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The paper evaluates the potential gains from labour immigration for the
European Union, After a review of the East-West migration problem and recent
western migration policies, governmentally controlled labour immigration is
studied in a framework with unions, unemployment and heterogenocus workers.
The model predicts a decline in wages with unskilled and skilled immigration if
both types of workers are complements. Only skiled migration reduces
unemployment, however. This disequilibnum framework is calibrated using
German data and compared with an equilibrum framework to study migration
gains and distributional effects. if labour markets are in equilibrium, unskilled
immugration will provide larger gains than skilled immigration, but the gains will
be small, and partly at the expense of the group of labour that expenences no
competitive threal. In the tace ot unskilled umemployment, unskilled
immigration can result in large migration losses while skilled immigration can
provide substantial migration gains.
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NON-TECHNICAL SUMMARY

East-West migration is a key issue of European integration. It seems likely that
capital mobility and trade liberalization will act too slowly, and hence leave
substantial potential for East-West labour migration. The paper evaluates the
potential gains or losses from labour migration for the European Union in the
face of various policy regimes. It begins with a review of the East-West
migration problem and a summary of recent western permanent and
temporary migration policies. After providing a disequilibrium framework that
accounts tor unskilled unemployment, the modal is calibrated and compared
with an equilibrium framework to provide more sophisticated estimates of the
size and direction ot migration gains under varicus behavioural regimes. 1t is
argued that migrating skilled workers who are currently unemployed or
underemployed in Central and Eastern Europe may have positive effects on
economic welfare i the European Union without harming the sending
countries, even if there is unskilled unemployment in the West.

Migration flows from Central and Eastern Europe fo the European Union were
predicted to be between a low of five million and a more speculative 40 million
people (not workers) over a decade. The upper bound is qualified in the paper.
Nevertheless, there are large immigration pressures at least in the short run,
which may resuit in illegal immigration i no official channels tor labour
migration are available. Western Europe must also be prepared for more
migration in the long run if the East-West differences in the ageing process
prevall, and at least some Central and East European countries are permitied
entry to the European Union as has already been promised. Assuming that
future migration streams will flow along ethnic networks, the paper predicts
that East-West migration will largely be a German issue.

The persistently high unemployment rates in the West seem to preclude
experiments with liberal immigration polficies. It is no surprise, therefore, that a
review of recent immigration policies in the European Union finds Europe to be
resistant, and essentially closed, to tereign Jabour. Nevertheless, there have
recently been indications of a temporary immigration policy towards Central
and Eastern Europe in specific labour market segments ot Germany.

Governmentally controlled labour immigration is then studied in a tramework
comprising unions, unemployment and heterogenous workers, where unions
create unemployment in the unskilled labour market. To simplify, the model
assumes only two types of labour — skilled and unskilled workers — who
operate in two segmented labour markets. The model predicts a dacline in the




wages of unskifled workers, with both unskilled and skilled immigration, if both
types of workers are complements. Complementarity implies that an increase
in the size of one type of labour (say unskilled workers) increases the
productivity and hence the wages of the other type of labour (say skilied
workers). But while unskilled unemployment tends 1o increase in the case ot
unskilled immigration, skilled immigration reduces unempioyment in the labour
market.

What does this mean tor the benefits and losses of migration for the native
tactors ot production and for the migrants themselves? Although # is difficult to
get an idea of the scope and relevance of the problem, the use of simple
calibration techniques helps to clarify the answers.

We study migration’s gams and distributional effects in various cases using the
disequilibrium tramework developed in the paper; calibrated using German
data and contrasted with an equilibrium framework. Since Germany will take
by far the largest share, it seems sensible to work with German data. Using
data tor the entire Furopean Umon would not significantly alter the resuits,
however.

The traditional model, with both labour markets in full equilibrium, serves as a
benchmark case. Gains from immigration are calculated in terms of increases
in the national income ot natives. if labour markets are In equilibrium, unskiiled
immigration provides larger gams than skilled immigration in Europe, but these
gains will be small. A similar exercise tor the United States has revealed the
opposite result, however,

For Germany, a 10% increase in the labour-torce, approximately 2.8 million
toreign workers, would lead to direct gains tor natives ot around 0.24% ot
national income (DM 5 billion) in the case ot skilled immigration; and around
0.81% (DM 17 billion) in the case of unskilied immigration. Total benefits tor
natives and toreigners are much larger for skilled migration than tor unskilled
migration, however. It is also clear that not all factors ot production win in this
process. While capital always experiences gains trom immigration, these gamns
are largest in the case of 100% skilled immigration, while the iabour group
competing with the immigrants Is losing. Hence thers are complicated
redistribution issues involved if the compensation ot losers is necessary. The
paper also calculates the tax and unemployment insurance contributions of
migrants, which are much larger for skilled migration making this option more
valuable, at least in the case of temporary immigration.

In a disequilibrium framework tor unskilled labour. unskilled immigration seems
1o be a somewhat risky business for governments. The nature of the problem



is the unknown size of unemployment caused by immigration, and the
associated losses in income for natives. Potential josses in the paper total 5%
of national income. This is different for skilled immigration, however, with its
potential for increasing demand tor unskilled unemployed natives. Here there
are substantial gains from migration, which are calculated to be up to 4% ot
national income at current unemployment rates. This would add to gains of 2%
from migrants’ tax payments and unemployment insurance contributions.

There thus seems to be a case for a selective immigration policy towards
labour market segments with excess demand, even if olher segments are
experiencing high unemployment. For some time Central and East European
labour markets will have an underufilized stock of qualified workers.
Temporary work contracts in the West would avoid the depreciation ot their
human capital, induce investment in human capital, and may positively affect
employment in the low-skilled labour markets of the receiving country.
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1. Introduction

East-Wesl migration 15 a central theme for the EU (European Union) integration process of central
Europe. There 15 no doubt about the attractiveness of the political vision of integration. In the fong-
run, there is also the economic vision of larger markets 1n a prosperous larger union of states. The
1ssue is speed: Speed of convergence of economuc conditions, and pnonty in the flexibility of trade,
captial and Iabor. This paper argues that investng m Eastern Europe or liberalizing trade with these
countries will not act cuckly enough to relieve current demand for economic development and
current pressure to mugrate. On the contrary, a selective (at first temporary) immigration policy of
the EU concernmg Central Europe mught be useful. [t s suggested that East-West migration offers
the zlternatve of skilled or unskilled rugration and therefore introduces a mew (qualitntive)
component to a Europear mugraten policy.

In the short-run, the ssue is dominated by the problem of economic transition to a market
economy in the East and from high levels of unemployment to lower levels i the West. in spite of
the current ecorormic ensis in the West with its 19 million unempioyed in the EU in 1993, there are
substantial economic Fast-West differences. However, it 1s unclear to what extent these differences
cause out-migrauon. Previous experience with inner West-European mugration suggests that kibor
mobiity s rather stow mn adiusting wage and unemployment differentials. The experience so far with
the anucipated mass mugration from the East confirms this wiew. Nevertheless, the hgh
unempioyment rates in the West, Targer than 10% in the EU in 1993, feed the emoticnal debates on
rmigration in the West and the reluctance of policy makers to consider economuc mugration policies.

If the developed economies do not become jobless socicties, and given the stability of the
current population projections, the long-run immigration issue of the EU may well be dommated by

demographics. The most important demographic chaltenges for Europe mn the next decade are (i)
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world-wide migration pressures from the less-developed regions of currently about 80-100 million
peapie and the East-West mugration potential, which was estumated between 5 and 40 million
people, (i) a gecline of West European populauon and fast growing countries 1z Eastern Europe,
and (it} a considerably agmg iabor force m Western Europe, From these developments it seems easy
to predict that the next decade will see a large mugration pressure from East Europe which badly
requires a policy response. Migration policies therefore tave to consider jointly short-run and long-
run 1ssues. There 15 also a potential choice between South-North and East-West rmsgrabion.

