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I. ntroduction

In 1970, 4.8 percent of the population was foreign-born, and 11.8
percent was native-born with foreign parentage (U_é. Bureau of the Census,
1975, p. 116). The economic impact of immigration depends both on how
immigrants adapt to the labor market and on the adjustment process
experienced by their offspring. The traditional perception of this inter-
generational adjustment is vividly depicted by the melting pot metaphor:
over the course of two or three generations, immigrants are transformed from
a collection of diverse national origin groups into a homogenecus native
population.1 Beginning with Glazer and Moynihan (1963}, modern sociclogical
research argues that this metaphor does not correctly portray the ethnic
experience in the United States. These studies instead suggest that many of
the cultural and economic differences among immigrant groups are transmitted
to their children, so that the heterogeneity found among today’s immigrants
becomes the heterogeneity found ameng teomorreow's ethnic groups.

In contrast to the volumincus literature analyzing the economic impact
of immigrants, little Is known about the labor market performance of their
American-born children.2 The studies of Carliner (1980) and Chiswick (1977)
compare the earnings of immigrants with those of second- and third-
generation Americans using the 1970 Census cross-section. Both studies find
that the earnings of second-generation workers are larger than those of the
first and third generations. Although this Is an interesting and
provocative fact, existing research ignores the relationship between the

national origin differentials found among immigrants and the differences




found among the ethnic groups that make up subsequent generations.

Despite the relative disinterest in the economic mobility experienced by
immigrant households, a growing literature attempts to model inter-
generational mobility in the context of dynastic households that care about
the welfare of their children, and that transfer funds to and make human
capital investments in their offspring (Becker, 1981; Becker and Tomes,
1986; Becker and Barro, 1988).3 In addition, a number of empirical studies
reveal that the relationship between the earnings of fathers and sons
exhibics substantial regression towards the mean across generations,

This paper analyzes the intergenerational mobility experienced by
fmmigrants in the context of an economic model of immigration. As long as
skills are parctly transferable across generations, the type of selection
that characterizes the skill composition of the immigrant flow will be
reflected in their children. Thus the source-country characteristics that
determine national-origin wage differentials (Borjas, 1987) should alsc play
a role in determining the wages of second-generation ethnic Americans.

The empirical analysis uses the Public Use Samples of the decennial
Censuses available between 1940 and 1970. The evidence indicates that
although there is some regression towards the mean, the average earnings of
a second-generation ethnic group are strongly influenced by the earnings of
the corresponding first-generation national origin group. In addition, the
data are consistent with the theoretical implication that source country

characteristics are an important determinant of the earnings of both first-

and second-generation Americans.




11, Framework

First-generation workers reside in country X and consider migrating to
country y (for concreteness, the United States)., The log-income
distributions facing these workers in the two countries are given by:

log Yol T Pyl + A (1

log wyl -y + v (2)

vhere Vel and wyl are the incomes in the source country and in the United
States, respectively. The parameter Py 1s the population mean of the
income distribution in the source country for the first generation, while
the parameter “yl is the mean income faced by this generation in the United
States 1f all persons in the source country choose to migrate. DNote that,
in general, the parameter “yl will differ from the mean income of U.S5.
natives. Moreover, because of the dispersion in skills among national
origin groups, the parameter ﬂyl will also differ among these groups. The
continuous random varliable v, Deasures individual-specific deviations from
mean incomes in the first generation and has a finite varlance.

The functional form in (1) and (2) assumes that vy determines individual
earnings in each of the two countries, up to a factor of proportionality.
This is equivalent to assuming that earnings are perfectly correlated across
the two countrles. The factor-loading parameter f can be interpreted as the

rate of return to skills in the source country (relative to that in the

United States), or alternatively as the ratioc of the standard deviation in




earnings between the source country and the United States,
Assume migration costs (C) are a constant fraction of the individual’s

earnings In the source country (i.e., » = C/uw If the first generation's

xlj'
objective 1s to maximize their own income, the index function guiding the

immigration decision is given by:

I - 1°S[Wy1/(ux1+0)] = (.uyl T Ky m ™+ (- mvy {3)

Immigration occurs {f I > 0. Define the immigrant flow to be positively
selected when ic has above-average skills [E(v1 1 >0)>0), and
negatively selected when it has below-average skills [E(v1 l I=>0)<0].
Equation (3) implies that the immigrant flow is positively selected when n <
1, and negatively selected when n > 1. Skilled workers choose to reside in
countries thact offer relatively higher payoffs for their skills.5

Skills are transmitted from generation t-1 to generation t (t > 1)

according to the Markov equations:
- a._ +6&v + ¢ (4)

. D * Eyvy,c-l e (3)

where vjt gives the skill variable for persons in the cth generation in
country j, and the parameters Ex and 6y lie between zero and one. The
random variables €e and eyt have zerc means and finite variances, are

distributed independently of skills, and are uncorrelated over time.

The parameters describing the extent te which skills are transmitted




across generations (Ex and 6y) may differ across countries, and these
differences capture the extent to which societies are "open” or "closed.”
The United States, for instance, is usually considered to be an open
society. The parameter Sy would be expected to be small, and there would be
substantial regression towards the mean in earnings across generations,

Equations (4) and (5) imply that a self-selected migration flow in the
first generation alters the skill composition of the populations in both the
United States and the source country for many subsequent generations.
National origin groups that do well in the U.S. labor market in the first
generation will tend to do well in subsequent generations. Similarly, the
offspring of national origin groups that do poorly will tend to do poorly.

