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Wage Diflerentials Among Regulated,
Private and Government Sectors: A
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INTRODUCTION

There is an extensive literature in economics dealing with wage differentials, both black-white and
male-female. The earliest studies focused on developing theoretical models to explain differentials but
included some empirical estimates as well. These included Becker’s (1957} neo-classical model, the human
capital model developed by Becker (1964) and then Mincer and Polachek (1974), and Arrow’s (1973) and
Phelps’ (1972) theory of statistical discrimination. More recently, political factors have been used to
explain discrimination (Borjas, 1980, 1982; Beller, 1977, 1982), as have theories of segmented labor
markets (Lloyd and Niemi, 1979). Following these developments, a large empirical literature has also
emerged in order to measure and explain the size of the differentials and to look at changes over time or in
different segments of the economy. For example, Smith (1977) analyzed the relative degree of these
differentials in private versus public (federal, state, and local) employment; and Montgomery and
Wascher (1985) focused on differences between the manufacturing and service sectors. Despite much
excellent work in this area, important gaps remain which this research seeks to reduce. First, there has
been no empirical evaluation of the relative wage differentials in the regulated sector of the economy
compared to the private or government secters, Our research provides some evidence on this issue. Second,
most previous empirical studies focus on broad occupational groupings; as a result, their resuits do not
entirely separate the effects of occupational self-selection from those of other characteristics. This paper
avoids the problem of occupational self-selection by studying a single occupational group—electrical
engineers. Finally, and perhaps most importantly, previous works tend to focus on just one theoretical
explanation of inter-institutional wage differentials. We set forth four reasons that have been used in the
past to explain, either explicitly or implicitly, why one might expect different wage gaps in varying
institutional settings. We then evaluate our evidence in the lght of all four theories simultaneously.

We plan to accomplish these objectives by examining the patierns of wage differentials in private,
reguiated and government sectors by sex and race, The paper is organized in the following way. We first
review important theoretical models and recent empirical evidence. We then describe the data set,
summarize the results of the regression models, and use the results to provide evidence on the relative
degree of discrimination in the private, regulated and government sectors. We conclude with a summary
and discussion of the theoretical and methodological implications of our findings.

LITERATURE REVIEW: THEORETICAL MODELS

Much of the literature on black-white and male-female wage differentials is concerned with
separating the impact of human capital differences from the effects of discriminatory behavior on the part
of employers. More recent literature applies the methodology in these studies to examine discriminatory
behavior by employers in different sectors of the economy. An excellent summary of general theories of
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discrimination (especially sex discrimination) as well as review of many of the empirical findings can be

found in Blau (1984) and Blau and Ferber (1986).
There appear to be four basic theories that lead one to espect different degrees of wage

discrimination among public, private, and regulated sectors of the economy: the neoclassical model, the
organized constituency theory, the regulatory compliance model, and the statistical discrimination
theory. The first theory predicts that discrimination is likely to be greater in the public and regulated
sectors than in the private sector, and the other three predict the opposite.”

Using standard neoclassical arguments, Becker (1957) argues that competition is likely to drive out
discrimination. Employers can gain competitive advantages by substituting lower paid but equally
productive nonwhites or women for higher priced whites or men, 80 competitive pressures on profit-
maximizing firms make discrimination costly. Since public sector bureaus are neither entirely competitive
nor profit-maximizing, one would expect on the basis of this theory that discrimination is more likely to
occur in the public than in the private sector. Alchian and Kessel (1962) extend this argument to the
regulated sector, which is largely sheltered from competition by being legally and politically prohibited
from maximizing profits while being jegally permitted to operate as a monopoly under the guardianship of
public utility commissioners. Since regulated firms (and public burcaus as well) cannot maximize profits,
they have an incentive to substitute non-pecuniary for pecuniary income. Discriminatory behavior is one
such non-pecuniary indulgence.

In the organized constituency model, the role of special interest groups points to the opposite
conclusion about intersectoral wage discrimination, Hamilton, Madison and Jay (1788), Dahl (1956),
Olson (1982), Peltzman (1976) and Stigler (1971) have pointed out the disproportionate influence of
small groups on American politics. Eisinger (1982) describes the “politics of ethnicity” characteristic of
many cities, in which jobs and other political benefits are allocated to a particular ethnic minority as a
result of the group’s organized political influence, and Borjas (1980) has applied the theory of minority
group influence to the issue of wage discrimination. According to the theory of small group influence, the
presence of minority voters in an electoral or other politically relevant constituency means that politicians
and politically accountable regulatory commissioners are likely to respond to minority preferences for
wage equality. Since the political preferences of organized constituencies do not affect the competitive
private sector, the theory leads to an expectation of greater discrimination against black minorities in the
private than in the public or regulated sectors.

