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ABSTRACT 

 
More than ½ of the foreign born workforce in the U.S. have no schooling beyond high school and about 
20 percent of the low-skilled workforce are immigrants. More than 10 percent of these low-skilled 
immigrants are self-employed. Utilizing longitudinal data from the 1996, 2001 and 2004 Survey of 
Income and Program Participation panels, this paper analyzes the returns to self-employment among low-
skilled immigrants. We find that the returns to low-skilled self-employment among immigrants is higher 
than it is among natives but also that wage/salary employment is a more financially rewarding option for 
most low-skilled immigrants. In analyses of earnings differences, we find that most of the 20 percent male 
native-immigrant earnings gap among low-skilled business owners can be explained primarily by 
differences in the ethnic composition. Low-skilled female foreign born entrepreneurs are found to have 
earnings roughly equal to otherwise observationally similar self-employed native born women. 
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1. Introduction 

Immigration has grown steadily over the last decades. Approximately 16 percent of the 

U.S. workforce was foreign born in 2007, a proportion that has more than doubled since its 7 

percent share in 1980, shown in Table 1.1 Over the same time period, self-employment grew 

strongly and immigrants continued to increase their share of business owners.2 Figure 1 reveals 

an increase of close to 7.5 million business owners from 1980 to 2007 and that immigrants’ share 

of self-employment increased from about 6.6 percent to approximately 17.4 percent.  

The composition of immigrants has also changed over the last few decades. Although 

many immigrants are highly educated and skilled, immigrants also represent a rising large share 

of the country’s low-skilled workers, defined here to be  those with no more than a high school 

diploma. Table 1 shows that while the immigrant proportion of the college educated workforce 

increased from 7.1 percent in 1980 to 15.2 percent in 2007, the immigrant share of skilled 

workers remains roughly equal to the overall proportion of immigrants in the U.S. workforce. 

However, over this period the share of immigrants in the low-skilled segment of the labor force 

more than tripled, from 6.7 percent to 20.4 percent, making low-skilled immigrants considerably 

over-represented among the least educated workers. 

Relatively little is known about the labor market performance of this large and growing 

group of immigrants. Low-skilled workers in general do not fare well in today’s skill intensive 

economy and their opportunities continue to diminish. Given that individuals in this skill 

segment of the workforce are more likely to have poor experiences in the labor market, and 

                                                            
1 The self-employment trends are generated using the 1980, 1990, and 2000 U.S. Census 5 percent Public Use 
Microdata Samples (PUMS) and the 2005, 2006, and 2007 American Community Survey (ACS). The sample is 
restricted to individuals between the ages of 16 and 67. In these data, individuals are defined to be self-employed if 
they report, in the class of worker question, being self-employed in an incorporated or not-incorporated 
establishment. 
2 We use the terms self-employed, entrepreneur and business owner synonymously. 
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hence incur greater public expenses, it is particularly important to seek and evaluate their labor 

market options. From the perspective of immigrant workforce integration, economic contribution 

and policy, it is also of importance to know specifically how low-skilled immigrants perform in 

the labor market. 

In this paper we focus on the labor market performance of low-skilled self-employed 

immigrants. Self-employment has been argued to be an important stepping stone for economic 

assimilation among immigrants (e.g. Cummings, 1980) and self-employed immigrants have been 

found to do better than their wage/salary counterpart (Lofstrom, 2002). It is however unknown 

whether the relative success among immigrant entrepreneurs hold among the ones with relatively 

low schooling levels. The research question we seek to answer is whether self-employment is an 

economically rewarding option for low-skilled immigrants. We address this issue by comparing 

low-skilled immigrant entrepreneurs to low-skilled immigrants working in the wage/salary sector 

as well as low-skilled native born business owners. 

A large number of business owners in the U.S. are low-skilled. In 2007, 6.9 million business 

owners did not have any education beyond high school, representing about 40 percent of the total 

number of self-employed (Lofstrom, 2009). Importantly, foreign born entrepreneurs play an 

increasingly important role. This is evident in recent data which show that the entire net increase 

from 1980 to 2007 of about 1.1 million low-skilled self-employed workers is due to immigrant 

entrepreneurs (Lofstrom, 2009). In fact, there are fewer native born low-skilled today compared 

to 1980. This is not due to a decrease in the low-skilled native self-employment rate. In fact, the 

self-employment rate for both native born low-skilled men and women increased from 1980 to 

2007, from 10.1 to 11 percent and 3.9 to 6.1 percent respectively for men and women, shown in 

Figure 2.  The self-employment rate among the low-skilled foreign born population increased 
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over the same period from 9.8 to 10.5 percent and 4.2 to 10.6 percent for men and women 

respectively. It is clear from this that self-employment now plays a particularly important role 

among low-skilled immigrants, especially foreign born women who are now slightly more likely 

to be self-employed than foreign born men.  

The economic returns to self-employment have previously been rather extensively examined.  

Studies from the 1980s find that potential wages and wage growth of entrepreneurs are higher or 

not significantly different from the wages and growth of paid employees (for example, Brock 

and Evans, 1986; Rees and Shah, 1986 and Evans and Leighton, 1989). However, Hamilton 

(2000) finds that most entrepreneurs have both lower initial earnings and lower earnings growth 

than they would receive in paid employment. He finds that earlier results indicating relatively 

high returns to self-employment may be influenced by a handful of high-income entrepreneurial 

“superstars”. The observed higher average earnings may thus not characterize the self-

employment returns of most business owners. He also points out that previous studies relied on 

data which lacked important information on the length of time in business. Differences in the 

returns to education and skill between entrepreneurs and wage/salary workers have also been 

addressed in the self-employment literature. This strand of the entrepreneurship literature 

generally finds that the earnings rewards to education are higher in self-employment than 

wage/salary employment (e.g. Parker and Van Praag (2006); Van der Sluis et al., (2008) and 

Hartog et al. (2010)).3 

Surprisingly, existing research on low-skilled self-employment, and the performance of low-

skilled entrepreneurs, is scant. Exceptions include two papers by Robert Fairlie (2004 and 2005). 

In these papers he analyzes earnings of disadvantaged entrepreneurs, based on both parental 
                                                            
3 Although estimates are not presented in this paper, the pattern of higher returns to education among business 
owners is also found in the primary data utilized in this paper, the Survey of Income and Program Participation 
(SIPP). 
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education and the individual’s education. Fairlie (2004) studies young less-educated business 

owners and finds that after a few initial years of slower growth, the average earnings for the self-

employed grow faster over time than the average earnings for wage/salary workers. Fairlie 

(2005) defines disadvantaged differently and focuses on family background (parents’ education). 

He finds some evidence that disadvantaged self-employed business owners earn more than 

wage/salary workers from disadvantaged families. Also relevant is Holtz-Eakin, Rosen and 

Weathers (2000). They analyze possible links between entrepreneurship and earnings mobility 

and find that low-income self-employed individuals moved ahead in the earnings distribution 

relative to those who remained in wage/salary work. 

This paper contributes to the limited existing research on low-skilled immigrants and low-

skilled entrepreneurship in several ways. To our knowledge, this is the first paper to analyze the 

labor market performance of low-skilled immigrant entrepreneurs in the U.S. We also build on 

Fairlie’s research by separately comparing and analyzing the earnings of low-skilled immigrants 

and natives. Furthermore, we do not limit our analysis to young workers (ages 22 to 39) but 

include individuals of all working ages (defined here to be ages 18 to 64).  

2. Comparing Earnings of the Self-Employed and Wage/Salary Workers 

A key objective of the paper is to assess the relative success of immigrant low-skilled 

entrepreneurs compared to low-skilled wage/salary workers. The measures of success used are 

based on total annual earnings because these outcome measures closely reflect the overall 

economic well being of individuals.  

An important issue to consider when comparing earnings between self-employed and 

wage/salary workers is the fact that self-employment earnings do not only represent returns to 

human capital but also returns to financial capital invested in the business. That is, reported self-
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employment earnings partially reflect a return to owner investments made in the business while 

wage/salary earnings do not. In addition to using total annual earnings, we therefore generate an 

alternative earnings measure, similar to Fairlie (2005). 

