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Abstract

Germany has undergone a significant migration policy shift since the early 2000s.
This paper examines the total employment effect of immigration during the liberali-
zation of migration policies from 2005 to 2018 using a regional approach. A set of
methods, along with static and dynamic macro-econometric models, were applied
on a balanced panel formed by a unique and first-hand-collected data for 156 sta-
tistical regions based on the definition of the German Federal Employment Agency.
We find suggestive evidence that there has been a significant adverse impact of new
immigrants on the overall employment rate, and this negative effect is substantially
larger than those reported in previous studies on the employment effect of immigra-
tion in the German labor market. In a further step, we divide our sample into two
subsamples to capture the employment effect of the massive humanitarian inflows
that began in 2015. Our results indicate that, in addition to the new immigrants’
lower rate of integration into the local labor markets, a sudden influx of asylum
seekers may possibly lead to a substantial fall in the employment rates, because asy-
lum seekers are not immediately allowed to work in the country.
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1 Introduction

Migration is a reality in today’s world and particularly in the European Union (EU).
According to the latest available data on international migration stock provided by
the United Nations, Department of Economic and Social Affairs (UN-DESA, 2019),
as of mid-2019, 50.1 million residents of the 443.8 million (11.3%) people living
in the EU-27—excluding Cyprus, for which data is unavailable—were non-nation-
als. Among the EU countries, there has been widespread discussion concerning the
eastern enlargement of the EU, and the further introduction of transitional meas-
ures to restrict labor migration from the new Member States. Besides, citizens also
concern that immigrants may compete in the labor market for the same jobs and
reduce job opportunities for native workers (Glitz, 2012). Immigration and integra-
tion issues across Europe have been politically sensitive, especially in the aftermath
of increased refugee flows over the last few years. As the Standard Eurobarometer
(2017) survey results reveal, immigration is considered the EU’s most important
problem, according to about 40% of survey respondents.'

A considerable amount of research, including theoretical and empirical studies,
has examined the labor market impacts of immigration for many countries since
the early 1980s. As highlighted by Okkerse (2008), the effect of immigration on
labor market remains uncertain as the theoretical models are susceptible to changes
in the model’s assumptions. Okkerse (2008) emphasizes that if the immigrants are
perfect substitutes, they may lower the price of factors, whereas if they are comple-
ments, they may raise them.? The lack of consensus between the theoretical models
revealed the need for quantitative work. However, empirical studies do not provide
a common picture, either. This is mainly due to the lack of readily available, robust,
and timely data. Empirical studies use different datasets for different countries over
different periods with different empirical specifications and sometimes end up with
conflicting results. The majority of studies in the related literature are focused on
the United States (US), whereas the number of studies for the individual European
countries is limited.’

Germany has been the most immigrant-receiving EU-27 Member State in 2019
as the country had 13.1 million international migrant stock according to the UN-
DESA dataset. The share of immigrants in the total population increased from
7.5% in 1990 to 15.7% in 2019. There are several reasons for such an increase.

1

82537.

2 For a detailed discussion, please see Johnson (1980), Chiswick (1982), Greenwood and McDowell
(1994), Borjas (1999), Rivera-Batiz (1983) and Kuhn and Wooton (1991).

3 See Altonji and Card (1991), Butcher and Card (1991), Butcher (1998), Camarota (1998), Easton
(2001), Zorlu and Hartog (2005), La Londe and Topel (1991), Card (2001), and Card (2004), Fairlie and
Meyer (2003), Winegarden and Khor (1991, 1993) for the US studies. The European studies include but
not limited to Dolado et al. (1996) for Spain; Gavosto et al. (1999) for Italy; Hofer and Huber (2003),
Winter-Ebmer and Zweimuller (1996, 2000) for Austria; Zorlu and Hartog (2005) for the UK, Norway
and the Netherlands; Pischke and Velling (1997), Borjas (2003), Bonin (2005), Steinhardt (2011), Dust-
mann et al. (2005), Longhi et al., (2008, 2010), Glitz (2012), Braun and Mahmoud (2014) for Germany.

https://ec.europa.eu/commfrontoffice/publicopinion/index.cfm/ResultDoc/download/DocumentKy/
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First, as indicated by Glitz (2012), the Berlin Wall fall allowed ethnic Germans liv-
ing in Eastern Europe and the former Soviet Union to migrate to Germany. Sec-
ond, there has been an accelerated liberalization of migration policies in Germany
starting from 2000. Additionally, the 2004 EU Qualifications Directive and 2011
EU Asylum Procedures Directive obligated Germany to gradually abolish many of
the restrictions introduced by the 1992 asylum agreement. Third, Germany has been
leading macroeconomic indicators to most of the EU countries and exhibits persis-
tently low unemployment rates, which can be considered a significant pull factor for
immigrants. It is, therefore, timely to investigate the impact of immigration on the
German labor market, which has been untouched for the last years.

This paper uses a regional approach and employs unique and first-hand-collected
data for 156 agency districts or statistical regions across ten States of Germany dur-
ing the period of 2005-2018. The statistical districts are defined according to the
Federal Employment Agency’s (Bundesagentur fiir Arbeit) classification of "ter-
ritorial structure." Compared to "political-administrative structure," such a dataset
kindly allows us to construct more unified labor market regions in line with our goal
of securing economically meaningful regional units without sacrificing too much
of the interregional variation in the data.* According to the Federal Employment
Agency data, the share of foreign-born population or immigrants® in the working-
age population climbed from 10.63% in 2009 to 15.64% in 2018, increased by 5.01
percentage points in the last decade. The highest increase in immigrants’ share was
observed in 2015 when the massive humanitarian inflows began.

Labor markets are linked to each other so that natives may respond to the entry
of immigrants in a market by moving their capital and labor to another area (Borjas,
1999). If such a movement occurs, it will bias the estimates of immigration effects
towards zero because labor market effect will be diffused throughout the economy.
Therefore, following the leading studies in the literature, the present study assumes
that the internal economy of Germany is far from the Heckscher-Ohlin world of fac-
tor price equalization theorem. As highlighted by Friedberg and Hunt (1995), cross-
sectional studies using regional variation and aggregate time-series studies resulted
in very similar estimates of the labor market impact of immigration for the case of
the US. Furthermore, Decressin and Fatas (1995) showed that labor market adjust-
ments in Europe and the US take a similar amount of time. Such an outcome makes
us more confident in exploiting regional variation in the German case as well.

One of the main difficulties of the regional approach is the immigrants’ self-
selection endogeneity problem; immigrants may choose to locate in areas that
have a strongly growing labor market, thus creating an endogeneity problem in
the estimation. Following the leading studies in the literature (e.g. Altonji &
Card, 1991; Bartel, 1989; Pischke & Velling, 1997), we argue that the location

4 Unlike the political-administrative structure, which is based on sixteen federal states, the dataset based
on the classification of Federal Employment Agency provides us also with the data on the unemployment
rate of foreign-born population. This is another reason we prefer to use this data.

5 In this paper, we use foreigners and immigrants interchangeably to define the share foreign-born popu-
lation in total population.
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decisions are based on the past labor market conditions, which can be easily
controlled by using lagged immigrants share as an instrument variable. Further-
more, in line with the previous research of Noja et al. (2018) and McKenzie and
Rapoport (2006), a possible exogenous labor supply shock in a district (or the
divergence in demand for labor) is proxied through the unemployment rate of
the foreign-born population and the percentage of unemployed foreigners in the
working-age population as the instrument variables.

The contributions of the present paper are twofold. First, we investigate the
total employment effect of immigration in the rapid liberalization of migration
policies in Germany from 2005 to 2018. We ask the question, 'To what extent
has immigration policy shift from the early-2000s to the mid-2010s affected the
local labor markets through the changes in employment rates across the coun-
try?’ Second, we divide the sample period into two subsamples in order to
explore the possible impacts of massive humanitarian inflows that began in 2015
on the overall employment rate.

