A Service of

ECOMNZTOR pr

Make Your Publications Visible.

Leibniz-Informationszentrum
Wirtschaft

Leibniz Information Centre
for Economics

Dustmann, Christian; Theodoropoulos, Nikolaos

Working Paper

Ethnic Minority Immigrants and their Children in Britain

CReAM Discussion Paper Series, No. 10/06

Provided in Cooperation with:
Rockwool Foundation Berlin (RFBerlin)

Suggested Citation: Dustmann, Christian; Theodoropoulos, Nikolaos (2006) : Ethnic Minority
Immigrants and their Children in Britain, CReAM Discussion Paper Series, No. 10/06, Centre for
Research & Analysis of Migration (CReAM), Department of Economics, University College London,

London

This Version is available at:
https://hdl.handle.net/10419/295276

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/295276
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

'. Centre for Research

and Analysis
'k of Migration

LReAM

Discussion Paper Series

CDP No 10/06

Ethnic Minority Immigrants and their
Children in Britain

Christian Dustmann and Nikolaos Theodoropoulos

Centre for Research and Analysis of Migration
Department of Economics, University College London
Drayton House, 30 Gordon Street, London WC1H 0AX



CReAM Discussion Paper No 10/06

Ethnic Minority Immigrants and their Children in Britain

Christian Dustmannt and Nikolaos Theodoropoulos#*

t Department of Economics and Centre for Research and

Analysis of Migration(CReAM), University College London.

¥ Centre for Research and Analysis of Migration(CReAM),
University College London.

Non-Technical Abstract

According to the 2001 UK Census ethnic minority groups account for 4.6 million or
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1. Introduction

A large part of Britain’s population today is foreign born. According to the 2001
UK Census, the percentage of foreign-born individuals in the Britbghilption is 8.3
percent (or 4.9 million), almost twice as high as in 1951, when thespamnding
number was 4.2 percehfhe percentage of foreign-born individuals in the working
age British populatiohis even higher at 9.8 percent, according to the 2001 British
Labour Force Survey (LFS).

Most of the existing research on the economic performance of naumtsgy
focuses on the first generatid®But economic assimilation of immigrant populations
has a long-term dimension reaching beyond the immigrant’s ecordespan and
may comprise several generations. Card (2005) suggests thatiniexanthe
intergenerational mobility of immigrant communities is more tfaliin studying
immigrant economic assimilation and urges for more researdtisimitea. He reaches
this conclusion by providing US evidence suggesting that second agener
immigrants are a growing fraction of the population, and arguingnéedy all of the
second generation immigrants will spend their entire lives inU8ge pay taxes and
receive income support payments. Thus, he suggests “the successnigfaim
children is an important component of the long-run costs and benefitsrogriation

(p. F317)".

! The respective percentages in the 1961, 1971, 48611991 Censuses were: 4.9 percent, 5.8 percent,
6.2 percent and 6.7 percent (source: Census, APEIL to 2001, Office for National Statistics (ONS),
UK). The 2001 Census is the first Census that ctkethnicity information in Northern Ireland.

2 We define working age population as men in thegigep 16-64 and women in the age group 16-59.

% The relevant literature is vast. Among other papere Borjas (1985) and Chiswick (1978) for the US,
Baker and Benjamin (1994) for Canada, and Antextohl (2003) for a cross-country comparison
between the US, Canada and Australia. ResearcBri@in includes papers by Chiswick (1980), Bell
(1997), Blackabyet al (1998), Dustmanet al (2003), Shields and Wheatley Price (1998, 2001®) a
Wheatley Price (2001).



Evidence on the performance of second generation immigrants when
compared to their peers of host country descent differs widebgs countries. US and
Canadian evidence draws an optimistic picture about the successootiggeneration
immigrants relative to children of native-born parents. For inst@acdet al (2000)
using data from a number of US Censuses and taking into account ppbaektgound
find that children of immigrants tend to have higher education agésv#an children
of nativesBorjas (2006) uses data from the 1940 and 1970 US Censuses and the US
Current Population Survey (CPS) and examines social mobility sacrosiigrant
populations. He finds that on average the second generation of immigrants earns 5 to 10
percent more than their ancestors. However, he also finds strargemerational
correlation of ethnic wage differences and suggests that socma@ ethnic
differences for some ethnic groups in the US could be continued ll@mgatime.
Aydemir et al. (2006) using data from the 2001 Canadian Census find that second
generation immigrants in the age group 25 to 37 have more yeashobling, a
greater likelihood of holding a university degree as well abdrigearnings than a
comparable group of white nativés.

In contrast, studies for European countries arrive at less posiivelusions. For
Britain, there is hardly any research on how the children of imamig compare with

the white native born population and their parénts.

* Other studies on intergenerational mobility in ilgrant communities include Borjas (1992, 1993b,
1994), Carliner (1980), Chiswick (1977), Trejo (3)@nd Smith (2003, 2006) for the US, Chiswick and
Miller (1988), Sweetman and Dicks (1999) for Canadhiswicket al (2005) for Australia, and Cohen
and Haberfeld (1998), Deutsehal (2006) for Israel.

® See for instance work by Gang and Zimmermann (R@®iphahn (2005, 2003) for Germany, Nielsen
et al. (2003) for Denmark, van Ours and Veenman (20084} for the Netherlands, and Rooth and
Ekberg (2003), Hammarstedt and Palme (2006) fordgwe

® There is a literature on intergenerational coti@teof majority individuals, (see e.g. Deardsiral,

1997; Blanden, 2005).



In this paper, we provide a detailed analysis of the educatghavement and
economic performance of non-white ethnic minority individuals who are loor
Britain, and compare them to their parent’s generation as wtll @amparable groups
of white natives. We focus our analysis on ethnic minoritiestar reasons. First,
ethnic minority individuals are the main focus in public debate absatidantages of
immigrant communities in Britain (see Commission for Racaldlity, Annual Report
2004). Second, non-mixed ethnic minorities make up significant proportions of the
British labour force. For instance, non-mixed ethnic minorities bornBiiain
constitute 2.1 percent of the British working age population, whilerdéispective
percentage of ethnic minorities born abroad is 4.0 percent (LFS, 2B0tther,
population projections show that the share of working age ethnic mipogtylation is
expected to rise to 7.9 percent by 2009 (see Metcalf and Forth, 2000; p. 14).

We distinguish between the six largest non-white minority populations
Britain, belonging to the following ethnicities: Black Caribbealack African, Indian,
Pakistani, Bangladeshi and Chinese. We exclude all those individiihla mixed,
any “other” ethnic background and white immigrants. The benchmattkei®British
born white population. Our analysis is based on the LFS which includes both country of
birth as well as the ethnicity of the individual. Using the LFESnf 1979 through to
2005, we create two distinct sub-samples that we declare agdmeration ethnic

minority immigrants and British born ethnic minorities respectiveAs we

" According to the 2001 UK Census, 14.6 percenhefrhinority ethnic population described their ethni
group as mixed making up 1.2 percent of the tot@lddpulation. About a third of this group were from
white and Black Caribbean backgrounds (Source: @en&pril 2001, ONS, UK). We also exclude
observations from Northern Ireland.



demonstrate below, the vast majority of British born ethnic ntiesrin our sample is
likely to be second generation.

We find that both first generation ethnic minority immigrants antish born
ethnic minorities have on average higher levels of education asegpo comparable
groups of white natives. Also, the educational improvement relativieeto parent’s
generation is larger for most British ethnic minority groups as @aptwswhite natives.
But, this educational advantage is not translated to better emghbyprospects for
both groups of ethnic minoritie®ritish born ethnic minorities seem to have higher
average wages than white natives. However, their wage advaotageirito a wage
disadvantage if British born ethnic minorities were to face thagewnative regional
distribution and were attributed white native characteristics. a$® find that
differences in wage offer distributions hardly account for the eynpént differences
of British born ethnic minorities, and that British born ethnic miresithave lower
employment propensities for the same wages than native born \Whigggvestigate a
number of possible explanations for the wage and employment disadsaot&yéish
born ethnic minorities. Our results suggest that differences iquakty of education
do not drive the employment and wage gaps, and that the lower labourt marke
participation rate for some British born ethnic minority groupgastly driven by
choice.

The structure of the paper is as follows. We begin in Sectiby groviding
some background on the timing of entry of each ethnic minority imamiggroup to
Britain, present the data and explain the construction of our samptarSé examines

differences in educational attainment using two different measyears of full-time



education and educational qualifications, and how these correlates agenerations.
Section 4 deals with differences in economic activity and employnages. In Section
5 we focus on British born ethnic minorities, and compare their wiagetige and
employment probabilities to those of their white native born peer&ettion 6 we
provide some possible explanations for differences in wages and yengnib We

summarise findings and conclude in Section 7.

2. Background, Data Sources and Sample

2.1 Ethnic minority immigrantsin Britain

Britain has always been a destination for intra-European immgramost
notably for the Irish (Chance, 1996). However, in the post-war periodsyanbolised
by the arrival of the Windrush in 1948, Britain saw large numbersnaiigrants
arriving who were ethnically different from the predominantly whitesident
population. The six largest ethnic minority groups in Britain today andescending
population size order are: Indian, Pakistani, Black Caribbean, BlacicaAf
Bangladeshi and Chinese. These groups differ in the timing ofaheial. While the
majority of immigrants from the Caribbean arrived in the periodvéet 1955 and
1964, the main time of arrival of Black African, Indian and Pakistiast generation
groups was between 1965 and 1974 (Peach, 1996). Bangladeshi arrivalsipeh&ed

period 1980-1984.



Black Caribbeans

Caribbeans were the first ethnic minority group which arrivedritaid in large
numbers. Caribbean migration to Britain effectively started in 1948, 1996), and
peaked in the early 1960s. By 1973, the Caribbean born population had reached about
550,000. Caribbean after-war migration to Britain was a consequereeintreasing
demand for labour, but it had its first origins in government-sponsoredeaitment
(Peach, 1996). The size of the Caribbean ethnic population was stadileud the
500,000 mark from 1971 to 1991. The 2001 Census counted 565,876 Black Caribbean,
or 1.0 percent of the total UK population and 12.2 percent of the ethniarityi

population.

Black Africans

The migration history of Black Africans to Britain differs frorinose
immigrants who were recruited directly for the purposes of empdoy. Since the
immediate post-independence period of the 1960s, there has been a madaeskicr
the number of Black Africans traveling to Britain for higher edocatnd technical
training (Daley, 1996). The 1991 Census of Great Britain recorded 213,3&hper
who classified themselves as Black-African, the majoritpuad 60 percent) being
West African in origin (Daley, 1996). In the 2001 Census the quureBng number
was 485,277, 0.8 percent of the total UK population and 10.5 percent of the ethnic

minority population.



Indians

Large scale labour migration from India to Britain took place dutieg1950s
and 1960s (Robinson, 1996). According to the 2001 Census, Indians are the largest
individual ethnic minority group, numbering 1,053,411 and making up 22.7 percent of
the minority ethnic population and 1.8 percent of the total UK populatiorardicg to
the 1991 Census (Robinson, 1996), the Indian group has diverse places of birth, wit
41.2 percent being British born, 36.8 percent born in India, 16.9 percent infEaat A
Commonwealth countries, 0.7 percent in South East Asia, 0.5 percerkistaRaand

3.9 percent elsewhere.

