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Abstract 

Segmentation of the work force by industry 
affects job opportunities and earnings poten­
tial, as well as earnings differences between 
race/sex groups. The structure of the economy, 
however, is not uniform across the nation, and 
hence economic segmentation may vary from 
one region to another. This paper presents data 
on the nature of segmentation by region and 
race/ sex group in an empirical analysis of the 
effects of segmentation by region on earnings 
inequality between race/ sex groups. 

Using data from the 1978 Current Popula· 
tion Survey, we find that: 1) the earnings gap 
between the North and South tends to be 
smallest in the Federal government and largest 
in the Periphery; 2) earnings inequality be­
tween race/ sex groups tends to be the smallest 
in the Federal segment and highest in the Peri· 
phery; and 3) the regional difference in earn­
ings inequality by race varies by economic seg· 
ment, but the difference by sex appears to be 
unaffected. 

Introduction 

Earnings inequality by race and sex has been 
a persistent feature of the American economy 
(Siegel, 1965; Kreps, 1971; Farley, 1977; Wong, 
1982), and large differences in earnings still re­
main. Attempts to explain race and sex income 
differences have for the most part focused on 
identifying and comparing the determinants of 
earnings, relying on demographic and occupa· 
tional characteristics of individuals in human 
capital models. 
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However, the importance of sectoral divi­
sions in the economy as an explanation of earn­
ings inequality has received increasing atten· 
tion. Since Kerr's (1954) observation of the 
"balkanization" of labor markets, attempts to 
define and identify economic segments have 
generated several similar typologies (e.g., Bibb 
and Form, 1977; Beck et al., 1978; Hodson, 
1978; Oster, 1979; Tolbert, et al., 1980; for 
reviews see Cain, 1976, and Kalleberg and 
Sorensen, 1979; for tests of the various 
typologies see Wallace and Kalleberg, 1981, 
and Zucker and Rosenstein, 1981). These con· 
ceptions generally agree that the economy 
and/or the labor market is divided into distinct 
sectors; that the sectors are not equally advan· 
tageous to all workers; and that certain groups 
of workers, such as minorities and women, 
tend to be concentrated in the least favorable 
sectors (Bluestone, et al., 1973; Edwards, 1975; 
Tussing, 1975). 

The use of the economic segmentation para· 
digm is a promising tool in understanding the 
continuing pervasiveness of earnings in­
equality. As a heuristic device, however, the 
economic segmentation thesis is only partially 
developed, in the sense that several disparate 
empirical observations on the economy and 
earnings remain unreconciled. For example, 
the continuing gap in earnings between regions 
of the country has remained unaddressed by 
the segmentation thesis, and unresolved by 
other theoretical approaches (see Coelho and 
Ghali, 1971, and 1973; Ladenson, 1973; 
Bellante, 1979; Stamas, 1981). Secondly, the 
variation in earnings inequality by race, sex, 
and region of the country is an observation 
only recently made, and relatively unexplored 
by any theoretical explanation (Coelho and 
Ghali, 1973; Hirschman and Blankenship, 
1981). If the economic segmentation thesis is 
to be as fully developed as both the classical 
and radical traditions in economics (or func· 
tionalist and conflict traditions in sociology), 
then the logic of the segmentation thesis must 
be used to explain disparate observations 
which remain unresolved by alternative para· 
digms. By using the economic segmentation 
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perspective, we analyze and attempt to explain 
some empirical inconsistencies in the North­
South earnings gap by race and sex. 

Explanations of the North-South Earnings Gap 

That workers in the South earn less than 
workers elsewhere has been well-documented 
(Coelho and Ghali, 1971; Hirschman and 
Blankenship, 1981). Generally, workers in the 
South have earnings 12 to 17 percent lower 
than workers in the rest of the country 
(Hirschman and Blankenship, 1981; Stamas, 
1981). But differences in earnings between 
Southern and Northern workers are only par· 
tially explained by differences in personal 
characteristics, such as education and ex­
perience, or by work factors, such as industry 
and unionization. 

The persistent difference in nominal earn­
ings between the North and South is a wrinkle 
in the neoclassical perspective of labor eco­
nomics, or functionalist perspective of stratifi­
cation. According to these perspectives, ceteris 
paribus, (1) wage earners should be paid 
according to their skills and marginal produc­
tivity, and (2) labor and capital should both 
migrate, over the long run, to regions which 
maximize their respective productivity and re· 
turn on investments. Therefore, wages for all 
workers should be equalized once a capital­
labor mix is obtained which maximizes labor 
skills while minimizing labor costs (Borts, 
1960). Put differently, as labor and capital 
become similar across regional lines, a con­
vergence in earnings between the South and 
North should occur. 

