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Sheltered Labor Markets, Public Sector
Employment, and Socioeconomic Returns
to Education of Arabs in Israell

Noah Lewin-Epstein and Moshe Semyonov
Tel Aviv University

This study expands the theoretical discussion of ethnic economies
by focusing on public sector employment and the role the state
plays in affecting the socioeconomic fortunes of ethnic minorities.
The authors argue that under certain circumstances public sector
employment helps ethnic minorities attain higher socioeconomic re-
wards. The findings of the study indicate that Arab employees in
Israel receive higher returns to education in the ethnic labor market,
compared with the dominant market, and in the public sector
rather than the private sector. The latter result also holds true when
Arab workers are compared to Jews, revealing the benefits derived
from the sheltered labor market.

INTRODUCTION

The Arab minority constitutes just over 17% of the population of Israel
and is subordinate to the Jewish majority in every facet of stratification.
More specifically, Arabs attain fewer years of formal schooling and gener-
ally receive lower-quality education (Shavit 1990), they hold less lucrative
and less prestigious positions in the occupational structure (Lewin-
Epstein and Semyonov 1986; Semyonov and Lewin-Epstein 1989), and
their income and standard of living are considerably lower than those of
Jews. Furthermore, Arabs are disadvantaged in comparison to Jews in
the attainment of socioeconomic rewards. That is, their occupational
status and earnings are considerably lower than those of Jewish workers

! An earlier version of this paper was presented at the meetings of the ISA Research
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Sheltered Labor Markets

with the same social and demographic characteristics (Lewin-Epstein and
Semyonov 1992a; Semyonov and Cohen 1990).

The purpose of this paper is to identify labor market structures that
are relatively advantageous for the Arab population. Specifically, we
examine the roles of highly segregated ethnic labor markets and of the
public sector in providing job opportunities and higher returns to human
capital resources for members of the minority population. By so doing
we aim to contribute to an understanding of the impact of labor market
structure on ethnically related socioeconomic inequality not only in Israel
but in other multiethnic societies as well.

BACKGROUND

The Arab minority is residentially segregated from the Jewish majority.
Approximately 85% of the Arab population reside in village communities
and small towns. In fact, only seven of the 101 urban localities in Israel
are administratively defined as mixed communities, while all other com-
munities are either Jewish or Arab. This extreme residential segregation
originated in the “pre-state” period. Jews who migrated to Palestine at
the turn of the century chose to establish their own communities and to
develop a separate economy. The contradictory interests of the two peo-
ples fueled bitter conflicts that peaked in the war for Israel’s indepen-
dence. While Jewish-Arab relations in Israel have undergone many
changes, the patterns of residential segregation have remained largely
unaltered throughout the years.

It is safe to say that most Jewish and Arab citizens of Israel endorse
residential segregation for national and cultural reasons. In a 1985 popu-
lation survey, 30% of the Arab public and 50% of the Jewish public
expressed the opinion that Arabs and Jews should reside in separate
neighborhoods, and an additional 30% of either group were undecided
(Smooha 1992). Although segregation is in large part voluntary, the resi-
dential patterns also reflect the dominant-subordinate relationship of
Jews and Arabs. Arabs are interested in integration more than Jews are
willing to permit. In the few known cases where Arab families have
tried to move into Jewish communities, they met with strong opposition
(Rosenfeld 1988).

The separation of Jews and Arabs is not only ecological but cultural
as well. The population we here refer to as Arab is comprised of three
major religious subgroups. Muslims constitute the largest group, account-
ing for three-quarters of the Arab population of Israel. Approximately
13% of the Arabs are Christian, and the Druze make up the remaining
10% (other groups, such as the Cherkesse, are rarely identified separately
due to their small numbers). Christians are more urban than either Mus-
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lims or Druze. They have lower fertility, attain higher levels of education,
and have higher labor force participation rates.

Israeli Arab culture is deeply rooted in the broader Arab culture, and
Arabic is considered the primary legitimate language. For Muslims and
Christians, in particular, use of Arabic serves as an important expression
of their national identity (Ben-Rafael 1994). Arab children are generally
educated in Arabic-speaking schools where Hebrew is a compulsory sec-
ond language. Arabic is the predominant vernacular in all Arab commu-
nities, and Hebrew is used when interacting with Jews (with Jewish
employers, with Jewish clientele, and when shopping in the predomi-
nantly Jewish urban centers). Since most Jews do not speak Arabic, the
Arabic language is not only a culture device but also serves as a barrier
for Jewish economic activity in Arab communities (e.g., competition for
jobs).

Arab communities are generally distant from major urban centers.
Approximately half the Arab population resides in the northern region
of Israel, and some 10% are located in the south. Most Arab urban
communities are in fact oversized villages, and they lack the infrastruc-
ture needed to promote development. Consequently, the Arab economy is
characterized by limited economic opportunities and an underdeveloped
industrial base. Until recently the Arab economy was mostly a village
economy catering to its own needs. Over the years, however, the agricul-
ture sector shrank while manufacturing and commerce grew only margin-
ally. Currently, the private sector in the Arab labor market is minute,
and many of the private enterprises are small family-run sewing shops
or construction material producers (Haidar 1990; Meyer-Brodnitz and
Czamanski 1986). The scanty opportunities in Arab communities compel
many workers to seek employment outside the Arab economy. Over 50%
of the Arab workforce commute to work and find employment in Jewish
communities (Lewin-Epstein and Semyonov 1992a; Semyonov 1988).

In recent years public services have become the leading economic
branch in the Arab economy, accounting for almost 40% of all jobs in
the Arab labor market. Indeed, local government and state agencies are
currently the largest employers in the Arab sector. State agencies (in
Arab communities) such as education, health, and welfare employ mostly
Arabs and hence exert considerable control over job opportunities for the
Arab population. Expansion of these opportunities is often politically
motivated and is frequently responsive to the requests of the Arab elector-
ate from its party representatives. Hence, when educated Arabs are faced
with labor market hardship, expansion of the public sector in the Arab
community also serves as a strategy of co-optation and control (Lustick
1980). Local government has expanded with the growth of the Arab
population and the rise in the demand for services. Moreover, jobs in
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local government have sprouted in part as a result of pressure from below
(family members of the politically connected, university graduates, etc.)
for employment opportunities.

