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This draft chapter is part of a larger book project entitled “Locked In: A
Market Lock-In Model of Racial Inequality.” The book develops a
theoretical model to explain why racial disparities have persisted as long as
they have, even after the enactment of civil rights laws that prohibit
intentional discrimination. The lock-in model draws on recent theoretical
work from antitrust and complex systems theory that explains how market
monopolies reproduce themselves over time, even after the monopolist has
stopped engaging in intentional, anti-competitive activity.

Applied to race, the lock-in model proposes that, just as Microsoft’s
monopoly has persisted long after the end of its illegal conduct, so too can
white “racial monopoly” persist even in the absence of intentional
discrimination. In outlining the model, the book advances three central and
related arguments. First, during the era of slavery and Jim Crow, whites
formed racial cartels (like white neighborhood homeowners’ associations
and whites-only trade unions) to anti-competitively exclude blacks and
Latinos from many areas of economic, political and social life. Owing to
this anti-competitive conduct, whites generated a significant monopoly
surplus in housing, education, employment and political markets.

Second, this monopoly surplus now structurally reproduces itself over time
by way of institutional “feedback loops” that translate early advantage into
self-reinforcing advantage. Race-neutral processes in the family, in social
networks, and in neighborhoods and workplaces reproduce white advantage
even absent intentional discrimination. For example, the practice of relying
on local property taxes for public school financing reproduces the
advantage of segregated wealth. Third, racial disparities may now have
become locked in place. Non-linear processes often reach a tipping point
where “switching costs” make it impossible to reverse institutional
dynamics. Racial disparities may now have reached that point of lock-in.

This chapter, Chapter 3, focuses on institutional feedback loops, their
dynamics, and the role they play in the lock-in model.



In 2004, sociologists Robert Sampson and Jeffrey Morenoff
published a remarkable study on the persistence of poverty in Chicago
neighborhoods from 1970 to 1990.*> The authors made several important
findings. First, those neighborhoods that were poor in 1970 were almost all
poor twenty years later in 1990.° Even as poverty rates dramatically
increased in those neighborhoods throughout the period, the neighborhoods’
rankings stayed the same—that is, the poorest neighborhoods in 1970 were
also the poorest in 1990, only significantly more so. Likewise, poverty rates
increased most in those neighborhoods that were already poor, and less so in
neighborhoods that did not suffer already from high poverty rates. Over
time, neighborhood rankings remained remarkably stable despite significant
turnover of families and individuals.*

Second, and not surprisingly, race was closely correlated both to
increasing poverty and to a neighborhood’s position in the rankings. In 1970
and in 1990, poverty was highest in the neighborhoods that formed the core
of the city’s historic black belt: Grand Boulevard, Oakland, Woodlawn and
Englewood to the south, and Garfield Park and North Lawndale along the
city’s western corridor. The data also suggested a tipping phenomenon:
neighborhoods that initially were at least 40 percent black remained black
and poor or became blacker and poorer.” Although the presence of Latino
residents was not initially linked to poverty in 1970, over time, the number
of Latinos in a neighborhood increasingly predicted higher poverty rates.®

Third, certain key institutional structures in a neighborhood were
linked to poverty. The number of homeowners and physical proximity to a
poor black neighborhood were significantly correlated to a neighborhood’s
poverty rate. Neighborhoods that had the fewest homeowners and were
located closest to the black belt experienced the most dramatic increases in
poverty rates. These structural features were linked, in turn, to the race of
the neighborhoods’ residents.’

Sampson and Morenoff’s findings raise several key questions about
the nature of racial inequality. Why does racial poverty persist over time,
even after the passage of anti-discrimination laws? Why are racial
inequalities in housing, education, employment and wealth linked to
residential location and space? Most importantly, how do our institutional
rules—those taken-for-granted rules that govern the workings of the
neighborhood, the school house and the workplace —contribute to continuing
racial poverty?



This chapter argues that institutional “positive feedback loops” play
a central role in perpetuating race and poverty.® In a negative feedback loop,
change in one direction triggers change in an opposite direction, which
usually produces some sort of equilibrium. For example, in response to a
drop in body temperature, humans shiver, in order to heat the body back up
to its normal temperature. In economic markets, price increases trigger a
drop in demand, which in turn produces a drop in price.

In a positive feedback loop, however, a change in one direction leads
to more change in that same direction. A snowball gathers more snow. The
population explodes. A bank account accumulates wealth exponentially.
Positive feedback loops amplify earlier conditions because change in one
direction feeds back to produce more change in the same direction. Each
increase leads in turn to further increase, and each decrease produces a
further decrease. In this way, small disparities can become self-reinforcing
and produce large and very persistent disparities later on.

This chapter argues that persistent racial disparities can be traced to
positive feedback loops. Chapter 2 described the anti-competitive activities
of racial cartels (homeowners’ associations, real estate boards, political
parties) that excluded blacks and Latinos from key labor, housing and
education markets. Chapter 2 also described the monopoly surplus—higher
wages, better jobs, better schools, wealthier neighbors—that whites acquired
by way of their cartel conduct. This chapter suggests that this historical
monopoly surplus is reproduced over time by institutional feedback loops
that make whites richer and certain minority groups poorer, even in the
absence of intentional discrimination.

In particular, many of the taken-for-granted, race-neutral
arrangements that structure our contemporary social institutions create
positive feedback loops that reproduce racial inequality. Most of these
loops operate via the social context in which individuals develop—families,
social networks, neighborhoods and workplaces. For example, in social
circles, people refer their friends and relatives for job openings. For whites
who are more likely to be in high-wage, high-status jobs, network referrals
pass along such jobs and wages. In contrast, for poor and working class
blacks and Latinos, these network referrals link people to lower-wage jobs
or unemployment. Likewise, relying on the wealth of surrounding
communities to finance local public education produces self-reinforcing
wealth for whites and material disadvantage for blacks and Latinos.



The rest of this chapter explores these institutional feedback loops in
greater detail. The next section looks at the structure of the institutional
feedback loop, and the underlying theory of self-reinforcement and path
dependence. The section following outlines four general categories of
feedback loops that reproduce racial inequality —family transfers of wealth,
social network effects, neighborhood effects and control over the rules of
the game.

Institutional Feedback Loops: Some Basic Theory

The concept of the institutional feedback loop draws from work in
complex systems theory, antitrust, economics, and sociology. Complex
systems theory is an interdisciplinary field that studies the dynamics and
structure of complex systems. Complex systems are made up of individual
agents that interact with each other to produce unpredictable and interesting
patterns. These patterns cannot be understood simply by looking at the
behavior of individual agents. Instead, the patterns are “emergent”—they
emerge from the interaction of individuals. The whole is indeed far more
than the sum of its parts.

The world is full of complex systems. Ant colonies, stock markets,
families, star systems, neighborhoods, and sand piles are all complex
systems that display emergent patterns. For example, individual ants follow
very simple rules of behavior, like “follow the pheremone trail in front of
you.” In contrast, the ant colony as a whole is capable of complex
behavior-the colony can relocate after a flood to higher ground. But the ant
colony’s emergent behavior cannot be predicted from the behavior of the
individual ant, just as the stock market’s complex dynamic patterns cannot
be reduced to the behavior of buyer or seller. Something distinct happens at
the level of the complex system, and complex systems theorists look for
rules common to all complex systems to help explain what that something
is.”