Attempts in these theoretical perspectives 
to explain the North-South earnings gap have 
been sensitive to factors such as the industry 
mix for manufacturing workers (Fuchs and 
Perlman, 1960), occupational and educational 
skill levels (McKinney and Bourque, 1971), and 
the racial composition of the work force 
(Stamas, 1981). Suchfactors, while important, 
only partly reduce the North-South earnings 
gap. In a long-standing debate, Coelho and 
Ghali (1971, 1973) have argued that the North­
South earnings gap may be completely elimi­
nated once the cost of living is controlled 
(however, see Ladenson, 1973). Even so, the 
North-South gap in real wages varies by cost 
of living assumptions (Coelho and Ghali, 1973; 
Ballante, 1979), while the North-South gap in 

real wage estimates for blacks and women ac­
tually increases over the nominal wage model. 1 

In a more radical theoretical perspective of 
the North-South earnings gap (Myrdal, 1957; 
Review of Radical Political Economics, 1978), 
the South is thought to provide migratory 
streams of cheap labor to the North when op· 
portunity beckons,· as well as a reservoir of low­
skilled labor for firms which move to the low­
wage area. The non-unionized atmosphere and 
the attitudes of Southern business and civic 
leaders are said to be responsible, in part, for 
the lower wages and weak worker protection in 
the South. 

Similar arguments have been offered to ex­
plain findings that earnings inequality be­
tween blacks and whites is greater in the South 
than in the North. Hirschman and Blankenship 
(1981), for example, recently reported that 
black men who resided in the South earned con­
siderably less than black men in the North; 
that the earnings gap between black and non· 
black males was greater in the South than in 
the North; and that the absolute dollar dif­
ference in earnings between black males in the 
South and those in the North had actually in­
creased between 1959 and 1975. Similar find­
ings were reported for black and non-black 
women, although the differences were some­
what smaller. The authors concluded that the 
greater regional effects on earnings for blacks 
result from their relative lack of power and 
their "market" position. That is, blacks' pay 
seems to be conditioned more by the local job 
market than by national standards. 

But the questions remain: What is the 
market position of blacks in the South com­
pared to the North? How is it that blacks are 
more affected by the local labor market? We 
believe that the answers to these questions lie, 
to a substantial degree, in the organization of 
work and the location of workers in various 
economic segments. 

Economic segmentation theory posits a Core 
sector of the economy, characterized by quasi­
monopolistic firms and industries which offer 
their workers relatively high wages and stable 
employment. Workers' high wages in the Core 
sector are largely determined by their access to 
protected internal labor markets within firms, 
i.e., by "access to different job clusters, by the 
relatively rigid pattern of wages attached to 
the job structures through which they respec­
tively move, and by the speed with which they 
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pass through those structures" (Gordon, 
1972:50). Access to particular job ladders, and 
even to the segments themselves, are thought 
to be determined by merit factors such as 
education and experience. In the Peripheral 
segment of the economy, in contrast, few job 
ladders exist, and wages are more directly af­
fected by fluctuations in the general economy 
than in the Core segment. 

Economic segmentation theory suggests 
that the more an economic segment is gov­
erned by rules or is "bureaucratized" (Caplow, 
1954; Taylor, 1979; Grandjean, 1981), the 
greater the likelihood that wage structures are 
tied to meritocratic principles. Hence, inequal­
ity in earnings is less likely to occur when 
market practices dictate the use of institu· 
tionalized rules which measure ability using 
education and experience. This would neces· 
sarily mean that inequality in earnings is less 
in more rationalized economic segments. Con­
comitantly, earnings inequality between re­
gions of the country will be observed if there 
are differences in the concentration of workers 
by economic segment; e.g., a region which has 
a greater concentration of workers in bureau­
cratized segments will demonstrate less in­
equality of earnings among groups of workers. 

On the basis of the foregoing discussion, we 
hypothesize that: 

I. The earnings gap between regions of the 
country will be smaller within economic 
segments which are more bureaucratized. 

II. The more bureaucratized the economic 
segment, the less the earnings inequal­
ity among groups of workers. 

III. The regional difference in earnings in­
equality among groups of workers will 
be smaller in the more bureaucratized 
economic segments. 

We turn now to an empirical examination of 
these arguments. 

Data and Methods of Analysis 

The data used in this investigation are from 
the March 1978 Current Population Survey 
(CPS). The analysis is restricted to black 
females, white females, black males and white 
males ages 25-64, who worked at some time in 
the prior year and who were not members of 
the Armed Forces. One result of these selection 
criteria is that we focus on people who are in 
their prime working years, eliminating retirees 

and individuals who are just beginning careers. 
Another result is that the analysis is not re­
stricted to people who worked continuously in 
the prior year; rather, we include the large 
numbers of adults who may have been unem­
ployed or out of the labor force for some part of 
the year. This last provision allows an impor­
tant variation between segments, labor supply, 
to operate freely, and is thus a subject of study 
in our analysis. 

