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Preface

Despite the strong income convergence among countries of the European
Union (EU) inrecent decades, large socioeconomic disparities remain between
EU countries and regions. These persistent differences create strong incen-
tives for workers to migrate to take advantage of these gaps, a process enabled
by the free movement of labor within the EU. Although migration results from
these economic and social imbalances between countries, there has been
debate on whether migration also exacerbates economic disparities. The pub-
lic debate on migration in Europe, however, has often been motivated by ideol-
ogy rather than empirical evidence, preventing an informed discussion on the
costs and benefits of workers’ cross-border mobility.

Skilled Migration: A Sign of Europe’s Divide or Integration? aims to contribute
to an evidence-based policy debate on migration in Europe. Using rigorous data
analyses and a review of the existing literature, the report takes a careful look at
the trends, determinants, and impacts of high-skilled migration within the EU
over the past two decades and discusses the main policy implications.

The report’s main thesis is that high-skilled migration, whether internal or
international, is largely a symptom rather than a cause of the persisting gaps
in labor market and educational opportunities, productivity, welfare, and the
quality of institutions across regions. The findings show that the remaining
socioeconomic disparities between European countries—in particular, wage
differentials—are key determinants of migration flows within the EU. Thus, as
a result, labor migration—especially skilled labor migration—has been grow-
ing rapidly in the past two decades. As of 2018, almost one-third of total
migrants in the EU had a tertiary education. When considering migrants from
the EU15 Member States (the EU member countries before 2004: Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United
Kingdom), the share of migrants with tertiary education rises to 45 percent, a
dramatic increase compared to the 25 percent reported in 2001.

This report offers a comprehensive analysis of the benefits and costs of skilled
migration for both sending and receiving countries in the EU and investigates
the potential implications of a large outflow of highly qualified workers on the
economies of the sending regions. The analysis shows that the impacts of migra-
tion are far more complex than commonly understood. The effects of migration
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depend on multiple factors, including the extent of the complementarity and
substitutability of migrants and natives in receiving countries and the capacity of
sending regions to realize the benefits from return or circular migration and
other knowledge spillovers. The report highlights that migration within the EU
is not always permanent but is often a temporary phenomenon. As a result, while
countries incur short-term costs resulting from the departure of part of their
skilled labor force, there can be multiple benefits associated with the circulation
of labor if migrants ultimately return home.

The report also shows that there is potential to further increase the benefits
and reduce the costs of migration for both sending and receiving countries in the
EU. It proposes policy actions to address the various costs that migration induces
among different skill groups within both migrant-sending and -receiving regions,
both in the short and long runs. While some of these policy actions can be taken
unilaterally by sending or receiving countries, others require improving
cross-country coordination to better unlock the overall benefits of migration
within the EU.

After two years of the COVID-19 (coronavirus) pandemic, the EU economies
are slowly recovering. Cross-border labor migration will play a critical role in
this recovery. This report aims to be a useful resource for governments, develop-
ment partners, and policy makers throughout the EU to unlock the full potential
of migration for both sending and receiving countries.
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Executive Summary

MIGRATION AS A SYMPTOM OF EUROPE’S
ECONOMIC DISPARITIES

During the last several decades, there has been rapid income integration and
convergence across EU countries, although persistent gaps remain in wages
and employment opportunities, human capital, welfare and social protection,
governance, and quality of institutions. These gaps not only exist between
Western EU countries (EU15) and the New Member States of the EU (NMS13),
but also within countries, and more broadly between more developed and lag-
ging regions across Europe. Against this backdrop, high-skilled migration
emerges as a symptom rather than a driver of the large intra-EU disparities in
productivity, education, labor market outcomes, and other underlying structural
factors.

THE EXTENT OF ECONOMIC MIGRATION IN
THE EUROPEAN UNION

The European countries’ economies have experienced profound changes since
the early 1990s, in the context of global economic integration and increasing
international migration. The number of foreign-born residents in the European
Union (EU) has more than doubled since 1990, reaching 60 million in 2019. As
aresult, the EU hosts close to one-quarter of all the world’s migrants. A sizable
share of migrants in the EU are from other EU member countries (21 million).
Still, intra-EU mobility remains lower than in Australia or the United States,
given the presence of larger mobility barriers, such as language (Ridao-Cano
and Bodewig 2018). Immigration has been largely concentrated in the Western
EU countries, where more than 90 percent of all immigrants to the EU reside.
From the perspective of the countries of origin, emigration rates from the
Eastern EU countries since their EU accession have rapidly increased, account-
ing for more than 15 percent of the total population in Romania, Bulgaria, and
Lithuania. By destination area, most Eastern EU emigrants migrate to the
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Western EU countries, whereas Western EU emigrants remain within the
region or emigrate to non-EU countries, mostly more developed non-EU
OECD countries.

The rise in skilled migration to the EU has been even more pronounced over
the past 15 years, reaching 13 million of tertiary-educated migrants in 2019. By
region of origin, the education levels of migrants from all regions increased,
especially among Western EU migrants who already had higher education levels
in the early 2000s. Reflecting geographical disparities in productivity, skill
shortages, and skill-specific wage premiums across the EU, high-skilled migrants
are disproportionately concentrated in certain countries and in certain regions
within countries in Europe. In line with the upward trends in educational attain-
ment, the share of migrants in the EU working in nonroutine occupations has
risen, in some cases faster than among the overall EU population (for example,
for migrants from Western EU countries).

High-skilled migrants in the EU tend to be younger than the average migrant
population. A higher share of tertiary-educated migrants from Eastern EU coun-
tries are women, while there is broader gender parity among skilled migrants
from the Western EU. Skilled migrants tend to self-select into occupations with
a different task content than natives. Occupational downgrading is a relevant
phenomenon, which particularly affects qualified migrants from Eastern EU
countries. When working in high-skilled occupations, migrants tend to perform
more analytical tasks, while natives are concentrated in communication-
oriented tasks. Information and communication technology represents one of
the largest shares of occupation for educated migrants.

DRIVERS OF MIGRATION WITHIN THE EUROPEAN UNION

Wage and employment differentials between EU countries are strongly cor-
related with migration flows in the region. Although parts of the gaps in labor
earnings are due to differences in education across countries, several studies
have found that workers with similar skills can have large disparities in pro-
ductivity and earnings depending on the country where they reside—which is
called the place premium. The type and quality of employment opportunities
have been shaped by technological change and automation, which have
changed the geography of jobs over time. Prosperous regions with greater
opportunities for finding high-quality nonroutine cognitive jobs have attracted
more highly educated migrants. Within the EU, free mobility between countries
allows migrants to take advantage of these differentials and move for better
opportunities.

Demographic patterns and social, institutional, and governance factors also
play important roles in migration flows. For example, the literature has found
that the presence of migrant networks of the same nationality in a given country
attracts newer cohorts of migrants (Clark, Hatton, and Williamson 2007). The
relative quality of public services, the generosity of the welfare system, and
employment protection legislation also are push-and-pull factors for migration.
In addition, evidence suggests that corruption plays an important role in both
increasing emigration (when corruption is higher in migrant-sending countries
relative to receiving ones) and deterring immigration (when corruption in
receiving countries is higher with respect to sending ones), a factor that partic-
ularly affects high-skilled workers.



THE IMPACT OF MIGRATION ON RECEIVING COUNTRIES

Existing evidence generally shows a positive impact of immigration on the eco-
nomic growth of European migrant-receiving countries, although the result
depends on the skill composition of migrants—with high-skilled migration
producing more positive effects—and on the characteristics of destination
countries (for example, the composition of the workforce). The positive contri-
bution of high-skilled migration to growth is observed through different chan-
nels: increasing the stock and variety and the quality of human capital, raising
the productivity of the economy, and incentivizing the adoption of new technol-
ogies and stimulating capital accumulation. Immigration has also been an
engine for population growth in Western EU countries for the last several
decades. From 1995 and 2017, net migration inflows accounted for close to
80 percent of the total population growth in these countries, compensating for
the weak natural growth rate observed during this period. Given that immi-
grants in Western EU countries are, on average, younger and more likely to be
of working age compared with natives, the migration phenomenon has partially
alleviated the aging process in these economies. Nevertheless, the current pace
of immigration would not suffice to prevent population aging in Western
Europe in the coming decades.

In the labor market of migrant-receiving countries, the empirical evidence has
shown that immigration has had small but generally positive effects on wages and
employment of native-born adults. The EU enlargements in 2004, 2007, and 2013,
which led to alarger influx of migrants from Eastern EU to Western EU countries,
did not bring about relevant changes in labor earnings of the native population. On
the contrary, immigration has generally helped address skill and labor shortages in
specific regions and occupations (World Bank 2018). Behind its generally positive
impact, migration can displace or reduce the wages of certain groups of native
workers with profiles more similar to migrants’ in the short run, while in the lon-
ger run natives tend to adjust and move to other occupations. Accounting for the
costs and benefits of migration, studies in most EU countries show a broadly neu-
tral or slightly positive fiscal impact of immigrants in the host economies. Skilled
migrants, in particular, tend to be net contributors to tax and social insurance
systems in destination countries (OECD 2013).

THE IMPACT OF MIGRATION ON SENDING COUNTRIES AND
THE POTENTIAL FOR RETURN MIGRATION

In the short run, emigration of high-skilled workers can have a negative impact
on productivity of workers that stay in the country of origin, slowing capital
acquisition and innovation. This effect has been found in certain Eastern
European countries (Anelli etal. 2019; Giesing and Laurentsyeva 2017). Migration
has also exacerbated the ongoing process of aging and population and labor force
decline in migrant-sending Eastern EU countries. In terms of human capital,
emigration of high-skilled workers also reduces, in the short run, the average
level of skills in the country. This can create shortages among qualified profes-
sionals such as doctors in migrant-sending regions of the EU. During the last
decade, the outflows of physicians from Eastern and Southern EU countries to
Western EU ones have been sizable, accounting, respectively, for 0.7 percent
and 1.5 percent of the total stock of doctors in each region at its peak in 2014.
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In the labor market, emigration had small effects on the wages of those who
remained in the country of origin. These aggregate effects mask important vari-
ations across groups, as wages of workers with similar skills to those who migrate
tend to increase given the reduced competition, while the opposite is true for
those with complementary skills. In net terms, emigration, in particular that of
high-skilled workers, reduces the tax base and the capacity of governments to
raise revenues.

In the medium term, migration to regions with higher productivity and job
opportunities can facilitate a more efficient allocation of labor across EU regions,
reducing unemployment rates in areas with more limited labor demand.
Reducing unemployment pressures can particularly benefit youth. In spite of the
short-term reduction in human capital, emigration can incentivize educational
investments in the medium term. The opportunities for higher wages overseas
and increased internal demand can incentivize workers to obtain further educa-
tion, potentially reverting the “brain drain” phenomenon to a “brain gain.”
However, net gains in human capital accumulation can be obtained only if a large
enough number of newly educated individuals do not migrate overseas or end up
returning home and if education capacity expands to accommodate the increased
demand. The expansion in the supply of education has not occurred in all Eastern
EU countries and, when it has, it has generated an additional fiscal cost for send-
ing countries. Understanding why the supply of education responds more effec-
tively to high-skilled emigration in some Eastern EU countries than in others has
important policy implications. Overall, the stock of doctors in Eastern EU coun-
tries has risen despite the outflows of migrant doctors, although the increase in
the supply has not caught up with the larger demand stemming from population
aging and the related increase in the demand for health care services. Emigration
also benefits sending countries through international remittances, which pro-
vide a key stabilization role for the economy and vital supplementary income to
households, in particular at the lower end of the income distribution. On the
other hand, remittances can dampen the incentives to work among households
with migrant family members.

In the longer run, emigration to countries with better governance and
institutions can shape migrants’ attitudes and may contribute to improving
social, economic, and political institutions in home countries. Emigration also
promotes global social and professional networks, potentially reducing interna-
tional transaction costs and facilitating trade, foreign direct investment, and
knowledge spillovers between migrants’ home and host countries. When return-
ing home, migrants bring back productive skills that enhance the productivity of
the economy. The incidence of return migration varies by the educational attain-
ment of migrants, country of origin, and country of destination. In general,
high-skilled migration from Western EU countries exhibits a high degree of
circularity, with two in five migrants returning home within a decade. On the
other hand, Eastern EU countries face more difficulties in attracting back their
talented residents, given the persistence of challenges and drivers that led skilled
migrants to move out of the country in the first place. Return rates are particu-
larly low among Eastern EU high-skilled migrants who moved to non-EU OECD
countries, such as the United States, Canada, and Australia. When emigration
turns permanent, lagging regions are unable to benefit from this important
aspect of migration circularity. Among those who return to their home countries,
evidence shows that migrants from Eastern EU countries earn higher wages
when having a salaried job and are more likely to become self-employed, gener-
ating new activities and potentially creating more jobs.



THE IMPLICATIONS OF COVID-19 FOR MIGRANTS IN
THE EUROPEAN UNION

The COVID-19 pandemic has severely limited mobility, reducing labor supply in
the EU and globally, while the increased uncertainty associated with the dura-
tion of the pandemic and reduced consumption levels dampened labor demand.
As a result, employment in the EU fell in 2020. The empirical evidence shows
that, at any level of education, migrants face greater vulnerabilities to COVID-19-
related shocks compared to natives, in terms of risks of job and earnings losses.
Migrants are also more exposed to COVID-19-related health risks. The implica-
tions and exposure, however, are highly asymmetric across migrant groups, with
migrants from Eastern EU countries being more vulnerable than those from
Western EU countries. Across skill levels, high-skilled migrants are less vulner-
able than those with lower education, which could affect the composition and
profile of return migrants. Although migration data post-COVID are still not
available, the potential reduction in the stock of migrants due to employment
losses can have sizable effects on remittances in the region.

POLICY RECOMMENDATIONS

The evidence compiled in this report highlights the asymmetric costs and bene-
fits of migration in both sending and receiving countries, which vary in the short,
medium, and long terms, and across different groups of the population. In a con-
text of free mobility across member states and persistent economic disparities,
policies in EU countries should focus on better managing migration flows and
promote brain circulation, by tapping international networks and know-how
rather than only trying to prevent the drain of human capital in the first place.
Furthermore, policies to enhance return migration and limit the emigration of
high-skilled professionals are complementary and require tackling relevant
underlying structural social, economic and political challenges.

In order to reduce the short-term costs of labor mobility in sending regions,
policy makers need to address barriers in the domestic labor market to increase
its relative attractiveness vis-a-vis more prosperous regions. For example, ensur-
ing that employment protection legislation is flexible enough so it does not stifle
job creation, especially among high-skilled new entrants into the labor market,
can reduce, at least partially, the incentives to emigrate and enhance return
migration. More broadly, strengthening domestic institutions and governance,
safety nets, and welfare systems in sending regions can also curb migration
outflows and promote return migration. Sending regions may also open the
domestic labor market to non-EU migrants to import necessary skills when and
to the extent the political context allows it.

In the longer run, migrant-sending countries and regions have a larger menu
of policy options at their disposal in order to maximize the benefits of migration
and brain circulation and to enhance the availability of human capital demanded
in the domestic labor market. These policy options can be divided between those
that can be implemented independently by either receiving or sending countries
and those that need coordination between governments.

Among the policies that can be implemented independently, one option is
to reform tertiary education financing systems in sending countries to address
the fiscal losses associated with the emigration of graduates from publicly
funded universities. Income-contingent loans (ICLs), by which students repay
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the loan only once their income exceeds a certain threshold, emerge as a poten-
tial instrument to ensure the fiscal sustainability of the education system as
well as equity in accessing tertiary education across income levels. To prevent
difficulties in loan repayment of emigrants, ICL contracts could be designed to
make loan repayments feasible and tax deductible in destination countries
(Poutvaara 2004). Other options for reform of the tertiary education financing
system include progressive tuition programs accompanied by income tax cred-
its and deductions for university graduates who decide to remain working in
the domestic labor market, especially for occupations in high demand. Another
important aspect to enhance the overall benefits of migration is the need to
better monitor the supply and demand of skills in sending countries and to
adjust the quantity and quality of the supply of university majors and careers
accordingly. In order to incentivize the return of high-skilled migrants, send-
ing countries may introduce tax breaks and incentives in specific strategic sec-
tors and reintegration programs to support migrants throughout the process of
job search, connecting them to employment opportunities and easing institu-
tional and bureaucratic barriers. Given the higher propensity of returned
migrants to be self-employed and entrepreneurs, strengthening the business
environment in sending countries can ease their transition back to their home
labor markets. In turn, receiving countries could speed up the integration pro-
cess of immigrants in host labor markets by investing in integration and host
language training programs.

A second group of policy options require coordination between sending
and receiving countries. EU countries can develop an EU-wide labor demand
system to assess shortages of skills and occupations in different regions,
where education supply targets in each area not only take into consideration
prospective demand but also migration flows. In order to mitigate skill waste
and promote integration, EU countries could strengthen their coordination
in validating the foreign credentials of other member states. Global skill part-
nerships between sending and receiving countries can address issues of brain
drain and financial burden in the former and improve skill matches in the
latter. Countries still have room to expand migrants’ access to social protec-
tion by guaranteeing the full portability of pensions, unemployment, and
health care benefits, and to reduce the costs of remittances that would bene-
fit migrant households by resorting to new technologies (for example, mobile
payments).

Finally, in order to design better evidence-based policies, there is a need
to improve the quality, depth, and frequency of data collection on migration.
At destination, besides ad hoc migration modules, surveys lack detailed
information on immigrants’ socioeconomic characteristics and experiences in
the country of origin. In sending countries, household surveys have even more
difficulty capturing current emigrants. Most countries lack surveys with modules
surveying households on members currently living abroad. There is also a need
to develop more detailed ad hoc surveys on migrant households to identify
migration trajectories following migrants over time and collecting retrospective
information on the history of migration and employment. And there is a strong
need to better observe labor mobility across EU countries in national adminis-
trative data sources, and to match them with other administrative databases,
both domestically and across countries.
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Introduction

This report was prepared at the request of the Croatia World Bank Country
Office in the context of Croatia’s presidency of the Council of the European
Union (EU) from January 1 to June 30, 2020.! The findings were intended to
inform preparatory meetings of the Council around the topic of skilled migration
in the EU, but the meetings were suspended because of the COVID-19 (corona-
virus) pandemic. Nonetheless, the report was completed with the aim to gener-
ate evidence and inform policy dialogue in other EU countries with active World
Bank engagements (for example, Bulgaria, Poland, and Romania), for which the
out-migration of skilled workers and tertiary-educated young cohorts is a partic-
ularly relevant phenomenon and often a matter of concern for policy makers and
various stakeholders in the society.

The report examines the migration trends, drivers, and impacts among skilled
workers within the EU during the last two decades using original data analysis
as well as an in-depth literature review. The study assesses the benefits and costs
of skilled migration in the short run and the long run, and, while covering issues
pertinent for both sending and receiving countries, it emphasizes the potential
implications of a large outflow of highly qualified workers for the economies of
the main sending regions. The audience for this work consists of policy makers
in both migrant-sending and migrant-receiving EU member countries, EU
institutions, and international organizations. On the basis of the analysis carried
out, the report formulates policy recommendations with the aim of addressing
the various costs that migration induces among groups within both migrant-
sending and migrant-receiving regions and of improving cross-country
coordination to better unlock the overall benefits of migration.

Although Member States have experienced relatively rapid income
convergence and economic integration since the EU’s enlargement, the EU is
still characterized by persistent socioeconomic gaps across different regions
along several dimensions. First are the labor market gaps arising from differ-
ences in wages and the quality of job opportunities, which are exacerbated by
rapid technological change and the shifting nature of jobs. Second are the gaps
in the stock of human capital caused by persistent differences in the quality and
quantity of education available. Third are the gaps in welfare and social protec-
tion systems, and finally in the quality of institutions and governance. These gaps
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exist not only between the East and the West but also between the North and the
South or within individual countries with large structural imbalances. In other
words, these gaps occur between prospering and lagging regions across all of
Europe.

The report highlights that high-skilled migration, both internal and
international, is largely a symptom rather than a cause of the large labor market,
educational, and productivity gaps and of other underlying structural factors.
Labor mobility is a rational economic response to large differences in
opportunities. Free movement within the EU enables workers and firms to take
advantage of these gaps by enhancing the reallocation of workers from low- to
high-productivity sectors and regions. The process, however, can generate win-
ners and losers, depending on the complementarity and substitutability between
migrants and natives and on the capacity of sending regions to realize benefits
from return or circular migration and other knowledge spillovers. In addition to
mostly one-way migration from lagging regions to more prosperous ones, there is
also a sizable amount of two-way mobility between richer countries and regions.2

Migrant-receiving regions tend to benefit from migration in different ways.
Migration contributes to population growth in the presence of stagnating fertil-
ity rates and otherwise naturally declining population levels. It increases the
stock, variety, and quality of human capital. It improves public finances because
migrants, particularly highly skilled migrants, tend to be younger and high-
er-wage workers, and thus net contributors to tax and social insurance systems.
It addresses demand shortages, mostly in services, by meeting the needs of an
aging population.

