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a reform and within-country differences in enforcement to analyse the effects of EPL.
The most common strategy they use is the difference-in-differences (DID) approach,
which compares labour market outcomes across subgroups before and after EPL reforms
in order to identify the effects of the reforms. Studies using this methodology, like Kugler
(1999), Boeri and Jimeno (2005), and Kugler and Pica (2008), provide evidence that
stricter EPL has negative effects on labour market flows.

Publication | extends the common within-country, micro-econometric strategy
described above to a cross-country perspective. The evaluation in this paper is based on
a DID strategy that compares labour mobility in Estonia and Lithuania before and after
the employment law reform in Estonia. The similarities in the structures of the Estonian
and Lithuanian labour forces and their key economic and labour market trends mean that
Lithuania serves as a close match for Estonia, and so using Lithuania as a control group
can provide valuable evidence on what the dynamics in the Estonian labour market
would have been if Estonia had not reformed its EPL. A similar approach is used by
Masso et al. (2013), who used DID analysis to estimate the outcomes of the Estonian
corporate tax reform with firms from the other two Baltic countries, Latvia and Lithuania,
as the control group for Estonian firms.

The analysis in Publication | uses Labour Force Survey (LFS) micro-data to calculate the
probabilities of flows between labour market statuses and job positions. The LFS is a
sample survey conducted under the methodology of the International Labour Office
(ILO), and so the data are fully internationally comparable. This analysis covers the period
from 2007 to the third quarter of 2011, and the EPL reform that it evaluates was made
in mid-2009, halfway through the period covered. Respondents to the LFS are asked to
report about their labour market statuses and job positions both during the observed
period and in the year preceding the survey. The variables for current and prior labour
market status and the starting time for the current job are used to calculate annual
worker flows and changes across jobs, employment, unemployment and inactivity.

This paper employs probit models to investigate how various factors, including the
EPL, impact the probabilities of flows between labour market statuses and jobs. The DID
estimator is included in the regressions alongside the estimates of the probabilities of
one-year transitions in the labour market in order to identify the effects of the reform.
A DID estimator compares the situation before and after the reform for those the reform
applied to and those to whom it did not apply (see, e.g., Caliendo, 2006; Angrist and
Pischke, 2009; Bazen, 2011).

The results of Publication | show that the relaxation of EPL seems to have increased
reallocation and the probability of involuntary transitions out of employment. At the same
time, the reform is not observed to have had any significant effects on the probability of
hiring, while the probability of job-to-job transitions seems to have decreased after the
reform.

The EPL reform was supposed to improve the reallocation of labour in Estonia.
The results from Publication | indicate that the reform increased the flexibility of the
Estonian labour market by making workforce adjustments more flexible for employers
and increasing the reallocation of workers. At the same time, the rapid recovery of the
Estonian labour market from the crisis and the increased flows into employment show
that there was a rise in hirings as well. However, the specification used for hiring
probability in this paper could not identify any significant impact from the EPL reform on
inflows to employment. This result, together with the finding of reduced job-to-job
mobility, suggests that the relaxation of EPL alone was not enough to achieve the goal.
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The EPL reform in Estonia was mainly focused on reducing the part of the EPL that
covers the transfers from the employer to the employee. However, previous findings
(Pissarides, 2001; Bassanini and Garnero, 2013) suggest that decisions about hirings and
separations are affected more by the tax part of the EPL. It has been argued that the
difficulties of dismissal together with the procedural inconveniences that the employer
may face are mainly responsible for the reduction in hirings and separations. The results
of this paper together with the earlier findings consequently raise the possibility that this
kind of EPL reform, which is intended to improve the reallocation of labour by reducing
the transfers from the employer to the employee, may not be sufficient to have the
expected positive effect on hiring, and this is important to consider in the context of
further developments in the labour market institutions. Furthermore, the Danish
flexicurity model argues that workers must be given security through income stability
and the provision of ALMPs if they are to benefit fully from labour market flexibility, but
these measures remained unaddressed in Estonia during this reform.

1.2 How Do Firms Adjust to Rises in the Minimum Wage? Survey
Evidence from Central and Eastern Europe

Publication Il uses a unique firm-level dataset to investigate how firms in eight Central
and Eastern European countries — Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland,
Romania and Slovenia — adjust to rises in the minimum wage. The data were collected as
part of the third wave of the Wage Dynamics Network (WDN) survey by the European
Central Bank and provide insights into the strategies that firms employ to cope with
increases in the minimum wage, and so the paper makes a valuable contribution to the
literature on the effects of minimum wages in Europe.

A variety of theoretical models have been developed to describe the possible effects
of rises in the minimum wage. The competitive model (see Lester, 1960; Hirsch, et al.,
2015; Wilson, 2012; Kaufman, 2010; Lee and Saez, 2012; Schmitt, 2013) implies that such
rises have negative effects on employment, while the monopsony model (see Boal and
Ransom, 1997; Manning, 2003; Kuhn, 2004; Ashenfelter et al., 2010) identifies possible
positive effects on employment. The search and matching model (see Rogerson et al.,
2005; Flinn, 2006; Cahuc, 2014) and the institutional model (see Hall and Cooper, 2012;
Wilson, 2012; Schmitt, 2013) both find efficiency gains. All these models suggest that
firms have several strategies for reacting to rises in the minimum wage, and these
adjustment channels include the pass-through of labour costs to prices, cuts in non-labour
costs, wage rises for employees who do not earn the minimum wage, efficiency
improvements, and changes in employment.

The effects of the minimum wage have been extensively studied, and most of the
studies have provided support for the conventional view that minimum wages reduce
employment (e.g., Neumark and Washer, 2006; Neumark et al., 2014; Huang et al., 2014).
Empirical findings from the CEE countries also show that rises in the minimum wage have
a negative impact on employment and hiring (e.g., Hinnosaar and R66m, 2003; Halpern
et al., 2004; Zepa, 2006; Fialova and Mysikova, 2009; Vodopivec, 2015), though the study
by Ferraro et al. (2018) finds that increases in the minimum wage have no effect on
employment retention.

