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Abstract 
 

This essay studies the earnings, human and ethnic capital of immigrants in Sweden and 

how its transmitted across generations. It focuses on the first-, second-, and third-

generation immigrants, were the results indicates that there are differences regarding 

earnings relative to natives between the generations and how the ethnic-, and human- 

capital is transmitted across generations. First-generation immigrants had an earning 

advantage relative to natives, meanwhile the second-, and third-generation faced a 

disadvantage. One conclusion is that the ethnic capital from the first generation has a 

negative impact on the earnings of second-, and third- generation immigrants in 

Sweden. When measuring the ethnic capital from the second-generation immigrants, the 

results shows a positive influence on the earnings of the third-generation. 
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1 Introduction 
 

In Sweden, it has been an increasing number of foreign-born people, the proportion was 

close to 20 percent of the Swedish population in 20181, not including children and 

grandchildren. The immigration to Sweden increased during the twentieth century, 

especially during 2016, when the total number of immigrants migrating to Sweden was 

163.000, which was a new record in the country2.Since immigrants are a significant 

proportion of the Swedish population, the importance of studying how immigrants 

perform on the Swedish labor market and why some immigrant groups perform better 

than others are central. The labor market performance of immigration over generations 

is a well-discussed topic, and a central question when considering current immigrants 

and their ancestors is if immigrants over generations inherit the labor market position of 

preceding generations. Second-generation immigrants and how they inherit the earnings 

of the first- generation immigrants is a well-studied area, but other important aspects 

like the human capital investments by the preceding generations and the average 

earnings in a specific ethnic group, i.e. the ethnic capital, are essential aspects to 

consider when investigating this. 

Earlier literature on the labor market performance on children of second-generation 

immigrants in Sweden, i.e. third-generation immigrants, is relatively scarced compared 

to studies on second-generation immigrants. The purpose of this essay is to examine the 

performance of the second-, and third-generation immigrants on the Swedish labor 

market, compared to natives. The study will include human capital and ethnic capital to 

see how immigrants are affected by parental human capital investments on their next 

generations and how their ethnic group might affect the outcome of immigrants. 

  

The paper is structured in the following way: Section 2 presents the historically 

summary of Sweden's immigrant flow. Section 3 is the literature review about 

immigrants’ labor market position in Sweden. Section 4 is the theoretical framework of 

the paper. Section 5 describes the data used in the paper. Section 6 presents the 

methodological approach. In section 7, the results are presented and discussed. The last 

section is section 8 that consists of a summary and conclusion. 

                                                 
1 Statistics are taken from Statistics Sweden. 

 2 Statistics are taken from Statistics Sweden. 
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2 Migration flows in Sweden: an historical perspective 
Between 1910 and 1920, Sweden had an emigration flow that exceeded immigration 

because of the increased migration of natives to North America. Later in the 30’s the 

emigration to America stopped, and Sweden became a net immigration country. This 

because of the decrease in emigration to America but also because of the increased 

migration to Sweden. The importance of how immigrants perform at arrival is essential 

to be further able to measure the outcome of their next generation’s performances. 

Immigrants from different ethnicities do have different types of human capital 

accumulated that can be used in the host country. During this period there was an 

immigration flow of refugees, mostly from Nordic countries and the Baltic States who 

escaped the Second World War. Refugees from these areas moved from tragic situations 

in their home countries, and they often had low accumulated country-specific human 

capital, which means that during this period, there was a low skilled migration flow. 

Later in the War in 1942, all refugees who came were granted to stay in Sweden, which 

increased the labor force in Sweden. There was a shift from 24 thousand to 200 

thousand immigrants during this period. According to Alden and Hammarstedt (2014), 

immigrants that arrive at different points in time and under different circumstances do 

differ in skill. They differ in how much human capital they have accumulated for the 

specific country where they move to. The higher the skill an immigrant has, the better 

will the labor market position be. Moreover, we know that immigrants are affected by 

their parents and grandparents, so therefore it is essential to look at different ethnicities 

and how the second- and third generation immigrants perform in comparison to natives. 

Sweden's industry was not harmed during the war, so when Europe needed to be rebuilt 

from the war, the immigrants who stayed were now attractive on the labor market, and 

from here they became a working citizen. Sweden's industry had to expand to meet up 

with the new demand for goods that Europe demanded. However, since a big part of the 

immigration flow has returned due to the end of the war, the demand for labor increased 

more. Sweden, therefore, introduced a working visa for Nordic citizens so that they 

could move between countries and work this gave incentive for immigrants to move to 

Sweden. Immigrants were needed on the labor market, and they, therefore, performed 

well on the labor market. However, the increased working force due to this agreement 

was not large enough. From 1950 the Swedish industry was still doing good and also 

did the other Nordic countries. They decided on an agreement so that people could work 

freely across borders between the Nordic countries; they needed more labor of all skill 
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levels so that the business could flourish even more. Even here, Sweden and the other 

Nordic countries needed an increase of labor supply; there were three different 

institutional changes that made the increased labor force demand possible. First, the 

Nordic agreement on the free labor force across Nordic countries. Second there was an 

organized collective transfer of the non-Nordic labor force, and third, there was a 

general liberalization for all foreigners which open up the borders for a free “tourist 

immigration” flow from Europe. Now there was a big migration flow into Sweden, and 

the labor force demand is stimulated. The return ratio for different ethnicities differs a 

lot since non-Nordic countries had political conditions in their home countries who 

made it hard for them to return, but on the other hand, Nordic countries had since the 

Nordic agreement a relatively easy decision to make if they wanted to return or not. The 

Nordic countries, therefore, had a high return-ratio while non-Nordic countries had a 

low return-ratio. 

The return migration is important to measure to see what type of immigrant who stayed 

and how they performed on the labor market in comparison to natives. Immigrants 

arriving in earlier cohorts during the ’50s and ’60s even had higher earnings than 

natives, but this should turn out to be temporarily. The integration of immigrants into 

the labor force got worse, and Sweden's economy did not flourish as it once did. 

Unemployment and economic fluctuations were the main topics in the ’80s, and as 

mentioned, non-Nordic countries had a harder time to return to their home countries. 

This led to increased unemployment rates and poor labor market conditions for both 

immigrants and natives. During 2006 the migration flow increased to Sweden, 

immigrants from middle eastern countries migrated mainly because of the ongoing war 

in their home countries. In 2011, as the war in Syria began the number of immigrants 

migrating to Sweden has increased sharply and immigration has been reaching new top 

marks every year. Every fourth immigrant to Sweden during 2015 was born in Syria, 

other common immigrant groups migrating is individuals from Somalia, Eritrea, 

Afghanistan and Poland. Therefore this paper will focus on how on average, these 

individuals in the third generation of immigrants in Sweden are performing on the 

Swedish labor market. 

 

 

3 Literature review 
In Borja’s (1992) article about ethnic capital and intergenerational mobility, the author 

analyzes to what extent ethnic skill differences are transmitted across generations. 
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Ethnic capital needs to be considered. Immigrants inherit specific human capital from 

their specific ethnic group. By how much depends on preferences on how parents 

choose to invest in their children. The theory behind Borja’s article is that the ethnic 

capital works as an externality in the human capital accumulation process. The quality 

of the ethnic group that the individual is raised in can affect the outcome and depend on 

the skill level of the group. With this said a second-generation immigrant is affected by 

both their parents accumulated human capital and also the skill of the ethnic group 

where you are raised 

  

Borjas proposed that ethnicity has external effects, this in order to explain the 

intergenerational persistence of ethnic skill differentials among different ethnic groups. 