This result is derived from a simple model where the first-generation is
selfish in the sense that it does not consider the economic impact of its
migration decision on future generations. Suppose instead that parents care
about the utility of their children.6 In the presence of perfect capital
markets, the separation theorem implies that a necessary condition for
maximizing dynastie utility is that the first generation’s migration
decision also maximizes "dynastic income,"” the present value of the income
stream accumulated by the dynasty,

First-generation workers know that the earnings generation process for

the tth generation is described by the earnings distributions:

+ nv (6)

1 W -
%8 ¥yt s xt

Xt

log wyt - “yt + vyt {(7)




where - and pyc measure the mean incomes that will be observed in the tth

generation; and 5 is the relative price of skills In the source country,
assumed constant across generations, Mean Incomes (uxt and pyt) vary across
generations because the assimilation process could affect future earnings
opportunities In the United States for subsequent generations, or because of
international differences in rates of economic growth.

Maximization of dynastie utility requires that individuals in the first
generation compare dynastic incomes across the two countries, Because the
Incomes of future generatlons depend on the stochastic shocks in the skill
transmission process (cx and ey), which are not observed by the economic
agents In the first generation, the immigration decision for risk-neutral
workers i{s guided by the comparison of expected Incomes. Workers in the
first generation choose whichever income stream has the highest expected
value, net of migration costs, As a first-order approximation, workers

migrate to the United States when:

g€l +r - §)
1. - ¥ v, >4 (8}
(1 +r - sx>

where r Is the (generational) rate of discount, and A is a constant.
Conslder Initially the case where Sx - sy, so that the two countries

exhibit the same extent of regression towards the mean in earnings.

Equation (8) indicates that positive selection will be observed when n < 1,

and that negative selection will be observed otherwise. These are precisely

the implications of the simpler one-generation model,

Suppose now that § = Jy. To understand the role played by differences




in the skills transmission parameter, conslder the case where skills are
equally rewarded In the two countries (l.e., n = 1), Equation (8) indicates
that highly skilled workers will choose to reside in the country with the
highest §, where thelr skills are easily transferable to their children. In
contrast, unskilled workers have little to lose by wmoving to a country where
skills are not easily transferable to thelr children, and where the earnings
opportunities of future generations are basically determined by random
shocks from the ¢ distributlon. Thus the United States 1s likely to attract
highly-skilled workers from countries that have relatively more open
economles and unskilled workers from closed economles.

There 1s a widespread perception that there is more Intergenerational.
mobllity in the Unlted States than in most other countries. Thils suggests
that economic condlitions In the United States are particularly appealing for
unskilled workers in the source ‘countrles, even in the absence of any
international differences in the rate of return to skills. Because of the
scarcity of data, however, this interesting proposition cannot be
systematically tested. Moreover, the available (though limited) evidence
suggests that "the overall pattern of social mobility appears to be much the
same In the industrial socleties of various Western countries,"” including
the United States (Lipset and Bendix, 1959, p.l3).

In view of this finding, accounting for the altruistic behavior of
parents does not alter the key insight provided by the simpler one-
generation model. The relative rate of return to skills In the source
country determines the type of selectlion that characterizes both the
immigrant population and theilr ethnic offspring. Of course, the practical

importance of this insight depends on the value of the parameter Ey. As




will be seen in the emplrical work below, however, the degree of
transmission In the United States ls sufficiently strong so that the
earnings determination process for second-generation Americans greatly

resembles that experienced by the first.

III. a and Descriptive Analysis

The empirical analysils uses the Public Use Samples of the four decennial
censuses avallable between 1940 and 1970, Each of these censuses {unlike
post-1970 censuses) has the lmportant feature that they report the
birthplace of the respondent, as well as the birthplace of the respondent's
parents. The decennlal Censuses for 1940, 1950, and 1960 are a 1/100 sample
of the population, while the 1970 Census is a 2/100 sample.7

The study is restricted to men aged 25-64 in each of the Censuses, who
worked in the civilian sector in the year prior to the Census, were not
enrolled In school, and were not salf-employed.B These data allow the
precise identification of two generations of Americans: the first
generation, composed of the sample of individuals born in a forelgn-country;
and the second generation, given by the sample of persons who were born in
the United States, but had at least one parent born In a forelgn country.
The generation of the remalning individuals, who had both parents born in
the Unlted States, cannot be determined exactly, but for simplicity they
will be denoted as "third-generation® Americans. Throughout the analysis,
the population of third-generation Americans lncludes all natives with
American-born parents, regardless of raclal or ethnic origin.

The top panel aof Table 1 reports the average (log) wage rates for first-

and second-generation Americans In each of the Censuses. These data are
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TABLE 1

Log Wages of First- snd Second-Generation Americans
(Relative to Third Generation)

1. dius &
Growp 1940 1950 1960 1970
First Generation: L1848 .1082 .0818 .0383
(29.50) (13.06) (17.04) (11.45%)
<% Years in U.5. .0159 - -.0910 - 1318
(.48) (+6.45) (-18.07)
5+ Years .1883 --- 1025 0784
(30.00) (20.29) (21.33)
5-10 Years --- --- -.- -.0220
(-2.72)
10-20 Years - b - 0762
(12.32)
20+ Years - - --- _1230
(22.96)
Second Generation: L2344 L1644 1657 L1507
(28.92) (26.99) (57.56) (70.85)
[[. Adjusted Wades
Groug 1940 1950 1240 1970
First Generation: .1873 L1008 L0761 _0744
(27.48) (12.12) (16.73) (23.93)
<5 Years fn U,5. 0375 .- -.0855 -.0709
(1.24) (-6.26) (-10.07)
5+ Years 1904 .- L0959 090
(28.03) (19.91) (31.58)
5-10 Years - “-- --- 0151
(1.99)
10-20 Years - .- --- 1067
(18.84)
20+ Years .- .e- .- 1877
(28.99)
Second Generotion: L2314 L1383 09T 1101
(21.44) (16.67) (32.54) (51.18)
Sample Sizes:
16t Generation 26989 6316 17566 324N
2nd Generation 9926 13354 57629 100708
3rd Generation 32913 43037 202907 239184

-

The t-ratios are reported in parentheses. The adjusted wage differentials
control for differences in education, age (and mge squared), marital status,
and metropolitan residence.




differenced from the average values observed in the sample of third-
generation workers. The table also reports the summary statistics for a
number of lmmigrant cohorts. The 1940 and 1960 Censuses permit the
identification of two waves: those who arrived in the five-year period
prior to the survey, and those who have been in the U.5. longer than five
years.9 The 1970 Census permits the identification of additional waves.