Surprisingly, despite the limited opportunity structure of the Arab
economy, research has revealed that Arab workers employed in Arab
communities are occupationally advantaged relative to other workers
(Semyonov 1988; Semyonov and Lewin-Epstein 1994). That is, Arabs
employed in the segregated ethnic market are able to attain jobs of higher
status and prestige than those employed in the dominant economy (i.e.,
the mainstream economy of Israel controlled by the Jewish majority),
and they receive higher returns to their human capital resources (see also
Shavit 1992). Evidently, the spatial and cultural segregation of Arabs,
coupled with the particular structure of the ethnic economy, yields certain
advantages, the nature of which we pursue in this article.

Ethnic economies are embedded in the social, political, and economic
context of each society. Hence, the case of the Arab minority in Israel
provides us with a rare opportunity to contribute to the literature on
ethnic economies from a comparative perspective and to extend the appli-
cation of this abstraction to additional phenomena. In the analysis that
follows we evaluate the pertinence of the different market mechanisms
that operate in the ethnic economy to provide subordinate minorities
with socioeconomic advantages. The specific study reported here will
enable us to highlight the impact of the public sector in the sheltered
economy on the distribution of socioeconomic outcomes and rewards.
Before turning to the empirical examination, however, it is necessary to
describe in detail the theoretical underpinnings of the perspectives
brought to bear on the present case.

PERSPECTIVES ON ETHNIC LABOR MARKETS

Students of ethnic inequality have long viewed spatial segregation as a
structural device through which minorities are denied access to economic
opportunities and rewards. Subordinate ethnic populations are likely to
reside in places with limited industrial base, scarcity of jobs, and periph-
eral industries. Consequently, employment in the ethnic economy is gen-
erally associated with lower earnings than employment outside the ethnic
labor market. Indeed, a series of studies have repeatedly demonstrated
a negative association between minority concentration and economic out-
comes (e.g., Lewin-Epstein 1986; Lewin-Epstein and Semyonov 1992a;
Nachmias 1979; Tienda and Lii 1987; Tienda and Wilson 1992).

At the same time, however, spatial and social segregation can facilitate
the development of a sheltered economy. One way in which segregation
may provide benefits to a subordinate minority is through limiting compe-
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tition from members of the superordinate group. For example, Aldrich
et al. (1985) pointed out (with regard to ethnic retail trade in urban Great
Britain) that residential concentration and cultural affinity of the ethnic
minority are powerful determinants of protected ethnic markets. Since
members of the dominant ethnic group are not likely to seek jobs in
the minority ethnic market, competition is minimized. In the absence of
competition, members of the minority population can enjoy job opportu-
nities otherwise denied them (Semyonov 1988; Waldinger 1987).

Not only is the ethnic minority in residentially concentrated areas shel-
tered from competition with the superordinate group, but concomitantly
the daily needs in the ethnic community generate job opportunities across
the entire range of the occupational hierarchy. In Lieberson’s words
(1980, pp. 297-98), “As the group gets larger it is likely to develop
certain internal strengths that will support some occupational activities
even if outsiders are totally against their holding the position. Hence, if
the black population base is large enough, there will be support for black
doctors, black clergy and so on, even if they remain totally unacceptable
to others. Likewise, there will develop certain entrepreneurial possibili-
ties and other employment shifts will occur.” In the ethnic labor market,
members of the subordinate group fill not only low status, manual jobs
but also managerial administrative and professional positions. According
to this view, places with high minority concentration can provide workers
with a measure of protection from discrimination and can serve as shel-
tered labor markets.

Research on ethnic segregation has traditionally utilized the general
notion of competition with the dominant group (or absence thereof) to
explicate the social position of minority members (Blalock 1967; Frazier
1957; Lieberson 1980). Recent work on ethnic minorities in North
America, however, has drawn attention to entrepreneurship and eco-
nomic organization of the ethnic communities as a particular mechanism
by which ethnic groups can mitigate socioeconomic disadvantage (e.g.,
Light and Bonacich 1988; Model 1992; Portes and Bach 1985; Wilson
and Martin 1982). In this body of literature the achievements of ethnic
minorities are examined within the context of “ethnic economies.”
These ethnic economies are often referred to as “ethnic enclaves,” and
they occupy a unique and somewhat autonomous position within the
larger economy. Ethnic enclaves have variously been defined in terms of
place of residence (Sanders and Nee 1987), place of employment (Portes
and Jensen 1987), or in terms of industrial concentration (Zhou and Lo-
gan 1989). However, the key conceptual factor in the literature on ethnic
enclaves appears to be ethnic entrepreneurship (Light and Bonacich
1988): that is, ethnic minorities’ ability to create their own economic
subsystem based primarily on small businesses owned by ethnic entrepre-
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neurs who employ coethnic workers. Under these circumstances, ethnic
sentiments and solidarity ensure that the antiminority discrimination ex-
perienced by ethnic workers elsewhere in the economy will be absent
from this setting.

The emphasis on the private sector and the importance given to entre-
preneurial activity in the sociological literature on North America are
not surprising in view of the predominance of the free-market economy
in the United States. In the case of the Arab minority in Israel, however,
the public sector seems to play an important role in mediating the rela-
tionship between ethnic group membership and socioeconomic outcomes.
Hence, the case of the Arab minority in Israel provides us with an oppor-
tunity to evaluate the ways in which the public sector, embedded in the
ethnic economy, affects socioeconomic rewards of the minority popula-
tion. This issue is especially interesting in light of the importance a sepa-
rate body of literature attributes to the public sector, and government
employment in particular, as a mobility channel for minority populations
(Eisinger 1986; Jones 1993; Maume 1985; Moss 1988; Wilson 1978).

