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PREFACE

This paper examnes federal prograns and policies which affect the
differential in employment Status of nonwhite and white Anericans. The
paper discusses the inpacts of macroeconomic policy, targetted enpl oynent
creating prograns, tax prograns, education and trai ning prograns, anti-
di scrimnation prograns, and the unenpl oynent conpensation system on
the racial unenpl oynent gap. The paper was prepared at the request of
Parren J. Mtchell, Chairnan of the Huse Budget Cormttee Task Force
on Hinman Resour ces.

This is the second of three studies undertaken by the Gongressional
Budget office to examne the causes and possible renedies to the probl em
of economc inequality between nonwhites and whites. The first study,
"The Inpact of Economc Recovery On Lhenpl oyed Nonwhite And Wiite
Anericans: Prelimnary Assessnent," released in the fall of 1975,
exam ned the unenpl oynent experience of nonwhites and whites during
recent years wth enphasis on the recent recession. It discussed alter-
native economc recovery strategies and their inpact on unenpl oynent
rates of the two races. The third study will examne various neasures
of racial inequality, such as enpl oynent, incone, wealth, educational
attainnent, and housing. It wll analyze alternative policies to bring
about equality in these di nensions.

I'n keeping with cBo's nandate to provi de nonpartisan anal ysis of
policy options, this report contains no recormendations. The paper was
prepared by David S Mundel, wth the assistance of Alan Fein, and
contributions by Marc P. Freiman, Karl D Gegory, Robert H Myer, and
(harl es Betsey.

Alice M Rivlin
Drector
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SUMVARY

Nonwhi t es engrience substantial ly higher rates of unenpl oynent
than do whites. t only does this problemrepresent a failure to
achi eve social and economc equality and a waste of hunan resources
that could be otherwse utilized in produci ng goods and services but
it also places a harsh burden on the individual's concerned and their
famlies. Incone is lost, skills may deteriorate, seniority nay be
lost, and an individual's sense of pride and self-esteemnay be
damaged.

The gap between the unenpl oynent rates of nonwhites and whites
has renai ned sizeable while the econony has experienced both good
and bad periods. During recessions, nonwhites are nore likely to be
the first fired (or laid off) and their joblessness increases nore
rapidly than that of whites. During recoveries, nonwhites are |ess
likely to be anong the first enployees to return to work and their
unenpl oynent rate declines nore slowy than the white rate. Even at
| owoverall rates of unenpl oynent the nonwhite rate has been approx--
imately 4 percentage points higher than the white rate. During the
recent recession and current recovery, the gap between the unenpl oy-
nent rates has followed the characteristic pattern, shown in Table 1,
of wdening in absolute terns with higher total unenploynent, but
narrowng interns of the ratio.l/

Tabl e 1—UNEMPLOYMENT DUR NG THE CURRENT B NESS CYCLE
(The unenpl oynent rate by race)

Qctober 1973 My 1975 June 1976
Wite 4. 2% 8.3% 6. 8%
Nonwhi t e 8.5 14.2 13.3
Tot al 4.7 8.9 7.5
NoNWhi t€ mnus Wil te 473 5.9 6.5
Ratio——Nonwhitedi vi ded
by Wi te 2.0 1.7 2.0

1/ The differential between the unenpl oynent rates of nonwhites and
whites can also be expressed in terns of a ratio. Over tine, the
ratio has remained at approxinately 2 to 1. During recessions, the
ratio has tended to decline because nonwhites |eave the Iabor force
nore frequently when unenpl oyed. During recoveries, however, the
gap between the two rates may decline, while the ratio increases.

(X)



There are a nunber of reasons--including di scrimnation, educa-
tional attainnent and achievenent, job location, and the situation
of the | abor market-—for the higher unenpl oynent rates experienced
by nonwhites. In general, nonwhites have |ess education and | ower
skill levels and thus they are nore frequently in less-skilled and
| oner payi ng f'obs than whites. Moreover, even when their educa-
tion and skill levels are equival ent to those of whites, nonwhites
have often been rel egated to | ower quality jobs because of | abor
market discrimnation. Their relegation to [ower paying jobs results
in higher unenpl oynent anong nonwhi tes because in these jobs enpl oyers
and enpl oyees have little notivation to devel op | ong-termattachnents
between jobs and workers. Thus, turnover is frequent. Because these
jobs are disproportionately at the nargin of the job structure, they
are only offered in nunbers sufficient to result in |ow nonwhite unem-
pl oynent during periods of very high denand for labor. Nonwhite unem-
pl oynent nay al so be higher than white unenpl oynent because of the
greater geographi c di stances between nonwhite residences (in core urban
nei ghbor hoods) and new y devel oping jobs (in suburban communities).

These nany sources of the nonwhite, white unenpl oynent gap
indicate the need for a conbi nation of [ong- and short-termmacro-
economc and targeted policy instrunents if the gap is to be reduced.
Unt ar get ed macroeconomic instrunents wll not reduce that part of
the gap that is caused by discrimnation and the other reasons cited
above. Thus, the differential indicates a need for specifically
targeted antiunemployment instrunments in order to reach full enploy-
ment of all groups.

The governnent currently uses five basic strategies to reduce
unenpl oynent and its resulting costs to society and individual s.
Each of these strategies influences both aggregate unenpl oynent
and the relative unenpl oynent of segnents of the | abor force—e.g.,
whites and nonwhites; young and ol d; and wonen and nen.

The five basic strategies are:
1. stimulative fiscal policy to increase aggregate denand;
2. expenditure and tax prograns specifically directed at .
increasing public and private enpl oynent (e.g, public
servi ce enpl oynent and economc development);

3. direct cash assistance to the unenpl oyed in order to
reduce the financial burdens of unenpl oynent;

4, prograns to increase the training and education of
current and potential workers;

5 prograns and policies that facilitate and regul ate the
functioning of the l|abor narket and other narkets that
i nfluence output and the denand for |abor.
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These strategies have both short- and |ong-term effects.

Simlative fiscal policies can have substantial effects on the
overalT Tevel of joblessness and on the difference between the non-
white and white unenpl oynent rates. The snaller the gap between
actual and potential Goss National Product (Gwe), the smaller the gap
between the unenpl oynent rates of whites and nonwhites. |f the 198
unenpl oynent rate is 4 percent, the gap between the nonwhite and white
rates wll be approxinately 4.8 percentage points. |f, however, the
1980 rate is 6.3 percent, the gap will be approxinately 5.2 percentage
poi nt s.

Enpl oynent -creating prograns can also have significant effects
on the overal I enploynent rate and the gap between white and nonwhite
unenpl oynent rates. The net effects of these prograns depend on the
wage levels of the jobs created;, admnistrative costs; the rates of
fiscal substitution and displacenent; and the share of created jobs
filled by nonvhites. The effects of sone possible enpl oynent-creating
programoptions are provided in Table 2.

Tabl e 2-~EFFECT (F ALTERNATI VE EMPLOYMENT~CREATING PROGRAVE
ON TOTAL AND NONVH TE BEMPLOYMENT,  FY 1977
(1000s of jobs per $1 billion in outlays,
12 nonths followng initiation of outlays)

Estinmated Percent

o Nunber of Jobs of Jobs Flled by
ProgramActivities Qeated Nonwhi tes b/
Publ i ¢ Servi ce BEpl oynent

CETA litles I and M 97 21%
Targeted Toward:
Long Ter m Uhenpl oyed 97 18
Poverty Popul ation 118 28
Sunmer Yout h I:%pl oynent 355 a/ 41
Accel erated Public \rks 69 15
Qount ercycl i cal  Revenue
Jnar i ng 89 24
Tax Qut 46 17
General_Gover nnent
__EXpendirtures 55 n.a.

a. Job year equivalents.
b. See text for derivation.
n.a.-not avail abl e.
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The effect of job~creating activities on the nonwhite unenpl oy-
ment rate and the gap between the nonwhite and white rates depends on
the nunber and proportion of newy created jobs filled by nonwhites.
Lhless at least 17 percent of the newjobs are filled by nonwhites,
the gap between the unenpl oynent rates wll wden. |f 40 percent of
the created jobs are filled by nonwhites, the gap wll narrow by
approxi nately 0.14 percentage points for each 100,000 jobs created.

QGher public and private sector enpl oynent-creating activities
can also be inplenented. These include |abor intensive public expend-
iture prograns, e.g., housing rehabilitation, community economc devel -
opnent activities;, enploynent tax credits; and subsidized |oans to
promote |abor intensive business devel opnent. The effect of these
Br ograns on the nonwhite, white unenploynent gap is highly uncertain,
ut it could be si gnmcant if the prograns are carefully targeted
and adequately funded.

The unenpl oynent conpensati on systemoperates as a general macro-
economc strmilus and provides benefits to particul ar unenpl oyed
individuals. The macroeconomic effects are essentially the sane as
those of a general tax cut. MNonwhites are less likely to receive
benefits than whites because they are disproportionately in industries
that are not covered by unenpl oynent conpensation and they have poorer
work histories than whites. Even when they do receive benefits they
receive snaller benefits because, on the average, they earn |ess at
their jobs than do whites.

Federal education and training prograns can affect the long-term
employability (and resulting unenploynent) of the work force. The
effect of these prograns on nonwhite unenpl oynent depends on the extent
of nonwhite programparticipation, the aggregate |level of denand for
labor, and on the extent of discrimnation in the |abor narket. Recent
(although limted) evidence shows that nonwhites experience snall earn-
Iings gains as a result of training prograns; however, the |ong-term
persistence of these gains is doubtful. Increased educational attain-
ment contributes to higher absolute and rel ative earnings for nonwhites;
however, nonwhite education levels renmain substantially bel ow those of
whites. The long-termeffect of the federal education and training
prograns on nonwhites depends both on the amount spent and the all oca-
tion of resources among prograns. Prograns differ significantly in
their nonwhite participation rates and the extent of targeting toward
economcal |y di sadvantaged popul ations which are disproportionately
nonvhite (Table 3).
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Tabl e 3—PARTICIPATION | N SH ECTED EDUCATI ON
AND TRAI N NG PROGRAMS BY NONWHITES

Percent of Nonwhite

Prograns Participants/Recipients
Henentary and Secondary Education
ESEA Title | 55%
H gher Educat i on .
SUFPI ementary Education Gants 68
ol | ege Wrk S udy 41
National Direct Sudent Loans 39
Trai ning
Wrk Incentive Program 47
CETA Title | 44
Job Gorps 60

Oscrimnation in both the eduation and training processes that
affect The Tuture employability of the |abor force and in the |abor
market that affects the demand for nonwhite workers increases the
unenpl oynent rate of nonwhites. Federal antidiscrimnation and
affirmative action policies probabl %/ | ower these effects, but a quan-
titative assessnent of the inpact of these policies is difficult and
uncertain. Data on the effects of existing prograns on unenpl oynent
are limted. The design, operation and nanagenent as well as budget
support for these prograns are crucial to the effect they wll have
in elimnating discrimnation.

Wii [ e beyond the scope of this analysis, the followng factors
are also thought to contribute to the disproportionate unenpl oynent
burden placed upon nonwhites: differences in the quality of educa-
tion received by bl acks and whites; residential segregation that
prevents people fromliving near jobs; a transportation systemthat
I's designed to get people fromthe suburbs into the central city, but
not to get people out of the central city into areas wth job
%)_ﬁportumu es In the suburbs; and the effect of drug use and abuse.

ese factors are also appropriate targets for corrective policies.






INTRODUCTION

Lhenpl oynent continues to be a national problem It results
in awaste of hunan resources and a lower level of output of goods
and services. Lhenpl oynent al so places a burden on the individuals
concerned. Not only is there the loss of incone associated wth
j obl essness, but skills may deteriorate, seniority nay be | ost, not
to nention the danage to an individual's sense of pride and self-
esteem Even at |ow ag?gregate rates of unemployment, the prob-
ability of being unenployed is higher for sone persons and groups
than others. Therefore, full enploynent of all groups is not solely
an economc problemof restoring full-capacity production |evels or
full aggregate enpl oynent.

The unenpl oynent rates of whites and nonwhites renai n substan
tially different despite the najor governmental efforts during the
1960s to reduce economc inequality. Inequalities a so continue to
exist in labor force participation rates, discouraged worker rates,
the incidence of underenpl oynent, earnings, and working conditions.

Long-termtrends in the unenpl oynent rates reveal little reduc-
tion in the gap between whites and nonwhites.2/ The recent recession
has reinforced the notion that unenpl oynent rates and the gaﬁ bet ween
the unenpl oynent rates of nonwhites and whites vary in a hig lY
cyclical fashion, and that these cyclical variations nask any |ong-
termtrends that mght indicate greater equality wthin the [abor
market. In each cycle, the gap wdened wth increasing unenpl oynent
and narrowed nore slowy during recovery. Sone evi dence does, how-
gverél suggest that the gap has narrowed slightly over the last two
ecades.

2/ The differential between the unenpl oynent rates of nonwhites and
whites can also be expressed in terns of a ratio. CQver tine, the
ratio has renmained at approxinately 2 to 1. During recessions, the
ratio has tended to decline because nonvwhites |eave the Iabor force
nore frequent|y when unemployed. During a recovery, however, the gap
between the two rates nay decline, while the ratio increases. There
are a variety of factors which affect the unenpl oil]nent rates of whites
and nonvwhites, the ?ap between these rates, and the ratio of white
unenpl oynent rates to nonwhite unenpl oynent rates. These include such
factors as age and sex distribution, |abor force participation rates,
and a nunber of other denographic characteristics. In the absence of
a conmonl y accepted neasure of the white, nonwhite unenpl oynent
differentral, the estinmate used in this study should be used very
carefully.

