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GENDER AND RACE  

IN THE LABOR MARKET 

Week 2 

Models of discrimination I:  

taste discrimination  
 

Anna Lovász 



Empirical group project 

• Project (see syllabus) : 

– Requirements, groups 

– Topics 

– Deliverables 

– Deadlines and consultation 

 

For next week: group members, one paragraph 

description of chosen topic 

 



Literature 
• For next week: 

– Borjas section 10.6 

– Lundberg & Startz 1983 (Coospace) 

– Lovász & Telegdy, Hungarian Labour 

Market – Review and Analysis 2010, 

statistical discrimination section 

(Coospace) 

• Further recommended readings: 

– Altonji–Pierret 2001 

– Loury 2002 



Models of Discrimination 
• Becker (1957): The Economics of Discrimination 

(dissertation!) 

• Models:  

– Collective: discrimination by groups, against groups 

– Market: individuals maximize their utility, and 

discriminate as a result 
• Taste-based: employers (customers, co-workers) 

discriminate against the minority because their 

utility decreases if they interact with minority group 

members 

• Statistical: employers are not aware of the 

employee’s true ability, so he/she tries to better 

estimate it based on previous impressions of the 

demographic group 

 Generally work with market-based models 



Taste-based discrimination 
(following MIT lecture notes of Author, 2008) 

• Discrimination: members of the minority group 

are treated differently than equally productive 

majority workers. 

• Wages (w), productive characteristics (X), 

minority group dummy (B): 

w = Xβ + αB + u 
• If productivity is perfectly described by the X-es, 

and B is not correlated with U: 

Discrimination:     α < 0 



Problems with the definition 

• Productivity may be correlated with group membership 

(B). 

– For example, if TV viewers would rather hear sports 

news from a man than a woman (or vice versa)? 

• β (Production technology) may be endogenous 

– For example, firefighting equipment is heavy, so 

women are less able to handle it. However, 

theoretically they could be redesigned to be lighter, so 

they are lighter – they are in fact produced smaller in 

Japan. 

• The X-es may be endogenous 

– Future minority workers may invest less into training 

as young majority members, because they know that 

the market will value the skills they would gain less. 

w = Xβ + αB + u 



Taste-based model I 
• The employer’s utility decreases if he/she has to 

employ a minority worker, due to his/her individual 

preferences. 
– Refinements: this may depend on the occupation of 

the employee, or based on the ratio of minority 

workers 

• The employer maximizes his utility (U), which 

depends on the profit, and the number of minority 

employees (B): 

U = P*Q(W+B) – wWW – wBB – dB 

W = number of majority workers, p = price, w = 

wage,  

d = discrimination coefficient 

• d ≠ 0: stereotype, discriminatory preferences 

 



Taste-based model II – the employer’s 

decision 

• Cost of minority workers = wB + d 

• Employer will hire minority workers if: 

wB + d ≤ wW 

• Employer will hire majority workers if:  

wB + d ≥ wW 

• Non- or slightly discriminatory employers will hire only 

minority workers. 

• Discriminatory employers will hire only majority workers, 

and fewer workers since they are more costly. 

 Firm level segregation 

 

U = PQ(W+B) – wWW – wBB – dB 



Employment decision of a non-

discriminatory firm (d=0) 
  

If the minority wage is lower 

than the majority wage, non-

discriminatory workers will 

hire minority workers until 

their wage equals their 

marginal product . 

Source: Borjas (5th edition), chapter 9, highered.mcgraw-hill.com 



Employment decision of discriminatory 

firms (d>0) 

  
Very prejudiced firms 

(high d) hire only majority 

workers until their wage 

equals their marginal 

product.   

Slightly prejudiced firms 

(relatively small d) hire 

only minority workers, 

until their cost (wage+d) 

is equal to their marginal 

product, but lower than 

the majority wage. 

Prejudiced employers hire fewer workers. The more prejudiced the 
employer (d1>d0), the lower the number of employees. 

Source: Borjas (5th 

edition), chapter 9, 

highered.mcgraw-hill.com 



Taste-based model III – equilibrium 

• Optimum of utility maximization: 

PQ’(W) = wW 

PQ’(B) = wB + d 

• The distribution of employer prejudice (d): G(d) 

• Labor demand for each group: 

DW(wW, wB, G(d)) and DB(wW, wB, G(d)) 

• Wages in the labor market: 

DW(wW, wB, G(d)) = SW(wW) 

DB(wW, wB, G(d)) = SB(wB)  

 

U = PQ(W+B) – wWW – wBB – dB 



The minority/majority wage ratio 

  

Prejudiced firms (d>0) will only 

hire minority workers at a lower 

wage, since they value their 

marginal product as lower. 

