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Abstract 

The purpose of this essay is to study what impact immigration has on the Swedish income 

distribution for the period 1992-2005. This essay uses a two-folded approach to study the 

income distribution, first an income inequality measure will be investigated in order to find if 

the inequality increases or decreases by the increased immigration. Secondly, we estimate a 

quantile regression for the 10th, 50th and 90th percentiles for the period 1992, 1995, 2000 and 

2005, together with an OLS regression in order to find the income gap between the immigrants 

and natives, which is analysed for males and females separately. The study found that the inflow 

of immigrants increased income inequality in the lower tail of the income distribution. 

Immigrants at the upper tail of the income distribution is doing relatively better than the 

immigrants in the lower tail of the income distribution. Conclusively, independently of gender, 

the income gap between immigrants and natives is almost three times as large in the lower tail 

of the income distribution relative to the upper tail of the income distribution.  
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1 Introduction 

Immigration into Sweden has increased since the after-war years of World War II (see 

subsection 2.1). Income inequality has followed similar upward trends since the earliest studies 

made in 1975 (see subsection 2.2). Could these two trends have a causal relationship?  

The purpose of this essay is to find out to what extent immigration in Sweden has 

affected the income distribution under the period 1992-2005. It has been an uprising topic in 

the Swedish politics due to right-wing populist political parties such as the Swedish Democrats 

who have brought up the attention of anti-immigration policies (Östling, 2017). Enhancing our 

knowledge in this topic could lead to a deeper understanding of what potential effects 

immigration have on the income distribution and if it explains a part of rising income inequality 

in Sweden. 

This essay uses a two-folded approach to analyse income inequality in Sweden 

between immigrants and natives. First, to solve for different income inequality measures in 

order to derive the differences in income inequality. This is done by calculating the Gini 

coefficient for two different measures, one with the whole sample and the other without 

including the immigrants, and then compare these two values. Secondly, with the help of a 

quantile regression together with the OLS regression estimate the income gap between 

immigrants and natives across different percentiles in the income distribution.  

Our findings support an increase in income inequality due to the increased immigration 

into the Swedish income distribution. Despite immigrants having a higher educational 

attainment relative to the natives, the results show a higher income gap between the immigrants 

and natives at the lower tail of the income distribution in comparison to the upper tail of the 

income distribution. This is the case for both female and male immigrants relative to the natives.  

The structure of this essay is as follows: section 2 describes a short historical summary 

of the Swedish immigration and income inequality trends, section 3 provides the literature 

review, section 4 describes the theoretical framework, section 5 describes the data used, section 

6 describes the empirical framework, section 7 presents the results and discusses the outcome, 

and section 8 concludes the essay. 
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2 Historical Summary 

2.1 History of the Swedish immigration 

Sweden has for a long time been a country of emigration, where approximately 1,3 million 

Swedes chose the United States, Australia, Canada and South America as their new home 

between 1850-1930 (Migrationsverket, 2019). However, this changed when the number of 

immigrants in Sweden increased rapidly during the post-war years from World War II. One per 

cent of the population in Sweden was born abroad in 1940. Three decades later, the amount of 

foreign-born in Sweden accounted for seven per cent of the population. In 2005, approximately 

12 per cent of the Swedish population was foreign-born. Besides the rapid increase in 

immigrants, the characteristics of the immigrants also changed over time (Hammarstedt and 

Shukur, 2007). The increased immigration into Sweden and the changed characteristics of the 

immigrants has brought interest into analysing the effects on the income distribution due to the 

increase supply in the labour market. 

The post-war years from World War II led many refugees to Sweden. The refugees 

from Eastern Europe and Western Europe were well educated and therefore could adapt well 

into the Swedish labour market. As a result, the immigrants and native’s income were relative 

on pair. Majority of the labour force immigration whom origin from Finland or Southern Europe 

between 1950-1970 consisted mainly of low educated workers.  Due to the strong Swedish 

industrial and economic expansion, the labours force immigration also did relative well in 

Sweden and had a lower unemployment rate than the natives (Hammarstedt and Shukur, 2007). 

The increased immigration held down the wages for the low-paid workers and as a 

consequence, Sweden introduced a more restrictive immigration policy during the late 1960s 

(Hammarstedt and Shukur, 2007). Those who wanted to immigrate to Sweden required to have 

a job offer and guaranteed residence. The application would only be granted if Sweden needed 

the foreign labour workforce. If the unemployed people in Sweden could carry out the work, 

the residence permit would be declined. This was, however, not applied towards the population 

in the Nordic countries, refugees or family members who wanted to reunite with their family in 

Sweden (Migrationsverket, 2019). 