From the perspective of sending countries and regions, skilled emigration
produces both costs and benefits, which vary in the short run and the long run.
In the short run, population and labor force shortages, which might be already
occurring because of aging and low fertility rates, are exacerbated, worsening
the gap between prospering and lagging regions. Human capital stock shrinks in
the short run, especially in critical sectors with high external demand, and inter-
nal shortages increase among qualified professionals (for example, doctors and
information technology professionals). However, emigration may alleviate
unemployment pressures in sending regions, it incentivizes human capital accu-
mulation in response to rising external and internal demand, and it brings back
a flow of international remittances with potential benefits for poverty reduction.
The incentivizing effect on human capital accumulation, however, might not
solve the problem of sending countries that have constraints on education capac-
ity or where costs are borne by the public sector. In the long run, the benefits of
migration for sending regions depend critically on whether these regions man-
age to capitalize potential productivity-enhancing knowledge transfers through
circular and return migration.

The report discusses the policy options available in the short run and the long
run to enhance the benefits of skilled migration, as well as to address the associ-
ated losses, especially from the standpoint of human capital policies in sending
countries. Because it is unrealistic to think about curbing migration flows with-
out creating better economic opportunities and amenities in sending regions,
policies aimed at stimulating the demand side of the labor market in sending
countries and regions might be more effective at containing brain drain at the
margin. Policies designed to improve the supply of human capital and to remove
the structural gaps between sending and receiving regions will have effects only
in the medium and long runs. Given the unequal burdens linked with migration,



the report discusses various education financing policies to address fiscal losses
associated with emigration, such as income-contingent loans and global skill
partnerships between sending and receiving regions that can generate benefits
for all participants.

Given the current context of COVID-19 and its expected impacts on labor
mobility, the report briefly discusses the implications of the COVID-19 crisis
among skilled migrants from the perspective of both countries of destination and
countries of origin. However, a full treatment of the effect of the COVID-19 pan-
demic on skilled migration is beyond the purpose of this work and is left to future
research. This is largely because, when the report was completed, limited data
were available to assess how COVID-19 affected migrants’ labor market out-
comes and shaped the mobility decisions of potential migrants.

Finally, the scope of the report is limited to the economic impact of high-
skilled migration. It does not analyze other cultural, sociological, or political
aspects. The public sentiments of citizens toward migration in receiving coun-
tries have shaped migration policy in the EU and might have led to more push-
back that negatively affected the potential benefits of migration, as recently
highlighted in the case of Brexit. However, the concerns of policy makers and
voters in receiving countries seem to be more highly concentrated on refugees
and low-skilled migrants. Given that the focus of the report is to support a tech-
nical discussion of the issues involved in the drain on human capital in lagging
regions, such issues are not considered. Still, it is important to weigh the relevant
implications of Brexit in future migration flows of skilled workers in Europe.2

NOTES

1. Given the period in which the task started, and the data available at the time, throughout
the report the authors consider the European Union as formed by its 28 Member States as
of January 1, 2020, before the withdrawal of the United Kingdom (Brexit).

2. For example, according to United Nations Department of Economic and Social Affairs data
from 2019, there are 442,000 Irish living in the United Kingdom and 293,000 British in
Ireland, 238,000 Austrians residing in Germany and 264,000 Germans in Austria, and
348,000 Germans living in the United Kingdom and 99,000 British in Germany.

3. After Germany, the United Kingdom was the second-largest EU receiving country for high-
skilled EU migrants as of 2018, hosting 1.3 million individuals.
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Migration as a Symptom of
Europe’s Economic Disparities

Europe has undergone a remarkable process of income convergence and eco-
nomic integration between East and West since the 2004 European Union (EU)
fifth wave of enlargement. The European economies that joined the EU in 2004
have experienced impressive growth in per capita income, which has contrib-
uted to a reduction in income disparities between the East and the West.
Sustained growth, improved governance, economic reform, trade expansion and
integration, and capital and labor mobility have spurred the development of the
13 New Member States (the NMS13) joining the EU in 2004, 2007, and 2013 On
average, in the NMS13, real gross domestic product (GDP) grew by 3.4 percent
annually following EU accession, compared with 0.8 percent among the EU15.2
Average GDP per capita rose by 59 percent across the NMS13 in 2003-18, com-
pared with an average of 11 percent among the EU15. Adjusted for purchasing
power standards, average GDP per capita in the NMS13 reached 71 percent of the
EU28 average in 2018, up from 49 percent in 2003.2 In 2018, nine countries of the
NMS13 recorded GDP per capita above 70 percent of the EU average, against
only four countries in 2003 (figure 1.1).

As of 2018, all countries of the NMS13 except the latest members to join the
EU (Bulgaria, Croatia, and Romania) exhibited higher GDP per capita than the
two poorest countries among the EU15 (Greece and Portugal). In contrast, only
Cyprus and Slovenia had a higher GDP per capita than Greece and Portugal in
20032

Despite these trends, there are still important income gaps between the coun-
tries in Western Europe and those in Eastern Europe. A comparison of incomes
in the NMS13 and the EU15 shows that the average GDP per capita in the NMS13
represented only 62 percent of the average GDP per capita in the EU15 in 2018
and that, among half the NMS13, the corresponding ratio fell below 60 percent.

Contrary to the overall convergence in incomes across EU countries, income
disparities within countries have been rising, suggesting that gaps persist
between prospering and lagging regions. The subnational dimension of income
disparity within the EU is also important. An examination of income conver-
gence across regions indicates that the poorest regions experienced stronger
growth in per capita income following the EU enlargement, which is a sign of
convergence. However, whereas the between-country component of income
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FIGURE 1.1

GDP per capita, EU Member States, 2003 and 2018
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Source: World Bank elaborations based on data from Eurostat.
Note: GDP per capita values are purchasing power adjusted. EU15 = European Union members before 2004; EU28 = EU15 + NMS13;
NMS13 = New Member States joining in 2004, 2007, and 2013.

inequality, measured by the coefficient of variation of GDP per capita across
Nomenclature of Territorial Units for Statistics 2 (NUTS 2) regions, has declined
since the early 2000s (though there was a reverse trend in the aftermath of the
2008-09 financial crisis), the within-country component of income disparity
across regions has risen steadily (figure 1.2).2 This is evidence of important
income gaps not only between the West and the East but also between prosper-
ing and lagging regions within countries.

Technological change, globalization, and the shifting nature of jobs are con-
tributing to divergence in productivity between firms and regions. In the past
decade, productivity differentials have been widening both across countries and
across regions within countries (Ridao-Cano and Bodewig 2018). It has been
argued that technological change and globalization have exacerbated the
increased divergence in productivity and wages among firms (OECD 2017). The
most efficient firms have been able to take advantage of technological change
and experienced large productivity gains, whereas others are lagging (Ridao-
Cano and Bodewig 2018). In addition, technological change and globalization
are making jobs more skill intensive, resulting in rising inequality between high-
and low-skilled workers in the EU. Per capita labor income has gradually become
more unequally distributed in most EU countries since the 1990s, a trend that
intensified after 2008, particularly among countries in southeastern Europe
(except Romania), where labor income inequality is already the highest.

Disparities in wage levels and job opportunities are also large. Average
wage differentials between Western and Eastern Europe, though declining,
remain large, especially among workers with tertiary education, thereby
becoming a key determinant of skilled migration from east to west. A young
graduate from Bulgaria or Romania who is working in Austria or the



FIGURE 1.2
Convergence of regional GDP per capita and inequality decomposition
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FIGURE 1.3

Average wages among high-skilled workers in the European Union, by country of employment
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Note: High-skilled workers are defined as individuals with tertiary education. Wages are expressed in either current euros or euros adjusted by
purchasing power standards (which takes into consideration differences in price levels). EU15 = European Union members before 2004;
NMS13 = New Member States joining in 2004, 2007, and 2013; PPP = purchasing power parity.

Netherlands can expect to earn about 6.5 times the wage back home; in
Denmark, the wage would be almost eight times greater (figure 1.3). Part of
these large gaps is mitigated by the higher costs of living in receiving coun-
tries. Still, in purchasing power standards, young graduates from Bulgaria or
Romania can expect to earn in those countries up to three times the wages in
their countries of origin (third vertical bar in figure 1.3). Likewise, although a
strong convergence may be observed in the share of young cohorts who have
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a tertiary education in the EU15 and the NMS13, the incidence of nonroutine
cognitive jobs in total employment is becoming more uneven across EU
regions, driven mainly by cross-country differences (figure 1.4).¢

Social protection spending and the availability of social services also vary
greatly within the EU. Important gaps persist between Western and Eastern
Europe in social protection spending as a share of GDP and in per capita terms
(figure 1.5). Across various categories of benefits and beneficiaries, welfare sys-
tems in Western Europe tend to be more generous in expenditures, on average,
with respect to the NMS13. Expenditures on benefits related to health and sick-
ness in the NMS13 represent 60 percent of the expenditures in the EU15. The gap
becomes even greater if one considers unemployment-related welfare expendi-
tures and last-resort antipoverty and anti-social exclusion programs. In these
cases, average expenditures in the EU15, although low as a percentage of GDP,
are still three times higher than the average in the NMS13. If one considers social
protection expenditures in per capita terms, however, the gaps between the
EUI15 and the NMS13 are even more apparent. NMS13 spending is, on average,
only 40 percent of the expenditures of the EU15, and the difference has been
increasing. The gap in social expenditures (60 percent) is therefore even larger
than the gap in income levels between the EU15 and the NMS13, which is about
40 percent.

In this context, migration flows, both internal and international, are largely a
symptom rather than a cause of the socioeconomic divide and the underlying
structural factors. Labor mobility can be seen as a rational response mainly to the
large differentials in economic opportunities (wage gaps and job prospects)
between countries and regions, and, to some extent, to the variations in the pub-
lic services individuals can expect to receive, such as the quality of schooling, the
quality of health care, and respect for the rule of law. On the one hand, to the

FIGURE 1.4
Tertiary educational attainment and geographic dispersion of nonroutine cognitive jobs
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Source: World Bank elaborations based on data from Eurostat.

Note: The Theil index measures the extent of economic inequality, compared to a situation of perfect equality. A higher value of the Theil
index indicates a higher level of inequality. EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); EU28 = EU15 + NMS13;
NMS13 = New Member States joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).
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FIGURE 1.5
Differences in social protection expenditures, EU15 and NMS13
a. Expenditures as share of GDP, 2017 b. Expenditures per capita, 2000-17
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Note: EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); EU28 = EU15 + NMS13; NMS13 = New Member States joining in 2004, 2007,
and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and
Slovenia).

extent that migration reflects productivity differences, free movement within
the EU enables workers and firms to take advantage of the potential gains in
these areas. On the other hand, if migration is based on gaps in income transfers
and “welfare magnets,” it might even reduce efficiency. On net, economic
efficiency seems to increase in both the short and the long runs as a result of
migration (Clemens and Pritchett 2019). However, migration produces, a reallo-
cation of resources that creates winners and losers among agents in sending and
receiving regions, depending also on the degree of complementarity or substitut-
ability between migrants and natives across skill groups. The next chapters pro-
vide evidence on the benefits and costs of high-skilled migration among various
subgroups in both receiving and sending countries, while also distinguishing
between short-term and long-term effects.

EU-wide labor mobility may contribute to greater convergence by allowing
workers from lagging regions to access better opportunities across a large labor
market, but it could also exacerbate geographical disparities. In the presence of
free labor mobility, firms may source labor from a larger pool of workers and
workers can be matched to higher-performing firms, thereby raising the effi-
ciency of labor allocation. However, labor mobility, has also generated concerns
across migrant-sending and migrant-receiving countries in the EU. Sending
countries in Central, Eastern, and Southern Europe are concerned by the drain
on human resources as younger, more highly skilled workers migrate for better
employment opportunities in Northern and Western Europe, in the context of
population aging at home. In receiving countries, the arrival of nonnative work-
ers has raised concerns among native workers about potential adverse effects on
wages and employment.
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NOTES

The NMS13 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); Croatia (2013).

The EU15, the full membership before 2004, consisted of Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal,
Spain, Sweden, and the United Kingdom.

This is the population-weighted average across countries, with the EU28 representing the
full EU membership before the departure of the United Kingdom in 2020 (Brexit)—that is,
the EU15 plus the NMS13.

. These results take into consideration purchasing power standards that control for differ-

ences in price levels across countries. When measuring GDP per capita in real terms (but
not terms adjusted for purchasing power standards), there is also convergence across EU
countries, although just three of the NMS13 (Cyprus, Malta, and Slovenia) reached higher
levels in 2018 than Greece and Portugal. In comparison, in 2003, only one NMS country—
Cyprus—had higher levels of GDP per capita than Greece and Portugal.

NUTS is a geocode classification standard for referencing subdivisions of countries for sta-
tistical purposes. In the EU, it is a hierarchical system. NUTS 2 corresponds to basic
national regions and is usually composed of individual regions with populations from
800,000 to 3 million. The NUTS 2 classification has been used to determine the eligibility
for aid through European Structural and Investment Funds. See “Common Classification
of Territorial Units for Statistical Purposes,” EUR Lex (database), Publications Office of the
European Union, Luxembourg, https://eur-lex.europa.eu/legal-content/EN
/TXT/2uri=LEGISSUM:g24218.

Nonroutine cognitive jobs include public relations and analytical, medical, and technical
positions. Nonroutine activities are not repetitive or based on rules and may require flexi-
bility and task switching. Cognitive activities involve problem solving and analysis and are
associated with higher educational attainment.
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The Extent of Economic
Migration in the European
Union

Labor migration is one of the trends that has shaped the labor market of European
countries, along with aging, demographic changes, and changes in the skill com-
position among native populations. Recent decades have been characterized by
adecline in the share of youth and an increase in the share of highly skilled work-
ers in populations in Europe and, more broadly, the Europe and Central Asia
region (Docquier et al. 2018). Because workers of different ages and skill levels
are typically imperfect substitutes (Card and Lemieux 2001), changes in the
demographic structure have important implications for labor markets, beyond
the obvious decline in the working-age population. In addition to these changes
in the demographic and educational structure of the native population, the num-
ber of migrants in the European Union (EU) also nearly doubled over the period
1990-2019. When compared to demographic change and progress in educa-
tional attainment, however, migration has played a more modest role in the
employment and wage dynamics of native workers in recent decades
(Docquier et al. 2018).

INCREASED MIGRATION IN THE EU SINCE 1990

The European economic landscape has undergone an impressive transforma-
tion since the early 1990s through global economic integration and international
migration. The stock of economic migrants in the EU has more than doubled
over the past 30 years. The total number of foreign-born residents in EU coun-
tries (either from EU or non-EU Member States) reached 60 million in 2019.
This number represents 12 percent of the EU resident population and over
23 percent of the stock of global migrants, whereas the EU population accounts
for only 6.7 percent of the total world population.

Among the current stock of the foreign born in EU countries, more than
21 million individuals, or 35 percent of the total, are migrants from other
EU member countries (figure 2.1). Of these intra-EU migrants, 11 million
(18 percent) have arrived from the EU15.2 Another 10 million (17 percent), up
from 4 million in 2000, have come from the 13 New Member States (the
NMS13) joining the EU in 2004, 2007, and 2013.2 An additional 10 million
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FIGURE 2.1
The foreign-born population in the European Union, 1990-2019
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Source: International Migration (database), Population Division, Department of Economic
and Social Affairs, United Nations, https://www.un.org/en/development/desa/population
/migration/data/index.asp.

Note: ECA = Europe and Central Asia; EU15 = European Union members before 2004
(Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); LAC = Latin America
and the Caribbean; MENA = Middle East and North Africa; NMS13 = New Member States
joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).

(17 percent) are migrants from non-EU European countries in the western
Balkans, Turkey, Eastern Europe, and the European Free Trade Association
(EFTA)2 The remaining 28 million migrants (more than 46 percent) come
from other regions of the world.

Immigration is uneven across the EU and is largely concentrated in the
EU15. More than 90 percent of all immigrants to the EU reside in the EU15.
Also, in per capita terms, a higher relative share of immigrants resides in the
EU15 (figure 2.2). Luxemburg has the largest relative share of the foreign born
in the total population, at 50 percent. In Austria, Belgium, Cyprus, Germany,
Ireland, Malta, and Sweden, the share of immigrants in the population varies
between 15 percent and 20 percent. Immigration is also increasing from low
starting levels in several of the NMS13, although in many cases this new phe-
nomenon is significantly underreported. Box 2.1 discusses the role of Poland as
an emerging immigration country and the difficulties of providing accurate
estimates. By region of origin, EU nationals represent the majority of immi-
grants in only a few smaller countries (Cyprus, Hungary, Ireland, Luxemburg,
Malta, and the Slovak Republic). Nonetheless, the share of EU immigrants
among all foreign residents in Austria, Belgium, Germany, and the United
Kingdom is sizable, ranging between 39 percent and 46 percent.

Labor mobility within the EU is relatively low by international standards.
Only a small share of the total EU28 population is mobile across internal EU
borders.® Labor mobility is much lower in the EU28 than between the Australian
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50 -
45 -
© ]
§ 40
% . 35
o
£g
g8 207
23 20
g8
5% 154
£
5 10 -
5,

13

B Foreign-born residents from EU28 countries = Foreign-born residents from non-EU28 countries
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.un.org/en/development/desa/population/migration/data/index.asp.
Note: EU15 = European Union members before 2004; EU28 = EU15 + NMS; NMS10 = New Member States that completed formal EU
accession in 2004; NMS3 = New Member States that completed formal EU accession in 2007 (Bulgaria and Romania) or 2013 (Croatia).

The duality of Poland as a high-emigration and -immigration country

Poland has a long tradition of emigration, mostly to
Western Europe and North America. Since joining the
European Union (EU) in 2004, Poland has seen emi-
gration increase sharply, raising the stock of Polish
abroad from about 1.8 million in 2003 to 4.0 million in
2018 (figure B2.1.1, panel a). These trends have put
Poland at the top of migrant-sending countries in the
EU. The main increases in the Polish diaspora were in
the United Kingdom (from 34,000 in 2003 to close to
1 million in 2016, although it has declined since then)
and Germany (from 0.7 million in 2003 to more than
1.6 million in 2018).

At the root of these migration flows are the lifting
of entry restrictions for EU countries and the sizable
gaps in earnings, social services, and other amenities.
Polish emigrants tend to be younger and more edu-
cated than the general population of the country.
According to census statistics compiled by the

Organisation for Economic Co-operation and
Development (OECD) Database on Immigrants in
OECD and non-OECD Countries (DIOC), about
36 percent of adult Polish emigrants had a tertiary
education in 2010-11, compared to 23 percent of the
population in Poland. The selection of emigrants in
age and education has exacerbated the reduction of
the labor force and shortages in specific occupations
requiring low or high skills. Job vacancies rose to
125,400 jobs in 2019 (representing 1 percent of total
employment), mostly in low-skill occupations in man-
ufacturing and construction, but also in high-skill pro-
fessional occupations in the information and
communication technology, research, and health care
sectors (Statistics Poland 2020a).

The increasing number of job vacancies and large
wage differentials with neighboring non-EU
Eastern European countries have fueled a newer

continued
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Box 2.1, continued

FIGURE B2.1.1
Emigration and immigration in Poland
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Sources: Annual stock of Polish emigrants: International Migration Database, Organisation for Economic Co-operation and
Development, https://stats.oecd.org/Index.aspx?DataSetCode=MIG. Share of immigrants in Poland: Statistics Poland (2020b).

Note: EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); OECD = Organisation for Economic Co-operation

and Development.

immigration phenomenon. Despite a long history of
immigration in Poland from former Soviet Union
countries, inflows of foreigners have increased sharply,
turning Poland into a net recipient of migration since
2016. Official statistics of foreigners with work per-
mits rose from 65,000 in 2015 to 445,000 in 20109.
However, given Poland’s labor shortages, since 2006 it
has allowed workers from Belarus, the Russian
Federation, and Ukraine to work in Poland without
work permits on the basis of employers’ declarations
(not contracts) of intent to employ them for up to six
months within one year. Most such declarations come
from agriculture and construction, which have higher
demand for seasonal workers. This policy has pro-
moted temporary and circular migration with neigh-
boring non-EU Eastern European countries.