The analysis m this paper concentrates on ecenomuc {labor) magration from the East to the
West. Is mugration petentally harmful or beneficrat? Shouid a nugration policy be setective? Section
2 discusses the current situation e the labor markets, the demographic development in the EU and
Eastern Europe as well as past mugration fiows from the East 1o the West since the collapse of the
socialist regimes m Central and Eastern Evrope. Section 3 summanizes current developments in
mugration policies m the EU and discusses some opuions for the future, Section 4 presents 2
theoretical framework to study the Jabor market effects of immigration. In Secton 5, this framework
15 used to provide some rough calculattons of the et benefits the West can expect from East-West

mugration using Germany as a benchmark case. Section 6 concludes.

2. Economic Situation and Migration Potential

It is hardly possible to estimate the potentiaf migration flow from East to West Europe. Several
studies which have tned to esumate the extent of this migration wave arrrved at very different
results. Many newspapers and politicians have specutated that apout 20-40 million East Europeans
will enugrate. Estimates which have been based on opinion polis in the sending countries suggest

that between 13 and 27 million people are planning a move to the West (Coleman (1993}), whereas
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more modest predicunns expect zbout 5 million people to migrate to Westem Europe (see FOM
(1991)). Assuming that 5-40 million would come within the penied 1894-2000 to the EU, this would
ymply an average inflow of 0.2-1.6% of the popuiation size of the EU in 1994, Immugranion to
Germany m the last decades had aiways been around 1%. (See Schmidt and Zimmermann {1992) for
a discussion of the German migration expencace since World War 11.) Hence, at the lower end of
the predicuons, mugration would not seens to be 2 potenual burden.

The future of East-West mugraton largely depends on political siabiiity sn the East and the
economic and demographic development in Eastem and Western Europe. Furthermore, the
migratien policies of West European countnes, described in the next sechion, piay an important part.
With respect to the political situation 1 the East, 1t can be cbserved that democraug structures and
fhuman nghss have been develaped very quickly, but their stability 1 most counines {perhaps with
the exception of Poland, the Czech Republic and Hungary} is still questionable. Therefore, politicaily
motwvated mugranon may gradually be dissappearzng, but 1t cannot be excluded.

Economuc thaories of mugration conciude that the economuc conditions in the sending
country relative to the recetving country are important determinants of the pugration decision. {An
overview of economuc theones and theirr empirical cvaluations is provided by Bauer and
Zimmermann (1995).) Table | exhibits some economuc indicators of West and East European
countmies m 1993. The process of transforming the previously centraily planned economses of
Eastern Europe o market econommies does not progress at the same rate m all ransition couniries.
In Eastern Europe, reductions m employment over the three years 1990-1992 vaned widely.
Whereas the decline was less than 5% in the Commonwealth of Independent States (CLS) and
Romania, 1 reached nearfy 309 in Bulgaria With the exception of the Unsted Kingdom,

employment decline m the EU countnes was lower than 1n ali East European countnes.
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In all East European countries the transition 1o a market economy was followed by a sharp
increase m unempioyment which was not existent, at least officially, under centrat Dlanmng.
(Schmidt (1994b) provides a recent analysis of unemployment m Poland.} 1n 1993, the
unemployment rates 1 Eastern Europe vaned widely from 1% m CIS and 3.3% m the Czech
Republic to 25% in Albania. In 1993 rope of the EU countnes had less than 5% unemployment, and
only Albania had a higher unemployinent rate than Spasn and Irefand. Thus, there seems to be litue
potentsat for large-scale movements from the East 1o the WesL Despite of the high unemployment
fates mn the West there 15 demand for high-skilled techmcal and professional workers especially 1n
wformauoen echaoiogy as well as for low-skilled service workers. For mstance, CIS specralists m
space technologies, lasers, low-iemperature physics and supercopductivily, some fields 1 medicine
and computer software: may be 1n great demand in the West (Coleman (1993)), If these high-skilled
workers want to live il the West permanently, their emugration could lead to a brawn demn in the East
European countnes with negative consequences for their future economic deveiopment. However,
in the case of temporary mugration these high-skilled workers would get acquaimied with Western
techmgues and therefore could help their source country afier returning.

Another ymportant factor encouraging migration in the short-term 15 the persistently hign
income differential between the East and the West. For instance, 1n 1993 an average worker i the
manufacturing indusiry 1n western Germany earned US $ 2058 per moath. In Hungary, the average
worker eamed 14.0%, m Poland 10.7%, 1n the Czech Republic 9.7%, in Slovakia §.3%, m Bulgana
5.5%, n Romania 3.5%, and in the CIS 2.5% of the German earnings. Howeves, costs of living are
much lower m the Bast than in the West. One of the mamn problems of the transition countries has
been inflation. The third column of Tzble 1 shows the substantal differences m nflation rates

between East and West Europe. Due to high mflation rates, real wages m the East inereased only
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slightly, or fell in 1993, leading 10 tpcreasing real wage differentals between the transition counines
and Western Europe. Furthermore, policy meassres agaiist inflatton may affect employment
negatvely and therefore 1ncrease the MIgralicn pressure.

The GDP growth rales in 1993 ndicate that the cconomic situation m some Eastern
countries improved significantly and therefore lowered the migratson pressure. On average, GDP in
Eastern Europe fell between 4.8% in 1990 and 16.9% m 1992. In 1993, Albama and Poland exhibit
GDP growth of 11% and 4%, respecuvely. In Hungary and the Czech Republic, GDP fell by 1-2%
which was also ebserved in some EU-countnes like Belgum, Germany, Pertugal and Spain. The
5 11 Slovakia and 129 1n the C15

GDP in Romama remamed constant, while 1t fell 5% 1n Bulgana, 69

(Economue Commussien for Europe (1994)).

1n the fong-run, differences m demographic development may be an mmportant doving force
behind the upcoming era of push-migration {Zimmermann {1995)). Stagnaung, amng populat:ons
tend to attract migrants, while young and large populalions generale more mobile mdividuals. As
Table 2 predicts, the share of the population over the age of 65 will nse m all countnes of the
European Limion, This aging process 15 the Jowest in United Kingdom where the size of the over-05
group will increase from 15.7% to 10.49; aver the 1990-2025 penad, and highest 1n Greece where
the size of the same group will increase from 13.8 % 10 22.2 % n the same penod. Conversely, with
the exception of Ireland, the working age ( 15-64) population share declines in all EU-countries by
2-5 percentage potnts over the same period. “Pable 2 indicates large differences m the demographic
sttuation and future development among East European countries. Whereas Bulgana and Hungary
show a similar demographic development relative to West European countties, all other East
Furopean countries are charactenized by relabively smaller age groups beyond age 65 and relatively

larger cohorts for ages 0-14. This difference m the demographic pattern between maost of the East
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European countries and the EU countries may offer a mugrahon potential for young people in the
East, due 1o labor shortages mn the West, especially in occupations usually filled by young peopie
(Coteman {1993)).

An mteresung question 1n the East-West nugranon discusston 15 which countnies are likely
to attract which mugranis? This will be largely a question of ethme networks. Table 3 shows the
residents in the European Union according to natienality, which offers some clues as to the existence
of ethnic networks. About 5 million people from the EU live m other member states, most of them
ending up i Germany, France or the United Kingdom. In 1992, about 10 million peopie or 2.9% of
the total EU popuiation was from outside the EU. About 3.2 million are from Turkey and the former
Yugosiawia, 2.8 million from Africa, 1.6 million from Assa and 0.7 million from Centrat and Eastern
Europe. People from areas outside the European Union predomunantly po to Germany, ard even
Asia has a larger group m Germany than the United Kingdom. (Many Asians, however, carry UK
passports.) Among the major European immgration countries, Germany attracts Turks and peopie
from the former Yugoslavia, France receives Aficans, and the Untied Kingdom attracts mamiy
mugrasts from the EU member states.

According to Table 3, about 74% of all immugrants from Central and Eastern Europe are 1o
Germany, followed by France, the United Kingdom and Gresce. Due 1o historical cornections with
Hungary, the former CSFR and Bulgana, Austria seems to be another inportant recerving couniry
for East European emigranis. However, the numbers 1 Table 3 do not mclude immigrants of
German ongn from East Europe called Ausstedler which sutomatically become German citizens.
(An extensive discusston of the migranon of ethnic Germans 1s given by Schmidt (1994).) Figure |
exhibits the immigration of ethnic Germans to West Germany since 1950. As a consequence of the

collapse of the socialist regimes, the infiow of Aussiedler in West Germany jumped from 78,498 in
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1987 to 202,645 mn 1988, 377,042 : 1989 and 397,067 i 1990. Consequently, the German
government aliered the eniry procedures for Aussiedler in 1950, requiring them 1o apply for entry
before armval, This measure fed 1o a reduced immgration flow: 221,974 in 1991, 230,489 in 1992
and 218,882 in 1993. In the penod 1988 1o 1993, 51.2% of the Ausstedier came from the former
USSR, 35.7% from Poland and 12.2% from Romanta. At the end of 1992, 3.5 million ethme
Germans were stil! fiving 1a Central and Easlern Europe.