He argues that the characteristics of the ethnic environment or ethnic capital of the first 

generation have an influence on the skills and economic performance on the second and 

third-generation of the ethnic group. The characteristics included are culture, attitudes, 

and economic opportunities that permeate the ethnic networks. If the ethnic 

environment is at an advantage, meaning that the environment has sufficient human 

capital, there will be a positive effect on the second and third-generations in that ethnic 

group while exposure to a disadvantaged environment will hurt the second and third-

generation in that ethnic group. This implies that ethnic capital may lead to stickiness in 

social mobility, and the disadvantaged ethnic groups will face difficulties to move up. 

The skills of the second and third generation of immigrants are not just affected by the 

skills of their parents, but also by the measures of the ethnic group’s ethnic capital. The 

ethnic capital is then the mean education and wage of the parental generation, and he 

concludes it by pointing out that the impact of ethnic capital on social mobility may 

account for half of the intergenerational persistence in the ethnic skill differentials. 

 

Hammarstedt (2009) investigates the importance of immigrants on the labor market in 

Sweden and how earnings are transmitted across generations in different ethnic groups. 

He studies intergenerational earnings mobility across three generations of different 

ethnic groups. Earlier studies have focused on a source country and a host country and 

look at individuals to see if they will migrate in terms of an economic perspective. He 

finds that first generation immigrants had a higher earning than the typical native 

because they faced a different labor market, and therefore worked even more hours than 

natives. However, for the second and third generation, the earnings divergence towards 
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the mean and this can be explained as that second and third immigrants are facing a 

more closed labor market and therefore have a harder time. 

  

Hammarstedt and Palme (2012) did a study about human capital transmission and the 

earnings of the second-generation immigrants in Sweden. The researchers found a 

convergence towards the mean overall for both immigrants and natives in the second-

generation, but there is a hiding of divergence from the population mean between 

different ethnic groups among immigrants. The results also show that in the second-

generation, the earnings differentials between immigrants and natives is smaller 

compared to the first-generation in Sweden. Borja’s (1993) finds a strong convergence 

between different ethnic groups in the US labor market among the second-generation 

immigrant groups; this is in comparison to Hammarstedt and Palme’s study quite 

different results. Their results show that immigrant cohorts arriving after 1970 and 

particularly those from Africa and the Middle East, will further deteriorate when 

considering their second-generation. When looking at the intergenerational earnings 

mobility among the different immigrant groups, the results show that the 

intergenerational earnings mobility is lower among the immigrants relative to natives 

second-generation. This is also true when looking at the weighted average for all 

measures of the earnings mobility within each group of second-generation immigrants 

and natives. They also find evidence for that different immigrant groups, are not equally 

successful in transmitting human capital between first and second-generation. The 

immigrant groups that are successful in this improve their position in the labor market 

and this explains that the transmission of human capital is an essential factor when 

comparing earnings mobility among different second-generation immigrant groups and 

why they differ in the performance in the Swedish labor market. 

 

 Aydemir et al. (2009) studied if the children of immigrants, i.e., the second-generation 

immigrants in Canada inherits the position of the first-generation immigrants by looking 

at the intergenerational earnings elasticity among the immigrants. The study compared 

its results to the intergenerational earnings elasticity of first- and second-generation 

immigrants in the USA. It shows that immigrants in Canada has a lower 

intergenerational earnings mobility relative to immigrants in the USA, and also that the 

degree of intergenerational earnings elasticity between first-, and second-generation 

immigrants are on average no different among immigrants in Canada than it is for the 
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population as a whole. They distinguish between the relationship of children and parents 

by investigating the intergenerational earnings elasticity between sons, daughters, and 

fathers. The measures are done in weekly earnings and relieved that on average second 

generations immigrant children earns more than their parents in similar age. The 

intergenerational earnings elasticity was found statistically significant between fathers 

and sons, while between fathers and daughters, the relationship of their earnings was not 

statistically significant. The outcome suggested that the sons earning will be about 2.7% 

higher than the fathers for every 10% increase in the father's earnings, also when 

measuring the intergenerational earnings elasticity and using annual earnings the 

elasticity was 0.18. They suggest that the education attainments and labor markets 

performance of the second-generation immigrants in Canada are in the least no worse 

than the second-generation natives, were they are less likely to lack high-school 

education and more likely to have received a university degree.  

 

Behrenz et al. (2007) studied the labor market performance of second-generation 

immigrants in Sweden and compared them to the children of natives. They divided the 

labor market performances into two parts; one is the so-called ‘threshold effect,’ which 

is the possibilities of getting or having a job. The second one is ‘income from work 

affect’ meaning the differences in earnings. The results show that immigrants face a 

lower probability of having a job and that there is a threshold effect of being a second-

generation immigrant. When comparing this among different immigrant groups and 

genders, the probability of having a job varies a lot. The income from work effect was 

that the researchers included the individual probability of having a job as an explanatory 

variable. Earnings differences between second-generation male immigrants with parents 

born in Nordic countries, Eastern or Southern Europe is statistically significant, 

meaning that they face lower incomes compared to their native ‘twins.’ For second-

generation male immigrants with parents from Western countries and non-European 

countries, no significant difference was found. 

  

One factor that differs between immigrant groups is what level of already hosting 

country-specific human capital they have accumulated. Dos Santos and Wolff (2011) 

investigates the parental human capital background on different education levels 

between second-generation immigrants in France. They find that the skill of migration 

is the factor that explains most of the educational gap between their children. They also 
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find that higher education is lower for immigrants from Middle Eastern and that the 

returns to parental educations are lower for immigrants who come from North Africa. 

Further, he says that it would be of interest to understand why parents from Middle 

Eastern tend to underinvest in their children and leaving them with a disadvantage 

relative to natives second-generation as investments in education is a crucial factor 

when looking at the assimilation of immigrants. Also, this could according to Dos 

Santos and Wolff (2011) be an explanation of why there is a difference among the 

immigrant's groups, and how the human capital and ethnic capital could affect later 

generations in certain immigrant groups. 

 Higher investments of first generation immigrants in human capital,  will have an 

positive effect on the probability of succeeding generations to succeed in the labor 

market. Another factor that affects the outcome of an individual is how the specific host 

country chooses to invest in public human capital. Becker and Tomes (1986) developed 

a model of the transmission of earnings, assets, and consumption from parents to 

children and is based on that parents maximize utility. The utility maximization refers to 

that parents are concerned about the welfare of their children, i.e., the second-

generation.  These decisions made by the parents could then explain the differences 

between certain immigrant groups relative to natives across generations. Depending on 

if the family is rich or poor, the accessibility of financing the children's welfare could be 

more comfortable for the wealthy family but harder for the poor, but the results show 

that in later generations the intergenerational mobility and investments will vanish, and 

the differences will disappear. 

  

Hammarstedt (2002) investigates the second-generation immigrants in Sweden to find 

see it differs between ethnic groups. Its shown that the human capital and ethnic capital 

are transmitted across generations. According to Hammarstedt, foreign-born individuals 

from the second generation do have a lower earning and employment rate than if 

comparing individuals with native-born parents. He focuses on how second-generation 

immigrant performs on the labor market and also the extent to which they have a higher 

use of welfare benefits and become a cost for the host country instead of a benefit. He 

examines the difference between second-generation with foreign-born parents and 

second generation with native-born parents. He finds differences in how immigrants and 

natives perform on the labor market and how they choose to get their income. By using 

individuals with similar observable characteristics, he finds that it is a variation among 
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different ethnic groups and this can be explained as differences in accumulated host 

country-specific human capital and how ethnic groups work preferences differs. 

