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ABSTRACT

This is a review and analysis of the literature on the
relationships between employment and crime from several dif-
ferent disciplines: economics, sociology, anthropology and
the recent body of manpower program evaluations for criminal
justice populations. The review of economic literature
focuses on two competing explanations of employment and
crime relationships: the economic model of crime developed
by neoclassical economists and the more structural approach
of segmented labor market theorists. The review of socio-
logical literature encompasses various third factors
(family, education and age) that have been seen as quali-
fying the relationship between employment and crime. Struc-
ture of opportunity theory and subcultural literature
related to employment and crime issues are also considered.
Finally, surveys of early manpower program evaluations in a
criminal justice context and recent major impact evaluations
are reviewed.
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CHAPTER 1

INTRODUCTION

1.1 The Interest in Employment and Crime

Social scientists, government officials and program
planners have, for the last two decades, focused considerable
attention on relationships between the economy and the origin,
persistence and control of crime. The research and policy
literature has continued to consider the influence of various
social structures on criminal behavior, including the family,
the peer group, the neighborhood and variously defined sub-
cultures. But there has been persistent fascination with the
economy, especially the manner in which it structures employ-
ment opportunities for different age, racial and ethnic groups;
opportunities for and experience with employment have come to
be seen as powerful variables both for the explanation and for
the contrel of crime in America.

Beginning in the early 1960's, the federal government
through several executive departments and agencies (e.g.,
Health, Education and Welfare, Labor, Law Enforcement Assis-
tance) encouraged and supported a number of programs de-
signed to expand employment opportunities for people invol-
ved with the criminal justice system and for segments of the
population considered to be at high risk of becoming so in-
volved. By strengthening participants' ties to the world of
legitimate work, these programs hoped to reduce recidivism
and facilitate participants' adoption of a more conventional

life style. 1In the mid-70's, the National Institute of



Justice! dec:ided to look closely at relationships between
employment and crime and to develop a context of knowledge
within which to assess past accomplishments and future poli-
cies and programs in this area. 1In September 1977, the Na-
tional Institute of Justice selected a proposal submitted by
the Vera Institute of Justice to carry out this long-term
research.

This research effort provides an unusual opportunity to
consider carefully the empirical and theoretical reasons for
the contention that experiences of employment and unemploy~
ment are related to criminal behavior, and to increase
understanding of the various ways in which these relation-
ships may be manifested. However, the research is important
and timely for reasons that go beyond its intrinsic intel-
lectual attractions.

As this document indicates, a variety of assumptions
have been made within several social science disciplines
about how legitimate employment and criminal behavior relate
on the individual level. 1In some instances, individuals are
seen as rational economic actors weighing the relative bene-
fite and costs of various legal and illegal activities and
choosing those that maximize net benefits at a particular
point in time. 1In this view point, legitimate employment is

relatively more or less economically beneficial to the acter

1. See "Employment and Crime: A Research Design,® Vera In-
stitute of Justice, New York, January, 1%79. (Mimeo):
also Michelle Sviridoff and James W. Thompson, "Link-
ages Between Employment and Crime: A Qualitative Study
of Rikers Releasees,” Vera Institute of Justice, New
York, September 1973. (Mimeo).



than is illegal activity. The relationship is seen essenti-
ally as a direct trade-off between the two.

This view of crime as an essentially direct result of a
conscious, rational process of economic decision-making may
lead to policy and programs that aim to increase the volume
and enhance the gquality of employment for selected target
populations. Alternatively, it may undergird policy and
legislation that aims to raise the cost of criminal activity
by increasing the deterrent impact of the criminal justice
gystem (i.e., increasing the likelihood of detection, appre~-
hension, conviction and punishment). At the present time,
policy-makers seem to have embraced the notion that much
crime is the product of individual rational decisions of
this economic type and to be emphasizing deterrence as a
means to influence those decisions. The relative lack of
emphasis on policy and programs that might increase the
benefits of deciding against crime may reflect a growing re-
luctance to expend public dollars on social welfare programs
generally, or a loss of confidence in the potential effec~
tiveness of publicly-supported employment initiatives speci-
fically.

In any case, to define the policy options exclusively
as deterrence versus subsidized employment is to limit unne-
cessarily and unrealistically the potentially useful set of
assumptions one might make about the determinants of crimi-
nal behavior and the manner in which criminality is, or can
be, affected by experience in the world of work. By explor-

ing in depth a wide range of assumptions about these rela-



tionships, Vera hopes to expand understanding of how employ-
ment policies may and may not be useful to society's crime
control efforts. Such enhanced understanding would include
a more realistic set of expectations regardingythe results
of employment programs for criminal justice populations.

Toward that end, Vera's Employment and Crime Project
seeks to learn a good deal more about criminal behavior, em-
ployment experiences, and the interaction between the two in
the lives of individuals and groups in high crime, urban
neighborhoods. We need to know more about the kinds of cri-
minal behavior in which people engage, what they derive from
it, and the extent and nature of the trade-offs they per-
ceive between crime and employment. We also need to know
more about the kinds of employment that are available in
high crime neighborhoods, how various work roles are defined
and valued, the benefits people derive from these types of
employment, how they secure work, how legitimate employment
is supported by family and friendship networks in the com-
munity, and the circumstances that sometimes foster employ-
ment histories in an environment where well-paid, secure em-
ployment is the exception rather than the rule.

By careful consideration of both theoretical work and
empirical data on the individual and neighborhood levels,
the Vera research project hopes to:

o Clarify the theoretical assumptions that may or

may not support a policy emphasis on employment
initiatives as part of a crime control strategy;



1.2 The Approach Used in This Review

It should be stated at the outset that no single study
definitively explores the relationships between employment
and crime in all their complexity. Social experiments have
not fully demonstrated the impact of employment programs on
erime. Studies based on aggregate statistics present mixed
results; those that do discover a relationship between unem~
ployment rates and crime rates have difficulty explaining
how this relationship is manifested on an individual 1level.
Sociological and ethnographic research reveals little spe-
cifically about the relationship between criminal involve-
ment and legitimate employment.

In part because definitive results were not available
from any single inquiry or group of inquiries, this review
has adopted a multi-disciplinary perspective in its survey
of literature. Findings from economics, sociology/anthropo-
logy and manpower program evaluations are separately discus-
sed in Chapters Two through Four below. Though ambitious in
scope, the review has, of course, been forced to exclude
much literature of potential interest. Literature reporting
impacts on criminal behavior of environmental variables,

health, nutrition, the architecture of urban areas or adap-



o Identify more clearly the types of people in high
crime neighborhoods and in the criminal justice
system for whom enhanced employment would be
likely to avert crime;

o Identify periods in the individual's life cycle
during which this form of intervention would be
more likely to succeed;

o 1Identify more clearly the kinds of economic and
social-psychological processes through which en-
hanced employment would have to work on the com-
munity and individual levels in order to be ef-
fective as a crime control mechanism;

o Describe more fully the kinds of work that are
valued and the processes by which such work is
found and work histories are established in high
crime neighborhoods;

o Describe how information of this kind can be used
to shape the design, planning, conduct and eval~
uation of employment programs in such communi-
ties.

These research goals represent Vera's desire to inform
the debate on crime control policy, especially as it focuses
on the extent to which, and the manner in which, such policy
requires a vigorous employment component. This document,
which reviews selected social science theories and empirical
research findings in order to summarize what is known--"the
state of the art"--concerning employment and crime relation-

ships, is an interim product of Vera's research efforts.



tation to stress are not included. Peychological inquiries,
including studies of offender personalities and the role of
child abuse in the emergence of violence in adolescence and
adulthood, are likewise outside of the scope of the review.
These exclusions have been dictated more by practical neces-
sity than by a conviction that those materials are less
intellectually persuasive or practically useful than those
covered in this document,

It was also necessary to limit the level of detail at
which the literature included in the document could be ad-
éressed. Each of the disciplinary literatures reviewed
might, under other circumstances, justify separate mono-
graph-length treatments. The economics chapter is centrally
concerned with an exploration of two competing theories of
labor market success (human capital theory and segmented la-
bor market theory) and the way in which those theories re-
late to criminality. Although some attention is paid to ag-
gregate studies of the relationships between employment and
crime, this material has been dealt with extensively else-
where and the interested reader is referred to those other
sources. Chapter Three is similarly limited. It is not
centrally concerned with social control theory, differential
association or anomie, although these theoretical frameworks
are indeed relevant to employment and crime issues. In-
stead, the chapter focuses on various social, cultural, in-
stitutional and demographic factors that might qualify rela-
tionships between employment and crime, and a review of the

influential structure of opportunity theory. Finally.



Chapter Four is specifically confined to reviews of manpower
programs that are focused on criminal justice populations;
it does not discuss the large body of manpower programs for
the hard-core unemployed as a whole.

In addition to excluding some literature and abbrevia-
ting the presentation of some topics, it was also necessary
to limit the attention paid to technical and methodological
issues. In economics, for example, much employment and
crime research has been conducted on aggregated data--crime
rates have been used as dependent variables in multiple re-
gression models that use unemployment rates and other aver-
aged data (the probability of arrest and conviction, the se-~
verity of punishment, racial composition of the population,
etc.) as independent, explanatory variables and as statisti-
cal controls. 1In presenting these findings, an attempt has
been made to reflect as much technical material as possible
without obscuring the fundamental issues.

Similarly, each impact evaluation reviewed in Chapter
Four involves complex methodological issues that stem from
the inevitable compromises inherent in applying techniques
of social experimentation in active program settings. Rela-
tively few of these are detailed in the chapter; those that
are have been selected because of their bearing on employ-
ment and crime relationships.

The various literatures considered here are relatively
discrete, each characterized by the particular traditions,
language and methodology of their individual disciplines.

They are not usually considered together., It is beyond the



gcope of this review to attempt a full synthesis of the var-
jous perspectives considered here {economic, sociological,
anthropological and program-oriented). However, the review
does attempt to indicate areas in which different disci-
plines overlap and to estimate the relevance to program mod-

els of the theoretical approaches explored.

1.3 Major Themes

Several major themes emerge from the separate
literatures reviewed. Though the chapters could perhaps
have been placed in a different sequence, the present
organization emphasizes a movement away from the abstract
and theoretical towards increasing specificity. The
discussion proceeds from relatively parsimonious, abstract
economic models of employment and crime relationships based
on aggregated data (Chapter Two), through more detailed and
more focused studies by ethnographers and survey researchers
exploring social structure and subculture in relation to
criminal behavior (Chapter Three) to evaluvations of
action-oriented manpower programs (Chapter Four). Although
much evaluation literature proceeds without direct use of
social science models, some evaluations discussed in Chapter
Four are based on theoretical orientations reviewed in
previous chapters.

Chapter Two begins by presenting the economic model of
crime. The economic model explains criminal behavior by
postulating a decision-making process based on marginal

utility theory. The theory contends that offenders, in com-
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mon with all other economic actors, strive to maximize the
benefits and minimize the costs arising from participation
in a variety of activities: leisure, income generation in
the labor market, and participation in illegal activities,
Participation in illegal activities in this context is gen-
erally conceived of as a type of "market activity."

The major theme in Chapter Two is, consequently, that
crime is itself a form of work, and that the allocation of
time to criminal activities can be modeled on the same for-
mal basis as the allocation of time to legal work. In con-
structing a perspective on crime, economists have adopted a
human capital theory of labor market success that sees it as
the product of numerous economically-oriented decisions by
individuals, acting and reacting to one another without re-
ference to non-economic factors or influences. Individuals
are seen as investing in themselves in order to maximize
their lifetime returns from employment by increasing their
skills through education and training. The economic model
of crime suggests that crime becomes unlikely among persons
who are well educated and well trained, since they are
attractive to employers, well paid, and likely to incur high
"opportunity costs" if crime involvements lead to the loss
of their legitimate returns. The result of blending
marginal utility and human capital theories is a model that
suggests that crime is concentrated among the unskilled poor
because it emerges as the best means of generating income.
In this model, crime can be alleviated only by changing its

relative attractiveness, 1If legitimate work cannot be made



more attractive then, under this model, crime can be made
less attractive by increasing penal sanctions until it loses
its appeal even for those who have little to lose. One of
the main focuses of the economic model therefore has been on
increased deterrence efforts~-policing, prosecuting and
imprisoning.