We first divided the sample into four major 
economic segments. We allocated industries to 
either the Core or the Periphery segment, fol­
lowing Beck et al. (1978). Employees in the 
Federal government, and those in the State 
and Local governments, were placed into two 
additional economic segments. Core and Fed­
eral government segments are similar in that 
their policies, practices, and bureaucratic 
structures are national in scope. But the gov· 
ernment segment differs in that: (1) the work is 
predominately service or regulatory-oriented; 
(2) profitability is not a primary concern as 
funding is of a political rather than economic 
nature; (3) many of the regulations and laws 
which affect government work and workers do 
not extend to the private sector, and vice versa 
(O'Connor, 1973; Caplow, 1954); and (4) exten­
sive administrative due-process regulations 
may afford both blue-collar and white-collar 
government workers greater protection 
against unwarranted demotions or layoffs, 
race/ sex discrimination, and managerial whim 
than many white-collar workers in the Core 
who remain unprotected by unions, etc. Also, 
including government workers in the Core 
might bias race/sex earnings functions, 
creating the appearance of a greater difference 
between Core and Periphery workers. State 
and local governments form a separate eco­
nomic segment because there is likely to be 
greater variability in their policies, practices, 
and bureaucratic structures than is found 
within the Federal government, especially 
across regional lines. We use this four-part 
division of industries rather than a continuous 
variable (or set of dummy industry variables) 
so that we can compare differences in earnings 
by race/ sex group and region. 

South and North regions of the country were 
established using the Census classification, in 
which South includes Alabama, Arkansas, 
Delaware, the District of Columbia, Florida, 
Georgia, Kentucky, Louisiana, Maryland, 
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Mississippi, North Carolina, Oklahoma, South 
Carolina, Tennessee, Texas, Virginia, and 
West Virginia. The remaining states are re­
ferred to here as the North. 

We next developed a simple earnings deter­
mination model (see Farley, 1977 and Tolbert 
et al., 1980). Within economic segments, 
regions and race/sex groups, individuals' an­
nual earnings were estimated as a function of 
education, occupational status, age and age 
squared, and hours worked. Ordinary least 
squares were used to determine the partial ef­
fects of the independent variables on annual 
earnings. Coefficients for the independent 
variables indicate the earnings returns asso­
ciated with each characteristic. 

The dependent variable, annual earnings, 
was measured as the sum of wage, salary, and 
self-employment earnings the year prior to the 
survey 1977.2 

The independent variable occupational 
status is the Duncan (1961) socioeconomic in­
dex, which has been found to have a net posi­
tive effect on earnings, controlling for edu­
cation and other predictors of earnings. The 
scores were assigned on the basis of in­
dividuals' current occupations or, if they were 
not working, their most recent occupation, us­
ing detailed Census occupational categories. 

Education as a predictor of earnings was 
estimated as a spline function. That is, years of 
education was divided into two variables: (1) 
years of elementary and secondary education 
(ranging from 0 to 12); and (2) years of post· 
secondary education (0-6), on the assumption 

that higher education may be rewarded at a 
different rate than pre-college education. 

Since earnings generally rise with years of 
labor market experience but at a decreasing 
rate, two indicators of experience were used: 
age and age squared. Age is an imperfect 
measure of work experience, because blacks are 
known to have more frequent and longer unem­
ployment spells than whites, and women tend 
to have more intermittent work histories than 
men. Age and age squared will overestimate 
actual years of work experience for blacks and 
women relative to white males. The effect of 
this imperfect measurement is to bias 
downwards estimates of earnings returns to 
experience and to bias upwards earnings re­
turns to schooling (Blinder, 1976; see, however, 
Rosenzweig and Morgan, 1977). Lacking work 
history data, we regard age as the most 
satisfactory proxy for work experience. 

As a measure of labor supply, hours worked 
in 1977 is also used to predict earnings. Hours 
worked is estimated as the product of the num­
ber of weeks worked in the year times the 
number of hours worked last week. In a labor 
supply model, this is an important control vari­
able, since women and blacks tend to work 
fewer hours than white men, and total hours 
worked has a significant impact on annual 
earnings. 3• 

Analysis and Results 

The Distribution of Workers. Present in Table 1 
is the distribution of workers by region and by 

Table 1 

Race/Sex 
Group Total 

White Males 8,412 
% 100. 

Black Males 1,451 
% 100. 

White Females 5,416 
o/o 100.1 

Black Females 1,281 
% 100. 

Total 16,560 
% 99.9 

Distribution of Workers by South/North Location, 
Race/Sex Group, and Economic Segment, 1978.* 

South North 

Government Government 

Federal S&L Core Periphery Total Federal S&L 

348 1,002 4,592 2,470 19,947 525 2,424 
4.1 11.9 54.6 29.4 100. 2.6 12.2 
63 218 693 477 1,241 84 198 
4.3 15.0 47.8 32.9 100.1 6.8 16.0 
162 1,055 2,050 2,149 12,598 181 2,483 
3.0 19.5 37.9 39.7 99.9 1.4 19.7 
43 331 339 568 1,132 48 289 

3.4. 25.8 26.5 44.3 100. 4.2 25.5 
616 2,606 7,674 5,664 34,918 834 5,394 
3.7 15.7 46.3 34.2 99.9 2.4 15.4 

*In this and subsequent tables, S&L refers to state and local governments. 