The data reveal the well-known decline in earnings (relative to third-
generation Americans) among successive lmmigrant cohorts (Borjas, 1985). 1In
1940, the typical immigrant who has been in the U.S. fewer than five years
earned 1.6 percent more than a third-generation American. Thils slight wage
advantage declines to -9.1 percent in 1960 and to -13.2 percent in 1970.

Each of the Census cross-sections indicates that the second generatlon
has higher earnings than the first and than the third. 1In 1970, second-
generation wvorkers earned 1l percent more than the first, and 3 percent more
than the third. As Carliner (1980) and Chiswick (1977) note, it seems that
second-generatlon Americans earn more than both thelr parents and their
children. This conclusion, however, Is premature. In any Census cross-
sectlon, the family ties among the three generations identifiable in the
data are tenuous. At the time of the survey, many members of the firsc-
generatlon have just arrived in the United States and have no native
descendants yet employed In the U.S. labor market. Second-generation
Americans of working age can only be descendants of immigrants who have been
in the country for at least two or three decades. Therefore, as long as
cohort differences among first-generation workers are lmportant, and as long

as these differences are partially transmitted to thelr children, the

comparison of first- and second-generation earnings In a cross-section
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provides a misleading portralt of intergenerational mobility.

Similarly, the persons who can be identified as members of the "third-
generation" are a motley collection of various ethnic groups whose presence
in the United States may date 30 or 40 years, or mere than 100 or 200 years.
It is alse unlikely that these so-called third-generation workers are direct
descendants of the immigrants enumerated In the Census cross-section. After
all, this would require that working-age lmmigrants have American-born
grandchildren who are also of working age. Obviously, because of these data
problems, it is difficult te infer anything about the intergenerational
mobility experienced by the third-generation in the United States.

The Census data, however, do allow the study of economic mobility
between the first and second generations. These comparisons, however, must
be designed so as to ensure that the immigrants are the parents of the
second-generation Americans identified in the Census. A number of
alternative methodologles are available. For example, in any single Census
cross-section, immigrants who have been in the United States for a
sufficiently long period of time (and hence can have American-born children
of working age) can be compared to second-generatlion workers.

The 1940, 1960, and 1970 Censuses permit the contrast of the earnings of
second-generation workers with those of lmmigrants who have been in the U.S.
longer than five years. Although this is a crude method of ensuring
familial 1links across generations, the earnings advantage of second-
generation workers over their "parents" declines substantially (to about 3-6
percent) in the 19260 and 1970 Censuses after this correction ls made.

A slmilar result can be drawn from Intercensal comparisons of first- and

second-generation workers. These comparisons increase the likellhood that
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the two generations are linked through family ties. The data in Table 1
indicate that first-generation workers present in the 1940 Census earn about
18 percent more than third-generation workers, while first-generation
workers in the 1950 Census earn about 1l percent more than third-generation
workers. The data also show that the children of these immigrants, namely
the second-generation workers in the 1960 or 1970 Census, earn only about 15
to 17 percent more than the third generation. There is only a slight
improvement, and perhaps even a decline, in the relative earnings of the
second- generation as compared to the first.lo

The bottom panel of Table 1 continues the descriptive analysis by
presenting the relative wage differentials after contrelling for differences
in observable demographic characteristics, including education, age, marital
status, and metropolitan residence.ll The (log) wage regressions are
estimated separately for each generation in each Census. The predicted wage
of the various generations is calculated using the means of the demographic
variables observed in the sample of immigrants. The adjusted differentials
indicate that there is litrle improvement in relative earnings between the
first and second generations. In fact, the immigrant population in 1940 has
higher adjusted earnings than comparable second-generation workers in 1960
or 1970. The data thus hint at the possibility of some regression towards
the mean between the first and second generations.

The intercensal linkage between parents and children can be further
improved by focusing on workers in specific age groups. For example, the
children of immigrants aged 25-44 in 1940 are likely to be relatively young
in 1970, while the children of immigrants aged 45-64 in 1940 are likely to

12

be relatively older in 1970. Table 2 presents both unadjusted and




TABLE 2~

Log Wage Differentials by Age Groups in 1940 and 1970

Men Aged 25-44

Men Aged 45-64

Men Aged 25-64

II. Adjusted Wages

Group

Men Aged 25-44

Men Aged 45-64

Men Aged 25-64

(Relative to Third Generation)

First Ceneration
in 1940

.1975
{23.61)

.1281
(12.727)

.1848
{29.60)

First Generation

in 1940

.2087
(23.11)

1484
(14.06)

.1873
(27.68)

Second Generation
in 1980

L1624
(52.73)

.1400
(45.62)

L1507
(70.85)

Second Generation

in 1980

.0953
(28.46)

L1209
(38.92)

.1101
(51.18)

* =
The t-ratios are reported in parentheses. The adjusted wage differentials
control for differences in education, age (and age squared), marital status,

and metropolitan residence.
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adjusted wage differentials among the varlous generations for groups aged
25-44 and 45-64 in 1940 and 1970. The (log) wage of young immigrants in
1940 (relative to young third-generatlon workers) is ,20, while the relative
wage of their children in 1970 (many of whom would be aged 25-44 in 1970) is
.16. Similarly, older immigrants in 1940 earned about 12.8 percent more
than older third-generatlon workers, while thelr children earned about l4
percent more than older-third generation workers in 1970. Therefore,
refining the data so as to provide a better linkage between parents and
children across Censuses does not alter the lmplication of the descriptive
analysis. There is little increase (and there may well be a slight decline)

in relative wages between the first and second generatlons.