Even within economics, however, sharp criticisms of
human capital theory have been made by economists who empha-
gize the significance of institutional and structural fea-
tures of the econony and the artificiality of the assumption
of "perfect competition" incorporated in the models of con-
ventional economics. Known variously as "dual economy" or
"segmented labor market"™ (SLM) theory, these branches of
economics highlight such economic phenomena as the persist-
ing inegquality of incomes, the relative lack of returns to
education for many minority and disadvantaged, and the ten-
dency for powerful groups--unions, ologopolistic firms,
governmental interventions--to set the overall "bargains"
under which the wages of competing groups of workers are de~
termined. The SLM perspective resembles sociological
notions in that it explains labor market success through a
focus on specific groups in the economy and on the histori-
cal and institutional influences that shape concrete
economic arrangements.

Much of the material on cultural and social structural
concepts presented in Chapter Three can be viewed as a qual-
ification of economists' vision of the relationship between

employment and crime. Although some theorists of the eco-
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nomic model have criticized sociologists for their allegedly
"ad hoc" concepts of anomie and differential association,
the sociological and anthropological work considered in
Chapter Three presents an implicit criticism of economists
for working with too abstract and too narrow a view of human
behavior, and for postulating decision-making by economic
actors who are neither interviewed nor otherwise directly
observed. Chapter Three considers various third factors
(family, maturation and subculture) not included directly in
the economic model of employment and crime relationships but
which may affect both economic and criminal behavior. The
chapter also reviews literature on the impacts of education
on employment and on criminal behavior from a different per-
spective than that developed by human captial theorists; ed-
ucation, in this view, is something other than self-invest-
ments in future earning capacity.

The chapter also emphasizes the "aging out" phenomenon,
pointing to widely-known patterns in arrest data that relate

crime to age. On a per capita basis, arrests peak for most

crimes in the mid-teens to early twenties and rapidly dwin-
dle thereafter. The decline is so precipitous, that, for
example, a group in their early thirties has ten times fewer
arrests per capita per year than a group in its early twen-
ties. Although the age-related decline in arrest rates oc-
curs during yvears when labor force participation is increas-
ing, it seems unlikely that the rapidity of the decline in
arrest rates can be totally explained by the operation of

purely economic forces.
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Chapter Three also reviews structure of opportunity
theory, a major influence on some 1960's anti~poverty
programs. As developed by Cloward and OChlin, structure of
opportunity theory emphasizes the role of soc¢ial structure
and cultural factors within concrete community settings in
determing the extent and kind of legitimate and illegitimate
oppeortunities made available to youth. In its emphasis on
blocked opportunity as precipitating criminal involvement,
structure of opportunity theory is reminiscent of the
discussion of segmented labor market theory in Chapter Two.
Both views emphasize structural rather than individual char-
acteristics, and thus stand in marked contrast to human cap-
ital theory and the economic model of crime.

In some respects, the material in Chapter Four departs
sharply from the preceding chapters. In Chapter Four, the
results of impact evaluations are examined. In all but one
of the major impact evaluations considered, a random assign-
ment of participants between experimental and control
samples makes it possible to relate outcomes to program
impact. The impact evaluators do not have to develop ela-
borate theoretical models in order to cope with confounding
influences. Experimental control eliminates (within known
limits} the ability of unmeasured variables to obscure
assessment of impact.

Some major evaluations have been conceptualized in ways
that link them directly to the positions reviewed in the

earlier chapters. The evaluation of the Job Corps, for ex-
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ample, presents program objectives in explicitly human capi-
tal terms. The role of that program in reducing crime among
Corpsmembers is in part attributed to the increase in legal
labor market opportunities that results from the training
and work experience attained by participants. Reviews of
manpower programs as a whole suggest that the human capital
model is dominant in program settings.

The review also suggests that some correlates of pro-
gram outcomes can be utilized for informed speculation con-
cerning the role of selected factors in averting crime. For
example, stability of employment and of program tenure in-
creases steadily with age, a finding that mirrors other
studies of youthful employment in unsubsidized labor mar-
kets. Furthermore, some studies suggest that control group
and comparison group members who successfully locate and
sustain employment manifest less crime (as indicated by ar-
rest data) than those who do not get employed. Though cor-
relational rather than causal, such associations among age,
sustained employment and averted crime merit further re-
search attention.

Finally, the review in Chapter Four suggests that more
must be learned about the types of employment offered in
program settings, and about the larger social, social-
psychological and economic contexts within which programs
operate. If employment is a correlate of a reduction in
criminal behavior and of adoption of a more conventional
life style, both in job programs and in the unsubsidized

labor market, we need to know 1if it is in fact employment
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that causes such change and we particularly need to know the
processes through which those changes are effected. (The
correlation could, of course, be entirely spurious, deriving
from factors that codetermine both the employment outcomes
and averted criminality.) Because answers to these ques-
tions could greatly enhance the information available for
the gquidance of future policy and the impact of future
programs, Chapter Four suggests that increased research at-
tention be paid to program processes: the methods and mech-
anisms through which programs affect participants, and the
contexts within which programs and participants interact.

This review was begun with the assumption that diverse
employment and crime relationships probably exist and that
each relationship requires separate and close scrutiny. The
research and theoretical literature reviewed have reinforced
this point of view. Unemployment can lead to crime; but
crime can also accompany a pattern of intermittent spells of
low-level employment, unemployment and dropout from the la-
bor force. In some cifcumstances, the labor force status
and criminal involvement of an individual may be predomi-
nantly influenced by non-economic life events and factors:
drop~out from school, declining parental influence, peer
pressure, household formation, residential mobility, et
cetera. Even in these circumstances, however, entry into the
labor market and into employment, if it is available, may
crystallize and make effective other stabilizing influences

in the life situation of a maturing youth. The literature
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reviewed discloses a multiplicity of competing explanatory
factors at the individual, group and aggregate levels. In
the following chapters we examine the contributions of ag-
gregate-level econometric studies, social surveys, sustained
field research by participant observers and experimentally-
controlled program evaluations, seeking contributions to a
sharper understanding of the relationships between employ-

ment and crime.
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CHAPTER TWO

MARKETS AND SEGMENTS: COMPETING ECONOMIC
PERSPECTIVES ON EMPLOYMENT AND CRIME

2.1 Introduction

Economists have conceptualized the tie between em-
ployment and crime at two different levels. In the mid-
1960's, what has come to be known as the "economic model” of
crime was developed to address policy guestions at the macro
level. This model poses such gqueries as "What amounts of
police and other criminal justice outputs would bring about
an optimal level of crime?" In this context, the phfase
"optimal level of crime" recognizes that, assuming it were
possible to do so, the costs of eliminating all crime would
be prohibitive. Efforts to reduce crime create costs above
and beyond those that "wash out" in terms of gains to vice-
tims offset by losses to offenders. The policy-relevant cal-
culation suggested by the economic model is thus a com-
parison of the added social cost of further crime reduction
"at the margin.” "Optimal crime" is defined as the point at
which the social cost of added crime equals the social cost
of added crime control.

Embedded in the economic model, however, is an indivi-
dual-level model of criminal behavior that is of greater in-
terest to this review, and which recently has received in-
creasing attention by economists. At the individual 1level,
the economic model hypothesizes that potential offenders be-
have like other rational economic actors, choosing between

legal and illegal options after weighing costs and benefits



18

of each activity. Partly because of its origins as part of a
macro crime~control theory, the individual-level model con-
tinues to emphasize deterrence as a principal policy op-
tion. But the economic model also recognizes the costs that
result when imprisonment for a criminal offense leads to
loss of legitimate employment income-—-in economic parlance,
the "opportunity cost" of crime for the imprisoned indivi-
dual. {Social loss also occurs from the lost output of the
individual and the use of resources in the prison system.
Because of these costs, the labor market prospects of high
crime groups have considerable relevance for the crime pro-
blem, since an increase in returns from legal opportunities
ought to lower crime by increasing the costs of imprisonment
for an individual.)

The model of labor market success provided by conven-
tional economics is like its model of crime. In what is
known as "human capital” theory, success in the labor market
is related to differences in the productivities of indivi-
dual workers, Productivity is rewarded because employers
compete with one another for productive workers. Productive
workers command a higher price {(wage rate) for their ser-
vices. Workers become more productive by choosing to spend
{or "invest") time acquiring a stock of education, training,
skills and work experience--their human capital. The human
capital model of the labor market focuses on individual
investment decisions and individual rewards. It is a

profoundly individualistic view.
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Arrayed against the conventional economic theory of the
labor market are a variety of segmented labor market (SLM)
theories. These viewpoints sharply dispute the vision of
the labor market held by the conventional economists. SLM
theories rarely address crime issues directly, and do not
generally endorse a deterrence policy. Their alternative
view of the labor market depicts crime as part of an overall
income~-generating strategy, no single part of which is par-
ticularly successful in raising the structurally disadvan-
taged out of a condition of chronic poverty.

For SLM theorists, the source of chronic poverty lies
in the heavy constraints exerted on individuals by structur-
al economic circumstances. The poor stay poor not because
they fail to invest in their human capital or because they
are insufficiently productive or attractive to employers;
they stay poor because their economic opportunities are lim-
ited in ways that do not respond to their own initiatives.
The poor are limited to low-wage, short~term, dead-end Jjobs
that do not reward effort or provide training and therefore
do not encourage it. The disagreement between conventional
economics and the SLM theories is not so much over whether
individual labor market participants, especially the poor,
‘are acting "rationally" in committing crime, but over whe-
ther it is necessary to account for an array of structural,
institutional and organizational features of the economy in

order to arrive at a satisfactory explanation of economic

behavior.
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As Beck and Horan put it: "The structural context [in
conventional economics) is such that, when it is assumed to
be working according to the theoretical specifications, it
need not be included in analyses.®! Doeringer and Piore
state that the segmented labor market view "...argues that
the character of dual labor markets is best explained by in-
stitutional and socioclogical, not economic variables (in the
neoclassical sense)--that the problem of unemployment is
rooted less in individual behavior than in the character of
institutions and the social patterns that derive from
them."2 gLM theories, as well as a variety of cultural and
sociological perspectives (see Chapter Three) emphatically
do not agree that structural contexts "need not be includ-
ed." These theories do see persons as acting rationally.
but within structurally constrained settings in which their
actions respond to and incorporate structural features, both
as means that further action and as goals that shape its di-
rection. To the degree that conventional economists' use of
the concept of rational wcost-benefit calculation ignores
non-economically definable goals and means, or reinterprets

them in an unsatisfactory manner, then #ts apprcach must be

T. E. M. Beck and Patrick M. Horan, "Stratification in a
Dual Economy: A Sectoral Model of Earnings Determina-~

tion," American Sociological Review 43 (December 1978):
704-720.

2. Peter B. Doeringer and Michael J. Piore, "Unemployment

and the 'Dual Labor Market'," Public Interest 38 (Win-
ter 1975): 72.




21

SLM theories themselves appear to occupy a middle
ground between conventional econémics and other social sci-
ence approaches which emphasize institutional, structural
and cultural factors. Though SLM theories recognize ﬁhe
theoretical importance of structural phenomena, this recog-
nition most often concerns the significance of these factors
as constraints on income-generating behavior. Like conven-
tional economics, SLM theories still by and large hold up
the goal of income or wealth enhancement as the principal
motivational basis for observed behavior.