Many complex systems exhibit very similar emergent patterns. For
example, complex systems often experience “phase transitions,” in which
change is sudden, non-linear and unpredictable. The stock market crashes
and bubbles, even as it moves slowly in other periods. Water boils and then
escapes into steamy vapor. An ant colony suddenly goes into breeding
mode. The racial composition of neighborhoods can change quite rapidly
once the numbers reach a certain threshold or “tipping point.”"



This non-linear change is often produced by a dynamic process
known as a positive institutional feedback loop. In an institutional feedback
loop, an initial change to the system produces more change to the system
and moves it in the same direction. When the system’s “output” feeds back
to become part of the system’s “input,” change accelerates over time. In a
compound interest bank account, for example, the account grows
dynamically because output (the interest) feeds back into input (the
account’s capital) during the next period. Assuming no withdrawals, the
account grows exponentially larger, even in the absence of further
deposits.'' Likewise, when the population grows, each new generation feeds
back to become the parents of the next generation.

In positive feedback loops, early historical change, even small
changes, can end up making a big difference. Economist Brian Arthur uses
the mathematical example of the Polya urn process to illustrate the path-
dependent way in which feedback loops reinforce the effect of earlier
events.'” At the outset, the urn contains only two balls, one red and one
white. For each round of play, an experimenter randomly draws a ball and
then returns it to the urn, together with another ball of the same color as the
ball drawn. Draws and returns proceed until the urn is filled. The key
mechanism—adding another ball of the same color as that drawn—is a
positive feedback loop, because it reinforces the effect of each previous
draw, particularly those early in the process.

In the world of economics, positive feedback loops can take the form
of increasing returns. Neo-classical economists have always assumed that
the economy is governed by negative feedback loops, or the law of
diminishing returns, where the effect of change is dampened as the system
moves toward equilibrium. For example, an increase in oil prices triggers
conservation, exploration of alternative fuels and a decrease in demand,
which in turn produces a drop in price..

As early as the 1950s, however, economists like Gunnar Myrdal and
Nicholas Kaldor described positive feedback loop mechanisms—in Myrdal’s
words, “circular and cumulative causation”-that appeared to depart from
these conventional principles. These scholars, and now a new generation of
economists, have pointed out that certain markets are sometimes
characterized by increasing returns, in which market success is cumulative
and self-reinforcing."

In the context of monopolies, increasing returns can amplify the
advantage of a market monopolist, even after the bad actor has stopped



engaging in illegal conduct. Some commentators have argued, for example,
that a positive feedback loop reproduced Microsoft’s advantage in the
operating systems market even after Microsoft had ceased its
anti-competitive behavior." Trying to sustain its market share in operating
systems market, Microsoft had engaged in anti-competitive conduct (e.g.,
bundling, illegal tying contracts and exclusive contracts), which gave them
an unfair competitive advantage or “monopoly surplus” in market share.

Microsoft’s unfair surplus in market share persisted over time
because an institutional feedback loop connected software authors to
consumers. Because software authors wanted to write software for the most
popular operating systems, more software authors wrote programs for
Windows as the system became more popular. In turn, because consumers
wanted to buy the operating system that had access to the widest range of
software, any increase in available software triggered a corresponding
increase in consumers. Each increase in software authors triggered an
increase in consumers, which in turn, triggered a corresponding increase in
software authors, thereby producing more change. Microsoft’s advantage
became self-reinforcing over time, even in the absence of further innovation,
and long after Microsoft had stopped its illegal behavior."

Like the operating systems market, systems with institutional
feedback loops display several characteristic qualities. First, they can be
"path dependent." That is, they can be very sensitive to historical events,
particularly those that happen early in the formation of the system.'® For
example, if early draws in the Polya urn happen by chance (or by
manipulation) to be mostly of one color, then the urn may ultimately “tip” to
that color over time.

In an oft-cited example of this idea, economists trace the dominance
of the standard Sholes QWERTY typewriter keyboard to two minor
historical events. Initially, a number of typing schools decided to use the
Sholes keyboard to develop a typing course. Subsequently, a typist using
the keyboard scored a decisive victory in a typing contest in 1888. These
relatively minor events gave the Sholes keyboard a competitive lead in the
market, early on in the formation of the industry."”

That early competitive lead quickly became a self-reinforcing
advantage because relationships between employers and new typists were
mutually reinforcing. Like the software authors in the Windows example,
new typists were eager to train on the most popular keyboard. In turn,
employers wanted to buy the keyboard that would give them access to more



trained typists. Each increase in Sholes typists triggered an increase in
employers who bought the keyboard, thereby persuading even more typists
to train on the keyboard, and so on and so forth.

Importantly, this process also created barriers to entry for competitor
keyboards. Given limited resources, employers adopted only one kind of
keyboard, and typists were likely to train on only one keyboard as well.
Thus, the increase in employers who adopted QWERTY keyboards worked
not only to the advantage of Sholes and Sholes employers and typists, but
also to the disadvantage of competitor keyboards, typists and employers. In
this way, both advantage and relative disadvantage became self-reinforcing
over time. Eventually, the Sholes keyboard monopolized the market.'®

Second, once the system has charted a particular direction, systems
with positive feedback loops may become inflexible thereafter. In the Polya
urn example, once the urn has begun to tip towards one color, later draws of
the balls may have very little effect on the ultimate distribution of balls in
the urn. The same idea is illustrated in the VCR market. In the competition
between the Betamax and VHS video recorders in the 1970s and 80s, small
market fluctuations favored the VHS format manufactured by JVC, even
though both Sony and JVC began with roughly the same market share.
After VHS had gained a sizable lead, the VHS advantage accelerated
because video outlets began to exclusively carry VHS tapes, which made
that format even more popular. Ultimately, the market became inflexible
when Beta could no longer catch up to VHS." At this threshold or “tipping
point,” we say that VHS had become “locked in.”

Third, markets with feedback loops are potentially inefficient.
Because a product’s success is sometimes linked to accidental (or
intentional) advantage, the market can potentially lock in an inferior
technology. Some commentators argue that Betamax is technically superior
to VHS, and that the feedback process has locked in the relatively less
efficient format.*® Importantly, self-reinforcing dynamics do not necessarily
produce an inefficient or sub-optimal outcome. In fact, self-reinforcing
effects might actually accelerate the advantage of the more innovative
alternative, given the right circumstances.

Feedback Loops That Reproduce Racial Inequality

So what does the monopoly dynamics of typewriter keyboards and
computer operating systems have to do with contemporary race relations?



This chapter suggests that both technological markets and contemporary
race relations are governed by the same self-reinforcing institutional
feedback loop. Just as institutional feedback loops have sustained Sholes’
and Microsoft’s monopoly on the markets, so too have institutional
feedback loops reproduced whites’ early racial monopoly on resources and
opportunities. And, like the locked-in monopoly that characterizes some
high-tech markets, racial disparities appear to be path-dependent on history,
very firmly entrenched and potentially inefficient.