Pakistanis

The 1961 Census recorded the presence of 24,900 Pakistani born individuals.
By 1981 the number of people living in households with a Pakistani born-hdad ha
increased to 285,558. By 1991 that figure had almost doubled to 476,555 and by 2001 it
was up to 747,285, or 0.5 percent of the total UK population and 16.1 percéet of t
ethnic minority population. The growth of the second generation Pakistani populat
has been rapid. For instance, by 1991 more than 50 percent of the Pgkiptdation

was British born (Ballard, 1996).

Bangladeshis
The Bangladeshi community of Great Britain is the youngest fastest
growing of all the ethnic populations (Eadeal, 1996). In 1961 there were around

6,000 first generation Bangladeshis in Britain. In 1971, there were boiyt 4,000



second generation Bangladeshis, whereas in 1991 their number hadeith¢0e%3,679.

The 1991 Census counted a Bangladeshi resident population of 162,835, and according
to the 2001 Census, the number of individuals who identified themselves, as
Bangladeshis was 283,063, or 0.5 percent of the total UK population and cehtpsr

the ethnic minority population.

Chinese
In the 1991 Census the number of the Chinese in Britain was 156,938, or 0.28
percent of the British population (see Table 7.1 in Cheng, 1996). By B0dumber
had increased to 247,403. Forming the smallest ethnic minority groofifiete in the
2001 Census (5.3 percent), large scale migration of the Chinese am Bsitrecent

(Cheng, 1996).

2.2 Data sources and sample

Our analysis is based on data from the LFS. The LFS is adaaye household
interview based survey of individuals in Britain, similar to tHeSC which has been
carried out since 1973 by the Office for National Statigli@NS). The LFS is the only
comprehensive source of information about all aspects of the labour tmarke
Households are interviewed face to face at their first inmtugi the survey and by
telephone, if possible, at intervals thereafter. Between 1973 and 19&3hieda on a

biennial basis, changing to an annual survey from 1983 onwards. Theessirgls

 The CPS is a monthly survey of approximately 60,86useholds conducted by the Bureau of the US
Census for the Bureau of Labor Statistics andthésprimary source of information on the labourkea
characteristics of the US population.



about 60,000 households in each survey, or around 0.5 percent of the population. From
1992 onwards, the survey changed to a rotating quarterly panel, witsathe
individuals being interviewed for five consecutive waves. The qupit&S contains
information on gross weekly wages and number of hours worked foiftthevbve
(1992-1996) or the first and the fifth wave (1997 onwards). There isfooniation on

earnings or wages before 1992.

2.2.1 Foreign born and ethnic minority populations in Britain

In our analysis, we use data between 1979 and 2005, as prior to 1979 no
information on ethnicity was collected. Figure 1 presents the evolotitme share of

working age immigrants/ethnic minority groups in Britain from 1979 to 2005.

Figure 1. Changes in the Share of Working Age Populn Immigrant/Ethnic Minority

Groups.
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Source: LFS 1979-2005.

There has been a 4.3 percent increase in the share of immigrahes working age

population over the observation period, from 5.3 percent in 1979 to 9.6 percent in 2005.
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The share of the ethnic minority foreign born group has sliginityeased from 3
percent in 1979 to 4.5 percent in 2005. The lower line in Figure 1 shoveadys
increase in the share of ethnic minority British born individuals.iffigiance, British
born ethnic minority individuals made up only 0.3 percent of the total ngrége

population in 1979, however by 2005 their share was 2.5 percent.

2.2.2 Foreign born and native born ethnic minority populations

Figure 2 distinguishes between the six groups we use in thgsanaind
displays information on the changes in the shares of working aggdireration ethnic
minority immigrants and ethnic minority individuals who are born ritah. Also, it
makes comparisons of the relative growth between the above groupsspéct to the

total population.

Figure 2. Changes in the Share of Working Age Poputi®n of First Generation and
British Born Ethnic Minority Groups.

Panel 1. Black-Caribbean Panel 2. Black-African
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white immigrants in the US (Source: CPS, March 3005
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Panel 3. Indian Panel 4. Pakistani
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The first panel of Figure 2 shows a significant downward trend irstiaes of
first generation Black Caribbeans. According to Peach (1996)nretigration for
retirement or onward migration to North America, are two possibleses for this
decrease. In contrast, first generation ethnic minority immigra all the other groups
have an upward or a constant trend relative to the total population.

The share of working age British born Black Caribbeans exceedéd the
corresponding first generation share by 1994. This is in line wahearlier arrival of

the first generation Black Caribbeans in Britain compared to ther ethnic minority

12



immigrant groups. There is also a sharp increase in the otligshBoorn ethnic
minority groups, in particular those of Indian and Pakistani descensrfiaider in size
ethnic minority immigrant groups are of Bangladeshi and Chineginauggesting
their later arrival in Britain compared to the other ethnic niiwyommigrant groups.
Overall, these figures suggest a considerable increase in dahgorfr of ethnic
minorities, both foreign born and British born, on the British population dweetaist

three decades.

2.2.3 The sample used for analySis

Although the LFS classifies people according to their countryrdf bs well as
to their ethnicity (self-reported) it does not collect informatonthe parental country
of birth. For constructing samples of first generation ethnic nijnarimigrants, and
British born ethnic minorities, we use the fact that immigraritnon-white origin are
recent in Britain, as demonstrated in Figure 2. We create plsaiimmigrants in the
age range between 25 to 46 in 1979, who belong to any of the ethnictyngrotips
defined above, and who are born abroad. These are our first genetiaticrmanority
immigrants. Because of the small number of observations in the WESpool
information from the 1979, 1981, 1983 and 1984 LFS’s. Assuming a peak period of
fertility in the age range of 21 to 30 (potential) children of first generation ethnic

minority immigrants should be in a similar age window in the yybatween 1998 and

1 Given the long time series we use in constructing sample, both the wording and the content of
some of the variables have changed. Appendix Atiges details on all the LFS variables used in the
analysis, on the survey questions, as well as eiit-up of the variables.

M According to the ONSHjrth Statistics, England and Wales, 2002 FM1 Rb) women aged 25-29
have the highest fertility rate at 91.6 births p&00 women.

13



2005. We therefore define ethnic minority individuals born in Britain, tofoene of
the ethnic minority groups, and to be in the age range 23 to 35 in 1998. fgain,
circumvent the small sample problem, we pool the 1998-2005 LFS'’s.

At this point we should mention that our definition for British born ethnic
minorities intends to capture the children of those immigrantehgerve in the first
observation window, but may include some ethnic minority individuals ofhiihe or
even higher generation. We illustrate below that the arrivahofigrants and their age
structure makes it likely that the fractions of third generatir higher order generation
ethnic minorities in this group are very small, except forGaebbean population, and
that therefore this groups consists mostly of second generationgiamts.As a
reference group for the two periods, we define white British borwitheils who are
in the same age range as first generation ethnic minoritygrants and British born
ethnic minorities in 1979 and 1998 respectively.

In Table 1 we present the total number of first generation ethmoriy
immigrants and British born ethnic minorities observed in each time windowr(igbpe
panel and lower right panel of the table respectively), as wetha corresponding
numbers of white native$.We also display the number of second or higher order

generation ethnic minority immigrants in the first time window (lowerpahel).

12 Given that the LFS has a rotating panel formaitnsecond time window, in counting individuals we
only keep one observation record for each individse Appendix A.1 for construction of this vatigh

14



Table 1. Distribution of Groups by Staus of Generation.

Years
Groups 1979-1984 | 1998-2005
First generation
Black Caribbean 1,877 (26.0%) [37.5]
Black African 414 (5.7%) [32.8]
Indian 3,082 (42.6%) [35.5] - -
Pakistani 1,220 (16.9%) [35.8
Bangladeshi 188 (2.6%) 37.¥7]
Chinese 447 (6.2%) [34.0
Total (minority) 7,228 (100%) [35.8] ---
White natives 205,165 [35.7]
Second or higher generation
Black Caribbean 245 (66.6%) [27.5] 2,483 (34.7%) [3B.4
Black African 22 (6.0%) [29.1] 653 (9.1%) [3R
Indian 62 (16.8%) [29.0] | 2,339 (32.7%) [30.3]
Pakistani 18 (4.9%) 46 1,307 (18.3%) [29.9]
Bangladeshi 9 (2.4%) [29.4] 143 (2.0%) [88B.
Chinese 12 (3.3%) 128. 226 (3.2%) [30.6]
Total (minority) 368 (100%) [27.8] 7,151 (100%) [BlL
White natives 227,746 [32.8]

Notes: Percentages in parentheses and mean agghied) in square brackets.

The numbers in the lower left panel of Table 1 show that excepBlfmk

Caribbeans, the number of British born ethnic minority individuals in itise time

window is very small. This suggests that although some of the indisigduthe lower

right panel may belong to the third or higher generation rather thensecond

generation, this number is not likely to be large (see also Figdre 2).

The largest first generation immigrant group is of Indian priiangladeshis

form the smallest group and make up only 2.6 percent of the firstategon — which is

explained by their relatively late arrival in Britain. @h born Black Caribbeans count

for about 36 percent of the total British born ethnic minority group and fleentargest

3 The 1983 LFS wave is the only LFS wave with infation on parental country of birth. Utilising data
from this wave we found that there are only 60 sdageneration ethnic minorities in the age groupa25
51, constituting 2.3 percent of the first generation-white immigrants.

15



group. British born Indians make up the second largest group anghBhborn
Bangladeshis the smalléét.

The numbers in square brackets in Table 1 present the average tuge
respective population. These numbers suggest that both first gemethinic minority
immigrants and British born ethnic minorities are quite simiaheir age structure to
the respective white British born comparison groups. First gemefangladeshis are
the oldest group with an average age of 37.7 years and first gendkack African
are the youngest group with an average age of 32.8 years. The Bidisst born
ethnic minority group is Black Caribbeans (33.4 years) and the ysunge

Bangladeshis (28.8 years).

3. Educational Achievements: Comparing Immigrants, Natives, andhie Second
Generation

We commence by examining differences in education between tleeedif
groups. The LFS offers two measures of educational attainment, seé da the age
at which the individual left continuous full-time education, and the obiased on
educational qualifications.

To obtain a measure of years of continuous full-time education and irasont
to previous studies (Bell, 1997; Blackaby al, 2002) we make adjustments for the

different ages at which individuals start full-time education ffecént countries and

In the British General Household Survey (GHS) \beasve parental country of birth. However, prior
to 1983 the GHS only distinguishes between whited @on-whites. Another limitation of the GHS
collects only small ethnic samples within its breadoverage (samples only 10,000 households). \We us
the GHS to check if the relative proportions of feEond generation ethnic minorities we reporhin t
lower right panel of Table 2 match those obtairenfthe GHS for the period 1998-2004 (due to data
availability). The relative proportions (Black Calbean 35.1 percent, Black African 10.3 percentiaimd
28.9 percent, Pakistani 20.1 percent, Banglade$hp@rcent and Chinese 2.7 percent) are reassyringl
close to those obtained from the LFS.
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changes in the starting age of full-time education throughitinseme countrie§. We
also make appropriate adjustments for individuals who started rhél-education
abroad or came to Britain before the starting age of full-echecation (5 years of age
since the 1870 Education AcP.

