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The Invisibility Hypothesis holds that the job skills of disadvantaged workers
are not easily discovered by potential new employers, but that promotion enhances
visibility and alleviates this problem. Then, at a competitive labor market equilib-
rium, firms profit by hiding talented disadvantaged workers in low-level jobs.
Consequently, those workers are paid less on average and promoted less often than
others with the same education and ability. As a result of the inefficient and
discriminatory wage and promotion policies, disadvantaged workers experience
lower returns to investments in human capital than other workers.

Among noneconomists, job discrimination is rarely regarded as
a phenomenon that can be understood in purely economic terms,
without reference to its richer social context. More often, it is seen
as just one thread in a fabric of discrimination encompassing
housing, education, jobs, club memberships, and more.

In contrast, textbook economic theory holds that a worker’s
pay and chances for promotion depend only on his or her produc-
tive abilities. The presence of prejudiced employers who discrimi-
nate against, say, nonwhite workers or women is irrelevant accord-
ing to this view: the remaining employers will be led by the pursuit
of profits to hire the underpaid and promote the underemployed.
Competition among unprejudiced employers will result in rising
wages for victims of discrimination. Therefore, the existence of job
discrimination is at worst a minor and temporary phenomenon, or
so the usual argument goes.

*We would like to thank Rick Levin, Asher Wolinsky, Drew Fudenberg, James
Smith, the participants of the Yale Microeconomics Seminar and the Cowles
seminar, and the referees and one of the editors for their helpful comments, and Kurt
Anstreicher for his help with the technical appendix. Milgrom’s work was supported
by NSF grant IST-8411595 to Yale and by the Institute for Advanced Studies of the
Hebrew University of Jerusalem.

© 1987 by the President and Fellows of Harvard College and the Massachusetts Institute of
Technology.
The Quarterly Journal of Economics, August 1987



454 QUARTERLY JOURNAL OF ECONOMICS

Given that there is discrimination, which we take to mean that
employers pay women and nonwhites less (on average) than equally
able white males and assign them to less responsible positions, the
puzzle is how market forces can allow such a state of affairs to
continue. One possibility, explored by Becker [1957], is that indi-
viduals have a taste for discrimination—a willingness to earn lower
profits or receive lower wages in order to maintain segregation in
the workplace. However, as Arrow [1972] pointed out, in order for a
taste for discrimination to result in lower wages, it must be quite
widespread. In an otherwise homogeneous labor market, the targets
of discrimination will be employed by the least prejudiced
employers—those with the least willingness to sacrifice profits to
participate in discrimination—and will work together with the least
prejudiced workers. If there are sufficiently many unprejudiced
workers and employers, the tastes of the others can lead to segrega-
tion in employment, but not to significantly lower wages for the
victims of discrimination. Thus, the application of Becker’s theory
to explain, say, discrimination against blacks in contemporary
American society, rests on the hypothesis that the prejudice against
blacks is strong both in its extent (proportion of the population who
are prejudiced) and in its degree (the compensation they demand to
accept integration).

Akerlof [1985] has proposed a more robust taste-for-discrimi-
nation theory, in which some customers will boycott any firm that
violates a discriminatory social custom. Then, if firms must search
for customers and if there are many more prejudiced individuals
than victims of discrimination, the search costs incurred by a firm
that violates the social custom will be higher than for a conforming
firm. Then, unprejudiced employers will find it in their economic
interest to perpetuate the custom of discrimination, even if the
majority of their customers are unprejudiced.

Bulow and Summers [1985] (see also Stiglitz [1987]) have
developed a theory of discrimination based on dual labor
markets in which some firms use high wages coupled with a threat
of layoffs to discourage shirking by employees. High-paying jobs
are most valuable to workers who have long expected ten-
ures, so employers expect workers in groups with lower turn-
over rates to be more diligent. Since turnover rates are much higher
for women than men [Poterba and Summers, 1984] and for blacks
than whites, employers prefer to assign white males to high-paying
jobs.

