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Three Research Themes

Ethno-Demographic Diversity (EDD)

Societal Impact and Opportunities (SIO)

Institutional Implications and Responsiveness (IIR)



20 projects 
2014-2020
plus a 
final synthesis

Meta-review & Synthesis in ebook



European research on the economics
of cultural diversity

MIDI-REDIE: Migrant Diversity and Regional Disparity in Europe

Part of:
NORFACE Research Programme on 

Migration (2009-2013)
http://www.norface-migration.org/

http://www.norface-migration.org/


Outline

• Defining and measuring cultural diversity

• Theoretical perspectives

• Evidence on impacts on 
– Innovation and growth

– International trade

– Social capital 

• Summing up



• The extent of cultural differences among members 
within a social unit along a range of dimensions

• National cultural identity?  (Geert Hofstede)
• Objective or subjective
• High dimensional
• Commonly approximated by readily observed 

indicators from censuses and surveys:
– Country/region of birth; race/ancestry; self-declared 

ethnicity; languages spoken; religion; citizenship, etc.

• Many measures and techniques are available to 
summarise the available data

What is cultural diversity?



• Auckland, 2013 census
– Population 1.5 million
– 39.1% born outside NZ
– 230 ethnic groups
– 40.7% did NOT state any 

European ethnicity
• London, 2011 census

– Population 8.1 million
– 37.0% born outside UK
– 300 languages spoken
– 36.7% did NOT state any 

European ethnicity
Which is the more diverse 
city?

• Many measures, 
originating from a wide 
range of disciplines

• “Market leaders”
– Diverse groups:  

Fractionalization index
– Diverse places: 

Segregation index
• Results from empirical 

research are sensitive to 
the choice of measure 

Measurement of cultural diversity



A national barometer of ethnic diversity
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Birthplace and ethnic diversity among 
New Zealand Territorial Authorities, 2013



Birthplace and ethnic diversity among 
Auckland Local Board Areas, 2013



Super(-)diversity
“Around the world over the past three decades, there have 
been increasing movements of people from more varied 
national, ethnic, linguistic and religious backgrounds; in 
addition, there has been a diversification of migration 
channels, legal statuses and conditions, gender and age ratios 
and forms of human capital” (Steven Vertovec, Super-Diversity, 
Routledge, 2015)

First applied in the New Zealand context by 
Paul Spoonley
http://wol.iza.org/articles/superdiversity-social-cohesion-and-
economic-benefits

Since last year given a lot of public exposure in NZ through 
the Superdiversity Centre for Law, Policy and Business, led by 
Mai Chen  
http://www.superdiversity.org/

Steven Vertovec
Max Planck Institute for 

the Study of Religious and 
Ethnic Diversity

Göttingen, Germany



Diversity in Auckland in 2013 across multiple domains:
ethnicity, qualifications, religion, income, age, language

Source:  DC Maré, March 2015



Other ways of quantifying diversity

• There are many measures but some of these are 
highly correlated

• Six interesting “group diversity” measures:
– The Shannon-Weaver information measure (SW)
– The importance of the minorities index (FR1)
– Diversity among minorities index (FR2)
– The fractionalization index (FR = FR1 + FR2)
– The Hoover index (HO)
– The Reynal-Querol polarization index (RQ)

• All measures can be group-weighted by cultural 
distance, but this is uncommon to date 



Correlation of diversity measures across 
Auckland Area Units, 2013 census
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Economic impacts of cultural diversity: 
inspiring work on benefits… and costs



Economic benefits of boosting cultural 
diversity through immigration 

• Population growth triggers a greater rate of gross 
fixed capital formation

• Stronger agglomeration forces (more learning, 
sharing, matching)

• Youthfulness of immigrants; leads to greater labour 
mobility and labour market flexibility

• Positive self-selection of immigrants
• Greater variety of output and trade; ethnic 

precincts
• The “strength of weak ties”: bridging social capital



Some negative impacts of boosting 
cultural diversity through immigration

• Greater (cheaper) labour intensity of production lowers 
innovation incentives

• Greater “fractionalization” which reduces accumulation of
– Public capital
– Social capital  (networks, trust, participation)

• Addressing fractionalization in workplaces and educational 
institutions may require costly interventions

• Increasing “sorting” and spatial segregation
• Polarization of social capital (more “bonding”, less 

“bridging”)
• Political polarization and instability may lead to greater 

uncertainty in the business environment



The view of multinational companies

FORBES|Insights: 

“A diverse and inclusive workforce 
is crucial to encouraging
different perspectives and ideas 
that drive innovation”
Source: Forbes, 2011

See also e.g. : 

Hunt et al. (2015) Diversity 
Matters , McKinsey & 
Company.