Core Periphery 

11,673 5,325 
58.5 26.7 
670 289 

54.0 23.3 
5,637 4,297 

44.7 34.1 
493 302 
43.6 26.7 

18,473 10,213 
52.9 29.2 
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race/ sex group for each of the four economic 
segments. The heaviest concentration of work· 
ers in both the North and the South is the 
Core segment, but seven percent fewer workers 
are in the Core segment in the South than are 
in the Core in the North. Most of these South· 
ern workers are, instead, in the Periphery, 
which is the least protected, the lowest paid, 
and the most "casual" of the four segments ex· 
amined here (Edwards, 1979:167). 

Blacks, both male and female, are more 
likely to work in the Federal, State and Local 
government sectors than are whites. Females, 
however, are more likely to work in the Periph· 
ery and the State and Local segments, especi· 
ally in the South, than are either group of 
males. Differences in the distribution of 
workers, such as these, across economic seg· 
ments and between race/sex groups could af· 
feet the earnings gap observed between the 
South and the North. 
Average Earnings of Workers. In Hypothesis 
I, we argued that the earnings gap between the 
South and North would be least in the most 
regulated economic segment, i.e., Federal. This 
segment has institutionalized policies and 
practices which cross regional lines, so that 
workers are evenly evaluated across regions. 
We begin an analysis of Hypothesis I by 
presenting the average earnings of workers by 
region, race/ sex group, and economic segment 
in Table 2. 

A comparison of South to North earnings 
provides only limited support to the hypothe­
sized relationships. 4 The regional earnings gap 
is the least (i.e., the ratio is largest) in the 
Federal segment, as hypothesized, for every· 
one but white females. But only for black 
males, and to some extent black females, is the 
gap between the South and North also widest 
in the Periphery, as hypothesized. For whites 
there is not much difference in the North-South 
earnings gap across segments. White males 
and females receive somewhat higher pay in 
the North, but the regional ratios vary by no 
more than four percentage points across 
segments for both groups. 

These findings suggest that there is a race 
by region by segment effect on the earnings 
gap, but that a sex effect is, at best, weak. That 
is, the most rationalized economic segment, 
Federal, mediates the effect of possible race 
discrimination in the South, but does little to 
alleviate earnings inequality by sex, which 
operates in both the North and South (see 
Hirschman and Blankenship, 1981:393). 

Finally, it should be noted that the North· 
South earnings gap of 17 percent noted else­
where (Stamas, 1981) is greatly reduced when 
economic segment, sex and race are controlled. 
For whites, the North-South earnings gap is 
roughly seven percent, suggesting that 
economic segmentation may greatly affect the 
earnings distribution of workers. 

Table 2 

Average Earnings of Workers by Race/Sex Group, Region and Economic Segment, 1978* 

South North Ratio of South to North** 

Government Government Government 
Race/Sex 
Group Federal S&L Core Periphery Federal S&L Core Periphery Federal S&L Core Periphery 

White Males 16,591 13,742 16,102 11,634 17,453 15,056 17,173 12,734 .95 .91 .92 .91 
Black Males 13,570 9,709 9,664 6,869 14,860 11,944 12,366 9,938 .91 .81 .78 .69 
White Females 9,434 7,991 7,407 4,850 10,009 8,433 8,007 5,160 .94 .95 .93 .94 
Black Females 12,480 7,440 6,890 3,849 12,383 9,706 8,527 4,922 1.01 .77 .81 .78 

Ratio of Group 
t.o White Males••• 

Black Males .82 .71 .60 .59 .85 .79 .72 .78 
White Females .57 .58 .46 .42 .57 .56 .47 .41 
Black Females .75 .54 .43 .33 .71 .64 .50 .39 

*All data are from the 1978 CPS and represent earnings as of 1977. Earnings of workers in the Federal government have 
**All within race/sex group t·tests for South-North differences by economic segment are statistically significant at p:S.05, 

***All t-tests comparing white males with each race/sex group by region and economic segment were statistically signific 

been adjusted to remove the effect of D.C. employment. 
except for Black males and Black females in the Federal goverment. 

ant at p :S .05. 
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In Hypothesis II, we posited that earnings may be due to worker characteristics rather 
inequality between white males and other than the monetary returns to those character· 
race/sex groups would be least in the most regu- istics. This question is fundamental to studies 
lated economic segment. The rules established of inequality, as it is assumed that worker 
to evaluate, hire, and promote workers are more characteristics or investments in education, 
likely to operate in a universalistic manner in hours worked, etc., are controlled by the em-
the Federal segment where matching workers' ployee, while returns to those characteristics 
skills and abilities to particular jobs is most im- or investments (i.e., pay rates) are controlled 
portant (Edwards, 1979:167-176 passim). by the employer (Taylor, 1979). 

