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in demographics and tend to finish college later, both of which affect wages. Additionally, veterans may have hard-to-

measure attributes that serve to help and/or harm their ability to earn higher wages in the modern civilian workforce. 

This methodology segments the part of the gap due to observable vs. non-observable differences between veterans 

and non-veterans. The method also allows comparisons between veterans who match non-veteran workers in observ-

able characteristics and veterans that do not match non-veterans. The idea is that two people (a veteran and a non-

veteran) that match in education, age, the industry they work in, gender, race, family circumstances, and disability 

should be comparable in wages. I find that male veterans experience a nine percent gap in pay while female and black 

veterans experience wage premiums over non-veterans. Veterans that do not match civilian characteristics make sub-

stantially lower wages than veterans who do match.  
 

The potential link between veteran status and earnings is not straightforward, thus a priori propositions on the direc-

tion of the veteran wage difference are not clear. On the one hand, valuable technical skills and experience may help a 

veteran land in higher-paying industries and occupations. The educational and health support that veterans receive 

-.



P a g e  3  I s s u e  5 5 ,  S p r i n g  2 0 1 4  

(continued from page 2)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1 presents the cumulative distribution function (CDF) of hourly wages for non-veterans and veterans. When the 

CDF for veterans lie to the right (left) of the CDF for non-veterans, the veteran in a given percentile of wages has a 

higher (lower) wage than the non-veteran in that percentile. The top-left Subfigure (1a) illustrates a veteran wage gap 

for male workers starting around the median — the dashed black line for non-veterans falls to the right of the veterans 

line at the top of the distribution. The female distribution shows a different story. The top-right Subfigure (1b) shows a 

veteran wage premium beginning at the bottom of the female distribution, which continues until around the 80th per-

centile of female workers. The veteran premium turns into a gap for the top ten percent of female workers.   
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Veteran Earnings Across Industries and the Government Veterans’ Preference 

A major factor in industry differences of veteran and non-veteran workers is the “Veterans’ preference” in government 

hiring. Figure 2 shows the ten industries with the largest percentage of veterans along with the non-veteran distribu-

tion (represented by bars measured on the left axis). The top-left Figure (2a) shows that nearly 30 percent of male 

veterans work in Public Administration, compared to about five percent of non-veterans. Nearly 40 percent of female 

and black veterans find work in Public Administration. Research from previous years finds that veterans are three 
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Most economists have a perspective on profit that differentiates them from popular views of profit.  Common views 

of profit among non-economists see profits as superfluous icing on a cake, whose only purpose is to make some-

one rich.  Others see profit as coming only from either exploiting labor (by paying subpar wages) or exploiting 

consumers (by manipulating price, quality, or supply).  While economists do sometimes use their analytical tools to 

explain parasitic, discriminatory and exploitative gains (e.g., Gary Becker’s theory of non-competing groups), 

economists also see profit as a complex social institution that has socially useful functions.  Among the socially 

useful functions of profit are: 

 A return to capital owners (an incentive without which investment would not volun-

tarily happen). 

 Compensation to capital owners for deferring consumer spending. 

 Compensation to capital owners for investing in a specific place rather than in the 

next best alternative place. 

 A necessary cost of production (if profit were not allowed, less investment and pro-

duction would be the result). 

 A signal of where capital is needed most to satisfy the most pressing human wants. 

To understand why economists view profit as being socially useful, it is necessary to recall 

the differences between accounting profit, normal profit and economic profit. 

Accounting Profit is simply total revenue minus total accounting cost (excluding Opportunity Costs).  Accounting 

cost includes all explicit costs (plus the implicit cost of depreciation).  Explicit costs are expenses appearing on the 

organization’s income statement that are paid out as expenses (except for depreciation which can be charged as an 

expense, but doesn’t require the organization to disburse funds).  What economists call accounting profit is what is 

commonly called “net income.”  Accounting profit may be expressed as either a dollar amount or as a percentage of 

owners’ investment in the firm.  So an accounting profit of $1,000,000 on $10,000,000 invested by owners could 

be expressed as $1,000,000 or 10%. 

Normal Profit is a rate of return just sufficient to offset all total costs including Opportunity Costs.  A firm that is 

earning a normal profit will not leave its present market because it does not expect that it will earn more by leav-

ing.  If a firm’s accounting costs plus opportunity costs are greater than its revenue where it is, the firm will leave 

that market.  To understand why, suppose you owned a steel mill in Pittsburgh in the early 1980s that was earning 

an accounting profit of 6% above inflation, and if you shut the steel mill down and reinvested the capital from the 

sale of the assets, you could earn 11% above the rate of inflation.  The 11% was the normal profit and the account-

ing profit of 6% was well below the normal profit.  So the steel mill would have been shut down.  That is why 

“profitable” steel mills in Pittsburgh were shut down to finance re-investment in oil exploration ventures. 