Numerous studies have shown that besides their outcomes on employment, minimum
wages generate spillover effects that push up wages above the minimum wage level
(Neumark and Wascher, 2008; Manning, 2003; Draca et al., 2011; Hirsch et al., 2015).
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A positive effect on the wages of workers earning above the minimum wage has also
been found in the CEE countries (Gottvald et al. 2002; Brezigar Masten et al., 2010; Kézdi
and Kdnya, 2012; Ferraro et al., 2018). Most studies (e.g., Grossberg and Sicilian, 1999;
Neumark and Wascher, 2001; Acemoglu and Pischke, 2003) find that increases in minimum
wages have no significant impact on productivity. Hirsch et al. (2015) in contrast show that
higher minimum wages positively influence labour productivity. Evidence for consumer
prices being driven higher by rises in the minimum wage is found by many studies (e.g.,
Card and Krueger, 1995; Macdonald and Aaronson, 2000; Lemos, 2008; Dolton et al.,
2010; Hirsch et al.,, 2015), including studies of Latvia (Zepa, 2006) and Hungary
(Harasztosi & Lindner, 2019). The focus in these studies has predominantly been on a
single adjustment channel, but the data employed in Publication Il allow multiple
possible channels to be analysed, making this study a significant contribution to the
existing literature on minimum wages.

The empirical analysis in Publication Il uses firm-level data from a survey conducted
by the 25 national central banks in the WDN. The survey was run in 2014 using a
harmonised questionnaire that covered the period 2010-2013. This study focuses on
responses from eight countries — Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland,
Romania and Slovenia — about how firms reacted to a rise in the minimum wage. Firms
were asked about the share of their workers who were earning the minimum wage in
2013, and their strategies for adjustment following a rise in the minimum wage.

Although these responses provide valuable insights, there are methodological
challenges because the questions about the adjustment channels were not perfectly
synchronised across countries, which makes direct comparison and empirical analysis
difficult. The analysis in the paper therefore harmonised the questions by combining the
answers into a binary relevance indicator (a detailed explanation of the harmonisation
process is given in Publication I, which is included as Appendix 2 of this thesis).

Publication 1l provides detailed cross-country information about the shares of
minimum wage workers in the eight CEE countries, which is rarely available in statistical
reports. The analysis finds evidence of significant cross-country and sectoral differences
in the average share of workers earning the minimum wage, but the common finding is
that smaller, domestically-owned, non-exporting firms and firms employing a higher
proportion of low-skilled, blue-collar workers tend to pay the minimum wage to a larger
share of their employees.

The study focuses on how firms respond to rises in the minimum wage across multiple
adjustment channels, including layoffs, reduced hiring, price increases, cuts in non-labour
costs, wage rises for employees earning above the minimum, and improvements in
productivity. By analysing which of these strategies firms prefer, the paper illustrates
how firms adapt to increases in labour costs. The findings reveal that the most common
responses are to raise product prices, cut non-labour costs, and enhance productivity.
Cutting employment is less popular, and employment effects are realised mostly through
reduced hiring rather than direct layoffs.

An important contribution of the paper is that it provides evidence for spillover effects
from rises in the minimum wage to firms that do not employ minimum wage workers.
The results indicate that nearly a quarter of firms with no employees on the minimum
wage also react to the rise in the minimum wage, primarily through price increases, wage
adjustments, productivity improvements, or reductions in non-labour costs. This suggests
that minimum wage policies can have broader implications for the economy and affect
firms beyond those directly employing workers earning the minimum wage.
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The study also examines the factors that influence firms' choice of adjustment
channels, and considers firm-specific conditions such as size, sector, ownership, demand
conditions and access to external financing. A multivariate probit framework is applied
for that purpose as it allows the correlations between the channels to be controlled for.
The results show that favourable demand conditions and external financing being
available for firms are associated with the adjustment channels being less relevant,
indicating that economic context and financial resources play an important role in
shaping how firms respond to rises in the minimum wage. Foreign-owned firms appear
to be less affected by minimum wage rises.

In conclusion, Publication Il provides an analysis of how firms in the eight CEE
countries respond to increases in the minimum wage, highlighting the diversity of the
adjustment channels they employ. By examining a wide range of adjustment strategies
and exploring spillover effects, the study enhances the understanding of the impacts of
minimum wage policies. The findings consequently provide valuable insights for
policymakers, as they demonstrate that rises in the minimum wage not only have direct
effects on the labour market but also influence the wider economy as well.

1.3 Wealth Disparities Between Elderly Immigrants and Natives: A Study
of Estonia and Latvia

Publication Ill, “Wealth disparities between elderly immigrants and natives: a study of
Estonia and Latvia”, examines the wealth disparities between the native-born and
immigrant populations in Estonia and Latvia, with a particular focus on elderly individuals
aged 60 years or older. This demographic group is unique to these two countries because
of the significant proportion of Eastern Slavicimmigrants who relocated during the Soviet
era for work and have since remained throughout the political and economic transitions
that started in the 1990s.

This study is built on the wealth accumulation framework, which shows that
differences in wealth accumulation between natives and immigrants can stem from
disparities in incomes, saving behaviour, the structure of assets, and inheritances. Earlier
empirical studies of these factors found evidence for natives having higher homeownership
rates (Borjas, 2002; Gobillon & Solignac, 2020; Kauppinen et al., 2015), more diversified
financial portfolios (Bertocchi et al., 2023; Sinning, 2007), and better access to mortgages
(Bertocchi et al., 2023). It is usually observed for inheritances that immigrant households
are substantially less likely to receive them, and this is an important reason why their
level of wealth is lower (Bhutta et al., 2020; McKernan et al., 2014). There is also substantial
empirical evidence of unexplained differences in income in favour of natives over
immigrants (see among others Dostie et al., 2023; Hofer et al., 2017; Tomaskovic-Devey
et al., 2015), while other earlier studies have indicated that natives have higher
employment rates than the minority population in this region (Borman et al., 2019;
Maénnasoo et al., 2023), which also contributes to the incomes of the immigrants being
lower.