The organized constituency theory may not, however, explain male-female wage discrimination.
Women do not comprise as recognizable and unified a constituency as blacks. Blacks, unlike women, are a
statistical minority. This implies that the black constituency should have lower organization costs and
therefore be politically more active and influential than the female constituency (Olson, 1982; Peltzman,
1976). Thus, the constituency theory may well apply only to intersectoral differences in black-white wage
discrimination.

Moreover, the organized constituency theory may well account only for differences between the
public and the other two sectors. Blacks are better organized as an influential voting group than as a group
that gains power from its ability to contribute to campaigns, provide information, or engage in other
lobbying or monitoring activities. Influencing regulatory bodies to reduce discrimination undoubtedly
requires more than votes because rate sctting and other issues are far more salient to the public than
employment practices. As a result, the regulated sector, while not immune from voting results, is apt to be
less responsive to black political interests concerning wage disparities than the government sector, and
may not be responsive at all. The overall implication is that the constituency theory predicts only that
black-white wage discrimination will be less in government than in the other two sectors; if is unlikely to
account for male-female intersectoral wage gaps at alk.

The theory of regulatory compliance predicts that the probability of compliance with anti-
discrimination regulations is a function of the probability that non-compliance will be detected times the
cost of punishment, given that the punishment is actually enforced (Viscusi and Zeckhauser, 1979;
Becker, 1968). The Equal Employment Opportunity Act of 1972 prohibits discrimination against blacks
and women, and gives the Equal Employment Opportunity Commission (EEQC) power to punish
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dlscrm'xlsr'lz%tory practices in all sectors of the economy. If there are intersectoral differences in the
Probablhnes that EEOC will detect and punish violators, then these differences ¢could account for ob d
intersectoral differences in wage gaps. e
Consider f-irst the probability of detection. All employment establishments, no matter what their
sector, are subj'cct'to enforcement by EEQC. However, EEOC investigates disc,:riminaticm issues onl
when a compl‘amt is filed. Officials involved in hiring decisions must therefore estimate the pmbability
that a comnplaint will be filed to estimate the probability of detection. Such a task requires a considerabli
fimount (_)f costly information. We assume instead that officials base their estimate on readily available
mfor.matlon, such as their informal observations about the size of the target groups (females a);ui blacks)
relative to *'Lhe total workforce, and use a simple proposition: the larger the proportion of the target grou
the more likely it is that complaints will be filed.? These proportions vary across sectors. Based gon a?i
occupations, the proportion of women is highest (.52) in government; it is next highest in the- private sector
{.46), and lowgst in the regulated sector (.29). For blacks, the proportions are .15, .11, and .11 in the
government, private, and regulated sectors, respectively.’ Using data from our own sgzrve),/ the ;.)crcent of
women who are electrical engineers in government, in the private sector, and in the reguiat;d sector is 5%
3%, and 3%, rc§pcctivcly. For black engineers, the corresponding percentages are 3%, 2%, and 2% Whilof:
:ﬁme ofbth;st? differences are n_ot large, they are consistent, and lead to the conclusion’tha’z the estil'nate of
Gtﬁe];rtow gsélcl‘grg.f detecting discrimination is somewhat greater in the governmental arena than in the
The probability of detection might also be affected by the Office of Federal Contract Compliance
Programs {(OFCCP) in the Department of Labor. This office has authority over all firms that are under
federal government contract, including many private firms and most regulated firms. All firms with
Federal (.;ont'rac-:ts are required to sebmit information on employment patterns. Therefore, the probabilit
of dctcitlo.n is likely to vary with the relative frequency of federal contracting in the priva;e and regulateﬁ
sectorfs. Smot? the federal government buys electricity from virtually every electric utility, where man
ciectncai. engineers work, the threat that noncompliance with anti-discrimination regul;ations will by
detected is likely to be larger in the regulatory arena than in the private sector. )

"I:hc cost of .punishment, once an infraction is detected, is not likely to vary across sectors. Back pa
the primary punishment that EEQC can levy, is likely to weigh more heavily on firms in the pri'vatc scct(z:l:
than on regulated firms and public bureaus, because competitive pressures make those firms more
marginal. However, rather than mete out maximum punishments, lower-cost and delayed compliance
arrangements are likely to be negotiated, particularly if the penalty could put a constituent out of business
There-'fore, the chance of maximum penalties is likely to be lower in the private sector (Langbein anci
Kerwin, 1984). The result is that the cost of punishment by EEOC, given that it is actuall enfo%ced m:
be close to the same among sectors. This is also true for OFCCP.? ’ T