The temporary nature of immigration in the coun-
try has created challenges in estimating the true size

of the immigrant population. Statistics Poland (2020b)
estimates that, in 2019, Poland had 2.1 million immi-
grants (5.5 percent of the country’s population). About
two-thirds of migrants (1.35 million) came from
Ukraine alone, and 105,000 came from Belarus
(figure B2.1.1, panel b). Eurostat data also show that, of
EU countries, Poland issued the most first-time resi-
dence permits to non-EU immigrants in 2017 and
2018. According to recent surveys targeted to immi-
grants, their profile is of a younger population with
lower education qualifications and a sizable occupa-
tional downgrade; many temporary migrants work in
low-skill jobs (National Bank of Poland 2019).

The Polish government has repeatedly expressed
its priority to attract Polish migrants back to fill short-
ages of labor and to balance the aging population.
According to the EU Labour Force Survey, of the
3.1 million Polish living abroad in 2010, 1.7 million had

continued
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Box 2.1, continued

already returned home in 2014. However, two main
challenges remain. First, Poland’s labor shortages
might be larger than the current size of the Polish
diaspora. Poland’s Union of Entrepreneurs and
Employers (2018) estimates that the country will need
5 million new workers by 2050 in order to maintain
the pace of economic growth. Thus, migration policy

The Extent of Economic Migration in the European Union

should promote the return of emigrants and immigra-
tion flows from other countries. Second, the lower
education levels of immigrants compared to the Polish
remaining in Poland and of Polish returnees compared
to emigrants staying abroad highlight the additional
challenge the country faces in attracting talent and
workers with higher skills.

15

or US states. Intra-EU mobility is similar to the mobility between Quebec and
other provinces of Canada; that is, it is similar to situations in which language
barriers apply (Ridao-Cano and Bodewig 2018). Therefore, the potential of the
free-movement area of the EU to serve as a major adjustment channel for labor
reallocation may be underexploited.

RAPID RISE IN EMIGRATION FROM EASTERN EUROPE
AFTER THE EU EXPANSION

From the perspective of the countries of origin, the rise in emigration from the
NMSI13 countries since EU accession has been rapid. The EU enlargement and
the resulting greater freedom of movement have facilitated labor migration
across countries, in particular from the NMS13 to Western Europe. As figure 2.3
shows, emigration rates ranged from 14 percent to 17 percent in Bulgaria, Croatia,
Lithuania, and Romania in 2018 (see box 2.2 for a more detailed description of
migration trends in Croatia). In Latvia and Poland, the share of emigrants in the
population stands at about 10 percent. The NMS13 countries with relatively
higher income have experienced the lowest emigration rates, which is the case
for the Czech Republic, Hungary, and Slovenia. Emigration rates are generally
lower in Western Europe, at an average of about 5 percent, with the exceptions
of Ireland (20 percent) and Portugal (15 percent).

Most NMS13 emigrants migrate to the EU15, whereas EU15 emigrants
remain within the EU15 or emigrate to the rest of the world. Overall, there are
22.7 million emigrants from the EU15 and 14.1 million emigrants from
the NMS13 countries (figure 2.4). By region of destination, NMS13 emigrants
are highly concentrated in the EU15 (69 percent). Other main destinations
include non-EU European countries (10 percent) and non-European coun-
tries, mostly advanced economies of the Organisation for Economic
Co-operation and Development (OECD) (13 percent). EU15 emigrants are
more dispersed across the globe. Among them, 45 percent are in other
EU15 countries, and the remaining 41 percent are mostly in non-European
OECD countries, such as Australia, Canada, and the United States. Another
7 percent reside in the EFTA countries.



16

| SKILLED MIGRATION

FIGURE 2.3
Share of emigrants in the native population, European Union countries, 2001, 2009, and 2018
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Sources: Stock of emigrants: International Migration Database, OECD Statistics, Organisation for Economic Co-operation and Development,

https://stats.oecd.org/Index.aspx?DataSetCode=MIG. Population: World Population Prospects 2019 (database), Population Division, Department

of Economic and Social Affairs, United Nations, https://population.un.org/wpp/.

Note: The emigration rate is the total number of emigrants, divided by the size of the native population in the country of origin or abroad.
EU15 = European Union members before 2004; EU28 = EU15 + NMS; NMS10 = New Member States that completed formal EU accession in
2004; NMS3 = New Member States that completed formal EU accession in 2007 (Bulgaria and Romania) or 2013 (Croatia).

The changing nature of emigration flows in Croatia

Croatia has seen an increase in emigration since its
European Union (EU) accession in 2013. According to
the Croatian Bureau of Statistics, the flows of emi-
grants, which averaged fewer than 10,000 per year
between 2000 and 2012, rapidly increased to a peak of
47,000 in 2017, averaging close to 33,000 annually
between 2013 and 2019 (figure B2.2.1, panel a). However,
official estimates tend to underreport the emigration
phenomenon because they are based on self-reporting
by emigrants who have little incentives to do so, given
that the process is bureaucratic and brings about the
loss of domestic social security benefits. Drazenovic,
Kunovac, and Pripuzié¢ (2018), using data from national
statistical offices of EU destination countries to approx-
imate the size of migration flows coming from Croatia,

find that between 2013 and 2016, 230,000 people left
Croatia to core EU countries (a number 2.6 times higher
than official Croatian statistics).

Recent estimates by the United Nations
Department of Economic and Social Affairs popula-
tion division put the total stock of Croatians living
abroad at about 1 million. During the 1990s, the war in
the Balkans caused the forced displacement of about
one-fifth of the population, mostly internally or in
neighboring countries, although 150,000 people from
Croatia moved to Western European countries
(Zupari¢-Tljé and Bara 2014). Most recent emigration
flows have been concentrated in Western EU coun-
tries. Since EU accession, about half of Croatian emi-
grants have moved to Germany, 7 percent to Austria,

continued
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Box 2.2, continued

FIGURE B2.2.1

The Extent of Economic Migration in the European Union

Immigration and emigration trends and age composition of emigrants, Croatia
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and 15 percent to other EU countries (figure B2.2.1,
panel a). Another 18 percent of emigrants went to
neighboring Bosnia and Herzegovina and Serbia,
although some are Bosnian and Serbian nationals
returning to their home countries.

The sociodemographic composition of Croatian
emigrants has evolved in recent years. Up to 2010,
men represented 46.7 percent of total emigrants, but,
since EU accession, their share has increased to
53.0 percent. Recent emigration flows present a high
incidence of young and prime-age groups; emigrants
between 15 and 44 years of age account for 56 percent
of total migrants, compared to only 28 percent in 2010
(figure B2.2.1, panel b). Economic migrants tend to be
younger than forcibly displaced populations (Cortes
2004), and much of the latter group stay abroad for a
longer time or never return.

Different studies show that EU accession has been
at the forefront of determinants of the acceleration in

migration outflows (Drazenovié¢, Kunovac, and
Pripuzié¢ 2018; Zupari¢-Ilj¢ 2016). Entry into the single
market and subsequent freedom of movement have
allowed many Croatians to take advantage of the large
income differentials with EU15 countries. Further eco-
nomic factors—such as the global financial crisis, which
severely hit the Croatian economy—and high youth
unemployment—which at 50 percent in 2013 was
third-highest in the EU—have fueled emigration flows
(Zuparié¢-1lj¢ 2016), particularly of youth. In a survey of
Croatians in Germany, Juri¢ (2017) finds that noneco-
nomic factors have also had an important role in emi-
gration decisions. Among them, demographics and the
prevalence of corruption in the country are frequently
cited (Drazenovi¢, Kunovac, and Pripuzié¢ 2018).
Limited data availability makes it difficult to ana-
lyze the educational profile of emigrants. Statistics
from census data of Organisation for Economic
Co-operation and Development destination countries

continued

17


https://www.dzs.hr/default_e.htm�
https://www.dzs.hr/default_e.htm�
https://ec.europa.eu/eurostat/en/web/products-datasets/-/MIGR_EMI4CTB�
https://ec.europa.eu/eurostat/en/web/products-datasets/-/MIGR_EMI4CTB�
https://www.oecd.org/els/mig/dioc.htm�
https://www.oecd.org/els/mig/dioc.htm�
https://ec.europa.eu/eurostat/web/population/overview�

18

SKILLED MIGRATION

Box 2.2, continued

in 2010 suggest that the educational profile of emi-
grants was broadly neutral vis-a-vis nonmigrants, with
17 percent having tertiary education—compared to
16 percent of nonmigrants. However, more recent emi-
grants after EU accession seem to have slightly lower
education levels, with a larger increase in outflows
among low-educated workers (Zupari¢-Ilji¢ 2016).
Still, the emigration of qualified professionals—
particularly health workers—has been highlighted as a
potential concern (Gruber et al. 2020). Between 2013
and 2018, a yearly average of 136 doctors and 289
nurses emigrated to other EU countries, a drain of
1 percent of the stock of doctors per year.* However,
these outflows have been compensated by a more
rapid increase in new cohorts of medical doctors, lift-
ing the stock in the country from 299 per 100,000
inhabitants in 2012 to 344 in 2018.

Migration from Croatia provides opportunities for
emigrants and the country, easing unemployment
pressures and strengthening social and economic net-
works and knowledge transfer. At the same time, emi-
gration of young Croatians creates challenges for the
country’s demographic structure, human capital, and
labor market. To curb some of the outflows, the gov-
ernment is starting to address some of the push fac-
tors. For example, unemployed young entrepreneurs
can apply for subsidies of up to 130,000 Croatian kunas
(about 17,000 euros) to be allocated from EU funds.
However, given the large income differentials in the
EU, it is difficult to successfully attract emigrants back
to the country. In 2014, there were only 78,000 return-
ees in Croatia,’ less than 10 percent of the stock of emi-
grants in 2010 and giving Croatia the lowest returnee
rate in Europe.

a. Based on data from the Regulated Professions Database, European Commission, https://ec.europa.eu/growth/tools-databases/regprof/.
b. Based on data from the EU Labour Force Survey ad hoc migration module.

FIGURE 2.4

Share of emigrants from the European Union, by region of origin and

destination, 2019

100
90 -
80 -
70
60 -
50 -
40 -
30 -

destination region (%)

20

Distribution of EU emigrants by

10 -

0 -

W EU15

22.7 million 14.1 million
13
|
l
EU15 NMS13

Subregion of origin

NMS13 M EFTA M Non-EU ECA © Rest of the world

Source: International Migration (database), Population Division, Department of Economic and Social

Affairs, United Nations, https://www.un.org/en/development/desa/population/migration/data/index.asp.
Note: ECA = Europe and Central Asia (Non-EU ECA countries include: Albania, Armenia, Azerbaijan,
Belarus, Bosnia and Herzegovina, Georgia, Kazakhstan, Kyrgyzstan, Montenegro, North Macedonia,

Republic of Moldova, Russia, Serbia, Tajikistan, Turkey, Turkmenistan, Ukraine, and Uzbekistan);
EFTA = Andorra, Channel Islands, Faroe Islands, Gibraltar, Greenland, Holy See, Iceland, Isle of Man,
Liechtenstein, Monaco, Norway, San Marino, and Switzerland. EU15 = European Union members

before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); NMS13 = New Member States

joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).
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THE (EVEN FASTER) INCREASE IN SKILLED MIGRATION IN
THE EU IN THE PAST 15 YEARS

Skilled migration to the EU has risen even more rapidly than overall migration
over the past 15 years. The number of high-skilled migrants in the EU, defined as
migrants with some tertiary education, more than tripled over the period 2004-18,
increasing from about 4 million to 13 million. The rise in high-skilled migration
has been largely driven by migrants from outside the EU, whose numbers rose
from 2.8 million in 2004 to 8.3 million in 2018. Although smaller in absolute num-
bers, intra-EU15 high-skilled migration increased by a factor of seven over the
same period, from 0.3 million in 2004 to 2.1 million in 2018. Meanwhile, high-
skilled migration from the NMS13 rose at a more modest pace, from 1.2 million to
2.7 million. The total intra-EU28 mobility of high-skilled workers has increased
faster than total migration (European Commission 2021). Like overall migration,
the concentration of highly educated migrants is largely in EU15 countries
(97 percent of all skilled migrants in the EU28).

In relative terms, the skill content of migration to the EU28 also increased,
especially for internal migration within the EU15. Migrants from EU15 coun-
tries in other EU countries have traditionally had higher educational attain-
ment relative to the overall population of the EU15. This pattern has become
more pronounced over time, as the share of migrants with tertiary education
from the EU15 has risen more rapidly than the corresponding share in the over-
all population in the EU (figure 2.5). In recent years, almost half the migrants
from the EU15 in other EU countries had tertiary degrees. Compared to
migrants from the EU15, migrants from the NMS13 have lower overall educa-
tional attainment, reflecting the lower human capital in origin countries. In
addition, the share of migrants with tertiary education has increased less

FIGURE 2.5
Tertiary education, age 25-64, natives and foreign-born, European Union
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of the world.
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rapidly among migrants from the NMS13 and from the rest of the world than
among migrants from the EU15.

In line with the upward trends in education, the share of individuals in occu-
pations that require nonroutine tasks has risen more quickly among migrants
than among the overall EU population. Reflecting technological change, the
share of workers engaged in nonroutine cognitive tasks in the EU has been
increasing, although at a moderate pace. The share has been growing more rap-
idly in the EU15 than in the NMS13 (figure 2.6). Meanwhile, the share of individ-
uals engaged in such activities has risen more quickly among migrants from the
EU15 than among the overall EU population, reflecting the large increase in the
share of high-skilled migrants from the EU15. In addition, the share of migrants
from the NMS13 and the rest of the world engaged in nonroutine cognitive tasks
has risen at a more moderate pace, although still more rapidly relative to the
share among the overall population.

The skill composition of migration greatly differs across destination coun-
tries in the EU. Reflecting geographical disparities in productivity, skill short-
ages, and skill-specific wage premiums across the EU, high-skilled migrants are
disproportionately concentrated in certain countries and in certain regions
within countries in Europe (map 2.1, panel a). In most regions of the Nordic
countries and the United Kingdom, for example, more than half of the migrants
from the EU are equipped with tertiary education. In Italy, in contrast, a minority
of migrants have attained some tertiary education. In countries such as France
and Spain, the prevalence of highly skilled migrants varies quite substantially by
region. In terms of the share of the total adult population (age 25-64), high-
skilled migrants represent more than 15 percent in some urban areas in Ireland,
Switzerland, and the southeastern United Kingdom, which surpasses the
10 percent in the metropolitan areas of Luxembourg, Paris, Stockholm, and

FIGURE 2.6
Workers age 25-64 employed in nonroutine cognitive jobs, European Union
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Note: EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom); EU28 = EU15 + NMS13; NMS13 = New Member States joining in 2004, 2007, and 2013
(Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia); RoW = rest
of the world.
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MAP 2.1
Educational attainment of immigrants, European Union regions
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Source: Estimates based on data from the European Union Labour Force Survey (database), Eurostat, European Commission, https://ec.europa.eu/eurostat

/statistics-explained/index.php/EU_labour_force_survey.

Vienna. In contrast, Italian regions, despite receiving a large share of migrants
overall, host relatively few high-skilled migrants.

CHARACTERISTICS OF HIGH-SKILLED MIGRANTS IN THE EU

In contrast to the broad gender parity among migrants from the EU15, women
are overrepresented among migrants from the NMS13, especially among the
highly educated. In addition, the share of women among NMS13 migrants with
tertiary education has been rising, whereas it has remained fairly constant
among migrants from the EU15 (figure 2.7). Women also used to be overrepre-
sented among low-educated migrants from the NMS13; the share of women,
although declining, is still greater than the share of men. For migrants with inter-
mediate levels of schooling, there is close to gender party, although the share of
females is again slightly higher among migrants from the NMS13.

Highly educated migrants are more concentrated among younger age groups
and, although filling key gaps in the labor market, they suffer from occupational
downgrade. High-skilled migrants, like all migrants, tend to be clustered in the
25-44 age group (figure 2.8, panel a). This is particularly true for high-skilled
migrants coming from NMS13 countries, among whom 70 percent are within
that age range, compared to 54 percent of natives. In contrast, high-skilled
migrants from EU15 countries have an age distribution more similar that of
natives. A key characteristic of many high-skilled migrants in host labor markets
is overqualification and occupational downgrade (Aleksynska and Tritah 2013).
On average, migrants with tertiary education have 2.5 more years of education
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FIGURE 2.7
Share of women among migrants, by education level, European Union, 2001-17
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Note: EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom); NMS13 = New Member States joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus,
the Czech Repubilic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).

FIGURE 2.8
Demographic and occupational distribution of tertiary-educated immigrants relative
to natives, European Union, 2018
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Note: Panel b compares the excess education of tertiary-educated migrants versus tertiary-educated natives. Excess
education refers to a person’s number of years of education compared to the average years of education of workers in the
same occupation (using ISCO-08 three-digit level). EU15 = European Union members before 2004 (Austria, Belgium,
Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the
United Kingdom); EU28 = EU15 + NMS13; ISCO = International Standard Classification of Occupations; NMS13 = New
Member States joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).
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than the average worker in their same occupation, measured at the ISCO-08
three-digit level,® whereas high-skilled natives have 1.7 additional years of
schooling. That is, overqualification of highly educated migrants is 46 percent
higher than that of similarly educated natives.

By region of origin, occupational downgrade particularly affects highly
educated migrants from the NMS13. Immigrants from the NMS13 have on
average 1.3 more years of schooling than natives in the same occupation,
whereas the gap is only 0.3 year for tertiary-educated EU15 migrants (figure 2.8,
panel b). According to the 2018 EU Labour Force Survey, 5 out of the top
10 occupations in which highly educated male NMS13 migrants work can be
categorized as low-skill occupations (building frame workers, heavy truck/
bus drivers, building finishers, transportation/storage workers, and machin-
ery mechanics) compared to none of the top 10 occupations for high-skilled
male natives (figure 2.9, panels a and b). Female workers have a different occu-
pational profile than males, as has been shown in past regional studies (for
example, Munoz Boudet et al. 2021). However, similar patterns of occupa-
tional downgrade emerge for qualified NMS13 female migrant workers—5 of
the top 10 jobs require medium to low skill levels (figure 2.9, panel d).

Migrants also self-select into occupations that have a different task content
than natives’ occupations. Even without occupational downgrade, NMS13
migrants tend to work in different occupations from natives, because natives are
more likely to have jobs that require more communication skills (for example,
sales, legal and finance professionals, teachers, and administrative workers),
whereas high-skilled migrants select occupations that require more quantitative
or analytical skills, such as information and communication technology (ICT) soft-
ware developers, engineers, and medical doctors (figure 2.9). The occupational
downgrade of migrants upon arrival in the host country has been linked to the lack
of local specific skills, including language skills and the imperfect recognition of
human capital obtained abroad (Borjas 2015; Friedberg 2000). Therefore, the
occupational clustering of highly educated migrants also shows the selection into
tasks for which they have a comparative advantage (Peri and Sparber 2011).

Among high-skilled migrants in the EU, ICT represents one of the largest
shares of occupation for migrants coming mostly from non-EU countries but
also from EU15 and NMS13. In recent years, ICT has become the largest occupa-
tion for qualified male immigrants in the EU (figure 2.9, panel b). The technolog-
ical boom since the early 2000s has led to a rapid increase in the share of
households with internet access, from 20 percent in 2000 to about 90 percent in
2019. This trend in demand for ICT services has brought about significant
increases in the number of ICT professionals in all EU countries (figure 2.10,
panel a). In this context, many EU countries rely heavily on foreign workers to
fill vacancy needs in the sector. Northern EU15 countries, in particular, have seen
the share of migrants in ICT occupations increase, from 10 percent in 2004 to
close to 20 percent in 2018 (figure 2.10, panel b). In contrast, migrant ICT profes-
sionals represent less than 10 percent of foreign-born workers in southern EU15
countries (Greece, Italy, Portugal, and Spain), and about 5 percent in New
Member States. The large influx of migrant ICT workers has come mostly from
non-EU countries, in particular from South Asia. Migrants from other EU15
countries represent 4 percent of ICT workers in northern EU15 countries, and
migrants from NMS13 countries account for an additional 2 percent. Although
they represent a smaller share of ICT migrant workers, more than 200,000 ICT
professionals from NMS13 countries worked in other EU countries in 2018,
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FIGURE 2.9

Top 10 occupations of highly educated workers in the European Union, 2018
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FIGURE 2.10
ICT workers in European Union countries, 2004-18
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Notes: The break in the series in 2011 is due to the change in the categorization of occupations (from ISCO-88 to ISCO-08). EU15 = European Union
members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden,
and the United Kingdom); EU North = northern EU members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Luxembourg, the
Netherlands, Sweden, and the United Kingdom); EU15 South = EU members before 2004 from the Mediterranean (Greece, Italy, Portugal, and Spain);

ICT = information and communication technology; ISCO = International Standard Classification of Occupations; NMS13 = New Member States joining in
2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and
Slovenia).

mostly in the West, representing 15 percent of the total stock of ICT workers at
origin. However, the overall supply of ICT workers in NMS13 countries has fol-
lowed upward trends similar to those in EU15 countries, so the gap between the
two subregions has not widened as a result of this high-skilled emigration.

