


Diversity: good or bad?

” Positive and negative effects of diversity in 
production functions, preferences for public 
policies, interpersonal interactions.



Production function

” Diversity of skills, variety of inputs in a Dixit 
Stiglitz production function

” More variety more productivity
” But: difficulty in communication in teams 

(Lazear)
” Optimal amount of diversity in production? 

Inverted U curve?



Preferences

” Preferences for homogeneity of culture, 
language, ethnicity religion or preferences for 
diversity in a group?

” Most survey and experimental evidence 
suggest that most people prefer homogeneity



Preferences and Public Policies

” It seem easier to enforce “good public  
policies” in more homogeneous places.

” Diversity hard to manage.
” U curve her as well? Two equally sized 

groups versus many small groups? James 
Madison Federalist paper

”



Social capital, trust

” Lower in places with more heterogeneity.
” Evidence from experiments, surveys and 

observed behavior.
” Hard to think of a  U curve here.



Hypothesis

” Diversity may be productivity inducing, at 
least to a point because of variety of inputs 
and skills

” This effect is larger the more developed is 
the economy because variety is more 
valuable and institutions to deal with 
complexity are more developed



Hypothesis

” But: how correlated is diversity in skills in 
production and ethnic diversity?



Hypothesis

” Provision of public goods lower with heterogeneity
” Two reasons: do not want to physically share a 

public good with other races (say a swimming pool) 
or different preferences over types or location of 
public goods (a public swimming pool in a white 
suburb or a public school in a black neighborhood)

” Trust, social activities social capital lower with more 
heterogeneity



Measurement

” Ethnicity= Language (Atlas Novi Mira)
” Problematic in Latin America and US Black 

and Whites in the same groups
” Ethnicity= Language + Skin Color (data set in 

Alesina et al J Ec. Growth 2004)



Index

” Probability that two randomly drawn 
individuals belong to the same group

” Is it the correct one?
” James Madison argument in Federalist 

papers
” Polarization index



Results

” Ethnic fragmentation and growth; Easterly 
and Levine (1997)

” Ethnic fragmentation in rich and poor 
countries, in democracies and non

” Remember endogenous institutions!











Results: quality of government

” On measures of quality of government 
Shleifer's gang: “quality of government” 
paper: broadly speaking lower quality of 
government with more ethnic fragmentation, 
especially if one does not control for income 
levels



Segregation

” Alesina Zhuravaskaya (2009) data collection 
of measures of segregation

” Data soon available
” Correlation with quality of government
” Migration, endogeneity, instrumental variable













Results: US localities

” Growth;
” Quality of government: Alesina Baqir and 

Easterly Qje 1997: composition of 
government spending

” Poterba JPub Ec 1995 education spending in 
ethnically fragmented cities and interaction 
with age
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