The result of these differences between the two groups is that natives generally tend
to be richer than immigrants, and this is confirmed by studies that investigate the nativity
wealth gap. Native-born households in the US for instance are found to have 2.5-3 times
more wealth than their foreign-born counterparts (Cobb-Clark & Hildebrand, 2006),
while immigrants in Europe have 60-90% less wealth than natives (Matha et al., 2011;
Bauer et al., 2011; Dossche et al., 2022; Muckenhuber et al., 2022). However, there is
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2 Final Comments

This thesis consists of three publications and investigates the impact of labour market
institutions and of wealth disparities between natives and immigrants. Both these topics
are important in the context of labour market mobility, which is itself essential for
addressing the issue of labour shortages and contributing to overall economic
development. Their use of three different micro-level datasets and a variety of
econometric approaches means all three papers contribute to the academic literature in
their specific fields.

The findings from the three publications that comprise the thesis also offer valuable
policy implications that can guide future decisions about employment laws, minimum
wages and integration policies. Publication | provides new evidence for the effects of EPL
on labour mobility and suggests that reducing EPL may not alone be enough to achieve
a better reallocation of labour. Publication Il demonstrates that rises in the minimum
wage not only have direct effects on the labour market but also influence the wider
economy as well, through the price increases that are made to adjust to the minimum
wage rises for example. Inflationary effects should therefore also be considered when
minimum wage policies are designed. Publication Il highlights the need for more
targeted integration policies that could help improve the economic outcomes for
immigrants by addressing barriers to assimilation such as language skills and labour
market segregation, and so could then reduce the inequalities between natives and
immigrants.

After the reform of the Estonian EPL in 2009, several other European countries
reformed their EPL to make it more flexible as well. EPL was eased significantly between
2010 and 2013 in Portugal, Italy, Greece and Spain for example (see Figure 1). Lithuania
carried out a reform in 2017 of the same magnitude as the Estonian one in 2009.
The investigation of the effects of EPL has remained relevant, but most of the more
recent studies of the effects of EPL focus mainly on outcomes such as labour market
dualism and inequality (e.g., Barbieri and Cutuli, 2016), and productivity (e.g., EIFayoumi,
2022).

Only a few studies have been added to the literature that assesses the impacts of EPL
on labour mobility. Arestis et al. (2023) provide one example that analyses the impact of
employment protection on the dynamics of employment in 16 European countries
between 1985 and 2019, and they show that EPL has no impact on job creation.
Furthermore, they find that the labour reforms that have reduced EPL in Europe have
not helped accelerate the growth in employment, which is in accordance with the
findings of Publication | in this thesis. Garcia-Louzao (2022) finds however that the
Spanish labour market reform of 2012, which reduced severance pay, led to an increase
in voluntary mobility, but only for workers who may expect to be displaced in the near
future anyway.