NOTES

1. Migrants are defined in this report as individuals who were born in a different country
from their current country of residence. From the perspective of receiving countries, immi-
grants are those born in a third country, while from the perspective of sending countries,
emigrants are natives (born in the sending country) that reside in a third country.

2. The EU15’s full membership before 2004 and as of January 1, 2020, consisted of Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom.

3. The NMSI3 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); and Croatia (2013).

4. The EFTA consists of Andorra, Channel Islands, Faroe Islands, Gibraltar, Greenland, Holy
See, Iceland, Isle of Man, Liechtenstein, Monaco, Norway, San Marino, and Switzerland.

5. The EU28 represents the full EU membership as of January 1, 2020, before the withdrawal
of the United Kingdom (Brexit)—that is, the EU15 plus the NMS13.

6. Using the International Labour Organization’s International Standard Classification of
Occupations structure. For more information, see https://www.ilo.org/public/english
/bureau/stat/isco/isco08/.
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Drivers of Migration within
the European Union

WAGE AND EMPLOYMENT GAPS

Wage gaps between migrant-sending and migrant-receiving countries in the
European Union (EU) are significant and closely associated with migration
patterns. Wage gaps create a strong incentive for workers in less economi-
cally developed regions to migrate in search of better living standards.
Empirical evidence shows that most migrants move in search of better
economic opportunities and that income gaps are a key factor of bilateral
migration flows (World Bank 2018). In several New Member States (NMS13)—
such as Bulgaria, Croatia, Latvia, Lithuania, and Romania—annual earnings
are about half the average in the EU28 (figure 3.1, panel a).! The wage gap is
even larger with respect to the most highly developed EU28 countries, par-
ticularly Austria, Germany, Luxembourg, the Netherlands, Sweden, and the
United Kingdom.

Even if a portion of the wage gaps originates from skill differences, studies
have found extremely large earnings gaps among workers with identical skill
sets (Clemens, Montenegro, and Pritchett 2019). The largest segment of the
wage gaps is explained by the region in which workers are located, rather than
by human capital or technological disparities. This has been labeled the place
premium (Clemens 2013). Thus, countries with higher wages attract more immi-
gration, whereas those with lower wages tend to face migration outflows (see
figure 3.1, panel a).

In the same vein, unemployment differentials are strongly correlated with
migration flows across Europe. Within countries, regions that suffered from
higher unemployment rates in 2002 relative to the national average faced
subsequent migration outflows during 2003-17, but the opposite was true in
top-performing regions (see figure 3.1, panel b). There is obviously a circular
and self-reinforcing relationship between migration outflows and unemploy-
ment levels. Regions with high employment levels tend to attract more
migrants, who mostly come from regions with high unemployment. Such
flows, however, tend to narrow employment gaps. Nevertheless, employment
opportunities and place premiums in earnings seem to be at the root of
migration flows.
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FIGURE 3.1
Earnings, unemployment, and net emigration, European Union, circa 2003-18
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Note: Standardized unemployment rates and net emigration measures are calculated by dividing the gap
between each region and the national average, divided by the standard deviation in each country. Net

emigration is defined as the number of emigrants (departures) minus the number of immigrants (arrivals) in
a given region and period of time. EU28 = full EU membership before the departure of the United Kingdom
in 2020 (Brexit). The labels in panel b show the Nomenclature of Territorial Units for Statistics 2 (NUTS 2)
regional code, which includes the Alpha-2 country code and the two-digit principal subdivision code.

TECHNOLOGICAL CHANGE, AUTOMATION, AND
“GOOD JOBS”

Technological change and automation are changing the demand for labor
and the geography of jobs. This effect is occurring not only in Europe but also
across the globe. Over the last decade, there has been a pronounced shift of
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FIGURE 3.2
Share of nonroutine cognitive jobs in the European Union, 2012, and net immigration,
2013-17
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Note: Net immigration is defined as the number of immigrants (arrivals) minus the number of emigrants (departures)
in a given region and period of time. The labels show the Nomenclature of Territorial Units for Statistics 2 (NUTS 2)
regional code, which includes the Alpha-2 country code and the two-digit principal subdivision code.

workers out of routine occupations toward nonroutine occupations across all
across all the EU. The process of deroutinization has increased the demand of
high-skilled and high-income jobs while reducing that of lower-skilled jobs,
increasing the income divide between these two groups (Hoftijzer and Gortazar
2018). Greater opportunities for employment in nonroutine cognitive occupa-
tions that require greater skills seem to play a role in attracting migrants. In the
EU15 and in the NMS13, there was a positive correlation between the initial
share of total employment in nonroutine cognitive occupations in 2012 and the
increase in net immigration rates during the subsequent five years (figure 3.2).2
This may be the result of the regional concentration of higher-skilled, high-
paying nonroutine cognitive jobs in urban areas with more human capital, which
may have led to more internal and cross-border worker mobility.

DEMOGRAPHIC PATTERNS, NETWORKS, QUALITY OF
PUBLIC SERVICES, AND GOVERNANCE

A key driver of migration found in the literature is the existence of networks of
previous migrants of the same nationality in the destination country
(Clark, Hatton, and Williamson 2007). These diasporas explain the majority of
variability in migration flows (Beine, Docquier, and Ozden 2011), especially in
relation to the migration of low-skilled workers. Sharing a common language
and culture greatly reduces the economic and psychological costs associated
with migration. In particular, migrant networks provide an essential service to
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newer waves of migrants during their job search process, improving their labor
market outcomes in the destination country (Edin, Fredriksson, and Aslund
2003; Munshi 2003).

The quality levels of public services in both origin and the destination coun-
tries also constitute push and pull factors for migration. From the perspective of
the destination countries, well-performing education and health systems tend to
attract migrants (Geis, Uebelmesser, and Werding 2013). Social safety nets can
also play a role in attracting migrants from the least developed countries
(Pedersen, Pytlikova, and Smith 2008). From the perspective of sending regions,
local amenities, in particular security and public services, also play a significant
role in shaping intentions to emigrate (Dustmann and Okatenko 2014).

Finally, recent studies find that corruption plays an important role in both
increasing emigration and deterring immigration, especially for high-skilled
workers. A high level of corruption in a country could significantly discourage
immigration, because it is associated with weaker and more volatile economic
conditions and more job insecurity (Poprawe 2015). Besides reducing immigra-
tion levels, more corruption also has an effect on increasing emigration rates in
sending countries (Auer, Romer, and Tjaden 2020). The impact of corruption on
emigration rates is larger for high-skilled workers, because it erodes the concept
of meritocracy and reduces returns to education (Cooray and Schneider 2016;
Dimant, Krieger, and Meierrieks 2013). Therefore, corruption might also affect
the selection into migration, exacerbating the “brain drain” from origin coun-
tries, and it could also reduce the incentives for migrants to return to their home
country after working abroad.

THE MULTIFACETED AND COMPLEX NATURE OF THE
DRIVERS OF MIGRATION BEYOND INCOME GAPS

Regression analysis shows that income and labor market gaps are strong drivers
of bilateral migration flows. For example, as the gross domestic product (GDP)
per capita level rises in a country of destination j relative to a country of origin i,
more people move from the latter to the former country (first column of table 3.1).2
On top of GDP differences, the gap in after-tax annual earnings between coun-
tries j and i is also estimated to have a positive effect on migration flows (second
column of table 3.1); a 1 percent increase in the ratio of wages between countries
jand iis associated with a 0.22 percent increase in migration flows from country
i to country j. And, given that a higher inflation rate reduces the real value of
wages, the difference in the inflation rate between the destination and sending
countries is associated with a reduction in migration flows from the latter to the
former country. Last, although the correlation between the gap in unemploy-
ment rates and migration flows is measured with less precision, the third column
of table 3.1 shows that the larger the relative size of the unemployment rate, the
lower the expected migration flows.

Additionally, legal barriers to mobility; the generosity of the welfare system;
employment protection legislation; and, as noted earlier, the levels of corruption
also matter substantially in the migration decision. The EU accession of the
NMS13 in 2004, 2007, and 2013 boosted bilateral migration flows from the east
to the west of the EU (World Bank 2019). However, the EU15 countries lifted
work restrictions for NMS13 workers at different times—for example, Polish cit-
izens received full rights to work in the United Kingdom in 2004, but did not do



TABLE 3.1 Drivers of bilateral migration flows

Drivers of Migration within the European Union

VARIABLE LOG MI(G;II;ATIONIJ LOG MI(GZI;ATIONIJ LOG MIgI;ATIONIJ
Contiguous borderijt 0.193** 0.221** -0.134
(0.079) (0.092) (0.098)
Common language;, 1.366%+* 1.280%** 1.096**+*
(0.086) (0.116) (0.103)
Distance (Iog)l.jt —0.876*** —0.793*** —1.189%**
(0.044) (0.053) (0.068)
Common religionm 1.084*** 1.010%** 1.035%**
(0.068) (0.078) (0.093)
Time zone differencem —0.259*** —0.352%** —0.340%**
(0.040) (0.046) (0.058)
Population size in i (log) 0.598*** 0.625*** 0.664***
(0.012) (0.015) (0.033)
Population size in j (log) 0.6271*** 0.557**+* 0.677***
(0.017) (0.023) (0.029)
GDP per capita, PPP (j/i), log 1.368*** 1.149%+* 1.095%**
(0.089) (0.138) (0.080)
Net earnings (j/i), log 0.206%**
(0.076)
Inflation (j/i), log —0.107*** —0.124%**
(0.018) (0.019)
Unemployment rate (j/i), log 0.043 0.010 —0.143%**
(0.044) (0.056) (0.053)
Share of agriculture (j/i), log 0.012 0.039
(0.036) (0.041)
Share of services (j/i), log 0.435%* -0.386
(0.180) (0.261)
Right to workq.t 0.802%** -0.113
(0.090) (0.152)
Urban (j/i), log 0.339%**
(0.117)
Social protection spending (j/i) 0.361***
(0.092)
Product market regulation (j/i), log 0.048
(0.066)
Employment protection legislation (j/i), log —0.163**
(0.068)
Trade (j/i), log 0.178**
(0.078)
WGI Control of Corruption (j/i), log 0.522%** 0.258* 0.537%**
(0.097) (0.134) (0.119)
Constant —3.8071*** —3.074%** —2.047%**
(0.350) (0.408) (0.439)
Observations 6,053 4,440 3,339
R? 0.565 0.564 0.585
Year FE YES YES YES

Source: World Bank calculations based on data from the CEPII Gravity Database, migration and labor statistics from the Organisation for Economic
Co-operation and Development (OECD), and the World Bank World Development Indicators.

Note: The regression estimates the (log) of migration flows from sending country i to receiving country j in year t. All regressions control for time effects.
Explanatory factors besides gravity-type variables are all introduced as the ratio between the receiving country j and the sending country i (j/i).

log = logarithm; PPP = purchasing power parity; Right to workm = legal right for the population from country i to work in country j; Social protection
spending (SPS) (j/i) = (SPS / GDP) in j divided by (SPS / GDP) in I; WGI = Worldwide Governance Indicators. Robust standard errors in parentheses.
Significance level: * = 10 percent, ** = 5 percent, *** = 1 percent.
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so until 2011 in Germany. When using the full sample that covers the universe of
all the sending countries, lifting all work restrictions between two countries in
the EU is associated with a 120 percent increase in bilateral migration flows.*
Another key driver of migration is the relative size of the welfare state. In partic-
ular, the larger the social protection expenditures per capita in destination coun-
tryj relative to sending country 7, the more people tend to migrate fromitoj. The
level of protection and rigidity in the labor market also affects migration deci-
sions. In particular, larger migration flows are observed from countries with
stricter employment protection legislations to countries with more flexible labor
arrangements. Furthermore, more pronounced openness in a country—measured
by the relative share of trade over total GDP—is associated with a larger migra-
tion inflow. Last, measures of the level of corruption in a country, such as the
Control of Corruption of the World Bank Worldwide Governance Indicators, are
strongly linked with migration flows.2 Across all specifications, the log of the
ratio of the corruption indicators consistently points to the fact that, as the gap
in the corruption level between sending and receiving countries increases, more
people migrate. More specifically, a 1 percent widening in the level of corruption
between countries 7 and j (meaning that country i is more corrupt or country j is
less corrupt) is associated with a rise in migration flows from country 7 to coun-
try j of about 0.5 percent.

NOTES

1. The NMSI13 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); and Croatia (2013). The EU28 represents the full EU
membership before the departure of the United Kingdom in 2020 (Brexit)—that is, the
original 15 members (Austria, Belgium, Denmark, Finland, France, Germany, Greece,
Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United
Kingdom) plus the NMS13.

2. The EU15’s full membership before 2004 consisted of Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain,
Sweden, and the United Kingdom.

3. The methodology to estimate the gravity equation whose results are reported in table 3.1 is
detailed in appendix B.

4. As the dependent variable is log-transformed, to obtain the exact impact on the right-to-
work variable, the coefficient presented in column 1 (that is, 0.80) must also be transformed
according to the formula exp(0.80) - 1. Furthermore, the coefficient on this variable
becomes insignificant in column 2, because data are not available for several New Member
States (Bulgaria, Croatia, Latvia, Lithuania, and Romania).

5. Other measures of corruption—such as the Government Effectiveness of the Worldwide
Governance Indicators, the Corruption Perception Index of Transparency International,
and the Corruption score of the International Country Risk Guide—yield similarly strong
correlations between corruption levels and migration flows.
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The Impact of Migration on
Receiving Countries and
Regions

IMMIGRATION’S POSITIVE IMPACT ON GROWTH

Most empirical studies of the relationship between immigration and economic
growth in European migrant-receiving countries find a positive relationship.
However, results vary depending on the methodology, time frame, and country
sample (Rutledge and Kane 2018). In theoretical analyses, the impact of
immigration varies depending on the skill level of the migrant population, with
high-skilled immigration having larger benefits for growth (Borjas 2019; Dolado,
Goria, and Ichino 1994). Cross-country empirical studies on Europe come to a
similar conclusion. Studies using cross-country analysis by the Organisation for
Economic Co-operation and Development (OECD) typically find that
immigration has a positive impact on growth in receiving countries (Aleksynska
and Tritah 2015; Alesina, Harnoss, and Rapoport 2016; Boubtane, Dumont, and
Rault 2016; Felbermayr, Hiller, and Sala 2010; Jaumotte, Koloskova, and Saxena
2016). A smaller number of earlier studies by the OECD—such as Dolado, Goria,
and Ichino (1994) for the period 1960-85 and Orefice (2010) for the period 1998-
2007—find evidence of a negative impact of immigration on gross domestic
product (GDP) per capita.! Both studies also show, however, that high-skilled
immigration has a positive effect on GDP per capita, which partly compensates
for the overall negative effects of immigration on GDP per capita. Thus, the
effect of immigration on GDP per capita depends on the skill composition of
migrants. It has also been shown to depend on the characteristics of the country
of destination (Kang and Kim 2012; Orefice 2010).

Empirical studies focusing on individual countries in the European Union
(EU) also find that immigration exerts positive effects on growth. Muysken
and Ziesemer (2011) look at the macroeconomic impact of both aging and
immigration on economic growth. Using data from the Netherlands from 1973
to 2009, they find that immigration helps alleviate the aging problem in the
long run as long as immigrants are able to participate in the labor force at least
as much as the native population does. As in cross-country studies, they also
highlight that the more educated the immigrants are or become, the greater
their contribution to growth. In a study of France, d’Albis, Boubtane, and
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Coulibaly (2015) use a database in which immigration is measured by the flow
of freshly issued long-term residence permits. Using a model estimation of
monthly data over 1994-2008, they find that immigration has increased
France’s GDP per capita over the period, particularly in the case of family
immigration. Other studies of individual countries outside Europe, such as
Docquier et al. (2018) on the United States, also find that immigration has
positive effects on economic growth.

Immigration, especially high-skilled immigration, can affect growth
through three main channels: labor input, capital accumulation, and
productivity. A consistent inflow of high-skilled migrants can push a country
toward the adoption of new technologies (Chander and Thangavelu 2004).
Some studies also highlighted that a marginal increase in the stock of skilled
human capital as a result of immigration contributes more to productivity
growth the closer a country is to the technological frontier (Lodigiani 2008;
Vandenbussche, Aghion, and Meghir 2006). Cross-country macro studies find
no effect or a negative effect of immigration on productivity in receiving
countries (Docquier and Rapoport 2009; Ortega and Peri 2009, 2014). In
contrast, studies using firm-level data for individual countries in Europe
typically find positive effects on firm productivity in France (Mitaritonna,
Orefice, and Peri 2017) and the United Kingdom (Ottaviano, Peri, and Wright
2018) but no effect in Germany (Trax, Brunow, and Suedekum 2015). A causal,
positive impact of immigration on innovation, measured by the number of
registered patents, has also been evidenced (Burchardi et al. 2020; Hunt and
Gauthier-Loiselle 2010). Regarding capital accumulation, the share of highly
educated immigrants has been shown to add to capital accumulation (Ortega
and Peri 2009).

IMPLICATIONS FOR POPULATION GROWTH,
DEMOGRAPHIC COMPOSITION, AND AGING

Immigration has made a strong contribution to population growth in EU15
countries since the mid-1990s.2 From 1995 to 2017, the population in the EU15
grew by an average of 9.6 percent. This is lower than the rates in most other
developed countries, such as Australia (36.0 percent), New Zealand (30.0
percent), Canada (25.0 percent), the United States (22.0 percent), and the
Republic of Korea (14.0 percent). Net immigration inflows accounted for close
to 80 percent of the growth (figure 4.1, panel a), providing a vital boost to an
otherwise stagnant natural growth rate.

Immigration also has important implications for a country’s age structure.
Immigrants in the EU15 tend to be younger than natives. Migrants are
disproportionately of working age, given that their main driver for migration is
economic opportunity. In high-income EU destination countries with aging
populations, migrants help increase the size and share of the working-age
population (World Bank 2019). However, at current rates, immigration can
contribute only slightly to any reduction in aging among receiving countries.
The old-age dependency ratio—the ratio between the population age 65 and
older and the working-age population, age 15-64—stood at 30 percent in
EU15 countries in 2015. If recent migration trends continue, it is projected to
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FIGURE 4.1
Change in population, European Union, 1995-2017
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Note: Net immigration is defined as the difference between immigration flows (arrivals) and emigration flows (departures) in a given European
region. Natural change is the difference between the number of live births and deaths during a given time period.

reach 56 percent by 2050, which is only slightly lower than the rate estimated in
a scenario without immigration (figure 4.1, panel b).

IMMIGRATION'’S EFFECT ON THE STOCK, VARIETY, AND
QUALITY OF HUMAN CAPITAL

Migrant-receiving countries and regions tend to exhibit larger gains in
human capital. Despite advances in educational attainment in all but four
Nomenclature of Territorial Units for Statistics 2 (NUTS 2) regions during
the last decade and a half, gains have been larger in regions with greater net
immigration flows (that is, more inflows than outflows) and smaller in
migrant-sending regions (figure 4.2). This pattern has been observed in both
Western Europe and in the 13 New Member States (NMS13) joining the EU
since 2004, and it may derive from various factors, such as the demand for a
higher concentration of skills in migrant flows, which incentivized natives to
accumulate more skills in migrant-receiving areas, or migrants to accumulate
skills in host countries.?

The greater and more diverse human capital contributed by immigration
raises productivity amonglocal workers. Various studies find that immigrants
contribute skills and concentrate in occupations in which they have a
comparative advantage (Peri 2012; Periand Sparber 2009). The diversification
of skills and the focus of migrants on tasks that they are better able to
perform boost productivity in the economy and spur innovation. This boost
favors natives who specialize in occupations involving communication-
intensive tasks.
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FIGURE 4.2
Net emigration and changes in tertiary educational attainment, European Union,
2004-17
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Statistics 2 (NUTS 2) regional code, which includes the Alpha-2 country code and the two-digit principal

subdivision code.

IMPACTS ON LABOR MARKETS AND PUBLIC FINANCES

Changes in the age and skill composition of the native workforce have been
found to be the main drivers of the wage dynamics observed in OECD coun-
tries from 2000 to 2010, whereas labor migration has played a much more
modest role (Docquier et al. 2018). Overall, older high-skilled workers have
been affected the most negatively by changes in the age-education structure
of the native population. Because of the rapid aging and educational upgrad-
ing in the labor market, these workers face growing competition. Meanwhile,
skilled-biased technological change has been a far stronger force in shaping
labor market outcomes. As a result, wages of low-skilled younger workers
have shown net declines. The issue is that their wages would have declined
even more if not for the demographic trends benefiting younger and
less-educated workers.