More generally,  a strong conviction of “positive externalities” of 
diversity;
In any case, there are also important equity considerations;
But there is also “diversity fatigue” (The Economist, 13 Feb  2016)



• Studies have used observational data from cross-
country level down to surveys and in-depth 
interviews at the firm level

• Most research links observed economic outcomes 
with some observed immigration or diversity 
measures, thereby only identifying the net effect

• Investigating positive and negative channels one 
by one remains a challenge for current research

• Several parallel non-interacting literatures

From theory to evidence



Syntheses of the evidence to date
Ozgen et al. in International Migration Review, 2014

Nathan in Journal of  Economic Geography, 2014
Kemeny in International Regional Science Review, 2014

• Major differences between North-American and European 
literatures
– EU and NZ: emphasis on regions or firms
– US: emphasis on regions or graduate students and researchers

• Many inconclusive results but still, on balance, positive effects of 
cultural diversity on patent applications and innovation

• Cultural diversity matters, but is of relatively less importance 
for innovation than e.g. business size and industry

• Many studies have not been able to adequately address the 
difficult issue of reverse causality



Macro-level evidence: cultural diversity and 
patent applications in European regions

Source: Ozgen C, 
Nijkamp P and Poot J 
(2012) “Immigration 
and Innovation in 
European Regions”. In: 
Nijkamp P, Poot J and 
Sahin M (eds.) 
Migration Impact 
Assessment: New 
Horizons.  Cheltenham 
UK: Edward Elgar, pp. 
261-298.
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a) New goods and services b) New operational processes

c) Any innovation in past year d) Organisational and managerial innovation

Recent update:  McLeod, Fabling & Maré (2014) Hiring New Ideas: International Migration 
and Firm Innovation in NZ, Motu WP 14-14.  Considers migrant shares within firm 

Back to NZ:  descriptive evidence on migrant shares in areas 
and innovation. Source: Maré, Fabling & Stillman (2010); 

see also Papers in Regional Science  93(1), 2014



When there are many correlations, 
how can causation be detected?

• “Granger causality tests” in time series model

• “Natural experiments” (one-off unexpected large changes)

• Behavioural experiments, as in psychology

• Policy experiments, including randomized assignment

• Most common: “Instrumental variables” in regression 
analysis, defined by e.g.:
– Historical patterns

– Arbitrary administrative boundaries 

– Truly exogenous variables: geography and natural conditions

– Clever constructs



– Productivity and other economic “shocks” 
affect migration/diversity of regions strongly

– Migration/diversity  “shocks” affect innovation 
& productivity weakly

– Overall effects of migration/diversity on 
innovation and economic growth of regions 
are positive, but quantitatively small

Innovation/growth & immigration/diversity:
broad conclusions of macro-level research 

on the two-way interaction



From macro to micro: 
how can cultural diversity 
make a team successful?

http://blogs.sap.com/innovation/human-resources/how-to-effectively-create-workplace-diversity-01242727



2014 IMR project: Results from 
comparative German and Dutch data 
• Uses longitudinal linked data as in IDI in NZ
• Problem: firms are followed over just six years
• Firm characteristics that drive innovation are the 

same in both countries
• Skills matter – applies equally to migrants and 

natives
• Sensitive to choice of “instrumental variables”
• Similar findings in NZ (McLeod et al. (2014) 

“Hiring new ideas”, Motu WP) and in Ozgen et al. 
(2015) “The elusive effects of workplace diversity 
on innovation”, Papers in Regional Science



A puzzle: why does research in finance then 
show a negative effect on firms?

• Recent paper: Frijns et al. (2016) 
http://www.victoria.ac.nz/sef/about/events/sem-latest/the-
impact-of-cultural-diversity-in-corporate-boards-on-firm-
performance

• Sample of 243 UK firms observed between 2002 and 2014
• Firm performance measured by Tobin’s Q and ROA
• Diversity measured by “average cultural distance between 

members of the board of directors” (using Hofstede)
• Negative effect is robust across many specifications, but

– Less so for “complex” firms
– Less so for internationally-oriented firms
– More so for independent board members
– More so for “individualism” and “masculinity” diversity

http://www.victoria.ac.nz/sef/about/events/sem-latest/the-impact-of-cultural-diversity-in-corporate-boards-on-firm-performance


• Migrants have a “home goods bias” and locals love the 
increased availability and variety of “ethnic goods”

• Permanent and temporary migrants (including foreign 
students!) can be trade facilitators:
– They lower transaction costs
– They help to build trust between traders

• Remittances to the home country may increase trade, 
particularly exports from the host country

• Diaspora may assist in boosting trade from the home 
country

• Migration encourages cross-border travel (tourism & 
business travel) in both host and home countries

Does cultural diversity boost 
international trade?