THE PUBLIC SECTOR AND ETHNIC MINORITY EMPLOYMENT

Two features of the public sector are central to understanding its role as a
preferred locus of employment for ethnic minorities in liberal democratic
societies. The first quality derives from the bureaucratic nature of govern-
mental organization (see Viteretti 1979; Eisinger 1986) and its greater
commitment to universalistic criteria of recruitment and promotion (see
Blank 1985; Maume 1985; Zwerling and Silver 1992). Wilson (1978) has
pointed out that the expansion of the government sector in the United
States has meant that a greater percentage of high-paying jobs became
available to the black middle class (see also Boyd 1991). Indeed, the
public sector was found to be more open and to generally operate ac-
cording to principles of equality. Blank (1985), for example, has pointed
out that the state appears to be more effective in enforcing universalistic
guidelines concerning the employment of disadvantaged groups (e.g.,
ethnic minorities and women) and in adopting affirmative action policies
in the public rather than the private sector. Hence, minority employees
are more likely to be attracted to the public sector and are more likely
to be found in federal, state, and local government.?

? We propose here that whether or not discrimination against ethnic minorities exists
in the public sector has to do primarily with political and social agendas (e.g., affirma-
tive action in the United States). Precisely because government agencies do not seek
to maximize profits, they can pursue a policy of equal pay to ethnic minorities and
can offer them compensation in excess of the minimum necessary to attract them in
terms of the competitive market wage (e.g., Abowd and Killingsworth 1985; Asher
and Popkin 1984).
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In recent years closer attention has been given to the role of govern-
ment in labor market performance and specifically to the centrality of
state policies in accounting for international differences in service-sector
employment (Esping-Andersen 1990; Rein and Rainwater 1987). The
public sector offers labor contracts and pays wages like any other em-
ployer, but lack of a profit motive “and the sheer inoperability of the
conventional productivity-logic mean that orthodox economic models of
the labor market hardly apply” (Esping-Andersen 1990, p. 157). Conse-
quently, the state may foster public sector expansion in order to achieve
political goals. Hence, the second feature of interest here concerns the
political leverage that often characterizes the public sector (Dye and
Renick 1981; Bobo and Gilliam 1990). To the extent that the public
sector is controlled by political actors, constituents may affect allocation
decisions by applying pressure on elected officials.

Political allocation may help explain why the federal government can
make better job offers and have higher minority employment relative to
other employers. Indeed, this may be a deliberate policy to accommodate
the minority community in regions where the minority political clout is
greater (e.g., Abowd and Killingsworth 1985, p. 81). In the context of
segregated communities, the ethnic minority has considerable control
over local government and the jobs it provides. In the context of the
United States, for example, Eisinger (1986, p. 170) has pointed out that
“it is possible that the local civil service, with its more abundant jobs,
swifter rate of job growth, and greater sensitivity to local political condi-
tions than the federal system, has functioned as a true mobility chan-
nel.”

Eisinger’s (1986) findings indicated that blacks employed in the public
sector achieved, on average, higher occupational status than their siblings
employed in the private sector. Similarly, Asher and Popkin (1984) found
that the U.S. Postal Service (unlike the private sector) paid nonwhites
and women wages similar to those paid to white men with comparable
qualifications. They attributed the Postal Service wage “premium” to
its nondiscriminatory wage policy. Maume (1985) has further suggested
that when local government makes up a substantial portion of the local
economy, employment of minorities is likely to increase due to affirmative
action policies.

In Israel the government has long practiced what Kretzmer (1990)
termed “institutional discrimination” against Arabs, manifest in budget-
ary decisions and resource allocation, at the group level. With respect to
employment, the government has not established an affirmative action
policy. Yet, it is illegal in Israel to discriminate against workers on ac-
count of age, sex, religion, or ethnicity. Due to the sensitivity of govern-
ment to domestic politics, and the greater scrutiny of its actions, the
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public sector is more likely than the private sector to adhere to formal
equality in treating Arab employees. More importantly, the considerable
segregation of Jews and Arabs and the localization of many public ser-
vices, such as education and welfare, have provided the Arab population
substantial leverage in demanding public sector jobs.

The above conceptualization of the public sector in the context of an
ethnic economy draws out some similarities to the theoretical construct
of “ethnic hegemony” proposed by Jiobu (1988), although his concept
was developed with a view to ethnic entrepreneurship. The idea of he-
gemony places substantial emphasis on ethnic control. It refers to eco-
nomic activity controlled by an ethnic minority, where the market has a
disproportionately large number of ethnic employers (particularly small
entrepreneurs) and employees and where internal labor markets emerge.
Jiobu places strong emphasis on the ability of the group to interface with
the majority and to concentrate on producing goods or services that are
in high demand in the majority population. Under these conditions the
minority can succeed economically even in the face of adverse attitudes.
In the ethnic hegemonic market, it is argued, ethnic employees receive
higher returns than in the dominant economy.

We propose that under certain circumstances the above notion may be
applied to the public sector as well. When ethnic minorities are segre-
gated and the public sector reaches a large enough size, the ethnic com-
munity may gain hegemony over portions of the public sector, and this
in turn provides individuals access to opportunities otherwise unavailable
to them. Indeed, the presence of a large public sector in communities
where ethnic minorities make up a large proportion of the population
generally provides minority members with better access to opportunities
(Maume 1985).

HYPOTHESES

The analytical models utilized in this study derive from the status attain-
ment and the human capital framework (Blau and Duncan 1967; Becker
1975; Mincer 1974). In view of the emphasis this paradigm places on
education (a central indicator of human capital) and the significance of
differential labor market regimes for the outcomes of ethnic minorities,
we focus in the present study primarily on status and earning returns to
education. Following the logic embodied in the perspectives outlined in
the previous section, it is possible to derive explicit, although not neces-
sarily contradictory, hypotheses regarding the socioeconomic returns to
education in different market situations.

According to the sheltered labor market perspective, we expect that
socioeconomic returns for Arab workers would be higher in the ethnic
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economy than in the dominant economy. This result should hold for both
the public and the private sectors.® In the absence of competition, work-
ers employed in the ethnic economy will command higher returns to
human capital resources (e.g., education). According to the perspective
that regards the public sector as a mobility channel for members of the
subordinate minority, we would expect returns to human capital re-
sources to be higher in the public sector, both in the ethnic and the
dominant economy.