In migrant-receiving countries, immigration has had a small but generally
positive effect on domestic wage dynamics and labor supply (Docquier et al.
2018). Immigration in the OECD tends to boost the wages of low-skilled
workers, who complement high-skilled workers because net immigration
flows tend to be more highly skilled (Docquier, Ozden, and Peri 2014). Thus,
immigration has reinforced the positive effects of aging and upskilling on
low-skilled workers in receiving countries. In more open economies that
exercise skill-based migration policies, the positive effects of immigration on
low-skilled workers have been more pronounced. However, whereas the
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benefits of immigration are more likely to be diffused across the population
and become more apparent in the longer term, the costs related to displace-
ment or wage decline are more immediate and are concentrated in specific
groups of workers (World Bank 2019).

The EU’s enlargement led to sizable emigration from some of the new
members in Eastern Europe to those in Western Europe; however, the impact
on employment and wages of the native population in receiving countries has
been subdued. For example, 9 percent of all workers in Lithuania, 6 percent in
Latvia and the Slovak Republic, and 5 percent in Poland received work permits
in Ireland and the United Kingdom after the EU’s enlargement (Elsner 2011).
Most of these emigrants were young and had medium to high educational
attainment (Zaiceva and Zimmermann 2008). Most studies of receiving
countries do not find large effects of the immigration wave on wages and
employment (Barrett 2009; Blanchflower and Shadforth 2009). In receiving
countries, studies of Lithuania and Poland, where emigration has been
widespread, find positive short-term effects of that emigration on wages at
home (Dustmann, Frattini, and Rosso 2015; Elsner 2013). These patterns are
consistent with the equilibrating effects of migration flows from low- to
high-wage (and employment) regions.

Immigration helps address demand shortages in the labor markets of
receiving countries, but it has limited effects on the earnings of natives
(World Bank 2018). Shortages of workers in specific occupations requiring
relevant qualifications and tasks are a challenge to competitiveness in several
European economies. Among EU countries, 21 have produced lists of occupa-
tions in which shortages are binding; in 10 of these countries, the lists are
used as an explicit instrument for determining admissions of workers from
other countries (European Commission 2015). Demand shortages vary from
country to country. They are more frequently observed in low-skilled occu-
pations—such as machine operators, cleaners, and farm laborers—and in
services meeting the growing needs of an aging population (nurses, social
service workers, and personal care workers). Although the arrival of migrants
may have short-run negative effects on the wages of natives with similar
skills, the overall effects are close to zero, and the effects on the wages of
natives with complementary skills are typically positive# In the longer term,
immigration can boost productivity, promote occupational upgrades, and
boost the wages of natives (Ottaviano and Peri 2012).

The fiscal impact of immigrants is broadly neutral or slightly positive in
most OECD countries, indicating that immigrants tend to be net contributors
to tax and social insurance systems in destination countries (OECD 2013).
The net fiscal contribution of immigration normally lies within the range of
plus or minus 1 percent of GDP (Rowthorn 2008). For Europe specifically,
migrant workers have been estimated to make a net contribution of approxi-
mately €42 billion to the national tax and benefit systems of a selected group
of 13 EU countries as of 2006 (Barbone, Bontch-Osmolovsky, and Zaidi 2009).
Similar positive net effects have been found for France (Chojnicki 2013), the
United Kingdom (Dustmann and Frattini 2014; Vargas-Silva 2016), and the
Scandinavian countries (Hansen, Schultz-Nielsen, and Tranaes 2017).2 These
fiscal effects of immigration tend to be more positive in the case of high-
skilled migrants and migrants from the European Economic Area than in the
case of less-skilled migrants and migrants from developing countries
(Dustmann and Frattini 2014; Hansen, Schultz-Nielsen, and Tranaes 2017).
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NOTES

1. Thedivergence in findings from more recent studies may be partly explained by differences
in time period and sample composition, as well as the difficulties in identifying a causal
relationship between immigration and growth. Among available studies, Alesina, Harnoss,
and Rapoport 2016; Dolado, Goria, and Ichino 1994; Felbermayr, Hiller, and Sala 2010; and
Orefice 2010 use methodologies that are the closest to identifying a causal relationship.

2. The EU15’s, the full membership before 2004 consisted of Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal,
Spain, Sweden, and the United Kingdom.

3. The NMS13 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); and Croatia (2013).

4. See Longhi, Nijkamp, and Poot (2005) and Peri (2014) for a meta-analysis of the literature
on the impact of immigration on the wages of natives.

5. These accounting exercises that assign a dollar value to the fiscal contribution of migrants
rely on a number of assumptions that may be debated (Borjas 1994).
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The Impact of Migration on
Sending Countries and Regions

SHORT-TERM COSTS IN HUMAN CAPITAL, REGIONAL
INEQUALITY, AND FISCAL BALANCES

In the short run, emigration from sending countries can lead to slower capital
growth and a technological downgrade. In the presence of skill complementari-
ties or externalities between high-skilled workers in a firm, the emigration of
some workers may negatively affect productivity among the stayers. The emigra-
tion of high-skilled migrants tends to harm, on average, domestic knowledge
access, but it allows innovators at home to access valuable knowledge accumu-
lated abroad (Agrawal et al. 2011). Some studies on European countries find neg-
ative effects of youth emigration on entrepreneurship and innovation in Italy
(Anelli et al. 2019) and on firm productivity and total factor productivity in
Eastern European countries (Giesing and Laurentsyeva 2017).

Already occurring because of aging and low fertility rates, population and
labor force declines in the European Union (EU) are reinforced by emigration.
Migration to the EU15 has exacerbated the natural drop in populations in Eastern
Europe.! During the last two decades, net emigration flows have accounted for
more than half the total decline in population in the 13 New Member States
(NMS13) joining since 2004 (figure 5.1, panel a).2 The role of migration outflows
has been particularly significant in Lithuania and Romania; whereas in Bulgaria,
Croatia, and Latvia, the declining fertility rate is the most relevant driver of pop-
ulation change. Migration thus seems to be amplifying unequal population
trends within the EU.

Migration also reinforces rapid aging among the populations of
migrant-sending countries. Because younger people show greater tendency to
migrate, old-age dependency ratios have risen more quickly among countries
exhibiting larger migrant outflows than among countries showing larger migrant
inflows (figure 5.1, panel b). Intra-EU mobility, which accounts for a large part of
EU immigration, cannot address the overall EU aging issue. In contrast, it tends
to exacerbate the challenge in some countries, especially in Eastern European
migrant-sending countries.
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FIGURE 5.1
Population change and aging, migrant-sending regions of the European Union, 1995-2017
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Note: Net immigration is defined as the difference between immigration flows (arrivals) and emigration flows (departures) in a given European
region. For panel b, the Nomenclature of Territorial Units for Statistics (NUTS) classification system is a geocode standard for referencing the
subdivisions of countries for statistical purposes. The highly aggregated NUTS 2 second-level subdivisions are used in EU regional programs and
policy making. Top net immigration (emigration) areas are the 30 percent of total EU NUTS 2 subdivisions with larger net inflows (outflows).

EU = European Union; NMS13 = New Member States joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).

The emigration of a segment of the high-skilled population reduces the aver-
age level of human capital in a country in the short run. Emigrants in the EU
generally exhibit greater educational attainment relative to nonmigrants who
remain in the home country (figure 5.2). Those who migrate also tend to be in
occupations with more transferable skills, such as those in science, technology,
engineering, and mathematics. This trend is observed across both western EU
countries and the NMS13. Only in Portugal is the share of adults with tertiary
educational attainment lower among emigrants than among stayers. In the
NMS13, adults with low or tertiary educational attainment are more likely than
adults with midlevel skills to emigrate. Since the accession of the NMS13 to the
EU in 2004, there has been a positive correlation between net immigration flows
and changes in tertiary educational attainment in EU Nomenclature of Territorial
Units for Statistics 2 (NUTS 2) regions (see figure 4.2 in chapter 4). Migrant-
sending regions in the EU have thereby lagged in human capital accumulation
compared with more vibrant areas.

Emigration affects critical sectors, such as health care, potentially causing
shortages of qualified professionals in the EU15 south and in the NMS13. Annual
flows of doctors from the EU15 south and the NMS13 to the EU15 north and
European Free Trade Association (EFTA) countries have been large (figure 5.3).2
Annual inflows from other EU and EFTA countries have been especially large in
Ireland, Luxembourg, Norway, and Switzerland, representing between 3 percent
and 9 percent of the total stock of physicians in these countries in 2007-18.
Migration outflows of doctors have been more prevalent in some southern EU15
countries and the NMS13, particularly Estonia and Romania, averaging
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FIGURE 5.2

Tertiary educational attainment, age 25-64, by emigration status,
European Union
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FIGURE 5.3
Average annual migration flows among doctors, EU and EFTA, 2007-18
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FIGURE 5.4
Inflows and outflows of migrant doctors, EU15 and NMS13, 2007-18
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3.9 percent and 2.5 percent annually, respectively, during the same period. The
potential reduction in the stock of health professionals should be monitored,
given the essential role of health professionals in socioeconomic outcomes
among the population.

Outflows of doctors from the NMS13 and the EU15 south have been sizable
during the last decade, reaching, respectively, 0.7 percent and 1.5 percent of the
total stock of physicians in these regions by 2014 (figure 5.4). These substantial
outflows of doctors were largely absorbed by the EU15 north and EFTA
countries. While the migration of health professionals has stabilized or even
slowed in recent years, it still accounts for a sizable portion of the domestic
supply of these professionals.

Even in countries where emigration has been widespread, the effects on the
wages of natives at origin have been limited. In sending countries in Eastern
Europe such as Lithuania (Elsner 2013) or Poland (Dustman, Frattini, and Rosso
2015), emigration was found to have a positive effect on wages of workers in the
home country who have skills similar to those of the workers who emigrate,
because of reduced competition. Also, emigration has been found to have nega-
tive effects on the wages of less educated native workers who have skills that are
complementary to those of high-skilled emigrants (Docquier, Ozden, and Peri
2014; Dustmann, Frattini, and Rosso 2015). However, the two other forces at play
in equilibrium wages—native population aging and upskilling—have more than
compensated for the negative effects of emigration on the wages of natives
in migrant-sending countries (Docquier et al. 2018).
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Source: Elaboration based on data from the Regulated Professions Database, European Commission, Brussels, https://ec.europa.eu/growth
/tools-databases/regprof/index.cfm?action=homepage.

Note: The EU15 north includes all the EU15, with the exception of Greece, Italy, Portugal, and Spain, which represent the EU15 south.

EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); NMS13 = New Member States joining in 2004, 2007, and 2013
(Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).
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In the short run, emigration reduces the fiscal base and can negatively affect
public finances. Tax revenues may be reduced as a result of the lower economic
activity due to labor outflows (Gibson and McKenzie 2012), although remit-
tances can raise consumption taxes, thereby exerting a mitigating impact. On the
expenditure side, the older population left behind puts pressure on pension and
health spending (Clements et al. 2015). Fiscal losses become larger if emigrants
are concentrated among prime-age, highly educated, and high-earning workers
(Desali et al. 2009). In the NMS13, net immigration has been associated with
higher social spending on pensions and health care during periods of weaker
economic growth (Atoyan et al. 2016). The reduction of the fiscal base is espe-
cially a problem in education because nonmigrants subsidize those who leave.

Sending regions lag along several dimensions, including human capital.
Educational attainment among the adult population in the EU has progressively
increased since the EU’s enlargement in 2004. Among the NMS13, there has
been a process of catching up to the EU15, which is more visible in the younger
population age 30-34 years (figure 5.5). However, the top migrant-sending
regions among the NMS13 have been slower to improve. They have not reached
the EU15 average and have experienced larger gaps relative to the average among
populations in the NMS13. Migration in NMS sending regions, which usually
involves more highly educated populations, seems to slow the convergence in
human capital across these regions.

FIGURE 5.5
Tertiary education, age 30-34, EU regions sending or receiving
migrants, 2004-18
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Source: Elaboration based on data from Education and Training (database), Eurostat,
European Commission, Luxembourg, https://ec.europa.eu/eurostat/web/education-and
-training/overview.

Note: Top net emigration regions are the 30 percent of total EU15 and NMS13 NUTS 2
subdivisions with the largest net outflows of migrants. EU15 = European Union members
before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); NMS13
= New Member States joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic,
and Slovenia). NUTS 2 = Nomenclature of Territorial Units for Statistics 2.
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MEDIUM-TERM EFFECTS ON LABOR SUPPLY, HUMAN
CAPITAL ACCUMULATION, AND REMITTANCES

Migration may support a more efficient relocation of labor market factors and
alleviate unemployment pressures in sending regions with scant job opportuni-
ties, especially among youth. Before the 2008-09 global financial crisis, migra-
tion from high- to low-unemployment areas coincided with a substantial decline
in unemployment in the top migrant-sending countries (figure 5.6). However,
this convergence may have been driven by other economic factors associated
with EU enlargement. This appears to be the case because the average unem-
ployment rate fell more rapidly in the NMS13 than in the top migrant-sending
countries. The 2008-009 crisis affected all EU countries, putting on hold the con-
vergence across regions. Beyond the extensive margin of employment, migration
also allows skilled labor to be reallocated from low- to high-productivity regions
and sectors, with potential benefits for migrants and the economy.

Emigration can incentivize human capital investment in response to increas-
ing external and internal demand. In addition to the immediate short-term drain
on human capital associated with emigration, the departure of skilled workers
can also lead in the long run to what has been referred to as a brain gain in

FIGURE 5.6
Unemployment rates, by NUTS 2 regions, 2004-17
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(database), Eurostat, European Commission, Luxembourg, https://ec.europa.eu/eurostat
/statistics-explained/index.php/EU_labour_force_survey; Population (database), Eurostat,
European Commission, Luxembourg, https://ec.europa.eu/eurostat/web/population
Joverview.

Note: Top net immigration (emigration) areas are the top 30 percent of NUTS 2 country
administrative subdivisions with the highest migrant inflows minus outflows (outflows
minus inflows) during 2004-17. EU15 = European Union members before 2004 (Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom); NMS13 = New Member
States joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and
Slovenia); NUTS 2 = Nomenclature of Territorial Units for Statistics 2.
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migrant-sending countries. The more recent literature has emphasized many
indirect, longer-run feedback channels through which skilled emigration posi-
tively affects human capital growth in migrant-sending countries. Most
cross-country studies that include sending countries in Europe find a positive
association between emigration and human capital accumulation at origin in the
long run. Beine, Docquier, and Rapoport (2008) find a positive effect of skilled
migration prospects on gross (premigration) human capital levels in a
cross-section of 127 developing countries. Using a cross-sectional analysis in a
sample of sending countries, Beine, Defoort, and Docquier (2011) and Docquier
and Rapoport (2009) also find robust, positive, and sizable effects of skilled
migration prospects on human capital formation in developing countries.
Among sending countries in Eastern Europe, return migration, combined with
the education incentive channel, has been shown to turn the drain on human
capital into a brain gain in 10 migrant-sending countries in Eastern Europe
(Beine, Docquier, and Rapoport 2001, 2008; Mayr and Peri 2009; Docquier and
Rapoport 2012). In a panel regression of the 10 countries that joined the EU in
2004, plus Greece, Portugal, and Spain, who joined the EU in the 1980s, Farchy
(2009) also finds evidence in support of the brain gain hypothesis as human cap-
ital expands as a result of the increased mobility derived from the EU accession.
In Romania specifically, temporary emigration was found to have positive long-
run effects on skill levels at home (Ambrosini et al. 2015).

One key mechanism through which brain gain takes place is the increase in the
returns to education in home countries because of the demand for skilled migrants
by destination countries. Recent empirical studies of brain gain outside Eastern
Europe that are relevant for that region offer evidence of the indirect, endogenous
effects of emigration on human capital in sending countries. Abarcar and
Theoharides (2018) find that an increase in the migration of nurses leads to a rise
in the number of nurses in the sending country, enabled by the increase in both the
local demand for nursing programs and the domestic supply of nursing programs.
Similarly, the direct effect of the emigration of doctors, which reduces the stock of
doctors in sending countries, may eventually be offset because of the greater
incentives to graduate in medicine due to higher earnings potential abroad and the
option value of returning with enhanced skills after several years of work abroad.

Several conditions need to be fulfilled, however, for brain gain to occur. First,
brain gain occurs only if a large enough number of newly educated individuals do
not migrate overseas or if they ultimately return to sending countries. Second, the
home country of the migrants should be able to increase school capacity, meeting
increased demand for education. For example, although the size of the cohort of
new graduates in medicine was close to constant in the northern EU15 countries
between 2004 and 2016, the number of new graduates in medicine showed an
upward trend in the NMS13, especially during the first five or six years after EU
accession (figure 5.7). In the NMS10 which completed formal EU accession in
2004, the size of the cohort of graduates in medicine accelerated in 2009; in the
NMS3, which entered the EU in 2007 (Bulgaria and Romania) and 2013 (Croatia),
graduate flows accelerated beginning in 2013. Box 5.1 elaborates on the effects of
emigration of doctors on human capital accumulation in Romania.

Education capacity must expand to accommodate the increased demand,
which has not occurred in all NMS13 countries; and when it does, it has an addi-
tional fiscal cost for sending countries. Because the net outflows of doctors rose
in all NMS13 countries following EU accession, the net changes in the stock of
physicians were dependent on changes in the supply of new cohorts of doctors.
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FIGURE 5.7
New graduates in medicine, NMS10 and NMS3, 2004-16
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Commission, Brussels, https://ec.europa.eu/growth/tools-databases/regprof/index
.cfm?action=homepage.

Note: The dotted ovals highlight the increase in the share of doctors 5-6 years after the EU

accession, which is the number of years required to complete medical school. NMS10 = New

Member States that completed formal EU accession in 2004 (Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia);
NMS3 = New Member States that completed formal EU accession in 2007 (Bulgaria and

Romania) or 2013 (Croatia).

Emigration of high-skilled professionals from Romania

Romania is the second-largest emigration country in
the European Union (EU) after Poland.
Approximately 3.5 million Romanians live abroad, of
whom 90 percent reside in other EU countries.?
Emigration accelerated after Romania’s accession to
the EUin2007 and displayslarge regional disparities.
Whereas the largest urban centers with higher
concentrations of high-quality jobs (such as
Bucharest, Cluj, and Timis) have recorded net
migration inflows since 2002, lagging counties have
faced large emigration flows.

Following similar patterns as other New Member
States of the EU, Romanian emigrants are much
younger, on average, than the population remaining in
Romania, reinforcing the country’s aging phenomenon.

Romanian emigrants are also more educated than the
general population of Romania. In 2011, the latest year
for which data are available, about one in four Romanian
emigrants aged 25-64 years had completed tertiary
education, compared to only 13 percent of Romanians
who stayed in the country.

The large emigration of qualified professionals has
raised worries about emerging shortages across key
occupations. Among them, shortages of doctors are of
particular concern, given the large outflows observed
since 2007 and their essential role for the well-being
of the population. According to the Ministry of
Health, 43,000 doctors emigrated between 2007 and
2017. As a result, labor shortages—measured by the
share of job vacancies over employment—increased

continued
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Box 5.1, continued

between 2013 and 2018 most rapidly in the health and
social work sector.