To summarzze, i 15 unclear to what extent the econemic differences between East and West
Europe will cause out-pugraton 1n the short-run. Previous expenence with migranon within the EU
suggests that jabor mobility 1s rather slow 1 adjusung wage and uncmployment differennals. In the
long-run, the shnnking populaton and the agng iabor force 1n Western Europe and the growing
populaizon m Eastern Europe may encourage mugration from the East to the WesL Assumung that

futere migration streams will flow along exisung ethmc retworks, East-West mugration s likely to

be manly a Gesman problem whereas South-North mugrauion will affect other EU member

countnies.

3. EU Migration Polictes and Options for the Future

3.1, Cammon Polictes of the EU

In this section we discuss the mugration policies :n Western Burope after the cellapse of the socialist
regimes 1 Central and Eastern Europe m [958 and afterwards. {A survey of European migraton
policies after World War [l is provided by Zimmermann (1994a, 1995)). EU mugration policy 15
marked by two different developments. Migration within the EU member states has been liberalized
steadily since the original Treaty of Rome of 1957. This development has found its conclusion m

Articke 8a of the Sirgle European Act which requires the achievement of free movement of people,
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capuat, goods and services since Janvary 1, 1993. This wmplies the abolishment of controls at the
iatenor borders of the E{J,

In contrast to the policies regarding mternai mugration, a collective poliey of the European
Urton with respect 10 1mmugration from outside the EU is Just n ats infancy, (See Zimmermmann
{1994a, 1994b, 1995) for a comprehensive discussion of the mmagration policies of the EU.) The
necessity of o common EU ugmtion policy was coupled with the plan of a common European
mirket, as the gbolition of interior borders results 1 a dependency of each member state on the
unmugratien policy of the other states. Once a foreigner enters the temtory of the EU, further
migration of this person cannot be controlted. The first sleps towards a Joint EU migranon policy
were the Schengen Accords of June 1985 (Schengen 1) and June 19, 1990 (Schengen I1} and the
accord of Dublin from June 15, 1890. The mamn objectives of the Schengen mitiatve are the
eliminatron of internal border checks, consistent and bghier external border controls, a unified visa
policy, the coordinaton of different national asylum policies and the mstallation of 2 common
mformation system called SIS {Schengen-Information-System), The harmomzation of the visa
policies only covers wisas for foreigners who want to stay n the EU for no longer than 3 months. To
obtun a visa, foremers have to prove that they are able 1o bear therr costs of living. The long-term
visa policy was ieft to the nanonal governments because 1t is assumed that a person canngt
guarantee self-financed Hving for longer than 3 months without working m the eountry of
destimation,

The agreements of Schengen II with respect 1o the coordination of the asylum policies are
nearly identical to the accord of Dublin which regulates the responsibility for asytum applications. If
an asylumn secker enters the EU illegally, his case must be reviewed by the member state he first

entered. Each contracting party has to readmit persons of third countries to therr terntory if they
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have itegally migrated 1o another contracung sie. On the other hand, the state 1n which a person
resides legally can either repatnate this person 1o the country which the mdividual last entered
legally or, if he has tansiited through another state of the Schengen group, to this state, Figure 2
shows the counines which signed the Schengen Accord. The wmitial member countries were the
Benclux States, France and Germany. Meanwhile Haty, Porwugal and Spain have jomned the
Schengen group, whereas ireland, the United Kingdom and Denmark refused (o participate. Austria
fias signed the accord in April 1995. On March 26, 1995 the Schengen accord became effectve in
the Benehsx States, France, Germany, Portugal and Spam,

An important step towards a common EtJ imimgranon policy can be seenn the Maastnicht
“Treaty of 1992, The main progress has been the definition of an active common 1mmigrauon policy
mcluding the harmonizaucn of visa polic1es, COMMON MEAsures agamst illegal impugrauon and a
new framework for the harmonizauon of the different natonal {political) asylum laws, With respect
10 the visa policy, the Maasmcht Treaty 15 not as far reaching as Schengen Il Neither the condition
for grving a visa permussion, the tme of validity of a visa, nor the reciprocal recognition of visa
petwesn the EU member states have been regulated. However, the EU commussion gets the right to
propose 10 s member countries which sending country fall under visa obligations. Regarding
asylum policy, 1t was decided 1o smplement the accards of Dublin and Schengen. in addition, the
harmontzation of politicat asylum acceplance crterons and repatriation pelicies, as well as the
instaliation of a central informanon agency aumilar to the SIS were agreed upon. The mntention of
considerimg labor market aspects m the development of a common mmmigration policy has been
formulated. In spite of these developments, the European Union has no explicit collective fabor
immigration policy. Rather there 15 a tendency to leave the ummagraton 1ssue to the nauonal

governments. The current debate has not many econopmic perspectives.
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3.2. Nanonal Immugranon Policies

Recent national inmigrauoa policies are characterized by the realization of the agreements of
Schengen II, the accorg of Dublin and the Maasincht Treaty on the one hand angd measures which
iry to cope with the phenomenon of increasing numbers of illegal immigrants and asylum seekers on
the other. For instance, 1n 1991 Germany reported 23,508 sezed illegal migrants. This munber
mereased {0 45,675 in 1992, (Presse- und Informauonsamt der Buadesregierung (1993).) Table 4
shows the development of asylum seekers in the persod from 198% t0 1993 and ther distribunion
over selected European cousntries. In the penod 1988 10 1991, the numbers of asylum seckers
increased shamply m aimost alt West European countries. Table 4 also indicates, that asyium seckers
from Eastern Europe go predomanantly to Germany. It 15 evident that the number of politicat asylum
applicants 15 smaller 1n relatively small and poor countnies and larger in countries with liberal asyium
faws like Germany and Sweden.

The following measures have been adopted by most of the EU members to control
immigration fiows more effectvely: Tightening of border controls, extension of visz requirements
coupied with an increased number of checks on employers, and swifter processing of asylum
appiications. {See SOPEMI (1994).) Furthermore, most EU countres do not accept asylum
applications from persens ongnating v countries that are paries to the Geneva Conventicn on
Refugees. In 1991, the Schenger group and Poland signed a repatriation agreement which puts the
Schengen Il agreement mto force, Furthermore, Germany has signed sumilar treaties with the Czech
Republic- (May 1993) and Romama (November 1992), ms has Austria with the former
Czechoslovakia and Poland. The apreements between CGermany and Poland, the Czech Republic and
Romania include technical and firancial hefp to compensate for the costs which anse due 1o these

treaties, (For instance m 1993 and 1994 Germany paid DM 120 miltion 1 financial help 1o Poland




i1 Thomas Bauer ged Klaus F, Zinunerann

(Bundesmumstensum der Finanzen (1994).) On July 1, 1953, Germany passed a new asylum law
which states that mdividuals Fom so-called “safe” countries (EU-member countries, couniries which
are members of the EETA, Polard, the Czech Republie, Bulgans, Romania, the Slovak Republic,
Hungary, Gambia, Ghana and Sencgal) can u0 longer ciamm political asylum. Maost of the other
Furopean countries also refuse asyium seekers from these "safe” countries. As Table 4
demonstrates, these more restncuve political asylum poticics Testit 1 2 slight decrease of the
number of asylum seekers, especrally i Austria and in Germany 1n 1993, Whether or not asyism
seekers are allowed o work during the processing of the application 15 handied in a different way.
Whereas Germany permutted asylum seekers to work in order to reduce the high costs of financiai
support to these persons (in 1590 the expenses for socral help and accommodaton of asylum seckers
was estimated 10 reach DM © billion in Germany), France prohibits asylum seekers from working in
order to discourage economically motvated applications (SOPEMI (1954)).