Our second measure is based on information about educational quatiBcat
This measure may be problematic when comparing native and fdreigrpopulations,
as some foreign qualifications may be difficult to classify eguivalent British
gualifications. In addition, the LFS does not have a single consiséssification that
spans from 1979 to 2005, mainly due to changes in the British educastemsylo
obtain comparable educational categories we aggregate educapi@hdications in
four broad categories: “High”, “Medium”, “Low” and “No qualificat1” (for details on
what each category incorporates see the “Educational Quidifisa paragraph in

Appendix Al).

3.1Yearsof full-time education

Table 2 presents means of years of full-time education for each
immigrant/ethnic group, by gender and time period. For each oivthpdnels, the first
column reports means for males and females, and the second andotbmthsc

separate the two groups. First generation ethnic minority immgyeaet displayed in

5 This information was collected from the World Bam&bsite:
http://devdata.worldbank.org/edstats/query/defatuit. It was complemented and verified through
private correspondence with the government edutalépartments of each country and/or through the
corresponding embassy of each country in Britain.

'8 There is no information in the LFS about the numifeyears spent in education in the home country
and in Britain. Also, for the 1979 and 1981 LFS eswe do not observe the year of entry the indalidu
entered Britain and the appropriate adjustmentaatame made.
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columns one to three and British born ethnic minorities in columnsdaikt The last

two rows present corresponding means for the entire immigriantfty group and for

white natives correspondingly.

Table 2. Average Years of Full-time Education by Sttus of Generation, Ethnicity and Gender.

First Generation British Born Ethnic Minorities
1979-1984 1998-2005
(1) 2) 3) @) (5) (6)
Total Males Females Total Males Females
Black Caribbean 10.0 9.9 10.2 12.7 12.5 12.8
Black African 12.2 13.2 11.0 15.2 15.6 14.8
Indian 12.2 12.8 11.5 14.2 14.5 13.9
Pakistani 11.6 12.3 10.6 13.5 14.2 12.8
Bangladeshi 115 12.6 10.1 13.2 13.4 12.9
Chinese 11.2 12.2 10.3 15.1 15.1 15.1
Total (immigrant/minority) 11.4 12.0 10.8 13.6 13.9 13.4
White native 10.8 10.8 10.7 12.6 12.6 12.6

Notes: Means are weighted using population weightsse individuals without any formal education
were given zero years fifll-time education

First generation ethnic minority immigrants have on average 0.6 years of
full-time education than white natives; this difference is maihlg to males, who have
on average 1.2 years more full-time education than British born wiitesverage,
years of full-time education of first generation female ethnigonity immigrants are
quite similar compared to their British born peers; Indian andkBiddcan females
being the only immigrant groups who have more years of full-timeagidimccompared
to white native females. This heterogeneity is also evidemngnmale immigrant
groups. Black Africans and Indians have the highest number of yedtdl-bime
education, 2.4 and 2 more years of full-time education respectiveiywthde native
males. On the other hand, Black Caribbean men have fewer years of éudietiroation
than their white native peers. Across genders, for all firseiggion ethnic minority
immigrant groups except for Black Caribbeans, men have more gédtdl-time

education than women. Years of full-time education between whiteenaten and
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women are almost the same. Overall, ethnic minority immigiarisitain in the early
1980's seem to be well educated. This is in contrast to theveelatlucational
gualifications of immigrants in many other European countries.

The overall advantage in years of full-time education of first igeio& ethnic
minority immigrants as relative to their British born white rgeseems to carry through
to their British born children. Among white native born individuals, tiesn increase
in the number of years of full-time education of almost two yfare one generation
to the next (see Hansen and Vingoles, 2005 for the increasinggzdrbic in education
in the UK across all levels). An even higher increase is oakrvfor British born
ethnic minorities. Furthegll ethnic groups of British born ethnic minorities have more
years of full-time education than their British born white pe&he gender full-time
education gaps are again evident in columns five and six. Nevesthidesales in all
ethnic groups, including females from the Black Caribbean, Bangiiadrekistani and
Chinese communities (and in contrast to the first time period), inave years of full-
time education than white native females. The overall differémg/ears of full-time
education between British born ethnic minorities and their Briitsim white peers is
1.3 years for males and 0.8 years for females (compared to 12ayeh0.1 years for
the first generation), which suggests significant increases icagdnal advantage, in

particular for British born ethnic minority females.
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3.2 Educational qualifications

Table 3 presents the distribution of educational qualificationshidifferent
groups. Columns one to four provide means for the first generatiorc ethnority
immigrants and the comparable group of white natives, and columnsofieggtt
provide means for British born ethnic minorities. The results largehfirm the
educational advantage of first generation ethnic minority immigeardsof the British

born ethnic minority individuals, as shown in Table 2.

Table 3. Distribution of Educational Qualifications by Status of Generation, Ethnicity and Gender.

First generation British Born Ethnic Minorities
1979-1984 1998-2005
High | Medium| Low No High | Medium| Low No
qualification qualification
O @ [ 6 @) ® © | o ®)
Black Caribbean 0.028 0.226 | 0.128 0.624 0.1500 0.317 | 0.436 0.097
Black African 0.110] 0.416 | 0.224 0.250 0.4290 0.313 | 0.209 0.049
Indian 0.178| 0.165 | 0.163 0.494 0.371 0.231 | 0.314 0.084
Pakistani 0.09q 0.105 | 0.108 0.694 0.273 0.242 | 0.307 0.178
Bangladeshi 0.12% 0.088 | 0.105 0.682 0.354 0.131 | 0.311 0.204
Chinese 0.10§ 0.225 | 0.138 0.529 0.498 0.247 | 0.187 0.068
Total 0.113| 0.192 | 0.146 0.549 0.284 0.271 | 0.343 0.103
(immigrant/minority)
Whites 0.077| 0.267 | 0.194 0.462 0.198 0.313 | 0.378 0.111

Notes: Means are weighted using population weights.

The numbers in columns one to four suggest that higher proportiofiistof
generation ethnic minority immigrants are concentrated at dktremes of the
educational distribution. While the percentage of first generation cetimmority
immigrants that fall into the “High” educational category is Pdéicentage points
higher than that of white British born, the percentage that falls the “No
qualification” category is likewise 7.7 percentage points higherrelisea significant

heterogeneity between groups, with only 2.3 percent of first rgeoe Black
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Caribbeans having a “High” educational qualification as opposed to 17c8npedf
Indians. The highest percentages of first generation ethnic tyinonmigrants with
“No qualification” are in the groups of Pakistani (69.4 percent), Bateghi (68.2
percent) and Black Caribbean (62.4 percent).

In stark contrast, columns five to eight suggest a substantiabwerpent in
educational qualifications of ethnic minority individuals who are borBritain. The
overall number of those in the highest educational category hasased from 11.3 to
28.4 percent, which contrasts with an increase from 7.7 to 19.8 percémitiir born
whites. Equally striking is the decrease in the percentadgesé twith no qualification,
from more than one in two individuals in the first generation to appeieiyone in
ten individuals for those ethnic minorities born in Britain. Again, ti@srease is larger
than for native born whites. These numbers suggest a more dramatall ove
improvement of ethnic minority immigrants from the first to th&trgenerations than
of native born whites and confirm the overall better educational backgjraiuethnic
minority British born individuals as compared to comparable British ladnites. The
results also suggest substantial heterogeneity across these §ubulpsa significant
percentage of British born Chinese (49.8 percent) falls into the dtiglticational

group, this is the case for only 15.0 percent of British born Black Caribbeans.

3.3 Intergenerational correlation

We now investigate in more detail the intergenerational link betwee
educational attainment for first generation ethnic minority igramts and British born

ethnic minorities, distinguishing between males and females, datk rehis to
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educational attainment of comparable groups of white natives. In Tablen
Appendix A2, we report numbers as in Table 3 above, but broken down by gerder. W
summarise these numbers for the groups with the highest educatidri dddwith no
education “No qualification” in Figure 3. We display the first genemnaof ethnic
minority immigrants on the vertical axis, and the British bohmiet minorities on the
horizontal axis. The data points represent weighted means of gaeration
educational outcomes against the corresponding means of the Britishethoio
minorities. The horizontal and vertical lines through each ethni@tg point is the
corresponding confidence bound of the estimate at the 95 percent level.

We use two reference points. First, the 45 degrees line (s@idrépresents the
line of immobility — entries on this line indicate that educatiomaicomes for the
parent generation are identical to those of their offspring’srgéion. The second
reference point is with respect to white natives. The two dashesi tlhat pass through
the “white” data point create four regions of comparison betweere wiatives and
both first generation ethnic minority immigrants and British betimnic minorities.
Points in the first quadrant (north-west region) would suggesthbdirst generation
of ethnic minority immigrants does better than white natives wvalseBritish born
ethnic minorities do worse than white natives. Similarly, pointthersecond quadrant
(north-east region) would suggest that the percentage of both firstagjen ethnic
minority immigrants and British born ethnic minorities who acbagéva “High”

educational qualification is higher than the respective percentage of tleenatiites.

22



Figure 3. “High” and “No qualification” by Status o f Generation.
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Panel 1 suggests that significantly higher proportions of all groupg isecond
time window hold a “High” educational qualification relative to thespective groups
in the fist time window. Also, all the groups except Black Caribbeae located in the
second quadrant suggesting that first generation ethnic minoritignamms were more
likely to hold a “High” educational qualification compared to thehite native born
peers, and that the same is true for British born ethnic mirsoriliee advantage for
British born ethnic minorities relative to their foreign-born pargeneration is
dramatic for some groups. For instance, while slightly highepgrtions of first
generation Chinese immigrants were holding a “High” educationalifiqgagon
compared to white natives in the first time period, more thacetas many second
generation Chinese are observed in this category, comparedrtwliite British born
peers.

Panel 2 of Figure 3 displays differences for those individual® o

qualification”. All British born ethnic minority groups as well aite natives have

23



moved away from this category. However, there are again signifidifferences

between groups. For instance, lower proportions of first generatioBgngh born

Black Africans fall into this category than of any other groupilevthe proportions of

both first generation and British born Pakistanis and Bangladesaisigh in this

category.

In Figure 4, we display gender differences for the same ategories. The

upper two panels report results for males and females witHigh” educational

gualification and the lower two panels report results for those indilgdwith “No

gualification”.

