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	Over the past few years, non-traditional economic theory has been receiving empirical validation from an unlikely source: mainstream economists. For example, in their recently published book about the effects of the minimum wage on employment in the fast-food industry, David Card and Alan Krueger show that a rise in the minimum wage did not lead to decreasing employment and in some places employment actually rose. This finding is contrary to the predictions of standard, neoclassical textbook theory which dictates that any increase in wages should be accompanied by a fall in employment. Two other esteemed mainstream economists, David Blanchflower and Andrew Oswald, have also come up with econometric evidence which supports non-traditional econometric theory. They have discovered the “wage curve.” 

	The wage curve is a stable, negative relationship between unemployment and the level of pay. Through random samples of nearly four million people from sixteen countries, Blanchflower and Oswald find that local unemployment rate affects pay level such that “A worker who is employed in an area of high unemployment earns less than an identical individual who works in a region with low joblessness” (p. 5). Their major finding is that the log of wages is a monotonically decreasing and convex function of local unemployment rates. The elasticity of pay with respect to unemployment—that is, the percentage amount that pay will change as unemployment changes—is – 0.10. Therefore, hypothetically, a region with an unemployment rate one percentage point higher than another region will have wages that are ten percent lower.

The findings of The Wage Curve contradict the predictions of mainstream economic theory. In the textbook or Walrasian model of labor markets, wages will adjust to equilibrate the supply and demand for labor: wages will move up or down in response to excess supply or demand for labor. Unemployment is the gap between demand and supply that predicts that there is a positive correlation between wages and the level of joblessness. Such unemployment is an “inefficient outcome” due to market imperfections that will be eradicated in the long run as wages fall to equilibrate the supply and demand for labor. Alternatively, workers may alter their labor supply or firms may alter their demand for labor. Thus, in the Walrasian model, unemployment is not the equilibrium outcome: wages fall because unemployment does not.

Blanchflower and Oswald present alternative theoretical arguments within neoclassical economic theory to explain their findings. However, what they do not do is look to non-traditional, heterodox models. An alternative model of the labor market begins from the premise that unemployment is endemic to the capitalist economy. Unemployment serves to discipline labor. The work of Sam Bowles and Juliet Schor points to the “cost-of-job-loss” as playing an important role in the determination of wages. The cost-of-job-loss is the drop in pay a worker would experience if she lost her job and had to go out on the job market. It is an index based on the current wage, unemployment benefits, and the probability of finding new employment. Workers who live in areas where there is high unemployment will have a higher cost-of-job-loss than will workers who live in area with low unemployment because the chances of finding a new job are lower in high unemployment regions. When unemployment is high, workers see that they will be unable to find a new job if they are fired or quit. They are therefore less likely to strike, less likely to demand higher pay, and generally more likely to put up with whatever their employer demands. The wage curve substantiates this notion of the cost-of-job-loss.

Unemployment, however, does not occur in the abstract, but happens to actual workers. Historically in the US, certain groups of workers defined by their race, ethnicity, or gender have been generally more likely to experience unemployment than other workers. For most of the post-war era, female unemployment was greater than male unemployment and African American unemployment was greater than white unemployment. However, in the early 1980s, women’s unemployment began to dip below that of men and since that time women’s unemployment has cycled just beneath male unemployment. African American unemployment has not undergone such a transformation: African American unemployment has been consistently about twice white unemployment for the entire post-war period. Further, the business cycle has a greater effect on African American unemployment: African American unemployment is more volatile over time than either white or female unemployment.

The divergence in unemployment across gender and racial-ethnic groups is due to labor market discrimination. Discrimination in the labor market means that women and minorities do not have access to the same opportunities in employment that men and whites do. Discrimination takes three forms in the labor market: employment discrimination, wage discrimination, and the distribution of jobs. This discrimination in employment leads to differences in pay across groups of workers (Mason, 1995).

Although the wage curve confounds the tenants of mainstream economic theory, as tested by Blanchflower and Oswald it does not address the fact that unemployment varies by gender and race/ethnicity and that these differences in unemployment may be fundamentally related to differences in pay across gender and racial-ethnic groups. The wage curve is measured as an aggregate phenomenon—a phenomenon which is similar across different demographic groups in the labor market. An interesting question is how does the wage curve play out in a labor market characterized by discrimination? Is the elasticity of the wage curve -.10 for all groups of workers or do workers who experience discrimination have a more elastic wage curve? Does this explain some of the wage inequality among different groups of workers?

