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Introduction

Racism is a pervasive and pressing issue in the world, impacting multiple aspects of the

world today. One of which is economics. Many individuals of certain races have been hindered

in economic development and lack adequate economic opportunities due to systemic racial

biases in world economies. Although institutional racism has been a perpetual force in society,

there were several instances that highlight its effect on world economies. Two main issues arise:

employment disparity and wage gap. Racial minorities have continuously suffered from high

unemployment, unfair employment, unequal treatment in the workplace, and

lower-than-average pay. These factors all contribute to the aggravation of the economic

well-being of racial minorities and economic inequality along racial lines. The situation is

exacerbated under Covid-19 and the collapse of businesses. Racism in world economies is

further worsened by unawareness. Although the issue itself carries imperative moral

importance, there are also consequential costs to countries' economies. Past attempts such as

the Durban Declaration and Programme of Action have addressed the moral injustice of racism

and its effect. International organizations such as the International Monetary Fund (IMF) have

been shedding light on the issue of racism in world economies urging economic institutions

around the globe to address this pressing question.

Definition of Key Terms

Institutional racism
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Institutional racism, also referred to as systemic racism, is a form of racism at a systemic

and societal level. As opposed to one-to-one interactions of racism, institutional racism is

embedded in everyday practices. It can originate from access, education, or hiring practices.

Such forms of racism can be prevalent even among systems such as law and regulation. Due to

its widespread practice, it is more difficult to be identified and condemned. Therefore institutional

racism can have huge effects in larger aspects such as economics.

Wage gap

Wage gap refers to the difference between pay in wage in the same occupation.

Although some factors of wage gap are caused by skill differences, many such as the gender

wage gap and the racial wage gap are caused by biases and discrimination towards certain

groups.

Employment disparity

Employment disparity is the unequal and unfair treatment of people in the workplace. It

can mean the difference in the unemployment rate, the difference between pay among those

employed, or the difference in promotion, hiring, and recruitment.

History

The effect of institutional racism in world economies has always been a continuous trend

in history. Still, there are several key events in history that have amplified the perpetual effect of

racism in world economies.

While the acceptance of slavery has always been a form of institutional racism that

plagued the United States, the Jim Crow era was a period of racial segregation after the

thirteenth amendment, an amendment that outlawed slavery, was passed. Laws in the Southern

Democratic states were enacted to not only limit the political power of African Americans but to

hinder their economic progress. As African Americans experience discrimination in the

workplace, many joined the Great Migration to the North. This led to the decreased workforce in

the South, therefore hindering the economic growth of the South as a whole.
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Institutional racism was also present in South Africa under apartheid. It was a system of

laws that upheld racial segregation. Many blacks were prevented from certain economic and job

opportunities. However, these policies led to a lack of physical and human capital. In addition,

productivity was decreased as a result of inefficient use of inputs, which were often used to

deliberately limit the economic progress of non-white citizens. As a result, economic growth in

South Africa was slow and stunted due to apartheid.

While the 2007 - 2008 financial crisis was not a direct cause nor effect of racism, it

certainly amplified and highlighted the effects of racial inequality in the economic aspect. The

2007 - 2008 financial crisis was a worldwide recession caused by the deregulation of the

financial industry. Housing markets crashed and international trade declined. Businesses

collapsed. Those that were resilient enough to survive started to lay off employees, which

drastically increased the unemployment rate. Such economic crises inflicted more damage upon

racial minorities, as they have already been subject to employment disparity and wage gap. In

the United States, the origin of the 2008 financial crisis, the unemployment rate for African

Americans increased to around 11.5 percent, while the unemployment rate had only risen to 6.3

percent for whites. In addition, the rate at which the unemployment rate rose is much faster for

racial minorities like African Americans. Surprisingly, employment growth increased for

Hispanics, compared to the decrease for white Americans. Despite this, while 8.2 percent of

white Americans lived in poverty during the recession, more than 21.5 percent of Hispanic

families lived in poverty. This only highlights the substantially lower wage such minorities

received. African Americans suffered even more, with their poverty rate jumping from 19.3

percent to 24.4 percent from 2001 to 2007.

Key Issues

Institutional racism plays a major role in shaping a nation’s economy as well as the

economy’s demographics. The two major fundamental issues are wage gap and employment

discrepancy, both of which are exacerbated due to Covid-19. The two issues in turn contribute

to the difference in economic well-being between different races. Finally, these issues continue

to cause adverse effects on world economies. Still, the underrepresentation of this pressing

issue remains yet another factor of its prevalence and urgency.
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Employment disparity

