Economics for Everyone Unit: Economics of Diversity and Discrimination
Lesson 1 of 2: Economics of Discrimination

Unit: Economics of Lesson Title: The Economics of
Diversity & Discrimination | Discrimination

The impact of treating groups differently.

Fundamentals Steps #1-5 1 Class Period
Deeper Dive Steps #6-8 1 Class Period
Context

Discrimination in markets affects pricing, hiring, and income. Economists study
discrimination to understand its causes and consequences, and to identify ways to reduce
it. Two key models explain discrimination: taste-based, where bias leads to unequal
outcomes and inefficiency, and statistical, where decisions are based on group traits to
maximize profit. Both forms can reinforce inequality and limit opportunity.

Lesson Outcomes

By the end of the lesson, students will be able to:

1. Understand why economists study discrimination.

2. Articulate the two main economic theories of discrimination: taste-based
discrimination, which stems from personal bias, and statistical discrimination,
which is based on profit-maximization using group characteristics.

3. Recognize the widespread impact of discrimination in product and labor markets,
including its influence on pricing and wages, while being able to distinguish
between bias-based and market-driven outcomes shaped by observable traits.

@ The Videos
Two E4E videos are integrated into this lesson plan.
1. Core Video: The Economics of Discrimination
a. ExplainerVideo: Three Degrees of Price Discrimination

(O Classroom Activities
¥ 1. Case Study: Blind Auditions

1
2. Sorting Exercise: Taste-based vs. Statistical Discrimination

3. Three Types of Price Discrimination Discussion: Your Airfare Was How Much?
4. Basic Calculations: The SmartPen Challenge Story
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STEP #1 Opening case study:
Blind auditions and discrimination (15 minutes)

2 Teachers Background info:

' In addition to the background information above, students can benefit from a
concrete example that illustrates the real-world impact of discriminatory behavior. The use
of “blind auditions” in orchestras (or the television show The Voice) provides a clear case
of how removing bias can address taste-based discrimination—a type of discrimination
that economists study in order to develop effective solutions. By focusing solely on
musical ability rather than personal characteristics, blind auditions demonstrate how
thoughtful changes in process can lead to fairer and more equitable outcomes.

Have students read the teacher printable “How do you eliminate bias for professional
music auditions” handout and use the discussion questions to have them think about the
impact of the way auditions are conducted.

Discussion Questions:
1. How did the way auditions were held before and after the introduction of blind
auditions in the 1970s impact orchestra quality, biases, and opportunities for
women and people of color?

2. Arethere otherjobs or fields that could benefit from a process similar to “blind”
auditions?

3. How might bias affect whether organizations, including orchestras and businesses,
reach their full potential?

4. How might the lessons learned from orchestras’ experiences with blind auditions
apply to efforts to reduce bias or discrimination in schools, companies, or other
group settings?

i- Teacher Key

1. Howdid the way auditions were held before and after the introduction of blind auditions in the
1970s impact orchestra quality, biases, and opportunities for women and people of color?

- Before: Auditions were influenced by visual bias, leading to fewer women and people of color
being selected.

- After: Blind auditions reduced bias, allowing talent to be judged more fairly, increasing
diversity without compromising quality.

2. Arethere other jobs or fields that could benefit from a process similar to “blind” auditions?

- Yes. Examples include: Resume-blind hiring in corporate jobs, anonymous grading in
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3. How might bias affect whether organizations, including orchestras and businesses, reach
their full potential? Bias can lead to overlooking qualified individuals, reducing innovation,
performance, and diversity of thought. It can also harm reputation and limit access to broader
talent pools.

4. How might the lessons learned from orchestras’ experiences with blind auditions apply to
efforts to reduce bias or discrimination in schools, companies, or other group settings?

- Implementing blind or anonymized processes can help reduce bias.

- Encouraging fair evaluation based on merit can improve equity and outcomes.

- Raises awareness of unconscious bias and promotes inclusive practices.

° Teacher Printable:

' How do you eliminate bias for professional music auditions?

You might think that professional orchestras always pick the best musicians just by listening to
how they play. The conductor and their assistants are trained to spot talent during auditions.
However, in the past, these auditions often led to fewer women and people of color being
chosen for orchestras.

Before 1970, the percentage of conductors of major orchestras who were not white males was
near zero (The Strad). Although some of these conductors might have invited or desired to
include more female musicians or musicians of color in their groups, the make-up of major
orchestras did not markedly change until orchestras changed the way they held auditions. To fix
this, orchestras have changed how they hold auditions to reduce unfair treatment based on
personal preferences, also known as taste-based discrimination. The biggest change has been
the use of “blind” auditions. In a blind audition, musicians play behind a screen so the judges
can’t see them. This means the judges don’t know the musician’s gender, race, or appearance—
they only hear the music. Blind auditions became common in the 1970s to help make the
selection process fairer for everyone.

