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Abstract
Using data from the Fourth National Survey of
Ethnic Minorities, English language fluency is
shown 1o have an important influence over the
level of earnings that ethnic minorities are able
to command within the employee labour mar-
ket. There is also evidence 1o suggest that lan-
guage fluency has some role to play in describ-
ing the difference in average weekly earnings
between white and ethnic minority workers,
but it does not emerge as @ major determinant.
- Indeed, it would appear that the concentration
of ethnic minorities in local enclaves with their
high levels of unemployment has a greater
influence over the level of ethnic earnings dis-
advantage.

L. Introduction

There has been a recent expansion in the liter-
ature describing the disadvantage faced by eth-
nic minorities in the UK labour market.
Blackaby et al. (1994), for example, have
shown the existence of significant labour mar-
ket discrimination towards ethnic minority
workers in the 1970s and 1980s, a trend that
has been continued into the 1990s (see
Blackaby et al., 1998). This strand of the UK-
literature, however, still lags behind the volu-
minous evidence available for the US (Darity
and Mason, 1998 provides a particularly useful
overview). In particular, language fluency
skills have been shown to be an important pre-
dictor of labour market success in US studies
{eg Chiswick and Miller, 1992), but the
unavailability of appropriate data has ham-
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pered UK research in this area. Data from the
1991 Census of Population show that over
seven per cent of the UK’s population were
born outside of its shores and the vast majority
of these are from ethnic minorities. Given that
English is not the first language of many of
these immigrants, such skills would appear to
be an important consideration in determining
their success in the labour market.

Such a point has been emphasised by
Blackaby et al. (1998) for instance. Whilst
highlighting the earnings disadvantage faced
by the UK’s ethnic minority employees in the
1990s they concede that this finding could be
the result of inadequate data controls rather
than discriminatory practices per se. By way
of contrast, some recent US research (see for
example O'Neill, 1990, Neal and Johnson,
1996), has found no evidence of a black/white
wage differential after controlling for charac-
teristic differences.”

Using data from the Fourth National Survey
of Ethnic Minorities, the extent to which ethnic
earnings differences are the result of omitted
language  information is  assessed.
Additionally, this work also provides a unique
insight into the influence language has on the
contemporary labour market success of
Britain’s ethnic population. The focus of the
paper, though, is upon a relatively advantaged
section of the ethnic minotity population,
namely male employees in employment3
Limiting the analysis to this group will enable
a degree of consistency to be maintained with
previous research in the area.
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2. The Fourth National Survey of Ethnic
Minorities

Conducted in 1993/4, the Fourth National
Survey of Ethnic Minorities (FNSEM) targeted
130,000 addresses in England and Wales with
an emphasis on over-sampling ethnic minori-
ties. Those groups who were sampled consist-
ed of Caribbeans, African Asians, Indians,
Pakistanis, Bangladeshis and Chinese in addi-
tion to a control sample of white respondents
(see Modood et ai., 1997 for fuller details). For
historical reasons, though, Black Africans
were not included within the survey and so the
sample obtained will not be nationally repre-
sentative of all ethnic minority groups.

Importantly, unlike many of the other large-
scale surveys conducted in the UK, a member
of the same ethnic group as the respondent, and
who spoke both English and the respondent's
other main langnage, arranged the interview
and in most cases also conducted the interview.
Whilst maximising response rates and min-
imising the potential for confusion or misun-
derstanding during the interview, this also had
the effect of capturing those individuals whose
poor grasp of the English language might mean
that they would otherwise not participate in
such surveys. Thus, the sample of ethnic
minorities achieved in the FNSEM is likely to
contain a much broader spectrum of respon-
dents and provide a better indication of the true
nature of the ethnic minority population.