The two hypotheses outlined above seem to emphasize different market
mechanisms that determine socioeconomic rewards of the minority popu-
lation. The two hypotheses, however, should not be viewed as mutually
exclusive. Following the theoretical reasoning discussed earlier, it is rea-
sonable to expect that sector of employment will interact with type of
labor market to produce divergent patterns of socioeconomic attainment.
In fact, proponents of the ethnic enclave approach argue that advantages
for workers in the ethnic economy derive primarily from both cultural
affinity binding entrepreneurs and their coethnic workers and from the
economic linkages between firms in the ethnic labor market. According
to this logic, we expect Arabs employed in the private sector in the ethnic
economy to receive relatively higher returns than other workers.

On the basis of the arguments concerning the public sector, we hypoth-
esize that employment in the public sector in the ethnic labor market will
be most advantageous to minority workers. The high level of concentra-
tion of the ethnic minority in certain communities provides them some
measure of control over the political and bureaucratic apparatus. This
control, in turn, leads to better access to employment opportunities in
the public sector, in general, and to positions of high status, in particular.
Following this logic, in the absence of strong affirmative action policies,
on the one hand, and the political allocation of public resources, on the
other hand, the public sector in Arab communities may serve as a pri-
mary mechanism for rewarding members of the subordinate group. Con-
sequently, we expect that returns to human capital resources will be

3 We propose that the advantage holds for the private sector as well as the public
sector, even though, as one reviewer noted, ethnic economies are typically made up
of economic undertakings in peripheral industries (Waldinger, Aldrich, and Ward
1990). It is possible, hypothetically, that the minority workforce employed in the
dominant economy would concentrate in core industries, in which case the industrial
composition of minority workers in and out of the ethnic economy would result in
socioeconomic advantages for those employed outside the ethnic economy. We believe,
however, that ethnic minorities are generally overrepresented in peripheral industries
not only in ethnic economies but in the dominant economy as well. In the case of
Arabs in Israel we found that approximately equal proportions (65%) of those who
worked in the private sector in and out of the ethnic economy were employed in
peripheral industries.
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higher in the public sector within the ethnic economy than in other set-
tings.

DATA AND VARIABLES

Data for this study were obtained from the public use sample of the 1983
Israeli population census (Central Bureau of Statistics 1983).* Analyses
are limited to the Arab population between 25 and 64 years old who
resided in communities with more than 5,000 residents.’ Individuals se-
lected for the extensive interview provided detailed information on edu-
cation, employment status, place of employment, occupation, and earn-
ings. This information forms the basis for the variables included in our
study.

Two dependent variables are examined in the analyses carried out
in the paper—occupational status and earnings. Occupational status is
measured by the socioeconomic index for occupations in Israel (Tyree
1981), and scores are given at the three-digit classification level. The scale
ranges from O (low status) to 100 (high status). Earnings are measured as
the natural logarithm of the gross monthly earnings from employment
(measured in Israeli shekels).

The predictive variables included in the analyses are those traditionally
utilized in status attainment and earning equations. They include educa-
tion, age, potential labor market experience, hours of work, knowledge
of Hebrew, and religious affiliation. Education is the number of years of
formal schooling. Age is measured in years at the last birthday. For lack
of more specific information, we defined potential experience as [age —
(education + 6)]; it replaces age in the earnings equations. We added
the square of potential experience to the equations to tap the nonlinear
relationship between experience and earnings. Hours of work is the usual
number of hours worked per week. Knowledge of Hebrew is a dichoto-
mous variable with the value of “1” for speaking knowledge and “0”
otherwise. As noted earlier, Arabic is the spoken language in Arab com-
munities, while Hebrew is generally required when interacting in the
dominant (mainstream) economy. Hence, knowledge of Hebrew probably
exerts a differential effect on the compensation Arab employees receive
in the two market segments (for a discussion of language skills and labor

* The public use sample is based on a 20% random sample of all households enumer-
ated in the census. All persons over 15 years old in the selected households were
required to supply detailed social and demographic information in addition to the
standard census form.

5 At the time of data collection slightly over 70% of the Arab population of Israel
resided in these communities (Central Bureau of Statistics 1984, table I1/10).
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market outcomes see Evans [1987]). Religion is a dichotomous variable
for which Christian Arabs receive the value “1,” and all others (mostly
Muslims) receive the value “0.” The purpose of including this variable
is to control for unobserved cultural and social differences that may co-
vary with some of the other predictive variables.

We defined the ethnic labor market on the basis of location; it includes
the 34 urban Arab communities (those with a population of 5,000 or
more). We classified Arabs employed in the 60 urban all-Jewish commu-
nities and in the seven mixed-population communities (which include
some of the largest cities in Israel, such as Jerusalem and Tel Aviv) as
part of the dominant labor market.® Arab workers who reside in Arab
communities and whose place of employment was not specified we con-
sidered to be part of the ethnic labor market.” We defined the public
sector as public services and operationalized it on the basis of the indus-
trial classification. It includes all public and community services, such
as local government, education, welfare, and health services. Persons
employed in all other industries were included in the private sector.

FINDINGS
Descriptive Overview

Before we examine the particular hypotheses advanced in the previous
section, a brief review of the major attributes of Arabs employed in the
various labor markets is in order. The figures in table 1 reveal that just
under half of the Arab workers in our sample (48% of the men and 49%
of the women) are employed outside Arab communities in what we refer
to as the dominant labor market. The locus of the labor market (whether
in ethnic communities or the dominant economy) clearly interacts with
sector type so that for men and women alike the public sector provides
a larger proportion of jobs within the ethnic labor market than outside
it. In the ethnic labor market, 28% of men and 74% of women are
employed in public sector jobs. Outside the ethnic labor market public
sector jobs account for 24% of employed Arab men and 51% of employed
Arab women.

6 It is important to note the ethnic overlap between communities and business owner-
ship. According to Meyer-Brodnitz and Czamanski (1986), approximately 84% of
manufacturing workshops and factories in Arab communities were locally owned, as
were practically all retail and service businesses. Arab-owned establishments made
up a negligible fraction of the dominant economy.

