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ABSTRACT  

Despite many major policy innovations aimed at reducing Black-Americans‘ economic 

disadvantage since 1965, Black-Americans, as a minority ethnic group, have still fallen 

behind economically relative to other groups. In an attempt to provide policy 

recommendations for improving the plight of economically disadvantaged minorities in 

United States, this paper examines the returns to education in 1960, 1980 and 2008 for a 

group that has been successful in the labor market, Asian-Americans, and compares them 

to their non-Hispanic White counterparts. Under Mincer‘s Human Capital Earnings 

Function (HCEF), this paper pools the 1960 1% census sample, 1980 5% census sample 

and 2008 1% American Community Survey sample and uses a least squares approach in 

the analysis. The outcome of the empirical study shows that Asian-Americans, especially 

males, have higher returns to post-secondary education. This holds true even if we 

account for country of origin and diploma-earning effects.   
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I. Introduction   

Though it cannot be scientifically proven, both Eastern and Western wisdom agree 

that inequality of personal income is at least one root, if not the primary root, of social 

instability and misfortune for individuals. With the hope of eliminating income 

inequality, economists have long sought its causes and potential cures. It is commonly 

believed that education may be both a source and cure of such inequality.
1
 Education—

whether it pre-K or post-doctoral, informal or formal, part-time or full time—is 

considered ―beneficial‖ from a cost-effectiveness perspective.    

As a quasi-public good, education creates a positive externality for all of society.  

This is among many reasons underlying the government‘s obligation to support education 

via tax revenue redistribution. In an effort to promote national competence and eliminate 

income inequality, the federal government intervenes in education intensively. In 2008, it 

appropriated over 68 billion to the U.S. Department of Education.
2 While Americans 

enjoy equal opportunity for attaining education their ability to act on that opportunity is 

contingent on their personal backgrounds. Hence the effect of education on individuals 

varies across groups with different characteristics.    

In the United States, there is a significant gap in personal income between Black-

Americans and White-Americans. Data from the Bureau of Labor Statistics in 2010 

shows that median weekly earnings for Black-Americans are $611(in 2010 U.S. dollars), 

around 20% lower than for White-Americans, whose median weekly earnings are 

                                            

1 Source: Day and Newburger (2011). 

2 Source: Department of Education (2011a, 2011b).  
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reported at $765.
3
 Black-Americans‘ disadvantage in the labor market still persists 

despite a long history of policies aimed at narrowing the gap between them and White-

Americans, beginning with the War on Poverty initiated by President Johnson in 1965. 

Even after passage of the Economic Opportunity Act of 1964 and the Social Security Act 

of 1965, in the past several decades, Black-American males‘ earnings, measured by 

median annual wage, have never been higher than 80 percent of their white counterparts‘ 

earnings.
4
 

The impact of Black-Americans‘ long-term socioeconomic disadvantages is 

detrimental not only to Black-Americans, but to society as well. For example, research 

indicates that this earning gap is associated with higher crime rates among Black-

Americans, which has a destabilizing effect on society (Patterson 1991). With the hope of 

inspiring more policy initiatives aimed at strengthening Black-Americans‘ socioeconomic 

well-being, economists have been seeking reasons and solution for Black-American‘s 

education underperformance. Much research links Black-White income inequality to 

education even after controlling for individual characteristics and using sophisticated 

econometric techniques, such as instrumental variables estimation.  

Despite the variety of approaches and the frequent appearance of articles on the 

subject of the Black-White earning gap in academic journals, recent education economics 

empirical studies suffer from defects and therefore have been unsuccessful in identifying 

a singular cause or remedy.  

                                            

3 Source: Bureau of Labor Statistics (2011). 

4 Source: Infoplease.com (2011).  
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Though it makes very good sense for a currently underperforming group to learn 

from the dominant ‗reference group,‘ the same effort may be even better rewarded by 

following the path of an overtaking group, especially a group that has many similarities 

to African-Americans. 

Fortunately, there is such a group. In the past few decades, Asian-Americans, as 

an ethnic group, have experienced a dramatic improvement in labor market outcomes.
5
 

As Table 2 shows, Asian-Americans are the perfect example of an initially 

underperforming group who became successful. In the past five decades, Asian-

Americans have surpassed their White counterparts in personal income. In 1960, Asian-

Americans earned on average nearly $2,000 (in 2008 dollars) less than Whites, but in 

2008 their average earnings were $6,000 higher. Asian-Americans‘ advantage in the labor 

market is not only shown by their higher personal income but also by their prestige level: 

Asian-Americans have reported a widening gap compared with Whites in their Duncan's 

Socioeconomic Index (DSI) score, a major measurement of socioeconomic well-being 

(Table 2).  