Alternate Tests of the Wage Curve 

	To answer these questions, the wage curve is reevaluated using unemployment rates which are disaggregated by gender and race. The wage curve developed by Blanchflower and Oswald is a model of the form:
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Where wij is the wage of person i in the jth group; Xij is a set of measured characteristics of individual i (such as gender, age, and education) in the jth group; and U is the aggregate unemployment rate. 

	Alternatively, this model can be tested using the unemployment rate of specific groups of workers:
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Where Uj is the unemployment rate of the jth group. Women and racial-ethnic minorities experience labor market discrimination. Their wage curve may therefore be more elastic than that of either the aggregate population—which Blanchflower and Oswald have found to be -.10—or of non-discriminated against workers.

	The data to test these propositions comes from the CPS Annual Merged File, for 1994 for the individual-level employment, earnings and background data, and from the Bureau of Labor Statistics website, for 1994 data on unemployment by gender and race. To be included in the tests, an individual must be between 18 and 64 years old, employed in either the private or public sector excluding those who are self-employed, and live in one of the fifty largest metropolitan areas of the US. 

	The test looks at the differences between the elasticity of pay with respect to aggregate unemployment and with respect to group-specific unemployment for African Americans, whites, females, and males. The test only looks at these differences for people who live in the fifty largest cities in the US.

The test is done by estimating a regression of the form:
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Where ln w is the log of earnings per week or the log of the hourly wage (earnings per week over usual hours) for individual i where the labor market is defined by the metropolitan area an individual lives in; ln U is the natural log of the unemployment rate for that area; and X is a vector of characteristics particular to individual i; Dreg, Dindy and Docc are regional, industry and occupational dummies. The variables in X are dummies for gender, race, marital status, union membership, private sector employee, part-time (less than 30 hours/week), and paid hourly; variables for educational attainment (less than High school, High school graduates, some college, 4 years of college, and beyond 4 years of college), and age and its square (to measure for experience). Each specification also includes 13 dummies for industry classification, 14 dummies for occupational grouping, and 50 state dummies.

The results are reported in � REF _Ref416862145  \* MERGEFORMAT �Table 1�. The test shows that the pay of different gender- and race-groups respond to their group unemployment differently. Workers who face race discrimination in the labor market have a higher elasticity of pay with respect to unemployment than do workers who do not face racial discrimination. The earnings of African Americans have an elasticity of pay of -0.24 with respect to African American unemployment. The elasticity of pay with respect to African American unemployment for African American males is even higher at -0.25. By contrast, female earnings, with an elasticity of -0.07 and significant, do not appear to be as affected by own-group unemployment. Females—and in particular white females—are the only group who respond to their own group unemployment to a lesser extent than to the aggregate unemployment rate as found by Blanchflower and Oswald. 

In the breakdowns by gender and race, the results further show that an individual’s earnings are more sensitive to the unemployment rate of their racial group than their gender group. African American and white females have a stronger elasticity with respect to their race-group unemployment than to female unemployment. African American and white males also have a stronger elasticity of earnings with respect to their race unemployment that to the male unemployment rate, although the differences are much smaller than occur for females.

These findings show that discrimination affects group earnings. The unemployment rate of African Americans negatively affects their earnings to a greater degree than for any other group. The unemployment of an individual’s race-group appears to play the strongest role in regulating pay. This means that African Americans who live in large urban areas with high African American unemployment experience a high earnings penalty. Thus, employment discrimination against African Americans serves up a double whammy: it both keeps them unemployed and serves to lower pay disproportionately for those African Americans who are working.