Overall, these considerations suggest that, in the case of electrical engineers, if the EEOC were the
ogiy relevant regulatory agency, the expected cost of noncompliance with equal employment regulations
wﬂl_l?e larger in the public than in the other two sectors. But the regulated and private sectors are
addl.u(-mally subject to regulatory pressure from the OFCCP, which we hypothesize to be more effective at
attaining compliance in the regulated than in the private sector. The upshot is that, because there are two
regulator)_r authorities with somewhat different jurisdictions, no comparison of’ the relative costs of
noncompliance between the government and the other two sectors can be predicted. By contrast, the
regulator)f compliance theory does clearly predict that, because of OFCCP, the ;axpected cos‘;s of
noncempliance in the regulated sectors will exceed tliose in the private sector. ,

The thef)ry of regulatory compliance also predicts that obedience will be greater when its costs are
less. It may in general be easier for firms and agencies to comply with gender than with race targets
b!?.causc the' supply of educated women is greater than that of educated blacks. Thus, if there wefc n(;
d1fferen<fes in expected non-compliance costs for race and gender issues, we would cxpc,ct smaller gend
than racial wage gaps in all three employment arenas. e

‘ The st'_atistical discrimination model indicates how the high costs of information can also explain
differences in discrimination among sectors of the econemy (Posner, 1981; Arrow, 1973). Accordiri:g to
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this perspective, employees in competitive markets are paid according to t%lcir- r.nargl’nal procllglct_, but lztm:}i
factors make it difficult and costly to predict or even evaluate ex post an individual’s CO}'ltl‘l‘ u.tmn to ot 1?
marginal product. Such high information costs may make it rational fo'r employers to dl'sv.?rm.m:;te on : ;1
basis of statistical expectations. Women, for example, may find that thfflr futur.c productw‘igl}s‘ 1sc§;m o
because employers expect them to have a shorter worklife due to c.hﬂd-rearlr}g responsibi mi,ls]. : rz;zult
future productivity may be discounted because of expected educatm_na} qua}lty.de'ﬁcu:_ncws a eult
from prior racial discrimination (Gronau, 1982). As long as such statistical dls:cnmmatior_l appears 1ot y
efficient, it is more likely to be found in the competitive private sector than in the public or reguiate
sectors, and it is as likely to apply to black-white wage differentials as to male-female wage gaps.

LITERATURE REVIEW: EMPIRICAL EVIDENCE

Most of the empirical work in this area has confirmed the theories that predict lov;"c.r ;'vagt:
differentials in public organizations relative to private ﬁm.is..Thz?re are, however, a num'iiae-r of in ire(;;
tests of the hypothesis that competition drives out discrlmu.]z.mon. Th.cse.do. not cntjmh.m;t;rsec“(r)rte
comparisons, but instead examine the relation between competition and dlscrl-rmnatlon within 9&; ;)rl a
sector. Not all of these studies focus on wage differences. For cxam?le, Alc‘:hian‘ and Kesseil(l 4 _),c I?hz;
study involving the regulated sector per se, found that unrcgqlated 1{1dustrnlzs hired m:re t t;?]n i\z;cward
percentage of Jewish MBAs from Harvard than regulated.mdustnes, wh“‘fh fa-vore gzn ile arvare
MBAs. Cymrot (1983) found that the free agent rule in baseball, which mcreas; ;f:;mpl ers,
significantly reduced the salary differential between otherwise compar-ablc _bla.ck an wkil ep ;y tr.
Ashenfelter and Hannan (1986) found that increasing market concentration within the banking industry

ent of women relative to men. o )
TCd“(f;g;ieheaTg lt?g;: four explicit tests of the hypothesis that ethnic or rflcial minerities, because of thte;:r
political power, will be effective in reducing discrimination in the pl.il?hc sector, but'none compeilr:v Z
public sector to the regulated and private sector, and none explicitly fo-cus. on mterselctill(ra l.tggl
discrimination. Eisinger (1982) finds that, holding other variables constant, indicators of b ac ILO i 1(;9.1
mobilization in American cities are assoicated with a larger perccntag.c of black ’em]‘Jlo.yme.nt mﬁt dc t;)hat
city workforee. Borjas (1980), in a study not exp!icith-( cqnf;erned with wage dl:scrxmmzfxtlc;m, 19 anizs
significant wage differentials among similarly qualified mdwnduais’employ'cd in different z era a;getud
can be explained by indicators of the political power of the agency’s constituency. Ir’a ztb 1su ksequcntitsu u g/,
Borjas (1982) found that measures of the poliu_cai power of federal agencies olack ;o?zﬁucnti ;;
significantly reduced black-white wage discrimination. In ot.her words, federal agencies \;’ll o rog6)
black constituents were less likely to discriminate against their own black cmployecs. -F‘ma ¥, fav 1986)
examines black-white enroliment and graduation ratios in public C(.)lleges and universities as a}jl uncttl.onltl)
proxies for black political power in the 50 states, holding o.thcr variables constant. All of the theoretically

ients were significant and had the correct sign. .