Second-generation immigrants with parents from outside of Europe have a low rate of 

employment and a high degree of welfare participation. Second-generation immigrants 

from Europe have a higher earning and employment rate. It is shown that human capital 

is transmitted across generations because the outcome is the same as for the first 

generation. 

  

Alden and Hammarstedt (2004) investigate foreign-born in Sweden and their 

performance on the Swedish labor market. The study showed that the foreign groups 

vary in employment rates when including from which ethnicity they originate from. 

Immigrants from Africa and Asia show lower employment rates while foreign from 

countries in Europe shows relatively good employment rates in the Swedish labor 

market. They also investigate how the second-generation foreigners performed, where 

the results showed the same results as before. Africa and Asia still dominated the 

unemployment rates in comparison to foreigners from European countries that had 

relatively low unemployment rates. Alden and Hammarstedt (2004), also included 

education levels for the different foreign groups, even when post-secondary education 

was controlled for the results shows the same, i.e. foreigners from Africa and Asia have 

a high unemployment rate in comparison to European foreigners. The researchers 

provide a possible explanation for these differences among foreign groups in the 

Swedish labor market. The human capital investments may differ between them, 

investments in schooling and the Swedish language has, according to researchers, a 

positive impact on the chances of being employed. Networking and norms are 

mentioned as an important aspect, where a decent network may improve their chances 

of being employed, and according to the study, foreigners face difficulties in 

networking relative to natives. 

 

Papademetriou et al. (2009) investigate social mobility and how first-generation 

immigrants typically experience downward mobility when they migrate, which means 

that they have a harder time to assimilate into the host country. Immigrants who 

experience high mobility will have an easier time to assimilate into natives by bringing 

strong social and economic benefits for themselves and their families. However, what 

has been proven is that immigrant does initially have downward mobility due to four 
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factors: language barriers, differences in educational attainment, difficulties obtaining 

recognition for credentials, and experience gained abroad. They find evidence that many 

of these obstacles can be overcome with more time spent in the host country. However, 

time spent in the host country is not the only factor that increases the chances of higher 

earnings and employment rates; one substantial factor is that all ethnic groups differ in 

host country human capital. For example, Asian immigrants do in some extent 

outperform natives in America because they have already accumulated country-specific 

human capital and also, they provide their host country with new ways that are sought-

after and will provide the country with higher national income. 

On the other hand, Moroccans in the Netherland show a low sign of convergence with 

their natives this could be due to low country-specific human capital. The second-

generation immigrant improves their position on the labor market even though that 

second-generation immigrants still face obstacles like educational success and parental 

investment. This indicates that second-generation immigrants still perform worse than 

their non-immigrant peers due to differences in the labor market performances. This is 

again on account of differences in ethnic backgrounds. Immigrant groups who perform 

well in the first-generation also tend to perform well in the later stages. 

 

 

4 Theoretical framework 

Reviewing earlier studies will help us to understand how the second and third-

generation immigrants perform in the labor market and why they differ in earnings, 

employment, and education levels. From here, we can also study how second, and third-

generation immigrants’ groups are influenced by the ethnic group they belong to, i.e. 

the ethnic capital and also how they differ in investments in human capital. 
 

4.1 Intergenerational mobility  

When discussing the outcome on the labor market across generations, it is well known 

that the intergenerational mobility in society is driven by the phenomenon known as the 

regression towards the mean. The regression towards the mean implies that even if 

parents are more or less successful in the economic performances, their children's 

economics performances will go towards the population mean. The concept of 

regression towards the mean is central when separating immigrant groups and 
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investigating their performance in the labor market since some groups are doing well 

while other groups performances are poor. The economic performance in the first-

generation may differ among immigrant groups; however, in the succeeding 

generations, if the regression towards the mean is present, the differences should 

disappear since the different groups become less distinguishable. 

 

Research made by Hammarstedt (2009) showed that there was a divergence between the 

second-, and third-generation immigrants in Sweden, this implies a negative 

development over generations in earnings relative to natives. The fact that the second- 

and third-generation shows divergence relative to natives in earnings could also indicate 

higher unemployment rates for them, the succeeding generations of immigrants might 

face difficulties in the labor market which will negatively affect their earnings. As 

mentioned by Hammarstedt (2009), the first-generation immigrants in Sweden had an 

earning advantage relative to natives, and there was a convergence towards the 

population mean between first- and second-generation immigrants. This could be 

explained by the fact that immigrants in the first generation were positively selected in 

Sweden, where it was more likely that an immigrant had two jobs in comparison to 

natives. This would strengthen the explanations above as the first-generation 

immigrants faced dramatically different labor market conditions relative to the second-, 

and third-generation, which also could explain the convergence toward the mean and 

divergence in the succeeding generations.  

 

4.2 Ethnic capital 

To what extent are ethnic skill differentials transmitted across generations is an essential 

factor when analyzing why some immigrant groups perform better than others. The 

skills of the succeeding generations will depend on the parental investments and on the 

overall quality in which ethnic environment the investments are made, this is the ethnic 

capital which acts like an externality in the accumulation of human capital. Therefore, 

the ethnic capital will have a positive or negative effect on the performance of the 

succeeding generation if the skills of the parents and the average skills of the ethnic 

group in the parent's generation is high one it would have a positive effect. On the other 

hand, if the skills are low of parents and the average ethnic groups, the ethnic capital 

would hurt the succeeding generations. 
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Research is done by Borjas (1992) on the ethnic capital, and how it affects succeeding 

generations shows that the ethnic capital of the first generations has a positive impact on 

the second-, and third-generation immigrants in the US. He also shows that it will have 

a higher impact on the second-generation than for the third-generation, where he 

explains that as the number of years in the host country increases, the importance of the 

ethnic capital will decline. This implies that the ethnic capital of the immigrant groups 

in Sweden would affect the second-generation positively to a greater extent than the 

third-generation. This could be explained by the research made by Hammarstedt (2009), 

where the first-generation was characterized by high-skill immigrants, with an earnings 

advantage relative to natives. This is if we rely on the results of Borjas (1992) where he 

argues that the first-generation will affect the second-generation to a greater extent 

relative to the third-generation. One could also expect that the ethnic capital from the 

second-generation will have a positive influence on the third-generation immigrants in 

Sweden, but to a lower degree since it is expected to phase out with increasing years in 

the host country.  

 

4.3 Human capital 

Human capital is the stock of habits, knowledge, social, and personality performances 

that an individual has accumulated. Human capital is a unique form of individual 

achievements which might differ across different ethnic groups. It can be explained as 

when human capital is improved; it means that you get more educated and you as an 

individual might perform better on the labor market. How immigrants do inherit their 

parents human capital is therefore important to measure the impact on second- and 

third-generation. Since human capital differs for individuals, it can be said that not all 

labor is equal. It is therefore important to see how immigrants perform in a later stage 

and how human capital is transmitted across generations. 