Moreover, statistics show that Asian-Americans‘ takeoff in the labor market seems 

likely to continue in the future. According to the Census Bureau‘s Statistical Abstract, the 

Asian-American population grew 96%, 63%, and 33% in the past three decades 

respectively, and they will remain one of the fastest growing ethnic groups in the United 

States. According to National Population Projections released in 2009 by the Census 

Bureau, the Asian-American population is expected to double by 2050, which means that 

                                            

5 Source: Le (2010b).  
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around 12 million highly educated and competitive Asian-Americans will join the labor 

force in the next 40 years.
6
 

However, despite the phenomenon of Asian-Americans‘ takeoff, Asian-

Americans‘ success has not yet been accepted as a good model for Blacks. A recently 

published book may provide some hint to the reason. In her new book, Battle Hymn of the 

Tiger Mother, Amy Chua, an Asian-American Yale law professor, claims that her tough 

parenting style resulted in her two daughters‘ well-above-average math skills and other 

academic achievements, which can commonly be taken as the modern cornerstone of 

labor market success. Ms. Chua‘s parenting style is not unusual in the Asian-American 

community. In contrast with White parents‘ laissez-faire parenting style, Asian-American 

parents tend to have higher expectations for their children‘s educational achievement and 

play a much more proactive role in their children‘s education (Ruth Chao, 1994). Asian-

American parents‘ higher expectations are shown by statistics. The 2009 U.S. census 

shows that the percentage of Asian-Americans who are 25 or older and earn a college or 

higher diploma is almost twice as high as the percentage for White-Americans and almost 

three times as high as Black-Americans.
7
 

Nonetheless, Chua‘s ‗tiger mother theory‘ has never been endorsed in empirical 

studies. According to Machin‘s (2007) estimation, the number of papers published in 

mainstream economics journals related the economics of education has tripled in the past 

five decades; however, Asian-Americans rarely appear as the main focus of the analysis. 

Asian-Americans‘ high achievement in education and its influence on their success in the 

                                            

6 Source: Bureau of Census (2011a, 2011b).  

7 Source: Bureau of Census (2011c).  
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labor market has been largely neglected. At best, Asian-Americans are discussed as 

ancillary subjects in academic papers. Besides the lack of academic interest, two other 

factors may lead to the understating of Asian-Americans‘ achievement in the labor market 

and their investment in education.  

First, some might argue that Asian-Americans owe their success in the labor 

market to their unique labor force structure rather than effort in education. This statement 

may make some sense if we make judgments without careful empirical analysis. Census 

data show that more than 10 million Asian-Americans are foreign-born; this represents 

more than 60% of today‘s Asian-American population. This means that Asian-Americans‘ 

prosperity may be ―imported‖ rather than endogenously originated. Yet, the present 

empirical study refutes this claim by demonstrating that native-born Asian-Americans 

achieve higher returns to education than their foreign-born counterparts. 

Second, some might argue that a ―sheepskin effect‖ explains Asian-Americans‘ 

improvements in labor market outcomes. In the labor market, especially the job-hunting 

phase, job applicants must demonstrate certain desired capacities, such as interpersonal 

skills, to signal their productivity, or more simply in a real world circumstance, to pass 

the resume-scanning stage and obtain an interview. This signaling process may be more 

critical for minority individuals than others, as potential employers may tend to expect 

them to have less proficiency in language and other skills. One of the best ways to send 

an effective signal of capacity is to earn a diploma from a well-recognized institution 

(Hungerford & Solon, 1987). Some claim that Asian-Americans benefit from the 

signaling effect carried by the diplomas they earned rather than the education itself, since 

in the past fifty years Asian-Americans have had the highest college graduation rate in 
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United States (Table 2). Indeed, diplomas earned by Asian-Americans may be their 

passports to high-end and well-paid occupations, but the sheepskin effect is not the sole 

cause of their success.  

The first step in helping the United States learn from this outperforming group is 

to clarify whether and to what degree the group has benefited from education during its 

takeoff in the labor market. More specifically, in order to find the unique element that 

contributes to Asian-Americans‘ current success, a closer analysis, which focuses on 

Asian-Americans‘ returns to education and a comparison to the once-leading ethnic group 

in the labor market, is needed.  

Despite the necessity of conducting a thorough empirical analysis, two limitations 

in the data make it very difficult to provide a comprehensive year-to-year review of 

Asian-American returns to education since 1960. First, Asian-Americans made up a very 

small and hardly measurable share of the population before 1980. Hence, it is very 

difficult to find an appropriate dataset for them. Second, in some cases, variables are not 

measured consistently over time. These limitations must be taken into account when 

attempting to show how returns to education for Asian-Americans have changed over 

time.  

Nevertheless, this paper explores the relationship between Asian-Americans‘ 

recent success in the labor market and their long-existing emphasis on educational 

attainment by examining Asian-Americans‘ returns to education. Due to the lack of a 

specifically-designed dataset for Asian-Americans, I pooled the 1960 1-percent census 

sample, the 1980 5-percent census sample, and the 2008 1-percent American Community 

Survey (ACS) sample extracted from Integrated Public Use Microdata Series United 
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States (IPUMS-USA) as a computer-accessible file. I use data on recipients‘ educational 

achievement, personal income, and other unified measurements of personal 

characteristics. I used the combined dataset to conduct the estimation and comparison of 

Asian- and White-Americans‘ returns to education in 1960, 1980 and 2008. I employed 

the Ordinary Least Squares (OLS) method to estimate White-American and Asian-

Americans‘ returns to education in 1960, 1980 and 2008 for both males and females.  

