
Abstract. This study sheds light on the labour market outcomes of children
born to immigrants in the destination country, i.e. second generation immi-
grants. The study has the advantage of being able to (i) identify several
different ethnic backgrounds and (ii) identify the parent composition, i.e.
whether one or both parents of the individual are foreign born. The labour
market outcomes of second generation immigrants mirror those of first
generation immigrants in that we find heterogeneity in labour market out-
comes to be associated with ethnic background. Moreover, these outcomes,
especially for Southern and non-European backgrounds, are much worse
than those for native-born with a Swedish background. Finally, the outcome
is more favourable if one parent is born in Sweden compared to having both
parents foreign born, especially if the mother is native born.

JEL classification: J15, J24, J61, J71

Key words: Second generation immigrants, discrimination, human capital
formation

1. Introduction

During the post-war years the number of immigrants in Sweden has increased
rapidly amounting to about 970 000 individuals in 1998 (see for instance
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Ekberg 1994, 1999, for a description of immigration to Sweden). In addition,
there is a growing group of so-called second-generation immigrants; that is,
children born in Sweden but with at least one parent born abroad. In 1998
this group consisted of about 778 000 individuals of all ages, approximately
nine percent of the population. For about 65% one parent was born in
Sweden. One important reason for the high proportion with one parent born
in Sweden is probably that many immigrants in the 50s and 60s were single
when they arrived. Further, according to the 1998 census a growing share of
the second generation immigrants had a non-European background. Thirty-
three percent in the ages up to 24 years old were of non-European origin while
the corresponding figure was only about three percent in the ages 25–55.

A great many studies have been conducted in Sweden about labour
market outcomes for first generation immigrants. The conclusion from these
studies is that the employment situation for immigrants in Sweden was good
up to the mid-1970s but has since then deteriorated. During the last decade
the unemployment rate has been especially high for immigrants born outside
Europe (see e.g., Ekberg 1999; Rooth 1999). It has to be noted that a similar
development occurred in many other immigrant countries. In countries like
Australia, Canada, Germany and the USA the labour market performance
was considerably worse for foreign-born persons in the 80s compared to
earlier periods, see Strömback (1986), Richmond (1992), Ulrich (1994) and
Borjas (1991) for details on the countries in question.

For a long time there were only a few corresponding studies of second-
generation immigrants. For the US Borjas (1994b, pp. 1708) wrote: ‘‘In
contrast to the voluminous literature analyzing the economic status of
immigrants, few studies document the skills and labour market performance
of their American-born children.’’ Given their large population shares, this
implies a lack of insight on considerable fractions of the population. How-
ever, recently, the labour market performance of second-generation immi-
grants has been a topic for economic research in many European countries.

The subject of this article is an empirical investigation of the labour
market performance for second-generation immigrants in Sweden compared
to native Swedes. The present study differs from others in the following
important respects. First, by matching income and population registers, a
unique database including all second-generation immigrants living in Sweden
in 1998 is used. Achieving representative data about the second-generation
immigrants seems hitherto to have been problematic in many countries, see
Jensen (1994). Second, labour market performance for disparate groups of
second-generation immigrants can be studied. Since this ‘‘immigrant’’ group
has lived their whole life in the destination country of their parents, – in this
case Sweden – we can focus on ethnic differences as measured by their
parents’ country of origin and the parent composition. For instance, is the
labour market situation different when one of the parents is native compared
to if both parents are foreign born?

The main findings are that having a non-European background, and to
some extent also a Southern European background, is correlated with a much
higher probability of being unemployed and of having much lower annual
earnings compared to native Swedes. But for the other ethnic backgrounds
the study only finds small differences in these outcomes compared to natives.
This implies that the ethnic backgrounds that do badly in the parent gener-
ation are also the ethnic backgrounds that do badly in the second generation.
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Hence, these groups have a low level of intergenerational economic mobility.
Also, when we compare labour market outcomes when one parent is a native
compared to when both parents are foreign-born, but within the same ethnic
background, we find that these are more favourable for those having one
native parent. Hence, this result points at the importance of ‘‘Swedish-spe-
cific’’ human capital for labour market success.

The article proceeds in the following way: Sect. 2 presents some hypoth-
eses about second-generation immigrants on the labour market. Section 3
gives a brief overview of previous research. Sections 4, 5 and 6 present the
data, the methodology and the empirical investigation. Section 7 summarises
the results.

2. Some hypotheses – ethnic background and parent composition

Much of the literature concerning the labour market status of second-
generation immigrants has focused on intergenerational economic mobility
(see Solon 1999). To what extent do the differentials in labour market status
between natives and immigrants in the first generation transfer to the second
generation? Will there be a convergence tendency in earnings (or unemploy-
ment) towards the native mean in the second generation? Unfortunately our
data do not include any parental characteristics (other than country of birth)
that enable us to answer such questions. However, the character of the data
allows us to formulate two hypotheses: how important is ethnic background
for labour market success? And, given that a person has a certain ethnic
background, how important is it to have one native parent for labour market
success?

Success in the labour market is largely determined by the individual’s
human capital, access to networks that are relevant to such success and the
existence of discrimination. Being a part of a network could reduce the search
costs and increase the probability of finding a job and finding a job with a
higher wage. Since the creation of networks is expected mainly to be made
within the labour market, immigrant groups with a poor attachment to the
labour market are expected to have a smaller network (see Granovetter 1973).
Further, the transfer of human capital to children is achieved mainly through
the education system and the family. Haveman and Wolfe (1995) identify
parental human capital as the main determinant for a child’s educational
attainment. However, for many years Swedish authorities have pursued a
policy of equal opportunity by striving to provide free education of equal
quality in public schools, which probably weakens the parental link. Perhaps
this could explain the larger intergenerational economic mobility found in
studies for Sweden compared with similar studies for the US as suggested by
Björklund et al. (2000).