In addition to the standard set of survey
instruments detailing individual, demographic
and job characteristics, an assessment made by
the interviewer of the respondent’s English
language fluency was also coded into the sur-
vey data. At the end of all interviews, inter-
viewers appraised the ability of respondents to
speak English. These assessments fell into one
of four categories: ‘fluently’; ‘fairly well’;
‘slightly”; “not at all’. Most other studies in
this area base their findings upon self-reported
measures of language fluency. As self-repon-
ed language information tends to systematical-
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ly misclassify language ability (see Dustmann
and Van Soest, 1998), it is likely that studies
based on such measures will under-estimate
the true importance of language ability on
earnings. The data used here will therefore be
free of such self-reported measurement etror.*

3. Estimation framework

Following standard practice, differences in
eamings are examingd within a conventional
human capital framework. Specifically, sepa-
rate earnings functions are specified for white
(W) and ethnic minority (£} workers:

InY, = ﬁWXW + &y (1)
lnYE:BEXE'*'?;EZE*’EE {2)

where Y are gross weekly earnings, X is a vec-
tor of earnings-related characteristics common
to both white and ethnic minority workers, 4
is a conformable vector of estimated rewards
to these characteristics, 7 is a vector of immi-
grant characteristics describing English lan-
guage fluency applicable to ethnic minority
workers only, 7 is a conformable vector of esti-
mated rewards to this second vector of charac-
teristics and the £ are regression disturbance
terms assumed to be serially uncorrelated and
normally distributed.

The difference between equations (1) and (2)
is the ethnic earnings differential and follow-
ing Blinder (1973) and QOaxaca (1973) this can
be used to assess the importance of character-
istic and coefficient differences in accounting
for expected eamings discrepancies between
white and ethnic minority workers. Thus,

(B Xy - BX )=
Wy (X = X )+ (By - Be)wy —75Zy (3

W, = 8.8, +(1-8).5,
wy =(1-8).X, +6.X

a bar indicates a mean value, and & e[0,1] 2
The first term on the right-hand side of equa-

where



tion (3) is the difference in expected earnings
arising out of differences in the average level
of characteristics between white and ethnic
minority workers and the second term is that
part of the earnings differential attributable to
differences in the rewards to these characteris-
tics. The third term captures the influence that
English language skills have in accounting for
mean earnings differences.

The choice of 3 in equation (3) gives rise to
the familiar index-number problem. When
8=1 we use the returns to characteristics for
white workers as base, and when §=0 we use
those of ethnic minorities. Other possible
choices of 3 have also been suggested by
Reimers (1983) and Cotton (1988), conform-
ing with the idea that the competitive wage
structure would lie somewhere between those
currently observed between white and ethnic
minority workers. Whilst providing unique
decompositions, the assumptions made in both
~of these papers are somewhat arbitrary and
have no theoretical basis.

Alternatively, the approach of Neumark
{1988) and Oaxaca and Ransom (1994) allows
the calculation of the competitive wage struc-
ture (%) that would exist between the two
groups. Thus,

B =0p, +(1-0)B,
where the weighting matrix () is defined such
that
Q=(Xp X, + X, X,)" (X} X,,)

The difference in mean weekly earnings may
then be decomposed as

_ (BWXW _ﬁEXE) =ﬂ*(fw “‘?E)"'
By - X, - (B - B 1-F7,Z, (@)

where the first and last terms on the RHS again
capture average workforce asymmetries and
the remaining terms measure the contribution
of coefficient differences in the regression esti-
mates. The above approach, however, ignores
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the possibility of pre-selection in the samples
of those in employment. The observed wage
structure is likely to be influenced by factors
affecting whether individuals are working or
not. Given that the earnings of those not work-
ing cannot be observed the estimates of the
wage determination process may be subject to
selectivity bias. Following the likes of
Heckman (1979), the conventional solution to
this type of problem is to adopt a two-stage
estimation procedure, which changes the prob-
lem from one of missing data on the dependent
variable {i.e. no earnings information on those
not working) to specification bias arising from
an omitted variable. The inclusion of the
inverse of the Mills ratio (1) in equations (1)
and (2), obtained by estimating a probit model
which predicts the probability of being in
employment, corrects for this bias. '

The difference in predicted wage offers (see
Reimers, 1983) between white and ethnic
minority workers may then be decomposed as
follows:

(ﬁw‘}?w —ﬁEYE‘)—(aAWAW g&E‘ZE): (5)
B Xy~ X )+ By - BV, — (B - PX 15,2,

where A is the constructed selectivity term cap-
turing selection into labour market employ-
ment and & is its associated coefficient esti-
mate. This framework is therefore based
around the wage offered to an individual with
the characteristics of the average wage-earner.®