Recently, a more selecuve immigration policy of West European countries can be observed.
Several bilateral agreements between West European and East Furopean coustries reguiating
seasonal work te.g. the 1991 agreement between the former CSFR and Germany or the 1992
arrangement between France and Potand) and reciprocal employment (e.g. between Gemmany and
Hungary or the former CSFR and the Cotnmussion of the European Umon m 1991) have been
signed. In tmost cases, these agreements deal with stiort-lerm employment only, limiting the number
of workers and requiring speciat characteristics of the applicants.

For example, there exist four possibilities for East Furopeans 10 work temporarily m
Germany. (See Bundesanstalt fiir Arbert {1994).) First, 1t is possible to work as so-called
Werkvertragsarbeitnehmer. According to these agreements, Fast European firms are allowed to

employ therr own workers in project-linked work arrangements which are co-ordinated under
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contracts with German firms. The number of workers who can work under this treaty 1s usuaily
Lputed by the agreements. Each year, these quotas are adapted to the labor markel simation
Germany. The wage of the Werkvertragsarbeimehmer must be the same as that of German workers.
Furthermore, the validity of these work permuts 1s resineted to 3 years. These kinds of agreements
are mosiy used in construction, wros, and steel industrics.

Second, if an msuficient number of German workers are available, workess from Poland, the
former CSFR, Bulgana, Roman:a and Hungary couid work i Germany as seasonal workers for a
maximum of three months. These workers are rmainly employed in agriculiure and by hetels and
restaurants. Furthermore, Germany slarted guesremployee programs with Albama, Bulgana,
Lettland, Potand, Romania, Hungary, the former CSFR, Latvia and the Russian Federation. The aim
of these programs 15 to improve the professional and linguistic skills of the parucipants, The
participants have to meet the requirements of completed vocauonal education, basic knowledge of
German and bemg between 18 and 40 years old. These work permuts are also limied by quotas and
are restricted to 18 months, Individuals in Poland and the Czech Republic living near the German
border could work i Germany as so-called Grenzarbertnelmer if they return each day or if they
work 11 Germany for a maximum of 2 days per week.

Table 5 demonstrates that the number of workers, wha entered Germany through one of the
first three agreements was remarkably high, 176,740 persons 1 1991, 311,412 persons in 1992 and
256,534 persons in 1993, Therefore, the number of East Furopean workers who made use of one of
these agreements in 1992 reached 15.3% of all foreign workers in Germany. Maost of these workers
came from Poiand. In 1993 a total number of 166,224 Polish worked on a temporary basts in
Germany, nearly as many as ftalian guestworkers (200,319) and more than Spanisi (55,282), Greek

{121,787) and Portuguese (50,276) guestworkers n September of the same year,
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3.3. Oprions for the Future

As 2 result of free labor and product markets within the EU, the member countries ase unable to
follow imdependent nugrabon palicies without potenually harmung others. Therefore, the European
Union should consider a unified mazrauon policy. {A general anaiysis of mugration policy 1ssues 15
prven by Straubhaar and Zimmermann (1993).) Several strategies could be pursued. First, it aught
pe tempting for ndustnalized counines to consider a sclective mmigration policy to attract highly
qualified workers needed in mnovative mndusines. So far, foreigners i Europe are more attracied to
those mdustries that employ jower qualified workers (Zimmermmann (1995)). To reach the goal of &
selecuve wnmugrauon policy the Canadian and Australian inmigration modeis, which have been
shown 10 be very efficient 1n selecang mugrants, could serve as a starung pomnt

Cost-benefit considerauons are at the center of the economic analysis of immigraton. A
country should allow wmmugmaon if the margmal productivity of the forergners for the counlry 15
higher than thewr marginal costs of integration. I there are substantial immigration costs for the
TECEVIBE countres, they can be compensated by imposing fnancial constraints on migrants to sharce
the burden, e.2. a eniry fee. Moreover, these fees might be an efficient measure 10 control and
smooth the immigration flows.

Some econenc theones conclude that free trade and free capital mobility could replace free
Iabor mobility. However, tn spite of the fact that a substangial part of goods znd services are non-
tradeable, 1mport competition and foresgn mvestments due to cheap laber 1 Eastern and Centrl
Europe may also crowd out natve workers. Furthermore, free trade and free capital mobility are not
useful in stopping short-term immugration, because 1t may tzke a decade usntil free trade and the

necessary capital mvestments become effective. Available evidence in developing countnes suggests
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that econcmuc transfers and deveiopment policies supporung cconomic growth i the sending
countries are not adequate policy optiors, because these kinds of measures often destabilize their
econonues and creates new economic pressures for short-tlerm emigration.

In the following we will present and calibrate a modet which demenstrates that immugration
might be beneficaal for society as a whole even m the presence of high unemplioyment, because 1t
may erode msulutional constramis on the labor market. The resuits will demonstrate that the
European Union would better consider a unified policy of selective immigration: {o chansel and
coordinate the fiows of immigrants and to secure the competitiveness 11 wnlemationat markets with

high mnovative actvity by attrecting highly qualified workers needed in these innovative imdustnies.

4. Theoretical Feamework

This section outlines our model on which the simulatons of Section 5 are based. If labor 15
homogeneous, the standard competitive framework predicts an mncrease of total welfare at the
expense of labor, because the wage rate 1s lower after immugratzon. However, wages may not be
downward flexible, perhaps due to the behavior of untons. {See Schmidt, Stilz and Zimmermann
(1994) for a theoretical treatment of this issue.) If umon behavior remains unaffecied by
unmgraton, unemployment may rise substantially. On the other hand, unions” wage-empioyment
choice may be affected by the pressure of immigration. If labor 15 heterogenous, the key 1ssue for the
evaluation of the wage effects of 1mmugrant Iabor 15 whether foreigners are subsututes or
complements to which group of natives. To simplify the anatysis, assume that there are only two
types of labor, qualified or educated workers, and less-gualified or less-educated workers, We will
call the former skilled and the latier uaskilled workers. One reasonable assumption 15 that skilied and

unskilled workers are complements. Then one scenano 15 that immigrants are substitutes to unskilled




15 Thomas Bauer and Klaus F. Zimmermann
natives and complements 1o skilled natrves. Hence, mereased immigration may depress wages and
(possibly) increase unemployment of unskilled workers and may induce the reverse effects for the
skilled natives. The reverse may happen in a scenano with skilled immugrauon.

While a formal treatment 15 left to Appendix A, we briefly outline the framework and provide
the intuition. The economy 1s assumed to produce a single output according to a constant-rerurns-
to-scate production function with capitai, skilled iabor and unskilled labor. Output price 15
considered to be pre-deterrined and both types of labor are q-complements {the standard case}.
Natives supply input factors at fixed levels. Immigrants are either perfect substitutes to unskiited
natives or to skilled natives. They do not carry any capual with them and have no effect on the
demand-side of the economy. The level of immugrauon relative to the nat:ve poputation 15 fixed by
governmental rules, and we will conceatrate here on pure labor immigration. A monopoly union sets
the wage in the market for uaskilled iabor and employers then choose the level of employment in this
rmatket, whereas the market wage of skilled labor is determemed by competitive forces. Nevertheless,
the wnion cares about the wages of the skilied workers, which are affected by the employment ievel
determined m the market of the unskilled workers. This spill-over is generated by e standard
neoclassical produchon techaology.

The consegquences of skilled or unskilled labor immigration i such a model can te studied
by use of Figure 3. The upper panei considers the casc of immgmation of unskilled labor. While the
Iabor market of the skilled is controlled by competitive forces (see A, in Figure (3a)), the monapoly

unzon sets a higher than the equilibnum wage in the rarket for unskilled labor (ses B, m Figure

(3b)). This causes unemployment at level L.-L for the unskilled. The unios is concerned about the

earnings of the skilled and unskilled workers. Upon unskilled immigration {sec the shift of the labor
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supply curve n Figure (3h)}, 1t therefore accepts a lower wage levei for the unskilled (B, ). Since
both types of labor are compiements, the increased unskilled employment (L) shifis the demana
curve for skilled workers upwards (see Figure {3a)), and the wage rate of skilled workers 1
increasing (sze A, in Figure (3a)). As a result, the umion unskilled wage falls and drives the economy
in the direction of the equilibmum pomt of a competitive labor market. In general, native
unempioyment may nise or fail. However, according to equat:on (AB) in the parametric framework
chosen in Appeadix A, the employment effect for unskilled nauves 15 negative.