This chapter is divided into three additional sec-
tions. Section 2.2 takes up the economic model of crime, em-
phasizing its labor market rather than its deterrence side
and considering criticisms and revisions of the model. The
section also describes the human capital model of labor mar-
ket success, since this is an important adjunct to the eco-
nomic model of crime. Section 2.3 reviews selected empir-
ical research on employment and crime and discusses selected
methodological issues. Secticon 2.4 outlines the SLM ap-

proach and offers suggestions for further research,

2.2 Human Capital and the Economic Model of Crime

When economists began to develop models of criminal be-
havior (the "criminal choice") it was possible for them to
utilize pre-existing analytical models developed within la-
bor economics. Many crimes reguire the allocation of time
and effort and often result in monetary or eguivalent gains,
making the crime-choice decision seem analogous to the la-

bor—supplf decision. As Blccx and Heineke observe:
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The commission of most offenses results in an ex-

penditure of effort, the possibility of an in-

crease in the individual's wealth position, and

the possibility of a penalty. Aside from the pen-

alty, the similarity between such offense deci-

sions and labor supply decisions under uncertalnty

is obvious. Moreover, if the penalty is a mone-

tary payment, the analogy is precise.

This section of the chapter will first briefly review
the concepts underlying the labor-leisure choice. It is im-
portant to take this brief excursion into conventional labor
market theory since the economic model of crime has been de-
veloped in a parallel way. The labor-leisure choice and the
legal-illegal choice are modeled by rational choice theory
in formally identical fashion, although it will be seen that
there are many variants and that the theory can suffer from

ambiguous interpretation.

2.2.1 Conventional Economists' Model of the Labor Market

In addressing the guestion of how individuals decide to
allocate time between income-generating ("market™) and non-
income-generating ("consumption™) activities--the problem of
labor-leisure choice--economists invoke assumptions embodied
in utility theory. The theory holds that a person, when
confronting a range of choices having to do with alternative
behavior, will select that mix of activities that maximizes
his utility. Utility itself is conceived of by economists

as having sources both in pecuniary income as well as in

3. M[ichael] K. Block and J. M. Heineke, "A Labor Theore-
tic Analysis of the Criminal Choice," American Economic
Review 65 (June 1a975):314.
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non-pecuniary "goods" ("psychic income,” time, etc.).4 1In
addressing the question of labor-leisure choice, attention
focuses on the economic value of an individual's time. This
value is determined in the labor market by his or her
marginal productivity, i.e., the increment in total output
resulting from the individual's contribution to the
production process.

The worker will supply labor in response to a schedule
of wages, since wages compensate for lost leisure. Employ-
ers, in turn, demand labor as an input in the production
process. In this sense, the demand for labor and capital
goods is a derived demand, which is determined by the over-
all demand for goods in the economy. Firms strive to attain
an optimal mix of capital and labor, bidding for each--in a
purely competitive market-~in much the same way that an in-
dividual spends a weekly paycheck. Just as the individual
purchases those items which provide the most satisfaction
per dollar spent, the firm pays labor (and capital) in pro-
portion to the benefits which the firm receives from the la-
bor. Thus, individuals who are thought to be able to pro-
duce more are able to command higher wage rates in the labor

market.

4. The theory is further specified by making the assump-
tion that, in egquilibrium, the marginal utility of each
of an individual's options is the same as that for all
others. Were this not true, the individual would con-
tinue to choose the activities with the higher marginal
utilities until--given the axiom of diminishing margin-
al utility--these utilities came to equal those of his
other options. See, for example, P.R.G. Layard and A.
A. Walters, Micro-economic Theory (New York: McGraw-
Hill, 1978): 52-81.
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This bidding process--workers trying to increase their
income and employers attempting to decrease the costs of
their inputs to production--is assumed to arrive at a bal-
anced outcome that provides a relatively stable market wage
for each type of labor. It is important to note that the
wage rate for each individual's labor is determined in part
by circumstances beyond the individual's control: the price
of capital, the prices and quantities of other types of la-
bor, changes in technology, etc.3

Given stable market wages, each individual must still
determine the optimal amount of labor to supply at that
wage. In other words, the individual must decide how much
to work within physical limits and the boundaries of a 24-
hour day. Time spent not working may be used in a variety
of other ways. Labor economics, however, considers only
allocations of time between income-generating and non-income
generating activities: work and leisure. (An additional type
of time allocation, self-investment activities, will be dis-
cussed below.) 1f income and leisure are both desirable,
then a decision must be made concerning the utility-maximiz-
ing allocation of the individual's available time.

Since income and leisure are both positively valued,
part of the time-allocation decision will be determined by
the level of income available to an individual for each unit
of time worked. For earned income, this is his wage rate

(though it is understood that the total hours worked will be

5. James M. Henderson and Richard E. Quandt, Microeconomic
Theory: A Mathematical Approach (New York: McGraw-Hill,
1871}: Chapter 3.
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determined by factors not yet included in the model). 1In
deciding the consequences of changes in the wage rate on the
amount of labor offered (or "supplied™) by an individual,
two influences are conceptualized: "substitution effects”
and "wealth effects.”

The substitution effect refers to the tendency to
consume more of a good when it becomes cheaper or less if it
becomes more expensive, other things equal. In the labor-
leisure decision, the amount of income earned in an hour
(the wage rate) can be interpreted as the "cost" of an hour
of leisure. That is, for each added hour of leisure, one
foregoes one hour's worth of income. A rise in the wage
rate increases the cost of a unit of leisure. Therefore,
the substitution effect predicts that a rise in the wage
rate will lead to a decrease in the amount of leisure con-
sumed,

The income, or wealth, effect on the other hand, refers
to changes in consumption that are brought about by changes
in the income {or wealth). of the consumer, rather than by
changes in prices. Although substitution effects always
predict increasing consumption of a cheaper good, income ef-
fects may be ambiguous. For example, a person who works 40
‘hours per week at $5 per hour earns $200 per week. If the
wage rate is increased to $10 per hour, the individual may
work only 20 hours and still obtain $200 per week in in-
come. Alternatively, an individual conceivably may work 50
hours per week and increase income to $500 per week. Faced

with improved income prospects, an individual might become a
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"workaholic®" whose only satisfaction stems from still higher
income; or instead, the individual might enjoy more leisure
time. Wealth effects emanating from a change in the wage
rate may operate in either direction-~increasing or reducing
the amount of labor supplied--and this fact leads to inde-
terminate predictions concerning the relationship between
changes in labor market rewards and decisions to supply la-
bor to the market.® (It will shortly be seen that this pro-
blem applies equally to the supply of illegitimate activi-
ties. The offender whose income rises as a result of his
criminal activity may respond by reducing the amount of that
activity. This possible wealth effect plays havoc with at-
tempts by economists to predict crime trends based on aggre-
gate data concerning the costs and benefits of illegitimate
activities.)

Early formulations of the labor~leisure choice consid-
ered the allocation of time between only labor market activ-
ities and non-market activities (consumption). Becker, in
furthering the human capital model, emphasized a new type of
activity-—-an individual's self-investments in acquiring or
enhancing human capital stock. In calling attention to
self-investments, Becker sought to extend the time horizon
within which T"expected utility" ~calculations that are
thought to determine time allocation are made. Self-invest-

ment decisions are seen in Becker's formulation of human

6. Ibid.
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capital theory as oriented towards expected changes in a

person's income over a lifetime.’

The notion of self~investments in human capital pur-
ports to explain how some workers come to be productive, and
thus well-rewarded in the labor market, while other workers
are not. Differentials in worker productivities (indicated
by wage differentials) are related to antecedent differen-
tials in the extent of their self-investment activities,
Because individuals have only a fixed amount of time at
their disposal, time is "costly" and would not be willingly
invested in schooling, training and other self-investment
activities unless these outlays were rewarded by employers
in the form of higher wages over a working lifetime.

A simple human capital model is a schooling model which
hypothesizes a direct, positive relationship between the ex-
tent of schooling and the level of earnings. Unfortunately,
empirical research relating schooling and earnings has
yielded conflicting results. Jacob Mincer, in Schooling,

Experience and Earnings, attempts to expand and test the

validity of the human capital model by estimating the ef-
fects of human capital investments on earnings differen-
tials. Mincer utilizes the notion of an "earnings profile,"
describing the variation (usually the upward trend) in an
individual's earnings over his or her working life. Min-
cer's notion is that the upward trend in earnings reflects

rises in productivity that result from post-school invest-

7. Gary Becker, Human Capital (New York: Columbia Univer-
sity Press, 1975),
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ments which enhance human capital: on~the-job training
{0JT), learning-by~-doing, and formal training.

Once this idea is at hand, it is a small step to con-
sider how some individuals might have more steeply rising
profiles because they continue to make self investments that
increase their productivity. Unfortunately, Mincer's empir-
ical data do not include direct measurements of variables
like OJT so that other labor market factors--union seniority
rules, employers' institutionalized preferences for mature
workers, etc.--might in fact account for the association be-
tween age and earnings that Mincer attributes to human capi-
tal variables.B

Another difficulty with the human capital 1literature
is that it was developed using empirical data on the labor
market experiences of prime-age, white, urban males. Buman
capital research has provoked criticism in its attempt to
explain sex and race-differentials in earnings. These
debates are of interest in the employment and crime context
since arrest rates are also patterned by age, sex and
race/ethnicity. Recent work has suggested important refine-
ments that are relevant to the issue of patterned wage dif-
ferentials and thus indirectly, to employment and crime re-
lationships.

For example, Lazear argues that the apparent conver-

gence of black-white wages during the 1960's and 1970's in

fact disguises a remaining underlying disparity in the ulti-

8. Jacob Minerer, S8Schooling, Experience and Earnings {New
York: Columbia University Press, 1374).
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mate wealth--or lifetime earnings--being made available to
the two racial groups.® Lazear argues that a worker's real
earnings are composed of two components: a current pecuniary
wage and on-the~job training (OJT). The OJT component is
costly to the employer but attractive to the worker since it
will presumably enhance future earnings at the cost of a re-~
duction in his current output. Lazear suggests that al-
though current pecuniary wages in entry-level Jjobs have been
made eqgual between youthful white and black groups, the
less visible OJT component remains reduced for blacks. Em-
ployers may have increased black entry-level pecuniary wages
in response to governmental anti-discrimination efforts and
changes in minimum wage coverage and levels. This impact is
likely because entry-level wages are more accessible to out-
side review than OJT components with their necessarily de-
layed impact. Employers who have increased entry-level
wages of minority workers may recoup some of their costs by
reducing OJT. Lazear, analyzing longitudinal data that per-
mit estimating wage growth; corrects for changes in the OJT
component and concludes that black-white differentials in
real wages (the sum of the two components) have persisted.
Lazear's paper represents a significant advance in hu-
man capital-oriented research in its explicit acknowledge-
ment of "political economic" as well as economic considera-
tions. The paper also illustrates the current indeterminacy

of research even into seemingly simple matters such as

9. Edward Lazear, "The Narrowing of Black-White Wage
Differentials Is Illusory," American Economic Review 69
{September 1979):553,
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whether entry-level wage differentials have persisted
between racial or other groups. There are other weaknesses
and omissions in the human capital account. For example,
the theory relating schooling to productivity does not ac-
count for the fact that most educational curricula are unre-
lated to vocational or occupational specifics, and the no-
tion of post-schooling investments does not consider the
possibilities of "costless" on-the-job learning.!0

In summary, labor economics and human capital theory
propose a model for "labor supply" decisions. Individuals
allocate time between labor and leisure activities depending
on the associated level of returns. For productive, high-
wage workers, leisure is more expensive than it is for un-
productive, low-wage workers. To the extent that earnings
enter into the labor~leisure decision, and to the extent
that crime is viewed as an income-generating or time-consum-
ing activity, then economic analysis and the human capital
model are relevant to crime.

In the individualistic vision of the labor market that
emerges from human capital theory, the distribution of in-
come 1is related to the self-investments of workers who com-
pete with one another for higher wages. The labor market

envisioned by human capital theory rewards individuals for

10. The literature on this and other aspects of the human
capital model is extensive. For contrasting evalua-
tions and further citations, see Finis Welch, "Human
Capital Theory: Education, Discrimination, and Life
Cycles," American Economic Review 65 (May 1975): 63;
and Mark Blaug, "The Empirical Status of Human Capital
Theory: A Slightly Jaundiced Survey," The Journal of
Economic Literature 14 (September 1976): 836-840.
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those things that they do as individuals. Rewards are not
apportioned on the basis of group memberships, whether de-
fined in social class, ascriptive, territorial, industry/oc-
cupational or other terms. pDifferences among groups in
these terms must be viewed as "market imperfections®™ to be

ironed out though the effects of market competition.