relcv?rriitc‘:zezi::a;ew cxplicgit tests of the theory of regulatory compliance in the ' context ﬁ(i)f w;ge
discrimination. Nonetheless, several studies reveal that the equal cEnploymcnt op!)ortunlty and a rmaslx:f:
action programs of the federal government have reduced occupational segregation and the wage gap

women, and that affirmative action has increased the employment of blacks and women {Beller, 1977;-

Belter, 1982; Leonard, 1985), Data in Beller (1977: 311, 316) are con:f,i_st_ent wﬂ_h thei regulatorg
compliance theory in that the government, which faced lowter p_robablht:cs of mvest;g;:non taizls
punishment at the time of the study, also shows a smaller reduction in gender based wage differen
or. . .

than 'tl'htfcprlz:r?at?niigempirical studies compare wage discrimination in the pub!{c ar.ld the Prlvate f;ectors%
but they do not comprise explicit tests of theories of intersect.oral- wage det&.armmatlon._ Uzng :ﬁrlani :att)e
the human capital mode), they consistently find that discfri.mmatl'on is less in the .pubhc than et?r ate
arena. For example, Long (1975) found that productmty_ ad_]usted _black—w_hltc earnings 111‘3 i0s ar
consistent with the hypothesis that employment discriminatmn. is less uiltense in the public than in thc
private sector, mainly because payoffs to education for blacks in the private sector are less than in the
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public sector. Within the public sector, Long found discrimination at the federal level to be greatest,
followed by state and then local government. In a later study, Long (1976) replicated his original findings
that blacks earn less than comparable whites in the federal and private sectors, but the black-white
differential is larger in the private sector. This finding held true for all workers, and for the white collar
subset as well. In addition, Long found that women earn less than comparable men in hoth sectors, but the
gap is greater in the private sector, not only for all workers but for white collar workers as well.

3. Smith (1977) found that wage gaps due to sex discrimination exist throughout the economy.
Although the degree of discrimination appeared to be largest in the private sector, wage differences were
significant in the governmental sectors as well. There tended to be a decrease in the degree of
discrimination with the level of government.

D. Alton Smith (1980), in a study designed to update Long’s work ard to correct for S. Smith’s
failure to account for the differential probabilities of blacks and whites getting jobs in the public sector,
found that the federal government pays all race and gender groups more than the private sector, when
productivity differences were controlled. The advantage of federal employment was greatest for white
females, and lowest for white males; the federal employment wage advantage for black males and females
was just slightly greater than that for white males. Contrary to previous findings, these results suggest that
the federal government does not discriminate at all. The wage advantages of federal employment largely
disappear at the state and local government levels, with the exception of black males in state government,
who also earn considerably more than comparable black males in the private sector,

Overall, the empirical literature seems curiously divided into two types. On one hand, the human
capital studies provide evidence of intersectoral wage differences, but are atheorctical because they ignore
explanations that could account for those differences. On the other hand, the studies that explicitly test
theories of intersectoral wage gaps tend to ignore alternative explanations of the same phenomenon: they
test one theory against a null hypothesis rather than against a different theory. We intend to interpret the
findings that follow in the light of multiple theorjes,

DATA

The data for this study come from a random sample of non-student members of the Institute for
Electrical and Electronics Engineers (IEEE), based on a survey mailed in January, 1987. Members of
IEEE share a common occupation in electrical engineering; most have a BS or MS in electrical
engineering, but a significant minority have degrees in computer science, physics, and mathematics.

The survey response rate was 40.5%. This rate, while not especially high, compares favorably to
previous surveys of this population, which have garnered response rates between 33% and 46%. The
sample is not significantly different from the regional distribution of the population at the .01 level.

We restricted our analysis to non-Asian IEEE members who were employed full time in non-
academic jobs. Academics were excluded because the data do not permit separating those who work in
public from those who work in private educational institutions. We omitted Asians because the theories we
test generally compare groups with greater human capital assets and wages (males, whites) to those with
lesser human capital assets and wages (women, blacks and hispanics). Table 1 shows the relative size of
the subgroups we examine.

The regulated sector refers to public utility employees, as well as to respondents in the private sector
who designated their field of primary technical interest as broadcasting, cable systems, communications,
nuclear and plasma sciences, radiation, or power engineering, all of which are highly regulated. The
survey did not distinguish among federal, state or local government employees. The private sector excludes
employees of not-for-profit laboratories or firms.

