the notion that prejudice-based dis-

crimination plays an important role today.

7.2.2 Evidence for Discrimination in Modern Economy

One type of evidence that supports the notion that racial prejudice and discrimination
still influence Black workers’ relative earnings is the nature of reports from Black respon-
dents about their experiences with racial mistreatment and racial prejudice. Particularly
striking is a series of surveys conducted by the Pew Foundation. In these, one-half of
Black Americans report having personally experienced racial discrimination. Roughly
80% of Black respondents believe that the tendency to not see or acknowledge racial
discrimination is a vastly bigger problem in the country than believing discrimination
exists when it does not. Large numbers of Black respondents report that the country’s
institutions are explicitly designed to hold them back because of racial prejudice on the
part of White Americans. On all these issues, the view of Black respondents diverged
sharply from those of other racial groups”]

The strength of these sentiments and how broadly they are shared among Black
respondents should make one cautious about dismissing these views that emerge from
people’s experiences. Even if Black respondents’ views are wrong, the intensity with
which they are held may itself be a driver of unequal racial outcomes if they impact
career or skill choices ]

A second reason to believe that discrimination may be a key driver of remaining gaps
is growing evidence for a key precondition of discrimination in equilibrium: the presence
of firms in the market that racially discriminate, or would if given the chance.

As we have described, given the reasoning from the Becker model regarding equilib-
rium sorting, the presence of prejudiced firms need not lead to an equilibrium effect of
discrimination, but there can clearly be no equilibrium effect of discrimination if there are
no prejudiced firms in the market. Are there such firms that would engage this behavior
today, even in the face of penalties and sanctions they would face if caught?

Correspondence audit studies provide the best evidence on this question among ap-
proaches used by labor economists. Recall that these studies send firms resumes of

job-seekers that differ only in whether the name on the file is “distinctively Black,” and

35See Pew Research Center| (2023b)) and Pew Research Center| (2023a).
36See |Alesina et al. (2021) for analysis on how beliefs about racial inequalities and their causes can
shape differential support for social policies among Black and White Americans.
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measure the difference, by race, in the “call-backs” these resumes receive. This differential
at any sampled firm is powerful evidence that it discriminates by race’| Building upon
the insights discussed above from Becker, Heckman (1998) has argued forcefully that
neither in-person nor correspondence audits reveal the level of equilibrium (or “market-
level”) racial discrimination. However, Heckman acknowledges that audits can reveal
discrimination at the sampled firms, thereby speaking directly to whether, in the post-
civil-rights era, there remain firms in the market that racially discriminate.

Since the seminal work by Bertrand and Mullainathan (2004)), there has been a pro-
liferation of correspondence audit studies that provide convincing, experimental evidence
of cases of racially discriminatory firms in the market. This literature, which [Bertrand
and Duflo| (2017) review, finds evidence of firms discriminating against racial minorities
in many contexts. In an important paper, Kline et al.| (2022) extend this literature by
scaling up the intervention, allowing for the characterization of individual employers by
their degree of discrimination towards women and racial minorities. They document a
high degree of concentration of discrimination across firms, with a small set of firms re-
sponsible for most discrimination. Their subsequent work further validates this finding
and refines their methods, developing efficient ways to estimate discrimination with the
intent to build efficient and transparent tools for regulators (Kline et al., 2024; Avivi
et al} 2021; Kline and Walters, 2021). Alternative approaches in this literature include
incentivized resume ratings (Kessler et al.; |2019) as well as quasi-experimental evidence
(Linos et al. 2024). Further work interrogates the measurement and conceptualization
of discrimination. For example, Bohren et al| (2024) offer a formalization of systemic
discrimination that accounts for differences in reference qualifications due to upstream
factors and anticipated discrimination. Finally, other work exploits natural experiments
in the field or within firms and documents manager bias and its impact on the perfor-
mance of minority workers (Glover et al., 2017} [Linos et al. 2024)).