4. Results

Central to the analysis is the adoption of a
model specification that adequately captures
the intracies of earnings determination for
white and ethnic minority workers alike. The
choice of variables entering the model is deter-
mined by a combination of theoretical consid-
erations, allied with past precedent, and a
degree of pragmatism due to data constraints.
The reduced form equations to be estimated
assume a background model of labour demand
and labour supply, where labour quality and
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Table 1: Regression Estimates from Ethnic Minorities and White Earnings Equations: FNSEM

Ethnic minoritics White

Coef Z-stat Mean Coef z-stat Mean
Age 0.015 1.10 36.882 0.052 3.89 37.262
Age squared -0.000 -0.91 1472.147 -0.001 -3.05 1515.162
Married 0.043 0.78 0.826 0.075 1.56 0.69%
Ethnic Origin
Caribbean (E) (E) 0.248 - - -
Indian -0.179 -3.29 0221 - = -
African Asian -0.183 -3.13 0.201 - - -
Pakistani -0.138 -2.08 0.154 - - -
Bangladeshi -0.333 -4.49 0.116 - - -
Chinese -0.122 -1.57 0.059 - - -
Immigrant Status
UK-born (E) (E) 0222 - - -
Arrived before 1960 -0.094 -0.90 0.035 - - -
Arrived 1960-1969 0.026 043 0.284 - - -
Arrived 1970-1979 -0.044 -0.76 0,286 - - -
Arrived 1980-1989 -0.260 -3.94 0.123 - - -
Arrived 1990-1994 -0.378 -4.26 0.050 - - -
Qualifications
Degree 0.508 9.23 0.198 0.505 722 0.156
A-levels 0.250 347 0.064 0474 6.04 0.071
O-levels 0.097 2.21 0.345 0.183 3.55 0.45%
Vocational 0.217 2.65 0.050 0326 4.17 0.087
Other -0.011 -0.07 0.009 0.101 0.46 0.006
Apprenticeship -0.085 -0.57 0.012 0.040 0.37 0.032
No UK qualifications (E) - (B) 0.322 (E} (E) 0.188
Region of Residence
North (E) (E) 0.017 (E} (E) 0.123
Yorks/Humber 0.052 0.38 0.070 -0.016 -0.21 0.095
East Midiands 0.032 0.22 0.057 -0.154 -1.75 0.054
South West 0.050 0.25 0.012 -0.082 -1.17 0.126
West Midlands 0.064 0.49 0.222 -0.102 -1.47 0.121
North West 0.164 1.17 0.067 0.005 0.06 0.071
Wales 0.285 1.68 0.020 -0.139 -0.99 0.019
East Anglia 0.157 0.94 0.021 -0.030 -0.40 " 0.091
Inner London 0.142 1.06 0.1438 0.118 1.20 0.048
Quter London 0.377 2.84 0.207 -0.056 -0.55 0.037
Employment selectivity — -0,221 -3.44 0618 -0.377 -3.89 0.370
Constant 4.765 15.07 1.000 4.248 15.10 1.000
Sample Size 666 463

Notes: Additional controls for industry of employment (8) and establishment size (11) were also included
but are not presented in the above table; (E) denotes an excluded category.
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compensating differentials play a central role
in determining the level of weekly earnings.
Accordingly, standard controls such as educa-
tion, marital status and industry of employment
are included, amongst others, within the wage
equations, It should also be remembered,
though, that the ethnic community in Britain is
by no means an homogenous entity. To take
account of these differences a number of ethnic
origin and immigrant cohort controls are also
included within the model specification.”

Table 1 details wage equation estimates for
whites and ethnic minorities using a specifica-
tion that would be consistent with much of the
previous research that has taken place. These
estimates reveal a familiar pattern for both
groups of workers that conform to a priori
expectations. Weekly earnings typically
increase with age and education; married
workers enjoy an earnings premium over other
marital states, as do employees who work in
large establishments; and substantial variation
is found in the regional and industrial distribu-
tion of earnings.®

The coefficients upon the ethnic origin vari-
ables would suggest that even afier controlling
for the above individual and demographic
characteristics there are still marked earnings
differences across the ethnic minority popula-
tion. Thus, relative to Caribbeans, intra-ethnic
differences are greatest for Bangladeshi work-
ers, whose weekly earnings are nearly thirty
per cent lower ceteris paribus, and smallest for
Chinese.’ For this latter group, the estimated
coefficient of -0.122 would suggest that their
earnings are lower by some 11.5 per cent
(although this estimate is indistinguishable
from zero at the usual levels of significance).