The case of imrmgranon of skilled labor 1s even more obvious. The mereasmyg stock of
skilled labor {see the shift of the suppty curve 1n Figure (3¢)) doves the equilibrium point dowsn from
C; to C,. The demand for unskilled Jabor increases due to complementanty (see the shift of the
demand curve 1n Figure (3d)), and there will be a higher level of empioyment of unskilied workers,
whether or not the union decreases or increases the unskilled wage. While it does not seem piausible
that the unzen increases the unskilled wage strongly so that nat:ve employment falls, the theoretical
model in Appendix A even predicts that wages will fail {see D, 1n Figure (3d) and equation (A%) in
Appendix A). The mcreased level of unskitled employment agam shifts the demand curve for skilled
labor upwards (see C, 18 Figure (3c)). Hence, immugratien of skilled workers will Bkely cause a
decrease of the wages of the unskilled and a decline of native unemployment,

This anatysis suggests that there are complicated issues that determine whether one can
expect gains from immegranon and which groups will recetve them. In a competitive (equilibrium)
framework In both labor markets nauves will receive total gans, but those workers who are
substitutes to'immigrants will lose. In the union maodel outlined here effects are similar in rature. If
unskilled Iabor imemugrates, there will be gams for skilled natives, but unskilied natives receive lower

‘wages and face higher unempioyment. To what extent natives still recerve gamns in total depends on
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the concrete stuatos. fa the case of skilied labor immagration, both wages and uncmploymet will
decline, and total income of nauves will increase.

How mportant are the denved effects? For this purpose one has 10 eaibraie the model. The
next sechon will carefully study the polar cases and provide some estumates of the potential effects.
Since the previous secuons have forcefully stated that Germany 1s the majar European immigranon

country, and most East-Eurapean mugranis move to Genmany anyway, we use German daia to

calibrate the effects.

5. Caleunlating the Gains from Immigration

1n this section we cvaluate the benefils from immigrauon. At first, a simple equilibnum model with
full employment 1s used which 15 described in mere detail in Appendix B and follows closely the
work of Bonjas {1995}, In a second step, the caleulations are then modified 10 deat with a situation
where the unskilled labor market 15 1 disequilibrium. Here we draw on the theoretical model
outlined in the last section. The calibration 1s done using the following assumpuons based on 1993
German data: The national income m 1993 equais DM 2.108 wiilion. The stare of nanonal income
accrumng to unskilled workers 1s 1445, that of skilied workers 36% and that of capital 30%. These
numbers are derved from the German mucrocensus and the nationat accounts of the German
statistcal office. Assurmung a Cobb-Douglas approximation, we calcuiate from these aumbers the
factor price elastcity for unskilled labor as -0.85 and for skilled work as -0.43. The elasticity of the
wage of skilled workers with respect to a change mn the quanuty of unskilled workers 1 0.15, and
the elastcity of the wage of unskilled workers with respect to a change of skilled workers is 0.55.

Tt is further calculated that 27.1% of the work force 1s unskilied and 72.9% skilled, These numbers

are kept fixed throughout the analysis.
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Table 6 contans the calculated gains from imrrusgration using the sunple equilibnum modet
with full employment and different levels of immigration. Figure 4 demonstrates how these gams are
calcutated: If only uaskilled migrants are accepled (A=0) the total benefit of immugration 15 given by
the sum of the areas A, B and C, where area B 15 allocated to immugrants and areas A and C to
natives. It should be noted, that the benefits of the immigrants refers only to their income 1n the
receiving country. To caicuiate the net benefits from migration for the migrants, thetr forgone
earnings 10 the sending couniry and the mugration costs have to be substracted from the numbers
cafeuiated in this study. As Table 6 indicates, the total gain 15 caicuiated to be DM 91.822 billion or
4.36% of national mcome 18 1993 if 10% of the native work force {2.758 million persons}
wmmigrates. If 50% of the rnmigrants are skilled (A=0.5), this gan mereases to DM 132.044 billion
(6.26% of the nat:ona! income) and reaches a maximum of DM 156.934 billion (7.44% of the
national income) if all immigrants are skilled {A=1.0). In the case of skilled immigranosn, the gans of
natives m Figure 4 are the areas E and F, and the income of immugrants s L

Table 6 further allocales the total gan to skilled and unsldlled nauves and immigrants,
respectively. Inspectton of Figure 5 shows that irrespective of the sidll-composition of the
irmmugrants, most of this gain goes to skilled workers, followed by capitat and unskiifed workers,
Due to the higher average wage of skilled workers the highest ummugratios gam for immigrants 13
reached when only skilled persons move. Figure 6 reveals that the gain from wnrmigrauon for natives
mn the full employment model reaches a maximum of DM 17.078 billion (0.81% of the natgnal
meome) when only unskilled immigrants are accepted and reaches a muumum when 70% of the
mmmigrants are skilled. In a sunilar study for the U.S., Boras (1995} esumated a maximum

immigration g for natves of 2.4% of the GDP. This umplies that the gains of mugration are much

smatler in a European setting. Table 7 exhibits the calculated gaing from immigration if alternative
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elasticities are used. The results ndicate that the sinwlated effects of Table 6 are rather stable.

Figure 7 shows the distrtbutional effects of immugration m the equitibrivm model, which
could be quue dramatic. It appears that capal always benefits from untmigraton and that these
benefits mcrease with the share of skilled immugrants. The gamns of capital reaches DM 47 bitlion or
2.2 of national income if only skilled immuigration of 10% of the total native labor force oceurs.
Skilled native workers show a positive immigraton gain as long as no more than 44% of the
immugrants are skilled, and unsidlled native workers benefit from immigration if more than 80% of
the immigrants are skifled. Table 6 and Figure 7 also reveals that both types of labor could fose very
much through immigrauon, depending on the share of hnsugrants which substtute them. For
mstance, if 105 of the nauive work force immugrates and all immugrants are skilled, skilled nauve
waorkers lose 5.4% of thewr initial meome. The maximum Joss of unskilled sative workers 15
calculated to reach DM 62 billion or 219 of therr mitial inceme 1n the case of unskilled immigration
{see Table 6).

Table 8 examines the change of calculated immugrauocn gams of the full employment model
if unemployment of unskilfed natives and differcot rezctions of the union to immugration are taken
mto consideraton. (Exact formulze to calcuiate the gams of immigraton m the disequilibrium
framework are available from the authors on request.) Here we refer to the theoretical Section 4 and
Appendix A, First, we consider the case that H0% of the native work force immugrates and that all
unmugrants are unskitfed IF the union lowers the wage of unskilled workers such that native
unemployment remains constant, the immugration gam 15 the sum of the areas A, B and C in Figure
4 {scenario A II 2 in Table B). The immigration benefits 1n this situation are the same as in the full
employment model. Scenario 4 II b in Table 8 represents the situation where the union keeps the

wages of uaskilled Inbor fixed, and immugration leads 10 an equal increase in nattve unemployment.



20 Thomas Baver and Kiaus F. Zimmermann

Hence, natives lose area D m Figure 4 or DM 116,670 billion (calculated as w, multiplied by the
number of immygrants) which eguals the income of the immugrants. In this extreme scenano the totai
immigration gun is zero and the losses of natives are maxumzed. To obtain more moderate
solutions, or & partial crowding-out of unskilled natives, one has to accept further assumphons,
Based on the model outlined in Section 4 and Appendix A, the strength of the wage response of the
umien, and hence the increase m unskilled employment depends on B, the weight of nauve unskilied
employment 1 the umon's objective funetion. Considening different values of § (0.3, 0.5, 0.7) i
Table 8 it becomes clear that the mnaugration gam 15 decreasmg the closer B o1s (o one. The
theoretical basis for this inding s that the larger [ the more modest unson wage policies are. Unions
therefore react Jess responsive under migration pressure.