Overall, this active body of work using correspondence studies and quasi-experimental
evidence demonstrates the continuing presence of racially discriminating firms in the
market — the main requirement for the equilibrium positional gaps documented in Table
to be importantly determined by discrimination. Additionally, the firms that the
literature has identified to be engaging in racially discriminatory behavior are the types
of employers who would employ Black workers close to the middle of the distribution —

precisely the group for which we estimate the largest positional rank gaps.

37Some scholars have expressed doubt that the approach employed by these studies truly manipulates
only race, arguing that some racially distinctive names may not only change a reviewer’s belief about
the race of the candidate associated with a given file but might also change the reviewer’s belief about
some other productivity-relevant trait of the candidate. See [Fryer Jr and Levitt| (2004) for an analysis
of this issue.
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7.2.3 Reconciling Two Sets of Arguments

Reports based on lived experience and results from correspondence audit studies lend
powerful support to the idea that prejudice-based discrimination accounts for an im-
portant piece of equilibrium positional gaps today, especially around the middle of the
earnings distribution. Nevertheless, reductions in reported prejudice from surveys would,
at first blush, seem to undercut such a discrimination argument. We contend that de-
spite the dramatic (and laudable) secular decline in prejudicial sentiments, there are
many reasons why prejudice-based discrimination may still exist in equilibrium.

One possibility is that the decline in reported prejudice does not reflect how actual
prejudicial sentiment has evolved. Just as shifting cultural and social mores have ren-
dered it inconceivable that the average White American could tell the off-color, racially
demeaning joke in mixed company that might have been told a generation ago, could
the same societal changes prevent such a person from revealing any underlying racist
sentiment to a survey enumerator? A divergence between prejudice admitted on a sur-
vey versus privately held sentiments need not arise from a conscious desire to mislead.
People may have racially biased views of which they are not consciously aware — what
some psychologists and economists call “implicit” racial bias (see Bertrand et al.| (2005));
Ziegert and Hanges (2005))).

Biases of which people are unaware, or that they shield because certain views have
become socially indecorous, have implications for the questions that labor economists
interested in prejudice seek to address in the future. Discriminatory treatment might
become subtler and more sophisticated. Although coming from the same source and pos-
sibly similar in its operation, understanding this kind of prejudice-based discrimination
may be an important challenge for future work.

Assuming that the decline in prejudice among the average American is real and that
prejudice has not simply become implicit bias, prejudice has not entirely disappeared
from the market. Fewer people now hold prejudiced views than once was the case,
but the number holding these views is not zero. Is the presence of only a small set of
prejudiced persons/firms consistent with the possibility of an equilibrium gap attributable
to prejudice?

If the vast majority of firms are not prejudiced, then the logic of the standard Becker
model described above would seem to suggest that there would be no equilibrium discrim-
ination, again since Black workers would sort to non-racist firms. That is, the marginal
employer would be unprejudiced.

Recall that the sorting mechanism from Becker’s model assumes perfect information
and free mobility. Recent models, beginning with [Black (1995) and then extended by
Lang and Lehmann (2012)); Bowlus and Eckstein| (2002) show how when there is imperfect
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information and random search, prejudice and associated discrimination among even a
small number of firms can give rise to an equilibrium in which Black workers have worse
labor market outcomes relative to similar White workers. Intuitively, suppose when
searching for jobs, Black workers know that there is some chance — however small — that
they will encounter an employer who will not hire them because of prejudice. They
should be willing to accept a lower wage than their White counterpart from a firm that
has no racial prejudice. In effect, the presence of prejudiced firms increases search costs
for Black workers, giving even non-prejudiced firms a form of monopsony power over
Black employees. This in turn results in Black workers receiving lower wages or earnings
than White workers in equilibrium. Notably, although the firm that pays them less is not
itself prejudiced, this outcome is still due to prejudice as it arises from (possibly small
amounts of) prejudice among all employers. Extending these models is an obvious area
of future research on prejudice’s effects.