These results are in themselves interesting as
they would appear to go against the general
findings from previous research using alterna-
tive data sources. Whilst Bangladeshis are typ-
ically held up as the most disadvantaged ethnic
minority group and the Chinese as a group who
fare particularly well in comparison to their
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counterparts from other ethnic backgrounds,
Caribbeans have not tended to emerge in such
a favourable position. In our analysis, though,
they experience an eamings premium over all
of the other major ethnic groups. Given the
particular sampling framework of the FNSEM
this could turn out to be an important finding
(more on this below).:¢

The coefficients on the immigrant cohort
variables also point to substantial heterogene-
ity across the ethnic minority community.
Relative to those bom in the country, immi-
grants who arrived in the UK during the 1990s
face the greatest wage penalty (of 31.5 per
cent). Meanwhile, immigrants from the 1980s,
whilst they still experience a ceferis paribus
earnings disadvantage (of 22.9 per cent), the
magnitude of this disadvantage is reduced.
The coefficients on the other imrmigrant status
variables would suggest that earlier arrivals
experience no statistically significant earnings
penalty. Such findings are likely to be reflect-
ing a number of different factors, Firstly, they
may be indicative of compositional differences
between cohoits of immigmants or reflect the
fact that labour demand conditions have varied
substantially over the post-war period. Thus,
immigrants entering the UK in the 1950s
would have encountered much more
favourable labour market conditions than
workers entering in the years of the early 1980s
and 1990s. The pattern of estimates is also
consistent, though, with the the idea of migrant
workers assimilating to the environment that
they face in their host country. Thus, more
recent arrivals to the UK may be less familiar
with customs and institutions which may dis-
advantage them in the labour market !

Table | also details the mean values of the
wage equation characteristics. Over three
quarters of the ethnic minority workers in the
sample were born abroad and entered the UK
in subsequent years. The decades of the 1960s
and 1970s saw the heaviest immigration,
whilst  just under one in five immigrants
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arrived after 1979. As a consequence of labour
demand conditions at the time of their arrival,
the regional concentration of Britain’s ethnic
communities largely reflects this post-war set-
tlement of immigrants. Typically they were
attracted to the larger conurbations, particular-
ly London, and the manufacturing areas of the
West Midlands. Indeed, the figures of Table 1
concur with evidence from the 1991 Census of
Population which shows that London had 44.8
per cent of the ethnic minority population
whilst having only 10.3 per cent of the white
population (see Owen, 1996). Likewise, ethnic
minorities are also more concentrated in the
West Midlands but under-represented in the
peripheral regions of the country which have
typically suffered from relatively high levels of
unemployment over most of the post-war peri-
od.

The idea of ethnic minorities placing a
greater emphasis upon education is highlighted
when the proportion of workers possessing
degree-level qualifications is examined. For
whites, just over 15 per cent of employees have
such a qualification but this figure is somewhat
lower than the comparable figure of almost 20
per cent for ethnic minority workers. A num-
ber of factors may explain this finding, such as
the motivational drive for betterment that
migrants tend to have for themselves and their
families, and this would certainly tie in with
the increased participation in higher education
for all major ethnic groups over whites as

reported by QGillborn and Gipps (1996),
Modood et al. (1997) and Leslie and
Drinkwater {1999).

The breakdown of the sample of ethnic
minority workers provides an interesting
insight into the problem of non-participation
inherent to many of the large-scale government
surveys that are commonly used in this type of
analysis. The figures from Table 1 show that
Caribbeans comprise 24.8 per cent of the eth-
nic minority sample, Indians 22.1 per cent,
African Asians 20.1 per cent, Pakistanis 15.4
per cent, Bangladeshis 11.6 per cent and
Chinese 5.9 per cent. Whilst on the whole
these figures are not appreciably different from
the proportions reported in the Labour Force
Survey, they do show, for example, that
Bangladeshis are more heavily represented
within the FNSEM.!2 Table 2 also indicates
that this is a group whose community suffer
from poor English language skills. So whilst
only 38.9 per cent of the Bangladeshi sample
was assessed as having ‘fluent’ language skills,
the comparable proportions for all other ethnic
minorities (possibly with the exception of
Pakistanis) are much higher. This would again
highlight the importance of the interview pro-
cedure as outlined in Section 2 that allows for
a more balanced cross-section of the ethnic
minority population to be included in the sam-
ple and not just those with generally superior
English langnage skills. Indeed, this is likely
to be a prime factor in accounting for the