 

Hammarstedt and Palme (2012) investigated the human capital transmission on 

immigrants in Sweden. They found that immigrants’ convergence towards the mean in 

comparison to natives in the second-generation, but there is some divergence between 

different ethnic groups. Immigrant groups that have high human capital transmission do 

assimilate quicker into natives and therefore improves their position on the labor 

market. This makes human capital transmission an important measure to explain why 

some immigrants perform better than others. 
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According to Hammarstedt and Palmes (2012) result, we could expect that immigrants 

will improve their position across generations because more human capital is 

accumulated. This could be because immigrants faced lower public support in education 

investments in the source country, which would imply that the incentives for first-, and 

second-, generation immigrant groups of investing in their children's education will be 

higher. Even though that immigrants do improve their position they find that within 

different ethnic groups there is a divergence towards the mean and this could be due to 

that different ethnic groups differ in their human capital transmission from first- to 

second-generation, this could be due to socio-economic factors like family which could 

be more critical for some immigrant groups in Sweden, the fact that they might face 

more restricted access to the society outside the family like educational systems and 

social networks 

 

5 Data 

The data is originally from Statistics of Sweden (SCB) and includes first, second, and 

third-generation immigrants in Sweden. The data is restricted to men. The data we will 

use is panel data that exist of individual links across generations, where children and 

grandchildren of immigrants and natives have been linked into their parents and 

grandparents at an individual level. This will let us observe the three different 

generations at different points of time. The variables included in the data is earnings, 

age, gender (male), years of schooling, civil status, and region of residence is observed 

for both immigrants and natives in all the three generations. Earnings are measured as 

annual yearly earnings in logarithmic form. Region of residence is constructed as a 

dummy variable to control for where an individual is located, which might lead to 

differences in earnings. It is shown that people who reside in the metropolitan area have 

a higher earning than people who locate in the north of Sweden. A dummy is created to 

see where each is located. Metropolitan area includes larger cities that as Stockholm, 

Göteborg, and Malmö. One, if you are located in metropolitan and zero if you are a 

resident of northern Sweden. Dummy variable on civil status will provide us with 

evidence on how earnings vary if you are married or not across generations and within 

each ethnic group. By controlling for marriage, one could expect to see that single 

people might work more and therefore achieve a higher earning. 
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The data consists of 29 366 individuals; it contains some missing values in the 

observable characteristics of the individuals and for the first generation immigrants and 

natives we don’t have any data on years of schooling. Individuals in the third generation 

are defined in the following way: A third-generation male immigrant is an individual 

born in Sweden with parents born in Sweden, but the grandfather is born abroad. A 

native third generation male is born in Sweden, with both parents and grandparents born 

in Sweden. First generation immigrants are observed in 1968 in Sweden, which is the 

immigrants that are resident in Sweden. The data includes their biological sons and is 

observed in 1980, which is the second-generation male immigrants. The third-

generation male immigrants meaning the biological grandsons is observed in 2003, in 

the data a native individual has been matched with the first-generation male immigrant 

and the native’s sons, and grandsons. 

Further, for all the generations, the earnings are defined as the yearly taxable income 

from work, which includes income from wage-employment, income from self-

employment, sickness pay and parents allowances. The individuals included in the data 

are the ones in the working ages between 25-64 years of age. Also, the individuals have 

to be active in the labor market, meaning that they have positive earnings. The male 

immigrants have been divided after their grandfathers, i.e. fathers father region of birth. 

The regions that are used is the following: Finland, Other Nordic countries, Eastern 

Europe, Other European countries, and Non-European countries (5). In the Non-

European countries, it is worth mentioning that about 90 percent of the individuals 

originated from North America. 

  

Below a descriptive summary of average years of schooling has been conducted for 

second-, and third-generation immigrants and natives. Due to missing observations on 

the first-generation immigrants and natives on years of schooling, we exclude them in 

our data. This study aims to see how the ethnic capital and human capital investments 

inherit between second-, and third-generation immigrant groups we believe that 

observation on earnings in the first-generation will be an essential aspect when studying 

it. Although the data has its limitations, we find it suitable to answer our research 

question. 
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In table 1, the mean years of schooling for each immigrant group in second-, and third-

generation is provided. It also includes natives to mean in both second and third 

generation. We can see that immigrant groups in Sweden differ in years of schooling 

and also that years of schooling increases across generations for all groups of interest. 

As said, all groups increase their years of schooling from second-generation to third-

generation even though that Finland and Nordic countries have lower years of schooling 

in relative to Eastern Europe, Other European countries, North America and Non-

European countries. Natives in the second-generation have an average year of schooling 

of 10.17 years, and this is increased in the third-generation to 11.40 years. When 

comparing this to the immigrant groups and looking in both generations, the data show 

that natives have the least years of education during this period. Worth mentioning is 

that immigrants in Sweden from Non-European countries have the highest average 

years of schooling in both second- and third-generations. 

Table 1: Average years of schooling for second-, and third-Generation male immigrants groups and 

natives, respectively. Average years of schooling for each immigrant group is also included. 

Variable All 

Immigrant 

groups 

Natives Finland Other  

Nordic 

countries 

Eastern 

Europe 

Other 

European 

countries 

North 

America 

Non- 

European 

countries 

Third-generation  

in 2003 

11.89 11.40 11.75 11.77 12.05 11.95 12.12 12.46 

         

Second-generation 

in 1980 

10.72 10.17 10.80 10.33 11.06 11.12 10.60 12.11 

         

No. of observations 15655 13711 2430 5980 2192 3309 1557 190 

mean coefficients; t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 

 

Table 2 displays the average age for all male immigrant groups in Sweden, including natives. 

The average has been calculated for first-, second-, and third-generation. Looking at the average 

age for all immigrant groups the data shows that for the first-generation in the year 1968 the 

average age is 51.25 years, second-generation in the year 1980 the average is 31.95 years and 

last for the third generation in 2003 the average is 27.88 years 

 

 The result of the age variation between generations can be explained as that there are a large 

number of observations on young people in the first-generation that are excluded from the 

sample since the second and third generation had not reached their working age and are 

therefore excluded. The largest observation sample is for Sweden and includes 13711 

individuals and have an average age of 52.35 for first-generation, 33.37 for second-generation 

and 29.06 for the third generation. By looking at the different groups, we can see that Finland 
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has the lowest ages in all generations and comparison, to Northern American, which has the 

highest average age. As said, table 2 shows that Northern America have the highest average age, 

and by looking in Table 1, we can see that Northern Americans also are the one who has the 

highest education levels. The primary purpose of including and studying the average age among 

our immigrant is mainly because one can expect that groups with previous with a high average 

age in a specific immigrant group like North America, has accumulated both labor market 

experience and years in the country. This accumulation could affect how the second- and third-

generation immigrants in North America perform in the Swedish labor market and earnings. 

Human capital is transmitted across generations, and therefor years of schooling will follow 

through generations and help individuals to improve their position on the labor market.  

 

Table 2: Average Age for all male immigrant groups and Natives in first-, second-, and third generation (25-64 

years of age). Average age within each Immigrant group is also included. 

Variable All  

Immigrant 

groups 

Natives Finland Other 

Nordic 

countries 

Eastern 

Europe 

Other 

European 

countries 

North 

America 

Non- 

European 

countries 

Third- 

generation 

27.88 29.06 26.47 28.30 27.05 27.29 30.84 28.38 

         

Second- 

generation 

31.95 33.37 29.52 32.18 31.50 31.47 36.25 34.21 

         

First- 

generation 

51.25 52.35 48.19 50.78 51.63 51.35 56.82 53.81 

         

No. of observations 15655 13711 2430 5980 2192 3309 1557 190 

mean coefficients; t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 

Table 3 presents the average earnings among the immigrant groups. The data provides 

information about first-, second-, and third-generation immigrant and natives earnings. In the 

first generation, an immigrant had a higher average earning of 5.478 relative to natives 5.271, 

and in the second-, and third-generation immigrant faces a lower average earning relative to 

natives. When looking among our immigrant groups, in the first-generation Non-European 

countries had the highest earnings of 6.063; meanwhile, North America had the lowest of 5.302. 