After the EPL reform, Estonia’s labour market initially experienced a rapid recovery
from the crisis. However, examining the dynamics in the labour market in the years since,
makes it evident that the flows between jobs and from employment to unemployment
have remained largely unchanged, and have stayed on average at the same levels as
those observed in 2011, which was the end of the period studied for Publication | (see
Figure 3). The only noticeable increase has been in the unemployment-to-employment
transitions, but this trend has also been observed in Lithuania. These flows grew slightly
faster in Estonia from 2010 onwards, but then those in Lithuania caught up after 2017.
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If different institutions are not aligned, the desired effects of changes in one area
may remain constrained or new challenges may even be created, such as increased
unemployment or growing inequality. Changes in labour market institutions may
additionally have broader implications for the whole economy, which should also be
considered in policymaking. Ensuring that the labour market and the economy more
broadly function properly therefore needs a comprehensive approach where all
institutions are interconnected and can collaborate to create favourable conditions for
labour market mobility and overall economic development.
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	Introduction
	One important socioeconomic challenge for developed countries is that working-age populations are declining because of low birth rates. This demographic shift is causing the workforce to shrink, putting pressure on pension systems, healthcare, and overall economic growth. It is therefore important to ensure that all those who are capable of working find jobs that match their skills and preferences, and remain active in the labour market as long as possible. To address these challenges, it is crucial to enhance labour mobility, as doing so can reduce unemployment and encourage workforce participation. 
	Labour mobility, which is defined as the ability of people to move between labour market statuses, jobs, sectors, or geographical locations, can play a significant role in tackling labour shortages and optimising the allocation of labour. However, an essential requirement for mobility is that the labour market must be flexible, meaning that employers can respond quickly and easily to changes in the economy and that employees can move easily between labour market statuses and job positions.
	One essential factor that affects the flexibility of the labour market is its institutional framework. Labour market institutions are usually taken to be the range of organisations, regulations and mechanisms that shape the relationship between employers and workers and influence how the labour market functions by affecting wages and employment. The most common examples of labour market institutions are minimum wages, unions with collective agreements, unemployment benefits (UB), employment protection legislation (EPL), and active labour market policies (ALMP). 
	Boeri and van Ours (2008) explain that minimum wages, unions, and UBs operate mainly on the price of labour. They directly introduce a difference between the value of the job and the reservation wages. Minimum wages for instance are the lowest wages that employers are legally allowed to pay to their employees and so prevent employers from hiring workers at a lower wage even when their reservation wage is below the minimum wage. Other institutions like EPL and ALMP act on the quantity of labour that is supplied or demanded. EPL makes it more costly for employers to adjust the number of workers for example, and so it restricts both firing and hiring decisions and thereby affects the overall level of employment.
	Labour market institutions may consequently hinder flexibility and negatively affect employment, but they are also essential for ensuring equity and social protection, which are crucial for individual well-being and economic development. Achieving an optimal balance between labour market flexibility and social protection therefore requires an understanding of the impacts of changes in the institutional framework. This thesis contributes to this understanding by providing evidence for the effects of changes in EPL and minimum wages, which are two of the labour market institutions. 
	Labour market mobility is not only mobility within countries, but also mobility between countries. Migration can help relieve labour shortages and contribute to economic growth as well, but it raises new challenges of the integration of immigrants and the potential for increased inequality. Integration is a complex process that involves not only economic participation but also social, cultural, and political inclusion. As Marois et al. (2020) highlighted, successful integration is crucial if the benefits of immigration are to be maximised. 
	It is difficult to measure the success of integration and various indicators can be involved. There is a broad range of research that studies the various labour market outcomes of immigrants, such as their employment prospects or their incomes compared to those of native-born individuals. An indicator that is less explored but is very relevant for understanding the well-being of immigrants is their wealth. Given that wealth disparities in society tend to be more pronounced than income disparities, concentrating solely on incomes will result in the differences in economic well-being between natives and immigrants being underestimated (Mathä et al., 2011). Analysing the wealth gaps between these two demographic groups is essential for any understanding of how economically integrated immigrants are in the local community.
	The issues discussed above are examined in the three publications that make up this thesis. The first two publications focus on estimating the impacts of changes in the labour market institutions of EPL and minimum wages. The focus of the third publication is disparities between natives and immigrants in wealth accumulation. All three papers focus particular interest on Estonia together with the other Baltic States of Latvia and Lithuania, and one of the studies also covers other countries from Central and Eastern Europe (CEE).
	At the time the study estimating the effects of changes in EPL was conducted, major reforms in EPL that allow for an assessment of their impact were relatively rare. The US had, for instance, maintained consistently weak EPL for several decades, offering little variation for analysis. Employment protection in Europe in contrast had historically been much stricter, but saw several reforms in the 1990s and 2000s that aimed to ease the regulations and make labour markets more flexible. However, many of these reforms, like those in Spain and Italy, focused on making fixed-term contracts and temporary work more flexible rather than changing protection against dismissal for permanent employees. As a result, the reforms contributed to the emergence of a dual labour market, where temporary workers face significantly lower job security than those with permanent contracts (Boeri, 2011).
	/ 
	Figure 1. Strictness of employment protection in selected countries, 2000–2019.Source: OECD, Strictness of employment protection [Data set].
	Austria was among the first countries to reduce its EPL notably for amendments to regular contracts in the 2000s, doing so in 2002, and it was followed by Portugal, which introduced a series of gradual adjustments beginning in 2003, and Denmark, which reduced its EPL in 2005 (see Figure 1). However, the reform in Estonia in 2009 was the most extensive single-step EPL liberalisation in Europe in the 2000s and it provided a valuable opportunity to assess the labour market effects of EPL liberalisation, which is addressed in the first publication in this thesis.
	The minimum wage was first introduced in the US in 1938 (Boeri & van Ours, 2008) and countries in western Europe started adopting minimum wage policies after the Second World War (Dolado, et al., 1996). While the minimum wage has declined in the US over the past decades, the opposite trend has been seen in Europe, as significant increases have been observed in many countries (see Figure 2). Minimum wages have been the highest over time in France, but Figure 2 shows that CEE countries, whose minimum wages in 2000 were more comparable to those of the US, have almost caught up with France over the past 20 years. The introduction of minimum wages and changes to them have given rise to debates about their economic effects. 
	/
	Figure 2. Minimum wage as a share of average monthly earnings in selected countries, 2000–2020.Source: OECD, Minimum relative to average wages of full-time workers [Data set]; Eurostat, Minimum wages [Data set].
	Research into the effects of minimum wages has evolved significantly over time. The analysis was mainly theoretical at first, but as more data became available, researchers began to apply empirical methods to assess the actual impacts of minimum wages. While early studies mostly focused on employment and wage outcomes, research in the 21st century has expanded to explore a broader range of impacts. Increasing attention has been given to how various adjustment margins respond to rises in the minimum wage, through changes in prices and productivity for example. 
	At the time the study estimating the impacts of minimum wages was conducted though, only a very small part of the literature had analysed the different adjustment margins of a rise in the minimum wage by looking at what employers said their preferred strategies were for coping with minimum wage increases, and none of that literature focused on Europe. Having a unique firm-level cross-country survey dataset on the channels preferred by firms for adjusting to a rise in the minimum wage in CEE countries therefore provided a chance to fill the gap in the literature on minimum wages in Europe. 
	A dominant narrative in the literature on migration and the integration of immigrants suggests that immigrants tend to be less educated (see e.g., Dostie et al., 2023; Hofer et al., 2017; Tomaskovic-Devey et al., 2015) and are less likely to own their homes (Borjas, 2002; Gobillon & Solignac, 2020; Kauppinen et al., 2015), and that these two aspects contribute to immigrants having lower wealth than natives. These patterns do not hold however in two countries, Estonia and Latvia, where immigrants are on average more educated than the natives, particularly among the older population. Nor are there any significant differences in homeownership rates between natives and immigrants in these two countries. At the same time, Estonia and Latvia stand out among other European countries because a substantial share of their older population are immigrants, predominantly Eastern Slavs who migrated during the Soviet era for work. Since this demographic context is significantly different to that of the other countries that are typically studied in this field, it makes Estonia and Latvia particularly interesting cases for examining the native-immigrant wealth gap. The third publication of this thesis addresses this issue and so contributes to the ongoing discussions on migration and nativity wealth gaps by presenting a unique narrative shaped by the historical and demographic context of these countries.
	This thesis contributes to the field of microeconomics in several distinct ways. First, it focuses on Central and Eastern Europe, which is a region where the topics it discusses have been relatively underexplored, and so it helps to fill a gap in the existing academic literature.
	Second, it demonstrates how various econometric methods can be applied effectively to assess the impact of policy changes, offering a practical example of methodological application. Publication I for instance estimates the probabilities of one-year worker flows with probit models, while a difference-in-differences (DID) approach is applied with Estonia as the treatment group and Lithuania as the control group to identify the effects of the EPL reform. Publication II uses a multivariate probit framework to study the factors that determine the choice of adjustment channel, while controlling for correlations between the different channels. Publication III uses an unconditional quantile regression to estimate wealth differences between native and immigrant households across the wealth distribution. It also applies a Oaxaca-Blinder decomposition to decompose the raw wealth gap into explained and unexplained components. 
	A third contribution of the thesis is that it promotes the use of different datasets and demonstrates their potential for analysing various issues in labour and wealth economics. The publications that are the basis of this thesis use three different datasets, all of which contain microdata, but which have different sources and units of observation, as the first paper studies individuals, the second looks at firms, and the third considers households. Publication I exploits the micro-data of the Labour Force Survey, which is conducted under the methodology of the International Labour Office (ILO). Publication II uses firm-level data collected as part of the third wave of the Wage Dynamics Network (WDN) survey by the European Central Bank. The data used in Publication III are from the Household Finance and Consumption Survey (HFCS), which is coordinated by the European Central Bank and conducted by national central banks in the EU. 
	The rest of the thesis is organised as follows. Section 1 provides summaries of the three original empirical research papers. Section 2 highlights the policy implications of the three publications, and also discusses further developments in the field of EPL and minimum wages and their implications in the context of this thesis. The Appendices I–III contain the three publications of the thesis. 
	1 Summaries of the Studies
	1.1 Relaxation of Employment Protection and Labour Reallocation
	1.2 How Do Firms Adjust to Rises in the Minimum Wage? Survey Evidence from Central and Eastern Europe
	1.3 Wealth Disparities Between Elderly Immigrants and Natives: A Study of Estonia and Latvia