Blind auditions have made a big difference, especially for women. Studies show that using
screens during auditions has helped more women advance and get hired. For example, the
number of women in top American orchestras grew from 6% in 1970 to 21% in 1993, thanks in
large part to blind auditions (Women and Public Policy Portal; Harvard Kennedy School). Today,
most orchestras use several rounds of auditions, and the first rounds are usually held behind a
screen. Some orchestras are also making other changes, like not advancing musicians based

only on their resumes. This gives everyone a fair chance to audition live and helps create equal
opportunities for all musicians.
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STEP #2 Watch the Economics of Discrimination Video &
Answer Comprehension Questions (10 minutes)

The Economics of Discrimination (7:56 min)
@ In this video, Professor John List explores the economic study of discrimination,
examining why disparities occur in various contexts such as car purchases, insurance
costs, and labor markets. He introduces two key theories: taste-based discrimination,
where individuals act on personal bias even at a cost to profitability, and statistical
discrimination (or third-degree price discrimination), where businesses optimize profits
based on group characteristics.

Through experiments like price quotation studies, he demonstrates how differences in
treatment—such as individuals in wheelchairs receiving higher price quotes—can often be
explained by statistical discrimination, as businesses leverage perceived limitations to
maximize profits. However, adding competitive signals, such as saying "I’m getting
multiple price quotes," eliminates disparities. Examples of statistical discrimination
include higher insurance rates for teenage boys due to riskier driving and lower earnings for
female Uber drivers, who typically drive slower than males. On the other hand, taste-based
discrimination arises from outright bias, which often leads to fewer opportunities or lower
wages for women and minorities. Professor List emphasizes that discrimination is
widespread in product and labor markets, but economic research provides valuable tools
to identify its causes and develop strategies to address it effectively in everyday life
o, . : :
2= Video Comprehension Questions
1. Which of the following best describes taste-based discrimination?

a. Discrimination based on profit optimization using group characteristics.

b. Discrimination resulting from statistical differences between groups.

c. Discrimination that stems from personal biases or preferences, even at the

expense of profitability.
d. Discrimination due to differences in physical limitations affecting market
behavior.

2. Whatis the primary reason female Uber drivers earn approximately 7% less than
male drivers, according to Professor John List?
a. Uber’s payment system discriminates against female drivers.
b. Male drivers drive faster, completing more trips per hour.
c. Female drivers face taste-based discrimination from customers.
d. Male drivers work longer hours than female drivers.

Answer key: 1) C, 2)B
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STEP #3 Lecture: Reinforce key concepts in the Economics of
Discrimination (5 min)

After watching the video, reinforce the following points with your students:
Two Economic Models of Discrimination
1. Taste-Based Discrimination: Driven by personal bias or prejudice and leads to
inefficiency and wasted talent.
a. Examples:
i. Ashop owner avoids selling to certain groups even if it reduces
profits.

ii. Individuals from groups targeted by taste-based discrimination might

face higher rates of rejection in job applications and promotions.

2. Statistical Discrimination: Based on group averages or stereotypes and can
reinforce inequality over time.
a. Examples

i. Lifeinsurance companies may charge higher premiums to smokers or

older individuals because, statistically, they are more likely to die
sooner.
ii. Ahiring manager might offer a lower wage to a female candidate

because they perceive women, on average, to be less productive or

more likely to take time off for family responsibilities.

b. Self-fulfilling prophecy: Statistical discrimination can create a cycle where
individuals from the targeted group are discouraged from acquiring skills or

taking actions that would contradict the stereotype, reinforcing the initial
discriminatory belief.

c. Betterinformation can help mitigate statistical discrimination. For example,
if employers have more accurate information about individual productivity or

other relevant characteristics, they can make more informed decisions.

STEP #4 Check for Understanding: Discrimination Sorting Exercise

Objective: Students will identify and classify examples of discrimination using economic

models. Either project up the examples to the class or print out the following teacher
printable.