The disparity between employment among races is persistent among labor markets in

world economies. According to the Economic Policy Institute, black workers, with an

unemployment rate of about 6.4 percent, are more than twice as likely to have difficulty finding a

job than white workers, who have an unemployment rate of 3.1percent. Furthermore, this 2 to 1

ratio of unemployment exists at every educational level of the workers. The same racial

discrepancy exists even within the employed. Black workers are more likely to be structurally

underemployed and underutilized than white workers in the same workplace. In fact, black

college graduates are 28 percent more likely to be employed in a job that doesn’t require a

college degree and has less pay compared to their white counterparts. This issue persists to

hold importance among higher levels of education. The average black graduate is nearly 10

percent higher to be in a noncollege occupation that requires less skill compared to white

graduates from the same bachelor’s degree. In addition, employed racial minorities often

perceive unfairness in the workplace due to racism from employers. According to the Pew

Research Center, Asians and Hispanics believe that members of their own racial groups are

inherently disadvantaged regardless of merits and their achievements in work, regarding

advancements and promotions. The study also shows that 72 percent of black STEM workers

report discrimination in promotion, recruitment, and hiring.

Wage gap

Wage gap between races is also another crucial issue. As of 1979, the average hourly

wage of black bachelor graduates was 86.4 percent of that of white bachelor graduates. That

number has decreased to 77.5 percent as of 2019. According to a study conducted by Harvard

University, racial discrimination accounts for more than 60 percent of the wage gap between

white and black workers and 86 percent of the wage gap between white and Hispanic workers.

Moreover, in the United States, only 3 percent of all Chief Executive Officers are African

American. The majority of the 3 percent CEOs of public or private nonprofit companies, whose

wage remains low compared to private profiting companies.

Economic well-being

As institutional racism has caused the two aforementioned issues, employment disparity

and wage gap between races, their urgent impact around the world is its effect on the economic
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well-being of the minority races. With these groups disproportionately unemployed,

underemployed, and underpaid compared to their counterparts of different races, many suffer

from economic hardships and poverty. For example, in the United States, the poverty rates of

Hispanic and African Americans are 21.2 percent and 17.2 percent, respectively. The poverty

rate for whites is only 9 percent. Although a major factor of this difference can be attributed to

the lack of education for necessary skills for acquiring high-paying occupations, systematic

racism can generate biases that limit economic opportunities, which hinders economic

well-being and prevents minority races from acquiring enough economic resources to afford for

necessities, let alone education. Institutional racism acts as a catalyst that exacerbates the

vicious cycle of the poor economic well-being of minority races.

Impact of Covid-19

Another major deteriorating issue arises from the economic impacts due to Covid-19.

With businesses collapsing and struggling ones laying off workers in an economy exacerbated

by Covid-19, unemployment for Hispanics, Asians, and blacks has soared to record highs and

the severity of employment disparity. Furthermore, the economic downturns caused by Covid-19

have turned migrant workers of ethnic minorities into vulnerable scapegoats. This leads to

further discrimination and further aggravates the economic well-being of minorities, which feeds

into the racial inequality in world economies.

Cost of racism on world economies

There are huge economic costs due to institutional racism in world economies.

According to an estimate by Citigroup, the United States lost a total of $16 trillion due to racism

between whites and blacks: $13 trillion of potential business revenue lost due to discriminatory

lending practices to black entrepreneurs that prevent 6.1 million potential jobs generated, $2.7

trillion of income lost due to wage gap suffered from African Americans, $218 billion lost in

discrimination when providing housing credit, and $113 billion lost in access disparity to higher

education due to racism. From a macroeconomic perspective, factors include the economic

costs of physical and mental health consequences due to systemic discrimination. As numerous

studies have found evident causation from perceived racial discrimination to psychological

disorders, post-traumatic stress disorder, depression, and anxiety, the number of years of a

healthy life can be converted into a monetary value and evaluated. In Australia, 285,228 years
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of healthy life is lost in a year due to institutional racism. Using this formula, reports estimate

that Australia had lost a total $44.9 billion from 2001 to 2011 from racism.

Unawareness of issue

Despite the huge economic threats posed by racism, this issue, especially its

importance, is still widely underrepresented. According to a study from the International

Monetary Fund, of the top 7,920 articles from the top 10 economic journals, only 0.2 percent of

them addressed issues of racism, racial inequality, or race. The study explains that the lack of

awareness and discussion about racism in economics is due to the underrepresentation of

racial minorities in economists. While African American representation in the United States

population has maintained at around 13 percent, the American Economic Association estimates

that economic representation, measured by the percentage of economic PhDs, decreased from

6 percent to less than 3 percent from 1995 to 2019. This often causes policymakers to overlook

this issue, thereby exacerbating the issue.

Figure 1: A graph of the percentage of issues and topics covered in
economics articles
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Major Parties Involved and Their Views

United States of America

Racism has always been a prevalent issue in the United States. However, institutional

racism began to be prominent after slavery, in the Jim Crow Era of the Southern Democratic

States. Laws were enacted to target and marginalize African American workers. However, a

result of this was the Great Migration, where African Americans migrated from the south to the

North, damaging the workforce and the economy of the South. Although there have not been

any laws in the United States that promote systemic racism after the Jim Crow era, deep-rooted

racism under the American society has always been actively affecting its economy. African

Americans and Hispanics suffer disproportionately from employment disparity and wage gap.