REGRESSION RESULTS

We estimated regression parameters for whites and blacks employed in government, in the private
sector, and in the regulated sector, and for males and females for each of the three arenas. Like estimates
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TABLE 1
Distribution of Full-Time Employed non-Asian I[EEE Members not Employed in Academic Institutions,
by Gender, Race and Sector

N %*
Male White Regulated 2168 24.4
Government 1125 12.6
Private 5122 576
Black & Hispanic Regulated 51 0.6
Government 31 0.3
Private 90 1.0
Female White Regulated 59 0.7
Government 55 0.6
Private 188 2.1
Black & Hispanic Regulated 4 0.0
Government 5 0.0
Private 1 0.0

8899

Total

*Percents may not sum to 100 because of rounding.

from previous research, each equation included as exogenous variables education, work experience, a
dummy for veteran status, a dummy for the presence of children under 18, 2 dummy for race or sex, a
dummy for metropolitan location, and a dummy for the Southern region. Jn addition, education and
experience were included as both linear and nonlinear terms, and the interaction between education and
experience was also incorporated in some models.’ Education is measured on 2 scale from 0 to 4, where 0
means no college degree, 1 indicates a BA or BS, 2 represents some graduate school, 3 isa MA or MS, and
4 is a PhD. Experience is measured as years of professional experience in electrical engineering or related
fields. The dependent variable is the fog of the respondent’s 1987 annual salary. Although both linear and
non-linear forms with and without the interaction term were estimated for each of the twelve subsamples,
only the linear equation without the interaction term is presented. The F- and t-statistics for this equation
were consistently superior to those from any other form for every subsample.” Tables 2 and 3 present the
results for race and gender, respectively.

According to Table 2, education and experience have the expected positive effect on wages for every
subgroup. Among electrical engineers, being a veteran has either no significant effect on wages, or a
negative one. Apparently, for white engineers in the private sector, experience in the armed services hasa
significant and continuing opportunity cost in terms of lost wages. Having children s associated with
significantly higher wages for whites in all three sectors, but not for blacks. Neither gender nor living in 2
metropolitan area significantly affects wages for any subgroup in Table 2. Living in the South, however,
depresses the wages of white engincers who are employed in the private sector. The R?%s are highly
significant and range from .27 to .61. These values, together with the relative stability and correct signs of
the coefficients, suggest that these equations can be used to gauge salary discrimination ratios with some
reliability.

We turn next to Table 3, whic
sectors. The linear model without the interact
equation, educational level and years of experienc
significant at the 3% level or better in all six egnati
government and for men employed in the private sector;

h presents the regression results for men and women in the three
ive term is significant for all equations. Within each
¢ always possess the correct positive sign and are
ons. Veteran status is significant for women in the
as in the race equations, it continues to have a
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_ TABLE 2
Regression Results for Whites and Blacks Employed in Government, Private, and Regulated Sectors
(t-Statistics in Parentheses) ‘

Dependent Variable: Log of Wages

Gov't. Gov't.
Whites Blacks Wthitt'es Bivctl.(s Vvl’{[l‘:i%c;s Bi?ks
Intercept 10.21 10.26 10.25 10.19 10.27 10.34
(186) (59) (281) (141) (211) ‘(55}
Educ. 120 156 134 193 131 137
{8.98) (3.58) (16.89) (4.74) (11.71) : (2:49)
Prof. Exp. 017 .015 017 .0184 017 017
(18.83) (4.30) {28.84) (5.68) (22:38) (3:41)
Veteran status —.038 -.002 —.048 —.010 —.013 037
(—1.86) (-.03) (-3.49) {(-.15) (—.79) (:39)
Children 067 .088 100 .090 110 091
(3.62) (1.38) {8.60) {1.48) (7:67) (1:1 1)
Sex* 039 022 .053 — 042 009
(.85) (.14) (1.68) (:95) (:07)
Metro. area® —.05 —.082 024 — —.002 —.055
{—1.66) (—1.04) (1.33) (—.10) {—:48)
South 001 —.065 —.076 011 —.017 —.070
(.04) (—.58) (—3.98) (.11) (~.91) (~:88)
R? 41 TE 27 .56 .32 .41
Adj. R} 40 .61 27 .53 .32 30
Feon, 0001 0002 .0001 {000t 0001 0024
N 998 28 4597 71 1933 48

*Omitted when the value is invariant within the subsample.

::iitrl:ebifn. "tflfle presence ;)f children is significantly associated with higher wages for men in all three
, not for women. In both Table 2 and 3, having chi i
: , g chiidren appears to be correlated with high

wages for the putatively advantaged sub i iving i tan asen is

vags groups. Neither race nor living in a metropoli i
significant for any subgroup, but living i igni imini o male onginsors
: 3 g in the South significantly diminishes th f i
in the private sector and female engi i oot i sty

1 th gineers in the regulated sector. The F- i
significant, with R¥s ranging from .26 to .65. festsfor goodyess of it are ighly
demrz\irzgat;i, the regression rcm}glts are indicative of a considerable amount of structural variation in wage

on among sectors, between blacks and whites, and betwe
: 4 s ) s en males and females, The next

secdtlon of the paper dlscus'ses whether these variations contribute to systematic differences in black-white
and male-female wage ratios across the three sectors of the economy.