The regression estimates show that, despite the obvious disadvantages observed in 

pre-college education, Asian-American males‘ efforts in post-secondary education are 

much better rewarded than those of their White counterparts, while Asian-American 

females have a pattern of returns to education that is much more similar to White 

females. In order to determine if this difference was brought about by immigrants, who 

make up a large part of the Asian-American population, or the signaling effect of a 

diploma rather than education itself, two different sets of variables were added to the 

regression. Though this changes the estimates somewhat in 1960 and 1980, the returns to 

education are quite stable in 2008 when we control for immigration status. Moreover, 

significant changes for both Asians and Whites are observed, especially in 2008, when we 

control for the sheepskin effect resulting from diploma earning.   

The study finds that foreign born Asian-Americans experience lower returns to 

education, especially for post-college education. For Asian-Americans as a whole, 

however, the higher the level of diploma they earn, the greater the positive influence on 

personal wage income.  

These findings suggest that even though Asian-Americans‘ income is affected by 

the sheepskin and immigration effects, Asian-Americans have a dissimilar distribution of 
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returns to education when compared to their White counterparts. However, what leads to 

their unique distribution of returns to education remains unclear. Further efforts should be 

made to identify the driving factor for Asian-Americans‘ takeoff in socioeconomic 

wellbeing.  

The rest of this paper is composed as follows: Section II reviews the past relevant 

literature and research on this topic, Section III gives a brief description of my research 

method and data, Section IV discusses the regression estimates of returns to education 

across time and ethnic groups, and Section V discusses the findings and policy 

implications. 
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II. Literature Review 

The importance of education was recognized by both Eastern and Western wisdom 

long before the industrial revolution. Confucius brought education to the grassroots level of 

society as early as 551 B.C. Reflecting his egalitarian beliefs, he once urged, ―Make no social 

distinctions in teaching.‖ Speaking on the importance of education, Plato wrote that ―the 

direction in which education starts a man will determine his future in life.‖ Yet, in the age of 

agriculture, when productivity was measured by physical power rather than intellectual 

capacity, education‘s effect on personal economic wellbeing remained limited and 

unappreciated.   

As the industrial revolution began, education and economic wellbeing seemed more 

closely related. In his groundbreaking book, The Wealth of Nations (1776), Adam Smith 

noted how occupational prestige resulted at least partly from the education one received. 

Smith suggested that, "The difference between the most dissimilar characters, between a 

philosopher and a common street porter, for example, seems to arise not so much from 

nature, as from habit, custom, and education." His point of view implied the positive 

relationship between personal economic well-being and education. 

Almost two centuries after Smith, Friedman (1945) put the economics of education 

into a modern analytic framework by theoretically modeling the effort that an individual 

expends in developing himself as a valuable human resource. After Friedman introduced the 

cost-effectiveness analytic framework into the field, Becker (1964), Schultz (1963) and Ben-

Porath (1967) developed both static and dynamic explanations of why individuals invested in 

education and how their investments were compensated. 
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The theoretical groundwork for future empirical study was set by Mincer in 

Schooling, Experience, and Earnings (1974). Building on his work completed in 1958, 

Mincer created a model linking earnings to time invested in human capital building. Based 

on this human capital earnings function (HCEF), Mincer claimed that investment in 

education, measured as the time spent in education, would be compensated later through a 

better chance of receiving a higher income. In the HCEF, the log of individual earnings (y) is 

a linear function of an independent variable for education and a set of control variables. The 

HCEF remains the basic model in all contemporary studies of education and wage 

determination (Card, 1999).   

Given the unavailability of precise measurements of personal characteristics such as 

ability and motivation, which are also considered factors that may affect individual earnings, 

it is difficult to establish a clear causal relationship between education and income. However, 

in recent decades, many studies have been conducted to provide a clearer statistical view of 

returns to education by employing instrumental variables. The most straightforward empirical 

approach to studying the returns to education investment is analysis across time and 

countries. Psacharopoulos (1973, 1985, 1994, 1996, and 2000) conducted a periodic analysis 

of returns to education across time and national borders. He concluded that while the wage 

level in OECD countries is much higher than in developing countries, the return to education 

is usually higher in developing countries than in OECD countries. These changes may be 

explained in part by the technology revolution and globalization in the last century. In the 

context of the technology revolution, Psacharopoulos & Patrinos (2004) found evidence that 

the returns to education tend to rise due to the increasing need for a highly trained work 

force.  
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In order to obtain estimates of the returns to education that are free of omitted 

variable bias, most research has tried to control for personal characteristics and family 

background. Employing Roy‘s (1951) and Mincer‘s (1974) frameworks, Gronau (1974) 

warned that there is a selection bias related to one‘s capacity to gather information; Lee 

(1978) studied the influence of workers‘ union-related behavior on their wage levels; Willis 

and Rosen (1979) focused on family background and the availability of aid during one‘s 

academic life; and Dahl (2002) innovatively factored respondents‘ mobility into the returns-

to-education analysis. 

In the United States, a country with collateral private and public education systems, 

considerable effort in the field of economics of education has been invested in studying the 

differences between these two systems. For example, based on his long-term study, 

Psacharopoulos (1973, 1985, 1994, 1996, and 2000) claimed that graduates from private 

institutions tended to have higher returns to education investment across time. Meanwhile, 

the unequal distribution of income across ethnic groups, accompanied by large gaps in years 

of education achieved, has drawn a great deal of academic attention. Among these disparities, 

the gap between Blacks and Whites has received most, if not all, of the academic attention. 