(1)
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Figure 1.
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Adistinct long-termtrend does emerge for teen-agers. S nce
the md-1950s, the gaB between unenpl oynent rates for nonwhite and
white teen-agers has been |arger than the gap between the rates of
white and nonwhite adult nales or fenales and it has w dened steadily
over tine. The teen-age gap is approxinately 24.2 percentage points
today. Gyclical novenents of the econony have not noderated this
strong trend toward continued wdening of the gap for teen-agers.

The unenpl oynent rates sonewhat underestinmate the difference
between the jobl ess experiences of whites and nonwhites. DO scouraged
workers (those who | eave the |abor force because they believe jobs are
unavai | able) are disproportionately nonwhite and they are not counted
anong the unenployed. In the fourth quarter of 1975, the unenpl oynent
rates for whites and nonwhites were 7.7 percent and 13.9 percent
respectively and the conparabl e jobless rates (derived by adding in
the di scouraged workers) were 84 percent and 16.3 percent. The ?ap
between the unenpl oynent rates was thus 6.2 percentage points while
the gap between the jobless rates was 7.9 percentage points. The ratio
bet ween the nonwhite and white unenpl oynent rates was 1.8:1 and between
the jobless rates was 1.9:1.

The gap between the nedian incones of whites and nonwhites is substan
tial but it has been slowy closing. In 1950 the nedi an i ncone of non-
white famlies was 54 percent of that of white famlies ($1,869 vs
$3,445). By 1974 it had reached 62 percent. The nedian i1ncone of
nonvhite famlies in 1974 was $8,265 while for white famlies it was
$13,35%6. The growth in black famly incone has been slower. In 1974,
the nedi an black famly incone was only 58 percent of that of white
famlies. Qver the last sixteen years the proportion of famlies bel ow
the poverty | evel has decreased for both whites and nonwhites, but the
decrease has been proportionately greater for whites. In 1959, 53 per-
cent of all nonwhite famlies were bel ow the poverty level, as opposed
to 18 percent of white famlies. The nonwhite percentage dropped to 28
in 1974 while the white percentage fell to 7. :

Five Basic Srategies to Reduce Uhenpl oynent

The governnent can use five basic strategies to reduce unerTPI qu-
ment and Its resulting costs to society and individuals. Each of these
strategi es influences both aggregate unenpl oynent and the unenpl oynent

of segnents of the |abor force—e.g., young and ol d; wonen and nen; and
whites and nonvhites. The strategies have differential effects on whites
and nonwhites and the gap between their unenpl oynent experiences. Each
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of these strategies also influences other attributes of work status.
These strategies have both short- and [ong-termeffects on unenpl oy-

nent .

The five basic strategies are:

stimilative fiscal policy to increase aggregate denand and
employment;

expendi ture and tax J)rograns specifically directed at
increasing public and private enpl oynent (e.g., public
servi ce enpl oynent, enployment tax credits, and economc
devel opnent stimulants);

prograns to increase the training and education of current
and potential workers;

direct cash assistance to the unenployed in order to reduce
the financial burdens of unenpl oynent; and

Progr_ams_ and policies that facilitate and regul ate the
functioning of the |abor market and other narkets that
i nfluence the demand for |abor and output.

The short-run instrunents include aggregate fiscal stimlus,
enpl oynent creating prograns, and the unenpl oynent conpensation system
Aggregate fiscal stimulus can be provided through a variety of macro-

economc nechanisns thal either increase governnent expenditures or

TEdUCE tax T evenues.

Enpl oynent creating prograns operate to create jobs in both the

publ i C and prrvaie sectors of t{he econony. Public sector enpl oynent

creating prograns include:

1.

Publ i ¢ Servi ce Employment--Job~creating prograns that

erther tund jobs 1h state and local governnents, or in
federal prograns. These prograns can be used either
countercyclically during periods of high unenpl oynent or
during periods of |ow aggregate unenpl oynent to hire
wor kers who remai n unenpl oyed.

Accel erated Publ i C Works-—Countercyclical prograns
that Tund nanpower-intensive and short-term public
wor ks projects during periods of high unenpl oynent.

Qountercyclical Assistance to Sate and Local (overn-
ments--Aid {0 State and local governnents designed to
alTow themto mai ntain service and enpl oynent Tevels
during periods of high unenpl oynent and reduced tax
receipts.
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The success of these prograns in the aggregate depends on the
extent to which they add newjobs rather than sinply repl ace existing
ones; the average salaries of the jobs they provide; and the Pro or -
tion of their outlays spent for wages and salaries. Their effects on
the unenpl oynent rate depend on the proportion of the newy created
jobs that are held by fornerly unenpl oyed individuals. The success of
these policies in closing the gap between the white and nonwhite unem
ploynent rates al so depends on the degree to which they enpl oy and

I|n uce the enpl oynent of nonwhites who ot herw se woul d have been job-
€ss.

Private sector enpl oynent creating prograns include general tax
cuts TOr busSIness frrns and.

1. Enpl ogmant Tax Oedits and \ige Subsidies—Tax
expenditures and direct outlayS a ned al increasing
or maintaining enpl oynent in the private sector.
These can be used either countercyclically or to
reduce structural unenpl oynent during periods of |ow
unenpl oynent and they can either be in the formof
general subsidies; subsidies for newor additional
jobs; or targeted toward less skilled jobs.

2. Public Support for Private Ewl oynent Generating
Projects—e.g., SUPPOrt 10r Tapor Imtensl ve
activities undertaken by nonprofit organizations.

~ The nagni tude of the effects of tax and expenditure instrunents
oriented toward stimulating increased private sector enpl oynent is
difficult to predict. There has been little experience wth enpl oynent
tax credits, and the responses of private enployers to subsidies that
reduce | abor costs relative to capital costs are not clear. The other
factors which determne the effectiveness of these approaches are
basical |y the sane as those for the public sector prograns.

The unenpl oynent conpensation systemis designed to reduce the
I ndi vidual financial burden of "unenpl oynent and to provide autonatic
fiscal stimulus as unenpl oynent increases. The stimulus and benefits
provi ded by the unenpl oynent conpensation systemaffect whites and
nonvhites differently. The stimilus effects are simlar to those of
eneral tax reductions. The benefits for nonwhites and whites are
i fferent because nonwhites have |ower incones and therefore usual ly
| ower benefits and work |ess often in covered enploynent. The effects
of the unenpl oynent conp)ensation_ayst emon unenpl oynent are not
entirely desirable. There is evidence that the systemprovides dis-
incentives to work and that these disincentives increase unenpl oynent




during periods of |ow unenpl oynent. The unenpl oynent conpensation
systemal so creates incentives to stay in the labor force while |ooking
for work. Both of these factors increase neasured unenpl oynent.

Longer-terminstrunents designed to affect unenpl oynent include
enpl oynent -creating prograns; education and training prograns; and
market facilitation and regul ation activities.

The long-run effects of enpl oynent-creating prograns include new
public andJ:)rivate jobs created directlTy as a result of federal program
support and additional jobs resulting fromthe general fiscally stim
ulative effects of the funding. Drect jobs can be restricted to
popul ations experiencing hi gh unenpl oynent by careful targeting and
eligibility requirements. Hscally stimilated or indirect jobs nay be
created for several years after the funding of the direct jobs. Jobs
can also be created by economc, business, and community devel opnent
activities.

Awde variety of education and training prograns are currently
funded by the federal governneni in order to Increase the employability
of the work force. These prograns increase the skill |evel of enployees
and thus increase their attractiveness to potential enployers. Their
incones and their opportunities for finding enpl oynent increase. The
effect of federal supﬁort inthese prograns is inlarge part a function
of the extent to which it raises total support, rather than sinply re-
pl acing support fromstate and |ocal governnents and individuals. The
effect of these prograns on unenpl oynent rates and incone levels is
difficult to estinate. To sone extent, education and training prograns
may sinply nove unenpl oynent fromone group to another. The degree to
whi ch the white, nonwhite differentials are affected depends on the
degree to which the prograns are targeted toward popul ati on grOUpS W th
proportions of nonwhites. A nunber of existing education and training
prograns are oriented toward the economcal |y disadvantaged popul ati on.

The effects of narket facilitation and regul ation policies--such
as antidiscrimnation policies, and job placenent and counselng
services are difficult to estinate and highly uncertain.
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PART I - |

THE RECENT BEMPLOYMENT BEXPER BENCE
CF NONWHITES AND WH TES

In May 1975, when the recent recession was at it worst, 83
mllion peopl e were unenpl oyed on a seasonal |y adjusted basis. This
nunber had risen from4.2 mllion in Gtober 1973, the peak of the
previous business cycle. The national unenpl oynent rate in My 1975
was 8.9 percent, contrasted wth 4.7 percent in Gctober 1973. G
the 4.1 mllion additional unenployed in My 1975, 15 percent were
nonwhite (See Table 4.) :

The fraction of recession-induced unenpl oynent accounted for by
nonwhites was greater than their share of the |abor force. Wile non-
white adult nales were 5.7 percent of the civilian labor force in
the fourth quarter of 1975 they accounted for 10.2 percent of the
total increase in unenpl oynent fromthe fourth quarter of 1973, white
adults (both sexes) were 80.1 percent of the civilian |abor force and
accounted for only 72 percent of the increase in unenpl oynent over the
last two years. These nunbers understate the extent of jobl essness
and its distribution amn\rll\}g1 racial groups. The nunber of white dis-
cour aged wor kers (those who are unenpl oyed and have ceased | ooking for
jobs because they think there are none available) rose by 140,000 or
by 26 percent in the two-year period. The nunber of nonwhite dis-
cour aged workers rose by 166,000 or 117 percent.

The jobless rate (unenpl oyed and di scouraged workers) for the
fourth quarter of 1975 was 84 percent for whites and 16.3 percent
for nonwhites. The conparabl e unenpl oynent rates were 7.7 for whites
and 13.9 for nonwhites.

Uhenpl oynent rates and jobless rates al so understate the dis-
proportionate incidence of |owwork status anong nonwhites. There
are several other reasons why the traditional nethods of neasuring
unenpl oynent and jobl essness do not reflect the true extent of these
problens: (1) These rates do not include that part of the enpl oyed
popul ation that works part tine because it cannot £ind full-tine
work; (2 the actual nunmber of peopl e unenpl oyed (as opposed to the
average nunber) is not neasured; and (3) the duration and frequency
(nunier of spells) of unenpl oynent is not neasured. Twenty percent
of the involuntary part-tine workers in the fourth quarter of 1975
were nonvhite. Wile the aver age nunber of unenpl oyed in 1974 was
51 mllion, the total nunber who experienced sone unenpl oynent was
18.4 mllion. Wile the average duration of unenpl oynent of whites
and nonwhites is simlar during nornal economc tines, it is nuch
greater for nonwhites during recessions. The average nunber of
spells of unenpl oynent is also greater for nonwhites.

9
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Table 4--unemployment During the Current Business Cycle
(by race, sex, and age)-

OCTOBER 1973 MAY 1975 JUNE 1976

Nunber of Unemployment Nunmber of Unempl oyment Nunber of Unenmpl oyment
Unenpl oyed Rat e Unenmpl oyed Rat e -] Unenpl oyed Rat e
TOTAL 4,161 4.7 8, 250 8.9 7,143 7.5
Mal e, 20+ _ 1,527 3.1 3,667 7.2 3,063 6.0
Fenel e, 20+ 1, 386 4.5 2,771 8.4 2,445 7.1
Both sexes, 16-19 1,248 14. 3 1,812 20. 3 1,635 18.4
WHI TE 3,338 4.2 6, 798 8.3 5, 685 6.8
Mal e, 20+ 1,238 2.8 3,068 6.7 2,482 54
Femal e, 20+ 1,106 4.1 2,276 8.0 1,919 6.5
Both sexes, 16-19 994 12.7 1, 454 18. 3 1,284 16.1
NONWHI TE 861 8.5 1,483 14. 2 1,444 13.3
Mal e, 20+ 301 5.8 604 11.6 575 10.7
Femal e, 20+ 310 7.5 525 12 .1 519 11. 3
Both sexes, 16-19 250 27.7 354 37 .3 350 40.3

01

Seasonally adjusted BLS data from.January, February and .June 1976 issues of Employment and Earnings.



Figure 2.

UNEMPLOYMENT RATE GAPS (NONWHITE-WHITE)
DURING THE RECOVERY
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The economc recovery has |owered the total unenpl oyment rate
to 7.5 percent in June 1976. About 1.1 mllion fewer people are unem-
ployed now than in My 1975. The recovery, however, has not affected
all groups equally. Twenty percent fewer white adult nales are
unenpl oyed now than in May 1975 conpared wth 5 percent fewer non-
white adult nales. Nonwhite teen-agers and adult fenal es have hardl ey
benefited fromthe recovery. (he percent less of each group are now
unenpl oyed than before the recovery began.

Because of the effect on the unenpl oynent picture, duration of
unenpl oynent should be examned. Prior to the recession, in the
third quarter of 1973, 37 percent of unenpl oyed nonwhites Were out of
work for nine or nore weeks. The conparable figure for whites was 25
percent. During the peak of the recession in the second quarter of
1975, 56 percent of unenﬁl oyed nonwhites were out for nine or nore
weeks, in conparison with 48 percent of whites. The nunber of non-
whi tes who experienced long durations of unenpl oynent rose by 27 per-
cent, while the nunber of whites rose by 20 percent.

~ Qher aspects of white and nonwhite work status have al so changed
during the recent years. There have been changes in the | evel and
distribution of incone for whites and nonwhites in recent years. The
ratio of nonwhite to white nedian incone rose from.5% in 194 to .63
in 1969 and fell to .62 in 1974 Another inportant dinension is the
distribution of incone. During the decade from1964 to 1974, the
fraction of both white and nonwhite famlies in the lower end of the
incone distribution (below $7,000 in constant dollars) declined as
famlies noved up the incone ladder. The largest declines were in the
proportions of famlies in the lowest brackets. There were al so sub-
stantial increases in the proportion of famlies earning $15 000 and
over for both whites and nonvhites. The proportion of nonwhites in
this incone gr oup grew by 12.5 percentage points and the proportion of
whites grew by 14.4 percentage points. (Se Table 5 for detailed
figures.)

