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Abstract
This article applies philosophical work on epistemic injustice and cognate concepts (such as epistemic self-confidence) to 
study gender and racial disparity in financial markets. Members of disadvantaged groups often receive inferior financial 
services (they pay higher interest rates on loans, their loan applications are more likely to be rejected, etc.). In most jurisdic-
tions, it is illegal to provide discriminatorily disparate treatment to groups defined by gender and skin colour. Racial dispar-
ity in financial services is generally considered to be discriminatory (and therefore illegal). The standard view among most 
regulators is that gender disparity is not discriminatory, though. Through an analysis of various exemplary cases, I propose 
testimonial injustice as a candidate explanation for some of the existing forms of racial disparity found in financial services. 
I show how prejudices about gender and finance decrease epistemic self-confidence, and how this leads to gender disparity. 
And I consider particularly intractable forms of self-fulfilling testimonial injustice.

Keywords Epistemic injustice · Testimonial injustice · Epistemic self-confidence · Self-fulfilling · Finance · 
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Members of disadvantaged groups often receive inferior 
financial services: They pay higher interest rates on loans, 
they are more frequently underinsured, their loan applica-
tions are more likely to be rejected, and they often have 
suboptimal retirement plans (Cheng et al. 2011; Gray 2012; 
Heim et al. 2012). Given the central role that finance plays 
in human lives, these are serious concerns that are studied 
under rubrics such as gender disparity and racial disparity. 
In most jurisdictions, it is illegal to provide discriminato-
rily disparate treatment to groups defined by gender, skin 
colour, or other legally protected characteristics. Yet while 
racial disparity in financial services is generally considered 
to be discriminatory (and therefore illegal), the standard 
view among most regulators is that gender disparity is not 
discriminatory.

Building on recent work on epistemic forms of injustice 
and cognates, I argue that this verdict may have to change, 
and that a significant component of gender disparity comes 
about through prejudicial views about gender and finance, 

which then lead to epistemic injustice. I also offer a new 
interpretation of racial disparity in terms of epistemic, and 
in particular testimonial, injustice. Work on epistemic injus-
tice was pioneered by Miranda Fricker (2007), and is part 
of a larger rapprochement between ethics and epistemol-
ogy, which is gaining traction in business and medical ethics 
(Carel and Kidd 2014; De Bruin 2013). One particular form 
of epistemic injustice, testimonial injustice, arises when 
members of a dominating group hold negative prejudices 
against members of a dominated group, which lead them 
to assign lesser than warranted credibility to the utterances 
or knowledge claims made by members of the dominated 
group. Assigning lesser than warranted credibility consti-
tutes an injustice in that it wrongs them as knowing subjects. 
Fricker’s main example of testimonial injustice comes from 
Harper Lee’s To Kill a Mockingbird. In this novel, a black 
man in Alabama in the 1930s stands trial for having raped 
a white girl. Circumstantial evidence is overwhelmingly on 
the side of his being innocent, but the all-white jury refuses 
to believe his testimony on the basis of an unjustified preju-
dice that black people are generally untrustworthy—and so 
he is convicted. Testimonial injustice has been demonstrated 
in a wide variety of contexts, including patient experiences 
in medical ethics (Carel and Kidd 2014), inclusiveness in 
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education (Frank 2013), and indigenous people in law (Tso-
sie 2012).

This article focuses on the market for consumer and small 
business loans. In the wake of the global financial crisis, 
philosophers and business ethicists have turned to questions 
concerning finance (De Bruin 2015; Claassen 2015; Her-
zog 2017; Hudon and Sandberg 2013; Van’t Klooster 2019; 
Meyer 2017; Sorrell 2018; Wollner 2014). The literature on 
epistemic injustice, however, has so far focused primarily 
on applications in professions such as healthcare, education, 
and law, rather than business, despite the fact that econo-
mists and psychologists show an increasing interest in the 
economic consequences of prejudice, stereotypes, and other 
epistemic phenomena such as motivated reasoning (Béna-
bou and Tirole 2016). The idea that underlies this article is 
that epistemic injustice offers a fruitful analytical frame-
work to approach normative questions in financial ethics in 
close connection with empirical work from psychology and 
economics.