We find (lower panel of Table 2) that earn- The Earnings Determination Model. In order 
ings differences by economic segment between to assess earnings differences within economic 
white males and the other race/sex groups are segments and across regions, earnings was re-
as hypothesized in both the South and North. gressed on the predictor variables discussed 
Overall the earnings difference with white earlier for race/ sex groups within economic 
males is least for black males, with the segments and regions. Below we compare the 
smallest difference found in the Federal gov· regression results for regions, and then we uti-
emment for both South and North, as ex- lize a regression standardization procedure 
pected. The earnings ratios of females to white which allows us to partition earnings between 
males is quite low in both regions, but the worker characteristics and employer-
hypothesized relationship of segment and earn- controlled returns to those characteristics in 
ings inequality is strong, with the smallest dif- the North and South, as well as by economic 
ferences in the Federal segment and largest dif- segment. Such an analysis enables a more 
ferences in the Periphery. refined test of Hypotheses II and III. 

Finally, in Hypothesis III, we stated that The regression coefficients of the earnings 
the regional differences in inequality between models for white males presented in Table 3 
white males and other race/ sex groups would can be used to compare the differences in re-
be smallest in the most rationalized economic wards to worker characteristics between re-
segment. The results indicate only modest sup- gions. There appear to be two systematic dif-
port for Hypothesis III. According to the earn· ferences between the South and North. First, 
ings data reported in Table 2, the regional dif- the returns to college education are higher in 
ferences in earnings inequality for blacks and the South than in the North for all economic 
women with white males is smallest for all segments, possibly indicating employers' re-
groups in the Federal segment. But only black sponse to a smaller supply of highly educated 
males, and to some extent black females, fit workers. Second, among all race/ sex groups, 
the hypothesized pattern of greater regional the net returns to hours worked are higher in 
differences in earnings inequality in the least the North than the South (except for Periphery 
regulated economic segment, the Periphery. workers), an effect of greater unionization in 
The difference in the earnings ratio across the North. Similar results were found for hours 
regions for black males who are Federal for the other race/ sex groups, and work ex-
employees is .03 and for those who are Periph· perience in the North tends to be more highly 
ery employees, .19. A weaker pattern of dif- rewarded than in the South for the other 
ferences is found for black females, with .04 groups. 
and .06 respectively. White females do not Less variability between the North and 
display the hypothesized relationship. South was found in the regression coefficients 

The findings reported above lend support to for the Federal segment than for the less bur-
the usefulness of the economic segmentation eaucratized segments, confirming expectations 
perspective. The patterns of the hypothesized from Hypotheses II and Ill. To some extent, 
relationships exist for most of the comparisons this should be expected as General Schedule 
made, although not all comparisons attained workers (approximately 60 percent of all 
statistical significance. Federal workers) are placed on a uniform pay 

The analysis of average earnings, however, scale. However, blue-collar workers included in 
may be affected by regional differences in our sample of Federal workers are in jobs 
worker characteristics and variations in the specifically pegged to local wage scales. To 
returns to those characteristics by race and/or compare the regression coefficients between 
sex. That is, the earnings gap between regions the North and South we computed two-tailed 
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Table 3 

Earnings Determination Models by Race/Sex Group, by Region and Economic Segment, 1978. 

South 

WHITE MALES BLACK MALES WHITE FEMALES BLACK FEMALES 

Government Government Government Government 
Predictor 
Variables Federal S&L Core Periphery Federal S&L Core Periphery Federal S&L Core Periphery Federal S&L Core Periphery 

Occupational Status 104.3' 55.0' 92.4* 99.2' 87.5' 57.4' 60.6' 73.1' -17.5 ll.8 19.9' 29.2' - 3.8* 25.0' 30.5' 22.8' 
Education 0-12 138.9 403.3' 610.3' 398.1' 427.7' 397.3' 289.9' 168.4' 461.8 369.0' 158.9' 64.0 1724.1° 166.1* 140.5' 54.8 
Education 13 + 1640.5' 805.5* 864.3' 774.7* ll86.0' 563.5' 40.C.7* 384.7' 1223.5' 828.4' 460.1* 59.1 1067.1' 767.9' 463.7' 356.6' 
Age 1684.1° 1227.5' 1230.9' 750.6' - 715.7 285.7 568.9' 459.4' 431.9 198.3' 256.7 ' - M .O 1312.1 ' 264.8' 223.7 138.0* 
Age Squared -18.7' -13.2* -12.7 -7.7* 9.6 "2.2 -6.8' -s.s• -3.7 - 1.6 - 2.8* .4 -13.5* -2.5* -3.1 * -1.9* 
Hours 3.9• 1.4* 2.7• 2.2• 5.5• 2.8• 2.4• 2.4* 5.9• 3.4* 3.5* 1.9* &.o• 3.2• 3.2• 2.1 * 
Intercept 43477 -27170 -29442 -18409 5386 -10257 -10468 -9286 -16473 - 9963 -7325 13ll - 48521 -8648 -5460 -2422 
R• .430 .328 .292 .224 .408 .443 .239 .374 .408 .503 .293 .227 .554 .583 .397 .399 