Mrtually all of the gains for both nonwhites and whites were
made in the first five years of the period, from19%4 to 199. There
were 1.3 nmllion nore persons at or bel ow the poverty level in 1974
than in 1973. The percentage of persons falling bel ow $7,000 of
I ncone increased anong whites by 0.5 percentage points, and decreased
anong nonwhites by about 0.1 percentage points.
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Renedying this tyﬁ_e of discrimnation requires specia enphasis
on weedi ng out of the hiring process any aspect that may have a dis-
crimnatory inpact and is not clearly related to actual job functions..
The existence of statistical discrimnation a so sqq(;iests support for
rograms that inprove the educational |evel and skills of mnorities.
th better education and training, these groups would be less easily
subj ected to exclusion through the use of these discrimnatory screen--
ingcriteria. _

_ ne of the nost quoted of the studies attenpting to neasure the
I npact of discrimnation on unenpl oynent rates is the study by Harry
0. Gilman. 9/ H examned the influence of color, industry, and
education on the unenpl oynent rates of mal e workers (by occupation).
The data, largely unpublished, fromthe Current Popul ation Survey,
vere for 1950 and averages of 1957 through 1961.  After controrl1ng
for other variables, belng nonwhite added 2.9 percentage points to
the unenpl oynent rate.10/ For those occupations beginning wth
craftsnen and extendi ng through the higher skill levels, being non-
white added 3.17 to the unenpl oynent rate.

9/ "Economc DO scrimnation and Unemployment,™ American Economc Review
TV Decenber 1965, No. 5, Part 1.

10/ Snce ability and perhaps other variables were not hel d constant,
The coefficient may msstate the effect of discrimnation.



Table 5--FAMILY | NCOME, 1964, 1969 and 1974
FAMI L1 ES BY TOTAL MONEY INCOME | N CONSTANT
DOLLARS BY RACE OF HEAD
(IN 1974 DOLLARS)

erce il i
TOTAL MONEY | NCOVE 1964 1969 1974 64-74 64- 69

ins CHANGES FROM

69-74

(Percentage Points)

VWHI TE
Under $3, 000 7.5% 5.0% 4.3% -3.2 -2.5
$3, 000 to 4,999 9.0 6.5 6.8 -2.2 -2.5
$5,000 to 6, 999 10. 2 7.5 8.4 -1.0 -2.7
$7,000 to 9, 999 17.9 13 .9 13.5 -4 .4 -4. 0
$10, 000 to 11, 999 17,6 10.9 10. 5 -2.1 -1. 7
$12, 000 to 14, 999 15.2 16 .3 14 .6 -0.6 1.1
$15,000 and over 27.6 44 . 2 42 .0 14 .4 12. 3
MEDI AN | NCOVE ..DOLLARS $ 10903 $13175 $13356 $ 2453 $2272
NONWHITE

Under $3, 000 20.5% 13 .9% 13.5% -7 .0 -6. 6
$3, 000 to 4,999 19.6 14 .1 16 .0 -3.6 -5.5
$5, 000 to 6,999 17.1 13.7 13.1 -4.0 -3.4
$7,000 to 9, 999 17.5 18 .5 16 .1 -1.4 1.0
$10, 000 to 11,999 8.1 9.6 8.3 0.2 1.5
$12, 000 to 14, 999 7.1 11. 6 10.7 3.3 4. 2
$15, 000 and over 9.8 18 .6 22.3 12. 5 8.8
MEDI AN INCOME. .DOLLARS $6102 $ 8328 $8265 $2163 $2226
RATI O OF MEDI AN | NCOVE 56. 0 63.2 61.9 5.9 7.2

SOURCE: CURRENT POPULATION REPORTS, SERIES P-61, No. 99 (JULY 1975)
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PART | - ||

THE CAUSES (F THE DIFFERENTIAL
EMPLOYMENT BEXPER BENCES G
NONWHITES AND WH TES

Ag?regate unemployment and its distribution wthin the popul ation
result froman array of conplex and interacting forces. Basically,
unenpl oynent results froman unsuccessful search for work, but the
reasons for this lack of success are varied relating to both the
denand and supply sides of the |abor narket. The range of theories
and the causes of unenpl oynent and corrective policies they suggest
are outlined in Table 6.

) The causes concern thensel ves wth three aspects of the |abor
nmar ket :

Denand for Labor: The econony operating below its
potentral and thus denandi ng fewer workers than
are available and offering unattractive job
opportunities.

Supply of Labor; A labor force that is inadequately
educated and trained and wthout sufficient
ex'oeri_ ence and other capabilities for performng
well inthe jobs that are required by the econony.

Functioning of the Labor Market; The inperfect
functionng of Tabor narkets so that discrimna-
tion, inadequate infornation requiring long job
search times, and unrealistic expectations on
the part of workers and enpl oyers produce high
unenpl oynent .

The denand side of the labor market (i.e., the supply of H'obs)
can be neasured by the total nunber of jobs available; the skill
requi renents and geographi c locations of the available jobs; the
busi ness, industrial, and governnental sectors in which jobs are
offered; and the quality or desirability of the offered jobs.

The supply side of the |abor narket (i.e., the available
workers) can be neasured by the total nunber of workers avail abl e
the nunber actively seeking enpl oynent and the workers®' skill |evels
and locations; and their job desires. Each of these aspects of
| abor su,oply influences both total unenpl oynent and the distribution
of unenpl oynent anong segnents of the |abor force. ULhenpl oynent is
also influenced by workers' needs for incone and al ternative sources
of support. Younger workers wthout famly responsibilities and

(15



Table

6 --ALTERNATIVE THEORI ES OF UNEMPLOYMENT AND THEIR | MPLI CATI ONS ON THE
CAUSES OF UNEMPLOYMENT AND ON THE APPROPRI ATE | NSTRUMENT FOR | NTERVENTI ON

ALTERNATI VE THEORIES OR
CAUSE- EFFECT MODELS

PREDOM NANT CAUSES
OF UNEMPLOYMENT

I NSTRUMENTS TO ATTACK UNEMPLOYMENT

1. KEYNESI AN

I nadequat e aggregate demand

More fiscal stinmulus through tax cuts or hikes in spending
supportive nonetary policy

2. STRUCTURAL

Technol ogi cal change, immobility

of labor, labor-job skill conflict,
discrimination, artificial barriers
(minimum wage)

Manpower training, education, regional and ghetto devel op-
ment strategies, mobility allowances, employer subsidies
for payroll or for investment in labor intensive indus-
try, regulation, deregulation

3.  NEO CLASSI CAL
(a) Perfect conpeti-
tion

(b) Market power and

other imperfections

(c) Human capital

(d) Job search and
turnover

(e) Crowding,
occupati onal
segregation

Taste for discrimnation or
enpl oyer perceptions of "reality"

O igopoly, nonopoly, imobility,
wage rigidities, nonconpeting
groups

I nadequat e education, training,
and other devel opment of human
skills

Poor information, faulty expecta-
tions, inexperience in job

search for new workers, job market
inefficiency

Discrimination, |low skills,
di sadvant ageous | ocation and
ot her handi caps

Changes tastes and perceptions (method unspecified) or
else wait for long run when conpetition will remve gap

Sel ected regul atory changes to nake wages fl exible,
resources mobil e, increase conpetition, and to |ower
m ni mum wages

Education, nmanpower devel opment and training, on the job
training, subsidies to firms and enpl oyees, retraining,
opportunities industrialization centers

Strengthened state and |ocal enploynent services, inproved
job market training and information, better connections
to the world of work for new entrants and reentrants,

i mproved worker and enployer information, mobility
al | owances

As in 3 (b), 3 (c) and 3 (d). Particularly strong anti-
di scrimnation enphasis, new job opportunity structures

4. I NDUSTRI AL RELATI ONS
OR BARGAI NI NG MODEL

Self-interest buttressed by un-
equal existing distribution of
power . Behavi oral interaction
bet ween workers, firns, unions,
and governnment in conplex environ-
ment where the less powerful groups
recei ve lower benefits and opportunities.

Organi zation of disadvantaged, new mechanisms so they can
better support their self-interest, regulation to offset
illicit use of power. Increase skills of disadvantaged,
promote up-gradi ng, apprenticeship, etc., and system
atic attack on discrimnation

5. DUAL LABOR MARKET

Division of jobs into two

markets and different narket

behavi or. Locking in of dis-

advant aged in secondary market

with poorest, often dead-end

jobs, least pay, stability, training
possibilities, upward mobility and.
little incentive for good work
habits

Creation of better jobs, higher m ni num wages, changing
character of institutions which penalize the disadvan-
taged, regulatory activities to bar discrimnation and
other barriers to entry into the primary job market,
upgradi ng secondary jobs

9t
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wor kers who are not their families' principal source of support wll
probabl y be unenpl oyed nore frequently. rkers who can receive
unenpl oynent conpensation and other incone assistance benefits Wl |

be more likely to renain in the labor force if they lose their jobs
(because this is a requirenent for unenpl oynent conpensation benefits)
than ot her workers.

Because unenpl oynent results froma w de array of sinultaneous
and interacting supply and denand phenonena, it is difficult to assess
the independent effects of the various causes. These interacting
phenonena al so indicate the need for a mxed systemof instrunents in
order to lower total unenploynent and reduce the disparities between
the unenpl oynent experiences of whites and nonwhites.

Denand for Labor

Aggregat e demand has a powerful inpact on the level of enpl oynent
and upon the racia unenpl oynent differential. Recent experience docu-
ments the relatively |owgap between the unenpl oynent of nonwhites and
whi tes during periods of high enpl oynent |evels and high capacity
utilization. In calendar year 1969, the unenpl oynent rate overal | was
3.5 percent (for nonwhites 6.4 percent) wth a racial gap of 3.3
percentage points. Previously, the lowest white, nonwhite gap occurred
during the Korean Vér period, in 1953, when the unenpl oynent rate for
whites was 2.7 percent, and the rate for nonwhites, 1.8 percentage
poi nts hi gher.

The econony has operated belowits potential in all but five of the
last 21 years, exceptions being 1956 and 1966 through 1969.3/ The hi gher
the shortfall the greater are both total unenpl oynent and the gap between
nonwhi te and white unenpl oynent (see Figure 3). In 1975, the shortfall
in G\P was 13.3 percent, the highest by far in the 21-year period shown.
This corresponded w th an unenpl oynent rate of 8.5 percent, and a gap
between the nonwhite and white rates of 6.1 percentage points.

3/ The shortfall of potential G\P is defined as: potential QG\P mnus
actual G\P. It is often expressed as a percent of potential QG\P.
Potential GQ\P is the level of the nation's output of currently produced
goods and services, were the econony operating wth enploynent at 96
percent of persons who are either working or actively seeking work.

75-1950- 76 - 5



Figure 3.

UNEMPLOYMENT RATE, RACIAL UNEMPLOYMENT
GAP, AND POTENTIAL GNP SHORTFALL
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Increased inflationary pressures can aso result from high
capacity utilization. The rate of inflation has declined from double-
digit levels in 1974 to éust over 8 percent in 1975 and is projected
to be between 6.4 and 6.9 percent by the fourth quarter of 1977 as
neasured by the consuner price index. The tradeoff between reductions
i n unenpl oynent and hi gher prices remains a potential obstacle to
rel ying excl usively on macroeconomic neasures to stimulate the econony
and to reduce the white, nonwhite unenpl oynent rate differential.

Even if the supply of jobs (i.e., denand for labor)—-in the
aggregate—is anpl e, there'w || be unenploynent: if the skill require-
nents of the available jobs differ fromthe skill levels of the unem-
ployed; if the geographic and industria locations of jobs differ from
those of the unenployed; and if the quality of the jobs is low If job
quality is low job seekers wll continue to look for work rather than
accept enpl oynent i nmedi atel y and enpl oyed workers wll be nore |ikely
toquit. Both of these actions wll increase unenpl oynent. Uhenpl oy-
nent also results frompoor infornation about what jobs are available
whi ch lengthens the tine required for job search.

- Bach of these factors may cause the _unerrlnl oynent rates of non-
whites to exceed those of whites at both high levels of aggregate
unenpl oynent and at full enploynent. Individuals who |ive in "poverty
areas" and economcal |y declining communities experience significantly
hi gher levels of unenpl oynent. B acks disproportionately live in these
regions and consequently have higher rates of unenploynent. 1If,
because of discrimnation, locatron, and educational and skill attain-
ment, nonwhites are disproportionately located in the lower quality
job narket, their unenploynent rates Wil be higher.

Labor Suppl y

Education and skill devel opnent or training are anong the factors
that contribute To the Tevel of enployneni and the differential in
unenpl oynent rates by race. Investnents in education and training add
to an individual's ability to performa job productively, and hence
hi s employability and earnings. '

I nadequat e educational attai nnent (years of school or training
conBI eted) and achi evenent (quality of educational perfornance) are
probabl y causes of increased unenploynent. They determne skill |evels
and they nay act as indicators of a worker's ability to be trained.

Enpl oyers are reported to regard educational attai nnent as a sign that
enpl oyees can successfully conpl ete on-the-job training. This is
inportant to enployers, for training is expensive, especialy if the
wor ker | eaves before the enpl oyer has recouped its cost. |f education
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and training are conplenentary, that is, if education raises the
workers' output both directly and indirectly as a result of the
effects of further on-the-job training, enployers wll have a vested
interest in keeping nore skilled workers enpl oyed. Nonwhites nay be
concentrated in |ower paying occupations with'higher unenpl oynent
rates because these jobs only require limted educational attai nnent..