This recursive relationship between racial inequality and earlier
history draws heavily from earlier work done by economist Glenn Loury on
the persistence of racial inequality.”’ Loury has argued that much of racial
inequality persisted because family and community background affects a
person’s ability to acquire labor market skills. Importantly, Loury has
suggested that institutional processes like public education and job-referral
networks, as well as other forms of social capital, have operated to
reproduce the effects of past discrimination by affecting the ability to invest
in human capital.** Although this chapter focuses far less on individual
investments and far more on the structural connections, the analysis here
builds on Loury’s arguments about self-reinforcing inequality.

The story of persistent racial monopoly has its beginnings in slavery
and later eras of racial exclusion. As Chapter 2 describes, whites formed a
variety of racial cartels during slavery and afterwards to anti-competitively
exclude certain communities of color. Real estate boards, neighborhood
homeowners’ associations, political parties and industrial labor unions
engaged in collective action to exclude blacks and Mexicans from key labor,
housing, land, education and political markets.” These cartels engaged in a
wide range of anti-competitive behavior—from simple economic pressure on
one end of the spectrum to violence, murder and property destruction at the
other end.* By way of this anti-competitive conduct, whites came to enjoy
a “monopoly surplus” in opportunities and resources, to include wage
premiums from a white monopoly on the best jobs, superior housing at
lower prices from a monopoly on housing, land at great prices, and
well-financed schools at lower tax rates from a monopoly on education,
among others.

More specifically, this chapter suggests that whites now have
parlayed that early monopoly surplus into self-reinforcing advantage.
Different types of institutional feedback loop operate to reproduce inequality
through social processes that range from the intimacy of family assistance to



the more impersonal politics of the workplace. These four feedback loops
include (i) family transfers of assets, in which early wealth generates future
wealth—particularly financial assistance with education and buying a home;
(i1) social networks, in which people distribute information and social
capital; (iii) neighborhood networks, in which space and geography
distribute resources; (iv) “increasing returns to institutional power,” in
which early occupants control the rules of the game for future distribution.
The following discussion considers each loop in turn.

Rich Dad, Poor Dad: Family Transfers of Assets to Generate Future
Wealth

Although the racial gap in income has closed very slightly in recent
history, the gap in wealth between races remains huge--seven times greater
than the gap in income. According to recent studies, the net worth of a
typical black family falls between 10 to 20 percent of the net worth of a
white family.” As of 1999, the typical black family had a net worth of
$8,000, compared to $81,000 for a white family.** Similar figures for 2002
put the average net worth of a Latino family at $7,932.” Moreover, the
wealth gap for both groups seems to grow much larger during economic
downturns.*®

How much of this racial wealth gap can be traced to the white
monopoly surplus from earlier periods of exclusion? In general, a
significant portion of a person’s wealth can be traced to family wealth that is
passed from generation to generation. Laurence Kotlikoff and Lawrence
Summers have estimated that eliminating inter-generational transfers of
wealth would reduce U.S. wealth by as much as 50 percent.”” Certainly for
those who are wealthiest, intergenerational transfers--both bequests and
assistance while parents are still living--constitute the vast majority of
wealth for the next generation. Predictably, these transfers contribute quite
a bit to the modern racial wealth gap, particularly because the very wealthy
make very big transfers, and the very poor make very small transfers, if they
make any transfers at all.*

Recent research by sociologist Dalton Conley has confirmed that
family transfers play a big role in reproducing the racial gap. Conley’s study
looked at data from several generations to determine how much of the racial
wealth gap could be explained by differences in parental net worth. After
controlling for a number of other potential explanations, Conley found that



racial differences in parental wealth accumulated over time, and these
differences were the single most important factor in explaining the
contemporary racial wealth gap.”'

Economist James Curtis has traced the source of the black-white
wealth gap even further back to the accumulation of historical wealth during
slavery. Curtis’s research compared historical racial differences in wealth
before the end of the Civil War to modern racial differences in wealth.
Curtis’s study made two important findings. First, wealth differences
among blacks in the years between 1860 to 1870 could all be explained by
legal status--whether the person in question was free or enslaved. Second,
modern wealth differences between blacks and whites could be traced to the
compounding growth rate of wealth passed from generation to generation.
Like Conley, Curtis concluded that initial historical differences in wealth
during the era just after slavery are responsible for much of the modern
racial gap in wealth.”

Beyond bequests, two types of inter-generational transfers appear to
play a special role in reproducing racial inequality: first, parental help to
make a down payment to buy a house, which generates more wealth via
home equity, and second, parental help with college tuition, which boosts a
child’s future earnings and wealth as well. For most people other than the
very wealthy, home ownership constitutes the most significant part of family
wealth, mostly because home equity appreciates over time. By some
estimates, home equity makes up more than a third of a household’s non-
pension wealth.*

Racial gaps in home ownership are significant. Although home
equity wealth gets more evenly distributed than, say, stocks or trusts, huge
racial gaps exist in rates of home ownership. The 2000 Census reports that
71 percent of whites owned homes, but only 46 percent of black and Latino
households were homeowners.** Other research reports a similar race gap in
home equity.

What explains these racial differences? Economists Kerwin Charles
and Erik Hurst have traced a big part of the gap to racial differences in
getting help with a down payment. The authors note that 27 percent of
whites get parental help in making a down payment to purchase a house,
compared to only 7 percent of blacks.”® According to their research, a full
25 percent of the racial gap in home ownership can be explained by the
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racial differences in parental help.*

races as well.”’

This racial gap in assistance helps to produce the gap in home
ownership. Not surprisingly, families who cannot get down payment help
are less likely to apply for mortgages, even when they have sufficient
income to make the monthly payments.*® Alternatively, they buy homes
later than those who get assistance, thus losing valuable time to enjoy equity
appreciation. Other research suggests that racial differences in inheritance
(which often is connected to the family home) also contributes to wealth
inequality.*

The racial gap in down payment assistance is further aggravated by
the fact that wealthier homeowners own bigger houses on more desirable
property, and thus accumulate even more wealth.*” Making the gap even
larger, white homeowners were uniquely able to take advantage of the
dramatic rise in home values during key historical periods, including the
1970s.*" Thus, differences in getting help with buying a house likely has
made a big difference in the wealth of racial groups over time.

Beyond helping with down payments, families also help their
children pay for college tuition, which also serves to generate future wealth.
As anyone who has priced college tuition knows, in college financing, a
family’s wealth matters far more than its income. Indeed, in an era when
college costs have skyrocketed, families frequently take out home equity
loans or draw on other financial assets to pay for college.**

Here again, however, social science evidence documents a big racial
gap in family ability to help with college tuition. Dalton Conley’s research
has looked at the link between parental wealth and college attendance. In
particular, Conley examined racial differences in parental wealth and
post-secondary education; completing a baccalaureate degree; and
completing a graduate degree. In dissecting racial differences, Conley found
that family wealth was strongly linked to whether a person pursued a
post-secondary education and completed an initial undergraduate degree,
although less so for the graduate degree. According to his study, doubling of
parental assets raised the probability of a child going to college by 8.3
percent, and the likelihood of graduating by 5.6 percent. Conley found that
after controlling for parental wealth and other class characteristics, blacks
were actually more likely than whites to continue on to college.*

Of course, family members provide a very important source of social
capital to enable people to accumulate wealth. Beyond paying for college or

The amount of help varies between
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the down payment on a house, family members often choose residential
location and help children to find their first job. As the next several sections
will discuss, job help from network connections and neighborhood
advantages and disadvantages represent other types of positive feedback
loops.

