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Abstract

While employers are playing an increasingly important role in immigration selection in Canada, little is
known about how firm-level characteristics affect the economic integration of immigrants. Using a Canadian
employer—employee matched dataset, this paper considers whether immigrants initially employed in low-
paying firms in Canada experienced inferior earnings growth than those initially employed in high-paying
firms. The results show that the large earnings differential observed between immigrants initially employed
in low- and high-paying firms diminished only slightly over the subsequent 14 years, even when differences
in demographic and general human capital characteristics are taken into account.
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Résumé

Alors que les employeurs jouent un réle de plus en plus important dans la sélection des immigrants qui
s’établissent au Canada, on en sait peu sur la fagon dont les caractéristiques au niveau de 'entreprise influencent
l'intégration économique de ces derniers. Au moyen d’un ensemble de données appariées sur les employeurs et
les employés, le présent document vise a déterminer si la croissance des gains des immigrants employés initiale-
ment au Canada par des entreprises a bas salaires est plus faible que celle des gains des immigrants employés au
départ par des entreprises a hauts salaires. Les résultats montrent que I'écart important observé entre les gains
des immigrants employés au départ par des entreprises a bas salaires et de ceux employés par des entreprises a
hauts salaires ne diminuait que légérement au cours des 14 années suivantes, méme apres avoir tenu compte des
différences de caractéristiques démographiques et de caractéristiques générales du capital humain.

Mots-clés : immigrants, firms, employer—employee matched data, earnings, Canada

Introduction

Canada’s economic immigration policy has been undergoing substantial changes that include increasing in-
volvement of employers in selecting economic immigrants. Yet little is known about whether and how the char-
acteristics of employers who select immigrants are associated with immigrant labour market outcomes in the
short and long run. As a first step to providing relevant empirical evidence, this study asks whether immigrants
starting with low- and high-paying firms have large gaps in initial earnings, and whether the initial earnings gaps
narrow with increasing length of residence in Canada.

The characteristics of companies in which immigrants initially find employment may be strongly associated
with the economic outcomes of immigrants for several reasons. First, immigrants are chosen by firms based

1. This is a revised version of an article that was published under the same title by Statistics Canada in June 2016 as part of
its Analytical Studies Branch Research Paper Series (Cat. 11F0019M, No. 378); ISBN 978-0-660-05196-3, available online
at http://wwwistatcan.ge.ca/pub/11£0019m/11£0019m2016378-eng,pdf.

2. Wen Ci, Statistics Canada, Social Analysis and Modelling Division, R.H. Coats Bldg,, 24th fl., Ottawa ON K1A 0T6,
email: ivwen.ci@gmail.com; and Feng Hou, Social Analysis and Modelling Division, Statistics Canada.
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on their general human capital (e.g., education, work experience, and language), specific occupational skills, and
other wage-enhancing traits such as motivation and social skills. Immigrants selected by high-paying companies
may be more likely to have skills that are highly rewarded by the labour market than those selected by low-paying
companies. Second, even among immigrants with similar levels of educational attainment and work experience,
those selected by high-paying firms may have greater opportunity to use and develop their skills and to achieve
earnings growth through internal promotion and advancement. And third, in the event of job termination,
immigrants from higher-paying firms may have greater opportunities to move on to other comparable jobs
elsewhere, while immigrants from low-paying firms have fewer opportunities if their initial employment in a
low-paying firm is regarded as a signal of poor skills/ability by other potential employers, and thus are limited
in their job search choices and bargaining position.

Quantifying the empirical association between employers’ characteristics and immigrant economic out-
comes in both the short and long run has important social and policy implications. The types of firms that po-
tential immigrants are being selected into could be a pertinent indicator, in addition to common human capital
factors, of immigrants’ potential to do well in the Canadian labour market.

Few empirical studies have examined the association between the characteristics of employers who select
or sponsor immigrants and immigrants’ labour market outcomes. Previous Canadian studies tended to focus on
the effects of immigrants’ individual human capital factors, such as education, language, foreign work experi-
ence, and Canadian work experience on their earnings, and how changes in these characteristics affect trends in
immigrant earnings (Aydemir and Skuterud 2005; Bloom et al. 1995; Frenette and Morissette 2005; Hou 2013;
Reitz 2007; Schaafsma and Sweetman 2001). Other studies have explored how distribution and mobility across
firms are related to immigrant earnings and immigrant—non-immigrant earnings gaps, and how certain company
characteristics, such as co-ethnic concentration, are related to immigrant earnings (Aydemir and Skuterud 2008;
Barth et al. 2012; Hou 2009; Tomaskovic-Devey et al. 2015). These studies analyze companies where immigrants
currently work (mostly many years after immigration), which is not directly relevant to the match between im-
migrants and Canadian employers before or at the time of immigration.

This study examines the association between the characteristics of the initial firm where immigrants started
working after arriving in Canada and immigrants’ earnings growth. Although the majority of immigrants to
Canada are not (pre)selected by Canadian employers, and consequently their initial firms do not represent
companies that would select immigrants from abroad, zuitial firm allocation is the result of Canadian employers
selecting new immigrants based on their common human capital factors, job-specific skills, and other qualifica-
tions that employers can individually evaluate. Accordingly, the characteristics of initial firms largely capture
the extent to which new immigrants’ skills and abilities are validated and valued by Canadian employers. This
study focuses on one specific and important characteristic of the initial firm—median payment to its employees,
which is a simple yet comprehensive measure of a company’s productivity as well as its employees’ economic
well-being, and is easily observable.

This study asks whether immigrants starting with low- and high-paying firms have large gaps in initial earn-
ings, and whether this initial earnings gap narrows with increasing length of residence in Canada when differ-
ences in commonly observed human capital factors are taken into account. It further examines whether earnings
returns to human capital among immigrants are larger if they start at high-paying rather than low-paying firms.

The remainder of this paper is presented in four sections. Section 2 reviews the literature on the effects of
firm allocation on immigrant earnings. Section 3 discusses the data source, measures, and analytical approaches.
Section 4 presents descriptive statistics and multivariate analysis results. Section 5 concludes the paper.