Our discussion of how prejudice and the discrimination to which it might give rise
emphasizes traditional neoclassical reasoning, whereby individual agents are concerned
only with their own individual payoffs. However, prejudice may operate in a way that
centers group identity.

One subfield of economics that takes this perspective is stratification economics, which
integrates insights from sociology and psychology in order to better theorize and under-
stand persistent group differences (e.g., racial, religious, gender, or class disparities, to
name a few) (Darity Jr et al. [2015). Critical to this approach is a recognition of the
group-level payoffs and actions that are tied to maintaining existing social hierarchies.
In this sense, stratification economics turns away from neoclassical explanations for in-
equality based on individual choice and differences in human capital investment (Chelwa
et al.,[2022). The field also rejects the notion of “irrational” discrimination that vanishes
under perfect market competition. Instead, stratification economics posits that groups
make rational, intentional decisions to preserve their relative position and that these de-
cisions are critical to group formation. Stratification scholars use a variety of approaches
in their analyses, including racial identity production modeling (Stewart, [2010), evolu-
tionary game theoretic modeling, and reduced form estimation of racial identification
(Chelwa et al., 2022; [Mason|, [2017). Unlike the neoclassical framework, which encourages
market-based solutions and tends to emphasize individual investment in skills to close
wage differences, stratification economics looks primarily to policies that disrupt domi-
nant group advantages or redistributional interventions that can redress persistent group
inequality (Chelwa et all 2022).
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8 Conclusion and Looking Forward

In this subsection, we discuss some potential areas for new and expanded inquiry into
racial prejudice, which may have important implications not only for future positional
questions, but also for future questions dealing with distributional concerns.

One possible area for future work is the expansion of the theoretical definition and
representation of prejudice in formal models. As noted, the standard formulation of prej-
udice in economics follows Becker’s representation, which models prejudice as a distaste
for cross-racial interaction. Important results and insights emerge from this formulation,
including the prediction that the equilibrating mechanism in this framework will tend to
limit cross-racial interaction and result in an equilibrium characterized by the marginal
discriminator.

Yet this traditional formulation is only one potential way that racially prejudiced
sentiment might operate. For example, someone knowledgeable about race relations at
times and places when racial prejudice was vastly more pronounced than now, such as the
Deep South during slavery or Jim Crow, might reasonably insist instead that since racist
beliefs permitted and even encouraged some cross-racial interactions of the closest and
quite intimate kinds, that it is more accurate to say that such sentiments make certain
types of cross-racial interactions particularly appealing, perhaps those in which Black
individuals or other racial minorities are in a position of subserviencd>|

Adopting reasonable alternative definitions of prejudice in labor market models of
discrimination may lead to novel, unexplored predictions about the equilibrium positional
implications of prejudice. These might include predictions, for example, about how
prejudice affects Black workers’ location in organizational hierarchies, particularly in
regions with different forms of racial prejudice.

Another feature of how economists have traditionally modeled prejudice that future
scholars will likely relax is the focus on the connection between prejudicial sentiment at
any given time and outcomes that are contemporaneous. Yet, prejudice can obviously
have dynamic effects. Discrimination due to prejudice that causes economic injury to
Black workers in particular sectors or occupations might lead Black workers in subsequent
generations to make job or human capital choices that disadvantage them relative to other
groups, leading to a multi-period or cross-generational positional effect of racial prejudice.

Biases that people are unaware of or that they shield, because particular views
have become socially indecorous, have implications for some of the questions that la-

bor economists interested in prejudice may have to address in the future. Discriminatory

38The famous Black comedian and civil rights activist Dick Gregory, commenting on the different
shadings that racial prejudice assumed, once wrote “Down South White folks don’t care how close I get
as long as I don’t get too big. Up North, White folks don’t care how big I get as long as I don’t get too
close.” (Gregory, |1971)
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treatment might become more subtle or implicit. Despite coming from the same source
and possibly operating in a similar fashion as prejudice in the past, understanding this
more nuanced kind of prejudice-based discrimination may be a challenge for future work.