At a higher minority labor 

supply, there will be a 

wage differential. 

With minority labor supply of S1, 

there will not be a wage 

differential. 

Non-prejudiced firms 

(d=0) employ 

minority workers at a 

wage equal to the 

majority wage. 



Taste-based model IV – wage 

differential 
• Wage differential (wB < wW ): is the ratio of d>0 

employers is high enough so that the demand for 

minority workers is lower than their supply when the 

wages are equal (wB = wW). 

• If the ratio of d=0 employers is high enough, then 

minority workers will only work for them, and there will 

be no wage differential. 

• If the ratio of discriminatory employers is high enough, 

there will be some minority workers employed at those 

firms, and there will be a wage differential. 



Taste-based model V – profit 

Discrimination is costly: 

• Non-discriminatory employers hire the same number 

of workers at a lower cost. 

• Discriminatory employers will hire a lower than profit-

maximizing number of workers: 
– Small d: fewer, minority workers 

– Big d: even fewer, majority workers 

– d=0: profit-maximizing number of workers 

• With free entry, constant returns to scale (CRS): 

discriminatory employers will be forced out of the 

market. 

– Discriminatory employers are paying an extra cost, 

non-discriminatory firms achieve higher profit. 



The relationship between profit and the 

discrimination coefficient 
  

Discrimination decreases 

profits: discriminatory firms 

that employ minority 

workers (small positive d) 

hire fewer workers than 

profit-maximizing firms. 

Firms employing majority 

workers who are highly 

prejudiced will employ 

even fewer workers, at a 

high cost. 

Source: Borjas (5th edition), chapter 9, highered.mcgraw-hill.com 



Effect of an increase in the number of 

non-discriminatory (d=0) firms  
  

Demand for 

minority workers 

increases, the 

wage differential 

decreases. 



Effect of a decrease of the 

discrimination coefficient (d) 

  

Demand increases 

among prejudiced 

employers, the 

demand curve 

rotates out, the 

wage differential 

decreases. 



Empirically testable implications of the 

taste-based model 
• Wage differentials: minority workers with equal 

productivity receive lower wages than majority 

workers. 

• Hiring: a majority worker with equal productivity 

is more likely to get hired. 

• Firms employing minority workers achieve 

higher profits, since their wage costs are lower. 

• In the long-run, if product market competition 

increases, the wage differential due to 

discrimination decreases. 



Co-worker discrimination 

• The utility of prejudiced majority workers decreases 

if they have to interact with minority workers. 

• They will only work at firms that also employ minority 

workers if they receive a higher wage: wW + d. 

• They are willing to work at firms with only majority 

workers for the regular wage rate: wW. 

• Employers hire only majority, or only minority 

workers: segregation. 

• There will be no wage differential, since if the 

minority wage is lower, demand for minority workers 

increases (since employers are not prejudiced). 

• Majority worker firms will not have lower profits, 

since wB= wW. 



Customer discrimination 
• The utility of prejudiced customers depends on the price as well 

as their disutility from interacting with minority workers: the cost 

of the product = p+d. 

• Employers hire minority workers into positions with no customer 

contact. 

• If there are enough such jobs, there will be no wage differential, 

only segregation. 

• If there are not enough, there will be a wage differential, since 

from the employer’s point of view minority workers are less 

productive. 

• Market competition does not decrease customer discrimination, 

since the employer’s decision is profit-maximizing. 

• Empirical results suggest that it is significant: 

– USA: black baseball players’ cards are sold at much lower 

prices, than whites’. 



Taste-based discrimination – summary 
• In the employer taste discrimination model, employers’ decisions are 

affected by their prejudice, because they treat contact with minority 

workers as an extra cost of employing them. 

– If minority and majority workers are perfect substitutes, and the 

ratio of prejudiced employers is sufficiently high, there will be a 

wage differential and firm level segregation between the groups. 

– The more prejudiced an employer, the lower the firm’s profit, 

since it will employ fewer workers at a higher cost relative to less 

prejudiced employers. 

– In the long-run, an increase in product market competition 

decreases taste-based discrimination by employers. 

• Co-worker discrimination leads to segregation, but no wage 

differential. 

• Customer discrimination leads to occupational segregation, and, if 

there are not enough jobs with no customer contact, wage 

differentials as well. 

– Customer discrimination will not be competed away, since 

employers will continue to satisfy customer’s demands. 