Table 2: Ability to Speak English (%) by Ethnic Origin: FNSEM

Fluent Fairly well Slightly Not at all
Caribbean 90.2 89 0.9 0.0
Indian 597 228 16.2 13
African Asian 72.7 17.5 0.1 07
Pakistani 46.4 273 22.2 4.1
Bangladeshi 389 295 29.9 1.6
Chinese 67.9 11.1 17.3 37
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favourable position of Caribbean workers
reported earlier, which is at variance with
much previous research. For example, the
inclusion of workers with lesser language
skills would have a greater depressing influ-
ence upon the earnings potential of the average
Indian employee (where only 59.7 per cent of
the sample are judged as ‘fluent’ in English)
than the carnings potential of the average
Caribbean (where over ninety per cent of the
sample are assessed as “fluent’).!3

Table 3 presents results from earnings
decompositions as set out by equation (5).
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afforded to white and ethnic minority employ-
ees is attributable to worker asymmetries. The
nature of this result is very similar to that
reported in Blackaby er afl. (1998), who also
examined the position of ethnic minority
employees in the 1990s but used an alternative
data source.

The increased incidence of unemployment
amongst ethnic minorities (see Blackaby er al.,
1999Yand their concentration within ethnic
enclaves'* are two features that are likely to
have dramatic effects upon the local labour
markets-in which ethnic minorities find them-

Table 3: Decomposition of White/Ethnic Minorities Wage Offer Differential: FNSEM

Wage offer differential

(BuXy =B X )~ (Gp Ty~ 2,)
Characteristic (%)
B, -X,)

Language (%)
- }'; F.‘Z E

Coefficient (%)
(By - B)Xy - (B, - X,

%0 breakdown of characteristic component

age
qualifications
married

region
industry

plant size
year of arrival
unemployment

Column 1 Column 2 Column 3
0.258 0.264 0.282
19.08 37.94 32.10

B - 9.37
80.92 62.06 58.53
313 343 -3.29

1.73 1.44 0.94
-3.53 -3.42 -3.46
-10.52 -15.05 -14.27
11.19 10.47 9.355
2.30 2.34 2.05
21.04 20.09 16.71
; 25.49 23.87

Column 1 details the results when a standard
set of controls (consistent with previous stud-
ies) are used in the earnings equation. Less
than one fifth of the difference in mean wages

7.

selves. Because of the level of aggregation at
which survey data is often coded, nationally
representative studies in the UK have typically
been unable to adequately account for such
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features. Unemployment information defined
at the ward level, however, is available to us in
the current data.'’> The more stringent labour
market conditions facing ethnic minority
workers is evidently bome out by the figures
reported in the top panel of Table 4. For exam-
ple, whilst almost three quarters of the white
sample live in a ward with an unemployment
rate of less than 10 per cent, only just over a
quarter of the ethnic minority sampie do so.
Likewise, a third of the ethnic minority sample
live in wards with unemployment rates over 20
per cent whilst for whites the proportion is
only 3 per cent.

Given the strongly negative way in which
local unemployment affects employee earn-
ings,!6 it is no surprise to see the importance of

tiaily towards explaining the white/ethnic
minority weekly wage differential, Some sixty
per cent of the discrepancy in mean wage
offers is still unaccounted for by differences in
characteristics between white and ethnic
minority employees.

The way in which language impacts upon
ethnic minority earnings is shown in the bot-
tom panel of Table 4. Relative to those who
are classified as speaking English fluently,
there is an approximate 10 per cent earnings
penalty from having inferior language skills,
even if relatively small cell sizes mean that
these estimates only border on significance.
Meanwhile, very few individuals who are clas-
sified as having no language skills actually
make it into labour market as employees.