IV. Natiopal Origin and Intergenerational Mobilicy

Studies of immigrant labor market performance have found substantial
dispersion in relative earnings among natlonal origin groups (Borjas, 1987).
These skill differentials among national origin groups are likely to be
partially transmitted to thelr ethnic offspring. Table 3 begins the’
analysis by reporting the earnings of first- and second-generation workers
(relative to the earnings of third-generation Amerlcans) for a large number
of natlonal origin groups in the 1940-1970 perlod. The ethniclty of second-
generatlion Americans is determined from the father's country of birth
(unless only the mother is foreign-born, In which case it is determined from
the mother's country of birth).l3

The source countries listed in the table are the ones which contain
sufficient observations of both first- and second-generatlon Americans in

the data. In each Census, the analysis Is restricted to the national origin




TABLE 3
National Qrigin and the Log Wages of First- and Second-Generation Americans

1940 1950 1960 1970
1et Gen, 2nd Gen, 1st Gen, 2nd Gen, 15t Gen, 2nd Gen. Ist Gen, 2nd Gen.

Europe:

Austria 279 296 168 241 182 238 266 .21
Czechoslovakis 277 .258 Aoe 67 90 192 192 137
Dermark 291 126 .039 ,208 243 195 190 19
fFrance .229 .27 053 M 144 188 180 .220
Germary 198 245 190 A7 199 59 .229 .128
Greece -.103 -.010 -.003 .051 - 77 145 -.103 189
Hungary L24T 315 .302 240 .130 242 199 204
Ireland 209 343 .023 81 .050 L84 .032 198
1taly 159 124 1 104 .090 .151 054 A37
Netherlands 105 Q77 114 227 123 A79 w133 161
Norway .27 140 M7 .108 326 107 234 44
Foland 222 145 . 154 68 119 188 .108 154
Portugal .051 021 -.062 102 .040 -.025 -.122 -.003
Romania L2595 218 .282 313 .223 344 184 330
spein L0585 215 -.054 180 .064 129 -.088 108
Sweden 262 .287 199 214 209 201 .218 A78
Switzerland 198 .3152 .090 099 . 155 A3 a1 A7
United Kingdom .317 363 .229 W47 240 2 L2386 .208
USSR 278 .280 .200 2204 120 ,280 150 L320
Yugoslavia 299 337 185 122 173 210 R 13 A7

Asia and Africa:

China --- - .- .- - 77 09 -.08% 149
india --- .- .- --- 19 M3 238 A3
Israel --- - .- - -.0n 32 L1460 490
Japan -.212 -.092 - 172 072 a3 A37
Korea .-- v - --- ~.303 142 -.00% 183
Phillipines .- - .- .- ~.249 -.085 -.123 -.058
Amer{cag:

Argentina --- -v- .- --- 185 i >23 101 A74
Brazil .- --- .- --- A1 004 090 - 004
Canada 252 159 207 21 192 130 7176 114
Cuba -.004 =125 - .29 -. 145 -.232 Nirgd -,213 -.025
Jamaica --- .- .- .- LA .043 -.095 094

Mexico - 49 ~ 663 -.392 -.236 -.327 -2 -.340 =161
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groups which contain at least 25 observations in both the first- and second-
generation samples. In the 1940 Census, thils sample restriction leads to 23
source countrles (located mostly in Europe) which account for 97 percent of
the ifmmigrant population. The selected countries listed in the table,
therefore, almost exhaust the natlonal origin groups that could be used to
analyze the intergenerational mobility of immigrants.

Table 3 reveals substantial dispersion among ethnic groups in the
earnings of second-generation Americans. 1In 1970, for instance, second-
generation Americans of British ancestry earned about 20.8 percent more than
third-generation Americans, while second-generation Canadians earned 11.4
percent more, and second-generation Mexicans earned 1é.1 percent less.

To assess the extent of intergenerational mobility, it is useful to
contrast the (relative) earnings of immigrants in 1940 with the (relative)
earnings of second-generation Americans in 1970, The strong relatiomship
between the relative earnings of the two gemerations is documented im Table

4, which reports GLS estimates of regressions of the form:14

(1970) =« + & zy ({1940) + ¢ (M

%23 i i

where zij(t) gives the earnings (relative to those of the third generation)
of the ith generation from source country j in Census year t. The
regressions were also estimated using other combinations of Census years
{such as 1940 for the first generation and 1960 for the second) without
altering the main results of the study.

The first row of Table 4 reports estimates of (%) using the unadjusted -

earnings differentials presented in Table 3. The constant term indicates a




TABLE 4

Relatlonship Between the Earnings of the First- and Second-Generations*

Sample

Rov Incercept  z,(1960)  z,(1970)  R®  Size  Remarks

1. L0695 L4465 _ .691 23 .
4.19 (6.85)

2. . 0887 .3627 - .17¢ 22 Omits Mexico
(2.17) (2.08)

3. .0658 L2696 o .553 23 Uses Adjusted
(5.67) (5.10) Vage

4. .0692 L4967 . .791 23 Young Sample:
(4.40) (8.91) Men Aged 25-44

5. .0923 .3785 _ 498 21 Older Sample:
(5.28) (4.34) ) Men Aged 45-64

6. .0572 .2334 — .534 23 Young Sample &
(4.74) (4.90) Adjusted Wage

7. .0876 .2433 - .313 21 Older Sample &
(6.03) (2.94) Adjusted Wage

8. .0666 .5767 -.1840 .704 23 .
(3.94) (3.76) (-.94)

9. .0617 .2548 L0442 .556 23 Uses Adjusted
(3.72) (3.72) (.35) Wage

10. .0687 .5083 -.0157  .791 23 Young Sample
(4.,04) (3.57) (-.09)