More highly educated workers—both wWhites and nonwhites--have
| ower unenpl oynent rates than | ess educated workers, as shown in
Table 7. The gap between white and nonwhite unenpl oynent rates is
snal | er for those workers who have sone postsecondary education than
for those wth none. Mre highly educated workers fromboth racial
groups were also less affected by the recent recession.

Tabl e 7—UNEMPLOYMENT RATES BY EDUCATI ONAL ATTAI NVENT,
BOTH SEXES, 1974 and 1975, ACE 18+

Years of School Total Wite Nnwhite GAP

(NW-W)
1974 Less than 12 6.7 6.1 9.3 3.2
12 4.7 4.3 8.9 4.6
More than 12 31 2.9 53 2.4
1975 Less than 12 126 17 17.0 53
12 91 8.4 15.0 6.6
Mre than 12 4.9 4.7 7.2 2.5

Resear ch by Freeman and Holloman indicates a decline in the bene-
fit of attending college in recent years. However, the opportunities
for black graduates appear to have inproved in the 1960s and the early
1970s (at least until 1974). "The share of black graduates obtainin
nmanagerial jobs...jumped from5 percent in 1964 to 11 percent in 1
and then to 19 percent in 1973, while white representation in manage-
ment was relatively unchanged. Perhaps nore inportantly, the starting
salaries of black college graduates rose to parity wth those of whites
in the 1960s and early 1970s, after decades of being substantially

lower."4/

4/ Rchard Freeman and J. Herbert Hol |l onan, "The Declining Val ue of
(ol | ege Going," Change, Septenber 1975.
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There is an inverse relationship between the levels of education
and unenpl oynent for nost occupations. Both blacks and whites in the
nore prestigious occupations have higher levels of educational attain-
ment and | ower unenpl \%ment rates.5/ B ack unenpl oynent rates are
hi gher than those of whites for nen and wonen in all occupations
(except nmal e nonfarm | aborers and private househol d workers). This
holds true in professional and technical occupations in which blacks
have the sane or superior educational attainnent |evel as whites. In
addition, there is a disproportionate presence of nonwhites in those
occupations which require lower skill levels and which have the hi ghest
unenpl oynent rates.

| nperfect Functioning of the Labor Market

Arong the other reasons that have been presented for the ?ap in
unenpl oynent rates of whites and nonwhites are the existance of dual
| abor_markets and racial discrinmnation wthin the |abor market.6/

Some argue that one source of the racial unenpl oynent gap may be
that the labor narket consists of two relatively distinct sectors, a
ﬁri mary | abor narket and a secondary |abor market. The prinary sector
as the best and the nost rewarding, steady, and preferred jobs.

Enpl oyees in this sector are secure, receive job pronotions regularly,
and enjoy regul ar working conditions. Unenpl oynent in the prinary
sector stens largely fromdeclining activity, either in the econony as
awhole or in the specific industries. Loss of a prinary sector job
is not likely to be pernanent, and nay only result in tenporary enpl oy-- -
ment in a less preferred position or a tenporary furlough.

The secondary |abor narket sector is characterized by low-paying
jobs, limted advancenent, and unstabl e enpl oynent. Layoffs, dis-
charges, and resignations are frequent, and unenpl oynent may be hi gh
even when the econony is operating close to its potential. S nce the
positions in the secondary |abor narket are short-term low-skilled,
and generally unattractive, there is little incentive for workers

5/ A study by Harry Gilman ("Economic D scrimnation and Unemployment,"
Anerican Econonmic Review, LV Decenber 1965, No. 5 Part 1) exanines
the influence of occupation on unenpl oynent rates while controlling for
race, education, and a fewother variables. He finds that the | ower
the skill level of an occupation generally, the nore inportant

addi tional years of educational attainnent were for |owering the unem
ploynent rate. For all occupations, the high-skill occupations, and
the low-skill occupations, one year of additional educational attain-
ment |owered the unenpl oynent rate by .58 .33, and 1.16 percentage

poi nts respectively.

6/ It should be noted that prelabor narket discrimnation can and has
occurred wth respect to education and training and that the discrim-
ination affects the skill distributions of nonwhites.
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to remain on the job and devel op good work habits and obtain val uabl e
work experience. These characteristics are tolerated by the employer,
because he has a large pool of applicants seeking positions, none of

whi ch require investnents in training or other transition costs. H?h
turnover rates and unenpl oynent result. \Wrkers laid off nerely shift
fromone low-paying position to another or becone unenpl oyed. nor -
ities and teen—agerjs frequently fall wthin this second |abor market.7/
They are enlpl oyed disproportionately in low-wage jobs, and shift nore
frequently Trombei ng unenpl oyed t0 low-paying jobs and back again.

Nonwhites rmay be disproportionately in the secondary or high unem-
ploynent |abor market for several reasons. DOiscrimnation may [imt
their entry into the prinary market and relegate themto the secondary -
market. Lower educational attainnent may limt their access to prinary
jobs because they |ack needed skills or are judged |ess trainable by
prospective enployers.  The dual |abor narket theory predicts that the
unenpl oynent gap between nonwhites and whites is largely a result of an
inabi ity to obtain steady jobs in the primary sector.

~There appears to be agreenent that discrimination plays a naj or
role in explaining a significant part of The unenploynent rate differ-
ential. Traditional theories explain the role of discrimnation in
terns of an inclination of enployers for discrimnation which results
i n unenpl oynent and | oner wage rates for the groups discrimnated
against.8/

Another type of discrimnation, statistical discrimnation, may
not be directed at a particular job applicant, but it can be just as
effective. Enpl oyers make hiring decisions wthout conplete and
adequat e infornation about prospective enpl oyees. In order to reduce
this uncertainty, these enpl oyers use various nethods to discrimnate
anong applicants—e.g., tests and reference checks. Satistical dis-
crimnation occurs when characteristics related to a group (eg, a
racial mnority) are used to infer infornation about a particul ar
individual. A the nost blatent |evel, enployers nay nake observa-
tions about nonwhites as a group, relative to whites, and then on that
basis hesitate to hire individual nonwhites. At a nore subtle |evel,
enpl oynent tests may contain sections that are not Preci sely rel evant
to the job for which the applicant is applying and the scores on these
tests may reflect socioeconomic or racial background rather than
potential job perfornance.

7/ Peter B Doeringer and Mchael J. Piore, Internal Labor Markets and
Manpower Analysis, Lexington, Massachusetts, D C Heath, Lexington
Books, 1971

8/ See Grry S Becker, The Economics of D scrimnation, University of
Thi cago Press, 1957.
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Renedyi ng this tyﬁ_e of discrimnation requires specia enphasis
on weedi ng out of the hiring process any aspect that nay have a dis-
crimnatory inpact and is not clearly related to actual job functions.
The existence of statistical discrimnation aso su_gigiests support for
prograns that inprove the educational level and skills of mnorities.
Wth better education and training, these groups woul d be less easily
subj ected to exclusion through the use of these discrimnatory screen-
ing criteria.

_ (ne of the nost quoted of the studies attenpting to neasure the

i npact of discrimnation on unenpl oynent rates is the study by Harry

0. Gilman. 9/ H examned the influence on the unenpl oynent rates of
nal e workers (by occupation) of color, industry, education, prine age
work force, and percent of wage and salary workers. The data, largely
unpubl i shed, fromthe Qurrent Popul ation Survey, were for 1950 and
averages of 1957 through 1961 After controlTing for other variables,
bei ng nonwhite added 2.9 percentage points to the unenpl oynent rate. 10/
For those occupations beginning wth craftsnen and extendi ng through

tgte hi gher skill levels, being nonwhite added 3.17 to the unenpl oynent
rate.

9/ "Economic O scrimnati on and Unemployment,™ Aneri can Economc Revi ew
TV Decenber 1965, No. 5, Part 1.

10/ Snce ability and perhaps other variables were not held constant,
fhe coefficient may msstate the effect of discrimnation.
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THE PROIECTED EFFECT CF ALTERNATI VE MACROECONOMIC CONDITIONS
ON VH TE AND NONWHITE JCBLESSN\ESS

S nce aggregate denand has such a powerful impact on the racial
gap in joblessness (i.e., unenpl oyed and di scouraged workers combined),
the contribution of changes in macroeconomic conditions to which could
narrow this gap over the near future is of paranount concern. There
are nany possi bl e conti nations of nonetary, expenditure, and tax
policies that can result in_ increased aggregate demand and hi gher |abor
and capital utilizations. These alternative conbinations of macro—
economc policies for influencing the course of the econony would result
indfferent paths the econony mght take in the future.ll/ In order to
show the effect of the alternative nacroeconomc conditions on white and
nonwhite unemployment, the CBO has simil ated the effects of three of
these paths——a noderate recovery path, a rapid recovery path, and a full
enpl oynent (4 percent unenpl oynent) pat h.

The results of these simulations, sunmarized in Fgure 4, show
the rel ationship between the unenpl oynent rates of whites and non-
whites and the capacity utilization of the econony. The unenpl oynent
rates of both whites and nonwhites and the gaps between these rates
Increase as the econony operates further anay fromits potential .
These simil ations suggest that for every 1 percent increase in GNP
I nduced by ag%r egat e economc policy, the nonwhite unen%legyment rate
w Il decline by approxinately 0.4 Tpercentage points. ause the
whi te unenpl oynent rate declines nore slowy, the gap between the
nonvwhite and white rates wll narromw However, even at full enploy-
ment, the gap between the white and nonwhite unenpl oYmnt rates is
likely to be approximately 4 percentage points if only nacroeconomc
policies are undertaken.

Even if the econony reached full enpl oynent by 1980, one-quarter
of the unen;ol oxed woul d be nonvhite, reflecting in part a greater
expansi on of the nonwhite popul ation in the intervening years, only
partially offset by anore rapidy risi n? | abor force participation
rate for whites. Qher expansion paths [eading to less than full
enpl oynent by 1980 woul d produce even hi gher unenpl oynent rates and a
sonewhat higher racial differential. [f the unenpl oynent rate in 1980
were 4.5 percent, the gap between nonwhite and white unenpl oynent rates
woul d be 4.9 percentage points. |If the 1980 unenpl oynent rafe were 6.3
percent, the gap between the unenpl oynent rates woul d be approxi nately
5.2 percentage points.

11/ See Budget ptions for Fscal Year 1977 A Report to the Senate
and Huse Cormttees on the Budget, Qongressional Budget Gfice,
Vishington, D C, Mrch 15 19/, p 17-33

(27)
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Macroeconomic policies—even if they result in the achi evenent
of full employment--will |eave substantial nunbers of individuals
unenpl oyed and a sizeable differential between the nonwhite and white
unenpl oynent rates. Enpl oynent creating programs, the unenpl oynent
conpensat i on system, education and training prograns, and antidiscrim-
ination policies may |ower unenploynent bel ow the |evel s achi evabl e
t hrough fiscal policy{ alone; lower the individual burdens of unenpl oy-
nent; and, if carefully targeted, reduce the nonwhite, white
differential in both the short- and long-run. These instrunents are
discussed in Part Il, Chapters Il through V.






PART || - 11

THE EFFECTS (- EMPLOYMENT CREATI NG AND | NDUd NG PROGRAMS
ON VH TE AND NONWHITE EMPLOYMENT AND UNEMPLOYMENT

Aw de range of expenditure prograns and tax policies can
directly influence the level of employment and the resulting |evels
of unenpl oynent. General federal expenditures and tax cuts influence
enpl oynent as do nore targeted enpl oynent prograns. These latter
prograns can be utilized either countercyclically—to increase enpl oy-
nent during periods of high aggregate unemployment—or tO reduce unem—
pl oynent bel ow the |evel s achrevabl e by macroeconomic fiscal policy
alone. The jobs created by the prograns can be nade available to all
workers or targeted specifically toward gro e.g., teen-agers and
lower—-income heads of families—who have hi gﬁ unenpl oynent rates during
all stages of business cycles. Prograns that are targeted toward
ﬁopul ation groups in which nonwhites are nore highly represented wll
ave greater effects in reducing the nonwhite-white unenpl oynent gap.

Prograns that directly increase enpl oynent decrease unenpl oynent
by providing jobs and general fiscal stimilus. Their net direct effect
on enpl oynent depends on the extent to which they add on, rather than
sinply replace, outlays by other levels of gover nnent and private firns
(i.e., fiscal substitution); the average salaries of the jobs they pro-
vide; the proportion of their outlays going to wages and sal aries; and
the proportion of the created jobs that displace other jobs. Their
effect On the unenpl oynent rate is a function of the proportion of the
new y createddlobs that are held by fornerly unenpl oyed Individuals as
opposed to ind viduals who are either newentrants or reentrants to the
| abor force. The effect of these prograns on inflation can be [imted
by the extent to which they are targeted on popul ation groups and
geographi ¢ areas w th hi gh unenpl oynent and K the relative attrac-
tiveness of the positions they create and wth those likely to be
created in the private sector during periods of economc growh and
recoveri es.

In order to have the greatest effect, enploynent-creating prograns
that are ained at creating jobs for the groups wth consistently high
unenpl oynent rates shoul d provide nore stable work environnents. Qhe
neans of doi nqbthls IS to create higher quality jobs than those tradi-
tional ly held by these groups. Low-status jobs often |ead to high
turnover rates and reduced probabilities of |ong-termenpl oynent. Long--
termsol utions should ideally provide opportunities for upward nobility
and greater job attachnent.