Despite those worries, the opportunity to emigrate
and obtain larger economic returns has incentivized
more Romanians to study medicine. The number of
graduates in medicine in Romania has increased since
its EU accession in 2007 and accelerated six years
after that, in line with the time that it takes to com-
plete medical school programs (figure B5.1.1, panel a).
Although other factors might be at play, the fact that
most of the increase in medical graduates stems from
programs in English and French also points at the
higher demand for internationally transferable skills.c
Because of emigration, the increasing supply of medi-
cal graduates might not always translate into a larger
stock of doctors in Romania; however, Eurostat statis-
tics show a 58 percent increase in the number of

FIGURE B5.1.1
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physicians per capita in Romania between 2000 and
2018 (figure B5.1.1, panel b). Emigration, thus, does not
seem to have hampered the process of catching up
with other countries, with the ratio of doctors vis-a-vis
the EU average increasing from 66 percent in 2000 to
82 percent in 2018. Although the aging of Romania’s
population has increased the demand for doctors, the
supply has risen about 14 percent since 2000 as a pro-
portion of the population above 65 years old.
Although there is no evidence of migration caus-
ing a reduction in the stock of doctors in Romania,
several challenges have emerged. First, financing the
education of medical students who emigrate is
costly, particularly if they do not return to work in
Romania. Second, up to now, Romania has shown lit-
tle ability to attract Romanian emigrant doctors back
to the country (Roman and Goschin 2014), given the

Trends in the supply of medical students and the stock of doctors in Romania, 2000-18
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Commission, Luxembourg, https://ec.europa.eu/eurostat/en/web/products-datasets/-/HLTH_RS_PRSRG. New-entrant places:
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Note: New-entrant places refers to the number of students that start studying medicine. EU = European Union; EU28 = full EU
membership before the departure of the United Kingdom in 2020 (Brexit); NUTS 2 = Nomenclature of Territorial Units for Statistics 2.
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Box 5.1, continued

large wage differentials. Finally, the brain drain of
doctors might be more of a concern in certain lag-
ging regions. According to census data for 2011, there
is a strong negative correlation between net emigra-
tion in each of the 42 counties and the observed

increases in the stock of doctors. Because net emi-
gration is correlated with the level of income per
capita in a region, migration can amplify regional
inequalities in the availability of qualified medical
professionals in Romania.

a. Estimates vary, from 3.4 million in 2018 according to the OECD International Migration Database to the 3.6 million projected in 2019 by

UN Department of Economic and Social Affairs population statistics.
b. Based on data from the Romanian National Institute of Statistics.

c. This pattern is also due to government efforts to internationalize medical education in Romania to attract foreign students offering

diplomas recognized across the EU at lower tuition and living costs.

The Czech Republic, Romania, and Slovenia witnessed a rapid rise in the number
of graduates in medicine that more than compensated for the out-migration of
doctors; however, in Estonia, Hungary, and Latvia, the additional supply of new
graduates was not sufficient to compensate for the drain on human resources
(see figure 5.8 for the examples of Hungary and Romania). Even if migration can
incentivize human capital accumulation, it still does not solve the problem of
sending countries bearing the costs to educate that part of the population that
leaves the country and thus does not give back to the local economy.

Overall, because of rapid aging, the supply of doctors in the NMS13 has not
caught up with demand. Despite the migration of doctors from the NMS13 and
the EU15 south to the EU15 north and EFTA countries, the overall supply of
doctors has been rising progressively in all subregions since 2007 (figure 5.9,
panel a). The stock of doctors has grown most rapidly in the NMS3, which rep-
resents the newest EU members (Bulgaria, Croatia, and Romania). In 10 years,
the stock of doctors increased by about 29 percent, compared with 14 percent in
the EU15 north and 9 percent in both the EU15 south and the rest of the NMSI13.
Given rapid aging in the EU, however, the region is likely to face a general rise in
the demand for health care professionals. The number of doctors measured
against the size of the older population (age 65 and older) can approximate these
demand pressures more closely. By such a measure, the share of doctors in the
EU15 has dropped by 3.7 percent since 2011, from 1,982 doctors to 1,909 doctors
per 100,000 elderly population (figure 5.9, panel b). This shortage may represent
a pull factor that attracts doctors and other health care professionals from else-
where in Europe. In the NMS13, the ratio of doctors per 100,000 elderly popula-
tion has fallen more, by over 13 percent since the 2004 EU accession and by
8 percent since 2011. Thus, although the stock of doctors in the NMS has risen
despite the migration outflows to higher-income European countries, the expan-
sion in supply has not kept up with the rapid aging of the population and the
consequent increase in the demand for health care services.

Understanding why the supply of education responds more effectively in some
NMSI3 countries than in others to high-skilled emigration is important for policy
making. For instance, some countries may have rigid training systems for particu-
lar occupations—such as highly regulated systems based on narrow entry criteria
or a small, fixed number of places in medical education—that are not necessarily
aligned with the needs created by changes in internal or international demand for
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FIGURE 5.8
Changes in the stock of doctors, Hungary and Romania, 2000-17
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/tools-databases/regprof/index.cfm?action=homepage.
Note: Net immigration is defined as the difference between immigration flows (arrivals) and emigration flows (departures) in a given European

region. The blue oval in panel b highlights the increase in the number of new graduates as a share of the total stock of doctors six years after
Romania’s accession to the European Union.

FIGURE 5.9
The stock of doctors as an index and per 100,000 population age 65 and older

a. Index of the stock of doctors, 2007-17 b. Doctors per 100,000 population
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these occupations. These countries may thus be more likely to experience short-
ages locally than other countries in which there is no quota system or in which
quotas may be readily adjusted to account for shifts in domestic demand.

In addition to the brain gain discussed earlier, another benefit of emigration for
sending countries is the growth in remittances sent mainly to lower-income
households. Since the mid-1990s, remittances have quadrupled in the NMS13 as a
share of gross domestic product (from 0.5 percent in 1994 to above 2.0 percent in
2013-18) (figure 5.10). Remittances are particularly prevalent in Croatia, Bulgaria,
and Latvia, where they represent 4.7, 3.7, and 3.6 percent of gross domestic product,
respectively. Remittances provide vital income to many households, especially the
poorest, and have been associated with better health and education outcomes and
lower poverty rates (Adams and Page 2005; Amuedo-Dorantes and Pozo 2010;
Hildebrandt and McKenzie 2005). For sending countries, remittance flows have a
stabilizing effect on the economy and public finances because they tend to be
countercyclical (Chami, Hakura, and Montiel 2009). This pattern might be less at
play in the EU, given the coordination of the business cycle between countries in
recent years. For example, remittances fell in most NMS13 countries during
the financial and euro crises—given that most NMS13 migrants reside in EU15
countries—while their economies experienced a slowdown.

Remittances may, however, reduce labor supply at home among households
with international migrants. Disposable income brought by remittances could
dampen the incentives to work for nonmigrating family members, by raising the
reservation wage of family members through an income effect. In that case, the
increase in income from remittances may reduce the labor force participation of
family members, and in the long term it may create dependency on income from
remittances. Evidence on this topic for Europe is very scarce, but studies in other
contexts typically find negative effects of having a migrant currently overseas on
women’s labor supply at home, whereas effects for men are quite small and

FIGURE 5.10
The share of remittances in gross domestic product, NMS13, 1994-2018
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ambiguous. In Albania, emigration was found to decrease female paid labor sup-
ply while increasing unpaid work (Mendola and Carletto 2012). In contrast,
women with past family migration experience were significantly more likely to
engage in self-employment and less likely to supply unpaid work.

LONG-TERM EFFECTS: IMPROVEMENTS IN INSTITUTIONS,
TRADE, KNOWLEDGE, AND PRODUCTIVITY

In the longer run, emigration may contribute to improving institutions in
migrant- sending countries. For example, migrants to more democratic societies
can have a positive impact on social, economic, and political institutions at home
(Docquier et al. 2011; Spilimbergo 2009). Because better institutions usually
translate into higher total factor productivity, such institutional channels are
partly captured by productivity responses. In Moldova, the emigration wave that
started in the aftermath of the 1998 crisis in the Russian Federation strongly
affected electoral outcomes and political preferences during the following
decade, eventually contributing to the fall of the last Communist government in
Europe (Barsbai et al. 2017).

Emigration can also reduce international transaction costs and generate global
networks, promoting bilateral trade, foreign direct investment, and knowledge
diffusion between the migrant’s home and host countries. There is extensive evi-
dence that emigrants, especially the highly skilled, keep a wide range of profes-
sional ties to their native countries (Saxenian 2002; Wescott and Brinkerhoff
2006). For example, there is a well-established model of cooperation between the
Indian diaspora and Indian information technology service vendors (Pandey et al.
2006). Emigrants may also be catalysts for knowledge diffusion (Bahar and
Rapoport 2018; Kerr 2008). The importance of diasporas in facilitating trade has
been the focus of many recent studies from both the theoretical level (Greif 1993;
Rauch and Casella 2003) and an empirical perspective (Genc et al. 2012; Gould
1994; Head and Ries 1998; Herander and Saavedra 2005; Orefice et al. 2021; Peri
and Requena-Silvente 2010; Rauch and Trindade 2002). Business networks in
home countries have been shown to be mostly driven by skilled migration
(Docquier and Lodigiani 2010). Although high-skilled migration and foreign
direct investment flows are negatively correlated contemporaneously, skilled
migration is associated with future increases in foreign direct investment inflows
due to the formation of business networks (Kugler and Rapoport 2007). As a
result, transnational migrant networks enable the home regions of emigrants to
integrate more quickly into the EU and the world economy.

High-skilled migration exhibits substantial circularity in the EU15, but the
NMS13 countries struggle to encourage the return of skilled migrants. Many
migrants initially plan to migrate for a short period or end up migrating for only
alimited time, usually for specific purposes, such as temporary work or education.
Dustmann and Weiss (2007) and Dustmann and Goerlach (2016) stress the rele-
vance of temporary migration, whereby migrants return home after several
years of working abroad, even in the continuing presence of wage differentials.
They point to price differentials, complementarities of consumption and loca-
tion where consumption takes place, and human capital obtained abroad that
enhance immigrants’ earnings potential at home as potential drivers of the deci-
sion to return. Return decisions are also affected by the labor market outcomes
of migrants in destination countries, such as in the Netherlands (Bijward,
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Schluter, and Wahba 2014). The decision to return of highly skilled migrants is
also linked to family and lifestyle reasons, rather than just the income opportu-
nities in different countries (Gibson and McKenzie 2011). About 30 percent of
the migrants in the EU return to their home countries within a decade. This
share increases to more than 40 percent among high-skilled migrants from the
EU15, but return rates among high-skilled migrants from the NMS13 are signifi-
cantly lower (figure 5.11).% The large gaps in wages, social services, and other
amenities that fuel emigration in the first place also hinder the capacity of lag-
ging regions to incentivize the return migration of the highly skilled. Lagging
regions are thus not able to reap an important part of the benefits of emigration
when high-skilled emigration turns permanent. Box 5.2 analyzes the case of
recent emigration from Spain and the government’s efforts to address some of
the challenges for promoting return migration of the high-skilled diaspora.
Chapter 7 provides a more detailed analysis of policies to enhance the mobility
of skilled workers across regions and countries, defined hereby as “brain circu-
lation” (a term the authors prefer to the negatively connoted “brain drain”), and
to facilitate the return of skilled migrants.

FIGURE 5.11
Share of emigrants who return, by educational attainment, by region
of origin
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Sources: Estimates based on data from the CEPIl GeoDist Database, Centre d’Etudes Prospectives et
d’Informations Internationales, Paris, http://www.cepii.fr/CEPIl/en/bdd_modele/presentation
.asp?id=6; DIOC (Database on Immigrants in OECD and Non-OECD Countries), reference years
2010/11, Organisation for Economic Co-operation and Development, Paris, https://www.oecd.org/els
/mig/dioc.htm; “2014 Labour Market Situation of Migrants and Their Immediate Descendants,” LFS Ad
Hoc Module, EU-LFS (European Union Labour Force Survey) (database), Eurostat, European
Commission, Luxembourg, https://ec.europa.eu/eurostat/statistics-explained/index.php?title=EU
_labour_force_survey_%E2%80%93_data_and_publication.

Note: Low educational attainment refers to those with less than upper secondary education, medium
educational attainment refers to those with upper secondary education, and high educational
attainment refers to individuals with tertiary education. Returnee rates are estimated by dividing the
number of returnees in 2014 by the stock of migrants in 2010 and multiplying by the elasticity of
returnees to migrants, (the percentage change in returnees for a 1 percent change in the number of
migrants) which is derived from a gravity-type equation that controls for a set of geographical and
social ties between the sending and receiving countries, including distance, contiguity, share of
common ethnic groups. EU15 = European Union members before 2004 (Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain,
Sweden, and the United Kingdom); EU28 = EU15 + NMS13; NMS13 = New Member States joining in
2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia).
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Emigration from Spain and the government’s efforts to attract the young

diaspora

Over the last decades Spain has been a paradigmatic
case among European Union (EU) countries with
large swings of migration flows. Contrary to the expe-
rience of other countries in the region, Spain was a net
emigrant country until the 1970s, and it was not until
the end of the 1990s that immigration flows rapidly
accelerated. The immigration boom was unprece-
dented in terms of size and speed. In just over a decade,
the stock of foreign-born population increased from
1 million to 6.7 million (figure B5.2.1, panel a). At the
peak, migrants represented 14.3 percent of the total
population, making Spain one of the largest
immigrant-receiving countries in the EU. By contrast,
migration outflows were negligible until the end of
the 2000s.

The effects of the Great Recession on the Spanish
labor market were very pronounced and reduced the
attractiveness of Spain as a migrant-receiving country.
After 2008, employment fell by almost 18.5 percent
and the unemployment rate peaked at 26.9 percent at
the beginning of 2013. Particularly worrisome was the

FIGURE B5.2.1

deterioration of youth unemployment, which reached
over 55 percent, and was 40 percent among the immi-
grant population. As a result, Spain rapidly transi-
tioned from large immigration to vast emigration. At
the peak of the recession in 2013, 460,000 foreigners
left Spain, moving the migration balance of population
without Spanish nationality to a net outflow of 210,000
(figure B5.2.1, panel b).

The migration outflows were composed not only of
migrants returning to their home countries but also of
an increasing number of Spaniards who decided to
move abroad. In the last decade, the diaspora of
Spanish nationals has increased by 1 million, reaching
more than 2.5 million in 2019 (figure B5.2.1, panel a). A
big part of those outflows consisted of foreign-born
individuals who became naturalized and then decided
to return to their home countries. Still, about 830,000
people born in Spain are currently residing abroad.
Recent emigrants from Spain are younger and more
highly educated than Spaniards who stay in Spain.
About 70 percent are less than 35 years old, mostly

Stock and flows of immigration and emigration in Spain
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Box 5.2, continued

migrating to other EU countries (51 percent), Latin
America (26 percent), or the United States (7 percent).
As Izquierdo, Jimeno, and Lacuesta (2016) show,
almost half of Spanish emigrants have a tertiary edu-
cation, compared to 32 percent of the nonemigrant
population.

Since 2017, Spain has returned to net migration
inflows, and the number of immigrants has increased
again to precrisis levels (figure B5.2.1, panel a). At the
same time, although emigration flows of nationals
have decreased, there is a persistent challenge to
attract the young educated diaspora back, which has
become one of the government’s priorities. According
to a survey of 765 current young emigrants, INJUVE
(2014) finds that about four in five emigrants have the
desire to return to Spain, although most do not have
concrete plans to do so.

Recent government policies have been imple-
mented in order to strengthen the links with the
Spanish diaspora and promote brain circulation and
the return of young Spaniards. The Secretary General
of Immigration and Emigration provides information
online about job opportunities abroad for the young
unemployed and engages with Spanish consulates to

help integrate Spanish emigrants (Arango 2016). In
2019, it published the “Plan de retorno a Espafa,”
made up of 50 measures to remove personal, profes-
sional, and administrative barriers to return to Spain,
including assistance to plan the return and define a
professional plan (SGIE 2019). Furthermore, the
Spanish State Employment Service elaborated a plan
to address the problem of high youth unemployment;
one of the plan’s measures is to create a program to
incentivize the return of the young diaspora and sup-
port mobility (SEPE 2019). It includes support for
self-employment and finding employment, and finan-
cial help for moving back to Spain and finding lodging.
It also provides assistance for returnees with one-stop
shops that include information about available
resources at different public administrations and their
procedures, employment offers, and networks of
returnees. One key element is the active participation
of interested firms in the process, to connect labor sup-
ply and demand. Although the actual return of young
emigrants is largely linked to employment opportuni-
ties in Spain, these measures can smooth the transition
and reduce bureaucratic and information barriers
while keeping stronger links with the diaspora.

When able to convince emigrants to return, sending countries and regions
can benefit from the associated knowledge transfers and spillovers that
increase productivity. When migrants return to their home countries, they
bring back productive skills, new work experiences, different social norms,
links with international networks, and knowledge of technological change that
can be valuable in domestic labor markets (Clemens, Ozden, and Rapoport
2014; Le 2008; Rapoport 2004). Returnees often become entrepreneurs who
can have positive effects on employment among workers who stayed
(Hausmann and Nedelkoska 2017; Kilic et al. 2009; Piracha and Vadean 2010).
Thus, in the long run, brain circulation may result in brain gain rather than a
drain of human resources, benefiting both sending and receiving countries
(Boeri et al. 2012; Mayr and Peri 2008).

Return migration varies by educational attainment, country of origin, and
country of destination. Among emigrants from the EU15, higher educational
attainment is associated with a greater expected propensity to return, that is,
41 percent among highly skilled workers relative to 12 percent among low-skilled
workers (see figure 5.11). The positive correlation between educational
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attainment and the estimated returnee rate is less evident in the NMS13.
There, the greatest propensity to return occurs among workers with midlevel
skills, whereas highly skilled workers are significantly less likely to return
(14 percent). Overall, the prevalence of returnees among emigrants from the
EU15 and emigrants from the NMS13 is similar across low and midlevel educa-
tional attainment, but there is a large divergence across more highly skilled
migrants. These individuals are three times more likely to return to their coun-
tries of origin if they are from the EU15 than if they are from the NMSI13.
Migrants from the NMS13 who emigrated to non-EU Organisation for
Economic Co-operation and Development countries show an even lower pro-
pensity to return than those who emigrated to the EU15. NMS13 emigrants
returning from non-European countries—particularly developed economies
such as Australia, Canada, and the United States—show a substantially lower
likelihood of returning relative to NMS13 emigrants to the EU15 (figure 5.12).
The return rates among EU15 emigrants are similar across subregions of desti-
nation, although, overall, they are slightly higher among EU15 returnees from
non-European countries relative to EU15 returnees from other EU15 countries.

FIGURE 5.12
Return rates of migrants from the EU28, by educational attainment
and migration corridor
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Sources: Estimates based on data from the CEPIl GeoDist Database, Centre d’Etudes Prospectives et
d’Informations Internationales, Paris, http://www.cepii.fr/CEPIl/en/bdd_modele/presentation
.asp?id=6; DIOC (Database on Immigrants in OECD and Non-OECD Countries), reference years
2010/, Organisation for Economic Co-operation and Development, Paris, https://www.oecd.org/els
/mig/dioc.htm; “2014 Labour Market Situation of Migrants and Their Inmediate Descendants,” LFS
Ad Hoc Module, EU-LFS (European Union Labour Force Survey) (database), Eurostat, European
Commission, Luxembourg, https://ec.europa.eu/eurostat/statistics-explained/index.php/EU_labour
_force_survey.

Note: Low educational attainment refers to those with less than upper secondary education, medium
educational attainment refers to those with upper secondary education, and high educational
attainment refers to individuals with tertiary education. EU15 = European Union members before
2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom); NMS13 = New Member States
joining in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and Slovenia); RoW = rest of the world.

]
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FIGURE 5.13

Furthermore, skilled migrants from the NMS13 show a lower propensity to
return compared to skilled migrants from the EU15.

Returnees in the NMS13 are more likely to become self-employed and
therefore to start up new activities; they also earn higher wages if they work
as salaried employees. The literature on the integration of returning migrants
in home labor markets in developing countries suggests that the migration
experience increases the wages of return migrants back home (Reinhold and
Thom 2013; Wahba 2015). In Eastern Europe, the results indicate substantive
wage premiums among returnees compared to nonmigrants, ranging from
40 percent in Hungary and from 10 percent to 45 percent in a selected group
of countries, including Romania, to almost 100 percent in Albania (Ambrosini
et al. 2015; Co, Gang, and Yun 2000; de Coulon and Piracha 2005; Martin and
Radu 2012). Most recent data on the NMS13 also show positive premiums for
return migrants in almost all countries (figure 5.13, panel a). Returnees are
between 10 and 30 percentage points more likely than nonmigrants to be in
the top three deciles of earnings, except in the Czech Republic and Slovenia.
The largest earnings premiums among returnees are observed in Bulgaria,
Estonia, Latvia, and the Slovak Republic. Returnees are also more likely than
nonmigrants to be self-employed in several countries, including Bulgaria,
Romania, and the Slovak Republic (figure 5.13, panel b). These results are in
line with past studies and highlight the role of returnees in promoting self-
employment and entrepreneurship, thanks to savings accumulated abroad,
which have the potential to create new jobs and revitalize local economies.®

Gaps in labor market outcomes, returnees relative to nonmigrants, NMS13
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Source: Estimates drawn from data in “2014 Labour Market Situation of Migrants and Their Immediate Descendants,” LFS Ad Hoc Module, European Union
Labour Force Survey (database), Eurostat, European Commission, Luxembourg, https://ec.europa.eu/eurostat/statistics-explained/index.php/EU_labour

_force_survey.