” The overwhelming majority of Arab workers who reside in Arab communities and
whose place of employment was not known were in the transportation and construc-
tion industries, where, indeed, it is difficult to specify a single place of employment.
Hence, we assume their base location to be their community of residence and consider
these workers as part of the ethnic labor market.
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A comparison of the attributes of employees in the various market
segments reveals considerable variations among the subpopulations. The
most noticeable difference is between those employed in the public sector
in the ethnic market and all other workers. Members of the former
group—whether men or women—attained the highest levels of school-
ing, enjoy the highest levels of earnings, and hold the highest status jobs.
Concomitantly, workers in the public sector work fewer hours per week
than workers in other segments of the economy. By contrast, workers in
the private sector, especially in the Arab market, have low levels of
education and receive modest socioeconomic rewards. The low levels of
earnings in the private sector are even more apparent when the number
of hours worked per week is taken into consideration.

Although the comparison between economic sectors reveals similar pat-
terns for men and women, the figures in table 1 also present some interest-
ing gender differences. Not surprisingly, women work fewer hours per
week than men in every segment of the labor market, and the gender
difference is most pronounced in the public sector. Women in the labor
force are also more educated than men (as a result of the selective nature
of female labor force participation), and their occupational status is gen-
erally higher, especially in the public sector. Nonetheless, the earnings
of women are substantially lower than the earnings of men in every
segment of the economy.

Figures in table 1 disclose a higher proportion of Christian workers in
the dominant labor market. This reflects the fact that Christian Arabs
are more likely than Muslims to reside in some of the largest communities
of Israel (such as Tel Aviv-Jaffa and Haifa), which are mixed communi-
ties and are classified as part of the dominant labor market. The propor-
tion of Christians is especially high among women, since labor market
participation of Christian women is substantially higher than that of
Muslim women (Lewin-Epstein and Semyonov 1992b).

Returns to Education

Occupational status.—In order to examine the hypotheses concerning
the effect of the sheltered market and the public sector on occupational
attainment, we estimate three multivariate covariance models. Coeffi-
cient estimates for the models are presented in table 2 and are listed
separately for Arab men and Arab women. In model 1 we test the hypoth-
esis that the ethnic labor market shelters the minority and ensures higher
returns to education. Thus, the model includes the type of labor market
and three interaction terms, along with personal attributes (i.e., educa-
tion, age, and religion). Two of the interaction terms capture the use of
Hebrew inside and outside the ethnic labor market (the comparison group
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is no use of Hebrew). The third term, the interaction of education and
labor market, estimates the extent to which returns to education differ
in the ethnic labor market and outside it. Model 2 tests the hypothesis
that the public sector provides the ethnic minority with socioeconomic
advantages and with higher returns to education. In this model, sector
of employment (whether public or private) and the interaction between
education and sector are added to the individual attributes. Finally, in
model 3 we compute a covariance model in which the public sector and
ethnic labor market are replaced by a set of dummy variables that classify
the four combinations of market and sector type. The comparison group
is the public sector in the ethnic labor market, and the dummy variable
representing this segment is excluded from the model. Interactions of the
dummy variables with education are also added to the model. Model 3
tests the hypothesis that status returns are higher in particular labor
market segments (e.g., the private sector in the ethnic labor market).

The results from models 1 and 2 lend support to the hypotheses that
returns to education are higher in the ethnic labor market and in the
public sector. The figures indicate that both the ethnic labor market and
the public sector have significant effects on occupational status, al-
though they differ somewhat for men and women. Occupational status
returns to education are substantially higher in the ethnic labor market
than outside it (only for men) and in the public sector than in the private
sector (for both men and women). However, the impact of sector (public
vs. private) on returns to education is substantially higher than that of
type of labor market (ethnic labor market vs. dominant labor market).
This difference is evident from the coefficients for the respective interac-
tion terms (b = 2.37 vs. b = 0.55 for men and b = 2.17 vs. b =
0.30 for women). These differences are also manifest in the coefficient of
determination (R?) for the two models.

Although the data from models 1 and 2 are quite revealing, they do
not inform us whether specific combinations of type of labor market and
sector of employment produce different returns to education. Thus, in
model 3 we test whether returns to education are higher in the private
sector within the ethnic labor market than in other sectors and whether
employment in the public sector is more advantageous within the ethnic
market than outside it. In line with the research question raised in this
paper our primary focus in model 3 is on returns to education in the
various segments of the labor market. Since the excluded labor market
segment is the public sector in the ethnic labor market, the coefficient
for education in model 3 indicates the occupational status returns to every
year of schooling for persons in this segment (i.e., when the dummy
variables = 0). Arab men in the public sector of the ethnic labor market
receive 3.75 status points for each year of schooling, and Arab women
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in the same market segment receive 3.82 points for every additional year
of schooling. These status returns are higher than in any other segment
of the market, as is evident from the negative sign of all interactions
between education and market segments.

The figures in model 3 also indicate that status returns to education
are lowest in the private sector of the ethnic labor market (the largest neg-
ative coefficients), followed by the private sector in the dominant labor
market. An interaction effect, then, is apparent, whereby occupational
status returns to education are higher in the public sector than in the pri-
vate sector, and sector of the economy interacts with the type of labor mar-
ket (ethnic vs. dominant) to produce divergent levels of returns to education.
For men, status returns to education are highest in the public sector in
the ethnic labor market.®? For women the important distinction is between
the public and private sectors, and there appears to be no significant diff-
erence in status returns to education derived from employment in the
ethnic or the dominant labor markets (when controlling for public sector).

The findings reported thus far lend support to our theoretical expecta-
tions. Nevertheless, it is not clear to what extent higher returns to educa-
tion in the public sector are due to its more egalitarian policies or are
due, alternatively, to its particular occupational composition. According
to the latter explanation, the observed findings may have been produced
by the bimodal occupational distribution of Arabs in the public sector.
The public sector is composed of health professionals, teachers, and ad-
ministrators at the top, nonmanual unskilled workers at the bottom, and
relatively few occupations in the middle. Consequently, the public sector
can accommodate either highly educated workers or those with little
schooling. Hence, according to this argument, education serves as a
strong statistical discriminator between the two groups. By way of con-
trast, the occupational distribution of Arabs employed in the private
sector is concentrated at the middle and bottom of the status scale. Thus,
Arabs who are employed in the private sector, whether educated or not,
face a limited opportunity structure, and their education can make little
difference for their occupational status.®

In order to test this possibility we reestimated the covariance models
predicting occupational status for a subsample of the population who
had occupational status scores below 70. This procedure in effect elimi-
nated the high status occupations and provided a test of differential status

8 The coefficient estimates for returns to education derived in the various labor market
segments are significantly different from one another except for returns in the private
sector within and outside the ethnic labor market. In these two segments returns to
education appear to be similar.