In the second-generation, the group with highest average earning is once again Non-European 

countries with 6.724 and the group with lowest earnings is Finland with 6.445, in third-

generation North America catch up in earnings and have the highest average earnings of 7.472 

compared to Non-European countries that had the lowest average earnings of 6.903. This 

clearly shows that immigrant groups performances in earnings between generations vary, and 

the fact that the ethnic capital is not included in this output can contribute to different results 

when including it in our results. Placing together the three descriptive statistics we can see that 

Northern American are the once with highest earnings which can be explained as that they have 
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had more time accumulating more years in school and also, they have accumulated more years 

on the labor market. According to Borja’s (1994), the more years you spend in the host country, 

the higher will the earnings be, and the result we get for North America is in line with this 

theory. Other European-countries have a lower average earning than the other groups even 

though they do not differ in years of schooling or age. Explanations for this can be that norms 

and behaviors on the labor market differ among the immigrant groups and will be investigated 

further in the result and conclusion.  

 

Table 3: Average earnings for first-, second-, and third generation immigrant groups and natives. Average earnings 

within each immigrant groups are also included. Everything is presented in Logarithm form. 

Variable All  

Immigrant 

groups 

Natives Finland Other  

Nordic 

countries 

Eastern 

Europe 

Other  

European 

countries 

North 

America 

Non- 

European 

countries 

Third- 

generation 

7.227 7.391 7.113 7.263 7.198 7.167 7.472 6.903 

         

Second- 

generation 

6.521 6.545 6.445 6.511 6.571 6.516 6.591 6.724 

         

First- 

generation 

5.478 5.271 5.472 5.424 5.500 5.620 5.302 6.063 

         

No. of observations 15641 13705 2430 5975 2187 3307 1557 188 

mean coefficients; t statistics in parentheses * p < 0.05, ** p < 0.01, *** p < 0.001 

 
 
6 Methodological Approach  
 

Using the third generation of immigrants will help us to provide evidence on how ethnic 

capital and human capital are transmitted across three generations. We want to compute 

and see on what extent second and third-generation inherit their parents’ earnings 

position. By using years of schooling, we can see how individuals invest in their 

children in terms of more years in school and by including it in the regression we will 

see how it changes over time and between ethnic groups. 

The data allows us to find evidence on what ethnic group that performs better than 

others and how different ethnic groups performs relative to natives. To examine how 

earnings differ between first, second and third generation immigrants a regression for 

each ethnic group will be used on earnings in each period and we will control for 

education, a dummy variable for each ethnic group, age, age square, civil status and 

region of residence. The regression will be constructed as the one below, and it will be 
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used for three generations within each ethnic group and compare them to how Sweden 

perform across generations during the same period.  

 

 

 

 

Regression: 

EQ (1) 

lnYyear = ∝ + 𝛽*education + 𝛿 ∗Dummy + 𝜒*age + *region of residence +𝜆 *civil status + 𝛾*YS 

+ 휀 

Variables explained: 

lnY:  Depended variable, Average earnings in logarithm form. 

𝛽: Measures the education levels in a certain immigrant group. 

𝛿: Explains what ethnic group that we measure at that point of time. 

𝜒: Age on an individual level for each generation. 

Z: Dummy variable for region of residence, either northern or metropolitan area. 

𝜆: If the individual is married or not. 

𝛾: How many years in school. 

This regression is constructed to measure and compare how different groups of 

immigrants are doing across generation with Sweden as comparison country. Is there 

any difference between third-, second-, and first-generation immigrant and natives when 

comparing the earnings between them in the different generations. 

  

Expected sign for each coefficient are equally across ethnicities but expect to give 

different effects depending on how human capital is transmitted across generations 

within each group. By including years of schooling, we will be able to measure the 

effect of one extra year in school and how the outcome on earnings changes. One extra 

year in school expects that there will be higher earnings since the more educated an 

individual are they become more productive and therefore increase their wages. By 

including education, we will be able to see how education is transmitted across 

generations and how different ethnic immigrant groups do inherit from their recent 

generation in terms of education and how that can be used to study differentials in 

earnings among immigrant groups, but also relative to natives. Including region of 

residence will control for people living in the metropolitan area or the northern area. An 
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individual who lives in the metropolitan area often has higher earnings since it is where 

the higher paid jobs are located. This is important to control for since earnings vary 

across regions and therefore region of residence is important. Creating a dummy 

variable for civil status to control and see if people who are married earn more or less 

than the one who is not married. By controlling for these variables, we will be able to 

understand the importance of civil status and region of residence within each ethnic 

group. Further, ethnic capital will be included by generating a variable with average 

earnings within each group and see how earnings are affected by ethnic capital in the 

second-, and third-. Generation immigrant groups and how it differs across groups and 

generations. It has been put forward that among researchers that ethnic capital affects an 

individual’s human capital. If an individual grows up among other successful 

individuals, your productivity might also increase and makes you more likely to be 

successful. Ethnic capital is a special form of social capital; the main idea is that an 

individual is influenced by ethnic peers, which are explained as classmates, friends, and 

colleagues. Role models as teachers and celebrities also influence them. Therefore, 

ethnic capital is one factor that helps to form how an individual is affected by other than 

their parents. Ethnic capital is defined as that an individual is not only affected by their 

parents or grandparents. Generation’s outcome; they are also affected by how their 

ethnic group performs and behave on the labor market. 

 

From earlier research papers, we know that individuals are not only affected by human 

capita; immigrants are also affected by their ethnic peers. Next, we will create a new 

variable which includes average earnings for a second- and first- generation. This 

variable is created to control for ethnic capital within each group. Recent regression 

provided us with evidence on how observable characteristics like age, civil status, a 

region of residence, and years of schooling affect each generation for different groups. 

This gives evidence on how human capital affects differently within each generation, 

but now we want to control how each generation inherits across generations and also 

including ethnic capital. By measuring and including ethnic capital, we will be provided 

with evidence on how important ethnic capital is within each ethnicity and from here 

conclude on why.  Doing this we need to run a regression with earnings in logarithm 

form in the third generation as the dependent variable and include all observable 

characteristics as in equation (1) above but also including second-generation earnings to 

see how third-generation are affected by the second generation. From here we will 
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include first-generation as well to find evidence on how affected the third-generation is 

on earlier generations. Average earnings in second and first generation will be created 

and act like ethnic capital in the regression. The regression is built up as follow: 

Regression: 

EQ (2) 

lnY 2003= ∝ + lnYt-2 + lnYt-1 + averageYt + averageYt-1 +  

 

Variables explained: 

              ∝ = Observable characteristics like age, civil status, region of residence and years of 

schooling. 

LnYt-2= Earnings for second generation immigrants. 

LnYt-1= Earnings for first generation immigrants. 

AverageYt-2= Average earnings within each ethnic group for second-generation. 

AverageYt-1= Average earnings within each ethnic group for first-generation. 

