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Abstract

While integration policies typically focus on labor market entry, we present evidence showing
that immigrants from low-income countries tend to have more precarious jobs, and face more
severe consequences of job loss, than natives. For immigrant workers in the Norwegian private
sector, the probability of job loss in the near future is more than twice that of native workers.
Using corporate bankruptcy filings for identification, we find that the adverse effects of job loss
on future employment and earnings are twice as large for immigrant employees from low-

income source countries.



The recent waves of asylum seekers to Europe have placed economic integration at the top of
the policy agenda. Successful labor market integration of refugees and family immigrants is
crucial for the migrants themselves as well as for the social and economic consequences of the
influx. Evidence across European destinations shows, however, that, in most countries,
employment rates of refugee and family immigrants from developing countries fall considerably
below those of comparable natives (OECD, 2015; Dumont et al., 2016; Dustmann et al., 2016).
In northern Europe and the Nordic welfare states, differentials are particularly large (Aslund et
al., 2017; Bratsberg et al., 2017; Frattini et al., 2017; Sarvimaki, 2017; Schultz-Nielsen, 2017).
Several studies also suggest that the low employment rates of immigrants from developing
countries are not only due to a slow and halting integration processes after arrival, but also
reflect a disproportional risk of exiting the labor market after they appear to be successfully
integrated (Husted et al., 2001; Bratsberg et al., 2010; 2014; Kirdar, 2012). The implication is
that job loss, and its consequences for future employment opportunities, plays an important
role in explaining differences in long-term economic outcomes between immigrants and

natives.

This study addresses the sources and consequences of job loss that is not voluntary or caused
by misconduct, and hence exogenous from the individual workers’ point of view. We explore
two main reasons why involuntary job loss may have particularly severe impacts on the
employment and earnings patterns of immigrants. First, immigrants can be more exposed to
job loss, either because they happen to work in firms, industries, and occupations that are
prone to closure and downsizing, or because they are more likely than their native coworkers to
be selected for layoff during downsizing processes, e.g., because they hold marginal jobs or
have short tenure. Second, job displacement may have particularly severe consequences for
immigrants, as they typically possess less general human capital directly applicable in the host-
country labor market and have inferior majority language skills, social capital and networks

when compared to native workers (Dustmann et al., 2015).

Methodologically, we follow a large literature examining the individual consequences of job
loss by means of comparing employment and earnings paths for separated and non-separated

workers (Hamermesh, 1987; Ruhm, 1991; Jacobson et al., 1993; Neal, 1995; Kletzer, 1998;



Hallock, 2009; and Huttunen et al., 2011). The major challenge is to identify the causal effects of
involuntary job loss on future earnings and employment, with a need to disentangle effects of
job loss from systematic differences in outcomes between displaced and non-displaced workers
that are causally unrelated to the displacement event. While displacement studies typically
compare stayers and displaced workers originating from the same firm, we define “treatment”
at the firm level and include future outcomes of all workers, in line with two recent studies
based on Norwegian register data (Rege et al., 2009; Bratsberg et al., 2013). Our identification
strategy relies heavily on heterogeneity across firms in the degree to which their employees are
exposed to the risk of layoff. While the role of firm heterogeneity has been emphasized in
recent studies of wage inequality (e.g., Card et al., 2013) and immigrant-native wage
differences (Aydemir and Skuterud, 2008; Barth et al., 2012), there is little empirical evidence
on the importance of immigrant job allocation across firms when it comes to employment
shocks. Yet, the very same mechanisms that lie behind the observed underrepresentation of
immigrants in high-pay firms are likely to generate a similar immigrant overexposure to

workplace downsizing and bankruptcy.