Table 4: Coefficients on Selected Characteristics from Earnings Equations: FNSEM

Ethnic minorities

Coeff. z-stat
Unemployment rate in local ward
2-4.99% (BE) (E)
5-9.99% -0.199 -2.49
10-14.99% -0.276 -3.52
15-19.99% -0.341 -3.76
>20% -0.340 -394
Ability to speak English
Fluent (E) (E)
Fairly well -0.096 -1.90
Slightly -0.095 -1.53
Not at all 0.029 0.17
Sample size 666

Whites
Mean Coeff. z-stat  Mean
0.053 (E) (E) 0.197
0.215 -0.091 -1.90  0.541
0.259 -0.100 -1.60  0.158
0.141 -0.164 -1.68  0.074
0.333 -0.109 -0.96  0.030
0.705 - - -
0.168 - - -
0.118 - - -
0.009 - - -
463

these controls in the decomposition analysis
(Table 3, column 2).'"7 Local unemployment
differences alone explain in excess of one fifth
of the wage offer differential. With the excep-
tion of the ‘year of arrival’ variables, few of
the other standard centrols contribute substan-
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Given that seventy per cent of the ethnic
minority sample have fluent language skills,
the crucial distinction would therefore appear
to be this latter group relative to those with any
degree of impaired English ability.1#

Column 3 of Table 3 sees the inclusion of



these language controls in the decomposition
framework. There is no doubt that language
fluency has a role to play in describing the dif-
ference in weekly wages between whites and
ethnic minorities but, with less than a ten per
cent total contribution, it by no means emerges
as the dominant feature of the analysis.
Differences in rewards to labour market char-
acteristics still explain well over half of the
estimated wage offer differential. It would be
bold to ascribe this solely to labour market dis-
crimination, but the fact cannot be ignored that
it may indeed explain a large part of this result.
Even when commonly cited language skills are
included within the analysis, a large portion of
the earnings disadvantage faced by ethnic
minorities remains unaccounted for.

3. Conclusions
A feature of UK research into the earnings
position of ethnic minorities vis-a-vis white
‘workers has been that little of their observed
disadvantage has been attributable to worker
asymmetries. This is in marked contrast to
some recent US research. Due to data con-
straints, though, the extent to which this can be
described as a robust finding has remained
somewhat unclear. Could it not be due to inad-
equate controls in empirical estitnation? The
results presented here would go some way
towards answering this question. Specifically,
the availability of language data in the Fourth
National Survey of Ethnic Minorities has
shown that whilst a lack of language skills has
some role to play in determining the earnings
of ethnic minority workers, it is by no means
the key to their labour market disadvantage.
Indeed, it would appear that the concentration
of ethnic minorities in local enclaves with their
high levels of unemployment has a greater
influence over the level of ethnic earings dis-
advantage,

It should be remembered, though, that wage
disadvantage is only part of the story. Higher
unemployment and lower activity rates are also
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features of the labour market experience of
ethnic minorities. But whilsi Leslie and
Lindley (2001} and Shields and Wheatley-
Price (1999) have explored this issue and find
a larger role for language in explaining unem-
ployment and activity rates, as here, it does not
fully account for the apparent ethnic disadvan-
tage.

Endnotes

1. sEconomics Department, University of Wales
Swansea, 5A2 8PP. PEconomics Department,
University of Surrey, GU2 7XH. *corresponding
author: tel: +44 () 1792 295168; email:
n.c.oleary@swan.ac.uk. The authors are grateful to
Dereic Leslie (the editor) and an anonymous referee
for helpful comments. All remaining errors though
are solely those of the authors. The Fourth Survey
of Ethnic Minorities was undertaken by the Policy
Studies Institute in association with Social and
Community Planning and made available through
the Data Archive at the University of Essex.

2. These studies include the Armed Forces
Qualifying Test (AFQT) score as a regressor vari-
able in estimated wage equations using the National
Longitudinal Survey of Youths. Interracial differ-
ences in AFQT scores appeat to be more substantial
than the interracial differences in the Schotastic
Aptitude Test (SAT), although whites have higher
scotes than blacks on both tests.

3. Lindley (2000) meanwhile explores the ethnic
wage gap for female workers.

4. Conceivably, though, interviewers themselves
may have incorrectly assessed the ability of respon-
dents.

3. In the estimation that follows, predicted earn-
ings (as shown on the LHS of equation 3) are used
because the carnings information available within
the FNSEM is only reported within income cate-
gories. During their interviews, respondents were
shown sixteen income bands and were asked to indi-
cate which range best represenied their usual gross
weekly pay from their main job (including overtime,
bonuses, tips and commission before deductions for
tax, National Insurance, union dues etc.). These
income bands ranged from £79 or less up to £789 or
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more. As a result of this, a maximum likelihood
censored Tobit estimator is therefore used to derive
all coefficient estimates in the following analysis
{see Stewart, 1983).