The character of immigration started to change during the 1970s from being labour 

force immigration to immigration of refugees (Hammarstedt and Shukur, 2007; Hammarstedt, 

2001). Until the mid-1970s, most of the immigrants from non-European countries was 

explained by the return migration of Swedish citizens. Between the mid-1970s and 1980s, the 
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characteristics of the immigrants consisted mostly of refugee immigration from Latin America, 

Asia and Africa (Hammarstedt and Shukur, 2007).  

One of the broader immigrations into Sweden occurred during the late 1990s and the 

early 2000s. The ethnic cleansing and the Yugoslavian civil war forced a lot of the citizens out 

of Yugoslavia. Sweden experienced a big shock of immigrants and at this time has not happened 

since the after-years of World War II. Approximately 100,000 former Yugoslavians, mostly 

Bosnians, found Sweden as their new home (Migrationsverket, 2019).  

2.2 Swedish Gini index 

The Gini Index is used to represent the income distribution of the Swedish population and is a 

commonly used measurement of income inequality. According to SCB (2018), the Swedish 

income inequality has been continuing to trend upwards and has been doing so since the earliest 

studies made in 1975. Since 1991, the economic standard has increased by 60 per cent. 

However, economic development has not been as beneficial for all groups, and income 

differences have increased (SCB, 2018). 

 

 
 

Figure 1 illustrates the income inequality for Sweden with and without capital gains between 

1991-2016. Based on the figure, the Swedish income inequality has increased by 7,1 percentage 
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point when excluding capital gains1 or 9,6 percentage point by including capital2 gains between 

1991 and 2017.  

3 Literature review 

Many studies have been done regarding immigrants’ earnings assimilation in Sweden as well 

as other countries. Most of these studies concludes similar results in the sense that earnings 

increased at the same rate for immigrant workers relative to the native workers as their years in 

the destination country increases, but the immigrants' earnings never catch up relative to their 

counterparts. The earnings assimilation for immigrants in Sweden that origin from a European 

Country is, however, higher than for immigrants who origin from a non-European country 

(Hammarstedt, 2001; Hammarstedt and Shukur, 2007). 

Instead of analysing the earnings gap through assimilation, one should study the 

earnings gap throughout the earnings distribution (Hammarstedt and Shukur, 2007). The 

earnings gap could be explained by the difficulties in entering the labour market for the 

immigrants upon arrival and therefore, stuck in unemployment for a more extended period. 

According to the authors, a longer period of unemployment is often associated with lower 

earnings. Therefore, immigrants who have difficulties to enter the labour market are 

concentrated at the lower tail of the income distribution. The authors believed that immigrants 

human capital is not fully transferable to the Swedish labour market and therefore, have a risk 

of facing discrimination in the labour market and have lower chances of reaching the upper tail 

of the earnings distribution.  

The impact of immigration on the lower tail of the earnings distribution has also been 

studied by Gordon and Dew-Becker (2007). Gordon and Dew-Becker found to some extent; 

the impact of immigration has adverse effects on the lower tail of the income distribution. The 

shares of immigrants in the U.S. population increased from 0.1 per cent in 1960 to 0.4 per cent 

in 2002, and since 1990, foreign-born workers outnumbered the African American workers. 

The increase in immigrants reduced the real wages for both foreign-born and native workers. 

By 2004, foreign-born workers had 24 per cent lower wages than a native-born (Ottaviano and 

Peri, 2012). This was previously interpreted as a decline in skills among the immigrants; 

                                                 
1 Disposable income excluding capital gains is the total of all incomes and transfer payments minus taxes and 
capital gains. 
2 Disposable income including capital gains is the total of all incomes and transfer payments minus taxes. 



 

5(22) 
 

however, Ottaviano and Peri claimed that a rise in competition and demand for high-skilled 

workers is the explanation of the wage differences. 

Hammarstedt (2001) studied the differences in the disposable income between 

immigrants and natives in Sweden, as well as the probability of a low disposable income for 

the recently arrived immigrants. Due to the changes in characteristics of the immigrants from 

labour force immigration towards refugee immigration, Hammarstedt believed that the recent 

immigrants are grouped in the lower disposable income as their education and productivity are 

believed to be lower. Hammarstedt found evidence of a decreased employment intensity and 

increased unemployment amongst the recently arrived immigrants. Immigrants from Nordic 

countries had in general higher disposable income relative to those who immigrated from a non-

Nordic country and especially from a non-European country. Hammarstedt also found evidence 

of a higher probability for lower disposable income for the most recently arrived immigrants 

and therefore, remains weak. 