The article is in three parts. Through an analysis of vari-
ous exemplary cases, I first propose testimonial injustice 
as a candidate explanation for some of the existing forms 
of racial disparity found in financial services. I then show 
how prejudices about gender and finance decrease epistemic 
self-confidence, and how this leads to gender disparity. And 
I finally consider particularly intractable forms of self-ful-
filling testimonial injustice. Before proceeding, a disclaimer 
is in order: this article has mixed ambitions. It has come 
forward out of an assessment that the normative literature 
on discrimination in consumer markets in business ethics 
and political theory, despite its normative and empirical rig-
our, fails to pay attention to relevant epistemic features of 
the causes and consequences of discrimination. Pointing to 
some of these features (testimonial injustice and epistemic 
self-confidence in particular), therefore, is among my aims 
here. Yet at the same time what I do here can only be a first 
step. Many questions will remain unanswered, and many 
issues unaddressed. Moreover, unlike the aforementioned 
normative literature, my aim here is not to develop practi-
cable suggestions that might help policy makers to combat 
discrimination more adequately, but rather to study some 
examples of relevant phenomena through an admittedly 
abstract philosophical lens.

1  Testimonial Injustice

In this section, I consider the received view about discrimi-
nation in law and economics that informs regulation in many 
countries. Zooming in on business and consumer lending, I 
show how assessments of credit risk (the risk that borrowers 
default on their loans) may be clouded by prejudice concern-
ing the credibility and skills of members of disadvantaged 

social groups. I propose testimonial injustice as a candidate 
explanation for some of the existing forms of disparity in 
financial services; however, I also note that testimonial injus-
tice fails to account for disparity that is due to demand-side 
factors, such as the way prospective borrowers gain informa-
tion about lenders.

1.1  Economics of Discrimination

The criteria for what counts as discriminatory treatment, 
according to most instances of anti-discrimination legisla-
tion, are primarily drawn from economics.1 According to 
Becker’s (1957) influential theory of taste-based discrimina-
tion, for disparate treatment to count as discriminatory, the 
treatment must go against the economic interests of the dis-
criminator. Discriminating agents have a ‘taste’ for discrimi-
nation that supports disparate treatment even if that means 
that discriminators forego income or other economic gains.

It is questionable whether most discrimination is taste-
based, though. If Becker were right, non-discriminators 
should be seen driving discriminators out of the market. 
In a racist environment, for instance, a non-racist employer 
would hire black employees at lower costs. Economists such 
as Arrow (1973) and Phelps (1972) have pointed out, how-
ever, that these predictions are not borne out by the facts. 
That racial discrimination decreased in the US in the 20th 
century was not so much the result of increased competition 
as it was due to legislation: the Civil Rights Act of 1964 
in particular (Darity and Mason 1998). Arrow and Phelps 
therefore put forward the alternative concept of statistical 
discrimination, which is the standard concept in law and 
economics.

Statistical discrimination takes place when members of 
a certain social group receive disparate treatment because 
they are believed to be statistically different from members 
of other groups in relevant ways. If loan applications from 
members of group X are rejected more often than those 
of members of group Y, because loan officers believe that 
members of group X are, on average, less creditworthy, then 
this counts as statistical discrimination. Statistical discrimi-
nation is illegal (in some but not all jurisdictions) if and 
only if it involves groups that are defined by particular char-
acteristics singled out by law for special protection. These 
characteristics typically include gender, skin colour, sexual 
preference, and marital status (Schwemm 1990).2

1 In the context of this article, the most important pieces of legisla-
tion in the US are the Fair Housing Act of 1968 and the Equal Credit 
Opportunity Act of 1974. In the UK, nine pieces of legislation were 
merged into the Equality Act of 2010.
2 It is important to note that statistical discrimination is illegal even 
if the relevant groups differ in ways that would make it economically 
rational for loan officers to allot them different treatment.
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Using the concept of statistical discrimination, econo-
mists have investigated disparity in a number of markets, 
including the market for second-hand cars, the job market, 
the market for real estate, and financial markets (mortgages, 
consumer loans, business loans). There is broad agreement 
among economists about the existence and scale of racial 
and gender disparity in financial markets (Ladd 1998). 
Female borrowers pay higher interest rates on their loans 
than male borrowers (Cheng et al. 2011); they get loans with 
less favourable conditions (Carter et al. 2007); their loan 
applications are more frequently rejected (Gray 2012); and 
they face less favourable treatment in case of defaulting on 
a loan (Dymski et al. 2013). Very similar observations hold 
for people of colour.3 Part of the observed disparity may be 
the result of women (or people of colour, respectively) bor-
rowing money for different types of projects than men (or 
white people, respectively). The projects may be different 
in terms of the size of the loan, the loan-to-income ratio, 
or the borrowers may have different income or assets, etc. 
However, once these and other relevant control variables 
are taken into account, most studies still find statistically 
significant disparity.