“It’s Who You Know:” Social Networks and Social Capital

A second type of feedback loop, the self-reinforcing process of
network effects, reproduces white advantage by way of connections to
others in social networks. “Network effects” are the benefits and
disadvantages that flow from network connections, primarily social
connections. In economic network markets, the value of a product can flow
from the number of users connected in a network. For example, the value of
a telephone is largely derived from the number of other people whom one
can dial up. Similarly, but perhaps less intuitively, the value of a VCR
comes in part from the number of “network suppliers” of videotape—your
favorite rental store, the library, and your network of family and friends.

Some economists have argued that network effects facilitate a
natural monopoly for networked products, because the first firm to market
such a product can often tip the market in their favor before competitors
really have an opportunity to attract users.** Others have noted that, for the
illegal monopoly, network effects can reproduce inequality, even when the
monopolist has stopped acting illegally. The Department of Justice’s case
against Microsoft was based on the network effects argument described
earlier, in which a jump in the number of software authors triggered an
increase in operating systems consumers, and vice-versa.*

In social networks, as in telephones, the value of a professional
connection often derives from the resources that the connection can make
available. Network connections can hook a person up to several different
kinds of resources. First, “who you know” is most often important because
of what they have (and can make available for the asking). Network
connections can make available embedded network resources--money, high
wage or high status jobs, or other forms of material resources controlled by
people in the network.*

Second, network connections are also important because of “what
they know”--network connections can disseminate information. For
example, network ties can pass along information about job openings, or
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pass on tips about the important social symbols and rules that govern a
particular cultural setting (“cultural capital””). A network contact can advise
a new worker about the power brokers on the plant floor, or about the
custom of making decisions behind closed doors. Indeed, recent research
suggests that gossip among members of a network can pass along valuable
information about organizational norms.*’

Third, network connections can influence people by shaping their
preferences or decisions, sometimes more coercively than others. For
example, employers can be talked into hiring someone by the person’s
network referees, who go to bat for the candidate. Likewise, employees can
be pressured by their connections into conforming to company policy.*®
Finally, network connections can provide a person with a sense of
well-being and esteem, prompting some researchers to argue that social
networks form for this very reason.”

Social and institutional networks distribute group capital not only
across space but also across time. Networks can function to pass along
wealth, opportunities, information and influence to successive generations.
For example, informal referral networks play a key role in distributing jobs,
particularly high-wage and professional jobs. Sociologists like Mark
Granovetter have demonstrated that employers fill well over half of all jobs
via personal referrals, although the number is slightly lower for black job
candidates than for white.*

Not surprisingly, race rears its head in the distribution of jobs via
network connections. Comparative studies show significant racial
differences in the types of jobs that people get through their job referral
networks. According to work by sociologists Diedre Royster and Mercer
Sullivan, white men entering the workforce get lots of help from older men
in their social networks—shop teachers, fathers, neighbors and friends of the
family frequently help on the job search, particularly if the candidate is
looking for entry level work or an apprenticeship in high-wage trades jobs
that are unionized. Blacks and Latinos, by comparison, have far fewer older
men in their social networks who are able or willing to serve as a network
referral for steady, high-wage or high-status employment. Indeed, when
compared to whites and Latinos, blacks have the fewest network
connections to industrial and trade occupations.”’ The same is true for high
status jobs. Thus, the type of jobs embedded in networks—both in terms of
wages and status--differ significantly by race.
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Research reveals a number of other important racial differences in
social networks. First, blacks and whites have referral networks that differ in
density--the number of connections that each person in the network
possesses. Density is very important in making a network effective.
Referral networks will cease to “hang together” if the number of
connections to people with jobs drops below a critical density. Above this
threshold, referral networks have enough links between people to function
properly. Below the critical number, the network literally disintegrates and
falls apart. Fragmented networks cause huge problems for racial groups.
Without effective networks, whole communities can become so isolated
from high-wage jobs that members are perpetually unemployed.”> Work by
economists Kenneth Arrow and Ron Borzekowski indicates that, because of
networks’ critical threshold, even very small differences in the number of
ties can induce isolation and substantial income inequality across racial
lines.>

Second, racial differences in network structure affect the strength of
the network connection. Most scholars agree that the strength of network
ties affects the network’s function, and that race is related to the strength of
network connections. ** Sociologists Mark Granovetter and Ronald Burt,
argue that the strength of a network depends heavily on the weak ties that a
person has across a network. Weak ties—ties to people known only casually
or through friends of friends--will pass along information that differs from
what the candidate and her close circle already have.”> Because weak ties
are usually people who are not connected to each other, a network of weak
ties may provide a bridge across the disconnected segments of a network,
called “structural holes.” Bridging the structural holes gives a candidate a
much wider search range for job prospects in the universe of possibilities.

Empirical research on racial differences seems to indicate that blacks
and Latinos may be less successful on the job market because their networks
are smaller and their ties stronger. People of color tend to know more of the
same people, and to be connected to them more strongly. Without a large
network of weak ties, these groups cannot search as productively across
structural holes as can whites.”” Other research suggests that people of color
are less likely to make use of their network ties to find job opportunities.

Why is it that social networks do not become integrated? Even in
the absence of overt racism or intentional discrimination, networks remain
segregated because like tends to attract like. People tend to create social
networks with others who resemble them, and race is one axis along which
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resemblance is structured. Social psychologists call this tendency racial
“homophily.”® In addition, social contacts take place in the context of
social institutions—neighborhoods, schools, workplaces—that tend to be
segregated for reasons already discussed. It is hard to say whether the
architecture of social networks would look different if history had been
different. Resources attached to those networks might well be much more
equally distributed if they had not been so stratified early on.

“Won’t You Be My Neighbor?” Neighborhood, Space and Geography

Drawing on some of the same network-based ideas described above,
a third type of feedback loop reproduces inequality through geography and
space. Space is important not just because the physical organization of
space or its intrinsic characteristics—nearness to a river or natural resources
—but also because of the bundle of legal and social benefits that become
linked to that space. In the last decade, experts have begun to study the
feedback loops that connect geographic space to industry location and
economic growth. Economists Paul Krugman and Brian Arthur have argued
that a firm’s decision to migrate to a city is influenced not just by its
physical characteristics, but also by the firm’s prospective neighbors—i.e.,
the earlier location choices of other firms.

The presence of “good” neighbors adds a great deal to the
attractiveness of a location. For example, having other high-tech neighbors
in Silicon Valley might also mean having a ready supply of skilled labor and
transportation infrastructure. These neighborhood benefits are
self-reinforcing. Each new good neighbor makes it more likely that the
place will attract more good neighbors, at least until the area gets too
crowded or competitive.”® Thus, industrial location choices can be
self-reinforcing.