If oaly skilled immagration is considerad, the umon also has several possibilities to react 0
the resulting mcreased demand for unslalled workers. One extreme reaction is described by Scenario
B II a which considers the case that the union increases the wage i such & way that native
unemployment remains constant. Figure 4 reveals that in this case the gamns of natives remain to be
the same as in the full employment modet (sum of area E and F). The other extrem case (scenane B
II b m Table 8) 15 caused by a wage reduction resuiting 1n zero unemployment. In this case the gams
of natives from 1memrgration are calculated as the sum of the immugrat:on gan when only skilled
persons wnmgrate {areas E and F in Figure 4) plus the total immigration gam if only unskilled
HRmugration occurs which equals the number of unemployed natives (arcas G and H in Figure 4).
This case, which describes the maximum besefit from immugration for natives and i total, 15
estimated to result in a total immigration gain of DM 240.561 billien (11.41% of the natonal
meome) of which DM 88.627 billion (4.20% of the nattonal income} 15 received by the natives.

Similar 1o the case of unskilled immigration, the immigranon gamns decrease with f3, the union's
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weght of unskilled empioyment

The lzst row of Table 8 exhibits the resulting increase of native immugration benefits if tax
ard the unemployment wssurance payments are considered. These numbers include the mx and
unemployment msurance contributions of immigrants as well as the cosis and benefits of the
unempioyment msurance system which result from the varnanon in native employment levels. The

resulting gains of nattves are substanual. They reach 15 to 17 billion DM in the case of unskilleg

wunmmugraticn and 41 1o 44 billion DM if enly skilled imnugranis are accepted.

6. Conclusions

This paper has studied the perspectives and implicauons of East-West mugraton i Europe. It 15
argued that Wesiemn Europe, especially Germany, has seen significant nflow of nugranis, and that
this expenence was mostly beneficial. Further rugration ss seen as largely unavoidable, ot least from
counlries such as Poland, the Czech and Slovak Republics, and Hungary. There 15 substantal
political pressure for integration mio the Europeas Union. Reiying on the phenomenon of network
mugration, most of the migration pressure 1s expected to be directed to countnies like Germany and
Austria. However, the currently high unemployment rates in Western Europe seem not o permat
fiberal immigration policies. Consequently, a survey of the migraton policies of the European Union
has not revealed much flexibility, although a relevant member country (Germany) is executing some
significant temporary :mrmugration policies directed to Eastern Europe.

The 1ssue 15 whether immigration an the face of unemployment automatically causes problems
for the laber markets of the receiving country. The conclus:on here 1s that this is not the case. This
result 15 obtamed I two steps: At first, a theoretical framework provides a setung with

heterogeneous labor where skitled labor 15 m a competitive eguilibnum and unskilled laborism a
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disequilibrum  with unemployment  Unskilled 1mmugration may cause an mCTease the
unemployment of nauves, but aiso ¢ decline i the wages of the unskilled, and hence increases total
employment. Siilled immugracon will likely eause a decline of both types of wages and decrease
unskilled natsve unernployment

At second, the framework is calibrated 10 obtain some feeling for the size of the potental
gains and losses. Since Germany 1s likely to take a larger share, the calibration 15 done using the
most recent available German data (from 1993}, The traditionat full equilibnum model serves as a
penchmark case. Such & border case reveais gams for the receiving country, however they are much
smaller than often expecied. A 10% ncrease m (he kebor force {about 2.758 million immigrants)
would lead to direct gamns for the natives of about 0.24% of national income m the case of skilled
tmmugration and to about 0.81% tor about 17 billion DM} mn the case of unskilled immigration.
However, total benefits of natives and foretgners are much larger (7.44%) for skilled muigration than
for unskilled migration (4.36%). Also, tax payments and usempioyment msurance contributrons of
rugrants are much larger for skilled migration making this aption more valuable m practice. At least,
if one considers onty temporary Immugratos.

In z disequitibraum framework for unskilied labor, unskilled immgration 15 a rather nisky
strategy if one has no safe predictons about the employment effects. Losses could be up to 5% of
pauonal income. However, skilled immugrauon seems to be a vatuable option even s the face of
unempioyment. If both types of labor are complements as assumed in the present analysis, there
could be substantial gamns due to the improvement of the employment possibilities of unskilled
natives. (Gains could be up to 4% of natiosal income at current unemployment rales which would
add to the 2% gams from tax payments and unemploymenl msurance contributons of ralgrants.

Migrants themselves would recerve an mncome of about 7% of natronal income.
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Given the current excess suppiy of gualified workers 1 Eastera Europe and the need for
further improvements of tewr human capial n the process of transformaton, a temporary
wnmugrztion policy as executed currently by the German government seems o be a valuable opuon

for both the East and the West.
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Table 1: Economic Indicators of West, Central and East Europe in 1993%

Country Employment  Usemployment  Infintion Rate Average GDP Real

change (%) (%) (%¥F Monthly Growth Rate

(1950-1992)* Earnings {Ga)*

(U5 8y
West Europesn Counimes

Betgium -0.7 9.4 238 1667 -1.3
Denmurk ~1.0 10.4 1.7 2214 11
Francc -0,5 i0.8 332 1306 -0.7
Germany 2.6 5.6 13 2058 -1.9
Greese -0.9 9.8 13.7 660 -0.3
Ialy 0.7 1i.1 5. - .7
Ircinnd 0.1 184 20 1316 15
Netheriands 4.9 8.8 2.1 - 0.3
Partugal -3 5.0 6.5 - -12
Span -t.7 215 5.0 1134 -1.0
United Kingdom -34 105 3.3 1383 19
EU “i4 10.5 3.8 - -5
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Table 1 continued:

Cowmry Employment  Unemploymseat  Inflation Ruie Averupe GDI* Ren?
change (%) {% ¥ (%) Monthly Growth Raote
(1950.1992) Earpings (So}
(U5 sy
Ceniral and East Europesn Countries
Alban -217 IO 117.0* [ K]
Bulpana -28.7 16.4 70.0 114 -5.4
Czech Republik -8.8 25 200 199 <10
Hungary -1Z0 12.1 230 288 ~2.0
Poland -12.6 157 350 220 4.0
Romama -4.5 16.1 260.0 73 o
Slovakia -135 144 250 170 -6.0
Cis 4.0 1.0 900.0 51 -i2.0
= Sources: Econonue Commussion for Europe {1994} Swnistisshes Bundesasn {1995, 1994); Deutsche
Bundeshank (1994); Evropiische Kommussion {1994); DIV (158942, 1994b}; own calcuintions,
b Percentage change over the peniod.
* Percentage change over previous year.
> West European Countries: Average hourly wages in manufacturing mulitplied with hours worked per

week according 1o the trade union wage agreements mulitpiicd with 4.

b From January to September 1993,
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Table 2: Demographic Indicators»

Country Total Totai Ape

Populstion  Population  Structure

1994 Growth
Milliens) 1994-2025 1999 2025
[£73) 15-64 G5+ 15.64 654

West Europenn Countries

Belzium 10.0 -1.0 67.0 14.9 626 1.7
Denmark 52 -1.9 672 15.6 63.1 1.7
France 374 58 657 4.0 62.2 22
Germany 812 4.4 68.7 14.6 64.1 205
Greece 102 -L0 66.9 13.8 622 222
Ttaky 57.8 -2.8 68.6 14,1 633 223
Ireiznd 35 29 61.3 1.4 61,7 17.8
Netheriands 153 15.7 69.0 12.7 042 19.8
Portugat %9 G 66.0 13.1 645 8.9
Span 352 3.6 66.9 134 63.7 w02
United Kingdom 578 43 85.2 157 6.6 194
EU 3475 i3 67.3 145 63.4 207
Ceniral and East European Countries
Albana 33 364 620 52 66.9 114
Buigana 89 1.1 66.5 130 64.6 17.8
former CSFR 157 14.0 65.3 117 64.6 164
Hungary 10.5 -1.0 66.2 132 64.3 18.0
Patand 383 13.8 64.7 160 63.3 163
Romama 234 124 66.0 104 652 143
CIs 2845 211 64.9 9.3 G4.1 4.1

Sources: Burostat (]1991), Urited Natons Population Fund (1994), United Natsons Populatien Division (1992),

own caiculations.
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Table 3: Stock of Foreign Population in 1992 {in Thousands)*