A second alternative approach entails subtracting a portion of the earnings of the self-

employed, which roughly represents owner returns to investments of resources – cash, inventory, 

equipment, and the like, net of debt -- in their small businesses. Hence, we utilize the reported 

dollar amount of business equity information available in our data (discussed below) and subtract 

from annual earnings an amount equal to five percent of this business equity, representing an 

inflation adjusted real return to a relatively risky investment. Use of the five percent figure is a 

reflection of the opportunity cost of capital. By assumption, alternative investments into which 

this business equity dollar amount could be deployed would be expected to earn a five percent 

real rate of return, roughly equivalent of a nominal return of eight to nine percent. By way of 

example, an owner reporting a $50,000 business equity amount, along with annual net profits of 

$40,000, would be assumed to have earned $2,500 as a return on her/his business equity 

investment. The balance – profits of $37,500 – is attributed to the owner’s returns for time spent 

working in her small business. We refer to this measure as “business equity-adjusted” earnings, 

which we interpret as an income measure that reflects only returns to human capital for both 

employed workers and the self-employed.  

Although we argue above that the use of a five percent real discount rate is reasonable in 

this setting, clearly the specific choice of a return to business equity to subtract from the reported 

annual earnings is ad hoc. The impact of alternative returns is that a higher interest rate leads to 

lower business equity adjusted earnings while a lower discount rate leads to more favorable 

comparison for the self-employed (a zero discount rate generates a measure identical to our total 
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annual earnings measure). Lastly, we note that the use of an assumed real return of five percent 

is similar to Fairlie’s (2004) approach and that given the relatively low levels of business equity 

among low-skilled entrepreneurs, the results are not sensitive to minor changes in the assumed 

discount rate. 

3. Data 

We use nationally representative individual longitudinal data from the 1996, 2001 and 2004 

panels of the U.S. Census Bureau’s Survey of Income and Program Participation (SIPP). The 

SIPP data contain individual demographic information as well as detailed information on labor 

market activities, business ownership and business characteristics.  

The surveys are conducted every four months (representing a “wave”) for, depending on the 

panel, roughly 37,000 to 47,000 U.S. households in each panel. The length of the panel is four 

years for the 1996 and 2004 panels while the 2001 panel followed individuals for only three 

years. Importantly given the focus on disadvantaged groups, SIPP panels over-sampled low-

income households. The data are nationally representative when the provided sampling weights 

are used. Each wave in the SIPP panels contain both core questions, common to each wave, and 

topical questions that are not updated in each wave. In addition to the key variables found in the 

core modules, we use information from two topical modules; immigration (which includes 

information on country of origin, citizenship status and year of arrival, collected in the 2nd  wave 

in each panel) and assets and liabilities (containing wealth and asset data, including business 

equity, collected once a year in each panel).4 

                                                            
4 Although the 2004 Panel was originally set to have 12 waves with a full set of topical modules, due to budget 
constraints, the topical modules were not collected for waves 9-12. Furthermore, the sample was cut by half for this 
time period. 
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The sample utilized is restricted to low-skilled individuals, men and women, between the 

ages of 18 and 64 in the survey period who report working at least 15 hours per week. 

Furthermore, we restrict our sample to individuals for whom immigration status is available and 

who are observed at least two years during the sample period. The latter restriction is necessary 

for our earnings growth analysis which relies on an individual fixed effects specification.  

We define an individual to be self-employed if she/he reported owning a business in the 

sample month and usually working at least 15 hours per week in that business. Similarly, 

individuals are defined to be wage/salary workers, or employees, if she/he does not report 

owning a business but work at least 15 hours per week in their current job. In addition to these 

labor market groups, we define additional workforce status groups which are used in lagged form 

in the empirical earnings models. Individuals reporting owning a business but devoting less than 

15 hours per week to it are defined to be part-time self-employed. Part-time wage/salary workers 

are those not owning a business reporting working for less than 15 hours per week in the 

reference month. We define a person to be unemployed if they reported experiencing at least one 

week of unemployment during the month and did not satisfy the criteria for being classified as 

self-employed or a wage/salary worker. A person is defined to be a welfare recipient if they 

received Supplemental Security Income (SSI), Aid to Families with Dependent Children 

(AFDC)/Temporary Assistance for Needy Families (TANF) or food stamps and did not satisfy 

the definition criteria for self-employment, wage/salary work or unemployment. Lastly, survey 

respondents who do not meet these criteria are defined to be not in the labor force. 

4. Descriptive Statistics 

We start by examining our annual earnings measures to see how low-skilled entrepreneurs 

compare to wage/salary earners, shown in Tables 2 and 3.  Our data show that low-skilled 
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immigrant entrepreneurs have higher average annual earnings than their counterparts in 

wage/salary employment and that this also holds among foreign born women. Interestingly, the 

data show that female U.S. born business owners earn less on average than U.S. born women 

wage/salary earners.  

The magnitude of the differences in average annual earnings depends on the earnings 

measure. Foreign born male business owners earn on average between 13 percent (business 

equity adjusted earnings) and 26 percent (total annual earnings) more than immigrant men in 

wage/salary employment. The corresponding average female immigrant self-employment 

advantage is somewhat lower, between 7 and 11 percent. Although immigrants earn less on 

average than their native counterparts, the mean earnings differences above indicate that self-

employment is a more financially rewarding option for foreign born entrepreneurs than it is for 

U.S. born business owners. Among native born low-skilled women, business owners have even 

lower mean earnings than their counterparts in wage/salary employment. 

A comparison of average earnings can be misleading if the success story among 

entrepreneurs is one of relatively few very successful business owners (Hamilton, 2000). A 

comparison of earnings by selected percentiles reveals that there is truth to this assertion among 

the low-skilled. The median annual earnings of low-skilled entrepreneurs -- U.S. and foreign 

born men and women -- are lower than those of low-skilled employees in the same group. 

Although the magnitudes of the self-employment disadvantage differ across our three measures, 

there is no instance in which median earnings are higher among business owners.  

The comparison of median earnings differences between wage/salary workers and business 

owners also indicates lower earnings among immigrants than natives. However, the self-

employment disadvantage is smaller among immigrants, indicating that self-employment is a 
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relatively more rewarding for the foreign born than it is among the U.S. born; a similar 

conclusion to the one reached by comparing average earnings. We also note that the self-

employment median earnings disadvantages shown in Tables 2 and 3 are very close to the mean 

earnings differences in the log of annual earnings, the measure used in our empirical approach 

below. In other words, the log transformation of annual earnings reduces the influence of the 

highest earning individuals and hence comparisons of mean log annual earnings are more in line 

with comparisons of median earnings. 

The observation that the average earnings are higher among low skilled business owners 

while the opposite is true when median earnings are compared shows that the most successful 

entrepreneurs have higher earnings than the most successful workers in the wage/salary sector. 

We next examine if this is due to relatively few very successful business owners or relatively 

many entrepreneurs who somewhat outperform wage/salary workers.  

The data reveal that among foreign born men, approximately the top half of business owners 

do as well or outperform the top half of immigrant wage/salary earners. Among natives, the self-

employment earnings advantage is not quite as prevalent. However, we observe that at least the 

top 25 percent low-skilled native born male entrepreneurs have higher earnings than the top 25 

percent wage/salary workers. As expected, once self-employment earnings are adjusted for 

returns to capital invested in the business, self-employment is less rewarding compared to 

wage/salary work. Nonetheless, both among immigrant and native men, the top 25 percent of 

low-skilled business owners have higher earnings than the top 25 percent of wage/salary earners. 