North 

WHITE MALES BLACK MALES 

Government Government 
Predictor 
Variables Federal S&L Core Periphery Federal S&L 

Occupational Status 96.1' 59.5* 83.2• 121.6' 69.4' 61.9' 
Education 0-12 181.6 549.6' 513.6' 292.1' 134.4 265.4 
Education + 13 927.3' 486.3' 760.1' 710.1' 286.7 792.8' 
Age ll79.3' 1325.9' 1221.8' 926.0' 742.0* 630.4' 
Age Squared - 12.1* -13.5' - 12.5' - 9.8' - 6.8* - 5.5 
Hours 5.6' 3.7• 3.5* 1.7* .2 5.1* 
Intercept - 29703 -33195 - 28556 - 19237 -8589 - 19951 
R' .414 .400 .299 .217 .214 .507 

'ps.05 

t-tests among the coefficients by economic seg­
ment and race/ sex group. a The result for 
Federal employees in all race/ sex groups was 
that only two of the possible 24 coefficient 
comparisons were significantly different, in­
dicating little variability in returns to worker 
characteristics in the Federal segment across 
regional boundaries. Comparisons of the 24 
regression coefficients in each of the other 
segments resulted in five significant dif­
ferences for State and Local workers, seven for 
Core workers, and eight for those employed in 
the Periphery. This pattern of significant dif­
ferences suggests that wage determination is 
more uniform in the highly regulated seg­
ments, even though there is considerable vari­
ation in the level of pay between states, for 
example. 

To assess the degree of variability in earn­
ings across race/sex groups (Hypothesis III), 
we use regression standardization. With this 
method, we can answer such questions as: 
What would a Southern black female earn in 
the Periphery if she had the same average char­
acteristics as the average white male in the 
same economic segment and region? The proce­
dure entails calculating the "hypothetical" 
earnings of each race/sex group by substitut-

Core 

43.9' 
127.6 
750.3' 
958.1' 
- 10.5' 

4.0• 
- 18963 

.306 

WHITE FEMALES BLACK FEMALES 
Government Government 

Periphery Federal S&L Core Periphery Federal S&L Core Periphery 

-2.5 46.6' 22.9' 35.2' 51.5* 25.8 8.0 48.6' 43.5 
463.1' 531.7 205.1' 177.3' -31.8 1600.4 296.4 320.1 ' -41.7 
559.9 537.8' 739.5' 3ll.4' 385.1' 181.5 1340.3' 206.4* 933.2' 
781.5' 351.6 112.9* 91.7 ' -67.5 1800.2' 96.8 396.5* 200.7* 
- 9.8' -3.8* - 0.6 - 0.8 1.0* - 20.8* -.3 -•.2· -2.3* 

3.9• 5.3• 4.0• 3.9• 2.4• 2.1• 4.4• 3.3' 2.5• 
- 17046 - 15796 - 7084 -5026 927 -48727 -7255 -ll456 -3648 

.205 .470 .521 .326 .251 .256 .586 .342 .436 

ing the average labor force characteristics of 
white males (see Appendix 1) into the esti­
mated earnings equations for each race/ sex 
group.6 If there are no race or sex effects (that 
is, if employers reward female and black em­
ployees at the same rates as white males), then 
the hypothetical earnings of females and 
blacks will be identical to the actual earnings 
of white males. The difference between the hy­
pothetical earnings of a race/sex group (using 
their own pay structure and white male labor 
force characteristics) and their actual earnings 
is a measure of employment discrimination. 

The results of the standardization, presented 
in Table 4, indicate that there are substantial 
race and sex differences in the pay rates of 
blacks and females. The hypothetical earnings 
of these groups are uniformly higher than their 
actual earnings (compare to Table 2) across 
regions and economic · segments, but con­
siderably lower than white males. If black 
males, for example, had the same average labor 
force characteristics as white males, but their 
own rates of return to those characteristics, 
they would have earned only $9,683 in the 
Periphery in the South in 1978, although white 
males with those same characteristics earned 
$11,634. Instead of earning just one-third of 



50 The Review of Regional Studies 

Table 4 

Hypothetical Earnings for Race/Sex Groups, within Regions and Economic Segments, 1978 
Standardized on White Male Labor Force Characteristics. 