Figure 4. “High” (panels 1 and 2) and “No qualifiation” (panels 3 and 4) by Status

of Generation and Gender.
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Figure 4 shows substantial differences in gender achievements athnic minority
groups, in particular for Pakistanis and Bangladeshis. While mateshB born
individuals from these two groups significantly outperform their evimative born
peers, the differences are not significant for females, althpoigih estimates suggest a
small advantage. However, there are significant improvementdse ttwo groups
relative to their parents’ generation. The Caribbean populationrisrmeng worse
than British born whites amongst both males and females, but theresignificant
increase in the percentage of those with a “High” educational igailtin relative to
their parent’s generation, for both males and females in this group.

Panels 3 and 4 report results for those with “No qualificationt. &l groups
there is a considerable decrease in size within this categglative to the parent
generation. Remarkable is the large decrease in percentad@#isif born ethnic
minority groups with “No qualification”, particularly for Pakistarmmda Bangladeshi
females. Although there has been a substantial reduction in theeedate of this
group from the first to the next generation, the fraction of fesnaleo fall in this
category is still significantly larger for both minorities than for whig¢ive females.

Our findings with respect to the first generation of ethnic miesriare in line
with evidence provided by Baker and Benjamin (1994) as well as bymiiyas al
(2006) who find that first generation immigrants to Canada tend todoe educated
than natives, but contrasts with US findings (Borjas, 1993a; Card, 200%;eCal,
2000) as well as for some European continental countries (see GhZgamermann,
2000 for German evidence). Moreover, our results suggest that Britishetiorc

minorities are with the exception of Black Caribbeans more likelpbtain higher
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educational qualifications than their white British born peers, andthieat overall
educational advantage is substantial (for a similar resuth®otJS see Chiswick and
DebBurman, 2004). Also, the educational improvement relative to theintjgare
generation is larger for most ethnic minority groups, and indeed ticafoa some
groups.

Our findings therefore suggest that British born ethnic minorgies well
prepared to compete with their white native born peers, and may even outpgédorm

In the next Section we analyse this in more detail.

4. Labour Market Performance

We first analyse employment and economic activity of first gt ethnic
minority immigrants and British born ethnic minorities, which veenpare to British
born whites. Our measure for the overall economic activity of iddals distinguishes
between paid employment, self-employment, unemployment, econgminalitive
people as well as people on government schemes. We concentrabe ledesiduals
in paid employment, in unemployment, and on those who are economicaliyenac
We exclude the self-employed (these are 8.7 percent of thedudisiin our sample
and approximately the same for white natives 8.7 percent and etimicitias 8.9
percent) as well as those individuals on government schemes. Treglaup makes
just about 0.1 percent. We also drop all those individuals who were tinfell

education at the time of the survey.
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4.1 Economic activity and employment

We define an individual as economically active if she is emploged
unemployed as opposed to being economically inactive. We define an intlivache
employed if she is in paid employment, as opposed to being econoniizadtive or
unemployed. Table 4 presents percentages of economic activitgnapidyment for
our two samples.

Table 4.Percentage Distribution of Economic Activity and Enployment by Status of Generation.

First generation British Born Ethnic Minorities
1979-1984 1998-2005
(1) (2) (3) (4)

Economic Employment Economic Employment

Activity Activity
Black Caribbean 87.2 79.3 81.4 72.6
Black African 79.0 69.9 82.2 71.8
Indian 76.6 71.0 85.2 80.1
Pakistani 57.1 49.3 62.8 56.4
Bangladeshi 58.1 48.7 65.6 57.6
Chinese 66.3 64.4 85.4 81.1
Total (immigrant/minority) 75.6 68.9 79.6 72.3
Whites 79.0 74.7 84.0 80.2

Note: Percentages are weighted using populatioryktsi

Columns one and two suggest that white natives have both higher economic
activity and employment rates than first generation ethnic ntynorimigrants. The
percentage difference is equal to 3.4 percentage points with resp@&conomic
activity and 5.8 percentage points with respect to employment.etawthere is
significant heterogeneity between immigrant groups. Firstiggion Black Caribbeans
have higher economic activity and employment rates than any Yrtupontrast, first
generation Pakistanis and Bangladeshis have the lowest econotity aand

employment rates.

" The highest economic activity and employment rafiefirst generation Black Caribbean immigrants
may be explained by the fact that this group adiweBritain when there was an increasing demamd fo
labour (see Section 2.1).
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The overall disadvantages in economic activity and employment fitisat
generation ethnic minority immigrants’ face compared to whiteves is larger still
for the British born ethnic minorities with the corresponding diffeeds being 4.4
percentage points with respect to economic activity and 7.9 percemvags with
respect to employment. Again, there is significant heterogenettyelen groups. For
example, British born Indians and Chinese have higher economic yactnd
employment rates compared to any other group. As it was thee foasthe first
generation of ethnic minority immigrants, British born Pakistamd Bangladeshis
have considerably lower economic activity and employment rates than angathpr

In Table 5 we present differences in means of employmenter(gin
percentages) for the different immigrant/ethnic groups, fandividuals and for males
and females separately. The reference groups are respactiyes gof white natives.
The last row of each panel in Table 5 shows employment mean$iter vatives. The
reported coefficients on differences are conditional on age and cagees(taking
differences from their respective means) and year dummiesginee year 1979 for the
first time period and 1998 for the second time period) to eliminatepasition
effects™® As the composition of the white native and ethnic minority populaticvsacr
geographical regions is very different (10 percent of white rativédoth time periods
live in Greater London as opposed to 44 percent of the first immigea@ration and
46 percent of the British bornin the lower panel we report results where we also

condition on region dummies in addition; the reference category being GreatrL

'8 Since in the second time window the LFS has aingfgpanel format we keep repeated observations
for each individual observed in any one wave, blawafor clustering of individuals using a unique
individual identification number.
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For the white British born, the overall employment probability Haghtsy

increased, mainly due to an increase in female employment,5@opercent between

1979 and 1984 to 70.5 percent between 1998 and 2005. This increase is ldigely in

with results reported in Blundedk al (2004).

Table 5. Mean Differences in Employment by Statusf@seneration and Gender.

Immigrant groups

First generation

British born ethnic minorities

1979-1984 1998-2005
(1) (2) 3) 4) (5) (6)
Total Males Females Total Males Females
Black Caribbean 3.7 -4.9 13.0 -7.6 -10.9 -4.0
Black African -4.0t -15.0 5.6t -7.9 -10.1 -5.4
Indian -3.4 -1.4 -5.6 0.1t -1.2% 1.2t
Pakistani -25.2 -8.5 -47.1 -23.8 -11.2 -30.2
Bangladeshi -26.7 -7.0 -43.0 -21.7 1.8 -39.9
Chinese -9.3 2.1% -13.5 0.7t 2.0t -2.01
Total Difference -5.8 -4.5 -6.6 -7.7 -6.9 -7.7
(Immigrants/Minority)
White natives (Employment) 75.8 94.0 59.0 78.5 87.4 70.5
Controlling for Regions: Omitted category Greatemidon
Black Caribbean 2.1 -6.0 105 -8.0 -11.6 -3.8
Black African 5.7t -15.9 2.71 -8.5 -10.9 -5.5
Indian -4.8 -2.3 -1.7 -0.04t -1.77 1.3t
Pakistani -26.6 -9.2 -49.2 -23.7 -10.6 -30.4
Bangladeshi -28.1 -8.2 -44.7 -21.9 2.1% -40.0
Chinese -10.1 1.5t -14.7 0.8t 2.3t -2.2
Total Difference -7.4 -5.4 9.1 -8.0 -7.3 -7.7
(Immigrants/Minority)
White natives (Employment) 78.0 95.2 62.9 79.2 88.6 70.6

Notes: Regressions are weighted using populatiaghte Coefficients marketlare not significant at
the 10 percent level. Reported coefficients aralitmmal on age and age square (differences frogirth
means) and year dummies (omitted categories aresyE®/9 for the first time period and 1998 for the
second time period). The reference groups are widta/e born individuals living in Greater London.

Despite the overall educational advantage of first generation ethinirity

immigrants as illustrated in Section 3, there is a remaekatbekrall disadvantage in

their employment probabilities: the overall difference betweest fieneration ethnic

minority immigrants and white natives is 5.8 percent. The ddthiteakdown reveals

that this difference is mainly due to lower employment probadsliof Pakistanis and

Bangladeshis, with employment rates being 25.2 and 26.7 percentagdgeantthan

those of their white British born peers. Inspection of the gendekdwea reveals that
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for Pakistanis and Bangladeshis, these differences are maiviy dry females, who
experience employment probabilities that are 47.1 and 43.0 percemiage Ipwer

than those of their white British born peers. Interestingly,HerBlack African group,
it is the male population that has dramatically lower employmates than white
natives, while females’ rates are not significantly differdrdr Black Caribbeans,
females exhibit a 13.0 percentage point higher employment probathifity their

British born white peers, while males have a 4.9 percentage poiat {[mebability.

Overall, these numbers suggest a sizeable employment disadvaihtagegeneration
ethnic minority immigrants, as compared to their white native peers.

The right panel in Table 5 makes comparisons between the Britishetioric
minorities and white natives. Overall, there is a large employrdsadvantage for
British born ethnic minorities relative to their British born whgeers (7.7 percent),
with a 0.8 percent higher differential among females. Breakieget numbers down by
the different ethnic minority groups, the pattern is not unlike that for thegéregration,
with the largest differences for Pakistanis and Banglade$hisse are once more
driven by females, where Pakistani and Bangladeshi females ha%eaB0 39.9
percentage points lower employment probabilities than their native voloite peers.
The overall disadvantage for both Black Africans and Black Caribldesnscreased:
for the British born ethnic minorities, employment probabilities fiemale Black
Africans and Black Caribbeans are now 5.4 and 4 percentage pointgésywectively
than of their British born white peers. The lower panel of T&blehows that the

employment differentials between the white native and both inmmigoopulations are
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slightly higher once we control for regions (omitted categoryatere London),
suggesting that immigrants are settling in regions with higher emplayrates.

These figures draw a bleak picture of the labour market situatiBnitesfh born ethnic
minority individuals. Their educational attainment, which is on avecagsiderably
higher than that of their white native peers, seems not to transfuo equally
advantageous employment prospects for many groups. In the next Section, w

investigate this in more detail.

5. Employment and Wages of British Born Ethnic Minorities

The analysis in the last Section did not attempt to draw distnmecbetween the
possible channels through which employment disadvantages of ethnic resarii
created. If employment depends on wage offers as well asat s#ter observable
characteristics, then the lower employment probabilities otisBriborn ethnic
minorities relative to their white native peers may be due fterdhces in the wage
offer distribution, or to lower labour supply for the same labour manaportunities.

In addition, it may depend on differences in other factors that tijiredfect
employment probabilities.

In this section we attempt such decompositions. Our analysis idy pure
descriptive. We concentrate on British born ethnic minorities and wigte native
peers-’ We commence by analysing wage distributions of those who arerln We
ask the questiorhow does the density of wages of ethnic minority individuals’ change

if they had the same vector of observable attributes and regional allociovhite

¥ Henceforth, for brevity we use the term ethnic aities instead of British born ethnic minorities.
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native® This helps us to understand whether ethnic minorities are eqgaflyded for
human capital characteristics and other attributes as whitee ngulividuals, and
whether there are differences along the wage distribution. Wietdihe to employment
probabilities of ethnic minority and white native individuals, where pvedict
employment along the imputed wage offer distributions. Here wéhastuestionhow
does the employment distribution of ethnic minorities look like yf theed the same

(imputed) wage offer distribution as white natives?