1.2  Lending and Credit Risk

To understand the contribution epistemic (or testimonial) 
injustice makes to disparity, it is useful first to examine lend-
ing in more detail. Banks and other lenders lend money to 
businesses to buy new machinery, to explore new markets, 
to develop new products, etc., and they lend to households 
to finance the purchase of a house, a piece of land, an edu-
cation, and a host of other things. Loans have to be repaid, 
and hence prudent lenders make the conditions of the loan 
dependent on their estimate of the likelihood that the bor-
rower will repay the loan. This means that ceteris paribus a 
higher credit risk (the risk that the borrower will not repay 
the loan) will be associated with a higher interest rate.

An applicant’s creditworthiness depends on exogenous 
factors (such as the general state of the economy) that the 
borrower cannot control. It also depends on endogenous 
characteristics of the borrower and the projects the loan is 
meant to finance. Endogenous characteristics include the 
financial position of the borrower (income, assets, etc.), the 
borrower’s skills and expertise, or, in the case of business 
loans, the company’s financial position, its revenues and 
expenses, the skills and experience of its employees, the 
quality of management, etc. Banks and other lenders request 
information from prospective borrowers concerning these 

and other endogenous characteristics. This is part of stand-
ard risk management.

When such information is interpreted and processed in 
biased ways, however, this may lead to testimonial injus-
tice—and disparity may be the result. An illustrative exam-
ple involves loan applications from black female managers 
of small businesses (Gray 2012). The prejudice concerns 
the relevance of college education as an indication of the 
level of the CEO’s (i.e., the applicant’s) management skills. 
Generally, higher levels of education will be associated with 
stronger skills, and, consequently, with higher creditworthi-
ness and lower credit risk. It is therefore common practice 
among most lenders to request information about the edu-
cational level of the CEO.

In the absence of prejudices concerning credibility and 
skills, we should expect that, whenever a college degree 
makes a difference to the likelihood of the bank approving 
a particular loan, this difference is ceteris paribus the same 
across social groups. Yet this is not what we see in practice. 
Gray (2012) examined the impact of having a college degree 
on loan approval rates among small and medium-sized enter-
prises with white and black female CEOs. The idea of this 
study was that if having a college degree increases the chances 
of getting funding, not having a college degree should set 
black businesspeople back as compared to white businesspeo-
ple. Gray found that black applicants are indeed ‘punished’ 
much more heavily for not having a college degree than 
white applicants. For white applicants, not having a college 
degree decreases the probability of the loan being approved 
by 0.4 percent, which for practical purposes is nil. For black 
applicants, on the other hand, the decrease is 81 percent.

Gray’s study offers a striking example of how, on the 
basis of similar evidence (a college degree), loan officers 
judge the applicant’s level of credibility and skills differ-
ently. They judge one applicant as more suitable to turn the 
loan into a profitable project than another, despite their being 
the same in all relevant respects. This constitutes testimo-
nial injustice.4 The differences between loan approval rates 
reveal a prejudicial belief about applicants without a college 
degree. This prejudice comes down to the following: While 
white applicants without a college degree possess the cred-
ibility and skills (required to manage a business well) to an 
extent sufficient for being a successful CEO, black appli-
cants without a college degree do not possess these skills to 

3 The literature on racial and gender disparity is large; references 
cited here only include articles that are relevant in the context of the 
argument.

4 Testimonial injustice means assigning lesser than warranted cred-
ibility to someone. It is important to underscore that the testimonial 
injustice that black applicants face has nothing to do with the cred-
ibility of the financial statements that they submit as part of the loan 
application procedure. Rather, the prejudice involves the credibility, 
knowledgeability, and skills of black applicants themselves, insofar as 
required for making the project profitable were financing to be pro-
vided.
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the required degree. As a result, prejudiced lenders believe 
that black applicants need a college degree to prove that they 
have the requisite skills, whereas white applicants do not 
need such proof. The prejudice is false, however, because 
there is no indication that white applicants without a college 
degree possess more of these skills.5 Requiring additional 
proof, then, harms and wrongs black applicants in a way 
that reminds us of an oft-quoted statement by Steven Carter 
(1994), a Yale law professor, to the effect that ‘Our parents’ 
advice was true: We really do have to work twice as hard to 
be considered half as good [as whites].’