EVIDENCE ON WAGE DIFFERENTIALS

riva{n orderlto fgaluate the wage differentials for blacks and whites, and for males and females, in the
Cpom ;;e;igu '[?;? and -governm‘cat sectors, the gross wage differentials were decomposed in,to two
p s. This technique, which has become siandard in the empirical literature cited earlier, was
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: Table 4 presents the results of this decomnposition. They are conclusive in several respects, but still

TABLE 3 ' leave some of the questions raised earlier unanswered. As far as the gross differentials are concerned, the
sexual wage gaps are much wider than the racial gaps in all three sectors.

The first part of Table 4 summarizes the black-white differentials by sector. While the gross

s for Meﬁ and Women Employed in Government, Private, and Regulated Sectors

Regression Result mploy
(t-Statistics in Parentheses)

Dependent Variable: Lag of Wages : differentials across the three sectors are relatively invariant, the “unexplained” differences, those
_ attributable to different rates of return to endowments, are substantially larger in the private and
Gov't. Gov't. Pvt. Pvi. Reg. Reg. E regulated sector than they are in the public sector. When the government sector is analyzed relative to the
Men Women Men Women Men Women other two, most telling is the complete lack of any “discriminatory™ differential between black and white
027 1018 10.30 10.32 electrical engineers in the government. In fact, these results indicate that black electrical engineers are
Intercept 1029 10'1552 '(201) (189) (188) (61) compensated at a higher rate for any given set of endowments. On the whole, a rather clear picture
(164) (52) 130 114 emerges from this part of the Table: the “unexplained” differentials reveal a clear divergence between the
Educ. 118 184 135 150 -59 (2' 2) government and the other two sectors. The private and regulated sectors both appear to discriminate
(8.83) (3.23) (16.59) (6.34) (11.59) ) against black engineers, at least in terms of wages, while in the government, there is virtually no wage
Prof. Exp. 017 031 017 .025 017 533)5 discrimination against black engineers. There appears to be very little difference in wage discrimination
(i8.71) (3.66) (28.49) 9.11) (22.27) G between the regulated and private sectors, with only a 7 percentage point higher value in the regulated

Veteran status —032 168 047 045 - 011 ‘ﬂl)gg sector. . . . o
(-1.59) (~2.32) (—337 (—-35) (—.63) (-t Thmgs change somewhat in analyzing the sex differentials in tl:lf: second half of Table 4.‘Hcre, we
054 111 —-.025 find no difference between the government and regulated sectors in the percent of wage differential
Children .069 021 .10t 1145} 7.68) (- 44) atiributable to discrimination. Unlike the race-based results, we find no discrimination against female
(3.72) (-30) {8.58) a. ' 091 engineers in the private sector; what discrimination-based wage differential there is emerges in the
White* 033 —.040 035 — 022 o 93) government and regulated sectors alone. These results differ from those found in other empirical studies,
(—.594) (-2 (.76) (-48) (= such as Long (1975, 1976), Treiman and Hartman (1981), and Smith (1977). However, because of the
Metro. area —.05 —.073 024 023 —.004 - 25 narrowly defined occupational categories in the data set, the absolutci size of the wage differentials will be
(-1.67) (—.70) (1.29) {(.51) (=17 (— smaller than in most other studies, which are based on a wide dispersion of occupations. Thus, any

019 o7 _ 016 _ 015 —.190 economy-wide wage gaps due to occupational discrimination will not appear here.
South —.0204 (.18) (=397 32) (.77 (—-2.73) Overall, while the gross wage differential is larger between gender than race groups in all three
(-02) ’ e 3 70 sectors, the percent attributable to discrimination, where it exists, is larger for the race groups than the sex
R2 .39 70 26 : ) groups only in the private and regulated sectors. In the government, the reverse is true: there is virtnally no
Adj. R? h 19 64 .26 .56 -3 63 discrimination against black electrical engineers, while women electrical engineers fare worse than their
. 001 0001 0001 0001 0001 0001 male peers.

TABLE 4
Wage Differentials for Black-White and Male-Female Categories: Private, Regulated,
and Government Sectors'

*(ymitted when the value is invariant within the subsample.

developed by Blinder (1973} and Oaxaca (1973) and refined by Jones (1983) and Filer (1983). The gross

wage differential is defined as the difference between the mean of the log of wages of maies1 aréc'i chmai::: Private Regulated Gov'e.
; i : en
(or whites and blacks). Average wages of males (or whites) may be higher for two 1'_3333“52' (d)'ﬂ“;r:rl;ccs - White-Black
in the average characteristics (and implicitly, the productivities) of the two groups; an ( ) di . Gross differential 087 055 067
the returns to the average characteristics of the groups, presumably dl.lc to dlscrlmlnatl_m.l. As has een Due to differences in coefficients
frequently pointed out, to the extent that important variables are omitted frolm the original regression (unexplained) 027 Py — 042
equations, the degree of discrimination would be less than reported by this technique. Mathematically, the Percent of gross )
? - I . 630 I I : 2% 387 —63

decomposition is done in the following way: (due to “discrimination™) 3 l% o ]