Although multiple racial and ethnic groups comprise the U.S. population, most dis-
cussions about racial prejudice concentrate narrowly on the Black-White dyad. In a
multi-ethnic society, with employers, co-workers, and customers drawn from multiple
racial groups, an individual’s success in the labor market will depend, in part, on the
treatment they receive in labor market transactions from persons from all those groups,
and this treatment is in turn affected by the types of prejudices or biases those others
hold. Similarly, the political support for ameliorative positional policies, such as racial
preferences in admissions for members of any racial group, will increasingly hinge on the
views that other racial minorities have about those policies. Analyzing how positional
gains or losses arise in the context of a marketplace of groups’ different racial prejudices
is an important future task for scholars seeking to understand the effect of prejudice in
multi-racial societies like the U.S.

Throughout this Chapter, we have treated distributional and positional forces as
wholly distinct phenomena, implicitly assuming that factors that affect the one have no
bearing on the other. There are many reasons, however, why racial prejudice might affect
not only narrowly positional questions, but also key distributional questions.

As shown previously in the Chapter, a natural use of the framework would be to
assess the effect of a specific putatively race-neutral policy on the change in racial gaps
over time. However, race-neutral policies are unlikely to be drawn at random from the
set of all possible policy initiatives. In particular, the political support a policy garners,
and thus the likelihood of its implementation or enactment, may hinge critically on
whom voters and citizens believe would benefit from it most?] To the extent that racial
prejudice decreases political enthusiasm for contemporary policies that are thought to
most positively impact those parts of the national distribution where Black workers are
disproportionately located, there will be an obvious link between “purely” distributional

(a given race-neural policy or institution) and underlying societal prejudice, making it

39These ideas have been developed extensively in the literature on race in sociology, history, and
public policy. Of particular relevance to labor market inequities and the framework developed in this
chapter is work that has demonstrated how racial motivations may actively shape the development of
policies in a social context in which explicit racial considerations are illegal or violate social norms
(Bonilla-Silva and Embrick, 2006} Massey, 2007; [Katznelson, [2005|). This research has emphasized that
the differential racial impact of ostensibly “race-neutral” policies may be by design — i.e., designed to
benefit or preserve the position of the group(s) that exerts political control over the policy process. This
obviously complicates the easy characterization of changes in group inequality related to distributional
and positional convergence as representing“race-neutral” and “race-specific” factors, respectively, as
some of the generic changes to the institutions or structure of the economy may be deliberately chosen
for their differential racial impact.
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difficult to separate the two phenomena cleanly@

How racial prejudice affects voters’ beliefs about policy, thereby determining what
policies society implements, applies not only to contemporary policies but may apply with
even greater force to policies from the past. If so, a fundamental link may exist between
prejudice understood in a dynamic context and what we can learn from contemporary
distributional analyses.

Consider, for example, using the decomposition method to analyze changes in racial
gaps between periods ty and t;. This analysis treats as given the location of members
of the groups in the outcomes distribution in the initial period, #y,. Nevertheless, the
disproportionate location of Black individuals and racial minorities in the lower tail of
the relevant national distribution may be partially due to race-specific considerations
from the past. A decomposition that splits the change in outcomes into parts due to
positional and distributional factors between the two periods runs the danger of sys-
tematically understating the role of prejudice (or other race-specific considerations) by
failing to account for how these factors determined agents’ location in the initial relevant
distribution. Extensions of the approach presented here might help address this issue.

