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INTRODUCTION

Motivation for research

Discourse on inequality dates back more than two thousand years. Aristotle was
the first Western thinker to distinguish between justice and equity, as early as
350 BC in his “The Nicomachean Ethics” (World Development Report 2005).
More than two centuries ago Rousseau (1754, quoted via Charles-Coll 2011:
18) declared in his discourse on the origins of inequality that when the first
societies were born where individuals came to be part of groups in which
private property existed and where each person had a specific role and therefore
interacted with others, the foundations for inequalities among individuals were
laid. Since Adam Smith’s “Wealth of Nations” (1776), economists have
devoted a great deal of attention to the nature, causes and effects of inequality.

This thesis contributes to existing knowledge in several respects. Firstly,
there is no well-developed framework of approaches to inequalities on the
labour market. Therefore, a system of such inequalities is developed in this
thesis. Secondly, the empirical sections provide new information about the
responses of the Estonian labour market to the global financial crisis. Based on
the title of the thesis, ‘Inequalities on the labour market during the Great
Recession in Estonia’, there are three important questions to be answered that
motivated the research: 1) why inequalities on the labour market; 2) why
Estonia; and 3) why Great Recession.

The focus in the thesis is on inequalities that emerge on the labour market.
To a degree such inequalities are inherent to developed market economies and
reflect differences in people’s abilities, preferences and behaviour. Therefore,
the question arises as to whether and why inequalities on the labour market
should be reduced. The answer is that inequalities on the labour market may
lead to many undesirable sociological side-effects such as social, educational
and health inequalities which reduce the cohesiveness of society (including
polarisation between communities, ethnic groups, regions and social classes),
creating a basis for poverty and social exclusion and ending up in lower
economic growth. Therefore, inequality on the labour market matters — if people
are treated fairly and granted the opportunity to maximise their potential and
achieve their aspirations, this leads to a more cohesive society, which in turn
generates many beneficial social, educational and health effects and in the end
leads to higher economic growth.

Estonia is a particularly interesting case in terms of inequalities on the labour
market. In an international comparison the country tops the list of European
Union (EU) Member States based on the gender pay gap and gender segregation
on the labour market. Age-based discrepancies have also been remarkable, with
high unemployment among young people, non-Estonians and those with lower
levels of education presenting great challenges to the government ever since the
country regained its independence.
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The recent crisis, which has also been named the Great Recession’, has
placed inequalities on the labour market on the policy agenda. Over the past few
years the world has experienced the worst economic crisis since the Great
Depression — one that has resulted in widespread job losses and social hardship.
The International Labour Organisation (ILO) has estimated that 22 million jobs
would have been needed globally in 2011 to restore pre-crisis employment rates
(World of Work report 2010). The achievement of the employment-related
goals set in the Europe 2020 strategy is doubtful because of the recession.
However, the European Commission still holds the view that Member States
must implement measures to make work more attractive, help the unemployed
back into work, combat poverty, promote social inclusion, invest in education
and training and balance security and flexibility (European Commission
conclusion of 24/25 March 2011). These goals can only be met if inequality on
the labour market is tackled appropriately.

As a small open economy with a small domestic market, Estonia is
vulnerable to external shocks. The ‘Russian crisis’ of the late 1990s showed that
downturns in countries with which Estonia has trade relations have an
immediate impact on its economy. Since joining the EU, Estonia’s economic
growth has become a much-vaunted success story. The Baltic States became the
most rapidly growing countries in the EU in the mid-2000s. According to
Eurostat data, from 2000-2007 GDP per capita increased almost three-fold in
Estonia. This growth also supported employment and wage increases: during
this period the Estonian labour market was characterised by decreasing
unemployment rates and labour shortages.

The global financial crisis and the slump in private capital flows affected the
country heavily. During the crisis, Estonia — like the other Baltic States —
experienced the sharpest decline in GDP of all developed countries (World
Economic Outlook 2010). The recession had a severe effect on the labour
market. It was widely speculated that the economies of Estonia, Latvia and
Lithuania would not recover without external devaluation (Aslund 2011,
Lindner 2011). Estonia was one of the first EU Member States to introduce
strict austerity measures to cope with the effects of the recession. Using internal
devaluation measures, the country maintained the lowest sovereign debt level of
any country in the EU. This enabled it to join the Eurozone in 2011 and made
Estonia’s fiscal consolidation ability a success story known internationally
(Aslund 2011, Lindner 2011).

The impact of the Russian crisis — the only economic downturn Estonia had
experienced since the end of its transition process — reflected the fact that the
shock did not influence different labour market groups in the same way (for
more details, see Appendix 1). Therefore, it is important to analyse which
labour market groups were particularly vulnerable during the crisis and what
changes occurred in inequalities on the labour market. This analysis enables

> This term was used by Strauss-Kahn in his speech ‘Crisis Management and Policy

Coordination: Do We Need a New Global Framework?’ of 15 May 2009.
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proper policy measures to be developed in support of active participation, the
hindering of the negative consequences of the crisis (like long-term un-
employment) and avoiding people becoming discouraged and losing their skills
and knowledge.

Aim and research tasks

The aim of the thesis is to ascertain which labour market groups have been most
vulnerable since the onset of the recession in Estonia. Such analysis is necessary
in order to develop appropriate policy intervention measures targeted at specific
labour market groups, to support the sustainable recovery of the economy and to
avoid such negative consequences as social exclusion and poverty. The analysis
reveals which labour market groups have proven most vulnerable and why,
enabling conclusions to be drawn as to whether the crisis has led to systematic
imbalances on the labour market that require strong policy intervention
measures in order to be overcome or rather short-term fluctuations that are
likely to recover once the economy stabilises. Since labour market institutions
(minimum wages, income tax and industrial relations) have an important role in
influencing the effects of inequalities on the labour market during a crisis, these
are also covered in the thesis.

Particular attention is turned in the thesis to recent university graduates.
There are few studies analysing the labour market success of recent graduates
during the recession. The position of such graduates is an interesting research
question because both theoretical considerations and empirical results indicate
that more highly educated are in a much better position even during a crisis.
However, it was not known whether this also applied to recent university
graduates in Estonia. During a recession, when jobs are being destroyed, it may
be difficult for them to enter the labour market — and yet theories assume that
this group should be highly competitive on the labour market.

Two aspects are analysed in regard to university graduates: the gender pay
gap and inequalities on the labour market between graduates of social and real
sciences. The latter was chosen as a topic for analysis because the Estonian
Higher Education Strategy for 2006-2013, which was adopted by the Estonian
parliament in 2006, clearly indicates that more real scientists are needed for
knowledge-based development. It also promotes real sciences studies. In recent
years there has been debate in Estonian society that there is ‘over-production’ of
social sciences graduates in the country and that they face difficulties finding
jobs after graduating. However, no studies have been carried out that indicate
whether this assumption is correct. Therefore, this thesis fills in this gap and
analyses whether these assumptions are supported by empirical facts.

The former was chosen since research conducted in other countries shows
that gender gap tends to be low or non-existent for those entering the labour
market, our analysis was motivated by a desire to find out whether the same is
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true for Estonia in the context of the crisis, where the labour market conditions

have been less favourable compared to more stable times. The group of recent

university graduates surveyed in the context of the gender pay gap is interesting
in terms of the labour market because it provides a useful insight into whether
gender segregation and possibly even discrimination effects emerge among
university graduates — a group that should have the best grounds for equal
treatment.