German states have experienced substantial and sustained differences in
employment growth rates during the last fourteen years. While East Germany
has consistently grown at rates entirely above the national average, states across
the southern and western parts of the country have experienced employment
growth rates that are considerably below the national average.

Our full sample regression results show that there has been a significant nega-
tive effect of new immigrants on overall employment rates between 2005 and
2018, and this negative impact is substantially larger than those reported in pre-
vious studies using data from the 1980s to the early-2000s for Germany. Apart
from the displacement effect induced by newcomers, the new immigrants’ lower
rate of integration into the local labor markets may possibly explain the adverse
effects of new migrants on the total employment rate. The German vocational
training system hinders immigrants, especially those whose Facharbeiter certifi-
cate is not accepted, from moving upwards to qualified work. Our finding is in
line with Pischke and Velling’s study (1997), which stated that labor force par-
ticipation rates for immigrants might have been lower than for those foreigners
already in the country, leading to falling employment rates overall. The results
also indicate that the recent migrants in the 2015-2018 period had a lower labor
force participation rate (or higher unemployment rate) in comparison to those
in the period 2005-2014, which led to a substantially falling employment rate
overall. The arrival of significant numbers of asylum seekers along with the pos-
sible displacement effect of immigrants and their lower rate of integration into
local labor markets resulted in a substantial reduction in the total employment
rate.

The next section outlines a review of studies on the labor market effects of
immigration to Germany. In Sect. 3, we provide a brief discussion on the coun-
try’s immigration policy shift since 2000. We then describe the data and meth-
odology in Sect. 4. Section 5 provides empirical results and discusses the find-
ings, with conclusions following in the final section.

@ Springer
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2 Review of studies on the labor market effects of immigration
in Germany

Studies of the economic impact of immigration typically focus on immigration on
the host country’s labor market, particularly on wages and employment of natives,
and Table 1 provides a summary of the extant literature. Academic research on
the employment effects of immigration in Germany has started with the empirical
study of DeNew and Zimmermann (1994), in which the national labor market was
divided into industry labor markets, and the white- and blue-collar workers were dif-
ferentiated as a proxy for different skill groups. The study results revealed that a 1%
increase in the share of foreign workers leads to a 4.1% decline in native wages—by
far the strongest effect that can be found in the literature for Germany (Steinhardt,
2011). Almost all empirical studies analyzing the labor market outcomes of immi-
gration for Germany up until 2005 were based on the regional (or spatial correla-
tion) approach with the estimation of reduced-form equations, which relate wages
and/or employment variables to the immigrant share in specific geographic areas
or industries (see, among others, Card, 1990; Dustmann et al., 2005; Hunt, 1992).
A well-known application of the regional approach is Pischke and Velling’s (1997)
study that analyzed the impact of immigration on native labor market outcomes
by using aggregate variables at the level of 328 counties and 167 larger statistical
regions in Germany and showed that there is little evidence for displacement effects
due to immigration. Overall, empirical research within the regional correlation
framework has found only minimal wage and employment effects (see Longhi et al.,
2008, 2010).°

The spatial correlation approach has been criticized because estimation results
are spurious if immigrants are not randomly distributed across local labor markets or
if other factors standardize/homogenize labor market conditions across geographical
areas (Borjas, 2003). The workers with the same level of education participate in a
national labor market but are imperfect substitutes if they are endowed with different
work experience levels. Under this assumption, there may be sufficient exogenous
variation to identify an effect on competing natives if the immigrant supply shock
is not evenly balanced across schooling and experience cells and over time (Bonin,
2005). Therefore, several subsequent studies followed the skill group approach of
Borjas (2003), which has used national-level variation in immigrant shares across
education/experience or different skill groups based on the assumption that the allo-
cation of immigrants across skill groups is exogenous.

In the related literature for Germany, Bonin (2005) is the first study to analyze
the impact of immigrant supply shocks on the labor market opportunities of native
German workers via skill groups (Table 1). According to the author, if skill groups

6 Longhi et al. (2008) found that following a 1% increase in the number of immigrants, the ‘consen-
sus estimate’ of the decline in native-born employment is only 0.24%. This result is based on the sim-
ple average of the 165 estimates from six European and three US studies. Longhi et al. (2010) showed
that the predicted average percentage change in employment of natives following a 1 percentage point
increase in the share of foreign born is 0.03% for the native born in the US, and —0.84% in countries
other than the US. Therefore, the employment effects are very small.

@ Springer



Eurasian Economic Review (2022) 12:531-565

536

uors
-S21301 $3091J0 paxy

Teaut] 14(€00T) seliog
yoeoxdde dnois [rys

So[qelieA AT [pim
S10 pasuai_jid
*S710 PAdURIIYIP
1811 £(91e1 JuswW
-Kordwoun) [opow
UOISIOAQI-UBIUI
:yoroidde renedg

(sporiad pue
Qousrradxa ‘yuowr
-urejje [BUON)BINPI)
dnoi3 [[ys & ur uon
-e[ndod aaneu oy jo
9yer JuowAojdwaun
9y pue soSem

So1 Jo ueow Qy,

(A1noas

[e100s AQ PII2AOD
juowkordwo) 9jer
juowAojdwoun
puE SUBULISN) 10§
puE SjupIsal [[&

103 el Juowkordwyg

(Auewrron
ur uloq 9oy} woiy
peoIqe uIoq oIe
oym SuaznId udraIof
ysm3unsIp o) A[qrs
-sod jou st 1) diys
-U9ZNI0 UBWLIID-UOU
JO sIseq 9y} uo pay
-1JUSPTI SI JuBIITWIW]
BOIR UB 0)
SjuRISTUIWI JO SMOJ
J2U/sS0I3 JBA-0UQ) "7
6861 pue
G861 usamiaq (p[o
sIeak $,9—G1) uon
-e[ndod oFe-Sunjiom
£Q POpIAIp SUIZNIO
u31010§ JO JoqUINU)
SIOUSI210] JO AIRYS
) ur a8uey)'|

«(d

-sgv1) odwesqng

juowordwyg gvi
oy Jo o[t [euorSay

SUOISaI [eonsnels
pue A3unood Jo [9A9]
) Je s9[qeLIeA 9)e3
-0133e—SMoN Juow
-Korduryg [eroyy0
puE 901JQ [eonsSNeIS
[eIopa Ay} WOoIf
®JRP [AJ[-AJUN0D)

AuBuLIon) 1SOM

sdnoi3 [[1ys JuIayIp

8T YIIM SIIOM

JuRISIW pUB SANRN L661-SL6T (S007) utuog
SuoI3a1 1931e]
L9] pue sanunod
8¢ BIEp [RUOISAX (L661)

pue [oAd[-Kjuno) 6861 PUB G861 SUI[[OA PUE YISIJ

K3ojopoyioN

so[qerrea juapuada(g

uonergrurur
JO UOT)IUGOP/ISBIA

$321INn0S eleJ

198 BIR(q pourad owi], Apmg

AuewIIon UT UOTIBISTUIWI JO $)09JJ0 JdIBW JOQR] Y} UO dINJBIN JO MIIANY | 3|qe]

pringer

As



537

Eurasian Economic Review (2022) 12:531-565

JoIeW J0qR]
JO s)uaw3as JUAIYIpP
ut yoeordde oamod
Sumjas-aSem yIom
-owre1y wintiqrnba

[e12ua3 JodIew Joge |

UOIS$2ITAT 9[qRLIBA
Awwunp saxenbs 3seq]

:yoeoldde dnoi3 (s

S[[22
douarradxa/uoneonpa
SSOIOB SIQUSIAIO)

pUE SOATIRU U2M)2q
uonmNsqns Jo sanIon
-SE[Q JO SAJeWNSd

) [opow WNLIqT[

-mba joyIeWw Joqe|

sdnoi13 souorradxe
-uUoneINP SSOIoR
SIQYJIP Jey) Juw
-Kordwoun pue aSem
AU} uaamlaq A31on