	Publication I is titled “Relaxation of Employment Protection and Labour Reallocation” and it explores how Estonia’s reform of Employment Protection Legislation (EPL) in 2009 impacted labour reallocation and assesses whether reducing employment protection led to improved labour market mobility in Estonia. The study aims to understand how the relaxation of employment protection affects worker flows, and it looks specifically at transitions into and out of employment, job-to-job transitions, and overall reallocation.  
	Pissarides (2001) argues that EPL consists of regulations that limit the ability of employers to dismiss workers without delay or cost. In other words, EPL imposes legal restrictions on dismissals and on the compensation to be paid to workers by their former employer if their employment contract is terminated (Boeri, 2011). It consequently increases the costs for employers of adjusting their workforce. One part of these adjustment costs is transfers from the employer to the employee through severance payments and the advance notice of termination, while the other part can be considered as a tax that arises from the difficulties of dismissal and from the procedural inconveniences that the employer may face when starting the dismissal process (Belot, Boone, & van Ours, 2007).
	EPL raises the cost of reducing the workforce during an economic downturn, resulting in fewer dismissals being made. However, this can lead to inefficiencies, as employers may face costs from remaining overstaffed even during periods when demand is reduced (OECD, 1999). Equally though, knowing that workers may have to be fired in the future influences employers’ decisions during economic upswings, discouraging them from expanding their workforce (Boeri & van Ours, 2008). EPL consequently restricts both hiring and firing decisions, and so hampers overall labour market reallocation. This strictness of EPL is often viewed as an obstacle to a labour market achieving enough flexibility, which is essential for economic growth as it facilitates structural adjustments towards more productive sectors.
	The effects of EPL have motivated a considerable amount of empirical research, and the studies can in general be divided into two categories. One group consists of a large number of macro-level studies that use various measures of EPL and macro-indicators for the economy and the labour market to find evidence for the impacts of EPL from the differences between countries. Most of the studies have found that EPL has significant effects on labour flows between labour market states (Haltiwanger, Scarpetta, & Schweiger, 2006). The results for the total effect of EPL on employment and unemployment are ambiguous however, as greater flexibility in EPL increases both hiring and firing. Some studies find evidence that countries with more rigid EPL tend to have lower employment (Heckman & Pages, 2000) and higher unemployment (Feldmann, 2009; Djankov and Ramalho, 2009; Di Tella and MacCulloch, 2005), but Jackman et al. (1996) find no effect on unemployment because the effect on firings is almost offset by the effect on hirings. There is also evidence that strict EPL has negative effects on job-to-job mobility (e.g., Gielen and Tatsiramos, 2012; Bassanini and Garnero, 2013; Boeri and Garibaldi, 2009). 
	The other group of empirical literature consists of micro-econometric studies that focus on variations in how EPL is enforced within a country, by firm size or type of contracts for example. These studies use both time-series variation from before and after a reform and within-country differences in enforcement to analyse the effects of EPL. The most common strategy they use is the difference-in-differences (DID) approach, which compares labour market outcomes across subgroups before and after EPL reforms in order to identify the effects of the reforms. Studies using this methodology, like Kugler (1999), Boeri and Jimeno (2005), and Kugler and Pica (2008), provide evidence that stricter EPL has negative effects on labour market flows. 
	Publication I extends the common within-country, micro-econometric strategy described above to a cross-country perspective. The evaluation in this paper is based on a DID strategy that compares labour mobility in Estonia and Lithuania before and after the employment law reform in Estonia. The similarities in the structures of the Estonian and Lithuanian labour forces and their key economic and labour market trends mean that Lithuania serves as a close match for Estonia, and so using Lithuania as a control group can provide valuable evidence on what the dynamics in the Estonian labour market would have been if Estonia had not reformed its EPL. A similar approach is used by Masso et al. (2013), who used DID analysis to estimate the outcomes of the Estonian corporate tax reform with firms from the other two Baltic countries, Latvia and Lithuania, as the control group for Estonian firms. 
	The analysis in Publication I uses Labour Force Survey (LFS) micro-data to calculate the probabilities of flows between labour market statuses and job positions. The LFS is a sample survey conducted under the methodology of the International Labour Office (ILO), and so the data are fully internationally comparable. This analysis covers the period from 2007 to the third quarter of 2011, and the EPL reform that it evaluates was made in mid-2009, halfway through the period covered. Respondents to the LFS are asked to report about their labour market statuses and job positions both during the observed period and in the year preceding the survey. The variables for current and prior labour market status and the starting time for the current job are used to calculate annual worker flows and changes across jobs, employment, unemployment and inactivity. 
	This paper employs probit models to investigate how various factors, including the EPL, impact the probabilities of flows between labour market statuses and jobs. The DID estimator is included in the regressions alongside the estimates of the probabilities of one-year transitions in the labour market in order to identify the effects of the reform. A DID estimator compares the situation before and after the reform for those the reform applied to and those to whom it did not apply (see, e.g., Caliendo, 2006; Angrist and Pischke, 2009; Bazen, 2011). 
	The results of Publication I show that the relaxation of EPL seems to have increased reallocation and the probability of involuntary transitions out of employment. At the same time, the reform is not observed to have had any significant effects on the probability of hiring, while the probability of job-to-job transitions seems to have decreased after the reform.
	The EPL reform was supposed to improve the reallocation of labour in Estonia. The results from Publication I indicate that the reform increased the flexibility of the Estonian labour market by making workforce adjustments more flexible for employers and increasing the reallocation of workers. At the same time, the rapid recovery of the Estonian labour market from the crisis and the increased flows into employment show that there was a rise in hirings as well. However, the specification used for hiring probability in this paper could not identify any significant impact from the EPL reform on inflows to employment. This result, together with the finding of reduced job-to-job mobility, suggests that the relaxation of EPL alone was not enough to achieve the goal. 