The top 25 percent female immigrant entrepreneurs have roughly the same or higher 

earnings than their foreign born counterparts who work in the wage/salary sector. Native born 

low-skilled business owners are relatively less successful, when compared to their employee 
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counterparts. Table 3 shows that among U.S. born women only the top 10 percent of 

entrepreneurs outperform the top 10 percent wage/salary workers. In fact, when we adjust 

earnings for business equity, native born self-employed women throughout the distribution have 

lower earnings than their employee counterpart.  

Immigrant men have lower earnings than native born men. However, the earnings summary 

statistics in Table 2 indicate that the native-immigrant earnings gap is somewhat smaller among 

some low-skilled entrepreneurs, namely the ones in the upper end of the earnings distribution. 

For example, among male entrepreneurs in the top decile, the immigrant-native earnings gap is 

approximately 10 percent. Among wage/salary earners in the top decile, the gap is twice that, 

about 21 percent. The data also indicate that both among male low-skilled business owners and 

wage/salary employees the median native-immigrant earnings gap is about 20 percent. 

Female immigrant entrepreneurs appear quite successful when compared to their U.S. born 

counterpart. A comparison of the mean and median total annual earnings of native and 

immigrant self-employed women shows no statistically significant earnings difference. 

Interestingly, a look at the equity adjusted earnings measure reveals that self-employed 

immigrant women have between 8 percent (median) to 18 percent (mean) higher earnings than 

low-skilled native self-employed women. This shows that U.S. born female business owners 

have higher levels of business equity and that these higher levels of equity makes an immigrant-

native comparison, not accounting for business equity differences, more favorable to female 

native entrepreneurs. This is similar to previous research on earnings differences between Latina 

and non-Hispanic white female business owners (Lofstrom and Bates, 2009). The impact of 

business equity differences between immigrant and native male entrepreneurs is much smaller. 



11 
 

The above descriptive statistics indicate that most low-skilled entrepreneurs have lower 

earnings than wage/salary workers but also that the economic returns to self-employment are 

higher for immigrants than natives. Furthermore, compared to low-skilled natives in the same 

sector, immigrant entrepreneurs are relatively more successful than foreign born wage/salary 

workers. The latter two observations are important since much of the growth in low-skilled self-

employment is among immigrants and that low-skilled immigrants have higher self-employment 

rates than low-skilled natives. The relative, compared to natives, financial attractiveness of self-

employment is one plausible reason for this. 

Some of the observed earnings differences between entrepreneurs and employees may not 

be attributable to self-employment but may be due to differences in earnings relevant 

demographic traits (such as education, age, family composition, ethnic composition) or 

workforce characteristics (such as the number of hours worked, previous period’s employment 

status and workforce experience). A look at differences in the above characteristics between 

workers in the two sectors, shown in Appendix Tables A1 and A2, indicates that the self-

employed possess on average more of the attributes associated with higher earnings than 

wage/salary workers. For example, among immigrants, the self-employed have been in the U.S. 

longer than foreign born wage/salary workers while in general the data show that low-skilled 

business owners are on average older and work more hours per week than employees. 

Entrepreneurs are also under-represented by disadvantaged minority groups such as Hispanics 

and African-Americans. The extent to how these factors affect earnings and how they contribute 

to earnings differences across groups are central to our empirical analysis. 

5. Empirical Model Specifications 
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Our objective is to assess the relative success of immigrant low-skilled entrepreneurs 

compared to both low-skilled immigrant wage/salary workers and low-skilled native born 

business owners. We focus on total annual earnings as our measure of success.  

We use ordinary least squares (OLS) to estimate regression models of the log of total annual 

earnings, yijt, of individual i in state j at year t. This measure is defined as the log of the sum of 

wage/salary earnings and self-employment earnings. The model specification is; 

 -1ijt it it j t ijty γ τ ε= + + + +X β LFS δ  

Where; 

itX  =  Matrix containing individual characteristics such as age, educational  

attainment, marital status, family composition and ethnicity. For 

immigrants it also includes controls for years since migration and 

naturalization. 

-1itLFS =  Matrix containing controls for lagged the labor force status, i.e. whether  

the person was observed in wage/salary work, part-time self-employment, 

part-time self-employment, unemployed, welfare participation or not in 

the labor force. The matrix also includes controls for number of years at 

job for wage/salary workers and years in business for the self-employed. 

jγ  = State fixed effect 

tτ  = Year fixed effect 

The use of lagged labor force status in our earnings model deserves some justification. 

These controls are included to reduce omitted variable bias of parameters of interest. Put 

differently, these controls are intended to purge the data of the impact of previous labor market 
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outcomes or decisions on earnings. Furthermore, since repeated individual observations are not 

assumed to be independent, all estimates are clustered on individuals. 

We also estimate individual fixed effects models to obtain estimates of the impact of 

years in business or years at current job. In this specification, we do not include lagged labor 

force status, since it is time invariant for certain sub-groups, including all individuals who stayed 

in business or remained in the same job for the full sample period. We do however include a 

control for hours worked per week. It is also possible to include additional controls for variables 

that may change over time, such as family composition and geographic location. However, the 

estimated coefficient of these variables are unlikely to represent causal impacts since they are 

identified through variation in the arguably selective sub-sample for whom these variable values 

change. Furthermore, including these variables do not appreciably affect the years in business or 

job parameters. Hence, we opted for presenting the results for the more parsimonious 

specification. 

Lastly, since the analysis is based on a sample in which individuals are not randomly 

assigned to different labor market states, and that due to no credible instrument is available, we 

do not model the selection into self-employment. Consequently, the presented estimates are not 

clearly causal. To minimize endogeneity concerns, we go beyond much of the limited existing 

literature and use model specifications intended to address some of these concerns, such as 

including controls for work history and controlling for time invariant individual unobserved 

heterogeneity. 

6. Empirical Results 

The earnings regression results show, as expected, that factors like age, education, 

experience and hours work have positive impacts on earnings, shown in Tables 4 and 5. Among 
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low-skilled immigrant entrepreneurs, we do not find that time since migration has much of an 

impact on earnings nor do the data reveal a significant relationship between naturalization and 

self-employment earnings.5 This is contrary to the wage/salary estimates which indicate a 

positive relationship between these assimilation variables and earnings. Although the minority 

earnings disadvantages vary across the two sectors, the results show lower earnings among 

African-Americans and Hispanics.  

Above, we pointed out that on average low-skilled business owners are older, work more 

hours per week than employees and that they have been running their businesses longer than 

wage/salary employees have been at their current job. We also noted that minorities are 

underrepresented among business owners. These observations, and the regression estimates, 

suggest that differences in observable characteristics do not explain the unadjusted lower median 

and mean log annual earnings of low-skilled business owners. We next turn to an earnings 

decomposition analysis aimed at shedding further light on factors contributing to the observed 

group differences in earnings. Before doing so, we note that a look at the differences in the mean 

of the log of total annual earnings, shown in Table 6, shows that the earnings of self-employed 

immigrant men is about 4 percent lower than the earnings of immigrant men in wage/salary 

employment. This is roughly equal to the self-employment earnings disadvantage among low-

skilled native born men. Among women, the self-employment log earnings gap is substantially 

smaller among immigrants (15 percent) than it is among U.S. born women (40 percent). 

To specifically analyze how observable earnings related factors affect the earnings 

differences between wage/salary workers and the self-employed we use an Oaxaca earnings 

decompositions. To do so, we use the regression estimates in Tables 4 and 5 and the sample 

                                                            
5 We explored both linear and quadratic functional forms of years since migration and found similar weak 
relationships. 
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means in Tables A1 and A2 to determine how much each observable factor contributes to the 

mean log earning gaps. This exercise, results presented in Table 6, clearly shows that differences 

in the observable characteristics do not explain lower earnings among most of the self-employed 

when compared to wage/salary workers. In fact, the decomposition analysis shows that for all 

groups the self-employment earnings disadvantages are greater once these factors are considered. 

 

Native-Immigrant Earnings Differences 

Low-skilled immigrant entrepreneurs have lower earnings than native born entrepreneurs. 