Hall and Farkas (2008) studied if the human capital could raise earnings for the low-

skilled immigrants in the U.S. Their analysis consisted of immigrants working in similar 

occupations and industries as the natives. They also had similar returns to completed years of 

schooling and their wage gain over time is also somewhat similar. The authors could find that 

immigrants earn approximately 24 per cent less than the natives and have less chance of 

working in managerial or supervisory jobs. These results suggest that the foreign-born workers 

may suffer from barriers to mobility or wage discrimination and therefore remains in the lower 

tail of the income distribution. 

One of the most popular explanations for earnings differences between immigrants 

and natives and increased wage inequality is explained by the skill-biased technological change 

(Gordon and Dew-Becker, 2007; Orrenius and Zavodny, 2018). Early studies in the U.S. have 

proven that a firm's demand for low-skilled workers have reduced as the technology has 

improved over time. Since the 1970s, wages have increased as well as the quantity of college 

graduates, therefore the demand has shifted towards high-skilled workers who have been 

favourable for the top 10th percentile of the income distribution (Orrenius and Zavodny, 2018).  

Lindquist (2005) found similar results for Sweden as the upward trend in income 

inequality is explained by the returns to higher education. The increased income inequality 

between low- and high-skilled workers is demand driven and is explained by the presence of 

capital-skill complementarity in the production. The capital investments caused an increase in 
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efficiency in production and raised the ratio of effective capital inputs per high-skilled worker. 

As a result, the relative demand and market return have been favourable for the high-skilled 

workers relative to the low-skilled workers. 

Korpi (2008) was interested in studying if the size of the Swedish labour market has 

any effects on wage inequality. The author found that increased labour supply explained the 

rise of wage inequality when controlling for labour market diversification, human capital, 

migration, age structure and employment. According to Korpi (2008), increased population size 

increases the wage inequality and the effects are more significant for the high-income earners 

relative to the low- and medium-income earners. The growth of the Swedish three largest areas  

has experienced an increase of 300,000 individuals for the past 15 years, and the pattern shows 

a continued growth and is mainly explained by increased immigration. This would imply that 

the inequality of wages will continue to rise as long the population of Sweden continues to 

increase. 

Andersson and Hammarstedt (2012) studied recently arrived immigrants from 

countries who recently joined the European Union (EU) and what effects it brings on to the 

existing countries labour market in the EU. In 2004, ten newly joined countries3 gained free 

access to the labour market in Sweden, Ireland and the United Kingdom. As a result, the 

Swedish labour force had an increase with 40,000 newly immigrated workers from the newly 

joined EU countries. The authors were interested in analysing how the immigrants manage in 

the Swedish labour market, the income differences between the immigrants and natives who 

origin from these ten countries, as well as what effects it brings to the Swedish income 

distribution. One of their findings found that the natives are underrepresented in professions 

that do not require any education. Furthermore, the immigrants are underrepresented in 

professions with the requirements of a college- or a university degree. Therefore, immigrants 

from the newly joined countries in the EU have a lower income in comparison to the existing 

immigrants who origin from already existing member states in the EU. 

Roine and Waldenström (2012) studied the effects of capital gains4 in the Swedish 

income inequality. Previous studies have shown that income inequality has been increasing in 

many developing countries in the most recent decades, which are explained by the increase in 

the upper tail of the income distribution; therefore, the top income earners have to be taken into 

                                                 
3 Estonia, Latvia, Lithuania, Cyprus, Malta, Slovenia, Slovakia, Czech Republic, Hungary and Poland. 
4 Capital gains is the profit of selling a capital asset (investment or real estate) at a higher price than the initial 
purchase price. 
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consideration when analysing income inequality. The capital gains are often considered to be 

the largest source of income for the top income earners, which has also been shown to increase 

in many countries during recent years. Roine and Waldenström conclude that capital gains 

contribute to an increased income inequality and have been doing so since the 1980s, however, 

it is only exclusively noticeable on the top-income earners. Immigrants with high education and 

who belongs to the upper tail of the income distribution is found to have lower capital gains 

relative to the natives for several reasons, Wind and Hedman (2018) found that a higher social 

status could profit from increasing housing prices. The status of being an immigrant put the 

individuals into a disadvantage and as a result, earns a lower capital gain relative to the natives. 

In addition, the reforms of the Swedish housing market have contributed to inflated house prices 

and the lack of knowledge of the urban housing market has further put a larger disadvantage 

for the immigrants and therefore, immigrants have barely profited in comparison to the natives. 

