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The Effect of Ethnic Clustering

on Immigrants’ Earnings

Newcomers (including refugees) are one of the National Housing Strategy (NHS)
priority populations who experience housing need (and related vulnerabilities).

Background

Policymakers should consider the ethnic composition of

neighbourhoods in the design of public policies for two main

reasons. Firstly, there is strong theoretical and empirical
support for the role of social interactions on individuals’
labor market outcomes through the referral effect, which
may have important implications for housing affordability
given the direct link between household earnings and
consumption. Secondly, ethnic clustering is a well-established
characteristic of immigration in Canada (see Zucchi (2007)).
Therefore, understanding the impact of the ethnic
composition of a neighbourhood on newcomers’ labor
market and housing outcomes is key in designing housing
policies aimed at improving the social and economic inclusion
of this target NHS priority population. In this regard, this
study examines the effects of living in an ethnic enclave
on the earnings of recent immigrants to Canada.

Canada

Objective

The goal of this study is to answer the following questions:
What are the effects of living in an ethnic enclave

(a neighbourhood where the majority of the residents
belongs to a visible minority group) on the earnings of
recent immigrants to Canada? What are the implications of
living in an ethnic enclave on their ability to afford housing
that meets their needs? Answering these questions will
reveal whether and how, in the context of the National
Housing Strategy (NHS), the ethnic composition of the
neighbourhood should be taken into account, either when
it comes to decisions on where to build new affordable
housing units, or the allocation, to eligible households, of
affordable housing renewed with NHS funds. This study also
contributes to the literature on the immigrant—Canadian—
born wage gap by highlighting how ethnic-related social
interactions at the neighbourhood level impact this
wage disparity.

CMHCH¥ SCHL



About CMHC Research Insights

Research insights are summaries of our research reports.

These insights:

identify a housing research issue, gap or need

provide an overview of the research project
undertaken to address it

* present major findings of the research

The research presented in this series explore the areas
of Housing Need, Housing Finance, Housing Supply and
Outcomes of the National Housing Strategy.

Sign Up

Get the latest findings directly in your inbox

cmhc.ca/researchnewsletter

RESEARCH INSIGHT

Approach

We use data from the 2006 Census to identify and classify
census tracts from Montréal, Vancouver and Toronto
census metropolitan areas (CMAs) as ethnic enclaves or
otherwise. Then, for each census tract, we computed the
total population and the population of individuals belonging
to a visible minority group as defined in the Census. An
ethnic enclave is then defined as a census tract with more
than 50% of its population composed of individuals identifying
as visible minorities. We then use data of permanent
residents, who landed in the Montréal, Vancouver and
Toronto CMAs in 2001 aged 20-49, from the 2017 Canadian
Employer-Employee Dynamics Database (CEEDD) to track
average annual earning differences between newcomers who
landed in non-ethnic-enclave neighbourhoods and those who
landed in ethnic enclaves as of 2001. We find that immigrants
who landed in ethnic enclaves had, on average, persistently
lower earnings relative to their counterparts who landed in
non-ethnic-enclave neighbourhoods..

Findings and Implications

There are more ethnic enclave
neighborhoods in Vancouver and
Toronto compared to Montréal.

There are notable differences between the three CMAs

in terms of both the incidence of ethnic enclaves and their
relative importance. Figure (1) shows quite a small incidence
of ethnic clustering in Montréal. Among the 855 census
tracts identified in the data, only 36 of them had more than
50% of their population belonging to visible minority groups.
Therefore, in Montréal, only 4.2% of neighbourhoods can be
considered as ethnic enclaves. However, in Vancouver and
Toronto, the picture is quite different. Toronto has more
ethnic enclaves than Vancouver (342 compared to 142).
Nonetheless, the proportion of this type of neighbourhood
is slightly higher in Vancouver; ethnic enclaves represent
34.8% of neighbourhoods in Vancouver, whereas the
corresponding proportion is 34.4% for Toronto.
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Figure 1: Incidence of ethnic clustering in
Montréal, Vancouver and Toronto - 2006
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Figure 2: Population living in ethnic enclaves,
by visible minority status - 2006
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These differences are also reflected in the distribution,
within each CMA, of the population across ethnic enclave
neighbourhoods and neighbourhoods that are not ethnic
clusters. Figure (2) shows that Montréal differs significantly
from Vancouver and Toronto with respect to the distribution
of the population across census tracts. In Montréal, only
4.3% of the population lived in ethnic enclaves in 2006.
Furthermore, the proportion of individuals not belonging
to visible minority groups who lived in an ethnic enclave
was close to eight times lower (2%) than the proportion
of people from visible minorities who lived in this type of
neighbourhood. On the contrary, in Vancouver and Toronto,
it is a different picture: the proportion of individuals not
belonging to visible minorities who lived in an ethnic enclave
is only three times lower than the proportion of people
from visible minority groups who lived in this type of
neighbourhood. Additionally, in Vancouver and Toronto,

a very high proportion of individuals from visible minority
groups lived in ethnic clusters; 64.7% and 60.7%, respectively.

Newcomers who landed in ethnic
enclave neighborhoods earn less,

on average, compared to other
newcomers who landed in non-ethnic-
enclave neighborhoods.

We find a strong and persistent difference between

the average earnings of newcomers who landed in
neighbourhoods with more than 50% of the population
belonging to a visible minority group (also called ethnic
enclaves) and their counterparts who landed in non-ethnic
enclaves (see Figure 3). Immigrants who landed in ethnic
enclaves earned less, on average, than their counterparts
who landed in non-ethnic-enclave neighbourhoods.
Furthermore, the earnings gap between the two groups also
increased over time. This observation is consistent across
the three CMAs by sex at birth, age group and education.