5.1 Wages

Looking at the raw data, mean log wages of ethnic minority anie wiales are
2.03 and 2.05 respectively — suggesting a 2 percent wage advantagetéomadeis.
For females the respective numbers are 1.97 and 1.83, suggesting aeht wage
advantage for ethnic minority females. These raw figures b®aydriven by the
educational advantage of ethnic minorities as well as by diffeegiinal distributions.
The female wage advantage may also be partly explained byeditfe selective
employment across the populations in both observables and unobservable2q¢a
If unobservable ability components are correlated with observabtaatbastics like
education, inspection of educational attainment differences acrogs mdtives and
ethnic minorities of those who do and do not participate should give salication as
to how important selection on unobservables is.
Table 6 presents simple descriptive statistics on ethnic minoatgs and females and
white natives where we distinguish between those who are employkdnan-

employed (including non-participants).
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Table 6. Differences in the Observed Characteristecof Employed and Non-employed Individuals.

Employed Non-employed (no-participants)
Whites Minority Whites | Minority
Males | Female§ Male} Femal¢s Males Femdles MalesmalEs
Age 32.6 32.7 32.0 325 32.5 32.6 3211 32.0
Years of full- 12.7 12.8 14.2 13.9 11.7 11.8 12.p 12.4
time education
High 23.2 21.7 35.1 32.1 9.1 8.8 16.p 12.2
Medium 37.8 30.0 29.5 30.4 24.] 20.0 22|4 22.4
Low 33.1 42.5 29.6 34.2 37.8 48.6 37p 45.8
No educational 6.0 5.8 5.7 3.3 29.0 225 231 19.6
gualification
Potential wages 1.98 1.74 1.9 1.84 1.81 1.60 1|77 1.67

Note: All numbers are weighted except potential @gagf the non-employed.

The difference in years of full-time education between eygaloand non-employed
individuals for ethnic minorities and white natives are 1.6 and 1 yearsales and 1.5

and 1 for females respectively. These numbers suggest larfgnenldes for ethnic
minorities. For females (males), the fraction of ethnic mirexitvho have a “High”
educational qualification and who work is 32 (35) percent, as opposed to 25 (32)
percent in the overall population; for white females (males)efgective numbers are

22 (23) percent and 18 (2@grcent. Hence, the numbers suggest a stronger selection on
observables for ethnic minorities. If education is similarly elated with unobserved
ability across groups, then this indicates stronger selectiorthafceminorities on
unobservables.

To investigate how composition as well as geographical distribaffects wages, we
consider the entire wage distribution of the two groups. We ask theoquésw does

the density of wages of ethnic minority individuals’ change if they hashthe vector

of observable attributes and regional allocation as white natives (keepingape
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structure of ethnic minorities constyntWe use the approach outlined in DiNaed@l

(1996) (see Appendix B for details). If the two groups of white nateed ethnic

minority individuals were identical based on how observed characgriand

circumstances translate into wages (which is a good assumptistartowith, as

individuals in both groups are born and raised in Britain), then wagjgbdtions

should be identical when correcting for differences in observables.

Figure 5. Actual and Counterfactual Kernel Densities and their Differences.
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In Figure 5 we display the actual kernel wage densities;dbeterfactual kernel wage
densities as well as their differences. Panel 1a showshihatctual wage distribution
for male ethnic minorities is very similar to that of thehit® native peers, while panel
2a shows that the wage distribution of ethnic minority femalehifted to the right,
relative to white native females; these distributions are cobipavith the raw mean
wage differentials of 2 and 14 percent.

In panels 1a and 1b, we also display the distributions that would haxaelgde
if ethnic minorities had the same regional allocation as whagves, and the
distributions if, in addition, ethnic minorities had the same chenatts as white
natives, all assuming the wage structure of ethnic minorigegins constant. The
vector of individual characteristics includes the following variakdge and its square,
three dummy variables capturing educational qualifications (“Highedium”, “Low”,
omitted category “No qualification”), years of full-time educaf year dummies
(omitted category year 1998) and quarter dummies (omittedargitggarter 4). The
panels show that for both males and females, the counterfa@galdistributions shift
quite dramatically to the left if the regional allocation thfrec minorities was the same
as that for white natives. They shift even further to the ifefh addition ethnic
minorities had the same observed characteristics as whiteesatihis is not
unexpected, as ethnic minorities have higher levels of educatiore hawe shown in
Section 3.

Panels 2a and 2b plot the differences between the actual white nage
distribution and the actual ethnic minority wage distribution, as altifferences

between the actual white native wage distribution and each obtimecfactual ethnic
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minority wage distributions, for both males and females. They showagsuming
white native regional allocation and characteristics for ethmomties leads to larger
differentials in favour of white natives across the entire wdgribution. If we
evaluate the wage distributions at the mean, the small raw disagvantage of ethnic
minority males of 2 percent increases to 6 percent if #gonal allocation of
minorities would resemble that of their white native peersiciteases to 9 percent if
ethnic minority males had in addition the same education and aggustr as their
white native male peers. For ethnic minority females theainit4 percent wage
advantage decreases to 3 percent if their regional distributierequal to that of white
native females, and turns into a 4 percent disadvantage if/diticsm, they had the
same age and education structure as white native females.

These numbers therefore suggest that the raw wage differtbiatiale observe
between ethnic minorities and white natives turns into a considenablge
disadvantage if ethnic minorities were identical to white nativgsrms of individual
attributes and regional allocation, and continued to be paid accoodatlyrtic minority
wage structures. If in addition, there is more selection on unobsesvédl ethnic
minorities (which is likely given the stronger selection on olmdes, as shown in
Table 6) then the average wage disadvantage of ethnic minoritydnalis may be

even larger.

5.2 Employment

The previous Section suggests that wage distributions of ethnic miaoxty
white native individuals differ, in the sense that ethnic minoriteage a different wage

distribution than white natives for equal observable attributes. Weimastigate the
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difference in employment rates between the two groups that isoddiferences in
their imputed wage offer distributions, to address the question whethgioyment
differences are due to ethnic minorities facing a diffeveage offer distribution, or
whether ethnic minority individuals react differently to the salaleour market
opportunities than their white native peers.

The overall employment rate of minorityy € m) and non-minority { = nm)

individuals can be expressed as a weighted sum of employment piitsaloNier the

wage offer distribution, oiP’ :Ipi(w)gj(w)dw. Differences in employment may

now be due to differences in employment response at any wage'(w), or

differences in the distribution of offered wageg!(w .2 Differences in the

distribution of offered wages may be due to differences in ob$eyveunobserved
characteristics of the two populations, or due to differences iprtbes for observed
and unobserved characteristics. They may also be due to demarmdrssiterations,
e.g. discrimination (see Bowlus and Eckstein 2002 for analysis @gailibrium search
framework). Differences in the employment response may be aluférences in

reservation wages or preferences.
We do not observe the wage offer distributigigw’ for)the two groups. It is

well known that the censored distribution of accepted offers does aghstorwardly
allow us to estimate the wage offer distribution of the total populat this

recoverability problem has been documented by Flinn and Heckman (1982)wd

% The difference in employment probabilities cardeeomposed as

[ p"w)g" wWydw= p""(w)g" W)dw= [ p™ (W)(g™ (W) = " (W))dw+[ (p™ (W) = p""(W)g"" (W)dw
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neglect this problem, and provide a more parsimonious analysisthletiges of Juhn
(1992) and Juhn and Murphy (1997), by imputing wages for people in the cepadred
of the wage distribution from observed wage information of those vdrk, \vand who
have identical characteristics. We do this by estimatingréifit regressions for males
and females, and pool together the ethnic minority groups Black @anb/Black
Africans, Indian/Chinese and Bangladeshi/Pakistani due to the smalber of
observations. We normalize all wages to the year 1998 and add to dnetipne an
error term drawn from a normal distribution, where we allow théamee to differ
across the groups described above. Therefore the distribution of goveages takes
into account differences in wage offers for white and minontyividuals due to
differences in observable characteristics, or their pricegds not capture differences
in unobservables, neither does it address selection into employmenheWw compute
the participation functions by dividing the data into intervals aldhg wage
distribution and compute participation rates within these intervals.folav Juhn
(1992) and assign participation probabilities to 2.5 percentiles of tleat@btwage
distribution, and aggregate these up to deciles. In Figure 6, wehplgatticipation

functions for ethnic minority and white native individuals by gender.

Figure 6. Participation Functions by Ethnic and Gemer Groups.

Panel 1. Males Panel 2. Females
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The panels show that both male and female ethnic minorities haveargudily
lower employment probabilities for every level of potential @aags compared to their
respective white native born groups. The difference slightlyedsess at higher wages,
for both genders, but remains substantial. This suggests that gleediffierence in
observed employment is driven by differences in the participatioctibn rather than
by differences in the wage distribution.

In Table 7 we investigate this further. We display the actuaéreifices in
employment between ethnic minorities and white natives alongspeatve deciles of
the (potential) wage distributions in the first (males) and fodetingles) columns. The
numbers show that employment differences are slightly highewat deciles; overall,
employment probabilities are 6.6 percent lower for ethnic minorigyesy and 7.7
percent lower for ethnic minority females. The next columns (columasand five)
display differences in potential wages across deciles. Ovdraik is a disadvantage
for ethnic minority males of about 5.8 percent, and an advantage rof etmority
females of about 6.3 percent. For ethnic minority males, the disadearaeglargest at
lower deciles of the distribution. The differential in potential vgagp@as moved in
favour of white natives, as compared to the differential in wagéisoske who are in
work (see Table 6), which is due to stronger selection on obsenaihilesse ethnic
minority individuals who are in work.

Columns three and six report the predicted differences in empldym
probabilities using the ethnic minority participation function. The numbyeport
therefore the difference in participation between white native dmdiceminority

individuals if ethnic minorities faced the white native wage itistion, given the
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ethnic minority participation-wage relationship. The numbers show tfiatetices in

wages within deciles only explain a very small part of the diveliference in

participation. Across all deciles, the difference between nthteceminority and white

native employment is -0.7 percentage points if ethnic minoritysrateed the potential

wage offer distribution of white maleS, compared to the overall employment

disadvantage of approximately 6.6 percentage points; the remdrfngercentage

points in the employment differential is accounted for by diffezenan the

participation functions.