	The EPL reform in Estonia was mainly focused on reducing the part of the EPL that covers the transfers from the employer to the employee. However, previous findings (Pissarides, 2001; Bassanini and Garnero, 2013) suggest that decisions about hirings and separations are affected more by the tax part of the EPL. It has been argued that the difficulties of dismissal together with the procedural inconveniences that the employer may face are mainly responsible for the reduction in hirings and separations. The results of this paper together with the earlier findings consequently raise the possibility that this kind of EPL reform, which is intended to improve the reallocation of labour by reducing the transfers from the employer to the employee, may not be sufficient to have the expected positive effect on hiring, and this is important to consider in the context of further developments in the labour market institutions. Furthermore, the Danish flexicurity model argues that workers must be given security through income stability and the provision of ALMPs if they are to benefit fully from labour market flexibility, but these measures remained unaddressed in Estonia during this reform. 
	Publication II uses a unique firm-level dataset to investigate how firms in eight Central and Eastern European countries – Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland, Romania and Slovenia – adjust to rises in the minimum wage. The data were collected as part of the third wave of the Wage Dynamics Network (WDN) survey by the European Central Bank and provide insights into the strategies that firms employ to cope with increases in the minimum wage, and so the paper makes a valuable contribution to the literature on the effects of minimum wages in Europe.
	A variety of theoretical models have been developed to describe the possible effects of rises in the minimum wage. The competitive model (see Lester, 1960; Hirsch, et al., 2015; Wilson, 2012; Kaufman, 2010; Lee and Saez, 2012; Schmitt, 2013) implies that such rises have negative effects on employment, while the monopsony model (see Boal and Ransom, 1997; Manning, 2003; Kuhn, 2004; Ashenfelter et al., 2010) identifies possible positive effects on employment. The search and matching model (see Rogerson et al., 2005; Flinn, 2006; Cahuc, 2014) and the institutional model (see Hall and Cooper, 2012; Wilson, 2012; Schmitt, 2013) both find efficiency gains. All these models suggest that firms have several strategies for reacting to rises in the minimum wage, and these adjustment channels include the pass-through of labour costs to prices, cuts in non-labour costs, wage rises for employees who do not earn the minimum wage, efficiency improvements, and changes in employment. 
	The effects of the minimum wage have been extensively studied, and most of the studies have provided support for the conventional view that minimum wages reduce employment (e.g., Neumark and Washer, 2006; Neumark et al., 2014; Huang et al., 2014). Empirical findings from the CEE countries also show that rises in the minimum wage have a negative impact on employment and hiring (e.g., Hinnosaar and Rõõm, 2003; Halpern et al., 2004; Zepa, 2006; Fialova and Mysikova, 2009; Vodopivec, 2015), though the study by Ferraro et al. (2018) finds that increases in the minimum wage have no effect on employment retention. 
	Numerous studies have shown that besides their outcomes on employment, minimum wages generate spillover effects that push up wages above the minimum wage level (Neumark and Wascher, 2008; Manning, 2003; Draca et al., 2011; Hirsch et al., 2015). A positive effect on the wages of workers earning above the minimum wage has also been found in the CEE countries (Gottvald et al. 2002; Brezigar Masten et al., 2010; Kézdi and Kónya, 2012; Ferraro et al., 2018). Most studies (e.g., Grossberg and Sicilian, 1999; Neumark and Wascher, 2001; Acemoglu and Pischke, 2003) find that increases in minimum wages have no significant impact on productivity. Hirsch et al. (2015) in contrast show that higher minimum wages positively influence labour productivity. Evidence for consumer prices being driven higher by rises in the minimum wage is found by many studies (e.g., Card and Krueger, 1995; Macdonald and Aaronson, 2000; Lemos, 2008; Dolton et al., 2010; Hirsch et al., 2015), including studies of Latvia (Zepa, 2006) and Hungary (Harasztosi & Lindner, 2019). The focus in these studies has predominantly been on a single adjustment channel, but the data employed in Publication II allow multiple possible channels to be analysed, making this study a significant contribution to the existing literature on minimum wages. 
	The empirical analysis in Publication II uses firm-level data from a survey conducted by the 25 national central banks in the WDN. The survey was run in 2014 using a harmonised questionnaire that covered the period 2010–2013. This study focuses on responses from eight countries – Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland, Romania and Slovenia – about how firms reacted to a rise in the minimum wage. Firms were asked about the share of their workers who were earning the minimum wage in 2013, and their strategies for adjustment following a rise in the minimum wage. 
	Although these responses provide valuable insights, there are methodological challenges because the questions about the adjustment channels were not perfectly synchronised across countries, which makes direct comparison and empirical analysis difficult. The analysis in the paper therefore harmonised the questions by combining the answers into a binary relevance indicator (a detailed explanation of the harmonisation process is given in Publication II, which is included as Appendix 2 of this thesis). 
	Publication II provides detailed cross-country information about the shares of minimum wage workers in the eight CEE countries, which is rarely available in statistical reports. The analysis finds evidence of significant cross-country and sectoral differences in the average share of workers earning the minimum wage, but the common finding is that smaller, domestically-owned, non-exporting firms and firms employing a higher proportion of low-skilled, blue-collar workers tend to pay the minimum wage to a larger share of their employees.
	The study focuses on how firms respond to rises in the minimum wage across multiple adjustment channels, including layoffs, reduced hiring, price increases, cuts in non-labour costs, wage rises for employees earning above the minimum, and improvements in productivity. By analysing which of these strategies firms prefer, the paper illustrates how firms adapt to increases in labour costs. The findings reveal that the most common responses are to raise product prices, cut non-labour costs, and enhance productivity. Cutting employment is less popular, and employment effects are realised mostly through reduced hiring rather than direct layoffs.
	An important contribution of the paper is that it provides evidence for spillover effects from rises in the minimum wage to firms that do not employ minimum wage workers. The results indicate that nearly a quarter of firms with no employees on the minimum wage also react to the rise in the minimum wage, primarily through price increases, wage adjustments, productivity improvements, or reductions in non-labour costs. This suggests that minimum wage policies can have broader implications for the economy and affect firms beyond those directly employing workers earning the minimum wage.