1.3  Search Behaviour

I have offered testimonial injustice here as a potential expla-
nation of racial disparity. This is a supply-side explanation, 
as it attributes the disparity to decisions made by the sup-
pliers of the loans (loan officers in particular). Emerging 
research in economics suggests, however, that a considerable 
part of gender disparity must be attributed to demand-side 
factors. A study by Cheng et al. (2011) considers gender 
disparity in mortgage lending. While the data they collect 
unequivocally show that women pay higher interest rates 
on their mortgages than men (even controlled for relevant 
variables), there is no evidence that this happens as a result 
of testimonial injustice on the part of loan officers. Rather, 
the study attributes the disparity to differences in how pro-
spective borrowers gain information about mortgage deals. 
There is evidence that the search techniques used by women 
differ from those used by men across two dimensions. The 
first dimension is search intensity. Women search less 
intensely than men in that they spend less time and effort 
looking for the best mortgage deal. The second dimension is 
search diversity, that is, the variety of sources of information 
retrieved. The study shows that women use a less diverse 
or varied range of sources of information. Where men gain 
information about mortgages through, for instance, advisers 
and the Internet, women largely opt for mortgage lenders 
recommended by family members or friends.6

Regulators will see disparity arising out of supply-side 
testimonial injustice as an illegal form of statistical discrimi-
nation. Disparity that can be traced back to demand-side 
factors (such as search behaviour) will, in contrast, not gen-
erally be viewed as immoral or unjust. In the next section, 
I argue against that view. Let us briefly anticipate the argu-
ment. At the root of testimonial injustice vis-à-vis members 
of a disadvantaged social group X lie negative prejudices 
concerning its members. These prejudices lead members of 
other groups to devalue the credibility of members of X, 
that is, to commit testimonial injustice. At the same time, 
repeated instances contribute to maintaining or propagating 
the underlying prejudices. So testimonial injustice is caused 
by and contributes to negative prejudices. My argument is, 
then, that not only does an unjust decrease in credibility 
among members of X but also an unjust decrease in their 
epistemic self-confidence harm and wrong them as know-
ing subjects. This follows an idea touched upon by Fricker 
(2007, pp. 47–51) in her initial treatment of epistemic injus-
tice. Using insights from the psychology and sociology of 
finance, I show that the demand-side factors that account 
for gender disparity can be explained as resulting from a 
deflated sense of epistemic self-confidence that is due to per-
sistent negative prejudices concerning women and finance.

2  Epistemic Self‑Confidence

The argument involves showing how prejudice decreases 
epistemic self-confidence, and how decreased epistemic 
self-confidence decreases the quality of financial decision-
making. First, I survey some of the relevant evidence con-
cerning negative prejudices about gender and finance. I then 
briefly introduce the concept of epistemic self-confidence. 
I show that epistemic self-confidence is a precondition for 
successful epistemic action and that lowered epistemic self-
confidence regarding finance negatively affects financial 
decision-making in a way that leads to gender disparity.

2.1  Prejudice

Prejudices concerning gender and finance have been amply 
demonstrated by psychologists and sociologists. Surveying 
and extending this literature, Assassi (2009) draws atten-
tion to the consequences of the once widespread—and, 
as she shows, still operational—prejudice concerning so-
called ‘natural’ differences between men and women regard-
ing finance. Because of their alleged nature, women were 
often—and sometimes still are—seen as financially ‘irra-
tional’ and ‘irresponsible,’ or as too ‘emotional’ to make 
sound financial decisions. This prejudice was exacerbated 
by a moralized view about debt: Whereas a man who was 
unable to repay a loan would at most be condemned for his 

6 It is important to stress that the present case study derives its 
empirical backing from Cheng et al. (2011). Usual disclaimers about 
ecological validity are in place. For the purposes of my argument (i.e. 
to illustrate the relevance of considering epistemic issues in discrimi-
nation) this is largely immaterial, though.

5 One might object that the difference in loan approval rates for black 
and white borrowers may be explained by factors such as potential 
differences in quality between the college education that black and 
white people receive, or the difference between degrees (different 
fields of study), or because of the fact that black applicants might 
submit more risky, or less profitable, business proposals. This objec-
tion has little merit, however, because the study controls for these 
kinds of factors, thereby effectively making the pools of black and 
white applicants that figure in the comparison very similar.