= captures the variables not described in the model 

 

This regression will be used in 4 different steps and including one extra variable each 

time to see how each generation earning affect the outcome of the third generation and 

also including ethnic capital from the second and first generation. By including human 

capital in terms of how earlier generations perform on the labor market, we will be 

provided with evidence on how human capital is transmitted across different ethnic 

groups. Including ethnic capital in the regression will provide us with evidence on how 

ethnic capital varies between ethnic groups and from here draw conclusions on how and 

why each ethnic group performs better or worse than others. 

 

However, earnings are not the only variable that can be used to calculate how an 

individual performance on the labor market. Borja’s (1992) indicates that ethnic capital 

works as an externality in the human capital and Hammarstedt and Palme (2012) 

explains that each ethnic group differs in preferences on how parents choose to invest in 

their children as immigrant groups arrive from different countries, with different family 

traditions and intuitional settings in source country where the source country gave no or 

low public support for education and leaving the parents with a choice of either invest in 

their children's education or not. Therefor years of schooling will be an important 

variable to measure in our regressions since it could be an important factor of why some 
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specific immigrant groups in the second- and third-generation performs better than 

others. 

 

The quality of the ethnic group is measured to control for when investigating labor 

market performances. Therefore, we will investigate how years of schooling differ in 

the same way as we did above. Earnings will be substituted with years of schooling. 

New variables will be created to control how each ethnic group is affected by their 

average years of schooling. 

Regression: 

EQ(3) 

YearsOfSchooling 2003= ∝ + YSt-2 + averageYSt +  

Variables explained: 

YearsOfSchooling 2003= How many years in school for third generation. 

∝ = Observable characteristics like age, civil status, region of residence and earnings. 

YSt-2= Years of schooling in second-generation 

averageYSt=Average years of schooling within each ethnic group for the second generation 

 = captures the variables not described in the model 

 

Regression on earnings and years of schooling will be used separately and also 

interpreted separately within each ethnic group to make comparisons between ethnic 

immigrants on how human capital and ethnic capital are affected in relative to natives in 

Sweden. 

 

 
7 Results 
All result of earnings is transformed into log form since it makes more sense to measure 

percent change in wages than it does to measure the absolute change in wage. In table 4, 

all groups have been estimated with Sweden as comparison country. When including all 

the observable characteristics, our estimations is statistically significant. The model 

provides us with evidence on earnings differentials between ethnic groups and how that 

changes across generations. We estimated equations for first-, second-, and third-

generation using OLS. All immigrant groups are generated as dummy variables, and 

besides ethnic background, we control for age, age squared, marital status, years of 

schooling, and region of residence within each area. In Table 4, the results from the 
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estimations on the earnings differentials are presented. Specification (1) shows third-

generation earnings differential relative natives, and the earnings differential for second-

, and first-generation is shown I specification (2) respective (3). The estimation is useful 

in the way that we can study the earnings differential between immigrant groups with 

different ethnic backgrounds in each generation. 

 

Table 4: Regression that measures how earnings are changing across generations while controlling for 

age, age2, civil status, a region of residence, and years of schooling. Each ethnic group is measured 

independently to see how they differ in comparing to natives.  

 (1) (2) (3) 

VARIABLES Third- 
Generation 

Second- 
Generation 

First- 
Generation 

    

Finland -0.0942*** -0.00889 0.128*** 

 (0.0238) (0.0122) (0.0186) 

Other Nordic Countries -0.0940*** -0.0196** 0.0853*** 

 (0.0167) (0.00838) (0.0128) 

Eastern Europe -0.101*** -0.00310 0.107*** 

 (0.0248) (0.0126) (0.0192) 

Other European  

Countries 

-0.125*** -0.0307*** 0.245*** 

 (0.0211) (0.0107) (0.0166) 

North America -0.0344 -0.0324** 0.0981*** 

 (0.0282) (0.0144) (0.0223) 

Non-European Countries -0.398*** 0.0550 0.675*** 

 (0.0787) (0.0396) (0.0628) 

Constant 2.073*** 3.726*** 3.309*** 

 (0.129) (0.0688) (0.115) 

Observations 24,799 28,861 24,325 

R-squared 0.184 0.133 0.131 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

 

The earnings differentials for immigrant groups relative to natives are positive for the 

first generation, and the result shows that they performed better than natives during this 

period and therefore, had an advantage in earnings. This result is in line with 

Hammarstedt (2009), where he studied intergenerational mobility across three 

generations in Sweden and concluded that first-generation immigrants performed better 

than natives in earnings. The labor market situation during this period was different 

from how it is today, where immigrants tend to have more than one job. The most 

significant earnings advantage in the first-generation is found for Non-European. They 

have an earning advantage on 0.675 log points in comparison to natives. This can be 

explained according to that in 1968, Sweden’s economy flourished and demanded an 
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increased labor force. Immigrants moved to Sweden and started to work. All immigrant 

groups are performing better in terms of earnings in comparison to natives in the first 

generation. When looking at second-generation the result changes, North American, 

Europe, Eastern Europe, Nordic Countries, and Finland goes from having an earning 

advantage relative to natives to have a negative earnings disadvantage in comparison to 

Sweden. 

 

As mentioned earlier in this paper, second-generation immigrants are affected by how 

their ancestors are performing on the labor market and how they choose to invest in 

their children. Having this in mind and looking at our descriptive statistics in table 3 we 

can see that Sweden is performing worse than other ethnic groups in the first generation, 

but when looking at second- and third generation, natives do increase and also exceeds 

the immigrant’s earnings. According to Hammarstedt (2002), different ethnic groups 

differ in how they choose to accumulate human capital. For example, parents outside of 

Europe do have a lower rate of employment, which indicates a low wage. Second 

generation immigrants do perform worse than their first generation in comparison to 

natives. This can be seen when looking at European immigrants, they went from an 

earning advantage on 0.245 log points to disadvantage on -0.0307 log points. Both 

coefficients are significant. One explanation can be that second-generation immigrants 

do lack behind in country-specific human capital. In the third-generation, Finland and 

other Nordic countries earnings are very close to natives. Finland does have a 

disadvantage of -0.0942 log points. Finland and Sweden are very close geographically 

and are therefore equally affected by economic fluctuations and are therefore excepted 

to react equally. In the third-generation immigrants, all ethnic groups do have an 

earnings disadvantage in comparison to natives.   

 

7.1 Education  

In table 5 column (1), we have estimated a regression which compares the probability of 

having more or fewer years in school for the immigrant groups in Sweden. The results 

show significant estimates on all immigrant groups on a 5 percent significance level. 

This indicates that all immigrant groups do have more years in school than natives on 

average. We have included all observable characteristics as age, age-squared, civil 

status, and region of residence. North America and Non-European group have the 

highest years of schooling in the third generation of all immigrant groups relative to 

natives. 
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Table 5: Years of schooling for third generation immigrants compared to the third generation 

Natives (25-64 years of age in 2003). 

 (1) (2) 

VARIABLES Years of 

schooling 3rd 

Generation 

Years of 

schooling 3rd 

Generation 

   
Finland 0.126*** 0.0904* 

 (0.0482) (0.0473) 

Other Nordic Countries 0.332*** 0.326*** 

 (0.0335) (0.0328) 

Eastern Europe 0.473*** 0.389*** 

 (0.0501) (0.0492) 

Other European 

Countries 

0.408*** 0.308*** 

       (0.0424) (0.0417) 

North America 0.700*** 0.618*** 

 (0.0577) (0.0566) 

Non-European 

Countries 

0.886*** 0.634*** 

 (0.157) (0.154) 

Constant 7.823*** 5.927*** 

 (0.251) (0.252) 

   

Observations 29,366 29,366 

R-squared 0.082 0.118 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

 

In column (2) second generation years of schooling is included as a variable to see how 

years of schooling from the second generation affects the outcome in the third 

generation. All observable characteristics are included in the regression as before. 