South 

Government 
Race/Sex 
Group Federal S&L Core 

White Males 16,591 13,742 16,102 
Black Males 16,206 12,376 12,365 

Ratio to White 
Males .98 .90 .77 

Change in Ratio 
from Actual .16 .19 .17 
Earnings to 
Hypothetical 
E~gs 

White Females 12,200 9,433 9,161 
Ratio to White 

Males .74 .69 .57 
Change in Ratio 

from Actual .17 .11 .11 
Earnings to 
Hypathetical 
Earnings 

Black Females 15,453 9,670 8,786 
Ratio to White 

Males .93 .70 .55 
Change in Ratio 

from Actual .18 .16 .12 
Earnings to 
Hypothetical 
Earnings 

white males' earnings, black females would 
still have made only 54 percent of white males' 
earnings if they had the same education, oc­
cupational position, etc., as white males. The 
gains in hypothetical earnings were greater for 
females of both races than for black males. 

We have argued that earnings inequality be­
tween race/sex groups should be least in the 
more rationalized economic segments, because 
of formalized policies, practices, and work 
organization which are characteristic of those 
segments. In standardizing the earnings equa­
tions across race/ sex groups, therefore, the 
most highly bureaucratized segment, Federal, 
should show the smallest difference between 
the actual and hypothetical earnings of blacks 
and females. Concomitantly, the Periphery 
should show the greatest difference. 

The results generally support this 
hypothesis. The difference, or change, in the 
actual earnings ratio (of black males, white 
females, and black females to white males) 
compared to the hypothetical earnings ratio is 

North 

Government 

Peril!hery Federal S&L Core Peril!hery 

11,634 17,453 15,056 17,173 12,734 
9,683 16,056 14,713 14,441 11,308 

.83 .92 .98 .84 .89 

.24 .07 .19 .12 .11 

6,067 12,302 10,236 9,722 7,138 

.52 .71 .68 .57 .56 

.10 .14 .12 .10 .15 

6,236 12,537 12,647 10,391 7,914 

.54 .72 .84 .61 .62 

.21 .01 .20 .11 .23 

at least slightly higher in the Periphery than in 
Federal in almost all instances. The smallest 
change in actual to hypothetical earnings as a 
ratio with white males is generally in the 
Federal segment (especially in the North) or 
the Core, both of which reference national labor 
markets and have relatively formalized 
employment practices. This indicates that pay 
rates tend to be most equitable (i.e. that 
discrimination is the least) in these segments. 

Discussion and Conclusions 

This analysis of earnings differences has at­
tempted to interpret some disparate observa· 
tions on earnings by using the economic seg· 
mentation perspective. The central argument 
from the economic segmentation perspective 
for our purposes is that, along with the concen· 
tration of certain industries and their asso­
ciated labor markets into specific economic 
segments, there is a relationship between the 
labor markets and the organization of work. In 



Economic Segmentation, Inequality, and The North-South Earnings Gap 51 
other words, certain types of work require cer- the most bureaucratized segment (Fed-
tain types of organization in the labor market. eral) for most race/ sex groups and is 

When an economic segment and its associ· largest in the least bureaucratized seg-
ated labor market are organized hierarchically ment (Periphery), especially for blacks. 
with job ladders, retention rights, job evalua- (2) Earnings inequality between white males 
tion procedures, etc., we can speak of a and other race/sex groups tends to be 
bureaucratically organized economic segment. lowest in the Federal segment and high· 
Such segments are composed of industries est in the Periphery. 
which tend to have heavy investment in phy- (3) The regional difference in earnings ine-
sical capital and/or organizational development. quality by race varies by economic seg-
In order to operate and maintain such physical ment, but the difference in earnings ine-
equipment, and in order for workers to become quality by sex appears unaffected. 
integrated into the organizational network, jobs These findings suggest that differences in 
are evaluated with respect to immediate tasks earnings between residents of the North and 
as well as to long-run organizational needs, ra- South, and between blacks and whites, may be 
tionally matching workers and tasks. Hence, better explained by their relative access to 
the earnings of workers in bureaucratic specific labor markets with meritocratic per-
segments should be highly regularized. sonnel practices, rather than by employer prej-

On the other hand, less bureaucratized eco- udice, differences in qualifications, or simple 
nomic segments are less likely to have regu· regional variations in wages. It is not so much 
larized pay schedules, and are less likely to that blacks are "more affected" by the local 
match workers, abilities, and tasks (see job market, as suggested by Hirschman and 
Edwards, 1979:167-168). Moreover, the less Blankenship (1981) but rather that blacks are 
bureaucratized segments are more likely to be positioned in markets which are local in char-
affected by local market conditions, because acter (i.e., that are more likely to cause ag-
their rules and procedures are developed separ- gregate differences in earnings between blacks 
ate from, and are not tied formally to, the rules and whites). We conclude by suggesting that 
and procedures of a national labor market. the economic segmentation perspective might 