2.2.2 The Economic Model of Crime

The economic model of crime emphasizes the assumption
that offenders, in common with all other economic actors,
behave in ways that respond to incentives. Economic theory
postulates that individuals strive to maximize their "total
utility."™ When the particular model is one of time alloca-
tion, then total utility is maximized when time is divided
between legal and illegal "market activities,"” and between
market activities and leisure, in those proportions that re-
sult in egual marginal returns. That is, when the utility
derived from the last increment of activity of one type
equals that from the last increment of all other types, the
individual has so balanced his activities that his or her
total utility from all efforts is at the attainable max imum
(given external constraints on behavior--market wage rates,
deterrence efforts of criminal justice agencies, etc.).

In a landmark 1968 paper entitled "Crime and Punish-
ment: An Economic Approach,"” Gary Becker framed the issue as
follows:

A person commits an offense if the expected utii-

ity to him exceeds the utility he could get by
using his time and other resources at other activ-

ities. Some persons become "criminals," there-
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fore, not because their basic motivation differs

from that of other persons, but because their ben-

efits and costs differ.

It is noteworthy in this passage that Becker, though refer-
ring to "persons" who become ®criminals,” uses the term mo-
tivation in the singular. It is an appealing yet frustra-
ting aspect of Becker's work that he insists on a generic
motivational framework of economic rationality, and distin-
guishes the economic model from that of other social science
disciplines in terms of its rejection of the notion of dis-
tinct motivations for distinct types of criminal behavior.
Becker comments:

I cannot pause to discuss the many general impli-~

cations of this approach, except to remark that

criminal behavior becomes part of a much more gen-~

eral theory and does not reguire ad hoc concepts

of d?fferential association, anomie, and the

like.

Though developed separately from the human capital the-
ory of the labor market, the economic model of individual
criminal behavior, like human capital theory, views indivi-
duals as allocating their time among alternative activities
~-in this case, between criminal and non-criminal activi-
ties--in such a fashion as to maximize expected utility.

Decisions to engage in crime are determined by the ex-
pected monetary returns from illegal activity; the earnings
lost by not using time allocated to crime in legal activity;

the individual's over-all allocation pattern between income-

generating and "non-market" activity; and the probability of

11. Gary S. Becker, "Crime and Punishment: An Economic Ap-

proach,"” Journal of Political Economy 76 {March/April
1968): 176.

12. 1Ibidg.
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apprehension and severity of punishment. In considering the
latter possibilities, if punishment is by imprisonment, then
the cost of punishment is again linked to legal earnings
lost during incarceration, and to income opportunities that
are reduced over a person's lifetime as a result of the
gstigma of a criminal record and consequent barriers to em-
ployment.

Becker's initial formulation of the economic model of
crime took the legal opportunities which individuals con-
front as given. His inattention to the prospect of improv-
ing legal alternatives as an anti-crime policy option is
surprising, given his important contributions to the devel~
opment of human capital theory. For whatever reason, Beck-
er's emphasis on deterrence options stemming from the eco-
nomic model may have contributed to a shift in policy focus
toward increasing expenditures for crime prevention and
criminal sanctions.

In an essay written a decade after Becker's article,
Isaac Ehrlich (a student of Becker's) reviews the theore-
tical assumptions underlying the economic model of crime in
a manner that may clarify its key points. According to Ehr-
lich, the following assumptions must be true if use of the
economic model is to be justified:13

o Maximizing Behavior. Offenders are assumed to
behave as if they are maximizing their personal

13. Students of economics will recognize these assumptions
as those of standard micro-economic eguilibrium ap-
proaches, cast by Ehrlich in terms of crime.
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welfare, subject to available legitimate and il-
legitimate opportunities.

o Stable Preferences. The distribution of indi-
vidual preferences for crime (of all types) is
stable.

o Unbiased Expectations. Individuals' expecta-
tions concerning criminal penalties and other
costs and benefits resulting from criminal ac~-
tivity will converge to their real values;
biased expectations would turn out to be quite
costly to the actor and would lead quickly to
corrections.

o Market Equilibrium. The economic approach is
based on the assumption that an implicit ®mar-
ket" for criminal activity exists, operating
through a relatively stable price system.

o The Concept of Crime. In economic terms, the
significance of an illegal activity is that it
imposes costs on society in excess of the direct
costs borne by the offender.14

Other economists considering the economic model as con-
ceptualized by Becker and Ehrlich have raised additional
theoretical issues. In an important, often cited paper,
Block and Heineke criticize Becker and Ehrlich's formulation
of the model and their conclusion that time is allocated be-
tween legal and illegal income-generating activities in such
a way that increased relative returns from one type of in-
come generation leads in a simple way tp a shifting of ac-
tivities away from the other type.l!> Block and Heineke show

that a time-allocation model along these lines cannot yield

14. 1Isaac Ehrlich, "The Economic Approach to Crime: A Pre-
liminary Assessment,” Chapter One in Sheldon L. Messin-
ger and Egon Bitner ({eds.), Criminology Review Year-

book, Vol. 1 {Beverly Hills: Sage Publications, 1979):
34-36.

15. Block and Heineke, "A Labor Theoretic Analysis,”
pp.314-316. g
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determinate empirical predictions without additional assump-
tions regarding wealth effects. (These were discussed above
in terms of the labor supply decision and that discussion
applies equally here.) With increased returns from crime, an
individual may either reduce or increase the total amount of
his income-generating activity as well as substitute one
form of income generation for another. Block and Heineke
argue that empirical data are required to ascertain the rel-
ative magnitudes of substitution as against wealth effects.

Block and Heineke's criticism addresses the conceptual
core of the economic model (at least as developed in the
nlabor supply" context), arguing the need for a utility
function that is "multi-attribute® in nature, i.e., one in
which the utility of work time and time spent in criminal
activities can be separately evaluated and the potential
moral noxiousness of crime and punishment for offenders can
be acknowledged. The effect of this reformulation of the
underlying utility function is indeed so far reaching that
Orsagh and Witte, in reviewing the point, observe:

...a deductive proof for the existence of a rela-

tion between crime and economic status is not pos-

sible. Its existence depends upon a particular

configuration of the model's paramet§gc values and
is, therefore, environment specific.

16. Thomas Orsagh and Ann Dryden Witte, "Economic Status
and Crime: Implications for Offender Rehabilitation,”
The University of North Carolina, February 1980,
pp.4-5. (Mimeo).
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Other important criticisms of the economic model were
made in a recent paper by Charles Manski.!7 Manski argues
first of all for data on individuals containing information
on both the available criminal and legal alternatives to-
gether with other information describing the decision-makers
themselves. 1In addition, Manski criticizes the notion, cen-
tral to the work of Becker and Ehrlich, that it is desirable
to formulate a single, over-all model of criminal behavior.
Manski argues:

Because the legal system defines so many different

forms of crime and because criminal behavior has

so many dimensions, to attempt to capture all

crime-related decisions within a single model

seems hopeless. One might as easily try to cap-

ture all of human behavior. 1Inevitably, empirical

modeling wil)l reguire the development of models

confining their domains to restricted classes of
crime types and dimensions of criminal behav-
ior.18

Becker's theoretical formulation, Ehrlich's clarifica-
tion of underlying assumptions, and the criticisms of Block
and Heineke, Manski, and others complete the outlining of
the economic approach as it purports to model individual be-
havior. This discussion' excludes consideration of the
model's other side, in which macro, policy-oriented proposi-

tions concerning optimal crime control measures are develop-

ed.

17. Charles Manski, "Prospects for Inference on Deterrence
through Empirical Analysis of Individual Criminal Be-
havior," in Alfred Blumstein, Jacqueline Cohen and Dan-
iel Nagin (eds.) Deterrence and Incapacitation: Esti-
mating the Effects of Criminal Sanctions on Crime Rates
{Washington, D.C.: National Academy ot Sciences, 1978):
400.

18. 1Ibid., p.404.
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At the level of individual behavior, the emphasis of
the economic ﬁodel continues to resemble Becker's original.
paper. The model encompasses the behavior of all actors-—-
not merely a subgroup of "criminals®™ or other deviants.
These actors are thought to weigh the costs and benefits af-
forded by both legal and illegal activities and to behave in
ways that maximize their utility. One important cost--de-
terrence through the application of formal criminal sanc-
tions (arrest, conviction and punishment)--is emphasized by
economists to the virtual exclusion of the role of other
factors, such as incentives deriving from improved employ-
ment opportunity. Recent criticisms mention the need for
individual-level empirical research and for development of
models addressed to specific types of crimes and criminals.

In the following section, selected examples of empiri-
cal research utilizing the economic model are reviewed, with
sustained discussion of Ehrlich's cross-sectional research
on deterrence, income and employment. In addition to des-
cribing some important empirical results, the section ad-
dresses methodological issﬁes that limit our confidence in
the empirical findings and that limit our confidence in the
empirical findings and that continue to cloud the ultimate

significance of the economic model itself.



38

2.3 Selected Empirical Studies of Employment and Crime and
Associated Methodological Issues

Empirical applications of the economic model have been
extensively reviewed by a number of researchers. Gillespie
feviewed the literature up to 1975 and contrasted findings
from versions of the model using cross-sectional and longi-
tudinal data at varying levels of aggregation.'9 In examin-
ing the relationship between unemployment and crime, he in-
spected ten studies meeting “"minimum methodological stan-
dards," and concluded as follows:

Statistical results of studies relating unemploy-

ment to crime show general, if not uniform, sup-

port for a‘gositive correlation between these two

variables.?

Likewise, in assessing tests of the role of income in ac-
counting for crime differentials, Gillespie concluded that
"the findings support broadly the theoretical prediction
that income plays a causal role in criminal activity; how-
ever, the specific findings are more uniform qualitatively
than they are quantitatively."21 pespite Gillespie's con-
clusions, empirical work pfoduced since his review suggests

that the relationship between unemployment and income vari-

19. Robert W. Gillespie, "Economic Factors in Crime and De-
linquency: A Critical Review of the Empirical Evi-
dence,” Report to the National Institute of Law
Enforcement and Criminal Justice, Washington, D.C.
1875, (Mimeo.)

20. 1Ibid., p.4.
21. 1bid., p.5.
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ables and crime is not at all clear.?? Because aggregation
normally reduces the variance of income and crime variables
within the aggregated units while increasing variance be-
tween units, aggregate studies frequently do report extreme-
Yy high correlations. These reports appear to be easily sub-
ject to misinterpretation by a non-technical audience; it is
not always understood that what has been explained in such
models is variation in rates rather than in behavior of in-
dividuals. Instead of drawing conclusions appropriate to
the problems of "cross-~level inference" associated with ag-
gregate research, the impression is sometimes created that
criminal behavior is virtually determined by economic vari-
ables. Commenting on the odd juxtaposition of weak and in-
consistent empirical results and continuing acceptance of
the economic model by a broad policy audience, Orsagh and
Witte suggest:
The growing interest in the...model is easily ex-
plained. Its esoteric language and its uncommonly
rigorous logic are seductive. The statements
which are deduced from the theory, relating to
economic status and to sanctions, are intuitively
plausible, conform to popular opinion, and are,
therefore, powerfully persuasive. Moreover, the
theory has the added, and very compelling, attrac-
tion that it focuses on variables which are, or at

least appear to be, capable _of manipulation
through deliberate public policy.?23

22. Research in the interval between 1975 and early 1980 is
reviewed in Sharon K. Long and Ann D. Witte, %Current
Economic Trends: Implications for Crime and Criminal
Justice,” The University of North Carolina, June 1880.
{Mimeo.)

23, Orsagh and Witte, “"Economic Status and Crime," p.3,
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2.3.1 Ehrlich's "Participation in Illegitimate Activities®

Our review will first discuss Ehrlich's 1973 paper,
"participation in Illegitimate Activities,” which extends
Becker's model and contains an early, influential empirical

investigation of aggregate-level data on crime and employ-
ment.<?4 We describe Ehrlich's empirical model and summarize

his findings and then examine some conceptual and methodo-
logical issues that relate both to Ehrlich's work and to
other aggregate-level crime research. Ehrlich's paper is
discussed in detail because of its initial importance, and
as an example of use of the economic model in an empirical
analysis of crime that 1illustrates both strengths and
limitations of the approach.