Neighborhood effects work not just for industrial neighbors but for
residential neighbors as well. Good neighbors attend to attract more good
neighbors (and often they zone their neighborhoods to keep out “bad”
neighbors). Poor neighborhoods attract poor neighbors, in turn.
Neighborhood effects are not restricted just to the quality of neighbors, but
include other kinds of public goods as well. Legal scholar Lee Fennell notes
that choosing a residential location includes not just the particular set of
(“good” or “bad”) neighbors, but also a particular basket of local public
goods both from one’s own jurisdiction and from others nearby. (For
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example, a certain residential location might offer so-so public schools but
easy driving distance to workplaces nearby.) Fennell also notes that the
basket of neighborhood amenities is not an ala carte menu: a resident has to
take all of the amenities associated with a particular space, and cannot
divide them up.

This residential basket of benefits (and liabilities in poorer
neighborhoods) often affects the wealth of the entire community and of
future generations, and not just that of an immediate family. Where
someone lives plays a centrally important role on their future wealth,
education and well-being. Research by Leonard Rubinowitz and James
Rosenbaum on the Gautreaux Assisted Housing Program examined the
effect of moving 7100 black residents to wealthier white suburban
neighborhoods. The results of the study suggested that living in a “good
neighborhood”—with wealthy predominantly white neighbors,
well-maintained property, good security services and good schools
—generates additional wealth for the individual family and future wealth for
children, particularly in terms of attending college and getting good jobs.
Living in a predominantly minority neighborhood with concentrated poverty
often means the loss of opportunity and a cycle of disadvantage, both for the
neighborhood and the individual residents.®

Scholars have studied the effects of a wide variety of neighborhood
effects: local public finance, income distribution in the neighborhood, and
neighbors’ property improvements, to name a few.*' These studies confirm
several important points. First, a family’s welfare is closely tied to that of
the neighbors. Research finds, for example, that a child’s success in school
depends heavily on what her classmates are like, and in particular their
socio-economic status.®

Second, neighborhood effects operate to sort neighborhoods over
time via feedback loops. More specifically, differences in neighborhood
amenities tend to sort neighborhoods by housing price, rental price, local
property taxes and zoning barriers (which impose minimum price
requirements).” Neighborhood effects like public expenditure also tend to
sort neighborhoods by race. The following discussion focuses on public
school financing, to explain how neighborhood differences can persistently
stratify neighborhoods by race.

As any family looking to buy housing (or real estate broker) can
testify, people pay very close attention to schools and school finance in
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choosing where to live. Homeowners who are not parents pay attention
because of the effect of schools on property values. Those who are

parents pay attention because they know that going to the “right school” will
help to determine their children’s future success.

Several scholars have studied the dynamic relationship between
public school finance and persistent residential segregation.** According to
research by economist Roland Benabou, the "neighborhood effects" of
public school finance are so strong that even small differences in public
school financing can sort neighborhoods by income and by race over
time, even if the neighborhoods are initially mixed.®

Benabou's economic model starts with two neighborhoods that have
an equal proportion of rich and poor families. If education spending in
Neighborhood A becomes slightly higher than Neighborhood B, the land in
A becomes more valuable, and so the price of housing in A rises. The
wealthier families in B now are more likely to move to A to take advantage
of the good schooling and appreciating property values. The mix of
neighbors left behind in B, in turn, is now relatively poorer, and education
spending likely will decrease. Another round of defections ensues, with the
relatively wealthier families departing, until land in A becomes too
expensive for anyone in B to purchase. Owing to this feedback loop, even
minor differences in education spending can cause neighborhoods to stratify
by income over time. Moreover, these forces can slow down or even reverse
any income convergence between rich and poor.

So much for the theoretical model. What happens in real life, when
neighborhoods do not begin equally mixed, but have been racially and
economically segregated for a long time? In Benabou’s view, given the
country’s lengthy history of racial segregation, white advantage might now
be too great for blacks to overcome. In Benabou’s view, racial
discrimination during Jim Crow and slavery created two kinds of monopoly
surplus. First, whites enjoyed the benefit of buying into good
neighborhoods at artificially lowered prices. Under the regulation of Jim
Crow laws and informal social norms, blacks were not allowed to bid on
land to which white families moved. This exclusion artificially decreased
land prices for the benefit of whites, particularly in the suburbs, but also in
urban white neighborhoods.*

Second, now that non-whites are permitted to buy into any
neighborhood without regard to race, those home buyers who move into
white neighborhoods must pay full value to buy in, unlike white residents,
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who were able to buy in at lower prices. Moreover, even those whites who
are buying into a new neighborhood for the first time will enjoy an
advantage over non-whites. Namely, whites who grew up in all-white
neighborhoods with better-funded schools have benefitted from a racial
monopoly surplus. White families have enjoyed the higher income and
wealth that accompany attending better-funded schools and the higher
property values that accompany neighborhoods with better-funded schools.®’
When whites buy into a new neighborhood in order to trade up, they can
draw on that monopoly surplus to pay the bill; blacks and Latinos cannot.

Benabou notes that this public school finance feedback loop works
in only one temporal direction, as is often true with feedback loops. Namely,
once neighborhoods have become stratified by race and class, dismantling
the feedback loop becomes far more difficult to do without producing bad
results, like the racial displacement that comes with gentrification. As
Benabou remarks,

[S]tratification is likely to be much harder to undo once it has
occurred than it is to stop [it] in its tracks early on. Due to the
cumulative nature of the process, the amount of transfers required to
induce the first few rich families to come back is considerably
larger than what it would have taken to make them stay in the

first place.®®

“How You Play the Game:” Controlling the Rules of Distribution

Being the first to populate a profession or an industry or an
institution of higher learning does not just mean a material head start in
terms of wealth. It also means, more importantly, that the earliest occupants
potentially can control the rules of distribution to determine who will
participate in the future. Institutional incumbents can structure those rules
in a way that ensures the group’s continued success in subsequent
generations. Political theorists have called this “increasing returns to
power”—a situation in which “victors at one stage impose institutional
solutions that reflect and entrench their interests, thus biasing outcomes in
the next round.”® Control over the future rules of distribution creates a very
powerful self-reinforcing advantage in the lock-in model of inequality.
More than using past winnings to build future winnings, winners get to
change the rules of the game in their favor and thereby to ensure success.
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This “rules of the game” feedback loop operates most obviously in
institutional selection criteria, notably in the admissions criteria for higher
education. Most universities and colleges have a particular category--legacy
admissions—that favor the children of alumni. Legacy admissions reproduce
privilege by transmitting the advantage of monopoly incumbency to the next
generation. Legacy applicants are twice as likely to be admitted as non-
legacy applicants. Lest anyone think this is because they are a self-selecting,
well-credentialed group, sociologist Espenshade and his colleagues estimate
that being the child of an alumnus is worth a bump in credentials—an extra
160 points on an SAT score.”” Most college administrators will candidly
admit when pressed that alumni children receive preferences in admissions
in order to ensure continued financial giving by their alumni parents.
Legacies look like what they are—the naked exercise of power to change the
rules to favor the powerful.