-se[o oy)—oSem S0 pauyep ore SIoUSIAI0]

(eouarradxa joyrew
Joqe[ pue jusuiure)e
[euonEONPI)
—sdnoi3 [euoned
-n950/sdnoi3 [[ys ur

oSem Sof oSeI0A® QU] -TWWI UR JO STe)s Y[,

[[23 2y ur
JuowAordwe enrur
oy Jo a8ejuaorad e

Se [[99 2ouaLIadxo

-uoneonps ue

ur juswkordwe

(Ques3rwwr) 1830}
ur oSueyo A[Ieax

s1ougIaIof se pauyap
0S[E 9IB SUBULIAN)
oruyyy “driysuazn
JO siseq dy) uo

10 Kyipeuoneu Aq

Anpeuoneu Aq
pauyap A[QAISN[OXd
SLSEVI oy ut jueld

Kueuwr1dn) jseq

ur JIom 0) PajIe)s

Suraey 110dar oym

asoy) snjd sjeuoneu
-US1RI0J—dHOSD

6861

ur AueulIdn) Iseyq

ut SurAr] asoy) snjd
u10Q-uS12I0}—S gV

wsAs A11Inoas
[RI00S YIIM PAI)ST
-a1 seakordwa [
Jjo oduwres wopuex
%7—(SAVI) odwes
juowKorduwre
[OIBaSaY JUSW
-Kordwryg 1oy 9ynnsuy

pRrdureg
juowAodwyg
(V1) yoreasay
juswkordwy 10§
N RiidiieeTy)

000¢ pue
8661 ‘S661/7661 Ut
uay) ‘y861 Ul pareIs
S[enpiaiput jo
[oued e—(dHOSD)
[oUB{ OTWIOUOIH
-0100S UBWLIAN'T
juowKordwd
(Surked-ALmoos
-[e100S) 1029
Jjearid [€10) 10 308
-BJep 9ATJENSIUTUpE
AV yoreasay
juswkordwy 10§
AMINSUJ UBWLIdN) |

Auewron
1S9A\ Ut pakordwoun
pue pakojdwa 10§

©Jep [9AJ[-[enpIAIpU]

BLIQJLIO UONBOYISSE[D
se suonednooo pue
suoneoyrrenb Sursn

BIEP [OAQ[-[RUOTIEN

Kuewan) 1Sop

suonnqLIuod
AI1IMO3s [B100s Oyew
01 9[qeI] SeduTen

pue SIoYIOM 9],

(1102)
uye[ pue ryonrg

(1102) WpreyuINg

(0100 'Te 10 LMWy, q

K3o1opoyioN

so[qerea juopuado(q

uonegrurur
JO UOTIUYOP/QINSEIA

$321INn0S eleg

198 BIR(]

Apmg

(ponunuoo) | |qey

pringer

As



Eurasian Economic Review (2022) 12:531-565

538

syueISrw paoedsip
/Pa210] uoneIoua3
-puod9s pue -1sI1j 10§
UONRI[LJE [BI0)O3S

sIsk[eue

o) WOoIJ PapN[OXd
aIe AUBULIan) 1SOM
0} duoz uonednodo
JO1A0S ) WOy
PpajeISTIr oYM suew
-I3D—PIBd UONBIY

SUBULION) ISOM
QATIRU pUR SJURISTU
Pa210] 10J (KoaIns

10 ‘snje)s 90J0j Joqe]  -IUSPI JUSWdR[dSIp OpIM-[eUONRU) SNS Kueurron 1L61
SuoISsaI3ar ‘diysroumo asnoy [eIOLJO UB Y)IM S[@ -U92-0I0TW ATJUdW 1S9\ Tem-jsod ur —0961 0961-0S61
S10 :uoneISIW PadIog ‘awoout jo o Ay, -NpIAIpUI paopjdsiq  -o[ddns [/6] UBWIOD  BJEp [QAQ[-[ENpPIAIPU] 0S61-6£61 (£1027) 'Te 1 Joneg
100C=SL61
‘ordwresqng juowr
-Kordwy gVv1 T
'S91e)S TeIOpa) (]
S, AUBULION) 1SOAN UT
suor3ar SIOJUQD UOISSIWPE
1o Tew J0qe 711 [eIopa oY} Woiy
sdnoig uonrednooo SMOpJuI [euoI3ar
K3arens (AD) QAy—saakordurd —sjueIgruwn
9[qeLIeA [RIUSWINI)SUT owmn-[[ny jo aem uorun UBWLION) JTUYIQ oY)
)M SUOISSAITAI Arep So[ o3e10A® J91A0G JowlIof oy} uo uoneorqnd (Jures (urprog
S10 ‘uorssaI1sar §T0 QY pue 9JeI 9910 pue odoinyg ueIsed  -Junjjemioasopung)  SuIPN[OXd) AUBWLIID
yoeoidde Joqeuswiodwd pUE [EI)USD UT AT [renuue juounredoq IS\ UT S[eNpIATpUT
uone[a1I09 [eneds oygroads-[[ys oy} ur 0] pasn oyMm sjup.S UONBNSIUTWPY 000°09% 10 e1ep
UONRISIW PIdIO] oSueyo [enuue U],  -1uUil UDWLIIE) DIUYIH [e10pa] oYL, | [2A9] JoKordwryg 1002-9661 (2102) D
uonegrurur
ASolopoyielN  so[qeLIeA Juopuada  JO UOMIUYOP/QINSEIA $901N0S Bl 195 vl poriod oy, Apmig

(ponunuoo) | |qey

pringer

As



539

Eurasian Economic Review (2022) 12:531-565

suonednooo NSIp-ouo JYSIo sown sAJeIs UAJ[H,

(S007) utuog £q pasn eyep 9y Jo SZIS dY) AQNOP ULY) JIOW Sy 138 BIep YL ‘AILINIJS [E100S Aq Pa1da0d saakordwa [[e jo ojduwres Wopuel 97 € oIe Bjep SYL,
jaselep (gV]) Yoreasay Juswkordy Joj 21munsu] UBULIID dU) Ul PAPN]IUI JOU I8 UONERINP? JOYSIY Ul PI[[OIUD SJUIPNIS PUB SJUBAILS [IA1D ‘pakojdwd-J[os oy L,
sdno13 uoneoyrenb jo siseq oY) UO [9AJ] [EUONEU Y} JE UOTEISIWI JO Jordiur oY) SAYNUSPT yorym ‘gorordde dnois [ioys oy seonponur (¢00z) seliog,

Auewrzon) ur uonerndod ugra1of ay) pue 2AIRU AY) Y)0q 10§ dAneIuasaidar A[jerouag st
A-SAVI YL Teak & 20ouo Ised] Je 110da1 03 pasiqo are sxakordwa [T Yorym 0} ‘SpI0daI AJLINDS [BIO0S UBULIAN) JS9AN WOIJ umerp ojduwres wopuer 9] uo paseq ST Y-SIVT,

SUOIEWNSI AAND
qY) ‘suorssaIdar

erep [oued pue SO
-pajood ‘so[qerreA AT
M §TO padualey
-J1d *S"10 paduaIayIp
-)s1y :yoeoxdde