Ehrlich reports the results of a multiple regression
analysis using as a dependent variable FBI index crime rates
for U.S8. states in conjunction with selected explanatory
variables that the economic model suggests would account for
variations in crime rates. Column 1 of Figure 1 on page 40
lists the key variables in Ehrlich's test of the economic
model. They are: the subjective probability of punishment
(arrest, conviction and imprisonment), the severity of pun-
ishment (time imprisoned), the illegal and legal income op-
portunities available to offenders and the probability of
unemployment (which reduces legal income prospects).

In Ehrlich's paper, the criminal choice is portrayed on
the individual level as a decision to allocate time between

alternative legal and illegal income-generating strategies.

24. 1Isaac Ehrlich, "Participation in Illegitimate Activi-
ties: A Theoretical and Empirical Investigation,” Jouar-
nal of Political Economy 81 (May/June 1973): 521,




41

The theory is able to account for situations in which per-
sons allocate all of their time to either one or the other
activity as well as situations in which a mix of legal and

illegal involvements is decided upon.

™
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Ehrlich's paper proceeds roughly as follows: First,
the crime choice is portrayed on an individual level as a
time~allocation model in which persons allocate time to al-
ternative income-generating strategies. Second, several as-
sumptions are then made and justified in order to extend the
theoretical model to the aggregate level to facilitate the
use of aggregate data as indicators of individual-level phe-
nomena. Finally, in the third section of the paper, the em-
pirical data are reviewed and interpreted within the model.

In Figure 1 on the previous page Columns 1 through 3
describe the conceptual elements and notation employed in
the formulation of Ehrlich's crime-choice model; columns 4
and 5 list the predicted and observed impacts in the empiri-
cal test of the theoretical model. Ehrlich's detailed dis-
cussion concerning the "mix" of involvements and the condi-
tions under which an individual would abstain from all ac~
tivity of one type or another are not incorporated in Figure
1. While interesting, their introduction into this discus-
sion would require consideration of other explanatory con-
structs for which Ehrlich has no empirical data. For exam~
ple, Ehrlich speculates at length concerning the "risk pre-
ference" assumed to characterize those individuals who com-
mit a particular category of offense; e.g., robbers are
"risk preferrers" and would be expected to continue to en-
gage in robberies even when the balance of incentives would
lead other individuals (those who are "risk neutral" or
"risk averse") to abstain. Ehrlich's paper is full of spec-

ulations of this type, which can be accommodated to his the-
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oretical approach, but are not tested against empirical
data and may indeed be untestable,

Column 4 of Figure 1 lists the substantive predictions
in Ehrlich's version of the economic model of crime. Though
these predictions are developed in a sophisticated mathemat~
ical context (e.g., the "optimality conditions"” associated
with expected utility functions are derived in a mathemati-
cally rigorous fashion), when put into words the predictions
are unsurprising and perhaps even pedestrian. The perceived
chance of punishment and its severity lessen incentives to
engage in crime. The extent of expected returns from crime
increase participation. And finally, legal income opportu-
nities--both the Jlevel of legal income and the chances of
being employed--reduce crime.

Finally, Column 5 of Figure 1 contains Ehrlich's re-
ported results from the application of the model to the
available data for FBI crime rates for the states in 1940,
1950 and 1960. (Because of fluctuations in reporting activ-
ity among these years, Ehrlich analyzes data for each year
separately.) Ehrlich reports his own conclusions as fol-
lows:

Despite the shortcomings of the data and the crude
estimates of some of the desired variables...the
results of the regression analysis lend credibil-
ity to the basic hypotheses of the model.25
Ehrlich then goes on to list the "major consistent" findings
as summarized in Column 5 of Figure 1. Ehrlich finds sup-

port for the deterrence variables conceptualized in his

25. 1Ibid., p.544.
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model. He also finds somewhat restricted impacts associated
with the illegal and legal income variables (this will be
the subject of further discussion below) and finally, Ehr-
lich does not find the expected impacts from unemployment
and labor force participation. Besides these conclusions,
which were explicit predictions derived from the model, Ehr-
lich also comments on numerous additional "environmental
variables” that were introduced in a more or less ad hoc
fashion as statistical controls.

Because EBhrlich's work has been influential in the de-
velopment of subsequent research using the economic model,
it has been subject to detailed methodological review by
other econometricians. Vandaele, for example, has published
a reanalysis of Ehrlich's work that discusses both his em-
pirical specification and errors in reporting data. Having
corrected the errors, Vandaele reaches the following conclu-
sion:

it appears, therefore, that with the available

data and within the present model, the negative

relationship between the crime rate and the proba-

bility of'imprisonmept and between Ege crime rate

and the time served is not spurilous.

In the following discussion, we comment on aspects of
Ehrlich's work that are relevant to the concerns of this
review and which apply to other aggregate-level research as

well. Readers interested in detailed methodological

26. Walter Vandaele, "Participation in Illegitimate Activi-
ties: Ehrlich Revisited," in Blumstein, Cohen and Nagin
(eds.), Deterrence and Incapacitation, p.281,.
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commentaries are referred to Vandaele and Manski.27 Ehrlich
has also been an important figure in a revived debate on
capital punishment's effects on homicide rates. See, for
instance, Klein et al., and McGahey.?8

The central problem for Ehrlich's and other aggregate-
level crime research is bridging the gap between the avail-
able aggregate-level data and the focus of theoretical in-
terest on individual behavior. In discussing the transla-
tion between his individual-level "behavioral function™ and
the "aggregate function" that he introduces in order to use

state-wide data, Ehrlich comments:

If all individuals were identical, the behavioral
function [described below], except for change in
scale, could also be regarded as an aggregate sup-
ply function in a given period of time. 1In gener-
al, however, none of the variables entering [it]
is a unigue quantity, since people differ in their
legitimate and illegitimate earnings opportunities
and hence in their opportunity costs oggimprisonw
ment (if punishment assumes such form).

The problem for Ehrlich is that he has no data to describe
these differences. Accordingly, he is forced to translate
his model from the individual to the aggregate level in a

rigid and unconvincing way:

27. 1Ibid. and Manski, "Prospects for Inference."

28. Lawrence R. Klein, Brian Forst, and Victor Filatov,
"The Deterrent Effect of Capital Punishment: An Assess-—
ment of the Estimates,” in Blumstein, Cohen and Nagin
{eds.), Deterrence and Incapacitation, p.336 and Rich-
ard McGahey, "Dr. Ehrlich's Magic Bullet: Economic The-
ory, Econometrics, and the Death Penalty,” Crime and
Delinguency (October 1980):485-502.

2%. Ehrlich, "Participation,” p.534.
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...the behavior implications derived [above] apply

here for independent changes in the level of the

entire distributions of these variables, or for

changes in the mean variables within specific com-
munities, holding 356 other parameters of the dis-
tribution constant.

What this signifies is that in place of observed values
of individuals' prospects for illegal and legal income, pun-
ishment, and so forth, which are critical to their decisions
and which vary among individuals, Ehrlich must substitute
means or other averages describing, for example,the distri-
bution of income within entire states. The difficulty is
not just quantitative, but also qualitative in character.
It ies not only the problem that the median income of a state
is a poor measure of the income of a given potential offen-
der residing in the state. Aggregate income measures also
describe that offender's victims, and there are no empiri-
cal data to differentiate the income prospects of offenders
from those of their victims, or of either from all others.

As was seen in Figure 1, Ehrlich uses the median family
income in a state as his measure of illegal income pros-
pects. He justifies this choice as follows:

We postulate that payoffs on such crime (e.g.,

property crimes, etc.) depend, Pprimarily, on the

level of transferrable assets in the community,

that is, on opportunities provided by potential

victims of crime and to a much lesser extent on

the iﬁffender‘s education and legitimate train-

ing.

Brief reflection on median income in a state as indicating

the opportunities for illegal income illustrates the aggre-

30. 1Ibid.

31. 1Ibid.
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gate data problem. On the one hand, as Ehrlich suggests, it
may be that a state with a high median income is one in
which residents possess more "transferrable assets"--wealth
in the hands of potential victims--and this may indicate
greater opportunities for theft. On the other hand, a
higher median family income may also reflect a lessened need
to steal because of reduced poverty. Thus, a single aggre-
gate measure is used as an indicator of several phenomena,
including selected characteristics of the state's subpopula-
tions (e.g., offenders, the poor). In the absence of dis-
tinct, independent measures of these phenomena, the meaning
attributed to the aggregate measure becomes arbitrary.
Orsagh and Witte comment on the point extensively:
Because direct empirical measures of these income
variables do not exist, an acceptable test of
these two hypotheses [i.e., that the propensity
for crime should vary inversely with legitimate
income prospects and directly with illegitimate
income opportunities--ed.] is not possible. In
the literature, one does find a large number of
studies that purport to test these hypotheses.
However, the evidence found in these studies de-
fies definitive interpretation because of the un-
certain correspondence between the empirical mea-
sure act%ﬁgly used and the measure that theory

requires.

The authors go on to show that per capita income mea-

sures {and analogous measures such as Ehrlich's median in-
come) have been utilized in six recent studies as proxies
for legitimate income and, on the other handg, have been used
in seven other studies {including the one reviewed here) as

proxies for illegitimate income. The authors conclude:

32. Orsagh and Witte, “Economic Status and Crime," p.7.
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Of course, control variables are used in the fore~

going studies in an effort to force the measure to

reflect either legitimate or illegitimate income,

as the particular study requires; but unfortu-

nately, the success of this endeavor cannot be

scientifically demonstrated. One's interpretation

of the measure becomes largely a matter of

belief.33

Similar problems are associated with proxies for legal
income (indeed, as just pointed out, aggregate researchers
use these indicators interchangeably). As seen in Figure 1,
Ehrlich's aggregate-level proxy for legal income opportuni-
ties is income ineguality, measured by the percent of all
families in a state whose income falls below one-half the
state's median income. The measure is of income inequality
rather than absolute income. (In some states, families may
be below half the state's median, even though their absolute
income is higher than that of families falling above half
the median in other states.)

Though Ehrlich's empirical measure is of relative in-
come ineguality, his theoretical discussion does not include
a "relative deprivation” hypothesis such as is commonly used
by sociologists and by a few economists.34 The choice of
this particular measurement was again dictated by methodo-
logical considerations, namely the need to avoid high cor-
relations with other income measures introduced as indepen-
dent variables into the model which would prevent Ehrlich

from attributing variation in the model's dependent vari-

ables to particular independent variables.

33. 1Ibig.

34. See, for example, Sheldon Danziger and David H.
Wwheeler, "The Economics of Crime: Punishment or Income

Redistribution, Review of Social Economy 33 (October
1875):113.
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The ambiguous role of Ehrlich's key empirical indica-
tors results from the use of aggregate data to explain indi-
vidual behavior. Aggregation obscures subgroup and indivi-
dual-level behavior and conditions. For example, though
Ehrlich sees median income as reflecting the P“level of
transferrable assets in the community,” the only "communi-
ties" about which he has information are states. But a
state is surely too expansive a region within which individ-
uals frame their ©perceptions of c¢riminal opportunity.
Indeed, it is likely that the majority of offenders commit
crimes within highly circumscribed areas within the communi-
ties in which they reside, not even venturing across town,
much less to other pafts of the state.