Economic Profit is Accounting Profit minus Normal Profit.  In the previous example the economic profit would be    

-5% (6% - 11%).  Economic profits signal to the entire economy whether capital should flow in or flow out of a par-

ticular market.  If economic profits are negative in a market or industry, capital will exit as production shifts are 

cut, production lines are shut down, or plants are closed.  If economic profits are typically positive in an industry, 

capital will flow into that industry and production will be expanded and new firms will enter.  When a typical firm 

has an accounting profit that is equal to the normal profit rate, its economic profits are zero and there will not be 

large net capital movements in or out of that market.                                                              

Normal Profit, Accounting Profit,                                  

Economic Profit and Venezuela 2014  

by Dr. Willard W. Radell 

(continued on page 6) 

Dr. Willard Radell 
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economic profit.  When other drilling firms see that Mogul is earning an economic profit of 10% (an accounting 

profit of 30% where a normal profit is 20%), they will also want to enter the market.  So capital will flow into Lower 

Elbonia.  Result:  more jobs for Elbonians and GDP grows. 

A national government that threatens expropriation, excess profits taxes or unreasonable price controls is increas-

ing the normal profit for doing business in that country.  That means that many existing businesses that would oth-

mailto:Jeffords@iup.edu
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As economists, we all daily affirm the principle that “people respond to incentives.”  Hence, when an economist 

is offered an expense-paid trip to Southern Florida to escape the polar vortex and attend a symposium focused 

on pedagogy and technology, her answer should be obvious!  My gratitude extends to McGraw-Hill for the op-





 

As reported in the last issue of the Economics Newsletter, Dr. Karl McDermott, ’76 and several other eco-

nomics alumni have pledged their support at the leadership level to establish the Robert J. Stonebraker 

Scholarship for Economics.  Dr. Stonebraker was a valued member of the economics department from 1971 

until his retirement in 2001 and known for taking a personal interest in his students and their success be-

yond IUP.  These generous alumni are asking you to join their efforts in honor of Dr. Stonebraker with a 

contribution to this scholarship, establishing a tribute to a professor who made a lasting impact on many 

IUP students during his tenure.  Your support will assist this scholarship in reaching an endowment level, 

which ensures that an economics student can benefit as early as next year and every year going forward.  

Make your gift of support online through www.iup.edu/stonebraker or by completing and returning the 

form below.  If you have any questions regarding the scholarship, please call the Office of Annual Giving at 

724-357-5555 or email iup-giving@iup.edu. 
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Robert J. Stonebraker Scholarship                              

for economics 

 

Yes, I would like to support the Robert J. Stonebraker Scholarship for Economics in  

honor of Dr. Robert J. Stonebraker 

http://www.iup.edu/stonebraker


Editor’s Note:  Holly Lyn Brenize was a recipient of the College of Humanities & Social Sciences Dean’s Merit Scholarship 

this semester. 

What is your hometown?  Newville, PA. 

Do you have a double major/minor?  I am minoring in Applied Statistics. 

Why did you choose IUP?  I chose to attend IUP after I visited the campus for the first 

time.  I had visited many other schools before deciding to visit IUP.  As soon as I saw 

the beautiful campus and how friendly all the students were, I knew that IUP was the 

right college for me.  

Why did you choose to major in economics?  When I originally decided to attend IUP I 

wanted to major in nursing; however, after my first year I was no longer interested in 

nursing.  I took microeconomics with Dr. Yerger my second semester of college and I 

really enjoyed the course.  After that I switched my major to economics and I am very 

happy that I did.  I have enjoyed every economics class that I have taken at IUP. 

What are some of your college highlights/accomplishments/achievements/honors/

extracurricular activities?  
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The top three occupations (protective service, office administration, and maintenance, employing 55 percent of veter-

ans in the sector) all pay 10 percent or less than the industry median wage. 