• Meta-analysis requires the results from different studies 
to be directly comparable

• The comparable numbers are called effect sizes
• An effect size in migration & trade studies is the 

immigrant or diaspora elasticity of exports or imports
• Example: the immigrant elasticity of exports is the 

percentage change in a country’s exports associated 
with a 1% increase in the stock of immigrants in that 
country

• NZ work, e.g.  Law/Genc/Bryant, The World Economy, 
2013

The “balance” of the evidence: 
using meta-analysis



Immigrant elasticities of exports and imports
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Exports Imports

48 studies (233 export and 178 import effect sizes), starting with D.M. 
Gould (1994) “Immigrant links to the home country: empirical implications 
for United States bilateral trade flows” Review of Economics and Statistics 
76(2): 302-316.

Source: Genc, M., Gheasi, M., Poot, J. and Nijkamp, P. (2012) “The impact of 
immigration on international trade: a meta-analysis”. 



• Once we
– Give more weight to more precise effect sizes,
– Control for observable differences between studies by means of 

regression analysis,
– Correct for publication bias;

• we find that
– The “best estimate” of the effect size is about 0.15,
– This means that an increase in the number of immigrants by 10% 

increases a country’s merchandise trade by 1.5 %,
– However, the migration elasticity of exports may be more or less 

than that of imports.
– Bigger impact on more “complex” trade
– Cultural distance between countries can reduce trade (when 

reflecting institutions) or increase trade (when reflecting 
comparative advantage)

The results from this meta-
analysis



How does diversity impact on people?

• People operate in multiple networks (e.g. family, 
friends, work)

• Networks are affected by homophily (the tendency of 
individuals to associate and bond with similar others) 
and spatial sorting (the tendency to want to live near 
those with similar backgrounds or interests)  

• This can impact on labour and housing market 
outcomes (e.g. Bakens et al., Journal of Regional 
Science, 2013).

• Social capital is formed by social networks which are 
created, maintained and used by the network 
participants in order to distribute norms, values, 
information and resources 



Bonding: it’s in our genes?



Investing in social capital

• Bonding is social capital building among 
individuals within a relatively closed network

• Bridging is social capital building among 
individuals that cuts across several networks

• Linking is social capital that results from 
people willing to link across different social 
layers or hierarchies; also interpreted as the 
individual negotiating with public institutions



The effect of bridging and bonding on migrant 
performance in the labour market

• That “who you know matters more than what you 
know” has been conclusively shown in labour 
market research;

• However, research specifically on migrants is 
relatively new;

• Evidence comes mostly from Europe, e.g. Bram 
Lancee (2012) Immigrant Performance in the 
Labour Market: Bonding and Bridging Social 
Capital. Amsterdam University Press.



Networks are very important 
for migrants

• In Germany one third of the native born find their 
job though networks, while half of migrants find 
their job that way

• Migrant bridging has a higher return than 
bonding, e.g.  because the majority of available 
jobs are offered by non-migrant employers

• Bonding among migrants has mixed impacts:
– Positive: security, ethnic entrepreneurship, shelter from 

discrimination
– Negative: lower pay, less language acquisition, less 

integration



The evidence on employment outcomes
(Germany, Netherlands, UK, USA, NZ)

• Bridging leads to more secure employment and higher 
income

• Bridging is stronger with higher education and better 
language proficiency

• In NZ, provisional analysis with GSS data suggests that 
those who engage in bridging activities have higher 
rates of participates in paid employment than those 
who engage in bonding activities

• However, once again causality is not clear: is bridging 
social capital investment a consequence of employment 
outcomes rather than a cause?



Conclusions
• There is a small positive effect of cultural diversity on 

innovation, productivity, trade and labour markets, but 
to quantify it remains challenging

• Replication of research across a wider range of 
countries is desirable

• Cross-disciplinary integration of team diversity and firm 
performance studies could be fruitful
– Consider organizational structures, institutional settings, 

types of tasks, etc. 
– e.g. Cooke and Kemeny (2016) “Immigrant diversity and 

complex problem solving”
• This could help to identify the specific “channels” of 

impacts of cultural diversity.  In turn, this may assist in 
designing effective policy responses
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