Again, since the median family income of a state also
describes potential victims, variations in the measure may
also reflect victims' ability to purchase self-defense and
perhaps their ability to live in relative isolation from the
poor even within formal community boundaries. This inter-
pretation would predict a negative relationship between
median income level and crime; Ehrlich's interpretation pre-
dicts a positive relationship. It is easy to suggest consi-
derations that would lend other interpretations to a given
aggregate-level measure. The point is that Ehrlich's elab-
orate and rigorous individual-level model is applied to data
which are not directly or unambiguously related to the is-
sues he claims to test. The theoretical model, when ap-

plied, may thus generate inconsistent and ambiguous results.
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2.3.2 Selected Findings from Other Empirical Work

In addition to Ehrlich's work, other empirical studies
have involved ingenious attempts to tease meaningful results
from the inherent limitations of aggregate data. A few ex-
amples of these approaches will be described. (The reader
interested in a more detailed presentation of findings from
research in the last five years is referred to the review by
Long and Witte.33)

In an often cited 1975 study, Phillips, Votey and Max-
well specifically address the issue of the relative merits
of unemployment rates as compared to labor force participa-
tion rates as measures of economic opportunity and, there-
fore, as predictors of crime.36 They suggest that youth un-
employment rates have less weight in explaining crime be-
cause of the low labor force participation rates of youth,.
In turn, they suggest that "labor force participaton may be
a crucial element” in explaining crime because participation
rates capture long-term trends as opposed to cyclical,
short-run fluctuations that are more likely to be reflected
by unemployment rates.

In relating labor-force characteristics to criminal be-
havior, they specify two alternative partitions. One parti-
tioning divides the sample between those "in the labor
force” and "“out of the labor force.” In this division,

those not working but looking for work are included as par-

35. Long and Witte, "Current Economic Trends."

36. Llad Phillips, Harold L. Votey, Jr., and Darold Max-
well, "Crime, Youth and the Labor Market,” Journal of
Political Ecocnomy B0 (May/June 1872):491.
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ticipants in the labor force. In the other partitioning,
the split is between those "working” and "not working."
When this is done, those looking for work but not working
are placed on the "not working"” side. The issue is impor-
tant because it is likely that labor force drop-outs--those
not working and also not looking--are more likely to be in-
volved in crime. After analyzing these alternatives, the
authors conclude that the "labor force/not in the labor
force" classification is the most relevant one for crime
analysis.

In their conclusion, Phillips et al. also make the
strong claim that "changing labor market opportunities are
sufficient to explain increasing crime rates for youth" for
the United States during the years 1952-67. They base their
conclusion on the idea that a decline in labor force parti-
cipation rates indicates individuals dropping out of the la-
bor force and presumably entering into criminal activity.
However, it cannot be inferred from their study whether
rises in youth crime rates tend to result from increases in
activity levels of those already engaged in criminal be-
havior, or whether individuals who formerly did not commit
crimes begin to do so. In addition, their hypothesis does
not address the observation that, for women, labor force
participation and crime rates have both been rising.37

Leveson, dissenting from Phillips et al., gquestions the

37. For evidence on this point, see Ann P. Bartel, "Women
and Crime: An Economic Analysis,"™ Economic Inguiry 17
(January 19793): 29.
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impact of labor force participation on crime.38 peveson al-
so examines the effects of youth unemployment on crime
rates., Although agreeing that youth unemployment has some
significant influence on crime rates, Leveson claims that
adult unemployment rates show no significant relationship to
changes in c¢rime rates.

In Leveson's work, the use of many diverse factors in-
creases the difficulty of identifying distinct impacts of
any one factor such as drug addiction or youth unemploy-
ment. These specifics do not appear easily separable from
such general phenomena as urbanization, racial discrimina-
tion and poverty. (Leveson's factors also are highly inter-
correlated, creating further difficulties). He nonetheless
claims that "the magnitude of the influences can often be
determined within reasonable bounds,™39

Specifically, Leveson estimates that youth unemployment
accounted for 25 to 30 percent of the change in crime rates
from 1952 to 1963, and 30 to 40 percent of the changes from
1963 to 1973. This estimate differs greatly both from Phil-
lips and Votey's attribution of 98 percent of the rising
trend in youth crime to youth labor force participation
rates, and from Ehrlich's inability to find any significant
relation between youth unemployment or labor force partici-

pation rates and crime. Comparison of these three studies

38. 1Irving Leveson, The Growth of Crime (Croton-on-Hudson:
Hudson Institute, 1976).

39- Ibidn’ p.VII"z.
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again illustrates the difficulties in specifying empirical
measures of theoretical variables and obtaining consistent,
plausible results in the context of aggregate~level re-
search.

Even a brief discussion of empirical research using ag-
gregate data must mention Harvey Brenner's work. Among re-
searchers examining the relationships between employment
(and other economic factors) and crime, Brenner makes the
strongest claims regarding the existence of significant,
causal impacts of the functioning of the economy on crime.
In a report to the Joint Economic Committee of Congress,
Brenner holds that a 1.4 percent rise in unemployment during
1970 was "directly responsible® for 7,660 state prison
admissions and 1,740 homicides, in addition to "other social
damage."40 Estimated losses to the economy from these two
outcomes alone approach 644 million dollars.

Brenner's aggregate-level research is oriented toward
the epidemioclogy of such diverse phenomena as cardiovascular
disease, admissions to prisons and mental institutions and
suicide rates. He has correlated these phenomena with a
variety of economic indicators, and found that unemployment
rates correlate most highly with the social problems. In
his study for the Joint Economic Committee, Brenner tries
"to translate the research findings on the pathological ef-

fects of unemployment and other forms of economic distress

40. M. Harvey Brenner, Estimating the Social Costs of Na-
tional Economic Policy: Implications for Mental and
Physical Health and Criminal Aggression (Washington,
D.C.: Joint Eronomic Committee, Congress of the United
Statec, Government Printing Office, 1975).
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into a form that would be useful for national economic
policy decisions."4! For an index of crime, he uses prison
admission rates. Correlating these rates with economic in-
dicators, Brenner finds again that unemployment rates show
the most significant associations. Through a time series
analysis, he concludes that a one percent increase in unem-
ployment sustained over six years would be associated with
approximately 3,340 admissions to state prisons.

A serious difficulty with Brenner's work is that it
fails to specify a model which tests for the impact of unem~
ployment while adequately controlling for a range of other,
possibly confounding factors. These objections to Brenner's
work are similar to issues raised in the discussion above of
other aggregate research.

Witte's study of the employment and crime experiences
of a sample of North Carclina prison releasees provides a
rare instance of implementation of the economic model of
crime utilizing individual data.42 Witte, building on the
theoretical work of Block and Heineke as well as Becker and
Ehrlich, finds some support for the deterrence elements of
the economic model.

Witte's data are taken from a study of the post-release

activities of 641 men imprisoned in North Carolina in 1969

41. 1Ibid.

42. Ann Dryden Witte, "Estimating the Economic Model of
Crime with Individual Data," The Quarterly Journal of
Economics (February 1980); see also Ann Dryden Witte,
Work Release in North Carolina: An Evaluation of 1Its
Post-Release Effects (Chapel Hill, N.C.: Institute for
Research in Social Science, 1975).
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or 1971. Criminal records are used as indicators of illegal
activity (re-arrest during the post-release period) and per-
gonal interviews with releasees are used to obtain informa-
tion on legal activities, including measures such as the
number of months between release and a first job and hourly
wage rates. The deterrence variables--certainty and sever-
ity of punishment--are measured by calculating for each in-
dividual separately his fraction of convictions to arrests
{(prior to the release period examined in the model) and his
fraction of prior jail or prison sentences to convictions.
Selected background and "taste variables,” such as age at
first arrest, age at release, race, drug or alcohol use,
marital status, etc., are also included in the study.

Witte finds that variables measuring the "expected”
certainty and severity of punishment (the individual's
conviction rate and imprisonment rate) are negatively
associated with criminal activity "in a number of instances"
and that the model specification utilized also suggests that
certainty has a greater déterrent effect than severity of
punishment. Witte notes that “"the support we provide [for
the deterrence model--ed.] is relatively weak."43 The
statistical significance of a number of her independent
-variables is influenced by Witte's inclusion of the taste
variables described above. Finally, as is true in many

other studies, the results relating to labor market measures

43. 1Ibid., p.79.
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are sometimes inconsistent with expectations (a measure of
expected unemployment is negatively associated with arrests)
and in many other cases they are statistically insignificant
although of the expected algebraic sign.

An interesting feature of Witte's work, in accordance
with Manski's suggestions, is the attempt to estimate separ-
ate impacts of deterrence and labor market measures for sub-
groups of prison releasees specializing in different types
of crime. 1Impacts are estimated for those committing "con-
sumption crimes" (e.g., assaults), serious and non-serious
property crimes and a fourth category of "residual" offenses
(e.g., obstructing justice). The seemingly curious use of
the term "consumption® to reflect interpersonal crimes fol-
lows the standard economic model discussed earlier. Income-
generating offenses represent "market" activities; non-in-
come-generating offenses thus become "non-market," "leisure"
or "consumption" activities. Witte suggests that various el-
ements of deterrence work differently for different types of
crimes, sometimes in ways that seem paradoxical, given the
economic model of crime:

For individuals who specialize in consumption of-

fenses, longer expected sentences appear to pro-

vide the most effective deterrent, while for non-

serious income offenders a higher probability of

imprisonment seems most effective, and for indivi-
duals who specialize in crimes other than consump-

tion or income offenses, the gmobability of con-
viction seems most effective.?

Neither the deterrence nor legitimate income variables

44. 1Ibid., p.76.
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have the expected effect on the serious property offenders,
a result which Witte believes attributable to the prevalence
of drug addicts among this group. Witte recommends that ad-
ditional tests of the economic model be employed using indi-
vidual data, and suggests that these tests "would be most
beneficial if they dealt with groups less comnitted to crim-
inal activity than former prison inmates."45

The above discussion of selected examples of econome-
tric research concludes the chapter's consideration of the
economic model of crime. What emerges from this literature
is conventional economics' continuing reliance on the as-
sumptions of utility theory in framing predictions concern-
ing both labor market and legal/illegal decisions. In spe-
cific tests of the economic model, however, relatively few
characteristics of the labor market are taken into account,
and those that are derive almost exclusively from indivi~
dualistic theory. In the following section, segmented labor
market theories are discussed. These theories invoke an as-
sortment of structural features of labor markets. Also, SLM
theories have implications for a theory of employment and
crime, since SLM predicts a lack of impact of human capital
on labor market success in some job sectors. However, these
implications have only been sketchily developed in the SLM

literature.

45, 1Ibid., p.B2.
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2.4 Segmented Labor Markets and Crime

Although both human capital and segmented labor market
(SLM) theories range across a wide spectrum of topics in la-
bor economics--including issues of youth unemployment, ef-
fects of minimum wage legislation and racial discrimina-
tion--it is in their differing accounts of poverty that the
two positions most forcibly disagree. Human capital theory
emphasizes the individual deficiencies of the poor, arguing
that low levels of self-investment cause some labor market
participants to be relatively unproductive and hence unat-
tractive to employers. Segmented labor market theories, by
contrast, see the economy as divided into two distinct
markets:

{The primary market] offers Jjobs which possess

several of the following traits: high wages, good

working conditions, employment stability and job
security, egquity and due process in the adminis-
tration of work rules, and chances for advance-
ment. The other, or secondary sector, has Jjobs
which, relative to those in the primary sector,

are decidedly less attractive. They tend to .in-

volve low wages, poor working conditions, consid-

erable variability in employment, harsh and arbi-
trary discipline, and little opportunity to ad~
vance. The Eoor are confined to the secondary la-

bor market.?

Relying on the notion of a dual economy, oOr in some
versions on a plurality of relatively distinct labor market
segments and shelters, SLM theorists attempt to show that

some groups of workers are more exposed than others to var-

jous structural and institutional barriers to full employ-

46. Michael J. Piore, "The Dual Labor Market: Theory and
Implications," in David Gordon, ed., Problems in Poli-
tical Economy: An Urban Perspective (Lexington, Mass.:
D.C. Heath, 1977): 94.
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ment. Problems include racial discrimination, unequal re-
turns to education depending on race and sex, minimal im-
pacts of training programs, and limited access to "internal"
labor markets provided by large firms and some labor
unions.47

Conventional economic theory attempts to deal with
these problems by reference to "imperfections” in labor mar-
kets which should work out over time given the pressures of
competition. But segmented labor market theorists would
agree with Thurow, who notes:

An observer of the economic game should be ex-
tremely reluctant to label anything that has
existed for long periods of time a "market imper-
fection." If the phenomenon has survived, the
chances are high that it is an integral part of
the game and not a market imperfection. Or at
least, this possibility should be seriously inves-
tigated and each of the deviant observations
should be examined to see if they can be explained
in some consistent manner that does not rely on ex
post ad hoc market imperfections.