759Epistemic Injustice in Finance  

1 3

lack of financial foresight or luck, a woman defaulting on 
a loan risked losing her social standing as a virtuous per-
son altogether; she would risk her honour. Consequently, 
women were seen as in constant need of male ‘protection,’ 
with de facto exclusion from mainstream finance as a result. 
Finding the doors of banks and other traditional financiers 
closed, women therefore resorted to borrowing from family 
members and friends, with the result that finance became 
associated with social networks rather than professional ser-
vice providers. Similar observations have been made in the 
context of the ethics of microfinance (Aggarwal et al. 2015; 
Hudon and Sandberg 2013; Orser and Foster 1994).

These findings are corroborated by empirical research on 
marketing in financial services (Plakoyiannaki et al. 2008). 
Reinforcing prejudicial and stereotypical views about gender 
and finance, marketing frequently targets women explicitly 
through ‘subjective’ or ‘emotional’ content (e.g., appealing 
to feelings of security and safety) rather than ‘objective’ or 
‘rational’ content (such as the quantitative or financial char-
acteristics of the loan), thereby portraying women as lacking 
financial rationality and insight (Darley and Smith 1995; Lee 
and Hogarth 2000).7 These prejudices may affect the behav-
iour of prejudiced lenders, but they operate in a more ‘insidi-
ous’ way too (Dardenne et al. 2007, p. 775): they affect the 
behaviour of women who are the subject of prejudice. Work 
in psychology suggests that prejudice changes the behaviour 
of victims in almost self-fulfilling ways. Repeated exposure 
to the prejudice that women lack the capacity to understand 
and manage their finances decreases their self-efficacy 
(or epistemic self-confidence, see below) to manage their 
finances. The effects are multifarious. For our purposes, the 
most significant effects of gender prejudices are that they 
decrease the mathematical and other quantitative skills nec-
essary for financial decision-making (Bradley-Geist et al. 
2015; Spencer et al. 1999). Moreover, these effects extend to 
the bystanders witnessing prejudicial behaviour or attitudes 
(Bradley-Geist et al. 2015). There is also evidence that, in 
environments where prejudice is prevalent, women avoid the 
formal financial sector even if, in their actual experience, 
there is no indication that banks will discriminate against 
them (Ongena and Popov 2016); moreover, in such environ-
ments women also invest less in ‘financial literacy,’ that is, 
knowledge about finance (Driva et al. 2016).8

2.2  Epistemic Self‑Confidence and Financial 
Decision‑Making

I have given a brief overview of empirical work on preju-
dices and stereotypes about gender and finance, and pro-
vided evidence to the effect that these prejudices decrease 
the self-confidence of women concerning finance. I now 
introduce the concept of epistemic self-confidence in more 
detail and show that it is a precondition for successful epis-
temic action. I conclude by arguing that decreased epistemic 
self-confidence regarding finance negatively affects finan-
cial decision-making, which in turn partly explains gender 
disparity.

The starting point of my conception of epistemic self-
confidence is a view that captures non-epistemic confidence 
(or trust) along the dimensions of capacity and motivation.9 
According to this view, a person S trusts another person P 
to perform some action A whenever S believes that P has 
the capacity and the motivation to perform A. A standard 
illustrative example is from medicine: You trust the doc-
tor to perform the necessary surgery to the extent that you 
believe that he/she is sufficiently capable and motivated to 
do so. A consequence of this view of trust is that reflexive 
forms of trust (i.e., self-confidence) involve assessments of 
a person’s own capacity and motivation. If we trust ourselves 
to perform some action, we view ourselves as having the 
requisite skills (capacities) and as being sufficiently enthusi-
astic to do the job (motivation). It is straightforward to apply 
this to the epistemic domain, that is, to epistemic tasks such 
as gathering evidence, processing information, evaluating 
informants or sources of evidence, transmitting knowledge, 
etc. People who are epistemically self-confident in a certain 
domain of knowledge have a sense of possessing sufficient 
capacities and motivation to obtain knowledge and acquire 
skills in that domain.

Epistemic self-confidence contributes to efficient knowl-
edge acquisition (Fricker 2007). If you do not trust your 
capacities to distinguish a good source of information (con-
cerning some question) from a bad one, or if you do not 
have the energy or desire to carry out an investigation, then 
you will be less likely to end up with an answer to a ques-
tion. This is borne out by psychological research on self-
confidence (or self-efficacy) and finance that was briefly 
mentioned above. The general insight is that there is a sta-
tistically significant relationship between a person’s level 
of self-confidence and particular financial outcomes. Self-
confident people are, for instance, more likely than those 
with a deflated sense of self-confidence to have savings and 

7 These observations are context-dependent and are likely to become 
less pronounced over time in less traditional communities.
8 For similar effects in a business context, see, for example, Hoyt 
et al. (2010).