Table 7. Decile Decompositions of Participation Fustions, Potential Wages and Employment

Probabilities.
Males Females
1) (2) 3) (4) (5) (6)
Deciles Actual Potential Predicted Actual Potential Predicted
Difference Wage Difference | Difference Wage Difference
Difference Difference
1 -9.77 -10.83 -1.30 -10.54 6.64 1.41
2 -9.61 -9.59 -2.21 -7.65 8.18 0.43
3 -6.37 -7.93 -0.62 -11.2 8.45 -0.69
4 -6.89 -7.01 -1.81 -6.39 7.99 2.33
5 -5.51 -6.36 1.00 -8.14 7.68 2.08
6 -6.12 -5.32 -1.42 -8.46 7.08 -0.27
7 -5.82 -4.66 -1.00 -5.39 6.41 2.96
8 -5.42 -3.92 1.88 -7.69 5.63 -1.99
9 -6.11 -2.20 -1.46 -7.65 457 1.19
10 -3.75 -0.20 0.16 -4.13 0.30 0.48
Total 6.55 -5.80 -0.68 -7.73 6.29 0.79

Note: Columns one & four: Actual differences in é@yment along the potential wage distribution. Gohs two & five:
Differences in potential wages. Colunthsee & six: Differences in participation if ethnioinorities are given the white native

wage distribution.

For females, the difference in employment probabilities predictetiffeyences

in the wage distributions is in favour for ethnic minority fematige to the positive

overall wage differential. The overall difference in employmamtbabilities between

ethnic minority females and white native females due to diffesencthe participation

functions therefore increases to 8.5 percentage points on averagerédtsesuggest

L Using the notation we introduced above, this rmmimualsj. p™(wW)(g™(w) —g""(w))dw
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that differences in potential wages hardly explain any of tffereinces in overall

employment probabilities between ethnic minorities and white natives.

5.3. Explanations

The results in the previous sections suggest that British born etimicities
have on average higher levels of education than white natives, as well asahiglage
wages. Keeping observed characteristics and regional allocatimtaat, their wage
advantage turns into a considerable disadvantage, suggesting that redamaion
and better educational background help ethnic minorities to comp€isal@wver
returns to observed (and possibly unobserved) characteristics. Moraaders shown
in Table 7, ethnic minorities have considerably lower employment pidleshiand
not much of this is explained by wages.

In this Section, we investigate a number of possible explanatmmghé
disadvantage of British born ethnic minority individuals. First, altholigth ethnic
minority and white native individuals have obtained their educationritaiB the
guality of education may differ, thus possibly explaining lower returns. Hencaseva
detailed breakdown of educational background information to investigatésshis.
Second, one reason for lower employment probabilities of ethnic nésonitay be
frequency and type of job offers. If ethnic minorities receass| or inferior offers to
white natives, then this could perhaps explain some of the differem&ection 5.2.
We investigate this by relating differences in self-reportedrceptions of
discrimination due to race, cultural background or religion to rdiffees in observed

employment probabilities. Finally, employment may be lower bgiceh As the
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numbers in Table 5 suggest, some ethnic minority groups have ugatticlow
employment probabilities, for instance, Bangladeshi and Pakiseanalés. We
investigate whether those who do not participate would like to workvén the
opportunity, and compare these numbers across populations. We also itevestiga
whether the prevailing attitudes in the respective communitigarts female labour
force participation are compatible with observed differences. @alysis in this
section is only suggestive and does not provide final answers. Howepeints to

possible directions for future research.

5.3.1. Returns to full-time education and the quality of education

Figure 7 plots average wages (on a log scale) for men andmoyngears of
full-time education for British-born whites and ethnic minorities. Pphaels show that
the wage returns to each year of full-time education are lew&thnic minority males,

and more similar for ethnic minority women.
Figure 7. Returns to Wages by Years of Full-Time Edeation.

Panel 1. Males Panel 2. Females
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One reason for the observed differences for males could be a loaldy g

educational attainment within each educational category. This rayegplain some
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of the employment differences. To investigate this, we use detafermation as
available in the LFS about the specific educational qualificatienindividual has
achieved as well as the individual's performance in some québificaategories. We
divide our three broad educational categories (“High”, “Medium” ‘dra”) into 40
mutually exclusive education categories: 7 “High” education caitegy 20 “Medium”
education categories and 13 “Low” education categoffe§Ve then estimate
employment and wage regressions on the vector of the detailediedalcattainment
for whites conditional on being in the “High”, “Medium”, or “Low” catay. For each
group and separate for males and females, we then weight tef§eients by the
distribution of finer categories within each education group, and sulhe@mdex we
have obtained for whites. This difference measures the unconditionadnfzege
difference in outcomes due to differences in finer educational eéh@nd outcomes
within each larger education groups. In Table 8 we display the resulisible A2 in

the Appendix A2 we report the results for each ethnic minority group.

Table 8. Returns to Educational Qualifications forEmployment and Wages.
Males Females
High Medium Low High Medium Low
Employment -0.08 0.00 -0. 08 -0.01 -0. 33 -0. 25
Log Wages 0.59 1.34 -0. 70 -0. 20 0.55 -2.00

Note: Entries are percentage (employment) or péeeayges) differences.

% The “High” education category includes: PhD, Mastepostgraduate certificate, other postgraduate
certificate, first degree, other degree, NVQ LeéveThe “Medium” education category includes: dipbom
in higher education, other higher education belagrde, HNC/HND/BTEC higher, nursing, teaching
(further and secondary education), teaching (fotiadaprimary, not stated), one A level, more tlae

A level, one AS level, two or more AS levels, BTE@Gtional, NVQ level 4, NVQ level 3, GNVQ
advanced, RSA higher, RSA advanced diploma or awvaertificate, City and Guilds advance craft,
Scottish 6 year certificate or Scottish higher fuditional certificate, one or two SCE highers, ¢hoe
more SCE highers. The “Low” education categoryudeis: Fewer than five O-Levels, more than five O-
levels, CSE below grade 1 (GCSE below grade C), BTHeneral diploma certificate, NVQ level 1,
NVQ level 2, GNVQ intermediate or foundation levBISA diploma and other, City and Guilds craft,
City and Guild foundation, YT/YTP certificate, SCUEC first diploma or certificate, any other
gualification.
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Overall, the table entries suggest that on average the retunmplkoyenent are
slightly lower for ethnic minority groups, for both males and fasalbut the
percentage differences are small. With respect to wagesletiree and achievement
mix within broader categories seems to be slightly more aagaaus for ethnic
minority males in the “High” and “Medium” education categories; females, the
wage return is lower by 0.20 log percentage points in the “Hightadn category
and 2 log percentage points in the “Low” education category. Qvéhnal results
suggest that differences in the educational mix are not impomargxplaining

differences in outcomes as reported in Sections 5.1 and 5.2 respectively.

5.3.2 Discrimination

Our analysis above suggests that differences in employment pitoeslbetween the
two groups cannot be explained by differences in wage offetbdisons. One further
explanation could be discrimination, where minority individual obtain &ssactive
job offers for same qualifications. Our investigation into this is againteetgtive. We
use data from the Fourth Survey for Ethnic Minorities (FNSEM)ect#ld between
1993 and 1994 in England and Wales and apply the same selection rtileglidizing
the same ethnic groups, as we do for the LFS data above. RespondeatENSEM
were asked about whether they have ever been refused a job becdlse cice,
colour, religion or cultural background.

We report the numbers in Table A3 in Appendix A2. The numbers suggest that
individuals of Black Caribbean ethnicity have the highest probabdignswer in the

positive, while individuals of African and Pakistani background exprbssldast
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concern. If discrimination due to race, colour or religion was thie wh@ver for the
differences in employment outcomes, and discrimination is equalbeiped across
ethnic groups, then we should expect the Black Caribbean to have thea lowes
employment probabilities, while e.g. the Pakistanis to have the highspection of
Table 5 suggests however exactly the opposite, with Black Caribiieang the
highest, and Pakistanis having among the lowest employment prababverall, the
correlation coefficient between perception of discrimination (tbae answer “Yes”
in Table A3) and employment probabilities (numbers in columns 5 andh& afpper
panel of Table 5) is 0.34. Table A4 in Appendix A2 reports similarrég, this time
about the belief that there are employers in Britain who woutlseea job to a person
because of their race, religion or cultural background. Again, the marnmbthe Table
do not suggest any systematic relationship between employmentbitedsa and
perceived labour market discrimination across groups. Finally, Pébl@resents cross
tabulations from various years of the British Social Attitudev&ur(BSAS) on
perceptions of prejudice in the job market. Similar to what we tegloove, these
responses suggest that Black Caribbeans feel more discrichindtes job market than
Asians, with differences being quite large for females.

We do not want to over-emphasise these figures, which may partuééo
other reasons (like differences in perception of discrimination).extewy the patterns
between perceptions of discrimination and observed employment acréssendif

groups do not point towards a clear-cut relationship.
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5.3.3 Intent to participate

One reason for the lower employment probabilities of ethnic miesrin
general, and some groups in particular may be that individuals steudaged and
withdraw from the labour market. Using again the LFS we @xarmwhether non-
employment is voluntary or not. In the LFS, non-participating indivel@ae asked
whether they would like to have a regular paid job, with the wordingeofjuestion
being ‘Even though you were not looking for work in the last 4 weeks ending Sunday
[the date], would you like to have a regular paid job at the moment, eitlteof part-
time? In Table A6 in Appendix A2 we show the percentage distribution aftivgy
for each ethnic and gender group, whereas the second row showsrdbetgge
distribution of those inactive individuals who were not looking for work and not
wanting a regular full- or part-time paid jéb.
The numbers show that Pakistanis and Bangladeshis, the two groupbenitighest
inactivity and lowest employment rates, have at the samevinyehigh proportions of
individuals who do not wish a regular paid job. In contrast, groups with lostivitg
rates (e.g. Black Caribbean) have lower proportions of individualssrcéitegory. This
is particularly true for females. This suggests that the |damyur force participation
rates for some ethnic groups (e.g. for Pakistani and Bangladesien) is largely by
choice and less so because individuals do not find jobs or are beingnohated
against.

One reason for differences in labour force participation acraggpgrmay be

particular views or attitudes that exist in the specific etbommunity. Fortin (2005),

% These are not labour market discouraged individaal they do not want to work. Labour market
disadvantaged individuals are those individuals wdmmort they want to work but are not looking for a
job because they think they could not find one.
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using data from the World Value Surveys, establishes a relatiobstigeen anti-
egalitarian views and female labour force participation. Baseth@rBritish Social
Attitudes Survey (BSAS) for several years, we investigate ¢uestions: i) “The
family suffers when the woman has a full time job”, and ii) &b js all right, but what

a woman really wants is a home and children”. To the first ques84 percent of
white women agreed/strongly agreed, whereas 40 percent of Blaiklo€m women,

25 percent of Black African women, 42 percent of Indian women, 58 percent of
Pakistani women and 40 percent of Bangladeshi women did so. To the secsti@hque
19 percent of white women agreed/strongly agreed as opposed to 22t pérB&ack
Caribbean women, 45 percent of Black African women, 46 percent of Indiaren,

41 percent of Pakistani women and 80 percent of Bangladeshi women.

7. Conclusions

In this paper we provide a first thorough investigation into the ecamomi
behaviour and educational attainments of Britain’s ethnic minority immigyend their
children. Using twenty seven years of LFS data we study hovisiBitorn ethnic
minorities perform in terms of education, employment and wages, wimpaced to
their parent generation as well as to comparable groups of white natives.