(uone[a1109) enedg juowordwa [e10], -nuopt stjueiSiww]  -Kojdwyg eropaq Ay, -JOLISIP [BONSNRIS Kpms Juasaxd oy,
UBULIOL) SEM
an3uo} Joyjow Iy
A391ens (A]) J1 A[uo nq ‘peoiqe
9[qQELIEA [BIUSINI)SUT 10 pue[IeERS 9 ‘QUl]
)M SUOISSAITAI §TO ASSTON-19PO A}
S[[99 uon 07 )59 SALIOIIIID) 0L61 ST
-ednoooy[[rys-ayels 10 URULIDN) JOULIOJ ARJA[ JO SNSUQD ) uonednooo-aels g8
(s1®1S) S1ovIRW JOqR| eI (599] QU UI PIAT] €61 WoIj BJEP UOTIONP ur 9010§ JOqe[ 9]
[B90] SSOIOE SAWOIINO -1odxa pue soaneu)  1oqui)dag | uo oym —0S61 quadeg -[odxa pue [e10) Y,
JOTeW JOQR] U29mIq JuowAordwa 8103 SUBULISN) JTUYJR 10 €1 Jo snsua) uon ‘AUBULION) 1SOAN Tem
uone[a1I09 [eneds pue QJEIJUSW  S[BUONBU UBULIOL) SB -ednodQ pue uon -150d ur eyep [2A9] #102)

suon
-nqIIUod AJLINos
[e1008 0) 309[qns are
oym G9 Iopun 03 G|
paSe saakodwe jo
uonodoid ayj :9yer

diys
-UIZNIO UBWLIID)-UOU
Jo sIseq 9y} Uo pay

e1ep (119q1y
1y Imuagesopung)
Kouagdy juowr

SRS ()] WOIJ
(o1zeqImuagdy)
$)1o1nsIp Kouade
9ST “BIBp [9A9]

UOTRISIW PAdIO] -Kojdwe aAnjeU QY]  pouyep oIe saajjadyy  -e[ndod UeWIIAD) Y], IOYIOM/[eNPIATPUT pnowyeA pue unerg
uonegrurur
ASolopoyielN  so[qeLIeA Juopuada  JO UOMIUYOP/QINSEIA $901N0S Bl 195 vl Kpmg

(ponunuoo) | |qey

pringer

As



540 Eurasian Economic Review (2022) 12:531-565

are defined both in terms of educational attainment and the level of labor market
experience, a significant variation in the share of migrants/foreigners in the labor
force can be observed across different skill groups. The results of the study showed
that penetration of migrants or foreigners into education-experience cells did not
have a substantial negative impact on the earnings and employment opportunities of
native men in Germany—i.e., a 10% rise of the immigrant share in the labor force at
most reduces natives’ wages by less than 1% and does not increase unemployment.
Although adverse effects of immigration appear somewhat sharper for less qualified
and older workers, empirical evidence provided by Bonin (2005) revealed that the
adverse wage effects of immigration are much smaller in the German labor market
than in the US labor market (Borjas, 2003). Steinhardt (2011) employed the skill
group approach in the 1975-2001 period and found that immigration had no adverse
negative effect on the wages of native employees in Germany. This result was in line
with previous findings for Germany that indicate that immigration has no negative
or even a slightly positive impact on native labor market outcomes. In an extended
analysis, the study highlighted that immigrants and natives within one education-
work experience cell are no longer close substitutes in Germany as they are likely
to work in different occupational segments and claimed that the classical skill group
approach based on formal education is likely to yield biased estimates. The estima-
tions based on the occupational level approach produced significant adverse effects
for native wages—i.e., a 10% supply increase through immigration reduces wages
of natives by 1.34% within an occupational group. Furthermore, within basic ser-
vice occupations (such as cleaning or retail trade), a 10% increase in the labor force
through immigration reduces relative wages by approximately 4%.

Some studies, such as D’Amuri et al. (2010) and Briicker and Jahn (2011), have
adopted the general equilibrium model to estimate the impact of immigration on
labor market outcomes. D’Amuri et al. (2010) found that the substantial immigra-
tion of the 1990s (or new immigration) harmed the employment of old immigrants
and no impact on the employment of natives, suggesting closer competition between
new and old immigrants than between immigrants and natives. The estimated wage
effects of new immigrants are, on average, minimal for natives and small and neg-
ative for old immigrants. Briicker and Jahn (2011) argued that immigration could
either increase or decrease unemployment, depending on the education and experi-
ence structure of the immigrant influx and the wage flexibility in different segments
of the labor market. The authors concluded that as the foreign labor supply shift has
mainly affected the high-skilled labor market segment, a 4% increase of the labor
force through immigration has not increased either aggregate or foreign unemploy-
ment. The gains from immigration are unusually large if immigrants are educated
and if they are young, as the flexibility of the labor market is high in these segments.

Mass displacement of ethnic Germans has recently gained the attention of econo-
mists. With the fall of the Berlin Wall, ethnic Germans living in Eastern Europe
and the former Soviet Union were allowed to migrate to Germany. As a result, 2.8
million individuals had migrated to Germany within 15 years (Glitz, 2012). Several
researchers have studied the effect of the forced migration on native employment
by using different terms such as ethnic German immigrants (Glitz, 2012), displaced
individuals (Bauer et al., 2013), and expellees (Braun & Mahmoud, 2014). Glitz
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(2012) examined the labor market effects of the large-scale immigration of ethnic
Germans as a natural experiment, based on the spatial correlation approach. The
author defined skill groups based on broad occupational groups and then estimated
how changes in these relative supplies affect the skill-specific employment rates
and wages of the resident population (effects on men and women as well as native
Germans and foreign nationals) in a locality. Glitz (2012) found that for every ten
immigrant workers finding employment, about 3.1 resident workers lose their jobs
(when the instrumental variable estimates based on the exogenous ethnic German
immigrant inflows) and that there is no systematic evidence of significant detrimen-
tal effects on relative wages. These findings are in contrast to earlier research for
Germany by Pischke and Velling (1997), Bonin (2005), D’Amuri et al, (2010), and
Briicker and Jahn (2011).

Bauer et al. (2013) analyzed the medium and long-run economic integration
of the displaced or the first- and second-generation forced migrants in post-war
West Germany. They found that displaced Germans are, on average, still economi-
cally disadvantaged relative to their native peers as the first-generation displaced
men have 5.1% lower incomes than native men and displaced women 3.8% lower
incomes than native women. Another study by Braun and Mahmoud (2014) has
focused on the employment effects of expellee inflows for native West Germans.
The study results revealed that a 10-percentage point increase in the share of Ger-
man expellees in a state-occupation cell is associated with a reduction of the native
employment rate in the same cell by 2.6 percentage points. The results also showed
that the adverse employment effect of the expellee inflows on the overall employ-
ment rate was already much smaller in 1953 than in 1950—i.e., a 10% increase in
the share of expellees reduced the overall employment rate by 1.7% in 1953 com-
pared to 3.8% in 1950.

Empirical studies that have focused on the estimates of the effect of immigra-
tion on employment or unemployment outcomes of the native-born population are
fewer than the estimates of the impact of immigration on wages (Longhi et al., 2008,
2010).

3 Germany’s immigration policy shift: 2000 present

It was only 1999 when The Economist depicted Germany as "the sick man of Euro."
There have been several reasons behind; however, the most substantial ones among
others were low GDP growth rates, inadequate capacity of job creation, high unem-
ployment rates as well as sluggish structural change (Ehmke & Lindner, 2015). Nev-
ertheless, Germany’s transformation from "the sick man of Europe" to its European
countries’ leadership in most of those economic indicators has not taken so long.
As of 2019, Germany leads most European countries in GDP growth, possesses
outstanding trade surplus occurrence, and exhibits persistently low unemployment
rates. Besides, during the financial crisis of 2008-2009, the performance of the Ger-
man labor market represents an astounding phenomenon by weathering the reces-
sion without an increase in the unemployment rate.
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Note: The Federal Employment Agency is composed of the head office in Nuremberg, 10 Regional Directorates
(Regionaldirektionen), 176 Employment Agencies and approximately 610 branch offices. Moreover, the Federal Employment
Agency is an active player in 303 out of 408 job centers which have been jointly established by local employment agencies
and individual states and urban and rural districts. The head office is responsible for the strategic, conceptual and contextual
framework for the Agency and controls the Regional Directorates. The Regional Directorates are responsible for the success
of regional labor market policies and they work closely with 1 ocal governments to coordinate labor market and structural
and economic policies.