11. .0952 L4305 -.0818 .502 21 Older Sample
(4.91) (2.67) (-.39)

12. L0445 .2760 .1345 .698 23 Young Sample &
(2.47) (2.23) (.22) ] Adjusted Vage

13, .08c0 .2016 L1134 .350 21 Older Sample &
(3.62) (2.25) (.74) Adjusted Wage

*
The t-ratics are reported in parentheses.
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7.0 percent increase in earnings potential across generations that is common
to all national origin groups. One plausible reason for this upward "shift”
in the earnings profile is that second-generation Americans are not only
better educated, but also go through the American educational system, which
employers presumably value more than the schooling system of othér
countries. 1In addition, second-generation Americans are more likely to be
proficient in English, better informed about opportunities in the U.S. labor
market, and less tied to old neighborhoods and ethnic enclaves. It is not
surprising, therefore, to find that second-generation Americans experience a
common Improvement in their earnings opportunities.

Second, there s some regression towards the mean across generations.
This regression towards the mean, however, is not sufficient for national
origin to become a trivial determinant of the earnings of second-generation
americans. In particular, the estimate of the coefficlient § in equation (9)
is .453. This magnitude implies that even after three generations, the
earnings of third-generation ethnic groups depend on the earnings of their
immigrant grandparents. Finally, the earnings of first-generation national
origin groups explain a large fraction of the variance in the earnings of

2 is .69).15

second-generation ethnic groups (the R
A potential problem with the analysis is that the data contain an
important outlier, Mexico. Both Mexican immigrants and their children
perform very poorly in the United States. This single observation could, in
principle, be driving many of the results. Row 2 of Table 4 reestimates the
regression after omitting the Mexican national origin group. Alchough the

estimated transwmission coefficient declines somewhat (to .36), it is

apparent that this single observation is not responsible for the link
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between the earnings of first- and second-generation Americans.

Additional problems arise because the Independent variable, the relative
wage of immigrants, may be improperly defined. In particular, the result
that all national origin groups experlence a common Increase in earnings
across generations is obtained from regressions which do not account for the
assimilation process experienced by the first generation. It {s possible
that 1if the second-generation wage were related to the wage of fully
assimilated immigrants, the Iimprovement across generations would disappear.

This measurement problem, however, is unlikely to be the source of the
positivé intercept in the regressions. After all, the regressions in Table
4 use the 1940 earnings of Iimmigrants as the independent variable. Over 9.8
million immigrants entered the United States between 1911 and 1930, but only
half a million entered during the 1930s (U.S. Immigration and Naturalization
Service, 1989, p. 1). Therefore, almost all immigrants enumerated in the
1940 Census have been in the United States for more than 10 years, and are
likely to have experienced substantial assimilation.

Moreover, using the 1970 Census, it is possible to estimate the relative
wage of immigrants who arrived in the United States prior te 1950, and who
have been in the country more than 20 years. I calculated this statistic
for each of the 32 national origin groups listed in Table 3. The
relationship between the 1970 wage of second-generation workers and the 1970

wage of this early immigrant wave is given by:

z, = 0698 + .3144 z R2 - .511, No. of Observations = 32, (10)

2 (3.65) (5.60) v
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where zy is the wage of the 1th generation (relative to that of the third),
and the t-ratios are reported in parentheses. The regression coefficients
in (10) are remarkably similar to those presented i{n the first row of Table
4. It seems unlikely, therefore, that problems in defining the immigrant
wage are responsible for the common improvement across generations,

It is also of interest to determine if the same degree of inter-
generational mobility is observed between the earnings of demographically
comparable first- and second-generation Americans. The adjusted earnings
(relative to the earnings of third-generation workers) are predicted from
regressions estimated for each generation by Census and national origin
group (and are evaluated at the means of the variables observed in the
sample of immigrants). The regressors included education, age (and age
squared), marital status, and metropolitan residence.

Row 3 of Table & reports the estimate of equation (9) using these
adjusted differentials. The earnings of immigrants are an ilmportant
determinant of the earnings of their children, even after controlling for
differences in demographic characteristics between the groups. The

estimated § declines to .27, and the constant term declines to 6.6 percent.

The varlation {n the adjusted earnings of first-generation national origin
groups explains over half of the variation in the adjusted earnings of
second-generation ethnic groups.

Rows 4-7 of Table 4 report regression estimates where the (relative)
earnings of second-generation workers aged 25-44 (or 45-64) in 1970 are
related to the earnings of similarly-aged immigrants in 1940. As noted
earlier, this comparison provides a better link between parents and children

in intercensal comparisons. The regression estimates are quite similar to
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those reported above. For instance, in the wage regression for younger
workers (row 4) the intercept 1ls 6.9 percent and the slope is .5, while in
the wage regression for older workers (row 5) the intercept is 9.2 percent
and the slope Is .4,

Finally, the remaining rows of Table 4 investigate if the earnings of
second-generation workers in 1970 are related to the earnings of any other
immigrant group, not just the group observed in 1940 which is presumably
composed of thelr parents. Consider the regression model:

(1970) + ¢

(1970) = a + § z),(1940) + B 2 (11)

%23 13 i

Equation (l1) generalizes (8) by relating the 1970 earnings of second-
generation workers to the earnings of theilr immigrant fathers, as well as to
the earnings of immigrants present in the United States in 1970,

Rows B-13 of Table & report the estimated parameters. The variable
measuring the 1970 earnings of immigrants is never significantly different
from zero, and has little effect on the remaining coefficients. Therefore,
the available data indicate that the earnings of second-generation workers
are much more heavily influenced by the earnings of their parents than by
the earnings of current immigrants from the same source country. This
finding suggests that the intercensal comparisons used in this paper provide
a useful methodology for analyzing economic mobility between first- and
second-generation Americans.