9 We thank an anonymous reviewer for pointing out this possibility.
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returns to education in the public and private sectors for the intermediate
and lower status occupations. This analysis revealed a general decline in
the magnitude of the effect of education, as might be expected, but dis-
played the same pattern of differential returns to education.!® We can
conclude, therefore, that neither the shape of the occupational distribu-
tion nor the type of occupations generated the higher status returns to
education in the public sector.

Earnings.—In table 3 we present four covariance models that estimate
the earning returns to education for men and women. The models are
designed according to the same logic discussed with regard to occupa-
tional status. Model 1 tests that hypothesis of differential earning returns
in and outside the ethnic labor market. It incorporates variables tradi-
tionally used in earnings equations—education, potential labor market
experience, and hours of work—and whether one is Christian or non-
Christian. In addition, the model includes a dichotomous variable for
type of labor market (ethnic vs. dominant) and interaction terms for labor
market type with use of Hebrew and with education. In model 2 we
replace labor market type with economic sector of employment to test
the hypothesis of differential earnings returns in the public and private
sectors. In model 3 we include a set of dummy variables to capture the
four combinations of labor market type by sector and their interactions
with education. Model 4 adds occupational status to the earnings equa-
tion to evaluate the role of job allocation.

Results of the analyses for all models reveal that earnings tend to
rise with education, hours of work, and experience (experience has a
curvilinear effect). Christian men earn significantly more than non-
Christian men, but we find no significant differences among women.!!

10 Among men, the coefficient estimates for the effect of education (representing re-
turns in the public sector of the ethnic labor market) in the restricted sample was
b = 2.00, and the coefficients for the interaction terms were b = —0.17 for the public
sector in the dominant labor market, b = —1.21 for the private sector in the ethnic
labor market, and b = —1.18 for the private sector in the dominant labor market.
Except for the private sector in and out of the ethnic labor market, the above-
mentioned coefficients differ significantly from one another. For women the coefficient
estimate for education was b = 2.87, and the coefficients for the interaction terms
were b = —0.15, for the public sector in the dominant labor market, b = —1.89 for
the private sector in the ethnic labor market, and & = —1.49 for the private sector
in the dominant labor market. Only differences between the public sector and the
private sector are statistically significant.

! We can only speculate at this point that the higher socioeconomic rewards that
Christian men attain may be attributed to their concentration in large urban communi-
ties. They also tend to espouse less traditional orientations, enhancing their ability to
successfully participate in modern economics (Al-Haj 1987). With regard to women,
the negative effect of being Christian on occupational status may be due to the higher
participation rates of Christian Arab women. Increased participation rates are associ-

639



American Journal of Sociology

The coefficients for Hebrew are also of substantive interest and clearly
conform to our expectation. Among Arab men, knowledge of Hebrew
increases earnings, but the effect is dissimilar in the ethnic and the domi-
nant labor markets. Knowledge of Hebrew adds 27%-28% to the average
earnings in the dominant labor market and only 12%-13% to earnings
in the ethnic labor market. For women, knowledge of Hebrew has no
statistically significant effect on earnings in the ethnic labor market but
adds between 18% and 22% (depending on the model evaluated) to the
earnings of women employed in the dominant labor market.

Since the focus of this paper is on socioeconomic returns to education,
we turn now to evaluate the coefficients of education in the various
models. According to the results in models 1 and 2, men employed in the
ethnic labor market gain 1% more for every year of schooling than men
employed outside the ethnic labor market. For men employed in the
public sector earnings are 2% higher for every year of schooling than for
men in the private sector. Women employed in the ethnic labor market
earn 2% more for every year of schooling and accrue a similar benefit
when working in the public rather than the private sector. Indeed, the
data support the hypotheses that returns to education are higher both in
the ethnic labor market and in the public sector.

Model 3 gives additional insight into the ways in which education
determines earnings in the different segments of the labor market. Recall-
ing that the coefficients for the variable “education” represent earnings
returns for those in the public sector of the ethnic labor market (the
excluded group), we found that every year of education adds 7% to
earnings for men and 8% for women. Earnings returns are substantially
lower in other segments of the labor market, as can be discerned from the
negative coefficients for the interactions of education and labor market
segments. For men, all coefficients are significantly different from one
another. The lowest returns are in the private sector of the ethnic labor
market, followed by the private sector of the dominant labor market,
and returns to education are highest in the public sector of the ethnic
labor market.!? In the case of women, earnings in the public sector are

ated with lower selectivity and with an overflow into lower-status jobs (Lewin-Epstein
and Semyonov 1992b). The insignificant effect of religion on earnings is consistent
with a large body of research that repeatedly demonstrates the lack of race and
ethnicity effects on women’s earnings.

2 One may argue that returns to education could be higher in the public sector even
if sector of the labor market per se had no effect on level of returns. This would be
the case if the functional form of returns to education were nonlinear, given the fact
that the mean level of education is higher in the public sector than in the private
sector. Our analysis, however, does not support such an explanation. First, the mean
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the same regardless of the type of labor market (ethnic vs. dominant),
and the same is true for the private sector. Differences in returns, then,
are associated with public and private sector employment, with the for-
mer providing a “premium” of 3% for every year of schooling.

The Role of Job Allocation

The findings reported in the previous section (models 1-3) revealed earn-
ings advantages in the ethnic labor market and in the public sector. In
order to examine the extent to which earnings gains are mediated through
job allocation, we reestimated the covariance models for earnings with
occupational status added to the equations (model 4 in table 3). The
results of this analysis shed light on the social processes underlying the
patterns observed earlier. When occupational status is included in the
earnings models, we find that the net earnings returns to education de-
cline substantially. For example, for men in the public sector of the ethnic
labor market the total added earnings for every year of schooling are 7%
(model 3), while the net addition of every year of schooling, after control-
ling for occupational status, is 3% (model 4). For women the figures are
8% and 4%, respectively.