(31)
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Public Service Enpl oynent

~ Support for different V\Eublic servi ce enpl oynent prograns wll have
different effects on both white and nonwhite enpl oynent and unenpl oynent.
Support for traditional public service enpl oynent programs—e.g., those
supported under Titles Il and M of the O)nlor ehensi ve Employment and
Training Act (CETA)—wouldfund approxi nate 5&) 61,000 direct jobs per $1
billionin outlays assumng sal aries of $7,500. The net budget cost of
these outlays woul d be less than $1 billion because of subsequent reduc-
tions in incone assistance, unemployment conpensation outlays and
increases in tax revenues.12/ Because of fiscal substitution and macro-
economc stinmulus, the net nunber of jobs created by this expenditure
woul d be approxinately 97,000 twelve nonths after the funding for the
programis begun. |If the pattern of_programgartlu pation remains at

Its fiscal year 1975 average, approxinately 32 percent of the directl
created aobs woul d be filled by nonwhites .13/ Seventeen percent of the
indirectly created jobs would be filled by nonwhites.14/ In total,
approxi nat el y 26,000 (27 percent) of the newy created jobs woul d be
filled by nonwhites for each $1 billion of outlays. This nunber and pro-
portion probably depend on the macroeconomic conditions wthin which the
programis operated and the overall level of program funding.

Qher kinds of public service enpl o%/mant prograns coul d have differ-
ent effects on nonwhite unenploynent. It the direct jobs conponent of
the programwas targeted on workers frompoverty-level famlies, workers
who have been unenpl oyed for |onger periods of time, or disadvantaged
outh, the percent of fundeddobs filled by nonwhites woul d differ,

hese prograns mght also tend to have |ower rates of fiscal substitu-
tion and displacenent because of the restricted eligibility standards.
These jobs could also have lower salary levels because the private
sector opportunities and incone assistance benefit eligibilities for
these individuals are nore |imted. Both of these factors would change
the nagni tude of effect on outlays on nonwhite enpl oynent and unenpl oy-
ment.

12/ See Budget Qptions for Fscal Year 1977, A Report to the Snate and
Huse Gnmitees on the Budget, (ongressional Budget Gfice, Véshington,
DC, Mrch 15 1976, p 203210

13/ See Enpl oynent and Training Prograns, (ongressional Budget Jfice,
Aori T 1976.

14/ Derived fromRal ph smith, Sone Inplications for Wiites and Non-
wWhites of Not Attaining Full Eploynent, The Uban Instituie,
Véshi ngt on, D.C., March 1, 1976.
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A though unenpl oyed nonwhites have |onger lengths of unenpl oynent
than unenpl oyed whites, they constituted |ess than one-fifth of those
who are unenpl oyed for nine or nore weeks in the fourth quarter of 1975
A public service enpl oynent programdirected at workers wth |ong dura-
tions of unenpl oynent woul d enploy |ower percentages of nonwhites than
one targeted on those bel ow the poverty level. If the programwoul d only
enpl oy workers who had been unenpl oyed nore than ei ght weeks, approxi-
mately 19 percent of the directly funded jobs would be filled by non-
whites assumng that the hiring was nondiscriminatory Wth respect to
race. If the average salaries of these Lpbs.V\er.e $7,500 and the rate of
fiscal substitution were 50 percent, $1 billion in outlays would create
a total of approxinately 97, jobs of which 18 percent would be filled
by nonwhi tes.

As stated previously, nonwhite youth (ages 16-19) have traditionally
high rates of unenpl oynent. In June 1976, the unenpl oynent rate for this
group was 40.3 percent. Targeting a public service enpl oynent program
On disadvantaged youth woul d result in a high proportion of jobs being
filled by nonvhites. In 1975 approxinately 43 percent of the enpl oyees
in the summer youth enpl oynent programwere nonwnites. The average
salary for participants in this programis about $521 for about ten weeks.
Qne billion dollars in outlays creates approxinately 354,700 direct and
indirect jobs (on an annual Is) assumng a 10 percent fiscal substitu-
tion rate. The larg~ nunber of youth placed in jobs under the surmer
youth programresults fromthe program's | owwage | evel (approxinately
$2,700 per ?/ear and the assuned lowrate of fiscal substitution.

Appr oxi nat el y percent of these jobs would be filled by nonwhites.

A youth enpl oynent programdoes not necessarily have to be restricted to
the sunmer nonths. Teen-agers——especially bl ack teen-agers—hav~ hi gher
unenpl oynent rates during the entire cal endar year, and a youth-oriented
job creation pr oo?ram eg, a youth conservation or service corps) could
substantlaII%/ reduce the unenploynent rates of this age group.15/ Table 8
sunmari zes the enpl oynent effects of several alternative publiCT service
enpl oynent i nstrunents.

15/ Anore thorough analysis of teen-age unenpl oynent w il be contained in
a future cBO Report.
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Tabl e 8—-EFFECT (F ALTERNATI VE PLBLI C SER (& BEMPLOYMENT
PROGRAVG ON TOTAL AND NONWHITE EMPLOYMENT
(per $1 billion, 12 nonths followng initiation of outl ays)

Nunber Percent of Jobs
of Jobs Qeated Flled by Nonwhites
D rect Total D rect Total
Publ i ¢ Service Enpl oynent B fect B fect B f ect B fect
Prograns
CETATitles Il &M 61,000 97, 000 32 27
Targeted Toward Poverty
Popul ati on 91, 000 118, 000 32 28
Targeted Toward Long-Term
Lhenpl oyed 61, 000 97,000 19 18
Sunmer Yout h Enpl oynent 331,000 * 34,700 * 43 41

* Annualized nunber of jobs

A chief determnant of the effect of these programoptions on the
whi te, nonwhite unenpl oynent rate differential is the proportion of
newy created jobs filled by nonwhites. Approxi mately 17 percent of
the newy created jobs nust be filled by nonwhites to keep the gap
constant. If 10 percent of every 100,000 new jobs created in fiscal
year 1977 were filled by nonwhites, the nonwhite unenpl oynent rate
woul d fall by .05percentage points. The white rate woul d decrease by
.09 percentage points and the gap between the two would wden by .04
percentage points. If 40 percent of the jobs created were filled by
nonwhites, the nonwhite unenpl oynent rate would be .20 ?er cent age
points lower and the unenpl oynent rate of whites would fall by .06
“percentage points. Thus, the gap would narrow by .14 percentage
points. These estinates assune that 81 percent of the _newK enpl oyed
whites and 58 percent of the nonwhites were previously in the |abor
force.16/

- 16/ Ralph Smth, Sone Inplication for Wites and Nonwhites of Not
Ataining Ful Enploynent, The rban Institute, March 1, 1976.
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Publi ¢ Wrks and Gount ercyclical Revenue Sharing

~ The net effects of accelerated public works prograns and counter-
cyclical revenue sharing are different fromthose of public service
enpl oynent pr_o?rams because of different wage levels, admnistrative
costs, and different rates of fiscal substitution. A previous CBO
study estinates that $1 billion in outIaY_s woul d create approxi nately
69,000 and 81,000 jobs in accel erated public works prograns and counter--
cyclical revenue sharing prograns respectively.l7/

The prograns woul d have different effects on whites and nonwhites.
If we assune that the direct jobs funded by an accel erated public works
programwoul d be filled by unenpl oyed construction workers and that
there woul d be no discrimmnation in their hiring, a]oprom mately 12 per-
cent would be filled by nonvhites. If a countercyclica revenue
sharing for ogramdrew its new enpl oyees in a nondiscriminatory Way from
the poPu_atl on of unenpl oyed gover nnent workers, approxi nately 28 per-
cent of its direct jobs would be filled by nonwhites. Table 9 summa-
rizes the enpl oynent effects of these two programalternatives. |f
either an accel erated public works or a countercyclical revenue sharing
programwere targeted toward geographi c areas wth high concentrations
of unen|nl oyed nonwhite workers (eg, central cities), the effects of
the outlays on nonwhite unenpl oynent woul d probably be higher.

Tabl e 9—EFFECT (- ACCH.ERATED PLBLI C WIRKS AND COUNTERCYCLICAL
REVENLE SHAR NG PROGRAMS ON TOTAL AND NONVWH TE EMPLOYMENT
(per $1 billion in outlays, 12 nonths fol | ow ng
the initiation of outlays)

Nunber Percent of Jobs
of Jobs Created Flled by Nonwhites
O rect Tot al O rect Tot al
Prograns E fect E f ect Efect E f ect
Accel erated Public Wrks 31,000 69, 000 12 15
Qount ercycl i cal Revenue
Sharing 56, 000 89, 000 28 24

17/ Tenporary Measures to Simil ate Enpl oynent; An Bval uation of Sone
Aternatives, ongressional Budget Gfice, Septenber 2, 19/5.
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Because these enpl oynent-creating expenditure prograns wl |
create tax paynents and reduce unenpl oynent conpensation and ot her
federal |y supported incone assistance program benefits, their net
budget costs wll be belowtheir direct outlay costs. These net
budget costs w Il depend on the level of salaries paid; the nunber
of previous incone assistance beneficiaries enployed under these
prograns; the amounts of the benefits they have been receiving, the
rates of fiscal substitution; and the general economc stinulus their
outl ays produce.18/

Qher federal expenditure prograns can al so reduce the unenpl oy-
nent rates of nonwhites and thus reduce the difference between the
unenpl oynent experience of whites and nonwhites. Prograns which
expand enpl oynent in sectors in which the proportion of unenpl oynent
accounted for by nonvhites is high (e.g., construction); prograns
that use large quantities of less skilled labor (e.g, urban beau-
tification and housi ng rehabilitation); and prograns that provide
resources to areas or regions wth substantial populations of unem-
pl oyed or underenpl oyed nonvhites will all tend to reduce the gap
bet ween nonwhite and white unenpl oynent rates nore than wll general
gover nnent  expendi t ures.

Private Sector Ewloynent Sinmul ants

The effects of direct expenditures and tax expenditures directed
t0 stimulating INCreased privale SEeClor employment Dy providing wage
subsidies are nore difficult to predict. There has been little experi-
ence wth either enploynent tax credits (EMQ or direct subsidies.
Furthermore, the responses of private enpl oyers and enpl oyees to reduc-
tions in labor costs are highly uncertain. Enpirical studies show that
an enpl oynent subsi dy woul d produce nore |abor demand under conditions
of |ow unenpl oynent ‘and thus would not be a highly effective counter-
cyclica instrunent.

Qurrently, the earned incone credit offers a tax credit to low
I ncone earners in an attenpt to induce nore people into the work force.
This credit is not a universal approach to reduci ng unenpl oynent since
it isonly available to Iow incone workers who have dependent children.
The credit to enployers for enploying public assistance recipients
under the work incentive program (WN is the only tax provision which

18/ For estinates of these costs see the (ngressional Budget Jfice,
Budget Qptions for FHscal Year 1977, pp. 203-210.
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is explicitly directed toward increasing the denand for labor. In
1975 this credit was expanded to apply to aid to famlies w th depend-
ent children (AFDC) recipients besides those in the WN program but
the fact that it is directed at AFDCrecipients limts its scope. To
the extent that nonwhites are disproportionately represented anong
lower-income groups, these tax policies wll have greater effects on
their enpl oynent and unenpl oynent than on ot hers.

There are several existing tax provisions which nay actual I%/
decrease the demand for | abor. e investnent tax credit (ITC), for
example, decreases the cost of capital 8opd_s and thereby may increase
the denand for themat the expense of aadditional demand for labor.
Payrol | taxes such as those that support the socia security and unem—
pl oynent conpensation systens may—to the extent that they are not
passed on t0 employees—reduce d%mnd for labor by increasing | abor
costs.

ne study—a simil ation of the nanufacturing sector from1962 to
1971--found that by renoving the ITC and hol di ng out fout constant, blue-
col lar labor would have increased and, white~collar [abor woul d have
decreased.19/ hder this condition of constant output, the substitution
of labor for capital would have |owered productivity and increased the
real prices of output. By allowng the [evel of output to adjust to
these new prices and | owered productivity, |ower output, and |ower
total Iabor use would have resulted. It is inportant to note two
caveats about these results. Hrst the sinulation was conducted for
the manuf act uring sector, which is nore | abor intensive than ot her
sectors. Second, the nagnitude of the effect of the ITC on enpl oynent
was higher in years when unenpl oynent rate was |ow

The sane study al so neasured the effect of instituting an enpl oy-
nent tax credit while leaving the ITC intact. Decreases in the cost
of labor induce blue-collar |abor to be substituted for white-collar
labor. Howev-r, Dy implem~nting the ETC and l-aving intact the 1TC
the cost of production decreases, which increases the level of output.
As aresult, the increase in labor input is not diluted by a decrease
in overall output.

In summary, an ETCwoul d increase blue-collar |abor at the
expense of decreasi ng white-collar |abor and the use of capital.
There are no studies avail abl e whi ch neasure the net nunber of jobs
created (newjobs mnus displaced workers) per dollar of tax credit.
To the extent that nonwhites are over represented in the low-skilled
| abor force, Ercs would encourage enpl oynent of nonwhites.

19/E R Berndt, J. R Kesselman, and S H WIlianson, Tax Oedits
For Enpl oynent Rather Than Investnent, Institute for Research on Poverty,
Chiversity of vvsconsin, hadison, June 1975.
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To the extent that nonwhites are nore highly represented in
blue-collar and |ess skilled occupations, the current investnent tax
credit may increase the difference between their unenpl oynent rates
and those of whites. An enploynent tax credit, especially one tar-
geted on additional or newworkers, would tend to decrease the gap
between the white and nonwhite unenpl oynent rates. The enpl oynent
effects of both investnent and enpl oynent tax credit instrunents woul d
be greater during periods of |ow aggregate unenpl oynent.

_ Drect expenditure and |oan prograns can also be utilized to
increase private sector enpl oynent in general and anong specific
target groups. The governnent can preferentially purchase goods and
services fromminority—-owned businesses if stimulus of their develop-
ment and the economes in which they operate is desired.20/ The
federal governnent can also |end noney to minority businéSses in order
to stimulate their devel opnent and success and increase their enpl oy-
ment. 21/ The net effects of preferential procurenent fromand |ending
to mnority businesses on nonwhite enpl oynent and unenpl oynent |evel s
has not been carefully assessed. The net effects woul d probably differ
fromthe gross effectsS because of substitution and di spl acenent in much
the same way as gross and net effects differ for public enpl oynent
programs. '

20/ The federal gﬁver nnent currently operates a preferentia procurenent
programthat purchases fromsmal |l mnority busi nesses.