Österberg (2000) analysed intergenerational earnings mobility for second-
generation immigrants (in her study 98% had a European background) and
found that the mobility was almost the same as among natives. One impor-
tant factor for such a finding is probably that the human capital of second-
generation immigrants is better adapted to the Swedish labour market than
that of their parents, thus allowing them to change position in the earnings
distribution relative to their parents’ position. But, since Österberg’s study
makes no attempt to distinguish between different ethnic backgrounds it is
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not advisable to neglect the results from US studies showing persistence in
labour market differences within generations. Poor labour market assimila-
tion of the parent generation could lead to a lack of role models and create a
negative ‘‘ethnic’’ capital effect as discussed in the studies by Borjas (1992,
1993 and 1994a).

An obvious first step in the empirical process of finding out whether
ethnic background matters for labour market success for the second gen-
eration is to find out whether there are differences in the labour market
outcomes/indicators among the first generation. We adopt the approach by
Borjas (1993) in that we try to find a ‘‘synthetic’’ parent cohort. The second-
generation immigrants in this study are 25 to 40 years old in 1998. The
youngest one is then born in 1973, which means that the parents must have
immigrated to Sweden prior to, or in, 1973. In addition, we make the
assumption that the parents were 25 to 44 years old in 1975 and 35 to 54
years old in 1985. Using these selection criteria in the Swedish censuses in
1975 and 1985, the employment rates for immigrants who immigrated up to
1975, by country of origin, probably gives a good picture of parental
position on the labour market when the second generation immigrants grew
up.1

Table 1 shows that men of the parent generation that were born in the
Nordic countries or Western Europe had employment rates (index) that were
nearly the same as natives both in 1975 and 1985. Immigrants born in Eastern
Europe had employment rates that were approximately ten percent lower
than for natives. For immigrants from Southern Europe the labour market
situation deteriorated between 1975 and 1985. The employment rate was in
1985 sixteen percent lower than the employment rate for natives. Immigrants

Table 1. Descriptives of men in the parent generation who immigrated to Sweden prior to 1976.
Age-adjusted index of employment rates 1975 and 1985 and years of education

Years of
education

Share immigrated
prior to 1968 (%)

Employment rate
index 1975

Employment rate
index 1985

Men:
Native Swede 10.7 – 100 100
Finland 9.8 62 96 94
Other Nordic
country

10.7 78 98 94

Western Europe 11.7 80 100 98
Eastern Europe 12.3 72 90 90
Southern Europe 11.0 55 95 84
Non-European
country

12.2 52 83 85

Note: The interpretation of the employment rate index can be expressed as follows: In 1975 the
index was 96 for those born in Finland. That means that the employment rate was 4% lower than
the employment rate among natives. The information about the portion that immigrated before
1968 comprises everyone in each group respectively in the year 1985. The variables are age-
adjusted using the age distribution for natives. In the 1975 and 1985 censuses there was no
information on education. Instead the information about years of education is taken from the
1992 Labour Force Surveys for immigrants in the age 45–64 who immigrated up to 1975.
Individuals in the age 45–64 in 1992 are mostly the same as those in the age 35–54 in 1985.
Sources: Processed data from 1975 and 1985 Swedish censuses and from 1992 Labour Force
Surveys.
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from non-European countries show a very weak attachment to the labour
market both in 1975 and 1985. This is the case even though the non-European
parent generation is well educated. In fact, all immigrant groups, except for
those born in the Nordic countries, have an average number of years of
education that is higher than that of natives.

Years since migration may also be an approximation of labour market
assimilation (as well as other kinds of assimilation). From the censuses there
is information on the fraction that immigrated before 1968. A high fraction
indicates (on average) more years since migration and thereby a higher degree
of assimilation. The fraction is high for immigrants from the Nordic coun-
tries, for immigrants from Western Europe and for Immigrants from Eastern
Europe while the fraction is low for immigrants from Southern Europe and
from non-European countries.

A child’s human capital is also affected by the parents’ ability to
transfer human capital specific to the immigrant country, for example the
Swedish language. The lack of such an ability is a disadvantage to second-
generation immigrants. This ability may be assumed to depend on the
parents’ own position in the labour market and their access to specific
immigration country knowledge. Such ability and such specific knowledge
may be assumed to be greater if the parents have lived for a long time in
Sweden, if one parent was born in Sweden or if the parents were born in
Denmark and Norway, since the Danish and Norwegian languages are
closely related to the Swedish language. Other languages are less closely
related to Swedish. This is specifically the case with non-European lan-
guages. The study by Myrberg et al. (2000) shows that immigrants from the
Nordic countries have the best knowledge of Swedish followed by other
European immigrants. Non-European immigrants have the poorest
knowledge of Swedish.

Finally, the risk for being discriminated against based on ethnic back-
ground is probably very small for second-generation immigrants with Nordic,
Western or Eastern European backgrounds. But the risk for discrimination is
expected to be higher for second-generation immigrants with a Southern
European background, and even higher for those with a non-European
background.2

In the empirical section we are unable to separately identify these different
factors that are expected to lead to differences in labour market outcomes.
Hence, a reduced form is estimated and then the aggregate ‘‘effect’’ of these
factors will be captured by ethnic background and parent composition fixed
effects.