To achieve the aims of the thesis, the following research tasks were set:

1. to develop a system of inequalities on the labour market that draws together
the employment and remuneration side of such inequalities;

2. to analyse which labour market adjustment mechanisms were used on the
Estonian labour market during the Great Recession;

3. to analyse the differences between the labour-related adjustment mecha-
nisms used in Estonia’s public and private sectors during the Great
Recession;

4. to analyse the role of the labour market institutions in inequalities on the
labour market in Estonia during the Great Recession;

5. to analyse how inequalities on the labour market changed by gender, age,
nationality and educational level in Estonia during the Great Recession;

6. to analyse the extent and causes of inequalities on the labour market between
graduates of social and real sciences in Estonia during the Great Recession;

7. to estimate the extent of the gender pay gap among university graduates in
Estonia during the Great Recession; and

8. based on the results of the previous research tasks, to analyse which labour
market groups have been more vulnerable during the crisis and what the
main factors influencing this were.

Some limitations are set on the research. In the thesis the focus is on inequalities
on the labour market. Therefore, non-wage income inequalities (social transfers,
pensions, capital income etc.) and other types of inequality (social, educational
and health care) are not analysed. The short-term effects of the Great Recession
on labour market inequalities are analysed because the study was conducted
during the early years of the recession (2008-2010) and it was not possible to
identify longer-term effects. In analysing inequalities, it is possible to focus on a
single-country experience or make a cross-country comparison. In the thesis the
focus is primarily on the Estonian experience, although the inequalities on the
labour market in the other Baltic States and labour market developments in the
EU during the Great Recession are analysed to place the results in a wider
context. The focus is on mapping the size of, changes in and influences on
inequalities on the labour market in Estonia; the consequences and active labour
market policies are not analysed in detail in the thesis.

There are many socio-economic factors by which inequalities can be
analysed. In the within-country context these are mostly socio-demographic and
socio-economic factors like gender, race/ethnicity, nationality, education and
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age; personal opinions and beliefs like religious and political views and sexual
orientation; and health condition like disabilities and HIV/AIDS (European
Handbook on Equality...2007). The following factors are included in this
thesis: gender, ethnicity/nationality, educational level and age. There are two
reasons for this: firstly, some aspects (such as race) are not important issues
when it comes to inequalities in Estonia. Secondly, for aspects like political
opinion, social origin, sexual orientation and health status we lack relevant data
in labour market databases. The discussion on inequalities on the labour market
among recent graduates is limited to the gender wage gap and inequalities on
the labour market between social and real sciences graduates, since although
these two issues have been hotly debated in society of late, no research has been
done that would provide an insight into the issues.

Data and methodology

Several data sources are used in the thesis: Eurostat, national statistical office
databases, an Estonian labour force survey and alumni surveys. The Eurostat
data and data gathered from the national statistical offices in the Baltic States
are used to present an overview of general trends in labour market
developments as well as other economic indicators (GDP, exports, debt etc.).
National statistical office databases are used when data is lacking in Eurostat.

The Eurostat and national statistical office data are comparable across
countries, but quite limited in terms of variables. Therefore calculations based
on Estonian labour force survey data are used to analyse inequalities for which
no data is publicly available. Another reason for using the labour force survey
data is the time lag related to releasing Eurostat (and other international
organisation) data. The lack of data for recent years is the main reason why
relatively little research has been done to analyse the effects of the recession
from 2008-2011. Up-to-date Estonian labour force survey data was available to
the author as the University of Tartu has an agreement with Statistics Estonia.
Data from recent university alumni surveys are used to analyse the inequalities
on the labour market between recent graduates of social and real sciences and
the gender pay gap labour market behaviour of university graduates during the
crisis.

The main quantitative data analysis methods used in the thesis are
descriptive analysis and regression analysis. Oaxaca-Blinder decomposition is
also applied to gain more insight into the ‘explained’ aspect of inequalities (i.e.
the fraction of the difference due to the explanatory variables used in the
analysis) and the ‘unexplained’ aspect (i.e. the fraction of the difference not
explained by the variables used in the analysis).

In addition to quantitative research methods, case studies are also used to
illustrate the effects of the crisis. Quantitative analysis methods provide an
overview of the inequality situation, but case studies tell the stories behind these
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numbers. Case studies are chosen to illustrate the ‘typical’ situation or an
original case in the Estonian context. Therefore, case studies add to the analysis
as they provide greater insight into the experience of a particular ‘case’ (as in
the stories of different enterprises at the end of chapter 3.1) or explain the
causes and effects of certain sectors (as in the case studies at the end of chapter
3.2). The qualitative data used in the thesis were collected mainly through
interviews and media analysis. In the case studies a combined approach was
used: quantitative data were combined with the results of the interviews and
document analysis. If possible, all relevant stakeholders were interviewed to
guarantee the triangulation of the results presented and avoid over-emphasising
the opinions of a certain stakeholder group. Template analysis was used as the
qualitative data analysis method in the thesis.

Structure of thesis

The thesis consists of six chapters. The first chapter provides the theoretical
framework for inequalities on the labour market. In chapter 1.1 the nature of the
inequalities on the labour market approach and its position in the inequalities
framework is introduced. Influences of such inequalities as well as links
between labour market flexibility and inequality during the recession are
discussed in chapter 1.2. In the second chapter research questions and
propositions are set out. These are based on the theory introduced in the first
chapter as well as Estonia’s experience of the only financial crisis — the
‘Russian crisis’ — it had gone through after since its transition period (with
further details provided in Appendix 1). The data and research methods used in
the thesis are also introduced as well as indicators used to measure inequalities
on the labour market.

The third and fourth chapters are empirical. The third chapter — one of the
first to introduce Estonia’s crisis experience to an international audience —
focuses on trends in inequalities on the labour market, mainly in Estonia, during
the Great Recession although in some respects a comparative analysis of all
three Baltic States has been carried out. Industrial relations during the crisis are
also analysed in chapters 3.1 and 3.2 as this is the important institutional factor
affecting the labour market situation of different groups. The chapter 3.1,
‘Mixed adjustment forms and inequality effects in Estonia, Latvia and
Lithuania’ (Study I), focuses on the evolution of inequalities on the labour
market during the early years of the recession (2008-2009). Different
adjustment mechanisms (redundancies, part-time employment, forced vacations,
wage reductions etc.) used by enterprises and public sector organisations in
Estonia in order to cope with the negative effects of the crisis are at the heart of
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the analysis in this chapter’. After outlining the main trends, inequalities on the
labour market between different categories are discussed. The chapter also
includes two case studies: one focuses on the adjustment mechanisms used by
large industrial enterprises; and the second on labour-related adjustments made
in one of the largest public sector employers in Estonia, the Estonian Police and
Border Guard Board.

Chapter 3.2, ‘Early application of fiscal austerity measures in the Baltic
States’ (Study II), focuses on the effects of the crisis on inequality on the labour
market in the Estonian public sector. This topic is particularly important
because, unlike the rest of the EU where public sector reforms began in 2010
and 2011, in Estonia the public sector was heavily consolidated as early as the
beginning of 2009. Therefore, there should be more evidence of the effects of
public sector cuts on the economy and the labour market, which may also
provide lessons for the rest of Europe. The chapter starts by setting the scene,
analysing trends in the financial positions of Baltic States governments a few
years before and during the crisis (2006-2010). After this the employment
adjustments made in the public sector during the crisis are analysed, drawing
parallels with the private sector, including job flow analysis and the public-
private sector wage gap. The impact on the supply of public services is also
covered. Two case studies are provided at the end of the chapter: one looks at
changes in accessibility to health care services as a result of the crisis in
Estonia; the other study analyses how the recession has influenced service
quality and employment in the Estonian Rescue Board, a large public sector
organisation responsible for guaranteeing rescue services in Estonia.