Examining the interaction terms in model 4, we find that for men
earnings returns in the public sector of the ethnic labor market remain
higher than in all other segments and that the differences are statistically
significant with one exception (the private sector in the dominant labor
market). Among employed women all differences in earnings returns dis-
appear once we control for occupational status. Hence, for women most
of the effect of education on earnings is mediated through occupational
sorting.

Evaluating the Extent of Labor Market Sheltering—Comparing Arabs
to Jews

Throughout the analysis we consistently find that the public sector pro-
vides Arab workers with higher status and earnings returns to education,
and for men the benefits are significantly greater within the ethnic labor

level of education in the public sector is quite similar in the ethnic labor market and
the dominant labor market. Yet returns to education are substantially higher in the
ethnic labor market. Second, a direct examination of a nonlinear effect of education
on occupational status and earnings (not presented in the paper) revealed no higher
returns to higher levels of education. Hence, the explanation of the advantage of
public sector employment within the Arab community should be derived from its
unique position.
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TABLE 4

CosTs (OR BENEFITS) IN OCCUPATIONAL STATUS AND EARNINGS THAT ARABS WOULD
RECEIVE HAD THEIR RETURNS TO EDUCATION BEEN EQUAL TO THOSE OF JEWS

ETHNIC LABOR DoMINANT LABOR
MARKET MARKET

Public Private Public Private

Arab Men:
Occupational SES ........c.ccooiiiiiiiiinnn.. —-3.78 5.65 —1.68 11.20
Earnings .......ccocoiiiiiiiiiiiiiiiiiiieenn, -.21 .07 .15 .35
Earnings (controlling for SES) ................ —.16 —-.07 .08 .11
Arab Women:
Occupational SES ..........ccocoiviiiinininnn, —4.51 8.27 3.31 5.60
Earnings .......ccoooiiiiiiiiiiiiiiiiie —.34 .37 .10 .15
Earnings (controlling for SES) ................ -.19 .23 .05 .13

NOTE.—See n.11 above for a description of the calculation procedure.

market. It is important, therefore, to examine whether employment in
the public sector actually offers the ethnic minority some protection from
economic discrimination or whether the observed differences simply re-
flect a general advantage enjoyed by all those who work in the public
sector (Jews and Arabs alike). In order to explore this possibility, we
compare the status and earnings returns of Arabs in each of the four
labor market segments with those of relevant Jewish workers (e.g., Arab
men in the public sector in the ethnic labor market and in the dominant
labor market are compared with Jewish men employed in the public
sector).

For the sake of parsimony we focus only on the status and earnings
returns to education (although the models analyzed include all the vari-
ables discussed earlier in the text). We evaluate the magnitude of status
and earnings costs (or benefits) for Arabs with average education when
compared to Jews in the same industrial sector. Positive values represent
socioeconomic costs, whereas negative values indicate socioeconomic
benefits enjoyed by Arabs.™

The results of the analysis are presented in table 4 and provide addi-
tional insight into the role of the public sector and the ethnic labor market
as shelters from economic discrimination. The findings reveal that the

3 The figures in table 4 were calculated from the formula (b, — b,) x,, where b;
and b, represent the partial regression coefficients for education for Jews (J) and
Arabs (4), respectively, and x, is the mean education of Arabs. We performed the
computation separately for each segment of the labor market, and the models con-
trolled for all variables included in the covariance models.
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disadvantage of Arabs (at least with regard to returns to education) is
greater in the private sector than in the public sector. The disadvantage
in the former sector is evident for both men and women, whether inside
or outside the ethnic labor market. For example, had Arab men employed
in the private sector in the dominant labor market been rewarded for
their education to the same extent as Jews in the private sector, their
occupational status would be 11.2 status points higher. Similarly, the
occupational status of Arab women employed in the private sector of the
ethnic labor market would increase by 8.27 points had their status been
determined like that of Jewish women in the private sector.

The findings regarding the public sector are more complex and high-
light the protective nature of the ethnic labor market. In general, Arabs
experience less discrimination in the public sector. Furthermore, in the
public sector of the ethnic labor market Arabs are advantaged even in
comparison to Jews. The benefit is revealed in the negative sign preceding
all figures in the column of the public sector in the ethnic labor market.
For example, had Arab men in the public sector of the ethnic labor
market been rewarded similarly to Jews, their expected occupational
status would be 3.78 points lower than their actual status and their earn-
ings would decrease by 16%. For women, the benefits associated with
employment in the public sector of the ethnic economy amount to 4.5
status points and 19% of their earnings. We can conclude, therefore,
that the public sector is less discriminatory toward the ethnic minority.
Moreover, the public sector within the ethnic labor market not only
shelters minority workers from discrimination but provides absolute so-
cioeconomic advantages.

DISCUSSION AND CONCLUSIONS

The structural position of Arabs in the economy of Israel strongly affects
their socioeconomic rewards. The Arabs’ ability to convert human capital
resources (i.e., education) into occupational status and earnings depends
upon the segment of the labor market in which they are employed. Our
analysis reveals that returns to education are higher in the ethnic labor
market than in the dominant labor market and in the public sector than
in the private sector. Employment sector (public vs. private), however,
more strongly affects returns to education than labor market type (ethnic
vs. dominant), and in the public sector Arabs are less disadvantaged
when compared to Jews. In fact, sector and labor market type combine
to produce the highest status and earnings returns to education in the
public sector of the ethnic labor market.

The concept of a sheltered labor market outlined at the outset of the
paper appears to have some validity in the case of the Arab minority.
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Employment in the ethnic labor market is advantageous for Arab work-
ers. These advantages, however, can be attributed in large part to the
industrial structure and in particular to the predominance of the public
sector in the ethnic labor market. Put differently, there appears to be a
sheltered labor market effect in the public sector but not in the private
sector of the ethnic labor market. The findings reveal that returns to
education are similar in both segments of the private sector.