Firms and immigrant labour markets

A strand of research has examined the extent to which the immigrant—non-immigrant earnings gap origin-
ates from within-firm pay differentials or differential allocation across firms (e.g., Aydemir and Skuterud 2008;
Pendakur and Woodcock 2010; Barth et al. 2012). These two sources of the earnings gap between immigrant
and non-immigrant workers have distinct mechanisms and policy implications. Within-firm pay differentials
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may arise from lower productivity among immigrants due to lack of certain job-specific skills, their difficulty
signaling their productivity, shorter job tenure, or discrimination. Differential allocation across firms may result
from immigrants’ concentration in ethnic enclaves and large metropolitan areas where low-wage firms are more
prevalent, their limited information and knowledge about alternative employers, or their signaling disadvantages
in the sense that native-born employers are uncertain about foreign-acquired education and work experience
(Aydemir and Skuterud 2008; Barth et al. 2012).

Using cross-sectional, employer-employee linked survey data, several previous studies have provided empir-
ical evidence on the role of firm allocation in immigrant—non-immigrant earnings gaps. Aydemir and Skuterud
(2008) showed that immigrant men’s concentration in low-wage establishments within Canada’s major cities and
regions contributed more to the earnings gap between male immigrant and Canadian-born workers than within-
establishment pay differentials. Immigrant women, however, experienced a low level of concentration in low-wage
establishments but a relatively large within-establishment wage disadvantage. Using the same Canadian data but a
different method of identifying the effect of sorting across establishments, Pendakur and Woodcock (2010) found
that both immigrant male and female workers faced substantial concentration in low-paying firms, and inter-firm
sorting accounted for one-quarter to one-half of their overall wage gaps relative to Canadian-born workers. Jav-
dani and McGee (2013) also used the same Canadian data, and found that newly arrived female visible minority im-
migrants were disproportionately employed in firms offering limited opportunities for advancement. Furthermore,
they demonstrated that immigrants—particularly newly-arrived visible minority immigrants—are less likely to be
promoted in the economy as a whole because they are less likely to be promoted within any given firm.

The studies by Aydemir and Skuterud (2008) and Pendakur and Woodcock (2010) both showed that the likeli-
hood of working in a higher-paying firm increases with the number of years immigrants have resided in Canada,
and suggested that mobility into better-paying firms is an important pathway towards immigrant wage growth.
However, Barth et al. (2012) argued that the comparison of longer-term and recent immigrants in cross-sectional
data fails to separate assimilation effects from cohort differences in firm allocation. They demonstrated that after
controlling for immigrant arrival cohort heterogeneity, there was little indication of favourable job mobility among
immigrants. While early-entry cohorts tended to work in better-paying firms than recent-arrival cohorts, immi-
grants generally did not advance to high-paying firms over time at the rate of the native-born. As a result, the wage
gap between immigrants from developing countries and native-born workers expanded with years in Norway, and
about 40 per cent of the wage gap was attributable to the fact that immigrants worked and stayed in low-paying
firms (Barth et al. 2012). Furthermore, Barth et al. (2012) found that immigrants in Norway received similar wage
returns to experience and seniority within establishments to those of native-born workers. They took these results
to imply that limited access to better-paying jobs, likely due to preference-based hiring practices, is the main driver
of the widening immigrant—non-immigrant wage gap in Norway, while immigrants’ lack of information about
the host country labour market, language barriers, and inferior promotions within firms played a minor role. In
contrast, using linked employer-employee longitudinal data, Eliasson (2013) found that in Sweden, immigrants’
wage growth relative to the native-born came almost entirely from higher wage growth within workplaces, but that
there was no wage catch-up from workplace mobility. This suggests that, at least in Norway, immigrants experience
larger wage gains over time, as employers learn more about individuals’ productivity and on-the-job performance.

Other studies have examined whether and how certain company characteristics are associated with immigrants’
labour market performance. One characteristic that has attracted attention is the workplace concentration of immi-
grants. Immigrants working in companies with a high concentration of their co-ethnics have been shown to have
lower earnings and slower earnings growth than immigrants in companies with lower concentrations of co-ethnics
(e.g.,, Fong and Hou 2013; Hou 2009). However, using Swedish data, Tomaskovic-Devey et al. (2015) found that
wage differences between immigrant and native-born blue-collar workers were smaller in workplaces with a larger
presence of immigrants, and that the wage differences between immigrant and native-born white-collar workers
were smaller in workplaces with more immigrant managers. Additional studies have also considered the effects of
union membership, company size, industries, and broad geographic regions of company location (Aydemir and
Skuterud 2008; Barth et al. 2012). Nevertheless, these company characteristics have mostly been investigated in a
cross-sectional setting. As a consequence, little is known about how characteristics of the initial firms where im-
migrants started working in the host country are associated with longer-term immigrant labour market outcomes.
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Note that it goes beyond the scope of this paper to establish clear mechanisms through which the initial
allocation to low- or high-paying firms is linked with immigrant earnings trajectories. Low-paying firms might
directly hamper immigrants’ career development because of limited promotion opportunities and training re-
sources for their employees. The returns-to-work-experience accumulated from low-paying firms could be low,
making it difficult for immigrants to move to higher-paying firms. Alternatively, immigrants with fewer skills or
less motivation may be more likely to be hired by, and remain in, low-paying firms. It is possible that these two
mechanisms are at work at the same time.

This paper begins analysis by examining how common human capital factors could explain the initial al-
location of immigrants across low-, medium-low-, and high-paying firms. The overall prediction power of
commonly observed individual characteristics on immigrants’ initial firm allocation was limited. This suggests
that immigrant initial firm allocation may reflect unobserved characteristics of immigrants necessary for career
success. This study goes on to examine the earnings growth patterns among immigrants initially working in low-,
medium-low-, and high-paying firms. Finally, this study examines whether returns to immigrant education and
language differ by initial firm allocation.

Data and methods

Data

This paper uses data from the Canadian Employer—Employee Dynamics Database (CEEDD), developed
by Statistics Canada. The analytical file used for this paper draws information from four administrative datasets,
including the T4 Statement of Remuneration file, the T1 Personal Master File, the Immigrant Landing file, and
firm-level data from the Longitudinal Employment Analysis Program (LEAP). Observations in the first three
datasets were linked using Social Insurance Numbers (SIN), while LEAP information was attached to individ-
ual-level records using the Longitudinal Business Registry Number.? The T4 tax file contains variables on vari-
ous sources of earnings reported by employers to the Canada Revenue Agency, while the T1 Personal Master
File includes basic demographic characteristics of individuals who file taxes in a given year. The immigrant land-
ing file provides immigrant sociodemographic characteristics measured at the time of entry among immigrants
who landed in Canada from 1980 to 2011. Firm-level data include both public and private establishments, which
are all referred to as firms (ot companies) in this paper.