In terms of educational attainment, our results confirm trengteducational
background of Britain’s ethnic minority immigrant population that haanb®oted in
other studies (see Bell, 1997; Blackadiyal, 2002; Oweret al, 2000). Compared to
the potential parent generation of first generation ethnic minoryigrants,

educational attainment for ethnic minorities born in Britain is omaamehigher. It is
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also higher when compared to educational attainment of their whttee npeers.
However, when turning to employment, we find that both first generadtbnic
minority immigrants and British born ethnic minorities do substantially evtiran their
white native peers. Based on the findings of educational attainthents particularly
unexpected for British born ethnic minorities. We find a slight wadeantage for
British born ethnic minorities who work; however, when we evaluabed twage
distributions if their individual attributes and regional allocati@ravequal to those of
white natives, we find that their raw wage advantage turns wiage disadvantage for
both males and females. This suggests that British born ethnic tieiaitain lower
wages on average for the same observable characteristics than theratbégeers.

To investigate further how this may impact on employment, we camput
participation functions and evaluate how much of the differential in robde
employment is due to differences along imputed wage distributides.find that
differences in wage offer distributions hardly account for thpleyment difference of
British born ethnic minority individuals, suggesting that most of themdiffce is due to
different participation functions.

We then explore some possible explanations for these differaMeeind no
evidence for differences in the quality of educational qualificationgbenportant
drivers for employment and wage differentials. Our investigatain whether
discrimination may contribute to disadvantaged employment positionsitafhBoorn
ethnic minorities is also not conclusive: We find no systematitenqpa between
employment probabilities across the different groups, and percepfiaiscrimination.

There is also little evidence that the relatively high ratasactivity, which drive low
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employment rates for some groups, are the result of labour ntasketiragement. For
instance, we find the lowest intent to participate when offergab among inactive
individuals with the highest inactivity rates, suggesting thattivity is partly driven
by choice. We also find some evidence that groups with the highest of non-
participation of females have at the same time strong views #mwalue of female
labour force participation.

One important reason for observed differences, in particular in gmpld
outcomes, may be related to particular views and attitudes about peadics
engagement with the labour market. These may be shaped durynghemthood, and
impact on labour market behaviour as well as directly on outcommsdat Neal
(2005) suggests that black-white differences in early childhood exges may
contribute significantly to measured black-white skill gaps latdife. Frijterset al,
(2005) find lower job finding probabilities for ethnic minority UK bornale
individuals as opposed to white native males, despite their more fal@wiaserved
characteristics. They suggest as an explanation for this gapttimc minorities are
searching for jobs in different parts of the UK labour markeipgosed to their white
male counterparts. A better understanding of such mechanisms artidyorelate to
labour market outcomes for Britain’s ethnic minorities is an importasridayfor future

research.
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Appendix Al

Description and construction of the LES variables utilised in the analysis
Age

The person’s age (coded continuously) at the ertieofeference week is calculated at the time ef th
interview. If a person’s birthday occurs in the rtioim which the interview takes place any discrejes
are resolved by checking whether the birthday fadifore or after the reference week. Variables tised
identify the age of the individual: (1978geq, (1981=age, (1983=ageig, (1984fagg and from 1998
onwardsage

Ethnicity

The exact wording of this question is “To whichtbé groups listed on the card do you consider you
belong?” In 1979, the variable that captures ettynis ethorg in 1981 éthor), in 1983 éthorie) and in
1984 ethnic). From 1998 and up to 2000 the original variableuse isethcen(see LFS User Guide
Volume 4: Standard Derived Variables 2000), ananfi2001 onwards the original variable we use is
ethcenl5see Labour Force Survey User Guide-Volume 4: Bieghdard Derived Variables pp. 77-78).
Using all the above information we are able to fdgnhe following ethnic minority groups consistgn
through time:

Black Caribbean: individuals self-reporting to belong to this ethgroup, and born in the West Indies,
and Other Caribbean Commonwealth.

Black African: individuals self-reporting to belong to this eithgroup, and born in Africa.

Indian: individuals self-reporting to belong to this etthgroup, and born in India.

Pakistani: individuals self-reporting to belong to this eithgroup, and born in Pakistan.

Bangladeshi individuals self-reporting to belong to this ethgroup, and born in Bangladesh.

Chinese individuals self-reporting to belong to this ethigroup, and born in China (including Taiwan
and Hong Kong).

Gender

We use a dummy variable for gender. For year 198usge sexc, and from 1981 onwards the variable
we use isex

Country of birth

The exact wording of this question iB1“which country were you boPii The country of origin always
refers to the country of birth and may differ frarperson’s nationality. For years 1979 the variable
(birperc) and for latter years: 198bifper), 1983 pirperie), 1984 €ountry) andcryo from 1998 onwards.
Overall, we distinguish between 100 different coistof origin.

Educational Qualifications

For years 1979-1984 individuals were asked: “Do yawe any of these qualifications, or have you
passed any of these examinations of the typesllistthis card (whether you are making use of tleem
not)?” In 1979 the variable that captures the higlypalification is liighqual) in 1981 highqua) in
1983 is Qualonie) and in 1984duala)

The aggregated educational qualifications for tiet fime window are as follows:

High: First or higher degree, corporate or graduate begraf professional institute

Medium: HNC/HND, teaching qualification (secondary, primary), nugsiqualification, recognised
trade apprenticeship, ONC/OND/BEC (National/GenerdaEC (National/General), City and Guilds,

A level
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Low: O level, CSE (other grades), any other professieoahtional qualification
No qualification: None

For years 1998-2005 we use the classification agigeed in the variabl@iquald (detailed grouping, see
Labour Force Survey-Volume 4. LFS Derived Variablps 131). For year 2004 we use the variable
higual4dand for year 2005 we use the variahigual5d Individuals were asked: “Which qualifications
do (you think) you have, starting with the highggalifications?”

The aggregated educational qualifications for #moad time window are as follows:

High: Higher Degree, NVQ level 5, first degree, othegiete

Medium: NVQ level 4, Diploma in higher education, HNC/HNBTEC higher, teaching (further
education, secondary, primary, level not statedjrsig, RSA higher diploma, other higher education
below degree level, NVQ level 3, GNVQ advanced,efel or equivalent, RSA advanced diploma or
certificate, OND/ONC, BTEC, SCOTVEC national, Ciand Guilds advanced craft, Scottish gear
certificate (CSYS), SCE higher or equivalent, Ageleor equivalent, trade apprenticeship

Low: NVQ level 2 or equivalent, GNVQ intermediate, RSApldma, City and Guilds Craft,
BTEC/SCOTVEC first or general diploma, O level, GC8rade A-C or equivalent, NVQ level 1 or
equivalent, GNVQ/GSVQ foundation level, CSE belorade 1, GCSE below grade C, BTEC first or
general certificate, SCOTVEC modules or equivald®8A other, City and Guilds other, YT/YTP
certificate, Other qualification

No qualification: No qualifications

We add-up the educational qualifications in the timee periods and also retain information on those
individuals that did not answer “No answer” (geraumissing), or answered “Don’t know”.

All the above educational qualification variableser men aged 16-64 and women aged 16-59, or those
in employment with qualifications.

Years of continuous full-time education

The exact wording of this question isldw old were you when you finished your continufulistime
education?"This question was asked in each year of the survey

Education refers to continuous full-time educatibat is education without a break. Holiday jobsndd
count as a break provided that the person intetal@dmplete the course. In addition a gap of up to
year between going to school and going to collegenoversity would not count as a break in continsio
full-time education. Similarly National Service beten school, or college would no count as a brAak.
sandwich course begun immediately after schooklfi@s would not count as continuous full-time
education. Nursing training and similar vocatiotraining undertaken while receiving a wage are not
counted as part of the continuous education prat#€ss User Guide Volume 3, p. 218).

For years 1979 (variabléermedagfand 1981 (variablgeredag terminal education age was coded in a
discrete setting. For instance, those individudis \eft full-time education before 14 years of aggre
coded as “0”, those at 14 were given an “1” andsde.g. those over 21 were given a “9”). For those
years we take the mean of age left full-time edooabefore 14 years of age and above 21 yearsef ag
from the 1983 LFS wave and recode the “0’'s” (=12 #he “9's” (=23). For these two years we have
also done the appropriate re-coding (e.g. 1=14 Z=1% and so on) in order the values given to cefle
the age the individual left full-time education.rHater years the variables capturing age left-tiolle
education are given by: 1988edagie and from year 1984 up to 19&#dage For years 1998 onwards
we keep the variabledageas provided in the raw LFS data.

Wages

Individuals were askedWhat was your gross pay, that is your pay befong deductions, the last time
you were pai@” This question applied to all employees and thoseschemes and excluded self-
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employed.We use the variableourpay(average hourly pay) as provided by the raw LF& @¢see LFS
User Guide-Volume 4: LFS Standard Derived Variabe$35). This variable is derived from the gross
weekly pay in main jobgrsswk see LFS User Guide-Volume 4: LFS Standard DeriVadables,
pp.120-122), the basic usual weekly hours in mainfpushi) and the usual weekly paid overtime hours
in main job pothr) variables. Since reported weekly earnings incledertime payments, hourly
earnings use effective number of hours worked.

We dividehourpayby the Consumer Price Index (CPI) to derive reairly pay, and drop unreasonably
low and high wages (see LFS User Guide- Volumeealls of LFS Variables 2005, pp. 343-344).

Economic Activity

The main variable in the LFS to identify basic emmic activity, according to the International Labou
Organisation (ILO) standard definitions, iisecacr (see LFS User Guide-Volume 3: Details of LFS
Variables, p. 69). People under the age of 16 disasainpaid family workers are classified as inact
According to the ILO definition of unemployment amlividual is unemployed if she is actively seeking
work in the four weeks prior to the interview arsdready to start a new job within the following two
weeks. The necessary questions to identify ILO ypleyment have been included into the LFS
guestionnaire from 1984. However, for the years419891 there is no variable in the LFS directly
comparable withinecacr We therefore follow the scheme described in th& User Guide Vol. 4: LFS
Standard Derived Variables (pp. 160-163), to gdreaaconsistent variable of the economic activity o
the individual. Our constructed variable distingngis between employed, self-employed, unemployed,
economically inactive as well as people on govemtnsehemes. We derive total numbers of employed
and unemployed people which are very close to thogeblished by the ONS:
http://www.statistics.gov.uk/STATBASE/tsdatasetadpk=429&More=Y.