The log annual earnings of foreign born male entrepreneurs are about 20 percent lower than 

those of native born entrepreneurs. This is also roughly the native-immigrant earnings gap for 

both men and women in the wage/salary sector. Female immigrant business owners, however, do 

not have statistically significantly lower earnings than their native counterpart. The role of 

differences in observable characteristics in explaining earnings differences can also be answered 

by utilizing an Oaxaca earnings decomposition, this time between foreign and U.S. born 

individuals working in the same sector.  

The results, shown in Table 7, show that among self-employed men, the most important 

factor contributing to the native-immigrant earnings gap is the difference in the ethnic 

composition of low-skilled business owners. Hispanics make up almost half of low-skilled 

immigrant entrepreneurs while they represent only about 5 percent of native born self-employed 

men. This large difference, and the lower earnings among Hispanic business owners, explains 

essentially the entire native-immigrant self-employment earnings gap. Although of less 

consequence for the wage/salary native-immigrant earnings gap, the ethnic compositional 

difference is the most important factor in this sector too. Native-immigrant differences in 
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schooling, hours work per week and experience also contribute to the observed lower earnings 

among immigrants. Overall, differences in the observable characteristics contribute to about 4/5 

of the native-immigrant earnings gap, both among self-employed and wage/salary men. 

Although the earnings of self-employed immigrant women is on par with the earnings of 

native born female business owners, the earnings decomposition analysis suggests that female 

immigrant entrepreneurs are more likely to reside in states with lower self-employment earnings 

and that once this is factored in, their predicted earnings is somewhat higher than those of 

observationally similar native born business owners. The native-immigrant earnings gap among 

female wage/salary employees can be explained primarily by differences in factors such as 

experience, education and ethnic composition.  

Overall, the data and our analyses indicate that most low-skilled business owners have 

lower earnings than those of workers in the wage/salary sector. This is reinforced by the 

observation that entrepreneurs are more likely to possess characteristics, workforce background 

and skills associated with higher earnings. We also find that low-skilled immigrants have lower 

earnings than low-skilled natives, the exception being that foreign born female business owners 

do as well as native born self-employed women. However, the analyses so far have not looked at 

possible differences in earnings growth across both sectors and groups. We next address this 

issue, as well as unobserved individual heterogeneity. 

To account for individuals’ differences in important time invariant unobservable earnings 

related factors, such as innate ability and motivation, we also estimate individual fixed effects 

model specifications. In these specifications, we do not include lagged labor force status, since it 

is time invariant for certain sub-groups, including all individuals who stayed in business or 

remained in the same job for the full sample period. We do however include controls for hours 
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worked per week. It is also possible to include additional controls for variables that may change 

over time, such as family composition and geographic location. However, the estimated 

coefficients of these variables are unlikely to represent causal impacts since they are identified 

through variation in the arguably selective sub-sample for whom these variable values change. 

Furthermore, including these variables does not appreciably affect the estimated earnings 

differences between low-skilled entrepreneurs and wage/salary workers. Lastly, year fixed 

effects are included to control for macroeconomic changes.  

We use two alternative fixed effects approaches to analyze earnings growth; one with an 

emphasis on changes in earnings with respect to age and the other with respect to the role of 

years in business or years at current job.6 We interact these variables with self-employment 

status but do not include an uninteracted self-employment dummy.7 This approach has the 

advantage that identification does not require change in self-employment status while still 

accounting for unobservable individual heterogeneity.  

The earnings growth estimates with respect to age, presented in the top panel of Table 8, 

do not reveal evidence of differences in earnings growth between immigrant low-skilled business 

owners and employees, neither for men nor women. The interaction (age with self-employment) 

coefficients are not significant at traditional significance levels. However, the estimates do point 

to some differences across sectors among natives, although it is difficult to determine whether 

these differences imply lower or greater earnings growth. To assess this, we used the fixed 

effects estimates and generated predicted age-earnings profiles, shown in Figures 3 and 4. 

                                                            
6 For each group we performed F-tests to determine the appropriate functional form of earnings growth. The best 
fits appear to uniformly be a third order degree polynomial.   
7 One possibility is to utilize a fixed effects specification including a simple self-employment dummy variable to 
capture the earnings gap. A potential short coming of this approach is that the self-employment parameter of interest 
is entirely identified off individuals who are observed entering or exiting self-employment over the three to four year 
sample period. It is possible that this selective sub-sample is not representative of low-skilled entrepreneurs in 
general, and hence the approach not yielding unbiased estimates of the earnings differences. 
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Among native men, Figure 3 reveals a slight decline in the self-employment earnings 

disadvantage over the work life, by approximately 10 percentage points from age 25 to age 50. 

Low-skilled native born female entrepreneurs are predicted to reduce the earnings gap 

substantially over the same age range but are not predicted to catch-up with their wage/salary 

counterparts (Figure 4).8 

We also explore the following earnings scenario of two hypothetical individuals in each 

group – one who just started her/his own business and the other who instead of entering self-

employment started a new job in the wage/salary sector. We again rely on the fixed effects 

specification but in place of age variables we utilize years of owning the current business and 

years at current job. The results are shown in the bottom panel of Table 8. With the exception of 

immigrant women, the estimates indicate that the earnings of low-skilled entrepreneurs follow a 

different trajectory, with respect to firm or business specific experience, than the earnings of 

low-skilled wage/salary workers. Again, we use the estimates to generate earnings predictions, 

and plot the estimates over time. Since the focus is on earnings growth, we assume that business 

owners and traditional employees start out at the same earnings level.  

Figure 5 indicate initially slower earnings growth for self-employed men but also that 

earnings increase somewhat faster in the subsequent years. The estimates suggest roughly equal 

earnings after about 14-15 years among immigrant men but no convergence within 15 years 

among native born men. Figure 6 indicates a similar relationship for low-skilled native women, 

who also experience a steeper earnings trajectory, after having experienced slower growth during 

the first few years in business. The figure also suggests that self-employed immigrant women 

experience slower earnings growth than employees. However, it is important to note that the 
                                                            
8 Figure 4 misleadingly indicates that female immigrant business owners will fare worse over their work life 
compared to their employee counterparts. However, the estimates in the top panel of Table 8 fail to reveal any 
differences in earnings growth. 
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estimates in Table 8 fail to reject equal earnings trajectories between female immigrant 

entrepreneurs and employees. We also note that the earnings growth analysis with respect to 

experience understate the self-employment earnings gap since we assume, for ease of exposition, 

the same starting point - an assumption the data do not support. For example, our data reveals 

that low-skilled self-employed women have 36 and 22 percent lower mean annual earnings, 

natives and immigrant respectively, in their first year in business compared to observationally 

similar women in their first year at a wage/salary job.9 

Lastly, we note that the earnings analysis to some extent overstates the performance of 

business owners since we have not applied any discounting of the returns to financial capital to 

our analysis. However, the typically relatively low levels of business equity among low-skilled 

entrepreneurs suggest that the potential upward bias of their performance is likely to be 

comparatively minor. Our analysis using our business equity adjusted earnings measure supports 

the latter but also indicates a relatively less favorable comparison for the self-employed.10 

 

7. Summary and Conclusions 

There are more business owners in the U.S. who have no education beyond high school 

6.9 million, than there are self-employed college graduates, 5.6 million. Immigrants play a 

particularly important role among these less educated entrepreneurs and in fact, the entire net 

growth in low-skilled self-employment from 1980 to 2007 stems from immigration (Lofstrom, 

2009). Furthermore, more than half of the immigrant population in the U.S. are low-skilled 

                                                            
9 The estimates are based on regression estimates, not shown but available from the author upon request, 
using an OLS specification similar to those shown in Tables 4 and 5 restricting the sample to observations 
in their first year in business or at the current job.. 
10 The results are not included but are available upon request from the author. 
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(defined here to be individuals with no formal education beyond high school) and are hence 

particularly likely to face limited labor market opportunities in the increasingly skill intensive 

U.S. economy.11 The ability of the large group of low-skilled immigrants to successfully 

integrate into the U.S. economy is clearly of importance. 