Examining the result give us evidence on that number of years in school for second-

generation affects the third-generation in lower coefficients relative to column (1), but 

the results are still positive and significant. As argued by Alden and Hammarstedt 

(2004) that human capital investments differs between immigrant groups and 

generations, and as our results show the human capital has a higher impact on some 

immigrant groups and lower on others. Nordic Countries is the immigrant group that’s 

affected least by their parent's investments by a decrease of 0.003 percentage points. For 

the first-generation data is not included on how many years in school they go. With this 

said, we could interpret the result as that human capital in forms of years of schooling 

follows across generations and increases with more years spent in the host country. 
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7.2 Human Capital 

Table 6: Including average Human capital in the form of Years of Schooling 

 (1) 

VARIABLES Years of 

schooling 3rd 

Generation 

  
Human Capital 2nd  0.0786* 

 (0.0443) 

Average School 2nd 0.187*** 

 (0.00559) 

Constant 9.037*** 

 (0.471) 

  

Observations 15,655 

R-squared 0.069 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

In Table 6 and column (1), we generated a new variable that captures the average years 

in school for all ethnic groups combined in the second-generation and included it in the 

regression. This measure provides us with evidence on how human capital transmission 

from the second generation is affecting the third generations education level. Variable 

Human capital 2nd generation gives a positive estimate, which means that when 

combining all average earnings across ethnicities, we see that the human capital acts as 

a positive effect for earnings in the third generation. With this said average years of 

schooling acts as a positive externality in the human capital process and has a value of 

0.0786 percentage points. The significance lies on the 10 percent level for a variable, 

and this needs to be considered implying it’s on a low significance level.  The 

estimation lies in line with what Dos Santos and Wolff (2011) investigates when they 

look at parental human capital on different education levels. They find that the skill of 

migration is a factor that explains a part of the education gap between children from 

different ethnicities. We can from our result include that third generations immigrants 

are not only affected by their parent’s human capital investment; they are also positively 

affected by how the average human capital acts whit all ethnicities combined. As 

stressed by Hammarstedt and Palme (2012) immigrants improve their position across 

generations as they accumulate more host-country specific human capital, we can also 

conclude that our results lie in line with theirs. The transmission of human capital across 

generations could be because parental investments in children's educations have been 
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greater, which we see in Table 5 as immigrants relative to natives has more years in 

schooling 

 

 

 7.3 Earnings 

Table 7 presents the coefficients estimated from the regression were a logarithm form of 

earnings from the second-generation is used as dependent variable to be able to capture 

how the ethnic capital from the first-generation affects the second generation to further 

in the result shows how that differs or lies in line with the effect from the second-

generation ethnic capital on the third generations earnings. Ethnic capital is measured as 

a combination of all average earnings from each ethnic group.  

In column (1), a regression is estimated to show how second-generation immigrants 

within each ethnic group are affected differently in comparison to natives, but this result 

is already shown in table 5. It is included to see the differences when we include the 

first generations earnings in column (2) in Table 7 — interpreting the result when 

including first-generation earnings as a control variable, we can see that for all ethnic 

groups, the earnings differentials get lower in comparison to natives.  

Finland, Nordic Countries, Northern America, and Non-European countries do still have 

an earnings disadvantage in comparison to natives. Eastern Europe goes from an 

earnings disadvantage to an advantage, but worth mention is that the coefficient is 

insignificant. As Finland, Non-European Countries and Eastern Europe is not 

statistically significant we cannot draw any conclusions regarding the impact of first-

generation while we see that first-generation earnings harm the earnings of second-

generation immigrants of Other Nordic-Countries and Other European Countries.  

 

Table 7:  Regression with Logarithm form of earnings on the Second-generation. Including observable 

Characteristic and First-Generation Average Logarithm Earnings In Each Immigrant Group. P-values 

within parentheses.  

 (1) (2) 

VARIABLES Earnings 2nd 

Generation 

Earnings 2nd 

Generation 

   
Finland -0.00889 -0.0239* 

 (0.0122) (0.0130) 

Other Nordic Countries -0.0196** -0.0178** 

 (0.00838) (0.00891) 

Eastern Europe -0.00310 0.00375 

 (0.0126) (0.0134) 
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Other European Countries -0.0307*** -0.0586*** 

 (0.0107) (0.0116) 

Non-European Countries  0.0550 0.0439 

 (0.0396) (0.0439) 

North America -0.0324** -0.0231 

 (0.0144) (0.0156) 

Constant 3.726*** 3.507*** 

 (0.0688) (0.0754) 

   

Observations 28,861 23,922 

R-squared 0.133 0.145 

Standard errors in parentheses*** p<0.01, ** p<0.05, * p<0.1 

 

Table 8 column (1) a new regression is estimated where we keep earnings for the 

second-generation as the dependent variable and use earnings from first-generation, and 

the average earnings for all groups combined as control variables. The result of that 

first-generations earnings will affect the second generation positively lies in line with 

the estimated coefficient of 0.0849 log point and is statistically significant. 

Interpretation of variable Ethnic Capital 1st, we can see that the first-generations average 

earnings are negatively affecting the earnings for the second-generation. In comparison 

to Borjas (1992) and the study made about ethnic capital, our results suggest that the 

average earnings from parents and average earnings from individuals from the same 

ethnicity in the first generation affected second-generation negatively. The fact that 

Borjas finds a stronger positive effect of the ethnic capital on second-generation 

immigrants in the US is not the case in our study of second generation-immigrants in 

Sweden. Our results suggest that the ethnic capital from the first-generation will affect 

the earnings of second-generation immigrants negatively by 0.107 log points and is 

found to be statistically significant.  

Ethnic Capital Grandparents 

Table 8: Regression Generating The Ethnic Capital From First-Generation And Average Logarithm 

Earnings From First Generation. P-values within Parentheses. 

 (1) 

VARIABLES Earnings 2nd 

Generation 
  

 Earnings Grandparents 1st 

generation 

0.0849*** 

 (0.00767) 

Ethnic Capital 1st -0.107** 

 (0.0493) 

Constant 6.651*** 

 (0.267) 
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Observations 12,339 

R-squared 0.010 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

In Table 9, we have conducted a regression in the same way as in Table 7, the only 

thing that differs is that we use third-generation earnings instead. We do this to see how 

intergenerational mobility changes over time and how ethnic capital is affected across 

the three generations. In Table 8, we find evidence that average earnings from the first 

generation have a positive effect on 0.0849 log points for all immigrant groups and is 

statistically significant. When looking at how the second-generation earnings are 

affecting the third-generation, it also shows a positive effect on 0.243 log points in 

Table 10.  