As a result, the income inequality has increased between immigrants and natives. 
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4 Theoretical framework 

4.1 Labour market effects 

One of the most discussed topics concerning migration is related to the native’s fear regarding 

the competition of foreign labour. When immigration occurs, supply in the labour market shifts 

and leads to a new equilibrium. The shape of the labour demand and supply are crucial parts 

that decide the outcome in the new equilibrium for the natives (Bauer and Zimmermann, 1999). 

The neoclassical theory implies that immigrants are either substitutes or complements to native 

workers. A substitution effect theoretically implies that increased supply in the labour market 

will reduce the employment and wages for native-workers as the immigrants compete with the 

same jobs as the natives-worker (Gordon and Dew-Becker, 2007). However, in the long-run, 

immigration could also bring positive effects which increases the native’s wages and 

employment; this is explained by the increase in demand for consumer goods as the immigrants 

settle in the country (Bauer and Zimmermann, 1999). Analysing the income distribution with 

consideration of the labour market effect could help us understand what effects the impact of 

immigration brings to the income distribution and how it affects income inequality. 

Most of the high-income countries in the world have experienced an increased 

immigration flow since the beginning of the 2000s. Whether the labour supply shock causes 

positive or negative effects in employment and wages is, however, an important question that 

has been studied for a longer period and there is no absolute answer for all scenarios. In order 

to evaluate immigration policies, it is essential to find evidence of what effects immigrants 

causes in the labour market. Immigrants who origin from developing countries will earn lower 

earnings due to their immigrant background; therefore, when entering a new country, these 

immigrants will be misallocated when they are being grouped with the native-born individuals5  

(Bratsberg et al., 2014). 

4.2 Human capital theory 

In the field of economics, human capital theory is the most frequently used approach for 

explaining earning differences. Human capital theory studies the economic benefits of an 

individual’s underlying individual characteristics that could benefit individual earnings. In 

particular, the market rate return to investments in education and work experiences, but also for 

                                                 
5 While holding work experiences and human capital characteristics constant. 
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other unobservable characteristics such as intelligence, talents and ambition. As an individual 

grow older, it is assumed that the work experience increases, skills related to the job are 

perfected and the social networks are extended and strengthened. Therefore, the earnings should 

be upward trending as an individual grows older and gains more knowledge (Hall and Farkas, 

1999; Korpi, 2008). 

A higher educated individual is often assumed to be more productive, and it could be 

reflected in their earnings. The variation in the distribution of education would, therefore, 

expect to affect income inequality as the share of higher educated individuals changes in a 

population. At a specific breakpoint, when the share of higher educated increases, one could 

assume that income inequality would also increase. A higher educated labour force is assumed 

to be a more common feature in a broader labour market in relative to smaller ones and could 

imply that increasing inequality is positively correlated with the size of the labour market 

(Korpi, 2008). According to Mincer (1996), human capital acts as a primary key in a macro 

level aspect regarding the growth theory. A few central parts of the process in economic growth 

is the common stock and the growth of the human capital, which therefore makes it interesting 

to study the impact on the income distribution, not least in Sweden. The growth theory 

essentially explains the positive externalities and spill over effects of a knowledge-based 

economy drives the economic development. 

According to the economic literature, it is not necessarily in the way that native-born 

workers in high populated immigration areas earn lower earnings than workers with similar 

skills and characteristics in low-populated immigration areas (Card, 2005). Human capital is 

not always transferable from the previous labour market to the newly joined labour market. 

There could also be other possibility of a lower income despite the human capital characteristics 

are similar between natives and immigrants; the possibility of discrimination; immigrants could 

face a high risk of being discriminated in the labour market, which may contribute to 

immigrants being prevented from getting a greater job with higher earnings despite having high 

education. Therefore, it is essential to consider human capital when studying the earnings 

differential in order to find potential answers. Immigrants who enters the Swedish labour market 

may also face barriers when trying to enter the labour market, which could be explained by the 

difficulties of perfectly transferring their human capital or due to discrimination (Hammarstedt 

and Shukur, 2007). Hence, it may affect the income distribution in Sweden, as the increasing 

immigration face difficulties when adapting to the Swedish labour force.    
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5 Data 

This study will be conducted using cross-sectional data provided by the Luxembourg Income 

Study (LIS). LIS is the largest accessible income database of microdata collected from many 

high- and middle-income countries across the world. These datasets are collected through 

household surveys made by respective government agencies for each country; in this case, the 

data origin from Statistics Sweden (the central government authority for official statistics in 

Sweden). A drawback of using the LIS database is the data accessible for Sweden have intervals 

of about three to five years for each dataset, meaning that it is harder to capture the annual 

income inequality changes. This study will use available data from the years 1992, 1995, 2000 

and 2005. Each of the datasets includes around 28,000 to 37,000 observations and restricted to 

the age from 18 to 95 years old. 