In sum, the regressions reported in Table 4 suggest two substantive
conclusions. On average, second-generation Americans experience an increase

in economic well-being relative to their parents that is not experlenced by
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the third generatlon. This Intergenerational shift increases earnings by
about 7 percent between the first and second generations., In addition,
there 1s a strong link between the earnings of first and second generation
workers, The intergenerational transmission parameter 1s sufficiently high
so that the labor market performance of {immigrants will have long-term
effects on the U.5. economy. In effect, immigration policies that alter the
skill level of the ilmmigrant flow will also partly determine the skill level

of their children and grandchildren.

V. Source Country Characteristics and Earnings

The regressions reported In Table 4 do not directly test the
lmplications of the theoretical framework presented in Section II., A more
direct test pursues the Insight that the same source country characteristics
determine the earnings of both lmmigrants and second-generation workers.

To assess the lmportance of source country characteristics, the wages of’
flrst- and of second-generation Americans (relative to the wage of third-
generation workers) are related to a number of country-specific variables,
including the country's {log) per caplta GNP, the extent of Iincome
inequality in the country's income distribution, & dummy varisble indicating
1f the country lists English as an official language, and the distance of
the source country from the United States.l6 My measure of income
Inequality In the source country is given by the ratio of income aceruing to
the top 10 percent of the households to the income accruing to the bottom 20
percent of the households. A key prediction of the model 1s that immigrant

earnings are lower If the source country has relatively high payoffs to

skills. As long as skills are partially transmitted across generations, the
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income inequality variable should have a negatlive ilmpact on the earnings of
both first- and second-generation workers.

Regressions (1) and (2) of Table 5 show the impact of source country
characteristics on the wages of immigrants and their children. The adjusted
and unadjusted (relative) wages used in the regression are obtained from the
1970 Census.l7 The "second-stage” regressions are then estimated using
generalized least squares. The data Indicate that lmmigrant earnings are
higher if the group originates in a high-income country or in a country that
has English as an official language, and are lower 1f the group originates
in a cogntry with substantial inequality in the income distribution {though
this effect is significant only in the regression that uses unadjusted
earnings).l8

Table 5 also documents that these source country characteristics
determine the earnings of second-generation ethnic groups in roughly the
same way. The children of immigrants earn more if their parents originated
it high-GNP countries or in countries where English is an officlal language.
These effects, however, disappear once differences in demographic
characteristics are controlled for. More important, the income inequality
variable has the same qualitative impact on the earnings of first- and
second-generation Americans. In particular, second-generation workers whose
parents originated in countries with substantlal income inequality, and were
therefore more likely to be negatively selected, have lover earnings than
other ethnie groups.

The variables used as regressors in Table 5 measure relevant source-

country characteristics eirca 1970. In principle, the per-capita income and

income inequality variables that determine the 1970 earnings of second-




TABLE 3

Source-Country Characteristics and the 1970 Earnings of
First- and Second-Generation Americans

First Generation Second Generation
Yariabis L4 €3] £ (€3] 3
Intercept -1,2923 -1.0585 -.3551 2808 - 4578
(-6,25) (-5.13) (-1.61) (2,17) (-2.44)
Log(Per Caplta GNP) 1454 1266 0460 -.0184 .0598
(4.72) (5.86) (2,09) (-1.39) (3.34)
lncome lrequality -.0195 - . D0&S -,01%0 =.0110 -.0185
(-2.41) (-.82) (-4.21) (-4.08) (~4.30)
English is Official 047 0361 0824 0049 0736
Languaga (2.80) (.97 (3.00) (.30 (3.49)
Oistance from U.S. L0326 D284 J044T L0126 0383
(3.43) 2.™ .(4.59) (2.22) (5.41)
First-Generation Wage - .. L] Ladd e
in 1940
2
R 683 411 T8z 606 N
Controls for. Oemographic Ko Yes Ho Yes No
Characteristics
Deletes Communist Ko No Ko No Tes
Countries

'Tha t-ratics are reported in parentheses, The GNP Varlable gives the (log)
per capita GNP {n the source country in 1970, The income inequality variable
Is defined by the ratio of income sceruing to the top 10 percent of the
households t¢ the fncome accruing to the bottom 20 percent of the houssholds.
The English dummy variable is set to unity §if the source country Lists Erglish
an one of 1ts official lamguages. The distance variasble gives the rnunber of
miles (in 10008) from the source country’s capital to the mesrest U.S.
gateway. The regressions have 32 observations, except for regression (3)
which has 25 observations.

)

-.0393
(-.12)

.0008
(.02)
(-.71)

L0722
(1.87)

0416
(2.91)

2392
(1.48)

.838

No
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generation workers are those that guided the migration decision of their
parents, and not those observed in the source country in 1970. These data,
however, are not available for most source countries prior to World War II.
The regressions for second-generation workers, however, were reestimated
using alternative measures, such as the 1950 per-capita GNP in the source
country, with little change in the results. Moreover, as regression (3) of
Table 5 indicates, the results are unaffected when the equation for second-
generation workers is reestimated in the subsample of countries that did not
undergo a Communist revolution. The omission of Communist regimes from the
sample deletes the countries where the income distribution is likely to have
changed the most over the last few decades, and reduces the measurement
error in the income inequality variable.

Finally, regression (4) of Table S reestimates the regression for the
second generation after including the relative income level of their parents
(in addition to the source country characteristics), The inclusion of
parental income significantly reduces the impact of both the GNP and the
income inequality variables, Source-country characteristies, therefore,
affect second-generation earnings mostly through their impact on the skill
level and earnings of immigrants, although this finding must be interpreted
with some caution because of the small number of observations and the
nulticollinearity among the variables. I should also note that this
conclusion is unchanged if the regressions (results not shown) are estimated
in the samples of first- and second-generation workers aged 253-44 or 45-64,

The avallable data allow one additional test of the theoretical
framework. In particular, the theory implies that increases in the size of

the immigrant flow (due perhaps to low per-capita incomes or migration
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costs) dilute the Intensity of the selection. 1In other words, if the
immigrant flow 1s positively selected, an increase in the size of the
immigrant flow should be assoclated with lower average U.S. earnings.
Conversely, 1f the immigrant flow is negatively selected, an increase in the
size of the immigrant flow should he associated with higher average U.S.
earnings.