Although SLM theories share a structural emphasis, as
well as an interest in the problems of poverty and discrim-
ination, they differ in the structural characterization of

the economy. One characterization of worker behavior that

47. "Internal labor market" refers to the range of intra-
firm advancement opportunities in which competition for
better jobs is limited to those already hired. RS
such, the internal labor market is one of a number of
"shelters" enjoyed by primary workers. See Marcia K.
Freedman, Labor Markets: Segments and Shelters (Mont-
clair, N.J.: Allanheid, Osmun & Co. 1976) and also
Peter B. Doeringer and Michael J. Piore, Internal Labor
Markets and Manpower Analysis (Lexington, Mass.: D.C.
Heath, 19771).

48. Lester Thurow, Generating Ineguality: Mechanisms of
Distribution in the U.S. Economy (New York: Basic
Books, 1975}:55.




62

is of special use for understanding employment and crime is-
sues has been provided by Harrison. As shown in the diagram
in Figure 2 below, Harrison locates property~oriented street
crime as one of "four kinds of labor-time-consuming and re-
munerative activities in urban economies which display re-
markably similar characteristics."49 Individuals move
among various activities in the economic "periphery" with
relative ease and frequency, while mobility into the primary
labor market--the economic "core®--is severely constrained.
Rather than distinct groups of criminals, secondary workers,
welfare recipients, and "hustlers,” Harrison suggests that
individuals combine various income strategies to fulfill

total income reguirements,

FIGURE 2

The Structure of Urban Labor Markets
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49. Bennett Harrison, "Employment, Unemployment and Struc-
ture of the Urban Labor Market,"” Wharton Quarterly
(Spring 1972}.
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Harrison and other SLM theorists have also undertaken
research which challenges the human capital interpretation
of the labor market experiences of blacks. Harrison's study
of education and training payoffs for blacks and whites in
urban areas concludes that:

...nonwhites living in the nation's largest metro-

politan areas have not received returns--measured

in earnings or probabilities of unemployment--com-

mensurate with their acguired stocks of human cap-

ital, especially when compared with whites living

in the same parts of the city. These returns are

particularly low--and in the case of reduced job-

lessness6 virtually non-existent-~in the urban
ghetto.5

Other researchers also find that human capital theory
does not adeguately account for urban labor market experi-
ence; these researchers all adopt some form of the segmented
labor market approach.S1 Recent work on youth unemployment
suggests a heavy concentration of problems among unemployed
and discouraged young black males in urban areas. This lit-
erature reflects the debate as to whether individual human
capital deficiencies or structural labor market issues ac-
count for high levels of minority youth unemployment. Feld-
stein and Ellwood, for example, link chronic youth unemploy-

ment to the "relatively little schooling" of some youths,

while Clark and Summers attribute much of the problem to

50. Bennett Harrison, Education, Training, and the Urban
Ghetto (Baltimore: The Johns Hopkins University Press,
1972): 208.

51. Work illustrating the SLM approach includes David M.
Gordon, "Class, Productivity, and the Ghetto" {Ph.D.
dissertation, Harvard University, 1971) and Barry Blue-
stone, "The Tripartite Economy: Labor Markets and the
Working Poor," Poverty and Human ResOUTrCES {July/RAugust
1970); and the references cited in note 47 above.
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nchortages of acceptable jobs."52 Freeman, in his review of
youth unemployment issues, tentatively supports the struc-
tural conclusions, and begins to build a foundation for at
least some speculation about relationships between unemploy-
ment and crime.53

In general, research on youth unemployment suggests
that many young workers are given access to job ladders in
firms or trades through family and friends; these informal
networks transmit attitudes, expectations, and labor market
information. Economically successful families have more ex-
tensive and better connected networks, more resources to in-
vest in their children, more access to and influence over
other agencies of social control, (e.g., the schools) and
finally, more direct control over their children's behavior
(see Chapter Three). Economically deprived families are
less connected and have less to invest in their children.
Given additional impediments to employment which arise from
persistent racial discrimination, children and young adults
in poor minority families are, in effect, structurally
blocked from labor market success and simultaneously exposed

to greater risk of criminal involvement.

§2. Martin Feldstein and David Ellwood, "Teenage Unemploy-
ment: What is the Problem?" Working Paper No.274 (Cam-
bridge: National Bureau of Economic Research, August
1978): 57; Kim B. Clark and Lawrence H., Summers, *The
Dynamics of Youth Unemployment" Working Paper No.393
(Cambridge: National Bureau of Economic Research, Sep-
tember 1979, abstract).

53. Richard Freeman, "Why Is There a Youth Labor Market
Problem?", Chapter One in Bernard E. Anderson and Isa-
bel V. Sawhill, eds., Youth Employment and Public Pol-
icy (Englewcod Cliffs, N.J.: Prentice-Hall, 1980): 6.




65

Bowen and Finegan report that labor force participation
of males 14 to 17 years of age enrolled in school in urban
areas in 1960 is positively related to income of other fam-
ily members for a sample of families whose total income ran-
ges between $4,000 and $11,000. Their explanation is that
youngsters in higher income families have a comparative ad-
vantage in finding part-time jobs: "parents are more fre-
guently able to help, mainly as a result of their business
and social contacts."54 In another study, Robert Lerman
finds that children of white collar workers have signifi-
cantly higher rates of employment as compared to children of
blue collar workers.5> Finally, Albert Rees and Wayne Gray
also attempt to test the hypothesis that parental contacts
assist youth in finding jobs. Although their results show
no significant effects of parental characteristies on youth
employment, they do find an impact of siblings' employment,
again suggesting a family influence.26

Other studies relate non-economic variables to differ~
ences in behavior and labor market success. Osterman, for
instance, relates labor market characteristics to age in

studies of aggregate age-specific data and in exploratory,

54. William G. Bowen and T. Aldrich Finegan, The Econonics
of Labor Force Participation (Princeton, N.J.: Prince-
ton University Press, 1969).

55. Robert Lerman, "Analysis of Youth Labor Force Partici~
pation, School Activity and Employment Rate" (Unpub-
1ished Ph.D. dissertation, M.I.T., 1870).

56. Albert Rees and Wayne Gray, "Family Effects of Youth
Employment," National Bureau of Economic Research Con-
ference on Youth Joblessness and Employment, May 19789,
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gualitative research.57 He sees three distinct stages in
youthful labor market experiences: moratorium, exploration,
and settling down. The moratorium period, when youths are
not interested in full-time, steady work, encompasses ages
16 to 19; exploration, when some jobs are tried out, but not
on a fully committed basis, spans ages 20 to 24; and set~
tling down begins at around age 25. Other studies suggest
an impact from early labor market experience on subsequent
experiences. Adams and Mangum inquire into the importance
of unsatisfactory experiences at an early age in workers'
subseguent labor market activity and success.58 psing data
from the National Longitudinal Surveys (which include
workers experiencing short-run transitional problems) they
find that:

There appears to be little question that, on the

average those having difficult labor market exper-

iences as youths are the same individuals who have

difficulties 1later on. While many unemployed

youths successfully move into well-paying, perman-—

ent positions, many will not do so by the time

they are in their mid-twenties and, as a gesult,

face a real disadvantage as adult workers, >

Though other research is available that supports the
range of findings outlined above, we have been unable to lo-

cate econometric work that directly addresses the possible

‘linkages between youth labor force experience and crim-

57. Paul Osterman, "The Structure of the Youth Labor Mar-
ket ," New York: Research Center for Economic Planning,
March 1975. {Mimeo}.

58. Arvil V. Adams and Garth L. Mangum, The Lingering Cri-
sis of Youth Unemployment (Kalamazoo, Mich.: The W. E.
Upjohn Institute for Employment Research, 18978}.

59, 1Ib:.d., p.103.
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inality. We have seen that the economic model, bolstered by
human capital theory, accounts for employment and crime re-
lationships through calculations of marginal utility that
weigh the monetary returns of legal versus illegal options.
SLM theories, although they emphasize the role of institu-
tional and organizational features of the economy, would
probably concur with the notion of a predominantly economic
motivation. The difference between the two positions is in
their accounts of obstacles preventing economic success,
not in the primacy of the economic goal itself,

In summary, conventional economic analysis and SLM
theories offer different interpretations for the relation-
ships between human capital, employment opportunities, and
crime. Human capital theory emphasizes the "return on in-
vestment” of education and training in the labor market;
conseguently, human capital and crime would tend to be in-
versely related since increases in human capital would
increase productivity and 1legal earnings opportunities.
Segmented labor market theories, on the other hand, stress
that variations irn human capital do not automatically trans-
late into labor market rewards; institutional factors play a
more important role in determining labor force status. Edu-
cation and training--if available for individuals in secon-
dary labor markets--will not tend to result in increased em-
ployment opportunities and earnings, so the relationships
between human capital, employment and crime are much 1less
clear cut. Although SLM theories do not fully elaborate the

linkages between employment and crime, they do provide a
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rich description of labor market activities differentiated
according to structural and institutional settings. 1In such
a context, it can be seen that individuals may engdage in
crime not just because the competing economic rewards from
legitmate employment are minimal, or even because op-
portunities for economic and occupational advancement are
limited, but in part because the array of secondary employ-
ment roles available to them are themselves not distine-
tively different from "hustling" on the street or nego-

tiating hostile welfare bureaucracies.

2.5 Tentative Conclusions and Suggestions for Further
Research

From the literature reviewed above, it can be seen that
agreement has yet to be reached both on the most appropriate
economic perspective with which to study employment and
crime and the most fruitful methodology to employ. SLM
theories suggest the need to broaden the set of research
guestions to include structural factors and some methodo-
logists working within thé-framework of conventional eco-
nomics call for pursuing research at the individual level.
. This section briefly discusses other suggestions for further
. employment and crime research.

Aggregate measures used and subpopulations studied

Since aggregate-level research remains a much less
expensive and more generalized opportunity for studying em-
ployment and crime relationships, several improvements can

be proposed. Aggregate-level analyses should incorporate
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units of analysis that are relatively homogeneous and mutu-
ally comparable in terms appropriate to a given theoretical
model. Thus, for example, only medium-sized cities were se-
lected by Sjoguist in his test of an economic model. He
eliminated cities adjacent to other urban areas because of
the possibility of "spill-over effects."60 For different
reasons, time-series analyses also ensure comparison of re-
latively homogeneous units since the same city {or other
unit) is compared across different time periods.

Individual~level research using broadly-defined samples
of potential offenders

The difficulties of interpreting aggregate-level re-
sults, exemplified in the discussion above of Ehrlich's re-
search, provide ample reasons for the use of individual-
level measures. Manski, in an article discussed above, also
elaborates on the need for individual-level crime research.

...anyone can commit a crime. Hence, the relevant

decision-making population for a study of criminal

behavior should be the entire population of an

area and not some a priori specified "eriminal
element."61

In making this point, Mansﬁi is influenced by the problem of
"yruncated” sampling or self-selection. Resesarch using
individual data on arrested or imprisoned groups is evident-
1y confined to those who "decided" in some degree in favor

of one sort of option: the illegitimate one.

60. David Lawrence Sjoguist, "Property Crime and Economic
Behavior," American Economic Review 63 (June 1973):
439,

61. Manski, "Prospects for Inference," p.406.
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Manski's call for sampling from the "entire population”
is further supported by the fact that sampling of offenders
invariably involves selection at varying distances from the
behavior itself. For those doing crime, arrest is a proba-
bilistic outcome, conditioned by numerous criminal justice
and behavioral variables about which the analyst will
usually have skimpy information. If arrested, then
conviction and sentencing to imprisonment are subsequent
joint outcomes representing only one of a complex, branching
tree of possibilities. The shape of the "tree" is itself
determined in part by the extent of aggregate crime.