6. As a practical issue, the qualitative nature of
the results reported later is not contingent upon
selectivity adjustment. Consistent with the findings
of Blackaby er al. (1998), however, the magnitude
of 'discrimination’ is found to increase when selec-
tivity issues are controlled for.

7. Within the ensuing decomposition framework
the ethnic controls are treated as a 'coefficient' com-
ponent as this would appear to be the intuitively
appealing treatment of what are essentially just
intercept shifts in the ethnic minorities earnings
equation. The cohort controls, similarly used to
capture unobserved heterogeneity across immigrant
wavcs, arc treated as a “characteristic’ component.

8. Pre-selection into employment has been con-
trolled for by including the inverse Mills ratio as a
regressor variable in the camings equations. This
was calculated separately for whites and ethnic
minoritics from two rcduced form employment
equations which were identified by including a
number of family background and housing tenure
variables that did not enter the specification of the
carnings ecquations. The negative nature on these
terms as shown in Table 1 would indicate that con-
trolling for labour market employment reduces the
conditional means of the earnings distributions.
Although appearing counter-intuitive, this is a com-
mon result in the empirical literature using sample
selection models (sce Dolton, Makepeace and Van
Der Klaauw, 1989). Indeed, the finding of negative
employment selection effects in a wage offer equa-
tion has been shown to be entirely consistent with a
reservation wage model of labour supply (see
Ermisch and Wright, 1989).

9. Due to the semi-logarithmic functional form of
the eamings equation, the relative effect (g) on
weekly eamings is given by g=100*[exp(c)-1],
where ¢ is the coefficient estimate. Thus, the -0.333
in Table t for Bangladeshis indicates that their earn-
ings would be 28.3 per cent lower than a compara-
ble Caribbean worker,

10. Modood et al. (1997) show that the non-
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reporting of earnings information in the FNSEM is
a particular problem for South Asians. As it is not
unusual for high-earners to be under-represented in
surveys of this nature, this could provide an expla-
nation for the earnings position of Indians in the
sample. What it is unable to do, though, is account
for the dominant position of Caribbeans relative to
the other ethnic minority groups.

11. A natural way in which assimilation may be
thought of as taking place is in the acquisition of
language skills for those for whom English is not
their first language. Even after the addition of lan-
guage controls, though, the distinctive pattern
reported above is still apparent. 'Whilst this would
be indicative of the diverse nature of effects being
captured by such controls in standard earnings equa-
tions, it would also highlight the need to have spe-
cific information upon language skills. Relying
upon cohort controls within the immigrant popula-
tion to capture such language considerations does
not appear to be a wholly satisfactory solution.

12. In a comparable sample from the Spring quar-
ter of the 1994 Labour Force Survey, Bangladeshis
accounted for just over § per cent of the ethnic
minority population. A similar proportion also
identified themselves as Bangladeshi in the 1991
Census.

13. Assuming that is, a positive relationship
hetween earnings and English language proficiency.
As shown in Table 4 below this is indeed the case.

14. Peach (1996) provides a comprehensive
analysis on the extent of geographical concentration
of ethnic minority groups in Britain, noting that
some wards comprise up to 90 per cent ethnic
minorities.

15. There were 9,527 wards in England and Wales
at the time of the survey, although their boundaries
are subject to periodic review.

16. This in itself is an interesting finding as
Blanchflower and Oswald (1990) and the subse-
quent literature on the wage curve typically use
unemploymenti rates for large composite areas.
However, it may be more instructive to think of this
as a local neighbourhood effect rather than a strict
unemployment effect in this particular context as a
ward is unlikely to constitute a self-contained labour
market.



17. As the decomposition is based around a
tramework of predicted earnings, changes in model
specification impact upon earnings differentials.
Hence, wage offer differentials vary slightly across
the columns of Table 3.

18. When such a distinction is made in the earn-
ings equation the coeflicient estimate on the vari-
able denoting non-fluent English language ability is
-0.095 with a z-statistic of -2.04.

References

Blackaby D, Clark K, Leslie D and Murphy P
{1994) “Black-white male earnings and employment
prospects in the 1970s and 1980s: evidence for
Britain®, Economics Leiters, 46, 273-279,

Blackaby D, Leslic D, Mwphy P and OLeary N
(1998) “The ethnic wage gap and employment dif-
ferentials in the 1990s: evidence for Britain’,
Economics Letiers, 58, 97-103.