The study sample is restricted to immigrants who landed in Canada from 1998 to 2001, were aged 20-49 at
the time of landing, and had annual T4 earnings of more than $1,000 (in 2012 Canadian dollars) in at least one
year from 1999 to 2012.* About 490,500 immigrants aged 20-49 at landing who arrived in Canada from 1998 to
2001 were identified from the landing records, among whom 418,800 earned a positive employment income of
more than $1,000 in at least one year during the reference period. Immigrants are tracked over years starting from
their first full year in Canada,® and their multi-year observations are pooled to estimate their earnings growth.

The outcome variable in the analysis is annual employment earnings, while the independent variable of interest is
the firm in which immigrants were initially employed after landing in Canada. This variable is divided into three
groups, according to firms’ annual median payment to employees: low-paying, medinm-low-paying, and high-paying firms.®
Low-paying firms are those with median employment earnings at or under 25th percentile among all firms, wediun-
low-paying firms are those with median employment earnings from the 25th to 50th percentiles, and bigh-paying firms
are those from over the 50th to 100th percentile.” The median annual employment earnings of workers were lower

3. Multiple SIN holders are consistently connected over years using the Greenberg file available at Statistics Canada.

4. For employees who have earnings from more than one employer in a given year, only firms with the highest earnings are
kept in the analysis.

5. For example, 2000 is the first full year for those who landed in 1999.

6. The analysis was replicated using annual average (rather than median) payment. The results are similar.

7. In additional analysis, high-paying firms are defined as those with median earnings in the upper 25 percentile and wediun-paying
Jirms are defined as those with media earnings in the 25th to 75th percentiles. With this alternative definition, the earnings
gaps between immigrants who started in high-paying firms and in low-paying firms were much larger, but the general
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than $11,000 (in 2012 constant dollars) in low-paying firms, between $11,000 and $21,000 in medium-low-paying
firms, and over $21,000 in high-paying firms. About 41 per cent of immigrant men who landed from 1998 to 2001
and were aged 20—49 found their first employment in low-paying (17 per cent) or medium-low-paying (24 per cent)
firms. In comparison, only 27 per cent of Canadian-born workers aged 2049 worked in low- or medium-low-
paying firms. Among immigrant women, 58 per cent were initially employed in low- or medium-low-paying firms,
compared to a much smaller share among their Canadian-born peers at 38 per cent.

Due to the absence of information on working hours, it is not possible to distinguish full-time, part-time,
permanent, and temporary workers. Thus, a low-paying firm defined here could be a low-wage firm or a firm
employing a relatively high proportion of part-time or temporary workers. This is not a major issue for this
study, since its focus is on the overall employment conditions in the initial firm, with a prevalence of low-wages,
part-time jobs, or high job turnover all being indicative of poorer economic outcomes among employees.

Although minimal attrition exists in the administrative data, it remains a concern that not all immigrants
had paid employment every year after landing, First, it could take years for some immigrants to find their first
paying job in Canada. More particularly, about 78 per cent of immigrant men and 63 per cent of immigrant
women started working for companies in the first full year after landing; others found employment in later years.
This study includes the year in which immigrants started their career in Canada in econometric models as a way
to control for heterogeneity potentially associated with the year of entering the host-country labour market.
Second, immigrants’ paid employment is not necessarily continuous, as some immigrants might drop out of
the labour market in some of the tracking years, either due to unemployment or leaving the labour force. These
sample attrition issues will be examined in the robustness-check section.

Methods

This study first asks what factors are associated with the initial allocation of immigrants into firms with dif-
ferent levels of median annual payments to workers. To estimate the discrete dependent variable y with values
of 1 to 3 measuring initial employment in low-, medium-low-, and high-paying firms, the following multinomial
logistic regression model is used:

B exp(Xiaj)
- 1+Zk¢jexp(Xidk)

where the probability of being in each type of firm depends on the selected individual characteristics X and the
vector of coefficients a corresponding to the alternatives 1 and 2. The reference group is initial employment in
high-paying firms with y =3. Covariates X include age at landing, marital status, immigration categories, source

Pr(y, =) j=123, (1)

region, education, geographic region (major CMA /province), cohort, and mother tongue and official language.®

earnings trajectories remained the same. For instance, with the definition used in the study, the absolute earnings gap between
immigrant men staring in high-paying and low-paying firms was about $24,700 (in 2012 constant dollars) in the first year
after immigration, and $24,500 in the 10th year after immigration. Using the alternative definition, the corresponding gap
was $33,700 and $36,900. In both cases, the earnings gap remained essentially constant over a ten-year period.

8. Age at landing was grouped into six categories: 20—24 (reference), 2529, 30-34, 35-39, 40—44, and 4549 years. Marital
status includes three groups: martied/common-law, divorced/separated/widowed, and never martied (teference).
Immigrants were divided into six categories by their immigration class: principal skilled worker (reference), spouse of
skilled worker, business, family, refugee, and other. The source region includes 11 groups: Northwest Europe (reference);
Southeast Eutope; Africa; East Asia; South Asia; Southeast Asia; other Asia; Oceania; Catibbean/ Central South America;
other; and United States. Four education levels are included: high school or less (reference), diploma, bachelor’s degree, and
graduate degree. The geographical region includes Newfoundland, Prince Edward Island, Nova Scotia, New Brunswick,
Montreal, other Quebec, Toronto (reference), other Ontario, Manitoba, Saskatchewan, Alberta, Vancouver, and other
British Columbia. Mother tongue and official languages include English mother tongue (reference); French mother tongue;
English and French mother tongue; other mother tongue and speak English; other mother tongue and speak French; other
mother tongue and speak English or French; other mother tongue and do not speak English or French. The firm-size
variable is grouped into four categories: (1) <20 employees; (2) 2099 employees; (3)100—500 employees; and (4) > 500
employees. The industry variable uses the 2-digit North American Industry Classification System (NAICS).
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The subscript i represents individuals. McFadden Pseudo R? (1974, 1979) is used to evaluate the model’s good-
ness of fit. The value of the Pseudo R? between 0.2 and 0.4 is commonly regarded as a rule of thumb for a
good-fit model. All analyses are carried out for men and women separately.