Under Covid-19, the economic well-being of these minority races is exacerbated by the

struggling economy.

Brazil

Although Brazil never passed laws similar to those in the Jim Crow segregation in the

United States, institutional racism still affects Brazil’s economy. For example, less than 13

percent of Brazilians received postsecondary education. That percentage is less than half of

that for white Brazilians. Although some would explain this from an economic and class

perspective. However, a survey found that among twins in Brazil, the twin labeled white has a

distinct advantage over the other twin labeled as non-white. These factors caused by systemic

racism in Brazil have tremendous economic impacts, namely inequality. A recent study

conducted by the Brazilian Institute of Geography and Statistics found that, as of 2019, the

average income for white Brazilians was more than 74 percent higher than black, brown, or

other non-white Brazilians.

South Africa

The history of South Africa has been marked by institutional racism. In 1948, the

National Party, which was comprised of the white minority, enacted segregation laws that

severely undermined the well-being of non-white citizens. Non-whites, which were

predominantly black, were discriminated against in many aspects, including economically. Such

policies were detrimental to the country’s economy as they led to a lack of physical and human
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capital. Moreover, productivity was drastically lowered. The inefficient use of inputs to

deliberately limit the economic progress of non-white citizens also exacerbated the economy. As

a result, economic growth in South Africa was slow and stunted due to apartheid. Although

apartheid was ended in 1994, its legacy still scars present South Africa. The World Bank has

recognized South Africa as the most unequal country — this split is still vastly along racial lines.

The bottom 60 percent, which is primarily of blacks, constitute less than 7 percent of the

country’s total wealth.

Timeline of Relevant Resolutions, Treaties and Events

Date Description of Event

1948 - 1994

Apartheid was a system of legislation caused by the institutional racism that
upheld segregationist laws. It was introduced in South Africa. Since then, the
economic well-being of non-whites has deteriorated and its legacy still has a
huge effect in contributing to South Africa’s economic inequality.

September 8, 2001

The Durban Declaration and Programme of Action (DDPA) was a
comprehensive document adopted at the World Conference against Racism
(WCAR) to combat racism, xenophobia, racial inequality, racial discrimination,
and effects of other related intolerances.

December 2007 – June
2009

The 2008 financial crisis was not directly related to institutional racism.
However, this event caused the rampant collapse of economies, which only
highlighted the effects of racism on economic inequality.

Relevant UN Treaties and Events

● Name of the Resolution, Date of the Resolution (Resolution Number)

● Durban Declaration, 8 September 2011 (A/CONF.189/12)

● Global efforts for the total elimination of racism, racial discrimination, xenophobia and

related intolerance and the comprehensive implementation of and follow-up to the

Durban Declaration and Programme of Action, 14 February 2014, A/RES/68/151

● International Day for People of African Descent, 16 December 2020, A/RES/75/170

● Commemorative meeting of the General Assembly on the occasion of the International

Day for the Elimination of Racial Discrimination, 19 March 2021, A/DEC/75/559
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Evaluation of Previous Attempts to Resolve the Issue

An important attempt to address the effects of institutional racism by the UN was the

Durban Declaration and Programme of Action. Adopted by Consensus during the World

Conference against Racism in 2001, this document serves as a comprehensive, action-oriented

guideline to combat racial injustices. Although this document is not legally binding, it still serves

as an important worldwide basis for moral value and advocacy. The content of this document is

broad and overarching. Still, it recognized “ that poverty, underdevelopment, marginalization,

social exclusion and economic disparities are closely associated with racism, racial

discrimination, xenophobia and related intolerance, and contribute to the persistence of racist

attitudes and practices which in turn generate more poverty” and delineated more concrete

actions to address the economic concerns of institutional racism.

Possible Solutions

1. Businesses should cooperate with labor organizations and relevant interest groups to

establish more platforms to report racial discrimination in the workplace.

● Pros: As institutional racism is difficult to quantify, encouraging workers to report

incidents of racial discrimination can expand hard data on the issue. In many

cases, racism is so embedded in normal practices that its severity is often

overlooked. This will help businesses to better identify and tackle issues

regarding racism.

● Cons: Self-reporting completely relies on the individuals to provide honest

insights into situations, and it is heavily dependent on individuals’ interpretation.

In addition, employees might be pressured by employers to refrain from

reporting, thus defeating the purpose of providing a transparent situation of

racism in the workplace.
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2. Businesses set job quotas for racial minorities and enforce stricter standardized wage

● Pros: By setting quotas and enforcing measures to ensure equal pay, the two

fundamental issues of institutional racism in the economy are addressed. With

those two addressed, the economic well-being of racial minorities will improve

and economic inequality will be addressed.

● Cons: By setting a standardized job quota and wage, this solution might

counterintuitively limit the opportunities of workers of minority races. In addition,

companies might not be honest, so more enforcement is needed.
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