This study will focus on the observations of the age of 20 to 65 following the step of 

previous studies by Hammarstedt and Shukur (2007). The age of 18 to 19 is usually an indicator 

for individuals graduating high school, and therefore, the age of 20 could potentially serve as 

an indicator whether the individuals have started to enter the labour force or if they decide to 

continue to educate themselves for higher education. 

It should be noted that the disposable household income depends on two main 

components; factor income and transfer income. The factor income includes the income from 

labour and capital while the transfer income provides the income data from pensions, public 

social benefits (excluding pensions) and private transfers. The disposable household income is 

expressed in Swedish Krona (SEK) and is written in annual terms. In order to analyse the impact 

of immigration on the Swedish income distribution, we use the equivalence scale to transform 

the disposable household income from a certain number of household members into one 

equivalent adult member. This is done by dividing the disposable household income by the 

square root of the number of household members. 

The number of immigrants and natives in our study is presented in Table IV. In 1992, 

the number of immigrants amounted to 686 individuals, while the number of natives amounted 
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to 17,273. For the year 1995, the number of immigrants amounted to 1,011 while for the natives 

control group amounted to 18,138. In 2000, the immigrants consisted of 2,459 samples, while 

the natives amounted for 16,067. Finally, in 2005 the number of immigrants controlled for 2,096 

and the number of natives 12,481. In per cent terms, the immigrant shares presented for each 

of the data consisted of 3,8 per cent in 1992; 5,3 per cent in 1995; 13,3 per cent in 2000 and 

finally, 15,4 per cent in 2005. This implies that the number of immigrants conducted in our 

study has increased four times as much between the first mentioned and last-mentioned dataset. 

Table V shows that educational attainment varies between natives and immigrants. 

Low education is the completion of less than an upper secondary education, also referred to the 

ISCED 20116 level zero, one or two. A medium education is the completion of upper secondary 

education, also referred to the completion level three or four. Finally, high education is the 

completion of tertiary education, also referred to the completion at levels five to eight. In 1992, 

immigrants tended to have lower education in comparison to the natives across all education 

levels. In 1995, the natives tended to have lower education in comparison to the immigrants 

across all education levels. In 2000, the education level tended to be very similar for immigrants 

relative to the natives. Finally, in 2005, the native tends to have a higher educational level 

                                                 
6 ISCED stands for the International Standard Classification of Education. 2011 stands for the third developed 
version made in 2011 of the ISCED, which includes 9 levels of education. 
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relative to the immigrants. Educational attainment is essential to have into consideration when 

analysing their income as immigrants tend to face barriers upon arriving into a new country. 

Lack of specific knowledge about how to enter the labour market or difficulties transferring the 

human capital into the new country and discrimination are the most discussed issues in previous 

studies regarding the relationship between income and education relative to immigrants 

(Hammarstedt and Shukur, 2007). Therefore, it is worth mentioning similar education does not 

equal to similar income as underlying factors are affecting the outcome. 

This section concludes with some descriptive over the variables used in our analysis. 

Table I in the Appendix A shows us that the mean value of disposable income for natives are 

higher than for immigrants across all datasets. The maximum disposable income is almost twice 

as high for the richest native compared to the richest immigrant. The average age in our datasets 

for both immigrants and natives is around 40-41 and has an average of 1-2 children's in their 

household. Majority of the individuals in our sample is married, and the sex is evenly distributed 

across the datasets. Our study includes in total 64,524 observations, where 59,204 consist of 

natives and 5,320 are immigrants.  

Table II in the Appendix B gives us a more in-depth understanding of the annual 

disposable income, which is sorted by the percentile ranks across the income distribution. There 

is only one case where the immigrants income is higher than for the natives, i.e. in 1992, 

immigrants first percentile has approximately 2,000 higher income relative to the natives.  

6 Empirical framework 

The aim of our empirical framework is twofold, firstly, we will estimate two inequality 

measures in order to control for any direct effects of immigrants impact on income inequality. 

Secondly, estimate the differences in disposable income between immigrants and natives 

throughout different percentiles of the income distribution. 