This paper addresses the research question of how well do low-skilled immigrant 

entrepreneurs do in the U.S. labor market. To answer this question we compare the annual 

earnings of foreign born business owners to the annual earnings of immigrants in wage/salary 

employment as well as native born entrepreneurs. The research shows that the answer depends 

on who low-skilled immigrant entrepreneurs are compared to and the time horizon. 

The analysis reveals that although top earning immigrant low-skilled entrepreneurs earn 

more than top earning immigrant employees, wage/salary employment is a more rewarding 

option for most low-skilled workers, regardless of gender. This is true in spite of foreign born 

entrepreneurs possessing more of the characteristics typically associated with higher earnings, 

such as being older, having greater U.S. labor market experience and working more hours per 

week than employees. When compared to observationally similar foreign born workers in 

wage/salary employment, self-employed immigrants have substantially lower earnings.  

Our individual fixed effects estimates of earnings growth reveal that the long-run 

financial gains to low-skilled self-employment are relatively high for immigrant men, who are 

found to have higher earnings growth than foreign born wage/salary earners. The estimates 

indicate that after about 14-15 years in business, their earnings are roughly at the level of 

wage/salary workers. The catch-up with wage/salary workers appears to be somewhat faster 

among immigrant men compared to native business owners.  

                                                            
11 Author’s calculation using the 2007 American Community Survey show that approximately 53 percent of 
immigrants in the U.S. labor force have no post-secondary education. 
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Compared to observationally similar native born male business owners, immigrant 

entrepreneurs have slightly lower annual earnings. The observed low-skilled native-immigrant 

self-employment earnings gap of about 20 percent among men can be explained almost entirely 

by native-immigrant differences in the ethnic composition of business owners, close to 50 

percent of low-skilled immigrant entrepreneurs are Hispanic while only about 5 percent of self-

employed natives are Hispanic.  

Low-skilled female immigrant entrepreneurs do as well as self-employed native females. 

In fact, once native-immigrant differences in observable factors are accounted for, the results 

indicate that their earnings are slightly higher, albeit statistically insignificantly so. The earnings 

growth estimates indicate, however, that the earnings of female native entrepreneurs grow 

somewhat faster than the earnings of self-employed immigrant women.  

Although our results indicate that earnings growth is possibly greater among low-skilled 

self-employed immigrant men (compared to foreign born workers in wage/salary employment) is 

consistent with self-employment being a tool that increases low-skilled immigrant economic 

integration, the estimates also indicate a weaker relationship between increased earnings and 

years since immigration among foreign born business owners. The lack of strong evidence of 

relative success among low-skilled immigrant entrepreneurs suggests that previous finding of 

greater labor market assimilation among self-employed immigrants is driven by the relative 

success of the comparatively higher skilled immigrant entrepreneurs. Lastly but importantly, in 

spite of the limited evidence of low-skilled entrepreneurial success, the results indicate that the, 

admittedly low, returns to self-employment are higher among low-skilled immigrants than it is 

among low-skilled natives. 
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Overall, the results suggest that self-employment among low-skilled immigrant, and 

native, workers is not a particularly financially rewarding option. Policies and efforts aimed at 

increasing the business ownership rates of low-skilled workers are likely to be relatively 

ineffective ways to increase the economic well being among low-skilled workers. The relative 

lack of success among low-skilled immigrant entrepreneurs is probably not due to start-up 

barriers, such as limited availability of start-up capital. Previous research does not find evidence 

of binding capital constraints for self-employment entry into low-barrier industries, the industries 

most relevant to low-skilled individuals (Lofstrom and Wang, 2009). The difficulties of 

successfully encouraging low-skilled entrepreneurship is also evident in the body of research 

which finds that less skilled business owners face significant difficulties staying in business and 

that micro loan programs aimed at disadvantaged groups are ineffective (e.g., Bates, 1990; 

Servon and Bates, 1998 and Shane, 2009). Instead, policies aimed at increasing human capital, 

such as formal schooling, vocational training or English courses, of low-skilled workers are more 

likely to achieve a policy objective of improving the economic well being of workers in this 

challenging segment of the skill distribution. 
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Tables 
 
Table 1 
Trends in the Immigrant Share of the U.S. Population, 1980-2007 
      High School  Some College
   Overall  or Less  College Graduate

1980  6.6%  6.7%  5.8% 7.1%
1990  9.3%  10.8%  6.8% 9.3%
2000  12.5%  15.7%  8.3% 12.5%
2005  15.1%  19.5%  9.7% 14.7%
2006  15.6%  20.0%  9.8% 15.2%
2007  15.7%  20.4%  9.8% 15.2%

 Source: 1980, 1990 and 2000 U.S. Census; 2005-2007 American Community Survey. 

Table 2 
Summary Statistics, Total Annual Earnings Measures, Low-Skilled Men 
     Percentile 
   Mean 10  25  Median  75  90 

Immigrants 
Total Annual Earnings 

Self-Employment 33,451  5,655  11,785  22,352  38,669  70,055 

Wage/Salary 26,452  10,292  16,174  23,163  32,416  46,038 

Difference ($) 6,999  ‐4,637  ‐4,389  ‐811  6,253  24,017 

Difference (%) 26.5%  ‐45.1%  ‐27.1%  ‐3.5%  19.3%  52.2% 

Total Annual Earnings, Business Equity Adjusted 
Self-Employment 30,010  3,949  10,823  20,568  36,949  63,932 

Wage/Salary 26,452  10,292  16,174  23,163  32,416  46,038 

Difference ($) 3,558  ‐6,343  ‐5,351  ‐2,596  4,533  17,894 

Difference (%) 13.4%  ‐61.6%  ‐33.1%  ‐11.2%  14.0%  38.9% 

Natives 
Total Annual Earnings 

Self-Employment 38,177  6,537  14,083  27,475  46,028  76,640 
Wage/Salary 32,825  9,768  18,175  28,941  42,524  58,127 

Difference ($) 5,352  ‐3,231  ‐4,092  ‐1,466  3,504  18,514 
Difference (%) 16.3%  ‐33.1%  ‐22.5%  ‐5.1%  8.2%  31.9% 

Total Annual Earnings, Business Equity Adjusted 
Self-Employment 33,252  3,364  11,244  23,949  42,612  70,846 
Wage/Salary 32,825  9,768  18,175  28,941  42,524  58,127 

Difference ($) 427  ‐6,403  ‐6,930  ‐4,993  88  12,719 

Difference (%) 1.3%  ‐65.6%  ‐38.1%  ‐17.3%  0.2%  21.9% 
Source: 1996, 2001 and 2004 Panels of the Survey of Income and Program Participation (SIPP). 
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Table 3 
Summary Statistics, Total Annual Earnings Measures, Low-Skilled Women 
     Percentile 
   Mean 10  25  Median  75  90 

Immigrants 
Total Annual Earnings 

Self-Employment 21,400  3,226  6,912  13,584  23,734  41,136 
Wage/Salary 19,189  5,640  10,362  16,477  24,464  35,045 

Difference ($) 2,211  ‐2,414  ‐3,450  ‐2,892  ‐730  6,091 
Difference (%) 11.5%  ‐42.8%  ‐33.3%  ‐17.6%  ‐3.0%  17.4% 

Total Annual Earnings, Business Equity Adjusted 
Self-Employment 20,579  2,524  5,948  12,879  22,653  40,052 
Wage/Salary 19,189  5,640  10,362  16,477  24,464  35,045 

Difference ($) 1,390  ‐3,115  ‐4,414  ‐3,598  ‐1,812  5,007 
Difference (%) 7.2%  ‐55.2%  ‐42.6%  ‐21.8%  ‐7.4%  14.3% 

Natives 
Total Annual Earnings 

Self-Employment 21,092  2,897  6,574  13,824  26,146  45,298 

Wage/Salary 22,287  6,098  11,577  19,492  29,203  40,212 

Difference ($) ‐1,195  ‐3,201  ‐5,003  ‐5,668  ‐3,057  5,086 

Difference (%) ‐5.4%  ‐52.5%  ‐43.2%  ‐29.1%  ‐10.5%  12.6% 

Total Annual Earnings, Business Equity Adjusted 
Self-Employment 17,437  1,264  4,925  11,961  22,735  39,535 

Wage/Salary 22,287  6,098  11,577  19,492  29,203  40,212 

Difference ($) ‐4,850  ‐4,834  ‐6,653  ‐7,531  ‐6,468  ‐677 

Difference (%) ‐21.8%  ‐79.3%  ‐57.5%  ‐38.6%  ‐22.1%  ‐1.7% 
Source: 1996, 2001 and 2004 Panels of the Survey of Income and Program Participation (SIPP). 
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Table 4 
Ordinary Least Squares, Log of Total Annual Earnings, Men. 