But more importantly for purposes of this project, the “rules of the
game” loop also works in a far less obvious, less intentional way.
Monopolist incumbents can also exercise their power to reproduce their
privilege by choosing, in all good faith, forms of “intrinsic merit” that
appear group-neutral but in fact favor their group. What counts as merit-
based admissions criteria for elite schools might well be an example of this
more institutional advantage. Most college admissions boards select
applicants on the basis of academic talents that are intrinsically
desirable—good grades, high test scores. But even though these qualities are
theoretically attainable by all, in practice they are disproportionately
possessed by those groups who themselves generated the criteria--
predominantly whites who grow up in middle-class or wealthy white
neighborhoods and who attend well-funded public or private schools.”

Jerome Karabel traces the evolution of admissions criteria at Yale,
Harvard and Princeton that favored the first-movers in those institutions
—white, Anglo-Saxon men of wealth. At the beginning of the twentieth
century, the “Big Three” maintained surprisingly low admissions standards
in terms of academics. Anyone who could pass relatively easy subject
examinations was admitted. At the same time, expensive tuition, plus the
requirement that applicants pass examinations in both Greek and Latin,
served to limit admission to the sons of the elite, because only elite private
schools offered classes in Greek and Latin.” Shortly after the turn of the
century, all three institutions did away with the Greek and Latin requirement
and opened their doors to more public school students.
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At the same time, the Big Three witnessed a dramatic increase in the
number of Jews from Eastern Europe who were able to pass these
examinations and enroll. In an effort to ensure that enrolled students
exemplified the ideal of the manly Christian gentleman, elite institutions
abandoned strict academic criteria, and began to use subjective criteria to
obtain a “favorable mix” of matriculants. These institutions created “offices
of admissions,” which were charged with using discretion to admit
“desirable” candidates.

The admissions process required applicants to fill out lengthy
applications, including a listing of extracurricular activities and a personal
statement. Admissions offices conducted college interviews in order to
assess the “leadership” and “character” of the applicant. Physical fitness
warranted special attention, because a superior physique reflected a “manly
candidate.” Alumni parentage and geographic diversity also played an
important role in selection (the latter to exclude public schools from Long
Island, Boston, eastern New York and New Jersey.”” Admissions offices
relied most heavily on letters of recommendation from known sources,
preferably from feeder schools that routinely passed graduates on to elite
schools.

A window into Harvard’s admissions process in the 1950s and 60s
shows just how much control over the rules of distribution could mean.
Applicants were classified by several sorting systems. The first system, the
“docket system,” sorted by geographical region, sometimes devoting an
entire category to a particularly favored school, and competition occurred
within dockets. (This category operated to disfavor certain parts of New
York City, which were heavily Jewish). The second system rated applicants
on four dimensions—personal, academic, extracurricular and athletic. The
third scheme divided applicants into twelve categories, assigning each
candidate a “social type.” “A” for example signaled the All-American
type—athletic strength, some extracurricular activities, but with academic
credentials that were not particularly stellar. “B” was for “boondocker, from
an unsophisticated, rural background. “L” stood for lineage, someone who
was a Harvard or faculty son, or an applicant with ties to the local
community.

Remarkably, these categories remained in place with only minor
modifications through 1988, largely because school officials viewed them as
legitimate indicia of intrinsic merit. As Karabel notes, the criteria reflected
not just the desire to exclude, but more importantly for our purposes, the
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WASP elite’s deeply held beliefs and values about what constituted a well-
educated man and a deserving applicant.”* Preferences for leadership,
athletic ability and personal character reflected their genuine, good faith
desire for a gentleman, the potential “captain of industry” or political leader,
and a strong distaste for the scholar or the “greasy grind,” whose nose was
always in a book.

Such group-produced definitions of merit serve to reproduce
privilege over time, even in the absence of intentional discrimination.
Although the personality categories have now disappeared from the
admissions process, the central features of the original application process
remain in place today: interviews, preferences for athletes (including
preferences for candidates in sports that are not big money makers for the
school), geographic diversity with an emphasis away from the Eastern
seaboard, lengthy college applications and the recitation of extracurricular
activities that demonstrate leadership and character. Notwithstanding the
historical connection between these processes and institutional efforts to
“deal with the Jewish question,” admissions committees continue to use
them as legitimate measurements of merit.

Not surprisingly, these same criteria, including a more modern
emphasis on standardized tests and grades, function to admit
disproportionately more whites than blacks or Latinos to elite colleges and
universities. Of all high school students in 1999 with a GPA of B or better,
and an SAT of 1200 or above, only 6 percent were black, Latino or Native
American.” Such numbers do not even take into account the number of
students who do not apply for post-secondary education, having been
excluded in the preparatory process by badly-funded public schools or some
other form of inadequate educational preparation that is related to race.
Race-conscious affirmative action places a thumb on the scales to
compensate for the fact that the rules of distribution disproportionately keep
blacks and Latinos out of our institutions of higher learning.

The rules of the game do not function only at the point of selection.
They also function more broadly, even before the point of selection, to
attract particular applicants early on, and much later in the process to weed
out applicants who do not resemble first-mover incumbents. Organizational
theorist Benjamin Schneider has looked at why some organizations become
more homogenous over time, often reproducing the culture and
characteristics of their founders many generations after the firm’s beginning.
According to Schneider, who studied Silicon Valley start-ups, organizations
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can become more homogenous because of three organizational processes:
attraction, selection and attrition.”®

Initially, the group of people sufficiently attracted to an organization
to potentially apply for a job already is more likely to share the experiences,
traits and characteristics of the organization’s founders. The process of
selection then winnows this field even further, to create an even more
homogenous group. Finally, attrition over time narrows diversity even
further, as people who are a “bad fit” leave the organization, and people who
remain behind are those who most resemble the firm’s founders. This is the
group that then undertakes the next round of selection. The processes of
attraction, selection and attrition thereby produce an increasingly
homogenous population of people in an organization who share key
experiences, traits and characteristics.

Perhaps most importantly, monopolist incumbents actually reshape
and redefine the institution for which the rules of distribution are designed.
Path-dependence relies on the notion that in navigating institutional
direction, incumbents can choose from many paths within a universe of
possibilities. The choice of institutional path inevitably reflects the mental
models and experiences of those who do the choosing.

For example, the very thing that we call “market competition”—the
battle between firms in the marketplace—has fundamentally been shaped by
the experiences, traits and characteristics of incumbent CEOs who were
institutional founders. Sociologist William Roy has described the way in
which CEOs with strong backgrounds in marketing heavily influenced
conceptions of corporate control and corporate strategy in the early
twentieth century.” After antitrust legislation eliminated mergers and trusts
as primary competitive strategies, these “marketing CEOs” developed a
marketing-oriented definition of corporate strategy that emphasized brand
differentiation and niche marketing. Monopolist incumbents began to
compete not by driving each other out of the market via exclusionary
strategy but by developing and marketing the idea of “brands” that provided
some sort of comparative advantage.