Decomposing the Veteran Wage Gap 

Table 1 presents the total and decomposed veteran hourly-wage gap. Among all workers in the sample, veterans are 

paid 3.31 percent less than non-veterans on average (p < 0.01). The first result to highlight is the large difference in 

the veteran premium between males and females and white vs. black workers. A large veteran wage gap exists among 

male workers  the mean hourly wage for veterans is 9.20 percent less than the hourly wage of non-veterans (p < 

0.01). Among female workers, however, veteran wages are 1.23 percent higher than non-veterans, though this differ-

ence is not statistically significant. Racial segmentation of the analysis reveals further differences in the premium  

white veterans experience a gap of 2.51 percent (p < 0.01) while black veterans see a premium of 6.62 percent over 

black non-veterans (p < 0.05). 

The decomposition of the veteran gap/premium illustrates the different combinations of characteristics (age, educa-

tion, family, disability, region, and industry) that veteran workers hold and how they are paid in the civilian workforce. 

The first component, ∆v is negative for every subgroup (Columns 2-5). This suggests that veterans with non-veteran 

characteristics are paid more than unmatched veterans. The negative ∆v also suggests that one reason that male (and 

white) veterans are paid less than non-veterans on average is that unique veteran characteristic combinations are paid 

lower. The penalty on unmatched veterans is -7.08 percent for female veterans and -4.63 percent for black veterans. 

 

 

(continued on page 14) 

Gender, Race, and the Veteran Wage Gap (cont.) 
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The second component ∆nv shows that non-veterans with veteran characteristics are paid 6.48 percent more than oth-

er non-veterans. Matched female non-veterans make 9.84 percent more than unmatched non-veterans. This result 

may be related to the result above, female veterans are more represented in the relatively high-paying Public Admin-

istration sector and under-represented in low-paying sectors such as retail, education, and food accommodations. 

Non-veterans females are likely disproportionately represented in the lower part of the wage distribution. 

The third component ∆x focuses the wage comparison between veterans and non-veterans that have a characteristic 

combination match in the other group. Specifically, veterans in this group earn 1.72 percent less on average than sim-

ilar non-veterans. Considerable differences are seen b



P a g e  1 5  

Faculty Notes 

I s s u e  5 5 ,  S p r i n g  2 0 1 4  

 

Drs. David B. Yerger and Todd B. Potts 
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Dr. Alexi S. Thompson’s paper, “Analysis of a Tourism Demand Model Across European Source Countries,” (co-authored 

with Koichi Yamaura) received a revise and resubmit from the journal Tourism Planning and Development.   

Dr. David B. Yerger and Dr. Amber Stephenson have had their article "Optimizing Engagement:  Brand Identification and 

Alumni Donation Behaviors" accepted for publication in the International Journal of Educational Management.  

Dr. Alexi S. Thompson served as a reviewer for two journals, International Journal of Green Energy and Modern Economy.   

Dr. Alexi S. Thompson’s paper, “An Almost Ideal Supply System Estimate of U.S. Energy Substitution” (previously pub-

lished in Energy Economics) was chosen to appear in the journal Renewable Energy Global Innovations for “contributing 

to excellence in Energy research.” 

Dr. David B. Yerger presented two research projects at the 26th Annual International Academy of Business Disciplines 

Conference in San Diego, CA, in April 2014:  "Variations in the Return to Skills Across Bachelor's Degree Occupations," 

and "Students Estimates of Earnings by Major:  Assessing Their Usefulness in the Classroom and the Implications of 

Their Accuracy.” 

Dr. Yaya Sissoko presented an article entitled “Assessing the Impacts of HIV/AIDs on the Economy of Sub-Saharan Afri-

ca” at African Night on April 26, 2014.  Dr. Sissoko is the faculty advisor of the Pan African Student Association (PASA) 

and the coordinator of African Night 2014.   

Dr. Yaya Sissoko will present two research papers entitled "Trade Dwindling Effects of Market Price Support on Refined 

Sugar" (co-authored with Dr. Inoussa Boubacar), and “Assessing the Effects of the Great Recession on the Industrial Sec-

tor in Pennsylvania” (co-authored with Dr. Brian Sloboda) at the Pennsylvania Economic Association (PEA) Annual Confer-

ence at Edinboro University of Pennsylvania, Edinboro, PA, May 29–31, 2014. 

Dr. Alexi S. Thompson will present a working paper “Competitive Devaluations in Highly Touristed Countries”  (co-

authored with Dr. Chris Jeffords and Jessica Black) at two conferences including the Pennsylvania Economic Association 

annual meeting in Edinboro, PA, in May 2014, and the European Economic and Financial Society (EEFS) annual meeting in 

Thessaloniki, Greece, in June 2014.   

 

 