Consider the following regression model:

log Wy may toay roop +oa, (l-ri)-p1 +tay o+, (12)

where w, are the 1970 earnings of first- or second-generation workers
originating in country 1; Py 1s the fraction of the source country's
population that migrated to the United States; r 1s a dummy varlable set to
unity 1f the source country has a more unequal income distribution than the
United States and zero otherwise; and ¢ is the income inequality variable
used earlier. The theory implies that a, > 0, a

<0, and o, < 0,

1 2 3
Table & presents the estimated earnings regressions for both first- and
second-generation workers. In znalyzing the earnings of lmmigrants in 1970,
the variable p is defined as the ratio of the number of immigrants present
in the United States in 1970 to the 1970 source country’s population.
Because the earnings of second-generation workers should mirror the
selection that characterized the migration of their parents, the regression
on the 1970 earnings of second-generation workers defines p as the ratio of
the number of immigrants present in the Uniteq States in 1940 to the 1940

source country’s population.

The inequality variable has a negative and significant effect on the
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TABLE &

Size of Imigrant Flow and the 1970 Earnfngs of
First- and Second-Generation Americans

First Generation Second Generation
Yariable n 123 L3 [4}] {2 [¢)] (O] 53
[ntercept 3842 .3055 -1.0531 L2894 1817 -.3768 AT 0218

(5.41) (5.82) (-2.52) (B.84) (9.46) (-1.34) (2.79) (-.08)

Site of lemigrant Flow -.0409 -.0538 -.01480 =.01&63 -.0102  -.0036 -.0143  -.0041
if Country Was Less (-3.73) (-4.81) (-.49) (-1.39) (-1.5%9) (-.22) (-1.26) (-.18)
Inequal ity than U.S.

S5ize of [muigrant Flow -.0115 -.0151 0443 -.0276 -.0027 L0145 -.0227 0185
if Country Was More (-.40)  (-.7D) (.20) (-.88) (-.18) (.46 (-3 (.21
Inequal ity than U.5.

Income [nequality - 0467  -.0252  -.0255 -.0274 -.0126  -.0217  -.0127  -.0085
(-4.09) (-1.08) (-2.468) (-3.72) (-3.08) (-3.50) (-1.1&8) (-.80)

First-Generation Wage --- L33 =-- - -.- --- L2670 L2648
in 1940 (1.63) (1.24)
Log(Per Capita GNP) == - 1281 --- .- 0497 --- -.0003
(1.55) (1.82) (-.01)
English is Official --- --- 1507 --- .- .0888 - .o771
Language (3.97) (2.70) (1.57)
Distance from U.S. - --- 0372 - --- L0649 .- 0407
(2.15) (3.63) (2.30)
Rz .57 528 811 L4639 481 T85 745 840
controls for Demographic No Tes No No Yes No No No
Charscteristics

'The t-ratios mre reported in parentheses. The size of the immuigrant flow
is given by the ratioc of the nurber of immigrants in 1970 to the population
of the source country {n 1970 in the first-generation regressions, and by
the same ratio measured as of 1940 for the second-generation regressions.
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earnings of both first- and second-generation workers in this alternative
specification of the model [see regressions (1) and (2)). The sign pattern
of ay and ay

instance, the larger the immigrant flow from a country with an egalitarian

however, is only partly consistent with the theory. For

income distribution, the lower the earnings of both first- and second-
generation workers. Increasing p in countries with more income inequality
than the United States, however, does not have a significantly positive
effect on earnings. —

The additional columns presented in Table 6 present altermative
specifications of equation (12). As before, the results for the second
generation are very sensitive to the Introduction of parental earnings. The
inclusion of the 1940 earnings of immigrants (which itself is only
marginally significant) greatly reduces the impact of the other variables in
the equation. In addition, expanding (12) to include other source country
characteristics (such as per-capita GNP and English language) generally
raveals that the source country characteristics are more important than the
interaction terms between income inequality and the size of the immigrant
flow (see regression (3) in Table 6).

Overall, the results in Tables 5 and 6 suggest that ethnic wage
differentials can, ro some extent, be understood in terms of the national
origin differences documented in immigrant labor market performance. In
particular, the same source country characteristics that determine economic
success for first-generation Americans are important determinants of the

economic success of their children.
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VI . Summary

This paper presented an analysis of the Iintergenerational mobility of
immigrants. As long as skills are partly transmitted across generations,
the same types of selection that characterize the immigrant flow are likely
to characterize thelr offspring. Hence the same source country
characteristics that are such cruclal determinants of the labor market
experlences of lmmigrants will influence the experiences of their children.
In effect, current ilmmigration policy determines tomorrow's differences in
the labor market experiences of U.S.-born ethnie groups.

The empirical analysis used the four decennial Censuses available
between 1940 and 1970. These data allow the preclse ldentification of two
generations of Americans, and Indicate a slgnificant relationship between
the earnilngs of the first and second generations. The data also suggest the
exlstence of regression towards the mean across generations. Nevertheless,
the analysis indicates that the wage of second-generation ethnic groups
cruclally depends on the wage of the first-generation national origin group.
In addition, the evidence reveals that the earnings of second-generatlion
Americans are strongly affected by variables describing the economic

opportunities available in the home of their ancestors,
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FOOTNOTES

*Professor of Economics, University of California, San Diego, and
Research Assocliate, National Bureau of Economic Research. 1 am grateful to
Gary Becker, James Brown, Glenn Sueyoshi, Robert Topel, and Stephen Trejo
for useful comments, and to the Natlonal Sclence Foundation (Grant No. SES-
8809281) and the Russell Sage Foundation for financial supporet.