Table � SEQ Table \* ARABIC �1��Urban Sample: Wage Curve by Demographic Group with Unemployment by Demographic Group

�Log of Group Unemployment Rate by MSA���Log of Earnings per Week�African American �White �Female �Male �No. Obs.�R2��African American�-0.24����7,874�0.51���(.05)***�������White��-0.16���47,445�0.57����(.02)***������Female���-0.07��29,397�0.54�����(.04)***�����Male����-0.17�30,197�0.55������(.03)***����Race-Group Unemployment ��������African��������American Female�-0.22����4,488�0.54���(.06)***�������White Female��-0.13���22,888�0.55����(.03)***������African �-0.25����3,386�0.48��American Male�(.08)***�������White Male��-0.20���24,557�0.55����(.03)***������Gender-Group Unemployment��������African��������American Female���-0.14��4,594�0.53�����(.05)***�����White Female���-0.05��22,888�0.55�����(.02)**�����African ����-0.21�3,497�0.49��American Male����(.07)***����White Male����-0.18�24,557�0.55������(.03)***������������

Standard Errors In Parentheses.

* Significant At The 10% Level; ** Significant At The 5% Level; *** Significant At The 1% Level.��

	The use of group-specific unemployment can also be employed in understanding whether the unemployment of discriminated-against workers affects the pay of the total, aggregate population, or whether the unemployment of these groups only affects their pay. This model is:
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Where Udis is the unemployment rate of the group which experiences discrimination in the labor market. The expectation is that the group-specific unemployment rate of discriminated-against workers should serve to pull down the average wages of the aggregate population. There should be a greater elasticity of aggregate average pay with respect to African American and/or female unemployment than with respect to aggregate unemployment.

	Regressions are run for this model and these results are presented in Table 2. Aggregate earnings are most sensitive to the unemployment rate of whites and males. The elasticity of pay of the aggregate population with respect to white unemployment is -0.16 and the elasticity of pay of the aggregate population with respect to male unemployment is -0.18. Both of these elasticities are statistically significant. The elasticity of pay of the aggregate population with respect to African American unemployment is only -0.08 and the elasticity of pay of the aggregate population with respect to female unemployment is also -0.08. Both of these elasticities are also statistically significant. 	

	These findings show that the unemployment rate of whites and males has the strongest effect on the earnings of the aggregate population. The unemployment rate of the groups that are hypothesized to be in the reserve army of labor does not have a strong effect on the earnings of the aggregate population. These findings also point to the conclusion that the labor market is highly segmented along the lines of gender and race and that there are different dynamics for these labor markets. Increases in unemployment for discriminated-against workers lowers all earnings, but to a lesser extent than the unemployment of non-discriminated against groups. Thus, in 1994 and all else being equal, individuals who lived in large urban areas with relatively high unemployment rates for whites or males experienced lower pay than individuals living in large urban areas with a relatively high unemployment rate for African Americans or females.�

These findings provide empirical support for the argument that it is in the interest of whites and males to maintain their employment privilege because it sustains their higher earnings. When events are such that even whites or males lose their jobs, all groups suffer in terms of pay, but when African Americans or women lose their jobs, pay does not fall for other groups as much. These findings suggest a rationale for why there is very little discussion in the media or even in academia of the excruciatingly high unemployment rates for African Americans in urban areas. The high unemployment rate of African Americans does not affect the pay, or employment, of the majority, white working class.

Table � SEQ Table \* ARABIC �2��Urban Sample: Wage Curve with Unemployment by Demographic Group

�Log of Group Unemployment Rate���Log of Earnings per Week

�African American �White �Female �Male �No. Obs.�R2���-0.08����53,080�0.56���(.02)***���������-0.16���59,594�0.56����(.02)***���������-0.08��59,594�0.56�����(.01)***���������-0.18�59,594�0.56������(.02)***����

Standard Errors In Parentheses.

* Significant At The 10% Level; ** Significant At The 5% Level; *** Significant At The 1% Level.��	The wage curve is a phenomenon that is affected by labor market discrimination. The wage curve for discriminated-against workers is far greater than the -.10 found by Blanchflower and Oswald for the aggregate population. The fact that the unemployment rate for African American workers is twice that of white workers combined with the higher elasticity of African American pay with respect to African American unemployment accounts for part of the wage inequality experienced by African American workers. The fact that the pay of the aggregate population is relatively inelastic with respect to the unemployment of discriminated-against workers explains why whites don’t seem to care.
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� This makes intuitive sense in that the unemployment of high earners has, relative to low earners, a more of a negative effect on average earnings since high earners are a large proportion of the labor market.
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