To address the main goal of this study, the following model is constructed to determine whether there are
disparities in employment earnings in both the short- and longer-run between immigrants starting their careers
in disadvantaged firms (low-paying and medium-low-paying firms) and those in high-paying firms:

INEARN,, =y, + 7, * LOW, + y, *(LOW,*YSM ) + y, * (LOW,*YSM ) + y, * (LOW, *YSM)) + (2)
ys*MED, +y, *(MED,*YSM )+ y, *(MED, *YSM ) + y, * (MED, * YSM} ) +
Yo *YSM, +710*YSM§ +7n *YSM; +Xit:8+un

The dependent variable, InEARN, represents the natural log annual employment earnings of immigrants.”
LOW and MED are variables of interest representing low-paying and medium-low-paying firms, respectively, with
high-paying firms as the common reference group. YSM represents years since landing equaling the tax year minus
the landing year.!” The vector X consists of other individual characteristics including age at landing, marital status,
immigration categories, cohort, source region, education at landing, full- or part-time schooling, initial residential
CMA /province, mother tongue and official language, starting year of employment, industry, and firm size.

When all the covariates are held constant, the gap in log earnings between immigrants who were initially
employed in low-paying firms and those in high-paying firms is y,+y, *YSM+y, *YSM? +y,*YSM?, which is
determined by coefficients y,, 7,, 75, and y,, as well as time spent in Canada. Similarly, y,+y,*YSM+y, *YSM>
+7,*YSM? captures the earnings gap between those initially hired by medium-low-paying and high-paying firms in
a given year after landing, The inclusion of the cubic function of YSM (i.e., the squared and cubic terms) and al-
lowing each immigrant group by initial firm allocation to have their unique cubic function captures their observed
earnings trajectories better than the commonly used quadratic function (i.e., without the cubic term). If the quad-
ratic function of YSM was used, the estimated earnings of immigrants starting with high- and low-paying firms
converged near the end of the study period, without controlling for any covariates. This is not consistent with the
observed earnings trajectories, which show a slight upward trend among immigrants in high-paying firms and a
stable line among those starting in low- and medium-low paying firms over the 14-year tracking period. Lack of
the cubic terms will lead to misspecification of the real earnings trajectories of immigrants observed from the data.

Results

Initial employment in lower-paying firms

This section compares immigrants who started their initial employment in low-, medium-low-, or high-
paying firms along several dimensions: age at arrival, gender, marital status, language, education, immigration
category, and first entry year into paid employment after landing. Table 1 lists summary statistics for these
variables. Immigrants who started in low-paying firms were more likely to be older and not married, with lower
educational attainment and poorer official language proficiency, and not in the principal skilled-worker class like
their counterparts starting in high-paying firms. Around 65 per cent of immigrant men starting in lower-paying
firms found their first paid job in the first full year after arrival, compared with 80 per cent among those starting
in high-paying firms.

These observations were generally confirmed in multivariate analyses. Table 2 presents odds ratios from
multinomial logistic models for men and women separately, to show the effect of a given explanatory variable
on the relative likelihood of immigrants to start at low- or medium-low-paying firms rather than high-paying
firms (after controlling for other included variables).

9. Annual employment earnings in all years are measured in 2012 constant dollars.
10. All immigrants are tracked from their first full year after landing. For example, for immigrants in the 1998 landing cohort,
1999 is their first full year.
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Table 1. Summary statistics of characteristics of immigrants by initial firm-level payments (% unless indicated otherwise)

Men Women
Low- Medium- o Low- Medium- oy
All  paying low- paying  All paying low- paying
rm p;}r/:;lg firm firm paﬁ};;rqlg firm

Age at landing: 20 to 24 10.3 133 12.1 8.8 16.3 18.6 18.1 13.5

25t0 29 24.6 22.1 23.7 25.7 27.0 24.4 25.5 29.9

30 to 34 26.5 23.6 24.6 28.0 243 22.8 23.1 26.3

351039 19.5 18.6 18.7 20.1 17.2 17.2 17.3 17.2

40 to 44 12.3 13.7 12.9 11.6 10.2 11.1 10.5 9.3

45 to 49 6.7 8.7 8.0 5.7 4.9 5.8 5.5 3.9

Married or common-law 68.2 65.5 68.2 68.9 77.4 80.7 78.1 74.8
Language

English mother tongue 8.8 5.5 6.3 10.7 8.9 6.7 7.3 11.5

French mother tongue 1.4 1.3 1.5 1.4 1.2 0.9 1.0 1.4

English and French mother tongue 1.9 1.2 1.4 23 1.6 0.8 1.1 24

Other mother tongue, English 533 514 52.3 543 443 41.9 42.1 47.5

Other mother tongue, French 4.4 5.8 5.1 3.7 4.0 4.1 4.4 3.5

Other mother tongue, Bilingual 5.6 54 5.0 5.9 43 3.2 34 5.7

Other mother tongue, neither Engl./Fr. 24.6 29.4 28.4 21.7 35.8 424 40.5 28.0
Education

High school or less 23.0 28.8 28.5 19.2 30.2 37.1 35.7 21.7
Diploma 22.5 24.5 24.1 21.3 26.5 27.1 28.3 24.8
Bachelor 37.2 34.1 345 39.1 327 28.6 28.4 38.5
Beyond bachelor 17.3 12.6 12.9 20.4 10.6 7.2 7.5 15.0
Immigration class
Skilled principal 52.9 43.3 44.6 58.9 18.2 11.4 13.7 25.8
Skilled spouse 8.6 9.1 9.6 8.1 31.7 332 30.3 31.7
Business 3.4 7.7 44 1.8 3.8 6.2 3.9 2.1
Family 20.1 19.5 235 19.0 31.8 33.8 35.1 28.2
Refugee 13.8 19.3 16.6 11.1 10.4 12.4 11.8 8.0
Market entry year
First 78.2 65.2 75.7 83.0 63.4 54.6 64.6 68.3
Second 8.5 12.5 9.0 7.2 12.2 14.4 11.9 11.1
Third 4.5 7.3 4.9 3.6 7.1 8.6 6.7 6.4
Fourth 2.6 43 3.0 2.0 4.7 5.9 4.6 4.1
Later 6.1 10.7 7.3 4.3 12.6 16.6 12.2 10.1
Observations (number) 211,541 36,188 49,907 125,446 207,296 58,135 62,095 87,066

Source: Statistics Canada, Canadian Employer—Employee Dynamics Database.
Note: Figures given as percentages except as indicated.