Note: Raw (unconditional) gaps are based on differences in the means of returnees relative to stayers (with no controls). The gaps with controls are the
betas of regressions of returnees on a dummy for being in the top three earnings deciles or for being self-employed, controlling for age, gender,
education, and region of resettlement. For comparison, figure includes 95 percent confidence intervals. NMS13 = New Member States joining the
European Union in 2004, 2007, and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the

Slovak Republic, and Slovenia).
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NOTES

1. The EU15’s full membership before 2004 consisted of Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain,
Sweden, and the United Kingdom.

2. The NMSI3 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); and Croatia (2013).

3. The European Commission provides statistics on the migration of doctors and other regu-
lated professions; see the Regulated Professions Database, European Commission, Brussels,
https://ec.europa.ecu/growth/tools-databases/regprof/index.cfm?action=homepage. The
EU15 north is Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Luxembourg,
the Netherlands, Sweden, and the United Kingdom. The EU15 south is Greece, Italy,
Portugal, and Spain.

4. The NMSI0 consists of Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Malta, Poland, the Slovak Republic, and Slovenia.

5. These estimates are based on the number of emigrants from the total diaspora in 2010 who
had returned to their countries of origin by 2014.

6. For prior evidence on the higher propensity of return migrants to start self-employment
activities outside the EU, see McCormick and Wahba (2001), Dustmann and Kirchkamp
(2002), Mesnard (2004), Kilic et al. (2009), Piracha and Vadean (2010), Wahba and Zenou
(2012), and Bossavie et al. (2021).
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The Implications of COVID-19
for Migrants in the European
Union

COVID-19 (coronavirus) has restricted labor mobility and exerted pressure on
the European Union (EU) labor market. On the supply side, the COVID-19 crisis
has created unequal disruptions across occupations. To prevent contagion,
governments have restricted mobility for work to sectors that are considered
essential to the economy. Jobs that are not considered essential or amenable to
being carried out remotely—that is, at home—are therefore the most highly
exposed to supply constraints. On the demand side, some sectors suffer from
more severe falloffs in demand in the short and medium terms, such as airlines
and all activities related to tourism, whereas other sectors may experience
greater demand, for example, health care. On top of the risks of job losses,
workers vary in their exposure and health risks related to COVID-19. Thus,
essential activities that cannot be carried out from home and, at the same time,
require extensive face-to-face interactions, such as health care, are especially
exposed to health risks

For any given level of education, migrants are more vulnerable to supply and
demand shocks and are more exposed to COVID-19 health risks. Analysis of
occupations shows that migrants are more highly exposed to the risk of supply
disruptions, particularly because they are typically less likely to perform telework
and are more likely to have essential jobs that entail more interactions with
others and thus greater exposure to COVID-19 contagion (figure 6.1, panels a
and b). This means they have less access to safe jobs, that is, jobs that can be
performed from home or jobs that, although considered essential, involve less
face-to-face interaction with clients or providers and are therefore associated
with less risk of contagion (figure 6.1, panel ¢). Based on the potential demand
reduction in the coming months, migrants are also likely to face greater demand
shock (figure 6.1, panel d).!

Migrants from the NMS13 (the 13 New Member States joining the EU in 2004,
2007, and 2013) are more highly exposed to COVID-19 relative to migrants from
the EU15.2 Migrants from the NMS13 are 4 percentage points more likely than
the average migrant in the EU and 6 percentage points more likely than natives
to have jobs that are not essential and not amenable to telework. The native-born
population and migrants from the EU15 show similar vulnerabilities and
exposure to COVID-19 in the labor market. Migrants from the NMS13 and
migrants from developing countries outside the EU28 are 8 percentage points
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more likely than natives to have jobs associated with greater health risks
(23 percent and 15 percent, respectively), whereas natives and migrants from
the EU15 exhibit similar occupational choices and risks.2

COVID-19 affects low-skilled migrants more severely than those with higher
educational levels, which has important implications on the profile of return
migrants. As figure 6.1 shows, supply restrictions, demand declines, and exposure
to health risks are unequally distributed across workers. The probability of being
employed in better- protected jobs that can be performed from home or that
require little face-to-face interaction is significantly greater among workers with
more advanced educational attainment, whereas individuals with lower levels of
education have jobs that are associated with higher risks of disruption. Increases
in unemployment arising because of the COVID-19 crisis may thus affect

Job vulnerability in the EU, by place of birth and educational attainment
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Source: Elaborations basedon 2018 data from the European Union Labour Force Survey (database), Eurostat, European Commission,
Luxembourg, https://ec.europa.eu/eurostat/statistics-explained/index.php/EU_labour_force_survey and estimates of Avdiu and Nayyar 2020;
CBO 2006; del Rio-Chanona et al. 2020; Dingel and Neiman 2020; Fasani and Mazza 2020; Pfeiffer, Roeger, and in 't Veld 2020.

Note: Occupations exposed to health risks are those that are considered essential by governments, have not been interrupted during lockdowns,
cannot be performed from home, and require substantial face-to-face interactions. Occupations exposed to supply shocks are those that are not
essential and cannot be done from home. Safe occupations are all those that can be done from home or are essential but require little
face-to-face interaction. The expected demand shock is based on simulations of sectoral demand responses to past virus contagions.

EU15 = European Union members before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom); EU28 = EU15 + NMS13; NMS13 = New Member States joining in 2004, 2007,
and 2013 (Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, and
Slovenia).
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low-skilled migrants more than high-skilled migrants. Under these
circumstances, various measures,such asfiscalincentives, thatsome governments
are proposing as aresponse to the COVID-19 crisis to boost high-skilled migration
may end up contrasting with push factors that encourage less educated migrants
to return to their countries of origin.

The reduction in the stock of migrants and in employment opportunities
since the COVID-19 crisis began can be expected to have important effects on
remittances in the region. Different studies have shown that remittances tend to
be countercyclical and to cushion economic downturns in sending countries
(Frankel 2011). However, the COVID-19 crisis has hit sending and receiving
countries similarly, which results in theoretically ambiguous effects on
remittances. Although migrants tend to increase remittances when the needs of
relatives and friends in the country of origin are higher (Gupta 2005), remittances
are also shaped by factors in the host countries, particularly the size of the
migrant population and their earnings (Clemens and McKenzie 2018). In line
with the higher COVID-19-related occupational risks that migrants face, recent
Eurostat data show a larger drop in employment among migrants between the
second quarter of 2020 and the last quarter of 2019 (5.6 percent) than among
domestic-born workers (-2.3 percent). Furthermore, the deterioration of the
labor market in receiving countries coupled with mobility restrictions has
rapidly reduced the stock of migrants in the region. According to International
Migration Outlook 2020, issuances of new visas and work permits in Organisation
for Economic Co-operation and Development countries fell by as much as 46
percent in the first half of 2020 compared with the same period in 2019 (OECD
2020). These factors are behind the large expected reductions in remittances,
which could fall by more than 15 percent in 2020 in the region of Europe and
Central Asia (World Bank 2020), the largest recorded drop in recent history.

NOTES

1. For a more detailed analysis of migrant workers’ vulnerability to COVID-19, see Bossavie
et al. (2020).

2. The NMSI3 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); and Croatia (2013). The EU15’s full membership
before 2004 consisted of Austria, Belgium, Denmark, Finland, France, Germany, Greece,
Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United
Kingdom.

3. The EU28 represents the full EU membership before the departure of the United Kingdom
in 2020 (Brexit)—that is, the EU15 plus the NMS13.
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Conclusions and Policy
Implications

MANAGING THE MIGRATION PROCESS TO MAXIMIZE
BENEFITS AND MITIGATE COSTS

Previous chapters have given evidence that the benefits and costs associated
with economic migration, in particular skilled migration, vary not only
between receiving and sending countries but also in the short run and the
long run. In light of the results from the most recent economic literature, this
report has discussed benefits and costs associated with skilled migration for
both receiving and sending countries among European Union (EU) Member
States (table 7.1). Although the benefits for receiving countries seem to sub-
stantially exceed the costs, in both the short run and the long run, the net
effect of out-migration for sending countries is more difficult to determine a
priori. In the short run, out-migration helps alleviate pressures from high
unemployment, especially in certain disadvantaged regions and for some
population groups (such as youth); but, at the same time, it induces human
capital losses and exacerbates population aging.

Instead of focusing on preventing a drain of human resources, policies
should also better manage the migration process and promote brain circulation,
by taking advantage of intra-EU labor mobility and the consequent flows of net-
works, expertise, and trade. The EU’s policy on the free movement of workers
establishes the right of EU nationals to reside and work in any other EU coun-
try. Given the legal provisions that protect the free movement of citizens within
the EU, it is difficult to decrease out-migration and the drain on human
resources without providing better wages and employment opportunities in
the sending countries. In the medium/long run, skilled migration can become
beneficial for sending countries (“brain gain”) through return migration, which
can enhance knowledge and productivity spillovers, and can contribute to job
creation through business start-ups and entrepreneurship. However, return
migration of the best and the brightest who left the country is not guaranteed,
and sending countries should invest in ensuring conditions that can be condu-
cive for the return of skilled migrants and their smooth reentry into the domes-
tic labor market. Beyond encouraging return migration, sending countries can
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TABLE 71 The impact of migration on sending and receiving countries

HORIZON RECEIVING COUNTRIES SENDING COUNTRIES
Benefits Costs Benefits Costs
Partial relaxation  Potential Alleviation of unemployment Acceleration in aging
of aging dlspla.qcement off pressures, especially for youth Reduction in human capital because of
pressures cer.tam groups © Increased well-being and out-migration of more highly skilled
Acquiring natives in the labor consumption through - o -
e market ) Skill shortages for specific occupations
Short term  needed skills in remittances
the labor market (for example, Loss of taxpayers
unskilled workers), Fiscal | if hihly ed d
but no large |5ci oss if young highly e ucate
effects overall workers emigrate
Pressures on the funding of basic services
Acquiring Pressures on social  Incentivizes human capital Acceleration in aging if the pool of return
needed skills in services accumulation, although sending  migrants remains small
the labor market countries bear the financial cost
Migrants as net of educ(jatlng pefrt of the
Long term  fiscal contributors population leaving the country

Return migration enhances tech-
nological transfers and knowl-
edge spillovers and contributes
to job creation for stayers

Source: World Bank elaboration.

benefit from actively engaging with their diasporas to increase the positive
spillovers of global know-how and networks (World Bank 2018).

Policies promoting return migration and curbing emigration flows tend to
be complementary and mutually reinforcing. Both types of policies require
tackling key challenges in social, economic, and political conditions in coun-
tries of origin that incentivize workers to emigrate in the first place. In the
short run, policies aimed at stimulating the demand side of the labor market in
sending areas and countries may be more effective at containing the drain on
human resources at the margin. By contrast, policies designed to improve the
supply and the quality of skills and human capital and to remove the structural
gaps between sending and receiving regions will have an effect only in the
medium to long run.

POLICY IMPLICATIONS IN THE SHORT RUN

As highlighted in previous chapters, migration flows in the EU are largely driven
by disparities in economic opportunities across regions of Europe. Thus, reduc-
ing the short-term costs of labor mobility for sending countries by reducing emi-
gration, or increasing its benefits by encouraging return migration, requires
improving labor market conditions back home. Traditional labor market policies
aimed at making the local labor market in sending countries more efficient and
attractive—especially among highly educated youth in strategic sectors, such as
doctors and information and communication technology professionals-can be
used for that purpose.

Addressing bottlenecks in domestic labor markets can increase the relative
attractiveness of home economies. The analysis in chapter 3 shows that differ-
ences in employment protection legislation can affect bilateral migration flows
across countries, even after controlling for differences in levels of income and
other dimensions. Rigid employment protection legislation in origin countries as
opposed to more flexible employment protection regulation in destination



countries implies larger bilateral flows. Labor markets with strong employment
protection systems may reduce mobility in and out of employment and may also
limit the mobility of workers across occupations. Evidence shows that migration
has more positive effects in labor markets with more flexible employment pro-
tection laws because natives, especially if highly educated, may benefit from
occupational upgrades to more complex jobs. In sending regions, less rigidity in
employment protection may also facilitate hiring and job promotion, as well as
investment inflows and business start-ups, thereby reducing the incentives to
emigrate. Therefore, ensuring that employment protection legislation does not
discourage job creation, especially at the entry margin, for first-time job seekers,
highly skilled youth. and skilled returnees, can potentially reduce the size of
skilled migration.

Strengthening home institutions and governance can also reduce incentives
to emigrate. The results of the determinants of bilateral migration flows dis-
cussed in chapter 3 show that differentials in the levels of corruption between
sending and receiving countries can explain bilateral migration flows: in partic-
ular, migration occurs from countries with higher levels of corruption toward
countries with low levels of corruption, even after controlling for other charac-
teristics such as differences in income or wages. Corruption is often associated
with poor meritocracy, weak enforcement of the rule of law, cronyism, and lack
of competitiveness: these factors can particularly discourage the high-skilled,
who typically pursue jobs and occupations in which careers and wage progres-
sions can reflect individual productivity and ability. Further, high-skilled work-
ers are typically more mobile across countries and are more likely to benefit from
better alternative job opportunities abroad thanks to the free movement of labor
in the EU. Therefore, countries addressing corruption in both public and private
spheres, and investing in improving the quality of governance and public institu-
tions, might be able to reduce, directly or indirectly, the extent of brain drain.

Reinforcing safety nets and welfare systems in sending countries can also
contribute to lower emigration rates. The estimates of the drivers of bilateral
migration flows in chapter 3 show that differences in the size of the welfare state
across countries, measured by social protection expenditures per capita, explain
bilateral migration flows, also after controlling for differences in the levels of
income and other country-specific characteristics. In line with the theory of
“welfare magnets,” migration occurs from countries with low per capita social
protection expenditures to countries with higher social protection expenditures.
Strengthening safety nets in origin countries can therefore deter out-migration,
particularly for groups that have a high propensity to leave the country; for
instance, youth could benefit from targeted housing subsidies during the first
years of their working life (especially young couples), and women could benefit
from a larger quantity and better quality of child care services.

Opening domestic labor markets to non-EU countries can help import needed
skills, to the extent that doing so is politically feasible. Emigration in several
sendingregions in the EU can lead to shortages in specific occupations. Increased
immigration of professionals who are in high demand from third countries can
reduce these shortages and future demographic pressures. Immigration is
already a rising phenomenon in parts of the 13 New Member States that joined
the EU in 2004, 2007, and 2013 (NMS13), in particular by citizens of non-EU
Eastern European countries.2 Governments can boost immigration by promot-
ing bilateral labor agreements and by easing the hiring of foreign workers among
companies in sectors with rising labor demand.

Conclusions and Policy Implications
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POLICY IMPLICATIONS IN THE MEDIUM TO LONG RUN

In the longer run, countries with high emigration rates have additional policy
options available to maximize the benefits of brain circulation and to increase
the supply of skills in accordance with needs in the labor market. The main pol-
icy options might be divided between those that can be implemented inde-
pendently and those that need coordination between countries. In terms of
content, policies can also be grouped in the following areas: education financing
policies, policies aimed at expanding the quality and quantity of education, poli-
cies addressing the labor market, policies targeting the reintegration and return
of highly skilled migrants, and policies addressing the business environment and
ecosystem.

Policies that can be implemented independently by either
receiving or sending countries

Reforms on tertiary education financing could be designed to address the fiscal
losses associated with the emigration of graduates of publicly funded universi-
ties. The mobility of graduates generates free-riding problems in relation to the
provision and funding of public education (Gérard and Uebelmesser 2014).
Tertiary education financing policies, in addition to public funding, typically
include the tuition fees of graduates, student loans or time-based repayment
loans, and income-contingent loans (ICLs) (for a review, see Chapman and
Higgins 2013). Countries characterized by high tuition fees for tertiary educa-
tion have introduced government-financed ICLs to ensure access to tertiary
education to students from all socioeconomic backgrounds. The rationale for the
government to be the guarantor of these loans is an equity principle, that is, to
ensure access to education to financially constrained students by addressing
market failures in the provision of financing for education from the private sec-
tor. The first country to introduce this financing mechanism was Australia
(Chapman and Hicks 2018). Other countries using this instrument include
Hungary, New Zealand, and the United Kingdom (Chapman and Doan 2019).
Unlike regular student loans, whereby students repay the loan in fixed annuity
amounts over a predetermined time horizon until the debt is extinguished, stu-
dents taking out ICLs begin repaying the loans only once their incomes exceed a
certain threshold, and the repayment amount is adjusted proportionally depend-
ing on the labor incomes of the beneficiaries (Chapman 2006). In some cases, the
outstanding amount of ICL debt is absorbed by the state after a certain period,
for example, 20-25 years. ICLs may thus embody a progressive element by
implicitly subsidizing the payment of tuition fees until a certain level of labor
income is reached during the borrower’s working life and by entirely exempting
low earners.

ICLs may be an appropriate instrument for ensuring access to education,
despite costly tuition fees. Such arrangements can also help guarantee the fiscal
sustainability of tertiary education within systems in which tertiary education is
provided by the private sector, the public sector, or both sectors. However,
whether ICLs may be used to limit the drain of human resources in countries
with high emigration rates is open to debate. The introduction of tuition fees
might, in fact, discourage enrollment in tertiary education in countries of origin,
and, given the free mobility of students within the EU, students might decide to
emigrate earlier and enroll in universities in countries where tertiary education



is still mostly publicly provided and free or available at low cost, for example, in
France, Germany, and the Nordic countries. Students might also decide to emi-
grate despite the option of taking out an ICL, and the enforcement of loan repay-
ments might be compromised if graduates emigrate for long periods or
permanently.

As apossible solution to these shortcomings, ICL contracts could be designed
to make loan repayments feasible and tax-deductible in destination countries
(Poutvaara 2004). This approach would require coordination and bilateral
agreements between sending and receiving countries, possibly in the context of
the EU’s unique labor market with free internal mobility of workers. It would be
more compatible with incentives from the standpoint of the emigration of stu-
dents. Furthermore, it would imply that richer receiving countries would refund
some of the education expenditures of the sending countries on the human cap-
ital that has been lost. In the absence of bilateral agreements allowing the repay-
ment of ICLs in receiving countries, ICLs should involve regular annuity
payments if beneficiaries are residing abroad. Chapman and Higgins (2013) sug-
gest that, in case of emigration, ICL beneficiaries should repay their outstanding
debt before leaving the country. A similar modality is currently being adopted in
New Zealand.

Another potential advantage of ICLs is that the introduction of tuition fees
could help enliven the competition between publicly funded and privately
funded universities, thereby improving the overall quality of education in coun-
tries of origin. Chapman and Doris (2019) simulate the effects of introducing
time-based repayment loans versus various types of ICLs in the case of Ireland,
in which the government has attempted to limit the emigration of qualified pro-
fessionals in the health sector, especially doctors. The authors find that ICLs
generally reduce the debt burden relative to standard student loans, especially
among low earners, and are also associated with a lower probability of default.

An alternative to ICLs would be the introduction of tuition fees according to
a progressive program. Such programs could help avoid discouraging the enroll-
ment of students from disadvantaged socioeconomic backgrounds or from
financially constrained households. For graduates who choose to find jobs in
their home countries, the tuition fees could be recovered during the first years of
working life through general taxation—using, for instance, income tax credits or
allowances that would allow the amounts paid in tuition fees to be deducted
from taxes over time. Graduates who emigrate would not be able to benefit from
the tax credits. Despite addressing the fiscal imbalances involved in highly
skilled migration, this solution would not discourage university students from
emigrating to study in other countries. Poutvaara (2004, 2008) provides a thor-
ough analysis of the implications of different education financing policies for the
mobility of higher education students.

There is also a need to better monitor the skill demand and supply in sending
countries and to expand the supply and quality of education in targeted occupa-
tions. Improvements in quantity and quality in the provision of skills are essen-
tial to preventing labor shortages and accommodating the incentivizing effects
of migration on human capital accumulation. Such an approach requires putting
in place adequate skill monitoring systems to track the demand and supply for
specific skills and anticipate shortages, in particular in critical occupations, to
expand education supply in specific fields and occupations in a timely way.
Examples of similar demand-driven migration policies can be found in Australia,
Canada, and the United Kingdom. Once these needs have been identified, efforts
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to respond to skill demand can be made at both the intensive margin (by enhanc-
ing the capacity of schools and universities) and the extensive margin (by estab-
lishing new education centers). It has been shown that education systems
typically provide students with skills that are useful in local labor markets but
less useful in international labor markets (Poutvaara 2008). The main source of
tension is that any increase in the international applicability of education may
raise the incentives for students to invest greater effort in acquiring education
but reduces the incentives for public sector provision of education. The intro-
duction of a tax on graduates, whereby graduates would be required to pay a
share of their future taxes in the country where they received their education,
regardless of the country of current residence, has been shown to reduce, though
not to eliminate, this problem (Poutvaara 2008).