Native Immigrant
  Self Wage/Salary Self Wage/Salary 
High School Graduate 0.1701** 0.22079** 0.05399 0.16234** 

(3.93) (19.35) (0.72) (10.49) 
Age 0.11957** 0.16288** 0.20779* 0.23005** 

(2.1) (14.75) (1.95) (11.9) 
Age Squared/100 -0.24282* -0.31811** -0.44793* -0.50023** 

(-1.8) (-11.33) (-1.73) (-10.1) 
Age Cubed/1000 0.01507 0.01916** 0.03028 0.03444** 

(1.47) (8.49) (1.51) (8.57) 
Youngest Child Younger Than 1 0.02499 0.04028** 0.1501 -0.04292 

(0.34) (2.36) (1.05) (-1.52) 
Youngest Child Aged 1 0.11628 0.04794* 0.19878 -0.08225** 

(1.3) (1.95) (1.15) (-2.11) 
Youngest Child Between Ages 2 and 3 -0.03241 0.04684** 0.2061 -0.08504** 

(-0.32) (2.47) (1.47) (-2.73) 
Youngest Child Between Ages 4 and 5 0.06059 0.02963 0.29398** -0.07617** 

(0.77) (1.4) (2.04) (-2.29) 
Youngest Child Between Ages 6 and 12 -0.09613 -0.00109 0.36796** -0.05823** 

(-1.6) (-0.07) (3.2) (-2.15) 
Youngest Child Teenager -0.03818 0.03025 0.20479 -0.018 

(-0.51) (1.46) (1.19) (-0.45) 
Single -0.1572** -0.18973** 0.00604 -0.12752** 

(-2.81) (-15.76) (0.05) (-5.3) 
Single*Youngest Child Younger Than 1 -0.36706** 0.08103** 0.51319** -0.001 

(-2.26) (2.51) (2.62) (-0.02) 
Single*Youngest Child Aged 1 -0.33362 -0.01186 -0.25871 0.06073 

(-1.26) (-0.19) (-0.62) (0.91) 
Single*Youngest Child Between Ages 2 and 3 0.02295 0.01552 -0.34978 -0.07171 

(0.12) (0.37) (-0.86) (-0.94) 
Single*Youngest Child Between Ages 4 and 5 0.4694** 0.01988 0.24795 0.09646 

(2.09) (0.4) (0.56) (1.42) 
Single*Youngest Child Between Ages 6 & 12 0.08339 -0.0279 -0.35353 0.05337 

(0.57) (-1.05) (-1.53) (1.25) 
Single*Youngest Child Teenager -0.51284* -0.039 -0.6462** -0.03651 

(-1.8) (-1.2) (-2.03) (-0.55) 
Persons in Household 0.0291** -0.01145** -0.03955* -0.00514 

(2.12) (-2.92) (-1.72) (-1.15) 
Metropolitan Resident 0.19498** 0.12125** 0.29309** 0.05817** 

(5.14) (12.72) (2.91) (2.46) 
Hispanic -0.10979 -0.11441** -0.34206** -0.0977** 

(-1.54) (-6.67) (-3.51) (-4.65) 
African-American -0.40409** -0.1644** -0.16158 -0.08987** 

(-5.81) (-12.82) (-0.94) (-2.76) 
Asian -0.16566 -0.09797 -0.45227** -0.14988** 

(-0.89) (-1.41) (-3.65) (-4.25) 
Other Ethnic Group -0.1186 -0.0734** -0.30695** -0.08369** 
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(-0.96) (-2.24) (-2.27) (-2.09) 
Typical Weekly Hours Worked 0.01096** 0.01332** 0.01488** 0.01268** 

(14.36) (33.12) (9.23) (17) 
Years at Job 0.04812** 0.05544** 0.05998** 0.06776** 

(4.23) (19.65) (2.67) (10.07) 
Years at Job Squared/100 -0.21885** -0.24186** -0.27014* -0.37981** 

(-2.97) (-12.73) (-1.84) (-6.04) 
Years at Job Cubed/1000 0.02808** 0.03587** 0.03615 0.06613** 

(2.29) (10.32) (1.41) (4.5) 
Years Since Migration   0.00555 0.00304** 

(1.02) (2.81) 
Years Since Migration Squared 0.04915 0.04211* 

(0.3) (1.67) 
Years Since Migration Cubed 0.01325 -0.03102 

(0.11) (-1.11) 
Not Naturalized Citizen 0.07855 -0.05315** 

(0.97) (-3.1) 
Previous Year’s Labor Force Status 
Wage/Salary 0.49227** 0.63193** 0.48596** 0.4941** 

(4.71) (26.03) (2.23) (11.97) 
Self-Employed 0.47177** 0.47563** 0.49752** 0.44972** 

(4.78) (9.28) (2.28) (6.53) 
Wage/Salary, Less than 15 Hours/Week -1.55668** 0.07941 -0.02763 

(-2.81) (1.4) (-0.26) 
Self-Employed, Less than 15 Hours/Week 0.2267 0.55095** 0.16068 0.30062** 

(1.57) (7.6) (0.52) (2.11) 
Unemployed -0.20397 0.14304** -0.29606 0.11788** 

(-1.1) (3.55) (-0.96) (1.98) 
Welfare -0.36611 -0.40321** -0.76336* -0.13799 

(-1.36) (-4.48) (-1.77) (-1.49) 
Constant 6.687** 6.14298** 5.21897** 5.56464** 

(8.73) (45.71) (3.68) (24.06) 
R squared  0.1548 0.4707 0.2664 0.4231 
Number of Observations 4,620  30,377  1,224  9,466  

Notes: All model specifications include year and state fixed effects and a dummy variable for metropolitan resident. 
The reference group with respect to previous year’s labor force status is “not in the labor force”. The t-statistics, 
shown in parentheses, are based on standard errors adjusted for individual repeated observations, i.e. clusters.
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Table 5 
Ordinary Least Squares, Log of Total Annual Earnings, Women. 

Native Immigrant
  Self Wage/Salary Self Wage/Salary 
High School Graduate 0.42022** 0.2275** 0.08777 0.21011** 

(5.86) (17.75) (0.92) (10.71) 
Age 0.16451** 0.0794** 0.29929** 0.13682** 

(2.41) (7.13) (2.44) (6.68) 
Age Squared/100 -0.32322** -0.14126** -0.72382** -0.29184** 

(-2) (-4.97) (-2.46) (-5.52) 
Age Cubed/1000 0.01887 0.007** 0.05425** 0.01883** 

(1.55) (3.05) (2.39) (4.36) 
Youngest Child Younger Than 1 0.02075 -0.01586 -0.25995 -0.01182 

(0.15) (-0.71) (-1.25) (-0.28) 
Youngest Child Aged 1 -0.0691 -0.01874 -0.0397 -0.07857 

(-0.37) (-0.58) (-0.18) (-1.45) 
Youngest Child Between Ages 2 and 3 -0.2449 0.02619 -0.27223 -0.01842 

(-1.23) (0.98) (-1.34) (-0.32) 
Youngest Child Between Ages 4 and 5 -0.06509 -0.04726* -0.07856 0.0084 