The possible connection between prejudice in a dynamic, historical context and puta-
tively race-neutral forces may help in the future analysis of the phenomenon of “systemic”
or “structural” racism or discrimination, which has received substantial and rapidly in-
creasing attention in recent years in economics, the broader social science literature, and
the popular press. Despite the popularity of the idea, we are not aware of a precise
definition that exists in the economics literature ]

That said, it is possible to identify some key ideas that most users of the term within
economics wish to highlight about what the construct entails. We believe that these ideas
may be well-captured by the positional and distributional ideas in our framework[?] One
way in which future scholars in labor economics might represent systemic discrimination
is to say that there exist today structures in society, including the labor market, which,

in their operation, are utterly race-neutral and unaffected by the actions or prejudices

40Previous research which suggests that this is an important concern is|Luttmer|(2001), which examines
stated support for welfare spending and votes in support of cuts to this benefit. This analysis finds that
both outcomes are strongly affected by the racial makeup of people’s neighbors — a sentiment that is
likely related to racial prejudice. While welfare is not a labor market institution, one can imagine that
similar considerations apply to labor market policies that might interest labor economists.

4In a seminal sociological text, [Bonilla-Silval (1997) puts forward the notion of a “structural theory
of racism” that overcomes limitations of prevailing theories of racism. The key difference is that the
structural theory emphasizes the process of racialization which precedes racism per se and which racism
then serves to rationalize and naturalize. Bonilla-Silva defines such racialized social systems as “societies
that allocate differential economic, political, social, and even psychological rewards to groups along racial
lines; lines that are socially constructed.” Critically, this framework of racialized social systems can
explain both overt as well as more nuanced or covert manifestations of racial ideology.

42The understanding we emphasize here differs for a minority of scholars who use of the term “systemic”
to be something like “widespread” discrimination. See Kline et al.| (2022).
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of any specific individual market actor today. However, these structures and systems, at
the point of their creation, may have been understood by those designing them to have
a disproportionate adverse impact on Black Americans, given their historical position in
the socioeconomic distribution. Moreover, the choice of the given system versus some
alternative may have been made partly because of its negative effect on Black workers.
An analyst of changes in racial gaps, observing current policies, institutions, and
systems that function in a purely race-neutral manner — and noting the absence of con-
temporary racist actors or socially sanctioned ways for such persons to operate — might
too readily attribute poor relative performance of Black workers to unobserved skill
deficits rather than historical racist policy-making or systems design. The adverse effect
of these historical forces on current Black outcomes is embedded in institutions, policies,
and programs that govern the modern labor market. Even the above may not reflect all
key dimensions of what persons interested in systemic discrimination might mean by the
term. We hope, nonetheless, that future labor economists interested in these questions,
which matter crucially for debates about policies aimed at reducing racial inequality,
may use ideas like those presented here to formally define and analyze this important

construct and others like it.
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A Distributional Decomposition with Multiple Di-

mensions of Skill

Our non-parametric decomposition approach summarized by Equation [4is fully unconditional and does
not include any observable measures of education or skill. This unconditional decomposition often
provides a natural starting point for characterizing changes in outcomes over a long historical period.
This general framework can also be easily extended to accommodate multiple observed dimensions
of skill, such as educational attainment, school quality, or estimated measures of cognitive and non-
cognitive skills. This generalization allows for circumstances in which members of groups a and b might
have different combinations of skills and each dimension of skill might command a different implicit price
in the labor market ]

Extending the decomposition to accommodate observable heterogeneity is especially straightforward
when the observed measures are categorized into discrete bins X, which can be used to capture one or
more additional dimensions of skill. In this case, the distributional component of change can be estimated
separately for each discrete bin X, holding everyone’s initial position within the earnings distribution at
its initial position among individuals in that bin. In the notation of equation[d] distributional convergence

in this case is given by:

(i (q6" (| X)1X) = f" (a5 (al X)|X) = (£ (al X) — f5' (gl X))] ()

Positional convergence can then again be computed by subtracting the estimated distributional
component from the overall change in racial inequality over the time period. Positional change can
be further decomposed into a number of interesting components separating, for example, the role of
convergence in observable skills, X, versus movements in relative position within different X categories.
We refer readers to|[Bayer and Charles| (2018) for a more detailed discussion of the further decomposition
of positional convergence.