In order to check for any income inequality effects due to the impact of immigration, 

two estimates of the Gini coefficient will be calculated. The first estimation includes the total 

sample of our data while the second estimation excludes the immigrants. By doing this, one 

could derive two different values of the Gini coefficient and find any increase or decrease in 

the income inequality when immigrants are considered. The full results are presented in 

subsection 7.1. 
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The second part of our empirical framework is to use the quantile regression and the 

OLS regression in order to find the income gap between immigrants and natives across the 

income distribution as well as the average income gap between immigrants and natives. In order 

to analyse to what extent immigrants, affect the various percentiles, we control for different 

factors such as age, education, area of residence, civil status and number of children in the 

household (See Table I in the Appendix A). The reason why we are not only using OLS is due 

to its’ limitation; a simple OLS cannot estimate the coefficient parameters in the different 

percentiles in the income distribution. Thus, the usage of quantile regression enables us to 

estimate both the lower tail of the income distribution as well as the upper tail of the income 

distribution. The advantage of using the quantile regression is that the method allows us to 

understand the relationship between variables outside of the mean, which is in general more 

interesting to analyse in comparison to the OLS, which only provides information for the 

average disposable income between immigrants and natives in our data, however, the OLS 

regression will be estimated in order to compare with the percentile income gaps. In this study, 

we will estimate for the 10th, 50th and 90th percentiles for the years 1992, 1995, 2000 and 

2005. The estimation will also be separately for female and male in order to see if there are any 

income differences between the two different sexes. The quantile regression model is similar 

to the study by Hammarstedt and Shukur (2007) and is written as follows: 

 

��(�����) = �� + ���� + ���� + ���� + ���  

 

Where the C is a constant term, and the vector X includes human capital variables, age at the 

time of the survey and the highest completed level of education. The variable I is a dummy 

variable indicating whether the individual is a native or immigrant. The vector Z includes the 

control variables: number of children in the same household, marital status and the region of 

residence.  

The dependent variable used in the analysis is the logged equivalence disposable 

household income. The benefit of using the log allows us to estimate the changes in percentage 

and not in Swedish Krona. 

The first explanatory variable of interest is the dummy variable immigrant, as our 

primary purpose in the essay which is to find what effects immigrants have on the income 

distribution and is, therefore, a crucial variable for the essay. We expect the coefficient 
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parameter to be statistically significant and negative as we expect the disposable income to be 

lower for the immigrants (See Table II in the Appendix B). 

The variable education provides information about the individuals highest completed 

level of education and is divided into three different categories (low, medium and high) in the 

LIS database. The medium category is used as the base category. It would be ideal to use 

substitute the education variable with an occupation variable as the data has proven that it is not 

required to have high education in order to obtain high income; however, LIS database has not 

any suitable data that could be used.  

The explanatory variable age is the age of the respondent at the time of the survey. As 

we will assume the younger the individuals are, the less they earn and therefore provides a 

lower disposable household income in comparison to an individual at a higher age which has 

potential work experience carried in their bag. 

The control variables included explains underlying factors that could affect the income 

in different ways. The number of children describes the number of own children living in the 

same household. An additional child in a household often reduces the income due to childcare. 

Marital status is often associated with higher income if they are married in comparison to 

individuals who are single. 

We expect the coefficient parameter for age, higher education and marital status to 

have positive values. As mentioned in the theoretical framework, the older an individual grows 

and the further an individual educate themselves, it is expected to increase the earnings for the 

individual as their human capital grows. A positive coefficient parameter on marital status could 

be explained by the support of their respective partner.  

We expect the coefficient parameter for age squared, low education, children and 

immigrant to be negative. As mentioned in the theoretical framework, despite the increased 

earnings as one grows older, the increase is at a decreasing rate. The negative coefficient 

parameter on the low education is expected due to the medium education, which acts as our 

base category. The reasoning behind the expectation of a negative coefficient parameter on the 

variable children is due to a decrease amount of time spent working as they are dedicated to 

spending more time with their children. The negative coefficient is expected for immigrants as 

mentioned in our literature review and the theoretical framework, i.e. the immigrants could 

either face discrimination, have a hard time entering the labour market due to the transfer of 

human capital is not perfect or are in general low educated. It could however be the opposite as 
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the educational attainment is higher for the immigrants relative to the natives as shown in the 

section 5. The results are presented in subsection 7.2. 

7 Results and discussion 

7.1 Inequality measures 

Table I in the Appendix A shows the mean disposable income for natives being around 20,000 

greater than for the immigrants. Given the educational attainment provided in Table V in the 

section 5, one could imply that human capital is not entirely transferred into the labour market 

in Sweden. 