Teacher Key (TB: Taste-Based Discrimination; SD: Statistical Discrimination)
1.TB; 2.SD; 3.SD; 4.TB; 5.SD; 6.TB; 7. SD
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o Teacher Printable
Y Discrimination Sorting Exercise

Instructions:

Sort each example into one of two categories:
- Taste-Based Discrimination

- Statistical Discrimination

Example

Discrimination Type

1. Alandlord refuses to rent to people from a certain
ethnic group because of personal bias.

2. A carinsurance company charges teenage boys more
than teenage girls based on accident statistics.

3. A manager avoids hiring women of childbearing age
due to assumptions about maternity leave.

4. A business owner refuses to serve customers from a
particular religion.

5. A bank offers lower loan amounts to applicants from a
zip code with historically high default rates.

6. A restaurant owner hires only people from his own
cultural background.

7. Atech company avoids hiring older workers due to
assumptions about adaptability.

STEP #5 Lecture: Reinforce the idea of price discrimination

Now that students understand the difference between taste-based and statistical

discrimination, introduce and define price discrimination.

Price Discrimination
e Notalldiscrimination is negative.

e Price discrimination refers to a strategy where a seller charges different prices for
the same product or service to different customers, based on their perceived
willingness to pay, not on differences in the cost of production.

e Examples:

o Movie theaters offer discounts to students and seniors.
o Software companies offer discounts to students and non-profits.
o Airlines use different pricing based on booking time or travel class.
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While price discrimination is a profit-maximizing strategy, when itis based on
protected characteristics like race or gender, it can become statistical
discrimination.

\o DEEPER DIVE: Three Types of Price Discrimination
Discussion: Your airfare was how much?

STEP #6 Segmenting markets, price discrimination and
maximizing profits (20 minutes)

2

) § Teacher Background Information:
The purpose of this reading is to expand students’ understanding of discrimination,
which understandably has negative connotations. When firms are able to exert
some control over prices, segment the market into distinct groups and prevent
resale, itis known as economic price discrimination. This is a neutral or even
positive strategy, as opposed to the legal and ethical issues that social
discrimination presents.

In this case, price discrimination refers to charging airline customers different
prices based on their sensitivity to price. There are many examples of price
discrimination- matinee vs. evening movie ticket prices, “early bird” specials at
restaurants, student discounts for public transportation, museum prices based on
age- all of which are meant to sell people the good or service at a price closer to
what they’re willing to pay. Discussing price discrimination provides an opportunity
to revisit key economic concepts such as elasticity of demand, consumer surplus,
and market efficiency.

Have students read the following and answer the questions that follow. Questions 6
and 7 provide an opportunity to recall previously discussed market concepts.

How may price discrimination and an understanding elasticity work in one’s
favor?

Discrimination, in its most basic form, means treating someone differently because
of their membership in a group, or because of a characteristic they possess.
Discrimination is usually associated with unfavorable treatment. Airlines use what
is known as third-degree price discrimination. In these situations, they divide
customers into groups based on observable characteristics—such as business vs.
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leisure travelers, advance purchase vs. last-minute booking, or ticket class—and
treat them differently by charging each group different prices. This is called
“segmenting the market” and is not strictly speaking statistical or taste-based
discrimination.

Airline prices are influenced by assumptions about passenger demographics, but
notin a direct or personal way. Airlines do not set prices based on an individual’s
race, gender, or age. Instead, they use market research and data to understand
broader demographic trends—such as income levels, travel habits, and geographic
location—which help them predict the types of passengers likely to fly certain
routes or book at certain times. In this particular example of discrimination, price
discrimination may work in the consumers’ favor, as discussed below.

Elasticity, or price sensitivity, provides airlines the basis for airline ticket prices.
Some travelers, like people going on vacation, are very sensitive to price changes.
This means if the price goes up even a little, many of them will decide not to buy a
ticket. But if the price drops, a lot more people will want to buy tickets. For example,
studies show that if ticket prices for leisure travelers go up by 10%, the number of
tickets sold could drop by almost 19%. Because of this, airlines offer lower prices
and special deals to attract these price-sensitive travelers, especially if they book
early or travel during less busy times.

On the other hand, business travelers are much less sensitive to price changes.
Their demand is called inelastic; they still need to travel even if prices go up. This
lack of sensitivity to price changes suggests they are willing to pay the higher price.
For business travelers, the price elasticity can be as low as 0.38, meaning a 10%
price increase might only reduce tickets sold by about 4%. Airlines know this, so
they charge business travelers higher prices, especially for last-minute or flexible
tickets. By understanding who is more or less sensitive to price, airlines can set
different prices for different groups, helping them fill seats and earn more money.

1. Howdo airlines use price discrimination to set different ticket prices for different
groups of travelers? What factors do they use to divide travelers into groups, and
how does this affect the price each group pays?
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2.

3.

How do airlines “segment the market”?

In what ways do leisure travelers benefit from the way airlines set their prices?
Why are business travelers less sensitive to price changes than leisure
travelers?

How does price discrimination help airlines maximize their profits and fill more
seats?