Fig. 1 Employment Growth (cumulative change in percentage points) across States of Germany, 2005—
2018. Authors’ calculations

Over the fourteen years during the period under consideration in this study, Ger-
man states have experienced substantial and sustained differences in employment
growth rates. While some states have barely grown with rates up to 2.7 percentage
points below the national average, some other states have consistent growth rates at
3-4.5 percentage points above the national average (Fig. 1). Concerning the regional
characteristics, while Easter German states, namely Sachsen-Anhalt-Thiiringen,
Berlin-Brandenburg, and Sachsen, have consistently grown at rates entirely above
the national average, two Northern states (Nord and Niedersachsen-Bremen) have
grown at the national average. In contrast, the remaining five states across the south-
ern and western parts of the country have experienced employment growth rates that
are considerably below the national average.

Asia and Europe have the most significant shares of the world’s international
migration stock by having 30.8% and 30.3% shares, respectively, in mid-2019. The
2019 UN-DESA data show that Germany was the most immigrant-receiving Euro-
pean country in 2019 as the country had 13.1 million international migrant stock,
which was being followed by the Russian Federation in Eastern Europe (11.6 mil-
lion), United Kingdom (9.5 million), France (8.3 million), Italy (6.3 million), Spain
(6.1 million), Ukraine (4.96 million), Switzerland (2.6 million), Netherlands (2.3
million) and Sweden (2 million).”

In order to present some features of the dynamics of employment growth across
states in our sample, Fig. 2 depicts the average rate of growth of employment rate

7 Concerning the immigrant stocks to the size of the receiving country’s population, the case is as fol-
lows: Germany 15.6%, Russia 7.9%, UK 14.2%, Italy 12.8%, Spain 10.5%, Ukraine 13%, Switzerland
28.9%, Netherlands 13.5% and Sweden 20%.
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Fig.2 Convergence of Employment Rates across ten States of Germany, 2005-2018. Authors’ calcula-
tions

from 2005 to 2018 against their log value in 2005 for the German states. The lines
are the regression lines with their specific slope and standard errors obtained by
regressing the average rate of growth of employment on the logarithm of employ-
ment rate in 1950. The graph "total" represents a combined figure of the state-wise
graphs. Overall, for Germany, we have a coefficient of —0.018 with a standard error
of 0.003 and an R? of 0.76, which indicates that a state initially experiences lower-
than-average (higher-than-average) employment rates has a higher (lower) rate of
growth of employment during the period under consideration. In other words, states
with a higher employment rate had lower employment growth during the period
under consideration. This is legitimate for all states except Rhineland-Pfalz-Saar-
land, which indicates the opposite, however, with an insignificant coefficient and a
quite-low R? (Table 2).

From 2000 to the mid-2010s, Germany has experienced an accelerated liberaliza-
tion of migration policies. A succession of reforms has reshaped Germany’s migra-
tion system over the past decade, and the country has undergone a significant policy
shift toward becoming a country that emphasizes the integration of newcomers and
the recruitment of skilled labor migrants. First, at the beginning of 2000, the liber-
alization of citizenship law, which replaced a pre-World War I law, made it easier
for migrants and their children to become German, and for natives and migrants to
hold dual citizenship. Second, the 2001 report prepared by an immigration com-
mission delivered a comprehensive migration policy reform plan for skilled labor
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migration, humanitarian migration and asylum, and integration of temporary and
permanent migrants. Third, the immigration law of 2005 or The Migration Act®
radically altered the migration landscape and focused on long-term permanent
residency for migrants, particularly skilled workers, and on integration measures.
Fourth, the European Union’s introduction of the EU Blue Card in 2009, and its
subsequent adoption into German law in 2012, facilitated skilled labor migration of
non-EU migrants. Fifth, the 2012 Recognition Act guaranteed migrants the right to
have their qualifications and degrees recognized in Germany, making it easier for
them to use their skills.

In parallel to these profound changes to German migration laws, the country sig-
nificantly changed its asylum policies. This is because two EU directives, namely
the 2004 EU Qualifications Directive and the 2011 EU Asylum Procedures Direc-
tive, obligated Germany to gradually abolish many of the restrictions introduced by
the 1992 asylum agreement. Accordingly, massive humanitarian inflows began in
2015, when almost half a million people requested asylum in Germany, and half
of the asylum seekers were permitted to stay. Germany, like other European coun-
tries, noticeably tightened its asylum policies through two packages of asylum laws,
which were ratified in October 2015 and February 2016. The government limited
the benefits asylum seekers receive, moving away from cash payments towards in-
kind benefits; expanded the list of safe countries to include Albania, Kosovo, and
Montenegro; and fast-tracked applications from citizens of these countries (Rietig
& Muller, 2016). The latest amendment to the German migration legal framework
has been the Integration Act of 2016, which aims to facilitate the integration of refu-
gees into German society. Refugees who show the potential to integrate and have a
good chance of staying permanently in Germany are provided with easier and faster
access to integration classes and employment opportunities, while refugees who
refuse to cooperate face a reduction in benefits (Gesley, 2017).

The Federal Employment Agency (Bundesagentur fiir Arbeit) data show that
the average annual share of the foreign-born population in total population during
the 2005-2018 period has been 8.25% and that 72 out of 156 statistical districts
(46.15%) have hosted a more-than-average share of foreigners. The share of immi-
grants in the working-age population climbed from 10.63% in 2009 to 15.64% in
2018, increased by 5.01 percentage points in the last decade (Fig. 3). After removing
Nord, Sachsen, and Sachsen-Anhalt-Thiiringen, which have the three lowest immi-
grant shares, immigrant share in the working-age population increased from 13.22
to 18.63% in the same period—a 5.41 percentage point increase.” It is worth noting
that an increase in the immigrant share of the working-age population was highest
(1.9 percentage points) in 2015 when the massive humanitarian inflows began.

8 The immigration law of 2005 includes both the Residence Act governing immigration of third-country
nationals and the EU Freedom of Movement Act governing immigration of EU citizens.

® D’Amuri et al. (2010) showed that the share of immigrants in total employment as obtained from
Employment Research (IAB) administrative dataset, including Ethnic and East—-West moving Germans,
increased from about 9% in 1987 to 14% in 2001.
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Fig. 3 Immigrants as a Share of Working-age Population

4 Data and methodology

This study uses a unique and first-hand-collected dataset at the statistical regions
level according to the Federal Employment Agency’s (Bundesagentur fiir Arbeit)
classification. The data is hierarchical and dividing Germany into ten states and 156
agency districts (Agenturbezirke) supported by 741 branch offices'” for the years
from 2005 to 2018 and called the "territorial structure of the Federal Employment
Agency." There are, of course, several advantages of employing territorial structure
data rather than "political-administrative structure” data such that the latter may
include a large number of commuters between counties. We equally know that a
county is not likely to be the ideal definition of a local labor market as it will coin-
cide with the city boundaries, which are usually surrounded by one or more subur-
ban counties. Foreigners tend to live in cities rather than in the suburbs, but their
presence can nevertheless impact native commuters. To consider this issue, fol-
lowing a similar strategy to Pischke and Velling (1997) and Eckey and Klemmer
(1991), we believe that studying with a more aggregate dataset secures our objective
of obtaining economically significant urban areas or statistical regions along with
preserving much of the interregional variation in the data.

Our dependent variable is the total employment rate, which measures the pro-
portion of employees aged 15 to under 65 who are subject to social security con-
tributions in the same age population. Civil servants, the self-employed, and other
employees not subject to social security contributions are not included. Separate
employment rate data are not available for immigrants and natives in our dataset,
and therefore, the impact of new newcomers on the total employment rate in a dis-
trict will be including natives and existing immigrants already in the country. Our
key independent variable is the share of immigration level, measured by the percent-
age of the foreign-born population. Such a measure is the only available option in

10" Such a dataset kindly allows us to construct more unified labor market regions compared to political-
administrative division consisting of 401 districts and independent cities, and 10.798 municipalities.
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European countries, including but not limited to Germany as these nations provide
citizenship based on ethnicity rather than the place of birth (Table 3).