21/ The Sval| Business Admnistration currently operates a mnority
busi ness devel opnent programthat nakes |oans of up to $100, 000.



PART |1 - 111

THE BFFECT GF THE UNEMPLOYMENT COMPENSATION SYSTEM QN
VH TES AND NONWHITES

. In fiscal year 1976, the unenpl oynent conpensation slyst em pro—
vi ded approxinately $20 billion in benefits to approxi nately 15 mllion
unenpl oyed workers. These benefits both reduce the effects of individ-
ual 1ncone losses resulting fromunenpl oynent and provi de general fiscal
stimil us to the econony. | unenpl O¥ﬁd workers are not eligible for
unenpl oynent conpensation benefits. e benefits in nost states vary
according to previous work histories and wage levels. Several factors
may nmake the inpacts of the unenpl oynent conpensation systemon whites
and nonwhites different.22/ Full data on these effects are generally
unavai | abl e because t he "unenpl oynent conpensation reporting Systens
collect only a mninal anmount of data.

~In April 1975 638,000 nonwhites or 13 percent of all clainants
cl ai ned benefits under the regul ar unenpl oynent conpensati on program.23/
A the sane tine, 18.5 percent of the unemployed were nonwhite. The =
di fference between the nonwhite proportion of the jobless and of unem-
BI oynent conpensation recipients is even |arger. e difference
etween these two percentages is due to a variety of factors.

(ne such factor is coverage. The ng or groups of workers that
are not covered by regul ar unenpl oynent conpensation Jor ograns are state
and |ocal governnent enpl oyees, donestic workers, and agricul tural
workers. Table 10 shows that nonwhites are disproportionatel y repre-
sented in these occupations.24/

22/ For nore infornation on the unenpl oynent conpensation system see
UTemgI oynent _(onpensat i on Background Report, @ongressi onal dget
Offtice, venber v .

23/ This statistic does not apply to the extended benefits, Federal
Sppl enental Benefits (FSB), and Special Uhenpl oynent Assistance (Sua)
prograns. Aso, clainants are not the sane as bénefit recipients—
approxi matel y 85 percent of clainants becone recipients.

24/ Wile the occupational and industrial categories in Table 10 are
not exactly equivalent to the uncovered sectors, they are roughly
equi val ent .

(39
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Tabl e 10—NONWHITE REPRESENTATI ON | N SECTARS WTH
LONUNEMPLOYMENT COMPENSATI ON COVERACE

Tot al
\¥r ker s
(1975 Per cent
t housands Nonwhite
Private househol d service workers 1,187 37%
Farm| aborers and supervisors 1,357 13
Government Wor ker s 14, 771 28
Al labor force &A, 783 11

Another factor that determnes eligibility for unenpl oynent com—
pensati on benefits is work history, expressed as sone m ni numweeks of
enpl oynent and/or mni numearnings in a given period. Such detailed
data for the unenpl oyed are not easily obtainable, but as noted earlier,
nonwhites have |ess stable work histories than whites. It is possible,
however, to |ook at the white, nonwhite differential in sone of the
individual factors that make up the work history needed to deternmne
eligbility for unenpl oynent conpensation.

(ne such factor is age. In April 1975 21 percent of the unem-
pl oyed were under 20, whereas 25 percent of the nonwhite unenpl oyed were
under 20. S nce young workers general |y have poorer work histories, this
may hel p explain the [ower participation of nonwhites in the unenpl oynent
conpensati on system

In addition, nonwhites have a proportionately greater nunber of
spell's of unenpl oynent, which limts their ability to build enpl oynent
histories necessary for eligibility.

A nunber of changes wthin the unenpl oynent conpensation system
whi ch are actively under consideration may alter the system's effects
on nonwhites. Mndatory extension of coverage to previously uncovered
industries (such as those covered under the current Special Unhenpl oy-
nent Assistance [SA programor in proposed unenpl oynent conpensa-
tion legislation—H.R. 10210) w | increase the proportion of nonwhites
who w Il be potentially eligible for regul ar unenpl oynent conpensation
benefits.
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. The payrol | tax systemthat supports the unenpl oynent conpensa-
tion systemmay act uaIIY reduce enpl oynent and increase unenpl oynent
by raising the cost of labor if the tax is not shifted to the workers
or consuners directly. This effect may be nore significant for workers
w th high turnover rates and | owwage levels, because the payrol| tax
Is alarger share of their wages. Furthernore they may not have the
necessary work history to receive benefits when unenpl oyed. This
situation disproportionatel y affects nonwhites because of their |ower
wag~ |evel s and hi gher turnover rates. Proposed increases in unem-
pl oynent conpensation payrol | taxes in order to inprove the self-
financing Structure of the systemnay actually increase the magnitud-~
of these negative effects.






PART Il - IV

THE EFFECT GF FEDERAL EDUCATI QN AND TRAI N NG PROGRAVG
ON NONWHITES AND ¥ TES

The effectiveness of prograns designed to increase the enpl oy-
abi i tK of the |abor force depends on several factors: the extent that
they change participant characteristics (e.g., skills, attitudes, and
credentials) and the extent that they provide additional training
and education. |If they sinply replace resources that woul d have ot her-
W se been provi ded by other sources of support, they wll affect unem
pl oynent solely in the short run by replacing these other resources.
Even if these prograns change participant characteristics and add net
resources, their net effect on unenploynent wll be |essened to the
extent that programparticipants sinply displace other job hol ders and
cause themto become unenpl oyed. This |abor market displacenent is
more |ikely to occur during periods of high unenpl oynent when denand
for labor is substantially bel ow supply. The effects of employability-
I ncreasi ng prograns on the enpl oynent, unenpl oynent, and i ncones of
nonvhi tes depend on the resulting increases in education and training
services received by nonwhites, the effect of these services on those
recipients, and overal |l distribution of educational and skill attain-
ment in society as awhole. For exanple, if increases in nonwhite
educational attainnent are paralleled by simlar or larger increases
inwhite educational attainnent, the differences between nonwhite and
whi te unenpl oynent rates wll probably remai n unchanged. The role of
educati on and traini n% in reducing this unenpl oynent rate differential
w || also depend on the extent of discrimnation wthin the |abor
market. If discrimnation is substantial, even nonwhites wth sub-
stantial education nay renai n unenpl oyed or underenpl oyed.

School Enrol | nent and Att ai nment

The rates of enrollnent and | evel s of schooling conpl eted by
whi tes and nonwhites have becone nore equal over the |ast decade, but
the remaining inequality is significant. Mst of the changes in
school enrol | nent have affected ol der students. In 1965, er cent
of the nonwhite popul ation age 20 to 24, were enrolled in school while
20 percent of whites of the sane age were enrolled. By 1974, these
fractions had grown to 17 and 22 percent, respectively (see Table 11).
The nmove toward equal ity in school conpletion was equal |y dranatic
(see Table 12). In 1965 49 percent of the nonwhites age 20 to 24, and
76 percent of the whites had conpleted at least four years of high
school. By 1974, the nonwhite figure had risen to 72 percent and the
white to 85 percent. The changes in the educational attainnent of the
popul ation is nore clearly shoawn in the age 25 to 34 group (see
Table 13). In 1940, approxi mately 39 percent of whites age 25 to 34
and 11 percent of the nonwhites had conpl eted hi gh school. By 1974

(B
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Tabl e 11--PERCENTAGE ENROLLED | N SCHOO, BY ACE
1965, 1970, and 1974

Bl ack Wi t e

Age 1065 1970 1974

3 and 4 years 12 a/ 23 29 10 20 29
5 years 59 72 87 72 81 0
6 to 15 years 9 9 9 9 9 9
16 and 17 years 84 86 87 88 a1 88
18 and 19 years 40 40 44 47 49 43
20 and 24 years 9 14 17 20 23 22

a/ Includes persons of "other" races. _
Source: "Social and Economic Satus of B ack Popul ation 1974," Census
Bur eau.

Tabl e 12——LEVEL OF SCH3O.| NG GOMPLETED BY
PERSONS 20 TO 24 YEARS-OLD, BY SEX
1960, 1965, 1970, And 1974

Level O School i ng Tot al Mal e Fenal e
And Year Back Wite Back Wite B ack Wite

Per cent age conpl eti ng
4 years of high
school or nore:

1960 42 66 39 a/ 65 45 a/ 68
1965 49 76 5~ 76 48 77
1970 65 83 62 83 67 83
1974 72 85 68 86 75 85
Per cent age conpl eting

1 year of college

or nore:
1960 12 25 12 &/ 28 13a/ 22
1965 15 31 14~ 36 15~ 26
1970 23 39 23 44 23 35
1974 27 43 25 46 29 40

a/ I ncludes persons of "other" races. _
Source: "Social and Economic Satus of Bl ack Popul ation 1974," Census
Bur eau
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Tabl e 13——PERCENTAGE (F PERSONS ACE 25 TO 34 WHO
HAVE COMPLETED FOLR YEARS (OF H (H SCH3O. (R
MRE, BY RACE AND SEX 1940 to 1974

Black-white

Wite B ack differential
Year Mal es  Henal es Mal es Fenal es Mal es Henal es
1974 82.3 8L0 67.0 63.9 15.3 17.1
1973 80.2 7.7 62.3 60.5 17.9 19.2
1972 79.7 78.3 5.1 6L 6 20.6 16.7
1971 78.4 76.5 52.6 58.8 231 17.7
1970 77.0 75.3 49.4 57.0 21.6 18.3
1969 75.2 .7 539 52.8 21.3 21.9
1968 73.4 73.6 52.0 50.0 21.4 23.6
1967 72.9 72.3 49.9 5.5 23.0 17.8
1966 72.5 7.6 4.3 46.4 28.2 2.2
1965 71.0 70.5 45.2 45.8 2.8 24.7
1960 5.3 62.8 0.1 3.8 2.2 2.0
1950 515 5.4 18.4 2.2 3.1 32.8
1940 36.1 40.9 8.9 12.3 21.2 28.6

Source:_ "Educational Attainnent in the US Mrch 1973 and 1974,"
Bureau of Labor Satistics.
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these figures had grown to 82 percent for whites and 65 percent for
nonvwhites. The trend in the college conpletion rates of nonwhites has
been moving upward nore slowy and the gap between white and nonwhite
conpl etion rates has changed somewhat erratically. Between 1960 and
1974, the percentage of nonwhites age 25 to 34 who had conpl eted
college grewfrom4.1 to 8 1 percent, while the nunber of whites in
that age group grew from1L9 to 2L0 percent.24/ Thus, the nonuhite
conpl etion rate grew slightly more rapidly but The gap between the
rates al so grew

The qual ity of schooling received by blacks and other mnority
groups and their school achievenent appear to be lower than those of
whites. Thus, increases in the equality of "years of schooli n? com-
Fleted" anong the races probably overstates the equalization of skill

evels of |abor force entrants.

_ Federal education and training prograns are ained both at increas--
ing enrol I nents (largely for postsecondary education) and increasing
the quality of elenentary, secondary, and postsecondary education and
training. Data on the inpact of these ﬁrograrrs on nonwhites are
limted, but extensive data exists on the rncone distribution of par-
ticipants. Because nonwhites are more highly concentrated wthin the
poverty popul ation, prograns that support education and training for
economcal Iy di sadvant aged popul ation groups w Il disproportionately
assist nonwhites in achieving greater educational equality.

Henentary, Secondary and Vocational Education Prograns

During fiscal year 1976, total outlays for el enent ar%,. secondary,
and vocational educafion prograns were approximately $.6 billion.

These resources provide support through a variety of prograns:

Title I, ESEA Qants to school districts for supple-
nentary services for disadvantaged
students. The allocation formila is
prinarily based on concentrations of
students fromfamlies wth incones
bel ow the poverty level.

lingual Education: Gants for denonstration projects and
teacher training.

24/ US Departnent of Commerce, The Social and Economic Satus of the
Black Population in the u.s., 1974, p. "97. = IS _ O 1he
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Education for the Gants to states for specia educational

Handi capped: services, deaf-blind centers, and teacher
traini ng.

| ndi an Educati on: Gants for special services for Indian

children operated by the US dfice of
Education (@ and operation of schodls
on Indian reservations admnistered by
the Bureau of Indian Affairs (BIA).

| npact Al d: Support for local education agencies to
conpensate for |ost revenue due to
federal activities.

Ener gency School Gants to local education agencies under-
Assistance: goi ng desegregati on.

\ocat i onal Educat i on: CGategorical grants to states to support
vocational education activities.

Because it is specifically targeted toward schools wth students
from|ower-incone famlies and educational |y disadvantaged st udents,
ESEA-Title | is the najor federal elenentary and secondary education
programthat assists nonwhites. Recent data from26 state Title |
reports to the US Gfice of Education show that apgrom mately 55 per-
cent of the students who receive services squorted y Title | funds
are nonwhite. Sgnificant proportions of bilingual education resources
al so assist the nonwhite popul ati on.

_ In 1972-73, approxi nately 23.1 percent of all students enrolled

i n secondary vocational prograns were nonwhite, though less than 9 per-
cent of all postsecondary vocational students were nonwhite. At that
sane tine, approxinately 14.4 percent of the popul ation age 14 to 20
wer e nonwhi te.