This literature follows two main streams of analysis: differences between Blacks and Whites 

resulting from personal choices such as migration, union membership, immigration, and 

marriage; and basic skills such as reading skills and writing skills.  

Reimers and Killingsworth (1983) find that job positions and compensation are by no 

means identical between ethnic groups in the federal government system. In his work in 

1988, Lee examined the relationship between union participation and wage income. Corcoran 

& Duncan (1979), Lillard et al. (1986), O'Neill (1990), Blau & Beller (1992) and Oaxaca & 
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Ransom (1994) also have conducted research focused on different personal choices using 

control variables.  

On the other hand, Neal and Johnson (1998) claim that basic skills, although possibly 

affected by labor market discrimination, can explain a modest portion of the difference 

between Blacks‘ and Whites‘ earnings. Their findings indicated that adults‘ basic skills, as 

measured by the Armed Force Qualification Test (AFQT), have a significant influence on 

recipients‘ earnings.  

Since Black-Americans receive much of the spotlight, many other minority groups are 

often ignored, especially those who may have achieved more education and higher income 

levels. Asian-Americans are an example. However, studying other minority groups may 

result in creating better solutions for those who are still underperforming. Based on an 

analysis of 1980 census data, Barringer et al. (1990) concluded that Asian-Americans‘ 

income level did not reflect their higher rate of participation in higher education. Xie & 

Goyette (1999), using a small sample, concluded that the combination of family expectations 

of higher education achievement, better academic capacity, and advanced socioeconomic 

background led to Asians‘ increased participation in higher education. In addition, the most 

recent data shows that Asians, who have achieved more years of education, have caught up 

with their White counterparts in income.  

Although Asian-Americans‘ takeoff in the labor market seems to be worthy of a 

detailed empirical study, we should beware of two unique features of Asian-Americans: 

foreign origin and the sheepskin effect. Since the restriction on Asian immigrants was 

removed in the Immigration and Neutralization Act of 1965, Asian-Americans as ―new 

immigrants‖ grew steadily over the next forty-five years (Le, 2010a & 2010b ). Some may 
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claim that Asian-Americans‘ success in the labor market originated externally rather than 

internally.  With respect to this point of view, the effect carried by foreign-born Asian-

Americans is excluded from estimation. Besides the argument of origination, Asian-

Americans‘ higher rate of diploma earning also requires careful consideration. As an ethnic 

group whose family members often speak a foreign language as their first language at home 

or perhaps even speak a foreign language as their first language themselves, Asian-

Americans, as with other minority groups, might be less proficient in interpersonal skills and 

have more difficulty being hired than the majority. Having a formal diploma could be a way 

for them to strongly signal their capacity. Bitzan (2009) showed that the sheepskin effect 

exists for both Whites and Blacks. Yet, it has a different distribution between these two 

groups. As a less economically advantaged group, Blacks tend to benefit more from a higher-

level diploma, while Whites tend to benefit more from lower-level education. His finding 

suggests that less economically proficient groups depend more on the sheepskin to enter a 

higher-end and better-compensated labor market. 

Consequently, an empirical study of Asians‘ return to education investment taking 

into consideration immigration and sheepskin effects may provide a useful experience for us 

in developing polices for narrowing the income gap between ethnic groups via higher 

education. 
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III.  Methodology and Data 

 

In this study, the framework embedded in the estimation of returns to education is 

Mincer‘s Human Capital Earning Function (HCEF). In this function, the logarithm of 

individuals‘ earnings in a certain period is decomposed into the follow equation: 

2

1 2log(y)   *  *  * + j j

j

S T T BP          ,                  (1)  

where log(y) is the logarithm of income, S represents the years of completed schooling; T 

represents the years of experience in the labor market and 2T equals the quadratic form of T. 

 Due to the large discrepancy between males and females in wages and educational 

attainment, I follow existing example and estimate the returns to education for males and 

females separately. In order to further refine the HCEF model, I add two control variables: 

birthplace and stage of completed diploma-granting education. Besides education, the 

background in which an individual grows up has a significant influence on his or her social 

wellbeing. To exclude the impact of the birthplaces‘ economic condition on income, a set of 

birthplace control variables were introduced into the regression. The dummy for being born 

in state or region j is j . It is also important to note that different stages of education prepare 

graduates asymmetrically in the labor market and therefore tend to lead to different levels of 

economic wellbeing. In order to control for dissimilar impacts of education at each stage, I 

have analyzed the effect of education as the return to a range of time. In order to do this, I 

split educational attainment into three stages: pre-college education, which represents the 

years of completed education before college; college education, which represents years of 

completed education in an undergraduate degree-granting institution; and post-college 

education, which reflects years of post-graduate education completed. The resulting model is: 
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2

1 2 3 1 2log( ) j j

j

y pre col col post col T T BP                 ,     (1‘) 

where log(y) is the logarithm of income, pre-col, col , post-col represent the years of 

completed schooling before, during, and after college respectively, T represents the years 

of experience in labor market, 2T equals the quadratic form of T, and jBP   represents the 

birth place of respondents.  