Prior to 1984 unemployment in the LFS is not cksdi according to the ILO definition of
unemployment but according to an LFS classificatibhe 1979, 1981 and 1983 LFS waves do not
provide the necessary variables in order to coostuvariable capturing the ILO economic activity
definition (or more precisely an unemployment digifim) as possible for the years from 1984 onwards.
For instance, the 1979, 1981 and 1983 LFS do nutago the variablebookfour/look4wkgwhether the
individual had either been looking for work in tlast four weeks or was waiting to start a job stet/he
has already obtained) but do provide variables thstinguish whether the individual was seeking
employment last week. For 1979 this variable idecadeekempcfor 1981 is ¢eekemppand for 1983
(rnskemie) Thus, we follow the same procedure as for 198%9@1 and we construct a variable that is
identical to the ILO definition with the exceptidhat the individual needed to have been looking for
work in the last week rather than in the last 4 kge®©ur unemployment figure approximately replisate
Figure 1 (p. 300) of Burgesd al (2003) who follow the same approach (see pp.2Z%8-

Region

The variables used to set up a consistent regiassification are: 197ufescompy; 1981 (rescon),
1983 (rescomi 1984 (rescomy. For years 1998-2005 the original variabtesmcis kept in the data
set. We only sum over Inner London and Outer Lontiorgenerate a dummy variable for Greater
London. The same is done with Strathclycle and Résscotland to generate a dummy variable for
Scotland. For consistency across years we use didne Tyne and Wear, Rest of Northern Region,
South Yorkshire, West Yorkshire, Rest of Yorkshaed Humberside, East Midlands, East Anglia,
Greater London, Rest of the South East, South Weest Midlands, Rest of West Midlands, Greater
Manchester, Merseyside, Rest of the North Westg@/ahd Scotland.
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Weights

Person weights
They are available in the raw data to compensataliferential non-response (see LFS User Guide-
Volume 1: Background and Methodology, pp. 44-48) emresemble Census data.

Person income weights

Because the earnings data is based on a sub-safrthke main survey (employees in paid employment),
person income weights are available in the raw dathare constructed in five stages using populatio

level information on sex, age, region, occupatiodustry and full- or part-time work (see LFS User
Guide-Volume 1: Background and Methodology, pp448- The aim of income weights is to: a) weight
the cases in the database so that the weight ob-g@eup corresponds to that sub-group’s size én th
population and b) to weight the sample to givenestées of the number of people in certain groups.

Individual identification number

The individual identification number (CASENO) isfanction of a code for the region of the address
(quota), the week number when interview took pl@eeek), the year the address first entered theegurv
(wlyr), the quarter that address entered the suiyry), the address number on the interviewertress

list (add), the wave at which individual was fifsund (wavfnd), the household reference nhumberdjhhl
and the person number within the household (person)
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Appendix A2

Table Al. Distribution of Educational Qualifications by Gende, Immigrant status and Ethnic Group.

First Generation 1979-1984 Second Generation 1998-2005
High Medium Low No qualification High Medium Low d\gualification
@) 2 3 4 5) (6) ) 8 9) (10) 11) (12) (13) (14) (15) (16)
Males Females Males Females Males Females Malesnales Males Females Males Females Males FemalesesMdfemales
Black Caribbean 0.029 0.017 0.197 0.249 0.109 0.148.664 0591 0.138 0.161 0.308 0.299 0.402 0.465 1220. 0.076
Black African 0.167 0.038 0.494 0.317 0.203 0.251 .138 0.393 | 0.434 0425 0.341 0.284 0.182 0.256  30.040.055
Indian 0.220 0.133 0.204 0.123 0.160 0.165 0.416 57®.| 0.415 0.327 0.214 0.249 0.284 0.345 0.087 0.080
Pakistani 0.123 0.060 0.112 0.097 0.124 0.082 0.640.761 | 0.358 0.198 0.237  0.247 0.256 0.352  0.149 2030.
Bangladeshi 0.138 0.111 0.151 0.013 0.087 0.127 250.6 0.749 | 0.479 0.251 0.179 0.091 0.193 0.409  0.148.250
Chinese 0.178 0.041 0.239 0.213 0.127 0.148 0.456.5990| 0.463 0.537 0.287 0.203 0.173 0.203  0.077 70.05
Total 0.149 0.075 0.210 0.173 0.141 0.150 0.500 0.6p1 150.3 0.255 0.275 0.266 0.304 0.378 0.106 0.100
immigrants/minority
Whites 0.113 0.040 0.365 0.167 0.132 0.257 0.389 53@.| 0.208 0.187 0.359  0.267 0.327 0.429 0.106 0.117
Note: Figures are weighted.
Table A2. Returns to Educational Qualifications forWages and Employment by Ethnic Minority Group.
Employment Wages
Males Females Males Females
High Medium Low High Medium Low High Medium Low Biin Medium Low

Black Caribbean -0. 02 -0. 14 -0. 38 0.0q -0.28 .3 | 0.57 -0.08 -1.73 -0. 14 0. 26 -2.38
Black African -0. 17 -0. 20 -1.33 -0.08 0.29 -23 1.68 2.94 -1.46 -0. 37 3.40 -4.05
Indian -0.08 0.49 0.19 -0.04 -0. 52 0. 5p 0.17 3.17 -0. 13 -0.07 1.16 0.02
Pakistani -0.01 -0. 45 0. 66 0.02 -0. 72 -1.49 D.p 0.95 1.03 -0.09 -1.21 -4.11
Bangladeshi 0.09 0.70 0. 41 0.07 -0. 65 -0.L14 62p 0.10 -1.07 0. 66 -3.08 -0. 69
Chinese -0. 37 -0. 45 3.82 0. 29 0. 65 1.79 1.85 860.| 12.17 1.52 1.37 4.33
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Table A3. Question: Have you Yourself Ever Been Ra$ed a job for Reasons Which you Think Were to do Wittyour Race or Colour,
or your Religious or Cultural Bakground?

Caribbean African Indian Pakistani Bangladeshi néhe
T M F T M F T M F T M F T M F T M F
Yes 285 324 253 76 9.3 51 114 132 98 81 136 32 149 221 - 147 213 105
No 63.4 584 675 829 805 862 782 705 849 839 705 956 735 606 O 853 787 895
Can'tsay 8.1 9.2 73 96 102 87 104 163 53 81 159 12 116 173 --  --- -- --
N 248 102 146 35 21 14 150 69 81 115 57 58 18 11 13 5 8
Note: Data drawn from the FNSEM. “---“ implies ndservations available. Percentages are weighted=tdtal, “M"=males, “F’=females

Table A4. Question: Do you Think there are Employes in Britain who would Refuse a Job to a Person baase of their Race,
Religion or Cultural Background?

White native Caribbean African Indian Pakistani nBladeshi Chinese
T M F T M F T M F T M F T M F T M F T M F
Yes 89.0 896 884 93.1 964 905 74.7 806 66.6 70.7 73.1 686 759 806 71.7 709 79.8 52.6 92.1 100 87.1
No 59 53 64 30 24 35 112 70 169 107 8.6&.6116.3 139 183159 46 392 79 - 129
Can't say 54 51 51 39 12 60 141 124 16.451883 188 79 55 100 132 157 82 --- - -
N 1,988 876 1,112 249 103 146 35 21 14 151 70 815 1157 58 18 11 7 13 5 8
Note: Data drawn from the FNSEM. “---* implies nbservations available. Percentages are weightédtdial, “M"=males, “F’=females

Table A5. Question: Do you Think there is a Prejudie Against Asians and Blacks
in Job Market?

Asians about Asians Blacks about West Indians/Gaars
T M F T M F

A lot 26.9 24.6 28.8 42.7 39.2 45.3
A little 45.9 52.8 40.3 40.0 50.1 32.2
Hardly at all 22.3 20.4 24.0 11.9 8.6 14.5
Don't know 4.9 2.3 7.0 5.4 2.0 8.1

N 174 78 96 124 51 73
Note: Data drawn from the BSAS. Available for ge&983, 1986, 1989, 1990, 1991,1996. Percentageseghted. Note “T"=total, “M"=males,

“F"=females

60



Table A6. Percentage Distributions of: a) Inactivendividuals and b) Inactive Individuals who were nd Looking for Work but Would Like to
Have a Regular Job, either Buor Part-Time.

White native Black Black African Indian Pakistani Bangladeshi Chinese
Caribbean
T M F T M F T M F T M F T M F T M F T M F
a) Inactive 16.0 7.0 241 186 117 237 17.8 112 230 148 7.8 213 372 136 53.0 344 32 600 146 58 230
b) Individuals not looking for 65.6 55.7 68.1 545 530 550 659 613 67.6 624 488 668 771 690 782 858 - 887 624 235 703

work given they are inactive and
not wanting a regular paid job

Note: Data drawn from the LFS 1998-2005. The resperio the second row apply to all inactive resgmitsl not looking for work or a place on a
government scheme in the last 4 weeks and notgadidistart work. “---“ implies no observations alable. Percentages are weighted. “T"=total,
“M"=males, “F'=females
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Appendix B

Our decomposition follows DiNardet al. (1996) who utilise non-parametric kernel methedsl a
weight scheme to estimate counterfactual wage tiesisi

Each individual observation is a vect(JW, Z, S) consisting of a wagav, a vector of individual
attributes 2 , and the ethnic group the individual belongs $o,
Consider the density of wages for natives and ritissr f; (W), where j =M,N andM andN

stands for minorities and natives respectively. @iaasity of wages of minorities can be written lzes t
integral of the density of wages, conditional ogioeal allocation and individual characteristicgepthe

distribution of regional allocatiofR and individual attributeX :

f (WS, =M,Sg, =M,S, =M) :” f(W|R xS, =M)dF(R| X, Sy, =M)dF(x| S, = M)
where S, =M signifies that the distribution of wages is that ahinorities; likewise,
S Ix = M represents the distribution of regional allocatioanditional on individual

attributes being that of minorities, aifsl, = M represents the distribution of individual attritsiteeing

that of minorities.
Using this notation, the density of wages of ethminorities had they the same regional distributivem
whites, but the minority set of attributes equals

(A1)

f (WS, =M,Sqy =N,S, =M)= [ [ f(W|R XS, =M)dF(R| X, Sq, = N)dF(x|S, =M)
=[[ fWIR xS, =M)®, (R X)dF(R| X, Sq, =M)dF(x|S, =M),

. dF(RIX Sq =N) _  PrR=1]%S;, =N) | 0-R Pr(R=0]X, S =N)

" dF(R[%, Sge =M)  PHR=1|X,Sg, =M) Pr(R=0]X, Sg, =M)

andR is equal to one if the individual lives in Greatemdon, and O otherwise. The temRIX can be

where ®

easily computed by noting that the conditional ptabties can be obtained as predictions of a logit
estimator. The expression in (Al) is the densitymifiority wages if minorities would be allocated to
London in the same way than whites, but keepingathge structure equal to those of minorities. This
the first counterfactual density we report.

Allowing in addition for individual characteristias natives is straightforward, and means evaluatib
the density:

f (WS, =M,Sgy =N,S, = N)=” f (W|R xS, =M)dF(R|x, Sq, = N)dF(x|S, = N)
=[[ fWIR XS, =M)® ¢, (R )P, ()dF(R| X, Sg, = M)dF(x|S, = M)

Pr(S, =N |[x) Pr(S, =M)
Pr(S, =M | x) Pr(S, =N)
the conditional probabilities from simple logit iesators. This is our second counterfactual distidou

where the additional weigh® is given byd, = . Again, we obtain

To implement this we estimate the wage densitiésguareighted kernel density estimates. We use a
Gaussian kernel function.
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