9 I use the term confidence rather than trust in order to align with 
general usage in economics and psychology. Philosophers generally 
use trust. See, for example, Hardin (2002).
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investment accounts, and less likely to have credit card debt 
(Farrell et al. 2016). They save more, and are more likely to 
invest in stocks and mutual funds (Tang and Baker 2016). 
They are also more likely to seek financial help when needed 
(Lim et al. 2014). These effects (and others not referenced 
here) attest to the fact that financial decision-making is posi-
tively affected by higher, and negatively affected by lower, 
epistemic self-confidence.

Gender disparity in the mortgage market offers a case in 
point. As we saw above, women pay higher interest rates 
on average on their mortgages than men, which Cheng 
et al. (2011) attributed to women using less intense and less 
diverse information gathering strategies than men. Where 
men consult a broad range of informational sources includ-
ing, among other things, the Internet and financial advisers, 
women draw their information mostly from family members 
or friends. As Cheng et al. (2011) show, this leads to subop-
timal mortgage deals because the mortgage that is good for a 
family member or friend (and their house and household) is 
likely to be less appropriate for you (and your different house 
and household). By contrast, Internet sources and financial 
advisers allow the prospective borrower to get more ‘tailor-
made’ advice.

Yet, for people with lower epistemic self-confidence 
regarding finance, it may be a very sensible epistemic strat-
egy to consult family members and friends. The particular 
source or informant that it is rational to turn to for an answer 
to a certain question depends, among other things, on one’s 
ability to judge the reliability of sources and informants. 
Individuals who see themselves as lacking the capacities to 
distinguish a bona fide website or financial adviser from a 
fraud will, as a result, tend to consult sources whose reliabil-
ity they believe they can judge, such as family members or 
friends. What they may fail to realize, however, is that even 
if particular family members or friends have high levels of 
general reliability, they may not be reliable sources of infor-
mation about mortgages. That explains why following their 
advice leads to suboptimal financial outcomes on average.

This concludes the argument about demand-side dis-
crimination. I showed how prejudice decreases epistemic 
self-confidence by surveying some of the relevant evidence 
concerning prejudice about gender and finance, and then 
argued that decreased epistemic self-confidence decreases 
the quality of financial decision-making. Before proceeding 
to examine the potential for policymaking, it is important 
to underscore that I do not want to commit myself to the 
view that there is something morally problematic per se with 
people lacking epistemic self-confidence. We lack epistemic 
self-confidence regarding many domains and accept that 
only some people possess it, for instance, regarding quan-
tum mechanics or Rococo art. The reason why we should 
be interested here in deflated epistemic self-confidence is 
that it does constitute a moral concern if members of certain 

disadvantaged groups lack epistemic self-confidence in 
domains that are essential to living a decent life, and/or if 
the lack of self-confidence can be attributed to widespread 
negative prejudices concerning the credibility and skills of 
members of these groups. As I argued, both of these condi-
tions are applicable to the present case.

3  Self‑Fulfilling Injustice

I have argued that negative prejudices concerning the finan-
cial capacities and skills of members of disadvantaged 
groups lead to two forms of disparity. On the supply side, we 
found that such prejudices contribute to testimonial injustice, 
with the result that creditworthy members of disadvantaged 
groups do not receive financial services or receive them at 
higher costs. On the demand side, we found that such preju-
dices lead to a decrease in epistemic self-confidence among 
members of disadvantaged groups, with suboptimal search 
behaviour and product selection as a result. I conclude by 
turning to the question of whether the prejudices that lay at 
the bottom of these phenomena can be overcome, and argue 
that self-fulfilling forms of testimonial injustice constitute a 
daunting challenge in this respect.

A common line of thought is to seek inspiration in a bur-
geoning philosophical and empirical literature on cognitive 
biases (Anderson 2012; Origgi 2010). Psychologists and 
economists have uncovered a whole range of biases that 
stand in the way of fully rational information processing. 
Examples are confirmation bias, which makes people assign 
too much weight to evidence favouring their initial beliefs, 
or overconfidence, where people overestimate the probabil-
ity of their beliefs being correct.10 The behavioural conse-
quences of these biases are well understood, also in finance. 
Overconfidence explains, for instance, why non-professional 
investors obtain worse results after being exposed to more 
information about the companies that they invest in (annual 
reports, analyst statements, etc.): they overestimate their own 
ability to make sense of documents that as a matter of fact 
need a large degree of technical expertise to read (Barber 
and Odean 2002).