In defining the institution of marketplace competition, these
incumbents drew on their experiences, traits and characteristics to reframe
competition, away from exclusion and direct confrontation and more
towards brand differentiation. Had the CEOs of that time had backgrounds
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more in finance and less in marketing, however, they might well have
pushed corporate competitive strategy in a much different direction during
the critical turning point that firms faced after the passage of the Sherman
Antitrust Act.”® Namely, as Roy points out, firms might have formulated
strategies in which they competed on the basis of their underlying financing
and governance structure, rather than on the basis of brand differentiation.

Likewise, the very purpose and shape of higher education—its
mission to train the “well-rounded” future leaders of tomorrow as opposed
to scholars, for example—reflects the values, experiences and traits of the
original incumbent monopolists—school administrators, alumni, donors and
faculty. Had the doors to higher education been open from the beginning,
the rules of the game might have disfavored the athlete-leader-of-tomorrow
in favor of the “greasy grind” scholar or intellectual, or someone else
entirely. Thus, what we think of as meritocratic competition—in higher
education and in the marketplace—has inevitably been shaped by the
experiences and traits of monopolist incumbents.

Differential Mobility

All four of these institutional feedback loops contribute to persistent
racial inequality. In each loop, whites have parlayed their early monopoly
advantage into continuing advantage. More generally, the notion of self-
reinforcing advantage helps to explain why whites’ material well-being
consistently ranks above the well-being for non-white groups, and blacks
and Latinos in particular. Previous chapters have explained that these
groups started out with dramatic initial differences in their levels of wealth.
Using the compound interest bank account analogy, whites and non-whites
began with very different initial deposits. Even if we assumed that the
compound interest rate for both groups was the same, the feedback loops
described above reproduce early advantage into continuing advantage
because whites and non-whites began with very different levels of initial
assets, owing to discrimination.

But some evidence indicates that the compound interest rates
themselves might differ significantly between groups. Research on class
mobility indicates that a mobility gap exists between blacks and whites. In a
nationally representative study, economist Tom Hertz discovered big
mobility differences between blacks and whites at all levels of parental
income, and particularly large differences in the wealthiest brackets. For
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example, Hertz found that whites at the top tend to stay at the top, far more
so than blacks. Thirty percent of white children born to the top tenth of the
country’s wealthiest people remain in the top ten percent, compared to just 4
percent of black children.

At the other end of the spectrum, whites at the bottom don’t stay
long, compared to blacks. Only 17 percent of white children born to the
poorest ten percent of the population stay in that bottom bracket, compared
to 42 percent for black children. Hertz documents that ten times as many
black children remain in the bottom decile as at the top. In contrast, twice as
many white children remain at the top decile as remain at the bottom.” This
research helps to explain why racial poverty persists even though average
black and white incomes have converged slightly in past years. More
broadly, the research indicates that differences in the feedback loops
themselves, and not just the initial historical asset differences between
groups, contribute to persistent inequality.

Emergence

Contemporary anti-discrimination law defines racism as the choice
made by an individual person to intentionally exclude someone on the basis
of an irrational stereotype. But the institutional feedback loop and the
concept of “emergence” demonstrates how institutional processes can shape
social patterns separate and apart from individual behavior. Racial
inequality can “emerge” when people who are following race-neutral rules
interact with each other.

The concept of emergence is drawn from complex systems theory, to
explain how complex and unpredictable social patterns can emerge from
individual agents who follow very simple rules. For example, in an ant
colony, individual ants’ behavior is governed by very simple rules like
“follow the pheremone trail of the ant in front of you.” The individual
investor follows the simple rule “buy low, sell high.” In comparison, the
behavior of the ant colony and the stock market is far more complex.
Contrary to earlier understandings, the colony’s good sense to move after a
natural disaster comes not from some direction to evacuate by the ant queen,
but rather from the complex interaction of ants who are just following very
simple rules of behavior.** The stock market also demonstrates complex
behavior-bubbles, crashes and free-falls on occasion—that cannot be
predicted from or reduced to individual choices.
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Likewise, racial inequality can emerge from group behavior even
when individuals are following race-neutral rules of behavior. Our
discussion of feedback loops helps to explain how that happens. At the
level of individuals, people are following simple, race-neutral rules--like
"move to a new neighborhood if your neighbors are wealthier and it has a
well-funded school " or "hire new employees through people you already
know." At the level of the collective, however, given the country’s history,
they are interacting in ways that reinforce historical racial inequality. Given
historical patterns and arrangements, the racial inequality can emerge from
the interaction of actors without bias.

An Agent-Based Model

In a forthcoming project, Derek Robinson and I have developed an
agent-based model to demonstrate the self-reinforcing nature of institutional
feedback loops. Our model shows how neighborhood effects can work to
reproduce residential segregation.®’ In this model, black and white families
(or “households”) engage in two primary activities during each “generation”
or iteration. First, households acquire wealth. In particular, they accumulate
wealth from two sources. Initially, a portion of each household’s wealth
comes from their “inheritance” from the previous generation. In addition,
the remainder comes from added social capital that they acquire from their
neighbors.** (This social capital is meant to reflect a wide range of
neighborhood capital, including the value of public schools and of access to
job referral networks). Second, households move to more attractive
neighborhoods.

Families are allowed to move under two conditions: first, if a move
will help a household “trade up”—i.e., if the new neighbors are on the
average wealthier than the old neighbors,” and second, if the household is
wealthy enough to buy into the new neighborhood.*

As is detailed in the Appendix to this chapter, the simulation takes
place in two periods of play. During the first period, the period of
segregation, black households are not permitted to move into white
neighborhoods. At the beginning of this period, white households are
assigned more initial wealth than black families, to reflect the dramatic
differences between black and white families after the end of slavery and
Jim Crow.* During the second period, the period of legal integration, all
households can move into any eligible vacancy, subject only to financial
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constraints and not to racial restrictions. Importantly, for both periods of
play, households have no preferences about the race of their neighbors.

Figure 1 below demonstrates the location of black and white
households at the beginning of the first period of simulation. Black
households (represented in blue) represent 20 percent of all households.
Households are randomly located in each racial neighborhood. Each area
contains an equal mix of rich and poor households along wealth curves, but
the median wealth for white households is significantly larger than for black
households.

Figure 1: Initial Household Locations At the Beginning of Simulation

During the first period of play, households accumulate wealth and
move around. Segregation of neighborhoods affects the rate of wealth
accumulation for white and black households. Because white households
have more initial wealth relative to blacks, white households will pass down
more wealth to their children and grandchildren. As importantly,
because blacks are not permitted to move into wealthier white
neighborhoods, and because their neighbors are poorer, black households
generate less social capital from their neighborhoods than do wealthier
white households.

Figure 2 on the next page shows the household locations of blacks
and whites at the end of the period of legal segregation. Some poorer white
households have moved into black neighborhoods, but owing to the rules,
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no black households have been permitted to move into white
neighborhoods. Wealth differences between the races become more
pronounced.

Figure 2: Household Locations After Initial Segregation Period

During the second period, that of legal integration, wealth
accumulation and movement continue. Blacks are now permitted to move
close to whites, subject to their ability to buy a house in the neighborhood.