3. Previous studies of second-generation immigrants

Early investigations of second-generation immigrants were carried out by
Chiswick (1977) and Carliner (1980). With the help of data from the 1970 US
census they found that the relative wages for both first and second-generation
male immigrants were higher than for native Americans. Furthermore, there
was no tendency to convergence toward the native mean wage in the second
generation. Chiswick and Carliner concluded that the high capacity among
the first generation immigrants was inherited by their American born
descendants.
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These results were questioned by Borjas (1993 and 1994b) since they were
based on cross-sectional data and links among the generations were not
established. In his data there were no direct individual links between parents
and children either. However, Borjas compared the wage level for second-
generation male immigrants in the 1970 census with the wage level for first-
generation male immigrants in the 1940 census. He assumed that these two
groups had a children-parent relation to each other. Using this approach
Borjas found support for convergence toward the native mean wage in the
second generation. This was also found by Trejo (2001) for second-generation
immigrants in the US with a Mexican background.

For Australia, Chiswick and Miller (1985) reported that sons of
immigrants earned four percent more than native Australians of the same
age. However, Maani (1994) presented a darker picture. Both the number
of unemployment spells and their duration exceeded those of native Aus-
tralians. In Europe there has been increasing interest in recent years in the
labour market performance of second-generation immigrants. However,
most of the research has focused on human capital formation (see
Gang and Zimmermann 2000, and Riphahn 2001, for Germany, Van Ours
and Veeneman 2001, for the Netherlands and Nielsen et al. 2001, for
Denmark).

In Sweden some studies have been conducted. The first was made by
Ekberg (1997). He found that the unemployment rate for second-generation
immigrants born in Sweden before 1970 was nearly the same as among native
Swedes of the same age. The second investigation was conducted by Schröder
and Vilhelmsson (1998), see also Vilhelmsson (2000). According to this study,
second generation immigrants born after 1970 run a higher risk of being
unemployed than native Swedes of the same age, with the same educational
level, the same family background and the same region of residence. Månsson
and Ekberg (2000) found a similar result. Second generation immigrants born
prior to 1970 seem to have a better labour market position than those who are
born later. The reason may be a different composition as regards ethnic
background of the two groups. None of the studies above divide second-
generation immigrants into different subgroups in the way done in this study.

4. Data

The empirical analysis is based on a data set constructed by integrating
records from the National Labour Market Board (AMS) and Statistics
Sweden (SCB), which identify individuals by their social security numbers.
The data from the National Labour Market Board contains information on
individual unemployment, i.e., whether the individual is registered as
unemployed at the local labour market agency or is engaged in labour
market training. The data from Statistics Sweden contains information on
unemployment status, earnings, and the other individual characteristics
included in the regressions. The total data set contains information on about
460,272 second-generation immigrants that were 16 to 64 years old in 1998
(this is the total number of second generation immigrants, both men and
women, and not a sub-sample). The native Swedish sample is a three percent
random sub-sample of the total Swedish native population between 16 and 64
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years old in 1998. A native Swede is identified as being born in Sweden to
Swedish-born parents.

Second generation immigrants are identified in the registers as being born
in Sweden and having at least one parent born abroad. We are able to divide
the group of second-generation immigrants in two ways. First, we identify
whether one or both parents were foreign born. Second, we categorise them
according to parental place of birth: Finland, Other Nordic country, Western,
Eastern, Southern and non-European (excluding the US and Oceania).3 Even
though the non-European category constitutes a very heterogeneous popu-
lation, it is not meaningful to divide the category further since there would be
too few individuals in each cell. All other possible ‘‘cross-heritage’’ categories
where both parents are foreign born, for example a father born in Germany
(Europe) and a mother born in Iran (non-European), have been excluded due
to their very mixed ethnic background.4 We are then certain that individuals
that belong to a specific second generation immigrant category have parents
that belong to the same ethnic group.

In the empirical section two subsets of the data are used depending on the
choice of outcome variable. The first data set, focusing on the probability of
being unemployed, includes individuals who are part of the labour force and
who were 25 to 40 years old in 1998. A person is defined as unemployed if he/
she was part of the labour force and was registered as unemployed in the third
week of November 1998. Selecting only those about whom we have infor-
mation on all the included characteristics, and eliminating those having one
or two parents born in the US or Oceania or parents that with different ethnic
backgrounds, reduces the data to 165,817 second generation immigrants.5

Approximately 73% have one parent born in Sweden and 53% are male. The
native Swedish population is reduced to 37,665 individuals when we restrict
the data to include those in the labour force that were 25 to 40 years old in
1998. 53% are male.

The second data set includes individuals who had annual earnings greater
than 36,300 SEK (approximately 4000 euros) and who were 25 to 40 years old
in 1998. These earnings do not include self-employed earnings. The reason for
using this threshold for earnings, instead of simply using positive earnings, is
an attempt to delete shorter employment spells and part-time jobs with low
pay. Using such a threshold should give an estimate that comes closer to the
one expected for (log) hourly wages (if such data was available), since higher
earnings are more likely to be based on similar amounts of time worked
(hours and weeks). Antelius and Björklund (2000) show that, when evaluating
the return to education, using this threshold yields similar results as one
would get from analysing hourly wage data. Again selecting only those for
whom we have information on all the included characteristics, and elimi-
nating those having one or two parents born in the US or Oceania or parents
that have different ethnic backgrounds, reduces the data to 145,891 second
generation immigrants. Approximately 73% have one parent born in Sweden
and 54% are male. The native Swedish population is reduced to 33,816
individuals when we restrict the data to include those with annual earnings
greater than 36,300 SEK and who were 25 to 40 years old in 1998. 54% are
male.

Second generation immigrants with one or two parents born in a non-
European country are relatively young since immigration from non-European
countries started late. Therefore, the second-generation immigrants with one
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or both parents born in non-European countries found in our data primarily
include individuals who were 25–30 years old in 1998. It is likely that the
labour market during this age interval is different from the regular labour
market and we therefore constructed a separate sample of native Swedes and
second-generation immigrants with a non-European background. This data
set includes only those who were 25–30 years old in 1998, restricting the data
set to 13,551 native Swedes in the first case and 12,196 native Swedes in the
second.