W - W =2 bH(g "-XY X" - b%) Male-Female

g i i i i . 290
where H is the “high” group, L is the “low™ group, b are the coefficients from the regression equations, W g:;s:odé?";z;?; R 247 278
is the log of wages and X are characteristics or independent variables in the regression models. b richt (enenplamed) 000 038 o4l
The left-hand term is the gross differential between the two groups. The-ﬁrst term on the riig‘he Porcent of gross

represents the value of the difference between the average characteristics of the high and low groups. (due to “discriminaion”) 0% 14% 1%

he way the low wage groups would be evaluated

the right represents the difference in t ; .
B e biah : : in fact, evaluated in their own wage

using the high wage regression coefficients and how they are,
equation.

IThese results are based on the linear models without the interaction terms; however, the linear model with the
interaction term yields the same qualitative differences among the sectors.
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CONCLUSION

The results cast some empirical light on the theories of discrimination discussed above. While the

narrow occupational category of electrical engincers that comprises the data base for this study is
advantageous in that it eliminates salary differences due to occupational self-selection, it has disadvan-
tages as well. Specificaily, the use of a single occupation as well as the relatively small pumber of blacks
and women in some of the equations mean that the results cannot be generalized to the extent we wounld
like. Nanetheless, the evidence does allow some tentative concjusions to be drawn.

First of all, the racial results are clearly consistent with the organized constituency theory, which
predicts that wage discrimination against blacks will be less in government than in the other two sectors,
which is what Table 4 shows. By contrast, the gender results are clearly consistent with the neo-classical
theory. According to this theory, competition should drive out discriminatory behavior by employers. Asa
result, there should be no wage discrimination in the private sector, in contrast 10 the less competitive
sectors. Table 4 upholds this expectation, since there appears to be virtually no discrimination against
women in the private sector and roughly comparable amounts of discrimination in the other two sectors,
whether measured in absolute or percentage terms.

The data in Table 4 support only in part the expectation that compliance will be greater when its costs
are lower. Based on this, one would expect less discrimination against women than biacks. Not only are the
gross differentials larger between men and women than between blacks and whites, the percent of the
gross due to discrimination is larger for the race equations than for the gender equations only in two of
three sectors. The government is the exception, probably as a result of the political influence of biacks.

The data appear fo be generally inconsistent with the regulatory compliance hypothesis that, because
of OFCCP, the expected costs of noncompliance will be greater in the regulated than in the private sector.
If this hypothesis were true, there should be less discrimination in the regulated than in the private sector.
Yet, for both the gender and the racial results, the opposite is true.

The data are not very consistent with the statistical discrimination theory either. That mode! predicts
the precise opposite of the neo-classical model, leading to the expectation that discrimination, assuming it
is efficient, would be greatest in the competitive private sector and less in the other two. Just as the private
sector is not consistently the least discriminatory, it is not consistently the most discriminatory either.
Instead, based on the absolute and percentage discrimination differentials in the race equations, the
private sector is more discriminatory than the government but less discriminatory than the regulated
sector. In the gender equations, the private sector is the least discriminatory.

In sum, while a comparative cxamination of four theories of intersectoral wage differentials reveals
relatively more support for the neo-classical and organized constituency theories than for the regulatory
compliance and statistical discrimination theories, one cannot necessarily generalize from the sample
evidence presented here.® It is also important to point out that hoth the neo-classical and statistical
discrimination theories are deficient in that they account only for differences between the competitive
private and the less competitive regulated and government sectors, ignoring differences between the latter
two. These theories are equally deficient in that they ignore differences between racial and gender groups,
vet the discrimination differentials between blacks and whites are clearly unlike those between men and
women.

More importarit, while the literature generaily presents these theories as conceptually separatc
accounts of institutional differences among labor markets, such 4 separation may in fact be impossible. As
Beller (1977) points out, regulatory (and political) pressures to hire women (and blacks) facilitate the
acguisition of information about the likely productivity of female (or black) employees, and may also alter
tastes for discriminatory behavior. Thus, tastes and expectations may either be endogenously determined,
or they may be exogenous. To the extent they are endogenously dependent on political {or Tegulatory)
forces, it is impossible to reject or accept the statistical discrimination and neo-classical explanations
based on intersectoral differences in the returns to human capital. Rather, micro level data that measure
the preferences and productivity expectations of hiring officials, as well as the human capital, racial and
gender characteristics of the employees, are necessary 1o separate the neo-classical and statistical
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discriminati .
!;?E:(l)nll:‘izltlgntthecgr1as f;om egch other and from the other two explanatory accounts. In a similar vein
ata about the subjectively expected costs of non i ' ,
: -compliance are necessary i

regulatory compliance theory from the organi i o o
: : ganized constituency theory. Studies i

re : . purparting to uphold
ject either the regulatory compliance theory or the organized constituency theory wigthoutpholdir?;

constant the preferences and productivi i
productivity and non-complianc i iri i
therefore be drawing unwarranted inferences. ’ ® expectations of hiring officials may