(-0.42) (-1.75) (-0.38) (0.21) 
Youngest Child Between Ages 6 and 12 -0.12721 -0.0315* -0.06009 -0.00694 

(-1.14) (-1.83) (-0.38) (-0.22) 
Youngest Child Teenager 0.06079 -0.04263* -0.05443 -0.072 

(0.37) (-1.89) (-0.28) (-1.23) 
Single 0.10679 -0.03564** -0.14065 0.02279 

(1.43) (-2.92) (-1.1) (0.82) 
Single*Youngest Child Younger Than 1 -0.22607 0.01292 0.48543 -0.03143 

(-0.79) (0.44) (1.46) (-0.55) 
Single*Youngest Child Aged 1 -0.26475 0.03341 0.49855 0.01428 

(-1.08) (0.74) (0.93) (0.18) 
Single*Youngest Child Between Ages 2 and 3 0.14171 -0.05219 0.06908 -0.04905 

(0.39) (-1.39) (0.27) (-0.66) 
Single*Youngest Child Between Ages 4 and 5 0.01264 0.02243 0.43063 -0.10439* 

(0.05) (0.62) (1.27) (-1.66) 
Single*Youngest Child Between Ages 6 & 12 0.15594 0.01616 -0.22988 -0.09506** 

(1.05) (0.71) (-0.98) (-2.18) 
Single*Youngest Child Teenager -0.34879 0.03205 0.13705 -0.0134 

(-1.48) (1.01) (0.34) (-0.18) 
Persons in Household 0.00106 -0.02235** 0.00007 -0.00687 

(0.04) (-5.55) (0) (-1.16) 
Metropolitan Resident 0.34786** 0.17063** 0.54102** 0.10279** 

(5.5) (16.4) (3.22) (3.68) 
Hispanic -0.07611 -0.05531** -0.29724** -0.06405** 

(-0.69) (-2.97) (-2.77) (-2.5) 
African-American -0.44106** -0.08836** 0.05508 -0.06895** 

(-3.92) (-7.47) (0.29) (-2.26) 
Asian 0.05269 0.13266** -0.17298 0.00234 

(0.24) (2.01) (-1.27) (0.07) 
Other Ethnic Group 0.07741 -0.05834* -0.06169 -0.08118* 
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(0.5) (-1.74) (-0.35) (-1.68) 
Typical Weekly Hours Worked 0.01052** 0.02117** 0.01334** 0.01956** 

(7.28) (44.74) (5.38) (21.49) 
Years at Job 0.04933** 0.07787** 0.0527* 0.0994** 

(2.5) (24.21) (1.73) (14.27) 
Years at Job Squared/100 -0.19778 -0.32152** -0.16324 -0.49835** 

(-1.55) (-13.58) (-0.74) (-8.89) 
Years at Job Cubed/1000 0.0245 0.04398** 0.00838 0.07915** 

(1.11) (9.23) (0.21) (6.6) 
Years Since Migration 0.00511 0.00296** 

(0.82) (2.35) 
Years Since Migration Squared -0.08642 0.01628 

(-0.54) (0.45) 
Years Since Migration Cubed -0.34334** -0.00951 

(-2.7) (-0.36) 
Not Naturalized Citizen -0.09385 -0.04835** 

(-0.94) (-2.28) 
Previous Year’s Labor Force Status 
Wage/Salary 0.87241** 0.70602** 0.92871** 0.578** 

(6.17) (27.35) (4.52) (16.95) 
Self-Employed 0.88404** 0.54** 1.09228** 0.33951** 

(6.8) (7.71) (6.28) (2.54) 
Wage/Salary, Less than 15 Hours/Week 0.42041 0.13781** -0.64615 0.13505* 

(1.37) (3.24) (-0.96) (1.78) 
Self-Employed, Less than 15 Hours/Week 0.62188** 0.51075** 0.93818** 0.20752 

(3.39) (6.92) (3.41) (0.7) 
Unemployed 0.10547 0.22097** 0.56595* 0.08841 

(0.37) (5.52) (1.66) (1.44) 
Welfare -0.39265 -0.20739** 0.14547 -0.11906* 

(-1.22) (-4.69) (0.4) (-1.78) 
Constant 4.86301** 6.52221** 3.57399** 5.99562** 

(5.27) (49.69) (2.25) (24.67) 

R squared  0.2191 0.4813 0.3999 0.4968 
Number of Observations 2,011  27,888  604  6,807  

Notes: All model specifications include year and state fixed effects and a dummy variable for metropolitan resident. 
The reference group with respect to previous year’s labor force status is “not in the labor force”. The t-statistics, 
shown in parentheses, are based on standard errors adjusted for individual repeated observations, i.e. clusters. 
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Table 6 
Oaxaca Decomposition of Log Total Annual Earnings Mean Differences between Low-Skilled 
Self-Employed and Wage/Salary Employers. 

Men Women
Immigrants Natives Immigrants  Natives

Observed Mean Wage/Salary Advantage, 4.3% 3.8% 15.0% 39.4% 

Contribution due to 
Education  ‐0.4% ‐0.01% ‐0.1%  0.3%
Age  ‐5.7% ‐3.3% ‐3.1%  ‐3.0%
Household Composition  ‐2.5% ‐3.7% ‐0.9%  0.9%
Geographic Location  2.2% 1.7% ‐5.6%  0.5%
Ethnic Composition  ‐1.7% ‐3.4% 1.5%  ‐3.6%
Hours Work per Week  ‐8.5% ‐7.7% 0.5%  ‐4.9%
Years in Business/Job  ‐4.5% ‐4.4% ‐0.6%  ‐3.7%
Previous Labor Market Status  ‐3.9% ‐3.3% ‐4.3%  ‐3.3%
Year Effects  ‐0.3% ‐0.01% ‐5.0%  ‐0.3%
Not Naturalized  0.5% N/A ‐18.4%  N/A
Years in the U.S.  ‐0.8% N/A ‐0.5%  N/A

Total Due to Characteristics ‐25.7% ‐24.1% ‐36.5%  ‐17.2%
Note: Based on sample means and regressions results presented in Appendix Tables A1-A2 and Tables 4-5.  
 
Table 7 
Oaxaca Decomposition of Log Total Annual Earnings Mean Differences between Low-Skilled 
Natives and Immigrants, by Sector. 
   Self‐Employed Wage/Salary 
   Men Women Men Women 
Observed Annual Earnings Difference, 
Natives ‐ Immigrants  20.3% 2.2% 19.6% 18.4% 

Contribution due to 
Education  0.8% ‐7.5% 4.0% 4.7% 
Age  ‐0.8% 3.2% ‐0.3% ‐0.3% 
Household Composition  ‐0.5% ‐0.5% 1.2% 1.0% 
Geographic Location  ‐11.7% 11.3% 0.7% ‐0.9% 
Ethnic Composition  19.6% ‐1.7% 5.1% 3.1% 
Hours Work per Week  3.2% ‐1.8% 1.0% 0.6% 
Years in Business/Job 4.4% ‐2.5% 3.2% 5.6% 
Previous Labor Market Status  1.9% ‐3.4% 0.5% 4.1% 
Year Effects  0.8% 1.0% 0.7% 0.5% 

Total Due to Characteristics  16.1% ‐2.8% 17.2% 19.8% 
Proportion of Observed Difference  79.5% ‐124.0% 87.5% 107.4% 

Note: Based on sample means presented in Appendix Tables A1-A2 and regression estimates using the 
specifications in Tables 4-5 with the exception that controls for years since migration and not-naturalized are 
excluded for immigrants.  
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Table 8 
Individual Fixed Effects Models, Log Annual Earnings 
  Men Women

Native Foreign Native Foreign 
Variable Born Born Born Born 

Earnings Growth Difference - Age 

Age 0.578 0.674 0.458 0.565 
(15.20) (8.63) (11.47) (5.71) 

Age Squared/100 -1.270 -1.461 -0.947 -1.092 
(13.51) (7.14) (9.85) (4.75) 