Figure 3 on the next page shows the household locations after this
subsequent period of legal integration.
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Figure 3: Household Locations After Legal Integration Period

Figure 3 demonstrates that, although a few more white households
have moved into black neighborhoods, and a few black households have
moved to the outer edges of white neighborhood clusters, most if not all
residents are still living in relatively segregated neighborhoods, despite the
lifting of legal segregation rules. Multiple runs of this simulation
demonstrate than in twenty-four out of twenty-five runs, households remain
largely segregated by both race and wealth. Black households are not able
to move into neighborhoods with white families in any significant number,
because they are unable to afford the relatively more expensive housing
prices.

Importantly, in one out of twenty-five runs, owing to random luck
and the optimal distributions of wealth and the dynamics, black families are
able to integrate well into the white neighborhood. The agent-based model
provides a useful way to visualize the self-reinforcing nature of institutional
feedback loops. More specifically, with regard to neighborhood effects, the
model demonstrates how de jure segregation on the basis of race can
become locked in place through an emergent evolutionary process, even in
the absence of intentional discrimination.™
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Other Groups, Other Histories: Path-Dependence and Feedback Loops

When discussing the anti-competitive history of African-American,
inevitably, the question of other racial groups arises. Why weren’t Asians
and Jews also affected by racial cartels and by self-reinforcing institutional
feedback loops? How were they able to escape the ghettos? Chapter Two
makes the important point that historical differences in the kind and degree
of anti-competitive activity may explain the differences in contemporary
well-being among groups. As that chapter makes clear, segregation for
blacks and Latinos has always been significantly more severe than for other
groups, and in particular for Jews and many Asian groups (Chinese,
Japanese and Korean, but not Laotians, Hmong, Cambodians and Thai, for
whom segregation is dramatic).

Beyond differences in anti-competitive exclusion, historical
differences in the nature and duration of institutional feedback loops may
also explain relative degrees of success. For example, although so-called
“ethnic ghettos” existed for other racial groups besides blacks, they were
never homogenous. Even in ghettos that were publicly identified with a
particular group, the enclave usually contained a wide range of nationalities,
and a wide range of wealth and capital. In addition, a significant number of
members of those groups lived outside the ghetto, in contrast to blacks at the
turn of the century, most of whom lived in a deeply segregated area.

Likewise, the duration of the self-reinforcing feedback loop has
differed significantly among groups. For example, ethnic enclaves proved
fleeting, in comparison with the black ghetto. Segregation fell significantly
for European immigrants after 1910 for a number of reasons, much of which
had to do with a formation of white ethnic identity in reaction to the
increasing in-migration of blacks.”” In contrast, segregation for blacks and
Latinos persisted right up until Congress enacted fair housing laws, and
persist even today. Finally, historical differences in initial levels of wealth
for immigrants (for example, high levels of human capital and wealth for
Jews, Japanese, Korean, and some waves of Chinese immigrants) may also
explain those differences.*® Because self-reinforcing processes reinforce the
magnitude of even small events, these historical differences in initial wealth
and in the nature and duration of feedback loops may well explain the
significant differences among racial groups that currently exist.

The simulation illustrated above shows graphically how patterns of
race and class inequality can be produced by the dynamics of a complex
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system. The locked-in patterns visible in Figure 3 in particular show that
racial inequality can persist even after white racial cartels have stopped all
intentional discriminatory behavior.

As the product of complex systems, persistent monopolies in both
race relations and the market share three very important characteristics.
First, both are path dependent. Microsoft’s early illegal conduct explained
its later advantage in the operating systems market. Likewise, early
historical events like segregation and slavery have played a central
“evolutionary” role in explaining why blacks and Latinos continue to lag
behind whites on almost every measure of economic well-being. Given how
massive the events of slavery and Jim Crow were—more like a fire or flood
than a small random event—one might argue whether the phenomenon is
really one of path dependence. At the same time, path-dependence is a
concept quite useful in explaining how history has forever changed the path
of contemporary race relations.

Second, as the next chapter will discuss in more detail, just as
Microsoft’s monopoly in operating systems may have become locked in,
racial inequality may now be locked in place. Most available evidence
suggests that, forty years after the passage of civil rights legislation,
racial disparities have diminished very little over time in key areas like
housing, wealth, education and employment.* The concept of self-
reinforcing feedback loops helps to explain the persistent racial gaps in
material well-being.

Third, just as self-reinforcing market monopolies can be potentially
inefficient, so too can persistent racial inequality create social arrangements
that are potentially inefficient for all. Earlier, this chapter referred to
evidence that diversity actually improves performance when work teams are
asked to solve problems or to innovate. Political scientist Scott Page has
done some work comparing the problem solving efficiency of two groups:
one made up of those agents who performed best when asked to solve the
problem in isolation, and the other a random group of problem solvers.”
Contrary to intuition, Page’s random group of agents performed consistently
better in problem-solving than the group of the best agents. Page’s work
suggests that collective difference and not “individual merit” offers more in
terms of creativity and innovation, particularly as the global economy moves
to more innovative enterprises.
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Reframing Inequality: From Individual to Institutional

The story of the institutional feedback loop does not answer many of
the important questions about persistent racial disparity. Is racial inequality
merely the story about who got there first? How far back should one go to
look at early anti-competitive conduct? Weren't the key historical events
those that came much earlier--perhaps as Jared Diamond suggests, the early
ability of certain communities to domesticate certain plants and get a
head-start on food production?’’

Although the feedback loop does not help us to answer those
questions, the concept of self-reinforcing institutional disparity gives us a
new framework within which to frame these questions. The metaphor of
self-reinforcing monopoly seems to better fit with our intuitions about racial
inequality - that three hundred years of slavery and segregation do explain a
lot of current race gaps, that the racial composition of one's neighborhood
makes an economic difference in people's lives, that it "takes money to
make money," and that is why "the rich get richer and the poor get poorer."

Perhaps more importantly, the feedback loop story helps us to
understand how racial inequality can emerge from institutional processes
that operate independently of individual actors. By reframing inequality as a
structural and institutional phenomenon, and not just as an individual one,
policymakers can better wrestle with the possibility of social change that
actually eliminates persistent racial disparities. The following chapters
explore ideas for eliminating self-reinforcing disparities in more detail.
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Appendix A-1

Initial Condition Parameters

Lattice Size: 30X30

Neighborhood type: Moore Neighborhood of Range 2
Mean Black Assets: 40

Standard Deviation Black Assets: 20

Mean White Assets: 100

Standard Deviation White Assets: 40

Number of Iterations to Mobility Change: 20

Family Asset Accumulation Rate Per Iteration: 3%
Neighborhood Asset Accumulation Rate Per Iteration: 5%
Number of Sites Searched to Find Suitable Space: 50
Percent Open Space: 35%

Mutation Rate: .001 percent mutate to assets within S.D. 50

Rules for Moving:

(1) First Period Constraint:
Black Families may not move into positions with any white
neighbors
(2) All Periods, All Families: Move When
1. New Neighborhood Average Assets are at least 15%
greater than Old Neighborhood Average Assets
2. Family Assets are greater than or equal to New
Neighborhood Average Assets
(3) Activation: Randomized, Asynchronous:

Starting with a random Family, each Family is given opportunity
to move once per iteration; All families move when possible.
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