	The study also examines the factors that influence firms' choice of adjustment channels, and considers firm-specific conditions such as size, sector, ownership, demand conditions and access to external financing. A multivariate probit framework is applied for that purpose as it allows the correlations between the channels to be controlled for. The results show that favourable demand conditions and external financing being available for firms are associated with the adjustment channels being less relevant, indicating that economic context and financial resources play an important role in shaping how firms respond to rises in the minimum wage. Foreign-owned firms appear to be less affected by minimum wage rises. 
	In conclusion, Publication II provides an analysis of how firms in the eight CEE countries respond to increases in the minimum wage, highlighting the diversity of the adjustment channels they employ. By examining a wide range of adjustment strategies and exploring spillover effects, the study enhances the understanding of the impacts of minimum wage policies. The findings consequently provide valuable insights for policymakers, as they demonstrate that rises in the minimum wage not only have direct effects on the labour market but also influence the wider economy as well.
	Publication III, “Wealth disparities between elderly immigrants and natives: a study of Estonia and Latvia”, examines the wealth disparities between the native-born and immigrant populations in Estonia and Latvia, with a particular focus on elderly individuals aged 60 years or older. This demographic group is unique to these two countries because of the significant proportion of Eastern Slavic immigrants who relocated during the Soviet era for work and have since remained throughout the political and economic transitions that started in the 1990s. 
	This study is built on the wealth accumulation framework, which shows that differences in wealth accumulation between natives and immigrants can stem from disparities in incomes, saving behaviour, the structure of assets, and inheritances. Earlier empirical studies of these factors found evidence for natives having higher homeownership rates (Borjas, 2002; Gobillon & Solignac, 2020; Kauppinen et al., 2015), more diversified financial portfolios (Bertocchi et al., 2023; Sinning, 2007), and better access to mortgages (Bertocchi et al., 2023). It is usually observed for inheritances that immigrant households are substantially less likely to receive them, and this is an important reason why their level of wealth is lower (Bhutta et al., 2020; McKernan et al., 2014). There is also substantial empirical evidence of unexplained differences in income in favour of natives over immigrants (see among others Dostie et al., 2023; Hofer et al., 2017; Tomaskovic-Devey et al., 2015), while other earlier studies have indicated that natives have higher employment rates than the minority population in this region (Borman et al., 2019; Männasoo et al., 2023), which also contributes to the incomes of the immigrants being lower.
	The result of these differences between the two groups is that natives generally tend to be richer than immigrants, and this is confirmed by studies that investigate the nativity wealth gap. Native-born households in the US for instance are found to have 2.5–3 times more wealth than their foreign-born counterparts (Cobb-Clark & Hildebrand, 2006), while immigrants in Europe have 60–90% less wealth than natives (Mathä et al., 2011; Bauer et al., 2011; Dossche et al., 2022; Muckenhuber et al., 2022). However, there is also evidence that the wealth gap varies with the origin of the immigrants, as immigrants from Western Europe have smaller gaps to natives than those from post-communist or non-European countries (Ferrari, 2020; Semyonov & Lewin-Epstein, 2022). These findings illustrate that the existence of a wealth gap is contingent upon the characteristics of the immigrants, which can vary significantly across countries.
	Publication III demonstrates that Estonia and Latvia are different to countries where nativity wealth gaps have been studied before, because they have a distinctive immigrant profile that has been shaped by historical and demographic factors. The two countries experienced significant immigration while they were under Soviet occupation, primarily from Eastern Slavs who arrived as industrial workers after substantial population losses during the Second World War (see Parming, 1980; Harris, 1993; Katus et al., 2002). By the late 1980s, natives were just over half of the population of Latvia and slightly over 60% of that in Estonia (Zvidrinš, 1994). The migration patterns reversed after Estonia and Latvia regained their independence (Hazans, 2019; Robertson, 1996), but many of the immigrants still remained, significantly shaping the demographics of the two countries. By 2017, 15% of the Estonian population and 13% of the Latvian population was born outside the country, with a substantial 13% in Estonia and 11% in Latvia born in non-EU countries. In both countries, around 30% of the population aged 65 and older were foreign-born. This immigrant cohort began in the early 1990s with similarly low levels of wealth to those of the natives, but differences emerged over subsequent decades. This presents a unique case for studying the disparities in wealth between natives and immigrants. 
	The study employs data for Estonia and Latvia from the 2017 wave of the Household Finance and Consumption Survey (HFCS), which is coordinated by the European Central Bank and conducted by national central banks in the EU. The HFCS provides information on the wealth of households by collecting detailed data on their assets and liabilities, and their incomes, consumption and demographic characteristics. The survey data were imputed using multiple imputation techniques and all five sets of implicates are used in the analysis carried out in Publication III. Survey weights are additionally applied to generalise the results to the elderly population of Estonia and Latvia.
	The study analyses the wealth differences between native and immigrant households across the wealth distribution by employing the unconditional quantile regression method developed by Firpo et al. (2009). This method involves estimating a recentred influence function (RIF) that shows how changes in explanatory variables affect unconditional net wealth at different quantiles. The study examines wealth at the 25th, 50th, 75th, 90th, and 95th percentiles and applies the Oaxaca-Blinder decomposition to identify the factors that contribute to the wealth gap between natives and immigrants (see Fortin et al., 2011). The analysis controls for various demographic, labour market, regional and household characteristics, including income and ownership of assets, and so the results offer insights into the relative importance of different household features for explaining wealth disparities. 
	The study highlights that although the immigrants started from similar economic positions to the native-born individuals in the early 1990s, a notable wealth gap has emerged over time. Native households in Estonia have median net wealth that is 30% higher than that of immigrant households, with the gap widening to 74% at the 95th percentile. The gap in Latvia becomes statistically significant at the upper end of the wealth distribution, reaching 55% at the 95th percentile.