The number of individuals in the different categories of second-generation
immigrants inTable 2 varies verymuch. The largest group is second-generation
immigrants with a Finnish background. The smallest group is second-genera-
tion immigrants with a non-European background. The second-generation
categories are also very heterogeneous as regards age distributions (see
Table A1a,b and A2a,b in Appendix). In order to make the categories more
comparable they have been weighted according to the age distribution of the
native population (in one-year intervals). Let us first look at second-generation
groupswith both parentswho are foreign born.Almost all categories of second-
generation immigrants have higher unemployment rates than natives. However
there are large differences between the groups. Those whose parents are born in
a Western or Eastern European country have unemployment rates that are
quite similar to those for natives (less than a three percentage point difference),
while those whose parents are born in a Nordic or in a Southern European
country have unemployment rates that are three to seven percentage points
higher than that of natives. Finally, those whose parents are born in a
non-European country have unemployment rates that are approximately ten
percentage points higher than for natives. The differences in unemployment
rates do not seem to reflect differences in years of education, since these are
quite similar (at the most half a year’s difference) across second-generation
categories.

Looking at differences in (logarithmic) annual earnings (for those with
annual earnings greater than 36 300 SEK) gives a somewhat different picture.
Native Swedes have some of the highest earnings, but higher earnings are
found for both male and female second-generation immigrants whose parents
are born in a Western or Eastern European country. For women, those whose
parents are born in a Southern European country are found to have higher
earnings, while those women whose parents are born in a Nordic or non-
European country are found to have lower average annual earnings than
native Swedish women. Further, we find that men whose parents are born in a
Nordic, Southern European or non-European country have lower annual
earnings than native men. This is especially the case for those with a non-
European background who are found to have almost twenty percent lower
earnings than natives. Hence, the non-European group has both the highest
unemployment rate and the lowest annual earnings.

What happens if we instead look at the outcomes for second-generation
immigrants when one parent is a native Swede? Clearly the large differences in
unemployment rates found for some ethnic groups are reduced, for both men
and women. The unemployment rates are also lower than for corresponding
groups with both parents born abroad. The unemployment rate is again
lowest for those individuals with one parent born in a Western or Eastern
European country. Individuals with a non-European background still have
the highest unemployment rate. Many second-generation immigrant groups
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with one native parent have average years of education that exceed that for
native Swedes. Still, they are found to have higher unemployment rates than
native Swedes.

Higher earnings compared to natives are found for both male and female
second generation immigrants whose foreign-born parent is born in a
Western or Eastern European country. For those with one parent born in
other European countries the average annual earnings are nearly the same as
for native Swedes. However for those with one parent born in a non-Euro-
pean country the earnings are lower than for natives.

Table 2. Descriptives. Age-adjusted (weighted)

Years of
education

Married
(%)

Unemploy-
ment rate

No. of
ind.

Log
earnings

No. of
ind.

Men:
Native Swede 12.0 30.4 6.5 19,942 12.23 (0.50) 18,330
Native Swede 25–30 11.9 13.2 8.0 7,206 12.10 (0.50) 6,737

Both parents born in:
Finland 11.5 25.7 11.0 13,682 12.19 (0.49) 12,203
Other Nordic country 11.5 30.3 10.5 2,870 12.19 (0.51) 2,532
Western Europe 12.3 31.9 5.8 1,792 12.27 (0.53) 1,655
Eastern Europe 12.7 29.6 9.0 1,737 12.26 (0.59) 1,551
Southern Europe 11.8 36.3 13.9 3,508 12.17 (0.54) 2,889
Non-European country 11.7 36.0 17.7 331 11.92 (0.61) 262

One parent born in*:
Finland 11.8 26.9 9.1 24,935 12.20 (0.50) 22,523
Other Nordic country 11.7 29.5 8.8 14,266 12.20 (0.51) 12,857
Western Europe 12.4 30.5 6.6 13,185 12.25 (0.54) 12,151
Eastern Europe 12.3 28.9 7.1 6,604 12.25 (0.54) 6,034
Southern Europe 12.1 27.9 9.9 3,903 12.21 (0.56) 3,456
Non-European country 12.3 13.3 11.3 1,177 12.00 (0.60) 1,081

Women:
Native Swede 12.3 38.7 8.6 17,723 11.85 (0.51) 15,486
Native Swede 25–30 12.4 21.6 10.2 6,345 11.79 (0.52) 5,459

Both parents born in:
Finland 11.7 36.2 11.8 12,287 11.83 (0.51) 10,932
Other Nordic country 11.7 37.5 13.0 2,428 11.84 (0.51) 2,045
Western Europe 12.3 37.1 9.5 1,503 11.88 (0.53) 1,322
Eastern Europe 12.8 39.2 10.0 1,539 11.93 (0.54) 1,354
Southern Europe 12.0 46.8 13.1 2,992 11.90 (0.51) 2,387
Non-European country 11.8 53.7 20.7 252 11.72 (0.59) 185

One parent born in*:
Finland 12.0 35.5 10.5 22,104 11.84 (0.51) 19,034
Other Nordic country 11.9 36.5 11.3 12,578 11.81 (0.52) 10,672
Western Europe 12.5 37.4 9.0 11,556 11.87 (0.54) 10,109
Eastern Europe 12.5 37.1 8.4 6,130 11.88 (0.53) 5,386
Southern Europe 12.2 34.3 11.9 3,462 11.85 (0.54) 2,952
Non-European country 12.6 21.0 13.9 996 11.75 (0.58) 859

* The other parent is born in Sweden. Cross-heritage categories with both parents born abroad
are excluded. There are only a small number of individuals in these categories.
Note: Standard deviations are in parentheses. The means of the variables ‘‘Years of education’’
and ‘‘Married’’ are taken from the ‘‘unemployment’’ sample. The variables for the second
generation have been weighted according to the age distribution of natives. For unweighted
descriptives for all of the variables see Appendix, Table A1a,b and A2a,b.
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The descriptives in this section tend to support our hypotheses on the
importance of ethnic background and having one native parent for labour
market success that were formulated in Sect. 2. In the next section we will
investigate to what extent these differences in unemployment rates and
earnings remain when we include/control for a number of other individual
characteristics.