Phelps [1972] seeks to explain discrimination without resort-
ing to an assumption of prejudice. His theory is based on the
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hypothesis that traditional indicators of ability are less informative
when applied to certain “disadvantaged” workers. Rational
employers therefore place less reliance on them and so pay the
ablest disadvantaged workers less on average than they pay equally
able advantaged workers. However, according to that theory,
employers also pay the least able disadvantaged workers more than
their advantaged counterparts. The “statistical theory of discrimi-
nation” does not explain discrimination as we have defined it; it
predicts that the average wage paid to members of any group that is
distinguished by some observable characteristics (such as sex or
race) will depend only on the average productive prowess among the
group’s members.

Lundberg and Startz [1983] have extended the statistical
theory of discrimination to include a human capital investment
choice by the workers. Like Phelps, they assume that each worker is
paid his or her expected marginal product, given the available
indicators. Then, since disadvantaged workers’ job skills are less
accurately evaluated than those of other workers, they have less
incentive to make productivity-enhancing investments in human
capital. Responding to these incentives, workers acquire less human
capital, and their average productivity and wages are correspond-
ingly lower.

The statistical discrimination theories that we have so far
discussed make no allowance for the fact that firms have a variety of
different jobs to be filled, each requiring its own particular set of
skills. If, as Phelps and Lundberg and Startz have supposed,
employers were less able to evaluate the job skills of women and
nonwhites, these disadvantaged workers would be less well matched
to jobs than their advantaged counterparts. Then, even if the
distributions of skills among advantaged and disadvantaged work-
ers were the same, productivity would be lower for the disadvan-
taged workers. That alone would explain the lower wages paid to
disadvantaged workers.

This matching effect is distinguished from the other effects
described above by the fact that it results from an inefficient use of
labor resources by firms. It might appear, therefore, that firms have
the usual incentive to improve efficiency by improving their evalua-
tion of worker’s skills. To the extent that firms succeed in their
efforts to assign individual workers more efficiently, they will as a
by-product also reduce the other effects associated with statistical
discrimination.

However, the argument that firms always have an incentive to
use workers efficiently itself relies on a suspect assumption—the
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assumption that wages are unaffected by job assignments. Wald-
man [1984] has shown that if (i) workers’ skills are privately known
to firms and (ii) other potential employers use job assignments as a
signal of ability, the wage paid to a worker will depend on his or her
job. In that case, as Waldman shows, the textbook efficiency
argument breaks down.

Our theory emphasizes the role in the job market of a worker’s
visibility, by which we mean roughly the amount of information
about the worker’s job skills that potential employers possess. In
our model we employ only two visibility classes. Visibles are
workers whose abilities are known to all potential employers; and
Invisibles are those whose abilities can be concealed by an employer
from other potential employers.

Our analysis of the problem of job discrimination rests on a
two-part assumption that we call the Invisibility Hypothesis. The
first part is the assumption that disadvantaged workers are rela-
tively more likely to be Invisible when they first enter the labor
market. The second part is that a worker’s visibility is enhanced by
assignment to a higher level job.

The Invisibility Hypothesis reflects the observation that talent
is not inevitably and universally recognized, and that those with
advantaged backgrounds are more likely to be recognized for their
abilities. There are many causes contributing to the relative lack of
recognition for disadvantaged workers. Prejudice—in the form of
misperceptions rather than antipathy—can cause an employer to
overlook a potentially good employee. So, too, can the failure of an
employee to “toot his own horn,” whether the reluctance to do so
comes from shyness, or pride, or cultural taboos. The existence of
clubs that limit the membership of women, nonwhites, or religious
or ethnic minorities; job segregation which is not per se inefficient
but which keeps some people out of view; exclusive neighborhoods;
out-of-town conventions that are hard for some working mothers to
attend—all of these things contribute to a separation that makes
some workers less visible to potential new employers.

Lack of visibility leads to wage distortions by impairing the
competition among firms for workers. Employers with superior
information about their employees’ skills may find that they can
earn excess profits on abler workers as long as those workers can be
hidden from other potential employers. Given our hypothesis that
promotion enhances visibility, there is a motive for employers to
discriminate against talented Invisibles in promotions. The conse-
quent inefficiency depresses average wages most for the disadvan-
taged groups, where the invisibility problem is greatest. Since the