How can these biases be mitigated? Generally, two types 
of answer can be distinguished: a free-market and an inter-
ventionist approach.11 The free-market approach holds 
on to the view that biases will tend to disappear in com-
petitive markets. To use the above example, overconfident 

10 For a discussion of those biases relating to epistemic injustice, see 
Ahlstrom-Vij (2014).
11 These approaches coincide somewhat with the distinction between 
taste-based and statistical discrimination, as discussed in the first sec-
tion.
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non-professional investors will quickly realize that they lose 
out against professional investors, as a result of which they 
will stop investing all by themselves, and invest their money 
in funds managed by professionals (or in an index fund). Or 
so the free-market advocates claim.

Many economists believe, however, that more interven-
tionist strategies are needed. They observe that the free-
market approach makes an assumption to the effect that you 
will spot your own biases as soon as you become aware of 
the fact that non-biased people do better; in other words, 
the assumption is that people will learn from their mistakes. 
Advocates of the interventionist approach to countering cog-
nitive biases believe that this assumption does not hold in 
all cases. Their argument is that in order to learn about your 
errors and change behaviour, two conditions have to hold: 
The number of biased actions has to be sufficiently large, 
and the time period between biased action and perceived 
consequences has to be sufficiently limited.

These two conditions are certainly true for such every-
day tasks as shopping for food in a supermarket; however, 
most people make mortgage, insurance, or retirement plan-
ning decisions only a few times in their lives, and the con-
sequences of these decisions often manifest only after very 
long periods of time. Hence interventionists can argue that 
the learning mechanism presupposed by the free-market 
approach is absent in finance and that therefore regulation 
should be developed to protect people against these biases. 
A burgeoning literature on ‘debiasing’ provides concrete 
suggestions of how that could be accomplished (Larrick 
2008; Willis 2011). Sometimes this could take the form 
of simply informing people about potential biases. More 
often, it will involve restructuring, reframing, or nudging 
decision-making procedures.12 To give one example, since 
the global financial crisis, many regulators have made mort-
gage advice mandatory on the assumption that this helps 
citizens, because advisers avoid cognitive biases (Hackethal 
et al. 2012).

At first sight, one might be tempted to think that the free-
market approach and the interventionist approach are both 
serious candidates for mitigating the prejudices discussed 
in this article, since both are as epistemically irrational as 
overconfidence and other cognitive biases are. But in reality 
this would be far too optimistic a view of the prospects for 
countering testimonial injustice and deflated epistemic self-
confidence. Unlike cognitive biases, the prejudices discussed 
in this article are part of large webs of negative beliefs 
that members of powerful groups have about members of 

disadvantaged groups. These beliefs are often essential 
for the powerful to ‘justify’ their power to themselves and 
others, however spurious such justification may be. Conse-
quently, there will often be little incentive to change these 
beliefs. A result of this is that free-market and interventionist 
approaches—inasmuch as they are thought to mitigate cog-
nitive bias—only address racial and gender disparity when 
the incentives are suitably aligned.

There are certainly cases in which debiasing helps. The 
different approval rates of white and black applicants for 
business loans, as discussed above, are a good example. 
To the extent that this differential treatment is due to false 
prejudices concerning the risks of lending to people of col-
our, lenders would profit from debiasing strategies, because 
this prejudice leads lenders to forego sources of additional 
profit by rejecting a significant number of fully creditworthy 
black applicants. So this would be a case where debiasing 
would contribute to profit maximization.13 Unfortunately, 
incentives are not always so nicely attuned. Gender dispar-
ity in the mortgage market is a case in point. A lender who 
takes steps to help women improve their ‘search efforts’ (as 
they were discussed earlier in this article) may reasonably be 
expected to think this is a money-losing situation: Typically, 
it is in an expensive seller’s interest for buyers (who do not 
compare prices) to remain uninformed about prices.