5. Methodology

Section 2 stated a number of characteristics that are expected to lead to
differences in labour market outcomes for second-generation immigrants.
However, empirically we are unable to separately identify the effect of these
different factors. Instead the aggregate effect of them will be captured by
ethnic background and parent composition fixed effects. Providing an
explanation for the strategy to estimate these ethnic differences in outcomes
is the focus of this section.

Separate earnings and unemployment functions are estimated for each
ethnic group. The difference in average annual earnings, or in unemployment
probabilities, between these different groups can be decomposed into an
‘‘explained’’ and an ‘‘unexplained’’ component (see Oaxaca and Ransom
1994). This will show to what extent the difference in earnings, or unem-
ployment rates, between two ethnic groups is due to differences in their
observed characteristics (the ‘‘explained’’ part of the earnings/unemployment
gap), or to differences in their respective parameter estimates (the ‘‘unex-
plained’’ part, reflecting differences in discrimination and/or differences in
unobserved characteristics between the two groups). The ‘‘and/or’’ statement
in the last sentence should be interpreted as meaning that we do not try to
distinguish between whether it is discrimination or differences in unobserved
characteristics, as preferences or unobserved productivity related skills, that
lead to different parameter estimates for some ethnic groups compared to
native Swedes.6 Even the ‘‘explained’’ part in the decompositions could be a
realisation of ethnic discrimination. For instance, if parents believe that their
children will be discriminated against in certain parts of the labour market
they may influence the choice, or amount, of education of their children.

5.1. Decompositions

In the following we will use the native earnings/unemployment structure as

the benchmark.7 For earnings the difference between natives and different
second-generation immigrant groups is calculated as

ln EN � ln ESG ¼ ðX N b̂N � X SGb̂SGÞ
¼ ðX N b̂N � X SGb̂N Þ þ ðX SGb̂N � X SGb̂SGÞ ð1Þ

where lnEN and lnESG are the respective averages of (log) earnings for natives
and second-generation immigrants, XN and XSG the respective vector of
explanatory variables for natives and second generation immigrants, and b̂N

and b̂SG the respective vector of estimated model parameters for natives and
second-generation immigrants. X N b̂N is the average (log) earnings for natives,
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X SGb̂SG is the average (log) earnings for second generation immigrants, while
X SGb̂N is the average (log) earnings for second generation immigrants when
using the returns of natives on observed characteristics. The first term in the
third expression is then an estimate of the part of the (log) earnings gap that is
due to differences in observed characteristics between the two groups. The
remaining term is an estimate of the part due to differences in coefficients. We
can then interpret the decomposition as an explained and unexplained part,
where the unexplained part reflects discrimination differences and/or differ-
ences in unobserved individual characteristics between the two groups.

For the case of a probit model the mean of the individual predicted
unemployment probabilities is calculated as

PrðX j;b̂jÞ ¼ ð1=njÞ
Xnj

i¼1
UðX j

ib̂
jÞ; j ¼ N ; SG ð2Þ

where XN, XSG, b̂N , and b̂SG are defined as above, and n is the sample size for
each group.8 The predicted probability of unemployment for native Swedes is
denoted PrðX N b̂N Þ: For second-generation immigrants the predicted proba-
bility of unemployment is denoted PrðX SGb̂SGÞ: A third prediction, denoted by
PrðX SGb̂N Þ, gives the predicted probability of unemployment for second-
generation immigrants given the parameter estimates for native Swedes. The
difference between unemployment probabilities for native Swedes and
second-generation immigrants can then be calculated as

U N � U SG ¼ PrðX N b̂N Þ � PrðX SGb̂SGÞ ¼ ½PrðX N b̂N Þ � PrðX SGb̂N Þ�

þ ½PrðX SGb̂N Þ � PrðX SGb̂SGÞ� ð3Þ

The first square bracket term is an estimate of the part of the unemployment
gap that is due to differences in observed characteristics between the two
groups. The remaining term is an estimate of the part due to differences in
coefficients. We can then again interpret the decomposition as an explained
and unexplained part, where the unexplained part reflects discrimination
differences and/or differences in unobserved individual characteristics
between the two groups.

5.2. Labour force participation

It should be emphasised that the two labour market outcomes that we
analyse, the probability of being unemployed and (log) annual earnings, are
likely to be affected by overall labour force participation rates. If there are
group differences in labour force participation (see Table A1a,b and
Table A2a,b in the Appendix), as is especially found for the groups with
one or both parents born in a Southern European or in a non-European
country, then these selection effects could contaminate the estimates of ethnic
differences in unemployment rates and (log) annual earnings. Non labour
force participants are likely to have relatively low wage/earnings offers and a
high probability of unemployment since a large share only have primary
education (see again Table A1a,b and Table A2a,b in the Appendix), this
results in the estimated ethnic differences in (log) earnings and the probability
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of being unemployed probably being biased towards zero. One way to address
this selection problem is to model the participation decision explicitly and
estimate a structural model. However, identification of such a model hinges
on having access to a variable that affects participation but not unemploy-
ment and earnings. No such variable exists in the data. Hence, our estimates
of the ethnic differences in (log) earnings and the probability of being
unemployed for those with a non-European background and possibly also
those with a Southern European background might possibly be smaller than
they would be if selection/participation was taken into account.