Do you think it is fair for airlines to charge different prices to different groups of
people? Why or why not? Can you think of other examples in daily life where
companies use similar strategies?

Price discrimination and market concepts:

6.

Recall your understanding of consumer surplus. If airlines are able to sell people
tickets near to or at the amount they are willing to pay, what would their
consumer surplus be? Explain.

Which markets are more efficient: Single-price markets with significant or 100%
price control (oligopoly or monopoly) or single-price markets with NO price
control (perfectly competitive markets? Now, what about a market that features
price control AND the ability to segment the market (price discrimination)?
Would those markets be more efficient or less efficient than single-price
markets? Explain.

Works Cited:

https://mru.org/courses/principles-economics-microeconomics/elasticity-demand-definition

https://www.investopedia.com/terms/p/priceelasticity.asp

TEACHER Answer Key:

Q#1: Airlines use third-degree price discrimination by dividing travelers into groups based
on observable characteristics such as business vs. leisure travelers, advance purchase vs.
last-minute booking, and ticket class. They charge each group different prices depending
on their willingness to pay and sensitivity to price changes.
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Q#2: Airlines segment the market by using data and market research to group passengers
based on booking behavior, travel habits, and ticket flexibility. They look at factors like
when tickets are bought, the class of service selected, and travel patterns to create sub-
markets (tiers) and set different prices for each group

Q#3:

Leisure travelers benefit because they are very sensitive to price (elastic demand). Airlines
offer lower prices and special deals to attract these travelers, especially if they book early
or choose off-peak times. This means leisure travelers can often find cheaper tickets if
they are flexible and plan ahead

Q#4: Business travelers are less sensitive to price (inelastic demand) because they often
need to travel for work regardless of the cost and may need last-minute or flexible tickets.
Their employers usually cover the cost, so price increases have less effect on their
decision to buy a ticket. As a result, airlines can charge them higher prices.

Q#5: Price discrimination allows airlines to capture more consumer surplus by charging
each group closer to what they are willing to pay. By offering lower prices to price-sensitive
travelers and higher prices to those less sensitive, airlines can fill more seats and increase
revenue, making flights more profitable overall.

Q#6: Answers will vary. Students might argue it is fair because it allows more people
(especially those who are price-sensitive) to afford travel, or they might see it as unfair
because two people on the same flight pay different prices. Other examples include
student or senior discounts at museums, matinee movie tickets, and early bird specials at
restaurants

Q#7: If airlines could perfectly price discriminate (first-degree), they would capture all
consumer surplus, meaning consumers would pay exactly what they are willing to pay, and
there would be no surplus left for the buyer. In third-degree price discrimination, airlines
capture more surplus than in a single-price market, but not all of it, since prices are set for
groups, not individuals.

Q#8: Perfectly competitive markets (no price control) are generally considered the most
efficient because prices reflect supply and demand, maximizing total welfare. Single-price
monopoly or oligopoly markets are less efficient because they restrict output and raise
prices. Markets with price discrimination (especially third-degree) can be more efficient
than single-price monopolies because they allow more consumers to participate (e.g.,
leisure travelers who couldn’t afford the monopoly price), but they are not as efficient as
perfect competition.
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\o DEEPER DIVE

STEP #7 Watch the Explainer Video: Three Degrees of Price
Discrimination (5 mins)

@ Three Degrees of Price Discrimination (2:45 min)

In this video, Uditi explains that price discrimination occurs when firms
charge different prices for the same good or service. Economists classify it into
three types: first-degree (perfect discrimination), second-degree, and third-degree,
based on willingness to pay, purchase characteristics, or consumer attributes like
gender or age. Uditi illustrates perfect price discrimination, where monopolists
capture all consumer surplus by charging individuals their maximum willingness to
pay, though this is impractical due to limitations in identifying and setting unique
prices. She also discusses third-degree price discrimination, where segmenting
consumers, such as charging women a higher price for allergy pills, increases
profits by leveraging differences in willingness to pay.

\ DEEPER DIVE
STEP #8 The SmartPen Challenge: A Story of Price
Discrimination (15 mins)

[ ]

' Teacher tip:
The following price discrimination “story” has students do some basic calculations to help
support their understanding of Third-Degree Price Discrimination.

The SmartPen Challenge: A Story of Price Discrimination

Once upon a time in the bustling city of Marketville, a company called TechGadgets Co.
invented two amazing products: the SmartPen, a high-tech pen that could sync notes to
your phone or computer, and the EcoPen, a simple, eco-friendly pen made from recycled
materials that worked great on old fashioned paper. The marginal cost of the SmartPen
was $2 while the marginal cost of the EcoPen was only $0.50. Their initial plan was to sell
SmartPens for $10 and EcoPens for $1.
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The company’s CEO, Jamie, wanted to make as much profit as possible but noticed that
the customers fell into two very different subgroups. One group was made up of students
at Marketville High, always hunting for bargains and counting every dollar. The other group
were professionals working downtown, who valued gadgets that increased their
productivity and didn’t mind paying extra for a gadget that would save them time.