Totnl EU Africa Asfiz Central  Poland  Reomamn  former
and East USSR
Europe
Belzium 9335 554.6 1848.6 24.1 6.9 438 09
Dentaark 1635 284 8.2 40.0 73 4.9 432 0.6
France! 3596.6 1311.8 16333 2270 63.0 47.1 5.1 4.7
Gerntany 6066.8 14873 36.4 5534 5504 2712 521 514
Greece 2133 615 209 a0 a5y 114 4.6 12.1
Jualy 537.0 113.2 170.2 85.8 20.8 9.1 52 22
MNeserlands 7319 176. 1977 56.8 102 4.6 0 1z
Portugal 114.0 3006 48.0G 4.5 0.6 0.1 a0 02
Spamn 360.7 158.2 62.9 323 KR 3
UK G124 800.5 165.4 500.1 49.3 254 4.8
EU 0519 ~ 2762.6 £564.1 7472 3858 109.9 §32
AUsITIa s113 715 3] 257 622 183 18.5 21
Finfand 375 5.5 iz 40 £2.1 67 0z 16.5
Sweden 493.8 725 2235 830 3138 161 5.5 34

1950,

Source: Eurostat (1994}



Table 4: Asylum Seekers in West European Countries in Thousand®
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Country 1985 1989 990 1%9F 1992 1993 Fron: Enst Europe
1988-19%2 1593
Beigium 5.1 8.1 3.0 152 117 269 1.0 77
Denmark 4.7 4.6 53 a6 13.9 [4.3 22 1.0
France 317 58.8 49.8 459 26.8 27.6 12.7 3.
Germany 1030 1213 1931 2560 4382 32238 257.2 1204
Greece 84 3.0 6.2 23 20 o9
flaly 8.3 23 4.8 233 2.5 1.5 -
Nethertands 7.5 13.9 212 21.6 173 354 8.8 32
Pormyga 0.4 0.2 0.1 0.3 07 2.
Spiun 33 2.9 6.9 73 127 13.8
United Kingdom 53 156 253 44.8 24.5 22.4 -
Austna 15.8 219 228 273 £6.3 47 49.5 05
Sweden 196 304 294 274 832  31é 54 1.1

hd Sourve: UNHCR (1994, 1095)
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Table 5: Short-Term Employed Workers from East Europe in Germany¥*

Bubgarm former Huspory Poland Romanin Tatal
CSFR

Werkvertrags-
arbeter:
1857
Total 486 3808 9109 26468 1478 51240
m % a% T4 17.8 587 25 190.0
1892
Totxl 1891 10550 12186 51011 7341 03912
n % 20 112 [ %58} 543 18 100.G
1993
Tota 3829 5359 £3563 21424 £3855 72734
% 5.3 1.6 18.5 295 19.1 100.0
Sensonal Workers:
1951
Total - 12600 4100 75700 - 123300
m% 102 23 6i.a £00.0
1062
Total - 28000 T200 136500 2900 252400
m% 13.2 3.4 645 1.4 100.0
1993
Total - 19800 5300 1435960 3500 181000

1o % 10.9 29 795 22 1000
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Table 5 continued:

Bulgaria former Hunpary {roland Romamz Tolal
CSFR

Guestworkers:
1991
Total - 400 1400 400 - 2200
% 18.2 5.6 182 100.0
1982
Totat 2000 2000 750 - 5100
w0 % 352 9.2 14.7 100.0
1853
Toud 1600 1400 900 - 5800
mn % 7.6 4] 153 1000

= Saurce: Bundesznstalt fir Arbent (1992, 1993, 1994)
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Table 6: Gains of Immigration: Full Employment Model (Billion DM)

Gains of Natives Gasns of Migmats

Total Total Skilled Unskilled Skilled Unskilled

inflow = 105

A=l 91.812 17078 51,420 -61.888 4] 74743

A=05 132044 .372 -6.763 25479 80.708 47.965

A=10 156.934 4598 -64.053 2187 151936 4]
Inflow = 5%

A=8 50.181 4.270 28.16G1 -18.386 ¢ 45911

A=05 06,865 0.843 ~2.974 -16.243 40418 25.604

L=18 79.7:6 1.24% -33.826 11166 78.467 a

Enfllow = 1%

A=0 10.719 0,173 6003 -8.048 o 10548
A=05 13.508 0.034 ~5.530 -3.489 £.094 5.380
A= L0 16.143 4.050 ~7.033 2.260 16.093 0

Notee The calelntions assume that navenal inceme cquats DM 2,108 biltion, that the share of nauonal incotne sccruing
to unskilled workers 1s 14 %, that of skilied workers 56 % and that of capital 30 %. The income shares are
assurmed 10 reman unchanaced dunag immigration, The elasticity of factor prce for the unskitled is -0.83, that for
the sktled 15 -0.45. The clastcity of the wage of skilled workers with respect to a change 1o the quaniity of
unskilled is 0.15, that of unskilied workers with respeet to 3 change of skilled workers 15 6.55. Furthermore 115
assumed, that 27.F % of the pative labor force s unskilied and T30 % i5 skilled, These pumbers are alf denved

from Germen data for 1993 as explained in the text. The fraction of skilled rmugrants is denoted by X,
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Table 7: Gains of Immigration: Fuli Employment at 10% Inflew (Billion DM)

Gains of Notives Gans of Migranis
Totat Tota? Skilled Unskifled Skilled Unskilled
g 0852 €, = -0.88; g = 0.15; €5 =0.58
A=0 91.822 17.078 51.420 -6}1.888 1] 74743
Am05 132.044 2372 -6.763 -25.479 80.708 47.965
A=140 156934 4998 -64.053 21971 15:.936 0
Egr =087 €, = 05 e = 0.15; g, =0.55
L=8 98.854 10.046 55358 -74.968 5} 88.808
A=05 131,663 1752 -5.578 -32.768 20430 51481
A=L0 156378 5.553 -63.253 21.893 150.825 1}
€06, =-1L2 €5 =0.15; €, = 8.55
i=¢0 84.730 24011 47482 -48.808 0 £0.679
A=05 130,950 44316 -8.747 26,0182 0.03% 44.449
A=10 159.710 2221 -68.051 22.359 o075 o
£ = -0.45; €, = -1L.85; £ = 0.01; g5 = 0.06
A= 91.822 17.078 5140 -61.888 0 74.743
h=05 130.084 5332 -5.769 -27.923 78,616 46.135
A=10 156.934 4.598 -64.053 21.571 131,936 0
€ = -0.45; €, =-0.85; €., =03; ¢,;c= LI
A=0 a[.822 17078 51420 -61.883 4] #4743
A=05 £34.192 1.224 ~7.801 -31.232 82.548 50.01%
A=10 156.934 4.998 -64.053 21.971 15¢.936 0

Notez: Sce Table 6. €2nd €, denote the elasticities of factor prices of skitled and unskilled workers, respectively. €,
denotss the clasticity of skilled wages with respect to 2 change in the quzonty of unskilled workess, €, deastes the

etnsucity of unskilled wages with respect to a change in the quantity of skilied workers,
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Table §: Gains from Immigration and the Disequilibrium Model {Billion DM)

Natives Migrants Fotal Tux and
Unemployrent

{nsorance Gams'

A. Unskitled Immugration

{1} Equilibrim 17.078 74.743 91.822 160.623
(0.81) (3.95} {4.36) {0.79)
{11} Disequilibrazm
2} Censtant nagve sncmpieynen 17.078 747743 91.822 16.623
{0.81) {1.55) (4.36) {0.79)
b) Impugration cquals imcrease 1n -116.670 116670 ¢ 15.325
natve unemployment (-3.53) (5.53) 0.0} (0.73)
¢) Partial crowding-owt of unskilled
natives
g=03 -89.057 113,100 24,043 16,963
{4272y (5.37} {1.14) (0.8G)
=035 97773 114,584 16,881 16542
(-4.64} {5.44) (0.80) (C.78)
B=07 -107.955 115.950 7.034 15.941

(-5.12) (5.50) (0.38) (0.76)
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Table 8 continued:

Natives Migrants Total ‘Tax and
Unemployment

Insurance Gming'