The offender's progress through different stages of the
criminal justice system depends on interactions between
characteristics of the system and of the offender. There-
fore, any sampling of officially-defined offenders is con-
taminated by many factors irrelevant to the determinants of
the offender's "crime decision.”

Relating Crime Research to the Criminal Justice Systen

So far, we have been concentrating on those methodolog-
ical problems relating to the adeguacy of the economic model
as a theory of behavior--with emphasis on the behavior of
individual offenders or potential offenders. But as discus-
sed in the introduction to the chapter and beginning with
Becker's initial formulation, the economic model has been
explicitly addressed to policy concerns as well as to ef-
forts to build behavioral models. As a policy guide, the
economic model has questionable relevance to the administra-

tion of criminal justice. For example, to see the "output"
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of police and courts as chiefly apprehension and conviction
is to overlook much of what police and courts actually do.
The police "keep order™ in poor communities; they respond in
a large proportion of cases to calls not related to criminal
offenses: and in general they serve as an agency of "last
resort" for many poor people who cannot afford other social
services.

Similarly, although the popular image of court activity
depicts a process which sends criminals off to prison, the
underlying situation is much more varied and complex. Low
rates of reporting of crime by citizens; low clearance rates
by arrest; further weeding out of cases at initial charging
and indictment; and disposition through plea and sentence
bargaining suggest that very few crimes among a large esti-
mated volume of felony crimes actually culminate in arrests,
let alone prison sentences. For example, calculations based
on data from Vera's recent study of the felony disposition
process in New York City support the estimate that of 100
felony offenses committed'in New York City (only half of
which are likely to be reported to the police), 2.7 lead to
a jail or prison sentence of any kind, and only 0.3 lead to

a felony sentence of over one year.62

62. See Vera Institute of Justice, Felony Arrests: Their
Prosecution and Disposition in New York City's Courts
(New York: Longman, 1981), pp. 1-3. If about one half
of all felony crimes are reported, about one in five
reports “cleared" by an arrest, then Vera's Figure ]
(Ibid., p.1) gives the results described in the text.
As Vera points out, reporting of crimes and clearance
by arrest vary considerably according to crime type and
circumstance.
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Thus, proposals in the economic model of crime for "op-
timal™ policy designs must be reconsidered in light of the
actual workings of the criminal justice system. Por exam-
ple, if the policy suggestion is that the proportion of fel-
ony offenses leading to imprisonment be doubled, it is not
at all clear that such a policy could be implemented. Re~
search in criminal justice is beginning to suggest that the
proportions of felony cases resulting in various disposi-
tions (e.g., dismissals, convictions, incarcerations) may be
fairly stable over time and across jurisdictions. If, on
the other hand, the policy suggestion is that the actual
number of people receiving felony imprisonment be doubled,
costs involved in implementing that policy are likely to be
immense. If we assume the relative stability of the distri-
bution of dispositions, the only way to double the number of
people sentenced to jail or prison is to double the number
of people handled by the system at each of its various pro-
cessing points.

Focusing on labor market realities

Our earlier conceptual discussion of the economic model
of crime suggests uncertainty over whether all crimes were
to be considered as labor market activities. In Becker's
formulation, the time-allocation decision is made between
legal and illegal activities, without reference to a ¢ross-
cutting division between income-generating and consumption
activities. Ehrlich, in elaborating his model to incorpo-
rate age-specific labor force participation rates, specu~

lates that crimes against persons are to be viewed as time-
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intensive "consumption activities,"” thus accounting for an
observed negative impact of labor force participation on
such crimes. Gillespie comments on Ehrlich's theoretical ar-
gument:

...if the labor force participation rate falls,
more time is now available for consumption activi-
ties—-a scale effect. Further the fall in labor
force participation may also be related to a fall
in wage returns of legal activity--a substitution
effect. Both effects will make crimes against
persons more attractive. The scale effect re-
ljeases time that may now be spent in part in such
time-intensive consumption activities as rape,
murder, and assault. The substitution effect also
makes the consumption of market goods a relatively
less attractive activity for contributing to util-
ity because the lower wage rate will regquire a
greater expenditure of working time to get market
goods from which utility is derived. In compari-
son, rape, murder and assault are activities which
can provide a direct increase in utility without
any intermediate market activity.63

Though Gillespie characterizes Ehrlich's argument as
one which is "theoretically consistent but otherwise strains
one's credulity," the problem lies more in the ad hoc intro-
duction of speculations concerning labor market activity and
the personal impacts of qnemployment.54 1f it is conceded
for the moment that unemployment is a stressful condition
that in all likelihood places the individual into contact
with others similarly under stress, the relationship between
declines in labor force participation and increases in per-
sonal crimes does not appear at all forced. Indeed, though
an inadvertent comic flavor attaches to the jargon=-laden

characterization of rape and murder as “"time-intensive con-

63. Gillespie, "Economic Factors,” p.36.

64. 1Ibid.
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sumption activities...that provide a direct increase in
utility without any intermediate market activity,” the nega-
tive correlation between labor force participatioﬁ and
crimes against persons appears plausible. Nevertheless, the
explanation of that correlation as a product of the indivi-
dual's utility-maximizing choices still strains credulity.
It may be more understandable if this behavior is seen as
particular outcomes within a range of activities engaged in
by labor force drop-outs who are under stress and who have
®time on their hands."65 (The discussion of street and
peer-group subcultures presented in Chapter Three is rele-
vant to this issue.)

The economic model of crime does not address labor mar-
ket realities in another important respect--the model is not
conceptualized in a way to take into account the disparity

between black and white labor force experiences and the in-
teraction of this difference with the impact of criminal
justice agencies. A rough estimate of male prisoners in
state and federal institutions in 1976 shows 141,800 whites
and 135,700 blacks.86 1If these white male prisoners were
added to the count of the white unemployed in 1876, the re-
sulting unemployment rate for white males would only rise

from 6.4 to 6.6 percent, a 4.1 percent relative increase.

65. For a selection of papers on the topic of unemploy-
ment's impact on health, see Louis A. Ferman and Jeanne
P. Gordus, eds., Mental Health and the Economy (Kala-
mazoo, Mich.: The W. E. Upjohn Institute for Employment
Research, 1979): passim.

66. Telephone conversation with Thomas Pedesek, "National
Prisoner Statistics Program, September 1978.
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If black male prisoners were added to their unemployment
group, the black rate would rise from 12.7 to 14.7 percent,
a 15.5 percent relative increase.87 Black male unemployment
rates may be further increased if accurate gata could be ob-
tained on blacks detained or serving misdemeanor sentences
in local jails; if undercounts of ghetto populations were
corrected; and if the greater incidence of "subemployment”
and labor force drop-out among blacks were taken into ac-
count.

officially, for every 5.5 blacks who were unemployed in
1976, one was imprisoned; for whites, the ratio is 22.7 to
one. These sharply different ratios suggest that black un-
employment is much more sensitive than white unemployment to
fluctuations in penal populations or other changes in crim-
inal justice procedures., Penal practices thus contribute to
obscuring the magnitude of the underlying unemployment prob-
Jems of the black population, even though existing figures
reveal severe problems. The specific labor market difficul-
ties of blacks and other disadvantaged groups are also down-
played when analysts employ overall unemployment rates in
lieu of rates specific to the given sub~population; when
discouraged and underemployed workers are ignored in conven-
‘tional statistics of unemployment; and when census techni-
gues fail accurately to enumerate inner-city residents.

It is difficult to tell what effects more specific so-
cial indicators and improved measurement techniques would

have on the strength of measures of association between ag-

67. The calculation assumes that all prisoners would be in
the labor force and unemployed; important differences
remain even if this assumption is relaxed.
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gregate rates _of unemployment and underemployment and
crime. Current statistics probably underestimate the degree
of association between labor market problems and cfime to
the extent that unrecorded variations in underemployment do
correlate with crime but vary independently of unemployment
rates. Global unemployment rates are an inadeguate proxy
for unobserved under- and unemployment rates of specific
sub-populations. Direct measures of the latter would almost
certainly increase observed associations between unemploy-
ment and crime. When it is remembered that the labor force
participation rate for black youth (the proportion of those
working or actively seeking work) was below 40 percent in
December 1979, the current emphasis on changes in global un-
employment (all those unemployed but actively seeking work)
to account for crime in economic terms does not appear con-
vincing.

Policy Issues

The discussion of the human capital and segmented labor
market positions above reveals a fundamental difference in
their respective conceptions of the structure and internal
processes of the labor market. These differences, in turn,
produce substantial differences in how the two schools of
'thought view the nature of the labor market alternatives
available to individuals and how these alternatives are gen-
erated. The conception of human capital theory is indivi-
dualistic, focusing on individual actions of employers and
workers within competitive market settings. It assumes that

the range of market alternatives is rather equally distri-
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buted across racial, ethnic and social strata. SLM theories
emphasize the role of historical, institutional and organi-
zational features of the economic environment and suggest
that these features of society serve to divide the labor
market into segments each of which offers its members dif-
ferent labor market alternatives.

It is not the purpose of this review to voice an opin-
ion concerning the relative explanatory power, cogency Or
realism of the two economic approaches. It is appropriate,
however, to point out the divergence in policy positions
that are associated with these competing theoretical posi-
tions. 1In this context, a peculiar irony emerges. The hu-
man capital conception emphasizes the notion that labor mar-
ket rewards are apportioned on the basis of individual pro-
ductivities that in turn result from self-investments in
schooling and training. Extended to include criminal op-
tions, this conception leads in principle to the relatively
optimistic, politically 1iberal notion that improved legal
opportunities--embodied in 'added schooling and training that
augment productivity--would reduce crime by increasing its
"opportunity costs.” Instead, the human capital conception
is today associated with deterrence policies. The general
notion of the role of incentives in influencing behavior is
in practice transmuted into a policy emphasis on increased
negative sanctions. (As will be seen in Chapter Four below,
numerous manpower and training approaches have been devel-
oped for ex-~offender and delinguent groups that embody the

assumptions of the human capital model. However, the indi-
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vidualized economic approach to crime has become linked with
deterrence policy, not with raising the returns from legal
labor market options.)

On the other side of the debate among economists, the
SLM positions are concerned to account for the labor market
failures of the poor and to avoid a "blaming the victim" ap-
proach. The inadeguate schooling, training and employment
histories of poor, high crime groups are acknowledged but
they are seen as an essential component of the structure of
segmented labor markets. While this viewpoint certainly
avoids blaming the victim, the specific interventions that
might increase opportunities and alleviate crime are politi-
cally controversial. Such interventions might include: tar-
geted tax credits; affirmative action laws and their strin-
gent enforcement; the funding of urban development under
neighborhood control; permanent public sector employment;
subsidized on-the-job training in the private sector; minor-
ity contracting and employment guarantees; and full employ-
ment monetary and fiscal policies.

The apparent failure of many manpower programs for ex-
offenders to reduce crime would be seen by SLM theorists as
resulting from these programs' continuing emphasis on secon-
dary employment. Moreover, to provide other than secondary
employment opportunities for significant numbers of ex-of-

fenders, without broader full employment efforts, would

leapfrog many other disadvantaged groups in the economy. 68

68. For a sustained discussion of the political implica-
tiong of limited economic growth, see Lester C. Thurow,
The Zero-Sum Society: Distribution and the Possibili-
ties for Econom.c Chance (New York: Basic Books, 1980}.
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In the absence of broad structural economic change, near
minimum wage employment will probably continue as the norm
for any large-scale efforts directed at ex~offenders. Given
these approaches, the SLM position predicts a continuing
failure of these programs to substantially reduce crime.

Are employment and crime policy alternatives as bleak
as would appear to be the case from the foregoing? The
answer may depend on considerations that go beyond the scope
of the current debate between the human capital and SLM
conceptions of the labor market. For example, Chapter Three
discusses sociocultural factors that partly account for
crime differentials not readily explained by exclusively
economic considerations. Family socialization, schooling
and the cultural institutions associated with different age
grades and the process of maturation are among important,
non-economic "third factors.” These factors will be consi-

dered in the next chapter.