Asians have historically comprised a small share of the American population. In order 

to make the estimation as precise as possible, I employ a database series with the largest 

possible sample size. I pool the 1960 1% census sample and the 1980 5% census sample 

along with the 2008 1% American Community Survey (ACS) sample. My sample is a 

nationwide randomly-selected one-in-a-hundred (1960 and 2008) or five-in-a-hundred (1980) 

sample of non-Hispanic Whites, Blacks, Asians, and Native Americans who were 25 to 40 

years old in 1960, 1980 and 2008, with a unified set of measures including recipients‘ wage 

income, age, educational attainment, gender, and other socioeconomic variables.  

The dataset includes over 3 million observations, of which 93,188 report themselves 

as Asian. As Table 1 shows, there is a great increase in the Asian-American share of the 

population beginning in the 1960s. In 1960, only 2,362 sample members, or 0.64% of the 

total sample, were Asian-Americans. However, their share increases by tenfold over the next 

five decades, reaching a high of 6.15% in 2008.    

To account for inflation, I have adjusted the personal wage income with inflation 

multipliers.
8
 Census data also record Asian-American males‘ takeoff in the past five decades 

while Asian-American females‘ advantages remained constant. Table 2 compares long-term 

                                            

8 As calculated by the inflation calculator at http://www.westegg.com/inflation/infl.cgi, this multiplier is 5.4376 

for 1960 and 2.1505 for 1980. 
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White and Asian incomes over time. On average, Asian-American males earned an annual 

wage of $56,538 in 2008 (in 2008 dollars), which is 20% higher than White-American males, 

who on average earned $46,265 in 2008. The pattern observed in 2008 is the opposite of 

1980, when Asian-American males earned $29,904 (in 2008 dollars) per year while White-

American males earned $32,608 (in 2008 dollars), over 5% more than Asian-American 

males. For females, Asian-Americans‘ advantage has remained quite stable. In 2008, on 

average, Asian-American females earned over 10% more income than their White 

counterparts, which was quite similar to the situation in 1980.
9
 

Table 3 suggests that Asian-American males‘ rise in personal income is accompanied 

by a rise in educational attainment. It also shows how, beginning at a higher starting point in 

1960, Asian Americans‘ educational attainment has grown faster than that of Whites. More 

than 60% of Asian-Americans received 16 or more years of education in 2008, which is 

almost twice high as White-Americans‘ share of people with the same degree of education. 

Building on these initial observations, I will employ equations (1) and (1') in the next 

section to determine if returns to education are the driving force behind Asian-Americans‘ 

dramatic transition in socioeconomic wellbeing.  

                                            

9 The wage income was top-coded at $651,000, $75,000, and $25,000 in 2008, 1980 and 1960 respectively.  
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IV. Estimation and Interpretation   

This section is composed as follows: first, general returns to education across time are 

presented by gender; then I consider the differences in returns to education, if any, brought by 

immigration; and finally, I analyze the results from the sheepskin effect.   

i. Returns to education, general estimation and across time             

First, I estimate the returns to education using the basic HCEF formula in 1960, 1980, 

and 2008 for both male and female Asian-Americans and their White counterparts. I estimate 

the equation  

2

1 2log(y)   *  *  * + j j

j

S T T BP               .       (1) 

The estimates, along with standard errors that are clustered by birthplace, are presented in 

Table 4. As Table 4 shows, the original HCEF estimations demonstrate a significant increase 

in returns to education for both Asian-American males and females and their White 

counterparts over the past five decades. However, Asian-Americans are still lagging behind 

Whites. For Asian-American males, an additional year of education is associated with 8.8% 

and 15.5% higher personal wage in 1980 and 2008, respectively, which is lower than their 

White counterparts by as much as 0.7 percentage points. The gap for females is even more 

pronounced.
10

 In 2008, Asian-American females gain 3 percentage points less than White 

females for an additional year of education. This comparative disadvantage may result from 

Asian-Americans‘ constant emphasis in education, which has been found as early as the 

1960s by Varon (1967) and often leads to what Varon termed ―overqualification‖ that waters 

                                            
10

 The estimate for 2008 are much higher than the traditional Minercian estimates of returns to education, in 

which returns to education are around 10 percent for another year of education. Long (2010 ) found 

Mincerian estimation is affected sex and parental factors, which means that the abnormal returns to 

education may result from omitted variables. However, as an individual‘s productivity has depended more 

and more on technology over time and technology skills are mainly acquired through education, we should 

expect an increase in returns to education, at least to some degree.  
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down Asians‘ returns to education. Varon claimed that Japanese –American workers tended 

to have 2 years more education for the same occupation when compared to the majority of 

the workforce.  

However, returns to education alone do not give us a complete picture of the 

relationship between different periods of education and their return. To provide a more 

detailed understanding of Asian-Americans‘ returns to education, I turn to an analysis of the 

degree to which Asians and Whites benefit from each period of education. For a more 

comprehensive analysis, I employ an advanced version of the HCEF model and conduct an 

analysis of returns to different periods of education. In order to do this, I estimate the 

equation       

2

1 2 3 1 2log( ) j j

j

y pre col col post col T T BP                    (1‘) 

on my sample of Asian-American males and females along with their non-Hispanic White 

counterparts in 1960, 1980 and 2008. Returns to education were first estimated across 

different stages of education, in columns (1), (2), (3) and (4) of Table 5, Table 6, and Table 7. 