Several distinct patterns are observed using the estimates. First, there was a strong effect of age at landing
for both men and women. Immigrants who landed at age 2529 had the lowest likelihood of initially working in
low-paying firms, followed by those aged 30—34. Immigrants who landed at age 20—24 and those at age 35-39 had
similarly low likelihoods of starting in low-paying firms. The relative risks of starting in low-paying firms increased
beyond age 40 at landing (Table 2). Second, common human capital factors that are generally associated with suc-
cessful economic outcomes among immigrants also played a significant role in affecting their initial firm allocation.
Immigrants whose mother tongue was English were least likely to start in low-paying firms. Higher educational
attainment was associated with a lower likelihood of starting in low- or medium-low-paying firms. Among immi-
grant classes, skzlled-worker principal applicants (the reference group) had the lowest likelihood, while business class
had the highest likelihood of starting in low-paying firms. Third, immigrants who started with low-paying firms
tended to begin their paid employment in later years after landing than other immigrants. That is, immigrants who
found their initial jobs in high-paying firms often did so immediately after landing, while immigrants who found
their initial jobs in low-paying firms were more likely to have waited to take a job or to have experienced longer job
searches in the years after landing,
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Table 2. Relative risks from multinomial logit models predicting initial employment in low-, medium-low-,
and high-paying firms by individual, firm-level characteristics (relative risk unless indicated otherwise)

Male Female
Low- Medium-low- Low- Medium-low-
paying firm paying firm paying firm paying firm
Age at landing
25t029 0.831 *** 0.946* 0.857 *** 0.902 ***
30to 34 0.905 *** 1.011 0.939** 0.984
35t039 1.035 1118 %% 1.022 1.087 #**
40 to 44 1.268 #** 1.306%** 1.167%** 1.164 *%*
45 to 49 1.485%** 1.479%%* 1.257%** 1.245 #%*
Married or common-law 0.806 *** 0.887 *** 1.036 7 1.018
Divorced 0.869* 1.005 1.030 1.026
Language
French mother tongue 1.900 *** 2.093 *#* 1.39] *** 1.420 %
English and French mother tongue 1.275 %% 1.366*** 1.046 1.196**
Other mother tongue, English 1.471 *** 1.557 ##* 1.395 % 1.403 *#*
Other mother tongue, French 1.796*** 1.838 %4 1.530%** 1.640 ***
Other mother tongue, bilingual 1.426%** 1.510%** 1.082 1.127**
Other mother tongue, not Engl./Fr. 1.529 % 1.662 *** 1.683 *** 1.791 ***
Immigration class
Skilled (spouse) 1.454 #%* 1.486%** 1.640 *** 1.377%**
Family 1.503 #** 1.517 *** 1.660 *** 1.515%**
Regugee 1.715%%* 1.522 *** 1.756*%* 1.541 ***
Business 2.977 *** 1.912%** 2.952 #** 1.897 ***
Other 1.272%%* 1.346%** 1.413%%* 1.778 ***
Education
Diploma 0.944 ** 0.926*** 0.794 **x* 0.824 ***
Bachelor 0.795*** 0.780*** 0.564 *** 0.564 ***
Beyond bachelor 0.541 *** 0.544 0.366*** 0.391 ***
Market entry year
Second 1.9171 *** 1.287 *** 1.442 *** 1.036*
Third 2.153 #** 1.347 %** 1.462 *** 1.014
Fourth 2.26]1 *¥** 1.519%%* 1.493 *** 1.061*
Later 2.581 *** 1.679 *** 1.625%** 1.072%%*
Observations (number) 199,221 199,221 196,781 196,781
Pseudo R-squared (value) 0.0546 n/a 0.0465 n/a

Source: Statistics Canada, Canadian Employer—-Employee Dynamics Database.

Note: Source region, geographic distribution, cohort, and constant are also controlled in each model. With the exception
of geographic distribution, all the other covariates represent the initial characteristics of immigrants at landing.

* significantly different from reference category (p<0.05); ** significantly different from reference category (p<0.01);
*** significantly different from reference category (p<0.001); T significantly different from reference category (p<0.10)

To what extent did the observed characteristics of immigrants account for the probability of their initial
employment in low-, medium-low-, or high-paying firms in the Canadian labour market? The Psuedo R-square
of the multinomial model for both sexes was around 0.05, which is well below the accepted rule of 0.2-0.4 for
a good fit. This indicates that overall, the observed characteristics of immigrants explained little about the initial
employment of new immigrants across low-, medium-low-, or high-paying firms. Thus, initial firm allocation is
possibly determined by immigrants’ transferability of foreign skills and the match between individual-specific
skills and employers’ job requirements—factors that are not sufficiently captured by conventional human capital
factors, but might be better known by employers.

Earnings growth trajectory

Figures 1 and 2 present earnings trajectories from the first full year to the fourteenth year after landing
for immigrant men and women, respectively, by initial firm allocation. Immigrant men starting in low-paying
or medium-low-paying firms in the first full year after landing earned, on average, about $20,000-$25,000 less
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Figure 1. Earnings growth of immigrant men by initial employment firms.

Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.
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Figure 2. Earnings growth of immigrant women by initial employment firms.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.

than those who started in high-paying firms, and these observed earnings differences persisted over the next
fourteen years. Similar patterns are observed among immigrant women. These results do not take into account
observed differences such as age or educational attainment.