We include the relative migration balance indicator as a covariate in our model to
control for possible migratory patterns of young people—those aged between 18 and
24 years. The variable is defined as the net migration (immigration minus departure)
for young adults divided by the youth population in each district. A positive relative
migration balance in a district indicates that the local job market offers prospects
for younger people through a matching job or training position. Accordingly, more
moves are to be assessed as an indicator of a low job offer and few opportunities for
future individual planning of younger people. We also employ several covariates to
capture the composition of the local labor force, including the working-age popula-
tion ratio, the share of youth in total population, female employment rate, and the
employment rate for older workers aged 55—64 years (Table 3).

Following the leading studies in the related literature, the present paper does not
examine wages as it is widely known that German unions are plausibly effective in
introducing standardized wages across country regions. Thus, changes in regional
salaries are more likely to reflect compositional effects that cannot be monitored so
that little can be learned from the wage data we have available (Pishcke & Velling,
1997). As also highlighted by Braun and Mahmoud (2014), wages may be some-
what sticky, and immigration is more likely to affect the employment opportunities
of the native-born rather than their wages. The results of several studies in the lit-
erature are in line with this finding. Among those, Bonin (2005) concluded that the
adverse wage effects of immigration are much smaller in the German labor mar-
ket compared to the US labor market (Borjas, 2003). Similarly, employing the skill
group approach in the 1975-2001 period, Steinhardt (2011) observed that immigra-
tion had no adverse negative effect on the wages of native employees in Germany.

Table 4 provides some descriptive statistics for the main variables of interest. In
our data set, agency-districts include big cities like Hamburg, Munich, Frankfurt;
inner-city statistical areas like Berlin Sud, Berlin Nord, and Berlin Mitte; and small
towns like Sangerhausen, Bernburg, and Weiden. Hence, we have statistical districts
with a population ranging from 1.84 million in Hamburg, 1.84 million in Munich,
3.64 million in Berlin (Berlin Sud, Berlin Nord, and Berlin Mitte in state 3) 136,249
in Sangerhausen. It is again clear from Table 4 that the share of foreigners indicates
a high variation and ranges from as low as 0.8 in Anneberg-Buchalz to as high as
29.3 in Frankfurt, stating almost one-third of the entire population in the district,
for our sample during the period under consideration. Similarly, on the one hand,
we have Berlin Sud that has an employment rate of 37.2 in 2005; on the other hand,
the Zwickau district has the highest employment rate of 67.4 in 2018 in our sample.
Indeed, we have the same variation in other variables, as well.

Our study uses a regional approach, in which local employment measures—the
level of employment rate and a one-year difference in employment rate—in a given
area is regressed on the relative immigrants share in that same area and appropriate
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controls (Glitz, 2012).!" One of the key criticisms of this approach stems from the
immigrants’ self-selection endogeneity problem. Immigrants may choose to locate
in areas that have the best existing labor market prospects, usually contributing to
underestimating the tangible impact that they have on the local population’s labor
market outcomes. Alternatively, when they self-select their location based on some
measurable variables, then it will be necessary to eliminate the self-selection biased
regressions by conditioning on those variables. For this purpose, some studies (e.g.,
Altonji & Card, 1991; Pischke & Velling, 1997) have used instrumental variables
based on past concentrations of immigrants, namely the lagged foreign-born popu-
lation share, leveraging the fact that these are reliable estimators of contemporary
immigrant inflows. It is, therefore, assumed that they are uncorrelated with current
unobserved shocks in the market for labor.'? Following Altonji and Card (1991) and
Pischke and Velling (1997), we control for the past labor market conditions as it is
clear from our data that immigrant inflows have a strong correlation with the previ-
ous fraction of immigrants in a city. They are, therefore, plausibly reliable estimators
of a shift in the fraction of immigrants. For this purpose, we used the first and sec-
ond lags of foreigners share as an instrument variable, interchangeably.

Should we account for the aforementioned endogeneity problem inherent in
immigration modeling, we will need to consider revealing the impacts of an exog-
enous increase in local jobs, as they may likely increase not only participation and
employment rates but also in-migration. Moreover, the possibility of reverse cau-
sality may also occur and may bias estimates (Bartik, 1993). In this regard, Bartik
(1993) suggests using the variables of local job growth predicted based on the area’s
industrial mix and national industry growth and lagged local job growth as instru-
ments. However, both of these variables are not available for our dataset. Therefore,
we followed the approach of Noja et al. (2018) and McKenzie and Rapoport (2006),
which state that to proxy divergence in demand for labor, one can use the unemploy-
ment rate of the foreign population as the instrumental variable. Accordingly, we
attempted to instrument the demand for labor in a district with the unemployment
rate of foreign-born population and the percentage of unemployed foreigners in the
working-age population in our regression analysis.

" Glitz (2012) provides a comprehensive review of the literature regarding the European studies that
have used spatial correlation approach.

12 Altonji and Card (1991) used information from the 1970 and 1980 Censuses on labor market out-
comes in 120 major cities and instrumented change in the share of foreigners between 1970 and 1980
with its 1970 level and its square. The idea underlying this strategy is that foreigners tend to locate in
cities where large number of foreigners live already. In line with Bartel’s (1989) work, the authors used
the fraction of immigrants in a city in 1970 to predict the change in the fraction of immigrants over the
following decade (page 219). The present study attempted to use the foreigners’ share 2005 (level) as the
initial fraction of immigrants in our statistical districts and its squared term to instrument the change in
the share of foreigners between 2005 and 2018. However, when we perform Wooldridge’s (1995) robust
score tests with these variables, we cannot treat the change in the share of foreigners between 2005 and
2018 as exogenous. In other words, both the foreigners’ share in 2005 and its squared term fail to pass
the robustness tests. Such a result is not surprising as finding a well-grounded instrument is extremely
difficult.
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Besides the endogeneity problem, the models that use employment rates as
dependent variables are likely to lead to biased estimators due to unobserved hetero-
geneity. Two alternative approaches are frequently used in the literature to avoid this
bias: (i) including fixed effects in the estimation (ii) eliminating fixed effects by first
differencing all variables. According to Greenwood and McDowell (1992) and Noja
et al. (2018), employing the former technique alters the estimated effects of local job
growth. Identically, using the latter technique Altonji and Card (1991) and Pischke
and Velling (1997)," obtained consistent estimates in their study. However, we have
to note that incorporating fixed effects and first differencing are likely to absorb the
permanent factors. Due to the involvement of these effects, our variable of interest
has very little identifying variation left, allowing any sampling error in this variable
to play a disproportionately big influence. Even minor sampling errors are amplified,
and the remaining variation in the migrant share is outweighed with ease, which is
called as attenuation bias (Aydemir & Borjas, 2011).

All in all, estimating a causal relationship between the employed models requires
specific attention to both endogeneity and unobserved heterogeneity problems. To
overcome these issues, we implemented several approaches in this study. To obtain
unbiased estimators as well as coping with endogeneity, we not only confirm our
results with IV estimators (Two-stage least squares—2SLS) but also with the general-
ized method of moments (GMM) techniques. Following the leading studies in the
related literature, we also employ fixed effects in both pooled OLS and panel data
regressions; moreover, if this is not the case, we eliminated fixed effects by first dif-
ferencing variables.