In this analysis, pre-col is completed years of education before college, col represents 

completed years of college or university education, and post-col stands for the years of 

education after a regular four-year college; T is the number of years in the labor market while 

2T is the quadratic form of T. In addition, jBP is a set of control dummy variables which 

reflects individuals‘ birthplaces. This includes all states of the United States, Europe, Asia, 

and Other. Standard errors are clustered using the birthplace variable. The OLS estimates are 

presented in Table 5, Table 6, and Table 7, with standard errors, indicators of significance, 

sample sizes, as well as the relevant R-squares. The tables provide us with a horizontal 



 

19 

 

Asian-White comparison and vertical comparison of returns to education at each stage of 

education across time. 

For Asian-American males, completing one year of education before college tends to 

increase annual wage income by 5.86, 5.06 and 1.15 percent in 1960, 1980 and 2008, 

respectively. On the other hand, the estimated returns to the same investment for White-

American males are 8.81, 11.11 and 7.41 percent in the same periods. The comparison of 

returns to education demonstrates Asian-American males‘ widening disadvantages in early 

education. Asian-American males benefited 2.9 percentage points less from one year of pre-

college education than White males in 1960, and this gap widened dramatically over the next 

fifty years.  

Regardless of their disadvantage in the early stages of education, however, Asian-

Americans dominate the comparison after they graduate from high school and enroll in 

college or university. Compared with White males‘ 8.95, 9.8, and 19.35 percent increase in 

estimated annual wage income from one year of college education in 1960, 1980 and 2008, 

Asian-American males‘ returns to one additional year of college education were 9.38, 11.68, 

and 22.74 percent, correspondingly. Asian-American males gain approximately 0.5 

percentage points more wage income from a year of college education than Whites in 1960. 

This gap grows rapidly to nearly 2 percentage points in 1980 and 3 percentage points in 

2008. 

The interpretation of the post-college education is more difficult. Again comparing 

results from 1960, 1980, and 2008, Asian-American males pocketed 10.67, 7.68, and 13.49 

percent in additional wage income for completing an additional year of graduate school or 

another post-college program. Meanwhile, White-American males gained only 2.8, 3.5, and 
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11.51 percent more personal wage income for one year of post-college education. These 

results show that at the post-college level, the gap in returns to education seems to be 

narrowing, while Asian-American males‘ advantage remains. That is, post-college education 

is becoming relatively more attractive for White-American males.  

Asian females have a similar pattern to White females when looking at the returns to 

early education. For Asian-American females, an additional year of primary or secondary 

education results in an increase of 6.7, 4.7, and 0.5 percent in wage income respectively in 

1960, 1980, and 2008, which were at least 30 percent lower than White-American females, 

whose returns to pre-college education were 10.3, 9.7, and 9.1 percent in the same timeframe. 

Asian-American females‘ widening disadvantage may result from a decreasing difference in 

academic attainment. According to the database, less than 5 percent of Asian-American 

females did not finish their high school education. Their growing similarity in completing 

pre-college education and occupation status may be the reason for their decreasing returns to 

pre-college education.   

However, White and Asian-American females have a more similar distribution of 

returns in the latter stages of education, especially in recent years. In 1980, Asian-American 

women increased their earnings by 4 percentage points more for one more year in college 

than White women did. However, by 2008, the Asian-White difference in returns to 

education for females was less than 1 percentage point for an additional year of college or 

post-graduate education. This narrowing of the gap may indicate that Asian-American female 

college and graduate school graduates are entering a labor market similar to that of White-

American females, or they are competing in the same labor market and have a very similar 

pattern of returns to education.  
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As shown in the estimations, across the stages of education, Asian males‘ returns to 

education have a much steeper distribution than for White males. The estimated White-

American males‘ returns to education for one year of college were twice as high as for one 

pre-college year; the difference for Asian-American males was almost five times larger.     

The following sections will: (i) analyze the impact of immigration on Asian-

Americans‘ returns to education by adding a set of additional variables; and (ii) exclude the 

sheepskin effect in estimating Asian-Americans‘ returns to education by controlling for 

whether or not individuals earn a diploma. 

ii. Returns to education- Domestic-born versus Foreign-born 

Since a considerable proportion of Asian-Americans are foreign-born individuals who 

immigrated to United States, some may claim that Asian-Americans‘ prosperity in labor 

markets is imported rather than internally originated by education. In order to determine if 

the Asian-White difference in returns to education is brought about by immigration, this 

section focuses on the impact of immigration on returns to education.  

According to 2009 American Community Survey data, more than 45% of Asian-American 

U.S. citizens were foreign-born. Moreover, nearly 4 million non-citizens claim that they have 

Asian origins. This means a large proportion of Asian-Americans are immigrants who were 

born in foreign countries, educated in foreign countries, or even worked in foreign countries. 

Their past experiences may affect the estimated return to education. 