Table 3 reports the results of the regression models which examine the association between initial firm al-
location and log earnings growth, while taking into account differences in observed characteristics. The models
are estimated separately for men and women. For each sex, three models are estimated. Model 1 includes initial
firm type, landing cohort, cubic function of years since landing, and the interaction between initial firm type and
the cubic function of years since landing. Model 2 adds in individual characteristics of immigrants, and Model 3
further includes firm size and industry for the year in which the earnings were observed.
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Table 3. Estimated coefficients from models of earnings by gender (log points unless otherwise indicated)
Natural log of annual employment earnings

Men Women
Model (1)  Model (2) Model (3) Model (1) Model (2) Model (3)
Initial low-paying firm —1.382%**  —1.234%**%  —(751%*%*  —[.161*¥* —1.022%** —(0.667***
Initial low-paying firm interacted 0.193%#* 0.220%**  (Q.113%%* 0.167***  0.186%**  (.114%***
with years since landing
Initial low-paying firm interacted —0.016%** —0.020%**  —0.009***  —0.016*** —0.018*** —0.011***
with years since landing squared
Initial low-paying firm interacted 0.0004*** 0.001%**  0.0002***  0.001*** 0.001***  (0.0004%**
with years since landing cubed
Initial Medium-low-paying firm —0.762%**  —0.632%**  —(.332%**  —(0.630%** —(0.499*** —(.273%**

Initial medium-low-paying firm inter- 0.059%** 0.073%%*  0.019%** 0.047***  0.053***  (0.013**
acted with years since landing

Initial medium-low-paying firm inter- ~ —0.003** —0.005***  0.0005 —0.004*** —0.005*** —0.001
acted with years since landing squared
Initial medium-low-paying firm inter-  —0.00001 0.00009** —0.00007* 0.0001**  0.0002*** (0.00001
acted with years since landing cubed
Years since landing 0.148%** 0.163%**  (.163*** 0.096***  0.131%*** (.131***
Years since landing squared =0.010%**  —0.012*** —0.013***  —0.002*** —0.006*** —0.007***
Years since landing cubed 0.0002%**  0.0003***  0.0004*** —0.00006*  0.00006* 0.0001%**
Cohort Yes Yes Yes Yes Yes Yes
Landing age No Yes Yes No Yes Yes
Marital status No Yes Yes No Yes Yes
Education No Yes Yes No Yes Yes
Further education No Yes Yes No Yes Yes
Mother tongue No Yes Yes No Yes Yes
Immigration No Yes Yes No Yes Yes
Source region No Yes Yes No Yes Yes
Geographic distribution No Yes Yes No Yes Yes
Entry year No Yes Yes No Yes Yes
Firm size No No Yes No No Yes
Industry No No Yes No No Yes
Constant Yes Yes Yes Yes Yes Yes
Observations (number) 1,751,410 1,751,410 1,751,410 1,637,386 1,637,386 1,637,386
R-squared (value) 0.17 0.294 0.378 0.15 0.269 0.328

Source: Statistics Canada, Canadian Employer—-Employee Dynamics Database.

Note: With the exception of geographical distribution, firm size, and industry, all other covariates represent initial characteristics of
immigrants at landing. The industry variable uses the 2-digit North American Industry Classification System (NAICS). Firm size is
grouped into four categories, based on number of employees: (1) less than 20; (2) 20-99; (3) 100-500; and (4) more than 500.

* significantly different from reference category (p<0.05); ** significantly different from reference category (p<0.01);

**% significantly different from reference category (p<0.001)

The annual earnings advantages of immigrants starting in high-paying firms were reduced but did not
disappear as the selected individual and firm-related characteristics were added from Model 1 to Model 3. This
suggests that some of the earnings disparity between groups was attributed to the included characteristics, yet
the remaining earnings gap remained large. The estimated coefficients of the low-paying (LOW) variable were
—0.751 for men and —0.667 for women, based on Model 3, indicating that immigrants starting in low-paying
firms earned significantly less upon landing (i.e., YSM=0) than their counterparts in high-paying firms. Put
differently, male immigrants initially employed in low-paying firms initially received annual earnings roughly 53

—0.751 _

per cent (e 1) less than their observationally equivalent counterparts who were initially employed in high-

paying firms. Female immigrants initially employed in low-paying firms earned 49 per cent (¢ %967 —1) less than

their observationally counterparts initially employed in high-paying firms. The corresponding earnings gaps

for male and female immigrants initially employed in medium-low-paying firms were 28 per cent (¢ %-332—1)

—0.273 _

and 24 per cent (e 1) lower, respectively, than their observationally equivalent counterparts who were

initially employed in high-paying firms.
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The relative disparities in earnings by initial firm allocation narrowed with the number of years in Canada, as
indicated by the significant and positive interaction term between low-paying firms and years since immigration.
However, the absolute earnings differences between the three groups of immigrants changed little. Figures 3
and 4 show the estimated earnings trajectories of immigrant men and women initially employed in low-, medium-
low-, and high-paying firms, based on Model 3 in Table 3. Clearly the differences in absolute earnings persisted
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Figure 3. Estimated earnings growth pattern for immigrant men.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.
Note: Based on estimates in Model (3) of Table 3.
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Figure 4. Estimated earnings growth pattern for immigrant women.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.
Note: Based on estimates in Model (3) of Table 3.
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as immigrants resided in Canada over time. Relative to immigrants starting in high-paying firms, observationally
equivalent immigrant men initially employed in low-paying firms were estimated to earn almost $11,000 less in
the first year after landing, with this earnings gap decreasing to about $8,600 after 14 years in Canada. For men
initially employed in medium-low-paying firms, the earnings gap increased from approximately $6,000 in the first
year to $7,000 by the fourteenth year. The patterns were similar for immigrant women. The earnings difference
between immigrant women starting in low- and high-paying firms was approximately $6,000 in the first year after
landing and $5,500 in the fourteenth year. Among immigrant women starting in medium-low-paying firms, the
differences were about $3,000 and $5,000 in the first and fourteenth years, respectively. These estimates indicate
that immigrants starting in lower-paying firms had lower earnings in both the short and long term.

Returns to education and language proficiency by initial firm allocation

Do the short- and long-run earnings advantages associated with starting in high-paying firms differ by educa-
tion and host country language proficiency? In other words, are returns to general human capital higher among im-
migrants who start in higher-paying firms? As noted above, two possible mechanisms may contribute to this. The
first pertains to selection, as immigrants initially employed in high-paying firms likely have better abilities and skills
beyond general human capital than immigrants in low-paying firms, and a lower likelihood of being overqualified
for their job. The second pertains to skills usage and development, as high-paying firms may provide greater oppor-
tunity for immigrants to use and develop their skills. In both cases, those with higher levels of human capital may
be more likely than other immigrants to benefit from employment in high-paying firms, and we can expect earnings
differences between high- and low-paying firms to be largest among immigrants with high levels of human capital.