4.1 Empirical specification

First of all, we pooled our data over the period under consideration to estimate the
following model via ordinary least squares (OLS):

emp;, = 9+}/fit+X;ﬂ+ei, (i=1,...N;t=1,...,N), 1)

t

where emp,, is a measure of employment rate, i represents agency districts denot-
ing the cross-section dimension, and t represents time denoting the time-series
dimension. e;, is a measure of employment rate, f;, is the change in the number
of foreigners divided by the total population in the local labor market, and X, is
a K-dimensional vector of explanatory variables.f is a KX 1 matrix. Should there
be an aforementioned endogeneity problem inherent in immigration modeling, we
correct the bias associated with the serial correlation of the share of immigrants by
applying IV regression. The first stage results, as well as the results of weak instru-
ment tests, suggest that the first and second lag of the relevant variable is a strong

13 Even though Pischke and Velling (1997) used a differenced dependent variable and lagged independ-
ent variables, they pointed out that entering covariates in differences does not affect their conclusions. In
our study, we employed the original method of first difference analysis.
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instrument for it (see, among others, Altonji & Card, 1991; Bartel, 1989). So, when
we run IV regressions, we could re-write Eq. (1) as follows:

fe=no+mp,+4, G=1,...Ngt=1,...,N), )

emp, =0+yf,+X p+e, (i=1,..Nit=1,..,N), 3)

which here happens to be recursive as f;, appears in the equation for emp,, but emp,
does not appear in the equation f,. Simultaneous equation structures are usually
not recursive, however. As this method is recursive, we can individually fit the two
equations through OLS, if we would assume that A, and e;, are independent.'*

Following Pischke and Velling’s approach, our first differenced estimating equa-
tions have the form:

Aemp, = yAf, + AX]f+Ae;, (i=1,..Nit=1,...,N). )

It is important to note that the differencing will eliminate any potential bias of
fixed effects, as suggested by Altonji and Card (1991) and Hunt (1992).

To run our regression with the fixed effect panel data approach, Eq. 1 will turn
into the following:

emp, =0 +yf, + X p+pu+u, (=1,..Nit=1..N). 5)

where i represents agency districts denoting the cross-section dimension, and ¢ rep-
resents time denoting the time-series dimension. emp;, is a measure of employment
rate, f;, is the change in the number of foreigners divided by the total population in
the local labor market, and X, is a K-dimensional vector of explanatory variables,
without a constant term.f is a KX 1 matrix. u;, represents the effects of the omitted
variables that will change across the individual units and periods, whereas y; is a
1x1 scalar intercept representing the unobserved effects, which are the same over
time. The random error term is assumed to be uncorrelated with X' l’ ” and distributed
independently identically with mean zero and constant variance. Panel FE models,
as described by Baltagi (2013), follow the specific linear representation of panel
data regression models to properly analyze the impact of immigration on macroeco-
nomic indicators of receiving countries.

Not all orthogonal conditions are considered by the instrumental variable
approach, as suggested by Anderson and Hsiao (1981). The first-differenced instru-
mental variable (IV) estimation method can produce consistent estimates, but these
estimates are not necessarily efficient as the IV method does not utilize all the avail-
able moment conditions. The use of lagged differences as an instrument may result
in an inefficient estimator (Arellano, 1989). For this purpose, a dynamic panel data
model was developed by Arellano and Bond (1991) in order to take into account
orthogonality conditions between the lagged values of the dependent variable and
the disturbances. By taking into more instruments available, Arellano and Bond

4 In Eq. (2), we instrument £, with p;,. , is a constant term, A,, is the error term.
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(1991) derived the GMM estimator for the parameters of a dynamic panel data
model (see Das, 2019 for a detailed discussion on the estimation technique). This
present study also employs this technique as a further methodology.

5 Results

This paper examines whether and to what extent the growing share of immigrants
has affected the total employment rate in Germany during the last 14 years, from
2005 to 2018. Based on the empirical specification developed in Sect. 4, we have
estimated eleven different models with 2,179 observations for the full sample
period.'> The overall period covers the accelerated liberalization of migration poli-
cies and the massive humanitarian inflows that began in 2015; therefore, we carry
out further subsample analysis to explore the overall employment effects of new
immigrants before and after the massive humanitarian inflows to Germany.

Table 5 presents the regression results for the full sample period from 2005 to
2018. Estimation results of the first-difference models (models 1, 2, and 3) indi-
cate that a 10-percentage point increase in the share of immigrants reduces the total
employment growth rate (both for natives and existing immigrants) by 0.31-0.57
percentage points. Estimation results of level-level regression models (models
4-10) reveal that if the share of immigrants rises by 10 percentage points, the total
employment rate falls by 1.21-2.04 percentage points (pooled OLS level model with
fixed effects and level models with IVs), and that total employment rate falls by
1.81-2.54 percentage points according to panel fixed effects and panel IV models.
To distinguish between these results, first, it should be noted that models 5 and 6
and models 4 and 7 are identical in terms of the variables included. The main differ-
ence is that in models 6 and 7, we employ the IV approach.'® So, the more negative
effect associated with the instrumental variable estimation scheme is consistent with
the hypothesis that endogenous immigration inflows positively bias the OLS esti-
mate. Such an interpretation is also valid for panel models 8 and 10.!7 Second, we
find that our cross-sectional estimates of the impact of immigration on employment
rates are larger than the differenced estimates. These findings are in line with the
results of Altonji and Card’s (1991) study, which states that the differences between

15 Due to the unavailability of employment rate data for Magdeburg and Dessau-Rosslau-Wittenberg in
2005 and lack of relative net migration data for Berlin Sud, Berlin Nord and Berlin Mitte for the year of
2014, we have 2179 observations instead of 2184 observations (156 districts $$\times $$ 14 years).

16 We attempted to instrument these variables in our models 6 and 7; however, as the instruments fail to
pass Wooldridge’s robust score tests, we cannot treat them as exogenous. The only exception is a differ-
ence model with IV in which the share of immigrants’ coefficient is again able to capture a slightly insig-
nificant (p <0.13) negative impact and succeed to pass the Wooldridge’s robust score tests. The results
of the relevant model are available upon request. It should be noted that our results remain unchanged
across our different models, even in Arellano Bond GMM estimation technique which accounts for
reverse causality (Leszczensky and Wolbring, 2018).

17 1t is clear from Table 5 that this impact is reflected in all coefficients of our models. The coefficients
of the independent variables in models 4, 5 and 8 are greater than those 6, 7 and 10, respectively.
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the cross-sectional and differenced model results are mainly due to the correlation
between city-specific effects and immigrant shares that are all eliminated in first
differences.

In our model specification, we also include control variables at the district level
to account for relative net migration, working-age population ratio, female employ-
ment rate and the employment rate for older workers aged between 55 and 64 years
as well as youth employment rate. Among them, relative net migration ratio is
implemented to explore the effect of young people’s net migration flows on employ-
ment growth, whereas the other variables are interchangeably included to control for
the change in various aspects of population and change in shares of females and old
workers in labor force on overall employment rate as a robustness check. The results
obtained with this alternative specification of population measures are not far from
each other. The differences are minimal in the sense that there is a slight change in
point estimates of the coefficient of share of immigrants.

Finally, according to the dynamic GMM estimation results, the highly significant
coefficient estimates of —0.166 (at 1% significance level) indicates that a 10-per-
centage point increase in the share of new immigrants in a statistical district is asso-
ciated with a reduction of the overall employment rate by 1.66 percentage points
both for native workers and existing immigrants already in the same district. Thus,
the full sample results show that there has been a significant negative effect of new
immigrant inflows on overall employment rates between 2005 and 2018. One possi-
ble explanation for the adverse effects of new migrants on the total employment rate
is the displacement of existing workers (natives or older immigrants) by newcomers.
The second reason may be the new immigrants’ lower rate of integration into the
local labor market. The German vocational training system defines a clear segmen-
tation line for income and working conditions which hinders immigrants who are no
Facharbeiter or whose Facharbeiter certificate is not accepted, from moving upwards
to qualified work; this is an obstacle that blocked upward occupational mobil-
ity especially for first-generation immigrants. More recent studies on occupational
upward mobility (Kohlmeier & Schimany, 2005) show, however, that migrants from
the second and third generation have often improved their position on the labor mar-
ket. During the last thirty years, educational standards of second and third-gener-
ation immigrants have indeed approached the level of German children but have
not reached it yet (Gogolin, 2000; Hunger & Thréinhardt, 2004). This is insofar of
importance as the social and cultural integration—mainly conveyed by language
skills and educational achievement—are fundamental preconditions for structural
integration to society, the local community, and the labor market. Our results are
in line with previous research by Pischke and Velling (1997), which has stated that
labor force participation rates for immigrants may have been lower than for those
foreigners already in the country, leading to falling employment rates overall.