An overview of developments in inequalities on the labour market in EU
countries during the Great Recession is given in chapter 3.3. This chapter paints
the larger European picture, enabling a better understanding of the development
and inequalities of the Estonian labour market in the broader European context.
All three aspects of inequalities on the labour market are analysed, based on
recent EU-level cross-country surveys that focus on developments during the
Great Recession.

Chapter four focuses on the labour market inequalities of Estonian university
graduates using data from Estonian alumni surveys. Chapter 4.1, ‘Does a
university degree pay off in the Estonian labour market?’ (Study III), analyses
the inequalities on the labour market between graduates in the social and real
sciences. After outlining the relevance of the topic, an overview of Estonia’s
higher education system is provided. Data are then introduced and employment
and wage differences between graduates and their causes are analysed. The
factors influencing wage inequality between the graduates are presented.

The second sub-chapter, ‘The graduate gender gap in Estonia’ (Study IV),
analyses the extent of and reasons for the gender pay gap between recent

3 Other effects of the recession such as trends in work-related accidents, participation in

training and labour disputes are also discussed. These topics are not directly related to
inequality, but indicate labour market developments during the recession.
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graduates. Firstly, an overview of the determinants of the gender pay gap among
graduates based on previous studies is given. Then the econometric framework,
data and variables used in the analysis are introduced. Gender differences by
study field as well as the gender pay gap and reasons for wage differences are
analysed. Here again the Oaxaca-Blinder decomposition method is applied.

The fifth chapter summarises the main findings of the thesis. It presents a
summary of studies and discussion about developments in inequalities on the
Estonian labour market during the crisis. The adjustment mechanisms used and
the role of institutions in influencing inequalities is summarised. Which
inequalities are likely to be more persistent and harmful to recovery unless
proper policy measures are implemented is also discussed. The last chapter
presents both conclusions and suggestions for future work.

Contributions of individual authors

All articles forming the empirical part of the thesis are co-authored. Study I was
written by both authors who contributed to all parts of the study. Kerly
Espenberg was solely responsible for chapter 3.1.7.2 (the case study of austerity
measures used by the Estonian Police) and Jaan Masso for chapter 3.1.7.1 (the
case study of adjustment mechanisms used in different private sector companies
in Estonia during the early stages of the Great Recession).

In Study II both authors contributed to all parts of the article. Jaan Masso
was mainly responsible for making the calculations based on micro-data and
both authors were responsible for interpreting the results of the calculations.
Kerly Espenberg collected and interpreted data based on Eurostat and national
statistical offices and was responsible for both case studies.

In Study III Kerly Espenberg was responsible for writing the overview of
Estonia’s higher education system, analysing employment and wage
discrepancies between university graduates in the real and social sciences and
interpreting the results of the wage models. The calculations of the models were
done by Jaan Masso and the literature review by Aivi Themas. Raul Eamets
contributed to the discussion section.

In Study IV Kerly Espenberg was solely responsible for the chapters
outlining the econometric framework used in the article and empirical chapter
analysing gender segregation in higher education studies in Estonia and the
wage gap among recent graduates. She also contributed to the literature review,
which was mainly written by Aivi Themas, and to interpreting the results of the
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I. NATURE, CAUSES AND POSSIBILITIES
OF TACKLING INEQUALITIES
ON THE LABOUR MARKET

I.1. Inequalities on the labour market
I.1.1. Types of inequality

Amartya Sen (1973) neatly summarised inequality by saying that the idea is
both very simple and very complex. On the one hand it is so simple that most
people understand the nature of inequality; on the other, the nature of inequality
is so complex that many philosophers, political theorists, sociologists and
economists have debated its meaning and implications in the past, continue to
do so in the present and will very probably still be debating it in the future.

In the simplest terms, inequality can be defined as the absence of equality.
However, this definition is too simplistic and conceals many facets of the
complex nature of inequality. Equality and inequality are neither opposites nor
extremes, and absolute equality is rarely achievable or even desirable. When
tackling inequality, the main questions are: what types of inequality are
desirable or acceptable, and to what extent? As such, discourse on inequality is
closely related to distribution and equity. The roots in political philosophy of
equity and inequality date back to the ancient Greeks, while Roman law also
included principles of equality for free Romans (whilst discriminating against
slaves) (World Development Report 2005). Plato, for example, argued that “if a
state is to avoid... civil disintegration... extreme poverty and wealth must not
be allowed to rise in any section of the citizen body, because both lead to
disasters” (quoted via Cowell 1995: 21).

In contemporary political philosophy there are many competitive strands in
distributive justice theories that have differing views as to what a just society is
and in what cases the inequalities that emerge are fair or acceptable. An
overview of the most important distributive justice theories is provided below.
A comprehensive examination of contemporary theories and critics is beyond
the scope of this thesis and can be found, for example, in Roemer (1998a) and
Rawls (1999).

Theories promoting welfare-based principles of equality — the most famous
strand of political thinking being utilitarianism — argue that distributive
principles should be designed and assessed based on their influence on welfare.
Utilitarianism (founded by Jeremy Betham in the 18" century and further
developed by Mill, Arrow and others) advocates the view that resources should
be distributed in a way that maximises their utility. Utilitarianists paid no
particular attention to the distribution of utility; in their view it was the total
sum of utility in society that should be maximised. (Roemer 2011)

Modern theories of distributive justice have moved beyond the utilitarian
view, mainly because of its fundamental failure to deal with welfare
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distribution. Since the beginning of the 1970s several influential thinkers like
John Rawls, Amartya Sen, Ronald Dworkin and John Roemer have made
remarkable contributions to developing equality theory. Egalitarians (most
famously the scholars Sen, Cohen and others) advocate the equal allocation of
resources among all members of society. Simpler egalitarian theories claim that
everyone should be assured an equal quantity of resources, while more
sophisticated egalitarian thinkers understand the shortcomings of such thinking
since lazy people would be rewarded and the hard-working discouraged (Rawls
1999). Therefore, adherents to strict egalitarian views have developed complex
measures (like equal happiness, equal power to use resources and an equal
chance to be happy) which would give everybody equal amounts but would not
suffer from these drawbacks (Roemer 1998b). Sen’s theory (1973, 1985 and
further developed in 1997) is based on the idea that people are driven by
different factors in changing resources to actions. According to his view, the set
of possible functionings (a “capability set”, i.c. a set of actions a person could
perform and states the person values or enjoys) from which people could choose
should be equal.

John Rawls represents the view that fair principles of justice are those that
everyone would agree as being in the fair position, i.e. they permit a divergence
from strict equality if inequalities make the most disadvantaged society
members better off. In his ‘Theory of Justice’ (1971, 1999) Rawls claims that
each person must have equal basic rights and liberties, and in order to be fair
socio-economic inequalities must meet the equal opportunities criterion (i.e.
based on the position and occupation open to every member of society meeting
the equal opportunity criterion) and must serve the well-being of those members
of society who are in the worst situation. Rawls’s ‘Difference Principle’ claims
that the allocation to be chosen should maximise the opportunities of the least
privileged group. Inequalities are therefore acceptable only insofar as the most
vulnerable have the highest gains compared to any other distribution.
Progressive taxation is an example of Rawls’s principle in practice.