To examine this issue, Model 3 in Table 3 was estimated separately by education. The results are plotted to
compare immigrants with a bachelor degree and those with only a high school diploma in Figure 5 for men and
in Figure 6 for women. Similarly, Model 3 was estimated separately by official-language ability. Figures 7 and 8
compare the results for immigrants whose mother tongue is English or French with results for those who did
not speak English or French at the time of landing,

As expected, the earnings gap between immigrants with a bachelor’s degree vs. high school diploma was indeed
larger among those initially employed in high-paying firms (figures 5 and 0). In the first few years after landing, the
‘degree-diploma’ difference among immigrants was approximately $7,000 at high-paying firms and $1,800 at low-
paying firms. Over time, the magnitude of this difference remained larger among immigrants at high-paying firms.
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Figure 5. Estimated earnings growth pattern by educational level, men.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.
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Figure 6. Estimated earnings growth pattern by educational level, women.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.

Itis also clear from Figures 5 and 6 that among immigrants with a bachelor’s degree, the earnings difference
between those initially employed in high- or low-paying firms remained large and persistent over the fourteen-
year reference period. This persistent gap is consistent with the view that among immigrants with a bachelor
degree there are significant differences in skills and abilities that are not captured by educational attainment (i.e.,
unobserved characteristics), and that these unobserved characteristics contributed to the initial sorting of immi-
grants into high- and low-paying firms and to sustained earnings differentials over the longer-term. However, it
is also possible that the persistent earnings gap between immigrant bachelor’s degree holders initially employed
in high- and low-paying firms is attributable to barriers preventing those who start in low-paying firms from
catching up. This could include loss of skills resulting from under-employment, or reduced attractiveness to
prospective higher-paying employers resulting from negative signals associated with low-wage employment or
job turnover.

It is also clear from figures 5 and 6 that immigrants with a bachelor’s degree starting in low-paying firms
earned less than high school graduates starting in high-paying firms in the first few years after landing. However,
by the fourth year, the former group outpaced the latter in earnings growth. This suggests that the long-run
advantage of higher education was larger than the initial advantage of less-educated immigrants due to their
other abilities or opportunities that high-paying firms had to offer.

Finally, among immigrants with a secondary education or less, the earnings gap by initial firm allocation
decreased over time. For less-educated immigrants, the advantage of starting in high-paying firms may reflect
differences in both selectivity and opportunities.

Similar patterns are observed from the results of model estimates by official language ability (figures 7
and 8). The earnings advantage of English or French mother tongue relative to not speaking either language was
larger among immigrants starting in high-paying firms than among those starting in low-paying firms. Among
immigrants whose mother tongue 7s English or French, the earnings gap by initial firm allocation decreased only
slightly over the fourteen-year term after landing. Among immigrants who did not speak English or French, the
earnings gap by initial firm allocation decreased over time among men, but changed little among women. Finally,
immigrants whose mother tongue /s English or French who started in low-paying firm did not have any earnings
advantage in the initial years after landing than immigrants who did not speak English or French. However, the
former group had higher earnings growth and earned more than the latter after 3 years among men, and after
2 years among women.
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Figure 7. Estimated earnings growth pattern by mother tongue and language, men.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.
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Figure 8. Estimated earnings growth pattern by mother tongue and language, women.
Source: Statistics Canada, Canadian Employer-Employee Dynamics Database, 1999-2012.

Robustness check

As discussed earlier, immigrants who started working in low-paying firms tended to delay their entry into
the labour market and have fewer years of employment than immigrants who started in high-paying firms. In
addition, about 12.4 per cent of immigrants who started in high-paying firms did not receive employment earn-
ings in the following year, compared with a much higher interruption rate of 24.9 per cent among immigrants
starting in low-paying firms. The different disruption and attrition patterns by initial firm allocation may bias

the estimated earnings growth.

One simple way to address the attrition bias is to restrict the study sample to immigrants who were tracked
for atleast 8 years over the 14-year period. The earnings models were estimated on the restricted sample, and the
results are shown in Table 4. These results are similar to those based on the overall sample presented in Table 3.
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Table 4. Estimated coefficients from models of earnings by gender (log points unless otherwise indicated)
Natural log of annual employment earnings

Men Women
Model (1)  Model (2) Model (3) Model (1) Model (2) Model (3)
Initial low-paying firm —1.332%¥*  —1.159%%*% —0.691*** —1.150%** —0.996*** —(0.642%**
Initial low-paying firm interacted 0.203 % 0.215%**%  0.108***  (0.184*** (. 191***  (0.116%**
with years since landing
Initial low-paying firm interacted —0.017***  —0.019*** —0.008*** —0.017*** —0.018*** —0.010***
with years since landing squared
Initial low-paying firm interacted 0.0005***  0.001*** 0.0002%** 0.001***  0.001***  0.0003%**
with years since landing cubed
Initial Medium-low-paying firm —0.746%**  —0.601*** —0.308%** —(.622%*** —(0.484%** —(.254***
Initial medium-low-paying firm inter- 0.065%** 0.072%**  0.017***  0.050***  0.051***  0.008
acted with years since landing
Initial medium-low-paying firm inter- —0.003***  —0.005*** 0.001 —0.004***  —0.004***  0.0005
acted with years since landing squared
Initial medium-low-paying firm inter- 0.00001 0.0001** —0.00007*  0.00008*  0.0001** —0.00004
acted with years since landing cubed
Years since landing 0.175%** 0.178***  0.177%**  0.129***  (0.150%**  (.148***
Years since landing squared =0.015%**  —0.016*** —0.016%** —0.006*** —0.010%** —0.010***
Years since landing cubed 0.0004***  0.001*** 0.001***  0.0001*%** 0.0003***  0.0003***
Cohort Yes Yes Yes Yes Yes Yes
Landing age No Yes Yes No Yes Yes
Marital status No Yes Yes No Yes Yes
Education No Yes Yes No Yes Yes
Further education No Yes Yes No Yes Yes
Mother tongue No Yes Yes No Yes Yes
Immigration No Yes Yes No Yes Yes
Source region No Yes Yes No Yes Yes
Geographic distribution No Yes Yes No Yes Yes
Entry year No Yes Yes No Yes Yes
Firm size No No Yes No No Yes
Industry No No Yes No No Yes
Constant Yes Yes Yes Yes Yes Yes
Observations (number) 1,490,088 1,490,088 1,490,088 1,337,599 1,337,599 1,337,599
R-squared (value) 0.16 0.29 0.379 0.162 0.266 0.329

Source: Statistics Canada, Canadian Employer—-Employee Dynamics Database.