6. Results

To explore the differences in labour market outcomes between different
second-generation categories and native Swedes (i.e., the ethnic difference) a
number of regressions with different specifications are estimated. We start out
by estimating unadjusted ethnic differences in the probability of being
unemployed and (log) annual earnings – that is the partial effect of ethnic
background/parent composition in regressions including only ethnic back-
ground/parent composition fixed effects and an intercept, using native Swedes
as the benchmark category.9 In a second step we control for differences in the
age distributions across ethnic groups, using either age as a control variable
or weighting the data according to the age distribution of natives (see Model I
in Table 3a,b and 4a,b). In a third step we control for four additional,
possibly endogenous, variables – the level of education (fixed effects for
primary and university education, respectively, using secondary education as
the benchmark), marital status (a fixed effect being one if married), local
unemployment rate on a municipality level (continuous variable) and region
of residence (measured on a county level with eighteen regional fixed
effects).10 Due to space limitations we will not comment on the estimates for
these characteristics. Instead we have calculated the way in which aggregate
‘‘differences’’ in parameter estimates affect outcomes between second-
generation categories and native Swedes. This is the focus of the decompo-
sitions, added as a fourth step in the analysis for exploring ethnic differences
in labour market outcomes. For the standard errors of the parameter
estimates we have used White’s heteroscedasticity-consistent covariance
matrix (White 1980). It should also be mentioned that the study analyses
men and women separately. Hence, we do not analyse the issue of gender
differences in the labour market for the various ethnic groups. Before
proceeding it should be clear to the reader that we are only commenting on
the results from Model II; the fourth column in Table 3a,b and 4a,b.

6.1. Unemployment

As shown in Sect. 2 the labour market outcomes for first generation
immigrants vary according to the region they emigrated from. Based on this
finding and an expected intergenerational persistence in labour market
outcomes, we also expect to find a similar order in the success on the labour
market between different second-generation immigrant categories. This was
also what was found in Sect. 4 when the ethnic differences were adjusted for
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differences in the age distributions across groups. So it seems as if the negative
labour market outcomes for first generation immigrants have been trans-
ferred to the second-generation immigrants of the same foreign background.
Can these differences be explained by our observed characteristics? As is
evident in the fourth and fifth column of Table 3a and b, the difference in the
probability of being unemployed between individuals with different ethnic
backgrounds disappear, for most of the categories, when we control for
observed differences in education, marital status and choice of residential
location. The exception is for those with a Southern or non-European
background.

Males with both parents born in Nordic and Eastern European countries
have a probability of being unemployed that is approximately four percentage
points higher than native males, while men who have only one parent born in
these countries have a probability of being unemployed that is approximately
two percentage points higher, than that of comparable native men. The same
picture is found for women, where approximately a two to three percentage
point higher probability of being unemployed is found, compared to native
women, when both parents are born in Nordic, Western and Eastern Euro-
pean countries, and approximately a one percentage point higher probability
of being unemployed when only one parent is born in these countries. For
men with a Western European background we find no difference in the
probability of being unemployed, compared to natives, when both parents are
born in that region, but approximately a one percentage point higher prob-
ability of being unemployed if one parent is a native Swede.

Hence, much of the variation in the unadjusted unemployment rates, and
to some extent also the age-adjusted unemployment rates, between these
second generation immigrants with different ethnic backgrounds are
explained by observed characteristics such as the amount of investment in
education and which local labour market they have decided to live in.
However, the remaining difference (after controlling for observed character-
istics) in the probability to be unemployed compared to native Swedes is then
caused by ‘‘unexplained’’ differences (see the decompositions in the last two
columns of Table 3a and b). To explain this finding there must either exist
unobserved group differences in some productive characteristics that affect
hiring decisions, in preferences and/or in barriers to becoming employed.

While the difference in the probability of being unemployed compared to
natives is rather modest for the above-mentioned second-generation immi-
grants (when we control for a number of observed characteristics) that is not
the case for those with a Southern or non-European background. Men with
both parents born in a Southern European country have a probability of
being unemployed that is nine percentage points higher than that of com-
parable natives, while those who have only one parent born in this region
have a probability of being unemployed that is approximately four percentage
points higher, than that of comparable natives. The same picture is found for
women, where a five percentage point higher probability of unemployment is
found, compared to native women, when both parents are born in a Southern
European country, and a four percentage point higher probability of unem-
ployment when only one parent is born in this area.

The situation on the labour market is even worse for men with a non-
European background. When both their parents are born in a non-European
country they have a probability of being unemployed that is eleven percentage
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points higher than comparable native Swedes, while when only one parent is
born in this area they have a probability of being unemployed that is
approximately six percentage points higher, than that of comparable natives.
Again the same picture emerges for women, where a thirteen percentage point
higher probability of being unemployed is found, compared to native women,
when both parents are born in a non-European country, and a six percentage
point higher probability of being unemployed when only one parent is born in
this area.

Hence, very small amounts of the unadjusted differences in the probability
of being unemployed between those with a Southern or non-European
background and native Swedes are explained by our observed characteristics.
Instead it is the ‘‘unexplained’’ differences (see also the results from the
decompositions in the last two columns of Table 3a and b) that cause these
quite large differences in the probability of being unemployed. To explain this
finding the unobserved differences in labour market skills/preferences and/or
the barriers to being employed must be much larger than those found for
second generation immigrants with other ethnic backgrounds. Further, these
large differences in unemployment rates (compared to natives) found for
those with a Southern or non-European background are more likely to be
underestimated in the absence of controls for labour force participation (see
the discussion on selection effects in Sect. 4) than is the case for the other
categories.