Ronald Dworkin (1981a, 1981b, 2002) provided one of the most detailed
responses to Rawl’s theory. He relies in his equality theory on the principle that
in order for distribution to be just, one person should not envy another because
of the resources they have obtained. The theory developed by Dworkin and
known as the ‘luck egalitarian view’ is based on the idea that factors that are not
under the control of the individual should not have an impact on distribution. In
other words, unequal natural endowments should be compensated. Provided
people have an equal starting point, the end results can be unequal due to
choices made — and people should live with the consequences of their choices.

Roemer (1998b) advocates an equal opportunity policy. While
acknowledging that each individual is responsible for their own welfare, he
stresses the importance of circumstances over which a person has no control. As
such, Roemer sees the need for public action in order to equalise the
opportunities that people have.
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While the aforementioned principles allow state intervention to achieve the
desired distributive pattern, libertarians (Robert Nozick being the best known
representative of this strand of thinking: anti-egalitarian) criticise distributive
ideals that have an economic rationale (such as the maximisation or equality of
welfare or goods) and argue that any outcome that is achieved as a result of the
voluntary exchange is just. Anti-egalitarians support the idea on minimal state
intervention and see the main role of the state in guaranteeing property rights.
(Roemer 2011)

Although Rawls, Sen, Dworkin and Roemer have important differences in
their theories, they also have much in common. They have all contributed to a
shift in focus on social justice from outcomes to opportunities; they all reject
final welfare or utility as the appropriate grounds on which to assess fairness of
distribution; they all acknowledge the importance of the individual’s
responsibility in moving from resources to outcomes; and they all accept that a
fair allocation of resources is one that is accepted by the members of society
(World Development Report 2005).

As indicated above, theories differ in whether they support the achievement
of equality in resource distribution (the egalitarian view) or rather equality of
opportunity (Rawls and his followers). Equality of results (also known as
equality of outcome) means equality in end results (i.e. in the labour market
context equal (un)employment rates or wages). However, most strands of
contemporary political philosophy support the idea of guaranteeing the equality
of opportunity. As initiated by Rawls (1971) and formalised in Roemer (1998b),
equality of opportunity means that those who are similar should be treated
similarly without arbitrary barriers. As Lloyd Thomas (1977: 388) concluded:
“One has an opportunity to do something or to have something provided that
one can do it or have it if one chooses. One has no opportunity to do something
or to have something if one cannot do it or have it even if one wishes to.”

From the labour market perspective, equality of opportunity means equal
access to jobs and equal pay for equal work. Most strands of contemporary
equality philosophy theories share the understanding that perfect equality does
not mean just distribution. Those who work harder or have invested in
themselves in order to acquire higher skills and are therefore more productive
should earn more and be more competitive on the labour market. As such,
equality (of both opportunity and results) on the labour market in modern
political philosophy does not mean achieving uniform equality for all labour
market participants, but rather relies on the idea that an individual’s success in
life (or in our case, on the labour market) should depend on their talent and
achievement and not on irrelevant characteristics, i.e. personal characteristics
that an individual cannot influence (such as family background, nationality,
race, religion, gender and sexual orientation) (Chalmers et al. 2011, see also
chapter 1.1.2). This way of thinking could be summarised using Aristotle’s
famous quote: “Equality consists in the same treatment of similar persons”, i.e.
like should be treated alike.
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Equality of results and equality of opportunities are often seen as contrasting
political philosophies (Roemer 1995). A mainstream political view sees these
two as largely exclusive in the sense that in order to achieve one type of
equality to the other needs to be sacrificed at least to some extent. For example,
to promote gender or ethnic equality in employment, one policy measure that
could be employed is the use of quotas, i.e. determining that a certain
percentage of the workforce/senior executives should consist of women or
ethnic minorities (see chapter 1.2.2 for a more thorough overview of policy
measures used to tackle inequality on the labour market). These measures
discriminate against men or those who are not ethnic minorities. In this case
achieving equality of results leads to a violation of equality of opportunity. The
contrary may also hold: achieving equality in opportunity may lead to inequality
in results (Chalmers et al. 2010).

However, these two equality concepts are not mutually exclusive. Equality
of opportunity measures may also contribute to achieving equality of results,
and vice versa. For example, anti-discrimination rules that remove artificial
barriers and promote equality of opportunity in participation on the labour
market for groups who are discriminated against also support equality of results
when the labour market participation of these groups increases (Strauss 1992).

1.1.2. Inequalities on the labour market

In this thesis two aspects of the inequalities that emerge on the labour market —
employment and wage inequality — are drawn together under the umbrella term
‘inequalities on the labour market’. Before introducing this concept, an
overview of the inequality system is provided.

Inequalities on the labour market form part of economic inequality. In the
Oxford Handbook of Economic Inequality this term is defined as “inequalities
with an economic effect or an economic origin, being as much an outcome of
the underlying economic process as an input of these processes” (Salverda et al.
2011: 8). This definition indicates the broad nature of economic inequality.
However, the term tends to be used in a much narrower sense (in the Oxford
Handbook of Economic Inequality and in Sen (1997) for example, and in many
other studies), reflecting disparities in the distribution of material wealth or
monetary (both labour and non-labour) income between groups. In addition to
aspects related to labour income (and, when using the broader term, the labour
market) which are introduced in detail below, economic inequality also includes
non-labour income (social transfers, pensions, capital income etc.) and assets
(see Figure 1).
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Figure 1. Position of labour market income in wealth system (developed by author)

In addition to economic inequality, three other types of inequality are usually
distinguished in inequality literature (see for example the Oxford Handbook of
Economic Inequality 2011; Wilkinson, Pickett 2010): social, health and
educational inequality. These four dimensions can be summed up as socio-
economic inequality. Health inequality (also known as ‘health equity’ or
‘healthcare disparities”) means differences and disparities in health achievements,
i.e. the quality of health and health care, such as life expectancy, mortality,
higher incidence of [a certain] disease and access to health care. Educational
inequality refers to disparities in grades, test scores, drop-out rates, [high school
and university] entrance numbers and completion rates etc. Social inequality
covers areas such as property rights, freedom of speech and assembly, voting
rights, access to housing, food and other social goods, job satisfaction, access to
credit and community life. (Why Socio-Economic... 2010)

These four dimensions are closely linked and reinforce one another. For
example, differences in initial conditions (social inequality) may result in
educational and health inequality, as wealthier parents enjoy more possibilities
to provide better education and health care for their children (intergenerational
transmission effects). This in turn influences the labour market success of the
person, creating inequality on the labour market. Educational inequality can
lead to economic inequality, and vice versa. However, these different
dimensions are rarely brought together — in literature only one or two aspects
tend to be analysed. A recent book by Wilkinson and Pickett (2010) is one of
the few exceptions, as it analyses all four aspects of inequality together.