NOTES

The Tnsti . . .
uther hor‘f;tg:eafgrri;e:;gﬁ?i ‘%Iidih?gcr:lgpmcs Epg;neers ﬁenerously provided the data for this study. Only the
s - ings, opinions, and interpretati .
authors, how i P ions presented here,
ey vl;rya:c:;p;tteﬁemo_dcitcould allso account for inter-secteral wage differences, in that human capital differences
may vary acr SSiblpnva e, public, and reguiatory sectors. We try to remove'as many intersectoral human capitat
erences byii amiﬁ‘i :0 as Ito separate the. human capital model from models that are more explicitly instiiutisnal
Seatessions that folloy Ig:,I only one occupation and by holding constant factors like education and experience in thé
il may confo-un g\';']t::r;i; to thq te);tem éhat we fail to make human capital factors invariant across sectors
n caj ith i X
oy pital models with inter-sectoral models of wage determination (Polachek,
2. Suchasi isi infuiti i iri
P a;l:il]sii dig;s;gzar;le f‘has intuitive appeal, since hiring officials can easily estimate the relative size of target
Fnleitly. off éa[s 5 y forecast that“wherc there are numerous blacks or women, there will be more com Iaingtz
e ;Eme a aly ECt on the l'lfie, Where t.hcre‘s smoke, there's fire.” The forecast may even have enIlJ iri 1
occupati’ons ce w;‘ r;,g ive predom_;nan.ce of. _mmorities and women may be indicative of low wage 10\5[ llgiail
oceupations ! partilgulal};;lg c}:!omptlﬁmts.ls politically and socially more acceptable, and may even be fc;momicsaily
. where there is union or other support for th i i
s rti _ i r support for t e costs of filing complaints.
oficios ggﬁgcsle;lsh;répé officials could use a different decision rule than the one we employ ;:erc and different hirt
o : e;l;ent rules. In the absence of qmpirical information about these decision; rules, some a ri?: ;
assumprion is e ;lproblc?n T?fi:' hth;l ;efulaﬁoiy comphailce theory yicld testable predictions. As we ar,c;vue bel{)\f thf;
; 18 of egulatory compliance th i i iri
; %Ij"ormatmn in order to give the theory an unbi:fsed ters)i cory malke It necessary to acquir such empircal
. These pry i . i
Sta[isf.}::;g op’;rhtéoilsg:!vg; :;Tg;;?diﬁgn;i IQCE{ISb data 0{1 nonagricultural employees provided by the Bureau of Labor
ies. s defined by employees in transportati d i ihti
ostor 1o dofined by omoiosecs n f y < : P ion and public utilities. The government
public administration and by those listed i n
government. The private sector is all other ing onploycd an wnpaa fomy werkernr 1 €
c r employees, excluding self-employed an i i
451. g;lékélijOC, QI;CbCP coﬁnpftance reviews are not complaint-based e 0 unpaid family workers.
. can punish by withholding federal cont| i admini i
 noastiare ootk B, g racts, but it has never administered this penalty. Instead, like EEOC,
6. These i i
it ;:3:;5:;; ;lgle cstantd_ardf sgt of 1ndcpende_nt variables used in the empirical studies cited in Section 1. Oth
explanatory variable alslc:: r:)l;;: e: bﬁ‘il:; zrirll’e u;lllont n;embeéship and marital status, as well as interactions in-volvi:;
S, arital status and experience. Marital st i i
absence of children under 18, and union ipi e e e presence or
. membership is not relevant for thi 1 i
g asen ! : t it for this particular population.
] Th:, " Ic;r;nﬁo;ii ;gfi ts.;z;:: ;2;? signs qf t{l;‘ coefficients were not very sensitive to changes iif, t}?e f‘urll(:t]ional form
. ¢ sizes in this research reflects the paradox th g is is
e S e X p ox that one strength of this analysis is also it:
: pation such as this one remove the bi i i .
eaknes r this o Mo e bias due to occupational self-
y to be plagued by small sample sizes of minorities within sectors. The Currem? Popuiatsif)llf gej;(;él;ré,a?: tti;(':

others often rely on overcomes th
¢ smal :
breakdown. I sample problem but does not offer a sufficiently fine cccupational
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