One question we posed in Sect. 2 was – how important is the ‘‘Swedish-
specific’’ human capital – added to an individual’s human capital through
having a native parent – for the probability to find a job? One way to answer
such a question is to compare the regression adjusted outcome (relative to
natives) when one parent is foreign born to when both parents are foreign
born, within the same ethnic background. The results above clearly show that
having one native parent really helps in the process of finding a job. Possibly
this finding is a result of the native parent helping in the production of
‘‘Swedish-specific’’ human capital such as language skills or labour market
networks.

We also tested, within the group with only one foreign-born parent,
whether there is a difference in the probability of being unemployed between
having a foreign-born mother or father (see the sixth column of Table 3a and
b). In other words, does a native mother add different attributes than a native
father to ‘‘Swedish specific’’ skills? A lower probability of being unemployed
is found for men having a Swedish mother and a father that is born in either a
Western, Eastern, Southern or non-European country. This could reflect that
having a native mother is important (or more effective) in the production of
human capital during childhood. However, it should be emphasised that the
estimates are only significant for men. For women similar magnitudes of the
parameter estimates are found, but these are not significantly different from
zero.

6.2. Earnings

In Sect. 4, when taking into account differences in the age distributions, quite
large differences in average (log) annual earnings were found between
different groups of second-generation immigrants. Can these differences be
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explained by our observed characteristics? As is evident in the fourth and fifth
column of Table 4a and b much of the difference in unadjusted, as well as
age-adjusted, differences in annual earnings between individuals with different
ethnic backgrounds disappears when we condition on observed differences in
education, marital status and choice of residential location, except for men
with a Southern European background and both men and women with a non-
European background.

Men with both parents born in the Nordic and Eastern European coun-
tries have annual earnings that are between one and three percent lower, while
men who have only one parent born in these countries have annual earnings
that are approximately two percent lower, than that of comparable native
men. For those with a Western European background we find no difference
compared to natives when both parents are born in that region, but a two
percent lower annual earnings if one parent is a native Swede. As was found
for the probability to be unemployed, the difference in annual earnings
compared to natives is rather modest for the above-mentioned second-gen-
eration immigrants (when we condition on a number of observed character-
istics).

However, this is not the case for men with a Southern or non-European
background. When both parents are born in a Southern European country
their annual earnings are nine percent lower, while when one parent is born in
this region they are five percent lower, than that of comparable native men.
The results are even worse for men with a non-European background. When
both their parents are born in a non-European country they have earnings
that are seventeen percent lower, while when only one parent is born in this
area (and the other is a native Swede) they have earnings that are fifteen
percent lower, than that of comparable natives. Hence, only a very small part
of the differences in annual earnings between those with a Southern or non-
European background and native Swedes are explained by our observed
characteristics. Instead it is ‘‘unexplained’’ differences (see also the results
from the decompositions in the last two columns of Table 4a) that cause these
quite large differences in annual earnings.

As in the previous discussion on unemployment, to explain this finding
either unobserved group differences in some important productive charac-
teristics (or preferences) must exist and/or there must be barriers to certain
well-paid jobs. One important variable that we are unable to control for is
group differences in occupation. However, introducing such a variable (if
available) is likely to hide some of the ‘‘unexplained’’ differences in earnings if
occupational barriers exist in the labour market. It should again be men-
tioned that the labour market situation for these final categories of second-
generation men is more alarming than our results suggest. These large
differences in annual earnings, compared to natives, are likely to be under-
estimated in the absence of controls for labour force participation since we
only include cases with annual earnings greater than 36,300 SEK (see the
discussion on selection effects in Sect. 4).

A somewhat different picture emerges for women. Women with both
parents born in the Nordic countries have annual earnings that are similar to
those of natives, while those who have only one parent born in these countries
have annual earnings that are approximately one to two percent lower. For
those with a Western and Eastern European background, irrespective of
parent composition, no difference is found compared to natives. Hence, the
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difference in annual earnings compared to natives is even more modest for the
above mentioned second-generation immigrant women than for men.

A different situation is found for women with Southern or non-European
parents, but these cases diverge in opposite directions. When both parents are
born in a Southern European country annual earnings are five percent higher,
while when one parent is born in this region they are two percent lower, than
that of comparable native women. For women with a non-European back-
ground annual earnings are ten percent lower than that of comparable native
women when both parents are born in a non-European country and nine
percent lower when only one parent is born in this area (and the other is a
native Swede). Hence, very small amounts of the differences in annual
earnings between those with a non-European background and native Swedes
are explained by our observed characteristics. Instead it is ‘‘unexplained’’
differences (see also the results from the decompositions in the last two
columns of Table 4b) that cause these results.

So how important is the ‘‘Swedish-specific’’ human capital, added to an
individual’s human capital through having a native parent, for finding a job
with good pay? As in the previous section we compare the regression-adjusted
outcome (relative to natives) when one parent is foreign born to when both
parents are foreign born, within the same ethnic background. In contrast to
what was found in the previous section on unemployment, the results for
annual earnings do not provide any evidence that having one native parent
helps in the process of finding a better-paid job. Again, the choice of, or
barriers to, certain occupations for some ethnic groups might explain these
findings.

Further, within the group with only one foreign-born parent, we find no
difference in annual earnings between those having a foreign-born mother or
father (see the sixth column of Table 4a and b). So having a native mother
only seems to be important for finding a job (for men), not for the level of
earnings.

To conclude, in this final section we have found a similar picture for the
different categories of second-generation immigrants as that found in the
section on unemployment. On the whole, most of the second generation
immigrants do very well in the labour market, i.e., they have labour market
outcomes that are approximately the same as for comparable natives. How-
ever, when the second-generation immigrant has a non-European, or to some
extent also a Southern European, background, labour market positions are
much worse than for natives.