1. See Gordon (1964) for a presentation of the assimilation hypothesis.

2, GSee, for example, Borjas (1985, 1987, 1990a), Chiswick (1978), Jasso
and Rosenzweig (1986).

3. Goldberger (1989) presents a critical appraisal of these models,
Additional theoretical studies of intergenerational mobility include Conlisk
(1974), Loury {1981).

4. See Atkinson (1981), Behrman and Taubman (1985), and Hauser, Sewell,
and Lutterman (1975).

5. A number of generalizations of the model are possible. For
instance, 1t is easy to allow for variable migration costs. The key results
unaffected as long as the correlation between migration costs and earnings
1s not "excessive.” Second, alternative host countries can be introduced.
Individuals would then compare the gains from migrating to the United States
with the gains from migrating to other countries. Under some simplifying
assumptions, this model pgenerates a sorting where there iz a positive
correlation between the average skills of persons choosing a particular
country and the rate of returns to skills in that country. Finally, the
model can be expanded to allow for remigration. Such remigration arises

when porential migrants are uncertain about earnings opportunities in the

United States, and actual economic conditions here are inferior to those
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available in the source country. It can be shown that return migration
increases the intensity of the selection process. In particular, it is the
"marginal” immigrants who are most likely to return to the source country.

6. Applications of the dynastic approach include Becker (1974) and
Becker and Barro (1989).

7. The 1940 and 1950 Censuses report some of the key variables only
for the "sample line" respondents. In the 1970 Census, a 1/100 random
sample 1is used for the third generation. Otherwise, zll available
observations are used in the study, subject to the qualification that they
satlsfy the sample restrictions and that valld data are reported.

8. This sample selection introduces bilases Into the analysis, but the
Inclusion of non-workers or of the self-employed would require the use of
non-robust selectivity-correction techniques, or the adjustment of self-
employment incomes to make them comparable to salaried wage.

9. These data are obtained from the respondent’s answer to the
question of where he was residing five years prior to the Census. If the
respondent 1s foreign-born, and 1f he reslded abroad at that time, I assume
that he migrated to the United States in the five-year period. These data
are not avallable for the 1950 Census.

10, MNote that these intercensal comparisons are contaminated by perlod
effects. The discussion implicitly assume that period effects (i.e., the
lmpact of business cycle fluctuations on the log wage) are the same for
first, second, and third generation workers, so that relative wages are
invariant over the cycle. Little is known, however, about the sensitivity

of the earnings of various ethnic groups to business cycle fluctuationms.

11. The typical immigrant enumerated in the 1940 Census obtained his
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schooling In a western European country, while the typical immigranc in 1970
probably obtained his schooling in Latin American or Asia. The content and
transferability of schooling obviously differs across countries, The
secular trend in the standardized wage differentials between second
generation workers and immigrants reported in Table 1 ignores differences in
schooling quality across immigrant cohorts.

12. For Instance, if most children are born while their parents are in
their 20s, men aged 45-64 In 1940 would have children aged 15-44 at that
time. By 1970, these children would be aged 45-74. In the emplrical
analysis, I experimented with alternative age groups, as well as with using
the limited year-of-migration data avallable in the-lgho Census to better
match parents and children. These additional specifications led to
essentlally identical results.

13. It would be of Interest to determine if the extent of
Intergenerational mobility depends on whether both parents are forelgn-born,
and 1{f so, on whether both parents have the same national origin. I have
not pursued these questions In thils paper.

1l4. The regressions are estimated using generalized least squares to
account for the fact that the dependent variable 1s only an estimate of the
true variable. The correction had little impact on the estimated parameters
or standard errors.

15. My estimate of § 1s at the higher end of the range usually reported
In the literature. Becker and Tomes (1986) survey the avallable estimates
and find that they range between .2 and .4, The higher value presented in

this paper is partly due to the aggregation within national origin groups,

This aggregation probably reduces the amount of measurement error (Solon,
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1990). Moreover, even in the absence of measurement error, the estimates
from the aggregate regression and the typical individual-level regression
will differ. It is well known (Lewis, 1986, p.24) that the aggregate

regression estimates parameters from the micro regression model:
yi5(2) =@+ By vy (1) + By () + g (F1)

where yij(Z) represents the earnings of second-generation person i in ethnic
group j; yij(l) represents the earnings of his father; and §J(1) gives the
mean earnings of the father’s ethnic group. Hence the expected earnings of
people who have sim@larly-skilled parents, but who come from ethnic groups
with different average skills will differ. In effect, (Fl) provides a
particular specification for an ethnic-group fixed effect in earnings (see
Borjas, 1992, for a more detailed discussion of this model)., Equation (9)
can be derived from (Fl) by aggregating within ethnic groups. The estimate
of § in Census data, therefore, is the sum of coefficients ﬁ1+ﬁ2 {in an
appropriately weighted regression). Note that the predicted earnings of the
son of the average father in any ethnic group depends on the sum ﬂ1+ﬁ2.

16. These data, with the exception of the English language variable,
are discussed in detail in Borjas (1987). The English language variable is
obtained from Paxton (1988).

17. The regressions were also estimated for other Census years, as well
as on a pooled data set. The 1970 estimates are representative of the set
of results obtained from these alternative specifications.

18. The per-capita GNP variable plays two roles in the analysis.

 First, it is likely that the skills of immigrants originating in higher per-
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capita GNP countries are more easily transferable to the U.S. labor market,
generating a positive correlation between immigrant earnings and per-capita
incomes in the source country. In addiclon, changes in both per-capita GNP
and distance alter the size of the immigrant flow and affect the intensicy

of the selection process. This theoretical insight 1s discussed below.
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