Figure 2 presents the Gini-coefficients with and without immigrants for the period 

1992-2005. The Gini-coefficient is lower without any immigrants included as one could expect 

as we saw in Table II in the Appendix B, where the immigrants had a lower disposable income 

in comparison to the natives. The income inequality from the year 2000 is the largest amongst 

the four datasets, which is also the dataset which had the most immigrants included. As we can 

see in Table IV in the section 5, the immigrant share increased by 10 percentage point from 

1995 to 2000 (See Table VII in the Appendix C for the specific Gini coefficient values in each 

dataset). 

 

 

Figure 2. Source: LIS Database (Accessed: 16 May 2019), own calculations. 

Note: The y-axis does not show the whole scale. 
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The income inequality shown in Figure 2 indicates that year 2000 had a large spike of increased 

income inequality. The dataset for 2000 is most likely the year where a lot of the refugees 

arrived from the Yugoslavian Civil War and had difficulties entering the Swedish labour market 

upon arrival. In 2005, the Gini index almost fell back to its previous measure in 1992-1995. 

The drawback of the Gini is, however, that it does not provide any information about where in 

the income distribution the inequality occurs, therefore is just an informative measurement to 

show that inequality exists. An additional measurement of the relative percentile gaps could act 

as a complement relative to the Gini Index, which could explain what percentiles in the income 

distribution is mostly affected by the increase/decrease in inequality. Figure 3 illustrates the 

relative percentile gaps for 99/1, 90/10, 99/90 and 10/1 (See Table III in the Appendix D for 

the specific values in each dataset). 

 

 

Figure 3. Source: LIS Database (Accessed: 16 May 2019), own calculations. 

Note: The y-axis scale values are different in each of the figures. 

 

Figure 3 shows the relative percentile gaps for immigrants and natives separately. The 99/1 

income inequality ratio takes the whole income distribution into consideration, the 90/10 ratio 

removes the most outer percentiles of the income distribution and covers the 10th to 90th 
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percentiles. The 99/90 covers the upper tail of the income distribution and the 10/1 ratio covers 

the lower tail of the income distribution. The 99/1 ratio is larger when immigrants are included 

in the sample in comparison to the 90/10 ratio, indicating that the immigration are clustering 

either at the upper- or lower tails of the income distribution. The large increase in 10/1 ratio at 

1995, indicates that the immigrants tend to cluster in the lower tail of the income distribution 

as there is close to zero changes for the 99/10 ratio. 

The conclusion can be drawn from the inequality measures that the impact of 

immigrants affects the lower tail of the income distribution while the upper tail of the income 

distribution remains the same, which results in an overall increased income inequality in 

Sweden. 

7.2 Regression results 

Table VI in the Appendix E presents the results from the full model specified in section 6. Each 

of the four datasets is analysed separately, as well as the effects of the explanatory variable for 

males and females, respectively. As one could expect, the earnings differential between 

immigrants and natives is larger at the lower tail of the income distribution than at the upper 

tail of the income distribution as illustrated in Table VII (coefficient parameter for explanatory 

variable immigrants in per cent changes taken from the full results in Table VI in the Appendix 

E). 

The size of the earnings gap, however, differ between male and female across the four 

datasets. The income differential between the male immigrants relative to the natives at the 

lower tail of the income distribution is 18,7 per cent in 1992; in 1995 the income difference was 

24,4 per cent; in 2000 the income differential rose up to 33,6 per cent and finally, in 2005 the 

income differential were 30,2 per cent. Similar results are found for the income gap between 

female immigrants relative to the natives at the lower tail of the income distribution. The income 

gap for females in the lower tail of the income distribution is 14,3 per cent in 1992; 19,3 per 

cent in 1995; 29,5 per cent in 2000 and finally, 28,8 per cent in 2005. Note that the income gap 
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in 1990, at the 90th percentile between immigrants and natives is not statistically significant at 

conventional level (see Table VI in the Appendix E). 

Our findings explain that the lower tail of the income distribution is supported by 

Gordon and Dew-Becker (2007) as their findings are similar to our results, as the immigrant 

share grows in the country, the immigrants are mostly clustered in the lower tail of the income 

distribution. The results also indicate that the immigrants have larger income gap for the most 

recent years, which is also similar to what Hammarstedt (2001) found in his paper. 

Hammarstedt explained that possible explanation is the increased unemployment among the 

immigrants due to their lower education and productivity; however, the immigrants in our data 

have very similar if not higher education relative to the natives. According to Hall and Farkas 

(2008), the income gap despite having similar characteristics in human capital is explained by 

the discrimination or skill-biased technological change. The change in demand for high-skilled 

workers should essentially benefit the immigrants, however, if their skills are not perfectly 

transferred into the Swedish labour market, they have a higher risk of facing discrimination and 

therefore are expected to have a lower income. The clustering of immigrants in the lower tail 

of the income distribution could also affect the labour market equilibrium to a larger extent as 

the competition could potentially be between the foreign-born and has no or little effect on the 

native workers.  