The inequalities in labour market participation/involvement are not usually
included in economic inequality debates, which concentrate mainly on income-
related aspects. This is the main reason that led to the necessity to create a
system for inequalities on the labour market. In this thesis these inequalities are
divided into two groups: participation inequality and labour income inequality
(see Figure 2). Labour market participation consists of two parts. The first of
these — labour market participation level inequality — reflects inequalities in the
rate of participants actively engaged on the labour market. The term
‘participation’ should be understood in regard to employment and unemploy-
ment; its flipside, ‘inactivity’, has no place here. This side of inequality is
measured by employment and unemployment gaps. Since not only participation
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but also the extent to which a person is engaged in labour market activities is
important, the second side — labour market participation activeness inequality —
reflects differences in the level of active involvement in labour market
activities, i.e. inequality in working hours. This side of inequality is measured
by working hours and part-time work.

The other side of the labour market participation is related to inequalities in
labour income. Non-labour income like social transfers and capital income as
well as assets do not form part of labour market remuneration inequality and are
therefore beyond the scope of the inequalities on the labour market system (but
as discussed above, they do form part of economic inequality). However, such
income of course influences labour market participation decisions.

Inequalities on the labour
market

LN

Participation inequality

VAN

Participation level Participation activeness
inequality inequality

Labour income
inequality

Figure 2. Inequalities system (developed by author)

There are three important aspects that require our attention in order for us to
understand the nature of the inequalities on the labour market developed in this
thesis: the groups between whom inequalities are analysed, measurement of
inequalities and to which extent inequalities are acceptable of desirable. The
first question is between whom the inequalities are measured in the thesis.
There are many socio-economic and socio-demographic factors that have been
used in national (i.e. within-country) inequality studies, as per the bases of
inequality in previous studies, like gender, race/ethnicity, nationality and age;
personal opinions and beliefs like religious and political views, sexual
orientation etc.; and health condition like disabilities, HIV status/AIDS and so
on (European Handbook of...2007). In the labour market context, inequality
related to gender, nationality, age and educational level are mainly analysed.
There are two key reasons for this: firstly, some aspects (like race) are not
important issues since the racial minority community is small in Estonia; and
secondly, for aspects like social origin, sexual orientation and For age, three
groups are distinguished: young (15-24), middle-aged (25-49) and elderly
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(50+). For nationality two groups are distinguished: Estonians and non-
Estonians. In terms of educational levels, three groups are distinguished: those
with primary, secondary and tertiary education.

The second issue is the measurement of inequalities on the labour market.
These can be measured using different indicators. Labour income inequality can
be measured on the level of society (using the composite indices that indicate
the distribution of the labour market across all wage earners) and between
certain groups (the gender wage or (un)employment gap, the wage or
(un)employment gap between Estonians and non-Estonians, youth and the
elderly etc.). Participation inequalities are measured between groups since no
composite indicators that would adequately measure them are widely used. For
participation level inequality, two states exist in essence: people can either be
employed or unemployed. For participation activeness inequality it is possible
to create an indicator similar to wage inequality (hours distribution across those
employed), but this indicator is not widely used. The approach of measuring
inequalities on the labour market in this thesis is outlined in more detail in
chapter 1.2.2.

As discussed in the previous chapter, zero-level inequality (i.e. total
equality) is not realistically achievable because of the differences in people’s
talents, preferences etc. The last question discussed in this section is the extent
to which inequalities on the labour market are desirable or acceptable. It is not
possible to provide an unambiguous answer to this question. Friedman (2008)
recently attempted to determine how much inequality is needed to provide
optimal economic efficiency and how much is too much. He showed
theoretically that there must be a point from which the incentive ceases to make
economic sense and where the opportunity costs of other economic priorities are
too high. His response was that inequality becomes excessive when its cost to
society exceeds the value of the increased productivity resulting from the
incentive. In practice inequality is usually observed and interpreted from a
comparative perspective. For example, comparing the level of inequality in
Estonia with the EU average and extreme cases provides an insight into
Estonia’s relative position. Inequality levels remarkably above the average are
considered to be danger signs, while lower levels are interpreted as being good.
However, as emphasised above, there are no clear target lines.

To conclude, contemporary distributive justice theories have contrasting
views which inequalities and to what extent are acceptable and which not in the
society. Although there are differences between different stands of political
philosophy, most of them also share common view that equality of opportunity
should be guaranteed, i.e. equal should be treated alike and equality of results
would not be fair because it would penalise those who have more talented or
hard-working. A concept of the inequalities on the labour market has also been
developed that draws together the different aspects of inequalities that emerge
on the labour market: participation inequality (which includes both participation
level and participation activeness inequality) and labour income inequality.
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1.2. Influencers of inequalities on the labour market
and the development of inequalities on the labour
market during the recession

1.2.1. Factors influencing inequalities on the labour market

There is a complex set of interrelated factors that influence inequalities on the
labour market. Since the focus in this thesis is on the within-country approach
to such inequalities, this chapter introduces the factors influencing these
inequalities between groups (as opposed to between countries). These factors
can be divided into four groups (see Figure 3):

1) personal characteristics;

2) society-level attitudes;

3) economic indicators;

4) institutional factors.

These factors are introduced in turn. It should be noted that society-level
attitude, personal characteristics and economic indicators are the factors that
cause the most inequality on the labour market, while institutional factors may
both cause and tackle such inequalities, depending on the nature of the policy
action.

Institutional factors

Anti-discrimination laws, quotas
Income tax system
Minimum wage system

Personal characteristics

Innate (dis)abilities
Acquired skills and knowledge
Household responsibilities

- Industrial relations - etc.
- Educational system
- efc.

v

INEQUALITIES ON THE
LABOUR MARKET

/7

Economic indicators

Society-level attitudes

- Development level - Stereotypes
- Industry structure, segregation - Social norms
- Technological change - Traditions

- Globalisation and trade - elc

- eftc.

Figure 3. Main influencers of inequalities on the labour market (developed by author
based on Lawlor et al. (2011) and Blanchflower, Slaughter (1999))
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Personal characteristics

Personal characteristics play an important role in determining a person’s labour

market position. These can be divided into two groups that are closely linked:

individual characteristics and household characteristics. Individual factors can

in turn be divided into two groups:

1) innate abilities (intelligence, physical (dis)abilities etc.) and characteristics
(gender, nationality, race etc.); and

2) the skills and knowledge (education, work experience etc.) acquired during
people’s lives.

Innate (dis)abilities (intelligence, personality, charisma, strength, mental and
physical disabilities and others) influence a person’s labour market career
prospects. Those who are more talented and have no disabilities have better
prospects on the labour market. According to human capital theory (see, for
example, Becker 1964), from acquired skills, education has a huge influence on
a person’s labour market success. In addition to education, other skills and
knowledge acquired (such as previous labour market experience) also lead to
inequalities on the labour market (a detailed analysis of causal effects of
education on earnings is provided in Card 1999). Empirical data clearly support
the validity of human capital theory and increasing returns on education and job
tenure, reinforcing itself in the context of the financial crisis. OECD and
Eurostat data clearly show that people with higher educational levels exhibit
higher wages and lower unemployment rates even in a crisis period

Innate abilities, education and job experience represent the ‘objective’ side
of the inequalities seen on the labour market. Other innate personal characteris-
tics like gender, nationality and race influence the probability of a person’s
labour market success as well (see chapter 1). The inequalities arising due to
these factors are closely linked with the norms and traditions inherent in society
and segregation on the labour market discussed below. These factors may cause
‘non-objective’ inequalities in the sense that having certain characteristics may
pose a higher risk of being disadvantaged on the labour market.