Figure 3: Average earnings gap, by CMA of landing
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All results are significant at 1%. MVT = Montréal, Vancouver and Toronto.

Source: CMHC, computed from Statistics Canada’s Canadian
Employer-Employee Dynamics Database, 2017 Vintage

Secondly, this study also documented the existence of the
“referral effect,” i.e. immigrants tend to use their social
network (here composed of neighbours having the same
country of birth) to find jobs. In fact, we observed a positive
correlation between the number of immigrants from a
given country in a neighbourhood and the likelihood of two
immigrants from the same country of birth and living in the
same neighbourhood to work in the same industry.

Finally, we estimated the effect of ethnic clustering on the
earnings of recent immigrants. Overall, for immigrants who
lived in ethnic enclaves, we observed a strong negative
correlation between the number of neighbours having the
same country of birth and their earnings. However, the
effect is quantitatively small. We also observed important
heterogeneities across CMAs by sex at birth, age group and
education. More specifically, we observed a negative effect
of ethnic clustering on immigrants’ earnings in Montréal and
Toronto, but a positive effect in Vancouver. Furthermore,
the effect of ethnic clustering is negative for women and
immigrants aged 40-49 at landing. But we found no effect
on men’s earnings and on the earnings of younger immigrants.
In terms of education, ethnic clustering has a negative effect
on immigrants with either less than 10 years of schooling or
13 years of schooling or more. For those with 10-12 years
of schooling, however, the effect is positive.
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The Effect of Ethnic Clustering on Immigrants’ Earnings

https://eppdscrmssa01.blob.core.windows.net/
cmhcprodcontainer/sf/project/archive/research_6é/
effect-of-ethnic-clustering_report-final_sep03.pdf
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CMHC helps Canadians meet their housing needs

Canada Mortgage and Housing Corporation (CMHC) has been helping Canadians meet their housing needs for more
than 70 years. As Canada’s authority on housing, we contribute to the stability of the housing market and financial
system, provide support for Canadians in housing need, and offer unbiased housing research and advice to Canadian
governments, consumers and the housing industry. Prudent risk management, strong corporate governance and
transparency are cornerstones of our operations.

For more information, visit our website cmhc.ca or follow us on Twitter, LinkedIn, Facebook, Instagram and YouTube.

You can also reach us by phone at 1-800-668-2642 or by fax at 1-800-245-9274.
Outside Canada call 613-748-2003 or fax to 613-748-2016.

Canada Mortgage and Housing Corporation supports the Government of Canada policy on access to information
for people with disabilities. If you wish to obtain this publication in alternative formats, call 1-800-668-2642.

©2022, Canada Mortgage and Housing Corporation. All rights reserved. CMHC grants reasonable rights of use of this publication’s content
solely for personal, corporate or public policy research, and educational purposes. This permission consists of the right to use the content
for general reference purposes in written analyses and in the reporting of results, conclusions, and forecasts including the citation of limited
amounts of supporting data extracted from this publication. Reasonable and limited rights of use are also permitted in commercial publications
subject to the above criteria, and CMHC's right to request that such use be discontinued for any reason.

Any use of the publication’s content must include the source of the information, including statistical data, acknowledged as follows:
Source: CMHC (or “Adapted from CMHC,” if appropriate), name of product, year and date of publication issue.

Other than as outlined above, the content of the publication cannot be reproduced or transmitted to any person or, if acquired by an organization,
to users outside the organization. Placing the publication, in whole or part, on a website accessible to the public or on any website accessible
to persons not directly employed by the organization is not permitted. To use the content of this CMHC publication for any purpose other

than the general reference purposes set out above or to request permission to reproduce large portions of, or the entire content of, this CMHC

publication, please send a Copyright request to the Housing Knowledge Centre at Housing_Knowledge_Centre@cmhc.ca. Please provide the
following information: Publication’s name, year and date of issue.

Without limiting the generality of the foregoing, no portion of the content may be translated from English or French into any other language
without the prior written permission of Canada Mortgage and Housing Corporation.

The information, analyses and opinions contained in this publication are based on various sources believed to be reliable, but their accuracy
cannot be guaranteed. The information, analyses and opinions shall not be taken as representations for which Canada Mortgage and Housing
Corporation or any of its employees shall incur responsibility.
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Figure 1: Incidence of ethnic clustering
in Montréal, Vancouver and
Toronto - 2006
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Source: CMHC, computed from Census 2006 data
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Figure 2: Population living in ethnic
enclaves, by visible minority
status - 2006
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Figure 3: Average earnings gap,

by CMA of landing

Year
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

2012
2013
2014
2015
2016

MVT
$1,371
$1,168
$1,441
$1,386
$1,583
$1,615
$1,823
$2,044
$2,496
$2,268
$2,707
$2,654
$3,157
$3,120
$2,859
$3,300

Montreal

$533
$1,636
$1,841
$2,527
$3,166
$3,145
$3,212
$3,555
$4,012
$4,355
$4,854
$4,265
$6,026
$6,435
$6,704
$6,800
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Vancouver
$1,752
$2,337
$2,321
$2,853
$3,000
$3,230
$3,473
$3,378
$3,477
$3,266
$3,174
$3,317
$3,252
$3,315
$2,563
$3,400

Toronto

$1,447
$1,714
$2,241
$2,364
$2,500
$2,550
$2,778
$3,111
$3,388
$3,085
$3,454
$3,696
$4,018
$3,997
$3,648
$4,100

All results are significant at 1%. MVT = Montréal, Vancouver
and Toronto.

Source: CMHC, computed from Statistics Canada’s Canadian

Employer-Employee Dynamics Database, 2017 Vintage
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