	The findings of this study show that several factors contribute to these wealth disparities. One key cause is the differences in property values. While homeownership rates are similar for natives and immigrants, native-born individuals tend to live in areas with higher property values and thus accumulate more wealth. Natives also have better access to business assets and inheritances, further contributing to the wealth gap. However, the study notes that despite immigrants in Estonia and Latvia having higher average levels of education than the natives, their economic integration has probably been hindered by factors such as poor local language skills and labour market segregation, which have limited their ability to capitalise on their human capital. The persistent wealth gap thus points to challenges in the socioeconomic integration of immigrants even after decades of residence.
	Overall, the findings of Publication III suggest that while Estonia and Latvia have unique historical and demographic contexts that have shaped the native-immigrant wealth gap, the broader issue of economic disparity remains a critical challenge. The study contributes to the ongoing discussions on migration and economic integration, and offers insights that are particularly relevant for regions with similar post-Soviet histories and ageing immigrant populations.
	2 Final Comments
	This thesis consists of three publications and investigates the impact of labour market institutions and of wealth disparities between natives and immigrants. Both these topics are important in the context of labour market mobility, which is itself essential for addressing the issue of labour shortages and contributing to overall economic development. Their use of three different micro-level datasets and a variety of econometric approaches means all three papers contribute to the academic literature in their specific fields.
	The findings from the three publications that comprise the thesis also offer valuable policy implications that can guide future decisions about employment laws, minimum wages and integration policies. Publication I provides new evidence for the effects of EPL on labour mobility and suggests that reducing EPL may not alone be enough to achieve a better reallocation of labour. Publication II demonstrates that rises in the minimum wage not only have direct effects on the labour market but also influence the wider economy as well, through the price increases that are made to adjust to the minimum wage rises for example. Inflationary effects should therefore also be considered when minimum wage policies are designed. Publication III highlights the need for more targeted integration policies that could help improve the economic outcomes for immigrants by addressing barriers to assimilation such as language skills and labour market segregation, and so could then reduce the inequalities between natives and immigrants. 
	After the reform of the Estonian EPL in 2009, several other European countries reformed their EPL to make it more flexible as well. EPL was eased significantly between 2010 and 2013 in Portugal, Italy, Greece and Spain for example (see Figure 1). Lithuania carried out a reform in 2017 of the same magnitude as the Estonian one in 2009. The investigation of the effects of EPL has remained relevant, but most of the more recent studies of the effects of EPL focus mainly on outcomes such as labour market dualism and inequality (e.g., Barbieri and Cutuli, 2016), and productivity (e.g., ElFayoumi, 2022). 
	Only a few studies have been added to the literature that assesses the impacts of EPL on labour mobility. Arestis et al. (2023) provide one example that analyses the impact of employment protection on the dynamics of employment in 16 European countries between 1985 and 2019, and they show that EPL has no impact on job creation. Furthermore, they find that the labour reforms that have reduced EPL in Europe have not helped accelerate the growth in employment, which is in accordance with the findings of Publication I in this thesis. Garcia-Louzao (2022) finds however that the Spanish labour market reform of 2012, which reduced severance pay, led to an increase in voluntary mobility, but only for workers who may expect to be displaced in the near future anyway. 
	After the EPL reform, Estonia’s labour market initially experienced a rapid recovery from the crisis. However, examining the dynamics in the labour market in the years since, makes it evident that the flows between jobs and from employment to unemployment have remained largely unchanged, and have stayed on average at the same levels as those observed in 2011, which was the end of the period studied for Publication I (see Figure 3). The only noticeable increase has been in the unemployment-to-employment transitions, but this trend has also been observed in Lithuania. These flows grew slightly faster in Estonia from 2010 onwards, but then those in Lithuania caught up after 2017. This may be a consequence of the EPL reform that Lithuania conducted in 2017 to increase the flexibility of its labour market. Despite the possible short-term effects, neither country has managed to catch up with Denmark, which is a benchmark for a flexible labour market, and so it can be assumed that in the long run, these reforms have not fully achieved their goal.
	/
	Figure 3. Labour market transitions in selected countries, 2011–2023.Source: Eurostat, Job-to-job transitions [Data set]; Eurostat, Labour market transitions [Data set]; Eurostat, Transition from unemployment to employment [Data set]. 
	The study analysing how firms adjust to rises in the minimum wage has gathered quite a remarkable number of citations and has been referenced in the Handbook of Labour Economics (Dube & Lindner, 2024) among other places. Many subsequent influential papers have also studied the channels through which firms adjust to rises in the minimum wage, and they confirm the findings of Publication II. It has been found for example that while the employment effects are generally small, firms may adjust through various non-employment margins (Clemens, 2021). These include passing costs to consumers (Harasztosi & Lindner, 2019), reducing profits (Bruttel, 2019), substituting labour with capital (Geng, Huang, Lin, & Liu, 2020), and increasing productivity (Nguyen, 2019; Ku, 2021; Coviello et al., 2022). A review of the more recent studies on the impacts of minimum wages thus adds credibility to the findings of Publication II, since the results of more recent studies are largely consistent with those presented in this study.
	In summary, this doctoral thesis emphasises that the institutional framework is a complex and multifaceted structure, where various institutions, such as employment protection legislation, trade unions, the minimum wage, unemployment benefits, active labour market policies, social protection, the education system, and integration policies, are all closely interconnected. These institutions do not function in isolation, but complement each other, influencing one another’s efficiencies. Consequently, a reform that focuses only on the costs of terminating employment relationships for example may indeed increase labour flexibility, but it may have a limited impact if it is not accompanied by changes to active labour market policies and the social security system.
	If different institutions are not aligned, the desired effects of changes in one area may remain constrained or new challenges may even be created, such as increased unemployment or growing inequality. Changes in labour market institutions may additionally have broader implications for the whole economy, which should also be considered in policymaking. Ensuring that the labour market and the economy more broadly function properly therefore needs a comprehensive approach where all institutions are interconnected and can collaborate to create favourable conditions for labour market mobility and overall economic development. 
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