- The major federal vocational education grant programhas been
designed so that federal funds serve largely to encourage and subsi di ze
expendi tures by local agencies on vocational services of their own choos-
ing. However, at least 15 percent of federal funds nust be expended on
special prograns for the disadvantaged. Wile expenditure patterns var¥
fromstate to state, on average, federal dollars for specific ﬁrogram; or
t he di sadvant aged are nat ched two-to-one by the states. For the renai nder
of vocational prograns, states spend over $9 for every federal dollar.
The inplication of this pattern Is that, on an aggregate national basis,
the federal vocational education dollar is a substantial stimlus to pro-
grans for the di sadvantaged but nay have onl dy mar gi nal inpact on vocational
education offerings for other groups of students.
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H gher Education Prograns

‘Over the last decade, federal support for higher education has
been increasingly for student assistance prograns targeted toward
| ower- and middle-income students. In fiscal year 1977, approxinately
93 percent of the $2.8 billion (in the current policy budget) in
federal higher education assistance wll be for student aid.25/

The federal |y supported student assistance prograns include:

Basi ¢ Educat i onal Drect aid to students on the basis of their

(pportunity Gants: family's capacity to pay and col | ege costs.

Quaranteed S udent Subsidies for student |oans from conmerci al

Loans: | enders and participating colleges and univer--
sities.

Suppl enental  Educa- Support for institutional ly admnistered

tional Qoportunity need- based grants.

Grants:

@l | ege Vér k- S udy: Support for institutional ly admnistered
student enpl oynent prograns.

National D rect Gapital contributions to institutions for

S udent Loans: low-interest student | oans.

Sate Sudent Mit ching grants (50/50) to states for

| ncentive Gants: schol ar ship progr ans.

The distribution of federal higher education resources anong
I ncone groups varies significantly by program (see Table 14). The
Basic Gant Programis the nost targeted—in terns of average awards
and distribution of funds——toward |ower and noderate incone students.
In this program 43 percent of the recipients are estinated to cone
fromfamlies whose annual incones are bel ow $6,000. These students
recei ve approxi nately 52 percent of the program's funds.26/ In the
Suppl enental Educational (pportunity Gant program 46 percent of the

25/ This analysis is |imted to cBo estinates for subfunction 502

Br ograns. S gnificant support for higher education is a so provided
y the social security system veterans read ustnent benefits, and
other federal prograns.

26/ Source:  Basic Gants distributions fromHEWesti nates.
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Tabl e 14--DISTRIBUTION (OF FEDERAL STUDENT ASS STANCE FUNDS
(percent in academc year 1973-74 except BEOGs in 1975 76)

Kind of Sudents:

Dependent S udent s

| ndependent

Fam |y | ncone S udent s
$O-6000 76- 9000 $9-12,000 $12,000+

Basic Gants a/
S udent s

$

Suppl enental G ants
S udent s
$

Dl lege Vork Sudy b/
S udent s

$

Drect Loans b/
S udent's

$

GQuaranteed Loans a/
Sudents c/
$

43%
52%

46%
46%

35%
36%

21%
24%

23%

24%

26
26

21
23

18
19

17
16

— 29
— 33

18
15

12
12

14
14

15
14

36
43

23
22

17
19

21
21

Source:  Lhpubl i shed operation data fromdfice of Education, DHEW.

a. Dstributions include independent as wel | as dependent students.

b. DOstributions do not include graduate students

c. Dstribution does not contain nonrespondents.
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recipient students were fromthis incone group and the%/ recei ved 46
percent of the program's resources. The proportions of the dollars
and recipients wthin this incone category for the @llege Wrk Sudy
programand the two federal |y subsidized student |oan prograns were
substantially lower.27/

In addition to the low- and middle-income oOriented student
assi stance prograns, the federal governnent al so supports the Devel -
oping Institutrons Programthat assists colleges and universities to
enter the mainstreamof higher education. Mst of the school s receiv-
ing suggort fromthis program (%%proxmalely $110 mllion in fiscal
year 19/6) are black col | eges. ese school's account for a large
proportion of the black student enrollnent in this country. The com-
parative effect of these institutional aid resources and increases in
student assistance programsupport of black enrol | nent, educational
attai nnent, and college graduation has not been eval uat ed.

Detailed racial data are only available for the canpus-based
student assistance programs—i.e., supplenmental grants, college work-
st ud?/, and direct loans. S xty-eight percent of the suppl enental
grant program recipients were nonwhite in academc year 1972-1973 and
those students recei ved approxi nat eIE</ 58 percent of the grant funds.
Forty-one percent of the college work study awardees were nonwhite
and they recei ved 46 percent of the avail able subsidized wages. In
conparison, 39 percent of the National Direct Sudent Loan (NDSL)
borrowers were nonwhite and they borrowed 38 percent of the total |oan
anounts during this sane academc year.28/

Evi dence on the effect of these prograns on college enrol | nent
and conpletion rates is limted. Several research studies have found
that |ower tuition levels induce greater enrollment, but no studies
have yet assessed the effect of Iower net costs (tuition mnus student
assistance). The few studies that have examned the effect of college
price on students fromdifferent famly incone |evel s have found that
price levels and price reductions have a greater effect on |ower-incone
students.29/ (nsequently, we woul d expect that student assistance

27/ Source: US Ofice of Education, Fscal (perations Reports:
fiscal year 1974 (unpublished data).

28/ US Ofice of Education, FHscal (perations Reports for fiscal
year 1973

29/ Jackson and Viat her sby, |ndividual Denand for H gher Education;
ARevi ew and Anal ysis of Recenf Enpirical Sudi es, Journal of
Higher EOUCAl1 0N, Vol. Xivl, Nov./Dec. 1975.
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awards and the resulting |ower net prices woul d have greater effects
on the enrol | nent decisions of nonwhite students who tend to be from
| ower and noderate incone famlies.

Trai ni ng Prograns

Trai ni ng [la_r ograns such as those supported by the Gonprehensi ve
Employment and Training Act of 1973 (CeTA) al so affect whites and
nonvhites differently. Training programs include two kinds of
activities:

0 ill Development--to enhance skills and productivity
Through a period (about six nonths) of classroomor
on-the-job training (oJT).

0 Employability Development——to devel op personal attitudes
and atfributes necessary for entry-level enploynent.

These activities are supported by several currently operating
prograns including:30/

0 kill Devel opnent Prograns

(ETA Title 1--Title | places authority for

ranning and operating training prograns in the
ands of prine sponsors which, for the nost aPart,
are states and units of general purpose |oc
%over nnents w th popul ations of 100,000 or nore.
unds are allocated on the basis of prior years,
allotnents of funds, unenpl oynent rates, and
percentages of low-income famlies in these

J urisdictions.

o Enpl oyabi | ity Devel opnent

1. (ETATitle 1v (Job Corps)——The Job Qorps was
original Ty authorized under the Economc %[])_ortunl ty
Act of 1964 and continued as Title IV of A It

30/ Activities are not mut ual lK excl usi ve by program Mst pr ogr ans
have funds allocated to nore than one activity. Prograns have been
general |y classified by these two najor categories according to the

activity that tends to domnate the percentage distributions of costs
and years of service.
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Is admnistered directly by the Departnent of Labor
through Job Gorps Centers across the country. The
programis designed to provi de education, vocational
training, and counseling for low-income disadvantaged
youth (14-22).

2. The Wrk Incentive Program (wWIN)--WINWAS
establTshed to help AFDC reciprents achieve self-
support through a programof training, work experience,
and enpl oynent. Every enpl oyabl e AFDC reci pi ent nust

register for the programand enpl oyers of WN parti ci-
pants can claimlimted tax credits.

~ As shown in Table 15, the percentage of programslots filled by
nonwhite nmnorities was higher in the employability devel opnent pro-
grans and lower in the skill devel opnent activities.

There is limted evidence on the effects of participation in the
two naj or categories of training activities. Aprimary benefit is the
expected increase in annual earnings of participants above that which
they woul d have earned in the absence of participation. The available
evi dence suggests that skill training yields higher increases in annual
earnings after training. The followng ranges have been provided by
one recent conprehensive reviewof the |iterature on these programs:31/

Postparticipation Earnings Bfects of Training Activities

Range of Annual

Activity Earni ngs Increases (9
i |l Devel oprent $ 400-800
Enpl oyabi | ity Devel opnent $ 200-400

There is little evidence of the perpetuation of these annual
earnings gains. The results of one recent study of skill devel opnent
prograns suggest that, on average, programparticipants' earnings
exceeded those of conparabl e nonparticipants by about $380 per year

31/ Perry, Charles R., et. a., The |npact of Governnent Mnpower Prograns,
(Phil adel phia:  The wharton School, 1976), p. /0.




Table 15-—<HARACTERIsTICS OF parTicIPANTS |N TRAINI NG PrROGRAMS

(Fiscal Year 1975)
Race and Ethnic Origin Age Education Economic Status
Tot al Under
Served Spani sh 12 Yrs. 12 Yrs.| Economi cal ly
Trai ni ng Progranms FY 75 % Male | % White % Bl ack Speaking} Under 22 22-44 45 & Over | Education & Over | Di sadvant aged
Work Incentive 839, 408 25.0 53.0 45.0 9.0 19.0 73.0 8.0 59.0 41.0 N. A
Program
Enpl oynment and
Trai ni ng
Assistance
CETA: Title | 1,034, 481 54.4 55.7 38.5 12.5 61.7 32.1 6.1 60. 2 39.8 77. 3
Title IV
Job Corps 45,799 75.1 40.4 55,2 8.1 100. 0 -- - 88.8 11.2 N. A

Source:

U.S. Department of Labor unpublished data.

€¢
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(over a five-year period).32/ {dven the pretraining earnings reported
in these studies, this represents at least a 10 percent gain in the
participants' average annual earnings. These increases, however,
tended to be larger inthe first year after training and to decline
slowy over the five-year period. The study also found that annual
earnings increases varied by sex and race. Fenal es appeared to gain
the most fromskill devel opnent and nonwhite nal es tended to gain nore
than white nales. These earnings gains may have resulted from changes
i n hourly wages; changes in hours worked; changes in |abor force
participation;, and changes in the overal | unenpl oynent of the program
participants.

Post Trai ning |ncreases in Annual Earni ngs

X
Race Mal es Fenal es
Nonwhi t e $350 $550
Wi te $250 $550

32/ Orley Ashenfelter, ProgramReport on the Devel opnent of Continuous
Perfornance Infornati on on the Tnpact of the Nanpower Devel opnent ACt ,

Technical Analysis Paper No. 12A (Qfice of the Assistant Secretary for
Policy Evaluation and Research, US Departnent of Labor, Qctober 1973
processed) , p.14.




PART I -V

FEDERAL ANTI O SCR M NATI ON PQLI CY

Oscrimnation plays a substantial role in determning the differ-
ence between the unenpl oynent experiences of nonwhites and whites.
Federal policy can reduce discrimnation and, thus, the differential
bet ween nonwhite and white unenpl oynent rates in several ways. n the
| abor supply side, antidiscrimnation policy affects the level and
| ocation of school enrollnent; the qua |tTy of schooling;, and residential
| ocation of nonwhites which, in turn, influences the employability Of
the nonwhite [abor force. On the |abor denand side, antidi scrimnation
policies influence the fairness of hiring and |ayoff practices and
resulting enpl oynent opportunities. Unlike other causes of the racial
unenpl oynent differential, it is virtually inpossible to neasure dis-
crimnation directly. Wile one can neasure educational attai nnent,
the demand for |abor, the location of jobs, or the experience |evels
of applicants, one cannot accurately quantlfK]the | evel of discrimna-
tion or its |nTpact on unenpl oynent rates. al ysts often attribute
the residual of the unenpl oynent differential--after controlling for
other differences between nonwhites and whites——to di scrimnation.

This attribution nay be incorrect because other nonmeasurables nmay
also affect the differential and because several factors—-e.g., educa-
tion——may al S0 have been affected by discrimnation. Gonsequently, it
is very difficult to neasure the effects of antidiscrimnation and
affirnative action policies and prograns.

There are two tyﬁes of effects of these prograns. The first is

the direct effect which occurs when di scrimnati ng institutions—e.g.,

loyers-—are challenged in the courts and forced to change their
ggFectl on practices. The second effect, however, is anore subtle
one. It involves institutions responding to regul ations, even though
they may be skeptical about ever being challenged by either regulations
or 1ndividual s who have been discrimnated against. = Thi s wat chdog, or
deterrent effect, is againadifficult one to neasure and, as such,
makes an evaluation of the effectiveness of antidiscrimnation regul a-
tions extrenely difficult.

Federal Equal Enpl oynent Laws and Regul ations
Title MI of the Avil Rghts Act of 1964, as anended by the Equal

Enpl oynent Qpportunity Act of 1972, prohibits discrimnation by any
"person in enpl oynent because of an individual‘s race, color, Sex,

(%
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religion, or national origin. It applies to the activities of
employers, enploynent agencies, state and |local governnents, secul ar
educational institutions, and |abor organizations. The original title
authorized the establishnent of a federal agency, the Equal Enpl oynent
Cp%prt_um ty Comssion (EeEoc), and del egated to it the primary respon-

ility for preventing and elimnating unl awf ul enpl oynent practices
as defined in the title. In 1972, the Equal Enpl oynent Cpportunity
Goordi nating Qouncil  (EEOcC) was established and given the responsi -
bility for "devel oping and and mF)I enenting agreenents, policies, and
practices designed to naxi mze effort, promote efficiency, and elim-
nate conflict, conpetition, duplication, and inconsistency anong the
operations, functions, and LUI’ISdI ctions of the various departnents,
agenci es, and branches of the federal governnent responsible for the
I npl enentation and enforcenment of equal enpl oynent opportunity, |egis-
lation, order and policies."33/

- Executive Order 11246, issued by President Johnson in 1965 pro-
hibits discrimnatory enpl oynent practices by any a?ency of the federal
governnent _and by any contractor or subcontractor of the federal gov-

ernnent. The Otice of Federal Qontract Gonpliance in the Departnent

of Labor is responsible for enforcenent of those policies. As of June
1975, fifteen conpanies had been banned fromfederal contract partici-
pation. In addition, over 700 conplaints per year have been referred

to the EEQC or the Departnent of Justice under this executive order.