B. Skilled Imtnugration

{1} Equilibrium 4598 151.936 156.934 40931
(€0.24) (7T.21) {7.44) (1.94)
(1) Disequilibriusi
2} Constant native uncmployment 4.598 151.936 156.536 40,931
(0.24) {7.21) (7.44) (1.94)
b) Zero natve unemployment §8.627 151.936 240.566 44,430
{4.20} {121 (11.41) {214)
¢} Partinl expansten of unskilled
cmployment
f=03 96.138 151936 248.074 44.430
{4.56) {7.21) (11,77 {2.50)
=03 61.260 15:.938 213.136 42913
{2.90) (7.21) (16.11) {2.04)
B=07 A3.962 151.936 1895857 42,262
{2.09) {7.21) (%.29) 12.00)

Notes: See Table 6. Inmsgmnon of 10 % of the natve work foree 15 assumed. B denotes the weaght of native unskilled
employment ta the objectve funcuon of the umon (ses Appendix A).

i This numbers nelude the uremployment msumnce contributions of immugrants cajculnied a5 0.0384 ames ther
immuzration gan, the tax coniribibion of imsmgrants catculated vsing the average tox raie for skilled and unskilled
workers, respectively, and the costs or benefits of the uncmployment insurance system resuiling from the varsahon

1b hative empioyment calculated as average unemployment benefit 1z 1993 (1,421 DM) ia Gamany times the

varsation sn uasmployment.
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Figure 1: Inflow of Ethnic Germans to West Germany 1950-1993*

pLencier]

Source: Walfenschmidt (1984}
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Figure 2: Countries Incorporated in the Schengen Accords

% Cousties sipned Scheagen asd relized -+
! the agrecmcats on 25 may 1995 :

Counmues sipued Schesgen but have
10t yd realized the agreements

E EU-Countries not signed Seheagen
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Figure 3: Theoretical Framework
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Figure 4: Caleulation of the Gains from Immigration
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Figure 5: Total Immigration Gains according to Production Factors at 10% Inflow

130
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MNotes: See Tabie 6.
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Figure 6: Inunigration Gains of Natives and Immigrant Skills
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Figure 7: Immigration Gains of Natives According to Production Factors at 10% Inflow

Diflian DM

Neotes: See Table 6.
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APPENDIX A
The model assumes an economy which produces a singie oulput according (o a constant-refurns-to-
scale production function with capital, skilled jabor S and unsldiled labor L. The output price &
considered to be pre-determmed and both types of labor are g-complements (the standard case).
Natives suppty input factors at fixed levels. The level of imumigranon M is fixed by governmental
rules, To simplify the analysts 1t 15 assumed that immigrants do nol earry any cap:tal with them and

have no effect on the demand-side of the economy. Two polar cases are considered: Migrants are

either perfect substitutes to the unskilled or to the siilled workers.

A monopoly union sets the wage w on the market for unskilled Jabor and empioyers then
choase the level of employment m this market. The wage v of skilled workers 15 determuned by
competitive forces. Nevertheless, the umon cares for them. Employed unskilled natves are N = al.,

where & = N/(N - fvi),and M ={1 - a)L. The objective function of the uaton is given by:

(Al}) mox Q=v8.oNP o0<p<i,

where § and N are the fixea levels of skilled and unskilled nauves, f 15 a weight for the

employment of upskilled workers.

Profit maxsmuzation of the firm implies that reai wages are equal to margmal productivity.

Suppressing the eguation for capytal it follows:

(A2) v =v{5, L)
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{A3) L =Liw, S).

S 15 predetermsed to the model, w s predetermined by the monopoly usion and v 1s fixed by a

competitive market. v,, L, <0 and v, L, > 0. Second dertvatives are assumed {6 be zero 50 that

{A2) and {A3) are linear.

The umon’s probliem 15 (o maximeze £ with respect 16w Hence, the first-order condition

unplics

ad) 22 BNE L DL L wEet L w0,
8w &L ow

Considering the sitwation before immugraton {a = 13, {A4) could be expressed as:

(AS) r[l_'r:‘l_vg B A Pa,) =9,

where 7, = AL ¥ nde, = ) Opumalily requires
te - L8 J
gw L al v

(A6) 1. Pny > 6.

AL first we want to assume unskilied immigration, which affects (A3} by a varation of . The

compirative statics fead to:
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P p!}]_’) _—
02 - n, {1 - 81

(AT)

o ;",

(for M = 03and M = M (with M = M) 1t

1
aM N N

W = dwiw and & = da/e. From —— = -

follows:

(1« Bag)
7,12 - n,00 - B}

< 0.

(AT}

g'!ﬁ’

One also obtams:

- -
g o 0

M 2,0 -8

Skilled immugration can be mocelled by a vananon of 5. Hence:
(A9) :{I-Bfah)-ﬁnu'(l- Pypag 0,

B, {2 -0, (- B

vib [



48 Thomas Bouer and Klous F. Zimumermann

In general, equaton (A9) may take any sign, Reasonable sizes of the elastcities,

F=]

h

]
TN
IE:
[l 7Y}

however, imply:

o, 1t

(A10) m,, > ——— e,
BB -1 Bing]

50 that w/S < 0 m equation {A9).

Strayghtforward derivatons lead to:

1«Pny, - Brg .

(A11) =
p2-n,. - 8%

UJ(V‘Zn

The sign of (All) foltows directly from the optimality condition (A6).
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Appendix B
To calculate the gun from immigration in the equilibrium framework we follow closely the work of

Borjas {1995). We assume a concave and linear homogeneous production function:

(Bl) Y=f(K 5 L)=F(K, pN+ AM, (1-pIN + (1-A)M),

where Y refers to the output, K 10 Capitat, § 1o skilled workers, L to unskilled workers and M to
the immgrants. p and A4 gmve the fracuon of skilled workers among natves and immugrants,
respectvely. If the wage of each production factor is determuned by the respecuve marginal

productivity, the merease m nanonal income through rmmuigration acennng 1o the nanves 1s:

ar av aw
(B2) AY,.=1K N - EEl M
) ¥ ( M P M P BM)

Defining ¢; = 3log g,/ dlog X; as elasticity of factor price, using the restnction that ¥ e, =0

{Hamermesh (1993, p.37) and converting equation (B2) in percentage terms one obtains {see Borjas

(1595)):

Yy i Vo€ A'm 2_ yeeu(1-2Ym? ye A(I-A)m ’_ Vi€ A (1-1)m?

2 ;51 2 &1 2t 2t

v

{B3)

where v, and y, are the shares of national incomes accruing to skilled and unskilled workers, m 1s the

fraction of immiprants to the total labor force, and t; and t,_are the shares of the work force that are
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skilled and unskilled, respecuvely,

If only skilled (A = 1) or unskilled { A = 0} ianugraucn 15 considered, (B3} is reduced to:

AY, e 7
(B4) v Vst ®
Y 212

and

respectivety. 1t 15 evident, that the immugration gain of both types of native tabor 15 the higher, the

higher thewr mitiat shase of natonal income, the higher the absolut value of the elasucny of factor

price and the higher the fraction of mugrants o skifled or enskilled natve workers (¥ / 1%, with 1=

S, L}, respecuively. In the ssmpie ease of only one type of labor (B3} is reduced 1o:

which correspondes to triangle C in Figure 5,

The wages g; with 1 = v, w after immugration can be caiculated as:
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W T
(B7) q, < q;; “(1‘53-;-“—}.

1]

Assunung that the immugrants bong no capital with them and using (B2} the mcome accrmng

o immigrants can be calcutated as:

AY, yiim ye Rm? oy e A(1-1)m?

Y £ i oty
(B8) ) i o, o
'y,_{l-ﬁ)m'yLeu(l-A) m 'yz_emk(l-k)m

2
& iy tehy

where the first three terms show the income accruing 1o the skilled immugrants and the second three

terms the income accruing to the unskilled immugrants.

The 101l effect of immigrauon on the producton of the TECEVIng COURtry 15:

AY=AYN AY

— . M
Y Y Y
Vehm yee Afm? YoEg A(1-A)m?
(B9) & a2 152 Zt,4,

(1-MDm ye, (1-3Ym? y e A(1-1)m?

2
t, 21 2t
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Assutmung that the meome shares of the production factors 15 not changed by immigration the
imomgration g of skilled and unskifled nauves can be caleulated by substracting the corresponding
mncome of immugrants from the total gamn. Due to the Euler-Theorem the rest of the mmumigration

gain is owned by the capnal.