If debiasing does not help, does a free-market approach 
have more to recommend it? Under the ideal conditions of a 
competitive and free market, market participants would be 
fully informed about the characteristics of the products sold 
on the market. So consumers lacking such information are 
often seen as an indication of market failure, in particular 
when such a lack of information is structural rather than 
incidental. However, there are also good reasons to ques-
tion the very suitability of the free-market approach when 
it comes to addressing the concerns raised in this article. 
When lenders reject certain applicants on the basis of false 
prejudiced beliefs about their epistemic credentials, they 
contribute to testimonial injustice. A free-market approach 
to testimonial injustice must therefore assume that the ten-
dency of markets is to facilitate changing false beliefs into 
true beliefs. Markets would thus serve to enlighten lenders 
about such things as the true creditworthiness of members 
of certain groups, as a result of which they would no longer 
discriminate in lending.

It is by no means guaranteed, however, that the invisible 
hand of the free market does in fact fulfil this enlightening 
task adequately. This is because false beliefs can turn into 
true beliefs in two crucially different ways. One way is to 

12 For applications in the context of finance, see, for example, the 
contributions to the special interdisciplinary issue on financial deci-
sion-making in the Journal of Marketing Research, Vol. 48, October 
2011.

13 Debiasing need not be very complex here: simply organize the 
loan application procedure in such a way that the lender’s decision-
makers (loan officers, etc.) are unaware of the applicant’s skin colour.
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change the belief: A person S holds the incorrect belief that 
some proposition p is false; then S receives evidence to the 
effect that p is actually true, and, in the light of this evidence, 
S revises his/her belief into a belief that p is true. Another 
way is to change the world: A person S holds the incorrect 
belief that proposition p is false, and, on the basis of this 
belief, S performs certain actions that result in a sequence 
of events that end up making proposition p false indeed, in 
what may be called a self-fulfilling way.

It is clear that testimonial injustice is only redressed 
through belief revision. As research in financial economics 
pioneered by Swire (1995) shows, there are some discrimi-
natory beliefs that become true in self-fulfilling ways rather 
than through revision (also see Arrow 1998; Yinger 1998). 
One example involves judgements of creditworthiness. To 
begin with, assume that there are widespread negative preju-
dices about the creditworthiness, reliability, and capacities 
of members of some group X. Members of X are generally 
seen as less trustworthy than members of some group Y; 
they are seen as lacking accuracy, diligence, and other skills 
needed to run a financially healthy household budget. As a 
result of this prejudice, most lenders exclude members of 
X, or offer them mortgage conditions that compare unfa-
vourably to those that members of Y are given.14 Assume, 
moreover, that members of X are aware of these prejudices 
as well as being aware of the effects that these have on the 
likelihood of getting a good mortgage deal. This assumption 
is plausible, as Swire (1995) shows. In other words, they see 
that the chances of obtaining a mortgage are considerably 
lower for them than for members of Y, even in situations of 
equal creditworthiness. If that is the case, the motivation 
for members of X to maintain or boost their creditworthi-
ness will decrease. To invest in creditworthiness, members 
of X would have to do such things as cutting down on con-
sumption and setting aside money to pay off loans, ensuring 
a decent credit score, maintaining a disciplined regime of 
paying bills, balancing the budget, saving, etc. Since they 
do not believe that (additional) creditworthiness will help 
their chances of getting a better mortgage deal (compared 
to members of Y), it is rational for them not to make that 
extra investment. As a result, after a period of time, the false 
beliefs that lenders have about group X will become true in 
a self-fulfilling way. Prospective borrowers from X will be 
less creditworthy (than otherwise comparable members of 

Y), because they have invested less in things that would help 
them qualify for a loan.

Ideally, a free-market approach to counter epistemic 
forms of injustice would lead lenders to revise their false 
beliefs about the creditworthiness of members of the dis-
advantaged group. Swire (1995) shows, however, that there 
is no guarantee that such belief revision will happen. The 
market may just as well develop in a direction where victims 
of prejudice rationally conform to the prejudice. While this 
is not always the case, empirical work in economics suggests 
that discrimination in mortgage markets in particular (and 
labour markets, insurance, and housing as well) must often 
be seen in light of self-fulfilling phenomena.

Let me conclude by noting a second feature that Swire’s 
(1995) ideas about self-fulfilling prejudice underscore. 
Where false prejudice becomes true, because the victims 
conform to the prejudice, historical occurrences of injustice 
may become difficult to demonstrate. This is because there is 
no longer a clash between the beliefs of the powerful and the 
conditions of the dominated. A bigger challenge than that 
of mitigating the prejudices that lead to testimonial injustice 
and lowered epistemic self-confidence may simply be the 
challenge of spotting them. Epistemic injustice will often 
escape the eye.
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