If we instead look at the upper tail of the income distribution for both males and 

females across the four datasets, we find that the male immigrants earnings gap relative to the 

natives is not as large as it is for the lower tail of the income distribution. In 1992, the earnings 

gap between male immigrants relative to the natives was 6,5 per cent; in 1995, 7,1 per cent; in 

2000, 11,9 per cent and finally, in 2005 the earnings gap was 12,5 per cent. If we look at the 

female immigrants relative to the natives the earnings gap in 1992 was 2,4 per cent; in 1995, 

9,3 per cent; in 2000, 10,4 per cent and finally, in 2005 the earnings gap was 10,3 per cent. Note 

that the income gap in 1990, at the 90th percentile between immigrants and natives is not 

statistically significant at 99th, 95th and 90th per cent. The 50th percentile is not statistically 

significant at 95th and 99th per cent.  

Another important factor to consider regarding the upper tail of the income distribution 

is the capital gains. As previously mentioned in section 2.2, income inequality is greater when 

including capital gains as illustrated in Figure 1. Taken Figure 1 into consideration, we 

mentioned in section 5 the minimum and maximum disposable income for immigrants and 
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natives. As one could interpret from Table I in the Appendix A, the maximum disposable 

income for natives are almost twice as large relative to immigrants. According to Roine and 

Waldenström (2012), the increasing income inequality is due to the capital gains at the upper 

tail of the income distribution. As the capital gains grow larger for the top earners, the gap 

between the richest and poorest keeps widening. The richest native relative to immigrants is 

twice as large meaning that the pace of increasing income is not in parity. 

Thus, our results indicate that the immigrants are doing relatively better at the upper 

tail of the income distribution in comparison to the lower tail of the income distribution; 

however, the income between the top earners’ natives relative to immigrants are still far away 

from parity. The earnings gap between immigrants and natives is more significant for the lower 

tail of the income distribution than for the upper tail of the income distribution. This is the case 

for both males and females, respectively. 

8 Conclusion 

The purpose of this essay was to study the impact of immigration on the income distribution in 

Sweden over the years of 1992-2005 based on the data from Luxembourg Income Study 

database (LIS). This have been done by measuring two inequality measures: a Gini coefficient 

measure and a percentile ratio income inequality. Then followed by estimating a quantile 

regression of the 10th, 50th and 90th percentile together with an OLS in order to see the income 

gaps between natives and immigrants across the different percentiles in the income distribution.  

The results from the income inequality measures is found to be lower without 

including immigrants in comparison to when immigrants are accounted for, as we could expect, 

since immigrants had a lower disposable income across the percentile ranks relative to the 

natives. The results from our estimation shows that greater income inequality is bound to occur 

in the lower tail of the income distribution compared to the upper tail of the distribution. The 

largest earnings differential is found in year 2000, the income gap between male immigrants 

relative to the natives was around 33,6 per cent. The largest income gap for females was around 

29,5 per cent between the immigrants and natives, which goes in the same direction as the 

findings by Hammarstedt (2001). Conclusively the results tell us that immigrants are doing 

relatively better at the upper tail of the income distribution compared to the lower tail of the 

income distribution, and this is the case for both females and males, respectively. 
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There are however some limitations regarding the data presented in this essay. Ideally, 

annual data would be preferred to be used in order to capture any increases or decreases in 

income inequality over the years where immigrants immigrated into Sweden. In the time span 

of 14 years, our analysis only include data for four points in time, i.e. 1992, 1995, 2000 and 

2005. A more detailed research could have been done with mot specific data over a longer 

period. Another drawback of our analysis is the lack of available data regarding the immigrants 

country of origin. If such data would be captured in the LIS Database, one could potentially 

explain the income gap due to the geographical differences. Although our analysis is based on 

the period where Sweden received a lot of immigrants from the Yugoslavia, there is no evidence 

of their origin is from Yugoslavia or other European or Non-European countries. 
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Appendix A 

Descriptive statistics over the variables used. 

 

 

Appendix B 

Overview of the average disposable income sorted by percentile ranks, in SEK. 
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Appendix C 

Gini coefficient for each of the dataset, respectively. 

 

 

 

Appendix D 

Overview over the percentile gaps. 
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Appendix E 

The full results from quantile and OLS regressions. 

 