The empirical analyses build on administrative registers from Norway covering all private sector
employees and firms from 1994 through 2010. By combining data from employer-employee
registers with records from bankruptcy court proceedings, we identify all incidences of mass
layoffs and firm closures in this period. We consider two types of firm events—bankruptcy and
major downsizing—and use workers in stable (non-treated) firms to measure counterfactual
outcomes. The motivation is twofold. First, distinguishing involuntary from voluntary
separations is not possible by administrative register data only. The reason for the observed
separation is not filed, many workers leave because they receive a better offer elsewhere, and
a large fraction of workers who actually lose their job will find a new job without ever
registering as unemployed and thereby disclosing the involuntary nature of the separation.
Second, by focusing on all workers in closing firms, or those exposed to mass layoffs, we avoid
any selective processes that may take place within the firm. Although infrequent, bankruptcies
have, from a research point of view, the great advantage of causing almost indisputably

involuntary job loss. When we consider workers in downsizing firms, this approach has an



intention-to-treat flavor, as only a fraction of the “treated” workers are actually laid off.
However, when we consider mass layoffs in bankruptcy firms, we know with certainty that all
workers are displaced. Thus, we can circumvent some otherwise tricky selection issues and
obtain consistent estimates of the individual effects of job loss for immigrants and natives,

respectively.

Our study consists of three parts. First, we examine the extent to which immigrants more than
natives tend to work in firms exposed to major downsizing and closure events. Compared to
natives, migrants from developing countries (LDC) are more likely to work in firms that are
going to scale down or close down over the next few years. We find that their observed
“overexposure” to a full closure event is 55 percent. Second, we analyze the causal impacts of
such events for immigrants and native workers, with a focus on subsequent employment and
earnings outcomes. The adverse consequences of being exposed to such events —in form of
lower subsequent employment and earnings — are significantly larger for LDC migrants than for
natives. In contrast, migrants from western European countries (EEA) exhibit very similar
patterns to those of natives, both in terms of exposure and effects. Third, we extrapolate our
findings from these rare events to explain why immigrants are more likely to leave employment
due to job loss in general. The implied relationship between exogenous job loss and the
probability of becoming unemployed provides information that we use to estimate the total
exposure to job loss. Further, the causal effects identified by bankruptcies are used to predict
the overall impact on subsequent employment and earnings growth, for immigrants and natives
respectively. Over a two-year period, LDC immigrants face a 130 percent higher probability than
natives of involuntary dismissal. Combining this finding with the estimated effects of job loss,
we conclude that the combination of higher job loss rates and more severe effects of job loss
accounts for 50 to 60 percent of the higher three-year transition rate out of employment and

lower earnings growth of LDC immigrants.



l. Exposure to firm bankruptcy and downsizing
The employer-employee data we use in our empirical analyses are collected from
administrative registers and contain longitudinal information on individual employment spells
with firm identifiers, earnings, and unemployment insurance program participation. Firm
closures are identified from bankruptcy court proceedings and mass layoffs. We examine
individual outcomes for workers aged 25 to 55 who in a “base year” between 1994 and 2010
are full-time employed in a private-sector firm. The data are organized on a person-year basis,
such that each person contributes one observation each year the condition of full-time private
sector employment is satisfied. To the observation, we next attach vectors of worker
characteristics (such as age, gender, immigrant status, and human capital measures), firm
characteristics (such as industry and future downsizing/closure events), and outcomes (such as

future employment, unemployment, and earnings).

We divide the population of workers into three groups based on country of origin. The first
group consists of immigrants from developing countries (LDC). The LDC immigrant category
comprises labor and family migrants from Pakistan and Turkey, and refugees, asylum seekers,
and family migrants from Vietnam, Bosnia, Sri Lanka, Iraq, Iran, Chile, Kosovo, and Somalia—the
10 major low-income source countries in the immigrant labor force during our study period.
The second group counts immigrants from countries in Western Europe (EEA; i.e., pre-2004
European Union and European Free Trade Association member states).' Labor migrants from
Sweden, Denmark, the UK, and Germany dominate this group. The third group consists of
natives, defined as persons born in Norway to two Norwegian-born parents. While we use
complete population data for the two immigrant groups, we use a 10 percent random sample

of natives (and reweight the data to account for this sampling).

! Although Norway has stayed outside the European Union, the 2004 and 2007 eastwards
enlargements of the union opened the Norwegian labor market to citizens of accession
countries owing to Norway’s EEA membership. Our EEA sample does not include the wave of
labor migrants for Eastern Europe that followed, however, as our methodological design, where
we track workers in the labor market for ten years, entails that the recent cohort would be
dropped from the analyses.