Several factors may be germane to the lack of any advantage to private
sector employment in the ethnic labor market. First, business establish-
ments are small (all but a handful employ fewer than 10 employees), and
they provide very little managerial, professional, or other high-status job
opportunities. Second, without exception, private sector workshops and
firms in the ethnic labor market are in peripheral industries that are
highly competitive and low profit. In particular, competition with Jew-
ish-owned firms minimizes the ability to offer earnings advantages to
their employees. Evidently, outcomes in the private sector, whether in
the ethnic labor market or the dominant market, are governed by market
processes.

Our data did not permit us to directly examine the ethnic enclave
thesis. Nonetheless, we found no indication that a network of exchange
and support among firms has emerged in the private sector of the ethnic
market to provide advantages that characterize the primary industrial
sector of the economy. Indeed, many firms in the Arab market serve as
subcontractors for large Jewish-owned firms and are thus dependent on
the terms of exchange set by the latter firms. Under these conditions
ethnic hegemony in private sector activity cannot be achieved and the
ethnic labor market cannot serve as a sheltered market.

Our findings demonstrate that the public sector provides the Arab
minority with higher socioeconomic rewards and higher returns to educa-
tion. The public sector’s bureaucratic characteristics and its openness to
greater public scrutiny create a more advantageous environment. In the
case of Arabs in Israel, as in other social settings (e.g., Rein 1985; Wilson
1978), government services provide higher status and higher paying jobs
since they require educated and trained labor. Of central importance to
our study, however, is the fact that status and earnings returns to educa-
tion are generally higher in the public sector within the ethnic labor
market than in any other segment of the economy. It should be noted
that these conclusions more appropriately apply to Arab men than to
Arab women, for whom public sector employment provides similar re-
turns whether in or outside the ethnic labor market. Possibly, the small
numbers of employed Arab women, and the limited range of jobs held
by them in the public sector (mostly teaching and health care), render
such a labor market effect untenable.
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In considering the advantages associated with public sector employ-
ment in the ethnic labor market it is useful to distinguish between market
processes and institutional processes. As we have seen, most of the ad-
vantages in the public sector of the ethnic labor market are mediated
through job allocation. Arabs in this segment of the economy gain access
to jobs of high status and authority (mostly in education, health, and
welfare services) with hardly any competition from Jewish employees.
The lack of competition is both a result of the ecological segregation of
Arab communities and of cultural barriers. We noted specifically that
language is likely to serve as a barrier, since daily interaction in the Arab
communities takes place in Arabic, a language with which most Jews
have little facility. Our findings shed some light on this issue from the
flip side. Particularly with respect to earnings, we found that knowledge
of Hebrew added only slightly to the earnings of men and provided
virtually no additional earnings for women in the ethnic labor market.
Yet, knowledge of Hebrew considerably increased earnings for those
employed in the dominant labor market. Hence, Jews would have a
difficult time competing for most jobs in the Arab ethnic market.

The circumstances of extreme residential segregation and substantial
cultural barriers (e.g., language) that separate Arabs from Jews probably
accentuate labor market sheltering in Israel. Nonetheless, the phenome-
non is by no means unique. In many multiethnic societies the economic
hardship of disadvantaged minorities is mitigated by particular market
structures. In Britain, for example, Asian shopkeepers appear to benefit
not only from cultural affinity with potential patrons but as a result of
ethnic residential segregation as well (Aldrich et al. 1985). Indeed, most
research in this area has underscored the important role of ethnic entre-
preneurship (see Waldinger et al. [1990] for a review). We argue, how-
ever, that greater attention should be devoted to the public sector, where
alternative mechanisms may develop as a result of special ethnic needs
(Jones 1993), cultural boundaries, or political empowerment.

Expansion of opportunities in the public sector in Israel is institution-
ally (politically) determined, because the state controls much of local
government and public-service funding (Al-Haj and Rosenfeld 1988).
Hence, when highly educated Arabs are faced with labor market hard-
ships, expansion of the public sector in the Arab community is an appar-
ent strategy to co-opt the elite. The role of the state notwithstanding, the
public sector serves as a major resource for the ethnic group. It leaves
substantial autonomy in hiring and promotion decisions to members of
the group and is an avenue for the mobilization of jobs for members of
the minority. Thus, ethnic sentiments and solidarity can easily operate
in the public sector of the Arab labor market to provide advantages
similar to those in some ethnic enclaves in North America. It is possible,
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although our data do not directly address this issue, that the private
sector in the ethnic market displays no effect on status and earnings
returns (similar to that of the public sector) because the distribution of
power and resources in the ethnic market is skewed. That is, in face of
a small and rather weak private sector, the public sector may in fact
expropriate most resources. Under these circumstances, then, ethnic mi-
nority “control” over the public sector in the ethnic market may be a
primary means of effecting opportunities. Such control can be construed
within the conceptual framework of “ethnic hegemony” offered by Jiobu
(1988).

The hegemonic situation implies, first, that the group achieves some
measure of command over its economic destiny and, second, that re-
sources are transferred to the minority through the interface with the
dominant group. The hegemonic position in a particular area of economic
activity in turn minimizes antiminority discrimination and helps uplift
the entire subordinate group. The case of Arabs in Israel extends Jiobu’s
notion of control and accumulation through pure market processes to
nonmarket mechanisms. The political activity by means of which the
public sector in Arab communities expands, and becomes an important
source of jobs and advantages, is one example of such mechanisms.

The findings discussed throughout the paper clearly demonstrate the
differential effect of labor market structure on socioeconomic outcomes.
Moreover, our findings underscore the role of the public sector in the
ethnic labor market in generating rewarding job opportunities for mem-
bers of the ethnic minority. Not only does the public sector constitute an
important component of the ethnic labor market, but it also emerges as
a resource for the subordinate community. It serves as a major avenue
of social mobility for the Arab labor force. On the basis of these findings
we argue that greater attention should be devoted to studying the ways
in which the public sector affects individuals’ opportunities for achieve-
ment and affects ethnically-linked socioeconomic inequality, not only in
Israel but in other multiethnic societies as well.
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