Blackaby D, Leslie D, Murphy P and (/' Leary N
{1999) “Unemployment among Britain’s ethnic
minorities’, Manchester School, 67, 1-20,

Blanchflower D and Oswald A {1990) “ The wage
curve’, Scandinavian Jowrnal of Eeconomics, 92,
215-235.

Blinder A (1983) ‘Wagc discrimination: reduced
form and structural estimates’, Jowrnal of Human
Resources, 8, 436-455.

Chiswick B and Miller P (1992} ‘Language in the
immigrant labor market’ in Chiswick B (ed)
Immigration, Language and Ethnicity: Canada and
the United States, Washington: American Enterprisc
Institute.

Cotton 1 (1988) ‘On the decomposition of wage
differentials’, Review of Economics and Statistics,
70, 236-243.

Darity W, and Mason P (1998) “Evidence on dis-
crimrination in employment: codes of color, codes of
gender’, Journal of Economic Perspectives, 12, 63-
90.

Deolton P, Makepeace G and Van Der Klauww W
(1989) *Occupational choice and eamings determi-
nation: the role of sample selection and non-pecu-
niary factors’, Oxford Economic Papers, 41, 573-
594,

-31-

Ecenomic Issues, Vol 6, Part 1. March 2001

Dustmann C and van Soest A (1998) “Language
fluency and earnings; estimation with misclassified
language indicators’, mimeo, University College
London,

Ermisch J and Wright R {1989) ‘Interpretation of
negative sample selection effecls in wage offer
equations’, mimeo, National Institute of Economic
and Social Research.

Gillborn ) and Gipps C (1996) Recent Research
on the Achievement of Ethnic Minority Pupils,
QFSTED Reports, London: HMSO.

Heckman J (1979) *Sample selection bias as a
specification error’, Ecorometrica, 47, 153-161.

Leslie D and Drinkwater 5 (1999) ‘Staying on in
full-time education: reasons for higher participation
rates among ethnic minority males and females’,
Economica, 66, 63-77.

Leslie D and Lindley J (2001) ‘The impact of lan-
guage ability on employment and earnings of
Britain's  ethnic communities’, forthcoming
Economica.

Lindley I (2000} *The English language fluency
and earnings of ethnic minorities in Britain®, mimeo,
Department  of  Economics:  Manchester
Metropolitan University.

Muodood T, Berthoud R, Lakey L, Nazroo J, Smith
F, Virdee S and Beishon S (1997) Ethnic Minorities
in Brifmn: Diversity and Disadvantage, London:
Policy Studics Institute.

Neal D and Johnson W (1996) ‘The role of pre-
market factors in black-white wage differences’,
Jowrnal of Political Economy, 104, 869-895.

Neumark D (1988) “Employers’ discriminatory
behavior and the estimation of wage discrimina-
tion’, Journal of Human Resources, 23, 279-295,

Oaxaca R (1973) “Male-female wage differentials
in urban labor markets’, Fternational Economic
Review, 14, 693-709.

Oaxaca R and Ransom M (1994} ‘On discrimina-
tion and the decomposition of wage differentials’,
Journal of Econometrics, 61, 5-21.

O’Neill } (1990} “The role of human capital in earn-



O’Leary, Murphy, Drinkwater and Blackaby

ings between black and white men®, Jouwrnal of
Economic Perspectives, 4, 23-46.

Owen D {1996) ‘Size, structure and growth of the
ethnic minority population” in Coleman D and Salt
I (eds) Ethnicity in the 1991 Census, London:
HMSO.

Peach C (1996) ‘Does Britain have ghettos?’,
Transactions of the Institute of British Geographers,
21, 216-235.

Reimers C (1983) ‘Labor market discrimination

-32-

against Hispanic and Black men’, Review of
Economics and Statistics, 65, 570-579.

Shields M. and Wheatley-Price S5 (1999)
‘Language fluency and immigrant employment
prospects. Evidence from Britain's ethnic minori-
ties’, mimeo, Departmeni of Economics: University
of Leicester.

Stewart M (1983) ‘On least squares estimation
when the dependent variable is grouped’, Review of
Economic Studies, 50, 737-733.