By conceptualizing four economic segments usefully be applied to other anomalies in the 
which vary in their degree of bureaucratiza- study of earnings determination, stratifica-
tion, we have provided a basis for examining tion, and inequality. 
the ability of the economic segmentation per· 
spective to explain seeming irregularities in 
the earnings of workers. We have stressed the 
Federal and Periphery segments in the analy­
sis, because they are clearly the most and least 
bureaucratized segments respectively. How 
the Core and State and Local (S & L) segments 
should be ordered between the Federal and 
Periphery segments remains an open question. 
The S & L segment is clearly tied to the 
Federal segment in employment policies (via 
various public laws and grant-in-aid pro­
grams), but the actual practices of the multi· 
tudes of state and local governments are likely 
to vary considerably. The Core, on the other 
hand, may be more bureaucratized than the S 
& L segment, to the extent that it operates in a 
national labor market, but it is not as likely to 
be tied to Federal employment policies. The 
relative ordering of the Core and S & L seg­
ments awaits further analysis. 

With respect to the hypotheses posed earlier, 
our findings may be summarized as follows: 

( 1) The regional gap in earnings is smallest in 

FOOTNOTES 

1Moreover, if wages and cost of living are causally 
related such that cost of living determines what wages 
workers will accept (cost-pull rather than demand-push), 
then wage models which control for cost of living have the 
same variable on both sides of the equation. Additionally, 
real wage estimates obtained using cost of living deflators 
for a "family of four" might introduce a source of bias in 
that birth rates and household size vary by region of the 
country. If the use of a cost of living deflator is selected on 
the basis of what a family needs for maintenance, then 
family size, which is higher in the South, might also 
arguably be included. 

•Estimates were obtained using both a logged 
and unlogged earnings variable, but the explained 
variance was systematically lower in the logged model. 
Moreover, the logged estimates do not differ in the pat· 
tern of results. Hence, we present the untransformed esti· 
mates (but see Becket al., 1978, 1980; Hauser, 1980). 

•Certainly, hours worked also reflects labor demand, but 
for assessing earnings inequality by race and sex, the con· 
servative test is to control hours worked as if it were a 
pure supply variable. 

•Since our interest is in comparing groups of workers by 
segment, we do not make cost of living adjustments as 
noted elsewhere. 

•The results of the t ·tests are available on request, but 
are not presented here. 

•Specifically, the mean values of the earnings predictors 
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for white males presented in Appendix 1 are multiplied by 
the regression coefficients for the same predictors in 
Table 3 and then are summed, with the intercept, for each 
race/sex. group. 
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Appendix 1 

Mean Values of Earnings' Predictor Variables by 
Race/Sex Group, Region, and Economic Segment, 1978. 

South North 
Economic Segment 

Predictor White Black White Black White Black White Black 
Variables Males Males Females Females Males Males Females Females 

Federal 

Occupational 
Status 57.3 42.3 59.9 57.3 52.0 35.1 53.7 49.6 

Education 0-12 11.7 11.2 11.8 11.7 11.7 11.5 11.9 11.8 
Education 13+ 2.3 1.2 1.3 1.1 1.5 0.8 0.9 0.9 
Age 43.5 41.6 42.0 36.5 43.6 45.4 41.0 38.1 
Age Squared 1998 1845 1893 1423 2015 2188 1824 1533 
Hours 2069 2132 1868 2025 2071 2097 1698 1971 

State & Local 
Occupational 

Status 52.3 30.7 55.8 44.3 50.1 36.4 54.5 47.4 
Education 0-12 11.3 10.3 11.7 11.2 11.5 11.5 11.8 11.5 
Education 13+ 2.4 1.2 2.3 1.8 2.6 1.5 2.3 1.6 
Age 40.4 42.1 40.0 38.7 40.2 39.8 40.6 40.3 
Age Squared 1756 1914 1734 1617 1746 1704 1777 1729 
Hours 2182 2018 1730 1786 2100 1892 1661 1710 

Core 

Occupational 
Status 45.0 24.6 49.4 32.1 44.6 29.2 46.7 38.0 

Education 0-12 11.1 10.0 11.5 10.9 11.3 10.8 11.6 11.4 
Education 13+ 1.4 0.6 1.0 0.6 1.5 0.8 1.1 0.8 
Age 40.3 39.3 39.0 36.3 41.0 39.4 40.1 37.3 
Age Squared 1748 1667 1637 1413 1811 1679 1738 1494 
Hours 2209 1857 1738 1799 2153 1959 1715 1769 

Periphery 

Occupational 
Status 35.3 19.1 33.8 18.5 34.8 26.9 34.1 23.5 

Education 0-12 10.5 8.9 10.6 10.0 11.0 10.4 11.1 10.4 
Education 13+ 0.8 0.3 0.4 2.5 1.0 0.6 0.6 0.2 
Age 40.9 41.4 41.7 40.1 41.1 38.0 41.6 42.6 
Age Squared 1808 1849 1872 1751 1835 1559 1870 1958 
Hours 2278 1795 1670 1425 2218 1911 1532 1520 