To see if the difference in returns to education is affected by immigration, I added a 

dummy variable FB, which equals 1 if the recipient was born in a foreign country.  Then, I 

interacted this dummy variable with the three education periods specified earlier in order to 
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estimate the returns to education that result from individuals who are foreign-born. I estimate 

the following model,  

2

1 2 3 1 2

3 4 5

log( )

* * * ,j j

j

y pre col col post col T T

FB pre col FB col FB post col BP

     

    

       

      
       (2) 

where FB is a dummy that equals one if an individual was born outside of the United States, 

and FB*pre-col , FB* col, and FB*post-col are the interactions of FB and pre-col, col, and 

post-col that represent the impact of being a foreign-born survey respondent on the estimate 

of returns to education at each education stage. The returns to education for White-American 

males, Asian-American males, White-American females, and Asian Americans females in 

1960, 1980 and 2008 are shown in columns (1*), (2*), (3*), and (4*) of Table 5, Table 6, and 

Table 7, along with indicators of significance, standard errors, and the associated R-squares.  

When the immigrants‘ influence is excluded from the model, there is some change in 

Asian-American males‘ returns to education estimation. Native-born Asian-American males‘ 

returns to pre-college education are 1 percentage point higher than non-native-born Asian-

Americans in 1980 and 2008, which suggests that native Asian-American males enjoy a 

higher return to early education than foreign-born Asian-American males. Moreover, for one 

year of post-college education in 2008, native-born Asian-Americans‘ return to education is 

estimated to increase by 2 percentage points when foreign-born respondents are excluded. 

Foreign-born Asian-American males‘ lower returns to pre-college and post-college education 

lend credence to the notion that Asian-American males‘ returns to education were not fueled 

principally by immigration.   

Generally, the Asian-White comparison is only slightly changed when foreign-born 

respondents are excluded from the estimation. With an almost unchanged estimation of 
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returns to education at all other stages, Asian-Americans‘ disadvantages in early education 

are narrowed by 1 percentage point in 2008 and their advantage in the post-college stage are 

widened by 2 percentage points.  

Although the exclusion of foreign-born respondents has a modest effect on my 

estimates, the overall picture across racial groups is not significantly changed. Native-born 

Asian-American males still have disadvantages in early education relative to their White 

counterparts. This indicates that immigration is not the main driving force of Asian-

Americans‘ prosperity in the labor market. This implies that Asian-Americans‘ increase in 

wellbeing reflects success among a combination of domestic and foreign born Asian-

Americans. 

For female Asian-Americans, the returns to post-college education were lower upon 

excluding those born in foreign countries. The return to an additional year of post-college 

education for Asian-American females falls by 2 to 3 percentage points compared to the 

estimation that does not exclude foreign-born Asian-American females. Table 7 shows that 

foreign-born Asian-American females have a return to post-college education that is 2 

percentage points higher than that for native-born Asian-American females in 2008. This 

finding appears to suggest how foreign-born Asian-American females face a relatively more 

favorable labor market than their male or domestic-born counterparts. Similar to the 

comparison for males, excluding foreign-born respondent does not provide a significant 

change. 

In short, native born Asian-American males have more disadvantages in returns to 

their pre-college and post-college education compared to their white counterparts. Foreign-

born American females enjoy a greater return to education from post-college education 
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compared with domestic-born Americans. In general, excluding foreign-born Asian-

Americans does not change the outcome of the Asian-White comparison. Asian-Americans 

are better compensated for post-secondary education.  

iii. The Sheepskin effect and returns to education 

Besides being a prerequisite for college or post-college education, earning a diploma 

from high school or college is also a prerequisite for high-paying occupations. Earning a 

generally-recognized diploma may have even more meaning for Asian-Americans as a 

minority who often communicate in languages other than English.  Since Asian-Americans 

may need proof of interpersonal communication capacity, a diploma from high school or 

college might signal such an ability and their ability to integrate into mainstream American 

society. If this view is accurate, it may be possible that the returns to college education may 

not only result from the education itself but also result from graduation. 

To control for the impact of the sheepskin effect, I employed a model similar to the 

model that Jaeger and Page (1996) and Bitzan (2009) used to examine the influence of 

gaining certain degrees on one‘s wage income. The model is specified as 

 
1 2 3 4 5

2
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          (3)  

where the coefficients on HSGD, COLGD, MSGD and DRGD represent the impact of 

earning a diploma from high school, college, a master‘s program, and a doctoral program on 

personal wage income.    

Although the model (3) is theoretically sound, data limitations in the measurement of 

degrees make some adjustments of variables actually used in the models necessary.  No 

information about master‘s degrees or doctoral degrees was included in 1960 and 1980, so I 
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drop those variables from the model for those years. I also drop the doctoral degree variable 

in 2008. 

As columns (1**), (2**), (3**), and (4**) of Table 5, Table 6, and Table 7 show, 

controlling for the effect of earning a diploma narrows the gap in earnings between Asian and 

White males in both the college and pre-college periods. This revised model results in 

significant changes in estimated returns to education. Controlling for whether or not an 

individual earns a diploma, the difference in returns to pre-college education for both Asian-

American and White-American males becomes smaller. For example, in 2008, in particular, 

Asian-American males‘ returns to pre-college education are not as significant as before, 

while their White counterparts‘ marginal returns to pre-college education drop from 7.4 to 

1.97 percent. As a result, the difference in returns to pre-college education is almost 

eliminated. The returns to post-college education also decreased by nearly 30% when the 

new control variables were included. Yet, Asian-American males‘ advantage in post-college 

education remained stable. On the other hand, returns to college education are largely 

unchanged. None of the estimates for Asian males or White males shift by more than 1 

percentage point across the three periods of educational attainment.  