An attractive feature of this multi-dimensional decomposition is that it captures the impact of
observable components of skill, X, throughout the earnings distribution in a fully non-parametric way.
Lemieux| (2006) shows, for example, that educational attainment shifts both the mean and variance of
earnings in ways that have important implications for our understanding of skill-biased technical change.

The impact of higher-order moments like the variance would be naturally accounted for here.

B Data Sources and Sample Restrictions for Analy-
sis of Racial Gaps among Black and White Women
in the U.S., 1940-1980

To build our sample of Black and White women, we adapted the sample restriction and data approach
from Bailey and Collins (2006). We used the following samples of Census data from Ruggles et al.
(2024) for the decades 1940-1980: the 1940 1% sample, the 1950 1% sample, the 1960 5% sample, forms
1 and 2 of the 1970 1% state samples, and the 1980 5% state sample. We next applied several sample

restrictions. First, we limited the sample to women aged 25 to 54 who were classified primarily as wage

43Bayer and Charles (2018)), for example, study the implications of adding educational attainment as
an observable measure of skill to the model.
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and salary workers, were not enrolled in school, and were not employed as farmers, farm managers, or
farm workers (1950 occupational codes equal to 100, 123, and 810 through 840). We further restricted
the sample to individuals living in non-group-quarters households.

We used data on wage and salary earnings during the prior year with the variable incwage, multi-
plying top-coded values by a factor of 1.4. We included only those who worked more than four weeks in
the previous calendar year, and then imposed further sample restrictions based on weekly wages. Specif-
ically, we excluded individuals whose weekly wages were either 20 times the minimum weekly wage or
less than 1/5 of the minimum wage. Weekly wages were calculated assuming 40 hours of work per week,
and we referenced historical minimum wage data from the U.S. Department of Labor (U.S. Department
of Labor], [2024) for this purpose. Specifically, we used values of $0.25 per hour for 1940, $0.40 per hour
in 1950, $1.00 per hour in 1960, $1.30 per hour in 1970, and $2.90 per hour in 1980[*]

For the years 1960 and 1970, only intervaled measures of weeks worked are available. To impute
weekly earnings and make the necessary sample restrictions, we imputed actual weeks worked for these
years by assigning individuals the mean value of weeks worked by workers in 1950 in the same racial

category and whose weeks worked fell within the same interval range.

C Additional Results

44Note, these are the minimum wage rates applying throughout most of the reference year for the
wage and salary questions in each Census.
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Figure D1: Hispanic-White Earnings Level Gaps, Women and Men, U.S.-Born and All,
1980-2022
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Notes: This figure plots the earnings level gap between the earnings of Hispanic and White workers,
conditional on the birthplace of the worker. The earnings level gap is the difference between the log
earnings of the median or 90th percentile worker in the Hispanic income distributions and the log earnings
of the median or 90th percentile worker in the White income distribution. Panel a presents the results
for women, and Panel b presents the results for men. Additionally, the solid lines present the two gap
measures for all working adults in the sample, and the dashed lines present the two gap measures among
those who are born in the U.S. The sample is restricted to adults between the ages of 25 to 54 at the
time of each census or survey.

Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.
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Figure D2: Asian-White Earnings Level Gaps, Women and Men, U.S.-Born and All,
1980-2022
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Notes: This figure plots the earnings level gap between the earnings of Asian and White workers,
conditional on the birthplace of the worker. The earnings level gap is the difference between the log
earnings of the median or 90th percentile worker in the Asian income distributions and the log earnings
of the median or 90th percentile worker in the White income distribution. Panel a presents the results
for women, and Panel b presents the results for men. Additionally, the solid lines present the two gap
measures for all working adults in the sample, and the dashed lines present the two gap measures among
those who are born in the U.S. The sample is restricted to adults between the ages of 25 to 54 at the
time of each census or survey.

Data sources: Decennial Census 1980, 1990 2000, 2010, 2020; American Community Survey 2006, 2008,
2012, 2014, 2016, 2018, 2022.
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