Prior to 1965, discrimnation was understood as an individual act
based on a purpose or notive to subordinate all nenbers of a class,
defined by race, color, sex, religion, or national origin. This "test
of discrimnation" commonly referred to as the "evil notive" test, nade
proof of discrimnation virtually inpossible, during the early periods
of the admnistration of Title MI. :

Subsequent |y, a second test—-the "equal treatnent" test-—came into
use. This test dealt wth preferences. If awhite or nale was pre-
ferred by an enployer when simlarly qualified nonwhites and wonen
applied for a job, then such preference was evidence of discrinmnation.
However, in the use of this test, an enployer was able to inpose an
education | evel requirenent, an examnation requirenent, a "no arrest”
requirenent, or a work experience requirenent, even if these supple-
nmental qualifications were not job related. Nonwhites general |y fared
less well than whites neeting each of these requirenents. Qnsequently,
the "equal treatnent test™ permtted the enpl oyer to rely on the subor-
dination of mnorities in other areas of life as a reason for denying
t hem enpl oynent opportunities.

33/ Public Law 92-261 (Mrch 24, 1972).
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The 1964 act, along wth the amendments to the 1972 act, paved the
way for the recruiting and hiring, training, and pronoting of nonwhites
in significant nunbers, since discrimnatory procedures and practices
had been obstacles theretofore. But the legislation |eft unanswered
one maj or legal question. As enpl oyers consider cutting output and
| abor costs In response to recessions, what priority should these em-
pl oyers use to reduce their labor force? Should they use the seniority
system ("last-in, first-out") and thereby undermne the gains in enpl oy-
ment nade by mnorities? or, should they subordinate senior whites to
Luni or mnorities and adhere to affirnative action plans? This issue
ecane particularly inportant during the recent recession.

Proponents of seniority claimthat job protection against |ayoffs
has traditional |y been a central objective of Averican unionism They
argue that the principle of seniority hel ps to humani ze the work pl ace,
and allows the worker, toalimted extent, to capitalize his labor to
obtai n sonething nore than the day's wages in exchange for his limted
capacity to produce. 34/ Thus, "last in-first out" is a reflection of

the fundanental equities of workers who devote their life energies to
an enpl oyer.

~ Afirmative action proponents argue that wth a seniority system
mnorities mght be used as a reserve |abor pool, called upon only to
fill the slack during an energency or prosperity.35/ This pattern woul d
produce a special kind of hitterness anong those Who had only recently
achieved the social and economc advantages of new work opportunities,
only to be thrown back to unenpl oynent and often onto welfare.

Enpl oyers have been caught in the mddle, potentially |iable under
equal OBFortunity laws if they followthe "last in-first out,™ principle
and |iable under collective contracts if they do not. They have opted,
for the nost part, to followthe "last in-first out" principle, since
they face a nuch nore inmediate [iability in their dealings wth the
representatives of their workers than in their dealings wth antidis-
crimnation regul ations.

~In March 1976, the Suprene Court issued a decision that affects
this problemdirectly. In Frank v. Bowran, the court ruled that retro-
active seniority nay be necessary to redress the rights of black dis-
crimnated against in enploynent since the 1964 passage of Title I of

34/ Blumrosen, Afred w. & Ruth G., "Layoff O Wrk Sharing: The Qvil
Rghts Act of 1964 in the Recession of 1975," Qvil Rghts D gest,
Vol une 7, Nunber 3, Spring 1975 pp. 35-36.

35/ 1bid.
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the Qvil Rghts Act. If it can be proven in court that an individual
was denied a job because of discrimnation, he can be awarded seniority
and attendant rights and benefits retroactive to the date of the dis-
crimnatory action. The court noted that "whites nust share wth

bl acks 'the burden of the past discrimination' in employment."

A nunber of questions were left unresolved by this decision, how-
ever. There is still no clear nethod for proving discrimnation,
al though gui del i nes are being devised and discussed in various govern-
ment agencies. It is aso not clear whether cases can be brought under
a "pattern approach” which involves class action or whether it nust be
on a case-by-case basis. The court was unclear on whether the ruling
aﬁphes to situations which occurred before enactnent of Title M1, or

ether discrimnatory layoffs will be treated the same as discrim-

natory hiring.

The Antidiscrimnation Budget

The size of the federal civil rights enforcenent prograns budget
is small in conparison wth the other federal antiunemployment
activities-~e.g, enploynent and training prograns. However, this
correspondence between the level of the budget for these prograns and
their effects is aso nore uncertain because of the conbi ned direct
and deterrent inpacts. As shown belowin Table 16 the federal govern-
ment spent $346 nillion for civil rights enforcenent activities in
fiscal year 1975. Qutlays for these activities have tripled since
fiscal year 1971 The EEOC received $6 mllion of that total.

Tabl e 16—FEDERAL QUTLAYS FCR A M L RIGHTS ENFCRCEMENT
(fiscal year 1975 actual)

(Mllions $)

Advil Rghts Enforcenment by Program Category:

Federal service equal enpl oynent
opportunities

Mlitary services equal opportunities

Private sector equal enpl oynent
opportunities

Egual education opportunities

Fai r housi ng

Enf orcenent and investigation

Research and infornation di ssemnation

Avil rights conciliation and prevention
of disputes

>

H
N w
w oNBER Wa
.
O WO~ OO

TOTAL

5
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The Efectiveness of Egual Enpl oynent Opportunity Eforts

An evaluation of the effectiveness of equal enpl oynent opportunity
efforts in reduci ng bl ack-white enpl oynent or incone differentials is
adfficult task. There have been very few studies of the efficacy of
such policies, and the available studies show contradictory results.
The eval uation of the inpact of antidiscrimnation prograns is |imted
b¥ both data problens and the conplexity of the effort to separate the
effect of conplex and interacting processes.

(ne study of the effect of affirmative action policies on relative
unenpl oynent i nci dence, concl udes that the apparent stability of the
racia unenpl oynent differential (defined as the ratio of nonwhite
unenpl oynent rate to the white rate) actually nasks shifts whi ch have
occurred anong the ratios for various age groups .36/ H anagan found
that anong ?roups wth high rates of |abor force participation (prime-
age nal es, for example), there has been a reduction of the racial unem
pl o?/nent differential for experienced workers. He suggests that this
coul d be due to increased incentives to renain in a job because affirm~
ative action policies—both induced by governnent regul ation and
changes in corporate attitudes—have I ncreased the |ikelihood of non-
white job advancenent. '

Snce 1966, private enployers wth 100 enpl oyees during 20 or nore
weeks in avyear, as well as al firns having federal contracts, have
reported on the conposition of their work force by sex and mnorit
grouE menber ship. Using these reports, a recent study by Andrew Bri nmer
on the effectiveness of EEOC efforts concl udes that r%ﬂorting firns
experienced a rapid increase in mnority enpl oynent (21 percent) between
1966 and 1973, (onparing this to the total increase in nonfarm mnority
enpl oynent (15 percent), Brimer concludes that EEOC enforcenent led to
an enpl oynent increase of about 1 percent per year nore than woul d have

occurred otherwise.37/

In what have becone the classic studies in the field, Ashenfelter
and Ashenfelter-Heckman uUsed these sane reports to assess, in part, the
i npact of enforcenent activities and other factors on the relative
enpl oynent patterns of mnorities. Their results indicate that in a

36/ Robert J. Hanagan, The Sability of the Racial Uhenpl oynent
Dfferential.

37/ Andrew F. Brimmer, "Widening Horizons: Prospects for B ack
Bl %%W?L% " The Review of Back Political Econony, (Sunmer 1974),
pp. 91-116.
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group of over 40,000 establishments, relative enpl oynent of black nal e
wor kers during the 1966-1970 period increased by 3.3 percent nore in
firns wth government contracts than in firns wthout such contracts.38/

Rchard B. Freenan, in a study of changes in black-white relative
I ncones between 1948 and 1967, concl udes that the convergence which
occurred during the 1950s and 1960s was partly a result of "governnent
and private antidiscrimnation activity followng that 1964 Q vil
Rghts Act." Freenan concludes that EEOC activity was responsible for
increases in the black:white incone ratio of 9 percentage points for
mal es and 16 percentage points for fenal es between 1965 and 1971.39/

The general |y positive results of this study are contradicted in a
recent report by Smth and Vel ch that indicates that between 1960 and
1970, governnent presence (in the formof direct or indirect enﬁl oy-
nment via contract) accounted for little of the increase in blacks,
incone relative to whites.40/ A study by Vyne vroman concl udes that
the significant post-1964 quickening in the rate of convergence of
bl ack and white earnings, If sustained, "would still |eave black
men a consi derabl e distance fromearnings equality twenty years from
now. "41/ :

The positive findings of the research studies are a so not
corroborated by several institutional reviews of federal enforcenent
activities. e US dvil Rghts Gmmssion concluded that:

During the last decade sone progress has been nade
toward achi eving the Nation's objective of equal enpl oynent
oppor tuni ty. e laws and executive orders cited in this
report have contributed to this end. Nevertheless, the
rate of progress has been inadequate and naj or probl ens
of systenatic discrimnation continue to affect adversely
mnorities and wonen.

38/ Orley Ashenfelter, Mnority Enpl oynent Patterns, 1966, EECC
and the Departnent of Labor, I968, and Ashenfelter, Orley and Janes
Heckman, Measuring the Efect of an Antidiscrimnation Program
Indusztrial RElal1ons Section, Princelon UNiVErsity, VOrKing Paper
No. 52

39/ Rchard B. Freenan, "Changes in the Labor Market for B ack
Anericans, 1948-72." Brookings Papers on Economic Activity,
Vol une 1, 1973

40/ Janes P. Smth and Hnis R Vel ch, Black/White Ml e Farnings
and Enpl oynent, 1960-1970, (Santa Mbni c& RAND), R-1666-DOL,
June 1975,

41/ \Wyne fonan, "Changes in B ack workers' Relative Earni ngs:
Bvidence fromthe 1960s," \Mdshington: oo, April 1973 p. 45
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The federal effort to end this discrimnation has not
been equal to the task. It has been seriously hanpered by
lack of overall |eadership and direction, deficiencies in
existing laws, and the assignment of authori t?/ to a nunber
of agenci es whi ch have issued inconsistent policies, and
devel oped i ndependent and uncoordi nated conpliance pro-
grans. Attenpts by the Qongress and agency officials to
rectify the probl ens which beset this enforcenent program
and prevent it fromeffectively assisting the classes
adversely affected by discrimnation have been |argely
unsuccessful.42/

The federal governnent al so affects mnority enpl oynent status
through its own recruitnent and advancenent policies. |In recent years
the proportion of federal enploynent accounted for by nonwhites has
grown from15.5 (in 1972) to 17.0 percent (in 1974). Over the sane tine,
the proportion of supergrade positions (& 16, 17, and 18) occupi ed by
nonwni tes has grown from3.4 to 4.0 percent. The average grade | evel of
nonwhi te enpl oyees has renained essentially constant. dven the diversity
of nethods, data, and definitions of variables used, it is extrenely
difficut to assess the role played by equal enploynent opportunity
activities in bettering the economc and occupational position of non-
whites relative to that of whites. The best estinmates indicate that
federal conpliance features, regulations, and the changes in attitudes
resulting in part frompresence of the laws has resulted in significant
i nprovenents 1n the relative enpl oynent experience of nonwhites.

However, the past effects of equal opportunity efforts naY not be
indicative of future effects. In February the EEOC had a backl og of
approxi natel y 100,000 discrimnation charges. New court decisions at
various levels are appearing every nonth. The cumul ative inpact of

these devel opnents could provide a significant stinulus toward equality
of work status. If this backlog is allowed to |engthen and the deterrent
effect of governnent enforcenent activities is allowed to decline,
increases In the inequality of work status may occur.

42/ u.s. Avil Rghts Cormssion, The Federal Gvil R ghts Enforcenent
Btfort, 1974, "To Himnate Enpl oynent Discrimination,™ VoOI. 5, July
1975, p. 617.






APPENO X A

~ Inorder to estinate the first year effects of a billion dollars
in fiscal ¥ear 1977 which w1l be spent in each of the prograns the
followng Tormul as were used:
1. Drect Jobs;
[1hbillion7 avg. cost per job] x [1- rate of fiscal substitution]

2. Indirect Jabs;

(L.6billion - salary costs of direct enploynent) x (31.5)

effective indrect tax cut I nt er nedi ary

enpl oynent ef f ect
1%053/1 obs per

1 billion (between
initial and 12
months) for tax cut

3. Wite and Nonwhi t e Jobs;

Direct jobs; as described in text.
Indirect jobs; derived fromRal ph smith, "Sone Inplications for
\{@7 tt3 es and Nonwhites of Not Attaining Full Employment," Mrch
Wi t es

Nonwhi t es

83 percent _ ‘
) of jobs created

17 percent .

(63)
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Program

PSE- -
CETA II and M

Poverty Higibility

Duration of Unenpl oynent

Summer  Yout h

Accel erat ed Public Wrks

Qountercyclical  Revenue
Sharing

TABLE A-1:

H scal

Rat e of

Qubstitution | Cost

50%

25

50

10

73

ASSUMPTIONS

Aver age
er Job

$ 8,250

8, 250

8, 250

42, 084

13, 000

% of Nonwhite
D rect Jobs

32%

32

19

43

12

28

Sour ce of
Nonvwhite %

(per ati ons
dat a

Poverty Popu-
lation

Uhenpl oyed for
nore than
8 weeks

perations Data

Lhenpl oyed Con-
struction
\Vér ker s

Sate and Local
Gover nnent

Enpl oyees