The socio-economic situation of the household, including wealth and asset
ownership and the attitude of the parents towards education and working, plays
a role in either promoting or discouraging a person’s innate abilities. Richer
families are better able to support the acquisition of skills that help improve the
career prospects of their children. A thorough overview of intergenerationl
mobility of the labour market is given by Solon (1999).

Household composition also influences labour market success, especially in
terms of the gender division of the family and care responsibilities. For
example, women are likely to have more frequent and longer career breaks and
more flexible working hours for family reasons. Raising children often means
that women do not participate (at least not full-time) on the labour market for at
least some period in their life, which influences both their wages and
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employment prospects, raising inequalities. (Blundell, Macurdy 1999,
Killingsworth, Heckman 1986, Montgomery, Trussell 1986)

Society-level attitudes

Inequalities on the labour market arising due to society-level factors are often
not objectively explainable. Stereotypes, social norms and traditions are
‘invisible’ obstacles that may hinder the labour market access and success of
certain groups and lead to unfavourable treatment of particular groups on the
labour market based on their individual characteristics (such as gender, race and
ethnicity) without any objective reason, in turn possibly leading to discrimi-
nation. These factors may stop certain groups from accessing the labour market
and affect their labour market performance and pay. In other words, traditions
and norms inherent in society may result in both inequality of opportunity and
results. (For further details, see Polachek and Siebert 1993)

According to the Merriam-Webster dictionary, negative stereotypes and
beliefs are standardised mental pictures held by members of a group about
another group or phenomenon. Stereotypes typically represent oversimplified or
overgeneralised opinions: perceived group characteristics are assumed to apply
to every member of the group. Stereotypes can originate from the culture in
which people are socialised, real inter-group differences (e.g. cultural and socio-
economic differences) and cognitive bias resulting from the process of cate-
gorical differentiation between groups of people (European Handbook on
Equality Data 2007). Social norms are laws that govern society’s behaviours
(Oxford Dictionary of Sociology). These determine what is regarded as
‘correct’ and ‘incorrect’. Traditions are beliefs within a society that originate in
the past but are still maintained in the present (Merriam-Webster dictionary).

Gender stereotypes are a well-known example of attitudes that cause
inequalities on the labour market. In the opinion of the European Commission,
the undervaluing of women’s work as well as traditions and stereotypes® are key
causes of the gender pay gap in Europe. The commission’s opinion highlights
the fact that women frequently earn less than men doing jobs of equal value
because jobs that require similar skills, qualifications or experience tend to be
poorly paid and undervalued when they are dominated by women. For example,
[mainly female-dominated] cashiers’ positions in supermarkets are usually more
lowly-paid than [mainly male-dominated] positions involving stacking shelves
and other physical tasks (Opinion on the effectiveness... 2009).

*  The other causes are: 1) horizontal and vertical segregation of the labour market, as

introduced under economic indicators; 2) wage structure (in the Opinion on the
effectiveness... (2009) it is claimed that women are less represented in the collective
bargaining process and that individual and collective wage negotiations lead to a situation
where female professions are more lowly-paid compared to those of men); and 3)
reconciliation of work and private life (introduced under personal characteristics).
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Ethnic stereotypes are also widely recognised. Ethnic inequality has no
rational basis, but visible physical characteristics such as skin colour and
nationality play a part. For example, black people who have been in the USA
longer than many waves of immigrants have always remained disadvantaged
(Blackburn 2008).

Traditions and social norms also play a major role in determining a person’s
labour market success. Similar to stereotypes, traditions are related to individual
factors. For example, in Southern Europe the labour market participation rates
of women have always been lower than in other European countries since there
the woman’s main role has always been associated with taking care of the
family, and the ‘male breadwinner’ theory still holds (see, for example,
Gonzales 2006). In the Nordic countries, by contrast, women’s labour market
participation rates are much higher since gender equality has been promoted for
much longer (see Holli et al. 2005 for an overview of studies conducted in this
field).

These attitudes have a direct influence on the inequalities that emerge on the
labour market. Traditions and stereotypes influence the educational path and
consequently the later professional career of individuals. For example, in
countries where the female employment rate is low (e.g. Malta, Hungary and
Italy) the gender pay gap is lower than the EU average, which may reflect the
small proportion of low-skilled women in the workforce. Highly segregated
labour markets (such as Cyprus, Estonia, Slovakia and Finland) tend to have
much higher gender pay gaps because women are over-represented in sectors
which are relatively more lowly-paid (Opinion on the effectiveness... 2009).

Economic indicators

While personal characteristics and society-level attitudes mainly indicate why
there are discrepancies in labour market inequalities between different groups,
economic indicators mostly cause changes in labour market inequalities
(although, of course, they also have an influence on the level of inequalities).
Among economic factors, development level, technological change and globali-
sation are three most important demand-related factors affecting inequalities on
the labour market. In what follows, an overview of how each of these factors
influences inequalities is given (however, it should be noted that for each of
these factors economic theories have been developed that link to the inequality
theory).

Research into the nature of the relationship between economic development
and wage inequality started with the seminal work of Kuznets (1955). Kuznets’s
theory explains the long-term relationship between wage inequality and
economic development. According to this hypothesis, wage inequality follows
an inverted U-shaped pattern during economic development, i.e. inequality is
initially positively correlated with economic development and becomes negative
at higher levels of development. Kuznets explained the ascending component of
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the U-curve — where inequality widens in the early stages of growth — with the
shifts from rural/agricultural production (the sector with lower income per
capita) to urban/industrialised production’ (the sector with higher income per
capita). While initially most of those employed are engaged in the agricultural
sector where wages are more compressed, during this shift wage inequality
increases as more and more workers become involved in the industry where
wages are higher. At some point wage inequality starts to decrease because
those at the lower end of wage distribution also relocate to the industry sector.

Kuznets’s theory has its roots in skill-biased technological change theory.
There is consensus in economic literature that technical change favours more
skilled workers, replaces tasks previously performed by the low-skilled, raises
relative demand for skilled workers and increases both employment and wage
inequality (Katz and Author 1999, Acemoglu 2002, Card, DiNardo 2002).
Depending on the nature of the technological change, it tends to shift the
sectoral composition of the workforce, crowding out those whose skills do not
correspond and favouring those [groups] whose skills do correspond to shifts in
demand. These developments may have a direct influence on inequalities on the
labour market via the segregational effects introduced below.

It is also claimed that recent technological changes associated with new
forms of information and communication technology tend to reduce demand for
medium-skilled (middle-income) workers who mainly perform routine tasks
that can be accomplished by computers, while increasing demand for low- and
high-skilled workers who do manual and abstract non-routine tasks respectively
that are harder to replace with machines. If demand shifts are not offset by
similar shifts in the composition of labour supply (i.e. a sufficient rise in the
attainment of tertiary education and therefore in the supply of high-skilled
workers), the technological progress can reduce the income of medium-skilled
workers relative to that of both low- and high-skilled workers and influence
inequalities on the labour market® (Inequality in labour... 2012).

The aforementioned economic developments influence inequalities on the
labour market due to labour market segregation. Segregation on the labour
market refers to a situation where different groups are not equally distributed
across the economy. It was Adam Smith who declared that it is the division of
labour and not the inherent characteristics of individuals that causes “the very
different genius which appears to distinguish men of different professions”

®  More recent models generalise Kuznets’s approach beyond the rural/urban dimension, for

example the shift from an undeveloped to a developed financial system (Greenwood,
Jovanovic 1990).