Jamie called a meeting with the sales team to decide how to price the SmartPen and
EcoPen.

The Dilemma

First, the team considered selling the SmartPen at one price for everyone.

“If we charge $10 for the SmartPen,” Jamie said, “the professionals will still buy it, but
students will think it’s too expensive and will just buy the EcoPen for $1.”

The team did the math and realized they’d make some money, but not as much as they
hoped.

A Clever ldea

Then, Alex from marketing had a bright idea.

“Why don’t we charge different prices to the different groups? We could sell the SmartPen
to students for $4—just low enough for most of them to afford it—and sell it to
professionals for $14, since they’re willing to pay more.”

The team loved this plan. By offering a student discount (“Show your school ID fora $10
discount!”) and a premium price for professionals, TechGadgets Co. could sell more pens
and make much higher profits.

A Twist in the Tale

But then, Taylor from customer service raised a concern.

“What if students start buying extra SmartPens at the student price and reselling them to
professionals for $12? The professionals would get a deal, and we’d lose out on those
higher profits!”

Jamie realized that for price discrimination to work, they had to make sure students
couldn’tresell the pens to professionals. They decided to provide a unique code for each
pen that students could access through their phone only after their purchase. This would
undermine the ability to resell the SmartPens and would mean that there would only be
one pen associated with one phone.

The Result

In the end, TechGadgets Co. sold plenty of SmartPens to professionals and more pens to
the students than they projected. Furthermore, they sold them at a price each group was
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willing to pay. The company made more money than ever before, and Jamie learned a
valuable lesson about how understanding your customers—and their willingness to pay—
can help a business succeed.

And so, TechGadgets Co. thrived in Marketville, all because they knew how to tell the
difference between a bargain hunter and a big spender!

Discussion questions:

1. Why did TechGadgets Co. make more money by charging different prices?
2. What problems could happen if students resold their pens?

3. Comparing profits:
a. Assumingthe prices suggested by Alex and marginal costs noted above,
TechGadgets Co. was able to sell pens to 50 business professionals and 80
students. What was their profit?

b. What would their profit have been if they had followed their original plan to
sell SmartPens for $10 and EcoPens for $1? (Assume the same quantity from
each market segment purchased a product.)

4. Canyou think of real-life examples where companies use similar strategies?

' TEACHER Answer Key:

Q#1: TechGadgets Co. made more money by charging different prices because they
matched the price to each group’s willingness to pay. By selling SmartPens at a lower price
to price-sensitive students and at a higher price to professionals willing to pay more, they
sold more pens overall and captured more profit from both groups than they would have
with a single price for everyone.

Q#2: If students resold their discounted SmartPens to professionals, professionals would
buy from students at a lower price instead of paying the higher price set by the company.
This would reduce TechGadgets Co.’s profits because they would lose out on the extra
money they could have earned from professionals willing to pay more. It would also make
it harder for the company to control who pays which price, undermining the effectiveness
of their price discrimination strategy.
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Q#3:

a. Assuming the prices suggested by Alex and marginal costs noted above,
TechGadgets Co. was able to sell pens to 50 business professionals and 80
students. What was their profit?

a. Profit from professionals: ($74-$2)x50=$600, ($14-$2)x50=$600
b. Profit from students: ($4-$2)x80=$160, ($4-$2)x80=$160
c. Total profit: $600 + $160 = $760

b. Profit from professionals (SmartPen): ($70-$2)x50=$400; ($10-$2)x50=$400
Profit from students (EcoPen): ($7-$0.50)x80=$40; ($1-$0.50)x80=$40
Total profit: $400 + $40 = $440

Q#4: Real life examples could include:

e Many software companies use tiered pricing, offering basic versions at low cost or
free for casual users and premium versions at higher prices for professional users.
This is like charging different prices based on customer segments’ value and
willingness to pay, as in the SmartPen story.

e Online retailers use personalized pricing and discounts based on browsing history,
location, or purchase behavior. Loyalty programs also offer exclusive discounts to
certain customer groups. These tactics segment customers and adjust prices
accordingly

e Drug prices often vary by country or patient insurance status, reflecting differences
in ability to pay and market conditions. Hospitals may offer discounts to low-

income patients, paralleling the concept of charging different prices to different
groups
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