7. Conclusion

Using an extensive data set including all second generation immigrants living
in Sweden in 1998 we are able to address two issues that are expected to be
important for labour market outcomes – ethnic background and parent
composition. To be more specific we are able to (i) identify several groups of
second-generation immigrants with different ethnic backgrounds and (ii)
identify the parent composition, i.e., whether one or both parents of the
individual are foreign born. By estimating a set of regressions controlling for
differences in (i) the age distributions, (ii) education, marital status and choice
of local labour market to live in, and (iii) decomposing the difference into
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explained and unexplained differences we find that our hypotheses agree quite
well with the empirical results.

First, there is a difference depending on the origin of the parents. As found
in previous studies on second generation immigrants, those with a Nordic,
Western or Eastern European background have labour market positions that
are similar to native Swedes. However, when both parents have a Southern or
non-European background they fare worse, measured as a higher probability
of being unemployed in the Swedish labourmarket compared to native Swedes.
These groups are also found to have low earnings. These differences can be
attributed to an unexplained difference rather than a difference in observable
characteristics. This result is also in line with what could be expected from
observing the labour market outcomes of their parents’ generation. The ethnic
backgrounds that do badly on the labour market in the first generation are also
the ethnic backgrounds that do badly in the second generation.

Second-generation immigrants of working age with a non-European
background are at present a relatively small group. This is due to the later
start for immigration from these countries. There are, however, large num-
bers of second-generation immigrants with a non-European background who
are of school and pre-school age. Over the next 10–15 years a large number of
second-generation immigrants with a non-European background will there-
fore enter the job market in Sweden. The chances for success for this group
will, to a large extent, depend on how well their parents are integrated into the
job market, and whether they themselves succeed in the Swedish school
system. This is a formidable challenge facing integration policy and the school
system in Sweden.

Second, we find that parent composition has a considerable effect on the
probability of being unemployed. In almost all cases, second generation
immigrants with one native parent have a lower probability of being unem-
ployed than when both parents are foreign born, within the same ethnic
background (this holds both for the full model and the age-adjusted model).
No such strong results are found using annual earnings as the outcome
variable. However, it helps to have a native parent in order to get better-paid
jobs for ethnic backgrounds that do badly, i.e., non-Europeans.

Hence, this study shows that it is not enough for some of the second-
generation immigrant groups to be born and raised in Sweden to reach native
levels of labour market success. Unfortunately, the study does not show why
this is the case. However, we have pointed out an important avenue for future
research. Bringing in a native in the family composition clearly improves
labour market success. But is this just a spurious effect arising from; selection
(interracial marriages are selective in some sense), differences in the effec-
tiveness of human capital production (which give differences in grades, rather
than in the level of schooling, which is what we observe), differences in
language skills and networks, or just plain discrimination? Being able to
answer any of these questions would be very helpful in constructing future
integration policies.

Endnotes

1 In the 1975 and 1985 censuses it is not possible to identify and exclude those who immigrated in

1974 and 1975. Therefore the information in Table 1 also includes those who immigrated in
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these years. However these individuals are a very small group compared to those immigrants

already living in Sweden at the end of 1973.
2 See Rooth (2002) for a study on the extent of ethnic discrimination in the Swedish labour

market.
3 The reason to exclude second generation immigrants with a US background is that their

parents probably, at least to some extent, are Swedes emigrating back to Sweden. The second

generation group with an Oceanic background is too small to carry out a meaningful analysis.
4 There are only a small number of individuals in this ‘‘cross-heritage’’ category, amounting to

approximately three percent of the second generation population.
5 The selection on age (25–40) reduces the data from 460,272 to 211,133 individuals, the selection

on being part of the labour force reduces the data further to 174,170 individuals, while the

selection on not having a US, Oceanic or mixed background finally reduces the data to the

165,817 included individuals.
6 For an overview of how unobserved characteristics could affect the parameters of the observed

variables see Griliches (1977) for linear regression models and Yatchew and Griliches (1985)

for non-linear regression models.
7 The study by Oaxaca and Ransom (1994) shows that it is more advisable to estimate the

competitive wage structure that would exist in the absence of discrimination and use these as

weights in the decomposition of the wage gap. However, since we are comparing a multiple

number of second generation immigrant groups (compared to, for instance, the single male-

female wage gap comparison) it is preferable to have one single wage (unemployment)

structure as the benchmark rather than a different one for each native second generation

immigrant comparison.
8 See for instance Even and Macpherson (1993) and Nielsen (1997) for decompositions in non-

linear models.
9 The partial effect in the unemployment specification is the calculated marginal effect of being a

second generation immigrant (compared to being a native Swede) after a non-linear probit

regression, taking into account the discrete character of the variable. The standard errors of the

marginal effects are calculated according to the delta method, see for instance Greene (1997).
10 The county regions with the smallest number of inhabitants were merged into one category. See

also the appendix Table A1a,b and Table A2a,b for descriptions of these variables.

Appendix

Definition of the explanatory variables:
(Age) – is a continuous variable taking the values 25–40, 25–30.

(25–29, 30–34, 35–40) – dummy for belonging to each age category.
(Yrs. of ed.) – is a continuous variable taking the values 7, 9, 11, 12, 14, 16, 18.
(Primary, Secondary and University education) – dummy for type of
education.
(Married) – dummy taking the value one if married and zero otherwise.
(Unemployment) – unemployment rate on the municipality level.
(Stockholm, Gothenburg, Malmoe, Other) – the share living in these counties.
(Unemployed) – share of those in the labour force that are unemployed.
(Log(E)) – average log annual earnings.
(Labour supply) – share of the total population participating in the labour
force.
(Earn>36,300) – share of the total population having annual earnings greater
than 36,300 SEK.
(Share with pri.) – share with only a primary education.
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