Introducing fiscal incentives can help attract highly skilled professionals
back to the home country. And in the short term, governments can implement
tax reductions in specific strategic sectors, such as academia and scientific
research. For example, Italy passed Law Decree 34,/2019, which introduced new
tax incentives for entrepreneurs, researchers, professors, and professional ath-
letes to transfer their tax residency to Italy. The evidence of the effectiveness and
sustainability of such programs in the medium to long run, however, is still lim-
ited; narrative evidence shows that beneficiaries use the benefits only temporar-
ily and tend to leave the country again once the benefits expire.

Reintegration programs could help smooth the transition of returning migrants
into the domestic labor market and support returnees in starting up businesses.
Despite the positive wage premiums available to them in the labor market, return-
ees still face challenges. They tend to have weaker domestic networks upon return
compared with those who stayed in the country and, given the higher rates of
self-employment and entrepreneurship among returnees, may be negatively
affected by administrative and institutional barriers to setting up businesses.

Strengthening the business ecosystems in sending countries can ease the
launch of start-ups by return migrants. Sending countries tend to lag in the ease
of doing business and in the business regulatory burden compared with
migrant-receiving regions in the EU. The business environment affects the
start-up of entrepreneurial activities in sending regions and the capacity to
attract investments and economic activity. Improvements in this environment
may reduce the incentives to emigrate and encourage return migration.

Investing in language programs could also enhance the labor market integra-
tion of migrants in receiving countries. Limited command of the host country lan-
guage among immigrant workers has been evidenced as an important barrier to
successful integration in the host labor market. Insufficient language fluency
devalues many skills acquired by migrants and is one of the leading reasons behind
their higher occupational downgrade. Evidence suggests high returns to language
ability in terms of earnings and employability (Bleakley and Chin 2004; Chiswick
and Miller 2010; Dustmann and Fabbri 2003); however, at the same time, learning
can be costly, particularly for those immigrants who arrive at a later stage of their
lives or who stay in ethnic enclaves without much interaction with the local pop-
ulation (Beckhusen et al. 2013). As a consequence, there is a sizable share of the
immigrant population in the EU that struggles to master the host country’s lan-
guage.? In this context, receiving countries can further invest in language training
programs for migrants as part of the broader introductory programs to enhance
the integration of labor migrants and to improve the net fiscal balance of migration
for the country. Government-led language training for immigrant workers with



limited language proficiency in France has been shown to increase the labor force
participation of beneficiaries, with larger impacts among more highly educated
workers (Lochmann, Rapoport, and Speciale 2019). In Germany, a language train-
ing program targeted to unemployment migrants has also been shown to increase
employment probability (Lang 2018).

Policies requiring coordination between sending and receiving
countries

The assessment of critical skills and occupations can be achieved by building an
EU-wide labor demand system. A coordination mechanism is needed to match
demand and supply more effectively between sending and receiving regions and
to facilitate brain circulation and return migration. In sending countries, educa-
tion supply targets should reflect a consideration not only of the projected
domestic demand in the following years but also of the migrant outflows from
specific occupations.

Strengthening ongoing efforts to certify foreign credentials across EU coun-
tries can help improve the labor market integration of migrants and enhance
mobility. The imperfect recognition of foreign credentials is one of the reasons
for the larger occupational downgrade of qualified migrants in host countries
(Chiswick and Miller 2009; Tani 2017). Employers often have little information
or knowledge about the validity of academic or occupational qualifications
acquired abroad, which reduces the value of those credentials. This brain waste
comes at a cost for both sending and receiving countries. At the destination, the
untapped use of migrants’ skills can reduce productivity and tax revenues.
Occupational downgrade lowers migrants’ earning potential and their subse-
quent capacity to send remittances back to the origin country. Not using certain
higher skills during the migration episode can hinder the ability of migrants to
use those skills upon return to the home country. Within EU countries, there
have been important efforts to validate foreign education credentials, but signif-
icant hurdles persist. According to the EU Labour Force Survey ad hoc migration
module in 2014, about 10 percent of high-skilled migrants from the NMS13 living
in other EU countries had problems validating their degrees, highlighting the
persistence of these barriers within the EU. Further coordination across EU
countries to validate foreign credentials will thus enhance labor mobility and the
integration of migrants within the EU territory.

Building global skill partnerships between sending and receiving countries
would help address losses of human capital and financial burden in the former
while ensuring better matches in the latter. Under these bilateral arrangements,
the country of origin agrees to train people in skills needed in both origin and
destination countries. Among the trainees, some choose to stay and increase
human capital in the country of origin whereas others migrate to the country of
destination for a period of time. In exchange for receiving migrants with
specifically needed skill, the country of destination provides technology and
finance for the training. Global skill partnerships address the potential loss of
essential human capital in the country of origin while preparing potential
migrants for work in the host country (Clemens 2015). In Europe, this approach
has already been implemented by Germany, through the German Agency for
International Cooperation, with pilots in Kosovo and Morocco.

Promoting the full portability of social protection benefits for migrants can
ensure better cost sharing between countries. The lack or incomplete portability
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of social protection such as health and unemployment insurance and pensions
negatively affects migrants’ labor market decisions as well as their capacity to
cope with social risks during downturns or unexpected health shocks (Holzman
and Koettl 2015). It also results in unequal financial burdens and benefits across
sending and receiving countries (Werding and McLennan 2011). Although coun-
tries within the EU have made progress, such as migrants’ full access to health
insurance in their country of residence conditional on national legislation, there
are no financial transfers between countries (Holzman and Koettl 2015).
Therefore, full portability of pensions and health and unemployment insurance
will avoid imposing external costs or benefits on other members of the system in
the source and destination countries.

Continuing the EU-wide efforts to curb the cost of remittances would also
increase the benefit of migration for migrant households. As shown in chapter 5,
remittances have quadrupled in the NMSI3 as a share of gross domestic product
during the last 25 years, providing a vital income supplement to many house-
holds. The EU has developed a regulatory environment through the European
Payment Service Directive in order to harmonize payments, including remit-
tances, throughout the EU Member States. These efforts have helped reduce the
costs of remittances, particularly within the EU. For example, the average trans-
action cost for a group of bilateral corridors between EU15 and NMS13 countries
for which data were available was 5.7 percent in the third quarter of 2020, com-
pared to 6.8 percent in 20154 These costs are lower than the average for non-EU
migrant-sending countries. However, the wide variations in remittance costs by
sending and receiving countries within the EU leave room for further conver-
gence in prices and overall reduction in prices through the adoption of new tech-
nologies and further harmonization of regulatory frameworks.®

BETTER-INFORMED POLICIES REQUIRE BETTER DATA
COLLECTION ON MIGRATION

Given that most EU migration occurs within the EU, far more detailed and com-
prehensive data on the internal mobility of individuals are needed. Data on emi-
gration and return migration flows are currently quite limited. Only a few
EU-wide ad hoc surveys or survey modules on migration are available—for
example, the 2008 and 2014 EU Labor Force Surveys. In the current survey, it is
not possible to distinguish between internal and international mobility, and data
on the origin of migration are available only by main regional aggregates (for
instance, Africa, Asia, and the EU) and not by specific country of origin.
Household surveys in sending countries face even more difficulties in captur-
ing the current extent of emigration—that is, emigrants currently living abroad—
because those people cannot be surveyed directly in the sending countries. Only
a few ad hoc national surveys in sending countries capture current migrants
through questions asking if any household members are temporarily or perma-
nently living in other countries. The EU Labor Force Survey, for example,
includes only information on households in the home countries that have a
household member working abroad. This is, however, a very restrictive catego-
rization of emigration because it misses entire households that have moved over-
seas and can lead to a vast underestimation of the extent of emigration in
countries where family migration, as opposed to the emigration of one single
individual, is common. In addition, questions or modules aimed at capturing
return migrants are often poorly designed, are not sufficiently detailed, and in



some cases capture only a small number of return migrantsZ In a handful of
sending countries in Europe, such as Albania and Armenia, more comprehensive
household surveys dedicated to migration ask detailed questions about current
and return migrants in sampled households. Those surveys, however, remain
very rare globally and should be systematized across the EU because they cur-
rently do not exist for EU countries.

More in-depth, migration-specific surveys with larger sample sizes are also
needed to identify migration trajectories across the main corridors and to
describe the migration experience and migrants’ eventual reintegration into the
local economy. Migration has been shown to be often temporary, meaning that
migrants return home after some time overseas, including in Europe (Dustmann
and Gorlach 2016). Currently, available surveys allow for observation of migrants
only at a given point in time in either the origin or the destination country, with-
out observing their past migration history and employment outcomes back
home. There is a great need for panel data collection following migrants over
time or, alternatively, for collecting retrospective information on the entire
employment and migration history of current and returning migrants to better
understand their migration decisions, trajectories, and contributions to the
home economy after returning home. Better data collection is a prerequisite for
building an evidence-based, data-driven labor market demand system.

Finally, there is a strong need to better capture cross-country labor mobility
in national administrative data sources, and to integrate them within and across
countries. A handful of destination countries in Europe, mainly Scandinavian
countries and the Netherlands, have put together comprehensive administrative
data sets covering the entire population and recording the arrival and departure
of immigrants. Such initiatives allow for the precise measurement of the magni-
tude and composition of migrant inflows and for the capture of temporary move-
ment. They require not only that administrative or registry data be collected and
made available but also that they can be matched with other data sets containing
additional variables, such as labor market outcomes. In addition, procedures
must be in place that record the immigrants’ length of residence or departure
date, which is not the case for every country. Such initiatives need to be general-
ized across countries in the EU. Some of these register data sets also include
information about the destination country in addition to the date of exit, provid-
ing an opportunity to track migrants across national borders. Such tracking,
however, requires tight cross-country collaboration and agreements allowing
workers to be linked across national administrative databases, which are cur-
rently very rare. One exception is the merger of the Finnish and Swedish popu-
lation registers to study emigrant and returnee selection among Finns going to
Sweden. Such initiatives need to be generalized to other relevant migration cor-
ridors within the EU. In addition, sending countries need systematic data collec-
tion on migrants leaving the country. Such administrative databases on emigrants
should allow the tracking of workers in and out of the country through the use of
unique individual identifiers, allowing the database to capture the return of
workers to the home country as well as repeated migration.

NOTES

1. See Article 45, “Charter of Fundamental Rights of the European Union,” Document 12012P
/TXT, EUR-Lex (database), Publications Office of the European Union, Luxembourg,
https://eur-lex.europa.eu/eli/treaty/char_2012/0j.
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2. The NMSI13 (with year of accession) consists of the following: Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia
(2004); Bulgaria and Romania (2007); and Croatia (2013).

3. According to the EU Labour Force Survey migration module of 2014, about one-third of
migrants in the EU has at most an intermediate level in the host language.

4. Based on the World Bank Remittance Prices Worldwide database, available at http://
remittancepricesworldbank.org. The EU15’s full membership before 2004 consisted of
Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and the United Kingdom.

5. For example, transaction costs accounted for 9.8 percent of total transfers between
Germany and Hungary but only 3.4 percent between Romania and Spain.

6. See EU Labour Force Survey (database), Eurostat, European Commission, Luxembourg,
https://ec.europa.eu/eurostat/statistics-explained/index.php/EU_labour_force_survey.

7. Typically, surveys ask whether individuals worked overseas in recent years; such questions
capture only a small sample of return migrants in surveys with a limited total sample size or
with a limited incidence of return migration.
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APPENDIX A

Methodology to Estimate Migrants’
Return Rates in the European Union

Estimates of the share of migrants who return to their home countries (return-
ees) are based on a compiled data set of the stock of migrants and returnees in
24 European Union (EU) countries of origin (which include the EU28, less
Denmark, Germany, Ireland, and the Netherlands because of a lack of data),
223 receiving countries across the world, and three levels of educational attain-
ment among migrants: low (below upper-secondary education), medium
(upper-secondary education completed), and high (tertiary education).!

The outcome of interest is the number of returnees in each cell. Data on the
bilateral stock of migrants by educational attainment are obtained from the
Organisation for Economic Co-operation and Development (OECD) Database
on Immigrants in OECD and Non-OECD Countries (DIOC) for 2010/11, based
on census data in receiving countries.2 Data on the stock of returnees are derived
from the ad hoc EU Labour Force Survey (LFS) module on migration in 2014,
which asked respondents if they had lived in a third country for more than six
months during the previous 10 years.2 All cells that have zeroes in the number of
either migrants or returnees are replaced by 1 to allow them to be transformed
into logarithms without losing information. A gravity-type equation is estimated
that includes control variables typically used in the migration literature
and obtained from the CEPII bilateral database, as follows:*

logreturnees, ; = o.+ Brlogmigrants_, +v*logdistance ,

+y*contig  +y*ethnic (+8 + @, +¢ (A1

ode?
where logreturnees , is the logarithm of returnees to the country of origin o from
the destination country d; logmigrants,,_ is the logarithm of migrants from coun-
try o in country d; logdistance is the distance in logarithms between the origin
and destination countries; contig is a dummy if the two countries are contiguous;
ethnic is the share of the population in sending and receiving countries that has
a common ethnic background; 8 are country- of- origin fixed effects; and ¢, are
destination- country fixed effects.? The regression is estimated using the Poisson
pseudo- maximum likelihood estimator (PPML), which is typically used in grav-
ity models of migration (Santos Silva and Tenreyro 2006).

Table A.1shows the regression results separated for each education level and
by different levels of disaggregation of the regions of origin and destination.
(B coefficients are allowed to vary for different groups of migrants depending on
the regions of origin and destination.) In all specifications, geographic factors
and social ties are correlated with the rate of return. The larger the distance
traveled by a migrant, the lower the share of migrants who return. Similarly,
migration to a neighboring country is associated with a higher likelihood of
return. By education level, these effects are larger among less highly skilled
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TABLE A1 Gravity equation of returnees

(1) (2) (3) (4) (5) (6) (7) (8) (9)
PPML LOW PPML MID PPML HIGH PPML LOW PPML MID PPML HIGH PPML LOW PPML MID PPML HIGH
VARIABLE EDUCATION EDUCATION EDUCATION EDUCATION EDUCATION EDUCATION EDUCATION EDUCATION EDUCATION
Log migrants 0.806** 0.893*** 0.9671***
(0.050) (0.048) (0.040)
Log migrants EU15 origin 0.753%** 0.865*** 0.949*+
(0.054) (0.053) (0.043)
Log migrants NMS origin 0.873%** 0.974%** 0.839%**
(0.056) (0.054) (0.050)
Log migrants EU15 origin in EU15 destination 0.750%** 0.802*** 0.968***
(0.067) (0.069) (0.065)
Log migrants EU15 origin in NMS destination 1.057%** 1.052%** 1.116%**
(0.116) (0.097) (0.064)
Log migrants EU15 origin in RoW 0.738*** 0.839%** 0.898***
(0.061) (0.055) (0.043)
Log migrants NMS origin in EU15 destination 0.7971%** 0.835%** 0.835%**
(0.061) (0.065) (0.065)
Log migrants NMS origin in NMS destination 0.906*** 0.990*** 0.925%**
(0.113) (0.091) (0.066)
Log migrants NMS origin in RoW 0.607*** 0.788*** 0.6871***
(0.075) (0.068) (0.050)
Log distance —0.438** —0.337** —0.309%** —0.465%* —0.358** —0.266** —0.609*** —0.532%** —0.285%**
(0.221) (0.157) (0.102) (0.198) (0.159) (0.110) (0.191) (0.154) (0.107)
Contiguity -0.155 —0.488%** —0.447*** -0.153 —0.507*** —0.439%** -0.216 —0.548%** —0.437%**
(0.205) (0.163) (0.121) (0.193) (0.162) (0.121) (0.180) (0.159) (0.123)
Common ethnic group —29.477*** —21.228%*** —15.179%** —29.756%** —21.054%** —14.795%** —21.675%** —18.044%** —12.282**
(6.052) (4.926) (5.566) (6.198) (4.961) (5.505) (6.820) (4.360) (5.870)
Constant 3.699%** 2.162 3.087*** 4.146%* 2.013 2.534%** 5.468%** 4.270%** 2.355%
(1.878) (1.393) (0.847) (1.868) (1.449) (0.935) (1.963) (1.536) (1.090)
Observations 5,220 5122 5,056 5,220 5122 5,056 5,220 5122 5,056
R? 0.897 0.932 0.962 0.909 0.933 0.962 0.91 0.931 0.963
Country origin FE YES YES YES YES YES YES YES YES YES
Country destination FE YES YES YES YES YES YES YES YES YES

Source: World Bank calculations based on data from the CEPII Gravity Database, the Database on Immigrants in OECD Countries (DIOC) 2010/11 of the Organisation for Economic Co-operation and Development

(OECD), and the European Union Labour Force Survey ad-hoc migration module of 2014, Eurostat.
Note: EU15 = full European Union membership before 2004 (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United

Kingdom); FE = fixed effects; NMS13 = New Member States joining the EU in 2004 (Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia), 2007 (Bulgaria

and Romania), and 2013 (Croatia); PPML = Poisson pseudo- maximum likelihood; RoW = rest of the world. Robust standard errors in parentheses.

% 5 < 0.01, ** p < 0.05,* p < 0.1
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workers than among highly educated workers. Regarding ethnic ties, migrants
who reside in a country with common ethnic groups with the country of origin
(such as Bulgarian Turks in Turkey or Russian Estonians in the Russian
Federation) are significantly less likely to return, suggesting that migration moti-
vated for ethnic reasons is usually more permanent.

The coefficients listed in table A.1 for log migrants provide the elasticity of
return migration, that is, the percentage increase in returnees by 2014 derived
from a 1 percent increase in the stock of emigrants in 2010. Regressions 1-3
include all regions of origin in the EU and destination countries. Regressions 4-6
differentiate the elasticity for migrants from the EU15 (log migrants EU15 origin)
and the 13 New Member States, or NMS13 (log migrants NMS origin).®
Regressions 7-9 provide separate elasticities for EU15 migrants who lived in
other EUI15 countries (log migrants EU15 origin in EU15 destination), in the
NMS13 (log migrants EU15 origin in NMS destination), or in the rest of the world
(log migrants EU15 origin in RoW) and migrants from the NMS13 who lived in
the EU15 (log migrants NMS origin in EU15 destination), other NMS13 countries
(log migrants NMS origin in NMS destination), or in the rest of the world (log
migrants NMS origin in RoW).

The migrants’ return rates used in the main text (figure 5.12) are then calcu-
lated using the following:

Migrants’ return = (Returnees*elasticity r/m) / (Stock Migrants) (A2)

NOTES

1. The EU28 represents the full EU membership before the departure of the United Kingdom
in 2020 (Brexit).

2. See DIOC, reference years 2010/11, OECD, Paris, https://www.oecd.org/els/mig/dioc.htm.

3. See “2014 Labour Market Situation of Migrants and Their Immediate Descendants,” LFS
Ad Hoc Module, EU-LFS (database), Eurostat, European Commission, Luxembourg,
https://ec.europa.eu/eurostat/statistics-explained/index.php/EU_labour_force_survey.

4. See CEPII Gravity Database, Centre d’Etudes Prospectives et d’Informations
Internationales, Paris, http://www.cepii.fr/cepii/en/bdd_modele/presentation.asp?id=8.

5. In other specifications, dummies are also included for common language, common legal
system, and historical ties between the sending and receiving countries; but the coeffi-
cients are not statistically significant.

6. The EU15’s full membership before 2004 consisted of Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands,
Portugal, Spain, Sweden, and the United Kingdom. The NMS13 (with year of accession)
consists of the following: Cyprus, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland, the Slovak Republic, and Slovenia (2004); Bulgaria and
Romania (2007); and Croatia (2013).
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APPENDIX B

Methodology to Estimate the
Determinants of Bilateral Migration
Flows in the European Union

In the migration gravity equation estimated with results reported in table 3.1, the
outcome variable of interest is the log of migration flows from sending country
i to receiving country j in year t, for all EU28 and European Free Trade
Association countries between 2008 and 2018. The gravity-type, country-pair-
specific variables include the population-weighted distance and the time zone
differences between the two countries, the size of the countries, and dummy
variables indicating a common border, a common language, and a common
religion. The regressions also include different potential drivers related to both
the labor market and income differentials (gross domestic product per capita,
nominal net earnings, inflation rates, and unemployment rates), the economic
structure of countries (the value added of the agricultural, manufacturing, and
services sectors in total gross domestic product), the legal framework and
regulations (the right to work for migrants in the destination country,
employment protection legislation, and product market regulations), the depth
of the welfare system, and the openness of countries (the share of trade in total
gross domestic product). These factors are all introduced as the log of the ratio
between receiving country j and sending country i. This is motivated by the fact
that is the difference in the values of these variables, rather than the absolute
levels per se, that matters in the migration decision. All regressions also include
time fixed effects and robust standard errors.
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