However, developments in the last two decades have shed some light on the validity of
the hypothesis. As Card and DiNardo (2002) claim, the main problem is that wage inequality
stabilised in the 1990s despite ongoing developments in computer technology. Also, skills-
biased technological change fails to explain gender and racial wage gaps (especially since
data shows that women use computers more in their work than men) and the age gradient
(data showing that computer use has increased slightly faster among older workers than
younger workers).
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(Smith 1776: 15-16). The degree of segregation levels varies from perfect
segregation to perfect integration. Perfect segregation occurs when occupation
and group membership correspond perfectly — where any given occupation
employs only one group. Perfect integration, on the other hand, occurs when
each group holds the same proportion of positions in an occupation as it holds
in the labour force (Blackwell Encyclopaedia of Sociology).

The industrial structure of the economy also influences inequalities on the
labour market, mainly via the effects of segregation. Both occupational and
sectoral segregation are important influencers of inequalities on the labour
market and are influenced in turn by society-level attitudes like traditions,
stereotypes and norms. Occupational segregation refers to a situation where
different groups are not similarly distributed across occupations; sectoral
segregation to a situation where different groups are not similarly distributed
across sectors (Bettio, Veraschchagina 2009). Segregation mostly raises the
“fair’ part of the inequalities seen on the labour market. If a certain group (e.g.
males) are more concentrated in sectors or occupations that are more productive
and therefore better paid compared to sectors/jobs dominated by the other group
(e.g. females), the gender wage gap is objective in the sense that it reflects
differences in men’s and women’s marginal product. For example, according to
Eurostat statistics from 2010 women represented just 32% of managers in
companies within the EU, 10% of the members of management boards of large
companies and 29% of scientists and engineers across Europe.

The relationship between globalisation and inequalities on the labour market
is a controversial area in economic literature where theory has run well ahead of
empirical research. International trade — which is mostly used as a proxy for
globalisation — affects the prices of products, which in turn influence factor
prices by changing relative factor demands and therefore inequalities on the
labour market. A trade-induced change in a country’s product prices alters
relative profit opportunities, resulting in a shift towards (or away from) those
industries in which relative profitability or demand has risen (or fallen)
(Blanchflower, Slaughter 1999). In recent years theories have been developed
explaining why globalisation may have a beneficial, obstructive or insignificant
effect on inequalities on the labour market. As summarised by Wade (2001),
there are three strands of theory: the neoclassical growth theory predicts that as
a result of globalisation the world’s economy will converge (equality) in
average productivity, employment and income levels because of increased
mobility of capital; the endogenous growth theory predicts divergence (in-
creasing inequality) since the diminishing returns of capital are offset by
increasing returns of technological innovation in developed countries; and the
dependency approach predicts that convergence is less likely and divergence
more likely because of the differential benefits from economic integration and
trade, and locking developing countries in to producing certain commodities.

According to Lall et al. (2007), at the within-country level the effect of
globalisation on income distribution is polarised between two approaches. One
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school of thought, a positive one, argues that globalisation results in a rising tide
of income and that even low-income groups benefit from globalisation. Here
parallels can be drawn with the Kuznets hypothesis, which proposes that
although inequality will rise in the initial phases of industrial development, at
some point it will start to decrease as the country’s transition to industrialisation
is completed. The principal analytical link between trade liberalisation and
wage inequality is based on the Stolper-Samuelson theorem (see Stolper,
Samuelson 1941) which implies that within a two country-two goods frame-
work, in a less developed country where low-skilled labour is abundant,
increased trade openness would result in an increase in the relative wages of the
poor and a reduction in wage inequality (this conclusion being easily extended
to the employment gap in favour of low-skilled workers). In a more developed
country the situation is the reverse: trade openness increases inequalities on the
labour market. The opposing school of thought argues that although
globalisation may improve incomes overall, the benefits are not equally shared
among the workforce and there are losers as well as winners in relative (and
possibly even absolute) terms.

Institutional factors

While the aforementioned three groups of factors explain what causes
inequalities on the labour market, institutional factors are policy measures that
tackle such inequalities. As discussed earlier, there are two sides to inequality:
inequality of opportunity, which reflects differences in access to equal con-
ditions; and inequality of results, which indicates differences in final outcomes.
In developed countries, policy measures are not usually designed to achieve
absolute equality on the labour market, in terms of participation or remuneration
equality. This would decrease people’s motivation to fully exploit their talent if
everyone were rewarded equally in spite of the results achieved; on the other,
absolute equality in results on the labour market (e.g. similar levels of
(un)employment by gender or age) is questionable because of different work
preferences, family-related activities, talents, health status etc. In other words,
there are ‘natural’ inequalities stemming from preferences and person-specific
abilities. The role of the state is seen to be to promote equality on the labour
market by removing visible or invisible obstacles that lead to the exclusion of
certain groups. Nevertheless, some policy measures (such as the tax system) are
also targeted at fighting against inequalities on the labour market and its
consequences such as poverty and social exclusion. Anti-discrimination laws,
income taxes, a national minimum wage and trade unions are the key insti-
tutional factors influencing inequalities on the labour market.

Labour market discrimination can occur in many different settings and take
many forms. It can be related to recruitment, promotion, job assignment,
termination, compensation, working conditions and even harassment (Equality
at work... 2011). There is universal acceptance in developed countries that the
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institutional setting should prohibit discrimination, both direct’ and indirect®.
The main role of the state is to guarantee a proper environment in which people
can compete freely via non-discriminatory measures. Anti-discrimination laws
aim to promote equality of opportunity on the labour market in terms of both
participation and remuneration and to remove inequality emerging due to
discriminatory factors.

Over the last 70 years great improvements have been made in prohibiting
discrimination (i.e. removing formal barriers from achieving equality of
opportunity). The International Labour Organisation (hereinafter the ILO), the
United Nations Organisation and the European Union have achieved con-
siderable progress in developing equality of opportunity by prohibiting both
direct and indirect discrimination on the labour market. The roots of
international initiatives aimed at achieving the equal treatment date back to
1944 when the ILO declared in the Article 2 of Philadelphia Declaration that
“All human beings, irrespective of race, creed or sex, have the right to pursue
both their material well-being and their spiritual development in conditions of
freedom and dignity, of economic security and equal opportunity”.
Guaranteeing equal pay for equal work has long been on the policy agenda of
developed countries: at the EU level it was declared in the Council Directive
75/117/EC of 10 February 1975 on the approximation of the laws of Member
States relating to the application of the principle of equal pay for men and
women. Several other EU directives since then (Directive 76/207/EC, Directive
2000/43/EC, Directive 2000/78/EC, Directive 2006/54/EC) have also sought to
promote equality of opportunity on the labour market.

Increasing the employment of social groups whose participation in
employment is low is a challenge for states. Quotas and other strong policy
measures can be used to promote labour market participation equality. These
measures, as discussed in chapter 1.1, may result in discrimination against other

7 In the case of direct discrimination, one group is treated less favourably than another

doing the same job. Direct discrimination emerges when rules, practices and policies exclude
or give preference to certain individuals because they belong to a particular group (Equality
at work... 2011). According to Article 2 of EU directive 2000/78/EC, direct discrimination
shall be deemed to occur when one person is treated less favourably than another is, has been
or would be treated in a comparable situation on grounds of racial or ethnic origin, religion
or belief, disability, age or sexual orientation.