Age Cubed/1000 0.090 0.105 0.062 0.068 
(11.64) (6.11) (8.11) (3.73) 

Self-Employed*Age -0.027 0.001 -0.056 0.026 
(2.28) (0.05) (3.00) (0.61) 

Self-Employed*Age/100 0.095 -0.029 0.203 -0.184 
(1.67) (0.21) (2.31) (0.99) 

Self-Employed*Age/1000 -0.009 0.004 -0.019 0.024 
(1.40) (0.28) (1.86) (1.21) 

Typical Weekly Hours Worked 0.005 0.006 0.008 0.011 
(13.15) (7.98) (18.23) (10.28) 

R squared within 0.045 0.082 0.065 0.118 
R squared between 0.280 0.127 0.167 0.109 
R squared overall 0.214 0.127 0.145 0.111 

Earnings Growth Difference - Tenure 

Tenure 0.078 0.099 0.111 0.115 
(18.12) (10.49) (21.13) (9.45) 

Tenure Squared/100 -0.493 -0.717 -0.771 -0.787 
(14.13) (8.27) (15.79) (6.50) 

Tenure Cubed/1000 0.082 0.136 0.137 0.138 
(11.71) (6.42) (12.03) (4.79) 

Self-Employed*Tenure -0.056 -0.063 -0.063 -0.043 
(4.14) (2.55) (2.61) (1.16) 

Self-Employed*Tenure Squared/100 0.444 0.606 0.553 0.118 
(4.00) (2.98) (2.46) (0.37) 

Self-Employed*Tenure Cubed/1000 -0.084 -0.117 -0.115 -0.020 
(3.91) (2.96) (2.17) (0.33) 

Typical Weekly Hours Worked 0.006 0.007 0.009 0.011 
(14.35) (9.12) (19.37) (10.51) 

R squared within 0.039 0.082 0.080 0.128 
R squared between 0.267 0.064 0.254 0.090 
R squared overall 0.184 0.082 0.195 0.115 

Number of Observations 53,458 19,578 45,063 12,885 
Notes: All model specifications include year fixed effects. The t-statistics, shown in parentheses, are based on 
standard errors adjusted for individual repeated observations, i.e. clusters. 
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Figures 

Figure 1 

 
Source: 1980, 1990 and 2000 U.S. Census; 2005-2007 American Community Survey. 
 
Figure 2 

  
Source: 1980, 1990 and 2000 U.S. Census; 2005-2007 American Community Survey. 
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Figure 3 

 
Note: The predicted log annual earnings are generated from the fixed effects estimates  
presented in the top panel of Table 8. 
 
Figure 4 

 
Note: The predicted log annual earnings are generated from the fixed effects estimates  
presented in the top panel of Table 8. 
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Figure 5 

 
Note: The predicted log annual earnings are generated from the fixed effects estimates  
presented in the bottom panel of Table 8. 
 
Figure 6 

 
Note: The predicted log annual earnings are generated from the fixed effects estimates  
presented in the bottom panel of Table 8. 
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Table A1 
Descriptive Statistics, Low-Skilled Men 
   Immigrants     Natives 

Self‐  Wage/  Self‐  Wage/ 
Variable  Employed  Salary     Employed  Salary 

Years of Schooling 10.32 10.05 11.51 11.58 
Less than High School 32.1% 38.7% 17.0% 16.0% 
High School Graduate 67.9% 61.3% 83.0% 84.0% 
Age 42.54 36.68 44.04 38.17 
Youngest Child Younger Than 1 17.3% 18.5% 11.3% 10.8% 
Youngest Child Aged 1 5.8% 5.4% 3.0% 3.1% 
Youngest Child Between Ages 2 and 3 7.8% 7.6% 4.4% 5.1% 
Youngest Child Between Ages 4 and 5 6.9% 5.9% 4.3% 4.0% 
Youngest Child Between Ages 6 and 12 13.4% 15.6% 15.2% 14.6% 
Youngest Child Teenager 4.8% 4.6% 5.5% 6.1% 
Single 28.7% 43.8% 31.0% 46.5% 
Persons in Household 3.95 4.04 3.18 3.23 
Metropolitan Resident 83.4% 86.1% 64.1% 72.0% 
White 34.9% 26.0% 87.1% 74.8% 
Hispanic 48.8% 59.6% 5.5% 10.4% 
African-American 4.3% 6.7% 5.6% 12.7% 
Asian 8.6% 5.2% 0.6% 0.4% 
Other Ethnic Group 3.5% 2.5% 1.2% 1.7% 
Years Since Migration 19.2 16.4 
Not Naturalized Citizen 44.4% 51.0% 
Years at Job 7.64 5.43 11.02 7.75 
Typical Weekly Hours Worked 48.43 42.83 50.37 43.5 

Previous Year’s Labor Force Status 
Wage/Salary 14.5% 87.5% 9.1% 87.6% 
Self-Employed 76.0% 1.3% 83.3% 1.3% 
Wage/Salary, Less than 15 Hours/Week 0.5% 0.1% 0.8% 
Self-Employed, Less than 15 Hours/Week 1.9% 0.2% 3.3% 0.3% 
Unemployed 1.6% 3.8% 1.2% 3.7% 
Welfare 0.7% 1.3% 0.5% 1.1% 
Not in the Labor Force 5.3% 5.3% 2.6% 5.2% 

Number of Observations 1,198 9,063    4,466 29,394 
Source: 1996, 2001 and 2004 Panels of the Survey of Income and Program Participation (SIPP). 
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Table A2 

Descriptive Statistics, Low-Skilled Women 
   Immigrants     Natives 

Self‐  Wage/  Self‐  Wage/ 
Variable  Employed  Salary     Employed  Salary 

Years of Schooling 10.09 10.4 11.59 11.69 
Less than High School 33.6% 32.4% 15.3% 13.3% 
High School Graduate 66.4% 67.6% 84.7% 86.7% 
Age 43.45 39.32 44.77 40.1 
Youngest Child Younger Than 1 10.4% 13.7% 10.9% 10.1% 
Youngest Child Aged 1 5.0% 5.6% 3.3% 3.8% 
Youngest Child Between Ages 2 and 3 9.3% 7.4% 4.6% 5.8% 
Youngest Child Between Ages 4 and 5 6.8% 7.0% 4.7% 5.2% 
Youngest Child Between Ages 6 and 12 19.0% 21.0% 18.2% 17.3% 
Youngest Child Teenager 7.4% 5.8% 6.4% 6.6% 
Single 36.6% 45.1% 28.6% 47.9% 
Persons in Household 3.83 3.88 3.15 3.17 
Metropolitan Resident 93.0% 87.2% 70.3% 73.9% 
White 27.0% 28.9% 83.9% 73.1% 
Hispanic 49.1% 48.6% 6.0% 8.8% 
African-American 6.1% 9.6% 7.7% 15.7% 
Asian 14.1% 9.5% 0.3% 0.4% 
Other Ethnic Group 3.7% 3.5% 2.1% 1.9% 
Years Since Migration 18.9 17.9 
Not Naturalized Citizen 49.2% 45.4% 
Years at Job 6.49 4.89 8.06 6.85 
Typical Weekly Hours Worked 41.1 38.58 43.08 38.49 

Previous Year’s Labor Force Status 
Wage/Salary 9.3% 80.0% 9.9% 85.1% 
Self-Employed 73.7% 0.9% 74.3% 0.7% 
Wage/Salary, Less than 15 Hours/Week 0.3% 1.6% 0.5% 1.6% 
Self-Employed, Less than 15 Hours/Week 2.8% 0.2% 5.6% 0.3% 
Unemployed 2.3% 3.9% 1.8% 3.0% 
Welfare 2.2% 3.3% 1.4% 2.8% 
Not in the Labor Force 9.4% 10.2% 6.5% 6.5% 

Number of Observations 589 6,368    1,922 26,818 
Source: 1996, 2001 and 2004 Panels of the Survey of Income and Program Participation (SIPP). 
 