Our findings regarding a significant adverse impact of new immigrants on the
overall employment rate in the period of migration policy liberalization, from 2005
to 2018, is substantially larger than those reported in previous studies using data
from the 1980s to the early-2000s for Germany. For example, Pischke and Velling
(1997) showed little evidence for displacement effects due to immigration by pre-
senting insignificant coefficients of —0.20 from the difference OLS model and 0.54
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from the first-difference model with IV specifications. Briicker and Jahn (2011) con-
cluded that a 4% increase in the labor force through immigration had not increased
either aggregate or foreign unemployment. Similarly, D’Amuri et al. (2010) found
no evidence of adverse effects of new immigration on the total employment levels
of long-term immigrants plus natives, while long-term immigrants seem negatively
affected by newcomers. Our full sample regression results are similar to those pro-
vided by Braun and Mahmoud’s (2014) study, which showed that a 10-percentage
point increase in the share of expellees or ethnic German immigrants reduced the
overall employment rate in West Germany by 1.7 percentage points in 1953 and 3.8
percentage points in 1950. While Braun and Mahmoud (2014) studied the forced
migration in the 1950s, our study provides an updated empirical evidence on the
overall employment effect of forced and voluntary migration to Germany during the
period 2005-2018.

The regression results for three different subsamples are presented in Table 6. In
the first subsample analysis, we re-run all regressions excluding Frankfurt from our
full sample as Frankfurt is a global city, which is not only at the center of major
transportation networks in Europe but also has been a final destination for many
immigrants with a significant share of immigrants in its population and labor force.'®
However, excluding Frankfurt does not yield any change in our results to those pro-
vided for the full sample in Table 5. For instance, the dynamic GMM estimation
result indicates that a 10-percentage point increase in the share of new immigrants
in a statistical district is associated with a reduction of the overall employment rate
in the same district by 1.71 percentage points, which was recorded as a 1.66 percent-
age point reduction for the full-sample estimation (Table 6).

Furthermore, in order to capture the employment effect of the massive humani-
tarian inflows that began in 2015 we divide our full sample period into the following
subsample periods: (i) before the mass humanitarian inflows of 2015, from 2005
to 2014 and (ii) after the mass humanitarian inflows of 2015, from 2015 to 2018.
The results for the 2005-2014 subsample reveal that the first difference models are
able to capture the negative effect of an increase in the share of immigrants on total
employment rate; however, this effect is not statistically significant and varies from
—0.022 to —0.036. On the contrary, estimation results of level models are indicating
statistically significant negative impacts on overall employment rate ranging from
—0.08 to —0.217. These results are in line with the full sample findings regard-
ing their magnitude in the sense that the cross-sectional estimates of the impact of
immigration on employment rates are larger than the difference models."

The estimation results for the period 2015-2018 show that difference models
have higher significant impacts in absolute terms compared to level models and
panel models except for Panel IV models which indicates 0.231-0.514 percentage

18 As stated by Sassen (2018), 24 percent of the labor force in Frankfurt is foreign-born, including sig-
nificant shares of top-level professionals.

19 We did not carry out a GMM model for the 2005-2014 subsample because our sample period is not
long enough to capture dynamic impacts keeping in mind that the “ratio of working age population to
total population” variable is only available after 2009, so the first subsample will turn out to be 2009—
2014 for a GMM model.
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points decrease in employment rate in response to a 1 percentage point increase in
the share of immigrants. One possible explanation for high coefficient estimates
in difference models (—0.148 to —0.202) compared to those for the full sample
(—0.031 to —0.057) would be the impact of a sudden influx of asylum seekers after
2014. As highlighted by Pischke and Velling (1997, p. 601):

Labor force participation rates for immigrants may have been lower than for
those foreigners already in the country, for example, because asylum seekers
are not immediately allowed to work. This may lead to falling employment
rates overall.

It is, therefore, possible to argue that the recent migrants in the 2015-2018 period
had a lower labor force participation rate (or higher unemployment rate) in compari-
son to those in the period 2005-2014, which led to a substantially falling employ-
ment rate overall. The arrival of significant numbers of humanitarian immigrants
along with the displacement effect of immigrants and their lower rate of integration
into local labor markets resulted in a substantial reduction in the total employment
rate. In Germany, an asylum seeker is not allowed to work for three months after
arrival. Then, they only have a chance if no German and the EU citizen is in the run-
ning for the job. Even after 15 months of being in Germany, the refugee requires the
permission of the municipality’s immigration bureau before accepting a job. Only
after four years, there is no restriction for an asylum seeker to get a job (Hamann,
2015).

As seen in Table 6, level regression models (except for Panel IV model) do not
provide statistically significant estimates for a short period of time, from 2015 to
2018. When cross-sections are available for two or more years, first difference esti-
mations prevent possible omitted variables biases that arise when there are regional-
specific fixed effects that correlate with the fraction of migrants or the labor market
performance of natives (Okkerse, 2008). In other words, estimating first difference
models solves the omitted variables bias, and it is subtracted away when the problem
is considered in changes in variables rather than in levels of variables (Friedberg and
Hunt, 1995).

6 Conclusion

Germany has undergone a significant migration policy shift toward becoming a
country that emphasizes the integration of newcomers and the recruitment of skilled
labor migrants during the period from 2000 to the mid-2010s. Moreover, based on
the EU directives, the country significantly changed its asylum policies, as a result
of which, the massive humanitarian inflows began in 2015 when almost half a mil-
lion people requested asylum in Germany. This paper contributes to the existing
literature by analyzing how regional labor markets in Germany have been affected
by the implementation of migration policy changes between 2005 and 2018 with
unique and first-hand-collected data by using a regional approach.

Overall, our findings confirm the critical impact of immigration on labor markets,
some of which have already been emphasized in relevant published literature but are

@ Springer



562 Eurasian Economic Review (2022) 12:531-565

entirely incorporated in this study. We find suggestive evidence that there has been
a negative impact of new immigrants on overall employment rates for our full sam-
ple, and that this negative effect is substantially larger than those reported in previ-
ous studies using data from the 1980s to the early-2000s for Germany. The adverse
effects of new immigrants on the employment rate of existing workers could possibly
be explained not only by the displacement effect but also the new immigrants’ lower
rate of integration into the local labor markets. All the estimation results obtained
throughout different econometric procedures are consistent in sign in the presence of
statistical significance but slightly different in size. In particular, level models tend
to yield positively biased estimators due to endogenous immigration inflows. We
resolved this issue by instrumenting the past labor market conditions with the lagged
share of immigrants. Our results are, therefore, robust to immigrants’ self-selection
problem if they base their location decisions on past values.

Our results also shed light on the labor market impacts of one of the most signifi-
cant forced humanitarian movements after the Second World War. We argue that the
recent migrants in the 2015-2018 period had a lower labor force participation rate
than those in the period 2005-2014 (before the mass humanitarian inflows of 2015),
which led to a substantially falling employment rate overall. The arrival of signifi-
cant numbers of asylum seekers, coupled with the possible displacement effect of
immigrants and their lower rate of integration into local labor markets, gave rise to a
substantial reduction in the total employment rate in Germany.
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