In Table 9, all estimations are statistically significant, except for immigrants from North 

America. In column (1) all third-generation immigrants have an earning disadvantage 

relative to natives, the immigrant group with the lowest earning disadvantage is Finland 

with 0.0879. When including the average earnings from the second-generation, the 

earnings disadvantages relative to natives fall for all immigrant groups except for 

immigrants from Eastern Europe. Even when including this, immigrant groups from 

Finland is the country with the lowest earnings disadvantage relative to natives. As 

mentioned in Hammarstedt (2009) research about the intergenerational mobility of three 

generations immigrant groups in Sweden, the results of his research show that there is a 

divergence between the second-, and third-generation immigrants in Sweden. Our 

results suggest the same, Table 7 shows that second-generation immigrant will have 

higher earnings disadvantages relative to natives. The estimations on the third 

generation show the same outcome, were third-generation immigrant groups in Sweden 

on average has a higher earnings disadvantage relative to natives suggesting divergence 

from the population mean.  
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Table 9: Regression with logarithm form of earnings on the Third-generation. Including Observable 

Characteristic and Second-Generation Average Logarithm Earnings In Each Immigrant Group. P-values 

within parentheses 

 
 

 

(1) (2) 

VARIABLES Earnings 3rd 

Generation 

Earnings 3rd 

Generation 

   

Finland -0.0879*** -0.0850*** 

 (0.0260) (0.0288) 

Other Nordic Countries -0.0920*** -0.0851*** 

 (0.0169) (0.0186) 

Eastern Europe -0.103*** -0.106*** 

 (0.0256) (0.0288) 

Other European 

Countries 

-0.117*** -0.110*** 

 (0.0225) (0.0252) 

Non-European 

Countries 

-0.387*** -0.379*** 

 (0.0979) (0.117) 

North America -0.0328 -0.0338 

 (0.0264) (0.0287) 

Constant 1.741*** 1.784*** 

 (0.152) (0.177) 

   

Observations 24,435 20,205 

R-squared 0.186 0.188 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

In Table 10, the results for how the ethnic capital from first- and second-generation 

immigrants in Sweden affects the earnings of the third-generation. Ethnic Capital 1st 

measures how the third-generation immigrant groups are affected by the ethnic capital 

of the first-generation. Ethnic Capital 2nd measures how the third-generation is affected 

by the ethnic capital of the second-generation. Our results suggest that third-generation 

immigrants in Sweden are negatively affected by the ethnic capital from the first 

generation; their earnings relative to natives would be negatively affected by 0.124 log 

points and is statistically significant. The ethnic capital of the second generation, on the 

other hand, has a positive impact of 0.768 log points on the third-generation earnings 

relative to natives. According to Borjas (1992, ethnic capital plays a significant role in 

intergenerational mobility for both the second- and third generations. For the second-

generation it tends to be higher than for the third, in our results we find that the ethnic 

capital from the first generation affects the third generations earnings negatively, it was 
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also a negative relation between the ethnic capital of first-generation on second-

generation immigrants.  

 

 

Ethnic Capital Parents and Grandparents 
Table 10: Ethnic capital from first-, and second-generation is included 

 

 (1) 

VARIABLES Earnings 3rd 

Generation 

  

Average Earnings parents 0.243*** 

 (0.0213) 

Average Earnings 

Grandparents 

-0.124*** 

 (0.0156) 

Ethnic Capital 1st -0.624*** 

 (0.105) 

Ethnic Capital 2nd 0.768*** 

 (0.238) 

Constant 4.709*** 

 (1.698) 

  

Observations 10,826 

R-squared 0.026 

Robust standard errors in parentheses*** p<0.01, ** p<0.05, * p<0.1 

Our results instead suggest that the ethnic capital of the second-generation has a positive 

impact on the earnings of the third-generation. As mentioned by Borjas (1992) ethnic 

capital tends to have a higher impact on the next succeeding generation, this explains 

our results of the relation between the ethnic capital of the second-generation and third-

generation immigrants’ earnings.  

 

8 Conclusion  

The main point of the paper was to look at how immigrants do inherit their labor market 

positions from earlier generations and including ethnic capital to find the effect on the 

populations' labor market position. Labor market performances can be measured in 

different ways, and this paper, we look at earnings and years of schooling. Education is 

measured to find evidence on how more years in school do affect the earnings for an 

individual. Immigrants labor market position, according to theory, is known to improve 

with more years spent in the host country.  By looking at different ethnic groups, we can 

measure how immigrant groups are affected differently across generations and from 

here include ethnic capital to examine how individuals are affected by the average 

population’s earnings. The results showed that there are differences in years of 
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schooling between immigrants in Sweden relative to natives. Immigrants in the second- 

and third-generation on average have more years of schooling than natives. It is also 

worth mentioning that years of schooling increases in each immigrant group studied 

from the second-generation to third-generation. Our results also suggest that the human 

capital transmission between the second- and the third generation is positive and as 

pointed by Hammarstedt and Palme (2012) this is probably because of the lack of public 

support in the source country. The results on human capital, implies divergence from 

the population mean between immigrants and natives, which lies in line with the results 

by Hammarstedt and Palme (2012). 

When considering earnings between immigrants and natives, our study shows that 

immigrants in the second- and third-generation face an earning disadvantage relative to 

natives; meanwhile, the first generation has an earning advantage relative to natives. 

This can be explained as when the first-generation immigrants migrated to Sweden the 

labor market flourished and all immigrants assimilated into work immediately, and they 

started to work even more than natives which are explained by Hammarstedt (2009) that 

immigrants in the first-generation were positively selected in Sweden. Therefore, 

immigrants’ earnings even exceeded the native’s earnings. However, over time, natives 

catch up and exceed immigrants’ earnings. Our results on the intergenerational mobility 

of immigrants in Sweden suggests that there is a divergence from the population mean 

in earnings in the second-, and third-generation. This is no different from the results of 

Hammarstedt (2009) and could be because second- and third-generation faced different 

labor market conditions. Where the possibilities of easily get a job and earn an income 

were different relative to the first-generation.  

 

The measures are done on how the earnings in previous generations Affect the earnings 

of the succeeding generations suggest that the average earnings of the first generation, 

has a positive effect of 0.0849 log points on the earnings of second-generation and is 

statistically significant. When considering the third-generation, our results show that the 

average earnings from the first-generation have a negative effect of 0.624 log points 

while the average earnings of the second-generation have a positive effect of 0.243 log 

points.  
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When measuring the importance of ethnic capital on the second- and third-generation 

immigrants in Sweden, our results are not fully in line with Borjas (1992) study on the 

ethnic capital in the US. According to Borja´s, ethnic capital plays a significant role in 

intergenerational mobility for both second- and third generation. This due to that labor 

market performances for the second- and third-generation immigrants are more similar 

to natives, and therefore as a whole, the group will perform better. Our result shows that 

the ethnic capital of the first-generation has a negative effect both on the second- and 

third-generation immigrants in Sweden. They are implying that Borjas assumption that 

first-generation ethnic capital will, to a larger extent affect second-generation more, and 

in a positive way in comparison to the third-generation is not what our results show of 

immigrants in Sweden. Instead, we find that the third-generation will be positively 

affected by the ethnic capital of the second-generation of 0.768 log points on earnings 

and is statistically significant. The results of immigrants in Sweden in comparison to 

Borjas in the US can be explained by Alden and Hammarstedt (2004) that the result of 

the find of that different ethnic groups differs in human capital investments, which leads 

to different performance in the labor market. However, overall our result shows that 

average first-generation earnings do affect the second-generation negatively but with 

more time spent in the host country this changes and ethnic capital from the second-

generation acts like an externality in the human capital process for the third-generation. 

This draws us to the conclusion that parents investments choices in human capital, and 

the performance of ethnic groups in the labor market will affect succeeding generation. 

Our result provides us with evidence that both human capital and ethnic capital needs to 

be included in the process of examining the labor market outcome for immigrants. 
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