Discrimination is indirect when apparently neutral norms and practices have a
disproportionate and unjustifiable effect on one or more identifiable groups (Equality at
work... 2011). According to Article 2 of EU directive 2000/78/EC, indirect discrimination
shall be deemed to occur when an apparently neutral provision, criterion or practice puts
persons of a racial or ethnic origin, or those of a particular religion or belief, a particular
disability, a particular age or a particular sexual orientation at a particular disadvantage
compared to others, unless that provision, criterion or practice is objectively justified by a
legitimate aim and the means of achieving this aim is appropriate and necessary, or as
regards persons with a particular disability, the employer or any person or organisation is
obliged to take appropriate measures to provide reasonable accommodation in order to
eliminate disadvantages entailed by such a provision, criterion or practice.
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groups. The educational system also influences inequalities on the labour
market. Equality of educational opportunity means that all children are given
the same or equivalent alternatives in relation to their choice of educational
programme, setting all those who make the same choices effortful tasks and
measuring their performance in the same way (Campbell 1975). As discussed
above, education is one of the most ‘objective’ causes of the inequalities seen
on the labour market. Public educational policy can decrease the effects of
unequal initial conditions by providing equal access to education and measures
supporting the successful integration of risk groups (e.g. teaching the official
language to children from ethnic minorities) in the early stages of life. Here
again the main aim is to improve equal access to the labour market and remove
obstacles created by factors not controlled by the person, such as innate
differences in social status and disabilities. While former policy measures have
been designed to promote equality in opportunity on the labour market, the tax
system influences labour market outcomes. The income tax system influences
wage inequality. A progressive tax system is one of the main redistributive
policy measures used in many countries that reduces after-tax wage inequality,
decreasing inequality in labour income (Immervoll, Richardson 2011).

The existence of a minimum wage decreases wage inequalities by setting the
lowest wage level allowed in the economy. The effects of the minimum wage
on inequalities on the labour market may be mixed. As correctly noted by
Freeman (1996), the effects of changes in the minimum wage depend on the
labour market and redistributive system of the country, the level of the
minimum wage and its enforcement. At best, the minimum wage shifts earnings
distribution in favour of the lowly-paid; at worst, it reduces employment at the
lower end of income distribution, placing those people at risk of poverty, and
via spill-over effects increases wages for wage distribution as a whole, therefore
possibly even increasing wage disparities (Stewart 2012).

Neither of these developments are certain per se, so the effect of changing
the minimum wage (and income tax) on wage inequality is rarely if ever certain
(a detailed analysis of which is provided in Volscho (2005)). Neoclassical
economic theory focuses on the effect of minimum wages on employment and
predicts that higher minimum wages will reduce employment opportunities for
those at the lower end of income distribution. Therefore, if wages for these
people increase, it may result in higher unemployment among the lower-waged.
Institutional economists, on the other hand, see minimum wages as a means of
income redistribution. Moreover, there may be ‘ripple’ or ‘spill-over’ effect
which means that a minimum wage increase may result in the wages of workers
above the minimum wage also increasing and overall wage inequality
increasing further. For more details, see Card and Krueger (1995) and Brown
(1999).

The influence of industrial relations on inequalities on the labour market is a
priori ambiguous. The strength of the unions in state, sector and enterprise level
as well as the level of the negotiations has a role here. Powerful unions may
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reduce inequality by standardising pay rates among workers throughout the
economy, but may also increase inequality if they manage to increase wages for
only one group of employees at the expense of others (Blanchflower, Slaughter
1999). Also, if unions are powerful in the state-level, they may demand either
equal treatment for all (or a certain groups of) employed, therefore contributing
to decreasing inequalities, or, on the contrary, more favourable conditions only
to some group, therefore increasing inequalities on the labour market.

1.2.2. Development of inequalities
on the labour market during the recession

The development of inequalities on the labour market during the recession is
more of an empirical than a theoretical research topic. The short-term changes
occurring in such inequalities during the recession depend mostly on the nature
of the recession itself (i.e. economic factors) and the institutional measures used
to cope with the shock.

In addition to the factors introduced in the previous chapter, the development
of inequalities on the labour market during the crisis depends to a great extent
on labour market flexibility, i.e. the success of a country’s labour market in
flexibly responding to the new challenges posed by internal or external im-
balances created during the recession. While labour market flexibility measures
how effectively a country’s labour market adjusts to economic shocks, changes
in inequalities on the labour market indicate the groups that are influenced more
and influenced less during this adjustment process. For example, downward
wage flexibility is regarded as an important indicator of the flexibility of the
labour market. If wage adjustments are different for different groups (e.g. men
and women), changes in inequalities are also observable. As the next step, in
this case it is interesting to analyse what the causes of the changes are in order
to understand whether the changes are ‘objective’ (for example, occurring due
to segregation effects; see the previous section) or otherwise (for example, when
it is expected that women should be made redundant first due to traditions).

The most famous distinction of labour market flexibility was created by
Atkinson (developed in 1984, further developed in Atkinson, Meager 1986) and
includes all three dimensions — employment, hours and wages — used in this
thesis to define inequalities on the labour market’ (see Figure 4). In the labour
market flexibility concept (and via transactional effects, as well as for ine-
qualities on the labour market) labour market institutions have an important role
to play in encouraging labour markets to achieve the equilibrium determined by
the intersection of supply and demand (Standing 1989). What follows is an
introduction to important theories that explain why inequalities on the labour

’  Of the different labour market flexibility dimensions, functional flexibility is beyond the

scope of inequalities on the labour market since it is an in-company adjustment strategy and
does not directly influence inequalities on the labor market.

35



market can change during a recession. These theories help to understand the
changes occurring during a recession that result in changes in the inequalities
seen on the labour market.

LABOUR MARKET ADJUSTMENT INEQUALITY ON THE
FLEXIBILITY MECHANISMS LABOUR MARKET
External numerical Number of Participation level
flexibility workers inequality
Internal numerical Number of Participation activeness
flexibility <— working —> inequality
hours
Wage flexibility < Wages LN Wage inequality

Figure 4. Relationship between labour market flexibility and inequalities on the labour
market dimensions (arrows indicate adjustment mechanisms, as developed by author)

Employers’ preferences as to which adjustment mechanisms should be used and
to which employees should be made redundant first have an important influence
on labour market flexibility and inequality. Most theories support the rigidness
of wages and adjustment via the number of workers. The following overview is
based to a great extent on Babecky et al. (2009). Implicit contract theory
(developed independently by Baily 1974, Gordon 1974 and Azariadis 1975; see
also Beaudry, DiNardo 1991 and 1995) explains why redundancies rather than
wage cuts occur during a recession. The theory refers to voluntary and self-
enforcing (i.e. neither party wishes to breach the contract because they would
both be worse-off) long-term agreements between employers and employees.
Risk-neutral employers insure risk-adverse employees against fluctuations in
marginal productivity by maintaining stable wages. Firms do this because in
this way they obtain labour more cheaply by guaranteeing that wages will not
decline in the long run. Since companies sign such contracts with employees
they consider more valuable, the theory supports better labour market prospects
for workers with a higher tenure and more skills. Such employees are at lower
risk of losing their jobs and tend to have more rigid wages even during the
recession.

According to the efficiency wage theory, a worker’s productivity depends
positively on his or her wage. Hence, firms avoid cutting wages even during
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recessions because this would lower productivity and negatively influence
profit. This means that other labour adjustment