Note: With the exception of geographical distribution, firm size, and industry, all other covariates represent initial characteristics of
immigrants at landing. The industry variable uses the 2-digit North American Industry Classification System (NAICS). Firm size is
grouped into four categories, based on number of employees: (1) less than 20; (2) 20-99; (3) 100-500; and (4) more than 500.

* significantly different from reference category (p<0.05); ** significantly different from reference category (p<0.01);

**% significantly different from reference category (p<0.001)

It is possible that the self-selection associated with attrition was largely captured by the included individual and
work-related characteristics.

Further analysis was conducted for immigrants who were principal applicants in the skilled-worker class.
These immigrants were selected under the points system. The results were generally in line with those obtained
for all immigrants, although initial firm allocation had a stronger effect for principal applicants. Specifically,
when individual demographic characteristics and firm-level covariates were controlled for in the model, male
skilled-worker principal applicants starting in low-paying firms had roughly a $15,000 earnings disadvantage
relative to their counterparts who started in high-paying firms, and the gap narrowed slightly to $13,000 by the
end of the fourteenth year. Similarly, the earnings of those who initially worked in medium-low-paying firms
were around $9,000 lower than those of their peers who started in high-paying firms at the beginning, and the
gap increased to around $11,000 at the end of the 14-year period.

Some might raise concerns that the better earnings trajectories of immigrants starting in high-paying firms
might be driven by their initial employment in the high-paying public administration industries. However, the
estimation results are barely affected when the study sample is restricted to those who started their career in
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private firms in Canada. This could be due to the fact that only a small proportion of immigrants can find their
first job in the public service industry as citizenship is generally a priority in the process of government hiring
and it takes several years for new immigrants to obtain their citizenship status.

Furthermore, descriptive statistics were produced to show earnings trajectories among immigrant men and
women, respectively, by initial firm allocation within each of the following major industrial sectors: manufactur-
ing; wholesale and retail trade; information and cultural industries, finance and insurance, real estate, profes-
sional, scientific and technical services; administrative and support; education services, health care, and public
administration; accommodation and food services. In general, the pattern of earnings growth by initial firm al-
location for both immigrant men and women in all industries combined, as illustrated in Charts 1 and 2, was also
observed within each major industrial sector, with some noticeable variations. For both genders, the earnings
gap between immigrants who started in high-paying firms and those stated in low-paying firms was the largest in
the broad sector of information and cultural industries, finance and insurance, real estate, professional, scientific
and technical services; and lowest in the accommodation and food services sector. In most of the major indus-
trial sectors, the absolute earnings gap by initial firm allocation changed little with more years after immigration.
However, in the education services, health care, and public administration sector, the absoulte earnings gap
between immigrants starting in low-paying firms and high-paying firms expanded over time. In comparison,
the earnings gap between immigrants starting in low-paying and those in medium-low-paying firms disappeared
about six years after immigration for both immigrant men and women in the sector of accomodation and food
services, and about 8 years after immigration for immigrant women in the manufacturing industry.

Conclusion

Canada’s economic immigration policy has been undergoing substantial changes that include increasing
involvement of employers in selecting economic immigrants. Yet little is known about whether and how the
characteristics of employers who select immigrants are associated with immigrant labour market outcomes in
the short and long run. As a first step to provide relevant empirical evidence, this study asks whether immigrants
starting with low- and high-paying firms have large gaps in initial earnings and whether the initial earnings gaps
narrow with increasing length of residence in Canada. Although initial firms where immigrants started their
work in Canada do not necessarily represent firms that would select immigrants from abroad, initial firm al-
location is the result of Canadian employers selecting newly arrived immigrants based on their human capital
factors, job-specific skills, and other qualifications that the employers can individually evaluate. This study argues
that the characteristics of initial firms largely reflect the extent to which new immigrants’ skills and abilities are
validated and valued by Canadian employers.

Results show that whether new immigrants having their first paid employment in low-, medium-low-, or
high-paying firms in Canada is a strong indicator of their long-run labour market outcomes. Immigrants starting
in high-paying firms, in particular, had higher initial and long-term earnings than immigrants starting in low-
paying firms, even after differences in individual demographic and human capital factors were taken into con-
sideration. This earnings advantage is consistent with the view that the selection of immigrants into high-paying
firms reflects a better match between skills and job requirements and selection on skills and abilities beyond
those captured by educational attainment, age, and language ability.

This study further finds that earnings returns to educational attainment and knowledge of English and
French were larger in both the short and long run among immigrants initially employed in high-paying firms
than among those initially employed in low-paying firms. Furthermore, immigrants with high levels of human
capital starting in low-paying firms earned less than immigrants with low levels of human capital starting in
high-paying firms in the first few years after landing. However, the former group outpaced the latter in earn-
ings growth. This indicates that, in the long run, the effect of high levels of human capital outweighs the initial
advantage of low-skilled immigrants who started in high-paying firms.

The paper shows that the types of firms that potential immigrants are being selected into could be a pertin-
ent indicator, in addition to common human capital factors, of immigrants’ potential to do well in the Canadian
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labour market. This might be because many unobserved characteristics of immigrants that could potentially
attribute to their long-term earnings growth are captured by their initial allocation across high- or low-paying
firms. These unobserved characteristics could include innate ability, skills, the degree to which their foreign
educational credentials are valued in the Canadian labour market, and the match between skills and firm-specific
demand. Since a firm’s payment level can be easily measured and verified, it can be used as an important criterion
in considering the importance of a job offer from a Canadian employer or previous Canadian work experience
in immigrant selection.
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