For females, returns to education change in the same direction as that for males when 

control for sheepskin effects is included. The Asian-White gap in returns to pre-college 

education is narrowed by 80% after controlling for diploma-earning status; post-college 

compensation drops 2 percentage points for both ethnic groups. There are minor, if any, 

changes in the returns to education given the new set of control variables.  

These changes in returns to education result largely from a sheepskin effect. In the presence 

of diminishing returns to pre-college education, a positive and increasing effect of earning a 
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high school diploma emerges. In 2008, for example, White male high school graduates who 

have a diploma are paid 30 percent more than non-diploma earners who have the same years 

of education. Also, sheepskin effects from graduation elevate Asian-American males‘ annual 

wage by 26.8% compared to a last-minute drop out.  

Given the existence of sheepskin effects, the effect‘s variance with respect to diploma 

type is also important. For Asian-Americans, especially for males, sheepskin effects from 

higher level institutions are more important, while sheepskin effects that indicate completion 

of pre-college education may more beneficial to Whites than Asian-Americans. Different 

requirements for different degrees may reflect differences in signaling their recipients‘ 

capacity in terms of interpersonal communication skills, reading skills, and writing skills. For 

Asian-Americans, earning a degree from a more advanced program may send a stronger 

signal of comprehensive capacity or professionalism; while for White-Americans, the barrier 

to fully materialize their productivity in the labor market may be basic skills rather than 

highly sophisticated professional skills.      
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V. Conclusion and Policy Implications 

As Asian-Americans continue to ascend in social status, Asian-American males, in 

particular, exhibit very different returns to education in comparison with their White 

counterparts. In terms of income levels, Asian-Americans tend to benefit more from latter 

stages of education than Whites, while White-Americans benefit more from pre-college 

education. This result may explain Asian-Americans‘ propensity towards higher education, as 

observed in Table 3.  

To examine whether this special pattern was due to immigration or resulted from a 

sheepskin effect, I added two sets of control variables that excluded the effect of immigrant 

status and the signaling effect of gaining a diploma. With two series of control variables 

employed in the regression, some of the difference between Whites and Asians was erased, 

especially at the pre-college education level.  

Based on my results, three possible conclusions can be drawn for Asian-Americans. 

First, U.S.-born Asians have returns to education similar to foreign-born Asian-Americans. 

This indicates that Asian-Americans‘ prosperity is not, at least entirely, a result of 

immigration. Second, the signaling effect does have a large impact on both Asian and White 

Americans, yet the effects are of varying magnitude. Third, these findings, taken together, 

indicate that even though Asian-Americans are the leading ethnic group in the labor market 

in terms of labor market success, they still encounter hardships in signaling their suitability 

as employees, an issue Bizten (2009) noted with Black-Americans‘ hardship.  

This same hardship, however, has resulted in different behaviors between the two 

communities. Asian-Americans are (if not overly) known for their reverence of education. As 

with the so-called ―tiger mothers,‖ Asian-American parents, in general, place a high 
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expectation on their offspring‘s educational achievement. However, it may be extremely hard 

for any national level survey data to accurately ascertain parental expectations for their 

offsprings‘ education achievement.   

Researchers should also pay attention to the great variations between the Asian-

American subgroups. While Asian-Americans have long been considered a ―model-

minority,‖ some Asian-American subgroups‘ achievements mask disparities between them 

and lower-performing Asian-American subgroups. Sostek (2008) concluded that although 

Indian-Americans, Chinese-Americans, and Japanese-Americans are known for superior 

educational performance, more than 50% of Cambodians and Hmong over age 25 have not 

finished high school. Compared to Whites, Asian-Americans‘ incomes and educational 

achievements among subgroups are more polarized. Moreover, while many Asian-Americans 

are immigrants or the direct descendents of immigrants, Goyette and Xie (1999) found 

decreasing education achievement expectations across generations. The sustainability of 

Asian-Americans‘ cultural-driven emphasis on education may be in doubt in the next several 

decades. 

One thing, however, seems certain: Asian-Americans‘ unique ethnic culture—not 

simply economic incentives—partly explains their observed returns to education.  However, 

this cultural peculiarity may, in the future, diminish as a source of the trends I have described 

as future generations of Asian-Americans continue to assimilate into American society. 

Hence, it may be worthwhile for Asian-Americans to maintain a sense of Asian-American 

cultural identity.  

As the next step of empirical study of this phenomena, a more carefully designed 

database should be built to track Asian-Americans‘ educational behavior, with a special 
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emphasis on culture-related factors. Lao-Tzu, the father of Taoism, once said, ―Give a man a 

fish and you feed him for a day. Teach him how to fish and you feed him for a lifetime.‖ 

Borrowing his insight, we can, in the world of policy, devise new incentives to facilitate the 

establishment of long term pan-ethnic group appreciation of the importance of education. 
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